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The Impact Of An Implementation Performance
Based Budgeting (PBB) On An Efficiency Of
Financial Performance On Local Governance In
Indonesia

Reni Oktavia

Abstract: The objectives of this research are first, to measure an efficiency of local governance financial performance before and after an
implementation of performance based budgeting, and the second, to empirically examine of an implementation of performance based budgeting on an
increasing efficiency of all local governance in Indonesia. The measurement of efficiency of local governance in Indonesia will be hand on an Data
Envelopment Analysis (DEA) method. Some result of this research showed that after implementation performance based budgeting have increased an
efficiency of financial performance on local governance as a whole, and on kabupaten governance, but have a negative effect toward an increased
efficiency of financial performance on state and city governance. The last result of this research indicate that the differences of mean of financial
performance efficiency was influenced by differences of local government types.

Key Words: Performance Based Budgeting, Efficiency Of Financial Performance, Data Envelopment Analysis (DEA) method.

1. INTRODUCTION
The Implementation of autonomy of region with authority from
center government to local government with authority of fund
management has produced a significant changes that push
the government to change the finance system of local
governance. In the year of 2000, the government issued the
regulation of government no 105 that contain about
management and responsibility of local governance finance
that continued with issued the Kepmendagri No 29 year 2002
about guide of arrangement the responsibility and auditing of
local governance with customs and manners of arrangement
of APBD, the realization of administration of local governance
finance and arrangement of calculation of APBD. And last
equipped with pp no. 108 year 2000 about customs and
manners of responsibility of regional leader, and newest
published Permendagri No. 13 year 2006 about guide of
management of financial of local governance, that imply
existence of alteration of system of budgeting of operative that
namely system of traditional budgeting or line of item
budgeting to system of performance base budgeting. Based
on the explanation before, this research has formulation of
guestion as follows:

1. How big achievement of efficiency of performance of
finance of local government in period before and after
implementation of performances base budgeting (PBB)

2. After implementation the system of performance base
budgeting in local government that affect in enhanced of
efficiency of performance of local government finance.
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This study has two aims; the first was intend to see the level of
efficiency of performance of finance of local government
before and after implementation the system of performance
based budgeting. The Second purpose wants to examine to
what exist significant differences average efficiency of Local
governance finance before and after implementation of PBB.
Research about impact on applications the performance base
budgeting have done quite a lot, several researchers perform
testing towards influence of implementation performances
base budgeting this towards various side, one of study that
done by GAO (1993) that perform a study towards the impact
of applications of performances base budgeting towards
presentation of information systematically concerning
performance of institution and program, from this study , ther
are evident that performances base budgeting repair the
decision of making budgeting with fokus to choices in result of
program. the other research that done by Rubin (1997, in
Melkers and Willoughby, 2001) will conclude that
implementation performance base budgeting in a financial
system of government will influence the information that
produced [yield], later this information be used as source of
evaluation [assessment] of performance. The Previous
empirical research has hitted the applications has the
performance based budgeting in level of local government in
Indonesia that done by Asmoko (2005) at least show existence
of influence of applications has performance base budgeting in
effectiveness of control of finance and control of performance.
And the other study that done by Setyawan (2005) that
examine to what exist influence of implementation
performances base budgeting in public accountability with
sample each in 2 regencies at central java, and in regency and
government [ruler] of city of special region in Yogyakarta. The
other study that done by Sunardi (2005) that study the
influence of reformation of arrangement the budgeting towards
quality of APBD. The Result that show from this research
mentions that applications performances base budgeting with
public accountability doesn't has significant influence to quality
of APBD.

214

1IJSTR©2017
WWW.ijstr.org


mailto:reny_8via@yahoo.com

INTERNATIONAL JOURNAL OF SCIENTIFIC & TECHNOLOGY RESEARCH VOLUME 6, ISSUE 08, AUGUST 2017

2. THEORETICAL FRAMEWORK
DEVELOPMENT OF HYPOTHESIS

AND

2.1. DEFINITION AND CHARACTERISTICS
PERFORMANCES BASE BUDGETING

According to Smith's (1999) one of the purpose of applications
performances base budgeting in a local government is
increase efficiency and effective with focus on the resource of
strive output critical and important. Therefore one of size of
performance a budget that based on performance achieve the
level of maximum efficiency on output that is produced with
amount of input that appointed. One of approach this
performance base budgeting also be efforts to repair the
process of budgeting at public sector that merger the
accountability system of performance and system of
budgeting. The applications of performance base budgeting
basically supposed will reform the quality and processes of
budget decision-making in determine allocation of economics
resource so that activity of government can be run with more
effective and efficient. In GAO (1999) confirmed that
performance base budgeting assume that the arrangement of
performance information systematically with amount of budget
will make better the decision making with focus on choices of
financing in program results. Performance based budgeting
can be run well by put into criteria output and/or outcome in
budgeting or with budget genuinely for level of service of
desirable.

2.2 HYPOTHESES

From the exposure, analysis, and the results of previous

researches that have been described above, the researchers

set the hypothesis to be tested in this study are:

H1: Increased efficiency of local government financial
performance in Indonesia after the implementation of
performance-based budget (PBB).

H2: Increased efficiency of the provincial government's
financial  performance  after implementation  of
performance-based budgeting (PBB)

H3: There has been an increase in the efficiency of the
district government's financial performance after the
implementation of a performance-based budget (PBB).

H4: There is an Improvement in the efficiency of the city
government's  financial  performance  after  the
implementation of a performance-based budget (PBB).

H5: Different types of local governments have a significant
influence on the efficiency differences in financial
performance of each region.

3. METHODOLOGY OF RESEARCH

3.1 SAMPLE AND DATA OF RESEARCH

This study is empirical research that want to examine that
implementation the performance base budgeting has impact
towards efficiency of financial of local Governance. And that
population in this research entire local government of province
on Indonesia that apply to performance base budgeting, while
sample that used in this study entire local government as level
Province that report realization APBD to central government.
The Researcher employ the method of purposive sampling,
that is election of method sampling that based on feature or
certain characters that are looked consider has in respect of
cling firm with feature or character of population already
known previous. The purposive sampling method used to
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reach the specific-purpose, and for that sample that be used in

this research has criteria as follows:

1. The Report of APBD realization of province government
that reported in its entirety to central government.

2. The Report of APBD realization local government of
province consistently reported from year 2010 up to 2014.

3.2 THE TECHNICS OF DATA COLLECTING

Data that used in this research are secondary data that
namely the realization APBD report from year 2010 - 2014,
with points cut off in the year 2012. Stipulating year 2012 as
cut-off in data of this study are based on assumption that
applications PBB go one year after central government issued
KEPMEN No. 29 year 2012 that begun in the year 2013. And
because of data of APBD realization report available in its
entirety in central government in 2014 year, so the period
before and after implementation PBB appointed during 2 year,
that was data in 2010- 2011 as data before applications PBB,
and data of report of realization APBD from year 2013 to 2014
declared as data after applications PBB. As to data that used
in this research, that's come from population of report of
APBD realization of local government of province.

3.3 DEFINITION OF
MEASUREMENT OF VARIABLE
Definition of operational from this research efficiency of local
financial performance. Value of efficiency that be produced
from analysis has relative or only operative in range of unit
nest of economic activity that compared with application input
and output of a kind or equal. In accountancy, efficiency be
declared as amount of consumption like input that will produce
amount of output. Based on principle of independence of
region, where a region is mention has self-supporting if they
can to finance their main government needs, so measurement
the efficiency of finance in local government based on level of
regional ability in yield the original region income (PAD) with
input as a routine expenditure that used by local government
in run operational of the activity. This matter is as according to
statement world bank (1988; 154) in Ibrahim (1996) that
mention that independence of that region is showed from
ability PAD a region to covers their routine expenditure of the
government way. From that explanation, thus appointed
several variables input and output that used to measures
efficiency of finance of region. There are 3 variable input and 2
variables output.

OPERATIONAL AND

e variable input;

In variable input that used in this method DEA is descendant
from variable of routine expenditure. Definition of routine
expenditure is expense that have the benefit just for one year
budget and not increase on asset or wealth for local
Governance. The variable of this routine expenditure consists
of:

1. Expense of official

2. Expense of operational

3. Expense of journey

4. Expense of maintenance.

e output variable

That taken as variable output in measurement of efficiency
with method DEA is the local original income (PAD) that
consists of:

1. Tax of region
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2. Retribution of region
3. Income from operation of region
4. Another PAD.

3.4 INSTRUMENT ANALYSIS

The Analyzer that used to perform processing and analysis of
data in this study are:

1. data envelopment analysis (DEA)

2. Paired ample t-test analysis.

3. analysis of variance (ANOVA)

4. RESULT DISCUSSION AND DATA ANALYSIS
In this section will be explained the result of this research that
include two things, the first is result of analysis efficiency of
local government finance. Measurement of this efficiency
employ method of data envelopment analysis (DEA ) by using
some assumptions; First, DEA model based on constant return
to scale (crs), that consist of:

1. Variable input/output has radial with orientation in input
and output.

2. This model is relative, that means each unit automatically
will compare their unit towards another unit that include in
model. When a unit of work is measured on their
performance, so at the time, it will involve of resource at
the unit, concurrently involve resource in unit of work [job]
concerned also another unit of work. So with that the
efficiency will be mutual connected one unit with another.

The second, in this chapter will explained the result of
difference test of two average financial efficiency of local
government before and after implementation the performance
base budgeting. Analyzer of test difference that used paired
samples t-test. And from this analysis knowable what ther are
differences average of efficiency before and after
implementation the performance base budgeting.

4.1 ANALYSIS OF EFFICIENCY

In first phase was be measured the financial efficiency of local
government by using method of data envelopment analysis
(DEA). The Data that processed with this method as many as
22 reports of APBD realization from local government of
province. These data were data time series during 4 year,
these divided to be 2 parts, the period of report before
implementation of PBB that was period 2010-2011 and period
after implementation PBB was period 2013 to 2014. Data of
local government finance that used in this study comes from
local government that has completion report during 4 year
period of observation, while data of finance were not complete,
it would eliminated from the list of sample. The Process of
efficiency analysis of province government finance was done
by using method DEA, and produced level of efficiency in 2
year periods before and 2 periods after implementation PBB in
every local government of province with range value of
efficiency from O up to 100%. The Region that achieve
efficiency 100% will category as efficiency region, but when
area doesn't achieve 100% will category as inefficiency of
local government. To produce the level of efficiency of finance
performance by using method DEA was appointed 4 variables
input and 4 variable output. The four variables output consists
of element of PAD that namely; tax of region, retribution, profit
companies possession of region, and another of PAD. And the
4 variables input consist of expense of official, expense of
goods, expense of journey and expenditure of operational. The
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Election process of variable input/output this based in relation
between variable that show the ability of region in produce
output as original income of region, by using variables input as
proxy from cost [expense] or routine expenditure that used by
local government to run wheel of government of the region. To
give description more comprehensive, researcher will explain
and analyzed the result of measurement the efficiency of
finance performance of local government before and after
implementation performances base budgeting (PBB).
Efficiency Before Implementation PBB (Year 2010-2011) The
Result of counting of efficiency of financial performance of
region with data envelopment analysis method in local
government of level of province visible in table 4.1. it show that
there are 10 local governments of province that has average
best efficiency, there are Riau, Lampung , west java, central
java, Yogyakarta, east java, south Borneo, east Borneo, north
Borneo, south Sulawesi, Bali and NTB. All of ten province area
have achieve efficiency of financial performance for maximum
of 2 year successive, so it can be category as area that can to
produce the optimal PAD with make exploit the resource of
finance of region that available.

Table 1 List of Achieved The Efficiency of Province
Government Financial Before Implementation Performances
Base Budgeting.

The Name of Province Years Average
2010 2011
Prop. Manggroe Aceh Darussalam 64 52 21,14 42 83
Prop. Sumatra Ltara 81,05 63,23 74 64
Prop. Sumatra Barat 5386 100 78,80
Prbp. Riau 100 100 100,00
Prop. Jambi 43 42 83,27 50,85
Prop. Sumatra Selatan 43 91 59 53 85
Prop. Bengkulu 8977 64 74 77,26
Prop. Lampung 100 100 100,00
Prop. Jawa Barat 100 100 100,00
Prop. Jawa Tengah 100 100 100,00
Prop. Yogyakarta 100 100 100,00
Prop. Jawa Timur 100 100 100,00
Prop. Kalimantan Tengah 3357 27 83 30,75
Prop. Kalimantan Selatan 100 100 100,00
Prop. Kalimantan Timur 100 100 100,00
Prop. Sulawesi Utara 100 100 100,00
Prop. Sulawesi Tengah 52 93 54 b3 B3 73
Prop. Sulawesi Selatan 70 56 100 8528
Prop. Bali 100 100 100,00
Prop. Musa Tenggara Barat 100 97 93 83 89
Prop. Musa Tenggara Timur 91,05 100 85 53
Prop. Papua 2202 43 09 35 08

The Province that Include to area that most inefficiency
occupied by Kalimantan Tengah province (30,75%) province of
Papua (35,06%) and province of Nanggro Aceh Darusalam
(42,83%), they all have level of average efficiency under 50%.
This matter show that the third of province cannot has ability of
region in produce PAD that can fulfil their local government
routine need. And if it related to independence of region, the
third of this province have dependence enough to central
government in fulfils deficit of fund to run the government.
Furthermore, the zones that have low efficiency obvious are
areas that have internal conflict. Thus it can be pulled a
reasonable excuse that the low existing efficiency can be
caused by the barrier of government activity in produce PAD
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because internal of local government troubles. From table 1
also found 3 provinces that increasing the ranking of efficiency
become 100% in the year 2001. There are Nusa Tenggara
Timur, Sulawesi Selatan and Sumatra Barat. Furthermore the
happening of the enhanced is caused because the happening
of enhanced of result PAD larger ones is compared enhanced
of expense routine that is used in run wheel of government.
But there were any province that depreciation of efficiency
from level 100% to lower, that were province of west Nusa
Tenggara, decreased to be 97,98%. Depreciation of this
efficiency is although a little bit is because of the depreciation
of government ability in stand for level of achievement the PAD
from previous.

4.2 EFFICIENCY ACHIEVEMENT
IMPLEMENTATION PBB (2013-2014)
Measurement of efficiency in phase after implementation of
PBB take data of observation from year 2013 - 2014, this
matter is done because of completion the local finance that
reported to 2004. But data to 2005 do not yet complete
reported by entire good regions. The Summary of
measurement the efficiency towards finance performance of
local government visible in table 4.3 follow.

AFTER

Table 2. The level of average efficiency of financial
performance of local government in Indonesia after
implementation performances base budgeting (PBB)

Explanation Province
Efficiency 100% T (31,8%)
Efficiency 99% - 50% 13 (59,1%)
Efficiency below 50% 2109,1%)
Total 22

In the measurement of financial efficiency of local government
are known there was 7 provinces or 31,8% from entire have
average level of efficiency 100%. Entire areas that achieve
level of efficiency 100% that category as area that has ability
produces optimal PAD with input routine expenditure that
taken outside. Besides that, this zones are assumed have
independence financial to funding the need routine of local
government with PAD that their produce, with assumption that
routine expenditure or permanent expense (fix cost) that were
required by local government consists of the expense of
official, expense of goods, the expenditure of operational, and
expenditure of the journey. The low of efficiency level of
financial performance inclined belong to regions that have
internal conflict like province of Papua that have level of
average efficiency 26,27% and province of middle Sulawesi
with level of average efficiency in the amount of 37,55%. The
both of the region are identified as province that have financial
efficiency of bottommost in period. The low of efficiency level
is influenced by not the balance of total of expense that used
to run the local government in produce PAD source of
financing of local governance. From the result of processing
the data with DEA method also produced the data of change
the efficiency of financial performance of local government that
caused existence of applications performances base
budgeting. The result of measurement is visible in table below.
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Table 3 The rate of the financial performance efficiency
change of local government in Indonesia after implementation
performances based budgeting (PBB)
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From the explanation of the study result, it can be pulled a
conclusion that applications of performance base budgeting by
local government in Indonesia have not yet give the positive
effect especially in the case of enhanced the efficiency of
financial performance of local government. So the finally in
condition real at courtyard, this matter can be clarified by
limited the applications PBB since year 2010 that were be
socialization via PP No 105 in year 2000. And it appropriate to
previous researches that show that applications performance
based budgeting was still have many constraints like
stipulating of the purpose and target that not good enough in
organization or between unit of organization, and it would
increase the complexity of problem. Sometime Indicator of

performance sometimes incorrect to representation the
achieved of performance. Or, something Indicator of
performance have too simplified criteria in service

performance of public sector that usually have multi dimension
with inexistence of consistency decision on applications the
performance base budgeting, both of appreciation for side that
show enhanced of performance and on the contrary existence
punishment on failure in achievement of performance.

4.3 NORMALITY TEST

The testing of hypothesis that submitted to use paired sample
t-test method. This analyzer required the data were distribution
normally. So before perform the testing of this hypothesis is
done, the normal test towards data that be used. Test
normality this use analyzer kolmogarov sminov with a = 5%.
The result of normality test entire data that used can be saw in
below:

Table 4 The Normality tests - One-sample kolmogorovsmirnov
test method

One-Sample Kolmogorov-Smirnov Test

Befor After
N P n
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Mosi Extreme Difforences  Absoide i Fig

Posine Hi 27

Negaive -2 -

Kalmogarow-Smimov Z 12715 %2

Asymp. Sig. (Zaded o i

a Test distribution is Normal.

The Result of normality testing with 1-sample kolmogorov-
smirnov test show that data have distributed normally
(significant at a = 0,05)
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4.4 TESTING OF HYPOTHESIS

In this part will be explained the result of statistic from testing
the average efficiency before and after implementation the
performances base budgeting. Data that used in the test of
this hypothesis average data of efficiency of financial
performance that were produced from measurement the
efficiency with DEA method. These data are classified based
on group of local government that namely province. The data
of each province government consists of average data of
efficiency before and average efficiency after implementation
PBB.. In second hypothesis is done testing of average
enhanced of efficiency after implementation the PBB system,
with compare average efficiency of financial of local
government in period before implementation PBB averagely
efficiency after it. Because of the data that used in hypothesis
2 have distributed normally, so the testing of this hypothesis
employ paired samples t-test method. In second hypothesis
declared that there was average enhanced the efficiency of
financial performance of province government after the
implementation of performances base budgeting. Because this
hypothesis is one way hypothesis , the testing used one side
(one tailed).

Table 5 The result of paired samples t-test of Province

government.
Befor After
N ] i
e g Mear WHB |RNS
Normal Parametersia 5| =
it ! 3td. Dewabon A0 | LN
Mast Exfreme Differsnces Absode iy Fii
i A7
Negae -Im i)
Kalmogorov-Smimoy £ 115 )
Asymo. Sig (Haded i PlE
Explanation Province
Efficiency 100% 7 (31.5%)
Efficiency 99% - 50% 13 (59,1%)
Efficiency below 50% 2109,1%)
Total 22
Paired Samples Correlations
M Correlation Sig.
Pair 1 Before & After 22 AB2 ,030

From the testing of paired sample t-test on average difference
of financial performance efficiency of province government
shows that value of t-test is -0,313 with value of t-table (0,95;
21) is1,721, so the value t-test <t-table. While p-value for test
one tail is 0,757/2 0,378. This value show that hypothesis null
acceptable or equally statistically show the average efficiency
of financial performance of local government in Indonesia
didn't increased significantly after  implementation
performance based budgeting (PBB). The Inferential of the
rejected alternative hypothesis that was submitted by author,
that was described that is with implementation performance
based budgeting in local government of regency in Indonesia
have not yet can influence in enhanced of efficiency financial
performance of local government. This matter is as according
to the research was done by Robinson and Brumby (2005)
state that research in performance based budgeting did not
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yet give a strong on success or effectiveness of this system.
So the research that done by Asmoko (2005) hit
implementation performances base budgeting in the context of
Indonesia that show the existence of positive influence of
implementation have performance base budgeting in
effectiveness of control the finance and performance control.
But need furthermore research [study] to prove rate of change
of consequence of influence the implementation performances
base budgeting. From the result of discussion this study, the
researcher recommends several things in  about
implementation PBB as an effort to improve the performance
of local government:

1. The importance of immediacy and agreement between
central government and local government in run the
system of performances base budgeting. The central
government should be able to prepare the sets of
equipment of performance based budgeting system
comprehensively.

2. The local government necessary immediacy and
openness of their organization [perform the changes as
one part of the process of applications PBB. Because
implementation the system budgeting will bring many
changes in culture of organization that oriented toward the
result. If local government doesn't have a immediacy and
openness, so for certain applications PBB create
extravagance of expense only.

3. It's necessary to composed a regulation that arrange the
consistency on applications the PBB, like existence of
appreciation and reward for a success region that runs
and report the realization of performances base budgeting
well, on the contrary there must a punishment for local
government that not run this system well.

4. It's necessary to socialization better in the case of size of
rule performance to various party in society, like one of
them standard minimal service. That 's as one of efforts to
enhanced of character with public in supervise
performance of government.

5. THE CONCLUSION
Performance base budgeting is a system of arrangement and
management budgeting of government that orientation in
achievement to the result or performance. A local budgeting
(APBD) is composed based on a target of performance that
supposed by each unit of local government in a period of
governance authority. One of purpose and benefit of
implementation the performance based budgeting system in a
financial is for increase the efficiency and effective
performance of government with focus on resources that strive
to critical output. This study attempt to get obvious of evidence
about the impact of implementation performance base
budgeting towards efficiency of financial performance on local
government. The conclusion of measurement and analysis in
this research, it will describe bellow:

1. The achievement the efficiency of financial performance
on province government in this research based on local
government independence in run the activity of
operational of government. The Independence of local
government is indicated by the ability of local government
to fulfils the routine expenditure with potential finance that
got selfsportingly that namely the region original income
(PAD). A local government was be category as
selfsupporting if PAD that their produced at least can fulfill
the permanent expense (fix cost) of routine expenditure
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the run of the government operational. And if related with
achievement of financial efficiency of local government,

the

area that achieve the financial efficiency in level of

efficiency 100% it can be said have the characteristic of
self-supporting region.

2. The Result of examine on local government of province
shows that the process of implementation performances
base budgeting in financial system in all local government
of province not yet success to increase the efficiency of
financial performance. That means up to second year
since was implemented performance base budgeting in
the year 2002 it can be said that applications performance
base budgeting in local government of province have not
yet achieve one of the goal of implementation PBB. The
one of that goal was make performance of finance of local
government become efficient.
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