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Purpase - The purpese of this ;awrr- rvimrrestigate whether performanee management system (PMSihas
positive effect an crgenimtoea] padormance, Furthermore, i also mvesigeies whether mbelectan) capital
[IGII imerlbites PhISoegariarional perfeamance rekitionship

h rapcl — This spdy = desigred e n quastitative research smploving o parial
m-: sqpirres srruciiral equation modeling (FLSSEML (king an aplme aarvey, datn ane eollected From the
HElz maragers under the Minkstry of Hesesreh, Techrwlogye and Higher Edvention, the Coverrmsent of
End:maln (WETHAHL This resenrch usez a mediasion moddd approach 1o test e indirect effect of 1C.

— The fesifis reveal that FMS has & Pve dimect effect om orgenizatinnd pecfomance of (ke
H]"Ta in [cdomess, Further spebvais groves that 30 parnaly mediates PAVS-oipanizstional relatonsdhip

Hesearch lmitations!mphications — This ressand s combext-specifie for Indeeest and cautson should be

used whin gereratizing i wootker commries. & inplies thar the Gemer (e ongantsarhmal perfonzemoe of the
HIELS, the befter the cpuality of B in thi socety. P amd 10 pdy amocsil pele m e ¢ tlfihﬂ“&uﬂlllﬂﬂ}'.
Praciical implications - The HEl nmnagers shouk] desgn amd implement o relialide P35, They alao
shiuhd [Eaperly manege ithe I fhuaman capmtal, sl tursel |:.~|Fr'l|uL relatinel] capitali a0 thet they m
enlanie argsmizatanal periormance m ancns of beachime esearch and comimmity serviee as the oone
Businessof the HER,
Socind implications - As the global educnfiom competition has beoome A secious issue i each HED in
Enddomessia, the ressulls of this shedy cootrifte 4 providing an appmoadh oo hew o achiese o bebier
nrpenizatiorn| perinmasmes which brings nore benefiss o the society, The s dispiay @ stretegic mode m
imprieaing the quakiey of Bfie of somey, The knowladge ooy recuiine society [ enbemee the guality of
eiducatim at Al levels, This rescarch model and resilts prowvide enmpiical exidence of the mportane of [
which medizaes the felationship betwesn FMS and crganizmtoees] performanee, When the HEl in Indimezn
inplement this medel af munsging K, the snciety willl pet morm benefiis in terms of the improvemads in e
gpality of edocation. eachivg, reseanch amd commmumity service from the HEls The better the HEI
performenee, the better the qaality of life of the sonety m the am of kmevledpe ecomony,
Urgnalityfenlie - This vescarch brings wogether isaivs that ore usially examined separotely in provios
stadies. b employs o medivion research emodel w lore the cetiral pofe of 10 I PMS- oemmnaatioml
perfarracde relatioshipwhich is rarely researched. This b ateo the fira siady exploring the thiee cesracts
of PSS IC and organizaimonal perficienees m the Indooesian HER resesinch o
Reywortds Inftelksciunl crpilal Higher edoiation insttutions, Crgntzitiona] perrmande,
Padormemes ninmaprment system
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1. Introduction

Perfrmance i always omgil for both profit-omented and nonprofit-cnented onganizations
Because it is the actunl achieverdert of the desired organizational goals and objectives
(Beitsch efal, 2015 ParaGonealex et ol, 2018 Geys and Sovensen, 2018). Performance refers
to the results of activibies m the form of ootk and ooteomes (Van Dooren of of, 2005
ﬁ.ngmh E.HII 2018, Performance i also related o the achievements of organizational mm
and mission (Bittcl & al, 206 Dovgohy of 2, 2006). Recently, there has been a growing
tendency  throwghout the world that public L‘d‘ﬁﬂl‘li:ﬁl‘i.m‘l;‘-l are facing great pressures to
improve performance and to reform public management regarding the use of public
resources (West and Blackiman, 2005 Gerreh, 2005; Angiola of sf, 20018, Using the slocy of
the finaneil crizsis, Massey (2018) stated that public orgsmimtons must be reformed in
terms of improved poliey capacity and pood povernance. A stromg state i a free soomomy
st be capabde of balancng between deregulation for ecomomic growth and regulation for
the public goods [Hvidman and Andersen, 20045 Bergouest and heskitabe, 2016 Hazelhom
and Giheon, 20191

Cne of the mest enportant pubhc institutons s the HEL Al gver the world, the HEls
have experienced the dynamics of rapid changes. The idealegy of the HET 45 a legal entity
has bevome inereasingly important {De Beer of al, 2007, Oerted, 20180 Iutmlly, the HELs are
built to mprove the quality of students by usmg resources available (Bagley and Portmoi,
2014 Pocciarelll and Kaplan, 2006 Bodoomov of o, 20161 Nowadays the HED s not onky a
puhlic organization that is closely related 1o the government and community, bt alsoan
organigtion that can do business and collaborste with various parties arcund the world
(Mliviana ed el 200T; Toeng of al, 20181 The globalized relataoashsps thiat can be focmed by Lhe
HEE rely on the organizations” repatation and affect the competition that the HEIs face
Nasdoo, 2006 Mussslin, 20180

The HEls faoe intense competitnn not only amonge individuals and counfricss but akso
amwomg institwtions, This leads o multlevel competition and mekes another unmversity as a
crampetiton (Musseling, 200E) Competition i mmggerad by the develnpment of glohal ramkings
of HEIs (Bagrley and Portod, 2014), Currvently, the ©5 Worlkd University Rankings (05 WUR)
and the World University Ramkmgs (THE WUR) are wsed to nooess the quaklty and

tion of umiversities around the workd Galo, 200E Colhings and Parle, 2006; Allbach
mnd Salmi ZH7). I addition fo wmiversity tankings developed by private sectors, each
aovernmient has aleo developed ifs own ranking schemes,

Basxally, performance of the HE] 5 cvaluated hased on three areas, namely: teaching,
research and community service of national develspment {Althach, 2015, Bisoamo of &f,
2018 Pmheiroef af, 2015; Fitzgerald ef af, 2016), it refates to the tasks of the HED asa public
cresniztion thal seoves the community, Thus nonfinancal measwes in addifion o
financia] measimes should be comsidered in meazunmg the HET performance, To fulfill these
cihligations, the HEls are required to mmprove thelr performance by adopting PMS used by
the private sector, The obligationg require &  evstematic, fair, mbelligent, effective
appaopriale and motvating PMS (Paviow of o, 2007, Been ef of, (28] stated that ['MS 15
aeenciated with higher levels of citizens' st in and satisfaction with local government.

This stwdy haz a different perspective compared oo tle work of Asiaei of of OS] stating
that IC is indirectly associabed with organizational performance through the infersening
variable of the balancesd vse of interacdive and diagnostic PM sestems This study proposes
a medation model in which I mediates the relatiomship betaeen PMS and organizstional
performsince. [t hased on the theoretical argument that the strategic PMS should access the
human capital readiness, mformation capital readiness and orgmnimtions] readiness

(Raplan and Nortom, 2004) in order to develop intangihle asacts or IC inifatives. It is alkao

tazed om some previous studies by Hassan of al (2016, Severgmind of ol (2018) as well as
Yulemsyah and Jermias (2018) invalvig the mediating vanabks related o 1C elemenis,




such as job satisfaction and psychologrical empowerment, organizational ambidestenity,
service strategic alignment and orzankational kaming i the relatonshp between PAMS
and perfoamance.

This study hus the following contribations in the IC field, First, it contribwtes to the
development of IC theory by confurtming the relabonship among PMS, TC, and ocganmtional
performance. Second, i focuses on the mediafogr mle of IC m PMS-organtational
performanee relatinnship ahich s rarely mvestigated. Third, it examines whether the findngs
of previows studies are genweralizable to a very different setting, namdy the HEls mamages in
a deveboping country, specifically [ndonessa, Finally, it provides practical mplicatons to the
HEl: managers regarding the importance. of building strong 1T in the sirategy
implementation, especially in the rebtonship between FMVS and onganieational performeande

The remainder of this paper 5 ceganed a5 follows: Secbon 2 exammes the relevami
literature and hypotheses development. Section 3 presents n'n.lh:.ﬂ'.lhg:r and measureTTentE,
Section 4 presents empinicsl pesults. Finally, Sectionh 5 deseribes the conclison and
implications of this study,

2. Literature review and hypotheses development

PMS has a crucial role in the success of strategy implementation and organizational
performence, Although it is stll controversial (Candido and Santes, 2015, according 1o
Mantzberg (1M, pp. 25, 2340 amd Raplan (Kapka and MNorton, 2001, @ 1), the failure rate of
efratey implementation cogees between 50 and 90 percent. The Galove i stsidegy
implementation cases g sigrificant oss for an organeation Tvanésd, 2003). This s why an
effective PMS 15 needed fo keep strategy implemeniation m the right place {llee 2nd
FPurammm, 2016,

The resource as & oeganietion's nput bocomes 8 wigal aspect in performance
rarrgerment However, IC iz nol merely an inpat, bt alse an output for the HETz (Andreeva
and Garanna, 2016), Thl: HEE use their becturers, infrastroctures, lnks and system o
gupporl the umprovement of ther studenls’ migdhigence, Heh-qwility graduates and
research produced will drive a good reputabon and st o the HEIR Henee, the well-
managed [C will generate competitive advantage and maintain the HEE' sustainability
iFiroezi and Ferulane, 2016 Secundo ef af, 206 Samgiocgt and Sibond, 20178 The weak 1
certaimnly contributes to the high falure rate of styategy execution and oeganizational
performarnce, bécuse IC i a major drivier for organizational productivity (Bormemann and
Weidenhofer, 20141

An effective PMS should support and frcilitate the development of [C to explare the
putenhal of intangilde :15&';:13 (h.ﬁiaei o ol FHE] G and it elements-are the mai importmt
factors for value creation. IC consists of human capital, strucirzl capital and relational
capdtal. Humas capatal refers o the quakity of human koowledge fhat must react to marlet
ks (Gowmnt of el 2016 Marginson, 20070, Structural cipital refecs 10 the orpaniabonal
mirastrscture to produce outputs Gogan o af, 2006 nkinen & al, 307, Remadan & al,
AN T Bebtioml capitsl refers to the ahility of an orsmizton o establish sussinable
relatinnzhips with stakeholders (Firzzi and Ferulano, 2006 Secumndo of af, 2018}, Therefore,
design and rature of 'MS must be inoovative o neresse the contribution of ese
intangible psources (Tavkes of af, 2007 Scholars have demonsirated that PMS triggers the
developrment of human capital {Seoundo and Ela, 2004) and encourages organtzational
leaming (Deechamps and Mattigs, 2018,

Previous studas m:rdm the sffect of PMS an organizatonal performance generates
inconclusive resuls, Some studies by scholars (Gervish, 2005 Paviow o al, 2017y showed that
PMS improves performance, However, other scholars (Powell of al, 2011; Hyvidman and
Andersen, 2014 Wiethibake &f al, 2008) showed that PFME does not always affect performance.
Thi= research gap needs further studics regardng the existence of medmbon variables
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As previously mentioned, [C is proposed as the mediating variable that refates between WS
and ormnizational perfErmance because it = Ilmmmﬂv supporicd by Eaplan and Norton
(NH) and empirically supported by the previous smdies of Hassan of al {2116), Severgnini
el [B018) asowall 43 Yuliansyah and Jermizs (2018) emploving mediging varkablss that are
part of [C elements, narmely ob sahsfchon and peychologicl empowerment, onganizational
ambidesterity, service stratemc aligmment and organgational leammg,

Although the relationship between 1 and onganationsl performance & supported by
msk previns studies, some studies still show that mot all components of IC heave an effect

on crgamzational performance. A study conducted by Lu (202 n Taiwan revealed the

consequences of IC on resource allocatidfiiind competitive advantage. Gogan of al {2016}
conducted & anedy and demonatrated that IC 8 positive effect on organiztional
performance. Camfield of af (2018) found that IC plave an important role in creating an
argenization’s competitive adventage in Brazlan companics. However, studies by other
scholars (Andreeva and Garanina, 206} showed that human capital and stroctural capital
heve & significant relationship with organizational performance, while relational capital
does not associate with perforsinee, This research gap jusiifies for further studlies and this
psaue is addressed in this study,

The main motivation of this study s o nvestigate whether PMS & assocated with
organizatiorsal performance and i 2o, whether thé felationship iz mediaied by IC The
position of this study is to strengthen the IC theory by providing the empirical evidenos of
the crocial role of 10 in the stmategy implemenitriion, especially m describing how PMS asa
strategy mplementation fool affects ceganizatonal performance via IC. Practcally, this
study i important for the HEl: managers becavse it provides a bettér understanding of how
IC playvs o strategic mole i PMS-organizational performance. reddationslap. Fae the HEls
manggers in Indoness, thie study provides a betber solution for competing in the emn of
giobal education competitson by building the stromg I manzgement. The fact that only
three ot of 4637 HEl: are in the hisg of top 500 Q5 WUR (Fauzan, 2007) shows thar the
Incloneatan HEIS are far behited the neighboring eountries such a3 Malaysia and Singapore.
Therefore, the Indonesian HEIs must concentrate @ strengthen their 107 they want (o
mmprove ther competitive position m the global HEE competibion.

Mosl previous siudies have demomzmated the assocations of PME with organizational
performance, FME with IC, as well as I wath organsatonsd perfomance. [n this study, we
develop & research mindel that enables to investigate the medsiting role of [T Very rarely
empirical resesrch has examined the mediating rode of K on FMS-oeganizanona] performance
refationship, especially in the HEE resesrch setting. Dumay (A6 highlis several
oppartumities for futare 10 research, incliading expansion into third stage IC research 1o
understand bow 1€ can be mansweed and operationalized within an ereanzsition, Thes study
fits within the third stage of IC research; az it explres the management of IC, that iz, ICinan
organiztional setting and the mypacks of an mtemal FRMS on academics. As stated by scholars
iter Bogt and Scapers, 2008, Martin-Sardesai and (uthrie, 2017), reseanch providing empirical
evidence on the impact of PVE on 10 within puldie S8sctor organizations is hmited, Following
(Beogmy o of, 2008), IC research in education is Enportant becawse universities openly
compete on the nabional and termatonal stage of renkings and preshige and Austrabasia
confribtes [itle 1o 10 education researd,

Academic apfalEm s charscterized by morcasing marketing activities by the HEL=
(Berman, HH1; Minch, 2014} and this ssue has lorg been debated by scholars (Musseln
2010, Furthermore, this competition & framed as a qualdy oomyssfition among hagher
exucatio institutions (Pucciarelli and Kaplan, 2016 Naidoo, 2016 Campbell of al, 20181 This is
im P winhy the quality soonomy descrilmg a situation in which competitaon & hased o quality
itstend of price g0 that the main issue 2 on quabily sssesament rather than price determination
[ Beckert and Mussehin, 2003) In order fo qualify as the world-class mstifuizons, the HEE mus=t




meet several predefermined oriteriz, Now, the quality of the HEls 5 assessed based on
mudicators of outputs procesas and cerlam alporthoes depending en ach @bing seency
Fhamg ard Lun, 2016 Hodwoow ef al, 3006 Musselin, 11EL Becmise of this remliing schems,
the HEL around the world, incheding in Indonesia, are competing for the best performance in
tine with ther stakebolder regumrements {Collns and Pack, 2006 Camgbell of af, 2008 This
ranking scheme neveals that the g le:ual commpedstive posation of fhe Indomesian HEL are still far
bedony the pr:nfm‘rrmnm of the HEE in the develbped couniries. ﬂ‘t:l‘rlfut‘t. the iseue of good
unteersity govermance s emerging, Dood universty govermance mises ssues of oreating a
better crganizatonal vahe mvelving strategic management, perfoemance management, K
priEgeEnenl, vk managemnent and business prooess management Holberg, 2004, Pinho o gl
2004, Azepr, N5 To dexl with thiz ghbal education comperition. the HEI managers e
regjuired fo mgeove thar competencies. Therefore, sinoe the last decde, managers of the HEls
have besum to adopt management methods from the privite secion.

A solid PMS for diagnostic and mteractive uses is required for an effective sirategy
execution (Arjaliés and Mundy, 2018 5u ef al, 2017} PMS must be dessrned according o
elrategy b mprove pecformance, (Viela of of, M6} because PMS aligns orpanizabional
activities with itz strotepy (Tucker and Parker, 2015k and communicates strategy o
organizational members so that orgamezabonal goals can be better understood (Analics and
Mundy, 20131 The strategy and PMS drive the nesd for suitbke IC for sucoessiul execution,

21 Perfivmance saggennent sysfene and ofgavizationa’ Mfm‘n
Performance management vefers to the PIOCESS of measuring and managing the
performance of individuals and teame, montoring, sssessing and providing a fair
rermancsnteen to members (satmar of gf, A08) Increasinghy stringent regulations (Egainton,
2010 Thunpissen, 2013 require managensnt o be more ransparent and accountable, The
new M5 enables pubhc sector metitutions, ncleding higher education mstitutiome o be
more transparent in wsing public funds, explaining the achievements of research, frainmg,
imnovation and benefits o stakeholders, developing intangible azsets, revealing external
mfluences, communicating new orgamzational valoes and showmg ther competifiveness
(econdo ef al, 20151, Hias of of (20016 proved that FMS is associted with performance,
Management wses a0 PMS fo achieve goale and to emsure that organizbonal 1II'.h=.'1|1th-:Irl.‘1H
line with the direction of the strategy. To build a responsive public institation, including in
echication, perfonmance management reforms are the popular way Soyder of e, 20170
Globahztiom has triggered mujor changes m the HEE. Noweadayrz the HEls &re more
diverse, not only the tyvpe of higher education, but zlso the types of students and study
pragmama. Highee education alzo involves mare atudents, lecturers imd admirshsatioee staff so
i demands manapes o hamomigee qiabty and comioalum Geod,. 2004), Ths: pressune
demands that HELs be more competitive, dficient, effective and responsive 1o stakehokders”
needs, which m fum nggers nforest m assessmg the performance of HEL that have never
existed before, As a result, PMS has becoime a necessity in many institutions, Managers begin
to tiinke abeait hewe traditoel goverinnce with a buvesycrabic-oollegza] model can m indooa
professiong] management model (Vilalta and Drissd, 301, Shattock, 2007). A study by Tias
e nl (20NE) om B9 depariment hiads m Matysia revended that the frormal extemal and mtemal
comitred system alfect the thiee dimensions of performance, mumely fnancal, secvce qualiny
and procedursl performenee. The HEls in Indomesia are also demanded by ther stakeholders
i have world-dass performance. The GO has adopted the worldclss performunee standards
&3 well as their own standardization schemes, Thus, it can be comclisded that the hetter the
desagn and the implementation of PMS, the kigher tee performence thaf will be achieved by zin
rrganization. Therefore, the follovang firet hypothesis s propesed:

HI "5 s associated with arganizanonal performance,
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22 Berformanee raragenient sysfern and Infelectial capelal
The rede of IC m higher education is extremely important beciuse higher sducation foouses
oy the development of intangible assets, Higher education iiself = a vehicle of knowledge
becduze every activity is intended for e development and Jdisseminion of knowiedge
(Cnceil af of, 20018). Almost all scholars whe discoss 1C refer to the potentml valoe. Indeed,
IC represents all non-monetary and noo-physical resources of an organization
(Moghadampowur of af, 2016, It shounld ako be emphasized thet K & the hass of
competitive advaniage, Furthenmore, K can be treated as a stock that offers attractive
prospects about the organizmbions] pofentials [Sardo of wl, B8 Nodeem of o, 20188

It 15 undeniabbe that 1T and s eements are the sounes of wike creation e the e of
knowledpe eoonomy. Some studies proved that PMS mfluenses the development of IC
componenits, such as fnman capital (Bompho and Stengthas, 2012), stroctural capatal §Cheary,
2015 MNevas et gl 207 and relationa] capital (Novas ef al, 2017). Secundo and Eliz (2014
comducted o case sludy and reveaded that PMS imgeers the developeent of buman capital and
gotivate enmepreneurtyl performance. Asacl of of 2018} proved that an offective IS
support= and facibitates 1he development of IC to realze potential intangibles. A longiudinal
cese study by Deschamps and Mattis (208 in a Belptan orgamzation aleo showed that
QETIMTMATICE MATAZEMET! encourages nrganizational lesrning and perfrrmance infomation
provides 3 strong foundation for leaming forums and discossions of best practices. Henoe, it
can be concluded that the better the design and the mplementbion of FVS, the better the ICin
an organization. Therefore, the followmg second hypotlesis i proposed:

H2 PMS is asaociated with 1C.

2.3 Mntelocinn capitel and organtzotional per fovmanee

IC plays an extremely enportant rok in the era of kowledge economy because it 18 the
soiirre of competitive advantage, The importance of IC his attracted scholars to conduct
shndies fo prove. that I affects organizamiongl performance (La, 2012 Gogan of @, J‘.ﬂﬁ_l.
Beoniis ef al (2000) invVestigated the effect of 1€ on business pu‘ﬁ:s‘rmn:e in companies in
Malaysia and proved that IC bas a positive effect on the companies" business performance.
Wangr of ol (2014) examined the effect of knowledge shaning on the perfrrmance of 228 high-

tech companies n China and the mediating role of IC and provvded evidence that all three 10
ihuman capital, structural capital and relational capial) have a positive effect on the
company s operational and financil pecformance. A study by Hussinki of ol (2017) on 29
companis in Finkmed reveslad that the performance of companies having a higher level of
IC 3 better than that with a kower level of 1C Camficld of af (2018 ooieduicted & study in
Brazilan D:I:I'I'I.paJUE and proved that 1C ;JE.]{: an important role in cn:ahng an
argenizition’s pompetitive advantage. Thus, i @n be concluded from the previous
discuesion al the better the 10 development, the better the organizatoma] performance.

Therefore, the following third hypothesis is proposed:

HEIC s assocted with orpanceational pecformance.

24 Mediehing rode of G on FMS-organizalions] performimee ralafionsiu)

From a theoretical point of view, a pood stratery necds an cffective strabegy exeoution. An
mnovative PMS should translare and desemibe the strategy to show straterie nitiatives
needed by management, mchuling IC development initiztives, o achieve the desired
performance trgets. For example, the Balinced Scorecard (BSC) as & strategic PMS
describes and transktes the orgamizational strategy bo access the barmen capital resdimess,
mformation capital readiness and organizational readiness (Kaplan and Nocton, 2004)
The level of readiness wall determine the intangnble assets o IC development. Therefoce, an




effective PMS drives and facilitates I development so that the requirements of infangible Higher
amsets 5 properly planned, disciosed and used o fully realize the potentzl of mianmbles ecucation
- institutions in

Scholars have proved the effects of PMS on argandzational performance, PMS on IC &nd il ,
IC o ewpanmational performance. Those dirsct sssooastions have been comfirmed by some 1 Sla
scholars (Lu, 2012 Wang o al, 2014; Secundo and Elia, 2004; i of al, 2006 Gogan ef &l
2016; Fheseinki of sl , 30T Deschamps and Mactgs, 2008 Camifield of of, 2008). Henee, it is 5309
reasonable fo arpee m ﬂ'lﬁ shudy that 1€ mediates the relationship between PMS and
organizational performance.

The Fallowing studwes by scholars empirically proved thal some ebements of IC mediste
the relafiorship between PMS and performance at individual and organizational levela
Havssameef el (2016) conducted a study ising data of 100sales branch managers and dealer
manapers of automotive compamies n Makaysia and the findings showed that n
fButomotive industry, job satisfaction and psychobegical empowerment mediate the
relationship between strategic performance mepsurement svstem and managerial
performance. A atudy by Severgnini of ol [ZME) at 227 Brazilan software finma
revealed that organzzational ambidextenity mediates the relaconship belveen three
dirmensions of PMS (attention foeus, legitimization and strategic decision-making) and
organizational performance. Another study by Yulansvah and Jermizs (2018) ar 1598
crampanies in the Indonesian financial sector showed that service strategic alignment and
organizational leaming mediate the relationship between SPME and performance for
product differentiation companics, The varmbles used in thosé Stsdies (b satistaction,
peychological empowermient, organizationg] ambidexterity, strategic alipnment and
organizational lerning) ore closely related o the elements of IC (human capital, stfietural
capital and relational capital). Thus, the prevines studies empirically support that 10
medliates the relationship between PMS and organizational perfrrmance. Therefore, the
fllowing fourth hypothess is proposed:

H4 IC mediates the relationship betwesn PMS and organizational performance.

25 Rpsearch mode!
We amploy a mediation research model for this siudy as depicted in Figure 1. This maodel
enabdes 113 o simultanemushy test and anabeze the relationship among three corstrocts of the
giudy, namely performance management system, IS and crganizational peclormance,

The concephual meecarch model explains that PMS B assocated with organeabonal
performance, Furthenmore, the model also expluns that I mediates the medationship
between PAES and ovganizationsl perfarmanee

3. Methodology amd meansurement

A1 Research design

Acvording 1o the Higher Edvcation Datatess of the Ministry of Research, Technology and
Higther Education, Indonesia has $687 HETz consmsting of 586 universities, 221 instilutes,

Crganizaiom|
Merformance

Figmire 1.
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2EH higher schooksicolleges, 1,063 academies and 279 polytechnes (PDIERTT, 20159
Becently, the Mmistry has been working o enhance the guality of those HEls They have
developed assesement schemes to enbanee pearformence. The achemes have tnggered the
HEIs leaders to develop strategies, design and implement PMS to achieve thelr performance
targets (Hazelkorn o of, 2014; Naidoo, 2006 Puccarell: and Kaplan, 2006; Musselin, 2018k
Chur stedy 5 destened @5 a guantitaive research and its very relevant because it aims to
mvesstigate and test whether PMS affects organizations] performance, if so, whether the
FMEorganzational perfonmance relationship is mediated by .

3.2 Berber collecfion

The on-Ene questiomnaires were used o obtain the data because it i mare effickent, faster
and cheaper. We derived our ssanple from the HEls managers who become the members of
an intermal social media group adminisered by the Divectorate General of Institution of the
METHE. The managers m the group consisting of HEls officers, specfieally deans and
divectors, Becawese the popukiton of monapers s unkonown, we employed the purposive
samphng method, specifically the guota sampling. According 1o Sekaran and Bowme (216,
m 248), quoda samplng can be used on considemtions of cost. time and the need to
adequately  represent minority elementz v the popuolation, Because the Indonesian
ustiversities and mstiules are expected fo be able to compele globally, the smple quota of
LN questonnaires 15 distnbuted o all smiversibes and imsbtules, while the rest is
distrbuted to higher srhoolacolleges, polvtechmcs and scadermies as shown m Takie 1 A
briet descripiom of the siady and the confidentiality assorance were also sent along with the
quesiionnzive, Kespondents were asked o return a completed questionnaire within a weelk,
The new questionnaire and a reminder letter were sent every month to those who have nat
returmed] the duestiommaires, Aftey three oumths, as many az B2 maniggers of the HEls

participated i this survey. The demographic analvsis of respondents revealed in Table [L

3.3 Cowstract defftions and moasiremenis
230 Berformance Managonen! Syslem. In this stady, we argue that the PMS & defined as
the existence of a management system that enables the managers 1o execute strategy and to
comrol strategic performance move effectively [Hvidman and Andersen, 2004; Bititer of af,
2016; Angiola of al. 2018), Therefore, we develop the conatruct of PMS consisting of: a
gystematic and refiable control syeieny steafegc messures;, a spedal wnit; a montoring
syvatem; a relishle strateric commmmication system; a fair reward systeny, applications or
software; a roufine discussion system; 3 specific parformance management approach;
strategic skills, In conclusion, we propose that thEtonsiruct of an effective PMS s measured
by those ten items, To measure this construct, a Ave-point Likert scale is used, mting from
strongly dizagree (1) o strongly agree (5)

332 bellectun capiled. 1IC m tuz study is defimed as the combination of intangzible
resources and actvities that ellows an orgenization to fransform o bondle of mmterial,
nanczal and human rescurces 0 a systems capable of creating stakelwolder value

sttt Qun.-:-l.'mrmilt-.- ".-rl'.'l:llI:B'ut'
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natmmc 24 ok
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Higher Schooifalleg: (] T4
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(K haticnoe ef ik, 2015 Dumay, 2006, Dfenopoliae &f al, 20061 To measure the construct of IC
we adopted the fems developéd by Chreoles of ol (2000) with mmor modificabions. It
consists of 41 ks measuring human capital (11 Hems), structoral captial (14 tems) and
relationgl -.-.upnlal (16 i) To measure human capital of the HELR, we enploy the followang
11 tterrs consisting of academie and professional qualifications of teaching and research
gralf; wcientific productivity; quabty of leciurers au-r] resesichers, grwluates quality
pmfeasu:m] ualifications of administeation and service safl teaching capacities and
comipetencies; research capacities and competences; efficency of human capitsl; capacity for
teamwork; lendership capacity; and iraining activites,

Tex megsure strochral capital of the HELS, we ernploy the folkowing 14 items consisting
facilities and material resources supporting pedagogical qualification and  innovation;
Facilities and material rsources suppoeting research and development; the instinion’s
pemesstent and gquakification processes ceganizational #iructure; tesching management and
nrAnEaton; research manmpement and ongnizaion; onganizaion of scientific, cultural and
socil events: productivity of the adminisfration, academic and support services
orgamiztion. culture and values; effort In innovation and mprovement; management
nuality; infermation syagem; technobegical cepacity; intellectual property,

T measure relational capital of ihe HEI, we ermploy {he following 16 e consisting of;
effectiveness of graduate teachimg, student satisfachion; sraduate enmployability; relatsons with
stucknits; relations with the bisiness world; relatiors with sockety in genersl; application and
disserminabion of researchs results with the medi; university mage collaborstions and
comticts with pubBc md private organizations; collaboraton with other univensites; strategic
links; relations with quality institations: the regional, national and intermational fEputation of
the university; social and caltwal commitment; environmental esponsibility. A Bve-point
Likert scale 15 used, mting from strongly disagree (1) fo strongly agree (5.

233 Oeganfentionad perfoienes, Tno(lis study, the orpaniztiena perfomance s
defined a5 the pereeved cutputs resulted by the HEls dirmg a penod of kst three years




JIC
04

542

comsisting of: teaching outpats; nesearch outputs an erthancement of community; fimancial
ressilts from the government, students, companies and other donors: human capital
mnprovernent; mformation system improvements; ooperation with other mstitutions
facilities and mfrastructure. In conchusion, we propose that the construet of organizstional
formmnee 15 measured by these eght itens (Doygulu of of, 20016 Angiols & al, 2018
A five-point Liert scale i aléo used, rating from strongly disagree (1) o strongle aeree 61
TAH The wse of SEM PLS. Following Chan (1998a, b) and Mitzl (2016), we enmploved
the partial beast squares struchmal equatiom model (PLSSEM) to test the hypotheses.
The FLSSEM = considered sutable for this study becauss moa smgle model i 1= capable of
using multiple predictors and oriterion variables; wing latent variabls and measured
variables: Tandling omlliple dependent and mdependent varmbls smullaneomsly; testing
medmbion relationship; dealing with & nornal deribobons! ssamption: and handiing
relatively snal sumple skes and multicollineanity problems among independent virgikles.

4. Empirical results

d.d Resufts of descriptive stalistics

The meaults of desoriptive. sabistics suegesd the. follwang, Ficsl, the oonstruct of PMS
(mesm = 4321 5D =060 indicated that respondents strongly agree on the meastmement
iterrs regarding the construct. Second, the construa of I (mean = 4570 SO =0474)
gurpested that respondents alo stromgly agree on the mesuramend. ke nflhemm:r.i
Fimally, respondents ggree on the miportance of incressed arganizational periormance. The
construct of organtztions] performance (mean = 4,136, 50 = (L60G) showed st respondents
aree om the messurament tems of the construct. The follosamg i= the oitena of the average
reepondents’ answers 10 < o< 179 Stongly Disapree; 180 << 258 Disagres
200 = o < 330 Neutrak 340 = g < 419 Apree and 420 < o < 50k Stongly Agree.

4.2 Measirenwnt mudel grurlsis
We employed the partial keast squares (PLS) method o fest the hypotheses of this study
because it requives less stringent assumptions about the distributional characteristics of the
tw data snd sample size, Following Kocl (20161, we used WARP-PLS software version 50
for the reasom fhat it enables to take nonlinesrity into consideration when estimating
ooefficients of association among Imked variables. 7

Before assessing the structural model, we assessed the relability and vahdity of
maasmrea relating to our specific constructs wsing the measurement model analysis. In this

we acklressed the issues of individual item reliability, constroct relwbility, CIRtvETen|

an @iEgriminant validity for our veflective constructs, Although the ideal cut-off peint is
076 individiial fem reliability is considered adesuate when it hag o factor loading at leass
el This mclicates: that the peesure i accounting for at least 60 peroent of e varanoe of
the underlying latent variable {Chin, 19982, by

Tabke 1 shows that &l messures were sigmficant and above the 060 loading leved. The
copasite reliahility (CR) coefficients for the constracts are of more than the accepted level of
070, sugrgesting that the mensures are reliabde (Nunmaly, 1967, Haie of af, 2013, oo 104), We
pazeesed the consinuct validity by convergent validity and diserminamt vabididy. Following
Formell and Larcker §1981), we employed the average varance extracted (AVE) to assess
crmvergent validity which represents the sverage vamanee shared between 2 construct and iss
indicators. The AVE should be greater than 0. to ensure that measurement emor does niot
dominate the variance captured by the construct (Vandenbosch, 19961 The discriminant
validity was evalmted by companng the sguare moks of AVEs with the correlation hetwirn
comstricts to deseribe whether  construct shares mare varinee with s measures than with
other constructs. When the square root of AVE of a constnuact is greater than the correlation
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between the constroct With another construct, then it is valid (Formell and Larcker, 19811
Asshown in Table IV, correlation amorg constructs in the off diagonal and the squafeiroor of
AVE in the diapoom] indicie adequate disciminant validity, Thus, it proves that the
migssurement mode i rediable and vabid,

" Table IV describes positive and significant corvelations between PMS and IC (8 = 065
= ey and organizational performance (87 = 054, 5 < 0001}, This suggests that PMS is
an impaitant varsble in mproving ) and argamzatonal performance,. n-addition, 1O s
alao positively corrélated with organiznional performance (B = 055; & < 0001) indicating
that 1T may enbance organessbonal performanoe. The AVEs for all constrocts were above
0.50. Follpwing Hulland {18997, this study provides evidence of comvergent validity.

4.2 Svuchoral modal ainalyins

We sed the structural model to test the hypothesized relationships, particolarly 1o
imvestigate whither the effect of TRS on organisationa]l performance is direct or mechiated
by IC. We uzed a step-wise appmach in performing struetural model amalvsis Baron and
Kenny, 1986; Luft and Shields, 2003; Hartmann and Slapnicar, 2008, First, we ran FLS (o
test whether PMS directly affects arganzational performance as stated in HT. Second, we
intreluced 10 as the mediating variable to fest the aother hypotheses.

Az zeen in Table V (Panel A), the results ghow that PMS i positively associned with
organizatonl performance [ coefficient: 0.54: i < 0.01; R = 0129 provirge that H stating
that PMS i positively associted with organzational pecformance & supperied. Further
anahysis is conducted by introducing IC as the mediating variable. The mesolt reveals that
PME 15 positively associated with IC (§ coefficient; 085 ¢ < 001 & = 0.29) and IC is also
poaitively asanciated with organizational performance. However, a5 seen in Table V Panel B,
the association between PMS and organzatonal performance affer the msertion of K
rermming sipnificant (F coeficient: 032 p- 00 Therefore, IC partially mediares the
relationzhip between PMS and organizational performance meanimg that PMS still has a
direct effect on organiztional pecformance while there s an mdirect effect of PME on
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Talde V.
Summary of the
srnpctura] mockd

aralysis

organizational performance via IC, To exmmine whether the mediating effect of IC on the
refafionzhip between FMS and orgarizational performance is significant, we vsed fhe VAF
value ag seen in Table VI,

We nsed the éffect size test o assess the practical symificance of this study Fhack, H06)
and the estimate o which the phenomenen being studied ieormedation or difference in means)
exists in the population (Hair ef al, 2006). The effect size of this study based on the &= of 0.37
i 01125 Following Cohen (1988), this figure shows a fairly medium effect sugpesting a
practical significance, Therefore, to mprove orgamizanional pesformance, it iz impaortant for
thie HEls tor rasiogee RS and K

Disewssions, Our study investigates whether PMS affects onpanizational performance
and if so, whether the effect s medisted by 0. Using a4 sample of 182 managers of
the HEls in Indoneziz, we demonztrate that PMS & positively associated  with
orgamizational petfrmance. By imiroducing IC as the medistng vanable, further
analvsis reveals that 1€ partially mediates the relationship between PMS and
orpraniatonal performmnee

The first hypothests stating that PMS ¥ positively associated with organizational
performance is suppotted. This result provides additicasal emnpirscal evidence o many
previons stadies (lias of af, 2016; Botr e al, 2018). This result also demonstrates that the
effect of FMS on performance does ned omly occur m the developed coumtries but slso in the
developing countnes, specifically in Indonesia, Furthermore, thiz means fhat the effect of
M5 oo performance does oot only oo o profifonented companies buet abse m public
nrganizations, such az the HER, The practscal imgﬂimﬁnn for the HER managers is that
they nesd e develop s more reliable PMS becauss they are now asseesed by rating agencies
usirg quantitatve indicators, stendardized processes and algorithms. A& good PMV5 will help
maresers of the HELS 0 enhanes performance

Hypoibeses VAF  poals  Categpery Decisiom

Perfoimance managenent systetn = Intellectaal capatal = - BBt < DA01*™* Partal Supgoried
Urgramational performsmsoe rmerhing o

Matest VAF vabae indireet effectboial effsct = 65 3 00RV55 3 1350+ QR = L2964 Tatad effict —
indievet effect + divect effedt bofore Inserting medating variable, JVAF vaher i2 between 2080 porcent
(VAF = 80 peroent o full medinton; YAF 2080 peroent: o portial medistion; YAF = 30 perconts. ne
b tom], e < (UH

Tobsle: VI.
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te=tivgr Gndirect
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The secomd hypothesiz stating that PMS 5 positively sssocizted with IC 1= also supported
This result provides additionz! empirical evidence that the HEls need & svstematic, fair,
inlefligent, effective, appropriate and mobivating PMS (Bolanka, 2017) that enables menagers
t properly dievelop the best [T (or the mettutions, This provides sdditiomal support 1o
previows shuches (Secundo and Elia, 2004; Descharmps and Mathis, 308 Camfield of of, 20181
A rond PMS 13 nesdisd by mamaeers in both devddopdng countries and developsd countres,
and 1t 1= akso necded by managers m both prisate companies and public organzations.

The third hypothesis stating that IC I8 positively associatéd Wwith organizational
performance: i= supported. T"I.ﬁ-ltﬁlJlTEllﬁ-Ufl‘[l[jl:.iﬂ”!.‘ confirms that in the erm I:rfl-r.nmvl:dgr
eoonamy. the role of IC is extremely important not only n developed countries but also in o
developing country, sch as Indonesia, 'I'hf' s WUH contimues lo evalusie universities
aroumd the world vsing e following six metnes academsic reputation B0 percentl
emplyyver reputation (10 percentk, facultystudent ratio (20 percemt) citations per Faculty
0 percentk international faculty ratio (5 percent); and imtermatonsl sdent mto
5 percenth The achievements of those metrics are mainly depended on the I owned by the
university. Thus, if the managers of the wniversity want o enhance orginization:l
performance, then they need to develop strong IC.

&, Conclusion, contribition and Limitation

Sl Camreliesion

All hvpotheses of ths etudy are suppocted. B emparcally. comfiomed  that PMS s
mssicated with ceganizational performance. PMS 12 assocmted with IC. 1C 12 assoctted with
organizational performance. The most mportant conclusion of this stody s that IC medhages
PMEorganiztiona] relationship, This study implies that without strong IC, strtegy
inplemesttation wsing PRS will nol generate an optimal ovganizgtional pecformance or even
wirze it wall fail,

Higher education plys a cotical role moevery society. Therefore, i 15 always crovial to
address the zsue of tw HEE performance i the ea of plofalization and koowledpe
evomomy. [t 15 undendable that IC 5 the basis for aestme organizatonal performanee 2nd
commpetitive advantage. Sl it & important 1o know aboat how the mechanism and the mle
of IC in connecting PMS 10 orgamizahonal pedformance, Using a sample of 182 HEls
manggers in Indonesia, we demonstrate (hat PMS has a positive effect on organizational
performance. Funher amalvais reveals that 1€ partially mediane the relationship betwesn
'S and orpamzationa| pedormeance,

Thia smudy continues the works of Dumay @2016) suggesting that there are several
opportusities for future IC research, inchuding expansion into third stage IC research 1o
wnderstind how [C can be iiraged within an organization, Therefove, this study explores
the role of TC in fhe HE i relation o the mpact of an mternal PMS on drganizational
performance. As etated by Martin-Sardes: and Guthreie 2007), research providing emparical
evidence on the impact of PV on [C withim public sector organizations i3 very lmated. This
study aleo folows the supgestion of (Bisogno of &, 2018) smting that IC resesrch n
education 13 important becanse universities openly compete on the national and
internatinel stage of rankings and prestige and Avsralasia contibete itk o K
rescarch 0 education. The IC research in sducation n Asin cmmiries, epecilly in
Indonesm & not mentioned at all, Therefore, this sbudy iz one of the few studies that
invesstizate the mediating mole of IC on PAMS-ovpamizational relationship in the HEE research
setting in a developimg contry, specifically in Indonesia.

The fack of professional IC in the Indonesian HEf: znawers the question of why ot
of 586 universities and 221 institutes only three Indonesian HEE: include in the top
500 world-class umversities am:-rdutg to the 2018 G5 World Universaty Banking. There i3
still no obligation for the HEls o Indonesta to repoct their 1T, and rarely or cven o




mstitubion vohimtarily repocts on the IC mamagement in a comprehensive format shoswing Higher

hwman mpital, strocturl] Gptal and celatoosl cagtal mapapement, | bas beoome education
witdespread news that the public sfarts questioning the use of 20 percent of the state budget institutions in
for the education each vear, Bideii

Thiz study provides a more comprebensive umdersianding by offering 2 mediafion research
meadel stating the bzl mole of IC on perfommance mamagenent sysbem-organzabonal
relatirmship, This shudy aleo prosddes impoctent empirical evidence that having goed PMS 547
only 15 not enough without the development of 10 Therefore, marages of the HElz n
Indonesia should build a strong [C because 1t 18 the critical source of enhancing the
orpgarezatenal pedformance o the em of plobal adiscilion competition and knowledee Bazed
eoanomy, This, the managers of the HEL: in Indonsesia showld unsderstand that organizational
perfornEnce will be better with reliable PMS amd strong 1.

5.2 Coelribietions o theory

From the theoretical point of view, all hypotheses of this study are supported. This means that
thiz study provebs empirical evidence In supporting the development of theories in
performance management amd 1 management, especanlly in the oontext of higher eduication
i Indonesia a5 4 developing country, PMS has o postive elfect on onganizbional
perfonmance. PMS Tas 2 positive effect on IC development. IC hae a poeitive effet o
organizational performance, Purther analyss of this study also denonsirates that 10 mediates
PhS-orpanizational performance relationship, Those results confirm that crpanizabonal
perfumnce s affected by a elable PAMS and strong 1 mediates PMSorpanizaticnal
relationzhip, The reanlt ootrbuies to srengthen the development of 10 thesry, This study
poovides additional support to previous studies of several schodars, such as Lo 2002, Wang
et el (2014, Secumado and Elz (2004, Thas of of (20161, Gowgan of of (200161, Novas ¢ af (2017,
Hissimki of el (2007}, Deschamps and Mattijs (2008) and Camfield of =f 2018,

5.3 Cobrabuefron fo pracice

From the peactical point of view, the medistion research model pro¥ides a more
canprehensive understanding for manaegers of the HElS in [Indonesia regarding the
riechatiizen of how PMS affects organizitenal performance v [C, The HEE are now asaessed
usng quantibatve indicators, standardised processes and algorithms, Therefore, they need to
have a more reliable PMS and excellent IC to achieve the desived performemce. The results of
thiz shuddy also stupest il HEE managers should venly the current staiuz of IC governance
in their orgmmizations in termz of IC awareness, messarement. disclosure. management and
reportivge, Managers nesd to seek the best approach Lo enbance the readimess of [C within the
organization o meet the performence rpets demanded by PMS. Then, the strong 1€ will
merease perfonmance and lead the HEs o become the world-class universities,

G Comebrabirfion Io scity

As the global education competition has become 8 Serious issue in each HEI in Indonesia, the
resutlts of this study contribote o providing an appreach on how W achieve a better
ufg:.uummml pr:rin-nmuu.t which brings more berefits o the society. The HEIz m:sph:.- il
stmu:g'n: role in improving the guality of Bfe of society. The knowledge economy requires
encity to enharee the quality of education at all kvels, This research model and results
provice empirical evidence of the mportance of IC wihach mediates the relationship betwesn
PMS and organizational performance. When the HEls in Indonesia implement this mode| of
mamaging 12, the gocety will et more benefits i fenms of the improvements in the quakity
of education, teaching, research and commumity service from the HElz, The better the HEls
performance, the better the quality of life of the society m the era of knowledge cconomy.
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5.5 Liveitalions and falwre research

There ave several limitations of this study, First, the sample size used 5 relatvely small and
it oy raise the maue of generalization. Fulure research shoubd vze a lavger sample size to
oldress this issue Second, this study foruses on Indenesia and cauthon shoubd be wsed when
generalizing it 1o other countries. Future research should address this issue by conducking
research in other developing countries to test the validity of the same model, Thirdly, this
study 1= vulnerable to the typical weaknesses of survey research, regardmg the validity and
reliability of items and tests. Future research should try other approaches, such as archival
danfa research or experimental research In spate of these lonatations, we stll bebeve that the
model and the results of this stedy = still beneficial for the theovetical development and
ranaEement practioes.
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