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Abstract.
Regional autonomy is a crucial factor that can support the financial sustainability
of local governments. This research aims to assess how financial and non-financial
performance influence regional autonomy in Indonesia. Through purposive sampling,
data were gathered from Indonesian Local Governments between 2016 and 2018,
resulting in a sample size of 1555 observations. Multiple linear regression was used
for Hypothesis testing. The findings of this research suggest that both the financial
and non-financial performance of local governments play a positive role in enhancing
regional autonomy. Local governments that have high-quality financial reporting and
good governance performance tend to have a higher level of regional autonomy,
compared to those with poor-quality financial reports and governance performance.
This is inherently connected to the effectiveness in managing local own source revenue
(PAD) and is reinforced by strong public confidence and engagement in tax payment
and regional retributions, as well as other PAD sources. The findings of this study
have implications for the importance of improving the quality of financial management
and the administration of local government functions to increase regional autonomy
and simultaneously realize the financial sustainability of local governments. Therefore,
local governments should manage resources efficiently, transparently, and accountably.

Keywords: performance, financial management, implementation of regional
government functions, regional autonomy

1. Introduction

The aims of instituting regional autonomy and fiscal decentralization as outlined in Law
no. 32 of 2004 concerning Regional Government are to bolster regional self-reliance
and diminish the fiscal reliance of regional governments on the central government.
Economic life that experiences improvement every year will create positive economic
growth [1]. This condition will trigger an increase in people’s income, and an increase in
income will encourage people’s awareness to pay taxes and levies so that local original
income (PAD) will also increase which will lead to achieving regional independence.
Regional governments are required to strengthen their ability to increase PAD and
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carry out more accountable and transparent financial and non-financial management
[2]. In regional autonomy, there are two aspects, namely financial performance and
non-financial performance which are required to carry out their roles well [3].

The financial performance of regional governments refers to the extent of accomplish-
ment in managing finances within the region, encompassing both revenue generation
and expenditure, as measured by financial metrics established through policies or
legal regulations over a single budget cycle. This form of performance is contained
in the regional head’s accountability report in the form of the regional government
financial report (LKPD) [4]. Financial performance has a crucial role in determining
regional independence. Refers to the ability of a region to manage its own financial
resources, make budget decisions and implement programs and policies without exces-
sive dependence on the central government and other external parties [5]. Thus, good
and sustainable financial performance at the regional level allows these regions to have
greater fiscal independence, enabling them tomore effectively address their local needs
and priorities. Meanwhile, non-financial factors also play a role in achieving regional
independence. The non-financial performance referred to is aspects such as gover-
nance, public services and infrastructure development, where all these aspects will be
evaluated through evaluating the performance of regional government implementation
[6]. Thus, the implementation of good non-financial governance not only improves
people’s quality of life but also helps strengthen the regional economic foundation,
both of which are important for achieving and maintaining fiscal independence.

Regional independence is a concept that aims to empower local communities and
increase the efficiency and effectiveness of government. Therefore, local governments
must improve financial performance and non-financial performance such as financial
accountability. In this regard, research has developed that analyzes the extent to which
government financial performance and the effectiveness of government implementation
influence increasing regional independence. Several related studies conducted by
Herawati et al. [7] and Pratiwi et al. [8] however, previous research has been limited
to analyzing the impact of financial and non-financial performance on regional com-
petitiveness and public sector performance achievements. Research conducted by El-
Chaarani et al. [9] also indicates that good governance is supported by effective and
efficient financial performance. There has been no research that uses financial and non-
financial factors on regional independence. Therefore, this research aims to analyze in
depth how financial performance as measured using BPK opinions and non-financial
performance as measured using regional government performance evaluations play a
direct role in efforts to increase regional independence.
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Based on the data used in this research, several findings were obtained. First, finan-
cial performance has a positive effect on increasing regional independence. Regional
governments that receive WTP opinions have a high level of regional independence.
If previous research only analyzed how financial performance influences public sector
performance, the novelty of this research is using financial performance as a factor that
influences increasing regional independence. The results of this research contribute to
research conducted by Herawati et al. [7] and Pratiwi et al. [8] that good financial perfor-
mance reflects a region’s ability to generate income and manage its budget effectively,
which can increase regional independence. Second, non-financial performance has a
positive effect on increasing regional independence. Regional governments that have
high government implementation evaluation scores also have a high level of regional
independence. If previous research only analyzed non-financial performance which had
an impact on the level of regional competitiveness, then the uniqueness of this research
in examining the latest variable, namely non-financial performance, which impacts the
enhancement of regional autonomy. The findings of this research provide additional
insights into the study conducted by El-Chaarani et al. [9] indicating that non-financial
performance provides an overview of the effectiveness of regions in aspects such
as the quality of public services, citizen satisfaction, and governance management.
However, this study is limited to analyzing only financial and non-financial performance,
suggesting that future research should explore additional variables such as the quality
of public services and extend the observation period. The subsequent sections of
the article will be structured into four segments: the second section will address the
literature review and hypothesis formulation, the third section will detail the research
methodologies employed, the fourth section will showcase the outcomes of hypothesis
testing, and lastly, the fifth section will offer conclusions, discuss the research findings’
implications, as well as address limitations and propose future research directions.

2. Material and Methods

2.1. The role of financial performance in regional independence

Based on previous studies, regional financial performance refers to the degree of
achievement of work results within the realm of regional finance, covering regional
income and expenditures. This is measured through financial indicators stipulated
by policies or statutory provisions over a single budgetary period [10-20]. Financial
performance is an important indicator to evaluate how efficient a region is in managing
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its resources and acting with accountability. Regional independence is defined as the
ability of a region to be independent in managing and using its resources without being
too dependent on other parties, for example, the central government [21]. A region that
shows impressive financial performance is usually indicated by its increasing economic
prosperity. If the area has a solid financial foundation, then progress in various fields
and the quality of life of its citizens will continue to grow. According to Ratang [5],
financial performance has a crucial role in determining regional independence. Refers
to a region’s ability to manage its own financial resources, make budget decisions
and implement programs and policies without excessive dependence on the central
government. Therefore, regional financial performance is thought to have an impact
on increasing regional independence. Good and sustainable financial performance at
the regional level allows these regions to have greater fiscal independence and allows
them to be more effective in dealing with needs and priorities. The hypotheses that can
be described are as follows.

H1: Financial performance has a positive influence on increasing regional indepen-

dence.

2.2. The influence of non-financial performance on regional inde-
pendence.

Non-financial performance according to Chinaemerem and Anthony [22], Fornell et al.
[23], Hodgson [24], Sinding et al. [25], Škrinjar et al. [26], and Teeratansirikool et al.
[27] can be a determinant of regional capacity in implementing regional government.
Non-financial performance can be seen based on the effectiveness of resourcemanage-
ment owned by a region. Non-financial performance refers to performance indicators
including elements such as quality of public services, citizen satisfaction, government
governance, and environmental conservation efforts. Non-financial performance also
plays a role UK achieves regional independence [28]. The non-financial performance
in question is aspects such as governance, public services and infrastructure develop-
ment, where all these aspects will be evaluated through regional government imple-
mentation performance evaluation (EKPPD) [6]. The higher the regional government’s
ability to administer its government, the more regional independence will increase [28].
Sundari and Arza [29] also stated that the non-financial performance of the regional
government is a reflection of the level of regional independence in formulating and
implementing programs, and policies and realizing the targets, vision and mission of
the regional government. Therefore, non-financial performance is also considered as
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one of the factors that can trigger increased regional independence. The hypotheses
that can be described are as follows.

H2: Non-financial performance has a positive influence on increasing regional

independence.

2.3. Methods

2.3.1. Data

This research was conducted in Indonesia, specifically in regional governments. Sample
selection in this research used the purposive sampling method with model testing
using multiple linear regression. The data used in this research consists of 542 regions
consisting of Provinces/Districts/Cities from 2016 to 2018. However, because 6 regions
are included in the DKI Jakarta administrative region and 17 regions do not have data
available, the final sample size is 519 observations. Or 95 per cent of the total sample.
Because the analysis was carried out during 2016 to 2018, the final sample size was
1,557 observations. The data used in this research comes from Indonesian government
agencies, namely the Supreme Audit Agency (BPK) for BPK audit opinion data, the
Ministry of Home Affairs for evaluation data on regional government administration
performance and regional characteristics data.

2.3.2. Empirical model and operational variables

To answer research problems and test hypotheses, the empirical model used in this
research is as follows:

𝑃ℎ𝑦𝑠_𝐼𝑛𝑑𝑖𝑡= 𝛽0𝑖𝑡+ 𝛽1𝑂𝑝𝑖𝑛𝑖𝑜𝑛𝑖𝑡+ 𝛽2𝐸𝑘𝑝𝑝𝑑𝑖𝑡+ 𝛽3𝐴𝑔𝑒𝑠𝑖𝑡+ 𝛽4𝐼𝑠𝑙𝑎𝑛𝑑𝑖𝑡+ 𝛽5𝑆𝑖𝑧𝑒𝑖𝑡+𝑒𝑖𝑡(1)

Phys_Ind𝑖𝑡 is a variable assesses the capacity of regional governments to fund their
own activities autonomously, without relying on external assistance, such as from the
central government. This is quantified by dividing the total regional original income by
regional income. Opinion𝑖𝑡 is a variable derived from an external auditor’s assessment
of LKPD, represented by a categorical scale where, “4” for WTP, “3” for WDP, “2” for
TMP and “1” for TW. Ekppd𝑖𝑡 is a report variable resulting from the evaluation of the
implementation performance of regional government by the Ministry of Home Affairs as
measured by the ranking and performance status of regional government administration,
namely, 3.5 for very high, 3.0 for high, and 0.1 for moderate. The control variable utilized
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in this research pertains to the overall Ages𝑖𝑡 of the regional government, quantified by
the duration since its establishment. The Island𝑖𝑡 represents the geographical position
of the local government, identified through a binary indicator where “1” denotes Java
Island and “0” signifies islands other than Java. Size𝑖𝑡 indicates the magnitude of the
regional government, determined by the natural logarithm of its total assets.

Table 1: Operationalization and Data Sources.

Name Operational Variables Data source

Phys_ind𝑖𝑡

The capacity of regional governments to fund their
own activities autonomously, without relying on external
assistance, such as from the central government, is
assessed by dividing the total regional original income by
regional income.

Financial Audit
Agency

Opinion𝑖𝑡
The findings from the external auditor’s review of LKPD are
represented by categorical variables, where “4” for WTP, “3”
for WDP, “2” for TMP and “1” for TW.

Financial Audit
Agency

Ekppd𝑖𝑡

The evaluation outcomes of regional government admin-
istration performance conducted by the Ministry of Home
Affairs are expressed through ranking and performance
status. The rankings include “3.5” for very high, “3.0” for
high, and “0.1” for moderate.

Ministry of Internal
Affairs

Ages𝑖𝑡
The general age of a regional government is determined by
the duration since its establishment.

Ministry of Internal
Affairs

Islands𝑖𝑡

represents the geographical position of the local gov-
ernment, identified through a binary indicator where “1”
denotes Java Island and “0” signifies islands other than
Java.

Ministry of Internal
Affairs

Size𝑖𝑡
indicates the magnitude of the regional government,
determined by the natural logarithm of its total assets.

Ministry of Internal
Affairs

Data source: Processed by researchers (2023)

3. Results

3.1. Descriptive statistics

A comprehensive descriptive statistical overview of the variables in this study is pre-
sented in Table 2 below:

Table 2 displays summary statistics for all variables examined in this study. The mean
of the variable Phys_ind𝑖𝑡 shows 12.33, suggesting that the self-sufficiency of regional
governments in financing their activities without external assistance, including from
the central government, was relatively low during the period of 2016-2018. Meanwhile,
the Opinion𝑖𝑡 variable has a mean of 3.70, meaning that the regional government in
the sample has an audit opinion outside the WTP. Meanwhile, the Ekppd𝑖𝑡 variable
is 2.92, which shows that the evaluation of the performance of regional government
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Table 2: Variable Descriptive Statistics.

Variable Mean Std. Dev. Min Max

Phys_ind𝑖𝑡 12.33 11.61 0.1 86.8

Opinion𝑖𝑡 3.70 0.63 1 4

Ekppd𝑖𝑡 2.92 0.37 1.09 3.59

Ages𝑖𝑡 41.42 23.44 7 68

Islands𝑖𝑡 0.22 0.41 0 1

Size𝑖𝑡* 4,773.93 20,841.61 820.79 464,601.75

Number of Observations = 1,557 Explanation of variable operationalization in Table 2* In
billion rupiah

Source: Secondary data, STATA-14.2 output (Processed, 2023)

administration by the Ministry of Home Affairs is close to 3.0, which means very high.
Regarding the existence of the control variable, namely ages have an average of 41.22,
which indicates that the average Ages𝑖𝑡 of the sample has been established at around
41 to 42 years. While the average island𝑖𝑡 variable is 0.22, it can be interpreted that the
sample average used in this research is located outside Java. Furthermore, the average
sample that has assets size𝑖𝑡 is 4,773.93 (in billion rupiah). Table 3 presenting the results
of the correlation analysis between each variable.

Table 3: Variable Correlation Analysis.

Variable Fiscal Finqop Ekppds Ages Islands Sizetotalp

Phys_ind𝑖𝑡 1,0000

Opini𝑖𝑡 0.2334*** 1,0000

0.0000

Ekppd𝑖𝑡 0.3458*** 0.4650*** 1,0000

0.0000 0.0000

Ages𝑖𝑡 0.3371*** 0.2013*** 0.3856*** 1,0000

0.0000 0.0000 0.0000

Island𝑖𝑡 0.3533*** 0.1694*** 0.4251*** 0.4602*** 1,0000

0.0000 0.0000 0.0000 0.0000

Size𝑖𝑡 0.7017*** 0.1856*** 0.2227*** 0.3598*** 0.3521*** 1,0000

0.0000 0.0000 0.0000 0.0000 0.0000

Number of Observations = 1,557 Explanation of variable operationalization in table 1*** =
Significant P-Value 1%

Source: Secondary data, STATA-14.2 output (Processed, 2023).
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Table 3 shows that all the main variables of this research, such as the variables
Phys_ind𝑖𝑡, Opini𝑖𝑡, Ekkpd𝑖𝑡, Ages𝑖𝑡, Island𝑖𝑡, Size𝑖𝑡, have a positive correlation with each
other. This indicates that Phys_ind𝑖𝑡 has a perfect correlation with itself with a coefficient
of 1.0000. Apart from that, the strongest correlation it has is with the Ekkpd𝑖𝑡 with
a coefficient of 0.3458***. Opini𝑖𝑡 shows a strong positive relationship with Ekkpd𝑖𝑡
with a coefficient of 0.4650***. However, the correlation with other variables is not
that strong. Ekkpd𝑖𝑡 shows a strong positive correlation with Ages𝑖𝑡, with a coefficient
reaching 0.3856***. Ages𝑖𝑡 is positively correlated with island with a coefficient of
0.3338*** additionally Size𝑖𝑡 exhibits a coefficient of 0.3598***. Island𝑖𝑡, on the other
hand, has a very strong positive relationship with Size𝑖𝑡 with a correlation coefficient
of 0.4602***. Meanwhile, Size𝑖𝑡 shows a positive correlation with Phys_ind𝑖𝑡 (0.7017***),
Opini𝑖𝑡 (0.1856***), and Ekkpd𝑖𝑡 (0.2277***).

3.2. Hypothesis test

The RandomEffectMethodwith STATA-14 Softwarewas employed for hypothesis testing
in this study. Table 4 displays the test results.

In general, the outcomes of multiple linear regression analysis utilizing the Robust
Standard exhibit an R-Square value of 0.533. This indicates that the research model can
elucidate 53 percent of the variance in the augmentation of regional independence,
with a significance level (F value) of 1 percent and an average VIF of 1.39. Hence,
it can be inferred that the model does not encounter multicollinearity issues and is
reliable for explicating variations in increasing regional independence in Indonesia.
Table 4 demonstrates a positive correlation between financial performance and regional
independence, at a significance level of 5 percent, the coefficient stands at 0.495. This
finding validates H1, suggesting that the data utilized in this study supports the hypothe-
sis. Additionally, the table illustrates a positive relationship between non-financial perfor-
mance and the increase in regional independence, at a significance level of 1 percent,
the coefficient stands at 5.129. This upholds H2, indicating that the data aligns with
the hypothesis. Furthermore, regarding the control variables of regional government
age, geographical location, and size, the results indicate a positive influence on the
enhancement of regional independence at a significant level of 1 percent.
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Table 4: Hypothesis Testing Results.

Phys_ind𝑖𝑡 = 𝛽0it + 𝛽1Opini + 𝛽2Ekppd + 𝛽3Ages + 𝛽4Island + 𝛽5Size+e𝑖𝑡

Expected sign Fiskalamdiri

CONS -295,497

0,000

Opini𝑖𝑡 H1:(+) 0.495**

0.041

Ekppd𝑖𝑡 H2:(+) 5,129***

0.002

Ages𝑖𝑡 +/- 0.008***

0.001

Island𝑖𝑡 +/- 1,276***

0.001

Size𝑖𝑡 +/- 10,131***

0,000

Prob > F 0,000

R-square 0.533

Obs 1557

Mean Vif 1.39

Information:

Explanation of variable operationalization in Table 1

***, **= Significant P-Value 1% & 5%

Source: Secondary data, STATA-14.2 output (Processed, 2023).

4. Discussion

First, the results of this research indicate supports the results of previous research,
including those conducted by Ratang [5], who also found that regional financial per-
formance influences regional independence. Research conducted by Luthfi et al. [6]
enhancing regional competitiveness is facilitated by financial performance, as it aligns
with the leadership style of regional governments in implementing policies to foster
economic growth. Chaffey and Smith [30] and Trmal et al. [31] stated that effective
financial performance is the main factor in supporting regional competitiveness. This is
closely related to economic growth to measure the achievements of the development
of a regional economy. In actual economic activities, economic growth means fiscal
economic developments that occur in an area, such as increasing the number and pro-
duction of industrial goods, developing infrastructure, increasing the number of schools,
increasing the production of existing economic activities and other developments. Apart
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from that, Kaunang et al. [32] explained that to achieve regional financial indepen-
dence, it is very important to analyze the regional financial performance first. Therefore,
the novelty of this research lies in analyzing the influence of financial performance
on increasing regional independence. Financial performance is a representation that
describes regional performance in implementing the programs to be achieved both
on a macro and micro scale which plays a role in increasing regional independence
in Indonesia. The second finding supports the results of previous research, including
those conducted by Sundari and Arza [29] stated that the non-financial performance
of regional governments is a reflection of the level of regional independence in formu-
lating and implementing programs, and policies and realizing the targets, vision and
mission of regional government. Carlin and Guthrie [33] explain how the quality of non-
financial performance disclosure can assess indicators in efforts to overcome regional
disparities. Liguori et al. [34] also found that non-financial performance is an important
factor for local governments in innovating and developing their regions. Therefore, the
novelty of this research is analyzing non-financial performance which has an impact
on increasing regional independence. Because non-financial performance describes
how creative local governments are in managing resources that have the potential to
increase regional independence in Indonesia.

5. Conclusion

The research results show that independent fiscal performance in Indonesia has a
significant positive correlation with factors such as financial audit opinion, evaluation
of regional government administration performance, regional government age (ages),
location, and total regional government assets. Statistically, the results of hypothesis
testing show that each independent variable makes a significant contribution to the
independent fiscal dependent variable, with size having the strongest correlation. These
findings suggest that regional fiscal independence is not solely contingent on regional
financial performance but is also influenced by non-financial factors such as governance
and geographical conditions. The relatively high coefficient of determination (R-square)
indicates that the model tested has a good ability to explain the variability of regional
fiscal independence. This provides important insights for policymakers in understanding
the dynamics of regional fiscal independence and in formulating strategies oriented
towards increasing regional financial capacity in Indonesia.
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The results of this analysis can be a basis for designing strategies and policies to
increase regional independence, through improving financial and non-financial per-
formance. Improving the quality of public services and managing resources more effi-
ciently, as aspects of non-financial performance, will strengthen regional independence
and build trust in the community. These findings can also provide valuable information
to the central government to develop more impactful and efficient fund transfer and
incentive policies. In addition, the results of this research can be used as evaluation
and introspection material by regional governments to continue to make improvements
in their performance and governance to achieve the goal of sustainable regional inde-
pendence.

The research used data from 2016-2018. Regional financial and non-financial per-
formance can change significantly due to various factors, including policy changes,
macroeconomic conditions and natural disasters. Therefore, the limited data range may
not capture these changes. Future research can expand the time range of the data
used. For example, analysis can cover recent data or a longer period to understand
trends and dynamics of regional independence over a more significant period.
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