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Abstract

This study empirically examines the level of mandatory disclosure within financial statements of lo-
cal governments in Indonesia by using institutional theory. Indonesia is the world's largest muslim
country that has recently undergone comprehensive public sector reform. There is a moderate level of
compliance with key mandatory disclosures (49.9%). The highest level of communication is on is-
sues relating to Fiscal Policy (81.2%) whereas the lowest level is for Macro-Economic issues
(33.6%). Regression analysis shows that the mimetic isomorphism variable, measured by jurisdiction
is positive and significant predictors of the extent of mandatory disclosure. Local governments that
are located in Java disclose more than non-Java, and older local governments also have higher man-
datory disclosures.
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Abstrak

Sudi ini bertujuan untuk menguiji tingkat pengungkapan wajib pada laporan keuangan pemerintah
daerah di Indonesia dengan menggunakan perspektif teori institusional. Indonesia merupakan nega-
ra dengan komposis penduduk muslim terbanyak di dunia yang barusaja melakukan reformasi sek-
tor publik secara komprehensif. Hasil riset menunjukkan bahwa tingkat pengungkapan wajib dalam
laporan keuangan sebesar 49,9%, dimana pengungkapan tertinggi adalah pos kebijakan fiskal
(81,2%), sedangkan pengungkapan terendah adalah informasi mengenai ekonomi makro (33.6%).
Has| analisis regres menunjukkan bahwa variabel ‘mimetic isomorphism’ yang diukur dengan
menggunakan proxi lokasi daerah (jurisdiksi) merupakan variabel prediktor yang secara positif sig-
nifikan mempengaruhi tingkat pengungkapan wajib. Selain itu, umur pemerintah daerah juga ber-
pengaruh positif dan signifikan terhadap tingkat pengungkapan wajib pada laporan keuangan peme-
rintah daerah di Indonesia.

Kata kunci: Mandatory disclosure, financial statements, local governments

INTRODUCTION reform. The Government of Indonesia has im-
plemented several of policies and regulations on

Indonesia is a developing country in Asia that local government financial management aimed

has recently undergone maor state financial
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at promoting improved systems and greater ac-
countability over public resources managed by
local governments. Of particular significance in
the area of budgetary and financial management
for local governments is the recent introduction
of two regulations, Government Regulation
No.24 of 2005 (PP No.24 of 2005), introducing
new government accounting standards, and Mi-
nister of Internal Affair Decree No.13 of 2006
(Permendagri No.13 of 2006), bringing in new
performance-based budgeting standards and
guidelines for financial management of local
government. Since 2010, the PP No.24 of 2005
was replaced by PP No.71 of 2010, which has
implemented a full accrua accounting. These
regulations play an increasingly prominent role
in supporting government policy on decentrali-
zation in accordance with the Law (UU. No.32
of 2004).

Decentralization highlights the increas-
ing need for accountability in local government
(Mardiasmo 2002). In 2003, UU No.17 of 2004
was issued requiring government agencies in-
cluding local government to provide an annua
financial statement based on government ac-
counting standards. Although the regulation has
been in force for more than seven years, the
Ministry of Finance has questioned the level of
compliance (Mulyani 2010).

There is a clear need to research local
government compliance, for example, the Su-
preme Audit Institution (Badan Pemeriksa Keu-
angan) in 2009 claims that the financia state-
ments of local governments in Indonesia have
not met the expected target. They state many
Indonesian local governments have not fully
prepared financial statement in accordance with
standards and regulations. The Supreme Audit
Board of the Republic of Indonesia is the high-
est (supreme) audit institution in the land is re-
sponsible for the auditing of the state finance,
i.e. the budget implementations of the central
government and local government, the state-
owned enterprises, and those enterprises owned
by the local governments in short, the entire
wealth of the State. They have issued a series of
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reports with highlight problems with com-
pliance in Indonesialoca government.

Martani and Lestari (2010) argue that to
obtain an unqualified opinion for Indonesian
local government entities, there are four criteria
that need to be considered including: com-
pliance with accounting standards, the effec-
tiveness of internal control, compliance with
laws and regulations and the adequacy of dis-
closure (full disclosure).

Full disclosure in financial statements is
very important to help avoid misconceptions in
understanding financia statements (Marston
and Shrives 1991). Studies on the level of man-
datory or voluntary disclosure in the financia
statements have been undertaken in various set-
tings. Lennox (1999) reveds that audit quality
affects the level of mandatory disclosure. Ac-
cording to Hackston and Milne (1996), industry
type affects voluntary disclosures. In addition,
Eng and Mak (2003) and Cheng and Courtenay
(2006) argue that government ownership influ-
ences the voluntary disclosure of partialy-
owned governmental bodies. These studies
show that there are many factors that may affect
the level of disclosure in the financial state-
ments.

Copley (1991) investigates the influence
of audit quality on the financial disclosure of
local governments. The result provides evidence
that there is positive relationship between audit
quality and disclosure. Research in the private
sector has found similar results where audit
quality can induce the financial statement quali-
ty by improving the disclosure to reduce asym-
metry information. Ingram and DeJong (1988)
concludes that the coalition of voters, adminis-
trative powers, and management incentives sig-
nificantly helps explain variations in the disclo-
sure level on governmental financial statements.
Robbins and Austin (1986) aso note that ad-
ministrative power and management incentives
are associated with the disclosure quality.
Cheng (1992) develops a political economic
model based on the theoretical and empirical
work in public choice and political science to
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help explain state government accounting dis-
closure choice. The model posits that state gov-
ernment accounting disclosure choice is influ-
enced by its political environment and institu-
tional forces.

This study examines key variables that
are expected to influence the level of mandatory
disclosure of financia statements in local gov-
ernments in Indonesia. There are three impor-
tant aspects to this study. First, this research
uses institutional theory approach to examine
the level of mandatory disclosure of financid
statements and the informativeness of the state-
ments of local governments in Indonesia.

Second, the research is conducted in In-
donesia, a developing country that has recently
undergone major state financial reform and has
a unique governmental structure’. Third, the
findings of this study can be applied to develop
and improve public sector governance applie-
tions. In particular, these finding can serve as an
input for public policy making in better calibrat-
ing the implementation of Governemnt Regula
tion (PP) No. 71 of 2010, to best obtain full im-
plementation in al Indonesian government insti-
tutions by 2015.

LITERATURE REVIEW AND HYPOTHE-
SISDEVELOPMENT

Studies on mandatory disclosure have adopted a
variety of theories. These include agency theory
(Mahoney 1995), legitimacy theory (Mobus
2005), capital market theory (Schon 2006), and
institutional theory (Y oshikawa, Tsui and Mc-
Guire 2007). Among these theories, agency
theory and institutional theory are the most
widely used by mandatory disclosure research-
ers (Mucciarone 2008). Recently, some re-
searchers have employed institutional theory in
the public sector area specifically on mandatory
disclosure (e.g. Buhr and Freedman 2001). Sej-
jaaka (2004) posits that this theory potentialy
provides greater insights of mandatory disclo-
sure practices. Accordingly, this study adopts
institutional theory as the underlying theoretical
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framework explaining mandatory disclosure
practices in Indonesia.

Institutional theory explains that organi-
zations are faced with institutional pressures and
due to these pressures those organizations tend
to become very similar in their form and prac-
tices (Perera 2007; Deegan 2006). Institutional
theory is concerned with how organizations
structure themselves to gain acceptance and le-
gitimacy which may be at the expense of effi-
ciency. Legitimacy is the acceptance of an or-
ganization by certain socia actors in society as
not al parties have the standing to confer legi-
timacy. Pressures to conform arise from a varie-
ty of factors including uncertainty and task re-
quirements, professional norms and standards,
and a broader normative environment (Dacin
1977).

Institutional theory has two main dimen-
sions: isomorphism and decoupling (Deegan
2006). Isomorphism, as used in this study, refers
to particular practices by an organization be-
cause of institutional pressures (DiMaggio and
Powell 1983) while decoupling refers to a situa-
tion in which the apparent practice of an organi-
zation is different from the actual practice
(Meyer and Rowan 1977). In the context of this
study, it can be said that isomorphism is the
process by which mandatory disclosure practice
in a local government is influenced by institu-
tional pressures. Whereas decoupling is a Situa-
tion in which mandatory disclosure practice is
used by an organization to create an image
which is different from that organization’s cir-
cumstances or activities. In accordance with the
purpose of this research which relates to the fac-
tors that influence the level of mandatory dis-
closure in local governments, this study solely
utilises the isomorphic institutional dimension
as the underlying theoretical framework.

DiMaggio and Powell (1983, p.149) la
bel the process by which organizations tend to
adopt the same structures and practices as ‘iso-
morphism’, which they describe as a homogeni-
zation of organizations. Tolbert and Zucker
(1983, p.17) state when describing municipality



reform “...the rapid ingtitutionalization of the
reform rested on the assumed isomorphism be-
tween it and the ideal rational bureaucratic
form”. Several studies (Perrow 1985; Covaleski
and Dirsmith 1988; and Tagesson 2008) are
based on institutional isomorphism in accor-
dance with the concepts put forward by DiMag-
gio and Powel (1983).

As proposed by institutional theorists, by
becoming ‘isomorphic’, organizations may
achieve legitimacy (DiMaggio and Powell
1983). Kostova and Zaheer (1999) note that in-
stitutional theory supporters such as DiMaggio
and Powell (1983) and Meyer and Rowan
(1977) have identified some of the determinants
of organizational legitimacy and the characteris-
tics of the legitimating process. They cite three
sets of factors that shape organizational legiti-
macy: (1) the environment’s ingtitutional cha-
racteristics, (2) the organization’s characteris-
tics, and (3) the legitimating process by which
the environment builds its perception of organi-
zations. Furthermore, Kostova and Zaheer
(1999, p.77) in their study on multinational en-
terprises, claim” given the multiplicity and va
riety of institutional environments and the cross
country differences between these environ-
ments, achieving isomorphism becomes diffi-
cult”. Carpenter and Ehsan (2001) and Ash-
worth, Boyne and Delbridge (2007) suggest that
iIsomorphic pressures differ based on organiza-
tional characteristics. In a consistent theme, this
study examines isomorphic variables such as
size of local government, jurisdiction, and polit-
ical influence, and their potential relationship
with the level of mandatory disclosure.

Scott (1987) reviews four sociological
formulations al claiming an institutional focus
due to variations in definition on the concepts of
ingtitution and institutionalization. Scott (1987,
p.499) describes institutionalization conceptions
as “a process of instilling value; a process of
creating redlity; institutional systems as a class
of elements and ingtitutions as distinct societa
spheres’. This study considers several areas
within institutional theory, including that de-
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scribing institutional systems as a class of ele-
ments. According to Scott (1987, p.497), “insti-
tutionalized belief systems constitute a distinc-
tive class of elements that can account for the
existence and/or elaboration of organizational
structure”. Furthermore, he states that:
Since the concept of institutionalization
is not definitionally linked to a distinc-
tive process that might cause an organi-
zation to change its structure in ways
that make it conform to-become isomor-
phic with - an institutional pattern. The
best known-classification is of this type
is developed by DiMaggio and Powell
(1983) who distinguished among coer-
cive, mimetic and normative processes
leading to conformity.

Joseph (2010) reveas that the most noticeable
type of institutional force is coercive isomor-
phism. According to DiMaggio and Powell
(1983, p.149), “coercive isomorphism results
from both formal and informal pressures exerted
by other organizations on which an organization
may be dependent, as well as cultural expecta-
tion in which the organizations operate’. The
formal pressure they refer to is a regulative
process where regulators have the capacity to
set up rules and procedures, monitor compliance
and, when necessary, apply sanctions.

DiMaggio and Powell (1983, p.150)
then explain “mimetic isomorphism is where
organizations tend to model themselves and im-
itate the practices and policies of those organi-
zations perceived to be legitimate and success-
ful”. Mimetic isomorphism is often referred to
as aresponse to uncertainty. Furthermore, Baker
and Rennie (2006, p.88) states that “while these
organizations may not be certain about what
they should do when facing challenges by
adopting structures and processes used by simi-
lar organizations, they are, at the very least be-
ing seen to be doing something’”.

Ryan and Purcell (2004, p.10) explain
that “normative influences refer to shared norms
of organizational members, that is, those values
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that may be unspoken, or expectations that have
gained acceptance within organizations’. The
element of pressure is normally developed by
professional and occupationa groups (Rahaman
et al. 2004). DiMaggio and Powell (1983) argue
that the more highly professionalized a work-
force becomes in terms of academic qualifica
tions and participation in professional and trade
associations, the greater the extent to which the
organization becomes similar to other organiza-
tionsin thefields. In addition, Baker and Rennie
(2006, p.87) aso cite another source of norma-
tive isomorphism, being expertise as a possible
important resource in “the implementation of
reform and help in identifying shortcomingsin a
practice”. This study advances hypotheses using
coercive, mimetic and normative isomorphic
tenets.

Coercive Il somor phism Related Hypothesis

This study examines the independent variable
size of local government within the framework
of coercive isomorphism. Size of government
organization has been examined previously in
public sector accounting research as one of the
stronger determinants of for example, choice of
accounting standard or internet financial report-
ing. With regard to public sector accounting re-
search, size of an organization has been found to
have a positive relationship with the extent of
disclosure in annual reports of state government
(Taylor and Rosair 2000). Severa studies use
size of local parliament’ as a measurement of
local government size (see Hix 2004). In line
with coercive isomorphism of institutional
theory, the local parliamentarians have the pow-
er to pressure local government executive to
align with the society’ s aspirations. Accordingly
this study uses the number of local representa-
tives in Indonesian local parliament to measure
size as a predictor of the level of mandatory dis-
closurein financia statements.

Indonesian local parliaments have a va-
rying number of members, depending on the
size and influence of the local government. As
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stated in Indonesian Act (UU No.10 of 2008), a
member of local parliament is a political media-
tor of the people within alocal government. The
greater number of local parliament members,
means the greater local community representa
tives who will hold a legislative function to in-
fluence local government executivesin perform-
ing their duties (Sotiropoulos 2008). Therefore,
there is potential greater pressure from those
local members representing local community as
a coercive influence of local government execu-
tives to make disclosures on their operationa
activities. To capture this potentia coercive
pressure the following hypothesisis proposed:
H1: There is a positive association between
number of local parliamentarians and the
extent of mandatory disclosure in the local
government financial statements.

Mimetic | somor phism Related Hypothesis

Within the framework of mimetic isomorphism,
a hypothesis is developed to test the impact of
jurisdiction. State or local government’s juris-
diction is arguably a mimetic pressure in rela
tion to institutional theory. DiMaggio and Powel
(1983) suggest that mimetic behavior occurs as
a reaction to uncertainty. When organizations
face situations where there is no clear cut course
of action, they may limit the selection of struc-
tures or practices to those that are being used by
other organizations that are viewed as being
successful in the institutional environment. Fur-
thermore, Palmer and Dunford (1993) state that
organizations tend to model themselves after
similar organizations in their field that are per-
ceived to be more legitimate or successful.
Thus, mimetic isomorphism is a response to or-
ganizational uncertainty in identifying the best
course of action.

Jakarta is the capital of Indonesia and is
located on the massively populated island of
Java. The capital’s Java location influences the
surrounding area to get better life facilities. Po-
tentially the amenities in every local govern-
ment located in Java may be better than in non-



Java. In addition, the government of Indonesia
through the Ministry of Communications and
Information (Kemkominfo) admit to having a
gap in terms of construction and development of
telecommunications facilities on the islands be-
tween Java and non-Java (Republika 2011). Ball
(2001) and Leuz (2011) fedl that the quality of
telecommunication infrastructure will affect the
quality of an entity's financial reporting. With a
better communication system, an organization
can more easily monitor its development, al
matters relating to the operations can be shared
to all stakeholders more quickly to support the
advancement of the organization. In addition,
Java has better educational facilities than non-
Java. Most of leading universities are located in
Java. Hoect (2006) argues that the quality of
human resources will affect the quality of dis-
closures in the accountability report. Human
resources have a dual role, as an object but also
as subjects of development. As the object of de-
velopment, human resource development is a
goa to be sought after, and as the subject of
human resource development actors act as the
crucia progress. Moran et al. (2008) argues that
human resource is an important factor related to
the quality of accountability. An entity which
has better human resource tends to have better
financial accountability reports. In this regard,
local governments which are located in Java po-
tentially have better financia statements and
disclosure practices than non-Java. Based on
these ideas, the following hypothesis is pro-
posed:

H2: There is a positive association between |o-
cal governments that are located on the idl-
and of Java and the extent of mandatory
disclosure in the local government financial
statements compared to non-Java entity.

Normative | somor phism Related Hypothesis

Under normative isomorphism, a hypothesis is
developed to test the impact of a possibly ex-
planatory variable namely political influence. In
the governance structure of public sector, local
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parliament is an ingtitution that has an important

check and balance function to ensure that the

local government executives execute their job
well in the interests of al stakeholders

(Lyngstad 2010). Grigorescu (2008) interprets

this function as horizontal accountability. This

function can be used as an argument to support
normative isomorphism pressure on loca gov-
ernment executives to run the professiona ac-
tivities to meet the public interest. Ying and

Zhengfei (2006) states that a decline in the qual-

ity of supervision of the executive would result

in decreased quality of disclosure on the execu-
tive accountability report, including disclosures
onitsfinancial statements.

Silva (2009) argues that the composition
of members of local parliament could be used as
benchmarks to see the power of pressure exerted
by the local parliament to the executive gov-
ernment. If the proportion of local parliament
meber  is dominated by the magjority party, and
the chairman of local government is from the
same party or a coalition, then the quality of su-
pervision conducted on the performance of the
executive may decline. Based on these ideas, the
following hypothesisis proposed:

H3: There is a positive association between the
proportion of local parliament members
who are independent of the executive and
the extent of mandatory disclosure in the
local government financial statements.

RESEARCH METHOD

From a total population of 496 local govern-
mentsin Indonesia, stratified random sample® of
80 financial statements are collected from the
Supreme Audit Board of Indonesia (BPK) data
base for the period ending December 31, 2010.
This data set is used to empiricaly test the three
ingtitutional theory hypotheses. The sample
consists of 40 loca governments in Java and 40
local governments outside Java. Both local gov-
ernments  types are divided into district and
municipality groupings.
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M easurement Techniques
Dependent variable

Informativeness of financia statements can be
seen from the extent to which an entity provides
an explanation (disclosure) on financia its finan-
ciad statements (Ingram and DeJong 1988). In
Indonesia, disclosure of loca government state-
ment is mandatory in accordance with the gov-
ernment regulation (PP No.24 of 2005) regarding
Indonesian Government Accounting Standards.
To examine the informativeness of financia
statements in local governments in Indonesia, a
Government Compliance Index (GCl) is created.
A disclosure index can be classified into
weighted or unweighted index (see Cooke
1991). In aweighted disclosure index, particular
disclosure items are given a higher score (when
those items are disclosed) than the other disclo-
sure items based on the perceived importance of
those particular items (Cooke 1991). Whereas,
in an unweighted index, each disclosure item is
deemed equally important and therefore each
item is awarded the same score when it is dis-

closed (Meek, Roberts, and Gray 1995). Most
prior studies use an unweighted disclosure index
to measure the level of disclosure as this tech-
nique is considered far less subjective than a
weighted index and is more relevant to all enti-
ties (Craig and Diga 1998). Accordingly, this
study adopts an unweighted technique for scor-
ing each disclosure item.

In a disclosure index, the contents of
each annua report are compared to the items
listed on a checklist and coded as 1 or O, de-
pending upon whether or not the content con-
forms to the items listed on the checklist (Coy,
Tower, and Dixon 1993). A disclosure index for
every local government is then calculated as the
ratio of total score awarded to the local govern-
ment divided by the maximum number of items
that are applicable for the entity. Such a mea-
surement approach is suitable for measuring the
level of disclosure in developing nations whose
set of economic, politic and socia conditions
differ from those of developed nations (see
Nurhayati, Brown, and Tower 2006).

GCI 2010 (Rank per-Catagories)
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PA = Performance Achievement; ME = Macro Economy

Figure 1: Government Compliance Index 2010 (by Categories)
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Figure 1 shows Government Compliance Index
(GCI) categories. There are seven categories of
GCI. Key explanatory factors highlighted from
Figure 1 are:

» The average overall GCI score during 2009
1S 49.9%.

e There are seven categories of GCI in which
Information on Fiscal Policy is the highest
level of communication (81.20%). This indi-
cates that Indonesian local governments are
very concerned about fiscal information
which occurs in their area such as changesin
financia position, revenue increases, expend-
iture efficiency, and others.

» The second most disclosed GCI category is
Principles of the Financial Report (70%).
This indicates that the principles of financia
statements are reasonable well communi-
cated by Indonesian local government.

* The other categories are less well disclosed
including Information of the Achievements of
Local Budget Targets (60%), followed by Oth-
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er Disclosure (47.0%), Disclosure of Account-
ing Policy (43.6%), and Presentation of Sum-
mary of Performance Achievement (42.9%).

* Information of Macro Economics is the low-
est category communication (33.6%). This
indicates that the information relating to ma-
croeconomic issues got less attention by In-
donesian local governments.

Independent and Control Variables

The measurement techniques for the indepen-
dent and control variables are based on prior
studies (Sotiropoulos, 2008; Hix, 2004; Huther
and Shkh , 1998; Sloan, 2011; Usman, 2001; Lev
and Schwartz, 1971; Martani and Lestari, 2005;
Stalebrink, 2007; Alicias et al., 2007). These are
summarized in Table 1. The possible influence
of these variables on mandatory disclosures
practices are tested by multiple regressions.

Table 1: Measurement Technique of the Independent and Control Variables

Independent Controal Type of
Variables Variables M easurement Data
Coercive Size of local ge- Total number of local government Continuous
isomorphism  ernment parliamentrian s
Mimetic Jurisdiction It is measured by dichotomous cod- Categorical
isomorphism  (Java and non-Java) ing:
1=ifitislocated in Java
0 =if itisnot located in Java
Normative Political Influence Proportion of non controlling partiesin ~ Continuous
isomorphism thelocal parliament
Type of local govern- 1= Municipality Categorical
ment 0 = District
Age of entity Number of years from inception Continuous
Audit Finding Number of audit finding recommenda-  Continuous
tions
Surplug/deficit of Local 1 = if deficit (revenue < expenditure) Categorical
Government 0 = if surplus (revenue > expenditure)
Financial independence  Ratio of Local Government Financial Continuous

Independence (RLGFI).
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RESULTS AND DISCUSSION
Descriptive Resultsand GCI Analysis

Results of descriptive statistics for the depen-
dent, independent and control variables are
summarized in Table 2. Table 2 shows that the
mean of Government Compliance Index (GCI)
level for the 80 strong samples of Indonesian
local government is 49.9%. This finding sug-
gests that overall mandatory disclosure practices
of Indonesian local governments are only mod-
erately complied with the number of local par-
l[iament members in the 80 local governments
ranges from 20 to 50 people with the mean of
39 persons. Thisis in accordance with the regu-
lation of Indonesian Electoral Commission
No.17 of 2008 that the number of local parlia-
ment members shall be at least 20 seats and at
most 50 seats. The proportion of minority par-

ties in each local parliament is aso quite varied
with the lowest proportion being Cilegon (Java-
municipality) with 28.6%, while the highest is
Cimahi (Java-municipality) with 96.0%. In ad-
dition, loca governments in Indonesia have a
very wide range of ages. The newest local gov-
ernment is Bengkulu Tengah (non-Java district),
while Palembang (non-Java municipality) is the
oldest as it has been in existence for 1327 years.
The local government having the lowest audit
finding is Sleman (Java district) with 8 findings,
whereas the largest number of audit finding is
Cianjur (Java-district) with 47 findings; the av-
erage is 23. Finaly, the minimum value of fi-
nancial independence’ variable is 1.0% (Beng-
kulu Tengah, non-Java district), and the highest
is 30.0% (Surabaya, Java municipality), with the
average value is 9.6%.

Table 2: Descriptive Statistics of the Dependent, Independent and Control Variables

Pand A: Continuous Variables

Variable n Min M ax Median Mean Std Dev
Government Compliance Index (%) 80 26.3 84.2 50.9 49.9 105
Number ofParliament arians (#) 80 20 50 42 39 9.5
Non-Supporting Parties (%) 80 28.6 96 66.7 67 13.8
Age of Local Government (#) 80 3 1327 158 278 333
Audit Finding (#) 80 8 47 225 23 7.6
Financial Independence (%) 80 1 30 8 9.6 59
Panel B: Categorical Variables

Variable Freguency Percentage
Java and Non Java

Java 40 50

Non-Java 40 50
Type of Local Government

Municipality 40 50

District 40 50
rplug/Deficit of LG

Deficit 14 175

urplus 66 82.5

Legend: Panel A shows the descriptive statistics of the dependent variable (GCI) and continuous independent
variables. Panel B shows the descriptive statistics of categorical variables including independent and control

variables,
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Table 3: Univariate Analysis Results of Independent Variables by Java-Non Java, District-
Municipality, and Surplus-Deficit

Variable Java/Non-Java District-Municipality Surplus-Deficit
Number of Parliamentarians .001* 428 579
Non-Supporting Parties .585 794 .988
Age of Local Government .021** .288 524
Audit Finding .003* 377 .012**
Financial Independence .001* .000* .023**

*highly significant at 1% level, **significant at 5% level, ***moderately significant at 10% level.

Table 3 shows significant differences for severd
predictor variables including Number of Parlia-
mentarians, Non-Supporting Parties, Age of Lo-
ca Government, Audit Finding, and Financial
Independence between Java and Non-Java loca
governments, District-Municipality, and Sur-
plug/Deficit of loca governments. There are
three variables that high significantly different
between Java and Non-Java loca governments
such as Number of Parliamentarians (p-value =
0.001), Financia Independence (p-vaue =
0.001) and Audit Finding (p-value = 0.003). In
addition, Age of Loca Government is signifi-
cant at 0.05 level. There is only one variable
that is not significantly different between Java
and non-Java local governments, that variableis
Non-Supporting Parties.

Furthermore, the variable of Financial
Independence between Indonesian municipality
and districts have highly statistically significant
difference (p-value = 0.000). This indicates that
this variable is likely strongly influenced by the
geographic position of local governments and
by type (municipality or district).

The table also highlights the results of
univariate tests associated with all predictor va-
riables on loca government budget surpluses
and deficits. The statistical anaysis shows that
audit finding and financial independence be-
tween budget surplus and deficit loca govern-
ments have significant differences (p-value =
0.012 and 0.023). These indicate that both va-
riables are influenced by the condition of local
government budget.

Table4: ANOVA Analysis. By Category

. Age  NumPar Audfind Indepcy Nonsup

variable B B B @ (%)
Java District 368 46 20 8.9 67.5
Non-Java District 109 33 23 4.0 67.9
Java Municipality 359 36 20 14.8 68.8
Non-Java Municipdity 277 38 27 10.8 65.0
Average 278 38 22 9.6 67.3
Min 3.0 20 8 1.0 28.6
Max 1327 50 47 30.0 96.0
Sig .047**  0.000* 0.010* 0.000* 0.850
F 2,777 9.015 4.012 19.926 0.265

*highly significant at 1% level, **significant a 5% level, ***moderately significant at

10% level.

Legend: Age=Age of local government; Numpar=Number of parliamentarians, Aud-
find=Audit finding; Indepcy=Financial Independence; Nonsup=Non-supporting parties
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Table 4 shows quite interesting information re-
garding the predictor variables associated with
the condition of local government jurisdiction in
Indonesia. Key variables have highly significant
differences by the types of their jurisdiction,
namely Java District, Non-Java District, Java
Municipality, and Non-Java Municipality.
These variables include the number of elected
official in the local area (p-vaue = 0.000), fi-
nancia independence of the local government
(p-value = 0.000) and number of critical audit
finding (p-value = 0.010). Moreover, it can be
seen that age of local government also has sig-
nificantly different (p-value = 0.047). While on-
ly the non-supporting parties variable is not sig-
nificantly different (p-value = 0.850).

Regression Analysis

To empirically test the three hypotheses, a series
of backward regression are performed®. In such
a regression, al predictor variables are entered
into a model and sequentialy removed until on-
ly significant variables remain with the maxi-
mum explanatory power (Cooper and Schindler
2006). Table 5 shows that the adjusted R-square
value is explaining 20.9% of the variables. Ja-
va/lnon-Java (the mimetic construct) influences
the Indonesia Government Compliance Index
(GCI). This variable is highly statisticaly sig-
nificant (p-value 0.004). Age of local govern-
ment is aso statistically significant (p-value =
0.045). The coefficient of the two variables are
positive, supporting the mimetic argument pre-
sented in prior section which posits that there
are positive associations between mandatory
disclosure practices and the jurisdiction as

Table5: Results of Backward Regression

represented by the presence of Java/non-Java
(Hypothesis 2) and age of loca government
(control variable). Other hypotheses variables
(number of parliamentarians (Hypothesis 1) and
non-supporting parties (Hypothesis 3)) and con-
trol variables (audit finding, financia indepen-
dence, municipality-district, and surplus-deficit)
are not statistically significant and therefore
they are considered unable to explain the varia-
tion of mandatory disclosure practices in Indo-
nesian local governments. The results generate
evidence that local governments that are located
in Java have higher mandatory disclosure prac-
tices than non-Java local governments. This im-
plies that the more complete facilities and edu-
cation located on the large and more prosperous
island of Java can positively influence the level
of mandatory disclosure practices. This finding
therefore supports the statement of Hoecht
(2006) that disclosure of financial statements
will be better in jurisdictions with such positive
characteristics, therefore local goverments with
less facilities can mimic the communication of
mandatory disclosure of local governments with
more complete facilities.

CONCLUSIONS

The research presented in this paper focuses on an
empirical analysis of the veracity of isomorphic
ingtitutional theory to predict the level of manda
tory disclosure practices in Indonesia loca gov-
ernments. Indonesian government compliance in-
dex (GCI) checklist is created with key predictor
variables (size of locd parliament, Javalnon-Java,
and non-supporting parties) tested to explain the
extent of such communication in 2010.

Varables Predicted Sign Coefficient P-Value
(Congtant) -.156 584
Java and non-Java + .064 .004*
Age of local Government (control variable) + .052 .045**

Adjusted R?.209
F-Stat 11.443
Sg..000

*highly significant at 1% level, **significant at 5% level, ***moderately significant at 10% level.
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In summary, from the three isomorphic
components including coercive, mimetic and
normative, only the mimetic component has a
significant effect on the extent of mandatory
disclosure (Java/non-Java). The mimetic varia
ble provides evidence that mimic behavior leads
to better quality human resources, location, and
facilities for local governments in Indonesia.
Local governments that are located in Java dis-
close more than non-Java. This finding supports
the statement from Ball (2001) and Taylor
(2010) that areas with good infrastructure and
facilities have better financial statement and
disclosure. Finaly, age of loca government is
also influence on the extent of mandatory dis-
closure in Indonesian local governments. This
finding supports Lev and Schwartz (1971)
statement that the older the age of the entity li-
kelihood of better quality because there has al-
ready been a long learning process. In contrast
coercive and normative factors do not influence
Indonesian local government reporting com-
pliance levels.

A key finding in this research is that the
Indonesian overall level of communication as
measured by the GCI score is 49.9%. Thereis a
clear opportunity for improving the level of
transparency. Severa items are communicated
very well by Indonesian local governments
(above 80% even up to 100%). While numerous
other items are opague (below 20% and one of
them has never been communicated at al by
local governments). This variance indicates that
there is a room for improvement. Indonesian
governmental entities should put more energy
into increasing their financial statement transpa
rency. Transparency can be improved when
there are clarity of tasks and authority, availabil-
ity of information to public, open budgeting
process, and guarantees of integrity regarding
fiscal forecasts, information, with sufficient re-
lated detail (Campo and Tomasi 1999).
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! The territory of Indonesia is divided into autonomous provinces, districts (kabupaten) and municipalities (kota). Dis-
tricts and municipalities are technically the same level of government. This distinction is based on whether the gov-
ernment administration is located in arural area (district) or an urban area (municipality). Within districts and munici-
palities there are sub-districts (kecamatan) which are smaller administrative government units. Each sub-district is fur-
ther divided into villages. Villagesin rural areas are called desa, while in an urban areas there are referred to as kelura-
han (Usman, 2001). This study focuses on the district and municipality levels that are referred to in this study as ‘local

government’.

2 Under Act No. 27 of 2009, In Indonesia, there are three levels of parliament; those are state parliament, provincial par-
liament, and local parliament. This study focuses on the local parliament level consisting of districts and municipalities

members.
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¥ A method of sampling that involves the division of a population into smaller groups known as strata. In stratified ran-
dom sampling, the strata are formed based on members' shared attributes or characteristics. A random sample from
each stratum is taken in a number proportional to the stratum's size when compared to the population. These subsets of
the strata are then pooled to form a type of random sample. In this study, the division of strata includes district-
municipality, old-new age of local government, surplus-loss of local government, and Java and non-Java.

* Financial independence is measured by the ratio of local government financial independence (RLGFI). According to
Alicias et a. (2007) the local financial formulaisloca government revenue divided by local government revenue plus
revenue from state and province entities.

®Classical assumptions of multiple regressions (multicollinearity, normality, linearity, outliers, and homoscedasticity)
have been checked with the conclusion that all of the assumptions were met (see Hair, Anderson, Tatham, and Black
1988). Multiple regression analyses can be severely and adversely affected by failures of the data to remain constant
with the assumptions that customarily accompany regression models. Mahalanobis distance and Cook's distance as di-
agnostic methods are available to help identify certain kinds of failure as outlier data. Diagnostics are thus valuable ad-
juncts to regression analyses. Mahalanobis distance and Cook's distance are capable of producing partial plots in the
SPSS program. This allows for the saving of residuals (Velleman and Welsch 1981). From the residual, Mahalanobis
value should be < 26.52 (based on seven predictor variables), and Cooks value should be < 1 (Cook and Hawkins
1990). The analysis shows no concerns with outlier values. The results of thisregression are summarized in Table 6.
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