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Dear Dr. Usman,

We have received the above referenced manuscript you submitted to the Business and Economics
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Dear Dr. Usman,

Thank you for registering for the Editorial Manager online submission and peer review tracking system
for Heliyon
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Here is your username, which you nesed to access Editorial Manager at https:/'www editorialmanagerc
om/heliyon/.
Username: AUsman-356
If you do not know your confidential password, you may reset it by clicking this link:
https-/hwww editorialmanager comiheliyonfl asp?i=1591251&I=GACB00TW
Please save this information in a safe place
You can change your password and other personal information by logging into the Heliyon website and
clicking on the Update My Information link on the menu
Best regards,
Heliyon
In compliance with data protection regulations, you may request that we remove your personal
registration details at any time. (Use the following URL: https://www editorialmanager.c
om/heliyon/legin.asp?a=r) Please contact the publication office if you have any questions
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Dear Heliyon
Thanks for the reminder, we apparently made an error on the titie page. The error has been fixed and the
manuscript has been resubmitted.
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best regards
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From: Asri Usman
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Thanks for the reminder, we apparenily made an error on the title page. The emor

has been fixed and the manuscript has been resubmitted

best regards,
Asri Usman

On Sun, Mar 7, 2021 at B:30 AM Heliyon <emi@editconalmanager.com> wrote:

Dear Dr. Usman,

Thank you for registenng for the Editonal Manager onling submuission and peer
review tracking system for Heliyon

Here s your username, which you need to access Editonial Manager at
hitos./fwww editorialimanager. comiheliyvon/.

Usemame: Allsman-386

If you do not know your confidential password, you may reset it by clicking this link:
hittps fwwwy editonaimanager coméhelivon/| asp?i=1591251&I=GACBDOTW

Please save this information in a safe place

You can change your password and other personal information by logging into the
Heliyon websife and clicking on the Update My Information link on the menu.
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Dear Helivon,

Thanks for the reminder, we apparently made an error on the titie page. The error has been fixed

and the manuscript has been resubmitted.

best regards,
Asr Usman

On Sun, Mar 7, 2021 at 8:30 AM Heliyon <em@editorialimanager. com:> wrote:

Dear Dr. Usman,

Thank you for registering for the Editorial Manager online submission and peer review tracking

system for Heliyon

Here is your username, which you need to access Editorial Manager at
https /hwww editorialmanager. comvheliyon/.

Usemame: Alsman-396

IT you do not know your confidential password, you may reset it by clicking this link:
https/Awww . editorialmanager com/heliyon/1 asp?i=1591251 &=GACB007W

Please save this information in a safe place.

You can change your password and other personal information by logging into the Helivon
website and clicking on the Update My Information link on the menu.

Best regards,

Heliyon
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5. Go to "Attach Files” and "Build PDF for my Approval™.

6. View and Approve your new PDF file including the changed item{s), or if needed, Edit again
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Please approve your transferred submission. You are welcome to make changes to your manuscript at
this point including responding to any editor or reviewer comments from the previous journal.

Pl=ase log onto Editorial Manager as an Author:
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2. Click "Edit Submission/Revision™_
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5. Go to "Attach Files” and "Build PDF for my Approval™.

6. Wiew and Approve your new PDF file including the changed item{s). or if needed. Edit again.

Thank you for submitting your work to the journal, and if you have any questions. please do not hesitate
to contact me._ =
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Dear Asri Usman,

We'd love to hear how everything went with Shyr Bolivar frem our customer support team when you
contacted us on 2021-03-09 00:00:00. The ID of your query was 210309-005556

+

We are always striving to provide you with great customer experience. We would really value your
feedback on our service so we can make things even better. We have shortened our survey, so it
should take no more than 3 minutes to complete. The survey link will remain active for 15 days.
We are sending the survey in the belief that you have received a response to your query. If this is not
the case, please check your junk/spam filters to ensure our response didn't get lost.
Your responses will remain confidential. You will not be identified or contacted uniess you specifically
request to be. To start the survey please click your answer to the question:
How satisfied are you overall with your most recent experience of Elsevier customer support?

i 2 3 4 5 g I
Exiremely  Very : AT Very Extremely Don't
T, | = Satisfied Neutral Di tisfied SoRs =
Satisfied Satisfied i et — Dissatisfied Dissatisfied Know
Thank you very much for your time and help.
Kind regards,
Customer & Market Insights Team
Data Protection Notice: >
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Manuscript. Number : HELI'YON-D-21-01738

Titel: THE EFFECT OF HUMAN CAPITAL AND PHYSICAL CAPITAL ON REGIONAL FINANCIAL
CONDITION: THE MODERATING EFFECT OF MANAGEMENT CONTROL SYSTEM

Journal: Heliyon

Dear Dr. Usman,

Thank you for submitting your manuscript to Heliyon. Before we begin the review process for your
manuscript, we perform an initial check against formal criteria. VWe regret to inform you that there are
some critical concerns about your manuscript. Please make changes/corrections as detailed in the
comments below.

To submit your updated manuscript, please log in as an author at hitps ffwww editorialmanager c
om/heliyon/, and navigs to the "Submi Needing R "~ folder under the Author Main Menu.
Your revision due date is Apr 11, 2021

I look forward to receiving your updated manuscript

Kind regards,
Pavlos Delias
Section Editor
Heliyon

Comments

While examining your submission. we observed that it was based on a survey where participants were
asked questions relative to issues like personal competences. work experience, etc.

Following the journal's ethics policies, your work is classified as "Studies requiring both ethics approval
and consent”

Before proceeding with the peer-review of your work we are requesting to submit a copy of the ethics
approval from yeur institution and the consent form that was distributed to participants.

Data in Brief (optional)

We invite you to convert your supplementary data (or a part of it) into an additional journal publication in
Data in Brief, a multi-disciplinary open access joumal. Data in Brief articles are a fantastic way to
describe supplementary data and associated metadata, or full raw datasets deposited in an external
repository, which are otherwise unnoticed. A Data in Brief article (which will be reviewed, formatted,
indexed, and given a DOI) will make your data easier to find, reproduce, and cite

You can submit to Data in Brief when you upload your revised manuscript. To do so, complete the
template and follow the co-submission instructions found here: www elsevier com/dib-template. If your
manuscript is accepted. your Data in Brief submission will automatically be transferred to Data in Brief for
editorial review and publication.

Please note: an open access Article Publication Charge (APC) is payable by the author or research
funder to cover the costs associated with publication in Data in Brief and ensure your data article is
immediately and permanently free to access by all For the current APC sae:

www elsevier comfjoumals/data-in-briefi2 352-340%open-access-journal

Please contact the Data in Brief editorial office at dib-me@elsevier.com or visit the Data in Brief
homepage (www journals elsevier com/data-in-briefl) if you have guestions or need further information

More information and support
FAQ: How do | revise my submission in Editorial Manager hitps://service elsevier. com/a
pplanswers/detailia_idi28463/supporthub/publishing/

You will find information relevant for you as an author on Elsevier’s Author Hub:
hitps-/iwww. elsevier. com/authors

FAQ: How can | reset a forgotten password?

hittps-/iservice elsevier com/app/answers/detaila_id/28452/supporthub/publishing/

For further assistance, please visit our customer service site: htips.{/service elsevier.com/a
pp/home/supporthubipublishing/

W Reply

In compliancs with data protection regulations, you may reguest hat we memove your parsonal
registration detalls at any ima. (Uss the following URL: [ilps fereres editor
onlogin asp?a=i) Pleass contact the pubficafion office if you have any questions
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Manuscript Number: HELIYON-D-21-01738R1

THE EFFECT OF HUMAN CAPITALAND PHYSICAL CAPITAL ON REGIONAL FINANCIAL
CONDITION: THE MODERATING EFFECT OF MANAGEMENT CONTROL SYSTEM

F
Dear Dr. Usman,
We have received the above referenced manuscript you submitted to the Business and Economics
section of Heliyon. To track the status of your manuscript, please log in as an auther at
hitps:/lwww editorialmanager.com/heliyon/, and navigate to the "Revisions Being Processed” folder
Thank you for submitting your revision to Heliyon, an open access journal that is part of the Cell Press
family.
Kind regards,
Heliyon
More information and support
You will find information relevant for you as an author on Elsevier's Author Hub:
hitps:/fwww elsevier com/authors
FAQ: How can | reset a forgotten password?
https:/iservice elsevier com/app/answers/detailla_id/28452/supporthub/publishing/
For further assistance, please visit our customer service site: hitps://service elsevier com/a
ppthome/supporthub/publishing/
Here you can search for solutions on a range of topics, find answers to frequently asked questions, and
learn more about Editorial Manager via interactive futorials. You can also talk 24/7 to our customer
support team by phone and 24/7 by live chat and email
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Manuscript. Number: HELIYON-D-21-01738R1

Title: THE EFFECT OF HUMAN CAPITAL AND PHYSICAL CAPITAL ON REGIONAL FINANCIAL
CONDITION: THE MODERATING EFFECT OF MANAGEMENT CONTROL SYSTEM

Journal: Heliyon

Dear Dr. Usman,
Thank you for submitting your manuscript to Haliyon

We have completed the review of your manuscript and a summary is appended below. The reviewers
recommend major revisions are requirad bafore publication can be considered.

If you are able to address all reviewer comments in full, | invite you to resubmit your manuscript. \We ask
that you respond to each reviewer comment by either outlining how the criticism was addressed in the
revised manuscript or by providing a rebuttal to the criticism. This should be carried out in a point-by-
point fashion as illustrated here: https-/iwwnw. cell com/heliyon/guide-for-authors#R evisions

To aliow the editors and reviewers to easily assess your revised manuscript, we also ask that you upload
a version of your manuscript highlighting any revisions made You may wish to use Microsoft Word's
Track Changes tool or, for LaTeX files. the latexdiff Perl script (hilps.//ctan. org/pkg/latexdiff).

To submit your revised manuscript. please log in as an author at https./'www editorialmanager.c
om'heliyon/, and navigate to the "Submissions Needing Revision™” felder. Your revision due date is May
03, 2021,

We understand that the COVID-19 pandemic may well be causing disruption for you and your
colleagues. If that is the case for you and it has an impact on your ability to make revisions to address
the concerns that came up in the review process, please reach out to us.

| lock forward to receiving your revised manuscript.

Kind regards

Pavios Deliss

Section Editor 0
Hafiyon

Editor and Reviewsr comments: B

Reviewer #1: This study has an original ides particularly on understanding the predictor of financial

condition in Indonesia, it also brought two important antecedents of & country’s financial conditions;

human capltal and physical capital However, there are some suggestions that must be addressed before

this manuscript ls considered for publication. | recommand publicatien for this manuscript but alse +*
suggest some revisions o improva its quality.

Mathods

1. For the method section_ i It iz possible, please indicate how many potential participants for this study
Also, pleaza discus whather or not this numbsar had anough power 1o reduca type |l arror?

2. Plzase round the coefficients two digits after point (e g 826 becomes B3)

3. The mesasure section needs soms significant revisions, Pizase include model fit indices (e | chi-
square, of, p-value, RMSEA), also compared the measuremant moded with other alternative models to
reducs blazes s this a self-repon or expert rating scale? Please give an axamples of lams

4. In terms of data analysis, plaaze explain why authors peefer HRM technigue to Structural Equation
Madeling | understand that HRM is popular among social scientists. but authors should have some
reasons regarding its used in this manuscript

Resuiis

Results ware indina with research questions and and hypotheses. Howawer, | have some concams
refated to multicollinearity, did authors mean-center the predictors during before parforming the HRM7
Yy Why not?

Intenpretation
sounds, the authors ware abla to draw connection between theores and findings

Other comments »
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Manuscript Number: HELIYON-D-21-01738R2
Drafts

THE EFFECT OF HUMAN CAPITAL AND PHYSICAL CAPITAL ON REGIONAL FINANCIAL

CONDITION: THE MODERATING EFFECT OF MANAGEMENT CONTROL SYSTEM

Heliyon +
Dear Dr. Usman

asriusman@g.unh.. 11
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More
We have received the above referenced manuscript you submitted to the Business and Economics
section of Heliyon. To track the status of your manuscript, please log in as an author at
https:/hwww editorialmanager. com/heliyon/, and navigate to the "Revisions Being Processed” folder.

Meet

B New meeting

Thank you for submitting your revision to Heliyon, an open access journal that is part of the Cell Press
1 My mestings —

Hangouts Kind regards,

Heliyon
Q Dr. Asri Usman, +

Mare information and support

You will find information relevant for you as an author on Elsevier's Author Hub:
https:/lwww elsevier com/authors

FAQ: How can | reset a forgotten password?

https:/iservice elsevier com/app/answers/detailla_id28452/supparthub/publishing/

For further assistance, please visit our customer service site: https://service elsevier. com/a
ppthome/supporthub/publishing/

Here you can search for solutions on a range of topics, find answers to frequently asked questions, and
learn more about Editorial Manager via interactive tutorials. You can also talk 24/7 to our customer
support team by phone and 24/7 by five chat and email

No recent chats
Start a new ong

In compliance with data protection regulations. you may request that we remove your personal
registration detalls at any time. (Use the following URL: https lfwww editorialmanager.c
om/heliyon/login.asp?a=r). Please contact the publication office if you have any questions.
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B asrusman@g.unh. 11 CONDiTIOI\.I: THE MODERATING EFFECT OF MANAGEMENT CONTROL SYSTEM
Journal: Heliyon
B Heliyon
Dear Dr. Usman,
v More
Thank you for submitting your manuscript to Heliyon.
Meet

B New meeting

™ My meetings

Hangouts

QDr Agzri Usman, +

No recent chats
Start a new one

e have now recsived all of the editor and reviewer comments on your recent submission to Heliyon
Your paper will become acceptable for publication after implementation of minor formatting and/or
administrative changes outlined below. To avoid unnecessary delays in the publication of your
manuscript, please do not make any other additional changes during this revision

To submit your revised manuscript, please log in as an author at https://www editorialmanager.c
om/heliyon/, and navigate to the "Submissions Needing Revision” folder under the Author Main Menu.
When submitting your revised manuscript, please ensure that you upload your most recent document
with the "Revised manuscript file - highlighting revisions made” item type

Kind regards,

Zoe Gooden
Editorial Assistant
Heliyon

Embargo

Embargos are not automatically set for papers published in Heliyon. Papers appear online a few days
after acceptance. To request a media embargo and/or publication on a specific date to assist an
institutional press release, please reach out to the Heliyon team (infof@heliyon.com) as soon as possible
and we will do our best to accommodate your request.

Editor and Reviewer comments:

Reviewer #1: Congratulation on completing the revisions, | have seen significant changes in the revised
version. | believe this manuscript can proceed to the next publication process.
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and we will do our best to accommodate your request.
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Editor and Reviewer comments:
% Starred 0
© Snoozed Reviewer #1: Congratulation on completing the revisions, | have seen significant changes in the revised

version. | believe this manuscript can proceed to the next publication process.
> Sent Methods, Results, and Discussion section have been properly revised and improved, and they all show

prop P! Y

‘ it sufficient information. Therefore, | recommend publication for this manuscript.
B asriusman@g.unh. 11

Reviewer #2: | am pleased to receive the revised version of this manuscript
B Heliyon Methods: this part has been well rewritten with some additional explanations +

Results: this part has been adjusted according to reviewer's suggestion
v More Interpretation: this part has been improved and some typos has been corrected
Meet

Editorial Office:
B New meeting

El " i Please upload a clean copy of your manuscript file, without tracked changes and in a word document
y meetings

format.
Hangouts Please add a sentence in your Method section including your ethical approval, documenting the full
) name of the approving ethical committee, and confirming that informed consent was obtained from all
QD[ Agilsman, + participants from your research.

=k

Data in Brief (optional):

We invite you to convert your supplementary data (or a part of it) into an additional journal publication in
Data in Brief, a multi-disciplinary open access journal. Data in Brief articles are a fantastic way to
describe supplementary data and associated metadata, or full raw datasets deposited in an external
repository, which are otherwise unnoticed. A Data in Brief article {which will be reviewed, formatted,

Hinvacart il indexed, and given a DOI) will make your data easier to find, reproduce, and cite.

Start a new one

You can submit to Data in Brief when you upload your revised manuscript. To do so, complete the
template and follow the co-submission instructions found here: www slsevier com/dib-template If your
manuscript is accepted, your Data in Brief submission will automatically be transferred to Data in Brief for
editorial review and publication.

. Q \' Please note: an open access Article Publication Charge (APC) is payable by the author or research
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Data in Brief, a multi-disciplinary open access joumal. Data in Brief articles are a fantastic way to
[J Inbox 18 describe supplementary data and associated metadata, or full raw datasets deposited in an external
repository, which are otherwise unnoticed. A Data in Brief article (which will be reviewed, formatted,
# Starred indexed, and given a DOI) will make your data easier to find, reproduce, and cite @
© Snoozed y . s ; A
‘ou can submit to Data in Brief when you upload your revised manuscript. To do so, complete the
S Sent template and follow the co-submission instructions found here: www elsevier com/dib-template. If your e
manuscript is accepted, your Data in Brief submission will automatically be transferred to Data in Brief for
n Drafts editorial review and publication.
B asriusman@g.unh.. 11 Please note: an open access Article Publication Charge (APC) is payable by the author or research
B Heliyon funder to cover the costs associated with publication in Data in Brief and ensure your data article is +
immediately and permanently free to access by all. For the current APC see:
v More www elsevier comfjoumnals/data-in-brief’? 352-3409/open-access-jounal
— Please contact the Data in Brief editorial office at dib-me@elsevier.com or visit the Data in Brief

homepage (www journals elsevier com/data-in-brief/) if you have questions or need further information.

B New meeting

m My meetings More information and support
FAQ: How do | revise my submission in Editorial Manager?
hitps-liservice elsevier comiapp/answersidetailla_id/28463/supporthub/publishing/
‘You will find information relevant for you as an author on Elsevier's Author Hub:
Q D Asri Usman, + hittps:/www elsevier com/authors

FAQ: How can | reset a forgotten password?

hitps-/iservice elsevier. com/app/answers/detailla_id/28452/supporthub/publishing/

Hangouts

For further assistance, please visit our customer service site: hitps://service elsevier.com/a
Here you can search for solutions on a range of topics, find answers to frequently asked questions, and
learn more about Editorial Manager via interactive tutorials. You can also talk 24(7 to our customer
support team by phone and 24/7 by live chat and email

In compliance with data protection regulations, you may request that we remove your personal
registration details at any time. (Use the following URL: hitps /lwww editorialmanager.c
No recent chats om/heliyon/login asp?a=r). Please contact the publication office if you have any guestions
Start a new one
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THE EFFECT OF HUMAN CAPITAL AND PHYSICAL CAPITAL ON REGIONAL FINANCIAL 0
. Drafts CONDITION: THE MODERATING EFFECT OF MANAGEMENT CONTROL SYSTEM

Heliyon
B asriusman@g.unh.. 11

. Dear Dr. Usman,

B Heliyon +
v More Thank you for submitting your manuscript "THE EFFECT OF HUMAN CAPRITALAND PHYSICAL

CAPITAL ON REGIONAL FINANCIAL CONDITION: THE MODERATING EFFECT OF MANAGEMENT

CONTROL SYSTEM”, which has now been sent to you for revision, to Heliyon. This is a reminder to
Meet complete your revision.

B Newmeclig As this revision is now due within 7 days, we wanted to take the opportunity to check on your progress

ol My meetings with the revision. If you think you will need additional time to complete your revision, please sendus a
quick message letting us know your general timeline. It is absolutely fine if you need additional time, but
having an idea of when to expect your revision would be helpful

Hangouts

QDr' Asi Usrman, + To submit your revision, please log into Editorial Manager at: https://www editorialmanager.c
om/HELIYON/.

We look forward to hearing from you, and thank you again for supporting Heliyon, an open access
journal that is part of the Cell Press family

Kind regards,
Heliyon
Have questions or need assistance?
No recent chats For further assistance, please visit our Customer Support site: https //service elsevier com/a
it a W ol pplhome/supporthub/publishing/. Here you can search for solutions on a range of topics, find answers to

frequently asked questions, and leam more about Editorial Manager via interactive tutorials. You can
also talk 24/5 to our customer support team by phone and 24/7 by live chat and email.

In compliance with data protection regulations, you may request that we remove your personal
. registration details at any time. (Use the following URL: https /fwww editorialmanager.c b3
- 9 4 om/HELIYON/login.asp?a=r). Please contact the publication office if you have any guestions. B




11.Decision on submission to Heliyon

< &

= M Gmalil

I— Compose

Inbox 18
Starred

Snoozed

Sent

Drafts

asriusman@g.unh.. 11

P8V 6 %O

Heliyon

v More

Meet
B New meeting

™ My meetings

Hangouts

No recent chats

Start a new one

Q Dr. Asri Usman, +

Q

&

& mail.google.com/mail/u/4/#label/Heliyon/Fifogiwl iZxvSbCLOg ItmCRISIGWsvb b g

'y

X » @ @ #

label:heliyon

e .nm...m

* @ :

r O B 0 ¢ b 130127 ¢ > B
Decision on submission to Heliyon Heiyon x & O
Heliyon <em@editorialmanager.com= Apr 23,2021, 11:30 PM 'S

tome ~

Manuscript Number: HELIYON-D-21-01738R3

Title: THE EFFECT OF HUMAN CARITAL AND PHYSICAL CAPITAL ON REGIONAL FINANCIAL
CONDITION: THE MODERATING EFFECT OF MANAGEMENT CONTROL SYSTEM

Journal: Heliyon

Dear Dr. Usman,
Thank you for submitting your manuscript to Heliyon.
| am pleased to inform you that your manuscript has been accepted for publication

Your accepted manuscript will now be transferred to our production department. We will create a proof
which you will be asked to check, and you will also be asked to complete a number of online forms
required for publication. If we need additional information from you during the production process, we wil
contact you directly.

We appreciate and value your contribution to Heliyon. YWe regularly invite authors of recently published
manuscript to participate in the peer review process. If you were not already part of the journal's reviews
pool, you have now been added to it We look forward to your continued participation in our journal, and
we hope you will consider us again for future submissions.

Kind regards,

Zoe Gooden
Editorial Assistant
Heliyon

Embargo
Embargos are not automatically set for papers published in Heliyon. Papers appear online a few days
after accepiance. To request a media embargo andfor publication on & specific date to assist an

r

institutional press release, please reach out to the Heliyon team (info@heliyon com) as soon as possible

and we will do our best to accommodate your request.

Editor and Reviewer comments:
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- More S S e
Dear Dr. Usman
Meet
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- Mew mesting information._
=3 My meetings FINALIZE PUBLISHING YOUR ARTICLE:
Hangouts We work hard to publish our authors’ articles online as quickly and efficiently as possible, therefore
processing of your accepted manuscript for publication has already begun. To ensure that we publish
QDF Asri Usman, 4 your article in accordance with your wishes, please now complete the forms found here:
http:fauthors. elsevier.com/authorforms/HL Y 6945/7Sb6f4c7 0d540f5fE 5868494969448
If this link does not work, please copy the entire URL (noting that it may run on to a second line in this
message) into your browser. You should log in with your Elsevier Profile credentials, which you may have
already created when submitting your article
CHECK YOUR CONTACT DETAILS:
Please check that your details listed below are correct so we can contact you if needed
No recent chats DrAsr Usian
Bt pew B UniversitasHasanuddin
| il St — = =
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Faculty of Economy and Businass
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number HLY «38545 and guota it in all of your messages 1o us
e More
Thank you for your cooparation
Meeat

Kinmd regards

L Mew meeting
Rachal V. Pares Nargunam

59 sy meestings

Elsavier
- == L el mey o
Hangouts E-Mail rpa narpunamiihe lsevier com
aDr Asri Usman, + sm s
HAVE QUESTHONS OR NEED ASSISTANCE?

For further assistance, please visit our Customer Support site, whers you can ssarch for solubons ona
rang=s of topics, such as Open Access or payment gueries, and find answers io requently ask=d
questions You can siso talk to our customer support t2am by phone 24 howurs a day from Monday-Friday
and 247 by Fve chat and email

Gat started hete: htlp Msear

Elavier Limited, The Boulevard, Langford Lane, Kidiington, Oxfosd, OX5 1GB, United Kingdom,
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B Heliyon Dear Dr. Usman, ) +
o v More Thank you for completing the Publishing Agreement Hellyon
i Form for your article The Effect Of Human Capital And
4 et Physical Capital On Regional Financial Condition: The
- Moderating Effect Of Management Control System.

B New meeting Please find attached a copy of the “Journal Publishing

_ (License) Agreement’ which you completed online on

(2] My meetings April 27, 2021

I Hangouts If you have any questions, please do not hesitate to
contact us. To help us assist you, please quote our
QDF Asri Usman, + article reference HLY_e06945 in all correspondence. @ Colrenn

Now that your article has been accepted, you will want to maximize the impact of
your work. Elsevier facilitates and encourages authors to share their article
responsibly. To learn about the many ways in which you can share your article whilst
respecting copyright, visit: www.elsevier.com/sharing-articles.

We are committed to publishing your article as quickly as possible

Kind regards,
Elsevier Researcher Support

No recent chats i
Have q or need tance?

Please do not reply 1o this automated message

For further assistance, please visit our Elsevier Support Center where you search for solufions on a
range of topics and find answers to frequently asked guestions

You can also talk to our researcher suppert team by phone 24 hours a day from Monday-Friday and 24/7
by live chat and email

Start a new one

2018 Elsevier Ltd | Privacy Policy hitp iiwww elsevier com/privacypolicy >
- Q L Elsevier Limited, The Boulevard, Langford Lane. Kidlington, Oxford, OX5 1GB. United Kingdom i




ELSEVIER

Publishing Agreement

Elsevier Lid

The Effect OF Human Capital And Physical Capital On Regional Financial Condition: The Moderatin

Effect Of Management Control System
Corresponding author oir A LIS
E-mail addrass
Journal

Article number
Cwr refarence
Pl

Your Status

- | am ene author signing on behalf of all co-autnors of the manuscript

License of Publishing Rights

| hereby grant to Elsevier Ltd an exclusive publishing and distribution license in the manuscript identified above and any tabl
llustrations or other material submitted for publicaton as part of the manuscnpt (the "Article™) in print, electromic and all othe
media (whether now known or later developad}, in any form, in afl languages. throwghout the world, for the full term of copyri
and thea right to lice others to do the same, affective when the Article is accepted for publication. This license ncludes the
to enforce the rights granted hereunder against third parties

Supplemental Materials

"Supplemental Materials” shall mean materials published as a supplemental part of the Article, including but not limited to
graphical, illustrative, video and audio material.

With respect to any Supplemental Matenals that | submit, Elsevier Ltd shall have a perpetual worldwide non-exclusive right
license to publish, extract, reformat, adapt, build upon, index, redistribute, link to and otherwise use all or any part of the
Supplemental Materials, in all forms and media (whether now known or later developed) and permit others to do so. The
publisher shall apply the same end user license to the Supplemental Materials as to the Article where it publishes the
Supplemental Materials with the Article in the journal on its online platforms on an Open Access basis

Research Data

"Research Data" shall mean the result of observations or experimentation that validate research findings and that are publis!
separate to the Article, which can include but are not limited to raw data, processed data, software, algorithms, protocols, an
methods.

With respect to any Research Data that | wish to make accessible on a site or through a service of Elsevier Lid, Elsevier Ltd
have a perpetual worldwide, non-exclusive right and license to publish, extract, reformat, adapt, build upon, index, redistribu
link to and otherwise use all or any part of the Research Data in all forms and media (whether now known or later developec
and to permit others to do so. Where | have selected a specific end user license under which the Research Data is to be ma
available on a site or through a service, the publisher shall apply that end user license to the Research Data on that site or
service.

Scholarly Communication Rights

| understand that | retain the copyright in the Article and that no rights in patents, trademarks or other intellectual property rig
are transferred to Elsevier Ltd. As the author of the Article, | understand that | shall have: (i) the same rights to reuse the Arti
as those allowed to third party users of the Article under the CC BY-NC-ND License, as well as (ii) the right to use the Article
subsequent compilation of my works or to extend the Article to book length form, to include the Article in a thesis or dissertat
or otherwise to use or re-use portions or excerpts in other works, for both commercial and non-commercial purposes. Excep
such uses, | understand that the license of publishing rights | have granted to Elsevier Ltd gives Elsevier Ltd the exclusive rit
make or sub-license commercial use




User Rights

The publisher will apply the Creative Cormumorns Aftribution-Noncommercial-NoDerivative Works 4.0 International License (CC BY-
NC-ND) to the Article where it publishes the Article in the journal on its online platforms on an Open Access basis. For further
information, see htip//www . elsevier. com/about/open-access/open-access-options._

The CC BY-NC-ND license allows users to copy and distribute the Article, provided this is not done for commercial purposes and
further does not permit distribution of the Article if it is changed or edited in any way, and provided the user gives appropriate
credit (with a link to the formal publication through the relevant DOI), provides a link to the license, and that the licensor is not
represented as endorsing the use made of the work. The full details of the license are available at

http //creativecommons.org/licenses/by-nc-nd/4 .0

Reversion of Rights

Articles may sometimes be accepted for publication but later rejected in the publication process, even in some cases after public
posting in "Articles in Press” form, in which case all rights will revert to the author. See htips //www . elsevier com/about/our-
business/policies/articie-withdrawal.

Revisions and Addenda

I understand that no revisions, additional terms or addenda to this License Agreement can be accepted without Elsevier Ltd's
express written consent. | understand that this License Agreement supersedes any previous agreements | have entered into with
Elsevier Ltd in relation to the Articie from the date hereof.

Copyright Notice
The publisher shall publish and distribute the Article with the appropriate copyright notice_

Author Representations / Ethics and Disclosure / Sanctions

I affirm the Author Representations noted below, and confirm that | have reviewed and complied with the relevant Instructions to
Authors, Ethics in Publishing policy, Declarations of Interest disclosure and information for authors from countries affected by
sanctions (lran, Cuba. or Syria). Please note that some journals may require that all co-authors sign and submit Declarations of
Interest disclosure forms. | am also aware of the publisher's policies with respect to retractions and withdrawal

(hitps .//www. elsevier.com/about/our-business/policies/article-withdrawal)

For further information see the publishing ethics page at https://www.elsevier.com/aboutfour-business/policies/publishing-ethics
and the journal home page. For further information on sanctions, see https:.//'www _ elsevier com/about/ocur-business/policies/trade-
sanctions

Author representations

ot The Article | have submitted to the journal for review is ornginal, has been written by the stated authors and has not been
previously published

o The Article was not submitted for review to another journal while under review by this journal and will not be submitted to
any other journal

- The Article and the Supplemental Materials do not infringe any copyright, viclate any other intellectual property, privacy or
other rights of any person or entity, or contain any libellous or other uniawful matter.

- | have obtained written permission from copyright owners for any excerpts from copyrighted works that are included and
have credited the sources in the Article or the Supplemental Materials

” Except as expressly set out in this License Agreement, the Article is not subject to any prior rights or licenses._

- If | and/for any of my co-authors reside in Iran, Cuba, or Syria, the Article has been prepared in a personal, academic or
research capacity and not as an official representative or otherwise on behalf of the relevant government or institution

- If | am using any personal details or images of patients, research subjects or other individuals, | have obtained all
consents reguired by applicable law and complied with the publisher’s policies relating to the use of such images or
personal information. See https://www elsevier com/about/our-business/policies/patient-consent for further information_

- Any software contained in the Suppliemental Materials is free from viruses, contaminants or worms.

- If the Article or any of the Supplemental Materials were prepared jointly with other authors, | have informed the co-
author(s) of the terms of this License Agreement and that | am signing on their behalf as their agent, and | am authorized
to do so.

Gowverning Law and Jurisdiction

This License Agreement will be governed by and construed in accordance with the laws of the country or state of Elsevier Ltd
("the Gowverning State"), without regard to conflict of law principles, and the parties irrevocably consent to the exclusive
jurisdiction of the courts of the Governing State.

For information on the publisher’'s copyright and access policies, please see http://www. elsevier. com/copyright

| have read and agree to the terms of the License Agreement.

27 April 2021 T-copyright license-w5/201




14. Rights and Access form completed for your article [HLY e06945]

M Gmai

|- Compose

Inbox 18
Starred

Snoozed

sent

Drafts
astiusman@g.unh_
Heliyon

v More

9 RV @ % [

Meet
B Newmesting

[-'_'] My meetings

Hangouts

aDr Az Lsman i

No recent chats
Start a new one

Q  fabetheliyon X - O®H _8. o

&

R 0 F B 0 ¢ B Bofll ¢ ) ]
Elsevier - Author Forms <4ricie_Statugigelsevier come & Apr 77, 2021, 920 AM -
tomse = :\-'rl,a.

ELSEVIER

Dear Dr, Usman,

Thank you for completing the Rights and Access Form Hdim

ot your aricle The Effect OF Human Capital And
Physicaf Capital On Reglonal Financial Candition: The
Maderating Effect Of Management Contral System on
April 27, 2021

The Order Summary is attached to this email
Your articie will be free for everyone to read online as
spon 8s it is published

If you have any questions, please do not hesftate to
cantact us, Ta help us assist you, please quote our
article reference HLY 206945 in &ll correspondence.

Now that your article has been accepted, you will want to maximize the impact of
your work. Elsevier facilitates and encourages authors to share their article
responsibly. To leam about the many ways in which you can share your article whilst
respecting copyright. visit: wiww.elseviercom/sharing-arficles.

Kind regards,

Elsevier Researcher Support

Seven strategies for you to creata & brand
&nd promote your research

Leam how to glve your resaarch the visibillty it decarvas
with thase seven slialagies.

*  Access module now

Have questions or need assistance?

Diamei dm anl snrks Lol 50 ilnimabad seeeans




ELSEVIER

Rights and Access

The Effect Of Human Capital And Physical Capital On Regional Financial Condition: The Moderating
Effect Of Management Control System

Corresponding author Dr. Asri Usman

E-mail address asriusman@unhas.ac.id

Journal Heliyon

Article number 206945

Our reference HLY_e06945

Pl S2405-8440(21)01048-3

Order Confirmation Total payment due

Thank you for taking the time to complete the Rights and Access form Price (excluding taxes)

Order number OACSRHLY&9450 EUR 1,500.00

Order date 27 April 2021 Tax EUR 0.00

@ Tax ts are and will be on
the invoice
Publishing Option Gold Open Access
User License CC BY-NC-ND 4.0 Youpay
o

Publishing Agreement o L EUR 1 ’500'00

- I 'am one author signing on Total price

behalf of all co-authors of the
manuscript

| may share my final published article
widely in accordance with the user
License that | have selected

Liteise urat 1 Have seiscusa.
Further details on Elsevier Sharing
Policy here

Invoice Address

Dr. Asri Usman

Jalan Perintis Kemerdekaan Km. 10
Kampus Tamalanrea, UNHAS
Makassar, Sulawesi Selatan
Indonesia

90245

Phone: +6285342047561

E-mail: asriusman@unhas.ac. id

Invoiced by: Elsevier B.W.

Upon purchase, you consented to: (a) commencement of the service; and (b)
waive your cancellation rights on full performance of this service.

Copyright © 2021 Elsevier, except certain content provided by third parties. (S




15.Proofs of [HLY _6945]

&~ C & mailgoogle.com/mail/u/4/#label/Haliyon/FMfcgiwl tkSCckhxQeXJQBQgRImDXnD i o :

= M Gmail Q,  labelheliyon X - ® & = #“ o

€« M 60 F 2 0 ¢ B B R A R |
I— Compose
O inbox . Proofs of [HLY 6945] Helyan & @
% Starred corrections.esch@elsevier.tng.co.in Apr 27,2021, 1115 PM a« /)
© Ssnoozed tome:v
> Sent PLEASE DO NOT ALTER THE SUBJECT LINE OF THIS E-MAIL ON REPLY 9
B Draits Dear Dr. Asri Usman,
B asriusman@g.unh.. 11 Thank you for publishing with HELIYON. We are pleased ta infarm you that the proof for your upcoming
B Heliyon publication is ready for review via the link below. You will find instructions on the start page on how to make +
yo corrections directly on-screen or through PDF
v Mo httpsi/ielsevier proofcentral com/en-us/landing-page.himi?token=3726369042d7b1f5bb2105c21b52
Meet Please open this hyperlink using one of the following browser versions:

« Google Chrome 68+
« Mozilla Firefox 61+

™ My meetings « Mac OS5 Safari 11+
« Microsoft Edge 79+

B New meeting

Hangouts We ask you to check that you are satisfied with the accuracy of the copy-editing, and with the completeness and
QD' Asri Usman correctness of the text, tables and figures. To assist you with this, copy-editing changes have been highlighted

You can save and return to your article at any time during the correction process. Once you make comections
and hit the SUBMIT button you can no longer make further corrections.

Please review the proof and submit any corrections within 48 hours to help us publish your article as quickly and
accurately as possible.

We very much look forward to your response.
Yours sincerely,
Elsevier

E-mail: corrections.eschi@elseviering.coin

No recent chats

Starta new one For further assistance, please visit our customer support site at https //service elsevier com. Here you can

search for solutions on a range of topics. You will also find our 24/7 support contact details should you need any
further assistance from one of our customer support representatives

4 Q (‘. Disclaimer: The entire content of this email message, including any fles transmitted with it are confidential and intended sobely for the use of the

9:28 AM E
5/21/2021 1

A i)




16.Corrections received - [HLY _6945]

<« C @ mailgoogle.com/mail/u//#iabel/Heliyon/FMfcgxwLtkSDXAMMiZZZEWGLXIpQdN: * @

= M Gmail Q,  labetheliyon X - @ @ = t B o

I_ c < ® 0 8§ 0 € e ® 6of27 < 5 B
ompose
O inbor . Corrections received - [HLY_6945] Heiyon x & 2
o

#  Starred optteam@elsevierproofcentral.com Apr 28,2021, 1213 M ~ (/)
@ Snoozed omex
S sent This is an automatically generated message. Plzase do not reply because this mailbox is not menitorad e
‘ Drafts Dear Dr. Asri Usman
@ asriusman@q.unh.. 11 Thank you very much for using the Proof Central application for your aricle "The effect of human capital and

Heli physical capital on regional financial condition: the moderating effect of management control system” in the +
B gy journal "HLY"
v More

All your corrections have been saved in our system. The PDF summary of your corrections, generated from
Proof Central, can be downloaded from the following site for your reference:
Meet https-/ipcv3-elsevier-live 53 amazonaws com/9433¢T7870bf051a9a335664ac3e8e9HLY 6945 _edit report pdf

W New meeting To track the status of your article throughout the publication process, please use our article tracking service:

M My meetings
hitp:(fauthors. elsevier com/TrackPaper.himi?irk_article=HI Y6345&irk_sumame=

Hangouts For help with article tracking:
QD[ Asri Usman, s http:/support elsevier com/app/answers/detailfa_id/30

Kindly note that now we have received your corrections. your article is considered finalised and further
amendmants are no longer possible.

For further assistance, please visit our customer support site at hitp /support elsevier com. Here you can search
for solutions on a range of topics. You will also find our 24/7 support contact details should you need any further
assistance from one of our customer support representatives

Yours sincerely,
Elsevier Proof Central team

Mo recent chats When you publish in an Elsevier journal your article is widely accessible. All Elsevier journal articles and book

Start a new one chapters are automatically added to Elsevier's SciVerse Science Direct which is used by 16 million researchers.
This means that Elsevier helps your research get discoverad and ensures that you have the greatest impact with
your new article.

www .sciencedirect.com




17. Share your article [HLY_e06945] published in Heliyon

&« c @ mail.google.com/mail/u/4/#label/Heliyon/FMfcgxw tkXnWSZkbmTTFufpMdFCMsNt T B o :
= M Gmail Q  tabstheliyon X - @ @ .0
€« B 0 B B ©0 € D B 3027 ¢y @
I— Compose
Elsevier - Article Status <Articie_Status@elsevier.com= Sun, May 2, 810 AM - :
tome =
[J Inbox 18
% Starred EI_,C‘DIZ\/ I EI{
@ seoveed Share your article!
> Sent
. Drafts Dear Dr. Usman, =
B asriusman@g.unh. 11 We are pleased to let you know that the final open Hellyon
access version of your article The Effect Of Human
B  Heliyon Capital And Physical Capital On Regional Financial T
UT—— Condition: The Moderating Effect Of Management
Control System is now available online, containing full
bibliographic details.
Meet
) The URL below is a quick and easy way to share your
¢ New meeting work with colleagues, co-authors and friends. Anyone
1 My meetings clicking on the link will be taken directly to the final
version of your article on ScienceDirect K2 Cak sy
Hangouts

QD[ Asri Usman,

Mo recent chats
Start a new one

Your article link:
https://authors.elsevier.com/sd/article/S2405844021010483

Click on the icons below to share with your network:
f ¥ In » &

You can also use this link to download a copy of the article for your own archive. It
also provides a quick and easy way to share your work with colleagues, co-authors
and friends. And you are welcome to add it to your homepage or social media profiles,
such as Facebook, Google+, and Twitter. Other ways in which you can use your final
article have been determined by your choice of user license.

To find out how else you can share your article visit www.elsevier.com/sharing-
articles.

Kind regards,

Elsevier Researcher Support >




THE EFFECT OF HUMAN CAPITAL AND PHYSICAL CAPITAL ON REGIONAL
FINANCIAL CONDITION: THE MODERATING EFFECT OF MANAGEMENT
CONTROL SYSTEM

Asri Usman'*, Hillman Wirawan2and Zulkifli!

! Department of Accounting, Faculty of Economy and Business, UniversitasHasanuddin, J1. Perintis
Kemerdekaan Km. 10 Kampus Tamalanrea Makassar, Indonesia; asriusman@unhas.ac.id
2Department of Psychology, Faculty of Medicine, Universitas Hasanuddin, J1. Perintis Kemerdekaan Km.
10 Kampus Tamalanrea Makassar, Indonesia; hillman@unhas.ac.id

*Correspondence: asriusman@unhas.ac.id

Abstract

This study aims-te-examineexamines the effect of Human Capital and Physical Capital on Regional
Financial Condition with a Management Control System as moderator. Participants were
employees of the Regional Financial and Asset Management Directorates whieh-were-located in
three major cities/districts in the province of South Sulawesi, Indonesia. The—75—+randomby
seleetedThe participants were recruited from three different regions resulting in 75
partieipanparticipants ts-invelved-in a three-wave data collection procedure. Four measures were
developed (i.e. Human Capital, Physical Capital, Management Control System, and Financial
Condition)—which—were—feund—to—b, which were constructively valid and reliable for research
purposes. The results showed that the-Human Capital and Physical Capital directly influenced the
Finaneial-ConditionsFinancial Condition. The effect of Human and Physical Capital were-was
moderated by the Management Control System. Management Control System negatively
moderated the effect of Human Capital while at the same time also positively moderated the effect
of Physical Capital on Financial Condition. This study collected participant’s perceptions towards
the study variables without any further investigation to the objective measures. Although; some
scholars may find this as the lack of evidence against the actual finaneial-conditionsFinancial
Condition, acknowledging experts’ perceptions should provide a better understanding en-of the
experienced Ffinancial eenditionCondition. Various studies have investigated some factors which
may affect theFinaneial-ConditionsFinancial Condition. However, this study proposed an
examination of the role of the Management Control System. In this case, a capital whieh-that is
owned by the financial erganizatiens-organisations cannot provide a direct impact on the Firanetal
CenditiensFinancial Condition ifthere-is-newithout the role of the Management Control System.

Keywords: Human Capital, Physical Capital, Management Control System, Financial Condition,
and Indonesia

INTRODUCTION
Financial Condition is determined by the ability of an area to fulfill an obligation for
prospering or serving a community. In this regards, there are three core dimensions to evaluate the



finanetal—eenditionsFinancial Condition they are environmental, institutional and financial
dimensions (Dinapoli, 2011). These three dimensions will be interconnected to produce a
suffietent-proper Financial Condition. By fulfilling all these dimensions, the government will be
able to bring more stable finaneial-conditionsFinancial Condition.

Firstly, the environmental dimension is the assessment of Finaneial-ConditionsFinancial
Condition whichassessed-based on how a government supports or impedes regulations, especially
on bringing innovations to the community. Secondly, the institutional dimension is a management
practice and legislative policy which guides the-fiseal-financial decision making. Its function is
often as a response to the-environmental or political factors (Dinapoli, 2011). Lastly, the financial
dimension is most related to financial performance. This particular dimension includes potential

tax or incomes in a particular region and a debt limit and a-legality of expenditure from a region.
For some countries, it also consists of fiscal deeentralization—decentralisation management in
which each region will obtain a budget for the funds to be managed.

One of the most important questions to this issue is; what are variables may potentially
predict finaneial-eonditionsFinancial Condition. Research in this area has investigated some
determinants of Financial Condition and performance. In Indonesia, the type of firm, independent

board, gender diversity, and location of director can determine financial distress (Kristanti et al.,
2016). On the other hand, a study also revealed that the Capital Adequacy Ratio, Credit Interest
Income, and size of the organisation or corporate had a positive effect on financial performance
(Elshaday et al., 2018). In some public organisations, the political system played a significant role
in financial Condition (Garcia-Sanchez et al., 2012). Some scholars also suggested that cost-
efficiency and effective financial management could determine Financial Condition (Cuadrado-
Ballesteros and Bisogno, 2019; Zafra-Goémez et al., 2009, 2010). Although some predictors of
financial Condition have been revealed, these studies merely focused on the system and

management of financial performance. Human resources and other resources have not received

much attention, even though organisations demand a certain level of resources to perform
effectively.

Considering the important roles of resources, the Reseu{:e%Resource—Based'—Thﬂ{ Formatted: Indent: First line: 1,27 cm

(Barney, 1991) supports the notion that Human Capital and Physical Capital provides significant
resources for maintaining suffieientfinanetal-econditionsFinancial Condition. Human capital
becomes considerably important because it is a source of innovation and strategy renewal. Human
Capital is related to any knowledge, skills, abilities and attitudes owned by personnel in
organisations whieh-that are highly supportive for erganizatienal-organisational success (Perrotta,
2018). Further, it can be fostered from an-applied research, management objective, reengineering
process and improvement or development of workforce skills. Furthermore, Hhuman Ceapital
creates incremental values to organisations en—a-dailybasisdaily; via motivation, commitment,
competence and effectiveness of the-teamwork. However, each erganizatien-organisation offers
distinctive approaches in-managing-human-eapital-and-itto managing Human Capital, which also
means different values (Lepak and Snell, 2002). Thus, human capital provides unique
contributions to Ffinancial eenditten—Condition based on unique approaches given by the
organisations.




In addition to Human Capital, Physical Capital also adds incremental variance to the
successful finaneial-eonditionsFinancial Condition. The notion of Physical Capital includes natural
resources and other technological devices (Galor and Moav, 2004). The existence of Physical
Capital supports the improvement of the Financial Condition of an area. To illustrate, the
development of the basie—primary physical conditions such as sanitation, clean water, and
electricity in an area will also help te-foster the services and welfare for the community, which
may later improve Finaneial-ConditionsFinancial Condition. Physical Capital is also asefat-helpful
for creating additional values to producing desired input. Thus, it is reasonable to conclude that
both human and physical resources act together to influence a region financial condition.

The direct effect of these two capitals (i.e. human and physical) may have been moderated
by the level of control performed by organisations. In Indonesia, some empirical investigations
conducted by Chandra (2017);-and-Sari-and-Fitriani (2009)-found-that-the-management-control
systenr-was-able-to-improveFinanetal-C and Sari and Fitriani (2009) found that the management

control system improved enditiensFinancial Condition. In these two studies, Human Capital and
Physical Capital directly impacted financial performance where the organisations had sufficient
control over the resources. As a result, the organisations performed better and showed expected
finaneialconditionsFinancial Condition.

The concept of Control theory in strategic human resource management from Snell (1992)
has provided a-clear arguments on how high control facilitates the positive effect of human capital
and physical capital on desired finaneial-eonditiensFinancial Condition. According to the theory,
Human Capital and Physical Capital will leverage financial performance only if an organisation

implement a certain degree of control over human capital inputs, behavioural controls, and desired
outputs. This further suggests that possessing a management control system favours the-effeet-of
Human—and—Physical—CapitalHuman and  Physical Capital’s effect on FEinaneial
CenditiensFinancial Condition.

Accordingly, management control system becomes a mederation-moderating variable in

creating good Financial Condition for one particular region. In a developing country like
Indonesia, the management control system is one of the strongest-most vital foundations of good
governance (Purnomo, and Budiawan, 2014). The internal control system includes various
management tools that aim to achieve a broad range of objectives. In-additienBesides, Riawan
(2016) stated that the management control system is-able-toecould improve the-Finanetal-Condition
of-an-ersanisaan organisation’s Financial Condition. Meanwhile, Masyur (2016) postulated that
local governments encounter difficulties in—implementing—a—good—ceontrol—system——strategy
beeausemplementing a good control system strategy because of the absence of synergy between
Human Capital and the control strategy. Subsequently, this made the public services became less
efficient. Control becomes a crucial element to ensure that financial eenditien—Condition is
achieved as expected.

Management-The management control system consists of management control structures
and processes (Halim et al., 2012). The control structure is centered on a variety of responsibility
eenters, while the management control process includes budget preparation, implementation and
measurement as—wel—l—&s—reportmgl and analy51s In fh%pfeee&s—ef—&}&maﬂagemen{—eeﬂ%ml—ehe
d o d-o oced d-o W management control, the




decisions are made based on the procedures and other schedules carried out repeatedly year after
year. Those procedures usually start from programming. The program is translated into theform
of-a budget,_and then the company operates based on a predetermined budget, procedure and
policy. The final results are then compared with the budget; after being evaluated and improved if
necessary. Since the procedure is carried out repeatedly every year, then management requires a
management control system to improve its performance so that the eempany's-company’s goals
can be achieved.

By applying the Reseuree-Resource-Based theery-Theory and Control theory in Strategic
Management, one should be-ablete-capture that the presence of high management control will
leverage the effect of human and physical capital on financial eenditienCondition. However, some
contextual conditions may also influence this argument. For instance, Indenesia-as-a-developing
countries—implements—a—desentralisation—policies—whichas a developing country, Indonesia
implements a desentralisation policies that also include financial autonomy for its provinces.
Consequently, some experts and practitioners have questioned abeut-some antecedents related to
regional financial performance.

Law No. 23 of 2014 states the implementation of regional government directed to
accelerate the realizatien—realisation of community welfare through improving services,
empowerment, and community participation, as well as enhancing regional competitiveness by
taking #-into an-account ef-the principles of democracy, equality, justice, and uniqueness of the
area in the system of the Unitary State of the Republic of Indonesia. Regional autonomy is a part
of deeentralizationdecentralisation. It constructs each region to have the right and obligation for
regulating their ewn—area but with the control of the central government and in—aeeordanee
withfollowing the law. A—fFiscal deeentralization—decentralisation is implemented in order to
encourage several levels of government whieh-that are-able-tecan control each region. The local

governments in-eachregion-will accommodate the aspirations of a community-and-be-ebliged-to
presper-the-communtty-interms-of serviees. The success of aregional autonomy is integrated with
the ability of a region to manage the funds-thathave been-budgeted-to-its-area. In-additionAlso, the

local governments should alse-be able to utilize-utilise the resources that are already owned by the
region. Therefore, the success of a regional autonomy significantly is related to the Financial
Condition of the region.

Unfortunately, contrasting views emerged regarding the—effeet-of Human—Capital-and
Physeial-CapitalHuman Capital and Physcial Capital’s effect on Einaneial-ConditionsFinancial
Condition in Indonesia. For instance, Nirwana and colleagues (2014) found that Human Capital
and Physical Capital had a non-significant influence on Finaneial-ConditionsFinancial Condition.
However, they found it emerged after intervening through the culture. WhileAt the same time.;
Zulkifli et al. (2018) found contrasting findings where Human Capital and Physical Capital had-a
positive—effeet-onpositively affected Financial Performance. Another finding suggested that the
differences were caused by the influence of Indonesia’s national culture. The level of uncertainty
was found-to-be-higher-inIndenesia-than-Australia-which-Jater redueehigher in Indonesia than in
Australia, which later reduces the-effeet-ef-any resources on financial performance (Graham and
Sathye, 2017).




Additionally, pressure from the central government has imposed some policies in
managing the budget in local government. Although provincial governments had adapted a new
accounting system, the-issue-was-the local officials found it difficult to maintain a well-controlled
and structured system (Harun and Kamase, 2012). In a similar vein, Mir and Sutiyono (2013) have
discovered that the demand, supply, and the-guality-ofIndonesian’slocal-accountingsystem-lacked
of parityquality of Indonesia’s local accounting system lacked parity, which also means the
financial system implemented less effective control. This, then, causes a subsequent effect on the
local financial performance as an-effective decision-making and efficient management would be
difficult to implement. Thus, in this situation exhibiting an effective control in managing resources
lead to better financial performance.

This investigation is necessary in—erder—to—further—understandto understand further the
antecedents of finaneial-conditionsFinancial Condition and the role of effective management
control._This study will also shed light on the importance of human and physical capital in
developing regional financial Condition. Local governments in Indonesia may have undergone
less effective control over the accounting system and failed to address the issue since their financial
reports were in a category of acceptable without exceptions. Sulawesi Selatan, in this case, acted
as the main gate of Eastern Indonesia, where many #mpertant-essential businesses happens. Despite
the prestigious financial eenditienCondition, this local government was imposed to implement
eertatn-particular regulation from the central government. Additionally, some resources may have
been used to support the financial performance. However, more empirical information is necessary
to explore whether those resources influence Ffinancial eenditioen-Condition or not.

Then, the theory and empirical evidence led this study to exert a management control
system as its mederation-moderating variable on observing the influence of Human Capital and
Physical Capital on the Einaneial-ConditiensFinancial Condition of the area whieh-was-chosen in
this study. A-fFiscal d%en%h%mdecentrallsatlon isa government policy to increase the ability

m&ﬂagemen%e#th%eeeﬂem{efesemeeﬁ&th&feg}%The local governments faced dlfﬁcultles i

implementing effective control system strategy because they were unable to link the relationship
between Human Capital and the control strategy. As the-a results, it caused the public services
became less efficient.
Having considered the above discussions, the research objectives are formulated as
follows;
1. To examine the effect of Human Capital on Regional Einanetal-ConditionsFinancial
Condition-
2. To examine the effect of Physical Capital on Regional Einaneial-ConditionsFinancial
Condition-
3. To examine the moderating effect of the Management Control System on the effect of
Human Capital and Physical Capital on Regional Finaneial—CendittonsFinancial

Condition. shiebreme demtod et e o Do LU




LITERATURE REVIEW AND HYPOTHESES

The Public Sector Accounting Board (2007) defined the Einaneial-ConditionsFinancial
Condition as the health of government financial performancees as-indicated by their ability to
fulfill the financial obligations and the service commitments to the public, creditors, employees
and others. —While-aAccording to Dinapoli (2011), the-Financial Condition is the ability of the
local governments to comply with the expenditure budget by taking the source of local revenue;
and eentinweushy-continue providing services to the community.

Financial factors in Nirvana et al. (2014) is-a-finanecial-distribution-whieh-ranare a financial
distribution run by the financial system. The financial system seeks to ensure adeguate-sound
financial judgment and eever-cover-up liquidity. Fhe-Indicators-of finaneial-factors-accordingto
Dinapeli-(204H-are-the-debtlimits;the-taxpetential According to Dinapoli (2011), the indicators

of ﬁnanmal factors are the debt 11m1ts, the tax potentla . and the legahty of expendlture

to Dinapoli (2011), institutional factors are management practices and the existence of policies or

regulations of local governments that guarantee the implementation of healthy governance.
Furthermore, the institutional indicators are the budget and financial variance, the timeliness and
accuracy of financial transactions, and the quality and timeliness of financial reporting.

In addition, Dinapoli (2011) stated that the Einaneial-ConditiensFinancial Condition are
determined by a combination of government environment, institutional and financial factors. For
example, when there is a decrease in the population-ef-a-gevernment, so there will be a reduction
in the tax revenue (negative environmental factors);-but. However, the government can overcome
this by reducing services, —tincreasing the tax rate, and striving forthe-development-ofto develop
economic resources, which ultimately determine the Financial Condition of the local governments.

Financial eenditien-Condition #n-at a regional level can be influenced by several factors
such as CEO power (Daily and Johnson, 1997), environmental and operational management
(Sueyoshi and Goto, 2010), and technical performance (Kristensen ef al., 2008). These antecedents
can be grouped into two types of resource, namely human capital and physical capital. The former
was workforce competencies (e.g. knowledge and skills), while the latter is more related to
technology, devices, and equipment used to perform tasks in organisations. The human and
physical capital will be the most two precious antecedents of an organisation’s Ffinancial
eenditionCondition.

The notion of human and physical capital as key-critical antecedents of financial eendition
Condition has been supported by a theoretical perspective. A resource theory or commonly called
Reseuree-Resource-Based Theory (RBT), uses a resource-based approach in—the—analysis—ofto

analyse competitive advantages (Barney, 1991, 2001). The theory is used as a supporting theory
in this study to see the effect of Human Capital and Physical Capital on regional Einaneial
CenditiensFinancial Condition. The key to the RBT approach is a strategy of understanding the
relation between valuable resources, organisation capabilities, competitive advantage, and
profitability. In the end, all those resources should particularly provide supports for maintaining
the competitive advantage over time.




The theory firsthy—was first introduced by Wernerfelt (1984) in his work entitled ““4
Resource-based View of the Firm"-". However, most of the researches referred to Barney’s (1991)
seminal work. The firm resources explained abeut-how to help the company in improving the
efficiency and effectiveness of operations. Furthermore, the competitive advantage can be
understood by instilling an understanding of the company consists of heterogeneous and

immovable elements. The steps in maximizing-maximising the competitive—advantage—of-the
S e into—the—fou s L e e eI

competitive advantage should fit into the four criteria: valuable, awareness, inimitability, and non-

substitutability.

According to RBT, the resources can be generally defined by including the assets,
organizational-organisational processes, erganizational-organisational attributes, information, or
knowledge controlled by the erganizations-organisations which-ean-be-used-tothat can compile and
imply the strategies. Regardless of the number of resources, the RBT eategerizes-categorises the
resources into three major types;

a. Physical Capital (e.g. technology, manufacturing, and equipment)
b. Human Capital (e.g. training, experience, insight)
c. Organizational-Organisational capital resources (e.g. formal structural)

Using the framework of the RBT, both Human and Physical Capital can maintain the
quality of financial eendititen—Condition in an organisation, this—inehsdesincluding public
organisation such as provincial governments. Human Capital would provide the organisation with
desired human resources, which—direethy—influeneedirectly influencing the quality of financial
eenditionCondition. Financial eenditien-Condition needs skillful personnel and experts to secure
the accountability of the reporting system, for example. The existence of these expected
workforces will sustain the quality of financial eenditienCondition. The same case applies for-to
the-Physical Capital;—e. An organisation with abundant-ready-to-usefraitfal tools, devices, and
equipment will be more likely to exert those tools to support the firm-organisation’s achievement
and provideachievementas-well-as-previding support for Ffinancial eenditienCondition.

The concept of RBT, in this case, also asserts that Human Capital and Physical Capital are
able to create an erganization's—organisation’s competitive advantage se—as—to generate the
incremental values for the erganizationorganisation. The value referred to the better performance
in an erganizatien-organisation, including financial performance. Throughout the application of
adequate Human Capital and supportive Physical Capital, provincial offices can provide more
sufficient and complete information towards a-better Ffinancial Ceonditions (Ghozali and Chariri,
2007)._Thus, the first two hypotheses are as follows:

Hypothesis 1 (H1): Human Capital has a positive effect on the Regional Financial Condition:
Hypothesis H2 (H2): Physical Capital has a positive effect on Regional the Finaneial
CeonditionsFinancial Condition:

“##{ Formatted: Indent: First line: 0 cm

The supports from the two resources may not always provide desired effect on Ffinancial
eendition-Condition due to some conditions. For instance, previous studies have documented that



organisational culture (Yesil and Kaya, 2013) and gender (Campbell and Minguez-Vera, 2008)
determined financial performance. Certain cultures may hinder the implementation of supportive
human and physical capital. Likewise, gender-related injustice also impedes proper—effective
Hhuman Ceapital management. It appears that there are-is some degree of control swhieh-that may
potentially influence the effect of some resources on an organisation’s financial achievement. It is

plausible so—peapoethat the chbeeebthe oo e o Dol eondidonb e e b
moderated-by-thelevel-of eontrollevel of control presumably moderates the two key resources’

effect on Financial Condition.

Human Capital and Physical Capital depend on the degree of control applied by
organisational management. Management Control becomes much more i#mpertant—critical in
ensuring that the human and physical resources are in place to support Ffinancial
eenditionCondition. Anthony and Govindarajan (2005) stated that ““Management control is a
process by which managers influence other erganizational-organisational members to imply the
erganizational-organisational strategies™—". It is also a process of detecting and correcting errors
for accidental or intentional work. Since its focus is on humans and implementing plans,
management control requires strong psychological censiderationsresources. Activities such as
communication, advising, encouraging and eritieizirg—criticising are impertant-essential parts of
this process.

——— Management control utilizes-utilises task control to ensure Gh%kmd—eﬁ%ﬁﬁeet{ Formatted: Indent: First line: 1,27 cm

%Weffecﬁve and efficient work by

considering three critical areas: budgeting, economic valse-value-added, and balance scorecard
(Otley, 1999). Efficient-deseribeshow = i at-while

Control Theory of Strategic Human Resource Management (Snell, 1992) proposed that as

an organisation expects a certain level of performance, it must implement a high degree of control
over human resource management, particularly when the goals and incentives are less clear. This
theory also suggests that control depends on the degree of standard exhibited by organisations. As
goals and incentives are less known and the cause-effect knowledge of management seems a blur,
high control is highly needed. Organisations may suffer from underachievement performance or
serious issues related to erganizational-organisational attainment.

The same case also applies fer-to the Ffinancial eenditienCondition. Using this Control
theory perspective, public sector financial condition #s-at the regional level potentially requires
some degree-ofcontrol in managing Human Capital and Physical Capital. The control should start
from input, behavioural, and finally outputs. Human Capital management could support financial
eendition-Condition when the input (e.g. recruitment and selection) is praeticed-practised with
systematic control. Behavioural control is related to personnel’s behaviours which also require
control to direct personnel towards targeted goals. Output control means organisation,
stakeholders, and employees should have a erystalized-crystalised standard of the desired output,
and this standard is deemed to guide human capital management. Thus, the higher control



implemented by the organisations, the more positive the effect of Human Capital on Financial
Condition.

Physical capital also demands eetrtain-specific control in order to bring a positive impact
on financial eenditionCondition. As proposed by the Control theory (Snell, 1992), a clear and
erystalized-crystalised standard is impertant-vital in developing control. Thus, a certain degree of
control is essential to ensure that the physical resources is—are utilized-utilised to supporting
erganisation-organisational goals. According to the theory, input, behavioural, and output control
are three elements—of-contrel-systemcontrol systems elements. Physical Capital should also be
controlled usmg this concept Orgamsatlons with hagh—éegﬁe&eﬁphys*eaﬁeset&e&eeﬂ&el—wetﬂd

%WMWM&W%M&%W& hlgh degree of phvs1cal resource control would

carefully consider physical input, control personnel behavior in using physical assets or resources
and evaluate physical utility output with caution. By implementing this system, the positive effect
of Physical Capital on Financial Condition will be considerably improved.

Latham and Locke (1979) also have strengthened the argument that a high degree of control
may cause the financial resources (i.e. human and physical capital) are even impactful. The goal-
setting theory (Latham and Locke, 1979; Locke et al., 1981; Tosi et al., 1991) postulates that clear
and specific goals are proven to be more effective than “do your best” goals. The goals impact
organisation as the degree of clarity is high, and-thiswhich also applyapplies fer-to Ffinancial
eenditionCondition. Organisation-An organisation could perform a better Ffinancial Ceondition as
the control over Human and Physical Capital are more standardized—standardised and
erystalizedcrystalised. Similarly, Snell (1992) found that clear standard played_an impertant
essential role in developing a better control system.

Given the #mpertant-vital role of control, this study proposes a management control system
to control how the strategy in the company runs according to plans and objectives. According to
Purnamasari (2009)—which—stated—that, to encourage companies te—be—able—to compete in
increasingly fierce global competitions professmnal managers must perform %&mManagement
eontrol-Control System. is—an-a
Wlt is a process and structure

anysystematically arranged

by mana ement in controlhn actlvmes so that the company's goals and objectives can be
achieved. Therefore, Management Control System will moderate the effect of Human Capital and
Physical Capital on Financial Condition. The last two hypotheses will be:

Hypothesis 3 (H3): Management Control System moderates the relationship between Human
Capital and Einaneial ConditionsFinancial Condition

Hypothesis 4 (H4): Management Control System moderates the relationship between Physical
Capital and Financial Condition
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Figure 1. Theeritical Theoretical Framework

METHOD
Participants

Participants were employees of the Regional Financial and Asset Management Agency
who were-served as the member of the Financial Report Compilation team in the Golden Triangle

area of South Sulawesi._According to the human resource department, more than 100 employees
worked in this team, and their jobs were related to financial evaluation and audit. Researchers had

limited access to some information due to confidentiality reasons. The study was advertised to the
three organisations, and participation was voluntary. -The South Sulawesi Golden Triangle region
was aetaaly-formed from a path connecting three regencies and big cities (Makassar, Gowa and
Maros). Some Pparticipants worked as Secretary, Budgetary, Treasury, Accounting and
Information Technology and Regional Assets. This study recruited five people in each division to

obtain a sufficient sample,Fhis-study-tookS5-people-in-each-field- resulting in 25 participants in

each region. Since there were three regions, this study received responses from 75 participants in

total. which-chosenrandemly so-tha amples-perresion-could be-obtained : o

samples-were-obtained from three gold-triangle regions—By implementing the G*Power analyq Formatted: Font: Italic

the number of participants (z= 75) had enough power to eliminate the type II error (Faul Formatted: Font: Italic
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2007). The number of female participants were-was 53%, and male 47%, with most participants,

had bachelor degree(81+%)s (81%) and some post-graduate degrees (19%).

Measures

This study used-sealeemployed measures which were-developed-by-theresearchers|
researchers developed in-aeceerdanee—withfollowing the theory of each variable (Brislin, 1
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Hinkin et al., 1997). There are four measuring instruments in this study. The following talf
describes the construction of the measure:
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Table 1. Operational Variable
Variable | Dimension

Indicator
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1. _Special Competence

2. Work Experience

3. Skill

1. _Auvailability of Natural Resources

Human
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Capital (Mignonedan O’Neil,
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and the Environment

Physical Capital (Baldi, 2013) Government Iavestationlnvestment
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2. Implementation and Measurement
2010) .
3. Evaluation
Environment | 1. Community needs
2. Population
3. Property Value
4. Inflation
5. Individual income
6. Budgeting
Financial Condition | Organizatien | 1. Budget Cost b
(Dinapoli, 2011) Organisation | 2. Timeliness and accuracy of \
financial transactions
3. Quality and timeliness of financial
reporting
Financial 1. Limitation of Debt hi
2. Potential Taxes \
3. Legality of Expenditures
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FAIll the measures were developed in Bahasa Indonesian using a 5-point Likert-typ
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(1= Strongly Disagree to 5= Strongly Agree). Human Capital Scale, Physical Capital Scale, an
Management Control System Scale consisted of three items, while the Financial Condition Sga|
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had 12 items. The items included “the organisation has many employees with special
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competence to accomplish challenging tasks” and “the organisation has implemented a well-
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designed evaluation system.” The measurement model, including construct validity and
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To test the measurement model. this study performed a Confirmatory Factor Anal*vsis—[ Formatted: Indent: First line: 1,27 cm

(CFA) with four measures (i.e., Human Capital, Physical Capital, Management Control System,
and Financial Condition). The hypothesised model was tested against other alternative models.

The fit indices confirmed that the hypothesized model showed a better fit (cmin/df= 1.2, p> 0:€ Formatted: Font: Italic

RMSEA= .05, and SRMR= .04) than the two-predictor model where Human and Physical

Capital were combined (cmin/df= 2, p> 0.05, RMSEA= .08, and SRMR=.08) and the sing&{ Formatted: Font: Italic

predictor model where all predictors and Management Control System were combined in the
model (cmin/df= 4, p> 0.05, RMSEA= .09, and SRMR=.098). FherestltsshowedThese results
suggested that the data had four independent constructs confirming the proposed theoretical
model. Outer loading value indicated that the convergent validity of the data had coefficients

above 0.50 for each item and the ¢-value for each item above 1.96. InadditienrAlso, the vab&e{ Formatted: Font: Italic

Average-Varianee Extracted (AVE)Average Variance Extracted (AVE) value in each construct
variable was greater than 0.50. Based on the results-ef the-analysis;-all-construets-fitresults, all

constructs in the proposed theoretical model fit into the convergent validity criteria. Those can be
seen in the following table:

Table 2. Average Variance Extracted (AVE)

Variabel AVE
Human Capital 0.617
Physical Capital 0.600
Management Control System 0.534
Financial Condition 0.702

Source: Primary data

The reliability test aims to see—examine the composite reliability of each wariable

measurement construct-and-alse—showed-the—appropriate—value. The results suggested that the
constructs had composite reliability coefficients above 0.70_(see table 3), confirming —Se;-it-ean

be-concladed-thatall thethe constructs had acceptable reliability.y-

“ﬁg{ Formatted: Indent: First line: 1,27 cm

Table 3. Composite Reliability

Variable Composite Reliability
Human Capital 0.826
Physical Capital 0.818
Management Control System 0.931
Financial Condition 0.976

Source: Primary data

Procedure

This research was part of a larger research program conducted by the reglonal ﬁnanc1a1
institution. Fhe Cre e A

Data collection was conducted using a three-wave data collection technique to avoid common
method biases (MacKenzie and Podsakoff, 2012). The survey booklets were delivered to the
Human Resource Department (HRD) Office, and the HRD personnel sent the booklets to the
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potential participants. In the first phase, researchers collected demographic, human capital and
physical capital data. After a week, researchers then-collected data for the Management Control
System and the following week the Financial Condition data. Participants were asked to eommit
te-fillingeutcomplete the questionnaire from the beginning to the end of the data collection, which

lasted for one month. All participants (n=_75, 100%) fully participated in the study fro Formatted: Font: Italic

beginning to the end of the data collection.
RESULTS AND DISCUSSION

Results

This study conducted several stages in the data analysis. First, the data were analyzed
analysed deseriptivelyusing descriptive statistics and the bivariate correlation technique. Secondly,
the relationship -between the-variables were-was tested with-using Pearson Pproduct--mMoment
correlation. Lastly, the Hierarchical Moderated Regressions test (Anderson, 1986) was conducted
to answer hypotheses.

Table 4. Descriptive Statistics and Bivariate Correlations

M SD 1 2 3 4 5 6
Human Capital 1143 121 -
Physical Capital 11.79 123 52" -
MCS 12.12 115 45" 54" -
FC(Environment) 2290 252 .53 567 73" -
FC(Institution) 12.17 122 30" 34" 62 78" -
FC(Financial) 1226 135 46™ 46" 677 727 64" -
FC Total 4733 463 .50™ 53" 76" .86 87" .85

Note: N= 75, M= Mean, SD= Standard Deviation, MCS= Management Control System,
FC= Financial Condition, “*p<.01

Table 4 above showed the the-average—valuesmeans and standard deviations for each

variable in the study. In addition, the relationship between variables was presented-in-the-form-of
| ati Ficient, E | ] Fsis of 41 lation_i ?

coneluded-thatGenerally, all variables in the study were positively and significantly correlated.
The level of relation between these variables ranged from r—= .34 (p <.01) to » = .86 (p<.01). The
Human Capital had a-fairly strong correlation with the Financial Condition (» = .50, p<.01), and
so did the Physical Capital (»=.53, p<.01). The relation between the Management Control System
and the Financial Condition was even stronger with the correlation coefficient whichreachingof
7= .76 (p<.01). The results indicated that the two independent variables (i.e. Human Capital and
Physical Capital) and Management Control System as—rederater—variables-had a strong positive
relationship with Financial Condition.

After knewing—therelation—between—variablesperforming the descriptive statistics and
bivariate correlation, -ther-the Hierarchical Moderated Regressions analysis was performed. In this
study, the regression technique was considered appropriate to examine the contribution of each
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predictor in different regression models (de Jong, 1999). The following were the results of the
analysis:

Tabel 5. Moderated Regressions with Financial Condition as Dependent Variable

Model R’ Adj. R? AR’ AF B /{ Formatted: Font: (Default) Times New Roman
1 Human Capital 25 24 - 24.81 50 Formatted: Font: (Default) Times New Roman
2 Human Capital 357 33 10" 10.86 31

Physical Capital 37
3 Human Capital 36" 34 .01 1.47 32"

Physical Capital 37

HC*MCS -.12
4 Human Capital 43" 40 .06™ 7.98 33"

Physical Capital 33"

HC*MCS -33"

PC*MCS 34

Note: N= 75, A— change ﬁ— Standardized Beta Weight, HC= Human Capital, PC= /{Formatted Font: (Default) Times New Roman

Physical Capital, *“p< .001, “p< .01

technique allowed researchers to capture the incremental contrlbutron of each predlctor varfable
which—entered—in the models. Before running the analysis, all predictors and the moderating
variable were mean-centred to eliminate the risk of multicollinearity (Hayes, 2013). Fhe—first
moedel-with- Human Capital-as-the-onlypredietor; With Human Capital as the only predictor, the
first model showed a significant impact on the Financial Condition (4dj. R>= .25, p<.001). In the
second model, Physical Capital was enteredentered, and it contributed a positive and significant

added value to the Financial Condition prediction—mede(AR>—= .10, p<.01). In model 3, Formatted: Font: Not Italic

interaction between Human Capital and Management Control System did not significantly increase
the-predieted-valaethe variance of the Financial Condition (AR? = .01, p> .05). Model 4 was the
regression model that gave the highest contribution to the variance of the Financial Condition #

System—(AR? = .06, p< 01) In model 4 all predictors and the two 1r1teract10ns smnrﬁcaﬁ{ Formatted: Font: ltalic

predicted Financial Condition. However, the interaction between Human Capital and Manaﬁr{k Formatted: Font: Italic

Control System contributed a negative effect on Financial Condition.

The analysis showed that the impact of Human Capital on Eiraneial-ConditionFinancial
Condition was preven-te-be-positive and significant across all regression models. When there were
no other variables in the model, the impact of Human Capital on Finanetal-CenditionsFinancial

Condition tended to be strong (Adj. R? = .24, = .50, p-<.001). The impact of Human Capllal’[ Formatted: Font: Italic

FEinaneial—CenditionsFinancial Condition remained positive and significant across all the

regression models, including in model 4 (Adj. R? = .40, f= .33, p <.001). Based on these r ;su{ Formatted: Font: Italic

theHlwas—aeecepted—which-meantthe-Human Capital had a positive effect on the FEinaneial
CenditienFinancial Condition, which provided support for H1.
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_The presence of Physical Capital to predict Einaneial-CenditionFinancial Condition also
had a positive impact on all regression models. In model 4, Physical Capital had the same effect

as Human Capital (Adj. R? = .40, = .33, p-<.001). ﬂns—pefeeﬁ#ed—ﬂ&atﬁ%—was%eeeptedﬁh{ Formatted: Font: Italic
meant-that Physical Capital-affected-the Financial ConditionThe results also provided suppor | Formatted: Font: Italic
H2.
In model 4, the interaction between Human Capital and Management Control System
contributed negatively to Einaneial-ConditionFinancial Condition- (8= -.33, p<.0)R>=-10,p
<0H). l-meant-thattThe impact of Human Capital on Finaneial-ConditionsFinancial Condition
depended on the high-erlowlevel of the Management Control System-(5—-33-p<01H. Thejligi{ Formatted: Font: ltalic
the Management Control System-then, the lower the impact of Human Capital on Ei Formatted: Font: Italic
CenditiensFinancial Condition, and vice versa. This finding supported thereseareh-hypethesis
H33H3 whieh-that stated that-the Management Control System moderated the relationship ef
between Human Capital te-and Einaneial-CenditionsFinancial Condition. However, one should
note that Management Control System could weaken the effect of Human Capital on Financial
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Figure 2. Empirical model and coefficients

Figure 3 below illustrates the interaction between Human Capital and Management Control
Systems in predicting Einaneial ConditionsFinancial Condition. The graph explained that the value

of the prediction model was higher when the Management Control System was at a low level{ Formatted: Font: Italic

= 15616), compared to when it was at a high level (R*= .131). Se-thattThe existence ofj/lm{ Formatted: Font: ltalic

Management Control System could reduce the impact of Human Capital on Finanetal
CenditiensFinancial Condition.
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Figure 3. Interaction between Human Capital and Management Control System

The interaction between Physical Capital and Management Control System can be seen
in Figure 4. Unlike the previous interaction_models, the interaction in figure 4 showed that the
impact of Physical Capital on Einanetal-CenditionsFinancial Condition was stronger when the

Management Control System was also at a high level (R>= 2244)+empafedwhe&degmg{ Formatted: Font: Italic

compared to low levels (R“=.074). A high Management Control System could support the positi -~ "o - L

1mpact of Physwal Capltal on Fm&nenal—@eﬁémeﬂsFmanmal Condltlon Tl e
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Figure 4. Interaction between Physical Capital and Management Control System

DISCUSSION
The Effect of Human Capital on Finaneial-ConditionsFinancial Condition

The analysis showed that Human Capital had a positive influence on FEinaneial
CenditiensFinancial Condition. Based on the analysis, the higher Human Capital n-the-terms—of
speetal-(e.g., competencies, work experience and skills), the more likely Ffinancial eendition
Condition leverages in Makassar—Gewa-and-Maresthe golden triangle areas. This suggests that
Human Capital affects environmental, institutional, and Ffinancial Ceonditions—ef-these—three
areas. In this study, a successful finaneial—eonditionFinancial Condition referred to the
environment, institution and financiales dimensions-in-threekey-areas—of Seuth-Sulawesi-(i-e-
S S ed s e,

Firstly, w1th1n the env1ronmental dlmen51on4hefewver&eemmuﬂi{yuﬂeeds,—pep\ﬂﬁée{ Formatted: Indent: First line: 1,27 cm

3 3 there were community needs
populations, property values, inflation, individual income, and budgeting, all of which were
necessary to establish a stable finaneial-cenditionFinancial Condition. Secondly, human resources
also contribute to institutional eh'mensieas—ef—ﬁnancial performance. Human Capital aspects

aeeumeyeﬂﬁﬂaﬂe}al%aﬁsaeﬂeﬂ&aﬂd—%he the organisation strategy. mcludmg the avallablhtv of

budget, timeliness and accuracy of financial transactions, quality, and timeliness of financial
reporting. Lastly, the workforce competence also previded—supperts—forsupports the financial
dimension, which—ineludedincluding debt limits, tax potential and legality of expenditure.
Successful financial dimension, in this regard, relied upon the workforce competence. Human
capital serves as a means to monitor debt limits and tax management, for example. Se-tThe increase
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(or decrease) in Human Capital had—will influencean—inflaenee—on the regional Finaneial

CenditionFinancial Condition—ef—the—government—in—these—regions. Stmtlarresearch—was—also
foundThis notion has been previously supported by Zulkifli (2018), Ramli et al. (2014),
Nimtrakoon (2015), Ervina et al. (2008), Is et al. (2014)—which-stated-that Human Capital- had-a
positive cffect on Financial Conditions.

The RBT (Barney, 1991, 2001) has explained the importance of valuable and rare resources
in fostering organisation competitive advantages. Human Capital also acted as a valuable resource
for erganizational-organisational success—which—alse—inehades, including financial achievement
within the organisation. As the organisation maintains sufficient quality of Human Capital, the
workforce will strive to facilitate sustainable financial performance. Thus, according to this study,
the RBT successfully explained the role of Human Capital in predicting Finaneial
CenditienFinancial Condition.

Spec1al competence Work experlence%d%kﬂl&beeam&lmpeﬁaﬁ&pem&s%ﬂ%ﬂpmmg

s&a%eg}es—&nd—ebjeeﬁ*es—ef—&h&efgmﬂ-z&ﬁeﬂ and skllls became important pomts in improving

Financial Condition because those could be an essential part of improving the organisation's
innovation, strategies, and objectives. In this study, Pparticipants perceivedassumed that the
development of Hhuman Ceapital was-alse-ablete-increased the ability-of-an-areain-impreving
%heeeeﬁemyaﬁéma*imiiiﬂgregional government's ability to improve the economv and maximise

its potential. -

This research femfelﬁc—eekﬂ%&ne&eﬂpostulated that the role of Human Capitahl{ Formatted: Indent: First line: 1,27 cm

regional government needed to be reconsidered because the-better-Human Capital was-able-tecan
strengthen the achievementofthe-objeetivesgoal attainment of a an-arearegional government.-Fhe

The Effect of Physical Capital on Finaneial ConditionsFinancial Condition

The results showed that Physical Capital had a positive effect on theFEinaneial
CenditiensFinancial Condition. The level of Physical Capital in terms of the availability of natural
resources and the environment, government investment, facilities and infrastructure (e.g.
omputers internet access) had a significant impact on the—fulfilment-of-the—environmental;
: : oV varesFinancial
Condition in the three regional areas. Physical Capltal contrlbuted p0s1tlve—l-mpaet—eﬂ ly to
leveraging—theareas” HinaneialCeonditionFinancial Condition, whieh—alse—nehsdedincluding
fostering environmental, institutional, and financial aspects.

As mentioned earlier, there are threehere distinct dimensions_of Financial Condition
namely the environment, institutions and finances. These three aspeets-dimensions were-applied
to-depict the finaneial-achievement-oflocal governmentlocal government's financial performance
in South Sulawesi (i.e. Makassar, Gowa and Maros). In leveraging—improving Ffinancial
eenditienCondition, the regional governments should serutinize-take into account the community
needs, populations, property values, inflation, individual income and budgeting. The second
dimension was the institution, which covers-in-a-sense-that there-was-budget availability, timeliness
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and accuracy of financial transactions, and the quality and timeliness of financial reporting. The

third dimension was finance which covered debt limits, tax potential and legality of expenditure.
The RBT has supported that Physical Capital (e.g. technology) has provided valuable
resources for the governmental orgamsatlons in South Sulawesi, Indonesia. The—theory—anéd
: yis empirical study has supported the

theory and previous ﬁndmgs Physmal Capltal had s&gmﬁeam—pe&ml%mﬂﬁene%eﬂ—thﬁiﬂaﬂe}al

Condition—of thegovernmenta significant positive influence on the regional government's
Financial Condition in these three regions;:Makassar,-Gewa-and-Mares. Barney (2001) proposed

that the competitive advantages of an organisation can be achieved by utilizing-utilising existing
valuable and rare resources in the organisation. Consistently, in the case of local government

organisations in Indonesia, it appeared that Physical Capital added a significant amount of
incremental variances to the development of Einaneial-ConditienFinancial Condition. Physical
assets, technologies, devices and other facilities were viewed as the essential elements of a
successful Finanetal-ConditionsFinancial Condition.

This study was also in line with research conducted by Zulkifli (2018), Nimtrakoon (2015),
Ervina et al. (2008), Is et al. (2014). However, the effect could be indirect as other variables alse
might alse-influence the relationship. For example, Nirvana et al. (2014) discovered that Cultural
Capital moderated the Physical Capital - Einaneial-CenditionsFinancial Condition relationship.
Therefore, this study also considered testing the moderating effect of the Management Control
System in mederating-the-effeetthe relationship.

Limitations of Physical Capital were—often became a problem of a local government
regardless of the quality of Human Capital. Generally, regions thathadwith outstanding Hhuman
Ceapital would be more developed if juxtaposed with the availability of natural resources and the
environment, adequate government investment, facilities and infrastructure—(e-s—eemputers). In

this study, H-seems-in-this-study;—the-pparticipants considered that Physical Capital-in-a—ferm-of
pohebecd el e D leeimie e el el e e el (e [orn of

technologies, facilities, and infrastructures, provided significant support for the region’s Finaneial
CeonditienFinancial Condition.

The Moderation Effect of Management Control System on the Relation of Human Capital and
FEinaneial ConditionFinancial Condition

Apart fer—from the direct effect of Human Capital on Einenetal-CendittonFinancial
Condition, this study also found that Management Control System moderated the effect of Human
Capital on Finaneial-CenditionFinancial Condition. This research was supported by the Control
Theory (Snell, 1992) as the theory stated that managing human resources must be supported with
input, behavioural, and output control. In addition, the Control Theory and the Goal Setting
(Latham and Locke, 1979) postulated that clear and erystalized-crystalised standard potentially
emphasize-emphasise the effect of resources. In-additionBesides, the geal-goal-setting principles
have stressed enough en-the importance of specific and clear goals. Say—it-differently;—tThese
theories havehe-theeretical-backsround has— assumedsupported the notion that organisations &
eempany-with supportive human resources but zereunspecified goals and rules would experience
constraints to rise their Einaneial-ConditionFinancial Condition.
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This study discovered an—interesting findings related to the moderation effect of the
Management Control System. The presence of a lower degree of Management Control System
could trigger improvement in local government organisation. In contrast, a_high degree of
Management Control System would reduce the effect of Human Capital on Einanetal
CenditienFinancial Condition. The theories have supported that Management Control System
facilitated the Human Capital — FEinaneial-CeonditionFinancial Condition relationship. The
moderating effect seems to be more positive as the theories suggested that a clear and standardized
specific goal ef Human—Capitalin human resource management could improve Finaneial
CenditierFinancial Condition. However, this study showed opposing evidence as the moderating
effect was found to be negative. This indicated that the existence of a Management Control System
could weaken the role of Human Capital on Finanetal-ConditionFinancial Condition.

In the local government areas, Human Capital significantly determined the fluctuation of
Einaneial —CeonditionFinancial Condition. However, as the Management Control System
implemented with a considerably high degree of input, behavioural, and output control, Human
Capital would be less influential. The Management Control System improves the-Human Capital

management by standardizing-standardising control over the input quality, specifying work
behaviour, and directing control to attain desired output. The government officials could have

perceived Human Capital as an insignificant resource as the management—of—the—human
resetnreeshuman resources management was highly controlled.—Simply—_ tThe leeal-regional
governments could have discarded the importance of Human Capital for Finaneial
CenditienFinancial Condition as they perceived a high Management Control System.

The results of this study were in line with the research conducted by Chandra (2017), Ong
et al. (2016), Rachma (2014), where they all found that the Management Control System had a
51gn1ﬁcant influence on Human Capital and Fmaﬁela—l—@eﬂdfﬁensFmanmal Condition. However

off'c1als should consider how the Human Capltal and Management Control System interact to

predict Financial Condition.

GeﬂdmeﬁfieelmesAs the Management Control Svstem increases, the Human Capital impact on
Financial Condition declines. Thus, Org n

mweq&&%h&gh—quaht—yue%mman—eap%orgamsatlons w1th a ﬂawed Management Control

System may require high quality of Human Capital to improve financial conditions.

The Moderation Effect of Management Control System on the Relation of Physical Capital and
Financial ConditionFinancial Condition

The-results-of-this study also indicated that the Management Control System was-able-te
mederatemoderated the effect of Physical Capital on Einaneial-ConditionsFinancial Condition.
The relation between Physical Capital and Einaneial-CenditionsFinancial Condition is-inereasing
as-the Management-Control Systemmncreased as the Management Control System was included in
the prediction model. As predicted previously using the Control Theory by Snell (1992), a high
degree of control over input, behaviour, and output alse-improved the quality of Physical Capital.
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In this respect, Physical Capital could be more influential as the Management Control System
ensured its quality by controlling input of physical resources, controlling behaviours in utilizing
utilising the resources, and directing the outputs of using-the-resources. This study suggested that
Aas the Management Control System increases, it improves the effect of Physical Capital on
Einaneial-ConditionFinancial Condition.

Unlike the former moderating effect, Management Control System and Physical Capital
went hand-in-hand in predicting Einaneial-CenditionFinancial Condition. It indicated that the
effect of the-effeet-of Physical Reseurees-Capital on Financial Performanee-Condition depended
on the degree of the control system m—wnhln the orgamsatlon Orgamsatlons w1th abundant ef

mplement—kﬂgh—s&a%%ef—l%aﬁageme%@eﬂ#eléphvswal Capltal may not alwavs lead to hlgh

performing Financial Condition unless they implement a favourable Management Control System.
This shades-shedsthe light on the importance of the Management Control System in supperting

facilitating the role of Physical Capital. Hypothetically, if the organisations tend-aim to have less
fewer pPhysical rResources, managing the resources using the Management Control System
principles will accentuate the effect of the resources on the organisations’ Finaneial
CenditienFinancial Condition.
The results were in line with some previous investigations conducted by Chandra (2017),
Ong et al. (2016), and Rachma (2014). In those studies, Management Control System was one of
the predictors of Financial Performance in organisations. The effeet-of-Management—Ceontrol
SystemManagement Control System's effect is #mpertant-vital as it serves as control over resources
availability and quality. Anthony and Govindarajan (2005) stated that Management Control
System was also a process for detectmg and correctmg errors at work —”Ph%feeus—ls—en—hﬂmaﬂ

In the leeal-regional government erganisatienoffices, the three golden areas of South

Sulawesi may have relied on the level-ef Management-Control System-to-attainingManagement
Control System to attain an expected level of Finanetal-CenditionFinancial Condition. In this

regard, the regional government effietal-should strive to eptimize-optimise the-control over the
physical resources. The control system should manage the selection of equipment, human
behaviours related to the application of the equipment; and it-alse-sheuld-monitor the effectiveness
of eertain-specific technologies or devices on outputs. Physical Capital positively predicts the loeat
regional government Finanetal-ConditienFinancial Condition as far as the physical resources
controlled with systematic procedure starting from input to output.

Implications

This research empirically examined the influence of moderating effect of Management
Control Systems on the two_ antecedents of the leecal—governmentregional finaneial
eonditionFinancial Condition—antecedents; Human Capital and Physical Capital. The results
previded—suppertssupported that the perceived Management Control System significantly

determined the-effeet of Human Capital and Physieal CapitalHuman Capital and Physical Capital's
effect on Finanetal-ConditionFinancial Condition. However, this moderator behaved differently
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towards Human and Physical Capital_in the regional government organisations. Management
Control System tended to alter the low quality of Human Capital while at the same time strengthen
the Physical Capital — Einanetal-ConditionFinancial Condition Relationship.

Ina—ease—wheref the leealregional governments implement a high Management Control
System, the Physical Capital will be more likely to foster Einaneial-ConditionFinancial Condition.
Unfortunately, this condition will also reduce the Human Capital’s effect on FEinaneial
CeonditienFinancial Condition. Albeit the organisations have exhibited sufficient workforce
competence, it will have less impact on the Einaneial-ConditionFinancial Condition as the Control
System is highly managed. Presumably, outstanding Human Capital can tolerate a peer-flawed
Management Control System and still positively impacts Einaneial-ConditionFinancial Condition.
Control System is impertant—vital for directing the effect of resources on Finaneial
CeonditienFinancial Condition. However, thelocal sovernment-offietals—inthis-easesin this case
the local government officials should be aware that increasing control over Human Capital can
reduce the effect of human resources on Einaneial-ConditionFinancial Condition. Human Capital
in the local government areas may not havetessimpaet-enimpact financial performance as the
organisations implement high control system.

Limitations and Future Research Directions

This study employed a set of questionnaire as valid and reliable measures of variables being
studied. The initial attempt was to collect objective data. However, the existing objective data were
not adequately standardized-standardised across different organisations. The-dataAccessing the
data and information related to the objective financial record were-was also strictly prohibited-for
non-official-parties. Likewise, researchers cannot find alternative objective data that definitely
measured the level of achievement of the whole existing variables, other than the epiniens

perception of employees who work in the erganizationorganisations. This study; then; empleyed
used Subject Matter Experts (SMEs) perception tewards—of each variable, in-the-stady-and this

procedure-was-supperted-by-the-autheritiesthis procedure had been permitted by the research ethics
committees and the government officials. Therefore, future studies can repeat this method using
objective data sources from government officials by establishing mutual collaborations.

Furthermore, although this research succeeded in involving representatives from all
agencies with varying levels—efpesition;—thenumber—of participants—invelved—was—still-small
compared—to—semepositions, the number of participants involved was still small compared to
previous studies. By increasing the number of participants and involving more governmental
organisations, the-future studies would provide more information regarding the effect of the control
system in the regional government organisations.

CONCLUSIONS

This study has two folds. Firstly, it contributed a-new information related-teabout the effect
of two key resources (i.e. Human and Physical Capital) on financial performance in governmental
organisations. Secondly, this study broadens our understanding tewards-of the unique role of the
Management Control System in the local government organisations in South Sulawesi, Indonesia.
The first part of the findings was consistent with the RBT as both Human and Physical Capital
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significantly predicted Einanetal-ConditienFinancial Condition. However, the second part of the
findings was mixed as Management Control System negatively moderated the effect of Human
Capital while at the same time also positively moderated the effect of Physical Capital on Eiranetal
CenditienFinancial Condition. This study highlighted the importance of improving the standard of
the control system in managing the local government organisations. Although it potentially reduces

e lbeet e e S B e oo Lo Lole ceeonin o s T Cuplial’s
effect, a high degree of control will help organisations maintain and improve desired-desirable
Einaneial-ConditionsFinancial Condition.
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Abstract

This study aims to examine the effect of Human Capital and Physical Capital on Regional
Financial Condition with a Management Control System as moderator. Participants were
employees of the Regional Financial and Asset Management Directorates which were located in
three major cities/districts in the province of South Sulawesi, Indonesia. The 75 randomly selected
participants involved in a three-wave data collection procedure. Four measures were developed
(i.e. Human Capital, Physical Capital, Management Control System, and Financial Condition)
which were found to be constructively valid and reliable for research purposes. The results showed
that the Human Capital and Physical Capital directly influenced the Financial Conditions. The
effect of Human and Physical Capital were moderated by the Management Control System.
Management Control System negatively moderated the effect of Human Capital while at the same
time also positively moderated the effect of Physical Capital on Financial Condition. This study
collected participant’s perceptions towards the study variables without any further investigation to
the objective measures. Although, some scholars may find this as the lack of evidence against the
actual financial conditions, acknowledging experts’ perceptions should provide a better
understanding on the experienced financial condition. Various studies have investigated some
factors which may affect the Financial Conditions. However, this study proposed an examination
of the role of Management Control System. In this case, a capital which is owned by the financial
organizations cannot provide a direct impact on the Financial Conditions if there is no role of the
Management Control System.

Keywords: human capital, physical capital, management control system, financial condition, and
Indonesia

INTRODUCTION

Financial Condition is determined by the ability of an area to fulfill an obligation for
prospering or serving a community. In this regards, there are three core dimensions to evaluate the
financial conditions they are environmental, institutional and financial dimensions (Dinapoli,
2011). These three dimensions will be interconnected to produce a sufficient Financial Condition.



By fulfilling all these dimensions, government will be able to bring more stable financial
conditions.

Firstly, the environmental dimension is the assessment of Financial Conditions which
assessed based on how a government supports or impedes regulations, especially on bringing
innovations to the community. Secondly, the institutional dimension is a management practice and
legislative policy which guides the fiscal decision making. Its function is often as a response to the
environmental or political factors (Dinapoli, 2011). Lastly, financial dimension is most related to
financial performance. This particular dimension includes potential tax or incomes in a particular
region and a debt limit and a legality of expenditure from a region. For some countries, it also
consists of fiscal decentralization management in which each region will obtain a budget for the
funds to be managed.

One of the most important questions to this issue is, what are variables may potentially
predict financial conditions. Considering the important roles of resources, the Resource Based
Theory (Barney, 1991) supports the notion that Human Capital and Physical Capital provides
significant resources for maintaining sufficient financial conditions. Human capital becomes
considerably important because it is a source of innovation and strategy renewal. Human Capital
is related to any knowledge, skills, abilities and attitudes owned by personnel in organisations
which are highly supportive for organizational success (Perrotta, 2018). Further, it can be fostered
from an applied research, management objective, reengineering process and improvement or
development of workforce skills. Furthermore, human capital creates incremental values to
organisations on a daily basis, via motivation, commitment, competence and effectiveness of the
teamwork. However, each organization offers distinctive approaches in managing human capital
and it also means different values (Lepak and Snell, 2002). Thus, human capital provides unique
contributions to financial condition based on unique approaches given by organisations.

In addition to Human Capital, Physical Capital also adds incremental variance to the
successful financial conditions. The notion of Physical Capital includes natural resources and other
technological devices (Galor and Moav, 2004). The existence of Physical Capital supports the
improvement of the Financial Condition of an area. To illustrate, the development of the basic
physical conditions such as sanitation, clean water, and electricity in an area will also help to foster
the services and welfare for the community which may later improve Financial Conditions.
Physical Capital is also useful for creating additional values to producing desired input. Thus, it is
reasonable to conclude that both human and physical resources act together to influence a region
financial condition.

The direct effect of these two capitals (i.e. human and physical) may have been moderated
by the level of control performed by organisations. In Indonesia, some empirical investigations
conducted by Chandra (2017), and Sari and Fitriani (2009) found that the management control
system was able to improve Financial Conditions. In these two studies, Human Capital and
Physical Capital directly impacted financial performance where the organisations had sufficient
control over the resources. As a result, the organisations performed better and showed expected
financial conditions.

The concept of Control theory in strategic human resource management from Snell (1992)
has provided a clear arguments on how high control facilitates positive effect of human capital and



physical capital on desired financial conditions. According to the theory, Human Capital and
Physical Capital will leverage financial performance only if an organisation implement certain
degree of control over human capital inputs, behavioural controls, and desired outputs. This further
suggests that possessing a management control system favours the effect of Human and Physical
Capital on Financial Conditions.

Accordingly, management control system becomes a moderation in creating good
Financial Condition for one particular region. In a developing country like Indonesia, the
management control system is one of the strongest foundations of good governance (Purnomo,
and Budiawan, 2014). The internal control system includes various management tools that aim to
achieve a broad range of objectives. In addition, Riawan (2016) stated that the management control
system is able to improve the Financial Condition of an organisation. Meanwhile, Masyur (2016)
postulated that local governments encounter difficulties in implementing a good control system
strategy because the absence of synergy between Human Capital and the control strategy.
Subsequently, this made the public services became less efficient. Control becomes a crucial
element to ensure that financial condition is achieved as expected.

Management control system consists of management control structures and processes
(Halim et al., 2012). The control structure is centered on a variety of responsibility centers, while
the management control process includes budget preparation, implementation and measurement
as well as reporting and analysis. In the process of the management control, the decisions are made
based on the procedures and other schedules which carried out repeatedly year after year. Those
procedures usually start from programming. The program is translated into the form of a budget,
then the company operates based on a predetermined budget, procedure and policy. The final
results are then compared with the budget, after being evaluated and improved if necessary. Since
the procedure is carried out repeatedly every year, then management requires a management
control system to improve its performance so that the company's goals can be achieved.

By applying the Resource Based theory and Control theory in Strategic Management, one
should be able to capture that the presence of high management control will leverage the effect of
human and physical capital on financial condition. However, some contextual conditions may also
influence this argument. For instance, Indonesia as a developing countries implements a
desentralisation policies which also include financial autonomy for its provinces. Consequently,
some experts and practitioners have questioned about some antecedents related to regional
financial performance.

Law No. 23 of 2014 states the implementation of regional government directed to
accelerate the realization of community welfare through improving services, empowerment, and
community participation, as well as enhancing regional competitiveness by taking it into an
account of the principles of democracy, equality, justice, and uniqueness of the area in the system
of the Unitary State of the Republic of Indonesia. Regional autonomy is a part of decentralization.
It constructs each region to have the right and obligation for regulating their own area but with the
control of the central government and in accordance with the law. A fiscal decentralization is
implemented in order to encourage several levels of government which are able to control each
region. The local governments in each region will accommodate the aspirations of a community
and be obliged to prosper the community in terms of services. The success of a regional autonomy



is integrated with the ability of a region to manage the funds that have been budgeted to its area.
In addition, the local governments should also be able to utilize the resources that are already
owned by the region. Therefore, the success of a regional autonomy significantly is related to the
Financial Condition of the region.

Unfortunately, contrasting views emerged regarding the effect of Human Capital and
Physcial Capital on Financial Conditions in Indonesia. For instance, Nirwana and colleagues
(2014) found that Human Capital and Physical Capital had non-significant influence on Financial
Conditions. However, they found it emerged after intervening through the culture. While, Zulkifli
et al. (2018) found contrasting findings where Human Capital and Physical Capital had a positive
effect on Financial Performance. Another finding suggested that the differences were caused by
the influence of Indonesia’s national culture. The level of uncertainty was found to be higher in
Indonesia than Australia which later reduce the effect of any resources on financial performance
(Graham and Sathye, 2017).

Additionally, pressure from the central government has imposed some policies in
managing budget in local government. Although provincial governments had adapted a new
accounting system, the issue was the local officials found it difficult to maintain a well-controlled
and structured system (Harun and Kamase, 2012). In a similar vein, Mir and Sutiyono (2013) have
discovered that the demand, supply, and the quality of Indonesian’s local accounting system lacked
of parity which also means the financial system implemented less effective control. This, then,
causes a subsequent effect on the local financial performance as an effective decision-making and
efficient management would be difficult to implement. Thus, in this situation exhibiting an
effective control in managing resources lead to better financial performance.

This investigation is necessary in order to further understand the antecedents of financial
conditions and the role of effective management control. Local governments in Indonesia may
have undergone less effective control over accounting system and failed to address the issue since
their financial reports were in a category of acceptable without exceptions. Sulawesi Selatan, in
this case, acted as the main gate of Eastern Indonesia where many important businesses happens.
Despite the prestigious financial condition, this local government was imposed to implement
certain regulation from the central government. Additionally, some resources may have been used
to support the financial performance. However, more empirical information is necessary to explore
whether those resources influence financial condition or not.

Then, the theory and empirical evidence led this study to exert management control system
as its moderation variable on observing the influence of Human Capital and Physical Capital on
the Financial Conditions of the area which was chosen in this study. A fiscal decentralization is a
government policy to increase the ability of an area to manage its own region. The policy will
make the distance between the government and the community will be tightened by the presence
of government representatives in each region who can take their respective policies to maximize
the services to the community, with the management of the economic resources in the region. The
local governments faced difficulties in implementing effective control system strategy because
they were unable to link the relationship between Human Capital and the control strategy. As the
results, it caused the public services became less efficient.



Having considered the above discussions, the research objectives are formulated as
follows;
1. To examine the effect of Human Capital on Regional Financial Conditions.
2. To examine the effect of Physical Capital on Regional Financial Conditions.
3. To examine the effect of Human Capital on Regional Financial Conditions which are
moderated by the Management Control System.

LITERATURE REVIEW AND HYPOTHESES

The Public Sector Accounting Board (2007) defined the Financial Conditions as the health
of government finances as indicated by their ability to fulfill the financial obligations and the
service commitments to the public, creditors, employees and others, While according to Dinapoli
(2011), the Financial Condition is the ability of the local governments to comply the expenditure
budget by taking the source of local revenue, and continuously providing services to the
community.

Financial factors in Nirvana et al. (2014) is a financial distribution which run by the
financial system. The financial system seeks to ensure adequate financial judgment and cover up
liquidity. The Indicators of financial factors according to Dinapoli (2011) are the debt limits, the
tax potential and the legality of expenditure. Institutional factors according to Dinapoli (2011) are
management practices and the existence of policies or regulations of local governments which
guarantee the implementation of the healthy governance. Furthermore, the institutional indicators
are the budget and financial variance, the timeliness and accuracy of financial transactions, and
the quality and timeliness of financial reporting.

In addition, Dinapoli (2011) stated that the Financial Conditions are determined by a
combination of government environment, institutional and financial factors. For example when
there is a decrease in population of a government, so there will be a reduction in the tax revenue
(negative environmental factors), but the government can overcome this by reducing services.
Increasing the tax rate, striving for the development of economic resources which ultimately
determine the Financial Condition of the local governments.

Financial condition in a regional level can be influenced by several factors such as CEO
power (Daily and Johnson, 1997), environmental and operational management (Sueyoshi and
Goto, 2010), and technical performance (Kristensen et al., 2008). These antecedents can be
grouped into two type of resource namely human capital and physical capital. The former was
workforce competences (e.g. knowledge and skills), while the latter is more related to technology,
devices, and equipment used to perform tasks in organisations. The human and physical capital
will be the most two precious antecedents of organisation’s financial condition.

The notion of human and physical capital as key antecedents of financial condition has
been supported by a theoretical perspective. A resource theory or commonly called Resource
Based Theory (RBT) uses a resource-based approach in the analysis of competitive advantages
(Barney, 1991, 2001). The theory is used as a supporting theory in this study to see the effect of
Human Capital and Physical Capital on regional Financial Conditions. The key to the RBT
approach is a strategy of understanding the relation between valuable resources, organisation



capabilities, competitive advantage, and profitability. In the end, all those resources should
particularly provide supports for maintaining the competitive advantage over time.

The theory firstly introduced by Wernerfelt (1984) in his work entitled "4 Resource-based
View of the Firm". However, most of the researches referred to Barney’s (1991) seminal work.
The firm resources explained about how to help the company in improving the efficiency and
effectiveness of operations. Furthermore, the competitive advantage can be understood by
instilling an understanding of the company consists of heterogeneous and immovable elements.
The steps in maximizing the competitive advantage of the company should fit into the four criteria,
namely valuable, awareness, inimitability and non-substitutability.

According to RBT, the resources can be generally defined by including the assets,
organizational processes, organizational attributes, information, or knowledge controlled by the
organizations which can be used to compile and imply the strategies. Regardless the number of
resources, the RBT categorizes the resources into three major types;

a. Physical Capital (e.g. technology, manufacturing, and equipment)
b. Human Capital (e.g. training, experience, insight)
c. Organizational capital resources (e.g. formal structural)

Using the framework of the RBT, both Human and Physical Capital can maintain the
quality of financial condition in an organisation, this includes public organisation such as
provincial governments. Human Capital would provide the organisation with desired human
resources which directly influence the quality of financial condition. Financial condition needs
skillful personnel and experts to secure the accountability of the reporting system, for example.
The existence of these expected workforces will sustain the quality of financial condition. The
same case applies for the Physical Capital, organisation with abundant fruitful tools, devices, and
equipment will be more likely to exert those tools to support firm achievement as well as providing
support for financial condition.

The concept of RBT, in this case, also asserts that Human and Physical Capital are able to
create an organization's competitive advantage so as to generate the incremental values for the
organization. The value referred to the better performance in an organization including financial
performance. Throughout the application of adequate Human Capital and supportive Physical
Capital, provincial offices can provide more sufficient and complete information towards a better
financial conditions (Ghozali and Chariri, 2007).

The supports from the two resources may not always provide desired effect on financial
condition due to some conditions. For instance, previous studies have documented that
organisational culture (Yesil and Kaya, 2013) and gender (Campbell and Minguez-Vera, 2008)
determined financial performance. Certain cultures may hinder the implementation of supportive
human and physical capital. Likewise, gender-related injustice also impede proper human capital
management. It appears that there are some degree of control which may potentially influence the
effect of some resources on organisation’s financial achievement. It is plausible to propose that the
effect of the two key resources on financial condition is presumably moderated by the level of
control.



Human and Physical Capital depend on the degree of control applied by organisational
management. Management Control becomes much more important in ensuring that the human and
physical resources are in place to support financial condition. Anthony and Govindarajan (2005)
stated that "Management control is a process by which managers influence other organizational
members to imply the organizational strategies". It is also a process of detecting and correcting
errors for accidental or intentional work. Since its focus is on humans and implementing plans,
management control requires strong psychological considerations. Activities such as
communication, advising, encouraging and criticizing are important parts of this process.

Management control utilizes task control to ensure the kind of effective and efficient work
by considering three important areas namely budgeting, economic value added, and balance
scorecard (Otley, 1999). Efficient describes how many inputs are needed to produce a unit of
output while effectiveness is defined as the ability of a unit to achieve the desired goals. The most
efficient organizational unit is the one that can produce a number of outputs with the use of
minimal inputs or produce the most output with the available inputs.

Control Theory of Strategic Human Resource Management (Snell, 1992) proposed that as
an organisation expects certain level of performance, it must implement high degree of control
over human resource management particularly when the goals and incentives are less clear. This
theory also suggests that control depends on the degree of standard exhibited by organisations. As
goals and incentives are less known and the cause-effect knowledge of management seems blur,
high control is highly needed. Organisations may suffer from underachievement performance or
serious issues related to organizational attainment.

The same case also applies for the financial condition. Using this Control theory
perspective, public sector financial condition in the regional level potentially requires some degree
of control in managing Human Capital and Physical Capital. The control should start from input,
behavioural, and finally outputs. Human Capital management could support financial condition
when the input (e.g. recruitment and selection) is practiced with systematic control. Behavioural
control is related to personnel’s behaviours which also require control to direct personnel towards
targeted goals. Output control means organisation, stakeholders, and employees should have a
crystalized standard of desired output and this standard is deemed to guide human capital
management. Thus, the higher control implemented by the organisations, the more positive the
effect of Human Capital on Financial Condition.

Physical capital also demands certain control in order to bring positive impact on financial
condition. As proposed by the Control theory (Snell, 1992), clear and crystalized standard is
important in developing control. Thus, certain degree of control is essential to ensure that the
physical resources is utilized to supporting organisation goals. According to the theory, input,
behavioural, and output control are three elements of control system. Physical Capital should also
be controlled using this concept. Organisations with high degree of physical resource control
would carefully consider physical input, control personnel behavior in using physical assets or
resources, and physical utility output would be evaluated with caution. By implementing this
system the positive effect of Physical Capital on Financial Condition will be considerably
improved.



Latham and Locke (1979) also have strengthened the argument that high degree of control
may cause the financial resources (i.e. human and physical capital) are even impactful. The goal-
setting theory (Latham and Locke, 1979; Locke et al., 1981; Tosi et al., 1991) postulates that clear
and specific goals are proven to be more effective than “do your best” goals. The goals impact
organisation as the degree of clarity is high and this also apply for financial condition. Organisation
could perform a better financial condition as the control over Human and Physical Capital are more
standardized and crystalized. Similarly, Snell (1992) found that clear standard played important
role in developing a better control system.

Given the important role of control, this study proposes a management control system to
control how the strategy in the company runs according to plans and objectives. According to
Purnamasari (2009) which stated that to encourage companies to be able to compete in increasingly
fierce global competition, the management control is an absolute requirement that must be
conducted by the professional managers. It is a process and structure which systematically
arranged by management in controlling activities so that the goals and objectives set by the
company can be achieved. Therefore, Management Control System will moderate the effect of
Human and Physical Capital on Financial Condition.

Human Capital
Management

Control System

Physical Capital

Financial Condition

Figure 1. Theoritical Framework

Hypotheses
Based on this framework, a conceptual framework is developed for this research as follows:

H1: Human Capital has a positive effect on the Regional Financial Condition.

H2: Physical Capital has a positive effect on the Financial Conditions.

H3: Management Control System moderates the relation between Human Capital and Financial
Conditions

METHOD



Participants

Participants were employees of the Regional Financial and Asset Management Agency
who were the Financial Report Compilation team in the Golden Triangle area of South Sulawesi.
The South Sulawesi Golden Triangle region was actually formed from a path connecting three
regencies and big cities (Makassar, Gowa and Maros). Participants worked as Secretary,
Budgetary, Treasury, Accounting and Information Technology and Regional Assets. This study
took 5 people in each field which chosen randomly so that 25 samples per region could be obtained,
and amount of 75 samples were obtained from three gold triangle regions. The number of female
participants were 53% and male 47% with most participants had bachelor degree (81%).

Measures

This study used scale which were developed by the researchers in accordance with the
theory of each variable. There are four measuring instruments in this study. The following table
describes the construction of the measure:

Table 1. Operational Variable
Variable | Dimension Indicator
Special Competence
Work Experience
Skill
Availability of Natural Resources and
the Environment
Physical Capital (Baldi, 2013) Government Investation
Facilities and Infrastructure (Computer
and Internet Networks)
Strategic Planning
Implementation and Measurement
Evaluation
Environment | Community needs
Population
Property Value
Inflation
Individual income
Budgeting
Financial Condition | Organization | Budget Cost
(Dinapoli, 2011) Timeliness and accuracy of financial
transactions
Quality and timeliness of financial
reporting
Financial Limitation of Debt
Potential Taxes
Legality of Expenditures

Human Capital (Mignonedan O’Neil,
2005)

Management Control System (Prabawati,
2010)

The measures were developed in Indonesian using a 5-point Likert scale (1= Strongly
Disagree to 5= Strongly Agree). The results showed that the data had four independent



constructs confirming the proposed theoretical model. Outer loading value indicated that the
convergent validity of the data had coefficients above 0.50 for each item and the t-value for each
item above 1.96. In addition, the value of Average Variance Extracted (AVE) in each construct
variable was greater than 0.50. Based on the results of the analysis, all constructs fit into the
convergent validity criteria. Those can be seen in the following table:

Table 2. Average Variance Extracted (AVE)

Variabel AVE
Human Capital 0.617
Physical Capital 0.600
Management Control System 0.534
Financial Condition 0.702

Source: Primary data

The reliability test aims to see the composite reliability of each variable construct and also showed

the appropriate value. The results suggested that the constructs had composite reliability

coefficients above 0.70. So, it can be concluded that the construct had acceptable reliability.
Table 3. Composite Reliability

Variable Composite Reliability
Human Capital 0.826
Physical Capital 0.818
Management Control System 0.931
Financial Condition 0.976

Source: Primary data

Procedure

The data were collected by using a questionnaire which were developed in Indonesian.
Data collection was conducted using a three-wave data collection technique to avoid common
method bias. In the first phase, researchers collected demographic, human capital and physical
capital data. After a week, researchers then collected data for the Management Control System and
the following week the Financial Condition data. Participants were asked to commit to filling out
the questionnaire from the beginning to the end of the data collection which lasted for one month.

All participants (75, 100%) fully participated in the study from the beginning to the end of the data
collection.

RESULTS AND DISCUSSION

Results

This study conducted several stages in the data analysis. First, the data were analyzed
descriptively. Secondly, the relation between the variables were tested with Product Moment
correlation. Lastly, the Hierarchical Moderated Regressions test was conducted.
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Table 4. Descriptive Statistics and Bivariate Correlations

M SD 1 2 3 4 5 6
Human Capital 1143 1.21
Physical Capital 11.79 123 52"
MCS 12.12  1.15 45" 54"
FC(Environment) 2290 2.52 .53 .56 737
FC(Institution) 1217 122 307 34" 62" 78"
FC(Financial) 1226 135 46™ 46" 677 72" 64"
FC Total 4733  4.63 50 53 76" 86 87 85

Note: N=75,M= Mean, SD= Standard Deviation, MCS= Management Control System,
FC= Financial Condition, “p<.01

Table 4 above showed the average values and standard deviations for each variable in the
study. In addition, the relation between variables was presented in the form of product moment
correlation coefficient. Based on the analysis of that relation, it was generally concluded that all
variables in the study were positively and significantly correlated. The level of relation between
these variables ranged from » = .34 (p <.01) to » = .86 (p<.01). The Human Capital had a fairly
strong correlation with the Financial Condition (7 = .50, p<.01) and so did the Physical Capital (»
= .53, p<.01). The relation between the Management Control System and the Financial Condition
was even stronger with the correlation coefficient which reaching 7= .76 (p<.01). The results
indicated that the two independent variables (i.e. Human Capital and Physical Capital) and
Management Control System as moderator variables had a strong positive relation with Financial
Condition.

After knowing the relation between variables, then the Hierarchical Moderated
Regressions analysis was performed. The following were the results of the analysis:

Tabel 5. Moderated Regressions with Financial Condition as Dependent Variable

Model R Adj. R? AR? AF B

1 Human Capital 25" 24 - 24.81 507

2 Human Capital 35" 33 10 10.86 317
Physical Capital 37

3 Human Capital 36" 34 .01 1.47 32"
Physical Capital 377
HC*MCS -.12

4 Human Capital 43" 40 06" 7.98 337
Physical Capital 33"
HC*MCS -33"
PC*MCS 34

Note: A= 75, A= change, = Standardized Beta Weight, HC= Human Capital, PC=
Physical Capital, “*p<.001, *p< .01
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Hierarchical Regression Analysis with moderated regression was performed. This analysis
technique allowed researchers to capture the incremental contribution of each variable which
entered in the model. The first model, with Human Capital as the only predictor, showed a
significant impact on the Financial Condition (4dj. R’ = .25, p<.001). In the second model,
Physical Capital entered and contributed a positive and significant added value to the Financial
Condition prediction model (AR’ = .10, p<.01). In model 3, the interaction between Human Capital
and Management Control System did not significantly increase the predicted value of the Financial
Condition (AR’ = .01, p>.05). Model 4 was the regression model that gave the highest contribution
to the variance of the Financial Condition in the presence of the additional interaction variables of
Physical Capital and Management Control System (AR? = .06, p <.01).

The analysis showed that the impact of Human Capital on Financial Condition was proven
to be positive and significant across all regression models. When there were no other variables in
the model, the impact of Human Capital on Financial Conditions tended to be strong (Adj. R?> =
.24, B = .50, p <.001). The impact of Human Capital on Financial Conditions remained positive
and significant across all the regression models, including in model 4 (Adj. R?> = .40, B = .33, p
<.001). Based on these results, the H1 was accepted which meant the Human Capital had a positive
effect on the Financial Condition.

The presence of Physical Capital to predict Financial Condition also had a positive impact
on all regression models. In model 4, Physical Capital had the same effect as Human Capital (Adj.
R?>=.40, B=.33,p<.001). This perceived that H2 was accepted, which meant that Physical Capital
affected the Financial Condition.

In model 4, the interaction between Human Capital and Management Control System
contributed negatively to Financial Condition (R*> = .10, p <.01). It meant that the impact of Human
Capital on Financial Conditions depended on the high or low Management Control System (3 = -
.33, p <.01). The higher the Management Control System then the lower the impact of Human
Capital on Financial Conditions, and vice versa. This finding supported the research hypothesis
(H3) which stated that the Management Control System moderated the relation of Human Capital
to Financial Conditions.

The interaction between Physical Capital and Management Control System also showed a
significant impact on the Financial Condition (B = .34, p <.001). The impact of these interactions
tended to be positive which meant that Physical Capital would increasingly have an impact on the
Financial Condition when the Management Control System is high, conversely if a low
Management Control System could reduce the impact of Physical Capital on the Financial
Condition. These results were in accordance with the previously proposed H4.

The theoretical model which carried by the researcher was in accordance with empirical
data which found with the suitability of the regression model up to R?> = .43 (p <.01) which meant
that the regression model could predict 43% of the variance of the Financial Condition.
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Figure 2. Empirical model and coefficients

Figure 3 below illustrates the interaction between Human Capital and Management Control
Systems in predicting Financial Conditions. The graph explained that the value of the prediction
model was higher when the Management Control System was at a low level (R? =.156), compared
to when it was at a high level (R? = .131). So that the existence of a high Management Control
System could reduce the impact of Human Capital on Financial Conditions.
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Figure 3. Interaction between Human Capital and Management Control System

The interaction between Physical Capital and Management Control System can be seen
in Figure 4. Unlike the previous interactions, the interaction in figure 4 showed that the impact of
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Physical Capital on Financial Conditions was stronger when the Management Control System was
also at a high level (R? = 2 17), compared when dealing at low levels (R?> = .071). A high
Management Control System could support the positive impact of Physical Capital on Financial
Conditions. The low Management Control System could result in the low impact of Physical
Capital on Financial Conditions.

MCS_High
60.00 and Tow

@ Low
@ HIGH
o ~LOW

55.00 T=-HIGH

® L Lov: R? Linear = 0.071
HIGH: R? Lingar = 0217
50.00

45.00

Financial Condition

40.00

35.007

30.00

T T T T
.00 10.00 12.00 14.00

Physical Capital

Figure 4. Interaction between Physical Capital and Management Control System

DISCUSSION
The Effect of Human Capital on Financial Conditions

The analysis showed that Human Capital had positive influence on Financial Conditions.
Based on the analysis, the higher Human Capital in the terms of special competencies, work
experience and skills, the more likely financial condition leverages in Makassar, Gowa and Maros.
This suggests that Human Capital affects environmental, institutional, and financial conditions of
these three areas. In this study, a successful financial condition referred to environment, institution
and finances dimensions in three key areas of South Sulawesi (i.e. Makassar, Gowa and Maros).
Firstly, within the environmental dimension there were community needs, populations, property
values, inflation, individual income and budgeting, all these necessary to establish a stable
financial condition. Secondly, human resources also contribute to institutional dimensions of
financial performance. Human Capital aspects supports the organisation strategic in which there
was availability of budget, timeliness and accuracy of financial transactions and the quality, and
timeliness of financial reporting. Lastly, the workforce competence also provided supports for the
financial dimension which included debt limits, tax potential and legality of expenditure.
Successful financial dimension, in this regard, relied upon the workforce competence. Human
capital serves a means to monitor debt limits and tax management, for example. So the increase or
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decrease in Human Capital had an influence on the Financial Condition of the government in these
regions. Similar research was also found by Zulkifli (2018), Ramli et al. (2014), Nimtrakoon
(2015), Ervina et al. (2008), Is et al. (2014), which stated that Human Capital had a positive effect
on Financial Conditions.

The RBT (Barney, 1991, 2001) has explained the importance of valuable and rare resources
in fostering organisation competitive advantages. Human Capital also acted as a valuable resource
for organizational success which also includes financial achievement within organisation. As the
organisation maintains sufficient quality of Human Capital, the workforce will strive to facilitate
sustainable financial performance. Thus, according to this study, the RBT successfully explained
the role of Human Capital in predicting Financial Condition.

Special competence, work experience and skills became important points in improving
Financial Conditions because with those could be an important part in improving innovation,
strategies and objectives of the organization. Participants assumed that the development of human
capital was also able to increase the ability of an area in improving the economy and maximizing
its potential, but this study assumed that it is unable to affect the company's Financial Condition.

This research reinforced the notion that the role of Human Capital in a government needed
to be considered because the better Human Capital was able to strengthen the achievement of the
objectives of an area. The fulfillment of the needs of the residents of an area could be improved
with the support of good Human Capital.

The Effect of Physical Capital on Financial Conditions

The results showed that Physical Capital had a positive effect on the Financial Conditions.
The level of Physical Capital in terms of the availability of natural resources and the environment,
government investment, facilities and infrastructure (e.g. computers, internet access) had a
significant impact on the fulfilment of the environmental, institutional, and financial sectors in the
government areas of Makassar, Gowa and Maros. Physical Capital contributed positive impact on
leveraging the areas’ Financial Condition which also included fostering environmental,
institutional, and financial aspects.

As mentioned earlier, there are there distinct dimensions namely the environment,
institutions and finances. These three aspects were applied to depict financial achievement of local
government in South Sulawesi (i.e. Makassar, Gowa and Maros). In leveraging financial condition,
the governments should scrutinize the community needs, populations, property values, inflation,
individual income and budgeting. The second dimension was the institution in a sense that there
was budget availability, timeliness and accuracy of financial transactions, and the quality and
timeliness of financial reporting. The third dimension was finance which covered debt limits, tax
potential and legality of expenditure.

The RBT has supported that Physical Capital (e.g. technology) has provided valuable
resources for the governmental organisations in South Sulawesi, Indonesia. The theory and
previous findings have been supported by this empirical study. Physical Capital had significant
positive influence on the Financial Condition of the government in these three regions; Makassar,
Gowa and Maros. Barney (2001) proposed that competitive advantages of an organisation can be
achieved by utilizing existing valuable and rare resources in organisation. Consistently, in the case
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of local government organisations in Indonesia, it appeared that Physical Capital added significant
amount of incremental variances to the development of Financial Condition. Physical assets,
technologies, devices and other facilities were viewed as the essential elements of successful
Financial Conditions.

This study was also in line with research conducted by Zulkifli (2018), Nimtrakoon (2015),
Ervina et al. (2008), Is et al. (2014). However, the effect could be indirect as other variables also
might also influence the relationship. For example, Nirvana et al. (2014) discovered that Cultural
Capital moderated the Physical Capital - Financial Conditions relationship. Therefore, this study
also considered testing the effect of Management Control System in moderating the effect.

Limitations of Physical Capital were often became a problem of a local government
regardless the quality of Human Capital. Generally, regions that had outstanding human capital
would be more developed if juxtaposed with the availability of natural resources and the
environment, adequate government investment, facilities and infrastructure (e.g. computers). It
seems in this study, the participants considered that Physical Capital in a form of technologies,
facilities and infrastructures provide significant supports for Financial Condition.

The Moderation Effect of Management Control System on the Relation of Human Capital and
Financial Condition

Apart for the direct effect of Human Capital on Financial Condition, this study also found
that Management Control System moderated the effect of Human Capital on Financial Condition.
This research was supported by the Control Theory (Snell, 1992) as the theory stated that managing
human resources must be supported with input, behavioural, and output control. In addition, the
Control Theory and the Goal Setting (Latham and Locke, 1979) postulated that clear and
crystalized standard potentially emphasize the effect of resources. In addition, the goal setting
principles have stressed enough on the importance of specific and clear goals. Say it differently,
the theoretical background has assumed that a company with supportive human resources but zero
goals and rules would experience constraints to rise the Financial Condition.

This study discovered an interesting findings related to the moderation effect of the
Management Control System. The presence of a lower degree of Management Control System
could trigger improvement in local government organisation. In contrast, high degree of
Management Control System would reduce the effect of Human Capital on Financial Condition.
The theories have supported that Management Control System facilitated the Human Capital —
Financial Condition relationship. The moderating effect seems to be more positive as the theories
suggested that clear and standardized goal of Human Capital management could improve Financial
Condition. However, this study showed opposing evidence as the moderating effect was found to
be negative. This indicated that the existence of Management Control System could weaken the
role of Human Capital on Financial Condition.

In the local government areas, Human Capital significantly determined the fluctuation of
Financial Condition. However, as the Management Control System implemented with
considerably high degree of input, behavioural, and output control, Human Capital would be less
influential. The Management Control System improves the Human Capital management by
standardizing control over the input quality, specifying work behaviour, and directing control to
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attain desired output. The government officials could have perceived Human Capital as an
insignificant resource as the management of the human resources was highly controlled. Simply,
the local governments could discarded the importance of Human Capital for Financial Condition
as they perceived high Management Control System.

The results of this study were in line with the research conducted by Chandra (2017), Ong
et al. (2016), Rachma (2014) where they all found that the Management Control System had a
significant influence on Human Capital and Financial Conditions. However, despite the effect,
scholars and government officials should consider how the Human Capital and Management
Control System interact to predict Financial Condition. In terms of predicting the local government
Financial Conditions, as the degree of Management Control System increases the Human Capital
impact on Financial Condition declines. Thus, Organisations that have a poor Management Control
System may require high quality of Human Capital.

The Moderation Effect of Management Control System on the Relation of Physical Capital and
Financial Condition

The results of this study also indicated that the Management Control System was able to
moderate the effect of Physical Capital on Financial Conditions. The relation between Physical
Capital and Financial Conditions is increasing as the Management Control System included in the
prediction model. As predicted previously using the Control Theory by Snell (1992), high degree
of control over input, behaviour, and output also improve the quality of Physical Capital. In this
respect, Physical Capital could be more influential as the Management Control System ensure its
quality by controlling input of physical resources, controlling behaviours in utilizing the resources,
and directing the outputs of using the resources. As the Management Control System increases, it
improves the effect of Physical Capital on Financial Condition.

Unlike the former moderating effect, Management Control System and Physical Capital
went hand-in-hand in predicting Financial Condition. It indicated that the effect of Physical
Resources on Financial Performance depended on the degree of control in organisation.
Organisations with abundant of Physical Resources may not always provide high performing
Financial Condition unless they implement high state of Management Control System. This shades
the light on the importance of Management Control System in supporting the role of Physical
Capital. Hypothetically, if the organisations tend to have less Physical Resources, managing the
resources using the Management Control System principles will accentuate the effect of the
resources on the organisations’ Financial Condition.

The results were in line with some previous investigations conducted by Chandra (2017),
Ong et al. (2016), and Rachma (2014). In those studies, Management Control System was one of
predictors of Financial Performance in organisations. The effect of Management Control System
is important as it serves as control over resources quality. Anthony and Govindarajan (2005) stated
that Management Control System was also a process for detecting and correcting errors at work.
The focus is on human behaviours and the implementation of plans. The focus on behavioural
control also requires a strong psychological aspects.

In the local government organisation, the three golden areas of South Sulawesi may have
relied on the level of Management Control System to attaining expected level of Financial
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Condition. In this regard, the government official should strive to optimize the control over the
physical resources. The control system should manage the selection of equipment, human
behaviours related to the application of the equipment, and it also should monitor the effect of
certain technologies or devices on outputs. Physical Capital positively predict the local government
Financial Condition as far as the physical resources controlled with systematic procedure starting
from input to output.

Implications

This research empirically examined the influence of moderating effect of Management
Control Systems on the two local government financial condition antecedents; Human and
Physical Capital. The results provided supports that perceived Management Control System
significantly determined the effect of Human Capital and Physical Capital on Financial Condition.
However, this moderator behaved differently towards Human and Physical Capital. Management
Control System tended to alter the low quality of Human Capital while at the same time strengthen
the Physical Capital — Financial Condition Relationship.

In a case where the local governments implement high Management Control System, the
Physical Capital will be more likely to foster Financial Condition. Unfortunately, this condition
will also reduce the Human Capital effect on Financial Condition. Albeit the organisations have
exhibited sufficient workforce competence, it will have less impact on the Financial Condition as
the Control System is highly managed. Presumably, outstanding Human Capital can tolerate a poor
Management Control System and still positively impacts Financial Condition. Control System is
important for directing the effect of resources on Financial Condition. However, the local
government officials, in this case, should be aware that increasing control over Human Capital can
reduce the effect of human resources on Financial Condition. Human Capital in the local
government areas may not have less impact on financial performance as the organisations
implement high control system.

Limitations and Future Research Directions

This study employed a set of questionnaire as valid and reliable measures of variables being
studied. The initial attempt was to collect objective data. However, the existing objective data were
not adequately standardized across different organisations. The data were also strictly prohibited
for non-official parties. Likewise, researchers cannot find alternative objective data that definitely
measured the level of achievement of the whole existing variables, other than the opinions of
employees who work in the organization. This study, then, employed Subject Matter Experts
(SMESs) perception towards each variable in the study and this procedure was supported by the
authorities. Therefore, future studies can repeat this method using objective data sources from
government officials by establishing mutual collaborations.

Furthermore, although this research succeeded in involving representatives from all
agencies with varying levels of position, the number of participants involved was still small
compared to some previous studies. By increasing the number of participants and involving more
governmental organisations, the future studies would provide more information regarding the
effect of control system in organisation.
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CONCLUSIONS
This study has two folds. Firstly, it contributed a new information related to the effect of

two key resources (i.e. Human and Physical Capital) on financial performance in governmental
organisations. Secondly, this study broaden our understanding towards the unique role of
Management Control System in the local government organisations in South Sulawesi, Indonesia.
The first part of the findings was consistent with the RBT as both Human and Physical Capital
significantly predicted Financial Condition. However, the second part of the findings was mixed
as Management Control System negatively moderated the effect of Human Capital while at the
same time also positively moderated the effect of Physical Capital on Financial Condition. This
study highlighted the importance of improving the standard of control system in managing the
local government organisations. Although it potentially reduces the effect of Human Capital, high
degree of control will help organisations to maintain desired Financial Conditions.
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Introduction and Purpose of the Study
This study aims to investigate employees’ perception about their daily work routine which
includes their idea about their performance and experience in the workplace.

2. Description of the Research
In this study you will be asked to complete questionnaires. The questionnaire will come in
three times in every two weeks. Each questionnaire will take up to 15 minutes to
complete.

3. Participation

We estimate there will be 100 employees participate in this study. They will come from
the Regional Financial and Asset Management Agency team in the Golden Triangle area
of South Sulawesi. As a participant, you will receive a survey booklet three times every
two weeks. Your decision to participate in this study is complete voluntary. If you decide
to not participate in this study, it will not affect the care, services, or benefits to which
you are entitled.

4. Potential Risks and Discomforts
You may experience some discomforts in filling the questionnaire. If you do not feel
comfortable enough to answer the questions, you can stop at any point. You can withdraw
from the study at any point and your decision will not affect your job, the care, service, or
benefits to which you are entitled. This study and your participation will not impact your
Jjob or your performance report.

5. Potential Benefits

People who participate in this study may better understand the link between human
resources and financial condition.
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towards the study variables without any further investigation to the objective measures.
Although, some scholars may find this as the lack of evidence against the actual
financial conditions, acknowledging experts’ perceptions should provide a better
understanding on the experienced financial condition. Various studies have
investigated some factors which may affect the Financial Conditions. However, this
study proposed an examination of the role of Management Control System. In this
case, a capital which is owned by the financial organizations cannot provide a direct
impact on the Financial Conditions if there is no role of the Management Control
System.
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By fulfilling all these dimensions, government will be able to bring more stable financial
conditions.

Firstly, the environmental dimension is the assessment of Financial Conditions which
assessed based on how a government supports or impedes regulations, especially on bringing
innovations to the community. Secondly, the institutional dimension is a management practice and
legislative policy which guides the fiscal decision making. Its function is often as a response to the
environmental or political factors (Dinapoli, 2011). Lastly, financial dimension is most related to
financial performance. This particular dimension includes potential tax or incomes in a particular
region and a debt limit and a legality of expenditure from a region. For some countries, it also
consists of fiscal decentralization management in which each region will obtain a budget for the
funds to be managed.

One of the most important questions to this issue is, what are variables may potentially
predict financial conditions. Considering the important roles of resources, the Resource Based
Theory (Barney, 1991) supports the notion that Human Capital and Physical Capital provides
significant resources for maintaining sufficient financial conditions. Human capital becomes
considerably important because it is a source of innovation and strategy renewal. Human Capital
is related to any knowledge, skills, abilities and attitudes owned by personnel in organisations
which are highly supportive for organizational success (Perrotta, 2018). Further, it can be fostered
from an applied research, management objective, reengineering process and improvement or
development of workforce skills. Furthermore, human capital creates incremental values to
organisations on a daily basis, via motivation, commitment, competence and effectiveness of the
teamwork. However, each organization offers distinctive approaches in managing human capital
and it also means different values (Lepak and Snell, 2002). Thus, human capital provides unique
contributions to financial condition based on unique approaches given by organisations.

In addition to Human Capital, Physical Capital also adds incremental variance to the
successful financial conditions. The notion of Physical Capital includes natural resources and other
technological devices (Galor and Moav, 2004). The existence of Physical Capital supports the
improvement of the Financial Condition of an area. To illustrate, the development of the basic
physical conditions such as sanitation, clean water, and electricity in an area will also help to foster
the services and welfare for the community which may later improve Financial Conditions.
Physical Capital is also useful for creating additional values to producing desired input. Thus, it is
reasonable to conclude that both human and physical resources act together to influence a region
financial condition.

The direct effect of these two capitals (i.e. human and physical) may have been moderated
by the level of control performed by organisations. In Indonesia, some empirical investigations
conducted by Chandra (2017), and Sari and Fitriani (2009) found that the management control
system was able to improve Financial Conditions. In these two studies, Human Capital and
Physical Capital directly impacted financial performance where the organisations had sufficient
control over the resources. As a result, the organisations performed better and showed expected
financial conditions.

The concept of Control theory in strategic human resource management from Snell (1992)
has provided a clear arguments on how high control facilitates positive effect of human capital and
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physical capital on desired financial conditions. According to the theory, Human Capital and
Physical Capital will leverage financial performance only if an organisation implement certain
degree of control over human capital inputs, behavioural controls, and desired outputs. This further
suggests that possessing a management control system favours the effect of Human and Physical
Capital on Financial Conditions.

Accordingly, management control system becomes a moderation in creating good
Financial Condition for one particular region. In a developing country like Indonesia, the
management control system is one of the strongest foundations of good governance (Purnomo,
and Budiawan, 2014). The internal control system includes various management tools that aim to
achieve a broad range of objectives. In addition, Riawan (2016) stated that the management control
system is able to improve the Financial Condition of an organisation. Meanwhile, Masyur (2016)
postulated that local governments encounter difficulties in implementing a good control system
strategy because the absence of synergy between Human Capital and the control strategy.
Subsequently, this made the public services became less efficient. Control becomes a crucial
element to ensure that financial condition is achieved as expected.

Management control system consists of management control structures and processes
(Halim et al., 2012). The control structure is centered on a variety of responsibility centers, while
the management control process includes budget preparation, implementation and measurement
as well as reporting and analysis. In the process of the management control, the decisions are made
based on the procedures and other schedules which carried out repeatedly year after year. Those
procedures usually start from programming. The program is translated into the form of a budget,
then the company operates based on a predetermined budget, procedure and policy. The final
results are then compared with the budget, after being evaluated and improved if necessary. Since
the procedure is carried out repeatedly every year, then management requires a management
control system to improve its performance so that the company's goals can be achieved.

By applying the Resource Based theory and Control theory in Strategic Management, one
should be able to capture that the presence of high management control will leverage the effect of
human and physical capital on financial condition. However, some contextual conditions may also
influence this argument. For instance, Indonesia as a developing countries implements a
desentralisation policies which also include financial autonomy for its provinces. Consequently,
some experts and practitioners have questioned about some antecedents related to regional
financial performance.

Law No. 23 of 2014 states the implementation of regional government directed to
accelerate the realization of community welfare through improving services, empowerment, and
community participation, as well as enhancing regional competitiveness by taking it into an
account of the principles of democracy, equality, justice, and uniqueness of the area in the system
of the Unitary State of the Republic of Indonesia. Regional autonomy is a part of decentralization.
It constructs each region to have the right and obligation for regulating their own area but with the
control of the central government and in accordance with the law. A fiscal decentralization is
implemented in order to encourage several levels of government which are able to control each
region. The local governments in each region will accommodate the aspirations of a community
and be obliged to prosper the community in terms of services. The success of a regional autonomy
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Is integrated with the ability of a region to manage the funds that have been budgeted to its area.
In addition, the local governments should also be able to utilize the resources that are already
owned by the region. Therefore, the success of a regional autonomy significantly is related to the
Financial Condition of the region.

Unfortunately, contrasting views emerged regarding the effect of Human Capital and
Physcial Capital on Financial Conditions in Indonesia. For instance, Nirwana and colleagues
(2014) found that Human Capital and Physical Capital had non-significant influence on Financial
Conditions. However, they found it emerged after intervening through the culture. While, Zulkifli
et al. (2018) found contrasting findings where Human Capital and Physical Capital had a positive
effect on Financial Performance. Another finding suggested that the differences were caused by
the influence of Indonesia’s national culture. The level of uncertainty was found to be higher in
Indonesia than Australia which later reduce the effect of any resources on financial performance
(Graham and Sathye, 2017).

Additionally, pressure from the central government has imposed some policies in
managing budget in local government. Although provincial governments had adapted a new
accounting system, the issue was the local officials found it difficult to maintain a well-controlled
and structured system (Harun and Kamase, 2012). In a similar vein, Mir and Sutiyono (2013) have
discovered that the demand, supply, and the quality of Indonesian’s local accounting system lacked
of parity which also means the financial system implemented less effective control. This, then,
causes a subsequent effect on the local financial performance as an effective decision-making and
efficient management would be difficult to implement. Thus, in this situation exhibiting an
effective control in managing resources lead to better financial performance.

This investigation is necessary in order to further understand the antecedents of financial
conditions and the role of effective management control. Local governments in Indonesia may
have undergone less effective control over accounting system and failed to address the issue since
their financial reports were in a category of acceptable without exceptions. Sulawesi Selatan, in
this case, acted as the main gate of Eastern Indonesia where many important businesses happens.
Despite the prestigious financial condition, this local government was imposed to implement
certain regulation from the central government. Additionally, some resources may have been used
to support the financial performance. However, more empirical information is necessary to explore
whether those resources influence financial condition or not.

Then, the theory and empirical evidence led this study to exert management control system
as its moderation variable on observing the influence of Human Capital and Physical Capital on
the Financial Conditions of the area which was chosen in this study. A fiscal decentralization is a
government policy to increase the ability of an area to manage its own region. The policy will
make the distance between the government and the community will be tightened by the presence
of government representatives in each region who can take their respective policies to maximize
the services to the community, with the management of the economic resources in the region. The
local governments faced difficulties in implementing effective control system strategy because
they were unable to link the relationship between Human Capital and the control strategy. As the
results, it caused the public services became less efficient.
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Having considered the above discussions, the research objectives are formulated as
follows;
1. To examine the effect of Human Capital on Regional Financial Conditions.
2. To examine the effect of Physical Capital on Regional Financial Conditions.
3. To examine the effect of Human Capital on Regional Financial Conditions which are
moderated by the Management Control System.

LITERATURE REVIEW AND HYPOTHESES

The Public Sector Accounting Board (2007) defined the Financial Conditions as the health
of government finances as indicated by their ability to fulfill the financial obligations and the
service commitments to the public, creditors, employees and others, While according to Dinapoli
(2011), the Financial Condition is the ability of the local governments to comply the expenditure
budget by taking the source of local revenue, and continuously providing services to the
community.

Financial factors in Nirvana et al. (2014) is a financial distribution which run by the
financial system. The financial system seeks to ensure adequate financial judgment and cover up
liquidity. The Indicators of financial factors according to Dinapoli (2011) are the debt limits, the
tax potential and the legality of expenditure. Institutional factors according to Dinapoli (2011) are
management practices and the existence of policies or regulations of local governments which
guarantee the implementation of the healthy governance. Furthermore, the institutional indicators
are the budget and financial variance, the timeliness and accuracy of financial transactions, and
the quality and timeliness of financial reporting.

In addition, Dinapoli (2011) stated that the Financial Conditions are determined by a
combination of government environment, institutional and financial factors. For example when
there is a decrease in population of a government, so there will be a reduction in the tax revenue
(negative environmental factors), but the government can overcome this by reducing services.
Increasing the tax rate, striving for the development of economic resources which ultimately
determine the Financial Condition of the local governments.

Financial condition in a regional level can be influenced by several factors such as CEO
power (Daily and Johnson, 1997), environmental and operational management (Sueyoshi and
Goto, 2010), and technical performance (Kristensen et al., 2008). These antecedents can be
grouped into two type of resource namely human capital and physical capital. The former was
workforce competences (e.g. knowledge and skills), while the latter is more related to technology,
devices, and equipment used to perform tasks in organisations. The human and physical capital
will be the most two precious antecedents of organisation’s financial condition.

The notion of human and physical capital as key antecedents of financial condition has
been supported by a theoretical perspective. A resource theory or commonly called Resource
Based Theory (RBT) uses a resource-based approach in the analysis of competitive advantages
(Barney, 1991, 2001). The theory is used as a supporting theory in this study to see the effect of
Human Capital and Physical Capital on regional Financial Conditions. The key to the RBT
approach is a strategy of understanding the relation between valuable resources, organisation
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capabilities, competitive advantage, and profitability. In the end, all those resources should
particularly provide supports for maintaining the competitive advantage over time.

The theory firstly introduced by Wernerfelt (1984) in his work entitled "A Resource-based
View of the Firm". However, most of the researches referred to Barney’s (1991) seminal work.
The firm resources explained about how to help the company in improving the efficiency and
effectiveness of operations. Furthermore, the competitive advantage can be understood by
instilling an understanding of the company consists of heterogeneous and immovable elements.
The steps in maximizing the competitive advantage of the company should fit into the four criteria,
namely valuable, awareness, inimitability and non-substitutability.

According to RBT, the resources can be generally defined by including the assets,
organizational processes, organizational attributes, information, or knowledge controlled by the
organizations which can be used to compile and imply the strategies. Regardless the number of
resources, the RBT categorizes the resources into three major types;

a. Physical Capital (e.g. technology, manufacturing, and equipment)
b. Human Capital (e.g. training, experience, insight)
c. Organizational capital resources (e.g. formal structural)

Using the framework of the RBT, both Human and Physical Capital can maintain the
quality of financial condition in an organisation, this includes public organisation such as
provincial governments. Human Capital would provide the organisation with desired human
resources which directly influence the quality of financial condition. Financial condition needs
skillful personnel and experts to secure the accountability of the reporting system, for example.
The existence of these expected workforces will sustain the quality of financial condition. The
same case applies for the Physical Capital, organisation with abundant fruitful tools, devices, and
equipment will be more likely to exert those tools to support firm achievement as well as providing
support for financial condition.

The concept of RBT, in this case, also asserts that Human and Physical Capital are able to
create an organization's competitive advantage so as to generate the incremental values for the
organization. The value referred to the better performance in an organization including financial
performance. Throughout the application of adequate Human Capital and supportive Physical
Capital, provincial offices can provide more sufficient and complete information towards a better
financial conditions (Ghozali and Chariri, 2007).

The supports from the two resources may not always provide desired effect on financial
condition due to some conditions. For instance, previous studies have documented that
organisational culture (Yesil and Kaya, 2013) and gender (Campbell and Minguez-Vera, 2008)
determined financial performance. Certain cultures may hinder the implementation of supportive
human and physical capital. Likewise, gender-related injustice also impede proper human capital
management. It appears that there are some degree of control which may potentially influence the
effect of some resources on organisation’s financial achievement. It is plausible to propose that the
effect of the two key resources on financial condition is presumably moderated by the level of
control.
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Human and Physical Capital depend on the degree of control applied by organisational
management. Management Control becomes much more important in ensuring that the human and
physical resources are in place to support financial condition. Anthony and Govindarajan (2005)
stated that "Management control is a process by which managers influence other organizational
members to imply the organizational strategies”. It is also a process of detecting and correcting
errors for accidental or intentional work. Since its focus is on humans and implementing plans,
management control requires strong psychological considerations. Activities such as
communication, advising, encouraging and criticizing are important parts of this process.

Management control utilizes task control to ensure the kind of effective and efficient work
by considering three important areas namely budgeting, economic value added, and balance
scorecard (Otley, 1999). Efficient describes how many inputs are needed to produce a unit of
output while effectiveness is defined as the ability of a unit to achieve the desired goals. The most
efficient organizational unit is the one that can produce a number of outputs with the use of
minimal inputs or produce the most output with the available inputs.

Control Theory of Strategic Human Resource Management (Snell, 1992) proposed that as
an organisation expects certain level of performance, it must implement high degree of control
over human resource management particularly when the goals and incentives are less clear. This
theory also suggests that control depends on the degree of standard exhibited by organisations. As
goals and incentives are less known and the cause-effect knowledge of management seems blur,
high control is highly needed. Organisations may suffer from underachievement performance or
serious issues related to organizational attainment.

The same case also applies for the financial condition. Using this Control theory
perspective, public sector financial condition in the regional level potentially requires some degree
of control in managing Human Capital and Physical Capital. The control should start from input,
behavioural, and finally outputs. Human Capital management could support financial condition
when the input (e.g. recruitment and selection) is practiced with systematic control. Behavioural
control is related to personnel’s behaviours which also require control to direct personnel towards
targeted goals. Output control means organisation, stakeholders, and employees should have a
crystalized standard of desired output and this standard is deemed to guide human capital
management. Thus, the higher control implemented by the organisations, the more positive the
effect of Human Capital on Financial Condition.

Physical capital also demands certain control in order to bring positive impact on financial
condition. As proposed by the Control theory (Snell, 1992), clear and crystalized standard is
important in developing control. Thus, certain degree of control is essential to ensure that the
physical resources is utilized to supporting organisation goals. According to the theory, input,
behavioural, and output control are three elements of control system. Physical Capital should also
be controlled using this concept. Organisations with high degree of physical resource control
would carefully consider physical input, control personnel behavior in using physical assets or
resources, and physical utility output would be evaluated with caution. By implementing this
system the positive effect of Physical Capital on Financial Condition will be considerably
improved.
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Latham and Locke (1979) also have strengthened the argument that high degree of control
may cause the financial resources (i.e. human and physical capital) are even impactful. The goal-
setting theory (Latham and Locke, 1979; Locke et al., 1981; Tosi et al., 1991) postulates that clear
and specific goals are proven to be more effective than “do your best” goals. The goals impact
organisation as the degree of clarity is high and this also apply for financial condition. Organisation
could perform a better financial condition as the control over Human and Physical Capital are more
standardized and crystalized. Similarly, Snell (1992) found that clear standard played important
role in developing a better control system.

Given the important role of control, this study proposes a management control system to
control how the strategy in the company runs according to plans and objectives. According to
Purnamasari (2009) which stated that to encourage companies to be able to compete in increasingly
fierce global competition, the management control is an absolute requirement that must be
conducted by the professional managers. It is a process and structure which systematically
arranged by management in controlling activities so that the goals and objectives set by the
company can be achieved. Therefore, Management Control System will moderate the effect of
Human and Physical Capital on Financial Condition.

Human Capital
Management

Control System

Physical Capital

Financial Condition

Figure 1. Theoritical Framework

Hypotheses
Based on this framework, a conceptual framework is developed for this research as follows:

H1: Human Capital has a positive effect on the Regional Financial Condition.

H2: Physical Capital has a positive effect on the Financial Conditions.

H3: Management Control System moderates the relation between Human Capital and Financial
Conditions

METHOD
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Participants

Participants were employees of the Regional Financial and Asset Management Agency
who were the Financial Report Compilation team in the Golden Triangle area of South Sulawesi.
The South Sulawesi Golden Triangle region was actually formed from a path connecting three
regencies and big cities (Makassar, Gowa and Maros). Participants worked as Secretary,
Budgetary, Treasury, Accounting and Information Technology and Regional Assets. This study
took 5 people in each field which chosen randomly so that 25 samples per region could be obtained,
and amount of 75 samples were obtained from three gold triangle regions. The number of female
participants were 53% and male 47% with most participants had bachelor degree (81%).

Measures

This study used scale which were developed by the researchers in accordance with the
theory of each variable. There are four measuring instruments in this study. The following table
describes the construction of the measure:

Table 1. Operational Variable

Variable | Dimension Indicator

Special Competence

Work Experience

Skill

Availability of Natural Resources and
the Environment

Physical Capital (Baldi, 2013) Government Investation

Facilities and Infrastructure (Computer
and Internet Networks)

Strategic Planning

Implementation and Measurement
Evaluation

Environment | Community needs

Population

Property Value

Inflation

Individual income

Budgeting

Financial Condition | Organization | Budget Cost

(Dinapoli, 2011) Timeliness and accuracy of financial
transactions

Quality and timeliness of financial
reporting

Financial Limitation of Debt

Potential Taxes

Legality of Expenditures

Human Capital (Mignonedan O’Neil,
2005)

Management Control System (Prabawati,
2010)

The measures were developed in Indonesian using a 5-point Likert scale (1= Strongly
Disagree to 5= Strongly Agree). The results showed that the data had four independent
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constructs confirming the proposed theoretical model. Outer loading value indicated that the
convergent validity of the data had coefficients above 0.50 for each item and the t-value for each
item above 1.96. In addition, the value of Average Variance Extracted (AVE) in each construct
variable was greater than 0.50. Based on the results of the analysis, all constructs fit into the
convergent validity criteria. Those can be seen in the following table:

Table 2. Average Variance Extracted (AVE)

Variabel AVE
Human Capital 0.617
Physical Capital 0.600
Management Control System 0.534
Financial Condition 0.702

Source: Primary data

The reliability test aims to see the composite reliability of each variable construct and also showed

the appropriate value. The results suggested that the constructs had composite reliability

coefficients above 0.70. So, it can be concluded that the construct had acceptable reliability.
Table 3. Composite Reliability

Variable Composite Reliability
Human Capital 0.826
Physical Capital 0.818
Management Control System 0.931
Financial Condition 0.976

Source: Primary data

Procedure

The data were collected by using a questionnaire which were developed in Indonesian.
Data collection was conducted using a three-wave data collection technique to avoid common
method bias. In the first phase, researchers collected demographic, human capital and physical
capital data. After a week, researchers then collected data for the Management Control System and
the following week the Financial Condition data. Participants were asked to commit to filling out
the questionnaire from the beginning to the end of the data collection which lasted for one month.
All participants (75, 100%) fully participated in the study from the beginning to the end of the data
collection.

RESULTS AND DISCUSSION
Results
This study conducted several stages in the data analysis. First, the data were analyzed

descriptively. Secondly, the relation between the variables were tested with Product Moment
correlation. Lastly, the Hierarchical Moderated Regressions test was conducted.

10
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Table 4. Descriptive Statistics and Bivariate Correlations

M SD 1 2 3 4 5 6
Human Capital 1143 121
Physical Capital 11.79 123 527
MCS 12.12 115 457 54"
FC(Environment) 2290 252 53" 567 737
FC(Institution) 12.17 122 30" 34" 62" .78
FC(Financial) 1226 135 467 467 67 727 647
FC Total 4733 463 507 53" 767 86" 87" .85

Note: N= 75,M= Mean, SD= Standard Deviation, MCS= Management Control System,
FC= Financial Condition, "p<.01

Table 4 above showed the average values and standard deviations for each variable in the
study. In addition, the relation between variables was presented in the form of product moment
correlation coefficient. Based on the analysis of that relation, it was generally concluded that all
variables in the study were positively and significantly correlated. The level of relation between
these variables ranged from r = .34 (p <.01) to r = .86 (p<.01). The Human Capital had a fairly
strong correlation with the Financial Condition (r = .50, p<.01) and so did the Physical Capital (r
= .53, p<.01). The relation between the Management Control System and the Financial Condition
was even stronger with the correlation coefficient which reaching r= .76 (p<.01). The results
indicated that the two independent variables (i.e. Human Capital and Physical Capital) and
Management Control System as moderator variables had a strong positive relation with Financial
Condition.

After knowing the relation between variables, then the Hierarchical Moderated
Regressions analysis was performed. The following were the results of the analysis:

Tabel 5. Moderated Regressions with Financial Condition as Dependent Variable

Model R? Adj. R? AR AF B

1 Human Capital 257 24 - 24.81 507

2 Human Capital 357 33 10" 10.86 317
Physical Capital 377

3 Human Capital 36" 34 .01 1.47 32"
Physical Capital 377
HC*MCS -12

4 Human Capital 43" 40 .06™ 7.98 337
Physical Capital 337
HC*MCS -.33"
PC*MCS 347

Note: A= 75, A= change, p= Standardized Beta Weight, HC= Human Capital, PC=
Physical Capital, ““p<.001, p< .01

11
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Hierarchical Regression Analysis with moderated regression was performed. This analysis
technique allowed researchers to capture the incremental contribution of each variable which
entered in the model. The first model, with Human Capital as the only predictor, showed a
significant impact on the Financial Condition (Adj. R?> = .25, p<.001). In the second model,
Physical Capital entered and contributed a positive and significant added value to the Financial
Condition prediction model (AR? = .10, p<.01). In model 3, the interaction between Human Capital
and Management Control System did not significantly increase the predicted value of the Financial
Condition (AR? =.01, p> .05). Model 4 was the regression model that gave the highest contribution
to the variance of the Financial Condition in the presence of the additional interaction variables of
Physical Capital and Management Control System (AR? = .06, p <.01).

The analysis showed that the impact of Human Capital on Financial Condition was proven
to be positive and significant across all regression models. When there were no other variables in
the model, the impact of Human Capital on Financial Conditions tended to be strong (Adj. R? =
24, B = .50, p <.001). The impact of Human Capital on Financial Conditions remained positive
and significant across all the regression models, including in model 4 (Adj. R? = .40, B = .33, p
<.001). Based on these results, the H1 was accepted which meant the Human Capital had a positive
effect on the Financial Condition.

The presence of Physical Capital to predict Financial Condition also had a positive impact
on all regression models. In model 4, Physical Capital had the same effect as Human Capital (Adj.
R?= .40, B =.33, p <.001). This perceived that H2 was accepted, which meant that Physical Capital
affected the Financial Condition.

In model 4, the interaction between Human Capital and Management Control System
contributed negatively to Financial Condition (R? = .10, p <.01). It meant that the impact of Human
Capital on Financial Conditions depended on the high or low Management Control System (B = -
.33, p <.01). The higher the Management Control System then the lower the impact of Human
Capital on Financial Conditions, and vice versa. This finding supported the research hypothesis
(H3) which stated that the Management Control System moderated the relation of Human Capital
to Financial Conditions.

The interaction between Physical Capital and Management Control System also showed a
significant impact on the Financial Condition (B = .34, p <.001). The impact of these interactions
tended to be positive which meant that Physical Capital would increasingly have an impact on the
Financial Condition when the Management Control System is high, conversely if a low
Management Control System could reduce the impact of Physical Capital on the Financial
Condition. These results were in accordance with the previously proposed H4.

The theoretical model which carried by the researcher was in accordance with empirical
data which found with the suitability of the regression model up to R? = .43 (p <.01) which meant
that the regression model could predict 43% of the variance of the Financial Condition.

12
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Financial
Condition

Figure 2. Empirical model and coefficients

Figure 3 below illustrates the interaction between Human Capital and Management Control
Systems in predicting Financial Conditions. The graph explained that the value of the prediction
model was higher when the Management Control System was at a low level (R? = .156), compared
to when it was at a high level (R? = .131). So that the existence of a high Management Control
System could reduce the impact of Human Capital on Financial Conditions.
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Figure 3. Interaction between Human Capital and Management Control System

The interaction between Physical Capital and Management Control System can be seen
in Figure 4. Unlike the previous interactions, the interaction in figure 4 showed that the impact of
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Physical Capital on Financial Conditions was stronger when the Management Control System was
also at a high level (R? = 2 17), compared when dealing at low levels (R? = .071). A high
Management Control System could support the positive impact of Physical Capital on Financial
Conditions. The low Management Control System could result in the low impact of Physical
Capital on Financial Conditions.
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Figure 4. Interaction between Physical Capital and Management Control System

DISCUSSION
The Effect of Human Capital on Financial Conditions

The analysis showed that Human Capital had positive influence on Financial Conditions.
Based on the analysis, the higher Human Capital in the terms of special competencies, work
experience and skills, the more likely financial condition leverages in Makassar, Gowa and Maros.
This suggests that Human Capital affects environmental, institutional, and financial conditions of
these three areas. In this study, a successful financial condition referred to environment, institution
and finances dimensions in three key areas of South Sulawesi (i.e. Makassar, Gowa and Maros).
Firstly, within the environmental dimension there were community needs, populations, property
values, inflation, individual income and budgeting, all these necessary to establish a stable
financial condition. Secondly, human resources also contribute to institutional dimensions of
financial performance. Human Capital aspects supports the organisation strategic in which there
was availability of budget, timeliness and accuracy of financial transactions and the quality, and
timeliness of financial reporting. Lastly, the workforce competence also provided supports for the
financial dimension which included debt limits, tax potential and legality of expenditure.
Successful financial dimension, in this regard, relied upon the workforce competence. Human
capital serves a means to monitor debt limits and tax management, for example. So the increase or
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decrease in Human Capital had an influence on the Financial Condition of the government in these
regions. Similar research was also found by Zulkifli (2018), Ramli et al. (2014), Nimtrakoon
(2015), Ervina et al. (2008), Is et al. (2014), which stated that Human Capital had a positive effect
on Financial Conditions.

The RBT (Barney, 1991, 2001) has explained the importance of valuable and rare resources
in fostering organisation competitive advantages. Human Capital also acted as a valuable resource
for organizational success which also includes financial achievement within organisation. As the
organisation maintains sufficient quality of Human Capital, the workforce will strive to facilitate
sustainable financial performance. Thus, according to this study, the RBT successfully explained
the role of Human Capital in predicting Financial Condition.

Special competence, work experience and skills became important points in improving
Financial Conditions because with those could be an important part in improving innovation,
strategies and objectives of the organization. Participants assumed that the development of human
capital was also able to increase the ability of an area in improving the economy and maximizing
its potential, but this study assumed that it is unable to affect the company's Financial Condition.

This research reinforced the notion that the role of Human Capital in a government needed
to be considered because the better Human Capital was able to strengthen the achievement of the
objectives of an area. The fulfillment of the needs of the residents of an area could be improved
with the support of good Human Capital.

The Effect of Physical Capital on Financial Conditions

The results showed that Physical Capital had a positive effect on the Financial Conditions.
The level of Physical Capital in terms of the availability of natural resources and the environment,
government investment, facilities and infrastructure (e.g. computers, internet access) had a
significant impact on the fulfilment of the environmental, institutional, and financial sectors in the
government areas of Makassar, Gowa and Maros. Physical Capital contributed positive impact on
leveraging the areas’ Financial Condition which also included fostering environmental,
institutional, and financial aspects.

As mentioned earlier, there are there distinct dimensions namely the environment,
institutions and finances. These three aspects were applied to depict financial achievement of local
government in South Sulawesi (i.e. Makassar, Gowa and Maros). In leveraging financial condition,
the governments should scrutinize the community needs, populations, property values, inflation,
individual income and budgeting. The second dimension was the institution in a sense that there
was budget availability, timeliness and accuracy of financial transactions, and the quality and
timeliness of financial reporting. The third dimension was finance which covered debt limits, tax
potential and legality of expenditure.

The RBT has supported that Physical Capital (e.g. technology) has provided valuable
resources for the governmental organisations in South Sulawesi, Indonesia. The theory and
previous findings have been supported by this empirical study. Physical Capital had significant
positive influence on the Financial Condition of the government in these three regions; Makassar,
Gowa and Maros. Barney (2001) proposed that competitive advantages of an organisation can be
achieved by utilizing existing valuable and rare resources in organisation. Consistently, in the case

15



©CO~NOOOTA~AWNPE

of local government organisations in Indonesia, it appeared that Physical Capital added significant
amount of incremental variances to the development of Financial Condition. Physical assets,
technologies, devices and other facilities were viewed as the essential elements of successful
Financial Conditions.

This study was also in line with research conducted by Zulkifli (2018), Nimtrakoon (2015),
Ervina et al. (2008), Is et al. (2014). However, the effect could be indirect as other variables also
might also influence the relationship. For example, Nirvana et al. (2014) discovered that Cultural
Capital moderated the Physical Capital - Financial Conditions relationship. Therefore, this study
also considered testing the effect of Management Control System in moderating the effect.

Limitations of Physical Capital were often became a problem of a local government
regardless the quality of Human Capital. Generally, regions that had outstanding human capital
would be more developed if juxtaposed with the availability of natural resources and the
environment, adequate government investment, facilities and infrastructure (e.g. computers). It
seems in this study, the participants considered that Physical Capital in a form of technologies,
facilities and infrastructures provide significant supports for Financial Condition.

The Moderation Effect of Management Control System on the Relation of Human Capital and
Financial Condition

Apart for the direct effect of Human Capital on Financial Condition, this study also found
that Management Control System moderated the effect of Human Capital on Financial Condition.
This research was supported by the Control Theory (Snell, 1992) as the theory stated that managing
human resources must be supported with input, behavioural, and output control. In addition, the
Control Theory and the Goal Setting (Latham and Locke, 1979) postulated that clear and
crystalized standard potentially emphasize the effect of resources. In addition, the goal setting
principles have stressed enough on the importance of specific and clear goals. Say it differently,
the theoretical background has assumed that a company with supportive human resources but zero
goals and rules would experience constraints to rise the Financial Condition.

This study discovered an interesting findings related to the moderation effect of the
Management Control System. The presence of a lower degree of Management Control System
could trigger improvement in local government organisation. In contrast, high degree of
Management Control System would reduce the effect of Human Capital on Financial Condition.
The theories have supported that Management Control System facilitated the Human Capital —
Financial Condition relationship. The moderating effect seems to be more positive as the theories
suggested that clear and standardized goal of Human Capital management could improve Financial
Condition. However, this study showed opposing evidence as the moderating effect was found to
be negative. This indicated that the existence of Management Control System could weaken the
role of Human Capital on Financial Condition.

In the local government areas, Human Capital significantly determined the fluctuation of
Financial Condition. However, as the Management Control System implemented with
considerably high degree of input, behavioural, and output control, Human Capital would be less
influential. The Management Control System improves the Human Capital management by
standardizing control over the input quality, specifying work behaviour, and directing control to
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attain desired output. The government officials could have perceived Human Capital as an
insignificant resource as the management of the human resources was highly controlled. Simply,
the local governments could discarded the importance of Human Capital for Financial Condition
as they perceived high Management Control System.

The results of this study were in line with the research conducted by Chandra (2017), Ong
et al. (2016), Rachma (2014) where they all found that the Management Control System had a
significant influence on Human Capital and Financial Conditions. However, despite the effect,
scholars and government officials should consider how the Human Capital and Management
Control System interact to predict Financial Condition. In terms of predicting the local government
Financial Conditions, as the degree of Management Control System increases the Human Capital
impact on Financial Condition declines. Thus, Organisations that have a poor Management Control
System may require high quality of Human Capital.

The Moderation Effect of Management Control System on the Relation of Physical Capital and
Financial Condition

The results of this study also indicated that the Management Control System was able to
moderate the effect of Physical Capital on Financial Conditions. The relation between Physical
Capital and Financial Conditions is increasing as the Management Control System included in the
prediction model. As predicted previously using the Control Theory by Snell (1992), high degree
of control over input, behaviour, and output also improve the quality of Physical Capital. In this
respect, Physical Capital could be more influential as the Management Control System ensure its
quality by controlling input of physical resources, controlling behaviours in utilizing the resources,
and directing the outputs of using the resources. As the Management Control System increases, it
improves the effect of Physical Capital on Financial Condition.

Unlike the former moderating effect, Management Control System and Physical Capital
went hand-in-hand in predicting Financial Condition. It indicated that the effect of Physical
Resources on Financial Performance depended on the degree of control in organisation.
Organisations with abundant of Physical Resources may not always provide high performing
Financial Condition unless they implement high state of Management Control System. This shades
the light on the importance of Management Control System in supporting the role of Physical
Capital. Hypothetically, if the organisations tend to have less Physical Resources, managing the
resources using the Management Control System principles will accentuate the effect of the
resources on the organisations’ Financial Condition.

The results were in line with some previous investigations conducted by Chandra (2017),
Ong et al. (2016), and Rachma (2014). In those studies, Management Control System was one of
predictors of Financial Performance in organisations. The effect of Management Control System
is important as it serves as control over resources quality. Anthony and Govindarajan (2005) stated
that Management Control System was also a process for detecting and correcting errors at work.
The focus is on human behaviours and the implementation of plans. The focus on behavioural
control also requires a strong psychological aspects.

In the local government organisation, the three golden areas of South Sulawesi may have
relied on the level of Management Control System to attaining expected level of Financial
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Condition. In this regard, the government official should strive to optimize the control over the
physical resources. The control system should manage the selection of equipment, human
behaviours related to the application of the equipment, and it also should monitor the effect of
certain technologies or devices on outputs. Physical Capital positively predict the local government
Financial Condition as far as the physical resources controlled with systematic procedure starting
from input to output.

Implications

This research empirically examined the influence of moderating effect of Management
Control Systems on the two local government financial condition antecedents; Human and
Physical Capital. The results provided supports that perceived Management Control System
significantly determined the effect of Human Capital and Physical Capital on Financial Condition.
However, this moderator behaved differently towards Human and Physical Capital. Management
Control System tended to alter the low quality of Human Capital while at the same time strengthen
the Physical Capital — Financial Condition Relationship.

In a case where the local governments implement high Management Control System, the
Physical Capital will be more likely to foster Financial Condition. Unfortunately, this condition
will also reduce the Human Capital effect on Financial Condition. Albeit the organisations have
exhibited sufficient workforce competence, it will have less impact on the Financial Condition as
the Control System is highly managed. Presumably, outstanding Human Capital can tolerate a poor
Management Control System and still positively impacts Financial Condition. Control System is
important for directing the effect of resources on Financial Condition. However, the local
government officials, in this case, should be aware that increasing control over Human Capital can
reduce the effect of human resources on Financial Condition. Human Capital in the local
government areas may not have less impact on financial performance as the organisations
implement high control system.

Limitations and Future Research Directions

This study employed a set of questionnaire as valid and reliable measures of variables being
studied. The initial attempt was to collect objective data. However, the existing objective data were
not adequately standardized across different organisations. The data were also strictly prohibited
for non-official parties. Likewise, researchers cannot find alternative objective data that definitely
measured the level of achievement of the whole existing variables, other than the opinions of
employees who work in the organization. This study, then, employed Subject Matter Experts
(SMEs) perception towards each variable in the study and this procedure was supported by the
authorities. Therefore, future studies can repeat this method using objective data sources from
government officials by establishing mutual collaborations.

Furthermore, although this research succeeded in involving representatives from all
agencies with varying levels of position, the number of participants involved was still small
compared to some previous studies. By increasing the number of participants and involving more
governmental organisations, the future studies would provide more information regarding the
effect of control system in organisation.
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CONCLUSIONS

This study has two folds. Firstly, it contributed a new information related to the effect of
two key resources (i.e. Human and Physical Capital) on financial performance in governmental
organisations. Secondly, this study broaden our understanding towards the unique role of
Management Control System in the local government organisations in South Sulawesi, Indonesia.
The first part of the findings was consistent with the RBT as both Human and Physical Capital
significantly predicted Financial Condition. However, the second part of the findings was mixed
as Management Control System negatively moderated the effect of Human Capital while at the
same time also positively moderated the effect of Physical Capital on Financial Condition. This
study highlighted the importance of improving the standard of control system in managing the
local government organisations. Although it potentially reduces the effect of Human Capital, high
degree of control will help organisations to maintain desired Financial Conditions.
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By fulfilling all these dimensions, government will be able to bring more stable financial
conditions.

Firstly, the environmental dimension is the assessment of Financial Conditions which
assessed based on how a government supports or impedes regulations, especially on bringing
innovations to the community. Secondly, the institutional dimension is a management practice and
legislative policy which guides the fiscal decision making. Its function is often as a response to the
environmental or political factors (Dinapoli, 2011). Lastly, financial dimension is most related to
financial performance. This particular dimension includes potential tax or incomes in a particular
region and a debt limit and a legality of expenditure from a region. For some countries, it also
consists of fiscal decentralization management in which each region will obtain a budget for the
funds to be managed.

One of the most important questions to this issue is, what are variables may potentially
predict financial conditions. Considering the important roles of resources, the Resource Based
Theory (Barney, 1991) supports the notion that Human Capital and Physical Capital provides
significant resources for maintaining sufficient financial conditions. Human capital becomes
considerably important because it is a source of innovation and strategy renewal. Human Capital
is related to any knowledge, skills, abilities and attitudes owned by personnel in organisations
which are highly supportive for organizational success (Perrotta, 2018). Further, it can be fostered
from an applied research, management objective, reengineering process and improvement or
development of workforce skills. Furthermore, human capital creates incremental values to
organisations on a daily basis, via motivation, commitment, competence and effectiveness of the
teamwork. However, each organization offers distinctive approaches in managing human capital
and it also means different values (Lepak and Snell, 2002). Thus, human capital provides unique
contributions to financial condition based on unique approaches given by organisations.

In addition to Human Capital, Physical Capital also adds incremental variance to the
successful financial conditions. The notion of Physical Capital includes natural resources and other
technological devices (Galor and Moav, 2004). The existence of Physical Capital supports the
improvement of the Financial Condition of an area. To illustrate, the development of the basic
physical conditions such as sanitation, clean water, and electricity in an area will also help to foster
the services and welfare for the community which may later improve Financial Conditions.
Physical Capital is also useful for creating additional values to producing desired input. Thus, it is
reasonable to conclude that both human and physical resources act together to influence a region
financial condition.

The direct effect of these two capitals (i.e. human and physical) may have been moderated
by the level of control performed by organisations. In Indonesia, some empirical investigations
conducted by Chandra (2017), and Sari and Fitriani (2009) found that the management control
system was able to improve Financial Conditions. In these two studies, Human Capital and
Physical Capital directly impacted financial performance where the organisations had sufficient
control over the resources. As a result, the organisations performed better and showed expected
financial conditions.

The concept of Control theory in strategic human resource management from Snell (1992)
has provided a clear arguments on how high control facilitates positive effect of human capital and
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physical capital on desired financial conditions. According to the theory, Human Capital and
Physical Capital will leverage financial performance only if an organisation implement certain
degree of control over human capital inputs, behavioural controls, and desired outputs. This further
suggests that possessing a management control system favours the effect of Human and Physical
Capital on Financial Conditions.

Accordingly, management control system becomes a moderation in creating good
Financial Condition for one particular region. In a developing country like Indonesia, the
management control system is one of the strongest foundations of good governance (Purnomo,
and Budiawan, 2014). The internal control system includes various management tools that aim to
achieve a broad range of objectives. In addition, Riawan (2016) stated that the management control
system is able to improve the Financial Condition of an organisation. Meanwhile, Masyur (2016)
postulated that local governments encounter difficulties in implementing a good control system
strategy because the absence of synergy between Human Capital and the control strategy.
Subsequently, this made the public services became less efficient. Control becomes a crucial
element to ensure that financial condition is achieved as expected.

Management control system consists of management control structures and processes
(Halim et al., 2012). The control structure is centered on a variety of responsibility centers, while
the management control process includes budget preparation, implementation and measurement
as well as reporting and analysis. In the process of the management control, the decisions are made
based on the procedures and other schedules which carried out repeatedly year after year. Those
procedures usually start from programming. The program is translated into the form of a budget,
then the company operates based on a predetermined budget, procedure and policy. The final
results are then compared with the budget, after being evaluated and improved if necessary. Since
the procedure is carried out repeatedly every year, then management requires a management
control system to improve its performance so that the company's goals can be achieved.

By applying the Resource Based theory and Control theory in Strategic Management, one
should be able to capture that the presence of high management control will leverage the effect of
human and physical capital on financial condition. However, some contextual conditions may also
influence this argument. For instance, Indonesia as a developing countries implements a
desentralisation policies which also include financial autonomy for its provinces. Consequently,
some experts and practitioners have questioned about some antecedents related to regional
financial performance.

Law No. 23 of 2014 states the implementation of regional government directed to
accelerate the realization of community welfare through improving services, empowerment, and
community participation, as well as enhancing regional competitiveness by taking it into an
account of the principles of democracy, equality, justice, and uniqueness of the area in the system
of the Unitary State of the Republic of Indonesia. Regional autonomy is a part of decentralization.
It constructs each region to have the right and obligation for regulating their own area but with the
control of the central government and in accordance with the law. A fiscal decentralization is
implemented in order to encourage several levels of government which are able to control each
region. The local governments in each region will accommodate the aspirations of a community
and be obliged to prosper the community in terms of services. The success of a regional autonomy
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Is integrated with the ability of a region to manage the funds that have been budgeted to its area.
In addition, the local governments should also be able to utilize the resources that are already
owned by the region. Therefore, the success of a regional autonomy significantly is related to the
Financial Condition of the region.

Unfortunately, contrasting views emerged regarding the effect of Human Capital and
Physcial Capital on Financial Conditions in Indonesia. For instance, Nirwana and colleagues
(2014) found that Human Capital and Physical Capital had non-significant influence on Financial
Conditions. However, they found it emerged after intervening through the culture. While, Zulkifli
et al. (2018) found contrasting findings where Human Capital and Physical Capital had a positive
effect on Financial Performance. Another finding suggested that the differences were caused by
the influence of Indonesia’s national culture. The level of uncertainty was found to be higher in
Indonesia than Australia which later reduce the effect of any resources on financial performance
(Graham and Sathye, 2017).

Additionally, pressure from the central government has imposed some policies in
managing budget in local government. Although provincial governments had adapted a new
accounting system, the issue was the local officials found it difficult to maintain a well-controlled
and structured system (Harun and Kamase, 2012). In a similar vein, Mir and Sutiyono (2013) have
discovered that the demand, supply, and the quality of Indonesian’s local accounting system lacked
of parity which also means the financial system implemented less effective control. This, then,
causes a subsequent effect on the local financial performance as an effective decision-making and
efficient management would be difficult to implement. Thus, in this situation exhibiting an
effective control in managing resources lead to better financial performance.

This investigation is necessary in order to further understand the antecedents of financial
conditions and the role of effective management control. Local governments in Indonesia may
have undergone less effective control over accounting system and failed to address the issue since
their financial reports were in a category of acceptable without exceptions. Sulawesi Selatan, in
this case, acted as the main gate of Eastern Indonesia where many important businesses happens.
Despite the prestigious financial condition, this local government was imposed to implement
certain regulation from the central government. Additionally, some resources may have been used
to support the financial performance. However, more empirical information is necessary to explore
whether those resources influence financial condition or not.

Then, the theory and empirical evidence led this study to exert management control system
as its moderation variable on observing the influence of Human Capital and Physical Capital on
the Financial Conditions of the area which was chosen in this study. A fiscal decentralization is a
government policy to increase the ability of an area to manage its own region. The policy will
make the distance between the government and the community will be tightened by the presence
of government representatives in each region who can take their respective policies to maximize
the services to the community, with the management of the economic resources in the region. The
local governments faced difficulties in implementing effective control system strategy because
they were unable to link the relationship between Human Capital and the control strategy. As the
results, it caused the public services became less efficient.
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Having considered the above discussions, the research objectives are formulated as
follows;
1. To examine the effect of Human Capital on Regional Financial Conditions.
2. To examine the effect of Physical Capital on Regional Financial Conditions.
3. To examine the effect of Human Capital on Regional Financial Conditions which are
moderated by the Management Control System.

LITERATURE REVIEW AND HYPOTHESES

The Public Sector Accounting Board (2007) defined the Financial Conditions as the health
of government finances as indicated by their ability to fulfill the financial obligations and the
service commitments to the public, creditors, employees and others, While according to Dinapoli
(2011), the Financial Condition is the ability of the local governments to comply the expenditure
budget by taking the source of local revenue, and continuously providing services to the
community.

Financial factors in Nirvana et al. (2014) is a financial distribution which run by the
financial system. The financial system seeks to ensure adequate financial judgment and cover up
liquidity. The Indicators of financial factors according to Dinapoli (2011) are the debt limits, the
tax potential and the legality of expenditure. Institutional factors according to Dinapoli (2011) are
management practices and the existence of policies or regulations of local governments which
guarantee the implementation of the healthy governance. Furthermore, the institutional indicators
are the budget and financial variance, the timeliness and accuracy of financial transactions, and
the quality and timeliness of financial reporting.

In addition, Dinapoli (2011) stated that the Financial Conditions are determined by a
combination of government environment, institutional and financial factors. For example when
there is a decrease in population of a government, so there will be a reduction in the tax revenue
(negative environmental factors), but the government can overcome this by reducing services.
Increasing the tax rate, striving for the development of economic resources which ultimately
determine the Financial Condition of the local governments.

Financial condition in a regional level can be influenced by several factors such as CEO
power (Daily and Johnson, 1997), environmental and operational management (Sueyoshi and
Goto, 2010), and technical performance (Kristensen et al., 2008). These antecedents can be
grouped into two type of resource namely human capital and physical capital. The former was
workforce competences (e.g. knowledge and skills), while the latter is more related to technology,
devices, and equipment used to perform tasks in organisations. The human and physical capital
will be the most two precious antecedents of organisation’s financial condition.

The notion of human and physical capital as key antecedents of financial condition has
been supported by a theoretical perspective. A resource theory or commonly called Resource
Based Theory (RBT) uses a resource-based approach in the analysis of competitive advantages
(Barney, 1991, 2001). The theory is used as a supporting theory in this study to see the effect of
Human Capital and Physical Capital on regional Financial Conditions. The key to the RBT
approach is a strategy of understanding the relation between valuable resources, organisation
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capabilities, competitive advantage, and profitability. In the end, all those resources should
particularly provide supports for maintaining the competitive advantage over time.

The theory firstly introduced by Wernerfelt (1984) in his work entitled "A Resource-based
View of the Firm". However, most of the researches referred to Barney’s (1991) seminal work.
The firm resources explained about how to help the company in improving the efficiency and
effectiveness of operations. Furthermore, the competitive advantage can be understood by
instilling an understanding of the company consists of heterogeneous and immovable elements.
The steps in maximizing the competitive advantage of the company should fit into the four criteria,
namely valuable, awareness, inimitability and non-substitutability.

According to RBT, the resources can be generally defined by including the assets,
organizational processes, organizational attributes, information, or knowledge controlled by the
organizations which can be used to compile and imply the strategies. Regardless the number of
resources, the RBT categorizes the resources into three major types;

a. Physical Capital (e.g. technology, manufacturing, and equipment)
b. Human Capital (e.g. training, experience, insight)
c. Organizational capital resources (e.g. formal structural)

Using the framework of the RBT, both Human and Physical Capital can maintain the
quality of financial condition in an organisation, this includes public organisation such as
provincial governments. Human Capital would provide the organisation with desired human
resources which directly influence the quality of financial condition. Financial condition needs
skillful personnel and experts to secure the accountability of the reporting system, for example.
The existence of these expected workforces will sustain the quality of financial condition. The
same case applies for the Physical Capital, organisation with abundant fruitful tools, devices, and
equipment will be more likely to exert those tools to support firm achievement as well as providing
support for financial condition.

The concept of RBT, in this case, also asserts that Human and Physical Capital are able to
create an organization's competitive advantage so as to generate the incremental values for the
organization. The value referred to the better performance in an organization including financial
performance. Throughout the application of adequate Human Capital and supportive Physical
Capital, provincial offices can provide more sufficient and complete information towards a better
financial conditions (Ghozali and Chariri, 2007).

The supports from the two resources may not always provide desired effect on financial
condition due to some conditions. For instance, previous studies have documented that
organisational culture (Yesil and Kaya, 2013) and gender (Campbell and Minguez-Vera, 2008)
determined financial performance. Certain cultures may hinder the implementation of supportive
human and physical capital. Likewise, gender-related injustice also impede proper human capital
management. It appears that there are some degree of control which may potentially influence the
effect of some resources on organisation’s financial achievement. It is plausible to propose that the
effect of the two key resources on financial condition is presumably moderated by the level of
control.
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Human and Physical Capital depend on the degree of control applied by organisational
management. Management Control becomes much more important in ensuring that the human and
physical resources are in place to support financial condition. Anthony and Govindarajan (2005)
stated that "Management control is a process by which managers influence other organizational
members to imply the organizational strategies”. It is also a process of detecting and correcting
errors for accidental or intentional work. Since its focus is on humans and implementing plans,
management control requires strong psychological considerations. Activities such as
communication, advising, encouraging and criticizing are important parts of this process.

Management control utilizes task control to ensure the kind of effective and efficient work
by considering three important areas namely budgeting, economic value added, and balance
scorecard (Otley, 1999). Efficient describes how many inputs are needed to produce a unit of
output while effectiveness is defined as the ability of a unit to achieve the desired goals. The most
efficient organizational unit is the one that can produce a number of outputs with the use of
minimal inputs or produce the most output with the available inputs.

Control Theory of Strategic Human Resource Management (Snell, 1992) proposed that as
an organisation expects certain level of performance, it must implement high degree of control
over human resource management particularly when the goals and incentives are less clear. This
theory also suggests that control depends on the degree of standard exhibited by organisations. As
goals and incentives are less known and the cause-effect knowledge of management seems blur,
high control is highly needed. Organisations may suffer from underachievement performance or
serious issues related to organizational attainment.

The same case also applies for the financial condition. Using this Control theory
perspective, public sector financial condition in the regional level potentially requires some degree
of control in managing Human Capital and Physical Capital. The control should start from input,
behavioural, and finally outputs. Human Capital management could support financial condition
when the input (e.g. recruitment and selection) is practiced with systematic control. Behavioural
control is related to personnel’s behaviours which also require control to direct personnel towards
targeted goals. Output control means organisation, stakeholders, and employees should have a
crystalized standard of desired output and this standard is deemed to guide human capital
management. Thus, the higher control implemented by the organisations, the more positive the
effect of Human Capital on Financial Condition.

Physical capital also demands certain control in order to bring positive impact on financial
condition. As proposed by the Control theory (Snell, 1992), clear and crystalized standard is
important in developing control. Thus, certain degree of control is essential to ensure that the
physical resources is utilized to supporting organisation goals. According to the theory, input,
behavioural, and output control are three elements of control system. Physical Capital should also
be controlled using this concept. Organisations with high degree of physical resource control
would carefully consider physical input, control personnel behavior in using physical assets or
resources, and physical utility output would be evaluated with caution. By implementing this
system the positive effect of Physical Capital on Financial Condition will be considerably
improved.
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Latham and Locke (1979) also have strengthened the argument that high degree of control
may cause the financial resources (i.e. human and physical capital) are even impactful. The goal-
setting theory (Latham and Locke, 1979; Locke et al., 1981; Tosi et al., 1991) postulates that clear
and specific goals are proven to be more effective than “do your best” goals. The goals impact
organisation as the degree of clarity is high and this also apply for financial condition. Organisation
could perform a better financial condition as the control over Human and Physical Capital are more
standardized and crystalized. Similarly, Snell (1992) found that clear standard played important
role in developing a better control system.

Given the important role of control, this study proposes a management control system to
control how the strategy in the company runs according to plans and objectives. According to
Purnamasari (2009) which stated that to encourage companies to be able to compete in increasingly
fierce global competition, the management control is an absolute requirement that must be
conducted by the professional managers. It is a process and structure which systematically
arranged by management in controlling activities so that the goals and objectives set by the
company can be achieved. Therefore, Management Control System will moderate the effect of
Human and Physical Capital on Financial Condition.

Human Capital
Management

Control System

Physical Capital

Financial Condition

Figure 1. Theoritical Framework

Hypotheses
Based on this framework, a conceptual framework is developed for this research as follows:

H1: Human Capital has a positive effect on the Regional Financial Condition.

H2: Physical Capital has a positive effect on the Financial Conditions.

H3: Management Control System moderates the relation between Human Capital and Financial
Conditions

METHOD
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Participants

Participants were employees of the Regional Financial and Asset Management Agency
who were the Financial Report Compilation team in the Golden Triangle area of South Sulawesi.
The South Sulawesi Golden Triangle region was actually formed from a path connecting three
regencies and big cities (Makassar, Gowa and Maros). Participants worked as Secretary,
Budgetary, Treasury, Accounting and Information Technology and Regional Assets. This study
took 5 people in each field which chosen randomly so that 25 samples per region could be obtained,
and amount of 75 samples were obtained from three gold triangle regions. The number of female
participants were 53% and male 47% with most participants had bachelor degree (81%).

Measures

This study used scale which were developed by the researchers in accordance with the
theory of each variable. There are four measuring instruments in this study. The following table
describes the construction of the measure:

Table 1. Operational Variable

Variable | Dimension Indicator

Special Competence

Work Experience

Skill

Availability of Natural Resources and
the Environment

Physical Capital (Baldi, 2013) Government Investation

Facilities and Infrastructure (Computer
and Internet Networks)

Strategic Planning

Implementation and Measurement
Evaluation

Environment | Community needs

Population

Property Value

Inflation

Individual income

Budgeting

Financial Condition | Organization | Budget Cost

(Dinapoli, 2011) Timeliness and accuracy of financial
transactions

Quality and timeliness of financial
reporting

Financial Limitation of Debt

Potential Taxes

Legality of Expenditures

Human Capital (Mignonedan O’Neil,
2005)

Management Control System (Prabawati,
2010)

The measures were developed in Indonesian using a 5-point Likert scale (1= Strongly
Disagree to 5= Strongly Agree). The results showed that the data had four independent
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constructs confirming the proposed theoretical model. Outer loading value indicated that the
convergent validity of the data had coefficients above 0.50 for each item and the t-value for each
item above 1.96. In addition, the value of Average Variance Extracted (AVE) in each construct
variable was greater than 0.50. Based on the results of the analysis, all constructs fit into the
convergent validity criteria. Those can be seen in the following table:

Table 2. Average Variance Extracted (AVE)

Variabel AVE
Human Capital 0.617
Physical Capital 0.600
Management Control System 0.534
Financial Condition 0.702

Source: Primary data

The reliability test aims to see the composite reliability of each variable construct and also showed

the appropriate value. The results suggested that the constructs had composite reliability

coefficients above 0.70. So, it can be concluded that the construct had acceptable reliability.
Table 3. Composite Reliability

Variable Composite Reliability
Human Capital 0.826
Physical Capital 0.818
Management Control System 0.931
Financial Condition 0.976

Source: Primary data

Procedure

The data were collected by using a questionnaire which were developed in Indonesian.
Data collection was conducted using a three-wave data collection technique to avoid common
method bias. In the first phase, researchers collected demographic, human capital and physical
capital data. After a week, researchers then collected data for the Management Control System and
the following week the Financial Condition data. Participants were asked to commit to filling out
the questionnaire from the beginning to the end of the data collection which lasted for one month.
All participants (75, 100%) fully participated in the study from the beginning to the end of the data
collection.

RESULTS AND DISCUSSION
Results
This study conducted several stages in the data analysis. First, the data were analyzed

descriptively. Secondly, the relation between the variables were tested with Product Moment
correlation. Lastly, the Hierarchical Moderated Regressions test was conducted.

10
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Table 4. Descriptive Statistics and Bivariate Correlations

M SD 1 2 3 4 5 6
Human Capital 1143 121
Physical Capital 11.79 123 527
MCS 12.12 115 457 54"
FC(Environment) 2290 252 53" 567 737
FC(Institution) 12.17 122 30" 34" 62" .78
FC(Financial) 1226 135 467 467 67 727 647
FC Total 4733 463 507 53" 767 86" 87" .85

Note: N= 75,M= Mean, SD= Standard Deviation, MCS= Management Control System,
FC= Financial Condition, "p<.01

Table 4 above showed the average values and standard deviations for each variable in the
study. In addition, the relation between variables was presented in the form of product moment
correlation coefficient. Based on the analysis of that relation, it was generally concluded that all
variables in the study were positively and significantly correlated. The level of relation between
these variables ranged from r = .34 (p <.01) to r = .86 (p<.01). The Human Capital had a fairly
strong correlation with the Financial Condition (r = .50, p<.01) and so did the Physical Capital (r
= .53, p<.01). The relation between the Management Control System and the Financial Condition
was even stronger with the correlation coefficient which reaching r= .76 (p<.01). The results
indicated that the two independent variables (i.e. Human Capital and Physical Capital) and
Management Control System as moderator variables had a strong positive relation with Financial
Condition.

After knowing the relation between variables, then the Hierarchical Moderated
Regressions analysis was performed. The following were the results of the analysis:

Tabel 5. Moderated Regressions with Financial Condition as Dependent Variable

Model R? Adj. R? AR AF B

1 Human Capital 257 24 - 24.81 507

2 Human Capital 357 33 10" 10.86 317
Physical Capital 377

3 Human Capital 36" 34 .01 1.47 32"
Physical Capital 377
HC*MCS -12

4 Human Capital 43" 40 .06™ 7.98 337
Physical Capital 337
HC*MCS -.33"
PC*MCS 347

Note: A= 75, A= change, p= Standardized Beta Weight, HC= Human Capital, PC=
Physical Capital, ““p<.001, p< .01

11
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Hierarchical Regression Analysis with moderated regression was performed. This analysis
technique allowed researchers to capture the incremental contribution of each variable which
entered in the model. The first model, with Human Capital as the only predictor, showed a
significant impact on the Financial Condition (Adj. R?> = .25, p<.001). In the second model,
Physical Capital entered and contributed a positive and significant added value to the Financial
Condition prediction model (AR? = .10, p<.01). In model 3, the interaction between Human Capital
and Management Control System did not significantly increase the predicted value of the Financial
Condition (AR? =.01, p> .05). Model 4 was the regression model that gave the highest contribution
to the variance of the Financial Condition in the presence of the additional interaction variables of
Physical Capital and Management Control System (AR? = .06, p <.01).

The analysis showed that the impact of Human Capital on Financial Condition was proven
to be positive and significant across all regression models. When there were no other variables in
the model, the impact of Human Capital on Financial Conditions tended to be strong (Adj. R? =
24, B = .50, p <.001). The impact of Human Capital on Financial Conditions remained positive
and significant across all the regression models, including in model 4 (Adj. R? = .40, B = .33, p
<.001). Based on these results, the H1 was accepted which meant the Human Capital had a positive
effect on the Financial Condition.

The presence of Physical Capital to predict Financial Condition also had a positive impact
on all regression models. In model 4, Physical Capital had the same effect as Human Capital (Adj.
R?= .40, B =.33, p <.001). This perceived that H2 was accepted, which meant that Physical Capital
affected the Financial Condition.

In model 4, the interaction between Human Capital and Management Control System
contributed negatively to Financial Condition (R? = .10, p <.01). It meant that the impact of Human
Capital on Financial Conditions depended on the high or low Management Control System (B = -
.33, p <.01). The higher the Management Control System then the lower the impact of Human
Capital on Financial Conditions, and vice versa. This finding supported the research hypothesis
(H3) which stated that the Management Control System moderated the relation of Human Capital
to Financial Conditions.

The interaction between Physical Capital and Management Control System also showed a
significant impact on the Financial Condition (B = .34, p <.001). The impact of these interactions
tended to be positive which meant that Physical Capital would increasingly have an impact on the
Financial Condition when the Management Control System is high, conversely if a low
Management Control System could reduce the impact of Physical Capital on the Financial
Condition. These results were in accordance with the previously proposed H4.

The theoretical model which carried by the researcher was in accordance with empirical
data which found with the suitability of the regression model up to R? = .43 (p <.01) which meant
that the regression model could predict 43% of the variance of the Financial Condition.

12
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Financial
Condition

Figure 2. Empirical model and coefficients

Figure 3 below illustrates the interaction between Human Capital and Management Control
Systems in predicting Financial Conditions. The graph explained that the value of the prediction
model was higher when the Management Control System was at a low level (R? = .156), compared
to when it was at a high level (R? = .131). So that the existence of a high Management Control
System could reduce the impact of Human Capital on Financial Conditions.
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HIGH: R? Linear =0.131
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Figure 3. Interaction between Human Capital and Management Control System

The interaction between Physical Capital and Management Control System can be seen
in Figure 4. Unlike the previous interactions, the interaction in figure 4 showed that the impact of

13
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Physical Capital on Financial Conditions was stronger when the Management Control System was
also at a high level (R? = 2 17), compared when dealing at low levels (R? = .071). A high
Management Control System could support the positive impact of Physical Capital on Financial
Conditions. The low Management Control System could result in the low impact of Physical
Capital on Financial Conditions.
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Figure 4. Interaction between Physical Capital and Management Control System

DISCUSSION
The Effect of Human Capital on Financial Conditions

The analysis showed that Human Capital had positive influence on Financial Conditions.
Based on the analysis, the higher Human Capital in the terms of special competencies, work
experience and skills, the more likely financial condition leverages in Makassar, Gowa and Maros.
This suggests that Human Capital affects environmental, institutional, and financial conditions of
these three areas. In this study, a successful financial condition referred to environment, institution
and finances dimensions in three key areas of South Sulawesi (i.e. Makassar, Gowa and Maros).
Firstly, within the environmental dimension there were community needs, populations, property
values, inflation, individual income and budgeting, all these necessary to establish a stable
financial condition. Secondly, human resources also contribute to institutional dimensions of
financial performance. Human Capital aspects supports the organisation strategic in which there
was availability of budget, timeliness and accuracy of financial transactions and the quality, and
timeliness of financial reporting. Lastly, the workforce competence also provided supports for the
financial dimension which included debt limits, tax potential and legality of expenditure.
Successful financial dimension, in this regard, relied upon the workforce competence. Human
capital serves a means to monitor debt limits and tax management, for example. So the increase or
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decrease in Human Capital had an influence on the Financial Condition of the government in these
regions. Similar research was also found by Zulkifli (2018), Ramli et al. (2014), Nimtrakoon
(2015), Ervina et al. (2008), Is et al. (2014), which stated that Human Capital had a positive effect
on Financial Conditions.

The RBT (Barney, 1991, 2001) has explained the importance of valuable and rare resources
in fostering organisation competitive advantages. Human Capital also acted as a valuable resource
for organizational success which also includes financial achievement within organisation. As the
organisation maintains sufficient quality of Human Capital, the workforce will strive to facilitate
sustainable financial performance. Thus, according to this study, the RBT successfully explained
the role of Human Capital in predicting Financial Condition.

Special competence, work experience and skills became important points in improving
Financial Conditions because with those could be an important part in improving innovation,
strategies and objectives of the organization. Participants assumed that the development of human
capital was also able to increase the ability of an area in improving the economy and maximizing
its potential, but this study assumed that it is unable to affect the company's Financial Condition.

This research reinforced the notion that the role of Human Capital in a government needed
to be considered because the better Human Capital was able to strengthen the achievement of the
objectives of an area. The fulfillment of the needs of the residents of an area could be improved
with the support of good Human Capital.

The Effect of Physical Capital on Financial Conditions

The results showed that Physical Capital had a positive effect on the Financial Conditions.
The level of Physical Capital in terms of the availability of natural resources and the environment,
government investment, facilities and infrastructure (e.g. computers, internet access) had a
significant impact on the fulfilment of the environmental, institutional, and financial sectors in the
government areas of Makassar, Gowa and Maros. Physical Capital contributed positive impact on
leveraging the areas’ Financial Condition which also included fostering environmental,
institutional, and financial aspects.

As mentioned earlier, there are there distinct dimensions namely the environment,
institutions and finances. These three aspects were applied to depict financial achievement of local
government in South Sulawesi (i.e. Makassar, Gowa and Maros). In leveraging financial condition,
the governments should scrutinize the community needs, populations, property values, inflation,
individual income and budgeting. The second dimension was the institution in a sense that there
was budget availability, timeliness and accuracy of financial transactions, and the quality and
timeliness of financial reporting. The third dimension was finance which covered debt limits, tax
potential and legality of expenditure.

The RBT has supported that Physical Capital (e.g. technology) has provided valuable
resources for the governmental organisations in South Sulawesi, Indonesia. The theory and
previous findings have been supported by this empirical study. Physical Capital had significant
positive influence on the Financial Condition of the government in these three regions; Makassar,
Gowa and Maros. Barney (2001) proposed that competitive advantages of an organisation can be
achieved by utilizing existing valuable and rare resources in organisation. Consistently, in the case
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of local government organisations in Indonesia, it appeared that Physical Capital added significant
amount of incremental variances to the development of Financial Condition. Physical assets,
technologies, devices and other facilities were viewed as the essential elements of successful
Financial Conditions.

This study was also in line with research conducted by Zulkifli (2018), Nimtrakoon (2015),
Ervina et al. (2008), Is et al. (2014). However, the effect could be indirect as other variables also
might also influence the relationship. For example, Nirvana et al. (2014) discovered that Cultural
Capital moderated the Physical Capital - Financial Conditions relationship. Therefore, this study
also considered testing the effect of Management Control System in moderating the effect.

Limitations of Physical Capital were often became a problem of a local government
regardless the quality of Human Capital. Generally, regions that had outstanding human capital
would be more developed if juxtaposed with the availability of natural resources and the
environment, adequate government investment, facilities and infrastructure (e.g. computers). It
seems in this study, the participants considered that Physical Capital in a form of technologies,
facilities and infrastructures provide significant supports for Financial Condition.

The Moderation Effect of Management Control System on the Relation of Human Capital and
Financial Condition

Apart for the direct effect of Human Capital on Financial Condition, this study also found
that Management Control System moderated the effect of Human Capital on Financial Condition.
This research was supported by the Control Theory (Snell, 1992) as the theory stated that managing
human resources must be supported with input, behavioural, and output control. In addition, the
Control Theory and the Goal Setting (Latham and Locke, 1979) postulated that clear and
crystalized standard potentially emphasize the effect of resources. In addition, the goal setting
principles have stressed enough on the importance of specific and clear goals. Say it differently,
the theoretical background has assumed that a company with supportive human resources but zero
goals and rules would experience constraints to rise the Financial Condition.

This study discovered an interesting findings related to the moderation effect of the
Management Control System. The presence of a lower degree of Management Control System
could trigger improvement in local government organisation. In contrast, high degree of
Management Control System would reduce the effect of Human Capital on Financial Condition.
The theories have supported that Management Control System facilitated the Human Capital —
Financial Condition relationship. The moderating effect seems to be more positive as the theories
suggested that clear and standardized goal of Human Capital management could improve Financial
Condition. However, this study showed opposing evidence as the moderating effect was found to
be negative. This indicated that the existence of Management Control System could weaken the
role of Human Capital on Financial Condition.

In the local government areas, Human Capital significantly determined the fluctuation of
Financial Condition. However, as the Management Control System implemented with
considerably high degree of input, behavioural, and output control, Human Capital would be less
influential. The Management Control System improves the Human Capital management by
standardizing control over the input quality, specifying work behaviour, and directing control to
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attain desired output. The government officials could have perceived Human Capital as an
insignificant resource as the management of the human resources was highly controlled. Simply,
the local governments could discarded the importance of Human Capital for Financial Condition
as they perceived high Management Control System.

The results of this study were in line with the research conducted by Chandra (2017), Ong
et al. (2016), Rachma (2014) where they all found that the Management Control System had a
significant influence on Human Capital and Financial Conditions. However, despite the effect,
scholars and government officials should consider how the Human Capital and Management
Control System interact to predict Financial Condition. In terms of predicting the local government
Financial Conditions, as the degree of Management Control System increases the Human Capital
impact on Financial Condition declines. Thus, Organisations that have a poor Management Control
System may require high quality of Human Capital.

The Moderation Effect of Management Control System on the Relation of Physical Capital and
Financial Condition

The results of this study also indicated that the Management Control System was able to
moderate the effect of Physical Capital on Financial Conditions. The relation between Physical
Capital and Financial Conditions is increasing as the Management Control System included in the
prediction model. As predicted previously using the Control Theory by Snell (1992), high degree
of control over input, behaviour, and output also improve the quality of Physical Capital. In this
respect, Physical Capital could be more influential as the Management Control System ensure its
quality by controlling input of physical resources, controlling behaviours in utilizing the resources,
and directing the outputs of using the resources. As the Management Control System increases, it
improves the effect of Physical Capital on Financial Condition.

Unlike the former moderating effect, Management Control System and Physical Capital
went hand-in-hand in predicting Financial Condition. It indicated that the effect of Physical
Resources on Financial Performance depended on the degree of control in organisation.
Organisations with abundant of Physical Resources may not always provide high performing
Financial Condition unless they implement high state of Management Control System. This shades
the light on the importance of Management Control System in supporting the role of Physical
Capital. Hypothetically, if the organisations tend to have less Physical Resources, managing the
resources using the Management Control System principles will accentuate the effect of the
resources on the organisations’ Financial Condition.

The results were in line with some previous investigations conducted by Chandra (2017),
Ong et al. (2016), and Rachma (2014). In those studies, Management Control System was one of
predictors of Financial Performance in organisations. The effect of Management Control System
is important as it serves as control over resources quality. Anthony and Govindarajan (2005) stated
that Management Control System was also a process for detecting and correcting errors at work.
The focus is on human behaviours and the implementation of plans. The focus on behavioural
control also requires a strong psychological aspects.

In the local government organisation, the three golden areas of South Sulawesi may have
relied on the level of Management Control System to attaining expected level of Financial
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Condition. In this regard, the government official should strive to optimize the control over the
physical resources. The control system should manage the selection of equipment, human
behaviours related to the application of the equipment, and it also should monitor the effect of
certain technologies or devices on outputs. Physical Capital positively predict the local government
Financial Condition as far as the physical resources controlled with systematic procedure starting
from input to output.

Implications

This research empirically examined the influence of moderating effect of Management
Control Systems on the two local government financial condition antecedents; Human and
Physical Capital. The results provided supports that perceived Management Control System
significantly determined the effect of Human Capital and Physical Capital on Financial Condition.
However, this moderator behaved differently towards Human and Physical Capital. Management
Control System tended to alter the low quality of Human Capital while at the same time strengthen
the Physical Capital — Financial Condition Relationship.

In a case where the local governments implement high Management Control System, the
Physical Capital will be more likely to foster Financial Condition. Unfortunately, this condition
will also reduce the Human Capital effect on Financial Condition. Albeit the organisations have
exhibited sufficient workforce competence, it will have less impact on the Financial Condition as
the Control System is highly managed. Presumably, outstanding Human Capital can tolerate a poor
Management Control System and still positively impacts Financial Condition. Control System is
important for directing the effect of resources on Financial Condition. However, the local
government officials, in this case, should be aware that increasing control over Human Capital can
reduce the effect of human resources on Financial Condition. Human Capital in the local
government areas may not have less impact on financial performance as the organisations
implement high control system.

Limitations and Future Research Directions

This study employed a set of questionnaire as valid and reliable measures of variables being
studied. The initial attempt was to collect objective data. However, the existing objective data were
not adequately standardized across different organisations. The data were also strictly prohibited
for non-official parties. Likewise, researchers cannot find alternative objective data that definitely
measured the level of achievement of the whole existing variables, other than the opinions of
employees who work in the organization. This study, then, employed Subject Matter Experts
(SMEs) perception towards each variable in the study and this procedure was supported by the
authorities. Therefore, future studies can repeat this method using objective data sources from
government officials by establishing mutual collaborations.

Furthermore, although this research succeeded in involving representatives from all
agencies with varying levels of position, the number of participants involved was still small
compared to some previous studies. By increasing the number of participants and involving more
governmental organisations, the future studies would provide more information regarding the
effect of control system in organisation.
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CONCLUSIONS

This study has two folds. Firstly, it contributed a new information related to the effect of
two key resources (i.e. Human and Physical Capital) on financial performance in governmental
organisations. Secondly, this study broaden our understanding towards the unique role of
Management Control System in the local government organisations in South Sulawesi, Indonesia.
The first part of the findings was consistent with the RBT as both Human and Physical Capital
significantly predicted Financial Condition. However, the second part of the findings was mixed
as Management Control System negatively moderated the effect of Human Capital while at the
same time also positively moderated the effect of Physical Capital on Financial Condition. This
study highlighted the importance of improving the standard of control system in managing the
local government organisations. Although it potentially reduces the effect of Human Capital, high
degree of control will help organisations to maintain desired Financial Conditions.
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Introduction and Purpose of the Study
This study aims to investigate employees’ perception about their daily work routine which
includes their idea about their performance and experience in the workplace.

2. Description of the Research

In this study you will be asked to complete questionnaires. The questionnaire will come in
three times in every two weeks. Each questionnaire will take up to 15 minutes to
complete.

Participation

We estimate there will be 100 employees participate in this study. They will come from
the Regional Financial and Asset Management Agency team in the Golden Triangle area
of South Sulawesi. As a participant, you will receive a survey booklet three times every
two weeks. Your decision to participate in this study is complete voluntary. If you decide
to not participate in this study, it will not affect the care, services, or benefits to which
you are entitled.

4. Potential Risks and Discomforts

You may experience some discomforts in filling the questionnaire. If you do not feel
comfortable enough to answer the questions, you can stop at any point. You can withdraw
from the study at any point and your decision will not affect your job, the care, service, or
benefits to which you are entitled. This study and your participation will not impact your
job or your performance report.

5. Potential Benefits

People who participate in this study may better understand the link between human
resources and financial condition.
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G*Power calculator, and the results showed enough power to reduce type 1l error.

As suggested, all coefficients have been rounded two digits after zero.
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biases. The measures were self-report measures by subject matter experts (SME), and
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how different antecedent (e.g., human capital) could change variance in Financial
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Capital and Physical Capital. We also included some studies that previously predicted
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theoretical model with other alternative models.
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Thank you for your advice regarding the readability of our manuscript. We have revised
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35 moderated the effect of Human Capital while at the same time also positively moderated the effect
36 of Physical Capital on Financial Condition. This study collected participant’s perceptions towards
37 the study variables without any further investigation to the objective measures. Although; some
38 scholars may find this as the lack of evidence against the actual financial-conditionsFinancial
39 Condition, acknowledging experts’ perceptions should provide a better understanding en-of the
40 experienced Ffinancial eenditionrCondition. Various studies have investigated some factors which
41 may affect the—Finaneial-ConditionsFinancial Condition. However, this study proposed an
42 examination of the role of the Management Control System. In this case, a capital whieh-that is
43 owned by the financial ergarizations-organisations cannot provide a direct impact on the Firaneialt
jg ConditionsFinancial Condition #-there-is-nowithout the role of the Management Control System.
46 . . . . . -
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finaneial—conditionsFinancial Condition they are environmental, institutional and financial
dimensions (Dinapoli, 2011). These three dimensions will be interconnected to produce a
sufficient-proper Financial Condition. By fulfilling all these dimensions, the government will be
able to bring more stable financial-conditionskinancial Condition.

Firstly, the environmental dimension is the assessment of Finaneial-ConditionsFinancial
Condition which-assessed-based on how a government supports or impedes regulations, especially
on bringing innovations to the community. Secondly, the institutional dimension is a management
practice and legislative policy which guides the-fiseal-financial decision making. Its function is
often as a response to the-environmental or political factors (Dinapoli, 2011). Lastly, the financial
dimension is most related to financial performance. This particular dimension includes potential
tax or incomes in a particular region and a debt limit and a-legality of expenditure from a region.
For some countries, it also consists of fiscal deeentratization-decentralisation management in
which each region will obtain a budget for the funds to be managed.

One of the most important questions to this issue is; what are variables may potentially
predict financial-cenditionsFinancial Condition. Research in this area has investigated some
determinants of Financial Condition and performance. In Indonesia, the type of firm, independent
board, gender diversity, and location of director can determine financial distress (Kristanti et al.,
2016). On the other hand, a study also revealed that the Capital Adequacy Ratio, Credit Interest
Income, and size of the organisation or corporate had a positive effect on financial performance
(Elshaday et al., 2018). In some public organisations, the political system played a significant role
in financial Condition (Garcia-Sanchez et al., 2012). Some scholars also suggested that cost-
efficiency and effective financial management could determine Financial Condition (Cuadrado-
Ballesteros and Bisogno, 2019; Zafra-Gomez et al., 2009, 2010). Although some predictors of
financial Condition have been revealed, these studies merely focused on the system and
management of financial performance. Human resources and other resources have not received
much attention, even though organisations demand a certain level of resources to perform

effectively.

Considering the important roles of resources, the Reseurce—Resource-Based Thec{ Formatted: Indent: First line: 0.5"

(Barney, 1991) supports the notion that Human Capital and Physical Capital provides significant
resources for maintaining sufficient—financial—eeonditionsFinancial Condition. Human capital
becomes considerably important because it is a source of innovation and strategy renewal. Human
Capital is related to any knowledge, skills, abilities and attitudes owned by personnel in
organisations which-that are highly supportive for erganizational-organisational success (Perrotta,
2018). Further, it can be fostered from an-applied research, management objective, reengineering
process and improvement or development of workforce skills. Furthermore, Hhuman Ceapital
creates incremental values to organisations en—a-daihy-basisdaily; via motivation, commitment,
competence and effectiveness of the-teamwork. However, each erganization-organisation offers
distinctive approaches in-managing-human-capital-and-itto managing Human Capital, which also
means different values (Lepak and Snell, 2002). Thus, human capital provides unique
contributions to Ffinancial eendition—Condition based on unique approaches given by the
organisations.
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In addition to Human Capital, Physical Capital also adds incremental variance to the
successful finaneial-conditionsFinancial Condition. The notion of Physical Capital includes natural
resources and other technological devices (Galor and Moav, 2004). The existence of Physical
Capital supports the improvement of the Financial Condition of an area. To illustrate, the
development of the basie—primary physical conditions such as sanitation, clean water, and
electricity in an area will also help te-foster the services and welfare for the community, which
may later improve Firaneial-ConditiensFinancial Condition. Physical Capital is also usefut-helpful
for creating additional values to producing desired input. Thus, it is reasonable to conclude that
both human and physical resources act together to influence a region financial condition.

The direct effect of these two capitals (i.e. human and physical) may have been moderated
by the level of control performed by organisations. In Indonesia, some empirical investigations
conducted by Chandra (2017)-ane-Sari-and-Fitriani-(2009)-found-that-the-management-control
system-was-able-to-impreve-Finaneial-C and Sari and Fitriani (2009) found that the management

control system improved enditiensFinancial Condition. In these two studies, Human Capital and
Physical Capital directly impacted financial performance where the organisations had sufficient
control over the resources. As a result, the organisations performed better and showed expected
finaneial-conditionsFinancial Condition.

The concept of Control theory in strategic human resource management from Snell (1992)
has provided a-clear arguments on how high control facilitates the positive effect of human capital
and physical capital on desired financial-cenditionsFinancial Condition. According to the theory,
Human Capital and Physical Capital will leverage financial performance only if an organisation
implement a certain degree of control over human capital inputs, behavioural controls, and desired
outputs. This further suggests that possessing a management control system favours the-effect-of
Human—and—Physical—CapitalHuman _and  Physical Capital’s effect on Firaneial
CeonditionsFinancial Condition.

Accordingly, management control system becomes a mederation-moderating variable in
creating good Financial Condition for one particular region. In a developing country like
Indonesia, the management control system is one of the strongest-most vital foundations of good
governance (Purnomo, and Budiawan, 2014). The internal control system includes various
management tools that aim to achieve a broad range of objectives. tr-additionBesides, Riawan
(2016) stated that the management control system is-able-tecould improve the-Financial-Condition
of-an-erganisaan organisation’s Financial Condition. Meanwhile, Masyur (2016) postulated that
local governments encounter difficulties in—mplementing—a—goed—control—system—strategy
beeausemplementing a good control system strategy because of the absence of synergy between
Human Capital and the control strategy. Subsequently, this made the public services became less
efficient. Control becomes a crucial element to ensure that financial eenditien—Condition is
achieved as expected.

Management-The management control system consists of management control structures
and processes (Halim et al., 2012). The control structure is centered on a variety of responsibility
eenters, while the management control process includes budget preparation, implementation and

measurement aswel#a&reportlngi and analy5|s In theqemees&eﬁtkwmagemen#eemrel%

ichmanagement control, the
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decisions are made based on the procedures and other schedules carried out repeatedly year after
year. Those procedures usually start from programming. The program is translated into the-form
of-a budget,_and then the company operates based on a predetermined budget, procedure and
policy. The final results are then compared with the budget; after being evaluated and improved if
necessary. Since the procedure is carried out repeatedly every year, then management requires a
management control system to improve its performance so that the eempany's-company’s goals
can be achieved.

By applying the Reseuree-Resource-Based theery-Theory and Control theory in Strategic
Management, one should be-able-to-capture that the presence of high management control will
leverage the effect of human and physical capital on financial eenditiorCondition. However, some
contextual conditions may also influence this argument. For instance, rdenesia-as-a-developing
countries—mplements—a—desentralisation—pelicies—whichas a developing country, Indonesia
implements a desentralisation policies that also include financial autonomy for its provinces.
Consequently, some experts and practitioners have questioned abeut-some antecedents related to
regional financial performance.

Law No. 23 of 2014 states the implementation of regional government directed to
accelerate the realization—realisation of community welfare through improving services,
empowerment, and community participation, as well as enhancing regional competitiveness by
taking #-into an-account ef-the principles of democracy, equality, justice, and uniqueness of the
area in the system of the Unitary State of the Republic of Indonesia. Regional autonomy is a part
of deeentralizationdecentralisation. It constructs each region to have the right and obligation for
regulating their ewn-area but with the control of the central government and in—aceordance
withfollowing the law. A—fFiscal deeentratization-decentralisation is implemented in order to
encourage several levels of government which-that are-able-tecan control each region. The local
governments in-each-region-will accommodate the aspirations of a community-and-be-obliged-to
prosper-the-community-tr-terms-efsenvices. The success of a-regional autonomy is integrated with
the ability of a region to manage the funds-that-have-been-budgeted-to-its-area. tnadditienrAlso, the

local governments should alse-be able to utitize-utilise the resources that are already owned by the
region. Therefore, the success of a regional autonomy significantly is related to the Financial
Condition of the region.

Unfortunately, contrasting views emerged regarding the—effectof-HumanCapital-and
Physeial-CapitalHuman Capital and Physcial Capital’s effect on Firancial-CenditionsFinancial
Condition in Indonesia. For instance, Nirwana and colleagues (2014) found that Human Capital
and Physical Capital had a non-significant influence on Firancial-CenditionsFinancial Condition.
However, they found it emerged after intervening through the culture. WhieAt the same time,;
Zulkifli et al. (2018) found contrasting findings where Human Capital and Physical Capital had-a
positive—effect-onpositively affected Financial Performance. Another finding suggested that the
differences were caused by the influence of Indonesia’s national culture. The level of uncertainty
was found-te-be-higher-in-lndonesia-than-Australia-which-laterreducehigher in Indonesia than in
Australia, which later reduces the-effect-ef-any resources on financial performance (Graham and
Sathye, 2017).




©CO~NOOOTA~AWNPE

Additionally, pressure from the central government has imposed some policies in
managing the budget in local government. Although provincial governments had adapted a new
accounting system, the-issue-was-the local officials found it difficult to maintain a well-controlled
and structured system (Harun and Kamase, 2012). In a similar vein, Mir and Sutiyono (2013) have
discovered that the demand, supply, and the-quality-of Indonesian’slocalaccounting systemlacked
of-parityquality of Indonesia’s local accounting system lacked parity, which also means the
financial system implemented less effective control. This, then, causes a subsequent effect on the
local financial performance as an-effective decision-making and efficient management would be
difficult to implement. Thus, in this situation exhibiting an effective control in managing resources
lead to better financial performance.

This investigation is necessary in—order—to—furtherunderstandto understand further the
antecedents of financial-conditionsFinancial Condition and the role of effective management
control._This study will also shed light on the importance of human and physical capital in
developing regional financial Condition. Local governments in Indonesia may have undergone
less effective control over the accounting system and failed to address the issue since their financial
reports were in a category of acceptable without exceptions. Sulawesi Selatan, in this case, acted
as the main gate of Eastern Indonesia, where many impertantessential businesses happens. Despite
the prestigious financial eenditienCondition, this local government was imposed to implement
eertatn-particular regulation from the central government. Additionally, some resources may have
been used to support the financial performance. However, more empirical information is necessary
to explore whether those resources influence Ffinancial eendition-Condition or not.

Then, the theory and empirical evidence led this study to exert a management control
system as its mederation-moderating variable on observing the influence of Human Capital and
Physical Capital on the Firancial-CenditionsFinancial Condition of the area which-was-chosen in
this study. A-fFiscal deeen#al&anendecentrallsatlon isa government policy to increase the ability

management—ef—theeeene#mc—msee%ee&m—the#e@en—The IocaI governments faced dlfflcultles n

implementing effective control system strategy because they were unable to link the relationship
between Human Capital and the control strategy. As the-a results, it caused the public services
became less efficient.
Having considered the above discussions, the research objectives are formulated as
follows;
1. To examine the effect of Human Capital on Regional Firancial-ConditiensFinancial
Condition-
2. To examine the effect of Physical Capital on Regional Firaneial-ConditionsFinancial
Condition-
3. To examine the moderating effect of the Management Control System on the effect of
Human Capltal and thsmal Capital on Regional Firaneial—CenditiensFinancial
Condition. w
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LITERATURE REVIEW AND HYPOTHESES

The Public Sector Accounting Board (2007) defined the Firancial-ConditiensFinancial
Condition as the health of government financial performancees as-indicated by their ability to
fulfill the financial obligations and the service commitments to the public, creditors, employees
and others. -While-aAccording to Dinapoli (2011), the-Financial Condition is the ability of the
local governments to comply with the expenditure budget by taking the source of local revenue;
and eentinbeushy-continue providing services to the community.

Financial factors in Nirvana et al. (2014) is-afinancial-distribution-which-runare a financial
distribution run by the financial system. The financial system seeks to ensure adeguate-sound

financial judgment and eever-cover-up liquidity. Fhe-tndicators-of financial-factors-aceordingto
Dinapeli-(2011)-are-the-debt-Himitsthe-taxpotentialAccording to Dinapoli (2011), the indicators

of flnanC|aI factors are the debt Ilmlts the tax_potential, and the Iegallty of expendlture

v ara ccording
to Dinapoli (2011) |nst|tut|onal factors are management practices and the existence of policies or

regulations of local governments that guarantee the implementation of healthy governance.
Furthermore, the institutional indicators are the budget and financial variance, the timeliness and
accuracy of financial transactions, and the quality and timeliness of financial reporting.

In addition, Dinapoli (2011) stated that the Finaneial-ConditionsFinancial Condition are
determined by a combination of government environment, institutional and financial factors. For
example, when there is a decrease in the population-ef-a-geverament, so there will be a reduction
in the tax revenue (negative environmental factors)-but. However, the government can overcome
this by reducing services, —tincreasing the tax rate, and striving for-the-development-ofto develop
economic resources, which ultimately determine the Financial Condition of the local governments.

Financial eenditien-Condition in-at a regional level can be influenced by several factors
such as CEO power (Daily and Johnson, 1997), environmental and operational management
(Sueyoshi and Goto, 2010), and technical performance (Kristensen et al., 2008). These antecedents
can be grouped into two types of resource, namely human capital and physical capital. The former
was workforce competencies (e.g. knowledge and skills), while the latter is more related to
technology, devices, and equipment used to perform tasks in organisations. The human and
physical capital will be the most two precious antecedents of an organisation’s Ffinancial
eenditionCondition.

The notion of human and physical capital as key-critical antecedents of financial eendition
Condition has been supported by a theoretical perspective. A resource theory or commonly called
Reseuree-Resource-Based Theory (RBT), uses a resource-based approach in-the-analysis—ofto

analyse competitive advantages (Barney, 1991, 2001). The theory is used as a supporting theory
in this study to see the effect of Human Capital and Physical Capital on regional Finaneial
ConditionsFinancial Condition. The key to the RBT approach is a strategy of understanding the
relation between valuable resources, organisation capabilities, competitive advantage, and
profitability. In the end, all those resources should particularly provide supports for maintaining
the competitive advantage over time.




©CO~NOOOTA~AWNPE

The theory firsthy-was first introduced by Wernerfelt (1984) in his work entitled =“A
Resource-based View of the Firm=-". However, most of the researches referred to Barney’s (1991)
seminal work. The firm resources explained abeut-how to help the company in improving the
efficiency and effectiveness of operations. Furthermore, the competitive advantage can be
understood by instilling an understanding of the company consists of heterogeneous and
immovable elements. The steps in maximizirg—-maximising the competitive—advantage—of-the

ompanyv—should—fit—into—the fou iteria—namely—valuable—awareness—inimitabilityany’s
competitive advantage should fit into the four criteria: valuable, awareness, inimitability, and non-
substitutability.

According to RBT, the resources can be generally defined by including the assets,
organizatienal-organisational processes, erganizational-organisational attributes, information, or
knowledge controlled by the erganizations-organisations which-can-be-used-tothat can compile and
imply the strategies. Regardless of the number of resources, the RBT eategerizes-categorises the
resources into three major types;

a. Physical Capital (e.g. technology, manufacturing, and equipment)
b. Human Capital (e.g. training, experience, insight)
c. Organizational-Organisational capital resources (e.g. formal structural)

Using the framework of the RBT, both Human and Physical Capital can maintain the
quality of financial eendition—Condition in an organisation, this—neludesincluding public
organisation such as provincial governments. Human Capital would provide the organisation with
desired human resources, which-directhy—influeneedirectly influencing the quality of financial
eenditionCondition. Financial eenditien-Condition needs skitlful personnel and experts to secure
the accountability of the reporting system, for example. The existence of these expected
workforces will sustain the quality of financial eenditionCondition. The same case applies for-to
the-Physical Capital,—e. An organisation with abundant-ready-to-usefruitful tools, devices, and
equipment will be more likely to exert those tools to support the firm-organisation’s achievement
and provideachievement-as-wel-as-previding support for Ffinancial eenditionCondition.

The concept of RBT, in this case, also asserts that Human Capital and Physical Capital are
able to create an erganization's—organisation’s competitive advantage se—as—to generate the
incremental values for the erganizationorganisation. The value referred to the better performance
in an erganizatien-organisation, including financial performance. Throughout the application of
adequate Human Capital and supportive Physical Capital, provincial offices can provide more
sufficient and complete information towards a-better Ffinancial Ceonditions (Ghozali and Chariri,
2007)._Thus, the first two hypotheses are as follows:

Hypothesis 1 (H1): Human Capital has a positive effect on the Regional Financial Condition-

Hypothesis H2 (H2): Physical Capital has a positive effect on Regional the—Finaneial
CeonditionsFinancial Condition:

N {Formatted: Indent: First line: 0"

The supports from the two resources may not always provide desired effect on Ffinancial
eendition-Condition due to some conditions. For instance, previous studies have documented that
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organisational culture (Yesil and Kaya, 2013) and gender (Campbell and Minguez-Vera, 2008)
determined financial performance. Certain cultures may hinder the implementation of supportive
human and physical capital. Likewise, gender-related injustice also impedes preper—effective
Hhuman Ceapital management. It appears that there are-is some degree of control which-that may
potentially influence the effect of some resources on an organisation’s financial achievement. It is

plausible to-prepese-that the effect-of-the-two-key-resources-on-financial-condition-is-presumably
moderated-by-the-level-efcontrollevel of control presumably moderates the two key resources’

effect on Financial Condition.

Human Capital and Physical Capital depend on the degree of control applied by
organisational management. Management Control becomes much more impertant—critical in
ensuring that the human and physical resources are in place to support Ffinancial
eenditionCondition. Anthony and Govindarajan (2005) stated that ““Management control is a
process by which managers influence other erganizational-organisational members to imply the
organizatienal-organisational strategies™-". It is also a process of detecting and correcting errors
for accidental or intentional work. Since its focus is on humans and implementing plans,
management control requires strong psychological eensiderationsresources. Activities such as

communication, advising, encouraging and eriticizing-criticising are impertant-essential parts of
this process.

_Management control utitizes-utilises task control to ensure the—kind—ef—e#eeﬁ[rormatted; Indent: First line: 0.5"

and-efficient-work-by-considering-three-important-areasnamelyeffective and efficient work by

considering three critical areas: budgeting, economic vatue-value-added, and balance scorecard
(Otley, 1999). Efficient-describes-how-many-inputs-a i i

Control Theory of Strategic Human Resource Management (Snell, 1992) proposed that as
an organisation expects a certain level of performance, it must implement a high degree of control
over human resource management, particularly when the goals and incentives are less clear. This
theory also suggests that control depends on the degree of standard exhibited by organisations. As
goals and incentives are less known and the cause-effect knowledge of management seems a blur,
high control is highly needed. Organisations may suffer from underachievement performance or
serious issues related to erganizational-organisational attainment.

The same case also applies forto the Ffinancial eenditionCondition. Using this Control
theory perspective, public sector financial condition ir-at the regional level potentially requires
some degree-ef-control in managing Human Capital and Physical Capital. The control should start
from input, behavioural, and finally outputs. Human Capital management could support financial
eendition-Condition when the input (e.g. recruitment and selection) is practiced-practised with
systematic control. Behavioural control is related to personnel’s behaviours which also require
control to direct personnel towards targeted goals. Output control means organisation,
stakeholders, and employees should have a erystatized-crystalised standard of the desired output,
and this standard is deemed to guide human capital management. Thus, the higher control
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implemented by the organisations, the more positive the effect of Human Capital on Financial
Condition.

Physical capital also demands eertain-specific control in order to bring a positive impact
on financial eenditionCondition. As proposed by the Control theory (Snell, 1992), a clear and
erystatized-crystalised standard is impertant-vital in developing control. Thus, a certain degree of
control is essential to ensure that the physical resources is-are wtitized-utilised to supporting
organisation-organisational goals. According to the theory, input, behavioural, and output control
are three elements—of-control-systemcontrol systems elements. Physical Capital should also be
controlled usrng this concept Organlsatlons with hrghdegreeo#physrea”esewc&eontrelwould

and—phyrsreat—utm{y—eotput—wemd—beﬂ;amateda hrqh deqree of phvsrcal resource control would

carefully consider physical input, control personnel behavior in using physical assets or resources
and evaluate physical utility output with caution. By implementing this system, the positive effect
of Physical Capital on Financial Condition will be considerably improved.

Latham and Locke (1979) also have strengthened the argument that a high degree of control
may cause the financial resources (i.e. human and physical capital) are even impactful. The goal-
setting theory (Latham and Locke, 1979; Locke et al., 1981; Tosi et al., 1991) postulates that clear
and specific goals are proven to be more effective than “do your best” goals. The goals impact
organisation as the degree of clarity is high, and-thiswhich also apphrapplies fer-to Ffinancial
eenditionCondition. Organisation-An organisation could perform a better Ffinancial Ceondition as
the control over Human and Physical Capital are more standardized—standardised and
erystatizedcrystalised. Similarly, Snell (1992) found that clear standard played_an impertant
essential role in developing a better control system.

Given the impertantvital role of control, this study proposes a management control system
to control how the strategy in the company runs according to plans and objectives. According to
Purnamasari (2009)—which—stated—that, to encourage companies to—be—able—to compete in
increasingly fierce global competrtrons professronal managers must perform —th&mManagement

control-Control System. i
managers—lt is a process and structure wh+eh—systematreauy—arranged—by—mamgemem—m

ysystematically arranged
by manaqement in controllrnq activities so that the company's goals and objectives can be
achieved. Therefore, Management Control System will moderate the effect of Human Capital and
Physical Capital on Financial Condition. The last two hypotheses will be:

Hypothesis 3 (H3): Management Control System moderates the relationship_between Human
Capital and Finaneial-CenditionsFinancial Condition

Hypothesis 4 (H4): Management Control System moderates the relationship between Physical
Capital and Financial Condition
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Human Capital
Management

Control System

Physical Capital

Figure 1. Fheeritical Theoretical Framework

Financial Condition

METHOD
Participants

Participants were employees of the Regional Financial and Asset Management Agency
who were-served as the member of the Financial Report Compilation team in the Golden Triangle

area of South Sulawesi. According to the human resource department, more than 100 employees
worked in this team, and their jobs were related to financial evaluation and audit. Researchers had
limited access to some information due to confidentiality reasons. The study was advertised to the
three organisations, and participation was voluntary. -The South Sulawesi Golden Triangle region
was aetuathy-formed from a path connecting three regencies and big cities (Makassar, Gowa and
Maros). Some Pparticipants worked as Secretary, Budgetary, Treasury, Accounting and
Information Technology and Regional Assets. This study recruited five people in each division to
obtain a sufficient sample, Fhis-study-took-5-people-in-each-field- resulting in 25 participants in
each reqlon Since there were three regions, this studv recelved responses from 75 partlcmants in
total. wh g

sampleswer&eb%med#emth;eegel&%mgl&regmnsﬁw |mplement|nq the G*Power analys( Formatted: Font: Italic

the number of participants (n= 75) had enough power to eliminate the type Il error (Faul et {Fo,matted' Font: Italic
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2007). The number of female participants were-was 53%, and male 47%, with most participants,

had bachelor degree-{81%js (81%) and some post-graduate degrees (19%).

Measures

This study used-sealeemployed measures which were—developed-by-theresearchers

researchers developed in-accerdance-withfollowing the theory of each variable (Brislin, 19
Hinkin et al., 1997). There are four measuring instruments in this study. The following tablg

describes the construction of the measure:

Table 1. Operational Variable
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To test the measurement model, this study performed a Confirmatory Factor Anatysis: {Formatted; Indent: First line: 0.5

(CFA) with four measures (i.e., Human Capital, Physical Capital, Management Control System,

and Financial Condition). The hypothesised model was tested against other alternative models.

The fit indices confirmed that the hypothesized model showed a better fit (cmin/df= 1.2, p> O.q Formatted: Font: Italic

RMSEA= .05, and SRMR=.04) than the two-predictor model where Human and Physical

Capital were combined (cmin/df= 2, p> 0.05, RMSEA= .08, and SRMR=.08) and the single- [Formatted; Font: Italic

predictor model where all predictors and Management Control System were combined in the

model (cmin/df= 4, p>0.05, RMSEA= .09, and SRMR=.098). Fhe-results-showedThese results

suggested that the data had four independent constructs confirming the proposed theoretical
model. Outer loading value indicated that the convergent validity of the data had coefficients

above 0.50 for each item and the t-value for each item above 1.96. {r-additienAlso, the v&leee{ Formatted: Font: Italic
Average-Variance Extracted-(AVE)Average Variance Extracted (AVE) value in each construct

variable was greater than 0.50. Based on the results-of-the-analysis;aH-construets-fitresults, all

constructs in the proposed theoretical model fit into the convergent validity criteria. Those can be

seen in the following table:

Table 2. Average Variance Extracted (AVE)

Variabel AVE
Human Capital 0.617
Physical Capital 0.600
Management Control System 0.534
Financial Condition 0.702

Source: Primary data

The reliability test aims to see—examine the composite reliability of each wariable

measurement construct-and-alse-shewed-the—appropriate—valde. The results suggested that the
constructs had composite reliability coefficients above 0.70_(see table 3), confirming —Se-it-ean
be-concluded-that-all thethe constructs had acceptable reliability.y-

Table 3. Composite Reliability

Variable

Composite Reliability

Human Capital

0.826

Physical Capital 0.818
Management Control System 0.931
Financial Condition 0.976

Source: Primary data

Procedure

) {Formatted: Indent: First line: 0.5"

This research was part of a Iarqer research proqram conducted by the reqmnal flnanC|aI

institution. Fh

Data collection was conducted using a three -wave data collectlon technlque to avoid common
method biases (MacKenzie and Podsakoff, 2012). The survey booklets were delivered to the
Human Resource Department (HRD) Office, and the HRD personnel sent the booklets to the
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potential participants. In the first phase, researchers collected demographic, human capital and
physical capital data. After a week, researchers then-collected data for the Management Control
System and the following week the Financial Condition data. Participants were asked to eormmit
te-fithing-eutcomplete the questionnaire from the beginning to the end of the data collection, which

lasted for one month. All participants (n=_75, 100%) fully participated in the study from t[pormatted; Font: Italic

beginning to the end of the data collection.
RESULTS AND DISCUSSION

Results

This study conducted several stages in the data analysis. First, the data were anabyzed
analysed deseriptivehyusing descriptive statistics and the bivariate correlation technique. Secondly,
the relationship -between the-variables were-was tested with-using Pearson Pproduct--mMoment
correlation. Lastly, the Hierarchical Moderated Regressions test (Anderson, 1986) was conducted
to answer hypotheses.

Table 4. Descriptive Statistics and Bivariate Correlations

M SD 1 2 3 4 5 6
Human Capital 1143 121 -
Physical Capital 11.79 123 527 -
MCS 12.12 115 457 547 -
FC(Environment) 2290 252 53" 567 737 -
FC(Institution) 12.17 122 .30 34" 62" 787 -
FC(Financial) 1226 135 .46 46 677 727 647 -
FC Total 4733 463 50" 53" 76" 86" .87 .85

Note: N= 75, M= Mean, SD= Standard Deviation, MCS= Management Control System,
FC= Financial Condition, “p<.01

Table 4 above showed the the—average—valuesmeans and standard deviations for each

variable in the study. In addition, the relationship between variables was presented-in-the-form-of
lati Wi of lation_i "

concluded-thatGenerally, all variables in the study were positively and significantly correlated.
The level of relation between these variables ranged from r-= .34 (p <.01) to r = .86 (p<.01). The
Human Capital had a-fairly strong correlation with the Financial Condition (r = .50, p<.01), and
so did the Physical Capital (r-= .53, p<.01). The relation between the Management Control System
and the Financial Condition was even stronger with the correlation coefficient which+eachingof
r=.76 (p<.01). The results indicated that the two independent variables (i.e. Human Capital and
Physical Capital) and Management Control System as-mederator-variables-had a strong positive
relationship with Financial Condition.

After knewing—the—relation—between—variablesperforming the descriptive statistics and
bivariate correlation, then-the Hierarchical Moderated Regressions analysis was performed. In this
study, the regression technique was considered appropriate to examine the contribution of each

13
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added value to the Financial Condition prediction-medel-(AR?>=

predictor in different regression models (de Jong, 1999). The following were the results of the
analysis:

Tabel 5. Moderated Regressions with Financial Condition as Dependent Variable

Font: (Default) Times New Roman

Font: (Default) Times New Roman

Model R? Adj. R? AR? AF B {Formatted:
1 Human Capital 257" 24 - 24.81 50" {Formatted:
2 Human Capital 357 .33 107 10.86 317

Physical Capital 37
3 Human Capital .36™ .34 .01 1.47 32"

Physical Capital 377

HC*MCS -12
4 Human Capital 43" .40 .06™ 7.98 337

Physical Capital 33"

HC*MCS -33"

PC*MCS 347

Note: N= 75, A= change, = Standardized Beta Weight, HC= Human Capital, PC=

{ Formatted:

Font: (Default) Times New Roman

Physical Capital, "“p< .001, “p< .01

al-F , med-This analysis
technique allowed researchers to capture the |ncremental contrlbutlon of each_predictor variable
which-entered-in the models. Before running the analysis, all predictors and the moderating
variable were mean-centred to eliminate the risk of multicollinearity (Hayes, 2013). The—first
model-with-Human-Capital-as-the-only-predictor,With Human Capital as the only predictor, the
first model showed a significant impact on the Financial Condition (Adj. R?-= .25, p<.001). In the
second model, Physical Capital was enteredentered, and it contributed a positive and significant

10, p<.01). In model 3, { Formatted:

Font: Not Italic

interaction between Human Capital and Management Control System did not significantly increase
the-predicted-valuethe variance of the Financial Condition (AR? = .01, p> .05). Model 4 was the
regression model that gave the h|ghest contrlbutlon to the variance of the Financial Condition s

System-(AR? = .06, p—< 01) In model 4, aII predictors and the two _interactions S|qn|f|can{ Formatted:

Font: Italic

predicted Financial Condition. However, the interaction between Human Capital and Manaqem({ Formatted:

: Font: Italic

Control System contributed a negative effect on Financial Condition.

The analysis showed that the impact of Human Capital on Firaneial-CenditionFinancial
Condition was prevente-be-positive and significant across all regression models. When there were
no other variables in the model, the impact of Human Capital on Firancial-CenditiensFinancial

Condition tended to be strong (Adj. R? = .24, g-= .50, p-<.001). The impact of Human Capital {Formatted

Font: Italic

Finaneial—CenditionsFinancial Condition remained positive and significant across all the

regression models, including in model 4 (Adj. R? = .40, g-= .33, p <.001). Based on these resul{ Formatted:

Font: Italic

the-H1-was-aceepted-which-meant-the-Human Capital had a positive effect on the Financial
CeonditionFinancial Condition, which provided support for H1.
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_The presence of Physical Capital to predict Finaneial-CenditionFinancial Condition also
had a positive impact on all regression models. In model 4, Physical Capital had the same effect

as Human Capital (Adj. R? = .40, g= .33, p-<.001).
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meantthatPhysical Capital-affected-the-Finaneial-ConditionThe results also provided support f Formatted:

Font:

Italic

H2.

In model 4, the interaction between Human Capital and Management Control System
contributed negatively to Financial-ConditienFinancial Condition- (8= -.33, p<.01{R*=-10;p
<01). H-meant-thattThe impact of Human Capital on Firanecial-CenditionsFinancial Condition

depended on the high-erlowlevel of the Management Control System-(5=—33,p-<04). The higl{ Formatted:

Font:

Italic

the Management Control System-ther, the lower the impact of Human Capital on Finane[,:o,matted

: Font:

Italic

ConditionsFinancial Condition, and vice versa. This finding supported the—research-hypethesis
{H3)H3 which-that stated that-the Management Control System moderated the relationship ef
between Human Capital te-and Finrancial-ConditiensFinancial Condition. However, one should
note that Management Control System could weaken the effect of Human Capital on Financial

Condition.
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The interaction between Physical Capital and Management Control System also shewes

‘I Formatted:
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significantimpact-onignificantly impacted the Financial-ConditionFinancial Condition (8-= .34
<.001). The impact of thisese interactions tended-to-bewas positive-which-meant, indicating tF
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Figure 2. Empirical model and coefficients

Figure 3 below illustrates the interaction between Human Capital and Management Control
Systems in predicting Firaneial- GonditionsFinancial Condition. The graph explained that the value

of the prediction model was higher when the Management Control System was at a low level ( Formatted: Font: Italic

= .15616), compared to when it was at a high level (R>= .131). So-that-tThe existence of a hl{ Formatted: Font: Italic

Management Control System could reduce the impact of Human Capital on Finrancial
CeonditionsFinancial Condition.
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Figure 3. Interaction between Human Capital and Management Control System

The interaction between Physical Capital and Management Control System can be seen
in Figure 4. Unlike the previous interaction_models, the interaction in figure 4 showed that the
impact of Physical Capital on Firaneial-CenditionsFinancial Condition was stronger When the

Management Control System was also at a high level (R*-= .22-17); Formatted: Font: talic

compared to low levels (R?=.071). A high Management Control System could support the positi Formatted: Font: Italic

|mpact of Phy5|cal Capltal on Fmane;al—@enm{wnsﬁnanual Condmon The—eweanogsiats
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Figure 4. Interaction between Physical Capital and Management Control System

DISCUSSION
The Effect of Human Capital on Finaneial-CenditiensEinancial Condition

The analysis showed that Human Capital had a positive influence on Firancial
ConditionsFinancial Condition. Based on the analysis, the higher Human Capital in-the-terms-of
speetal-(e.q., competencies, work experience and skills), the more likely Ffinancial cendition
Condition leverages in Makassar,-Gewa-and-Maresthe golden triangle areas. This suggests that
Human Capital affects environmental, institutional, and Ffinancial Ceonditions—ef-these-three
areas. In this study, a successful financial—enditionFinancial Condition referred to the
environment, institution and financiales dimensions-in-three-key-areas—of-Seuth-Stlawesi-—{i-e:
Malassa—Cowa-and-Mares).

Flrstly, W|th|n the enwronmental dlmen5|on—there—were—eemmen#y—need5,—pepelaﬁe{ Formatted: Indent: First line: 0.5"

y 2 , there were community needs,
populatlons propertv values, inflation, |nd|V|duaI income, and budgeting, all of which were
necessary to establish a stable finanetal-conditionFinancial Condition. Secondly, human resources
also contribute to |nst|tut|onal d+mens+ensheﬁf|nanaal performance Human Capltal aspects

aeeu%aey—ef—ﬁnanera#transaeﬂen&and—the the orqanlsatlon strategy, mcludlnq the avallabllltv of

budget, timeliness and accuracy of financial transactions, quality, and timeliness of financial
reporting. Lastly, the workforce competence also provided-supports—fersupports the financial
dimension, which—ineludedincluding debt limits, tax potential and legality of expenditure.
Successful financial dimension, in this regard, relied upon the workforce competence. Human
capital serves as a means to monitor debt limits and tax management, for example. Se-tThe increase
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(or decrease) in Human Capital had—will influencean—influence—en the regional Financial
ConditionFinancial Condition-of-the-government-in-these regions. Similar-research-was-also
foundThis notion has been previously supported by Zulkifli (2018), Ramli et al. (2014),

Nimtrakoon (2015), Ervina et al. (2008), Is et al. (2014)-which-stated-that- Human-Capital-had-a
e erneton-nonec L Cendiions,

The RBT (Barney, 1991, 2001) has explained the importance of valuable and rare resources
in fostering organisation competitive advantages. Human Capital also acted as a valuable resource
for erganizational-organisational success-which-also—includes, including financial achievement
within the organisation. As the organisation maintains sufficient quality of Human Capital, the
workforce will strive to facilitate sustainable financial performance. Thus, according to this study,
the RBT successfully explained the role of Human Capital in predicting Firancial
GenditienFinancial Condition.

strategresﬁanekebjeewe&eﬂh&ergamzatren and SklllS became |mportant pornts in |mprovmq
Financial Condition because those could be an essential part of improving the organisation's
innovation, strategies, and objectives. In this study, Pparticipants perceivedasstimed that the
development of Hhuman Ceapital was-alse-able-te-increased the ability-efan-areain-improving

theeeenemyandma*man@rremonal qovernment S ablllty to improve the economy and maximise
its potential. -

This research rem#ereed—theunetrengostulated that the role of Human Caprtalrlrtpormatted; Indent: First line: 0.5

regional government needed to be reconsidered because the-better-Human Capital was-able-tecan
strengthen the aehevement—ef—thaebjeemcesgoal attainment of a anarearemonal government.-Fhe

The Effect of Physical Capital on Financial-ConditionsFEinancial Condition

The results showed that Physical Capital had a positive effect on the—Financial
CenditiensFinancial Condition. The level of Physical Capital in terms of the availability of natural
resources and the environment, government investment, facilities and infrastructure (e.g.
computers |nternet access) had a 5|gn|f|cant |mpact on the—rdlmepothe—eadienmenta

ak-a 3 M re-MaresFinancial
Condrtlon in_the three regional areas. Physrcal Caprtal contrrbuted posnwe-rmpac—t—en ly to
leveraging—the—areas’ Financial-CenditionFinancial Condition, which—alse—ineludedincluding
fostering environmental, institutional, and financial aspects.

As mentioned earlier, there are threehere distinct dimensions_of Financial Condition,
namely the environment, institutions and finances. These three aspeets-dimensions were-apphied
te-depict the financial-achievement-oflocal-governmentlocal government's financial performance
in South Sulawesi (i.e. Makassar, Gowa and Maros). In leveraging—improving Ffinancial
eenditionCondition, the regional governments should serutinize-take into account the community
needs, populations, property values, inflation, individual income and budgeting. The second
dimension was the institution, which coversin-a-sense-that there-was-budget availability, timeliness
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and accuracy of financial transactions, and the quality and timeliness of financial reporting. The

third dimension was finance which covered debt limits, tax potential and legality of expenditure.
The RBT has supported that Physical Capital (e.g. technology) has provided valuable
resources for the governmental organlsatlons in South Sulawesi, Indonesia. The—theery—and
e e e yis empirical study has supported the

theorv and previous flndlnqs Physmal Capltal had s&gmﬁean{—pesmw&mﬂaeneeen—the—Fmanem

Condition—ofthe—governmenta significant positive influence on the regional government's
Financial Condition in these three regions:-Makassar-Gewa-and-Mares. Barney (2001) proposed

that the competitive advantages of an organisation can be achieved by utiizing-utilising existing
valuable and rare resources in the organisation. Consistently, in the case of local government
organisations in Indonesia, it appeared that Physical Capital added a significant amount of
incremental variances to the development of Finaneial-CenditienFinancial Condition. Physical
assets, technologies, devices and other facilities were viewed as the essential elements of a
successful Finaneial-CenditionsFinancial Condition.

This study was also in line with research conducted by Zulkifli (2018), Nimtrakoon (2015),
Ervina et al. (2008), Is et al. (2014). However, the effect could be indirect as other variables alse
might alse-influence the relationship. For example, Nirvana et al. (2014) discovered that Cultural
Capital moderated the Physical Capital - Firancial-CenditionsFinancial Condition relationship.
Therefore, this study also considered testing the moderating effect of the Management Control
System in mederating-the-effectthe relationship.

Limitations of Physical Capital were—often became a problem of a local government
regardless of the quality of Human Capital. Generally, regions that-hadwith outstanding Hruman
Ceapital would be more developed if juxtaposed with the availability of natural resources and the
environment, adequate government investment, facilities and infrastructure-(e.g—computers). In

this study, H-seems-in-this-study;-the-pparticipants considered that Physical Capital-in-a-form-of
technologies,—faciities—and—infrastructures—provide—significant—supports, in the form of

technologies, facilities, and infrastructures, provided significant support for the region’s Firancial
ConditienFinancial Condition.

The Moderation Effect of Management Control System on the Relation of Human Capital and
Finaneial-ConditionEinancial Condition

Apart fer—from the direct effect of Human Capital on Finanecial-CenditienFinancial
Condition, this study also found that Management Control System moderated the effect of Human
Capital on Financial-ConditionFinancial Condition. This research was supported by the Control
Theory (Snell, 1992) as the theory stated that managing human resources must be supported with
input, behavioural, and output control. In addition, the Control Theory and the Goal Setting
(Latham and Locke, 1979) postulated that clear and erystalized-crystalised standard potentially
emphasize-emphasise the effect of resources. H-additienBesides, the geal-goal-setting principles
have stressed enough en-the importance of specific and clear goals. Say-it-differenthy—tThese
theories havehe-theeretical-background-has— asstmedsupported the notion that organisations a
company-with supportive human resources but zereunspecified goals and rules would experience
constraints to rise their Finaneial-ConditionFinancial Condition.
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This study discovered an—interesting findings related to the moderation effect of the
Management Control System. The presence of a lower degree of Management Control System
could trigger improvement in local government organisation. In contrast, a _high degree of
Management Control System would reduce the effect of Human Capital on Financial
ConditionFinancial Condition. The theories have supported that Management Control System
facilitated the Human Capital — Finaneial—-ConditionFinancial Condition relationship. The
moderating effect seems to be more positive as the theories suggested that a clear and standardized
specific_goal efHuman—Capitalin_human resource management could improve Finanetal
CeonditionFinancial Condition. However, this study showed opposing evidence as the moderating
effect was found to be negative. This indicated that the existence of a Management Control System
could weaken the role of Human Capital on Firancial-CenditienFinancial Condition.

In the local government areas, Human Capital significantly determined the fluctuation of
Finaneial—ConditionFinancial Condition. However, as the Management Control System
implemented with a considerably high degree of input, behavioural, and output control, Human
Capital would be less influential. The Management Control System improves the-Human Capital

management by standardizing—standardising control over the input quality, specifying work
behaviour, and directing control to attain desired output. The government officials could have
perceived Human Capital as an insignificant resource as the management—of—the—human
resotreeshuman resources management was highly controlled.—Simphy— tThe leeal-regional
governments could have discarded the importance of Human Capital for Firaneial
ConditionFinancial Condition as they perceived a high Management Control System.

The results of this study were in line with the research conducted by Chandra (2017), Ong
et al. (2016), Rachma (2014), where they all found that the Management Control System had a
S|gn|f|cant influence on Human Capltal and Fmaneral—@endmensﬁnanual Condition. However

Manageme%@en#%ys@m%%e—me%mml—@%enseholars and qovernment

officials should consider how the Human Capital and Management Control System interact to

predlct Financial Condition. Merm&e#predﬁmgﬂm%ge\emme%maﬁe%emm%as

Geadﬁen—deelmesAs the Management Control Svstem increases, the Human Capltal |mpact on
Financial Condition declines. Thus, 2 2

may—reqwe—Mgh—q&al%ef—Hamw—Gam@orqamsatlons Wlth a flawed Manaqement Control

System may require high quality of Human Capital to improve financial conditions.

The Moderation Effect of Management Control System on the Relation of Physical Capital and
Finaneial-ConditionEinancial Condition

The-resuhts-efthis study also indicated that the Management Control System was-able-te
moderatemoderated the effect of Physical Capital on Firaneial-CenditiensFinancial Condition.
The relation between Physical Capital and Financial-CenditionsFinancial Condition is-irereasing
as-the-Management-Control-Systemncreased as the Management Control System was included in
the prediction model. As predicted previously using the Control Theory by Snell (1992), a high
degree of control over input, behaviour, and output alse-improved the quality of Physical Capital.
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In this respect, Physical Capital could be more influential as the Management Control System
ensured its quality by controlling input of physical resources, controlling behaviours in utitizing
utilising the resources, and directing the outputs of using-the-resources. This study suggested that
Aas the Management Control System increases, it improves the effect of Physical Capital on
Finaneial-ConditionFinancial Condition.

Unlike the former moderating effect, Management Control System and Physical Capital
went hand-in-hand in predicting Firancial-CenditionFinancial Condition. It indicated that the

effect of the-effect-of-Physical Reseurees-Capital on Financial Perfermanee-Condition depended
on the degree of the control system wwnhm the organlsatlon Organlsatlons Wlth abundant ef

+mplemem—h4gh—sta{e—ef—ManagemeM—G%#QIéth5|cal Capltal may not always Iead to hlqh

performing Financial Condition unless they implement a favourable Management Control System.
This shades-shedsthe light on the importance of the Management Control System in supperting
acilitating the role of Physical Capital. Hypothetically, if the organisations tend-aim to have fess
wer pPRhysical rResources, managing the resources using the Management Control System
prlnCIpIes will accentuate the effect of the resources on the organisations’ Firancial
ConditionFinancial Condition.
The results were in line with some previous investigations conducted by Chandra (2017),
Ong et al. (2016), and Rachma (2014). In those studies, Management Control System was one of
the predictors of Financial Performance in organisations. The effect-of-Management-Control

SystemManagement Control System's effect is importantyvital as it serves as control over resources

availability and quality. Anthony and Govindarajan (2005) stated that Management Control
System was also a process for detectmg and correctmg errors at WOI’k—The—fGeH—S—IS—BH—hH—maH

In the leeal-regional government erganisationoffices, the three golden areas of South
Sulawesi may have relied on the level-ef-Management-Control-System-to-attairingManagement
Control System to attain an expected level of Finaneial-CenditionFinancial Condition. In this
regard, the regional government effieial-should strive to eptimize-optimise the-control over the
physical resources. The control system should manage the selection of equipment, human
behaviours related to the application of the equipment; and it-alse-sheutd-monitor the effectiveness
of eertain-specific technologies or devices on outputs. Physical Capital positively predicts the lecat
regional government Finaneial-ConditienFinancial Condition as far as the physical resources
controlled with systematic procedure starting from input to output.

Implications

This research empirically examined the influence of moderating effect of Management
Control Systems on the two_ antecedents of the lecal—governmentregional financial
eenditiopFinancial Condition—antecedents; Human Capital and Physical Capital. The results
provided—supportssupported that the perceived Management Control System significantly

determined the-effectof Human-Capital-and-Physical- CapitalHuman Capital and Physical Capital's
effect on Financial-ConditienFinancial Condition. However, this moderator behaved differently
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towards Human and Physical Capital_in the regional government organisations. Management
Control System tended to alter the low quality of Human Capital while at the same time strengthen
the Physical Capital — Finaneial-ConditionFinancial Condition Relationship.

In-a-—case-wheref the fecal-regional governments implement a high Management Control
System, the Physical Capital will be more likely to foster Finaneial-CenditionFinancial Condition.
Unfortunately, this condition will also reduce the Human Capital’s effect on Firancial
ConditionFinancial Condition. Albeit the organisations have exhibited sufficient workforce
competence, it will have less impact on the Finanetal-CenditionFinancial Condition as the Control
System is highly managed. Presumably, outstanding Human Capital can tolerate a peerflawed
Management Control System and still positively impacts Firancial-ConditionFinancial Condition.
Control System is #mportant—vital for directing the effect of resources on Finrancial
CeonditionFinancial Condition. However, thelocal-government-officials—tnrthis-easein this case
the local government officials should be aware that increasing control over Human Capital can
reduce the effect of human resources on Firaneial-CenditionFinancial Condition. Human Capital
in the local government areas may not haveless-npaet-enrimpact financial performance as the
organisations implement high control system.

Limitations and Future Research Directions

This study employed a set of questionnaire as valid and reliable measures of variables being
studied. The initial attempt was to collect objective data. However, the existing objective data were
not adequately standardized-standardised across different organisations. Fhe-dataAccessing the
data and information related to the objective financial record were-was also strictly prohibited-fer
non-official-parties. Likewise, researchers cannot find alternative objective data that definitely
measured the level of achievement of the whole existing variables, other than the epiniens
perception of employees who work in the erganizationorganisations. This study; then; employed
used Subject Matter Experts (SMES) perception towards-of each variable, in-the-study-and this
procedure-was-supported-by-the-authoritiesthis procedure had been permitted by the research ethics
committees and the government officials. Therefore, future studies can repeat this method using
objective data sources from government officials by establishing mutual collaborations.

Furthermore, although this research succeeded in involving representatives from all
agencies with varying levels—efpesition—the—number—ofparticipants—involved-was—stit-small
compared-te-semepositions, the number of participants involved was still small compared to
previous studies. By increasing the number of participants and involving more governmental
organisations, the-future studies would provide more information regarding the effect of the control
system in the regional government organisations.

CONCLUSIONS

This study has two folds. Firstly, it contributed a-new information related-teabout the effect
of two key resources (i.e. Human and Physical Capital) on financial performance in governmental
organisations. Secondly, this study broadens our understanding tewards-of the unique role of the
Management Control System in the local government organisations in South Sulawesi, Indonesia.
The first part of the findings was consistent with the RBT as both Human and Physical Capital
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significantly predicted Firaneial-CenditienFinancial Condition. However, the second part of the
findings was mixed as Management Control System negatively moderated the effect of Human
Capital while at the same time also positively moderated the effect of Physical Capital on Finaneial
ConditionFinancial Condition. This study highlighted the importance of improving the standard of
the control system in managlng the local government organlsatlons Although it potentially reduces
g eHuman Capital's
effect, a high deqree of control WI|| help orqamsatlons maintain nd improve desired-desirable
Finaneial-ConditiensFinancial Condition.
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fulfilling all these dimensions, the government will be able to bring more stable Financial
Condition.

Firstly, the environmental dimension is the assessment of Financial Condition based on
how a government supports or impedes regulations, especially on bringing innovations to the
community. Secondly, the institutional dimension is a management practice and legislative policy
which guides financial decision making. Its function is often as a response to environmental or
political factors (Dinapoli, 2011). Lastly, the financial dimension is most related to financial
performance. This particular dimension includes potential tax or incomes in a particular region
and a debt limit and legality of expenditure from a region. For some countries, it also consists of
fiscal decentralisation management in which each region will obtain a budget for the funds to be
managed.

One of the most important questions to this issue is that what are variables may potentially
predict Financial Condition. Research in this area has investigated some determinants of Financial
Condition and performance. In Indonesia, the type of firm, independent board, gender diversity,
and location of director can determine financial distress (Kristanti et al., 2016). On the other hand,
a study also revealed that the Capital Adequacy Ratio, Credit Interest Income, and size of the
organisation or corporate had a positive effect on financial performance (Elshaday et al., 2018). In
some public organisations, the political system played a significant role in financial Condition
(Garcia-Sanchez et al., 2012). Some scholars also suggested that cost-efficiency and effective
financial management could determine Financial Condition (Cuadrado-Ballesteros and Bisogno,
2019; Zafra-Gomez et al., 2009, 2010). Although some predictors of financial Condition have been
revealed, these studies merely focused on the system and management of financial performance.
Human resources and other resources have not received much attention, even though organisations
demand a certain level of resources to perform effectively.

Considering the important roles of resources, the Resource-Based Theory (Barney, 1991)
supports the notion that Human Capital and Physical Capital provides significant resources for
maintaining Financial Condition. Human capital becomes considerably important because it is a
source of innovation and strategy renewal. Human Capital is related to any knowledge, skills,
abilities and attitudes owned by personnel in organisations that are highly supportive for
organisational success (Perrotta, 2018). Further, it can be fostered from applied research,
management objective, reengineering process and improvement or development of workforce
skills. Furthermore, Human Capital creates incremental values to organisations daily via
motivation, commitment, competence and effectiveness of teamwork. However, each organisation
offers distinctive approaches to managing Human Capital, which also means different values
(Lepak and Snell, 2002). Thus, human capital provides unique contributions to Financial Condition
based on unique approaches given by the organisations.

In addition to Human Capital, Physical Capital also adds incremental variance to the
successful Financial Condition. The notion of Physical Capital includes natural resources and other
technological devices (Galor and Moav, 2004). The existence of Physical Capital supports the
improvement of the Financial Condition of an area. To illustrate, the development of the primary
physical conditions such as sanitation, clean water, and electricity in an area will also help foster
the services and welfare for the community, which may later improve Financial Condition.
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Physical Capital is also helpful for creating additional values to producing desired input. Thus, it
Is reasonable to conclude that both human and physical resources act together to influence a region
financial condition.

The direct effect of these two capitals (i.e. human and physical) may have been moderated
by the level of control performed by the organisations. In Indonesia, some empirical investigations
conducted by Chandra (2017) and Sari and Fitriani (2009) found that the management control
system improved Financial Condition. In these two studies, Human Capital and Physical Capital
directly impacted financial performance where the organisations had sufficient control over the
resources. As a result, the organisations performed better and showed expected Financial
Condition.

The concept of Control theory in strategic human resource management from Snell (1992)
has provided a clear argument on how high control facilitates the positive effect of human capital
and physical capital on desired Financial Condition. According to the theory, Human Capital and
Physical Capital will leverage financial performance only if an organisation implement a certain
degree of control over human capital inputs, behavioural controls, and desired outputs. This further
suggests that possessing a management control system favours Human and Physical Capital’s
effect on Financial Condition.

Accordingly, management control system becomes a moderating variable in creating good
Financial Condition for one particular region. In a developing country like Indonesia, the
management control system is one of the most vital foundations of good governance (Purnomo,
and Budiawan, 2014). The internal control system includes various management tools that aim to
achieve a broad range of objectives. Besides, Riawan (2016) stated that the management control
system could improve an organisation’s Financial Condition. Meanwhile, Masyur (2016)
postulated that local governments encounter difficulties implementing a good control system
strategy because of the absence of synergy between Human Capital and the control strategy.
Subsequently, this made the public services became less efficient. Control becomes a crucial
element to ensure that Financial Condition is achieved as expected.

The management control system consists of management control structures and processes
(Halim et al., 2012). The control structure is centred on a variety of responsibility, while the
management control process includes budget preparation, implementation and measurement,
reporting, and analysis. In management control, the decisions are made based on the procedures
and other schedules carried out repeatedly year after year. Those procedures usually start from
programming. The program is translated into a budget, and then the company operates based on a
predetermined budget, procedure and policy. The final results are then compared with the budget
after being evaluated and improved if necessary. Since the procedure is carried out repeatedly
every year, then management requires a management control system to improve its performance
so that the company’s goals can be achieved.

By applying the Resource-Based Theory and Control theory in Strategic Management, one
should capture that the presence of high management control will leverage the effect of human and
physical capital on financial Condition. However, some contextual conditions may also influence
this argument. For instance, as a developing country, Indonesia implements a desentralisation
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policies that also include financial autonomy for its provinces. Consequently, some experts and
practitioners have questioned some antecedents related to regional financial performance.

Law No. 23 of 2014 states the implementation of regional government directed to
accelerate the realisation of community welfare through improving services, empowerment, and
community participation, as well as enhancing regional competitiveness by taking into account the
principles of democracy, equality, justice, and uniqueness of the area in the system of the Unitary
State of the Republic of Indonesia. Regional autonomy is a part of decentralisation. It constructs
each region to have the right and obligation for regulating their area but with the control of the
central government and following the law. Fiscal decentralisation is implemented in order to
encourage several levels of government that can control each region. The local governments will
accommodate the aspirations of a community. The success of regional autonomy is integrated with
the ability of a region to manage the funds. Also, the local governments should be able to utilise
the resources that are already owned by the region. Therefore, the success of a regional autonomy
significantly is related to the Financial Condition of the region.

Unfortunately, contrasting views emerged regarding Human Capital and Physcial Capital’s
effect on Financial Condition in Indonesia. For instance, Nirwana and colleagues (2014) found
that Human Capital and Physical Capital had a non-significant influence on Financial Condition.
However, they found it emerged after intervening through the culture. At the same time, Zulkifli
et al. (2018) found contrasting findings where Human Capital and Physical Capital positively
affected Financial Performance. Another finding suggested that the differences were caused by the
influence of Indonesia’s national culture. The level of uncertainty was higher in Indonesia than in
Australia, which later reduces any resources on financial performance (Graham and Sathye, 2017).

Additionally, pressure from the central government has imposed some policies in
managing the budget in local government. Although provincial governments had adapted a new
accounting system, the local officials found it difficult to maintain a well-controlled and structured
system (Harun and Kamase, 2012). In a similar vein, Mir and Sutiyono (2013) have discovered
that the demand, supply, and quality of Indonesia’s local accounting system lacked parity, which
also means the financial system implemented less effective control. This, then, causes a subsequent
effect on the local financial performance as effective decision-making and efficient management
would be difficult to implement. Thus, in this situation exhibiting an effective control in managing
resources lead to better financial performance.

This investigation is necessary to understand further the antecedents of Financial Condition
and the role of effective management control. This study will also shed light on the importance of
human and physical capital in developing regional financial Condition. Local governments in
Indonesia may have undergone less effective control over the accounting system and failed to
address the issue since their financial reports were in a category of acceptable without exceptions.
Sulawesi Selatan, in this case, acted as the main gate of Eastern Indonesia, where many essential
businesses happen. Despite the prestigious Financial Condition, this local government was
imposed to implement regulation from the central government. Additionally, some resources may
have been used to support the financial performance. However, more empirical information is
necessary to explore whether those resources influence Financial Condition or not.
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Then, the theory and empirical evidence led this study to exert a management control
system as its moderating variable on observing the influence of Human Capital and Physical
Capital on the Financial Condition of the area chosen in this study. Fiscal decentralisation is a
government policy to increase the ability of an area to manage its region. The local governments
faced difficulties implementing effective control system strategy because they were unable to link
the relationship between Human Capital and the control strategy. As a result, it caused the public
services became less efficient.

Having considered the above discussions, the research objectives are formulated as
follows;

1. To examine the effect of Human Capital on Regional Financial Condition

2. To examine the effect of Physical Capital on Regional Financial Condition

3. To examine the moderating effect of the Management Control System on the effect of

Human Capital and Physical Capital on Regional Financial Condition.

LITERATURE REVIEW AND HYPOTHESES

The Public Sector Accounting Board (2007) defined the Financial Condition as the health
of government financial performance indicated by their ability to fulfil the financial obligations
and the service commitments to the public, creditors, employees and others. According to Dinapoli
(2011), Financial Condition is the ability of the local governments to comply with the expenditure
budget by taking the source of local revenue and continue providing services to the community.

Financial factors in Nirvana et al. (2014) are a financial distribution run by the financial
system. The financial system seeks to ensure sound financial judgment and cover-up liquidity.
According to Dinapoli (2011), the indicators of financial factors are the debt limits, the tax
potential, and the legality of expenditure. According to Dinapoli (2011), institutional factors are
management practices and the existence of policies or regulations of local governments that
guarantee the implementation of healthy governance. Furthermore, the institutional indicators are
the budget and financial variance, the timeliness and accuracy of financial transactions, and the
quality and timeliness of financial reporting.

In addition, Dinapoli (2011) stated that the Financial Condition are determined by a
combination of government environment, institutional and financial factors. For example, when
there is a decrease in the population, so there will be a reduction in the tax revenue (negative
environmental factors). However, the government can overcome this by reducing services,
increasing the tax rate, and striving to develop economic resources, which ultimately determine
the Financial Condition of the local governments.

Financial Condition at a regional level can be influenced by several factors such as CEO
power (Daily and Johnson, 1997), environmental and operational management (Sueyoshi and
Goto, 2010), and technical performance (Kristensen et al., 2008). These antecedents can be
grouped into two types of resource, namely human capital and physical capital. The former was
workforce competencies (e.g. knowledge and skills), while the latter is more related to technology,
devices, and equipment used to perform tasks in organisations. The human and physical capital
will be the most two precious antecedents of an organisation’s Financial Condition.
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The notion of human and physical capital as critical antecedents of financial Condition has
been supported by a theoretical perspective. A resource theory or commonly called Resource-
Based Theory (RBT), uses a resource-based approach to analyse competitive advantages (Barney,
1991, 2001). The theory is used as a supporting theory in this study to see the effect of Human
Capital and Physical Capital on regional Financial Condition. The key to the RBT approach is a
strategy of understanding the relation between valuable resources, organisation capabilities,
competitive advantage, and profitability. In the end, all those resources should particularly provide
supports for maintaining the competitive advantage over time.

The theory was first introduced by Wernerfelt (1984) in his work entitled “A Resource-
based View of the Firm”. However, most of the researches referred to Barney’s (1991) seminal
work. The firm resources explained how to help the company in improving the efficiency and
effectiveness of operations. Furthermore, the competitive advantage can be understood by
instilling an understanding of the company consists of heterogeneous and immovable elements.
The steps in maximising the company’s competitive advantage should fit into the four criteria:
valuable, awareness, inimitability, and non-substitutability.

According to RBT, the resources can be generally defined by including the assets,
organisational processes, organisational attributes, information, or knowledge controlled by the
organisations that can compile and imply the strategies. Regardless of the number of resources,
the RBT categorises the resources into three major types;

a. Physical Capital (e.g. technology, manufacturing, and equipment)
b. Human Capital (e.g. training, experience, insight)
c. Organisational capital resources (e.g. formal structural)

Using the framework of the RBT, both Human and Physical Capital can maintain the
quality of Financial Condition in an organisation, including public organisation such as provincial
governments. Human Capital would provide the organisation with desired human resources,
directly influencing the quality of Financial Condition. Financial Condition needs skilful personnel
and experts to secure the accountability of the reporting system, for example. The existence of
these expected workforces will sustain the quality of Financial Condition. The same case applies
to Physical Capital. An organisation with ready-to-use tools, devices, and equipment will be more
likely to exert those tools to support the organisation’s achievement and provide support for
Financial Condition.

The concept of RBT, in this case, also asserts that Human Capital and Physical Capital are
able to create an organisation’s competitive advantage to generate incremental values for the
organisation. The value referred to the better performance in an organisation, including financial
performance. Throughout the application of adequate Human Capital and supportive Physical
Capital, provincial offices can provide more sufficient and complete information towards better
Financial Conditions (Ghozali and Chariri, 2007). Thus, the first two hypotheses are as follows:

Hypothesis 1 (H1): Human Capital has a positive effect on the Regional Financial Condition
Hypothesis 2 (H2): Physical Capital has a positive effect on Regional Financial Condition
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The supports from the two resources may not always provide desired effect on Financial
Condition due to some conditions. For instance, previous studies have documented that
organisational culture (Yesil and Kaya, 2013) and gender (Campbell and Minguez-Vera, 2008)
determined financial performance. Certain cultures may hinder the implementation of supportive
human and physical capital. Likewise, gender-related injustice also impedes effective Human
Capital management. It appears that there is some degree of control that may potentially influence
the effect of some resources on an organisation’s financial achievement. It is plausible that the
level of control presumably moderates the two key resources’ effect on Financial Condition.

Human Capital and Physical Capital depend on the degree of control applied by
organisational management. Management Control becomes much more critical in ensuring that
the human and physical resources are in place to support Financial Condition. Anthony and
Govindarajan (2005) stated that “Management control is a process by which managers influence
other organisational members to imply the organisational strategies”. It is also a process of
detecting and correcting errors for accidental or intentional work. Since its focus is on humans and
implementing plans, management control requires strong psychological resources. Activities such
as communication, advising, encouraging and criticising are essential parts of this process.
Management control utilises task control to ensure effective and efficient work by considering
three critical areas: budgeting, economic value-added, and balance scorecard (Otley, 1999).

Control Theory of Strategic Human Resource Management (Snell, 1992) proposed that as
an organisation expects a certain level of performance, it must implement a high degree of control
over human resource management, particularly when the goals and incentives are less clear. This
theory also suggests that control depends on the degree of standard exhibited by organisations. As
goals and incentives are less known and the cause-effect knowledge of management seems a blur,
high control is highly needed. Organisations may suffer from underachievement performance or
serious issues related to organisational attainment.

The same case also applies to the Financial Condition. Using this Control theory
perspective, public sector financial condition at the regional level potentially requires some control
in managing Human Capital and Physical Capital. The control should start from input, behavioural,
and finally outputs. Human Capital management could support financial Condition when the input
(e.g. recruitment and selection) is practised with systematic control. Behavioural control is related
to personnel’s behaviours which also require control to direct personnel towards targeted goals.
Output control means organisation, stakeholders, and employees should have a crystalised
standard of the desired output, and this standard is deemed to guide human capital management.
Thus, the higher control implemented by the organisations, the more positive the effect of Human
Capital on Financial Condition.

Physical capital also demands specific control in order to bring a positive impact on
Financial Condition. As proposed by the Control theory (Snell, 1992), a clear and crystalised
standard is vital in developing control. Thus, a certain degree of control is essential to ensure that
the physical resources are utilised to attain organisational goals. According to the theory, input,
behavioural, and output control are three control systems elements. Physical Capital should also
be controlled using this concept. Organisations with a high degree of physical resource control
would carefully consider physical input, control personnel behavior in using physical assets or
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resources and evaluate physical utility output with caution. By implementing this system, the
positive effect of Physical Capital on Financial Condition will be considerably improved.

Latham and Locke (1979) also have strengthened the argument that a high degree of control
may cause the financial resources (i.e. human and physical capital) are even impactful. The goal-
setting theory (Latham and Locke, 1979; Locke et al., 1981; Tosi et al., 1991) postulates that clear
and specific goals are proven to be more effective than “do your best” goals. The goals impact
organisation as the degree of clarity is high, which also applies to Financial Condition. An
organisation could perform a better Financial Condition as the control over Human and Physical
Capital are more standardised and crystalised. Similarly, Snell (1992) found that clear standard
played an essential role in developing a better control system.

Given the vital role of control, this study proposes a management control system to control
how the strategy in the company runs according to plans and objectives. According to Purnamasari
(2009), to encourage companies to compete in increasingly fierce global competitions,
professional managers must perform Management Control System. It is a process and structure
systematically arranged by management in controlling activities so that the company's goals and
objectives can be achieved. Therefore, Management Control System will moderate the effect of
Human Capital and Physical Capital on Financial Condition. The last two hypotheses will be:

Hypothesis 3 (H3): Management Control System moderates the relationship between Human
Capital and Financial Condition
Hypothesis 4 (H4): Management Control System moderates the relationship between Physical
Capital and Financial Condition

Human Capital
Management

Control System

Physical Capital

Financial Condition

Figure 1. Theoretical Framework
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METHOD
Participants

Participants were employees of the Regional Financial and Asset Management Agency
who served as the member of the Financial Report Compilation team in the Golden Triangle area
of South Sulawesi. According to the human resource department, more than 100 employees
worked in this team, and their jobs were related to financial evaluation and audit. Researchers had
limited access to some information due to confidentiality reasons. The study was advertised to the
three organisations, and participation was voluntary. The South Sulawesi Golden Triangle region
was formed from a path connecting the capital city and two big cities in South Sulawesi (Makassar,
Gowa and Maros). Some participants worked as Secretary, Budgetary, Treasury, Accounting and
Information Technology and Regional Assets. This study recruited five people in each division to
obtain a sufficient sample, resulting in 25 participants in each region. Since there were three
regions, this study received responses from 75 participants in total. By implementing the G*Power
analysis, the number of participants (h= 75) had enough power to eliminate the type Il error (Faul
et al., 2007). The number of female participants was 53%, and male 47%, with most participants,
had bachelor degrees (81%) and some post-graduate degrees (19%).

Measures

This study employed measures which the researchers developed following the theory of
each variable (Brislin, 1970; Hinkin et al., 1997). There are four measuring instruments in this
study. The following table 1 describes the construction of the measure:

Table 1. Operational Variable

Variable | Dimension Indicator

1. Special Competence
2. Work Experience

3. Skill

1. Awvailability of Natural Resources
and the Environment
Government Investment
Facilities and Infrastructure (e.g.,
Computer and Internet Networks)
Strategic Planning
Implementation and Measurement
Evaluation

Community needs

Population

Property Value

Inflation

Individual income

Budgeting

Budget Cost

Timeliness and accuracy of
financial transactions

Human Capital (Mignonedan O’Neil,
2005)

Physical Capital (Baldi, 2013)

wn

Management Control System (Prabawati,
2010)

Environment

Financial Condition
(Dinapoli, 2011)

Organisation

MR WD RN
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3. Quality and timeliness of financial
reporting

Financial 1. Limitation of Debt

2. Potential Taxes

3. Legality of Expenditures

All the measures were developed in Bahasa Indonesia using a 5-point Likert-type scale
(1= Strongly Disagree to 5= Strongly Agree). Human Capital Scale, Physical Capital Scale, and
Management Control System Scale consisted of three items, while the Financial Condition Scale
had 12 items. The items included “the organisation has many employees with special
competence to accomplish challenging tasks” and “the organisation has implemented a well-
designed evaluation system.” The measurement model, including construct validity and
reliability, was examined to provide adequate support for the measurement model.

To test the measurement model, this study performed a Confirmatory Factor Analysis
(CFA) with four measures (i.e., Human Capital, Physical Capital, Management Control System,
and Financial Condition). The hypothesised model was tested against other alternative models.
The fit indices confirmed that the hypothesized model showed a better fit (cmin/df= 1.2, p> 0.05,
RMSEA= .05, and SRMR=.04) than the two-predictor model where Human and Physical
Capital were combined (cmin/df= 2, p> 0.05, RMSEA= .08, and SRMR=.08) and the single-
predictor model where all predictors and Management Control System were combined in the
model (cmin/df= 4, p> 0.05, RMSEA= .09, and SRMR=.098). These results suggested that the
data had four independent constructs confirming the proposed theoretical model. Outer loading
value indicated that the convergent validity of the data had coefficients above 0.50 for each item
and the t-value for each item above 1.96. Also, the Average Variance Extracted (AVE) value in
each construct variable was greater than 0.50. Based on the results, all constructs in the proposed
theoretical model fit into the convergent validity criteria. Those can be seen in the following
table:

Table 2. Average Variance Extracted (AVE)

Variabel AVE
Human Capital 0.617
Physical Capital 0.600
Management Control System 0.534
Financial Condition 0.702

Source: Primary data

The reliability test aims to examine the composite reliability of each measurement
construct. The results suggested that the constructs had composite reliability coefficients above
0.70 (see table 3), confirming all the constructs had acceptable reliability.

Table 3. Composite Reliability

Variable Composite Reliability
Human Capital 0.826
Physical Capital 0.818

10
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Management Control System 0.931
Financial Condition 0.976
Source: Primary data

Procedure

This research was part of a larger research program conducted by the regional financial
institution. Data collection was conducted using a three-wave data collection technique to avoid
common method biases (MacKenzie and Podsakoff, 2012). The survey booklets were delivered to
the Human Resource Department (HRD) Office, and the HRD personnel sent the booklets to the
potential participants. In the first phase, researchers collected demographic, human capital and
physical capital data. After a week, researchers collected data for the Management Control System
and the following week the Financial Condition data. Participants were asked to complete the
questionnaire from the beginning to the end of the data collection, which lasted for one month. All
participants (n= 75, 100%) fully participated in the study from the beginning to the end of the data
collection. Informed consent was obtained from each participant in the beginning of the data
collection. This study followed and obeyed the ethical standards of the institutional and national
research committee of Indonesia. Study protocol number UH.EB.005.01.03.20 was reviewed and
approved by the Research Ethics Committee at Universitas Hasanuddin in Indonesia.

RESULTS AND DISCUSSION

Results

This study conducted several stages in the data analysis. First, the data were analysed using
descriptive statistics and the bivariate correlation technique. Secondly, the relationship between
variables was tested using Pearson Product-moment Correlation. Lastly, the Hierarchical
Moderated Regressions test (Anderson, 1986) was conducted to answer hypotheses.

Table 4. Descriptive Statistics and Bivariate Correlations

M SD 1 2 3 4 5 6
Human Capital 1143 121 -
Physical Capital 11.79 123 5527 -
MCS 12.12 115 457 547 -
FC(Environment) 2290 252 53" 567 737 -
FC(Institution) 12.17 122 .30 347 627 7187 -
FC(Financial) 12.26 135 467 467 677 727 647 -
FC Total 4733 463 507 537 76 .86 .87 85"

Note: N= 75, M= Mean, SD= Standard Deviation, MCS= Management Control System,
FC= Financial Condition, “p<.01

Table 4 above showed the means and standard deviations for each variable in the study. In
addition, the relationship between variables was presented. Generally, all variables in the study
were positively and significantly correlated. The level of relation between these variables ranged
from r= .34 (p <.01) to r = .86 (p<.01). The Human Capital had a strong correlation with the

11
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Financial Condition (r = .50, p<.01), and so did the Physical Capital (r= .53, p<.01). The relation
between the Management Control System and the Financial Condition was even stronger with the
correlation coefficient of r= .76 (p<.01). The results indicated that the two independent variables
(i.e. Human Capital and Physical Capital) and Management Control System had a strong positive
relationship with Financial Condition.

After performing the descriptive statistics and bivariate correlation, the Hierarchical
Moderated Regressions analysis was performed. In this study, the regression technique was
considered appropriate to examine the contribution of each predictor in different regression models
(de Jong, 1999). The following were the results of the analysis:

Tabel 5. Moderated Regressions with Financial Condition as Dependent Variable

Model R? Adj. R? AR? AF B

1 Human Capital 257" 24 - 24.81 50"

2 Human Capital 357 33 10" 10.86 317
Physical Capital 377

3 Human Capital 36" 34 .01 1.47 327
Physical Capital 377
HC*MCS -12

4 Human Capital 43" 40 06" 7.98 337
Physical Capital 337
HC*MCS -.33"
PC*MCS 347

Note: N= 75, A= change, = Standardized Beta Weight, HC= Human Capital, PC=
Physical Capital, “"p<.001, “p< .01

This analysis technique allowed researchers to capture the incremental contribution of each
predictor in the models. Before running the analysis, all predictors and the moderating variable
were mean-centred to eliminate the risk of multicollinearity (Hayes, 2013). With Human Capital
as the only predictor, the first model showed a significant impact on the Financial Condition (Adj.
R?= .25, p<.001). In the second model, Physical Capital was entered, and it contributed a positive
and significant added value to the Financial Condition (AR?= .10, p<.01). In model 3, the
interaction between Human Capital and Management Control System did not significantly increase
the variance of the Financial Condition (AR? = .01, p>.05). Model 4 was the regression model that
gave the highest contribution to the variance of the Financial Condition (AR? = .06, p< .01). In
model 4, all predictors and the two interactions significantly predicted Financial Condition.
However, the interaction between Human Capital and Management Control System contributed a
negative effect on Financial Condition.

The analysis showed that the impact of Human Capital on Financial Condition was positive
and significant across all regression models. When there were no other variables in the model, the
impact of Human Capital on Financial Condition tended to be strong (Adj. R? = .24, = .50, p<
.001). The impact of Human Capital on Financial Condition remained positive and significant

12
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across all the regression models, including in model 4 (Adj. R? = .40, = .33, p <.001). Based on
these results, Human Capital had a positive effect on the Financial Condition, which provided
support for H1. The presence of Physical Capital to predict Financial Condition also had a positive
impact on all regression models. In model 4, Physical Capital had the same effect as Human Capital
(Adj. R? = .40, = .33, p <.001). The results also provided support for H2.

In model 4, the interaction between Human Capital and Management Control System
contributed negatively to Financial Condition (5= -.33, p<.01). The impact of Human Capital on
Financial Condition depended on the level of the Management Control System. The higher the
Management Control System, the lower the impact of Human Capital on Financial Condition, and
vice versa. This finding supported H3 that stated the Management Control System moderated the
relationship between Human Capital and Financial Condition. However, one should note that
Management Control System could weaken the effect of Human Capital on Financial Condition.

The interaction between Physical Capital and Management Control System also
significantly impacted the Financial Condition (8= .34, p <.001). The impact of this interaction
was positive, indicating that the effect of Physical Capital on the Financial Condition would
increase when the Management Control System was high. Conversely, if a low Management
Control System could reduce the impact of Physical Capital on the Financial Condition, these
results provided support for H4.

The last regression model (model 4) showed R?= .43 (p< .01), or the model explained 43%
of the variance in the Financial Condition. This finding considerably explained a large portion of
Financial Condition in the organisations.

Human Capital

Financial
Condition
(R?= .43)

Physical Capital

Figure 3 below illustrates the interaction between Human Capital and Management Control
Systems in predicting Financial Condition. The graph explained that the value of the prediction
model was higher when the Management Control System was at a low level (R?= .16), compared
to when it was at a high level (R?= .13). The existence of a high Management Control System
could reduce the impact of Human Capital on Financial Condition.

Figure 2. Empirical model and coefficients
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Figure 3. Interaction between Human Capital and Management Control System

The interaction between Physical Capital and Management Control System can be seen
in Figure 4. Unlike the previous interaction model, the interaction in figure 4 showed that the
impact of Physical Capital on Financial Condition was stronger when the Management Control
System was also at a high level (R?= .22) compared to low levels (R?= .07). A high Management
Control System could support the positive impact of Physical Capital on Financial Condition.
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Figure 4. Interaction between Physical Capital and Management Control System

DISCUSSION
The Effect of Human Capital on Financial Condition

The analysis showed that Human Capital had a positive influence on Financial Condition.
Based on the analysis, the higher Human Capital (e.g., competencies, work experience and skills),
the more likely Financial Condition leverages in the golden triangle areas. This suggests that
Human Capital affects environmental, institutional, and Financial Conditions. In this study, a
successful Financial Condition referred to the environment, institution and financial dimensions.

Firstly, within the environmental dimension, there were community needs, populations,
property values, inflation, individual income, and budgeting, all of which were necessary to
establish a stable Financial Condition. Secondly, human resources also contribute to institutional
financial performance. Human Capital aspects support the organisation strategy, including the
availability of budget, timeliness and accuracy of financial transactions, quality, and timeliness of
financial reporting. Lastly, the workforce competence also supports the financial dimension,
including debt limits, tax potential and legality of expenditure. Successful financial dimension, in
this regard, relied upon the workforce competence. Human capital serves as a means to monitor
debt limits and tax management, for example. The increase (or decrease) in Human Capital will
influence the regional Financial Condition. This notion has been previously supported by Zulkifli
(2018), Ramli et al. (2014), Nimtrakoon (2015), Ervina et al. (2008), Is et al. (2014).

The RBT (Barney, 1991, 2001) has explained the importance of valuable and rare resources
in fostering organisation competitive advantages. Human Capital also acted as a valuable resource
for organisational success, including financial achievement within the organisation. As the
organisation maintains sufficient quality of Human Capital, the workforce will strive to facilitate
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sustainable financial performance. Thus, according to this study, the RBT successfully explained
the role of Human Capital in predicting Financial Condition.

Special competence, work experience, and skills became important points in improving
Financial Condition because those could be an essential part of improving the organisation's
innovation, strategies, and objectives. In this study, participants perceived that the development of
Human Capital increased the regional government's ability to improve the economy and maximise
its potential. This research postulated that the role of Human Capital in a regional government
needed to be reconsidered because Human Capital can strengthen the goal attainment of a regional
government.

The Effect of Physical Capital on Financial Condition

The results showed that Physical Capital had a positive effect on Financial Condition. The
level of Physical Capital in terms of the availability of natural resources and the environment,
government investment, facilities and infrastructure (e.g. computers, internet access) had a
significant impact on Financial Condition in the three regional areas. Physical Capital contributed
positively to Financial Condition, including fostering environmental, institutional, and financial
aspects.

As mentioned earlier, there are three distinct dimensions of Financial Condition, namely
the environment, institutions and finances. These three dimensions depict the local government's
financial performance in South Sulawesi (i.e. Makassar, Gowa and Maros). In improving Financial
Condition, the regional governments should take into account the community needs, populations,
property values, inflation, individual income and budgeting. The second dimension was the
institution, which covers budget availability, timeliness and accuracy of financial transactions, and
the quality and timeliness of financial reporting. The third dimension was finance which covered
debt limits, tax potential and legality of expenditure.

The RBT has supported that Physical Capital (e.g. technology) has provided valuable
resources for the governmental organisations in South Sulawesi, Indonesia. This empirical study
has supported the theory and previous findings. Physical Capital had a significant positive
influence on the regional government's Financial Condition in these three regions. Barney (2001)
proposed that the competitive advantages of an organisation can be achieved by utilising the
existing valuable and rare resources in the organisation. Consistently, in the case of local
government organisations in Indonesia, it appeared that Physical Capital added a significant
amount of incremental variances to the development of Financial Condition. Physical assets,
technologies, devices and other facilities were viewed as the essential elements of a successful
Financial Condition.

This study was also in line with research conducted by Zulkifli (2018), Nimtrakoon (2015),
Ervina et al. (2008), Is et al. (2014). However, the effect could be indirect as other variables might
influence the relationship. For example, Nirvana et al. (2014) discovered that Cultural Capital
moderated the Physical Capital - Financial Condition relationship. Therefore, this study also
considered testing the moderating effect of the Management Control System in the relationship.

Limitations of Physical Capital often became a problem of a local government regardless
of the quality of Human Capital. Generally, regions with outstanding Human Capital would be
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more developed if juxtaposed with the availability of natural resources and the environment,
adequate government investment, facilities and infrastructure. In this study, participants
considered that Physical Capital, in the form of technologies, facilities, and infrastructures,
provided significant support for the region’s Financial Condition.

The Moderation Effect of Management Control System on the Relation of Human Capital and
Financial Condition

Apart from the direct effect of Human Capital on Financial Condition, this study also found
that Management Control System moderated the effect of Human Capital on Financial Condition.
This research was supported by the Control Theory (Snell, 1992) as the theory stated that managing
human resources must be supported with input, behavioural, and output control. In addition, the
Control Theory and the Goal Setting (Latham and Locke, 1979) postulated that clear and
crystalised standard potentially emphasise the effect of resources. Besides, the goal-setting
principles have stressed enough the importance of specific and clear goals. These theories have
supported the notion that organisations with supportive human resources, but unspecified goals
and rules would experience constraints to rise their Financial Condition.

This study discovered interesting findings related to the moderation effect of the
Management Control System. The presence of a lower degree of Management Control System
could trigger improvement in local government organisation. In contrast, a high degree of
Management Control System would reduce the effect of Human Capital on Financial Condition.
The theories have supported that Management Control System facilitated the Human Capital —
Financial Condition relationship. The moderating effect seems to be more positive as the theories
suggested that a clear and specific goal in human resource management could improve Financial
Condition. However, this study showed opposing evidence as the moderating effect was found to
be negative. This indicated that the existence of a Management Control System could weaken the
role of Human Capital on Financial Condition.

In the local government areas, Human Capital significantly determined the fluctuation of
Financial Condition. However, as the Management Control System implemented with a
considerably high degree of input, behavioural, and output control, Human Capital would be less
influential. The Management Control System improves Human Capital management by
standardising control over the input quality, specifying work behaviour, and directing control to
attain desired output. The government officials could have perceived Human Capital as an
insignificant resource as the human resources management was highly controlled. The regional
governments could have discarded the importance of Human Capital for Financial Condition as
they perceived a high Management Control System.

The results of this study were in line with the research conducted by Chandra (2017), Ong
et al. (2016), Rachma (2014), where they all found that the Management Control System had a
significant influence on Human Capital and Financial Condition. However, scholars and
government officials should consider how the Human Capital and Management Control System
interact to predict Financial Condition. As the Management Control System increases, the Human
Capital impact on Financial Condition declines. Thus, organisations with a flawed Management
Control System may require high quality of Human Capital to improve financial conditions.
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The Moderation Effect of Management Control System on the Relation of Physical Capital and
Financial Condition

This study also indicated that the Management Control System moderated the effect of
Physical Capital on Financial Condition. The relation between Physical Capital and Financial
Condition increased as the Management Control System was included in the prediction model. As
predicted previously using the Control Theory by Snell (1992), a high degree of control over input,
behaviour, and output improved the quality of Physical Capital. In this respect, Physical Capital
could be more influential as the Management Control System ensured its quality by controlling
input of physical resources, controlling behaviours in utilising the resources, and directing the
outputs of resources. This study suggested that as the Management Control System increases, it
improves the effect of Physical Capital on Financial Condition.

Unlike the former moderating effect, Management Control System and Physical Capital
went hand-in-hand in predicting Financial Condition. It indicated that the effect of Physical Capital
on Financial Condition depended on the degree of the control system within the organisation.
Organisations with abundant Physical Capital may not always lead to high performing Financial
Condition unless they implement a favourable Management Control System. This sheds light on
the importance of the Management Control System in facilitating the role of Physical Capital.
Hypothetically, if the organisations aim to have fewer physical resources, managing the resources
using the Management Control System principles will accentuate the effect of the resources on the
organisations’ Financial Condition.

The results were in line with some previous investigations conducted by Chandra (2017),
Ong et al. (2016), and Rachma (2014). In those studies, Management Control System was one of
the predictors of Financial Performance in organisations. The Management Control System's effect
is vital as it serves as control over resources availability and quality. Anthony and Govindarajan
(2005) stated that Management Control System was also a process for detecting and correcting
errors at work.

In the regional government offices, the three golden areas of South Sulawesi may have
relied on the Management Control System to attain an expected level of Financial Condition. In
this regard, the regional government should strive to optimise control over the physical resources.
The control system should manage the selection of equipment, human behaviours related to the
application of the equipment and monitor the effectiveness of specific technologies or devices on
outputs. Physical Capital positively predicts the regional government Financial Condition as far as
the physical resources controlled with systematic procedure starting from input to output.

Implications

This research empirically examined the influence of moderating effect of Management
Control Systems on the two antecedents of the regional Financial Condition; Human Capital and
Physical Capital. The results supported that the perceived Management Control System
significantly determined Human Capital and Physical Capital's effect on Financial Condition.
However, this moderator behaved differently towards Human and Physical Capital in the regional
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government organisations. Management Control System tended to alter the low quality of Human
Capital while at the same time strengthen the Physical Capital — Financial Condition Relationship.

If the regional governments implement a high Management Control System, the Physical
Capital will be more likely to foster Financial Condition. Unfortunately, this condition will also
reduce the Human Capital’s effect on Financial Condition. Albeit the organisations have exhibited
sufficient workforce competence, it will have less impact on the Financial Condition as the Control
System is highly managed. Presumably, outstanding Human Capital can tolerate a flawed
Management Control System and still positively impacts Financial Condition. Control System is
vital for directing the effect of resources on Financial Condition. However, in this case, the local
government officials should be aware that increasing control over Human Capital can reduce the
effect of human resources on Financial Condition. Human Capital in the local government areas
may not impact financial performance as the organisations implement high control system.

Limitations and Future Research Directions

This study employed a set of questionnaire as valid and reliable measures of variables being
studied. The initial attempt was to collect objective data. However, the existing objective data were
not adequately standardised across different organisations. Accessing the data and information
related to the objective financial record was also strictly prohibited. Likewise, researchers cannot
find alternative objective data that measured the level of achievement of the whole existing
variables, other than the perception of employees who work in the organisations. This study then
used Subject Matter Experts (SMEs) perception of each variable, and this procedure had been
permitted by the research ethics committees and the government officials. Therefore, future studies
can repeat this method using objective data sources from government officials by establishing
mutual collaborations.

Furthermore, although this research succeeded in involving representatives from all
agencies with varying positions, the number of participants involved was still small compared to
previous studies. By increasing the number of participants and involving more governmental
organisations, future studies would provide more information regarding the effect of the control
system in the regional government organisations.

CONCLUSIONS

This study has two folds. Firstly, it contributed new information about the effect of two
key resources (i.e. Human and Physical Capital) on financial performance in governmental
organisations. Secondly, this study broadens our understanding of the unique role of the
Management Control System in the local government organisations in South Sulawesi, Indonesia.
The first part of the findings was consistent with the RBT as both Human and Physical Capital
significantly predicted Financial Condition. However, the second part of the findings was mixed
as Management Control System negatively moderated the effect of Human Capital while at the
same time also positively moderated the effect of Physical Capital on Financial Condition. This
study highlighted the importance of improving the standard of the control system in managing the
local government organisations. Although it potentially reduces Human Capital's effect, a high
degree of control will help organisations maintain and improve desirable Financial Condition.
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By fulfilling all these dimensions, government will be able to bring more stable financial
conditions.

Firstly, the environmental dimension is the assessment of Financial Conditions which
assessed based on how a government supports or impedes regulations, especially on bringing
innovations to the community. Secondly, the institutional dimension is a management practice and
legislative policy which guides the fiscal decision making. Its function is often as a response to the
environmental or political factors (Dinapoli, 2011). Lastly, financial dimension is most related to
financial performance. This particular dimension includes potential tax or incomes in a particular
region and a debt limit and a legality of expenditure from a region. For some countries, it also
consists of fiscal decentralization management in which each region will obtain a budget for the
funds to be managed.

One of the most important questions to this issue is, what are variables may potentially
predict financial conditions. Considering the important roles of resources, the Resource Based
Theory (Barney, 1991) supports the notion that Human Capital and Physical Capital provides
significant resources for maintaining sufficient financial conditions. Human capital becomes
considerably important because it is a source of innovation and strategy renewal. Human Capital
is related to any knowledge, skills, abilities and attitudes owned by personnel in organisations
which are highly supportive for organizational success (Perrotta, 2018). Further, it can be fostered
from an applied research, management objective, reengineering process and improvement or
development of workforce skills. Furthermore, human capital creates incremental values to
organisations on a daily basis, via motivation, commitment, competence and effectiveness of the
teamwork. However, each organization offers distinctive approaches in managing human capital
and it also means different values (Lepak and Snell, 2002). Thus, human capital provides unique
contributions to financial condition based on unique approaches given by organisations.

In addition to Human Capital, Physical Capital also adds incremental variance to the
successful financial conditions. The notion of Physical Capital includes natural resources and other
technological devices (Galor and Moav, 2004). The existence of Physical Capital supports the
improvement of the Financial Condition of an area. To illustrate, the development of the basic
physical conditions such as sanitation, clean water, and electricity in an area will also help to foster
the services and welfare for the community which may later improve Financial Conditions.
Physical Capital is also useful for creating additional values to producing desired input. Thus, it is
reasonable to conclude that both human and physical resources act together to influence a region
financial condition.

The direct effect of these two capitals (i.e. human and physical) may have been moderated
by the level of control performed by organisations. In Indonesia, some empirical investigations
conducted by Chandra (2017), and Sari and Fitriani (2009) found that the management control
system was able to improve Financial Conditions. In these two studies, Human Capital and
Physical Capital directly impacted financial performance where the organisations had sufficient
control over the resources. As a result, the organisations performed better and showed expected
financial conditions.

The concept of Control theory in strategic human resource management from Snell (1992)
has provided a clear arguments on how high control facilitates positive effect of human capital and
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physical capital on desired financial conditions. According to the theory, Human Capital and
Physical Capital will leverage financial performance only if an organisation implement certain
degree of control over human capital inputs, behavioural controls, and desired outputs. This further
suggests that possessing a management control system favours the effect of Human and Physical
Capital on Financial Conditions.

Accordingly, management control system becomes a moderation in creating good
Financial Condition for one particular region. In a developing country like Indonesia, the
management control system is one of the strongest foundations of good governance (Purnomo,
and Budiawan, 2014). The internal control system includes various management tools that aim to
achieve a broad range of objectives. In addition, Riawan (2016) stated that the management control
system is able to improve the Financial Condition of an organisation. Meanwhile, Masyur (2016)
postulated that local governments encounter difficulties in implementing a good control system
strategy because the absence of synergy between Human Capital and the control strategy.
Subsequently, this made the public services became less efficient. Control becomes a crucial
element to ensure that financial condition is achieved as expected.

Management control system consists of management control structures and processes
(Halim et al., 2012). The control structure is centered on a variety of responsibility centers, while
the management control process includes budget preparation, implementation and measurement
as well as reporting and analysis. In the process of the management control, the decisions are made
based on the procedures and other schedules which carried out repeatedly year after year. Those
procedures usually start from programming. The program is translated into the form of a budget,
then the company operates based on a predetermined budget, procedure and policy. The final
results are then compared with the budget, after being evaluated and improved if necessary. Since
the procedure is carried out repeatedly every year, then management requires a management
control system to improve its performance so that the company's goals can be achieved.

By applying the Resource Based theory and Control theory in Strategic Management, one
should be able to capture that the presence of high management control will leverage the effect of
human and physical capital on financial condition. However, some contextual conditions may also
influence this argument. For instance, Indonesia as a developing countries implements a
desentralisation policies which also include financial autonomy for its provinces. Consequently,
some experts and practitioners have questioned about some antecedents related to regional
financial performance.

Law No. 23 of 2014 states the implementation of regional government directed to
accelerate the realization of community welfare through improving services, empowerment, and
community participation, as well as enhancing regional competitiveness by taking it into an
account of the principles of democracy, equality, justice, and uniqueness of the area in the system
of the Unitary State of the Republic of Indonesia. Regional autonomy is a part of decentralization.
It constructs each region to have the right and obligation for regulating their own area but with the
control of the central government and in accordance with the law. A fiscal decentralization is
implemented in order to encourage several levels of government which are able to control each
region. The local governments in each region will accommodate the aspirations of a community
and be obliged to prosper the community in terms of services. The success of a regional autonomy



©CO~NOOOTA~AWNPE

Is integrated with the ability of a region to manage the funds that have been budgeted to its area.
In addition, the local governments should also be able to utilize the resources that are already
owned by the region. Therefore, the success of a regional autonomy significantly is related to the
Financial Condition of the region.

Unfortunately, contrasting views emerged regarding the effect of Human Capital and
Physcial Capital on Financial Conditions in Indonesia. For instance, Nirwana and colleagues
(2014) found that Human Capital and Physical Capital had non-significant influence on Financial
Conditions. However, they found it emerged after intervening through the culture. While, Zulkifli
et al. (2018) found contrasting findings where Human Capital and Physical Capital had a positive
effect on Financial Performance. Another finding suggested that the differences were caused by
the influence of Indonesia’s national culture. The level of uncertainty was found to be higher in
Indonesia than Australia which later reduce the effect of any resources on financial performance
(Graham and Sathye, 2017).

Additionally, pressure from the central government has imposed some policies in
managing budget in local government. Although provincial governments had adapted a new
accounting system, the issue was the local officials found it difficult to maintain a well-controlled
and structured system (Harun and Kamase, 2012). In a similar vein, Mir and Sutiyono (2013) have
discovered that the demand, supply, and the quality of Indonesian’s local accounting system lacked
of parity which also means the financial system implemented less effective control. This, then,
causes a subsequent effect on the local financial performance as an effective decision-making and
efficient management would be difficult to implement. Thus, in this situation exhibiting an
effective control in managing resources lead to better financial performance.

This investigation is necessary in order to further understand the antecedents of financial
conditions and the role of effective management control. Local governments in Indonesia may
have undergone less effective control over accounting system and failed to address the issue since
their financial reports were in a category of acceptable without exceptions. Sulawesi Selatan, in
this case, acted as the main gate of Eastern Indonesia where many important businesses happens.
Despite the prestigious financial condition, this local government was imposed to implement
certain regulation from the central government. Additionally, some resources may have been used
to support the financial performance. However, more empirical information is necessary to explore
whether those resources influence financial condition or not.

Then, the theory and empirical evidence led this study to exert management control system
as its moderation variable on observing the influence of Human Capital and Physical Capital on
the Financial Conditions of the area which was chosen in this study. A fiscal decentralization is a
government policy to increase the ability of an area to manage its own region. The policy will
make the distance between the government and the community will be tightened by the presence
of government representatives in each region who can take their respective policies to maximize
the services to the community, with the management of the economic resources in the region. The
local governments faced difficulties in implementing effective control system strategy because
they were unable to link the relationship between Human Capital and the control strategy. As the
results, it caused the public services became less efficient.
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Having considered the above discussions, the research objectives are formulated as
follows;
1. To examine the effect of Human Capital on Regional Financial Conditions.
2. To examine the effect of Physical Capital on Regional Financial Conditions.
3. To examine the effect of Human Capital on Regional Financial Conditions which are
moderated by the Management Control System.

LITERATURE REVIEW AND HYPOTHESES

The Public Sector Accounting Board (2007) defined the Financial Conditions as the health
of government finances as indicated by their ability to fulfill the financial obligations and the
service commitments to the public, creditors, employees and others, While according to Dinapoli
(2011), the Financial Condition is the ability of the local governments to comply the expenditure
budget by taking the source of local revenue, and continuously providing services to the
community.

Financial factors in Nirvana et al. (2014) is a financial distribution which run by the
financial system. The financial system seeks to ensure adequate financial judgment and cover up
liquidity. The Indicators of financial factors according to Dinapoli (2011) are the debt limits, the
tax potential and the legality of expenditure. Institutional factors according to Dinapoli (2011) are
management practices and the existence of policies or regulations of local governments which
guarantee the implementation of the healthy governance. Furthermore, the institutional indicators
are the budget and financial variance, the timeliness and accuracy of financial transactions, and
the quality and timeliness of financial reporting.

In addition, Dinapoli (2011) stated that the Financial Conditions are determined by a
combination of government environment, institutional and financial factors. For example when
there is a decrease in population of a government, so there will be a reduction in the tax revenue
(negative environmental factors), but the government can overcome this by reducing services.
Increasing the tax rate, striving for the development of economic resources which ultimately
determine the Financial Condition of the local governments.

Financial condition in a regional level can be influenced by several factors such as CEO
power (Daily and Johnson, 1997), environmental and operational management (Sueyoshi and
Goto, 2010), and technical performance (Kristensen et al., 2008). These antecedents can be
grouped into two type of resource namely human capital and physical capital. The former was
workforce competences (e.g. knowledge and skills), while the latter is more related to technology,
devices, and equipment used to perform tasks in organisations. The human and physical capital
will be the most two precious antecedents of organisation’s financial condition.

The notion of human and physical capital as key antecedents of financial condition has
been supported by a theoretical perspective. A resource theory or commonly called Resource
Based Theory (RBT) uses a resource-based approach in the analysis of competitive advantages
(Barney, 1991, 2001). The theory is used as a supporting theory in this study to see the effect of
Human Capital and Physical Capital on regional Financial Conditions. The key to the RBT
approach is a strategy of understanding the relation between valuable resources, organisation
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capabilities, competitive advantage, and profitability. In the end, all those resources should
particularly provide supports for maintaining the competitive advantage over time.

The theory firstly introduced by Wernerfelt (1984) in his work entitled "A Resource-based
View of the Firm". However, most of the researches referred to Barney’s (1991) seminal work.
The firm resources explained about how to help the company in improving the efficiency and
effectiveness of operations. Furthermore, the competitive advantage can be understood by
instilling an understanding of the company consists of heterogeneous and immovable elements.
The steps in maximizing the competitive advantage of the company should fit into the four criteria,
namely valuable, awareness, inimitability and non-substitutability.

According to RBT, the resources can be generally defined by including the assets,
organizational processes, organizational attributes, information, or knowledge controlled by the
organizations which can be used to compile and imply the strategies. Regardless the number of
resources, the RBT categorizes the resources into three major types;

a. Physical Capital (e.g. technology, manufacturing, and equipment)
b. Human Capital (e.g. training, experience, insight)
c. Organizational capital resources (e.g. formal structural)

Using the framework of the RBT, both Human and Physical Capital can maintain the
quality of financial condition in an organisation, this includes public organisation such as
provincial governments. Human Capital would provide the organisation with desired human
resources which directly influence the quality of financial condition. Financial condition needs
skillful personnel and experts to secure the accountability of the reporting system, for example.
The existence of these expected workforces will sustain the quality of financial condition. The
same case applies for the Physical Capital, organisation with abundant fruitful tools, devices, and
equipment will be more likely to exert those tools to support firm achievement as well as providing
support for financial condition.

The concept of RBT, in this case, also asserts that Human and Physical Capital are able to
create an organization's competitive advantage so as to generate the incremental values for the
organization. The value referred to the better performance in an organization including financial
performance. Throughout the application of adequate Human Capital and supportive Physical
Capital, provincial offices can provide more sufficient and complete information towards a better
financial conditions (Ghozali and Chariri, 2007).

The supports from the two resources may not always provide desired effect on financial
condition due to some conditions. For instance, previous studies have documented that
organisational culture (Yesil and Kaya, 2013) and gender (Campbell and Minguez-Vera, 2008)
determined financial performance. Certain cultures may hinder the implementation of supportive
human and physical capital. Likewise, gender-related injustice also impede proper human capital
management. It appears that there are some degree of control which may potentially influence the
effect of some resources on organisation’s financial achievement. It is plausible to propose that the
effect of the two key resources on financial condition is presumably moderated by the level of
control.
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Human and Physical Capital depend on the degree of control applied by organisational
management. Management Control becomes much more important in ensuring that the human and
physical resources are in place to support financial condition. Anthony and Govindarajan (2005)
stated that "Management control is a process by which managers influence other organizational
members to imply the organizational strategies”. It is also a process of detecting and correcting
errors for accidental or intentional work. Since its focus is on humans and implementing plans,
management control requires strong psychological considerations. Activities such as
communication, advising, encouraging and criticizing are important parts of this process.

Management control utilizes task control to ensure the kind of effective and efficient work
by considering three important areas namely budgeting, economic value added, and balance
scorecard (Otley, 1999). Efficient describes how many inputs are needed to produce a unit of
output while effectiveness is defined as the ability of a unit to achieve the desired goals. The most
efficient organizational unit is the one that can produce a number of outputs with the use of
minimal inputs or produce the most output with the available inputs.

Control Theory of Strategic Human Resource Management (Snell, 1992) proposed that as
an organisation expects certain level of performance, it must implement high degree of control
over human resource management particularly when the goals and incentives are less clear. This
theory also suggests that control depends on the degree of standard exhibited by organisations. As
goals and incentives are less known and the cause-effect knowledge of management seems blur,
high control is highly needed. Organisations may suffer from underachievement performance or
serious issues related to organizational attainment.

The same case also applies for the financial condition. Using this Control theory
perspective, public sector financial condition in the regional level potentially requires some degree
of control in managing Human Capital and Physical Capital. The control should start from input,
behavioural, and finally outputs. Human Capital management could support financial condition
when the input (e.g. recruitment and selection) is practiced with systematic control. Behavioural
control is related to personnel’s behaviours which also require control to direct personnel towards
targeted goals. Output control means organisation, stakeholders, and employees should have a
crystalized standard of desired output and this standard is deemed to guide human capital
management. Thus, the higher control implemented by the organisations, the more positive the
effect of Human Capital on Financial Condition.

Physical capital also demands certain control in order to bring positive impact on financial
condition. As proposed by the Control theory (Snell, 1992), clear and crystalized standard is
important in developing control. Thus, certain degree of control is essential to ensure that the
physical resources is utilized to supporting organisation goals. According to the theory, input,
behavioural, and output control are three elements of control system. Physical Capital should also
be controlled using this concept. Organisations with high degree of physical resource control
would carefully consider physical input, control personnel behavior in using physical assets or
resources, and physical utility output would be evaluated with caution. By implementing this
system the positive effect of Physical Capital on Financial Condition will be considerably
improved.
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Latham and Locke (1979) also have strengthened the argument that high degree of control
may cause the financial resources (i.e. human and physical capital) are even impactful. The goal-
setting theory (Latham and Locke, 1979; Locke et al., 1981; Tosi et al., 1991) postulates that clear
and specific goals are proven to be more effective than “do your best” goals. The goals impact
organisation as the degree of clarity is high and this also apply for financial condition. Organisation
could perform a better financial condition as the control over Human and Physical Capital are more
standardized and crystalized. Similarly, Snell (1992) found that clear standard played important
role in developing a better control system.

Given the important role of control, this study proposes a management control system to
control how the strategy in the company runs according to plans and objectives. According to
Purnamasari (2009) which stated that to encourage companies to be able to compete in increasingly
fierce global competition, the management control is an absolute requirement that must be
conducted by the professional managers. It is a process and structure which systematically
arranged by management in controlling activities so that the goals and objectives set by the
company can be achieved. Therefore, Management Control System will moderate the effect of
Human and Physical Capital on Financial Condition.

Human Capital
Management

Control System

Physical Capital

Financial Condition

Figure 1. Theoritical Framework

Hypotheses
Based on this framework, a conceptual framework is developed for this research as follows:

H1: Human Capital has a positive effect on the Regional Financial Condition.

H2: Physical Capital has a positive effect on the Financial Conditions.

H3: Management Control System moderates the relation between Human Capital and Financial
Conditions

METHOD
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Participants

Participants were employees of the Regional Financial and Asset Management Agency
who were the Financial Report Compilation team in the Golden Triangle area of South Sulawesi.
The South Sulawesi Golden Triangle region was actually formed from a path connecting three
regencies and big cities (Makassar, Gowa and Maros). Participants worked as Secretary,
Budgetary, Treasury, Accounting and Information Technology and Regional Assets. This study
took 5 people in each field which chosen randomly so that 25 samples per region could be obtained,
and amount of 75 samples were obtained from three gold triangle regions. The number of female
participants were 53% and male 47% with most participants had bachelor degree (81%).

Measures

This study used scale which were developed by the researchers in accordance with the
theory of each variable. There are four measuring instruments in this study. The following table
describes the construction of the measure:

Table 1. Operational Variable

Variable | Dimension Indicator

Special Competence

Work Experience

Skill

Availability of Natural Resources and
the Environment

Physical Capital (Baldi, 2013) Government Investation

Facilities and Infrastructure (Computer
and Internet Networks)

Strategic Planning

Implementation and Measurement
Evaluation

Environment | Community needs

Population

Property Value

Inflation

Individual income

Budgeting

Financial Condition | Organization | Budget Cost

(Dinapoli, 2011) Timeliness and accuracy of financial
transactions

Quality and timeliness of financial
reporting

Financial Limitation of Debt

Potential Taxes

Legality of Expenditures

Human Capital (Mignonedan O’Neil,
2005)

Management Control System (Prabawati,
2010)

The measures were developed in Indonesian using a 5-point Likert scale (1= Strongly
Disagree to 5= Strongly Agree). The results showed that the data had four independent
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constructs confirming the proposed theoretical model. Outer loading value indicated that the
convergent validity of the data had coefficients above 0.50 for each item and the t-value for each
item above 1.96. In addition, the value of Average Variance Extracted (AVE) in each construct
variable was greater than 0.50. Based on the results of the analysis, all constructs fit into the
convergent validity criteria. Those can be seen in the following table:

Table 2. Average Variance Extracted (AVE)

Variabel AVE
Human Capital 0.617
Physical Capital 0.600
Management Control System 0.534
Financial Condition 0.702

Source: Primary data

The reliability test aims to see the composite reliability of each variable construct and also showed

the appropriate value. The results suggested that the constructs had composite reliability

coefficients above 0.70. So, it can be concluded that the construct had acceptable reliability.
Table 3. Composite Reliability

Variable Composite Reliability
Human Capital 0.826
Physical Capital 0.818
Management Control System 0.931
Financial Condition 0.976

Source: Primary data

Procedure

The data were collected by using a questionnaire which were developed in Indonesian.
Data collection was conducted using a three-wave data collection technique to avoid common
method bias. In the first phase, researchers collected demographic, human capital and physical
capital data. After a week, researchers then collected data for the Management Control System and
the following week the Financial Condition data. Participants were asked to commit to filling out
the questionnaire from the beginning to the end of the data collection which lasted for one month.
All participants (75, 100%) fully participated in the study from the beginning to the end of the data
collection.

RESULTS AND DISCUSSION
Results
This study conducted several stages in the data analysis. First, the data were analyzed

descriptively. Secondly, the relation between the variables were tested with Product Moment
correlation. Lastly, the Hierarchical Moderated Regressions test was conducted.

10
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Table 4. Descriptive Statistics and Bivariate Correlations

M SD 1 2 3 4 5 6
Human Capital 1143 121
Physical Capital 11.79 123 527
MCS 12.12 115 457 54"
FC(Environment) 2290 252 53" 567 737
FC(Institution) 12.17 122 30" 34" 62" .78
FC(Financial) 1226 135 467 467 67 727 647
FC Total 4733 463 507 53" 767 86" 87" .85

Note: N= 75,M= Mean, SD= Standard Deviation, MCS= Management Control System,
FC= Financial Condition, "p<.01

Table 4 above showed the average values and standard deviations for each variable in the
study. In addition, the relation between variables was presented in the form of product moment
correlation coefficient. Based on the analysis of that relation, it was generally concluded that all
variables in the study were positively and significantly correlated. The level of relation between
these variables ranged from r = .34 (p <.01) to r = .86 (p<.01). The Human Capital had a fairly
strong correlation with the Financial Condition (r = .50, p<.01) and so did the Physical Capital (r
= .53, p<.01). The relation between the Management Control System and the Financial Condition
was even stronger with the correlation coefficient which reaching r= .76 (p<.01). The results
indicated that the two independent variables (i.e. Human Capital and Physical Capital) and
Management Control System as moderator variables had a strong positive relation with Financial
Condition.

After knowing the relation between variables, then the Hierarchical Moderated
Regressions analysis was performed. The following were the results of the analysis:

Tabel 5. Moderated Regressions with Financial Condition as Dependent Variable

Model R? Adj. R? AR AF B

1 Human Capital 257 24 - 24.81 507

2 Human Capital 357 33 10" 10.86 317
Physical Capital 377

3 Human Capital 36" 34 .01 1.47 32"
Physical Capital 377
HC*MCS -12

4 Human Capital 43" 40 .06™ 7.98 337
Physical Capital 337
HC*MCS -.33"
PC*MCS 347

Note: A= 75, A= change, p= Standardized Beta Weight, HC= Human Capital, PC=
Physical Capital, ““p<.001, p< .01

11
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Hierarchical Regression Analysis with moderated regression was performed. This analysis
technique allowed researchers to capture the incremental contribution of each variable which
entered in the model. The first model, with Human Capital as the only predictor, showed a
significant impact on the Financial Condition (Adj. R?> = .25, p<.001). In the second model,
Physical Capital entered and contributed a positive and significant added value to the Financial
Condition prediction model (AR? = .10, p<.01). In model 3, the interaction between Human Capital
and Management Control System did not significantly increase the predicted value of the Financial
Condition (AR? =.01, p> .05). Model 4 was the regression model that gave the highest contribution
to the variance of the Financial Condition in the presence of the additional interaction variables of
Physical Capital and Management Control System (AR? = .06, p <.01).

The analysis showed that the impact of Human Capital on Financial Condition was proven
to be positive and significant across all regression models. When there were no other variables in
the model, the impact of Human Capital on Financial Conditions tended to be strong (Adj. R? =
24, B = .50, p <.001). The impact of Human Capital on Financial Conditions remained positive
and significant across all the regression models, including in model 4 (Adj. R? = .40, B = .33, p
<.001). Based on these results, the H1 was accepted which meant the Human Capital had a positive
effect on the Financial Condition.

The presence of Physical Capital to predict Financial Condition also had a positive impact
on all regression models. In model 4, Physical Capital had the same effect as Human Capital (Adj.
R?= .40, B =.33, p <.001). This perceived that H2 was accepted, which meant that Physical Capital
affected the Financial Condition.

In model 4, the interaction between Human Capital and Management Control System
contributed negatively to Financial Condition (R? = .10, p <.01). It meant that the impact of Human
Capital on Financial Conditions depended on the high or low Management Control System (B = -
.33, p <.01). The higher the Management Control System then the lower the impact of Human
Capital on Financial Conditions, and vice versa. This finding supported the research hypothesis
(H3) which stated that the Management Control System moderated the relation of Human Capital
to Financial Conditions.

The interaction between Physical Capital and Management Control System also showed a
significant impact on the Financial Condition (B = .34, p <.001). The impact of these interactions
tended to be positive which meant that Physical Capital would increasingly have an impact on the
Financial Condition when the Management Control System is high, conversely if a low
Management Control System could reduce the impact of Physical Capital on the Financial
Condition. These results were in accordance with the previously proposed H4.

The theoretical model which carried by the researcher was in accordance with empirical
data which found with the suitability of the regression model up to R? = .43 (p <.01) which meant
that the regression model could predict 43% of the variance of the Financial Condition.

12
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Financial
Condition

Figure 2. Empirical model and coefficients

Figure 3 below illustrates the interaction between Human Capital and Management Control
Systems in predicting Financial Conditions. The graph explained that the value of the prediction
model was higher when the Management Control System was at a low level (R? = .156), compared
to when it was at a high level (R? = .131). So that the existence of a high Management Control
System could reduce the impact of Human Capital on Financial Conditions.

MCS_High
60.00 and Tow

® Low
@ HIGH
. LOW

55.007 = HIGH

Low R2 Linear = 0.156
HIGH: R? Linear =0.131

50,00

435,00

Financial Condition

33,00

30.00

T T T T
8.00 10.00 12.00 14.00

Human Capital

Figure 3. Interaction between Human Capital and Management Control System

The interaction between Physical Capital and Management Control System can be seen
in Figure 4. Unlike the previous interactions, the interaction in figure 4 showed that the impact of

13
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Physical Capital on Financial Conditions was stronger when the Management Control System was
also at a high level (R? = 2 17), compared when dealing at low levels (R? = .071). A high
Management Control System could support the positive impact of Physical Capital on Financial
Conditions. The low Management Control System could result in the low impact of Physical
Capital on Financial Conditions.
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Financial Condition

40,00

35.009
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Physical Capital

Figure 4. Interaction between Physical Capital and Management Control System

DISCUSSION
The Effect of Human Capital on Financial Conditions

The analysis showed that Human Capital had positive influence on Financial Conditions.
Based on the analysis, the higher Human Capital in the terms of special competencies, work
experience and skills, the more likely financial condition leverages in Makassar, Gowa and Maros.
This suggests that Human Capital affects environmental, institutional, and financial conditions of
these three areas. In this study, a successful financial condition referred to environment, institution
and finances dimensions in three key areas of South Sulawesi (i.e. Makassar, Gowa and Maros).
Firstly, within the environmental dimension there were community needs, populations, property
values, inflation, individual income and budgeting, all these necessary to establish a stable
financial condition. Secondly, human resources also contribute to institutional dimensions of
financial performance. Human Capital aspects supports the organisation strategic in which there
was availability of budget, timeliness and accuracy of financial transactions and the quality, and
timeliness of financial reporting. Lastly, the workforce competence also provided supports for the
financial dimension which included debt limits, tax potential and legality of expenditure.
Successful financial dimension, in this regard, relied upon the workforce competence. Human
capital serves a means to monitor debt limits and tax management, for example. So the increase or
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decrease in Human Capital had an influence on the Financial Condition of the government in these
regions. Similar research was also found by Zulkifli (2018), Ramli et al. (2014), Nimtrakoon
(2015), Ervina et al. (2008), Is et al. (2014), which stated that Human Capital had a positive effect
on Financial Conditions.

The RBT (Barney, 1991, 2001) has explained the importance of valuable and rare resources
in fostering organisation competitive advantages. Human Capital also acted as a valuable resource
for organizational success which also includes financial achievement within organisation. As the
organisation maintains sufficient quality of Human Capital, the workforce will strive to facilitate
sustainable financial performance. Thus, according to this study, the RBT successfully explained
the role of Human Capital in predicting Financial Condition.

Special competence, work experience and skills became important points in improving
Financial Conditions because with those could be an important part in improving innovation,
strategies and objectives of the organization. Participants assumed that the development of human
capital was also able to increase the ability of an area in improving the economy and maximizing
its potential, but this study assumed that it is unable to affect the company's Financial Condition.

This research reinforced the notion that the role of Human Capital in a government needed
to be considered because the better Human Capital was able to strengthen the achievement of the
objectives of an area. The fulfillment of the needs of the residents of an area could be improved
with the support of good Human Capital.

The Effect of Physical Capital on Financial Conditions

The results showed that Physical Capital had a positive effect on the Financial Conditions.
The level of Physical Capital in terms of the availability of natural resources and the environment,
government investment, facilities and infrastructure (e.g. computers, internet access) had a
significant impact on the fulfilment of the environmental, institutional, and financial sectors in the
government areas of Makassar, Gowa and Maros. Physical Capital contributed positive impact on
leveraging the areas’ Financial Condition which also included fostering environmental,
institutional, and financial aspects.

As mentioned earlier, there are there distinct dimensions namely the environment,
institutions and finances. These three aspects were applied to depict financial achievement of local
government in South Sulawesi (i.e. Makassar, Gowa and Maros). In leveraging financial condition,
the governments should scrutinize the community needs, populations, property values, inflation,
individual income and budgeting. The second dimension was the institution in a sense that there
was budget availability, timeliness and accuracy of financial transactions, and the quality and
timeliness of financial reporting. The third dimension was finance which covered debt limits, tax
potential and legality of expenditure.

The RBT has supported that Physical Capital (e.g. technology) has provided valuable
resources for the governmental organisations in South Sulawesi, Indonesia. The theory and
previous findings have been supported by this empirical study. Physical Capital had significant
positive influence on the Financial Condition of the government in these three regions; Makassar,
Gowa and Maros. Barney (2001) proposed that competitive advantages of an organisation can be
achieved by utilizing existing valuable and rare resources in organisation. Consistently, in the case
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of local government organisations in Indonesia, it appeared that Physical Capital added significant
amount of incremental variances to the development of Financial Condition. Physical assets,
technologies, devices and other facilities were viewed as the essential elements of successful
Financial Conditions.

This study was also in line with research conducted by Zulkifli (2018), Nimtrakoon (2015),
Ervina et al. (2008), Is et al. (2014). However, the effect could be indirect as other variables also
might also influence the relationship. For example, Nirvana et al. (2014) discovered that Cultural
Capital moderated the Physical Capital - Financial Conditions relationship. Therefore, this study
also considered testing the effect of Management Control System in moderating the effect.

Limitations of Physical Capital were often became a problem of a local government
regardless the quality of Human Capital. Generally, regions that had outstanding human capital
would be more developed if juxtaposed with the availability of natural resources and the
environment, adequate government investment, facilities and infrastructure (e.g. computers). It
seems in this study, the participants considered that Physical Capital in a form of technologies,
facilities and infrastructures provide significant supports for Financial Condition.

The Moderation Effect of Management Control System on the Relation of Human Capital and
Financial Condition

Apart for the direct effect of Human Capital on Financial Condition, this study also found
that Management Control System moderated the effect of Human Capital on Financial Condition.
This research was supported by the Control Theory (Snell, 1992) as the theory stated that managing
human resources must be supported with input, behavioural, and output control. In addition, the
Control Theory and the Goal Setting (Latham and Locke, 1979) postulated that clear and
crystalized standard potentially emphasize the effect of resources. In addition, the goal setting
principles have stressed enough on the importance of specific and clear goals. Say it differently,
the theoretical background has assumed that a company with supportive human resources but zero
goals and rules would experience constraints to rise the Financial Condition.

This study discovered an interesting findings related to the moderation effect of the
Management Control System. The presence of a lower degree of Management Control System
could trigger improvement in local government organisation. In contrast, high degree of
Management Control System would reduce the effect of Human Capital on Financial Condition.
The theories have supported that Management Control System facilitated the Human Capital —
Financial Condition relationship. The moderating effect seems to be more positive as the theories
suggested that clear and standardized goal of Human Capital management could improve Financial
Condition. However, this study showed opposing evidence as the moderating effect was found to
be negative. This indicated that the existence of Management Control System could weaken the
role of Human Capital on Financial Condition.

In the local government areas, Human Capital significantly determined the fluctuation of
Financial Condition. However, as the Management Control System implemented with
considerably high degree of input, behavioural, and output control, Human Capital would be less
influential. The Management Control System improves the Human Capital management by
standardizing control over the input quality, specifying work behaviour, and directing control to
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attain desired output. The government officials could have perceived Human Capital as an
insignificant resource as the management of the human resources was highly controlled. Simply,
the local governments could discarded the importance of Human Capital for Financial Condition
as they perceived high Management Control System.

The results of this study were in line with the research conducted by Chandra (2017), Ong
et al. (2016), Rachma (2014) where they all found that the Management Control System had a
significant influence on Human Capital and Financial Conditions. However, despite the effect,
scholars and government officials should consider how the Human Capital and Management
Control System interact to predict Financial Condition. In terms of predicting the local government
Financial Conditions, as the degree of Management Control System increases the Human Capital
impact on Financial Condition declines. Thus, Organisations that have a poor Management Control
System may require high quality of Human Capital.

The Moderation Effect of Management Control System on the Relation of Physical Capital and
Financial Condition

The results of this study also indicated that the Management Control System was able to
moderate the effect of Physical Capital on Financial Conditions. The relation between Physical
Capital and Financial Conditions is increasing as the Management Control System included in the
prediction model. As predicted previously using the Control Theory by Snell (1992), high degree
of control over input, behaviour, and output also improve the quality of Physical Capital. In this
respect, Physical Capital could be more influential as the Management Control System ensure its
quality by controlling input of physical resources, controlling behaviours in utilizing the resources,
and directing the outputs of using the resources. As the Management Control System increases, it
improves the effect of Physical Capital on Financial Condition.

Unlike the former moderating effect, Management Control System and Physical Capital
went hand-in-hand in predicting Financial Condition. It indicated that the effect of Physical
Resources on Financial Performance depended on the degree of control in organisation.
Organisations with abundant of Physical Resources may not always provide high performing
Financial Condition unless they implement high state of Management Control System. This shades
the light on the importance of Management Control System in supporting the role of Physical
Capital. Hypothetically, if the organisations tend to have less Physical Resources, managing the
resources using the Management Control System principles will accentuate the effect of the
resources on the organisations’ Financial Condition.

The results were in line with some previous investigations conducted by Chandra (2017),
Ong et al. (2016), and Rachma (2014). In those studies, Management Control System was one of
predictors of Financial Performance in organisations. The effect of Management Control System
is important as it serves as control over resources quality. Anthony and Govindarajan (2005) stated
that Management Control System was also a process for detecting and correcting errors at work.
The focus is on human behaviours and the implementation of plans. The focus on behavioural
control also requires a strong psychological aspects.

In the local government organisation, the three golden areas of South Sulawesi may have
relied on the level of Management Control System to attaining expected level of Financial
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Condition. In this regard, the government official should strive to optimize the control over the
physical resources. The control system should manage the selection of equipment, human
behaviours related to the application of the equipment, and it also should monitor the effect of
certain technologies or devices on outputs. Physical Capital positively predict the local government
Financial Condition as far as the physical resources controlled with systematic procedure starting
from input to output.

Implications

This research empirically examined the influence of moderating effect of Management
Control Systems on the two local government financial condition antecedents; Human and
Physical Capital. The results provided supports that perceived Management Control System
significantly determined the effect of Human Capital and Physical Capital on Financial Condition.
However, this moderator behaved differently towards Human and Physical Capital. Management
Control System tended to alter the low quality of Human Capital while at the same time strengthen
the Physical Capital — Financial Condition Relationship.

In a case where the local governments implement high Management Control System, the
Physical Capital will be more likely to foster Financial Condition. Unfortunately, this condition
will also reduce the Human Capital effect on Financial Condition. Albeit the organisations have
exhibited sufficient workforce competence, it will have less impact on the Financial Condition as
the Control System is highly managed. Presumably, outstanding Human Capital can tolerate a poor
Management Control System and still positively impacts Financial Condition. Control System is
important for directing the effect of resources on Financial Condition. However, the local
government officials, in this case, should be aware that increasing control over Human Capital can
reduce the effect of human resources on Financial Condition. Human Capital in the local
government areas may not have less impact on financial performance as the organisations
implement high control system.

Limitations and Future Research Directions

This study employed a set of questionnaire as valid and reliable measures of variables being
studied. The initial attempt was to collect objective data. However, the existing objective data were
not adequately standardized across different organisations. The data were also strictly prohibited
for non-official parties. Likewise, researchers cannot find alternative objective data that definitely
measured the level of achievement of the whole existing variables, other than the opinions of
employees who work in the organization. This study, then, employed Subject Matter Experts
(SMEs) perception towards each variable in the study and this procedure was supported by the
authorities. Therefore, future studies can repeat this method using objective data sources from
government officials by establishing mutual collaborations.

Furthermore, although this research succeeded in involving representatives from all
agencies with varying levels of position, the number of participants involved was still small
compared to some previous studies. By increasing the number of participants and involving more
governmental organisations, the future studies would provide more information regarding the
effect of control system in organisation.
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CONCLUSIONS

This study has two folds. Firstly, it contributed a new information related to the effect of
two key resources (i.e. Human and Physical Capital) on financial performance in governmental
organisations. Secondly, this study broaden our understanding towards the unique role of
Management Control System in the local government organisations in South Sulawesi, Indonesia.
The first part of the findings was consistent with the RBT as both Human and Physical Capital
significantly predicted Financial Condition. However, the second part of the findings was mixed
as Management Control System negatively moderated the effect of Human Capital while at the
same time also positively moderated the effect of Physical Capital on Financial Condition. This
study highlighted the importance of improving the standard of control system in managing the
local government organisations. Although it potentially reduces the effect of Human Capital, high
degree of control will help organisations to maintain desired Financial Conditions.
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Abstract

This study examines the effect of Human Capital and Physical Capital on Regional Financial Condition
with a Management Control System as moderator. Participants were employees of the Regional Financial
and Asset Management Directorates located in three major cities in the province of South Sulawesi,
Indonesia. The participants were recruited from three different regions resulting in 75 participants in a three-
wave data collection procedure. Four measures were developed (i.e. Human Capital, Physical Capital,
Management Control System, and Financial Condition), which were constructively valid and reliable for
research purposes. The results showed that Human Capital and Physical Capital directly influenced the
Financial Condition. The effect of Human and Physical Capital was moderated by the Management Control
System. Management Control System negatively moderated the effect of Human Capital while at the same
time also positively moderated the effect of Physical Capital on Financial Condition. This study collected
participant's perceptions towards the study variables without any further investigation to the objective
measures. Although some scholars may find this as the lack of evidence against the actual Financial
Condition, acknowledging experts' perceptions should provide a better understanding of the experienced
Financial Condition. Various studies have investigated some factors which may affect Financial Condition.
However, this study proposed an examination of the role of the Management Control System. In this case, a
capital that is owned by the financial organisations cannot provide a direct impact on the Financial

Condition without the role of the Management Control System.

Keywords: Human capital; Physical capital; Management control system; Financial condition; Indonesia

1 Introduction

Financial Condition is determined by the ability of an area to fulfil an obligation for prospering or serving a community.
In this regard, there are three core dimensions to evaluate the Financial Condition they are environmental, institutional

and financial dimensions (DiNapoli, 2011). These three dimensions will be interconnected to produce a proper



Financial Condition. By fulfilling all these dimensions, the government will be able to bring more stable Financial

Condition.

Firstly, the environmental dimension is the assessment of Financial Condition based on how a government supports or
impedes regulations, especially on bringing innovations to the community. Secondly, the institutional dimension is a
management practice and legislative policy which guides financial decision making. Its function is often as a response
to environmental or political factors (DiNapoli, 2011). Lastly, the financial dimension is most related to financial
performance. This particular dimension includes potential tax or incomes in a particular region and a debt limit and
legality of expenditure from a region. For some countries, it also consists of fiscal decentralisation management in

which each region will obtain a budget for the funds to be managed.

One of the most important questions to this issue is that what are variables may potentially predict Financial Condition.
Research in this area has investigated some determinants of Financial Condition and performance. In Indonesia, the
type of firm, independent board, gender diversity, and location of director can determine financial distress (Kristanti
[ et al., 2016)(2019).[Instruction: I could not find a proper way in the system to link the citations with the new references.
Please correct if this not how you properly do in-text citation.] On the other hand, a study also revealed that the Capital
Adequacy Ratio, Credit Interest Income, and size of the organisation or corporate had a positive effect on financial
performance (2015). (Eishaday-et-al52648). In some public organisations, the political system played a significant role
in financial Condition (Garcia-Sanchez et al., 2012)(2015). Some scholars also suggested that cost-efficiency and
effective financial management could determine Financial Condition (Cuadrado-Ballesteros and Bisogno, 20189(2015)
; Zafra-Gomez et al., 2009, 2010(2015,2016)). Although some predictors of financial Condition have been revealed,

these studies merely focused on the system and management of financial performance. Human resources and other

resources have not received much attention, even though organisations demand a certain level of resources to perform

effectively.

Considering the important roles of resources, the Resource-Based Theory (Barney, 1991) supports the notion that
Human Capital and Physical Capital provides significant resources for maintaining Financial Condition. Human capital
becomes considerably important because it is a source of innovation and strategy renewal. Human Capital is related to
any knowledge, skills, abilities and attitudes owned by personnel in organisations that are highly supportive for
organisational success (Perrotta, 2018). Further, it can be fostered from applied research, management objective,
reengineering process and improvement or development of workforce skills. Furthermore, Human Capital creates
incremental values to organisations daily via motivation, commitment, competence and effectiveness of teamwork.
However, each organisation offers distinctive approaches to managing Human Capital, which also means different
values (Lepak and Snell, 2002(2017)). Thus, human capital provides unique contributions to Financial Condition based

on unique approaches given by the organisations.

In addition to Human Capital, Physical Capital also adds incremental variance to the successful Financial Condition.
The notion of Physical Capital includes natural resources and other technological devices (Galor and Moav, 2004). The
existence of Physical Capital supports the improvement of the Financial Condition of an area. To illustrate, the
development of the primary physical conditions such as sanitation, clean water, and electricity in an area will also help
foster the services and welfare for the community, which may later improve Financial Condition. Physical Capital is
also helpful for creating additional values to producing desired input. Thus, it is reasonable to conclude that both human

and physical resources act together to influence a region financial condition.

The direct effect of these two capitals (i.e. human and physical) may have been moderated by the level of control
performed by the organisations. In Indonesia, some empirical investigations conducted by Chandra (2017) and Sari and
dan Fitriani (2009) found that the management control system improved Financial Condition. In these two studies,
Human Capital and Physical Capital directly impacted financial performance where the organisations had sufficient

control over the resources. As a result, the organisations performed better and showed expected Financial Condition.

The concept of Control theory in strategic human resource management from Snell (1992) has provided a clear
argument on how high control facilitates the positive effect of human capital and physical capital on desired Financial
Condition. According to the theory, Human Capital and Physical Capital will leverage financial performance only if an
organisation implement a certain degree of control over human capital inputs, behavioural controls, and desired outputs.
This further suggests that possessing a management control system favours Human and Physical Capital's effect on

Financial Condition.



2]

Accordingly, management control system becomes a moderating variable in creating good Financial Condition for one
particular region. In a developing country like Indonesia, the management control system is one of the most vital
foundations of good governance (Budiawan and Purnomo, 2014). The internal control system includes various
management tools that aim to achieve a broad range of objectives. Besides, Riawan (2016) stated that the management
control system could improve an organisation's Financial Condition. Meanwhile, Masyur (2015) postulated that local
governments encounter difficulties implementing a good control system strategy because of the absence of synergy
between Human Capital and the control strategy. Subsequently, this made the public services became less efficient.

Control becomes a crucial element to ensure that Financial Condition is achieved as expected.

The management control system consists of management control structures and processes (Halim et al., 2003). The
control structure is centred on a variety of responsibility, while the management control process includes budget
preparation, implementation and measurement, reporting, and analysis. In management control, the decisions are made
based on the procedures and other schedules carried out repeatedly year after year. Those procedures usually start from
programming. The program is translated into a budget, and then the company operates based on a predetermined
budget, procedure and policy. The final results are then compared with the budget after being evaluated and improved
if necessary. Since the procedure is carried out repeatedly every year, then management requires a management control

system to improve its performance so that the company's goals can be achieved.

By applying the Resource-Based Theory and Control theory in Strategic Management, one should capture that the
presence of high management control will leverage the effect of human and physical capital on financial Condition.
However, some contextual conditions may also influence this argument. For instance, as a developing country,
Indonesia implements a desentralisation policies that also include financial autonomy for its provinces. Consequently,

some experts and practitioners have questioned some antecedents related to regional financial performance.

Indonesia's Regional Law No. 23 of 2014 states the implementation of regional government directed to accelerate the

realisation of community welfare through improving services, empowerment, and community participation, as well as
enhancing regional competitiveness by taking into account the principles of democracy, equality, justice, and
uniqueness of the area in the system of the Unitary State of the Republic of Indonesia. Regional autonomy is a part of
decentralisation. It constructs each region to have the right and obligation for regulating their area but with the control
of the central government and following the law. Fiscal decentralisation is implemented in order to encourage several
levels of government that can control each region. The local governments will accommodate the aspirations of a
community. The success of regional autonomy is integrated with the ability of a region to manage the funds. Also, the
local governments should be able to utilise the resources that are already owned by the region. Therefore, the success of

a regional autonomy significantly is related to the Financial Condition of the region.

Unfortunately, contrasting views emerged regarding Human Capital and PhysicalPhyseial Capital's effect on Financial
Condition in Indonesia. For instance, Nirwana et al. (2014) found that Human Capital and Physical Capital had a non-
significant influence on Financial Condition. However, they found it emerged after intervening through the culture. At
the same time, Zulkifli et al. (2018)(2018) found contrasting findings where Human Capital and Physical Capital
positively affected Financial Performance. Another finding suggested that the differences were caused by the influence
of Indonesia's national culture. The level of uncertainty was higher in Indonesia than in Australia, which later reduces

any resources on financial performance (Graham and Sathye, 2017).

Additionally, pressure from the central government has imposed some policies in managing the budget in local
government. Although provincial governments had adapted a new accounting system, the local officials found it
difficult to maintain a well-controlled and structured system (Harun and Kamase, 2012). In a similar vein, Mir and
Sutiyono (2013) have discovered that the demand, supply, and quality of Indonesia's local accounting system lacked
parity, which also means the financial system implemented less effective control. This, then, causes a subsequent effect
on the local financial performance as effective decision-making and efficient management would be difficult to
implement. Thus, in this situation exhibiting an effective control in managing resources lead to better financial

performance.

This investigation is necessary to understand further the antecedents of Financial Condition and the role of effective
management control. This study will also shed light on the importance of human and physical capital in developing
regional financial Condition. Local governments in Indonesia may have undergone less effective control over the

accounting system and failed to address the issue since their financial reports were in a category of acceptable without



exceptions. Sulawesi Selatan, in this case, acted as the main gate of Eastern Indonesia, where many essential businesses
happen. Despite the prestigious Financial Condition, this local government was imposed to implement regulation from
the central government. Additionally, some resources may have been used to support the financial performance.
However, more empirical information is necessary to explore whether those resources influence Financial Condition or

not.

Then, the theory and empirical evidence led this study to exert a management control system as its moderating variable
on observing the influence of Human Capital and Physical Capital on the Financial Condition of the area chosen in this
study. Fiscal decentralisation is a government policy to increase the ability of an area to manage its region. The local
governments faced difficulties implementing effective control system strategy because they were unable to link the
relationship between Human Capital and the control strategy. As a result, it caused the public services became less

efficient.
Having considered the above discussions, the research objectives are formulated as follows;

1. To examine the effect of Human Capital on Regional Financial Condition

To examine the effect of Physical Capital on Regional Financial Condition
2.
3. To examine the moderating effect of the Management Control System on the effect of Human Capital

and Physical Capital on Regional Financial Condition.

2 Literature review and hypotheses

The Public Sector Accounting Board (2007) defined the Financial Condition as the health of government financial
performance indicated by their ability to fulfil the financial obligations and the service commitments to the public,
creditors, employees and others. According to DiNapoli (2011), Financial Condition is the ability of the local
governments to comply with the expenditure budget by taking the source of local revenue and continue providing

services to the community.

Financial factors in Nirwana et al. (2014) are a financial distribution run by the financial system. The financial system
seeks to ensure sound financial judgment and cover-up liquidity. According to DiNapoli (2011), the indicators of
financial factors are the debt limits, the tax potential, and the legality of expenditure. According to DiNapoli (2011),
institutional factors are management practices and the existence of policies or regulations of local governments that
guarantee the implementation of healthy governance. Furthermore, the institutional indicators are the budget and
financial variance, the timeliness and accuracy of financial transactions, and the quality and timeliness of financial

reporting.

In addition, DiNapoli (2011) stated that the Financial Condition are determined by a combination of government
environment, institutional and financial factors. For example, when there is a decrease in the population, so there will
be a reduction in the tax revenue (negative environmental factors). However, the government can overcome this by
reducing services, increasing the tax rate, and striving to develop economic resources, which ultimately determine the

Financial Condition of the local governments.

Financial Condition at a regional level can be influenced by several factors such as CEO power (Daily and Johnson,
1997), environmental and operational management (Sueyoshi and Goto, 2010), and technical performance (Kristensen
et al., 2008). These antecedents can be grouped into two types of resource, namely human capital and physical capital.
The former was workforce competencies (e.g. knowledge and skills), while the latter is more related to technology,
devices, and equipment used to perform tasks in organisations. The human and physical capital will be the most two

precious antecedents of an organisation's Financial Condition.

The notion of human and physical capital as critical antecedents of financial Condition has been supported by a
theoretical perspective. A resource theory or commonly called Resource-Based Theory (RBT), uses a resource-based
approach to analyse competitive advantages (Barney, 1991, 2001). The theory is used as a supporting theory in this
study to see the effect of Human Capital and Physical Capital on regional Financial Condition. The key to the RBT

approach is a strategy of understanding the relation between valuable resources, organisation capabilities, competitive



advantage, and profitability. In the end, all those resources should particularly provide supports for maintaining the

competitive advantage over time.

The theory was first introduced by Wernerfelt (1984) in his work entitled “A Resource-based View of the Firm”.
However, most of the researches referred to Barney's (1991) seminal work. The firm resources explained how to help
the company in improving the efficiency and effectiveness of operations. Furthermore, the competitive advantage can
be understood by instilling an understanding of the company consists of heterogeneous and immovable elements. The
steps in maximising the company's competitive advantage should fit into the four criteria: valuable, awareness,
inimitability, and non-substitutability .

According to RBT, the resources can be generally defined by including the assets, organisational processes,
organisational attributes, information, or knowledge controlled by the organisations that can compile and imply the

strategies. Regardless of the number of resources, the RBT categorises the resources into three major types;
a. Physical Capital (e.g. technology, manufacturing, and equipment)
b. Human Capital (e.g. training, experience, insight)

c. Organisational capital resources (e.g. formal structural)

Using the framework of the RBT, both Human and Physical Capital can maintain the quality of Financial Condition in
an organisation, including public organisation such as provincial governments. Human Capital would provide the
organisation with desired human resources, directly influencing the quality of Financial Condition. Financial Condition
needs skilful personnel and experts to secure the accountability of the reporting system, for example. The existence of
these expected workforces will sustain the quality of Financial Condition. The same case applies to Physical Capital.
An organisation with ready-to-use tools, devices, and equipment will be more likely to exert those tools to support the

organisation's achievement and provide support for Financial Condition.

The concept of RBT, in this case, also asserts that Human Capital and Physical Capital are able to create an
organisation's competitive advantage to generate incremental values for the organisation. The value referred to the
better performance in an organisation, including financial performance. Throughout the application of adequate Human
Capital and supportive Physical Capital, provincial offices can provide more sufficient and complete information

towards better Financial Conditions (dan Ghozali and Chariri, 2007). Thus, the first two hypotheses are as follows:
Hypothesis 1 (H1): Human Capital has a positive effect on the Regional Financial Condition

Hypothesis 2 (H2): Physical Capital has a positive effect on Regional Financial Condition

The supports from the two resources may not always provide desired effect on Financial Condition due to some
conditions. For instance, previous studies have documented that organisational culture (Yesil and Kaya, 2013) and
gender (Campbell and Minguez-Vera, 2008) determined financial performance. Certain cultures may hinder the
implementation of supportive human and physical capital. Likewise, gender-related injustice also impedes effective
Human Capital management. It appears that there is some degree of control that may potentially influence the effect of
some resources on an organisation's financial achievement. It is plausible that the level of control presumably moderates

the two key resources' effect on Financial Condition.

Human Capital and Physical Capital depend on the degree of control applied by organisational management.
Management Control becomes much more critical in ensuring that the human and physical resources are in place to
support Financial Condition. Antheny—et-al—2005)null[ stated that “Management control is a process by which
managers influence other organisational members to imply the organisational strategies”. It is also a process of detecting
and correcting errors for accidental or intentional work. Since its focus is on humans and implementing plans,
management control requires strong psychological resources. Activities such as communication, advising, encouraging
and criticising are essential parts of this process. Management control utilises task control to ensure effective and
efficient work by considering three critical areas: budgeting, economic value-added, and balance scorecard (Otley,
1999).

Control Theory of Strategic Human Resource Management (Snell, 1992) proposed that as an organisation expects a

certain level of performance, it must implement a high degree of control over human resource management, particularly



when the goals and incentives are less clear. This theory also suggests that control depends on the degree of standard
exhibited by organisations. As goals and incentives are less known and the cause-effect knowledge of management
seems a blur, high control is highly needed. Organisations may suffer from underachievement performance or serious

issues related to organisational attainment.

The same case also applies to the Financial Condition. Using this Control theory perspective, public sector financial
condition at the regional level potentially requires some control in managing Human Capital and Physical Capital. The
control should start from input, behavioural, and finally outputs. Human Capital management could support financial
Condition when the input (e.g. recruitment and selection) is practised with systematic control. Behavioural control is
related to personnel's behaviours which also require control to direct personnel towards targeted goals. Output control
means organisation, stakeholders, and employees should have a crystalised standard of the desired output, and this
standard is deemed to guide human capital management. Thus, the higher control implemented by the organisations, the

more positive the effect of Human Capital on Financial Condition.

Physical capital also demands specific control in order to bring a positive impact on Financial Condition. As proposed
by the Control theory (Snell, 1992), a clear and crystalised standard is vital in developing control. Thus, a certain
degree of control is essential to ensure that the physical resources are utilised to attain organisational goals. According
to the theory, input, behavioural, and output control are three control systems elements. Physical Capital should also be
controlled using this concept. Organisations with a high degree of physical resource control would carefully consider
physical input, control personnel behavior in using physical assets or resources and evaluate physical utility output with
caution. By implementing this system, the positive effect of Physical Capital on Financial Condition will be

considerably improved.

Latham and Locke (1979) also have strengthened the argument that a high degree of control may cause the financial
resources (i.e. human and physical capital) are even impactful. The goal-setting theory (Latham and Locke, 1979;

Locke et al., 1981; Tosi et al., 1991) postulates that clear and specific goals are proven to be more effective than “do
your best” goals. The goals impact organisation as the degree of clarity is high, which also applies to Financial
Condition. An organisation could perform a better Financial Condition as the control over Human and Physical Capital
are more standardised and crystalised. Similarly, Snell (1992) found that clear standard played an essential role in

developing a better control system (see Figures 1 and 2).
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Given the vital role of control, this study proposes a management control system to control how the strategy in the
company runs according to plans and objectives. According to Purnamasari (2009), to encourage companies to
compete in increasingly fierce global competitions, professional managers must perform Management Control System.
It is a process and structure systematically arranged by management in controlling activities so that the company's goals
and objectives can be achieved. Therefore, Management Control System will moderate the effect of Human Capital

and Physical Capital on Financial Condition. The last two hypotheses will be:

Hypothesis 3 (H3): Management Control System moderates the relationship between Human Capital and Financial

Condition

Hypothesis 4 (H4): Management Control System moderates the relationship between Physical Capital and Financial

Condition

3 Method

3.1 Participants

Participants were employees of the Regional Financial and Asset Management Agency who served as the member of
the Financial Report Compilation team in the Golden Triangle area of South Sulawesi. According to the human
resource department, more than 100 employees worked in this team, and their jobs were related to financial evaluation
and audit. Researchers had limited access to some information due to confidentiality reasons. The study was advertised
to the three organisations, and participation was voluntary. The South Sulawesi Golden Triangle region was formed
from a path connecting the capital city and two big cities in South Sulawesi (Makassar, Gowa and Maros). Some
participants worked as Secretary, Budgetary, Treasury, Accounting and Information Technology and Regional Assets.
This study recruited five people in each division to obtain a sufficient sample, resulting in 25 participants in each
region. Since there were three regions, this study received responses from 75 participants in total. By implementing the
G #Power analysis, the number of participants (n = 75) had enough power to eliminate the type II error (Faul et al.,
2007(2020)). The number of female participants was 53%, and male 47%, with most participants, had bachelor degrees
(81%) and some post-graduate degrees (19%).

3.2 Measures

This study employed measures which the researchers developed following the theory of each variable (Brislin, 1970
(2021); Hinkin et al., 1997(2019)). There are four measuring instruments in this study. The following Table 1 describes

the construction of the measure:

alt-text: Table 1

@ The table layout displayed in this section is not how it will appear in the final version. The representation below is solely

purposed for providing corrections to the table. To preview the actual presentation of the table, please view the Proof.

Operational variable.

Variable Dimension Indicator

—_

. Special Competence

Human Capital (Mignone and dan O'Nell, 2005) 2. Work Experience

w

. Skill

—_

. Availability of Natural Resources and the Environment

Physical Capital (Baldi, 2013) 2. Government Investment

w

. Facilities and Infrastructure (e.g., Computer and Internet Networks)

—_

Management Control System (Prabawati, 2010(2022)) . Strategic Planning



2. Implementation and Measurement
3. Evaluation
1. Community needs
2. Population
3. Property Value
Environment
4. Inflation

5. Individual income

6. Budgeting
Financial Condition (DiNapoli, 2011)

—_

.Budget Cost
Organisation 2. Timeliness and accuracy of financial transactions

3. Quality and timeliness of financial reporting

. Limitation of Debt
Financial 2. Potential Taxes

3. Legality of Expenditures

All the measures were developed in Bahasa Indonesia using a 5-point Likert-type scale (1 = Strongly Disagree to 5 =
Strongly Agree). Human Capital Scale, Physical Capital Scale, and Management Control System Scale consisted of
three items, while the Financial Condition Scale had 12 items. The items included “the organisation has many
employees with special competence to accomplish challenging tasks” and “the organisation has implemented a well-
designed evaluation system.” The measurement model, including construct validity and reliability, was examined to

provide adequate support for the measurement model.

To test the measurement model, this study performed a Confirmatory Factor Analysis (CFA) with four measures (i.e.,
Human Capital, Physical Capital, Management Control System, and Financial Condition). The hypothesised model
was tested against other alternative models. The fit indices confirmed that the hypothesized model showed a better fit
(cmin/df = 1.2, p > 6.05[Instruction: I rounded all the number/values to two digits after point and removed zero before
point ], RMSEA = .05, and SRMR = .04) than the two-predictor model where Human and Physical Capital were
combined (cmin/df = 2, p > 6.05, RMSEA = .08, and SRMR = .08) and the single-predictor model where all
predictors and Management Control System were combined in the model (cmin/df = 4, p > 6.05, RMSEA = .09, and
SRMR = .69810). These results suggested that the data had four independent constructs confirming the proposed
theoretical model. Outer loading value indicated that the convergent validity of the data had coefficients above 6.50 for
each item and the #-value for each item above 1.96. Also, the Average Variance Extracted (AVE) value in each
construct variable was greater than 6.50. Based on the results, all constructs in the proposed theoretical model fit into

the convergent validity criteria. Those can be seen in the following Table 2:
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Average variance extracted (AVE).

VariableVariabel AVE
Human Capital 0.62+7
Physical Capital 0.606

Management Control System 0.534



Financial Condition 0.702

Source: Primary data.

The reliability test aims to examine the composite reliability of each measurement construct. The results suggested that
the constructs had composite reliability coefficients above 6.70 (see Table 3), confirming all the constructs had
acceptable reliability.
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Composite reliability.

Variable Composite Reliability
Human Capital 0.8326

Physical Capital 0.824+8

Management Control System 093+

Financial Condition 0.98%6

Source: Primary data.

3.3 Procedure

This research was part of a larger research program conducted by the regional financial institution. Data collection was
conducted using a three-wave data collection technique to avoid common method biases (MacKenzie and Podsakoff,
2012(2024)). The survey booklets were delivered to the Human Resource Department (HRD) Office, and the HRD
personnel sent the booklets to the potential participants. In the first phase, researchers collected demographic, human
capital and physical capital data. After a week, researchers collected data for the Management Control System and the
following week the Financial Condition data. Participants were asked to complete the questionnaire from the beginning
to the end of the data collection, which lasted for one month. All participants (n = 75, 100%) fully participated in the
study from the beginning to the end of the data collection. Informed consent was obtained from each participant in the
beginning of the data collection. This study followed and obeyed the ethical standards of the institutional and national
research committee of Indonesia. Study protocol number UH.EB.005.01.03.20 was reviewed and approved by the

Research Ethics Committee at Universitas Hasanuddin in Indonesia.

4 Results and discussion
4.1 Results

This study conducted several stages in the data analysis. First, the data were analysed using descriptive statistics and the
bivariate correlation technique. Secondly, the relationship between variables was tested using Pearson Product-moment
Correlation. Lastly, the Hierarchical Moderated Regressions test (Anderson, 1986(2023)) was conducted to answer

hypotheses.

Table 4 abeve-showed the means and standard deviations for each variable in the study. In addition, the relationship
between variables was presented. Generally, all variables in the study were positively and significantly correlated. The
level of relation between these variables ranged from » = .34 (p <.01) to » = .86 (p < .01). The Human Capital had a
strong correlation with the Financial Condition (» = .50, p < .01), and so did the Physical Capital (» = .53, p < .01).
The relation between the Management Control System and the Financial Condition was even stronger with the

correlation coefficient of » = .76 (p < .01). The results indicated that the two independent variables (i.e. Human Capital



and Physical Capital) and Management Control System had a strong positive relationship with Financial Condition.

{see-Table-5)-
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Descriptive statistics and bivariate correlations.

M SD 1 2 3 4 5 6
Human Capital 1143 1.21 -
Physical Capital 11.79 1.23 523k -
MCS 12.12 1.15 A5 S -
FC(Environment) 22.90 2.52 53k 56353k WRETS -
FC(Institution) 12.17 1.22 30 34 62 T8 -
FC(Financial) 12.26 1.35 A6 A6 67 % T2 645 -
FC Total 4733 4.63 S50 53k T 6% 863k 873k 8553k

Note: N =75, M =Mean, SD = Standard Deviation, MCS = Management Control System, FC = Financial Condition, #p <.01.
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Moderated regressions with financial condition as dependent variable.

Model R? Adj. R? AR? AF 8
1 Human Capital 25ssk% 24 - 24.81 S0k
Human Capital RIEE
2 35 33 1 0%k 10.86
Physical Capital 37w
Human Capital 323k
3 Physical Capital RIEE 34 01 1.47 RYETS
HC=MCS -12
Human Capital 33
Physical Capital 33k
4 435k 40 0653 7.98
HC«MCS =335k
PC+MCS 34

Note: N =75, A =change, 8 = Standardized Beta Weight, HC = Human Capital, PC = Physical Capital, sxxp <.001, %xp <.01.

After performing the descriptive statistics and bivariate correlation, the Hierarchical Moderated Regressions analysis
was performed. In this study, the regression technique was considered appropriate to examine the contribution of each
predictor in different regression models (de Jong, 1999(2025)). The following were the results of the analysis:



This analysis technique allowed researchers to capture the incremental contribution of each predictor in the models.
Before running the analysis, all predictors and the moderating variable were mean-centred to eliminate the risk of
multicollinearity (Hayes, 2013(2026)). With Human Capital as the only predictor, the first model showed a significant
impact on the Financial Condition (4dj. R° = .25, p < .001). In the second model, Physical Capital was entered, and it
contributed a positive and significant added value to the Financial Condition (AR? = .10, p < .01). In model 3, the
interaction between Human Capital and Management Control System did not significantly increase the variance of the
Financial Condition (AR’ = .01, p > .05). Model 4 was the regression model that gave the highest contribution to the
variance of the Financial Condition (AR? = .06, p < .01). In model 4, all predictors and the two interactions
significantly predicted Financial Condition. However, the interaction between Human Capital and Management

Control System contributed a negative effect on Financial Condition_(please see Table 5).

The analysis showed that the impact of Human Capital on Financial Condition was positive and significant across all
regression models. When there were no other variables in the model, the impact of Human Capital on Financial
Condition tended to be strong (Adj. R?> = 24, f = .50, p < .001). The impact of Human Capital on Financial
Condition remained positive and significant across all the regression models, including in model 4 (Adj. R? = .40, 8 =
.33, p <.001). Based on these results, Human Capital had a positive effect on the Financial Condition, which provided
support for HI. The presence of Physical Capital to predict Financial Condition also had a positive impact on all
regression models. In model 4, Physical Capital had the same effect as Human Capital (Adj. R> = .40, 8 = .33, p <
.001). The results also provided support for H2.

In model 4, the interaction between Human Capital and Management Control System contributed negatively to
Financial Condition (8 = -.33, p <.01). The impact of Human Capital on Financial Condition depended on the level of
the Management Control System. The higher the Management Control System, the lower the impact of Human Capital
on Financial Condition, and vice versa. This finding supported H3 that stated the Management Control System
moderated the relationship between Human Capital and Financial Condition. However, one should note that

Management Control System could weaken the effect of Human Capital on Financial Condition.

The interaction between Physical Capital and Management Control System also significantly impacted the Financial
Condition (8 = .34, p < .001). The impact of this interaction was positive, indicating that the effect of Physical Capital
on the Financial Condition would increase when the Management Control System was high. Conversely, if a low
Management Control System could reduce the impact of Physical Capital on the Financial Condition, these results

provided support for H4.

The last regression model (model 4) showed R? = .43 (p < .01), or the model explained 43% of the variance in the

Financial Condition. This finding considerably explained a large portion of Financial Condition in the organisations.

Figure 3 below illustrates the interaction between Human Capital and Management Control Systems in predicting
Financial Condition. The graph explained that the value of the prediction model was higher when the Management
Control System was at a low level (R 2 = .16), compared to when it was at a high level (R ° = .13). The existence of a

high Management Control System could reduce the impact of Human Capital on Financial Condition.
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The interaction between Physical Capital and Management Control System can be seen in Figure 4. Unlike the
previous interaction model, the interaction in Figure 4 showed that the impact of Physical Capital on Financial
Condition was stronger when the Management Control System was also at a high level (R? = .22) compared to low
levels (R = .07). A high Management Control System could support the positive impact of Physical Capital on

Financial Condition.
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S Discussion
5.1 The effect of human capital on financial condition

The analysis showed that Human Capital had a positive influence on Financial Condition. Based on the analysis, the
higher Human Capital (e.g., competencies, work experience and skills), the more likely Financial Condition leverages
in the golden triangle areas. This suggests that Human Capital affects environmental, institutional, and Financial

Conditions. In this study, a successful Financial Condition referred to the environment, institution and financial

dimensions.



Firstly, within the environmental dimension, there were community needs, populations, property values, inflation,
individual income, and budgeting, all of which were necessary to establish a stable Financial Condition. Secondly,
human resources also contribute to institutional financial performance. Human Capital aspects support the organisation
strategy, including the availability of budget, timeliness and accuracy of financial transactions, quality, and timeliness of
financial reporting. Lastly, the workforce competence also supports the financial dimension, including debt limits, tax
potential and legality of expenditure. Successful financial dimension, in this regard, relied upon the workforce
competence. Human capital serves as a means to monitor debt limits and tax management, for example. The increase
(or decrease) in Human Capital will influence the regional Financial Condition. This notion has been previously
supported by Zulkifli et al. (2018), Ramli et al. (2014), Nimtrakoon (2015), Ervina et al. (2008).; Is-etal«26+4).

The RBT (Barney, 1991, 2001) has explained the importance of valuable and rare resources in fostering organisation
competitive advantages. Human Capital also acted as a valuable resource for organisational success, including financial
achievement within the organisation. As the organisation maintains sufficient quality of Human Capital, the workforce
will strive to facilitate sustainable financial performance. Thus, according to this study, the RBT successfully explained

the role of Human Capital in predicting Financial Condition.

Special competence, work experience, and skills became important points in improving Financial Condition because
those could be an essential part of improving the organisation's innovation, strategies, and objectives. In this study,
participants perceived that the development of Human Capital increased the regional government's ability to improve
the economy and maximise its potential. This research postulated that the role of Human Capital in a regional
government needed to be reconsidered because Human Capital can strengthen the goal attainment of a regional

government.
5.2 The effect of physical capital on financial condition

The results showed that Physical Capital had a positive effect on Financial Condition. The level of Physical Capital in
terms of the availability of natural resources and the environment, government investment, facilities and infrastructure
(e.g. computers, internet access) had a significant impact on Financial Condition in the three regional areas. Physical
Capital contributed positively to Financial Condition, including fostering environmental, institutional, and financial

aspects.

As mentioned earlier, there are three distinct dimensions of Financial Condition, namely the environment, institutions
and finances. These three dimensions depict the local government's financial performance in South Sulawesi (i.e.
Makassar, Gowa and Maros). In improving Financial Condition, the regional governments should take into account the
community needs, populations, property values, inflation, individual income and budgeting. The second dimension was
the institution, which covers budget availability, timeliness and accuracy of financial transactions, and the quality and
timeliness of financial reporting. The third dimension was finance which covered debt limits, tax potential and legality

of expenditure.

The RBT has supported that Physical Capital (e.g. technology) has provided valuable resources for the governmental
organisations in South Sulawesi, Indonesia. This empirical study has supported the theory and previous findings.
Physical Capital had a significant positive influence on the regional government's Financial Condition in these three
regions. Barney (2001) proposed that the competitive advantages of an organisation can be achieved by utilising the
existing valuable and rare resources in the organisation. Consistently, in the case of local government organisations in
Indonesia, it appeared that Physical Capital added a significant amount of incremental variances to the development of
Financial Condition. Physical assets, technologies, devices and other facilities were viewed as the essential elements of

a successful Financial Condition.

This study was also in line with research conducted by Zulkifli et al. (2018), Nimtrakoon (2015), Ervina et al. (2008);
Is-etal+(2644). However, the effect could be indirect as other variables might influence the relationship. For example,
Nirwana et al. (2014) discovered that Cultural Capital moderated the Physical Capital - Financial Condition
relationship. Therefore, this study also considered testing the moderating effect of the Management Control System in

the relationship.

Limitations of Physical Capital often became a problem of a local government regardless of the quality of Human

Capital. Generally, regions with outstanding Human Capital would be more developed if juxtaposed with the



availability of natural resources and the environment, adequate government investment, facilities and infrastructure. In
this study, participants considered that Physical Capital, in the form of technologies, facilities, and infrastructures,

provided significant support for the region's Financial Condition.

5.3 The moderation effect of management control system on the relation of human capital and

financial condition

Apart from the direct effect of Human Capital on Financial Condition, this study also found that Management Control
System moderated the effect of Human Capital on Financial Condition. This research was supported by the Control
Theory (Snell, 1992) as the theory stated that managing human resources must be supported with input, behavioural,
and output control. In addition, the Control Theory and the Goal Setting (Latham and Locke, 1979) postulated that
clear and crystalised standard potentially emphasise the effect of resources. Besides, the goal-setting principles have
stressed enough the importance of specific and clear goals. These theories have supported the notion that organisations
with supportive human resources, but unspecified goals and rules would experience constraints to rise their Financial

Condition.

This study discovered interesting findings related to the moderation effect of the Management Control System. The
presence of a lower degree of Management Control System could trigger improvement in local government
organisation. In contrast, a high degree of Management Control System would reduce the effect of Human Capital on
Financial Condition. The theories have supported that Management Control System facilitated the Human Capital —
Financial Condition relationship. The moderating effect seems to be more positive as the theories suggested that a clear
and specific goal in human resource management could improve Financial Condition. However, this study showed
opposing evidence as the moderating effect was found to be negative. This indicated that the existence of a

Management Control System could weaken the role of Human Capital on Financial Condition.

In the local government areas, Human Capital significantly determined the fluctuation of Financial Condition.
However, as the Management Control System implemented with a considerably high degree of input, behavioural, and
output control, Human Capital would be less influential. The Management Control System improves Human Capital
management by standardising control over the input quality, specifying work behaviour, and directing control to attain
desired output. The government officials could have perceived Human Capital as an insignificant resource as the
human resources management was highly controlled. The regional governments could have discarded the importance

of Human Capital for Financial Condition as they perceived a high Management Control System.

The results of this study were in line with the research conducted by Chandra (2017), Ong et al. (2016), Utary (2014),
where they all found that the Management Control System had a significant influence on Human Capital and Financial
Condition. However, scholars and government officials should consider how the Human Capital and Management
Control System interact to predict Financial Condition. As the Management Control System increases, the Human
Capital impact on Financial Condition declines. Thus, organisations with a flawed Management Control System may

require high quality of Human Capital to improve financial conditions.

5.4 The moderation effect of management control system on the relation of physical capital and

financial condition

This study also indicated that the Management Control System moderated the effect of Physical Capital on Financial
Condition. The relation between Physical Capital and Financial Condition increased as the Management Control
System was included in the prediction model. As predicted previously using the Control Theory by Snell (1992), a high
degree of control over input, behaviour, and output improved the quality of Physical Capital. In this respect, Physical
Capital could be more influential as the Management Control System ensured its quality by controlling input of
physical resources, controlling behaviours in utilising the resources, and directing the outputs of resources. This study
suggested that as the Management Control System increases, it improves the effect of Physical Capital on Financial

Condition.

Unlike the former moderating effect, Management Control System and Physical Capital went hand-in-hand in
predicting Financial Condition. It indicated that the effect of Physical Capital on Financial Condition depended on the
degree of the control system within the organisation. Organisations with abundant Physical Capital may not always

lead to high performing Financial Condition unless they implement a favourable Management Control System. This



sheds light on the importance of the Management Control System in facilitating the role of Physical Capital.
Hypothetically, if the organisations aim to have fewer physical resources, managing the resources using the
Management Control System principles will accentuate the effect of the resources on the organisations' Financial

Condition.

The results were in line with some previous investigations conducted by Chandra (2017), Ong et al. (2016), and Utary
(2014). In those studies, Management Control System was one of the predictors of Financial Performance in
organisations. The Management Control System's effect is vital as it serves as control over resources availability and
quality. Antheny—et-ab—2605)null[ stated that Management Control System was also a process for detecting and

correcting errors at work.

In the regional government offices, the three golden areas of South Sulawesi may have relied on the Management
Control System to attain an expected level of Financial Condition. In this regard, the regional government should strive
to optimise control over the physical resources. The control system should manage the selection of equipment, human
behaviours related to the application of the equipment and monitor the effectiveness of specific technologies or devices
on outputs. Physical Capital positively predicts the regional government Financial Condition as far as the physical

resources controlled with systematic procedure starting from input to output.
5.5 Implications

This research empirically examined the influence of moderating effect of Management Control Systems on the two
antecedents of the regional Financial Condition; Human Capital and Physical Capital. The results supported that the
perceived Management Control System significantly determined Human Capital and Physical Capital's effect on
Financial Condition. However, this moderator behaved differently towards Human and Physical Capital in the regional
government organisations. Management Control System tended to alter the low quality of Human Capital while at the

same time strengthen the Physical Capital — Financial Condition Relationship.

If the regional governments implement a high Management Control System, the Physical Capital will be more likely to
foster Financial Condition. Unfortunately, this condition will also reduce the Human Capital's effect on Financial
Condition. Albeit the organisations have exhibited sufficient workforce competence, it will have less impact on the
Financial Condition as the Control System is highly managed. Presumably, outstanding Human Capital can tolerate a
flawed Management Control System and still positively impacts Financial Condition. Control System is vital for
directing the effect of resources on Financial Condition. However, in this case, the local government officials should be
aware that increasing control over Human Capital can reduce the effect of human resources on Financial Condition.
Human Capital in the local government areas may not impact financial performance as the organisations implement

high control system.
5.6 Limitations and future research directions

This study employed a set of questionnaire as valid and reliable measures of variables being studied. The initial attempt
was to collect objective data. However, the existing objective data were not adequately standardised across different
organisations. Accessing the data and information related to the objective financial record was also strictly prohibited.
Likewise, researchers cannot find alternative objective data that measured the level of achievement of the whole
existing variables, other than the perception of employees who work in the organisations. This study then used Subject
Matter Experts (SMEs) perception of each variable, and this procedure had been permitted by the research ethics
committees and the government officials. Therefore, future studies can repeat this method using objective data sources

from government officials by establishing mutual collaborations.

Furthermore, although this research succeeded in involving representatives from all agencies with varying positions, the
number of participants involved was still small compared to previous studies. By increasing the number of participants
and involving more governmental organisations, future studies would provide more information regarding the effect of

the control system in the regional government organisations.

6 Conclusions

This study has two folds. Firstly, it contributed new information about the effect of two key resources (i.e. Human and

Physical Capital) on financial performance in governmental organisations. Secondly, this study broadens our



understanding of the unique role of the Management Control System in the local government organisations in South
Sulawesi, Indonesia. The first part of the findings was consistent with the RBT as both Human and Physical Capital
significantly predicted Financial Condition. However, the second part of the findings was mixed as Management
Control System negatively moderated the effect of Human Capital while at the same time also positively moderated the
effect of Physical Capital on Financial Condition. This study highlighted the importance of improving the standard of
the control system in managing the local government organisations. Although it potentially reduces Human Capital's

effect, a high degree of control will help organisations maintain and improve desirable Financial Condition.
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Dear editor and reviewer,

As suggested, we included our ethic approval letter and the informed consent form
in the revised version of the manuscript. Please let us know if anything we should do to
expedite the publication process.

Sincerely,
Asri Usman



Dear Editor and Reviewers,

I hope this finds you well,

We are pleased to receive the decision regarding our manuscript that has been submitted to
Heliyon. The manuscript has been revised, and new information has been added to improve
clarity. Here we provide our responses to each comment from the reviewers:

For the first reviewer:

We valued your input and seriously considered your comments in our discussion. Here are
responses to your comments:

1.

For the method, it was difficult for us to find exactly the number of participants. We
could only mention that the number was greater than 100 because of some conflicts of
interest we were trying to avoid. Some of these employees closely work with auditors and
inspectors of the regional government offices. We have tested our data using the
G*Power calculator, and the results showed enough power to reduce type II error.

As suggested, all coefficients have been rounded two digits after zero.

For the measure section, we have included model fit indices (i.e., chi-square, df, p-value,
RMSEA), also compared the measurement model with other alternative models to reduce
biases. The measures were self-report measures by subject matter experts (SME), and
some items have been included in the measure section.

The reason we employed Hierarchical Moderated Regression because we wanted to
compare different regression models. We were able to compare the change in R? by using
this method. We understood that Structural Equation Model could be used in this study,
but it could only give us one model. At the same time, we intended to show our readers
how different antecedent (e.g., human capital) could change variance in Financial
Condition.

Our analysis also included a “mean-centred” procedure to eliminate multicollinearity. We
have reported this in the revised manuscript.

As suggested, we have added some arguments related to the importance of Human
Capital and Physical Capital. We also included some studies that previously predicted
Financial Condition.

Previous scholars in this area have overlooked Management Control System. We aimed
to tailor the role of management, human factors, and physical aspects of financial
performance in an organisation. We have specified the reasons to include Management
Control System as the moderating variable in this study.

As suggested, we reorganised the literature and hypotheses

For reviewer #2

1.

We agreed that many factors within the organisation could predict financial performance.
We have cited some studies that have revealed the predictors of financial performance.
Human Capital and Physical Capital are two critical resources in the organisation but
have received less attention from scholars in accounting or financial management studies.
For the method, the participants were recruited via advertisements. We did not directly
communicate with potential participants to avoid the potential risk of conflicts. Many of
them work as auditors and inspector for authority figures. We reached the HRD offices to
communicate our study, and they helped us advertise the study and distribute the survey



booklets. The number of participants should not be an issue according to the G*Power
calculator. We also performed a “mean-centred” technique to eliminate multicollinearity.
For the analysis, we initially performed CFA to evaluate our measurement model (i.e.,
construct validity and reliability), but we did not report the results in the original draft.
We have revised the manuscript, included the CFA results, and compared our proposed
theoretical model with other alternative models.

We preferred to report our current analysis and included measurement model analysis to
support our theoretical model.

Thank you for your advice regarding the readability of our manuscript. We have revised
and sent the manuscript for proofreading. Please do let us know if anything we could do
to improve the quality of this manuscript.



Dear Editor and Reviewers,

I hope this finds you well,

We are pleased to receive the decision regarding our manuscript that has been submitted to
Heliyon. We have removed the track-changes and added some information regarding research
ethich (i.e., inform consent and research ethic committee). Please let us know if anything we
should do to expedite the publication process.

Regards,
Asri Usman
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Abstract

This study examines the effect of Human Capital and Physical Capital on Regional Financial
Condition with a Management Control System as moderator. Participants were employees of the
Regional Financial and Asset Management Directorates located in three major cities in the
province of South Sulawesi, Indonesia. The participants were recruited from three different regions
resulting in 75 participants in a three-wave data collection procedure. Four measures were
developed (i.e. Human Capital, Physical Capital, Management Control System, and Financial
Condition), which were constructively valid and reliable for research purposes. The results showed
that Human Capital and Physical Capital directly influenced the Financial Condition. The effect
of Human and Physical Capital was moderated by the Management Control System. Management
Control System negatively moderated the effect of Human Capital while at the same time also
positively moderated the effect of Physical Capital on Financial Condition. This study collected
participant’s perceptions towards the study variables without any further investigation to the
objective measures. Although some scholars may find this as the lack of evidence against the actual
Financial Condition, acknowledging experts’ perceptions should provide a better understanding of
the experienced Financial Condition. Various studies have investigated some factors which may
affect Financial Condition. However, this study proposed an examination of the role of the
Management Control System. In this case, a capital that is owned by the financial organisations
cannot provide a direct impact on the Financial Condition without the role of the Management
Control System.

Keywords: Human Capital, Physical Capital, Management Control System, Financial Condition,
and Indonesia

INTRODUCTION

Financial Condition is determined by the ability of an area to fulfil an obligation for
prospering or serving a community. In this regard, there are three core dimensions to evaluate the
Financial Condition they are environmental, institutional and financial dimensions (Dinapoli,
2011). These three dimensions will be interconnected to produce a proper Financial Condition. By



fulfilling all these dimensions, the government will be able to bring more stable Financial
Condition.

Firstly, the environmental dimension is the assessment of Financial Condition based on
how a government supports or impedes regulations, especially on bringing innovations to the
community. Secondly, the institutional dimension is a management practice and legislative policy
which guides financial decision making. Its function is often as a response to environmental or
political factors (Dinapoli, 2011). Lastly, the financial dimension is most related to financial
performance. This particular dimension includes potential tax or incomes in a particular region
and a debt limit and legality of expenditure from a region. For some countries, it also consists of
fiscal decentralisation management in which each region will obtain a budget for the funds to be
managed.

One of the most important questions to this issue is that what are variables may potentially
predict Financial Condition. Research in this area has investigated some determinants of Financial
Condition and performance. In Indonesia, the type of firm, independent board, gender diversity,
and location of director can determine financial distress (Kristanti ez al., 2016). On the other hand,
a study also revealed that the Capital Adequacy Ratio, Credit Interest Income, and size of the
organisation or corporate had a positive effect on financial performance (Elshaday et al., 2018). In
some public organisations, the political system played a significant role in financial Condition
(Garcia-Sanchez et al., 2012). Some scholars also suggested that cost-efficiency and effective
financial management could determine Financial Condition (Cuadrado-Ballesteros and Bisogno,
2019; Zafra-Gomez et al., 2009, 2010). Although some predictors of financial Condition have been
revealed, these studies merely focused on the system and management of financial performance.
Human resources and other resources have not received much attention, even though organisations
demand a certain level of resources to perform effectively.

Considering the important roles of resources, the Resource-Based Theory (Barney, 1991)
supports the notion that Human Capital and Physical Capital provides significant resources for
maintaining Financial Condition. Human capital becomes considerably important because it is a
source of innovation and strategy renewal. Human Capital is related to any knowledge, skills,
abilities and attitudes owned by personnel in organisations that are highly supportive for
organisational success (Perrotta, 2018). Further, it can be fostered from applied research,
management objective, reengineering process and improvement or development of workforce
skills. Furthermore, Human Capital creates incremental values to organisations daily via
motivation, commitment, competence and effectiveness of teamwork. However, each organisation
offers distinctive approaches to managing Human Capital, which also means different values
(Lepak and Snell, 2002). Thus, human capital provides unique contributions to Financial Condition
based on unique approaches given by the organisations.

In addition to Human Capital, Physical Capital also adds incremental variance to the
successful Financial Condition. The notion of Physical Capital includes natural resources and other
technological devices (Galor and Moav, 2004). The existence of Physical Capital supports the
improvement of the Financial Condition of an area. To illustrate, the development of the primary
physical conditions such as sanitation, clean water, and electricity in an area will also help foster
the services and welfare for the community, which may later improve Financial Condition.



Physical Capital is also helpful for creating additional values to producing desired input. Thus, it
is reasonable to conclude that both human and physical resources act together to influence a region
financial condition.

The direct effect of these two capitals (i.e. human and physical) may have been moderated
by the level of control performed by the organisations. In Indonesia, some empirical investigations
conducted by Chandra (2017) and Sari and Fitriani (2009) found that the management control
system improved Financial Condition. In these two studies, Human Capital and Physical Capital
directly impacted financial performance where the organisations had sufficient control over the
resources. As a result, the organisations performed better and showed expected Financial
Condition.

The concept of Control theory in strategic human resource management from Snell (1992)
has provided a clear argument on how high control facilitates the positive effect of human capital
and physical capital on desired Financial Condition. According to the theory, Human Capital and
Physical Capital will leverage financial performance only if an organisation implement a certain
degree of control over human capital inputs, behavioural controls, and desired outputs. This further
suggests that possessing a management control system favours Human and Physical Capital’s
effect on Financial Condition.

Accordingly, management control system becomes a moderating variable in creating good
Financial Condition for one particular region. In a developing country like Indonesia, the
management control system is one of the most vital foundations of good governance (Purnomo,
and Budiawan, 2014). The internal control system includes various management tools that aim to
achieve a broad range of objectives. Besides, Riawan (2016) stated that the management control
system could improve an organisation’s Financial Condition. Meanwhile, Masyur (2016)
postulated that local governments encounter difficulties implementing a good control system
strategy because of the absence of synergy between Human Capital and the control strategy.
Subsequently, this made the public services became less efficient. Control becomes a crucial
element to ensure that Financial Condition is achieved as expected.

The management control system consists of management control structures and processes
(Halim et al., 2012). The control structure is centred on a variety of responsibility, while the
management control process includes budget preparation, implementation and measurement,
reporting, and analysis. In management control, the decisions are made based on the procedures
and other schedules carried out repeatedly year after year. Those procedures usually start from
programming. The program is translated into a budget, and then the company operates based on a
predetermined budget, procedure and policy. The final results are then compared with the budget
after being evaluated and improved if necessary. Since the procedure is carried out repeatedly
every year, then management requires a management control system to improve its performance
so that the company’s goals can be achieved.

By applying the Resource-Based Theory and Control theory in Strategic Management, one
should capture that the presence of high management control will leverage the effect of human and
physical capital on financial Condition. However, some contextual conditions may also influence
this argument. For instance, as a developing country, Indonesia implements a desentralisation



policies that also include financial autonomy for its provinces. Consequently, some experts and
practitioners have questioned some antecedents related to regional financial performance.

Law No. 23 of 2014 states the implementation of regional government directed to
accelerate the realisation of community welfare through improving services, empowerment, and
community participation, as well as enhancing regional competitiveness by taking into account the
principles of democracy, equality, justice, and uniqueness of the area in the system of the Unitary
State of the Republic of Indonesia. Regional autonomy is a part of decentralisation. It constructs
each region to have the right and obligation for regulating their area but with the control of the
central government and following the law. Fiscal decentralisation is implemented in order to
encourage several levels of government that can control each region. The local governments will
accommodate the aspirations of a community. The success of regional autonomy is integrated with
the ability of a region to manage the funds. Also, the local governments should be able to utilise
the resources that are already owned by the region. Therefore, the success of a regional autonomy
significantly is related to the Financial Condition of the region.

Unfortunately, contrasting views emerged regarding Human Capital and Physcial Capital’s
effect on Financial Condition in Indonesia. For instance, Nirwana and colleagues (2014) found
that Human Capital and Physical Capital had a non-significant influence on Financial Condition.
However, they found it emerged after intervening through the culture. At the same time, Zulkifli
et al. (2018) found contrasting findings where Human Capital and Physical Capital positively
affected Financial Performance. Another finding suggested that the differences were caused by the
influence of Indonesia’s national culture. The level of uncertainty was higher in Indonesia than in
Australia, which later reduces any resources on financial performance (Graham and Sathye, 2017).

Additionally, pressure from the central government has imposed some policies in
managing the budget in local government. Although provincial governments had adapted a new
accounting system, the local officials found it difficult to maintain a well-controlled and structured
system (Harun and Kamase, 2012). In a similar vein, Mir and Sutiyono (2013) have discovered
that the demand, supply, and quality of Indonesia’s local accounting system lacked parity, which
also means the financial system implemented less effective control. This, then, causes a subsequent
effect on the local financial performance as effective decision-making and efficient management
would be difficult to implement. Thus, in this situation exhibiting an effective control in managing
resources lead to better financial performance.

This investigation is necessary to understand further the antecedents of Financial Condition
and the role of effective management control. This study will also shed light on the importance of
human and physical capital in developing regional financial Condition. Local governments in
Indonesia may have undergone less effective control over the accounting system and failed to
address the issue since their financial reports were in a category of acceptable without exceptions.
Sulawesi Selatan, in this case, acted as the main gate of Eastern Indonesia, where many essential
businesses happen. Despite the prestigious Financial Condition, this local government was
imposed to implement regulation from the central government. Additionally, some resources may
have been used to support the financial performance. However, more empirical information is
necessary to explore whether those resources influence Financial Condition or not.



Then, the theory and empirical evidence led this study to exert a management control
system as its moderating variable on observing the influence of Human Capital and Physical
Capital on the Financial Condition of the area chosen in this study. Fiscal decentralisation is a
government policy to increase the ability of an area to manage its region. The local governments
faced difficulties implementing effective control system strategy because they were unable to link
the relationship between Human Capital and the control strategy. As a result, it caused the public
services became less efficient.

Having considered the above discussions, the research objectives are formulated as
follows;

1. To examine the effect of Human Capital on Regional Financial Condition

2. To examine the effect of Physical Capital on Regional Financial Condition

3. To examine the moderating effect of the Management Control System on the effect of

Human Capital and Physical Capital on Regional Financial Condition.

LITERATURE REVIEW AND HYPOTHESES

The Public Sector Accounting Board (2007) defined the Financial Condition as the health
of government financial performance indicated by their ability to fulfil the financial obligations
and the service commitments to the public, creditors, employees and others. According to Dinapoli
(2011), Financial Condition is the ability of the local governments to comply with the expenditure
budget by taking the source of local revenue and continue providing services to the community.

Financial factors in Nirvana et al. (2014) are a financial distribution run by the financial
system. The financial system seeks to ensure sound financial judgment and cover-up liquidity.
According to Dinapoli (2011), the indicators of financial factors are the debt limits, the tax
potential, and the legality of expenditure. According to Dinapoli (2011), institutional factors are
management practices and the existence of policies or regulations of local governments that
guarantee the implementation of healthy governance. Furthermore, the institutional indicators are
the budget and financial variance, the timeliness and accuracy of financial transactions, and the
quality and timeliness of financial reporting.

In addition, Dinapoli (2011) stated that the Financial Condition are determined by a
combination of government environment, institutional and financial factors. For example, when
there is a decrease in the population, so there will be a reduction in the tax revenue (negative
environmental factors). However, the government can overcome this by reducing services,
increasing the tax rate, and striving to develop economic resources, which ultimately determine
the Financial Condition of the local governments.

Financial Condition at a regional level can be influenced by several factors such as CEO
power (Daily and Johnson, 1997), environmental and operational management (Sueyoshi and
Goto, 2010), and technical performance (Kristensen et al, 2008). These antecedents can be
grouped into two types of resource, namely human capital and physical capital. The former was
workforce competencies (e.g. knowledge and skills), while the latter is more related to technology,
devices, and equipment used to perform tasks in organisations. The human and physical capital
will be the most two precious antecedents of an organisation’s Financial Condition.



The notion of human and physical capital as critical antecedents of financial Condition has
been supported by a theoretical perspective. A resource theory or commonly called Resource-
Based Theory (RBT), uses a resource-based approach to analyse competitive advantages (Barney,
1991, 2001). The theory is used as a supporting theory in this study to see the effect of Human
Capital and Physical Capital on regional Financial Condition. The key to the RBT approach is a
strategy of understanding the relation between valuable resources, organisation capabilities,
competitive advantage, and profitability. In the end, all those resources should particularly provide
supports for maintaining the competitive advantage over time.

The theory was first introduced by Wernerfelt (1984) in his work entitled “A4 Resource-
based View of the Firm”. However, most of the researches referred to Barney’s (1991) seminal
work. The firm resources explained how to help the company in improving the efficiency and
effectiveness of operations. Furthermore, the competitive advantage can be understood by
instilling an understanding of the company consists of heterogeneous and immovable elements.
The steps in maximising the company’s competitive advantage should fit into the four criteria:
valuable, awareness, inimitability, and non-substitutability.

According to RBT, the resources can be generally defined by including the assets,
organisational processes, organisational attributes, information, or knowledge controlled by the
organisations that can compile and imply the strategies. Regardless of the number of resources,
the RBT categorises the resources into three major types;

a. Physical Capital (e.g. technology, manufacturing, and equipment)
b. Human Capital (e.g. training, experience, insight)
c. Organisational capital resources (e.g. formal structural)

Using the framework of the RBT, both Human and Physical Capital can maintain the
quality of Financial Condition in an organisation, including public organisation such as provincial
governments. Human Capital would provide the organisation with desired human resources,
directly influencing the quality of Financial Condition. Financial Condition needs skilful personnel
and experts to secure the accountability of the reporting system, for example. The existence of
these expected workforces will sustain the quality of Financial Condition. The same case applies
to Physical Capital. An organisation with ready-to-use tools, devices, and equipment will be more
likely to exert those tools to support the organisation’s achievement and provide support for
Financial Condition.

The concept of RBT, in this case, also asserts that Human Capital and Physical Capital are
able to create an organisation’s competitive advantage to generate incremental values for the
organisation. The value referred to the better performance in an organisation, including financial
performance. Throughout the application of adequate Human Capital and supportive Physical
Capital, provincial offices can provide more sufficient and complete information towards better
Financial Conditions (Ghozali and Chariri, 2007). Thus, the first two hypotheses are as follows:

Hypothesis 1 (H1): Human Capital has a positive effect on the Regional Financial Condition
Hypothesis 2 (H2): Physical Capital has a positive effect on Regional Financial Condition



The supports from the two resources may not always provide desired effect on Financial
Condition due to some conditions. For instance, previous studies have documented that
organisational culture (Yesil and Kaya, 2013) and gender (Campbell and Minguez-Vera, 2008)
determined financial performance. Certain cultures may hinder the implementation of supportive
human and physical capital. Likewise, gender-related injustice also impedes effective Human
Capital management. It appears that there is some degree of control that may potentially influence
the effect of some resources on an organisation’s financial achievement. It is plausible that the
level of control presumably moderates the two key resources’ effect on Financial Condition.

Human Capital and Physical Capital depend on the degree of control applied by
organisational management. Management Control becomes much more critical in ensuring that
the human and physical resources are in place to support Financial Condition. Anthony and
Govindarajan (2005) stated that “Management control is a process by which managers influence
other organisational members to imply the organisational strategies”. It is also a process of
detecting and correcting errors for accidental or intentional work. Since its focus is on humans and
implementing plans, management control requires strong psychological resources. Activities such
as communication, advising, encouraging and criticising are essential parts of this process.
Management control utilises task control to ensure effective and efficient work by considering
three critical areas: budgeting, economic value-added, and balance scorecard (Otley, 1999).

Control Theory of Strategic Human Resource Management (Snell, 1992) proposed that as
an organisation expects a certain level of performance, it must implement a high degree of control
over human resource management, particularly when the goals and incentives are less clear. This
theory also suggests that control depends on the degree of standard exhibited by organisations. As
goals and incentives are less known and the cause-effect knowledge of management seems a blur,
high control is highly needed. Organisations may suffer from underachievement performance or
serious issues related to organisational attainment.

The same case also applies to the Financial Condition. Using this Control theory
perspective, public sector financial condition at the regional level potentially requires some control
in managing Human Capital and Physical Capital. The control should start from input, behavioural,
and finally outputs. Human Capital management could support financial Condition when the input
(e.g. recruitment and selection) is practised with systematic control. Behavioural control is related
to personnel’s behaviours which also require control to direct personnel towards targeted goals.
Output control means organisation, stakeholders, and employees should have a crystalised
standard of the desired output, and this standard is deemed to guide human capital management.
Thus, the higher control implemented by the organisations, the more positive the effect of Human
Capital on Financial Condition.

Physical capital also demands specific control in order to bring a positive impact on
Financial Condition. As proposed by the Control theory (Snell, 1992), a clear and crystalised
standard is vital in developing control. Thus, a certain degree of control is essential to ensure that
the physical resources are utilised to attain organisational goals. According to the theory, input,
behavioural, and output control are three control systems elements. Physical Capital should also
be controlled using this concept. Organisations with a high degree of physical resource control
would carefully consider physical input, control personnel behavior in using physical assets or



resources and evaluate physical utility output with caution. By implementing this system, the
positive effect of Physical Capital on Financial Condition will be considerably improved.

Latham and Locke (1979) also have strengthened the argument that a high degree of control
may cause the financial resources (i.e. human and physical capital) are even impactful. The goal-
setting theory (Latham and Locke, 1979; Locke et al., 1981; Tosi et al., 1991) postulates that clear
and specific goals are proven to be more effective than “do your best” goals. The goals impact
organisation as the degree of clarity is high, which also applies to Financial Condition. An
organisation could perform a better Financial Condition as the control over Human and Physical
Capital are more standardised and crystalised. Similarly, Snell (1992) found that clear standard
played an essential role in developing a better control system.

Given the vital role of control, this study proposes a management control system to control
how the strategy in the company runs according to plans and objectives. According to Purnamasari
(2009), to encourage companies to compete in increasingly fierce global competitions,
professional managers must perform Management Control System. It is a process and structure
systematically arranged by management in controlling activities so that the company's goals and
objectives can be achieved. Therefore, Management Control System will moderate the effect of
Human Capital and Physical Capital on Financial Condition. The last two hypotheses will be:

Hypothesis 3 (H3): Management Control System moderates the relationship between Human
Capital and Financial Condition
Hypothesis 4 (H4): Management Control System moderates the relationship between Physical
Capital and Financial Condition

Human Capital
Management

Control System

Physical Capital

Financial Condition

Figure 1. Theoretical Framework



METHOD
Participants

Participants were employees of the Regional Financial and Asset Management Agency
who served as the member of the Financial Report Compilation team in the Golden Triangle area
of South Sulawesi. According to the human resource department, more than 100 employees
worked in this team, and their jobs were related to financial evaluation and audit. Researchers had
limited access to some information due to confidentiality reasons. The study was advertised to the
three organisations, and participation was voluntary. The South Sulawesi Golden Triangle region
was formed from a path connecting the capital city and two big cities in South Sulawesi (Makassar,
Gowa and Maros). Some participants worked as Secretary, Budgetary, Treasury, Accounting and
Information Technology and Regional Assets. This study recruited five people in each division to
obtain a sufficient sample, resulting in 25 participants in each region. Since there were three
regions, this study received responses from 75 participants in total. By implementing the G*Power
analysis, the number of participants (n= 75) had enough power to eliminate the type II error (Faul
et al., 2007). The number of female participants was 53%, and male 47%, with most participants,
had bachelor degrees (81%) and some post-graduate degrees (19%).

Measures

This study employed measures which the researchers developed following the theory of
each variable (Brislin, 1970; Hinkin ef al., 1997). There are four measuring instruments in this
study. The following table 1 describes the construction of the measure:

Table 1. Operational Variable

Variable | Dimension Indicator
1. Special Competence
2. Work Experience
3. Skill
1. Availability of Natural Resources
and the Environment
Government Investment
Facilities and Infrastructure (e.g.,
Computer and Internet Networks)
Strategic Planning
Implementation and Measurement
Evaluation
Community needs
Population
Property Value
Inflation
Individual income
Budgeting
Budget Cost
Timeliness and accuracy of
financial transactions

Human Capital (Mignonedan O’Neil,
2005)

Physical Capital (Baldi, 2013)

w

Management Control System (Prabawati,
2010)

Environment

Financial Condition
(Dinapoli, 2011)

Organisation

e PR il il ol e




3. Quality and timeliness of financial
reporting

Financial 1. Limitation of Debt

2. Potential Taxes

3. Legality of Expenditures

All the measures were developed in Bahasa Indonesia using a 5-point Likert-type scale
(1= Strongly Disagree to 5= Strongly Agree). Human Capital Scale, Physical Capital Scale, and
Management Control System Scale consisted of three items, while the Financial Condition Scale
had 12 items. The items included “the organisation has many employees with special
competence to accomplish challenging tasks” and “the organisation has implemented a well-
designed evaluation system.” The measurement model, including construct validity and
reliability, was examined to provide adequate support for the measurement model.

To test the measurement model, this study performed a Confirmatory Factor Analysis
(CFA) with four measures (i.e., Human Capital, Physical Capital, Management Control System,
and Financial Condition). The hypothesised model was tested against other alternative models.
The fit indices confirmed that the hypothesized model showed a better fit (cmin/df= 1.2, p> 0.05,
RMSEA= .05, and SRMR=.04) than the two-predictor model where Human and Physical
Capital were combined (cmin/df= 2, p> 0.05, RMSEA= .08, and SRMR= .08) and the single-
predictor model where all predictors and Management Control System were combined in the
model (cmin/df= 4, p> 0.05, RMSEA= .09, and SRMR=.098). These results suggested that the
data had four independent constructs confirming the proposed theoretical model. Outer loading
value indicated that the convergent validity of the data had coefficients above 0.50 for each item
and the #-value for each item above 1.96. Also, the Average Variance Extracted (AVE) value in
each construct variable was greater than 0.50. Based on the results, all constructs in the proposed
theoretical model fit into the convergent validity criteria. Those can be seen in the following
table:

Table 2. Average Variance Extracted (AVE)

Variabel AVE
Human Capital 0.617
Physical Capital 0.600
Management Control System 0.534
Financial Condition 0.702

Source: Primary data

The reliability test aims to examine the composite reliability of each measurement
construct. The results suggested that the constructs had composite reliability coefficients above
0.70 (see table 3), confirming all the constructs had acceptable reliability.

Table 3. Composite Reliability

Variable Composite Reliability
Human Capital 0.826
Physical Capital 0.818
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Management Control System 0.931
Financial Condition 0.976
Source: Primary data

Procedure

This research was part of a larger research program conducted by the regional financial
institution. Data collection was conducted using a three-wave data collection technique to avoid
common method biases (MacKenzie and Podsakoff, 2012). The survey booklets were delivered to
the Human Resource Department (HRD) Office, and the HRD personnel sent the booklets to the
potential participants. In the first phase, researchers collected demographic, human capital and
physical capital data. After a week, researchers collected data for the Management Control System
and the following week the Financial Condition data. Participants were asked to complete the
questionnaire from the beginning to the end of the data collection, which lasted for one month. All
participants (n= 75, 100%) fully participated in the study from the beginning to the end of the data
collection. Informed consent was obtained from each participant in the beginning of the data
collection. This study followed and obeyed the ethical standards of the institutional and national
research committee of Indonesia. Study protocol number UH.EB.005.01.03.20 was reviewed and
approved by the Research Ethics Committee at Universitas Hasanuddin in Indonesia.

RESULTS AND DISCUSSION

Results

This study conducted several stages in the data analysis. First, the data were analysed using
descriptive statistics and the bivariate correlation technique. Secondly, the relationship between
variables was tested using Pearson Product-moment Correlation. Lastly, the Hierarchical
Moderated Regressions test (Anderson, 1986) was conducted to answer hypotheses.

Table 4. Descriptive Statistics and Bivariate Correlations

M SD 1 2 3 4 5 6
Human Capital 1143 121 -
Physical Capital 11.79 123 52" -
MCS 12.12  1.15 45" 54" -
FC(Environment) 2290 2.52 .53 567 737 -
FC(Institution) 1217 122 30" 34" 2" 78" -
FC(Financial) 1226 135 46" 467 67" 127 64 -
FC Total 4733 463 507 53" 76 86 87" 85"

Note: N=75, M= Mean, SD= Standard Deviation, MCS= Management Control System,
FC= Financial Condition, “p<.01

Table 4 above showed the means and standard deviations for each variable in the study. In
addition, the relationship between variables was presented. Generally, all variables in the study
were positively and significantly correlated. The level of relation between these variables ranged
from = .34 (p <.01) to » = .86 (p<.01). The Human Capital had a strong correlation with the
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Financial Condition (r = .50, p<.01), and so did the Physical Capital (= .53, p<.01). The relation
between the Management Control System and the Financial Condition was even stronger with the
correlation coefficient of 7= .76 (p<.01). The results indicated that the two independent variables
(i.e. Human Capital and Physical Capital) and Management Control System had a strong positive
relationship with Financial Condition.

After performing the descriptive statistics and bivariate correlation, the Hierarchical
Moderated Regressions analysis was performed. In this study, the regression technique was
considered appropriate to examine the contribution of each predictor in different regression models
(de Jong, 1999). The following were the results of the analysis:

Tabel 5. Moderated Regressions with Financial Condition as Dependent Variable

Model R’ Adj. R? AR? AF

1 Human Capital 25" 24 - 24.81 507

2 Human Capital 35" 33 10 10.86 317
Physical Capital 37

3 Human Capital 36" 34 01 1.47 32"
Physical Capital 37
HC*MCS -.12

4 Human Capital 43" 40 06" 7.98 33"
Physical Capital 33"
HC*MCS -33"
PC*MCS 34

Note: N= 75, A= change, f= Standardized Beta Weight, HC= Human Capital, PC=
Physical Capital, “*p<.001, *p< .01

This analysis technique allowed researchers to capture the incremental contribution of each
predictor in the models. Before running the analysis, all predictors and the moderating variable
were mean-centred to eliminate the risk of multicollinearity (Hayes, 2013). With Human Capital
as the only predictor, the first model showed a significant impact on the Financial Condition (A4d].
R’= 25, p<.001). In the second model, Physical Capital was entered, and it contributed a positive
and significant added value to the Financial Condition (AR’= .10, p<.01). In model 3, the
interaction between Human Capital and Management Control System did not significantly increase
the variance of the Financial Condition (AR’ = .01, p>.05). Model 4 was the regression model that
gave the highest contribution to the variance of the Financial Condition (AR’ = .06, p< .01). In
model 4, all predictors and the two interactions significantly predicted Financial Condition.
However, the interaction between Human Capital and Management Control System contributed a
negative effect on Financial Condition.

The analysis showed that the impact of Human Capital on Financial Condition was positive
and significant across all regression models. When there were no other variables in the model, the
impact of Human Capital on Financial Condition tended to be strong (Adj. R> = .24, p= .50, p<
.001). The impact of Human Capital on Financial Condition remained positive and significant
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across all the regression models, including in model 4 (Adj. R? = .40, = .33, p <.001). Based on
these results, Human Capital had a positive effect on the Financial Condition, which provided
support for H1. The presence of Physical Capital to predict Financial Condition also had a positive
impact on all regression models. In model 4, Physical Capital had the same effect as Human Capital
(Adj. R*> = .40, p= .33, p <.001). The results also provided support for H2.

In model 4, the interaction between Human Capital and Management Control System
contributed negatively to Financial Condition (5= -.33, p<.01). The impact of Human Capital on
Financial Condition depended on the level of the Management Control System. The higher the
Management Control System, the lower the impact of Human Capital on Financial Condition, and
vice versa. This finding supported H3 that stated the Management Control System moderated the
relationship between Human Capital and Financial Condition. However, one should note that
Management Control System could weaken the effect of Human Capital on Financial Condition.

The interaction between Physical Capital and Management Control System also
significantly impacted the Financial Condition (f= .34, p <.001). The impact of this interaction
was positive, indicating that the effect of Physical Capital on the Financial Condition would
increase when the Management Control System was high. Conversely, if a low Management
Control System could reduce the impact of Physical Capital on the Financial Condition, these
results provided support for H4.

The last regression model (model 4) showed R*= .43 (p<.01), or the model explained 43%
of the variance in the Financial Condition. This finding considerably explained a large portion of
Financial Condition in the organisations.

Human Capital

Financial
Condition
(R°= 43)

Management Control

Physical Capital

Figure 3 below illustrates the interaction between Human Capital and Management Control
Systems in predicting Financial Condition. The graph explained that the value of the prediction
model was higher when the Management Control System was at a low level (R*= .16), compared
to when it was at a high level (R’= .13). The existence of a high Management Control System
could reduce the impact of Human Capital on Financial Condition.

Figure 2. Empirical model and coefficients
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Figure 3. Interaction between Human Capital and Management Control System

The interaction between Physical Capital and Management Control System can be seen
in Figure 4. Unlike the previous interaction model, the interaction in figure 4 showed that the
impact of Physical Capital on Financial Condition was stronger when the Management Control
System was also at a high level (R’= .22) compared to low levels (R?= .07). A high Management
Control System could support the positive impact of Physical Capital on Financial Condition.
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Figure 4. Interaction between Physical Capital and Management Control System

DISCUSSION
The Effect of Human Capital on Financial Condition

The analysis showed that Human Capital had a positive influence on Financial Condition.
Based on the analysis, the higher Human Capital (e.g., competencies, work experience and skills),
the more likely Financial Condition leverages in the golden triangle areas. This suggests that
Human Capital affects environmental, institutional, and Financial Conditions. In this study, a
successful Financial Condition referred to the environment, institution and financial dimensions.

Firstly, within the environmental dimension, there were community needs, populations,
property values, inflation, individual income, and budgeting, all of which were necessary to
establish a stable Financial Condition. Secondly, human resources also contribute to institutional
financial performance. Human Capital aspects support the organisation strategy, including the
availability of budget, timeliness and accuracy of financial transactions, quality, and timeliness of
financial reporting. Lastly, the workforce competence also supports the financial dimension,
including debt limits, tax potential and legality of expenditure. Successful financial dimension, in
this regard, relied upon the workforce competence. Human capital serves as a means to monitor
debt limits and tax management, for example. The increase (or decrease) in Human Capital will
influence the regional Financial Condition. This notion has been previously supported by Zulkifli
(2018), Ramli et al. (2014), Nimtrakoon (2015), Ervina et al. (2008), Is et al. (2014).

The RBT (Barney, 1991, 2001) has explained the importance of valuable and rare resources
in fostering organisation competitive advantages. Human Capital also acted as a valuable resource
for organisational success, including financial achievement within the organisation. As the
organisation maintains sufficient quality of Human Capital, the workforce will strive to facilitate
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sustainable financial performance. Thus, according to this study, the RBT successfully explained
the role of Human Capital in predicting Financial Condition.

Special competence, work experience, and skills became important points in improving
Financial Condition because those could be an essential part of improving the organisation's
innovation, strategies, and objectives. In this study, participants perceived that the development of
Human Capital increased the regional government's ability to improve the economy and maximise
its potential. This research postulated that the role of Human Capital in a regional government
needed to be reconsidered because Human Capital can strengthen the goal attainment of a regional
government.

The Effect of Physical Capital on Financial Condition

The results showed that Physical Capital had a positive effect on Financial Condition. The
level of Physical Capital in terms of the availability of natural resources and the environment,
government investment, facilities and infrastructure (e.g. computers, internet access) had a
significant impact on Financial Condition in the three regional areas. Physical Capital contributed
positively to Financial Condition, including fostering environmental, institutional, and financial
aspects.

As mentioned earlier, there are three distinct dimensions of Financial Condition, namely
the environment, institutions and finances. These three dimensions depict the local government's
financial performance in South Sulawesi (i.e. Makassar, Gowa and Maros). In improving Financial
Condition, the regional governments should take into account the community needs, populations,
property values, inflation, individual income and budgeting. The second dimension was the
institution, which covers budget availability, timeliness and accuracy of financial transactions, and
the quality and timeliness of financial reporting. The third dimension was finance which covered
debt limits, tax potential and legality of expenditure.

The RBT has supported that Physical Capital (e.g. technology) has provided valuable
resources for the governmental organisations in South Sulawesi, Indonesia. This empirical study
has supported the theory and previous findings. Physical Capital had a significant positive
influence on the regional government's Financial Condition in these three regions. Barney (2001)
proposed that the competitive advantages of an organisation can be achieved by utilising the
existing valuable and rare resources in the organisation. Consistently, in the case of local
government organisations in Indonesia, it appeared that Physical Capital added a significant
amount of incremental variances to the development of Financial Condition. Physical assets,
technologies, devices and other facilities were viewed as the essential elements of a successful
Financial Condition.

This study was also in line with research conducted by Zulkifli (2018), Nimtrakoon (2015),
Ervina et al. (2008), Is et al. (2014). However, the effect could be indirect as other variables might
influence the relationship. For example, Nirvana et al. (2014) discovered that Cultural Capital
moderated the Physical Capital - Financial Condition relationship. Therefore, this study also
considered testing the moderating effect of the Management Control System in the relationship.

Limitations of Physical Capital often became a problem of a local government regardless
of the quality of Human Capital. Generally, regions with outstanding Human Capital would be
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more developed if juxtaposed with the availability of natural resources and the environment,
adequate government investment, facilities and infrastructure. In this study, participants
considered that Physical Capital, in the form of technologies, facilities, and infrastructures,
provided significant support for the region’s Financial Condition.

The Moderation Effect of Management Control System on the Relation of Human Capital and
Financial Condition

Apart from the direct effect of Human Capital on Financial Condition, this study also found
that Management Control System moderated the effect of Human Capital on Financial Condition.
This research was supported by the Control Theory (Snell, 1992) as the theory stated that managing
human resources must be supported with input, behavioural, and output control. In addition, the
Control Theory and the Goal Setting (Latham and Locke, 1979) postulated that clear and
crystalised standard potentially emphasise the effect of resources. Besides, the goal-setting
principles have stressed enough the importance of specific and clear goals. These theories have
supported the notion that organisations with supportive human resources, but unspecified goals
and rules would experience constraints to rise their Financial Condition.

This study discovered interesting findings related to the moderation effect of the
Management Control System. The presence of a lower degree of Management Control System
could trigger improvement in local government organisation. In contrast, a high degree of
Management Control System would reduce the effect of Human Capital on Financial Condition.
The theories have supported that Management Control System facilitated the Human Capital —
Financial Condition relationship. The moderating effect seems to be more positive as the theories
suggested that a clear and specific goal in human resource management could improve Financial
Condition. However, this study showed opposing evidence as the moderating effect was found to
be negative. This indicated that the existence of a Management Control System could weaken the
role of Human Capital on Financial Condition.

In the local government areas, Human Capital significantly determined the fluctuation of
Financial Condition. However, as the Management Control System implemented with a
considerably high degree of input, behavioural, and output control, Human Capital would be less
influential. The Management Control System improves Human Capital management by
standardising control over the input quality, specifying work behaviour, and directing control to
attain desired output. The government officials could have perceived Human Capital as an
insignificant resource as the human resources management was highly controlled. The regional
governments could have discarded the importance of Human Capital for Financial Condition as
they perceived a high Management Control System.

The results of this study were in line with the research conducted by Chandra (2017), Ong
et al. (2016), Rachma (2014), where they all found that the Management Control System had a
significant influence on Human Capital and Financial Condition. However, scholars and
government officials should consider how the Human Capital and Management Control System
interact to predict Financial Condition. As the Management Control System increases, the Human
Capital impact on Financial Condition declines. Thus, organisations with a flawed Management
Control System may require high quality of Human Capital to improve financial conditions.
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The Moderation Effect of Management Control System on the Relation of Physical Capital and
Financial Condition

This study also indicated that the Management Control System moderated the effect of
Physical Capital on Financial Condition. The relation between Physical Capital and Financial
Condition increased as the Management Control System was included in the prediction model. As
predicted previously using the Control Theory by Snell (1992), a high degree of control over input,
behaviour, and output improved the quality of Physical Capital. In this respect, Physical Capital
could be more influential as the Management Control System ensured its quality by controlling
input of physical resources, controlling behaviours in utilising the resources, and directing the
outputs of resources. This study suggested that as the Management Control System increases, it
improves the effect of Physical Capital on Financial Condition.

Unlike the former moderating effect, Management Control System and Physical Capital
went hand-in-hand in predicting Financial Condition. It indicated that the effect of Physical Capital
on Financial Condition depended on the degree of the control system within the organisation.
Organisations with abundant Physical Capital may not always lead to high performing Financial
Condition unless they implement a favourable Management Control System. This sheds light on
the importance of the Management Control System in facilitating the role of Physical Capital.
Hypothetically, if the organisations aim to have fewer physical resources, managing the resources
using the Management Control System principles will accentuate the effect of the resources on the
organisations’ Financial Condition.

The results were in line with some previous investigations conducted by Chandra (2017),
Ong et al. (2016), and Rachma (2014). In those studies, Management Control System was one of
the predictors of Financial Performance in organisations. The Management Control System's effect
is vital as it serves as control over resources availability and quality. Anthony and Govindarajan
(2005) stated that Management Control System was also a process for detecting and correcting
errors at work.

In the regional government offices, the three golden areas of South Sulawesi may have
relied on the Management Control System to attain an expected level of Financial Condition. In
this regard, the regional government should strive to optimise control over the physical resources.
The control system should manage the selection of equipment, human behaviours related to the
application of the equipment and monitor the effectiveness of specific technologies or devices on
outputs. Physical Capital positively predicts the regional government Financial Condition as far as
the physical resources controlled with systematic procedure starting from input to output.

Implications

This research empirically examined the influence of moderating effect of Management
Control Systems on the two antecedents of the regional Financial Condition; Human Capital and
Physical Capital. The results supported that the perceived Management Control System
significantly determined Human Capital and Physical Capital's effect on Financial Condition.
However, this moderator behaved differently towards Human and Physical Capital in the regional
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government organisations. Management Control System tended to alter the low quality of Human
Capital while at the same time strengthen the Physical Capital — Financial Condition Relationship.

If the regional governments implement a high Management Control System, the Physical
Capital will be more likely to foster Financial Condition. Unfortunately, this condition will also
reduce the Human Capital’s effect on Financial Condition. Albeit the organisations have exhibited
sufficient workforce competence, it will have less impact on the Financial Condition as the Control
System is highly managed. Presumably, outstanding Human Capital can tolerate a flawed
Management Control System and still positively impacts Financial Condition. Control System is
vital for directing the effect of resources on Financial Condition. However, in this case, the local
government officials should be aware that increasing control over Human Capital can reduce the
effect of human resources on Financial Condition. Human Capital in the local government areas
may not impact financial performance as the organisations implement high control system.

Limitations and Future Research Directions

This study employed a set of questionnaire as valid and reliable measures of variables being
studied. The initial attempt was to collect objective data. However, the existing objective data were
not adequately standardised across different organisations. Accessing the data and information
related to the objective financial record was also strictly prohibited. Likewise, researchers cannot
find alternative objective data that measured the level of achievement of the whole existing
variables, other than the perception of employees who work in the organisations. This study then
used Subject Matter Experts (SMEs) perception of each variable, and this procedure had been
permitted by the research ethics committees and the government officials. Therefore, future studies
can repeat this method using objective data sources from government officials by establishing
mutual collaborations.

Furthermore, although this research succeeded in involving representatives from all
agencies with varying positions, the number of participants involved was still small compared to
previous studies. By increasing the number of participants and involving more governmental
organisations, future studies would provide more information regarding the effect of the control
system in the regional government organisations.

CONCLUSIONS

This study has two folds. Firstly, it contributed new information about the effect of two
key resources (i.e. Human and Physical Capital) on financial performance in governmental
organisations. Secondly, this study broadens our understanding of the unique role of the
Management Control System in the local government organisations in South Sulawesi, Indonesia.
The first part of the findings was consistent with the RBT as both Human and Physical Capital
significantly predicted Financial Condition. However, the second part of the findings was mixed
as Management Control System negatively moderated the effect of Human Capital while at the
same time also positively moderated the effect of Physical Capital on Financial Condition. This
study highlighted the importance of improving the standard of the control system in managing the
local government organisations. Although it potentially reduces Human Capital's effect, a high
degree of control will help organisations maintain and improve desirable Financial Condition.
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Introduction and Purpose of the Study
This study aims to investigate employees’ perception about their daily work routine which
includes their idea about their performance and experience in the workplace.

2. Description of the Research
In this study you will be asked to complete questionnaires. The questionnaire will come in
three times in every two weeks. Each questionnaire will take up to 15 minutes to
complete.

3. Participation

We estimate there will be 100 employees participate in this study. They will come from
the Regional Financial and Asset Management Agency team in the Golden Triangle area
of South Sulawesi. As a participant, you will receive a survey booklet three times every
two weeks. Your decision to participate in this study is complete voluntary. If you decide
to not participate in this study, it will not affect the care, services, or benefits to which
you are entitled.

4. Potential Risks and Discomforts
You may experience some discomforts in filling the questionnaire. If you do not feel
comfortable enough to answer the questions, you can stop at any point. You can withdraw
from the study at any point and your decision will not affect your job, the care, service, or
benefits to which you are entitled. This study and your participation will not impact your
Jjob or your performance report.

5. Potential Benefits

People who participate in this study may better understand the link between human
resources and financial condition.
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