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ABSTRACT

Village Credit Institutions (Lembaga
Perkreditan Desa or LPD) are unique
financial organizations found only in Bali,
operating under local customary laws. While
the number of LPDs continues to grow, their
performance and governance quality have
not shown similar progress. In 2024, several
LPDs were classified as unhealthy, with a
notable case in Serangan Village where
corruption led to institutional closure. This
study explores how Good Corporate
Governance (GCG) impacts LPD
performance. Using a quantitative

https://doi.org/10.32535/apjme.v8i2.4061 approach, data were collected through
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questionnaires and informal interviews, then
analyzed using multiple linear regression.
The t-test results indicate that the
significance values for each variable are
below the 0.05 threshold, indicating that all
five GCG principles—transparency,
accountability, responsibility,
independence, and fairness—significantly
and positively influence LPD performance.
The findings highlight that strong
governance practices support ethical
operations and performance improvements
in local financial institutions. Practically, the
study wurges LPD management to
consistently apply GCG principles to
prevent mismanagement and maintain
public trust. Local governments and
regulators are encouraged to enhance
oversight mechanisms rooted in cultural
values and offer regular training for LPD
leaders.
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INTRODUCTION

Micro, Small, and Medium Enterprises (MSMESs) in Indonesia are currently experiencing
a positive growth trend, with their numbers increasing steadily each year. This
encouraging development contributes significantly to the national economy. According
to the Ministry of Cooperatives and MSMEs, these enterprises contribute approximately
60.5% to Indonesia’s Gross Domestic Product (GDP), highlighting their vast potential to
drive even greater economic impact in the future (BINUS Business School, 2024). As a
state actor, the government can further support MSME growth through the provision of
credit facilities via non-bank financial institutions.

Financial institutions play a critical role in enhancing national economic development. In
this context, local governments are authorized to establish region-based financial bodies
to operate within their jurisdictions (Financial Services Authority [OJK], 2019). In 1983,
Bali's then-Governor, Prof. Dr. Ida Bagus Mantra, introduced the idea of forming a
financial institution rooted in local traditions, inspired by community structures such as
association (sekaa), community (banjar), and village communities (desa adat), which
have long been part of Balinese social life (Tanaya, 2019).

The Village Credit Institution (Lembaga Perkreditan Desa or LPD) emerged as a rural
financial entity with multiple roles—mobilizing funds, extending credit, and facilitating
payments. LPDs also serve as funding sources for village infrastructure development
(Kepramareni et al.,, 2022). Their presence has brought meaningful economic
improvements to rural communities. LPDs support traditional village activities such as
religious ceremonies (odalan), Hindu holy days, and help underprivileged villagers,
offering emergency loans for education, business capital, health needs, or funeral
expenses. Their success reflects the implementation of a financial model built upon local
wisdom and cultural values rooted in kinship and mutual cooperation (Utari & Erawati,
2024).

According to data from the Village Credit Institution Supervisory Agency of Bali (LPLPD
Bali, 2024) covering the period 2022—-2024, all LPDs in Denpasar City were officially
recorded as operational. However, in practice, some LPDs were found to be in an
unhealthy financial state. Notably, in early 2023, one LPD ceased operations following a
financial fraud case involving one of its internal managers. The LPD in Serangan Village
was embroiled in legal proceedings due to the misappropriation of funds, including the
creation of 17 fictitious credit accounts and the falsification of cashbook records. This led
to its eventual closure, signaling a serious decline in performance and governance
quality, particularly related to the manipulation of financial reporting.

This incident reveals that management had the opportunity to commit fraud for personal
gain and made unilateral decisions without proper oversight. By concealing accurate
information, they distorted the data needed for sound decision-making and abused their
authority, ultimately causing harm to both the institution and the community it served.
These circumstances highlight the necessity for strong governance systems within
LPDs. Such governance cannot arise spontaneously; it must be built deliberately.

Good Corporate Governance (GCG) refers to the principles guiding organizational
management based on legal frameworks and business ethics. It functions as a
mechanism to control and steer company activities. GCG principles are vital for
establishing transparent, efficient, and law-compliant markets. To help LPDs achieve
their objectives, GCG plays a key role, especially in terms of transparency. Annual
disclosures by LPDs generally fall into two categories: mandatory and voluntary.
Mandatory disclosures are the minimum requirements defined by accounting standards
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(Kepramareni et al., 2021), whereas voluntary disclosures go beyond these standards,
offered at the management’s initiative (Amrin, 2018). Several studies support
transparency as a factor positively impacting firm performance, such as those by
Andreana & Wirajaya (2018) and Dewi & Yadnyana (2021). However, contrasting
findings also exist; for instance, Sumatriani et al. (2021) found no direct impact of
transparency on a company's financial performance.

The second principle of GCG is accountability, which refers to an organization’s capacity
to take full responsibility for its actions and outcomes. It involves the establishment of
robust internal control systems that ensure a balance of power within the organization
(Kurniawati et al., 2023). Previous studies by Yanti and Wirajaya (2020) have found that
accountability positively influences company performance. However, a contrasting result
was reported by Wahyuni (2020), who found no significant effect of accountability on
performance.

The next principle is responsibility, which reflects how a company manages its operations
in accordance with prevailing laws and regulations. Organizations are expected to
comply with legal requirements and uphold their duties toward society and the
environment, ensuring long-term sustainability and gaining recognition as responsible
entities (Putra et al., 2021). Supporting evidence is provided by Handayani et al. (2020)
and Putri et al. (2023), who found a positive correlation between responsibility and
performance. In contrast, Ariani et al. (2020) reported no significant impact.

Independence is another essential factor, defined as the ability of an organization—
specifically LPDs—to operate professionally, free from conflicts of interest or external
influence, particularly from dominant shareholders, in line with legal and ethical business
practices. Putri et al. (2023) and Ramadhani & Agustin (2021) found that independence
contributes positively to performance. However, Rashid & Afzalur (2018) found no impact
at all.

The final principle is fairness, which emphasizes the importance of justice and equality
in addressing stakeholders’ rights as defined by agreements and applicable regulations
(Suryandari et al., 2023). Organizations must ensure fairness and equal treatment in all
stakeholder relations to enhance organizational performance. Suryadi et al. (2025)
confirmed a positive relationship between fairness and performance, whereas Susanti
and Raharja (2023) found no significant influence.

The objective of this research is to investigate and evaluate the extent to which the
application of GCG principles influences the organizational performance of LPDs, with a
particular emphasis on institutions located in Denpasar City. The relevance of this
research stems from the ongoing challenges faced by LPDs, particularly in Denpasar,
where governance failures and fraud cases have emerged in recent years. This study
aims to fill a gap by providing empirical evidence on how the five pillars of GCG—
transparency, accountability, responsibility, independence, and fairness—relate to the
overall performance of these institutions. Its contribution lies in offering context-specific
insights within a system rooted in local customary structures, which are rarely explored
in prior literature. The originality of this study is reflected in its approach that blends
quantitative analysis with the institutional realities of Balinese village governance. The
outcomes are intended to assist regulators, community leaders, and LPD managers in
improving governance frameworks to ensure institutional resilience and public trust.
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LITERATURE REVIEW

Agency Theory

Agency theory serves as the foundational framework that underpins modern corporate
practices. This theory is built upon the integration of various disciplines, including
economics, decision theory, sociology, and organizational theory. Agency theory
provides a key perspective for understanding the structure of corporate governance.
According to Jensen and Meckling (2019), an agency relationship refers to a formal
agreement in which one or more parties, known as principals, appoint another party—
referred to as the agent—to carry out specific tasks on their behalf, which includes
granting the agent the authority to make decisions in the interest of the principal. The
theory conceptualizes a firm as a nexus between shareholders (principals) and
managers (agents). Managers, acting as agents, are entrusted with full responsibility
over operational decisions, including capital structure choices, allowing them to
determine the level of debt used to finance the firm’s activities.

In the context of LPDs in Bali, traditional village communities (desa adat) act as the
principal owners who assign LPD managers to oversee financial operations and maintain
economic stability within their village. The villagers, as principals, and the LPD
administrators, as agents, must foster a collaborative and trust-based relationship to
achieve the shared goals and vision of the institution. It is essential that LPD managers
avoid personal interests that could lead to conflicts with the traditional village authority,
ensuring alignment with the collective interest (Sari & Mahayuni, 2020).

Hypotheses Development

GCG and LPD Performance

GCG refers to a structured set of rules and practices that define the rights and
responsibilities of various stakeholders within an organization. These stakeholders
include shareholders, internal and external parties with vested interests, creditors,
regulatory bodies, employees, and, in the case of LPDs, community-based managers.
The governance structure outlines how these parties interact, ensuring that each
stakeholder’s rights and duties are upheld, while also delivering added value to all
involved (Forum for Corporate Governance in Indonesia [FCGI], 2001).

According to Pramesti et al. (2024), the implementation of GCG is crucial for optimizing
the value and effective utilization of a company’s resources. It enables targeted, timely,
and proportionate actions while minimizing inefficiency and irregularities, thereby
enhancing organizational effectiveness and efficiency. GCG, in essence, is a system
designed to regulate and guide the company’s activities in a way that generates added
value for all stakeholders. When properly implemented, these principles foster trust,
promote collaboration, and help establish a shared vision, ultimately mitigating agency
problems.

As noted by the FCGI (2001), adopting GCG in LPDs leads to improved operational
efficiency and enhances service delivery to stakeholders. Better governance contributes
to stronger decision-making processes, ultimately supporting the institution’s
performance. This is achieved through adherence to the core principles of transparency,
accountability, responsibility, independence, fairness, and equality (National Committee
on Governance Policy [KNKG], 2006).

The practical application of GCG in LPDs serves as a mechanism to ensure that the
institution is managed effectively, particularly in managing stakeholder relationships and
achieving organizational goals. One of the core principles is transparency, which refers
to the open and honest disclosure of information to stakeholders. It is based on the
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premise that stakeholders are entitled to comprehensive and accessible information
regarding how entrusted resources are managed. Transparent communication within
LPDs enhances stakeholder trust, which is expected to positively impact institutional
performance (Dewi & Yadnyana, 2021).

H1: Transparency as a principle of GCG has a positive influence on the performance of
LPDs.

The second principle is accountability, which refers to the clarity of roles, organizational
structure, systems, and responsibilities within a company. One of the key requirements
for achieving sustainable performance is the ability to provide accurate, measurable, and
transparent accountability, while also considering the interests of both management and
stakeholders. This creates added value that contributes to improving the performance of
LPDs (Mirab et al., 2024).

Aligned with agency theory, this principle highlights that the clearer the authority,
execution functions, and accountability mechanisms within an LPD's organizational
structure, the more effective the management process will be. Such clarity builds trust
from the principal—namely, the community—since essential information is
communicated clearly, based on the defined responsibilities and roles within the LPD.
As a result, transparency in governance leads to enhanced financial performance.

H2: Accountability as a principle of GCG has a positive influence on the performance of
LPDs.

The third principle is responsibility, which reflects the attitude of an LPD in managing its
operations in accordance with prevailing laws and regulations. To achieve improved
performance, LPDs must demonstrate a solid understanding of applicable legal
frameworks and fulfill their obligations to stakeholders. This ensures long-term business
sustainability and supports institutional credibility (Sukardika, 2020).

Responsibility is considered one of the key pillars of GCG that potentially influences the
performance of LPDs. In line with agency theory, when an institution operates without
conflicts of interest, it builds stronger trust from the principal, in this case, the traditional
village community. This trust enhances performance and confirms that the LPD is
managing its operations objectively and in alignment with stakeholder expectations.

H3: Responsibility as a principle of GCG has a positive influence on the performance of
LPDs.

The fourth principle is independence, which refers to a condition in which an LPD is
managed professionally, free from conflicts of interest and undue influence or pressure
from any party that may contradict existing laws and sound corporate governance
practices (Suci, 2013). Managerial decisions must be made independently, meaning that
management acts without being bound or influenced by any external entity. This level of
objectivity in decision-making helps improve LPD performance, as it limits the risk of
actions driven by self-serving interests that could harm the institution.

Independence is also recognized as a fundamental element of GCG, which is believed
to have a significant effect on LPD performance. According to agency theory, the more
independent the governance of an LPD, the greater the trust it earns from its principal—
in this case, the traditional village community. This trust, in turn, enhances institutional
performance and affirms that decisions are made objectively and in alignment with the
organization’s goals.
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H4: Independence as a principle of GCG has a positive influence on the performance of
LPDs.

The final principle is fairness, which refers to the equitable and just treatment of all
stakeholders by the LPD, in accordance with relevant agreements and applicable legal
provisions (KNKG, 2006). LPDs must consistently uphold the rights of all stakeholders,
ensuring that fairness and equality remain a central priority in their governance practices
to enhance institutional performance. Aligned with agency theory, this principle suggests
that when LPD management respects the rights of principals—namely, the village
community—and treats them equitably, it leads to greater trust and ultimately contributes
to improved organizational performance. Fair governance reinforces stakeholder
confidence and supports the long-term success of the institution.

H5: Fairness as a principle of GCG has a positive influence on the performance of LPDs.

Conceptual Framework
The study framework model is depicted in Figure 1.

Figure 1. Research Framework

Transparency
Accountability
LPD
Responsibility - e
Independence
Faimess

RESEARCH METHOD

This research explores the influence of GCG on the performance of LPDs in Denpasar,
Bali, by treating its five fundamental principles—transparency, accountability,
responsibility, independence, and fairness—as the key independent variables in the
analysis. Denpasar was selected as the research location due to a notable case
involving the LPD in Serangan Village, which was implicated in fraudulent credit
practices and corruption by its management.

There are 35 registered and active LPDs in Denpasar, each of which was selected as
a unit of analysis. Questionnaires were distributed to both employees and supervisory
board members, resulting in a total of 70 respondents. In addition to the survey,
unstructured interviews were conducted with informants from each LPD to enrich the
data and provide contextual insights.

The collected data were analyzed using multiple linear regression to assess causal
relationships between variables. The analytical process included instrument testing,
classical assumption testing, model testing, regression analysis, and t-tests. Each GCG
principle was measured through specific indicators. Transparency indicators were
adapted from Amrin (2018) and KNKG (2006), including timely financial reporting,
maintaining openness in financial statements, clear goal setting, and regular
communication of LPD programs. Accountability indicators, as recommended by Putri
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et al. (2023), included responsibility for financial reports and proper documentation of
transactions. Responsibility outlined by KNKG (2006) was assessed through
adherence to operational procedures, compliance with government regulations, and
prudent business practices. Independence, consistent with the definitions provided by
Ramadhani & Agustin (2021) and Suci (2013), was measured by objective decision-
making, freedom from external influence, and professional governance. Finally,
fairness in line with the framework proposed by Naggita and Aguma (2023) was
evaluated through equitable policies, equal procedures, and fair treatment of
community members in accordance with local customary regulations.

RESULTS

Descriptive statistical analysis was first performed to summarize and present an overall
picture of the dataset used in this research, offering insights into the distribution and
characteristics of each variable prior to further testing.

Statistical Results
Descriptive Statistics
Table 1. Descriptive Statistics Example (N =70)

Construct Min. Max. M SD
Transparency 10.00 20.00 15.3286 | 2.75955
Accountability 6.00 15.00 | 10.5000 | 2.36980
Responsibility 6.00 15.00 | 10.8000 | 2.33809
Independence 7.00 15.00 11.0571 | 2.12566
Fairness 6.00 15.00 | 10.8857 | 2.31281
LPD Performance 18.00 37.00 | 27.8000 | 4.36588

Note. M = Mean, SD = Standard Deviation.
Source: Processed Data (2025)

Table 1 presents the numerical summary for each variable included in the study. The
sample size (N) consists of 70 observations, derived from 35 registered and active LPDs
in Denpasar City. The minimum value represents the lowest recorded score for each
variable, while the maximum value indicates the highest. In addition, the table includes
the mean and standard deviation for each variable, providing a statistical overview of the
data distribution used in this research.

Multiple Linear Regression Analysis
Table 2. Regression Results Between x and y

Construct B t sig Conclusion
Transparency 0.259 2.006 0.049 H1 accepted
Accountability 0.386 2.491 0.015 H2 accepted
Responsibility 0.794 4.346 0.000 H3 accepted
Independence 0.643 3.518 0.001 H4 accepted
Fairness 0.357 2.123 0.038 H5 accepted

Source: Processed Data (2025)

Table 2 presents the output of the multiple linear regression analysis, which evaluates
how each of the five core elements of GCG influences the performance of LPDs. The t-
values listed in the table represent both the strength and direction of the association
between the independent variables and the dependent variable. Meanwhile, the
significance (sig.) values are used to assess whether these relationships are statistically
meaningful. In line with standard statistical thresholds, a variable is deemed to have a
significant effect if its p-value is below 0.05. The findings from this analysis indicate that
all components of GCG—namely, transparency, accountability, responsibility,
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independence, and fairness—demonstrate a consistently positive and significant impact
on the institutional performance of LPDs. These outcomes highlight the critical role that
strong governance practices play in enhancing organizational effectiveness, suggesting
that improvements in the application of GCG principles are closely tied to better
institutional performance and operational outcomes within the local financial ecosystem.

Instrument Test Results
Table 3. Validity and Reliability

Variable Validity Reliability
Transparency Valid 0.715 (Reliable)
Accountability Valid 0.749 (Reliable)
Responsibility Valid 0.756 (Reliable)
Independence Valid 0.768 (Reliable)
Fairness Valid 0.777 (Reliable)
LPD Performance Valid 0.756 (Reliable)

Source: Processed Data (2025)

Table 3 summarizes the outcomes of the instrument evaluation, which includes tests for
both validity and reliability. The results indicate that every questionnaire item meets the
validity criteria, confirming that the items effectively measure what they are intended to
assess. Regarding reliability, each variable yields a Cronbach's alpha value greater than
0.70, which surpasses the commonly accepted minimum benchmark for internal
consistency. These findings suggest that the measurement tools employed in this study
are statistically sound. Consequently, it can be inferred that the variables used in this
research possess adequate measurement quality, allowing for dependable use in
subsequent data analysis procedures.

DISCUSSION

Transparency and Its Impact on LPD Performance

The findings of this study indicate that transparency has a positive impact on the
performance of LPDs in Denpasar, so H1 is confirmed. The results suggest that higher
levels of transparency contribute to improved organizational outcomes. From the
perspective of agency theory, transparency plays a critical role in clarifying the
relationship between the principal—in this case, the customary village community—and
the agent, which refers to LPD management responsible for daily operations. Agency
theory highlights that transparency helps reduce information asymmetry between
principals and agents. When transparency is high, stakeholders have greater access to
relevant financial and operational information, which in turn minimizes the risk of moral
hazard or misuse of authority by management. With clearer information flows, the ability
of stakeholders to monitor management performance increases, ultimately leading to
enhanced institutional performance.

These findings align with agency theory, emphasizing that transparency acts as a
governance mechanism to reduce agency conflicts and strengthen both accountability
and performance. The result also supports the study by Andreana and Wirajaya (2018),
which demonstrated that openness in information disclosure fosters trust among
stakeholders and contributes to improved performance of LPDs. Transparency,
therefore, is regarded as a key factor influencing the financial outcomes and institutional
credibility of LPDs.

Accountability and Its Impact on LPD Performance

This study finds that accountability has a positive influence on the performance of LPDs
in Denpasar. Hence, H2 is accepted. The results suggest that when accountability is well
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implemented, the performance of LPDs improves accordingly. In this context, the
customary village community serves as the capital owner (principal), while LPD
management functions as the agent responsible for managing operational and financial
activities. Agents may sometimes prioritize their own interests over those of the principal.
To address this issue, robust accountability mechanisms are essential, ensuring both
transparency and responsibility in the management of resources and institutional
performance. High levels of accountability enable better access to financial and
operational information for stakeholders, thereby narrowing the information gap between
the principal (the community) and the agent (LPD managers). When accountability
systems are well-established, public trust in the institution increases, resulting in greater
participation and loyalty in using the financial services provided by LPDs. Strong
accountability also encourages management to apply sound governance practices,
which in turn improve efficiency and effectiveness in credit distribution, investment
decisions, and service delivery.

Through the implementation of GCG, LPDs can enhance governance systems by
improving transparency in financial reporting, engaging independent audits, and
involving the community in oversight functions. To ensure compliance, incentive systems
can be introduced for high-performing managers, along with sanctions for those violating
accountability principles. Local governments or financial authorities may strengthen
regulations by requiring regular reporting and the involvement of external auditors. In
conclusion, the relationship between agency theory and accountability in the context of
LPDs in Denpasar indicates that stronger accountability helps reduce agency conflicts,
improves transparency, builds community trust, and ultimately contributes to the
sustainable growth of LPDs in supporting local village economies.

Responsibility and Its Impact on LPD Performance

The findings indicate that responsibility has a positive effect on the performance of LPDs
in Denpasar, supporting H3. The results suggest that as the level of responsibility
improves, the performance of LPDs also increases. Responsibility reflects the extent to
which agents fulfill their duties and obligations in accordance with the expectations of the
principal. Within the LPD framework, management is accountable for handling
community funds in a transparent, accountable, and regulation-compliant manner. A high
level of responsibility signifies strong adherence to GCG principles, which helps minimize
agency-related risks. From the perspective of agency theory, increasing responsibility
strengthens both transparency and accountability, reducing the likelihood of conflict
between principals and agents. When LPD managers demonstrate responsible behavior
in fulfilling their roles, community trust and stakeholder confidence rise, leading to better
financial performance and long-term institutional sustainability. To reinforce this,
principals may implement performance-based reward and sanction systems,
encouraging managers to act more responsibly and enhancing overall governance
quality.

This study supports prior research suggesting that LPDs must understand and comply
with regulations, while also carrying out their responsibilities to stakeholders to maintain
sustainable operations (Sukardika, 2020). Responsibility is thus considered one of the
key GCG principles that influence LPD performance. In line with agency theory, the
absence of conflicting interests within LPD management strengthens public trust and
ensures that institutional governance remains objective and performance-oriented.

Independence and Its Impact on LPD Performance

The findings show that independence has a positive influence on the performance of
LPDs in Denpasar, confirming H4. The results indicate that greater independence is
associated with improved institutional performance. Independence refers to the ability of
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individuals involved in governance to act in the best interest of the institution without
being subject to external pressure or influence that could jeopardize the long-term goals
of the LPD.

In relation to agency theory, independent oversight is essential to minimizing potential
conflicts of interest between principals and agents. When LPD managers are granted
greater autonomy in decision-making, they are more likely to act in alignment with
stakeholder interests, rather than making decisions that serve their own benefit. This
reduces the risk of biased or self-serving choices and promotes decisions that support
the long-term sustainability of the institution. Independent managers are generally more
accountable and transparent in reporting performance outcomes. Agency theory
suggests that agents, in the absence of adequate oversight or incentives, may act in their
own interests. Therefore, higher levels of independence reduce the likelihood of agency
problems and lead to more efficient and effective governance. These improvements
ultimately translate into enhanced organizational performance and a reduction in agency
costs—those arising from misaligned objectives and ineffective supervision.

The findings reinforce agency theory by confirming that managerial independence
contributes significantly to improved institutional performance. Ensuring that LPD
managers in Denpasar operate with a high degree of independence—both in decision-
making and in operational oversight—is therefore essential. This study is consistent with
previous research by Handayani et al. (2020) and Putri et al. (2023), which also found a
positive relationship between independence and the financial performance of LPDs.

Fairness and Its Impact on LPD Performance

The findings of this study indicate that fairness has a positive influence on the
performance of LPDs in Denpasar, so H5 is supported. The results suggest that
improvements in fairness are associated with better institutional performance. The
relationship between fairness and LPD performance can be understood through the lens
of the principal-agent framework, where the principal represents the community or fund
owner, and the agent refers to the LPD managers responsible for operational decisions.
In this context, fairness encompasses various elements, including transparency,
accountability, and ethical management of funds. When agents operate fairly—by
managing resources efficiently and in alignment with the expectations of the principal—
they demonstrate responsible behavior and reduce the risk of moral hazard and adverse
selection, which are common issues in agency relationships when agents act against the
interests of the principal. Agency theory also emphasizes that providing appropriate
incentives to agents can enhance performance. Fairness, in this sense, functions as a
governance mechanism that encourages agents to act in ways that benefit the principal.
A clear understanding of responsibilities, equitable treatment, and transparent
supervision contribute to more optimal and sustainable performance outcomes. Thus,
the study concludes that fairness plays a significant role in improving LPD performance.
Effective implementation of fairness principles helps strengthen trust between the
principal and the agent and fosters a mutually beneficial relationship. This trust, in turn,
contributes to higher organizational efficiency and long-term institutional success.

CONCLUSION

This study examines the influence of GCG on the performance of LPDs. The findings of
this study reveal that each of the five GCG principles—namely, transparency,
accountability, responsibility, independence, and fairness—exerts a significant and
favorable influence on the performance of LPDs within the Denpasar area. These
findings reinforce the notion that consistent and comprehensive implementation of GCG
principles enhances public trust, strengthens institutional governance, and promotes
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optimal organizational performance. Therefore, sound governance practices form a
critical foundation for the long-term sustainability of LPDs, especially in the face of
challenges such as corruption and declining management quality.

The practical implication of this research is that LPD management must prioritize the
application of GCG principles in their daily operations. Doing so not only improves
internal control systems but also elevates the institution’s credibility among traditional
vilage communities—its primary stakeholders. Enhanced trust from the public
contributes directly to the resilience and continuity of LPD operations over time.

It is recommended that local governments and supervisory bodies enhance their
regulatory and mentoring capacities by integrating culturally rooted frameworks that
support transparency and accountability. LPD managers should receive regular training
on GCG implementation and risk management to ensure professional and ethical
operations. Additionally, traditional village authorities, as the institutional owners, should
foster stronger collaboration with LPD management in supervisory roles to minimize
potential conflicts of interest and abuse of authority.

LIMITATION

This study has several limitations that must be acknowledged in the interpretation of the
study’s outcomes and implications. First, the scope of the research is limited to LPDs
located in Denpasar City. As such, caution must be exercised in generalizing the results
to other LPDs across Bali or in regions with different socio-cultural and institutional
characteristics. LPDs in other areas may operate under distinct organizational structures,
levels of community involvement, and traditional authority systems, all of which may
influence the effectiveness of GCG implementation.

Second, although this research employs a quantitative approach using valid and reliable
questionnaire instruments, such a method may not fully capture the qualitative or
contextual aspects of GCG implementation within each LPD. In particular, it may not
adequately explore the dynamics of the relationship between customary village
authorities (as principals) and LPD management (as agents). The unstructured
interviews conducted were limited in scope and depth, offering little insight into cultural
nuances, local values, or internal resistance to GCG practices.

Third, the study relies on respondent perceptions—specifically from LPD managers and
supervisory board members—to assess both GCG implementation and institutional
performance. This introduces the potential for subjectivity bias or social desirability bias,
where respondents may provide answers that reflect socially acceptable views rather
than the actual conditions, potentially affecting the accuracy of the measured variables.
Fourth, the research does not account for external factors that may influence LPD
performance, such as macroeconomic conditions, technological adoption, or the extent
of support from local government. These variables may play a significant role in shaping
the outcomes of local financial institutions. Therefore, future studies are encouraged to
adopt mixed methods approaches and expand the geographic scope of the research to
gain a more comprehensive and contextual understanding of GCG practices in various
LPD settings.
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