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A bstmct

E 'BUMD (Regzonal Government Enrerprzse) is one of rhe sources of revenue for”"' |
Qregmnal government, ‘whether. provincial or. a’zstmct But the fact is BUMD has a
. low performance. This. happens due to lack of understandmg about quality service
e ._standard and also low- quality. of human resource, This research uses intellectual
i capital approach to analyze the quahty of orgamzanon in BUMD This research
- analyses the eﬁ?eca:s of human. capztal and customer capital to customer capital. The
-+ respondents are BUMD employee in Sukoharjo district who had:-been work more -
- than a year in their institution. This research use- intellectual capital methods
.. developed by Bontis et al (2000) and Stewart (1997). The tools of analyses of this
o '_research is k:erarchzcal regression analyses The conclusion is BUMD must
" increase their human resource’s quality and smndardzzed thezr servzce in order to
: mcrease rhe:r orgamzatron s performance gl R

B "'Keywards mtellectual capztal human capn‘al customer caprral structural capztal

IN’IRODUCI‘ION " will have to disscminate in all of public
' R orgamzatlon IIowever ‘scveral concepts have
The 1mplcmcnmt10n Of regzonal autonomy  peon ysed to analyze regional goversment s

brings several ‘changes ‘inuthe public sector performance e example the idea‘to change

practices. A lot of critics have been told to bureaucranc parad1gm of publi¢ employec to

public organization (i.e. government organiza- entrepruneurshtp paradigm. It becomes the

tion) in Indonesia since they have very badswwmain concept of corporate governance

quality of service, The main problem is the (Osbomé dan Plastick, 1997; Osborne dan
quality of human resource and public organi-

zation, Ideally, it all should have change since
regional autonomy demands more qualified

Gaebler, 1992). In Indonesia, several concepts
of modem management have been imple-

mented in the public sector. Several districts in
human resource and organization in public

sector. Regional autonomy demands creative,
smarl, innovative and entrepreneurship public
employee. Those kinds of public employee

central Java province has change their service
procedure to the public in order to increase
community’s satisfaction. For example, Sragen
district in central Java province has imple-

. .
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transformanon process in the iocai govemment

o 1_.:"0rgam.e;at10n is very slow It ‘happens due to - :
: ;' -.'--_-':two problcms First, ‘the quahty of - human:_::'f*
o 3 rcsourcc or. pubhc cmployee 1s lows Sccond -

" the performance of locai governmcnt is also in o

' “a low quality. It does. not have a standard 3

' measurcment. How an we measurc an

“abstract object such s the intangible resources -
~in organlz;atlon such as, mtellectual;ty of :

' .'human resource'?

Loca! governmcnt enterprise or BUMD is
one of the local govcrnmeni orgamzations
which directiy contaci with customer (i.e. soci-
ety). BUMD: have a strateg:c role.in the devel-

opment -of: locai cconomic -whether in the -

district or provmcc level. Local governmcnt
has a dream that BUMD could increase local
government revenue (PAD). Unfortunateiy, the
role of BUMD in the development of local
economic s insignificant in Indonesia. In
average, the contribution of BUMD  in local
government revenue is less than 1 percent
(Budisatrio, 2002)."This problem happens due
to two problems in BUMD. First, BUMD also
have lack of qualificd human resource in order
to achieve their desired level'of performance.
Second, there is a dualism in“the goals
performance of BUMD in Indonesia. The first
goal is to give an excellent service to the soci-
ety. The second goal is to earn profit to local
government revenue. These two poals are
contradictive, since, BUMD is in a non-profit
organization. Their business sometimes does
not earn profit but only to serve society, Tor
cxample, PDAM, which is a BUMD in water
distribution. Their core business is water
distribution for society, Production cost in
water distribution is higher than the price of
the water itself. That’s why PDAM is always

"-"Those cxamples show'_ i
".".that Iocal govemmcn_ orgamzatzon is proy

o osmvc wa Unfortunatei R
gressmg in a P o y > ‘measure . “local | govcmment organization (i.e.

'BUMD) The new method is intellectual capi-

i . become a cost ccntcr or subsrdy ccm:cr in local i
f "::governrncnt budget ' E

'--Thts articlc mtroduces a ncw mcthod to

tal. Intelicctual capital measures intangible

_’assets m orgamzat:on which sometimes fail
_measured by fi nanmai rcport.  Intellectual
™ cap;tal was dcveioped by Bontis, Keow and
:chhardson (2000) and Stewart (1997).

1. Knowiedge as a Strategic Intangible Agsct

- One _r'eason BUMD have a low performance is
their disability to control over the value chain
of _'_thc'industly._ 1t happens due to lack of
g Conﬁpctitivé advantage. For example, BUMD
.« in financial business such as BKK and Bank
: Pasar often loss in competition with private
financial institution such as BPR or other
- pr_ivafe bank, especially in Central Java, where
private financial instifution is the market

leader. Knowledge is the main value chain in
service business. Knowledge in financial
business s competitive interest rate and
service quality standard. The latter is often
ignored by BUMD. Unfortunately, both are
very important aspect for consumer. They are
also the real form of intangible asset for
company.

Measurement _of ‘company knowledge is
the'main“problem in the knowledge manage-
ment issue. They are several methods for
measuring intangible assets, but they all have
weakness. One of them is intellectual capital.
As a method, intellectual capital is in the
developing age so it needs several adjustments.
IT and chemical companies in USA use
intellectual capital method in determining their
business strategy (Nickerson, 1998). Figure 1
is the integration process of intellectual capital
and business sirategy by those companies.
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o chhnologicai'” : SR
""-:analyze phencmcna in thei l\acwledge based_ R

n'thIectual
Capital Stratcgy

. . 3_:Scurcc Nxckersun (1998)

Flgurc 1 Intcgratmn Proccss in Dccxsmn
Maklng e :

A company ‘should answer four bas;c
qucstlons bcfore adoptmg the models above

o Whois ‘e0ing to be the target market" Y
e ‘What kind of i investment should be done o
o mamtam rclanonshlp with cusiomcr‘?

¢ What kind of technoiogy should bc
- _'*devciopcd‘? :

o How company should organize itself?

2. Intellectual Capital Concept

There are several definitions of intellectual
capital. Intellectual  capital - is intellectual
material-knowledge, “information, intellectual
property rights, experiences-which can be used
to -create wealth -(Stewart,. 1997). Another
definitions by Brooking (1996), defines
intellectual capital as a combination ofmarket
intangible asset, intellectual property, infra-
structure and human resource, which be able to
optimize the major functions in the company.
Bontis (1998) defines intellectual capital as an
exploratory of effective function of the know-
ledge in production process by combining
tangible and intangible assets. Intellectual
capital is also unseen process and asscts and
intangible assets of the company (Roos, 1997).
Olve and Wetter (1999) define intellectual
capital as an element in the company’s value,
which is similar to market premium,.

. :cconcmy _Thzs approach.count 0ap bctween

. '-_'f'could nct_bc _c}.plam _by physxcal assets For_-'. SEEERI
o -ji-_examplc ifa company sent thexr_ employce to

- have trammg in. managemcnt quahty, then they_
_ "Ihave o pay. the cost of' traini ]
- : is an mvcstment by the company, so 1t needs a
e 'return If the employee complete h:s trammg
o and then he get promote as a4 produc‘ﬂon

..-Thc payment

manager company could dnaiyzc thexr retum
Wh:le he bccomc a productlon manager thc
company mcrease thcxr productmty becausc of

-sevcrai changcs in productxon process by the

managcr from hlS new knowiedgc then wc
could say that the company has theu rctum on
investment. The problcm is to detcrmmc how
much knowledgc ‘has. 1t effects on the
prcductmty "This ‘is the main issue of this
paper This papcr tries to explam the role of
intangible asset in the company, in this case
BUMD. This paper wuse ‘intellectual capital
definition proposed by Stewart (1997). By this
definition, .intellectual capital .of -an organi-
zation gained from human capital, customer
capital and structural capital. =

H1 human capital has a positive effect on
structural capital mediated by customer capital,

3. Human Capital

Human capital is individual ability required by
organization to solve customer’s problem
(Stewart, 1997). Human capital also defines as
a combination of talent, education, experience
and attitude to life and business (IHudson,
1993). Bontis completes the definition of
human capital as a collective ability of a com-
pany in arranging the best solution from their
individual knowledge. In other words, human
capital is the quality of human resource, which
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_:':.dbl.llty '_ (ROSS
0 1997). -ﬁ'-Skal} and educatxon are mcludes m em-
' .5_-'_-:pioyoo S competcnce Employee s mlclioctual

bc abEc 3-to g,we thctr conmbunon to orcamza—_

B | mployce is 1ncreasmg miellcctual ca.p:ial
: _i.by.._hoir_compctcncc attltude and mteiiootual
Edvmsson and Dragonnct:

B _'ﬁjabxhty kecps cogmttve and mnovatlve aSpect
: -':'so that thcy can soive organmanon 5 problom

_-'E 'ployce is an 1mportant assct of tho cotr-

P ny,_but thc:r not belong o company So
'-employee tumovcr is a loss for company But

. '_'_thoy are aiso a ihought that 1f a company loss a

_hlgh quahty employee it will forco them o
3'bu11d 4 new. perspcctwc and ﬁnally a com-
: :pany s knowlcdgc mstcad of md;v:dual
'knowiodgc formed in thc orgamzatlon

capital Jepresents stock of
cmp!oyecs :nc_livi_dual knowledge (Bontis,
Keow .and Richardson, 2000). Knight (1997)
propp_s__c_:s -organization will increase their
hu:m_a_n capital quality if they hire, manage and
de#e_lop the best human resource,

Human

112 Human capital has a positive effect on
customer capital '

H3 Human capital has & positive effect on
structural capital.

4. Customer Capital

Customer capital is the depth (penetration),
width (coverage), and profitability of the
organization’s franchise (Saint Onge, 1998).
Customer capital represents potency of organi-
zation come from their intangible assets
(Bontis, 1999). Customer capital has a strong
relationship with market orientation concept.
Market orientation is the use of market
intelligence by organization widely to antici-
pate customer needs at the present and in the
future (Kohli and Jaworski, 1990).

Consumer’s

Research in. marketing often . discloses

iefatlonship among scveral: concopts of consu-
“mer behavior, such as loyalty and satisfaction,
loyalty has

satisfaction and
proven related with employee’s satisfaction
(Kaplan and Norton, 1996). In
researches; consumer’s satisfaction could be
predicted with employee’s satisfaction.

114 Customer oépitéﬂ has a positive effect
on capital.

5. Structural Capital

Structural . capital is the organizational
capabilitics of the organization necessary to
meet market requirements (Saint Onge, 1998).
It also could be defincd as everything stays in
the company when employee is going home
{Roos, 1997). Structural eapital emerges from
the process and value of the organization,
which reflects external and internal focus of
the organization plus value development in the
future. If a company has bad system and
procedure, then intellectual capitai' in the
company could achieve their full potency.

Knight (1999) divides structural capital
into several type, they are organizational
strategy, internal network, systemy database
and file. Also property righis, patent, process,
invention, trademark, brand and license are
includes in structural capital. Organization,
which has strong structural capital, could also
have a good corporate culture. It will support
their employee to try somecthing new, learn
new thing and even, experience failure.
Structural capital is a critical path, which
makes intellectual capital possible to measure
at the organizational level.

6. Empirical Research

Bontis, Keow and Richardison have conducted
a research about the effects of intellectual
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_rcSpondcnts of tl]ls""rcscarch and ana?yzcd by S
' _':_:.:'PLS (Part:ally Lcast Square) mcthod “The .
- “result shows there: isa posmvc s:gmﬁcant Ol

__mtcilcctuai capltdi to company performancc =

Bontls Crossan and Hulland (1999) aiso

L _test 1carmng process m the orgamzatlon w:th At
'_-_'mteI}cctuaI capltai mcthod The scttmg of thls o

; '.rescarch is fi nanmal consuitant in Canada ThlS
research mtroducc SLAM (Stratcgtc Lcarmng
: Asscssmcnt Mdp) construct o mcasuro
company s, lcammg proccss “This construct has
bccn dcvclopcd from mtc]lccmdi capztal
mcihod T'hcmx"ospondcnts of thts roscarch are
CEO of the financial consultant. The result
shows that company has better learning
process when implementing thc concept of

intellectual capital.

Bontis and Glrdrdl (1999) ana!ysos the
effect of intcllectual capital training to the
quality of manager’s decision. This research
uses KRMS (Know!cdgc Management Recep-

tivity Survey) instrument. The respondents are.
executive in public “organization in Canada. -

The result shows that the quality of manager’s
decision has increase after they receive intel-
lectual capital training. .

Coff (2002) tests the role of human capis
tal in the merger process. The setting of this
rescarch is companies in the USA, which con-
duct merger during 1988-1989. The result
shows that human capital is one of the antece-
dents of company value after a merger process.

7. Conceptual Model

This research tests the intellectual capital
model proposed by Bontis et al (2000).

structural

o Capital

ot Sourcc Bonns et di (20{)0}

Fxgure 2 IntcHectual Capltal Mode}

Samp!e and Populatxon

Populdtion ' of this . rcscarch BUMD
cmployee m Sukoharjo dlS'EI‘}Ct in Ccntra] Java
province. They are the employee of BKK

(Badan Kredit Kecamatan) and Bank Pasar.

~ Those .two institutions are public financial
‘institution organlzcd by Sukoharjo district.

There arc 12 umts of BKK all over Sukoharjo
district. Table 1 shows employece data of those
12 BKK and_onc.Bank:Pasar.

_ Table 1. Employce Data of Bank Pasar and

- BKK §ukoharjo District
No. BUMD Bank Pasar Number of
and BKK Employee

1. Baki 16
2.0 Sukoharjo 7
3. Nguter 6
4, -QGatak 6
5. Kartasura 6
6.  Grogol 11
7. Mojolaban 9
8.  Polokarto 5
9.  Tawangsari 6
10, Bulu 4
11, Weru 3
12, Bendosari 6
13.  Bank Pasar 28
Total 113

Source: Bagian Perckonomian Pemkab Sukeharjo
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" There are only 113 employees of BKK
" and Bank Pasarﬁ'_in""_S_t}kohaer district. I choose

) '.ce'n:s'u's' “as “the sampling ‘method since the
ik ﬁgpopulatlon is small. Unfortunately, the respond
o rate of this. research is only 25 percent. I sent -

o 113 quest:onnatres to the respondents and after

S _waitmg for a while there are only 28 compicte
N 'quesuonna:res o

o '()_p'crat_ion'al'ization of Definition

fI-Iﬁman capital is individual ability required by

-BUMD for solvmg customer’s
measured by ratmg scale from not gaod to very
good,

problems

Customcr capnal is the dcpth (penctra~
tiOﬂ) wxdth (coverage), and profitability of the
B_UMD_’S franchise measured by rating scale

fromndt“good to very good

Structural caprtal is thc capabilliies of the
BUMD nccessary to meet market rcqun‘cmcnts

mea_sured by rating scale from not good to very S

good.

Meas_nrcinent

There are three variables in this research; they
are human capital, structural capxtal and cus-
tomer capital. T measure each variables by
mstrument developed by Bontis et al (2000)
and Stewart (1997). Table 2 shows the con-
struct validity of all variables. This research
uses confirmatory factor analysis to measure
construct validity of intellectual capital con-

struct. Table 3 shows the reliability or internal
consistency of the intellectual capital con-

Table 2. Factor Score of Intellectual Capital Construct

N fte;_m Pertanyaan

Factor Score

Human Capital

L Appreciation to employee 0,911
h 1 Working facility 0,911
3 Employee’s personal relationship 0,841
4, Employee’s perception to company’s image 0,656
5. The performance of working team 0,853
6. Training program 0,911
7. Competeney 0,767
8. Promotion policy 0,903
9, The contribution.of employee’s idea. 0,822
10 Employee’s ability in deeision.making 0,786
Structural Capital
I. Appreciation to information. 0,636
2. Management and storage of data. 0,638
3. Company administration and files. 0,785
4. Information spreading in the company 0,742
5. Cornpany’s library 0,886
6. Computer network 0,726
Customer capital
I. Public relation department’s performance 0,939
2. Service to customer 0,939
3, Information for customer. 0,771
4, Communication with supplier and competitor, 0,939
5. Response to customer complaint. 0,805
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b ;':"'Haﬁi&ﬁ'sé_crp.z_ral :

- Customer Capital, =

" Structwral Capttal, )

~ Figure 3. Intellectual Capital Model of BUMD in Sukoharjo District "

CONCLUSIONS

Th;s rcsearch shows a dlfferent rosult w;th the
one conduct by Bontis et al (2000) and Stewart _
(1997) It shows that customer capital is notan -

intcrvcnmg or mediatmo vanable in  the
relationsh:p of human capitai and strucmrai
cap;tai In this somng, human capital and cus-
tomer ~capital' are -anfeccdents < of structural
capital. It also means that the quality of human
resource is independent from  the :quality  of
service. But together, they all have a positive
effect to the “ability .of BUMD ‘to. meet
customer . requircments. The model proposed
by Bontis et al .(2000) is revisited in this
research. Figure 3 shows the intellgctual
capital model of BUMD in Sukcharjo district,

Managerial implications of thiSsgesearch
are there must be several policy changes by
Sukoharjo district regional government to their
BKK/Bank Pasar. First, regional government
should pay more attention to the quality of
human resource in BUMD. This policy is
important to increase BUMD’s ability to
anticipate society needs. Regional government
could implement human resource policy such
as: conduct more comprehensive human
planning, employee’s
competence and conduct a complete training

resource increasing

: program for employee Rccrmtmcnt procoss of
. the employee should bo rodeswn

Secona’ BUMD must aware of the quahty

_of the scrwcc It necds a standarduat:on of
_serwce m the - BUMD orgamzatlon Thlrd

Sukoharjo dlstnct 1egaonal govomment must

give a befter. attennon 1o thc weaith of BUMD

employees. They need more wolkmcr Tacility
and 1ncent1vo in _order toincrease their
performanco iy N

This rescaroh has two Ilmltat:ons First,
the response rate is very low. It happens due to
lack of apprccmﬂon of BKK/Bank Pasar
employec with . this research. Second the
model in this rcsearch is not directly relate
intellectual capital with company or employee
performance. Thesc two limitations is open a
wide chance for another researcher who has
interests in such issues.
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