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Abstract 

The application of efficient contracting concept in Village Fund management is an interesting 

idea and formula in the public governance perspective. The concept provides a potential 

solution so that the Village Government obey the Law No. 6 of 2014 and brings impact to 
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public-oriented service. The philosophical concept of ―Gotong Royong‖ or mutual assistance 

reinforces the efficient contracting essence. The aim of this research is to build a framework 

of public governance on Village Fund by implementing the efficient contracting, and to 

identify, illustrate and describe the variables in efficient contracting concept to Village Fund 

Management. The research used qualitative method, designed in narrative strategy and 

grounded theory approach, and formulated using constructivism paradigm. Results of the 

study have demonstrated that (1) Efficient contracting concept encompasses economic 

constitution, government policy, public finance management and governance, also the 

functional relationship in the government body (Central, Regional and Village); (2) the 

essence of Efficient Contracting is the community active participation, legal aspect, 

government attention, balance consensus, effectiveness and efficiency, justice and equality, 

transparency, responsibility and accountability. The descriptive findings were interpreted in 

textual and structural method to expand the Efficient Contracting concept and to bring 

implication in development administration and public management. 

Keywords: agency theory, efficient contracting, economic constituent, government policy, 

public management and public governance, village governance 

1. Introduction  

The paradox in public funds expenditure has been a subject to debate implied in the term 

efficient contracting in public organization. To date, the essence of the contract based on law 

(see, Atiyah, 1996) is difficult to be implemented in public organization (in this case, the 

government) due to some contributing factors. Battese and Coelli (1995), Stevens (2004), 

Boyne (2003), and Stanislaus, Damayanti and Syamsuddin (2017) reported that political 

intrigue potentially obstructs the government‘s endeavour in undertaking an efficient contract. 

It may occur because a consensus is established among the bureaucratic agents which 

eventually indicates a misuse of public funds—an evident violation of law. Misuse of public 

funds may include budget slack, kleptocracy and budget distortion (Stanislaus et al., 2017). In 

agency perspective, the tendency to misconduct is the manifestation of self interest (see, 

Boyne, 2003); a deviant administrative behavior by spending public funds for 

self-gratification. The prevalence of misuse is naturally affecting the accuracy of information 

on Government economic transaction embodied in the financial report as a form of public 

accountability (Bovens, 2006; Iyoha and Oyerinde, 2010). Accordingly, the citizens need to 

invest time in observing public affairs (see, Stiglitz, 2003) when the policy makers are held 

responsible for their misconduct in order to avoid waste of public funds and, the worst case, 

corruption. In light of the prevalent misconduct in government body, it is important to 

conduct a study on the essence of efficient contracting. The study is focused in the context of 

public funds management based on legal term. It is expected that public funds are well 

managed and spent by the government according to the declared vision.  

Studies on public expenditure have been conducted in many countries; however, the majority 

has not explored how to formulate the ideal solution for the aforementioned issues in efficient 

contracting. Afonso, Schuknecht, and Tanzi (2005), Ammons and Rivenbark (2008), and 

Widodo (2017) investigated the effect of stability, allocation and distribution of public 
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expenditure as a step towards efficiency in 23 OECD countries, North Carolina and Indonesia, 

respectively. However, the majority of literature in the early 21st century focus on the role of 

institutional regulation in privatisation of public sector through collaboration with private 

sector in the UK, Australia, Ukraine and Africa (see, Coram, 2006; Boyne, 2003; Akhlaghi, 

1996; Hensher, Billon, Macário, Preston, White, Tyson, Van de Velde, Wee, Aragão, Santos, 

and Filho, 2007; Ng and Loosemore 2007; Kraan, Trapp, Kostyleva, Tuinen, and Morgner, 

2013; Mchopa 2015). Furthermore, Battese and Coelli (1995) observed the characteristics of 

different concepts in districts in India such as how far the political process affects the 

government efficiency. However, the present study will investigate the contract that can be 

readily used by the principal agent as the executor of efficient contracting (see, Jensen and 

Meckling, 1976; Lane, 1999) towards a better public service.  

It is the fundamental vision of the government to establish community welfare through public 

service (Rhodes, 1996). In practical context, Bourgon (2007) elaborated three pivotal points 

for the Government to prosper the people: (1) respect the law, (2) commit to serve public 

interest, and (3) expect the civil servants to exercise integrity, honesty and neutrality in 

maintaining public trust. This condition affects the government‘s perspective as the driving 

force of a country in determining the correct paradigm for development. Negara Kesatuan 

Republik Indonesia (NKRI) or Republic of Indonesia exercises different perspective to 

address the paradigm.  

The current paradigm of Indonesian government as the new face of economic constitution 

includes Village Fund program run in ―Gotong Royong‖ or mutual assistance participation. 

Village Fund programme aims to improve welfare and empowerment of village community. 

The government‘s mission is to allocating funding to be managed by the Village Government 

themselves (Data of Village Funds is presented in Table 1 in appendices). This paper is a 

further study as suggested by Simangunsong and Wicaksono (2017) on the importance of 

accountability in managing public finance in Village Funds program in Indonesia. The public 

funds here refer to Village Fund Allocation (VFA) of Regional Budget (APBD) and Village 

Fund (VF) allocated from the State Budget (APBN) that is guided by the Law No. 6 of 2014 

on Villages and Ministry of Home Affairs Regulation No 113 of 2014 on Village Financial 

Management (VFM). The conception has motivated the researcher to review the role of 

Village Law in the context of public governance. Therefore, the focus of this research is to 

disclose the contract of principal relationship and government sub-agent in an attempt to 

understand the essence of Village Law. 

Simangunsong and Wicaksono (2017) reported that the constitution law that regulates Village 

Fund program is guided by the Law of Republic Indonesia No. 6 of 2014 or referred as 

Village Law. Based on the law in Indonesia, Village Law is a policy for regulating the 

authority in Village Government. The villages receive additional funding in form of VF 

which is directly managed by the Village Government solely to increase the prosperity and 

empowerment of the Village community. However, recent studies on VF program by Salim, 

Bulan, Untung, Laksono, and Brock (2017) and Ash-shidiqqi and Wibisono (2018) reported a 

concern that VF as additional funding would contribute more burden to Village financial 

administration where the operational system is underpinned by the state finance systems and 
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regulation. Furthermore, the stakeholders are concerned about the danger of potential 

misconduct—administrative and management—on VF by the village officials (Afifah, 

Kartini, and Yuningsih, 2017; Temenggung, 2016). Data on Village Chiefs who have 

committed corruption and misconduct on VF program are presented in Figure 1 and Table 2 

of the appendices.  

On the other hand, Indonesian citizens expect the government to run a good governance by 

implementing the government governance principle by Organization for Economic 

Cooperation and Development (OECD, 2016). OECD stated that implementing good public 

governance will stimulate the creation of government programs and agenda that are oriented 

to the people. In Village Fund context, the community is at the receiving end of 

empowerment based on the objectives of Village Law (the main principle); therefore, the 

obligation of Village Government (sub-agent) over accountability, transparency and 

responsibility (ATR) is targeted beyond the District Head as the Head of Regional 

Government (the main agent). In fact, the ATR of Village Government is only targeted to the 

District Head instead of the community. The main issue is raised: what is the essence of 

Village Law in light of public governance? Therefore, the aim of this study is to establish 

public governance framework on Village Fund through the implementation of efficient 

contracting in agency theory. 

The operational of the research objective is conducted by illustrating the framework 

surrounding public governance through in-depth identification, description and investigation 

into the Regulation of Village Governance which has been indicated as the formula of 

efficient contracting. This explorative research did not investigate the legality of agency 

contract between the government principal agent and sub-agent to scrutinize the chapters of 

Village Law and the Ministry of Home Affairs Regulation No. 113 of 2014 that have been 

reviewed and adjusted to the OECD principles. Accordingly, the policy objectives and the 

essence of the contents of the constitution are made known. 

2. Literature Review 

To date, Village Fund management has been a concern to many stakeholders. The focus is on 

the various misuses of public fund committed by the village officials. It serves as a warning 

for the government to be responsive to such case. This condition has put pressure on the 

government across levels—Central, Provincial and Regional—to implement the proper 

strategy in stewarding and supervising the Village officials to obey the law, to commit to 

serving public interest, and to encourage them to practise integrity, honesty and neutrality in 

maintaining public trust (e.g., Bourgon, 2007); in this case, Village Fund management. The 

program may be delivered by giving an understanding on financial management and 

governance in order to accomplish good public governance. 

In theory, the Village Government is expected to uphold efficiency in good public governance 

on Village Fund. The essence of efficiency is based on the agency theory—the State and/or 

the community as the main principal, the government as the main agent and the Village 

Government as the sub-agent (see, Trihatmoko and Susilo, 2018). In functional relationship 

context, the House of Representative Indonesia bestows an authority to the Regional 
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Government to foster and supervise Village Government. The application of this agency 

theory is through the law-binding principal-agent contract that is undertaken based on mutual 

understanding and agreement (Lane, 1999; Jensen and Meckling, 1976; Atiyah, 1996; Jehn, 

1997).  

In practice, Lane (1999) explained that efficient contracting in public organization is a series 

of contract between the principal (government) and the agent (CEO) implemented in the 

coordination mechanism of work relationship and the clarification of objectives and 

obligation to public service. Public service may be delivered in expenditure of goods and 

service or national infrastructure construction (Schick, 1998). When the government or the 

agents (CEO)—known as the government agents that include regional government and 

sub-agent Village Government (see, Trihatmoko and Susilo, 2018)—allocated budget for 

public goods and service or infrastructure expenditure through the contract, they use the 

contract in the context of Penal Law (see, Atiyah, 1996) where the contract substance is an 

obligation for the government in accordance with the applicable law. Furthermore, Jehn 

(1997) stated that the contract secured a guarantee for the stakeholders to conduct the role 

and obligation in responsible manner.  

In the context of the study, the lexical meaning of efficient contracting is an agreement 

between the principal (the District Head and the people) and sub-agent (Village Government) 

which is bound by the regulations of Village Governance, based on gotong royong to run the 

management of Village Funds and aimed to improve community welfare. It is important to 

know that the participation pattern of gotong royong is the underpinning ideology and culture 

of Indonesian Republic. Gotong Royong contributes specifically to every government 

program and initiative; therefore, in a writing on customary law raising a topic Contemporary 

Indonesia, gotong royong considered a cultural operator (Bowen, 1986). In the cultural 

context of Village Funds management, gotong royong is defined as a moral obligation to help 

each other in developing the village and to actively participate in the government in order to 

establish a dynamic and harmonious village that upholds communal interest.  

Considering the contractual issues i.e. asymmetric information conducted by the bureaucratic 

agent in government body (see, Lane, 1999; Battese and Coelli, 1995; Stevens, 2004; 

Stanislaus et al., 2017), efficient contracting is aimed to providing the best outcome for the 

principles instead of maximizing mutual utilities of both the principles and the agents 

(Bergen, Dutta and Walker, 1992). The best outcome targets three main points by Bourgon 

(2007), and thus indirectly affect the behaviour of village officials to be more efficient and 

effective in harnessing public resources, improving accountability, focusing on output and 

improving performance (see, Hood, 1991, 1995). It is the embodiment of good public 

governance.  

Agency theory analizes the contractual structure so that the agents would perform and behave 

according to the principle‘s expectation (Jensen and Meckling, 1976; Lane, 1999). Contract 

agreement in this contect is the power delegation to the sub-agent of Village Government to 

conduct activities related to funding management in this case Village Funds i.e. VFA and VF 

according to the responsibility carried by the Village Law. Village Law contains some 
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chapters on basic principles according to OECD such as the role of community participation, 

the role of legal aspect, government attention, a balanced consensus, effectiveness and 

efficiency, justice and equality, transparency, responsibility and accountability (OECD, 2016). 

Village Government as the government sub-agents have to understand the perspective of 

those principles in order to hold accountability over their performance to the central 

government i.e. the House of Representative, the District Head and the community. Therefore, 

efficient contracting is expected to be understood and implemented by the related 

stakeholders especially the village officials.  

This literature review indicates that the variables of public governance which carry nine 

OECD principles as mentioned in the chapters of Village Law and the Ministry of Home 

Affairs Regulation No. 113 of 2014 are the formula of efficient contracting. The main 

concern is to investigate the principle variables in OECD version according to the Village 

Law and the Ministry of Home Affairs Regulation No. 113 of 2014. It is structure of 

development administration and public management for Village Government. The general 

question of this research is ‗what is the essence of Village Law and the Ministry of Home 

Affairs Regulation No. 113 of 2014 in light of public governance principles?‘ 

Furthermore, how the present study will investigate (1) the format of agency contract of 

public fund management i.e. VFA and VF according to nine OECD principles, (2) the themes 

description of OECD principles in the chapters on the regulation of village governance, and 

(3) the structural description of efficient contracting in Village Fund management. 

Perspective conceptualisation for the literature review above is explained in the framework of 

efficient working contract between the government principles and the sub-agents as presented 

in Figure 1. The framework serves as the knife and guideline for analysis in qualitative 

research (Fatchan, 2011; Saldana, 2011; Creswell, 2013) namely to identify, to describe, and 

to understand the efficient contracting between the government principal and sub-agents in 

light of the implementation of the Village Law and the Ministry of Home Affairs Regulation 

No. 113 of 2014. 

 

 

 

  

 

 

 

 

 

  

 

Figure 1. Efficient contracting model between the government principal and sub-agent 
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Source: Jensen and Meckling (1976), Lane (1999), Law No. 6 of 2014 on Village Fund 

Management. 

3. Research Method 

The research used qualitative method applying narrative strategy and grounded theory 

approach formulated in constructivism paradigm (Creswell, 2009; Creswell, 2013; Adele, 

Frisie, and Wasburn, 2015; Fatchan, 2011). Narrative strategy was implemented to unfold the 

fundamentals of efficient contracting, while grounded theory approach was used to collect the 

theories into the construction of efficient contracting (Adele et al., 2015).  

The narrative strategy and grounded theory approach (see, Creswell, 2013; Adele et al., 2015; 

Trihatmoko and Susilo, 2018) are explained as follows: (1) narrative strategy focuses on the 

narration and story of the object being discussed about Efficient Contracting in public 

governance, i.e. the management and governance of Village Fund which is investigated by 

combing the laws surrounding the issues; (2) grounded theory approach focuses on the 

analysis of an Efficient Contracting phenomenon and thus creating a new specific theory on 

Village Fund management; (3) constructivism paradigm is the data interpretation based on the 

chapters in the Village Law and the Ministry of Home Affairs Regulation No. 113 of 2014 

applying descriptive approach to the management principles of OECD. Accordingly, the 

procedure for narrative strategy, grounded theory approach and constructivism paradigm has 

been applied to form a set of strategy to solve the questions of this research. 

Data analysis applied a comprehensive procedural approach which elaborates Efficient 

Contracting in textual and structural method (Creswell, 2013; Gupta and Awasthy, 2015; 

Taylor, Bodgan, and DeVauldt, 2016; Trihatmoko and Susilo, 2018). Furthermore, data 

validation followed the procedure of persistent observation and data interpretation analysis 

(Creswell, 2013). The researcher also performed an open discussion or interview with the 

academics of Village Public Governance in a Mini Focus Group Discussion (MFGD). 

Persistent observation is conducted by investigating the raw and regulation related to Village 

Fund. To date, there is no emerging applicable laws on the issue except the Ministry of Home 

Affairs Regulation No 113 of 2014 that has been revised into the Ministry of Home Affairs 

Regulation No 20 of 2018. Data interpretation analysis is conducted to establish credibility, 

and interview-discussion in MFGD forum aims to find the compatibility between the 

variables of Efficient Contracting and the chapters in the Village Law and the Ministry of 

Regulation No. 113 of 2014 (Creswell, 2013). 

4. Results and Discussion 

4.1 Textual Description and Theme Description 

Textual description is based on the themes in efficient contracting of Village Fund 

management using the OECD version such as The Role of Community Participation, Legal 

Aspect, the Government Attention, Balanced Consensus, Effectiveness and Efficiency, Justice 

and Equality, Transparency, Responsibility and Accountability. The topics is presented in 

conjunction with the underlying principles, regulation on Village governance and the related 

literature on VFM. To ease the identification process on the chapters in two regulations, the 
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researcher applied coding system as follows: 

Note: (*) regulation based on the Law No. 6 of 2014 

(**) regulation based on the Ministry of Home Affairs Regulation No. 113 of 2014 

4.2 Identifying the Essence of Regulation on Village Government 

The result of the study identified the essential topic on village governance according to nine 

OECD principles to build a conceptual framework of efficient contracting as presented in 

Table 3. Efficient contracting includes economic constitution, government policy (Central, 

Regional and Village), public governance, and functional relationship between the 

governments (Central, Regional and Village). Each topic is described in textual and structural 

method based on data processing and analysis in form of chapters in the Village Law and 

Ministry of Home Affairs Regulation No. 113 of 2014, which is subject to discussion in Mini 

Focus Group Discussion (MFGD) and constructive interpretation to interlink the variables. 

The topic on the table emerged evenly in the description of the Village Law but appeared 

otherwise in the Ministry of Home Affairs Regulation No. 113 of 2014. The difference is 

because the focus of the latter regulation is on Village Financial Management. Further 

discussion will highlight the principles in the study. 

4.2.1 Community Active Participation 

The community have the freedom to speak, to associate and to actively participate, either 

directly or indirectly (through an institution), in supporting Village development for the sake 

of community welfare. It has been stated in the Village Law as follows: 

―The community is obliged to participate in every activity in the village.‖ (Article 68 

Section 2e*) 

The article describes that the community plays a role or ―Gotong Royong‖ in developing the 

village, and actively participates in running the village governance such as the Village 

Forums. In practical context, the community participation is actualized in initiatives or 

movement to develop Village potentials and assets. 

4.2.2 Legal Aspect 

Legal regulation is upheld in government administration, including budgeting, to avoid  

detrimental violation to the country. Indonesia is a law state where all forms of government 

administration are based on the applicable law.  

―The principle of legal certainty is the principle of a law state that upholds constitution, 

obedience and justice in all policies …‖ (Article 24 Para a*) 

Furthermore, violation of law leads to a sanction according to the applicable law. Accordingly, 

legal force is the most important factor in supporting Village fund management that is free 

from Corruption, Collusion and Nepotism (CCN). Legal aspect is the underlying principle for 

government administration in all levels (Central, Regional and Village). Therefore, in village 

level, the role of state and regional government (provincial and district) in stewardship and 
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supervision would direct a law-abiding Village governance, thus establishing transparency 

and accountability in Village Financial Management. 

4.2.3 The Government Attention 

The government plans and provides need-based services and empowerment—physical and 

non-physical—to all related stakeholders, especially the community. In delivering the service, 

the Village Government has provided expenditure allocation as expressed in Village 

Government Work Plan (RKP Desa). 

―Service and empowerment are the Village Government‘s attempt to improve the 

standard of living  and welfare of the village community through the implementation 

of policies, programs and activities in the corridor of essential issues and priority 

needs of the village community.‖ (Articles 3 para l*) 

―expenditure group for service and empowerment is described in RKP Desa.‖ (Article 

13 Section 2**) 

Public service is defined as the embodied attention from the Village Government to the 

Village community. The main objective of public service is the embodiment of a higher social 

welfare by the fulfilment of community‘s life necessities. The regulation has been expressed 

in the Village Law Article 4 para f. Public service may include physical aspect (infrastructure) 

or non-physical aspect (education, health and others). 

4.2.4 Balanced Consensus 

Governance bridges the diversity of community interests to establish the overall consensus. 

The overall consensus is obtained when the entire community aspiration is delivered to the 

government. It is facilitated by the Village Forums where all village officials, Village 

Consultative Agency (BPD) and the village community assemble. Village Forums is 

regulated in the Ministry of Home Affairs Regulation No. 66 of 2007 on Village 

Development Planning. Specifically, the Village Law Article 54 regulates BPD. Elucidation 

of Article 54 has clearly explained that the result of BPD will be the performance guideline 

for the Village Government and other institution. 

The aim of Village Forums is to set a priority needs/to discuss the obstacles in implementing 

Village Fund of the previous year as the guideline for preparing RKP Desa. In the process, 

Azlina, Hasan, and Muda (2017) explained that the issues in the village—including several 

budgets and priority development program—are suggested by the village delegation team in 

Village Forums Sub-district. Accordingly, the Sub-district Head will select the program based 

on the Village needs. When the programs are approved, the delegation team will present the 

regional issue in District Village Forums in the finalization of RKP Desa. Village 

Government, according to the Ministry of Home Affairs Regulation No. 113 of 2014 Article 

20 Section (3) suggests Village Regulation for Village Budget (APBDesa) to the BPD and 

Sub-district Head that have been discussed and based upon mutual agreement. 
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4.2.5 Effectiveness and Efficiency 

The government and government agency manage public resources effectively and efficiently 

for the community welfare. This regulation has been described in Village Law Article 24 para 

h as follows: 

―Effectiveness implies that all activities must reach the expected goal for the Village 

community. On the other hand, efficiency decides that every activity must be 

conducted according to planning and objectives.‖  

Effectiveness and efficiency are closely related to the operations of Village finance i.e. VFA 

and VF. The ideal village financial operations involve human resource potentials in the 

village classified as adequate, competent and professional. The selected human resources are 

expected to run the village financial operations according to planning, so the programs and 

activities funded by VFA and VF to avoid waste of budgeting and specifically reach the goal 

in Village Law Article 24 para i. The goal is to highlight the local wisdom of each region. 

Local wisdom is closely related to the natural resources of the Village. When human resource 

can maximize the utilization of natural resources, it is expected to see the gradual 

improvement in economy and welfare of the village community. To support the utilization of 

village natural resources to support economy and welfare, Village Government has 

established RKP Desa. 

4.2.6 Justice and Equality 

A balance distribution of rights and obligation for both Village Government and the 

community through the implementation of authority and funding is based on objective and 

fair deliberation. A balance of rights and obligation is aimed to direct the embodiment of 

APBDesa (VFA and VF) according to the needs of the community. Furthermore, early 

participation is expected to obtain the embodiment of community rights and obligation; 

therefore, the community will have the sense of belonging and independence to developing 

the village. Accordingly, the Village Law Article 24 para c is fulfilled: 

―The administration of Village Government upholds the communal welfare is an 

aspirational manner.‖ 

When conflict of interest occurs, the village community has the authority to address the 

Village Chief. Village Law Article 68 Section (1) para c stated that the village community has 

the authority of supervision over the village administration in form of aspiration, suggestion 

and opinion. 

4.2.7 Transparency 

Openness and responsibility are delivered by the government in orderly, timely and reliable 

manner to the related stakeholders, particularly the BPD and the community. The community 

has the rights to receive information regarding VFM from budget planning to budget 

realization in form of report.  

―The Village Chief is responsible to the BPD in reporting and disseminating written 
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information to the community about the government administration annually as a 

form of undertaking the duty, authority, rights and obligations as the Head of 

Government in Village level.‖ (Article 27 para c and para d*) 

In this context, the report refers to a report on VFM. The Village Chief is obliged to not 

withhold information from the community and to exercise transparency—including the 

budget amount—in managing the finance for public expenditure such as goods/service 

expenditure and infrastructure construction. In line with Village Law Article 82 Section (4), 

the Village Government is obliged to disseminate not only VFM Report but also information 

on the planning and implementation of Village Medium Term Development Plan (RPJM 

Desa), RKP Desa, and APBDesa. It is the required openness and obligation from the Village 

Government. Basically, the report is discussed in Village Forums at least once a year with the 

BPD and the community. Moreover, the government also disseminate information to other 

readily-accessed services. 

4.2.8 Responsibility 

Responsibility refers to the responsibility to mandate, delegate authority or bestow a duty to a 

government official to optimize the resources in reaching the vision and mission. The task is 

given to the central and regional government to the Village Government through stewardship 

and supervision. When undertaking the stewardship task, the government empowers the 

village community as follows: 

―Disseminate knowledge on developing education and technology; and Provide 

education, training and extension to improve the quality of the government and the 

community; 

―The program is given to the Village Government with the stewardship of BPMPD 

(Community Development and Village Governance Agency at Provincial and District 

level) for planning, implementing and supervising the Development of Village and 

Rural Area‖ (Article 112 Section 3 and Section 4*) 

In addition to providing stewardship, the government also supervise the Village development 

through the Village Information System or Regional Inspectorate. The development of 

Village information system or commonly known as Village Financial Information System 

(Siskuedes)—accorrding to the mandate of Village Law Article 86 Section 2 and 3. The aim 

of Siskuedes is to present data to avoid misuse by the Village Government and to provide the 

community with an easy access to Village finance information. 

4.2.9 Accountability 

The obligation to disseminate and report all activities and program on financial 

administration to the leader. Accountability refers to the control perspective over the 

organization behaviour to reach the goal. The process starts from the village officials and 

BPD who comprehend the Village Law and other regulation. Furthermore, the village official 

must be able to conduct recording, reporting and accountability. The essence of 

accountability is basically the willpower to perform improvement, perfection and 
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responsibility according to the applied regulation. Accountability is implemented through 

VFM activity that has been regulated in Village Law. The Village Law present VFM in form 

of a report on development and government administration to the District Head (Article 27 

para a*), BPD (Article 27 para c*), and community (Article 27 para d*). 

4.3 Structural Description 

The structural description of this paper is based on the aforementioned textual description. 

Theoretical framework is established to build the concept of Efficient Contracting in public 

governance, so the researcher proposed research premise and proposition (Pa, ... per topic and 

P1-P15 respectively). The order of discussion on structural descriptive principles is done 

systematically. 

4.3.1 Justice and Equality 

Premise 

Pa: Justice and equality exist because the community rights and obligation to channel their 

aspiration in supporting the village development are well-received 

Pb: Community aspiration can be delivered if BPD as the people representative is democratic 

and non-discriminative to the groups of people in the society 

Proposition  

P1: Justice and equality will invoke active participation of the community in village 

development 

This finding confirms Yunita and Cristianingrum (2018) that when conflict of interest occurs, 

the community can file a report or complaint to the village through BPD or Regional 

Government. The report concretely elaborates the allegation of monetary misuse by the 

Village officials and the estimated loss in VFA or VF. When BPD fails to respond to the 

report, the community may express the alleged VF misuse to the Regional Government (The 

Regional Inspectorate). The community is expected to hold a strong and accountable 

evidence on the alleged Village Fund corruption; therefore, the report is forwarded to the Law 

Enforcement Authority for a further process. 

4.3.2 Community Active Participation 

Premise 

Pa: Community active participation occurs when the community is able to partake in Village 

Forums 

Pb: Village Forums is carried out well when the village community is encouraged by justice 

and equality values to express their aspiration 

Pc: BPD receives the community aspirations and forward them to the Village Government as 

an act of balance consensus 

Proposition 
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P2: Community active participation will encourage the balance consensus as an embodiment 

of Village Forums 

P3: Community active participation encourages the fulfillment of Good Public Governance 

This finding confirms the result by Firdha and Yuwono (2018) and Yunita and Cristianingrum 

(2018) that Village Forums is a platform and facility for the Village Government, BPD and 

the community to discuss the problem solving of issues in the village related to the needs, 

improvement and development of village potential and assets. The researcher assumed that in 

ideal notion, the village community are fully involved, with the spirit of ―Gotong Royong‖, 

from planning to evaluation process of village development as the embodiment of Good 

Public Governance. It has been stated in Article 80 Section (1) as the required participation in 

planning process, Article 81 Section (2) in implementation process, and Article 82 Section (5) 

in Village evaluation process. The process is reinforced by the legalisation of Ministry of 

Home Affairs Regulation No. 113 Tahun 2014, which expressed the principle of participation 

in Article 2 Section (1) that regulates the community involvement in VFM. 

4.3.3 Consensus Balance 

Premise 

Pa: BPD has a duty to accommodate the people aspiration and to deliver the aspiration in 

Village Forums 

Pb: The consensus—oriented Village Forums exists because the community rights and 

responsibilities to partake in village development through aspiration and action are 

responded by the BPD and forwarded to the Village Government 

Pc: Village Forums is the platform to control whether or not to follow up the community 

aspiration and to acknowledge APBDesa report based on Village Regulation 

Proposition 

P4: Balance Consensus encourages the transparent reporting of APBDesa by the Village 

Government  

This finding supports Azlina et al. (2017) that Village Forums is basically bridging the 

community interest to reach a thorough consensus. However, Simangunsong and Wicaksono 

(2017) argue that the different pretentions in the community may hinder the planning, 

implementation and management of Village Fund. To overcome this obstacle, the Village 

Government creates an assumption and proposes a notion on Village Government to improve 

the quality of Village Forums by creating a decision—making mechanism based on the 

priority program of community needs and encouraging the village officials to exercise 

transparency to the target programs of village development. 

4.3.4 Legal Aspect 

Premise 

Pa: The government is to nurture the village officials‘ understanding on legal aspect 
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Pb: The government perform stewardship to the village officials on legal aspect related to 

VFM as a form of government responsibility 

Pc: VFM transparency and accountability is achieved when the village officials comprehend 

Village Law 

Pd: The government is responsible in VFM supervision according to Village Law 

Proposition 

P5 The role of Village legal aspect encourages the government to perform stewardship and 

supervision to the village officials in supporting VFM transparency and accountability 

This finding confirms Salim et al. (2017) that Village Law would contribute to the change 

towards a more transparent and accountable government. The law would direct the 

government to manage VFA and VF according to the applicable regulation, i.e. Village Law 

Article 26 Section (1) and Section (4) and Ministry of Home Affairs Regulation No. 113 of 

2014 Article 2 Section (1). On the other hand, the law forces the village officials to undertake 

a complex reporting task which may lead to compromising the legal aspect in the reporting. It 

could happen because of the limited knowledge and skill of the village officers to make the 

financial statement for APBDesa. This limitation eventually leads to corruption in Village 

Fund. 

Village Funds misuse committed by the Village officers is forbidden by the Village Law. The 

administrative sanctions vary from written admonition, suspension, to work termination 

(Village Law Article 28 Section 1 and Section 2). Moreover, if the funds misuse imposes 

some loss to the state, the misconduct is considered a corruption as has been stated in Law No. 

31 of 1999 jo. Law No. 20 of 2001 on Eradicating Corruption Crime. Accordingly, the role of 

stewardship and supervision by the government is crucial to keep the Village Government 

free from Village funds misuse regardless the limited knowledge and skill (quality) of the 

village officers. 

4.3.5 Responsibility 

Premise 

Pa: Community active participation exists because of government stewardship 

Pb: Government stewardship to the community is part of the government responsibility 

Pc: Siskuedes can be the agency to minimize the misuse of Village Funds by the Village 

Government, and to facilitate the access to village financial information 

Pd: Regional Inspectorate controls VFM and the empowerment of Village Funds 

Pe: Development of Village information system and the role of Regional Inspectorate are the 

Government duties 

Proposition 

P6: The government is responsible to encourage the community active participation 
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P7: The government is responsible to encourage a transparent reporting of APBDesa by the 

Village Government 

This finding confirms Ash-shidiqqi and Wibisono (2018), Fikri, Suharto and Nugroho (2018), 

and also Yunita and Cristianingrum (2018). It is important to conduct socialization and 

training that is parallel to the actual phenomena on the low quality of human resources in 

village i.e. the village officials to manage Village Fund (Simangunsong and Wicaksono, 2017; 

Firdha and Yuwono, 2018). Consequently, the role of BPMPD is very important to direct an 

up to par VFM by Village officials. Furthermore, BPMPD plays a role in fostering the village 

officials to implement Siskuedes. It indicates the government and Village Government‘s 

appreciation and sincerity to support supervision over VFM to achieve the transparency and 

accountability. It is in line with Fikri et al. (2018) that from 2015, the Government of 

Banyuwangi District has appointed Siskuedes as the media for budgeting, management and 

reporting. Technically, Siskuedes is the transformation of internet and e-government. 

On the other hand, the village community needs stewardship though workshop on the essence 

of Village Law such as empowering the community with gotong-royong participation. This 

pattern of participation enables the Village Government to supervise VFM. Furthermore, it is 

in line with Yunita and Cristianingrum (2018) that control function run by the Regional 

Inspectorate is crucial to maintain VFM effective. Accordingly, the researcher believes that 

the essence of supervision is to conduct early prevention of deviance, wastefulness, fraud, 

hindrance, errors, and failure to reach the vision of the organization. Therefore, an effective 

intersectoral coordination is necessary to establish a more transparent management because a 

transparent government will undertake accountable programs and activities. 

4.3.6 Transparency 

Premise 

Pa: A transparent Village Government is achieved due to Village Forums 

Pb: Village Forums is the medium for the village community to supervise the use of 

APBDesa 

Pc: A transparent Village Government is achieved due to Siskuedes as a collaboration beween 

the government and Village Government 

Pd: Siskuedes is a system that could minimize the deviant behaviour of Village officials in 

VFM and encourage the offivials to be more responsible to VFM   

Proposition 

P8: A transparent Village Government improves the accountability of APBDesa reporting 

P9: A transparent Village Government will establish a Good Public Governance 

This finding confirms Yunita and Cristianingrum (2018) that the Villages that receives VFA 

and VF have presented the factual report on their performance. Besides reporting to BPD, the 

Village Government also disseminates written information in announcement board or 
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Siskuedes. The information contains APBDesa realisation and accountability report. It is the 

form of implementing the Ministry of Home Affairs Regulation No. 113 of 2014 Article 40 

Section (1) and Section (2). Accordingly, as the Village Government being transparent to 

disseminate information on the report of RPJM Desa, RKP Desa and APBDesa, and as the 

VFM reports through Village Forums or Siskuedes, the community is encouraged to support a 

government free from CCN. It directly impacts the accountability of reporting and the degree 

of good public governance. 

4.3.7 Accountability 

Premise 

Pa: Understanding the legal aspect through the government stewardship would enable the 

village officials to record and report APBDesa according to the applicable regulation 

Pb: Report of Village development and government administration is submitted to BPD and 

village community for evaluation based on the plan and objectives of Village Fund 

Pc: The planning and objectives of Village Fund mainly targets the welfare and 

empowerment of Village community 

Proposition 

P10: The accountable reporting of APBDesa would establish an effective and efficient 

expenditure of Village Fund in village development and government administration 

P11: The accountable reporting if APBDesa would meet the degree of Good Public 

Governance 

This finding confirms Yunita and Cristianingrum (2018) that the APBDesa accountability 

report includes reports on income, expenditure and cost. The report format has been stated in 

the appendix of Ministry of Home Affairs Regulation No. 113 of 2014. Furthermore, in the 

report is attached a Responsibility Report on APBD realisation that elaborates fiscal of the 

corresponding year, a relevant Report on Village Wealth per 31st December and the format of 

Sectoral Program and Village Program. In addition, as required by the law, Village 

Government presents the report to the District Head, the Chairman of Indonesian Investment 

Coordinating Board (BPKPMD), BPD and the community. 

4.3.8 Effectiveness and Efficiency 

Premise 

Pa: Village development and government administration are considered effective and efficient 

when the Village Government holds accountability in undertaking its functions and 

duties 

Pb: The accountability of Village Government is measurable when the human resource, i.e. 

the village officials retain capability, competence and professionalism 

Pc: Electing the capable, competent and professional village officials can maximize the 
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utilization of natural resources 

Pd: A well-utilized natural resources will lead to the improved economy and community 

welfare  

Proposition 

P12: The effective and efficient expenditure of Village Fund would affect the government 

attention to improve the economy and community welfare meet the degree of Good 

Public Governance. 

This finding confirms Azlina et al. (2017) that budget wasting still occurs in Village. The 

village officials lack competence and professionalism could hinder in achieving the goal 

because of incapability to budget village expenditure according to the needs. However, this 

issue has been addressed with the help of Village Counsellor and regular training on 

recording, reporting and Siskuedes by BPMPD for the village officials. 

4.3.9 The Government Attention 

Premise 

Pa: Public service is established when Village Government understand the issues in the 

village and the community needs 

Pb: The essential issues in the Village and the priority of community needs are explored when 

the community partake in Village Forums 

Pc: Village Forums encourages the Village Government to be more transparent and 

accountable that nurtures the community welfare as a form of Government attention 

Proposition 

P14: Village Forums as a platform for diverse consensus would encourage the government 

attention  

P15: Government attention would lead to the fulfilment of Good Public Governance  

This finding supports Azlina et al. (2017) that the programs and agenda for village 

development and community empowerment need to conform with local wisdom in each 

village. Local wisdom refers to budget-related policy in Village Government must be in 

accordance with the need and utilization of Village natural resources. Therefore, it is 

important that village budgeting follows the procedure from the government, i.e. through 

Village Forums. Village Forums will improve the transparency and accountability of Village 

Government because the community actively participate in disseminating aspiration or 

suggestion on the village current needs. A transparent and accountable Village Government 

will encourage government attention to prosper the community. 

Furthermore, the theoretical structure is composed to establish Efficient Contracting for 

Village Fund management. Accordingly, the researcher proposes Ef ficient Contracting model 

presented in Figure 2 below:  
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Figure 2. Efficient Contracting Model on Village Governance 

The principles are contained in the 10 OECD principles as the guideline for the government 

to establish an open and inclusive policies. The principles include commitment, rights, clarity, 

inclusiveness, resources, coordination, accountability, evaluation, and active citizenship. This 

holistic relationship explains the essence of Efficient Contracting for village governance. The 

commitment principle starts from the government understanding on the legal aspect which 

shapes the government responsibility to reach the vision which eventually embodies the 

government attention. Furthermore, the rights, clarity, time and inclusiveness principles are 

closely related to the justice and equality variables that encourage community active 

participation in the government forum as a realization of consensus balance. The resources in 

this context refer to financial resources, human resources and technical resources that support 

the government administration; therefore, the resources are related to effectiveness and 

efficiency variables. At last, coordination, accountability and evaluation are the inseparable, 

fundamental aspects of the government administration to establish an open government and 

to direct the fulfilment of the government‘s vision and priority. Accordingly, the ten OECD 

principles conform the nine principles in this study. 

5. Contribution and Implication 

In conceptual manner, the result of this research is proposed to expand the perspective of 
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public governance in village level, the concept of development administration and public 

management. Efficient Contracting procedure is not sufficiently analysed to explain the 

issues on development administration and public management faced by the Village 

Government. This limitation is important to explored in improving the theoretical 

understanding of contracting process and the result. 

In practical manner, a sound understanding of the Law would enable the Village Officials to 

meticulously manage the Village Fund, make decision based on the community needs, direct 

a conducive administrative procedure which eventually improve the efficiency and quality of 

public service. Also, the new idea on Efficient Contracting in this study would fulfil the three 

pivotal points by Bourgon (2007). It enables the Government authority—the Executive and 

Legislative from the Central, Provincial, Regional and Village level—to exercise a deep 

reflection.   

6. Conclusion and Reccommendation 

Efficient Contracting for Village governance in agency theory is an emerging, intriguing 

formula and concept for the Village Officials and related stakeholders to undertake VFM 

towards the Good Public Governance. The essence of Efficient Contracting has been 

identified, described and elaborated extensively according to the regulation of village 

governance. Efficient Contracting consists of nine principles—Community Active 

Participation, Legal Aspect, Government Attention, Consensus Balance, Effectiveness and 

Efficiency, Justice and Equality, Transparency, Responsibility and Accountability. The 

Community Active Participant, Transparency, Accountability, Effectiveness and Efficiency 

and Government Attention collectively improve the degree of Good Public Governance. In 

addition, the Legal Aspects, Consensus Balance, Justice and Equality and Responsibility are 

interconnected to support the Good Public Governance.  

The nine principles of Efficient Contracting, when properly and legally undertaken, would 

benefit the Village Officials in making realistic decisions on managing the village fund. 

Moreover, the application of Efficient Contracting is expected to direct the fulfillment of 

three pivotal points by Bourgon (2007) namely obey the law, commit to serve public interest, 

and encourage the Village Officials to exercise integrity, honesty, and neutrality in 

undertaking public duties. In defence of an argument that Efficient Contracting is in 

accordance with the Village Law in Indonesia, the researcher explored an extensive academic 

literature on the condition and issues related to VFA and VF management and discussion on 

―Gotong royong‖ pattern of participation as the ideology and culture of Republic of Indonesia 

that synchronizes with the articles in Village Law and Ministry of Home Affairs Regulation 

No. 113 of 2014. 

Based on the conclusion, it is recommended that (1) the Central and Regional Government 

and the Legislator to investigate and disseminate the Efficient Contracting concept for Village 

Fund management related to VFM towards Good Public Governance; (2) the experts of 

Administrative Law in Regional/Village level to focus on the challenge and barriers in 

implementing the law and Government Regulation (the District Head) about Village Fund 

Management; (3) Village Government—Village Officials in particular—should conduct their 
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duties and functions according to the applicable law in order to minimize the misuse of 

Village Fund. Accordingly, Efficient Contracting concept explicitly elaborates the correct 

procedure so the Village Officials and the related stakeholders undertake a sound 

development administration and public management. 

7. Limitation and Further Study 

The result of this study only identifies the variability of public governance but offers a 

practical explanation on the extent of each variability. The result enables the future 

researchers to identify and explore the issues to enhance the Efficient Contracting concept in 

public governance. Furthermore, the result of this study describes variability relationship of 

efficient contracting in a holistic manner using qualitative methods. Therefore, research using 

quantitative methods has the opportunity to test the research propositions as hypotheses. 
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Abbreviations and Glossary 

APBD   : Regional Budget 

APBDesa  : Village Budget 

APBN   : State Budget 

BPD   : Village Consultative Agency 

BPMPD   : Community Development and Village Governance Agency 

BPKPMD  : Chairman of Indonesian Investment Coordinating Board 

Gotong Royong : Mutual Assistance 

CCN   : Corruption, Collusion, and Nepotism  

MFGD   : Mini Focus Group Discussion 

RKP Desa  : Village Government Work Plan 

RPJM Desa  : Village Medium Term Development Plan 

Siskuedes  : Village Financial Information System 

VF    : Village Fund 

VFA   : Village Fund Allocation 

VFM   : Village Financial Management 

Village Law  : Law No. 6 of 2014 

Appendix 

Appendix 1. Recapitulation of Village Fund Distribution from 2015 to 2018 (Table 1) 

Source: Ministry of Finance 

Appendix 2. Form of Misuse case of Village Fund Program 2015 – 2018 (Table 2) 

Form of Misuse Misuse Number Activities Type 

Fraud 32 Cases  Office supplies payment 

Budget Misuse 51 Cases  Village Fund loan for personal interest, 

 Office inventory purchased with Village Fund 

for personal use, and 

Years Average Funds Per Village 

(In Millions of IDR) 

Villages Number Total Village Funds 

(In Trillions of IDR) 

2015 280 74.754 20,8 

2016 628 74.754 49,9 

2017 776 74.954 58,2 

2018 800 74.954 60,0 
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 Conspiracy in the projects financed with 

Village Fund. 

Illegal Levies and 

Budget Cut 

15 Cases  Failure to save or report tax levies or village 

retribution to Village Treasury or Tax Office, 

 Village Fund Reduction by each official in 

Sub-district and District level, and  

 Public budget cut for the Village officials 

interest.  

Mark Up 14 Cases  Create a budget planning above the market 

price and  

 Marked up salary for the Village Officials.  

False Reporting 17 Cases  Fictitious business travel by the Village Chief 

or the staff, and  

 Create a fictitious program or project financed 

by Village Fund. 

Total State Losses 27.46 billion (IDR) 

Source: Indonesian Corruption Watch (ICW) on the website https://antikorupsi.org and 

previous literature. 

Appendix 3. Identifying the essence of Regulation on Village Government (Table 3) 

No 
Contracting 

Efficient 
Description of Law No. 6 

Year 2014 

Desciption of the Ministry of 
Home Affairs Regulation No. 

113 Tahun 2014 

1 Community Active 
Participation 

Article 3 
         Para e 
Article 4 
         Para d      
Article 24 
         Para k 
Article 26 
         Section (2) Para m 
Article 55 
         Para c  
Article 68  
         Section (2)  
Article 73 
         Section (2) 
Article 78  
         Section (3) 
Article 80 
         Section (1) 
Article 81 
         Section (2) 
Article 82 
         Section (5) 
Article 85 
         Section (1) 
Article 88  
         Section (1) 

Article 2 
         Section (1) 
 

 2 Legal Aspect Article 24 Article 2 

https://antikorupsi.org/
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         Para a  
Article 26 
         Section (4) 
Article 28 
         Section (1) and (2) 
Article 29 
Article 30 
         Section (1) and (2) 
Article 38  
         Section (3) 
Article 42 
Article 51 
Article 52 
         Section (1) and (2) 
Article 58 
         Section (4) 
Article 72 
         Section (4) 
Article 77 
         Section (1) and (3) 
Article 79 
         Section (3) 
Article 84 
         Section (3) 
Article 117 
Article 119 

         Section (1) 
Article 31 
Article 32 
Article 43 
 

3 The Government 
Attention 
 

Article 3 
         Para l 
Article 4 
         Para f 
Article 19  
         Para b 
Article 24 
         Para i 
Article 77 
         Section (2) 
Article 78 
         Section (1) 

Article 13 
         Section (1) and (2)  

4 Consensus Balance Article 3 
         Para g 
Article 54 
         Section (1) and (2) 
Article 55 
         Para a 
Article 65 
         Section (1) Para c, d, 

e and f 
Article 92 
         Section (2) 
Article 93 
         Section (2) 

Article 20 
         Section (3) 

5 Effectiveness and 
Efficiency 

Article 4 
         Para e 
Article 24 
         Para h and i 
Article 77 

Article 13 
         Section (1), (2), and (3) 
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         Section (1) 
Article 81 
         Section (3) 
Article 85 
         Section (2) 
Article 86 
         Section (2) 

6 Justice and Equality Article 24  
         Para c 
Article 55 
         Para b 
Article 61 
         Para b 
Article 62 
Article 63 
         Para b, c and d 
 
Article 68 
         Section (1) Para c 
Article 69 
         Section (10) 
Article 72 
         Section (2) 
Article 82 
         Section (3) 

Not explained 

7 Transparency Article 24  
         Para d 
Article 26 
         Section (4) Para f and 

p 
Article 27 
         Para c and d 
Article 54 
         Section (3)  
Article 61 
         Para a 
Article 68 
         Section (1) Para a 
Article 77 
         Section (1) 
Article 86 
         Section (5) 

Article 2 
         Section (1) 
Article 24 
         Section (3) 
Article 40 
         Section (1) and (2) 

8 Responsibility Article 82 
         Section (1), (2), (3), 

(4) and (5) 
Article 90 
         Para b 
Article 112 
Article 113 
Article 114 
Article 115 

Article 44 
         Section (1) and (2) 

9 Accountability Article 24 
         Para g 
Article 26  
         Section (4) Para f 
Article 27  

Article 2 
         Section (1) 
Article 20 
         Section (2) 
Article 21 
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         Para a, b, c and d 
Article 77 
         Section (1) and (2) 

         Section (1) 
Article 27 
         Section (3) 
 
Article 34 
         Section (2) 
Article 35 
         Section (3) and (4) 
Article 37 
         Section (1), (2), (3) and 

(4) 
Article 38 
         Section (1), (2), (3) and 

(4) 
Article 41 
         Section (1) and (2) 

Source: Law No. 6 of 2014 through the President of Indonesian Republic decision and 

Minister of Home Affairs Regulation No. 113 of 2014 through the Internal Affairs Minister of 

Indonesian Republic decision. 

Appendix 4. Increased Corruption Cases by the Village Head against Village Funds (Graph 1) 

 

Source: Indonesian Corruption Watch (ICW) on the website https://antikorupsi.org/sites/ 

default/files/outlookdesa2018-icw.pdf 
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