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Abstract 
 
This study aims to 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 which were located in 
three major cities/districts in the province of South Sulawesi, Indonesia. The 75 randomly 
selectedThe participants were recruited from three different regions resulting in 75 
participanparticipants ts 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 b, which were constructively valid and reliable for research 
purposes. The results showed that the Human Capital and Physical Capital directly influenced the 
Financial 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 financial conditionsFinancial 
Condition, acknowledging experts’ perceptions should provide a better understanding on of the 
experienced Ffinancial conditionCondition. Various studies have investigated some factors which 
may affect the Financial ConditionsFinancial Condition. However, this study proposed an 
examination of the role of the Management Control System. In this case, a capital which that is 
owned by the financial organizations organisations cannot provide a direct impact on the Financial 
ConditionsFinancial Condition if there is nowithout 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 



2 
 

financial 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 conditionsFinancial Condition.  
 Firstly, the environmental dimension is the assessment of Financial 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 fiscal 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 decentralization 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 conditionsFinancial 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-Gómez 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 Resource-Based Theory 
(Barney, 1991) supports the notion that Human Capital and Physical Capital provides significant 
resources for maintaining sufficient financial conditionsFinancial 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 organizational 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 Ccapital 
creates incremental values to organisations on a daily basisdaily, via motivation, commitment, 
competence and effectiveness of the teamwork. However, each organization 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 condition 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 financial 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 basic primary 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 ConditionsFinancial Condition. Physical Capital is also useful 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 
system was able to improve Financial C and Sari and Fitriani (2009) found that the management 
control system improved onditionsFinancial 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 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 conditionsFinancial 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 Financial 
ConditionsFinancial Condition.  

Accordingly, management control system becomes a moderation 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 additionBesides, Riawan 
(2016) stated that the management control system is able tocould improve the Financial Condition 
of an organisaan organisation’s Financial Condition. Meanwhile, Masyur (2016) postulated that 
local governments encounter difficulties in implementing a good control system strategy 
becausemplementing 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 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 
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 whichmanagement 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 company's company’s goals 
can be achieved. 

By applying the Resource Resource-Based theory 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 conditionCondition. However, some 
contextual conditions may also influence this argument. For instance, Indonesia 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 about 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 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 decentralizationdecentralisation. 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 
withfollowing the law. A fFiscal decentralization decentralisation is implemented in order to 
encourage several levels of government which that are able tocan 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 additionAlso, the 
local governments should also 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 effect of Human Capital and 
Physcial CapitalHuman Capital and Physcial Capital’s effect on Financial ConditionsFinancial 
Condition in Indonesia. For instance, Nirwana and colleagues (2014) found that Human Capital 
and Physical Capital had a non-significant influence on Financial 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 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 to be higher in Indonesia than Australia which later reducehigher in Indonesia than in 
Australia, which later reduces the effect of any resources on financial performance (Graham and 
Sathye, 2017).  
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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’s local accounting system 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 order to further understandto 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 important essential businesses happens. Despite 
the prestigious financial conditionCondition, this local government was imposed to implement 
certain 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 condition Condition or not.  

Then, the theory and empirical evidence led this study to exert a management control 
system as its moderation moderating variable on observing the influence of Human Capital and 
Physical Capital on the Financial ConditionsFinancial Condition of the area which was chosen in 
this study. A fFiscal decentralization decentralisation 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 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 Financial ConditionsFinancial 
Condition. 

 2. To examine the effect of Physical Capital on Regional Financial ConditionsFinancial 
Condition. 

3. To examine the moderating effect of the Management Control System on the effect of 
Human Capital and Physical Capital on Regional Financial ConditionsFinancial 
Condition. which are moderated by the Management Control System. 
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LITERATURE REVIEW AND HYPOTHESES 
 The Public Sector Accounting Board (2007) defined the Financial 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 continuously continue providing services to the community. 

Financial factors in Nirvana et al. (2014) is a financial distribution which runare a financial 
distribution run by the financial system. The financial system seeks to ensure adequate sound 
financial judgment and cover cover-up liquidity. The Indicators of financial factors according to 
Dinapoli (2011) are the debt limits, the tax potentialAccording to Dinapoli (2011), the indicators 
of financial factors are the debt limits, the tax potential, and the legality of expenditure. 
AInstitutional factors according to Dinapoli (2011) are management practices and the existence of 
policies or regulations of local governments which guarantee the implementation of theccording 
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 ConditionsFinancial Condition are 
determined by a combination of government environment, institutional and financial factors. For 
example, when there is a decrease in the population of a government, so there will be a reduction 
in the tax revenue (negative environmental factors), but. However, the government can overcome 
this by reducing services, . Iincreasing the tax rate, and striving for the development ofto develop 
economic resources, which ultimately determine the Financial Condition of the local governments. 

Financial condition 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 
conditionCondition.  
 The notion of human and physical capital as key critical antecedents of financial condition 
Condition has been supported by a theoretical perspective. A resource theory or commonly called 
Resource 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 Financial 
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. 
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 The theory firstly 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 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 maximising the competitive advantage of the 
company should fit into the four criteria, 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, 
organizational organisational processes, organizational organisational attributes, information, or 
knowledge controlled by the organizations organisations which can be used tothat can compile and 
imply the strategies. Regardless of the number of resources, the RBT categorizes 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 condition Condition in an organisation, this includesincluding public 
organisation such as provincial governments. Human Capital would provide the organisation with 
desired human resources, which directly influencedirectly influencing the quality of financial 
conditionCondition. Financial condition 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 conditionCondition. The same case applies for to 
the Physical Capital, o. 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 well as providing support for Ffinancial conditionCondition.  

The concept of RBT, in this case, also asserts that Human Capital and Physical Capital are 
able to create an organization's organisation’s competitive advantage so as to generate the 
incremental values for the organizationorganisation. The value referred to the better performance 
in an organization 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 Cconditions (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 Financial 
ConditionsFinancial Condition. 
 

The supports from the two resources may not always provide desired effect on Ffinancial 
condition 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 Mínguez-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 Ccapital 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 propose that the effect of the two key resources on financial condition is presumably 
moderated by the level of controllevel 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 important critical in 
ensuring that the human and physical resources are in place to support Ffinancial 
conditionCondition. Anthony and Govindarajan (2005) stated that "“Management control is a 
process by which managers influence other organizational organisational members to imply the 
organizational 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 considerationsresources. Activities such as 
communication, advising, encouraging and criticizing criticising are important essential parts of 
this process. 

  Management control utilizes utilises task control to ensure the kind of effective 
and efficient work by considering three important areas namelyeffective and efficient work by 
considering three critical areas: budgeting, economic value 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 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 organizational organisational attainment.  
 The same case also applies for to the Ffinancial conditionCondition. Using this Control 
theory perspective, public sector financial condition in at 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 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 crystalized 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 certain specific control in order to bring a positive impact 
on financial conditionCondition. As proposed by the Control theory (Snell, 1992), a clear and 
crystalized crystalised standard is important vital in developing control. Thus, a certain degree of 
control is essential to ensure that the physical resources is are utilized 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 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 evaluateda 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, and thiswhich also apply applies for to Ffinancial 
conditionCondition. Organisation An organisation could perform a better Ffinancial Ccondition as 
the control over Human and Physical Capital are more standardized standardised and 
crystalizedcrystalised. Similarly, Snell (1992) found that clear standard played an important 
essential role in developing a better control system.  

Given the important 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 to be able to compete in 
increasingly fierce global competitions, professional managers must perform , the mManagement 
control Control System. 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 companysystematically 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 ConditionsFinancial Condition 
Hypothesis 4 (H4): Management Control System moderates the relationship between Physical 
Capital and Financial Condition 
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Figure 1. TheoriticalTheoretical 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 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 actually 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,This study took 5 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 chosen randomly so that 25 samples per region could be obtained, and amount of 75 
samples were obtained from three gold triangle regions. By implementing the G*Power analysis, 
the number of participants (n= 75) had enough power to eliminate the type II error (Faul et al., 

 

Human Capital 

Management 
Control System 

Financial Condition  

Physical Capital 
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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 scaleemployed measures which were developed by the researchersthe 
researchers developed in accordance withfollowing 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 

Human Capital (Mignonedan O’Neil, 
2005) 

1. Special Competence 
2. Work Experience 
3. Skill 

Physical Capital (Baldi, 2013) 

1. Availability of Natural Resources 
and the Environment 

2. Government InvestationInvestment 
3. Facilities and Infrastructure (e.g., 

Computer and Internet Networks) 

Management Control System (Prabawati, 
2010) 

1. Strategic Planning 
2. Implementation and Measurement 
3. Evaluation 

Financial Condition 
(Dinapoli, 2011) 

Environment 1. Community needs 
2. Population 
3. Property Value 
4. Inflation 
5. Individual income 
6. Budgeting 

Organization
Organisation 

1. Budget Cost 
2. Timeliness and accuracy of 

financial transactions 
3. Quality and timeliness of financial 

reporting 
Financial 1. Limitation of Debt 

2. Potential Taxes 
3. Legality of Expenditures  

 
 TAll the measures were developed in Bahasa Indonesian 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.  
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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). The 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. In additionAlso, the value of 
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, all constructs 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 variable 
measurement construct and also showed the appropriate value. The results suggested that the 
constructs had composite reliability coefficients above 0.70 (see table 3), confirming . So, it can 
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 
 This research was part of a larger research program conducted by the regional financial 
institution. 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 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 commit 
to filling outcomplete 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. 
 
RESULTS AND DISCUSSION 
 
Results 

This study conducted several stages in the data analysis. First, the data were analyzed 
analysed descriptivelyusing 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 11.43 1.21 -      
Physical Capital 11.79 1.23 .52** -     
MCS 12.12 1.15 .45** .54** -    
FC(Environment) 22.90 2.52 .53** .56** .73** -   
FC(Institution) 12.17 1.22 .30** .34** .62** .78** -  
FC(Financial) 12.26 1.35 .46** .46** .67** .72** .64** - 
FC Total 47.33 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 the average valuesmeans and standard deviations for each 
variable in the study. In addition, the relationship between variables was presented in the form of 
product moment correlation coefficient. Based on the analysis of that relation, it was generally 
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 reachingof 
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 
relationship with Financial Condition. 
 After knowing 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 
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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 R2 Adj. R2 ∆R2 ∆F β 
1 Human Capital .25*** .24 - 24.81 .50*** 
       
2 Human Capital .35** .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, ∆= change, β= Standardized Beta Weight, HC= Human Capital, PC= 
Physical Capital, ***p< .001, **p< .01 

 
 Hierarchical Regression Analysis with moderated regression was performed. This analysis 
technique allowed researchers to capture the incremental contribution 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. R2 = .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 model (∆R2 = .10, p<.01). In model 3, the 
interaction between Human Capital and Management Control System did not significantly increase 
the predicted valuethe variance of the Financial Condition (∆R2 = .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 (∆R2 = .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 ConditionFinancial 
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 ConditionsFinancial 
Condition tended to be strong (Adj. R2 = .24, β = .50, p <.001). The impact of Human Capital on 
Financial ConditionsFinancial Condition remained positive and significant across all the 
regression models, including in model 4 (Adj. R2 = .40, β = .33, p <.001). Based on these results, 
the H1 was accepted which meant the Human Capital had a positive effect on the Financial 
ConditionFinancial Condition, which provided support for H1. 
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  The presence of Physical Capital to predict Financial ConditionFinancial Condition also 
had a positive impact on all regression models. In model 4, Physical Capital had the same effect 
as Human Capital (Adj. R2 = .40, β = .33, p <.001). This perceived that H2 was accepted, which 
meant that Physical Capital affected the Financial ConditionThe results also provided support for 
H2. 
 In model 4, the interaction between Human Capital and Management Control System 
contributed negatively to Financial ConditionFinancial Condition  (β= -.33, p<.01)(R2 = .10, p 
<.01). It meant that tThe impact of Human Capital on Financial ConditionsFinancial Condition 
depended on the high or lowlevel of the Management Control System (β = -.33, p <.01). The higher 
the Management Control System then, the lower the impact of Human Capital on Financial 
ConditionsFinancial Condition, and vice versa. This finding supported the research hypothesis 
(H3)H3 which that stated that the Management Control System moderated the relationship of 
between Human Capital to and Financial ConditionsFinancial 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 showed a 
significant impact onignificantly impacted the Financial ConditionFinancial Condition (β = .34, p 
<.001). The impact of thisese interactions tended to bewas positive which meant , indicating that 
the effect of Physical Capital would increasingly have an impact on the Financial 
ConditionFinancial Condition would increase when the Management Control System is was high, 
c. Conversely, if a low Management Control System could reduce the impact of Physical Capital 
on the Financial ConditionFinancial Condition. T, these results were in accordance withprovided 
support for 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 toThe last regression model 
(model 4) showed R2 = .43 (p <.01), which meant that the regression model could predictor the 
model explained 43% of the variance of in the Financial ConditionFinancial Condition. This 
finding considerably explained a large portion of Financial Condition in the organisations. 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

β = -.33, p< 
.01 

β = .34, p< .01 

Human Capital 

Financial 
Condition 
(R2= .43) 

Physical Capital 

Management Control 
System 
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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 ConditionsFinancial Condition. The graph explained that the value 
of the prediction model was higher when the Management Control System was at a low level (R2 
= .15616), compared to when it was at a high level (R2 = .131). So that tThe existence of a high 
Management Control System could reduce the impact of Human Capital on Financial 
ConditionsFinancial Condition. 
 

 
 

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 Financial ConditionsFinancial Condition was stronger when the 
Management Control System was also at a high level (R2 = .22 17), compared when dealing at 
compared to low levels (R2 = .071). A high Management Control System could support the positive 
impact of Physical Capital on Financial ConditionsFinancial Condition. 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 ConditionsFinancial Condition 
 The analysis showed that Human Capital had a positive influence on Financial 
ConditionsFinancial Condition. Based on the analysis, the higher Human Capital in the terms of 
special (e.g., competencies, work experience and skills), the more likely Ffinancial condition 
Condition leverages in Makassar, Gowa and Marosthe golden triangle areas. This suggests that 
Human Capital affects environmental, institutional, and Ffinancial Cconditions of these three 
areas. In this study, a successful financial conditionFinancial Condition referred to the 
environment, institution and financiales 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 thes, there were community needs, 
populations, property values, inflation, individual income, and budgeting, all of which were 
necessary to establish a stable financial conditionFinancial 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 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 provided supports forsupports the financial 
dimension, which includedincluding 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. So tThe increase 
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(or decrease) in Human Capital had will influencean influence on 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 
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 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 Financial 
ConditionFinancial 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, 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, Pparticipants perceivedassumed that the 
development of Hhuman Ccapital was also able to increased the ability of an area in improving 
the economy and maximizing regional government's ability to improve the economy and maximise 
its potential. , but this study assumed that it is unable to affect the company's Financial Condition.  

 This research reinforced the notionpostulated that the role of Human Capital in a 
regional government needed to be reconsidered because the better Human Capital was able tocan 
strengthen the achievement of the objectivesgoal attainment of a an arearegional government. 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 ConditionsFinancial Condition 
 The results showed that Physical Capital had a positive effect on the Financial 
ConditionsFinancial 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 the fulfilment of the environmental, 
institutional, and financial sectors in the government areas of Makassar, Gowa and MarosFinancial 
Condition in the three regional areas. Physical Capital contributed positive impact only to 
leveraging the areas’ Financial ConditionFinancial Condition, which also includedincluding 
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 aspects dimensions were applied 
to depict the financial achievement of local governmentlocal government's financial performance 
in South Sulawesi (i.e. Makassar, Gowa and Maros). In leveraging improving Ffinancial 
conditionCondition, the regional governments should scrutinize 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 organisations in South Sulawesi, Indonesia. The theory and 
previous findings have been supported by this empirical studyis empirical study has supported the 
theory and previous findings. Physical Capital had significant positive influence on the Financial 
Condition of the governmenta significant positive influence on the regional government's 
Financial Condition in these three regions; Makassar, Gowa and Maros. 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 Financial ConditionFinancial Condition. Physical 
assets, technologies, devices and other facilities were viewed as the essential elements of a 
successful Financial 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 also 
might also influence the relationship. For example, Nirvana et al. (2014) discovered that Cultural 
Capital moderated the Physical Capital - Financial ConditionsFinancial Condition relationship. 
Therefore, this study also considered testing the moderating effect of the Management Control 
System in moderating 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 Hhuman 
Ccapital 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, It seems in this study, the pparticipants considered that Physical Capital in a form of 
technologies, facilities and infrastructures provide significant supports, in the form of 
technologies, facilities, and infrastructures, provided significant support for the region’s Financial 
ConditionFinancial Condition. 
   
The Moderation Effect of Management Control System on the Relation of Human Capital and 
Financial ConditionFinancial Condition  
 Apart for from the direct effect of Human Capital on Financial ConditionFinancial 
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 crystalized crystalised standard potentially 
emphasize emphasise the effect of resources. In additionBesides, the goal goal-setting principles 
have stressed enough on the importance of specific and clear goals. Say it differently, tThese 
theories havehe theoretical background has  assumedsupported the notion that organisations a 
company with supportive human resources but zerounspecified goals and rules would experience 
constraints to rise their Financial 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 – Financial ConditionFinancial Condition relationship. The 
moderating effect seems to be more positive as the theories suggested that a clear and standardized 
specific goal of Human Capitalin human resource management could improve Financial 
ConditionFinancial 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 ConditionFinancial Condition. 

In the local government areas, Human Capital significantly determined the fluctuation of 
Financial 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 
resourceshuman resources management was highly controlled. Simply,  tThe local regional 
governments could have discarded the importance of Human Capital for Financial 
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 
significant influence on Human Capital and Financial ConditionsFinancial Condition. However, 
despite the effect, scholars and government officials should consider how the Human Capital and 
Management Control System interact to predict Financial Conditionscholars 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 declinesAs the 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 Capitalorganisations with 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 to 
moderatemoderated the effect of Physical Capital on Financial ConditionsFinancial Condition. 
The relation between Physical Capital and Financial ConditionsFinancial Condition is increasing 
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 also 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 
Financial ConditionFinancial Condition. 
 Unlike the former moderating effect, Management Control System and Physical Capital 
went hand-in-hand in predicting Financial ConditionFinancial Condition. It indicated that the 
effect of the effect of Physical Resources Capital on Financial Performance Condition depended 
on the degree of the control system in within the organisation. Organisations with abundant of 
Physical Resources may not always provide high performing Financial Condition unless they 
implement high state of Management Control SPhysical Capital may not always lead to high 
performing Financial Condition unless they implement a favourable Management Control System. 
This shades shedsthe light on the importance of the Management Control System in supporting 
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’ Financial 
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 important 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. 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 regional government organisationoffices, the three golden areas of South 
Sulawesi may have relied on the level of Management Control System to attainingManagement 
Control System to attain an expected level of Financial ConditionFinancial Condition. In this 
regard, the regional government official should strive to optimize 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 also should monitor the effectiveness 
of certain specific technologies or devices on outputs. Physical Capital positively predicts the local 
regional government Financial ConditionFinancial 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 local governmentregional financial 
conditionFinancial Condition antecedents; Human Capital and Physical Capital. The results 
provided supportssupported that the perceived Management Control System significantly 
determined the effect of Human Capital and Physical CapitalHuman Capital and Physical Capital's 
effect on Financial 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 – Financial ConditionFinancial Condition Relationship.  

In a case wheref the local regional governments implement a high Management Control 
System, the Physical Capital will be more likely to foster Financial ConditionFinancial Condition. 
Unfortunately, this condition will also reduce the Human Capital’s effect on Financial 
ConditionFinancial Condition. Albeit the organisations have exhibited sufficient workforce 
competence, it will have less impact on the Financial ConditionFinancial Condition as the Control 
System is highly managed. Presumably, outstanding Human Capital can tolerate a poor flawed 
Management Control System and still positively impacts Financial ConditionFinancial Condition. 
Control System is important vital for directing the effect of resources on Financial 
ConditionFinancial Condition. However, the local government officials, in this case,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 ConditionFinancial Condition. Human Capital 
in the local government areas may not have less impact onimpact 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 opinions 
perception of employees who work in the organizationorganisations. 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 of position, the number of participants involved was still small 
compared to somepositions, 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 toabout the effect 
of two key resources (i.e. Human and Physical Capital) on financial performance in governmental 
organisations. Secondly, this study broadens our understanding towards 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 Financial ConditionFinancial 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 
ConditionFinancial Condition. This study highlighted the importance of improving the standard of 
the control system in managing the local government organisations. Although it potentially reduces 
the effect of Human Capital, high degree of control will help organisations toHuman Capital's 
effect, a high degree of control will help organisations maintain and improve desired desirable 
Financial 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. 
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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 Mínguez-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.  
   

  
 
 
 
 
 
 
 
 
 
 
 
 

 
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 

 

Human Capital 

Management 
Control System 

Financial Condition  

Physical Capital 
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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 

Human Capital (Mignonedan O’Neil, 
2005) 

Special Competence 
Work Experience 
Skill 

Physical Capital (Baldi, 2013) 

Availability of Natural Resources and 
the Environment 
Government Investation 
Facilities and Infrastructure (Computer 
and Internet Networks) 

Management Control System (Prabawati, 
2010) 

Strategic Planning 
Implementation and Measurement 
Evaluation 

Financial Condition 
(Dinapoli, 2011) 

Environment Community needs 
Population 
Property Value 
Inflation 
Individual income 
Budgeting 

Organization Budget Cost 
Timeliness and accuracy of financial 
transactions 
Quality and timeliness of financial 
reporting 

Financial Limitation of Debt 
Potential Taxes 
Legality of Expenditures  

 
 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. 
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Table 4. Descriptive Statistics and Bivariate Correlations 
 M SD 1 2 3 4 5 6 
Human Capital 11.43 1.21       
Physical Capital 11.79 1.23 .52**      
MCS 12.12 1.15 .45** .54**     
FC(Environment) 22.90 2.52 .53** .56** .73**    
FC(Institution) 12.17 1.22 .30** .34** .62** .78**   
FC(Financial) 12.26 1.35 .46** .46** .67** .72** .64**  
FC Total 47.33 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 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 R2 Adj. R2 ∆R2 ∆F β 

1 Human Capital .25*** .24 - 24.81 .50*** 
       
2 Human Capital .35** .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, ∆= change, β= 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 (Adj. R2 = .25, p<.001). In the second model, 
Physical Capital entered and contributed a positive and significant added value to the Financial 
Condition prediction model (∆R2 = .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 (∆R2 = .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 (∆R2 = .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. R2 = 
.24, β = .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. R2 = .40, β = .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. 
R2 = .40, β = .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 (R2 = .10, p <.01). It meant that the impact of Human 
Capital on Financial Conditions depended on the high or low Management Control System (β = -
.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 (β = .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 R2 = .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 (R2 = .156), compared 
to when it was at a high level (R2 = .131). So that the existence of a high Management Control 
System could reduce the impact of Human Capital on Financial Conditions. 
 

 
 

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 

β = -.33, p< .01 

β = .34, p< .01 

Human Capital 

Financial 
Condition 

Physical Capital 
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Physical Capital on Financial Conditions was stronger when the Management Control System was 
also at a high level (R2 = 2 17), compared when dealing at low levels (R2 = .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. 
 

 
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 



16 
 

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 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. 
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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 Mínguez-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.  

   

  

 

 

 

 

 

 

 

 

 

 

 

 

 

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 

 

Human Capital 

Management 

Control System 
Financial Condition  
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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 

Human Capital (Mignonedan O’Neil, 

2005) 

Special Competence 

Work Experience 

Skill 

Physical Capital (Baldi, 2013) 

Availability of Natural Resources and 

the Environment 

Government Investation 

Facilities and Infrastructure (Computer 

and Internet Networks) 

Management Control System (Prabawati, 

2010) 

Strategic Planning 

Implementation and Measurement 

Evaluation 

Financial Condition 

(Dinapoli, 2011) 

Environment Community needs 

Population 

Property Value 

Inflation 

Individual income 

Budgeting 

Organization Budget Cost 

Timeliness and accuracy of financial 

transactions 

Quality and timeliness of financial 

reporting 

Financial Limitation of Debt 

Potential Taxes 

Legality of Expenditures  

 

 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. 
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Table 4. Descriptive Statistics and Bivariate Correlations 

 M SD 1 2 3 4 5 6 

Human Capital 11.43 1.21       

Physical Capital 11.79 1.23 .52**      

MCS 12.12 1.15 .45** .54**     

FC(Environment) 22.90 2.52 .53** .56** .73**    

FC(Institution) 12.17 1.22 .30** .34** .62** .78**   

FC(Financial) 12.26 1.35 .46** .46** .67** .72** .64**  

FC Total 47.33 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 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 R2 Adj. R2 ∆R2 ∆F β 

1 Human Capital .25*** .24 - 24.81 .50*** 

       

2 Human Capital .35** .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, ∆= change, β= 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 (Adj. R2 = .25, p<.001). In the second model, 

Physical Capital entered and contributed a positive and significant added value to the Financial 

Condition prediction model (∆R2 = .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 (∆R2 = .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 (∆R2 = .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. R2 = 

.24, β = .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. R2 = .40, β = .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. 

R2 = .40, β = .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 (R2 = .10, p <.01). It meant that the impact of Human 

Capital on Financial Conditions depended on the high or low Management Control System (β = -

.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 (β = .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 R2 = .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 (R2 = .156), compared 

to when it was at a high level (R2 = .131). So that the existence of a high Management Control 

System could reduce the impact of Human Capital on Financial Conditions. 

 

 
 

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 

β = -.33, p< .01 

β = .34, p< .01 

Human Capital 

Financial 

Condition 

Physical Capital 
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Physical Capital on Financial Conditions was stronger when the Management Control System was 

also at a high level (R2 = 2 17), compared when dealing at low levels (R2 = .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. 

 

 
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 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. 

Revised manuscript file - with approval letter and informed
consent

Click here to view linked References

 1 
 2 
 3 
 4 
 5 
 6 
 7 
 8 
 9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 

mailto:asriusman@unhas.ac.id
mailto:hillman@unhas.ac.id
mailto:asriusman@unhas.ac.id
https://www.editorialmanager.com/heliyon/viewRCResults.aspx?pdf=1&docID=40356&rev=1&fileID=665503&msid=3b26fc40-2647-4e32-9a4e-b19be1af47a4
https://www.editorialmanager.com/heliyon/viewRCResults.aspx?pdf=1&docID=40356&rev=1&fileID=665503&msid=3b26fc40-2647-4e32-9a4e-b19be1af47a4


2 
 

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 Mínguez-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.  

   

  

 

 

 

 

 

 

 

 

 

 

 

 

 

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 

 

Human Capital 

Management 

Control System 
Financial Condition  

Physical Capital 
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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 

Human Capital (Mignonedan O’Neil, 

2005) 

Special Competence 

Work Experience 

Skill 

Physical Capital (Baldi, 2013) 

Availability of Natural Resources and 

the Environment 

Government Investation 

Facilities and Infrastructure (Computer 

and Internet Networks) 

Management Control System (Prabawati, 

2010) 

Strategic Planning 

Implementation and Measurement 

Evaluation 

Financial Condition 

(Dinapoli, 2011) 

Environment Community needs 

Population 

Property Value 

Inflation 

Individual income 

Budgeting 

Organization Budget Cost 

Timeliness and accuracy of financial 

transactions 

Quality and timeliness of financial 

reporting 

Financial Limitation of Debt 

Potential Taxes 

Legality of Expenditures  

 

 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. 
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Table 4. Descriptive Statistics and Bivariate Correlations 

 M SD 1 2 3 4 5 6 

Human Capital 11.43 1.21       

Physical Capital 11.79 1.23 .52**      

MCS 12.12 1.15 .45** .54**     

FC(Environment) 22.90 2.52 .53** .56** .73**    

FC(Institution) 12.17 1.22 .30** .34** .62** .78**   

FC(Financial) 12.26 1.35 .46** .46** .67** .72** .64**  

FC Total 47.33 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 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 R2 Adj. R2 ∆R2 ∆F β 

1 Human Capital .25*** .24 - 24.81 .50*** 

       

2 Human Capital .35** .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, ∆= change, β= 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 (Adj. R2 = .25, p<.001). In the second model, 

Physical Capital entered and contributed a positive and significant added value to the Financial 

Condition prediction model (∆R2 = .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 (∆R2 = .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 (∆R2 = .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. R2 = 

.24, β = .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. R2 = .40, β = .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. 

R2 = .40, β = .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 (R2 = .10, p <.01). It meant that the impact of Human 

Capital on Financial Conditions depended on the high or low Management Control System (β = -

.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 (β = .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 R2 = .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 (R2 = .156), compared 

to when it was at a high level (R2 = .131). So that the existence of a high Management Control 

System could reduce the impact of Human Capital on Financial Conditions. 

 

 
 

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 

β = -.33, p< .01 

β = .34, p< .01 
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Physical Capital on Financial Conditions was stronger when the Management Control System was 

also at a high level (R2 = 2 17), compared when dealing at low levels (R2 = .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. 

 

 
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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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. 

2. As suggested, all coefficients have been rounded two digits after zero.  

3. 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. 

4. The reason we employed Hierarchical Moderated Regression because we wanted to 

compare different regression models. We were able to compare the change in R2 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. 

5. Our analysis also included a “mean-centred” procedure to eliminate multicollinearity. We 

have reported this in the revised manuscript. 

6. 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. 

7. 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. 

8. 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 
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2. 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 
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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. 

3. We preferred to report our current analysis and included measurement model analysis to 

support our theoretical model. 

4. 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.  
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Abstract 

 

This study aims to 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 which were located in 

three major cities/districts in the province of South Sulawesi, Indonesia. The 75 randomly 

selectedThe participants were recruited from three different regions resulting in 75 

participanparticipants ts 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 b, which were constructively valid and reliable for research 

purposes. The results showed that the Human Capital and Physical Capital directly influenced the 

Financial 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 financial conditionsFinancial 

Condition, acknowledging experts’ perceptions should provide a better understanding on of the 

experienced Ffinancial conditionCondition. Various studies have investigated some factors which 

may affect the Financial ConditionsFinancial Condition. However, this study proposed an 

examination of the role of the Management Control System. In this case, a capital which that is 

owned by the financial organizations organisations cannot provide a direct impact on the Financial 

ConditionsFinancial Condition if there is nowithout 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 
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financial 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 conditionsFinancial Condition.  

 Firstly, the environmental dimension is the assessment of Financial 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 fiscal 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 decentralization 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 conditionsFinancial 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-Gómez 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 Resource-Based Theory 

(Barney, 1991) supports the notion that Human Capital and Physical Capital provides significant 

resources for maintaining sufficient financial conditionsFinancial 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 organizational 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 Ccapital 

creates incremental values to organisations on a daily basisdaily, via motivation, commitment, 

competence and effectiveness of the teamwork. However, each organization 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 condition 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 financial 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 basic primary 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 ConditionsFinancial Condition. Physical Capital is also useful 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 

system was able to improve Financial C and Sari and Fitriani (2009) found that the management 

control system improved onditionsFinancial 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 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 conditionsFinancial 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 Financial 

ConditionsFinancial Condition.  

Accordingly, management control system becomes a moderation 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 additionBesides, Riawan 

(2016) stated that the management control system is able tocould improve the Financial Condition 

of an organisaan organisation’s Financial Condition. Meanwhile, Masyur (2016) postulated that 

local governments encounter difficulties in implementing a good control system strategy 

becausemplementing 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 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 

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 whichmanagement 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 company's company’s goals 

can be achieved. 

By applying the Resource Resource-Based theory 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 conditionCondition. However, some 

contextual conditions may also influence this argument. For instance, Indonesia 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 about 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 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 decentralizationdecentralisation. 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 

withfollowing the law. A fFiscal decentralization decentralisation is implemented in order to 

encourage several levels of government which that are able tocan 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 additionAlso, the 

local governments should also 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 effect of Human Capital and 

Physcial CapitalHuman Capital and Physcial Capital’s effect on Financial ConditionsFinancial 

Condition in Indonesia. For instance, Nirwana and colleagues (2014) found that Human Capital 

and Physical Capital had a non-significant influence on Financial 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 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 to be higher in Indonesia than Australia which later reducehigher in Indonesia than in 

Australia, which later reduces the effect of any resources on financial performance (Graham and 

Sathye, 2017).  
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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’s local accounting system 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 order to further understandto 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 important essential businesses happens. Despite 

the prestigious financial conditionCondition, this local government was imposed to implement 

certain 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 condition Condition or not.  

Then, the theory and empirical evidence led this study to exert a management control 

system as its moderation moderating variable on observing the influence of Human Capital and 

Physical Capital on the Financial ConditionsFinancial Condition of the area which was chosen in 

this study. A fFiscal decentralization decentralisation 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 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 Financial ConditionsFinancial 

Condition. 

 2. To examine the effect of Physical Capital on Regional Financial ConditionsFinancial 

Condition. 

3. To examine the moderating effect of the Management Control System on the effect of 

Human Capital and Physical Capital on Regional Financial ConditionsFinancial 

Condition. which are moderated by the Management Control System. 
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LITERATURE REVIEW AND HYPOTHESES 

 The Public Sector Accounting Board (2007) defined the Financial 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 continuously continue providing services to the community. 

Financial factors in Nirvana et al. (2014) is a financial distribution which runare a financial 

distribution run by the financial system. The financial system seeks to ensure adequate sound 

financial judgment and cover cover-up liquidity. The Indicators of financial factors according to 

Dinapoli (2011) are the debt limits, the tax potentialAccording to Dinapoli (2011), the indicators 

of financial factors are the debt limits, the tax potential, and the legality of expenditure. 

AInstitutional factors according to Dinapoli (2011) are management practices and the existence of 

policies or regulations of local governments which guarantee the implementation of theccording 

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 ConditionsFinancial Condition are 

determined by a combination of government environment, institutional and financial factors. For 

example, when there is a decrease in the population of a government, so there will be a reduction 

in the tax revenue (negative environmental factors), but. However, the government can overcome 

this by reducing services, . Iincreasing the tax rate, and striving for the development ofto develop 

economic resources, which ultimately determine the Financial Condition of the local governments. 

Financial condition 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 

conditionCondition.  

 The notion of human and physical capital as key critical antecedents of financial condition 

Condition has been supported by a theoretical perspective. A resource theory or commonly called 

Resource 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 Financial 

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. 
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 The theory firstly 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 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 maximising the competitive advantage of the 

company should fit into the four criteria, 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, 

organizational organisational processes, organizational organisational attributes, information, or 

knowledge controlled by the organizations organisations which can be used tothat can compile and 

imply the strategies. Regardless of the number of resources, the RBT categorizes 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 condition Condition in an organisation, this includesincluding public 

organisation such as provincial governments. Human Capital would provide the organisation with 

desired human resources, which directly influencedirectly influencing the quality of financial 

conditionCondition. Financial condition 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 conditionCondition. The same case applies for to 

the Physical Capital, o. 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 well as providing support for Ffinancial conditionCondition.  

The concept of RBT, in this case, also asserts that Human Capital and Physical Capital are 

able to create an organization's organisation’s competitive advantage so as to generate the 

incremental values for the organizationorganisation. The value referred to the better performance 

in an organization 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 Cconditions (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 Financial 

ConditionsFinancial Condition. 

 

The supports from the two resources may not always provide desired effect on Ffinancial 

condition 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 Mínguez-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 Ccapital 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 propose that the effect of the two key resources on financial condition is presumably 

moderated by the level of controllevel 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 important critical in 

ensuring that the human and physical resources are in place to support Ffinancial 

conditionCondition. Anthony and Govindarajan (2005) stated that "“Management control is a 

process by which managers influence other organizational organisational members to imply the 

organizational 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 considerationsresources. Activities such as 

communication, advising, encouraging and criticizing criticising are important essential parts of 

this process. 

  Management control utilizes utilises task control to ensure the kind of effective 

and efficient work by considering three important areas namelyeffective and efficient work by 

considering three critical areas: budgeting, economic value 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 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 organizational organisational attainment.  

 The same case also applies for to the Ffinancial conditionCondition. Using this Control 

theory perspective, public sector financial condition in at 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 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 crystalized 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 certain specific control in order to bring a positive impact 

on financial conditionCondition. As proposed by the Control theory (Snell, 1992), a clear and 

crystalized crystalised standard is important vital in developing control. Thus, a certain degree of 

control is essential to ensure that the physical resources is are utilized 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 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 evaluateda 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, and thiswhich also apply applies for to Ffinancial 

conditionCondition. Organisation An organisation could perform a better Ffinancial Ccondition as 

the control over Human and Physical Capital are more standardized standardised and 

crystalizedcrystalised. Similarly, Snell (1992) found that clear standard played an important 

essential role in developing a better control system.  

Given the important 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 to be able to compete in 

increasingly fierce global competitions, professional managers must perform , the mManagement 

control Control System. 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 companysystematically 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 ConditionsFinancial Condition 

Hypothesis 4 (H4): Management Control System moderates the relationship between Physical 

Capital and Financial Condition 
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Figure 1. TheoriticalTheoretical 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 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 actually 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,This study took 5 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 chosen randomly so that 25 samples per region could be obtained, and amount of 75 

samples were obtained from three gold triangle regions. By implementing the G*Power analysis, 

the number of participants (n= 75) had enough power to eliminate the type II error (Faul et al., 

 

Human Capital 

Management 

Control System 
Financial Condition  

Physical Capital 

Formatted: Font: Italic

Formatted: Font: Italic

 1 
 2 
 3 
 4 
 5 
 6 
 7 
 8 
 9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 



11 
 

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 scaleemployed measures which were developed by the researchersthe 

researchers developed in accordance withfollowing 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 

Human Capital (Mignonedan O’Neil, 

2005) 

1. Special Competence 

2. Work Experience 

3. Skill 

Physical Capital (Baldi, 2013) 

1. Availability of Natural Resources 

and the Environment 

2. Government InvestationInvestment 

3. Facilities and Infrastructure (e.g., 

Computer and Internet Networks) 

Management Control System (Prabawati, 

2010) 

1. Strategic Planning 

2. Implementation and Measurement 

3. Evaluation 

Financial Condition 

(Dinapoli, 2011) 

Environment 1. Community needs 

2. Population 

3. Property Value 

4. Inflation 

5. Individual income 

6. Budgeting 

Organization

Organisation 

1. Budget Cost 

2. Timeliness and accuracy of 

financial transactions 

3. Quality and timeliness of financial 

reporting 

Financial 1. Limitation of Debt 

2. Potential Taxes 

3. Legality of Expenditures  

 

 TAll the measures were developed in Bahasa Indonesian 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.  
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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). The 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. In additionAlso, the value of 

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, all constructs 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 variable 

measurement construct and also showed the appropriate value. The results suggested that the 

constructs had composite reliability coefficients above 0.70 (see table 3), confirming . So, it can 

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 

 This research was part of a larger research program conducted by the regional financial 

institution. 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 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 commit 

to filling outcomplete 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. 

 

RESULTS AND DISCUSSION 

 

Results 

This study conducted several stages in the data analysis. First, the data were analyzed 

analysed descriptivelyusing 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 11.43 1.21 -      

Physical Capital 11.79 1.23 .52** -     

MCS 12.12 1.15 .45** .54** -    

FC(Environment) 22.90 2.52 .53** .56** .73** -   

FC(Institution) 12.17 1.22 .30** .34** .62** .78** -  

FC(Financial) 12.26 1.35 .46** .46** .67** .72** .64** - 

FC Total 47.33 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 the average valuesmeans and standard deviations for each 

variable in the study. In addition, the relationship between variables was presented in the form of 

product moment correlation coefficient. Based on the analysis of that relation, it was generally 

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 reachingof 

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 

relationship with Financial Condition. 

 After knowing 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 
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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 R2 Adj. R2 ∆R2 ∆F β 

1 Human Capital .25*** .24 - 24.81 .50*** 

       

2 Human Capital .35** .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, ∆= change, β= Standardized Beta Weight, HC= Human Capital, PC= 

Physical Capital, ***p< .001, **p< .01 

 

 Hierarchical Regression Analysis with moderated regression was performed. This analysis 

technique allowed researchers to capture the incremental contribution 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. R2 = .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 model (∆R2 = .10, p<.01). In model 3, the 

interaction between Human Capital and Management Control System did not significantly increase 

the predicted valuethe variance of the Financial Condition (∆R2 = .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 (∆R2 = .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 ConditionFinancial 

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 ConditionsFinancial 

Condition tended to be strong (Adj. R2 = .24, β = .50, p <.001). The impact of Human Capital on 

Financial ConditionsFinancial Condition remained positive and significant across all the 

regression models, including in model 4 (Adj. R2 = .40, β = .33, p <.001). Based on these results, 

the H1 was accepted which meant the Human Capital had a positive effect on the Financial 

ConditionFinancial Condition, which provided support for H1. 
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  The presence of Physical Capital to predict Financial ConditionFinancial Condition also 

had a positive impact on all regression models. In model 4, Physical Capital had the same effect 

as Human Capital (Adj. R2 = .40, β = .33, p <.001). This perceived that H2 was accepted, which 

meant that Physical Capital affected the Financial ConditionThe results also provided support for 

H2. 

 In model 4, the interaction between Human Capital and Management Control System 

contributed negatively to Financial ConditionFinancial Condition  (β= -.33, p<.01)(R2 = .10, p 

<.01). It meant that tThe impact of Human Capital on Financial ConditionsFinancial Condition 

depended on the high or lowlevel of the Management Control System (β = -.33, p <.01). The higher 

the Management Control System then, the lower the impact of Human Capital on Financial 

ConditionsFinancial Condition, and vice versa. This finding supported the research hypothesis 

(H3)H3 which that stated that the Management Control System moderated the relationship of 

between Human Capital to and Financial ConditionsFinancial 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 showed a 

significant impact onignificantly impacted the Financial ConditionFinancial Condition (β = .34, p 

<.001). The impact of thisese interactions tended to bewas positive which meant , indicating that 

the effect of Physical Capital would increasingly have an impact on the Financial 

ConditionFinancial Condition would increase when the Management Control System is was high, 

c. Conversely, if a low Management Control System could reduce the impact of Physical Capital 

on the Financial ConditionFinancial Condition. T, these results were in accordance withprovided 

support for 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 toThe last regression model 

(model 4) showed R2 = .43 (p <.01), which meant that the regression model could predictor the 

model explained 43% of the variance of in the Financial ConditionFinancial Condition. This 

finding considerably explained a large portion of Financial Condition in the organisations. 
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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 ConditionsFinancial Condition. The graph explained that the value 

of the prediction model was higher when the Management Control System was at a low level (R2 

= .15616), compared to when it was at a high level (R2 = .131). So that tThe existence of a high 

Management Control System could reduce the impact of Human Capital on Financial 

ConditionsFinancial Condition. 

 

 
 

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 Financial ConditionsFinancial Condition was stronger when the 

Management Control System was also at a high level (R2 = .22 17), compared when dealing at 

compared to low levels (R2 = .071). A high Management Control System could support the positive 

impact of Physical Capital on Financial ConditionsFinancial Condition. 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 ConditionsFinancial Condition 

 The analysis showed that Human Capital had a positive influence on Financial 

ConditionsFinancial Condition. Based on the analysis, the higher Human Capital in the terms of 

special (e.g., competencies, work experience and skills), the more likely Ffinancial condition 

Condition leverages in Makassar, Gowa and Marosthe golden triangle areas. This suggests that 

Human Capital affects environmental, institutional, and Ffinancial Cconditions of these three 

areas. In this study, a successful financial conditionFinancial Condition referred to the 

environment, institution and financiales 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 thes, there were community needs, 

populations, property values, inflation, individual income, and budgeting, all of which were 

necessary to establish a stable financial conditionFinancial 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 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 provided supports forsupports the financial 

dimension, which includedincluding 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. So tThe increase 
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(or decrease) in Human Capital had will influencean influence on 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 

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 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 Financial 

ConditionFinancial 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, 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, Pparticipants perceivedassumed that the 

development of Hhuman Ccapital was also able to increased the ability of an area in improving 

the economy and maximizing regional government's ability to improve the economy and maximise 

its potential. , but this study assumed that it is unable to affect the company's Financial Condition.  

 This research reinforced the notionpostulated that the role of Human Capital in a 

regional government needed to be reconsidered because the better Human Capital was able tocan 

strengthen the achievement of the objectivesgoal attainment of a an arearegional government. 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 ConditionsFinancial Condition 

 The results showed that Physical Capital had a positive effect on the Financial 

ConditionsFinancial 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 the fulfilment of the environmental, 

institutional, and financial sectors in the government areas of Makassar, Gowa and MarosFinancial 

Condition in the three regional areas. Physical Capital contributed positive impact only to 

leveraging the areas’ Financial ConditionFinancial Condition, which also includedincluding 

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 aspects dimensions were applied 

to depict the financial achievement of local governmentlocal government's financial performance 

in South Sulawesi (i.e. Makassar, Gowa and Maros). In leveraging improving Ffinancial 

conditionCondition, the regional governments should scrutinize 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 organisations in South Sulawesi, Indonesia. The theory and 

previous findings have been supported by this empirical studyis empirical study has supported the 

theory and previous findings. Physical Capital had significant positive influence on the Financial 

Condition of the governmenta significant positive influence on the regional government's 

Financial Condition in these three regions; Makassar, Gowa and Maros. 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 Financial ConditionFinancial Condition. Physical 

assets, technologies, devices and other facilities were viewed as the essential elements of a 

successful Financial 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 also 

might also influence the relationship. For example, Nirvana et al. (2014) discovered that Cultural 

Capital moderated the Physical Capital - Financial ConditionsFinancial Condition relationship. 

Therefore, this study also considered testing the moderating effect of the Management Control 

System in moderating 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 Hhuman 

Ccapital 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, It seems in this study, the pparticipants considered that Physical Capital in a form of 

technologies, facilities and infrastructures provide significant supports, in the form of 

technologies, facilities, and infrastructures, provided significant support for the region’s Financial 

ConditionFinancial Condition. 

   

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

Financial ConditionFinancial Condition  

 Apart for from the direct effect of Human Capital on Financial ConditionFinancial 

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 crystalized crystalised standard potentially 

emphasize emphasise the effect of resources. In additionBesides, the goal goal-setting principles 

have stressed enough on the importance of specific and clear goals. Say it differently, tThese 

theories havehe theoretical background has  assumedsupported the notion that organisations a 

company with supportive human resources but zerounspecified goals and rules would experience 

constraints to rise their Financial 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 – Financial ConditionFinancial Condition relationship. The 

moderating effect seems to be more positive as the theories suggested that a clear and standardized 

specific goal of Human Capitalin human resource management could improve Financial 

ConditionFinancial 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 ConditionFinancial Condition. 

In the local government areas, Human Capital significantly determined the fluctuation of 

Financial 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 

resourceshuman resources management was highly controlled. Simply,  tThe local regional 

governments could have discarded the importance of Human Capital for Financial 

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 

significant influence on Human Capital and Financial ConditionsFinancial Condition. However, 

despite the effect, scholars and government officials should consider how the Human Capital and 

Management Control System interact to predict Financial Conditionscholars 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 declinesAs the 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 Capitalorganisations with 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 to 

moderatemoderated the effect of Physical Capital on Financial ConditionsFinancial Condition. 

The relation between Physical Capital and Financial ConditionsFinancial Condition is increasing 

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 also 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 

Financial ConditionFinancial Condition. 

 Unlike the former moderating effect, Management Control System and Physical Capital 

went hand-in-hand in predicting Financial ConditionFinancial Condition. It indicated that the 

effect of the effect of Physical Resources Capital on Financial Performance Condition depended 

on the degree of the control system in within the organisation. Organisations with abundant of 

Physical Resources may not always provide high performing Financial Condition unless they 

implement high state of Management Control SPhysical Capital may not always lead to high 

performing Financial Condition unless they implement a favourable Management Control System. 

This shades shedsthe light on the importance of the Management Control System in supporting 

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’ Financial 

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 important 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. 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 regional government organisationoffices, the three golden areas of South 

Sulawesi may have relied on the level of Management Control System to attainingManagement 

Control System to attain an expected level of Financial ConditionFinancial Condition. In this 

regard, the regional government official should strive to optimize 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 also should monitor the effectiveness 

of certain specific technologies or devices on outputs. Physical Capital positively predicts the local 

regional government Financial ConditionFinancial 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 local governmentregional financial 

conditionFinancial Condition antecedents; Human Capital and Physical Capital. The results 

provided supportssupported that the perceived Management Control System significantly 

determined the effect of Human Capital and Physical CapitalHuman Capital and Physical Capital's 

effect on Financial 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 – Financial ConditionFinancial Condition Relationship.  

In a case wheref the local regional governments implement a high Management Control 

System, the Physical Capital will be more likely to foster Financial ConditionFinancial Condition. 

Unfortunately, this condition will also reduce the Human Capital’s effect on Financial 

ConditionFinancial Condition. Albeit the organisations have exhibited sufficient workforce 

competence, it will have less impact on the Financial ConditionFinancial Condition as the Control 

System is highly managed. Presumably, outstanding Human Capital can tolerate a poor flawed 

Management Control System and still positively impacts Financial ConditionFinancial Condition. 

Control System is important vital for directing the effect of resources on Financial 

ConditionFinancial Condition. However, the local government officials, in this case,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 ConditionFinancial Condition. Human Capital 

in the local government areas may not have less impact onimpact 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 opinions 

perception of employees who work in the organizationorganisations. 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 of position, the number of participants involved was still small 

compared to somepositions, 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 toabout the effect 

of two key resources (i.e. Human and Physical Capital) on financial performance in governmental 

organisations. Secondly, this study broadens our understanding towards 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 Financial ConditionFinancial 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 

ConditionFinancial Condition. This study highlighted the importance of improving the standard of 

the control system in managing the local government organisations. Although it potentially reduces 

the effect of Human Capital, high degree of control will help organisations toHuman Capital's 

effect, a high degree of control will help organisations maintain and improve desired desirable 

Financial ConditionsFinancial Condition.  

 

 1 
 2 
 3 
 4 
 5 
 6 
 7 
 8 
 9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 



24 
 

REFERENCES 

 

Abdillah, Willy dan Jogiyanto. (2015), “Partial Least Square Alternatif Structural Equation 

Modeling (SEM) dalam Penelitian Bisnis”, Yogyakarta, ISBN : 978-979-29-5216-2. 

Abdul Halim, et.al. (2003), “Sistem Pengendalian Manajemen”,  Yogyakarta UPP AMP YKPN.  

Anthony, Robert N, Vijay Govindarajan dan Kurniawan Tjakrawala. (2005). “Management 

Control System”, Jakarta, Edisi 11, Salemba Empat. 

Anugrah Desiana dan Budi S.  Purnomo.  (2014). “Pengaruh Sistem Pengendalian   Internal   Dan   

Kekuatan Koersif Terhadap Kualitas Laporan Keuangan Pemerintah Daerah”, Jurnal Riset 

Akuntansi dan Keuangan, Vol.2 No.1, pp.276-288. 

Baldi, Guido. (2013), “Physical and Human Capital Accumulation and the Evolution of Income 

and Inequality”, Journal of Economic Development, Vol. 38 No 3, pp. 57-83. 

Barney, Jay (1991), “Firm Resources and Sustained Competitive Adventage”, Journal of 

Management”, Vol 17 No.1, pp.99-120. 

Barney, J. (1991), “Special Theory Forum The Resource-Based Model of the Firm: Origins, 

Implications, and Prospects”, Journal of Management, Vol. 17 No. 1, pp. 97–98. 

Barney, J. (2001), “The resource-based view of the firm: Ten years after 1991”, Journal of 

Management, Vol. 27 No. 6, pp. 625–641. 

Baron, R.M., and D.A. Kenny, (1986),  “The moderator-mediator variable distinc-tion in social 

psychological research: Conceptual, strategic, and statistical considerations”, Journal of 

Personality and Social Psychology, Vol.51 No. 6, pp. 1173-1182. 

Campbell, K. and Mínguez-Vera, A. (2008), “Gender Diversity in the Boardroom and Firm 

Financial Performance”, Journal of Business Ethics, Vol. 83 No. 3, pp. 435–451. 

Chandra, Riny. (2017), “Penerapan Sistem Pengendalian Manajemen Terhadap Kinerja Keuangan 

Pada PT. Indojaya Agri Nusa”, Jurnal Samudra Ekonomi Dan Bisnis, Vol.8, No.1. 

Chariri, A dan Imam Ghozali, (2007). “Teori Akuntansi”, Semarang, Badan Penerbit Universitas 

Diponegoro.  

Daily, C.M. and Johnson, J.L. (1997), “Sources of CEO Power and Firm Financial Performance: 

A Longitudinal Assessment”, Journal of Management, Vol. 23 No. 2, pp. 97–117. 

 

 1 
 2 
 3 
 4 
 5 
 6 
 7 
 8 
 9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 



25 
 

DiNapoli P, Thomas, (2011), “Financial Condition Analysis” Local Government Management 

Guide. New York State Office of the State Comptroller Division of Local Government and 

School Accounting 110 State Street, 12th Floor Albany, New York 12236. 

Ervina, M, Ahim Abdurahim & Rudy Suryanto. (2008). “Intellectual Capital dan Kinerja 

Keuangan Perusahaan; Suatu Analisis dengan Pendekatan Partial Least Squares”, Jurnal 

Akuntansi dan Investasi, Vol. 9 No. 2, pp.138-158. 

Galor, O. and Moav, O. (2004), “From Physical to Human Capital Accumulation: Inequality and 

the Process of Development”, Review of Economic Studies, Vol. 71 No. 4, pp. 1001–1026. 

Ghozali, I. (2006). “Structural Equation Modeling; Metode Alternatif dengan PLS”, Semarang: 

Badan Penerbit  Universitas Diponegoro. 

Graham, P. and Sathye, M. (2017), “Does National Culture Impact Capital Budgeting Systems?”, 

Australasian Accounting, Business and Finance Journal, Vol. 11 No. 2, pp. 43–60. 

Harun, H. and Kamase, H.P. (2012), “Accounting Change and Institutional Capacity : The Case 

of a Provincial Government in Indonesia Accounting Change and Institutional Capacity : 

The Case of a Provincial”, Australasian Accounting, Business and Finance Journal, Vol. 6 

No. 2, pp. 35–50. 

Kristensen, E., Østergaard, S., Krogh, M.A. and Enevoldsen, C. (2008), “Technical Indicators of 

Financial Performance in the Dairy Herd”, Journal of Dairy Science, Vol. 91 No. 2, pp. 

620–631. 

Locke, E.A., Shaw, K.N., Saari, L.M. and Latham, G.P. (1981), “Goal setting and task 

performance: 1969-1980.”, Psychological Bulletin, Vol. 90 No. 1, pp. 125–152. 

Locke, Edwin A dan Gary Lathan. (2002), “A Particaly Useful Theory of Goal Setting and Task 

Notification”, American Physical Association, Vol. 57 No. 9, pp.705-717. 

Latham, G.P. and Locke, E.A. (1979), “Goal setting—A motivational technique that works”, 

Organizational Dynamics, Vol. 8 No. 2, pp. 68–80. 

Masyur, Firdaus. (2015), “Implementation of E-government Strategies in Parepare City Using 

Cassidy Model and Dimensions of Indonesia E-government Ranking”, Jurnal Penelitian 

Komunikasi dan Opini Publik, Vol. 20 No.2, pp.111-122. 

Mignone, Javier dan O’Nell, John. (2005), “Social Capital as a Health Determinant in First 

Nations: An Exploratory Study in Three Communities”, Journal of Aborifinal Health, Vol 

2 No.1.  

Mir, M. and Sutiyono, W. (2013), “Public Sector Financial Management Reform: A Case Study 

of Local Government Agencies in Indonesia”, Australasian Accounting, Business and 

Finance Journal, Vol. 7 No. 4, pp. 97–117. 

 1 
 2 
 3 
 4 
 5 
 6 
 7 
 8 
 9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 



26 
 

 

Nimtrakoon, Sirinuch, (2015), “The relationship between intellectual capital, firms’ market value 

and financial performance Empirical evidence from the ASEAN. Thesis”, Journal of 

Intellectual Capital, Vol 16, Issue 3, pp.587-618.  

Nirwana, Abdul Halim, Darwis Said, Abdul Hamid Habbe. (2014), “Mediation Effect of Cultural 

Capital on the Influence of Human Resources Capital and Physical Resources Capital 

towards Regional Financial Condition of the Government of South Sulawesi”, Journal of 

Research in Business and Management, Vol. 2 No. 10, pp: 48-53.  

Ong, Tze San, Boon HengTeh, Sin Huei Ng, Wei Ni Soh. (2016), “Environmental Management 

System and Financial Performance”, Institutions and Economies Vol. 8, No. 2, pp. 27-53. 

Otley, D. (1999), “Performance management: a framework for management control systems 

research”, Management Accounting Research, Vol. 10 No. 4, pp. 363–382. 

Perrotta, C. (2018), “Investment in human capital”, Unproductive Labour in Political Economy, 

Routledge, London; New York: Routledge, 2018. | Series: Routledge studies in the history 

of economics; 210, pp. 102–115. 

Purnamasari, Imas. (2009), “Hubungan Struktur Sistem Pengendalian Manajemen Dan Proses 

Sistem Pengendalian Manajemen Dengan Kinerja Keuangan Perusahaan Pada PT. Kereta 

Api Indonesia (Persero)”, Fokus Ekonomi,Vol. 4 No. 1, pp. 27 - 43. 

Ramli, Azahari, Donny Abdul Latief Poespowidjojo dan Khairunnisa Ahmad Shakir. (2014). 

“Modal Manusia dan Kaitannya dengan Kinerja: Suatu Kajian Terhadap Gudang 

Manufaktur Berlisensi di Semenanjung Malaysia”, Jurnal Kajian Manajemen Bisnis, Vol 

3, No 2 

Ritonga, I.T. (2014), “Analysing Service-Level Solvency of Local Governments from Accounting 

Perspective: A Study of Local Governments in the Province of Yogyakarta Special 

Territory, Indonesia”, International Journal of Governmental Financial Management Vol. 

XIV, No 2, pp. 19. 

Riawan. (2016), “Pengaruh Kualitas Sumber Daya Manusia dan Kualitas Anggaran Terhadap 

Kinerja Keuangan Daerah Yang Dimoderasi Dengan SIMDA Pada SKPD Kabupaten 

Buton Utara”, JESP, Vol. 8, No 1, ISSN (P) 2086-1575. 

Sari, Eka Nurmala dan Fitriani Saragih. (2009), “Pengaruh Sistem Pengendalian Manajemen 

Terhadap Kinerja Keuangan Peusahaan Pada Hotel Berbintang di Kota Medan”, Jurnal 

Riset Akuntansi dan Bisnis, Vol. 9 No. 2 

Snell, S.A. (1992), “Control Theory in Strategic Human Resource Management: The Mediating 

Effect Of Administrative Information”, Academy of Management Journal, Vol. 35 No. 2, 

pp. 292–327. 

 1 
 2 
 3 
 4 
 5 
 6 
 7 
 8 
 9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 



27 
 

Sueyoshi, T. and Goto, M. (2010), “Measurement of a linkage among environmental, 

operational, and financial performance in Japanese manufacturing firms: A use of Data 

Envelopment Analysis with strong complementary slackness condition”, European Journal 

of Operational Research, Vol. 207 No. 3, pp. 1742–1753. 

Standards for Internal Control in Federal Government. 1999. United States General Accounting 

Offiice. 

Tosi, H.L., Locke, E.A. and Latham, G.P. (1991), “A Theory of Goal Setting and Task 

Performance”, The Academy of Management Review, Vol. 16 No. 2, p. 480. 

Undang-undang RI Nomor 23 Tahun 2014 Tentang Pemerintahan Daerah.  

Utary, Anis Rachma. (2014), “The Relationship between Management Control Systems and 

Corporate Financial Performance (a Moderated Regression Analysis Approach from 

Mining Companies in Indonesia)”, Journal of Economics, Business, and Accountancy 

Ventura, Vol. 17, No. 1, pp.69 – 80. 

Wernerfelt, Birger. (1984), “A Resource Based View of the Firm”, Strategic Management Journal, 

Vol. 5, pp. 171-180. 

Yesil, S. and Kaya, A. (2013), “The Effect of Organizational Culture on Firm Financial 

Performance: Evidence from a Developing Country”, Procedia - Social and Behavioral 

Sciences, Vol. 81, pp. 428–437. 

 

 

  

 

 1 
 2 
 3 
 4 
 5 
 6 
 7 
 8 
 9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 



28 
 

 

 1 
 2 
 3 
 4 
 5 
 6 
 7 
 8 
 9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 



29 
 

 
 Formatted: Check spelling and grammar

Formatted: Indent: Left:  0", First line:  0", Space

Before:  0 pt, After:  10 pt, Line spacing:  Multiple 1.15

li, Widow/Orphan control, Adjust space between Latin

and Asian text, Adjust space between Asian text and

numbers, Tab stops:  1.25", Left

 1 
 2 
 3 
 4 
 5 
 6 
 7 
 8 
 9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 



Heliyon
 

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

CONTROL SYSTEM
--Manuscript Draft--

 
Manuscript Number: HELIYON-D-21-01738R3

Article Type: Original Research Article

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

Manuscript Classifications: 140.160: Economics; 140.160.100: Finance; 140.160.130: Behavioral economics;
140.160.200: Accounting; 140.180.100.150: Organizational Psychology

Corresponding Author: Asri Usman, Ph.D
Universitas Hasanuddin Fakultas Ekonomi Dan Bisnis
Makassar, Sulawesi Selatan INDONESIA

First Author: Asri Usman

Order of Authors: Asri Usman

Hillman Wirawan, Ph.D

Zulkifli Zulkifli, Master

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.

Opposed Reviewers:

Powered by Editorial Manager® and ProduXion Manager® from Aries Systems Corporation



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 

Response to Reviewers



1 
 

THE EFFECT OF HUMAN CAPITAL AND PHYSICAL CAPITAL ON REGIONAL 

FINANCIAL CONDITION: THE MODERATING EFFECT OF MANAGEMENT 

CONTROL SYSTEM 

 

Asri Usman1*, Hillman Wirawan2 and Zulkifli1 

1 Department of Accounting, Faculty of Economy and Business, UniversitasHasanuddin, Jl. Perintis 

Kemerdekaan Km. 10 Kampus Tamalanrea Makassar, Indonesia; asriusman@unhas.ac.id 
2Department of Psychology, Faculty of Medicine, Universitas Hasanuddin, Jl. Perintis Kemerdekaan Km. 

10 Kampus Tamalanrea Makassar, Indonesia; hillman@unhas.ac.id 

 

*Correspondence: asriusman@unhas.ac.id 

 

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 
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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-Gómez 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 Mínguez-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 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

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 (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 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 

Human Capital (Mignonedan O’Neil, 

2005) 

1. Special Competence 

2. Work Experience 

3. Skill 

Physical Capital (Baldi, 2013) 

1. Availability of Natural Resources 

and the Environment 

2. Government Investment 

3. Facilities and Infrastructure (e.g., 

Computer and Internet Networks) 

Management Control System (Prabawati, 

2010) 

1. Strategic Planning 

2. Implementation and Measurement 

3. Evaluation 

Financial Condition 

(Dinapoli, 2011) 

Environment 1. Community needs 

2. Population 

3. Property Value 

4. Inflation 

5. Individual income 

6. Budgeting 

Organisation 1. Budget Cost 

2. Timeliness and accuracy of 

financial transactions 
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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 

 1 
 2 
 3 
 4 
 5 
 6 
 7 
 8 
 9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 



11 
 

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 11.43 1.21 -      

Physical Capital 11.79 1.23 .52** -     

MCS 12.12 1.15 .45** .54** -    

FC(Environment) 22.90 2.52 .53** .56** .73** -   

FC(Institution) 12.17 1.22 .30** .34** .62** .78** -  

FC(Financial) 12.26 1.35 .46** .46** .67** .72** .64** - 

FC Total 47.33 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 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 
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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 R2 Adj. R2 ∆R2 ∆F β 

1 Human Capital .25*** .24 - 24.81 .50*** 

       

2 Human Capital .35** .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, ∆= change, β= 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. 

R2= .25, p<.001). In the second model, Physical Capital was entered, and it contributed a positive 

and significant added value to the Financial Condition (∆R2= .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 (∆R2 = .01, p> .05). Model 4 was the regression model that 

gave the highest contribution to the variance of the Financial Condition (∆R2 = .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. R2 = .24, β= .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. R2 = .40, β= .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. R2 = .40, β= .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 (β= -.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 (β= .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 R2= .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 2. Empirical model and coefficients 

 

 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 (R2= .16), compared 

to when it was at a high level (R2= .13). The existence of a high Management Control System 

could reduce the impact of Human Capital on Financial 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 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 (R2= .22) compared to low levels (R2= .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 

 1 
 2 
 3 
 4 
 5 
 6 
 7 
 8 
 9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 



16 
 

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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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. 
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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 Mínguez-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.  

   

  

 

 

 

 

 

 

 

 

 

 

 

 

 

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 

 

Human Capital 

Management 

Control System 
Financial Condition  

Physical Capital 
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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 

Human Capital (Mignonedan O’Neil, 

2005) 

Special Competence 

Work Experience 

Skill 

Physical Capital (Baldi, 2013) 

Availability of Natural Resources and 

the Environment 

Government Investation 

Facilities and Infrastructure (Computer 

and Internet Networks) 

Management Control System (Prabawati, 

2010) 

Strategic Planning 

Implementation and Measurement 

Evaluation 

Financial Condition 

(Dinapoli, 2011) 

Environment Community needs 

Population 

Property Value 

Inflation 

Individual income 

Budgeting 

Organization Budget Cost 

Timeliness and accuracy of financial 

transactions 

Quality and timeliness of financial 

reporting 

Financial Limitation of Debt 

Potential Taxes 

Legality of Expenditures  

 

 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. 
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Table 4. Descriptive Statistics and Bivariate Correlations 

 M SD 1 2 3 4 5 6 

Human Capital 11.43 1.21       

Physical Capital 11.79 1.23 .52**      

MCS 12.12 1.15 .45** .54**     

FC(Environment) 22.90 2.52 .53** .56** .73**    

FC(Institution) 12.17 1.22 .30** .34** .62** .78**   

FC(Financial) 12.26 1.35 .46** .46** .67** .72** .64**  

FC Total 47.33 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 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 R2 Adj. R2 ∆R2 ∆F β 

1 Human Capital .25*** .24 - 24.81 .50*** 

       

2 Human Capital .35** .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, ∆= change, β= 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 (Adj. R2 = .25, p<.001). In the second model, 

Physical Capital entered and contributed a positive and significant added value to the Financial 

Condition prediction model (∆R2 = .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 (∆R2 = .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 (∆R2 = .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. R2 = 

.24, β = .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. R2 = .40, β = .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. 

R2 = .40, β = .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 (R2 = .10, p <.01). It meant that the impact of Human 

Capital on Financial Conditions depended on the high or low Management Control System (β = -

.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 (β = .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 R2 = .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 (R2 = .156), compared 

to when it was at a high level (R2 = .131). So that the existence of a high Management Control 

System could reduce the impact of Human Capital on Financial Conditions. 

 

 
 

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 

β = -.33, p< .01 

β = .34, p< .01 

Human Capital 
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Physical Capital on Financial Conditions was stronger when the Management Control System was 

also at a high level (R2 = 2 17), compared when dealing at low levels (R2 = .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. 

 

 
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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Research article

The effect of human capital and physical capital on 

regional financial condition: the moderating effect of 

management control system

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 
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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). (Elshaday et al., 2018). 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-Gómez 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.
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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 PhysicalPhyscial 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 
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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;

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 

To examine the effect of Human Capital on Regional Financial Condition1.

To examine the effect of Physical Capital on Regional Financial Condition

2.

To examine the moderating effect of the Management Control System on the effect of Human Capital 

and Physical Capital on Regional Financial Condition.

3.



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;

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 Mínguez-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 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 

Physical Capital (e.g. technology, manufacturing, and equipment)a.

Human Capital (e.g. training, experience, insight)b.

Organisational capital resources (e.g. formal structural)c.



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).Q4
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Figure 1

Theoretical framework.
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Figure 2

Empirical model and coefficients.



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

Table 1

Operational variable.

Variable Dimension Indicator

Human Capital  (Mignone and dan O'Nell, 2005)

1. Special Competence

2. Work Experience

3. Skill

Physical Capital  (Baldi, 2013)

1. Availability of Natural Resources and the Environment

2. Government Investment

3. Facilities and Infrastructure (e.g., Computer and Internet Networks)

Management Control System (Prabawati, 2010(2022)) 1. Strategic Planning

i 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.



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[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 > 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 = .09810). 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 2:

2. Implementation and Measurement

3. Evaluation

Financial Condition (DiNapoli, 2011)

Environment

1. Community needs

2. Population

3. Property Value

4. Inflation

5. Individual income

6. Budgeting

Organisation

1. Budget Cost

2. Timeliness and accuracy of financial transactions

3. Quality and timeliness of financial reporting

Financial

1. Limitation of Debt

2. Potential Taxes

3. Legality of Expenditures

Q5
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Table 2

Average variance extracted (AVE).

VariableVariabel AVE

Human Capital 0.6217

Physical Capital 0.600

Management Control System 0.534

i The table layout displayed in this section is not how it will appear in the final version. The representation below is solely 
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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.

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 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 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 

Financial Condition 0.702

Source: Primary data.
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Table 3

Composite reliability.

Variable Composite Reliability

Human Capital 0.8326

Physical Capital 0.8218

Management Control System 0.931

Financial Condition 0.9876

Source: Primary data.
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and Physical Capital) and Management Control System had a strong positive relationship with Financial Condition.

(see Table 5).

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:

alt-text: Table 4

Table 4

Descriptive statistics and bivariate correlations.

M SD 1 2 3 4 5 6

Human Capital 11.43 1.21 -

Physical Capital 11.79 1.23 .52∗∗ -

MCS 12.12 1.15 .45∗∗ .54∗∗ -

FC(Environment) 22.90 2.52 .53∗∗ .56∗∗ .73∗∗ -

FC(Institution) 12.17 1.22 .30∗∗ .34∗∗ .62∗∗ .78∗∗ -

FC(Financial) 12.26 1.35 .46∗∗ .46∗∗ .67∗∗ .72∗∗ .64∗∗ -

FC Total 47.33 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.

i 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.

alt-text: Table 5

Table 5

Moderated regressions with financial condition as dependent variable.

Model R
2

Adj. R
2 ΔR

2 ΔF β

1 Human Capital .25∗∗∗ .24 - 24.81 .50∗∗∗

2

Human Capital

.35∗∗ .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, Δ = change, β  = Standardized Beta Weight, HC = Human Capital, PC = Physical Capital, ∗∗∗p  < .001, ∗∗p  < .01.

i The table layout displayed in this section is not how it will appear in the final version. The representation below is solely 
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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 (Adj. R
2

 = .25, p < .001). In the second model, Physical Capital was entered, and it 

contributed a positive and significant added value to the Financial Condition (ΔR
2

 = .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 (ΔR
2

 = .01, p > .05). Model 4 was the regression model that gave the highest contribution to the 

variance of the Financial Condition (ΔR
2

 = .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
2
 = .24, β = .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
2
 = .40, β = 

.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
2
 = .40, β = .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 (β = -.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 (β = .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
2
 = .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
2

 = .13). The existence of a 

high Management Control System could reduce the impact of Human Capital on Financial Condition.

alt-text: Figure 3

Figure 3



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
2

 = .22) compared to low 

levels (R
2

 = .07). A high Management Control System could support the positive impact of Physical Capital on 

Financial Condition.

5 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.

Interaction between human capital and management control system.

alt-text: Figure 4

Figure 4

Interaction between physical capital and management control system.



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 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 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 et al. (2014). 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. Anthony et  al. (2005)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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INFORMED CONSENT 
 
 
Title of Research: 
 

Human Capital and Physical Capital in 
Regional Financial Condition 
 

Principle Investigator, Affiliation and 
Contact Information: 
 

Asri Usman 
Fakultas Ekonomi dan Bisnis 
Universitas Hasanuddin 
Email: asriusman@unhas.ac.id  
 

Institutional Contact: Research Ethic Committee 
Fakultas Ekonomi dan Bisnis 
Universitas Hasanuddin 
Jl. Perintis Kemerdekaan Km. 10 
Kampus UNHAS Tamalanrea 
Makassar, Indonesia 
 

 

1. 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 
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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6. Confidentiality 
The data are completely anonymous. Your responses will only be reported in a group and 
no personal identification will allow other parties to identify your identity. We do not 
collect any information that can easily identify your personal identity. The data will only 
be accessed by the principal researcher and will be kept in a passport-protected 
computer. 
 

7. Compensation  
Participants will not be compensated for participation in this study 

 
After reading the above information, I voluntarily agree to participate in this research 

program 
□ Yes 
□ No 

I understand that I will be given a copy of this signed Consent Form. 
 
Name of Participant:_____________________________ 
 
Signature: 
 
 

Date: 
 
 
 

 
Note: A copy of the signed, dated consent form must be kept by the Principle Investigator 
and a copy must be given to the participant.  
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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. 

2. As suggested, all coefficients have been rounded two digits after zero.  
3. 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. 

4. The reason we employed Hierarchical Moderated Regression because we wanted to 
compare different regression models. We were able to compare the change in R2 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. 

5. Our analysis also included a “mean-centred” procedure to eliminate multicollinearity. We 
have reported this in the revised manuscript. 

6. 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. 

7. 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. 

8. 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. 

2. 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. 

3. We preferred to report our current analysis and included measurement model analysis to 
support our theoretical model. 

4. 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 
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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-Gómez 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 Mínguez-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 
 

  
 
 
 
 
 
 
 
 
 
 
 
 

 
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 (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 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 

Human Capital (Mignonedan O’Neil, 
2005) 

1. Special Competence 
2. Work Experience 
3. Skill 

Physical Capital (Baldi, 2013) 

1. Availability of Natural Resources 
and the Environment 

2. Government Investment 
3. Facilities and Infrastructure (e.g., 

Computer and Internet Networks) 

Management Control System (Prabawati, 
2010) 

1. Strategic Planning 
2. Implementation and Measurement 
3. Evaluation 

Financial Condition 
(Dinapoli, 2011) 

Environment 1. Community needs 
2. Population 
3. Property Value 
4. Inflation 
5. Individual income 
6. Budgeting 

Organisation 1. Budget Cost 
2. Timeliness and accuracy of 

financial transactions 
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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 
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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 11.43 1.21 -      
Physical Capital 11.79 1.23 .52** -     
MCS 12.12 1.15 .45** .54** -    
FC(Environment) 22.90 2.52 .53** .56** .73** -   
FC(Institution) 12.17 1.22 .30** .34** .62** .78** -  
FC(Financial) 12.26 1.35 .46** .46** .67** .72** .64** - 
FC Total 47.33 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 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 
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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 R2 Adj. R2 ∆R2 ∆F β 
1 Human Capital .25*** .24 - 24.81 .50*** 
       
2 Human Capital .35** .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, ∆= change, β= 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. 
R2= .25, p<.001). In the second model, Physical Capital was entered, and it contributed a positive 
and significant added value to the Financial Condition (∆R2= .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 (∆R2 = .01, p> .05). Model 4 was the regression model that 
gave the highest contribution to the variance of the Financial Condition (∆R2 = .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. R2 = .24, β= .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. R2 = .40, β= .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. R2 = .40, β= .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 (β= -.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 (β= .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 R2= .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 2. Empirical model and coefficients 
 

 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 (R2= .16), compared 
to when it was at a high level (R2= .13). The existence of a high Management Control System 
could reduce the impact of Human Capital on Financial 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 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 (R2= .22) compared to low levels (R2= .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 



19 
 

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. 



20 
 

REFERENCES 
 

Abdillah, Willy dan Jogiyanto. (2015), “Partial Least Square Alternatif Structural Equation 
Modeling (SEM) dalam Penelitian Bisnis”, Yogyakarta, ISBN : 978-979-29-5216-2. 

Abdul Halim, et.al. (2003), “Sistem Pengendalian Manajemen”,  Yogyakarta UPP AMP YKPN.  

Anthony, Robert N, Vijay Govindarajan dan Kurniawan Tjakrawala. (2005). “Management 
Control System”, Jakarta, Edisi 11, Salemba Empat. 

Anugrah Desiana dan Budi S.  Purnomo.  (2014). “Pengaruh Sistem Pengendalian   Internal   Dan   
Kekuatan Koersif Terhadap Kualitas Laporan Keuangan Pemerintah Daerah”, Jurnal Riset 
Akuntansi dan Keuangan, Vol.2 No.1, pp.276-288. 

Baldi, Guido. (2013), “Physical and Human Capital Accumulation and the Evolution of Income 
and Inequality”, Journal of Economic Development, Vol. 38 No 3, pp. 57-83. 

Barney, Jay (1991), “Firm Resources and Sustained Competitive Adventage”, Journal of 
Management”, Vol 17 No.1, pp.99-120. 

Barney, J. (1991), “Special Theory Forum The Resource-Based Model of the Firm: Origins, 
Implications, and Prospects”, Journal of Management, Vol. 17 No. 1, pp. 97–98. 

Barney, J. (2001), “The resource-based view of the firm: Ten years after 1991”, Journal of 
Management, Vol. 27 No. 6, pp. 625–641. 

Baron, R.M., and D.A. Kenny, (1986),  “The moderator-mediator variable distinc-tion in social 
psychological research: Conceptual, strategic, and statistical considerations”, Journal of 
Personality and Social Psychology, Vol.51 No. 6, pp. 1173-1182. 

Campbell, K. and Mínguez-Vera, A. (2008), “Gender Diversity in the Boardroom and Firm 
Financial Performance”, Journal of Business Ethics, Vol. 83 No. 3, pp. 435–451. 

Chandra, Riny. (2017), “Penerapan Sistem Pengendalian Manajemen Terhadap Kinerja Keuangan 
Pada PT. Indojaya Agri Nusa”, Jurnal Samudra Ekonomi Dan Bisnis, Vol.8, No.1. 

Chariri, A dan Imam Ghozali, (2007). “Teori Akuntansi”, Semarang, Badan Penerbit Universitas 
Diponegoro.  

Daily, C.M. and Johnson, J.L. (1997), “Sources of CEO Power and Firm Financial Performance: 
A Longitudinal Assessment”, Journal of Management, Vol. 23 No. 2, pp. 97–117. 

 



21 
 

DiNapoli P, Thomas, (2011), “Financial Condition Analysis” Local Government Management 
Guide. New York State Office of the State Comptroller Division of Local Government and 
School Accounting 110 State Street, 12th Floor Albany, New York 12236. 

Ervina, M, Ahim Abdurahim & Rudy Suryanto. (2008). “Intellectual Capital dan Kinerja 
Keuangan Perusahaan; Suatu Analisis dengan Pendekatan Partial Least Squares”, Jurnal 
Akuntansi dan Investasi, Vol. 9 No. 2, pp.138-158. 

Galor, O. and Moav, O. (2004), “From Physical to Human Capital Accumulation: Inequality and 
the Process of Development”, Review of Economic Studies, Vol. 71 No. 4, pp. 1001–1026. 

Ghozali, I. (2006). “Structural Equation Modeling; Metode Alternatif dengan PLS”, Semarang: 
Badan Penerbit  Universitas Diponegoro. 

Graham, P. and Sathye, M. (2017), “Does National Culture Impact Capital Budgeting Systems?”, 
Australasian Accounting, Business and Finance Journal, Vol. 11 No. 2, pp. 43–60. 

Harun, H. and Kamase, H.P. (2012), “Accounting Change and Institutional Capacity : The Case 
of a Provincial Government in Indonesia Accounting Change and Institutional Capacity : 
The Case of a Provincial”, Australasian Accounting, Business and Finance Journal, Vol. 6 
No. 2, pp. 35–50. 

Kristensen, E., Østergaard, S., Krogh, M.A. and Enevoldsen, C. (2008), “Technical Indicators of 
Financial Performance in the Dairy Herd”, Journal of Dairy Science, Vol. 91 No. 2, pp. 
620–631. 

Locke, E.A., Shaw, K.N., Saari, L.M. and Latham, G.P. (1981), “Goal setting and task 
performance: 1969-1980.”, Psychological Bulletin, Vol. 90 No. 1, pp. 125–152. 

Locke, Edwin A dan Gary Lathan. (2002), “A Particaly Useful Theory of Goal Setting and Task 
Notification”, American Physical Association, Vol. 57 No. 9, pp.705-717. 

Latham, G.P. and Locke, E.A. (1979), “Goal setting—A motivational technique that works”, 
Organizational Dynamics, Vol. 8 No. 2, pp. 68–80. 

Masyur, Firdaus. (2015), “Implementation of E-government Strategies in Parepare City Using 
Cassidy Model and Dimensions of Indonesia E-government Ranking”, Jurnal Penelitian 
Komunikasi dan Opini Publik, Vol. 20 No.2, pp.111-122. 

Mignone, Javier dan O’Nell, John. (2005), “Social Capital as a Health Determinant in First 
Nations: An Exploratory Study in Three Communities”, Journal of Aborifinal Health, Vol 
2 No.1.  

Mir, M. and Sutiyono, W. (2013), “Public Sector Financial Management Reform: A Case Study 
of Local Government Agencies in Indonesia”, Australasian Accounting, Business and 
Finance Journal, Vol. 7 No. 4, pp. 97–117. 



22 
 

 

Nimtrakoon, Sirinuch, (2015), “The relationship between intellectual capital, firms’ market value 
and financial performance Empirical evidence from the ASEAN. Thesis”, Journal of 
Intellectual Capital, Vol 16, Issue 3, pp.587-618.  

Nirwana, Abdul Halim, Darwis Said, Abdul Hamid Habbe. (2014), “Mediation Effect of Cultural 
Capital on the Influence of Human Resources Capital and Physical Resources Capital 
towards Regional Financial Condition of the Government of South Sulawesi”, Journal of 
Research in Business and Management, Vol. 2 No. 10, pp: 48-53.  

Ong, Tze San, Boon HengTeh, Sin Huei Ng, Wei Ni Soh. (2016), “Environmental Management 
System and Financial Performance”, Institutions and Economies Vol. 8, No. 2, pp. 27-53. 

Otley, D. (1999), “Performance management: a framework for management control systems 
research”, Management Accounting Research, Vol. 10 No. 4, pp. 363–382. 

Perrotta, C. (2018), “Investment in human capital”, Unproductive Labour in Political Economy, 
Routledge, London; New York: Routledge, 2018. | Series: Routledge studies in the history 
of economics; 210, pp. 102–115. 

Purnamasari, Imas. (2009), “Hubungan Struktur Sistem Pengendalian Manajemen Dan Proses 
Sistem Pengendalian Manajemen Dengan Kinerja Keuangan Perusahaan Pada PT. Kereta 
Api Indonesia (Persero)”, Fokus Ekonomi,Vol. 4 No. 1, pp. 27 - 43. 

Ramli, Azahari, Donny Abdul Latief Poespowidjojo dan Khairunnisa Ahmad Shakir. (2014). 
“Modal Manusia dan Kaitannya dengan Kinerja: Suatu Kajian Terhadap Gudang 
Manufaktur Berlisensi di Semenanjung Malaysia”, Jurnal Kajian Manajemen Bisnis, Vol 
3, No 2 

Ritonga, I.T. (2014), “Analysing Service-Level Solvency of Local Governments from Accounting 
Perspective: A Study of Local Governments in the Province of Yogyakarta Special 
Territory, Indonesia”, International Journal of Governmental Financial Management Vol. 
XIV, No 2, pp. 19. 

Riawan. (2016), “Pengaruh Kualitas Sumber Daya Manusia dan Kualitas Anggaran Terhadap 
Kinerja Keuangan Daerah Yang Dimoderasi Dengan SIMDA Pada SKPD Kabupaten 
Buton Utara”, JESP, Vol. 8, No 1, ISSN (P) 2086-1575. 

Sari, Eka Nurmala dan Fitriani Saragih. (2009), “Pengaruh Sistem Pengendalian Manajemen 
Terhadap Kinerja Keuangan Peusahaan Pada Hotel Berbintang di Kota Medan”, Jurnal 
Riset Akuntansi dan Bisnis, Vol. 9 No. 2 

Snell, S.A. (1992), “Control Theory in Strategic Human Resource Management: The Mediating 
Effect Of Administrative Information”, Academy of Management Journal, Vol. 35 No. 2, 
pp. 292–327. 



23 
 

Sueyoshi, T. and Goto, M. (2010), “Measurement of a linkage among environmental, 
operational, and financial performance in Japanese manufacturing firms: A use of Data 
Envelopment Analysis with strong complementary slackness condition”, European Journal 
of Operational Research, Vol. 207 No. 3, pp. 1742–1753. 

Standards for Internal Control in Federal Government. 1999. United States General Accounting 
Offiice. 

Tosi, H.L., Locke, E.A. and Latham, G.P. (1991), “A Theory of Goal Setting and Task 
Performance”, The Academy of Management Review, Vol. 16 No. 2, p. 480. 

Undang-undang RI Nomor 23 Tahun 2014 Tentang Pemerintahan Daerah.  

Utary, Anis Rachma. (2014), “The Relationship between Management Control Systems and 
Corporate Financial Performance (a Moderated Regression Analysis Approach from Mining 
Companies in Indonesia)”, Journal of Economics, Business, and Accountancy Ventura, Vol. 
17, No. 1, pp.69 – 80. 

Wernerfelt, Birger. (1984), “A Resource Based View of the Firm”, Strategic Management 
Journal, Vol. 5, pp. 171-180. 

Yesil, S. and Kaya, A. (2013), “The Effect of Organizational Culture on Firm Financial 
Performance: Evidence from a Developing Country”, Procedia - Social and Behavioral 
Sciences, Vol. 81, pp. 428–437. 

 

 

  

 



24 
 

 



25 
 

 
 


