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ABSTRACT ARTICLE INFO

Regional autonomy is designed to enhance the efficiency of Keywords:
governance and the quality of public services through the Financial Dependence;
delegation of greater authority to local governments. In this context,  Financial Independence;
financial performance serves as a key indicator in assessing the Effectiveness of Local Own-
success of autonomy implementation. This study aims to analyze = Source Revenue; Regional
the effect of financial dependence, financial independence and the Financial Performance
effectiveness of local own-source revenue both partially and

simultaneously on the financial performance of regencies/cities in

Central Sulawesi Province for the period 2018-2023. A quantitative

approach with a descriptive-causal design was employed. The

sample consisted of 13 regencies/cities selected using a saturated

sampling technique. Data were obtained from the audited Local

Government Financial Reports (LKPD) issued by the Audit Board of

Indonesia (BPK) for the period 2018-2023, resulting in a total of 78

observations. The data analysis is conducted using panel data

regression, assisted by Eviews 12 software. The results indicate

that the three variables simultaneously have a significant effect on

regional financial performance. Partially, financial dependence and

financial independence have a significant effect on regional

financial performance, whereas the effectiveness of local own-

source revenue does not show a significant effect. These findings

contribute to regional fiscal policy making by highlighting the

importance of enhancing financial management strategies,

particularly in reducing dependence on central government

transfers and strengthening financial independence. Efforts such as

optimizing local own-source revenue and improving public

spending efficiency should be prioritized to enhance regional

financial performance.

This work is licensed under a Creative Commons Attribution-NonCommercial 4.0 International
License.

Introduction

The essence of regional autonomy is to provide each region with the space to

independently manage its resources and potential in order to achieve the welfare of its
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community (Djunaidi, 2023). This concept emerged as a response to public demands for
faster public service delivery, which is the responsibility of the government. The primary
mission of regional autonomy is to improve the quality and quantity of public services,
create more optimal and efficient management of regional resources, and encourage active
public participation in the development process within their regions (Faisal & Nasution,
2016). The success of regional autonomy heavily depends on regional financial
management, as this aspect serves as the main instrument to determine the extent to which
aregion can implement policies and development programs according to its needs.

Regional governments granted autonomy bear significant responsibility in managing
financial resources effectively and efficiently. Every fund managed must be accountable to
ensure that regional expenditures are conducted optimally and aligned with community
needs. Regions capable of optimizing their finances will directly impact the speed and
quality of infrastructure and superstructure development. When financial resources are
managed optimally, the region will experience faster progress and development (Andriyan,
2021).

From an Islamic perspective, public financial management must reflect the principles
of justice (al-‘adl), public welfare (al-maslahah), and trustworthiness (al-amanah) as part of
the social and spiritual responsibility of leaders in managing communal wealth. These
principles demand financial management that is not only efficient but also just and oriented
toward the welfare of the community (Azim et al., 2025). In Islam, all wealth belongs to
Allah, and humans serve as caliphs tasked with managing that wealth correctly. Therefore,
just and transparent regional financial management is crucial to ensure that budget
allocations reflect community needs proportionally and promote equitable development
and improved welfare. Fair wealth distribution also prevents the concentration of wealth
within specific groups. Such equitable distribution embodies the essence of inclusive
regional fiscal policies, which focus not only on physical development but also on social
welfare. However, in practice, various challenges often arise in managing finances at the
regional level (Lail & Trigopala, 2025), leading to suboptimal budget allocations, risks of
misaligned targets, and obstacles to achieving justice and social welfare goals.

Financial management in several areas of Central Sulawesi Province continues to face
multiple issues. These problems include limited financial resources to support government
operations, lack of transparency in planning and budgeting processes, and mismatches
between budget allocations and planned priorities or needs. Additionally, programs and
policies implemented are often insufficiently effective in solving existing problems and lack

innovation in their implementation (PPID Brida Prov. Sulteng, 2024).

253



Fajar Dakhilulloh, Dewi Salmita, Muhammad Syafaat, Moh. Agus Nugroho:
Determinants of Regional Government Financial Performance in Central Sulawesi
Province

These problems hinder the optimal management of the Regional Revenue and
Expenditure Budget (APBD) and complicate the achievement of set targets. Given the
various obstacles in regional financial management, it is crucial to assess regional financial
performance. This evaluation aims to measure the region's capability in carrying out its
financial management responsibilities. Assessing financial performance offers numerous
benefits, including improving government performance, supporting more efficient resource
allocation, facilitating decision-making processes, ensuring public accountability, and
strengthening inter-agency coordination (Santoso etal., 2021).

Regional financial performance serves as a benchmark for evaluating the extent to
which local governments can manage their finances. This evaluation is conducted based on
financial indicators established according to applicable regulations within a specific budget
period. Financial performance reflects a region’s ability to manage and optimize financial
resources efficiently and accountably to meet needs, run government operations, develop
the area, and provide services to the public. Good financial management can improve
regional conditions, making them stronger and more advanced compared to others
(Permatasari & Trisnaningsih, 2022).

Evaluation of regional financial performance can be conducted using financial ratio
analysis. This method involves analyzing the Budget Realization Report (LRA), particularly
the accountability report of the Regional Revenue and Expenditure Budget (APBD)
implementation. Some financial ratios used to assess regional financial performance include
dependency ratio, independence ratio, and effectiveness of local own-source revenue
(Rahayu & Jumaili, 2020; Pakaya et al., 2025).

The financial dependence ratio reflects the degree of dependence on external revenue
sources, especially transfers from the central government (Syam & Zulfikar, 2022). Regions
with a high dependency ratio often experience an imbalance between untapped local
potential and reliance on external funds, which, although important, may hinder innovation
and independence. Therefore, the central government provides extensive opportunities for
regional empowerment, believing that local governments have more detailed knowledge
about their potential, aspirations, and community needs than the central government
(Tandiasik et al., 2023).

The financial independence ratio measures a region’s ability to finance development
needs and public services through its own revenues. This independence depends on the
region's capacity to create a sustainable economic ecosystem based on optimal utilization
of local potential. A high level of independence is closely related to active community

participation in fulfilling tax obligations and other official contributions. High public
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participation in meeting these obligations reflects a positive relationship with their welfare
level, where greater participation corresponds to improved public welfare (Syam & Zulfikar,
2022).

The effectiveness of local own-source revenue (PAD) reflects the degree to which
local governments succeed in achieving revenue targets based on the actual potential
available in the region. A high achievement ratio and budget realization meeting or
exceeding targets indicate effective planning and policy implementation to optimize local
resource potential. Conversely, a low ratio indicates suboptimal performance, which may
result from factors such as low taxpayer compliance, weak administrative and supervisory
systems, and lack of innovation in revenue collection strategies (Awani & Hariani, 2021).

Several studies have highlighted issues in regional financial performance. One study
by (Setiani & Ismunawan, 2022) revealed that a high dependence on central government
transfers significantly affects regional financial performance. Research by (Permatasari &
Trisnaningsih, 2022) found that financial independence significantly affects financial
performance. Meanwhile, a study by (Anynda & Hermanto, 2020) stated that the
effectiveness of local own-source revenue contributes to improving regional financial
performance. However, to date, no study has combined these three factors in the context of
regional financial performance, particularly in the regencies/cities of Central Sulawesi
Province during the 2018-2023 period.

Therefore, this study aims to fill that research gap by providing a comprehensive
analysis of the effect of financial dependence, financial independence, and effectiveness of
local own-source revenue on the financial performance of regencies/cities in Central
Sulawesi Province from 2018 to 2023. The findings of this research are expected to offer
valuable insights for local governments in formulating more effective and sustainable

financial management strategies.

Literatures Review
Theory Agency

(Jensen & Meckling, 1976) define the agency relationship as a contract in which one
or more parties (principals) engage another party (agent) to perform services on their
behalf, which includes delegating some decision-making authority to the agent. This theory
suggests that the separation of roles between the owners of a business entity (principals)
and the managers mandated to operate the company (agents) can give rise to potential
conflicts of interest, commonly referred to as agency problems. Agency problems occur

when there is an imbalance of information between the principals (owners) and the agents

255



Fajar Dakhilulloh, Dewi Salmita, Muhammad Syafaat, Moh. Agus Nugroho:
Determinants of Regional Government Financial Performance in Central Sulawesi
Province

(managers). This asymmetry in information access often leads management to make

decisions that do not align with the interests or objectives of the company’s owners

(Destriana, 2015).

Agency theory can also be applied to public sector organizations, particularly in
governmental contexts, where democratic states exhibit agency relationships between the
legislative and executive branches. In this context, the legislative body (DPRD), representing
the public, acts as the principal, while the executive branch, namely the local government,
serves as the agent. By virtue of its authority, the local government is obliged to be
accountable for its performance to the public (Zelmiyanti, 2016).

According to agency theory, deviations may occur when local governments face
conflicts of interest specifically, when they consciously act in self-interest rather than for
the public good. Such behavior raises concerns about the integrity of local governments in
carrying out their duties, which should ideally be centered on public welfare. The conflict of
interest on the part of the agent (local government) arises from their greater control over
information, which is not always transparent or accessible to the principal (the public). This
information asymmetry potentially opens opportunities for agents to misuse the authority

entrusted to them, including through corrupt practices (Primadiva et al., 2021).

Regional Financial Performance

Performance can be viewed both as a process and as the outcome of work. It
represents the manner in which tasks are carried out to achieve desired results, but the
outcomes themselves also reflect performance (Pakkawaru et al., 2021). Regional financial
performance indicates how efficiently and responsibly a region manages its public budget.
Through established financial indicators, one can assess the region’s capability in managing
both its revenues and expenditures. Measuring regional financial performance is an
essential part of a comprehensive evaluation of local government performance, aiming to
determine the effectiveness and efficiency in financial management in order to achieve
regional development goals (Purwanti & Noviyanti, 2022).

The regional financial efficiency ratio is used in this study as a benchmark to
represent regional financial performance. This ratio serves to assess the level of efficiency
in the use of regional budgets by comparing the expenditures incurred to generate revenue
with the total revenue obtained. A lower ratio indicates more efficient financial
management, where expenditures are lower relative to the income received. An increase in

the efficiency ratio suggests the presence of inefficiencies, either in the form of unnecessary

256



Jurnal Ilmu Perbankan dan Keuangan Syariah Vol. 7, No. 2 (2025), page 252-276

spending or suboptimal utilization of resources (Fathah, 2017). The formula used is as

follows.

Regional Expenditure

Efficiency Ratio = X100%

Regional Revenue

To assess the efficiency of regional financial performance, the evaluation criteria are
as follows:

Table 1. Criteria for Assessing Regional Financial Efficiency

Percentation (%) Criteria
>100 Not Efficient
>90-100 Less Efficient
>80-90 Efficient Enough
>60-80 Efficient
<60 Very Efficient

Source: (Fathah, 2017)

Regional Financial Dependence

The degree of a region’s dependence on fiscal transfers from the central government
is one of the key indicators used to assess its financial condition. A commonly used approach
to measure this dependence is by calculating the level of regional financial dependence,
which reflects the proportion of financial aid from the central government relative to the
total regional revenue. A high ratio indicates that the region has not yet achieved financial
autonomy and remains heavily reliant on central government transfers to implement
various programs and policies.

Such high dependence on external funding may suggest weaknesses in local resource
management and the region’s capacity to optimize its available potential. It may also reflect
limitations in financing development and public service delivery, which ultimately hinders
the region’s ability to independently plan and implement its development policies (Hafizi &

Amalia, 2022). The formula used to measure the level of financial dependence of a region is:

Transfer Revenue

Dependency Ratio = —————X100%

Regional Revenue

To assess regional dependence, the evaluation criteria are as follows:

Table 2. Criteria for Assessing Regional Financial Dependence

Percentation (%) Criteria
0,00 - 10,00 Very Low
10,01 - 20,00 Low
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20,01 - 30,00 Moderate
30,01 - 40,00 Enough
40,01 - 50,00 High
>50 Very High

Source: (Hafizi & Amalia, 2022)

Regional Financial Independence

Financial independence is a concept used to measure the extent to which a local
government is able to independently finance various administrative activities, development
programs, and social services required by its population. This concept emphasizes the
region’s ability to rely on local own-source revenue, particularly from sources such as taxes
and user charges paid by local residents. The financial independence ratio indicates how
well a regional government can optimize its local own-source revenue potential to fund
programs and activities without continuously depending on central government funding
(Sulistyawati et al., 2024).

The ratio of regional financial independence reflects a region’s capacity to finance its
operational and expenditure needs through self-generated income, without being
predominantly reliant on central transfers. This metric is typically assessed by comparing
local own-source revenue with the total amount received from central government
transfers. A high ratio indicates that the region has a stronger ability to meet its financial
needs independently, reducing reliance on external support (Purwanti & Noviyanti, 2022).

The formula used to measure the degree of regional financial independence is:

PAD Receipt Realization

Independence Ratio = X100%

Transfer Revenue

The calculation of the regional financial independence ratio has the potential to
influence the form of interaction between the central government and local governments.

The criteria for determining the form of this relationship are:

Table 3. Criteria for regional independence and capability levels

Percentation e Regional
Criteria o
(%) Capability
0,00 - 25,00 Very Low Instructive
25,01-50,00 Low Consultative
50,01 - 75,00 Moderate  Participatory
75,01 -100,00 High Delegative

Source: (Purwanti & Noviyanti, 2022)
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In assessing regional financial independence, four situational relationship patterns
are identified. The instructive pattern shows strong central government dominance over
local autonomy. In the consultative pattern, local governments begin to demonstrate their
capacity despite significant central influence. The participative pattern reflects decreasing
central involvement as regions gain more autonomy. Lastly, the delegative pattern indicates
full regional independence with no central government interference (Purwanti & Noviyanti,

2022).

Effectiveness of Local Own-Source Revenue

Effectiveness is a measure that indicates how well an activity or program achieves its
predetermined objectives. The effective collection of local own-source revenue
demonstrates that the strategies, policies, and technical implementation are functioning
optimally and yielding results that align with the intended goals. In this context, achieving
the target reflects the region's ability to fully and responsibly harness its local economic
potential (Nurhumaerah et al,, 2023).

To assess the effectiveness of local own-source revenue, a comparison is made
between the actual revenue collected and the target set based on the region's potential. If
the revenue results are close to or exceed the target, it indicates that the planning,
supervision, and implementation of policies related to revenue collection are operating
efficiently (Fathah, 2017). The formula used to measure the effectiveness of local own-

source revenue is:

PAD Receipt Realization

X100%

Effectiveness Ratio =
PAD Revenue Target

To assess the effectiveness of local own-source revenue, the assessment criteria are
as follows:

Table 4. Criteria for Assessing Effectiveness of Local Own-Source Revenue

Percentation (%) Criteria
<60,00 Not Effective
60,00 - 80,00 Less Effective
80,01-90,00 Effective Enough
90,01 -100,00 Effective
>100,00 Very Effective

Source: (Fathah, 2017)
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Theoretical Framework and Research Hypotheses
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Open unemployment rate
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Figure 1. Research Model

Hypotheses Development
The Effect of Regional Financial Dependence on Regional Financial Performance

The level of regional financial dependence on transfers from the central government
has a significant influence on regional financial performance. A high level of dependence
may reduce the incentives for local governments to explore and develop their own-source
revenue potential, thereby negatively impacting the efficiency and effectiveness of financial
management. Conversely, regions with low levels of dependence tend to be more fiscally
autonomous and are more motivated to manage their resources optimally, which ultimately
contributes to improved financial performance (Putri & Darmayanti, 2019). A study
conducted by (Azim et al., 2025; Firmansyah, 2024; Meilanda et al., 2023; Setiani &
Ismunawan, 2022) revealed that a high level of dependence on the central government
significantly affects regional financial performance. Accordingly, the proposed hypothesis
is as follows:

H1: Regional Financial Dependence Affects Regional Financial Performance.

The Effect of Regional Financial Independence on Regional Financial Performance

A high level of financial independence reflects strong regional financial performance.
This is based on the premise that regions capable of effectively optimizing their own-source
revenue (PAD) will possess greater fiscal capacity to finance development, enhance public
services, and stimulate economic growth. Robust financial independence indicates the
region’s ability to manage its resources efficiently, which in turn contributes to the overall
improvement of financial performance (Ijtihad & Harsono, 2024). A study conducted by
(Anynda & Hermanto, 2020; Burhan et al,, 2022; [jtihad & Harsono, 2024; Rahmadhanty &

Firmansyah, 2025; Ramadhan et al., 2022) revealed that the level of financial independence
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in a region has a significant effects on its financial performance. Accordingly, the proposed
hypothesis is as follows:

H2: Regional Financial Independence Affects Regional Financial Performance.

The Effect of Effectiveness of Local Own-Source Revenue on Regional Financial
Performance

The effectiveness of local own-source revenue (PAD) has an effect on regional
financial performance. When PAD realization meets or exceeds the established targets, it
reflects the region's capability to manage its revenue sources optimally through sound
planning, effective supervision, and efficient policy implementation. This condition
strengthens the region’s fiscal capacity to finance development and deliver public services.
Therefore, the higher the effectiveness of PAD, the greater its effect on improving financial
stability and regional fiscal independence, as well as promoting sustainable local economic
growth (Anynda & Hermanto, 2020). This is supported by research conducted by (Anynda
& Hermanto, 2020; Permatasari & Trisnaningsih, 2022; Talumewo et al., 2020) which
revealed that the effectiveness of PAD has an effect on regional financial performance.

Accordingly, the proposed hypothesis is as follows:

H3: Effectiveness of Local Own-Source Revenue Affects Regional Financial Performance.

The Effect of Regional Financial Dependence, Regional Financial Independence, and

the Effectiveness of Local Own-Source Revenue on Regional Financial Performance
Based on relevant theories and previous research findings, the researcher posits that

regional financial dependency, regional financial independence, and the effectiveness of

local own-source revenue simultaneously affect regional financial performance.

H4: Regional Financial Dependence, Regional Financial Independence, and the Effectiveness

of Local Own-Source Revenue simultaneously affect Regional Financial Performance.

Methods

This study uses a quantitative approach with a descriptive and causal design to
analyze the effect of financial dependence, financial independence, and the effectiveness of
local own-source revenue on regional financial performance in regencies and cities in
Central Sulawesi Province for the period 2018 to 2023. The entire population of 13
regencies and cities in the province is used as the sample, employing saturated sampling, a

non-probability sampling technique.
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The research instrument utilizes data from the Regional Government Financial
Statements (LKPD) that have been audited by the Audit Board of Indonesia (BPK) and
included in the Audit Report (LHP) for the period 2018 to 2023. The dataset consists of 78
financial reports from the 13 regencies/cities included in the study. Data collection
techniques include observation, documentation, and a literature review. The data analysis
is conducted using panel data multiple linear regression analysis, assisted by Eviews 12

software.

Results

Results of Descriptive Statistical Analysis

Descriptive statistics focus on the collection, processing, and presentation of
information to provide a clearer understanding of a particular event or condition.
Descriptive statistics help transform scattered numerical data into information that is
easier to read and interpret. By converting raw data into a more structured form,
descriptive statistics enable individuals to identify patterns or characteristics inherent in

the data (Martias, 2021). The following presents a more detailed explanation.

Table 5. Average Efficiency of Regional Financial Performance in Regencies/Cities of

Central Sulawesi Province for the Period 2018-2023

Tahun
Description Average
2018 2019 2020 2021 2022 2023

Regional
Financial 89,25 81,14 92,39 95,62 99,46 103,00 93,48
Performance

Efficient Efficient Less Less Less Not Less
Criteria

Enough Enough Efficient Efficient Efficient Efficient Efficient

Source: LHP LKPD of Central Sulawesi Province for Years 2018-2023 (Data Processed)

Table 5 illustrates the efficiency ratio achievements, where the lowest average
efficiency ratio occurred in 2019, recorded at 81,14%. This condition is closely related to
the earthquake that occurred in 2018. The natural disaster led to several affected regions
receiving grant funds as post-disaster recovery assistance. These grants helped restore the
balance between regional revenue and expenditure, allowing local governments to allocate
more funds for development and public services without increasing the budget deficit.

The highest average efficiency ratio was recorded in 2023, reaching 103,00%. This

was due to a significant increase in regional expenditures, particularly in operational and

262



Jurnal Ilmu Perbankan dan Keuangan Syariah Vol. 7, No. 2 (2025), page 252-276

capital spending, compared to previous years. However, the increase in expenditures was
not accompanied by a proportional rise in regional revenues, resulting in an imbalance
between spending and income. This imbalance adversely affected the efficiency of regional
financial management.

Based on the explanation above, the financial performance of regional governments,
measured by the efficiency ratio during the 2018-2023 fiscal period, had an average of
93,48%. This figure indicates that regional financial performance was relatively inefficient.
This situation implies a decline in financial management effectiveness, as higher efficiency
ratios reflect a greater amount of funds required to generate revenue. In other words, local
authorities had to allocate substantial financial resources to generate income, which

ultimately placed a burden on the regional budget.

Table 6. Average Financial Dependence of Regencies/Cities of Central Sulawesi Province

for the Period 2018-2023

Tahun

Description Average

2018 2019 2020 2021 2022 2023
Regional
Financial 87,03 7990 8300 8717 8831 8820 8560
Dependence

Very Very Very Very Very Very Very
Criteria

High High High High High High High
Source: LHP LKPD of Central Sulawesi Province for Years 2018-2023 (Data Processed)

Based on Table 6, the average dependence ratio of 85,60 percent indicates a very high
level of financial dependence on the central government. From 2018 to 2023, the
dependence ratio consistently remained above 70 percent, showing fluctuations
throughout the period. The lowest ratio was recorded in 2019 at 79.90 percent, while the
highest occurred in 2022 at 88,31 percent.

This high level of dependence reflects the limited capacity of local governments to
generate independent revenue, leaving them reliant on central transfers to meet public
needs. Contributing factors include the lack of industrial sectors, weak investment appeal,
and limited innovation in local asset management. Therefore, local governments must
undertake strategic efforts to optimize local resource potential and strengthen financial

governance to support community welfare.
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Table 7. Average Financial Independence of Regencies/Cities of Central Sulawesi Province

for the Period 2018-2023

Tahun
Description Average

2018 2019 2020 2021 2022 2023
Regional
Financial 9,72 9,92 11,48 11,83 11,56 13,78 11,38
Independence

Very Very Very Very Very Very Very
Criteria

Low Low Low Low Low Low Low
Regional Instruc- Instruc- Instruc- Instruc- Instruc- Instruc- Instruc-
Capability tive tive tive tive tive tive tive

Source: LHP LKPD of Central Sulawesi Province for Years 2018-2023 (Data Processed)

Table 7 shows an increase in the average regional financial independence ratio from
2018 to 2023.1In 2018, the independence level was at its lowest, 9,72 percent, while in 2023,
it reached its peak at 13,78 percent. Although the trend indicates progress, the figures
remain far from the ideal standard of fiscal autonomy. Despite an increase in local own-
source revenue, it has not been significant enough to reduce reliance on central government
support.

This condition reflects that while efforts to boost local income are ongoing, they have
yet to substantially impact financial self-reliance. Most regional expenditures are still
dependent on external funding, limiting local governments’ fiscal policymaking capacity.
The average independence ratio of 11,38% in Central Sulawesi indicates an instructive
relationship pattern, where central authority remains dominant over local autonomy
highlighting a high dependency on central transfers. Therefore, local governments are
urged to continue innovating and enhancing their financial independence in the coming

years.

Table 8. Average Effectiveness of Local Own-Source Revenue in Regencies/Cities of

Central Sulawesi Province for the Period 2018-2023

Tahun
Description Average
2018 2019 2020 2021 2022 2023

Effectiveness

of Local 90,43 96,17 98,38 105,95 95,61 100,99 97,92
Own-Source
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Revenue

Very Very

Criteria ; : ; Effective Effective
Effective Effective Effective Effective Effective

Source: LHP LKPD of Central Sulawesi Province for Years 2018-2023 (Data Processed)

Table 8 reveals that the average effectiveness of Local Own-Source Revenue (PAD)
reached 97,92%, which falls into the effective category. This high level of effectiveness
indicates that between 2018 and 2023, local governments were able to achieve revenue
targets close to their projections. It reflects improvements in optimizing revenue collection
based on planned objectives.

PAD effectiveness serves as a key indicator in evaluating the quality of local financial
management. When actual PAD approaches or exceeds the targeted amount, it signifies that
planning, monitoring, and implementation of revenue management strategies are
functioning effectively. However, local governments must exercise caution in calculating the
costs associated with collecting PAD to ensure efficiency. Achieving revenue targets

becomes ineffective if the cost of collection exceeds the revenue gained.

Selection of Panel Data Regression Model

The selection of the most appropriate model in multiple regression using panel data
involves three main approaches: the common effect model, the fixed effect model, and the
random effect model. To determine the most suitable model, a series of statistical tests are
conducted. The Chow test serves as an initial step to identify the appropriate panel data

model, specifically between the common effect and fixed effect models.

Tabel 9. Chow Test

Effects Test Statistic d.f. Prob.
Cross-section F 2,076671 (12,58) 0,0330
Cross-section Chi-square 26,450109 12 0,0093

Source: Data Processed Using Eviews 12

The Chow test results show a probability value for the Cross-section Chi-square of
0,0093. Since this value is less than 0,05, it can be concluded that the fixed effect model is
more appropriate than the common effect model. Subsequently, the Hausman test is
conducted to determine the more suitable model between the fixed effect and random effect

models.
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Tabel 10. Hausman Test
Test Summary Chi-Sq. Statictic Chi-Sq. d.f. Prob.
Cross-section random 16,366670 3 0,0010

Source: Data Processed Using Eviews 12

The Hausman test results show a probability value of 0,0010, which is less than 0,05,
indicating that the random effects model is rejected. Therefore, the fixed effects model is the
most appropriate for this study.

Results of Classical Assumption Testing

Table 11. Classical Assumption Test Result

Classical Assumption Test Criteria Result Decision
Normality
The data are normally
Jarque-Bera Test P-value > 0,05 0,958
distributed
Multicollinearity
X1 and X2 -0,614
Correlation There is no issue of
X1 and X3 -0,138
Value < 0,9 multicollinearity
X2 and X3 -0,002
Heteroscedasticity
X1 0,089
No heteroscedasticity
X2 P-value > 0,5 0,165
is present
X3 0,056

Source: Data Processed Using Eviews 12

Normality testing aims to evaluate whether the independent and dependent variables
follow a normal distribution. In this study, the Jarque-Bera test was employed (Sugyanto et
al, 2022). The Jarque-Bera test results show a probability value of 0,958, which is greater
than 0,05. This indicates that the data used in this study are normally distributed.

Multicollinearity analysis is an essential step in applying a regression model, aiming
to detect the presence of interrelationships among independent variables. If the correlation
value is below 0,90, it can be concluded that multicollinearity is not present (Sari et al.,

2024). Based on the analysis, it was found that all independent variables in the research
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model had correlation values below the threshold, indicating that the model does not suffer
from multicollinearity issues.

Heteroscedasticity testing is conducted to determine whether there is any inequality
in the variance of residuals across observations in the regression equation. One method to
identify this issue is the Glejser test (Sugyanto et al, 2022). The results of the
heteroscedasticity analysis using the Glejser test revealed that the probability values for
each tested variable were greater than 0,05. These values indicate that the error variance in
the regression model is not influenced by the independent variables, suggesting no
indication of heteroscedasticity in this study’s data.

Panel Data Regression

Based on the model selection test results, it was found that the most appropriate
model to describe the relationship among the variables in this study is the Fixed Effect
Model.

Tabel 12. Fixed Effect Model

Variabel Coefficient Std. Error t-Statistic Prob.

C 18,895 11,656 1,621 0,110

X1 0,903 0,115 7,864 0,000

X2 1,186 0,344 3,449 0,001

X3 -0,110 0,059 -1,853 0,069

Cross-section fixed (dummy variables)
R-squared 0,601 Mean dependent var 98,703
Adjusted R-squared 0,498 S.D.dependent var 8,500
S.E. of regression 6,023 Akaike info criterion 6,618
Sum squared resid 2103,860 Schwarz criterion 7,116
Log likehood -228,857 Hannan-Quinn criter. 6,816
F-statistic 5,826 Durbin-Watson Stat 1,745
Prob(F-statistic) 0,000

Source: Data Processed Using Eviews 12
Based on the results presented, it can be concluded that the obtained regression
equation is as follows:

Y =18,895+0,903X;: + 1,186X> - 0,110X3 + e

Results of Partial Significance Test (T-test)

Based on Table 12, the following conclusions can be drawn: The variable of regional
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financial dependency shows a regression coefficient of 0,903 with a positive direction. The

obtained t-value is 7,864 with a significance level of 0,000. Since the significance value is

less than the 0,05 threshold, it can be concluded that regional financial dependency has a

significant affects on regional financial performance. Therefore, the first hypothesis (H1) is

accepted.

The variable of regional financial independence shows a regression coefficient of
1,186 with a positive direction. The obtained t-value is 3,449 with a significance level of
0,0011. Since the significance value is less than the 0,05 threshold, it can be concluded that
regional financial independence significantly affects regional financial performance. Thus,
the second hypothesis (H2) is accepted.

The variable of the effectiveness of local own-source revenue shows a regression
coefficient of -0,110 with a negative direction. The obtained t-value is -1,853 with a
significance level of 0,069. Since the significance value is greater than the 0,05 threshold, it
can be concluded that the effectiveness of local own-source revenue does not significantly
affects regional financial performance. Therefore, the third hypothesis (H3) is rejected.
Results of Simultaneous Significance Test (F-test)

Based on Table 12, the F-statistic value is 5,826 and the probability (F-statistic) is
0,000, which is less than 0,05. This indicates a statistically significant simultaneous effect of
regional financial dependence, regional financial independence, and the effectiveness of
local own-source revenue on regional financial performance. Therefore, it can be concluded
that the fourth hypothesis (H4) is accepted.

Results of the Coefficient of Determination Test

Based on Table 12, the coefficient of determination or Adjusted R? value is 0,498. This
figure indicates that approximately 49,8% of the variation in regional financial performance
can be explained by the independent variables analyzed in this study. Meanwhile, the
remaining 50,2% reflects the influence of other factors not accounted for in this research.
Thus, although this model is fairly capable of explaining a significant portion of regional
financial performance, there are additional factors that warrant further investigation to gain

a more comprehensive understanding of these dynamics.

Discussion
The Effect of Regional Financial Dependency on Regional Financial Performance

In this study, the financial efficiency ratio of local governments is used as the primary
indicator to evaluate regional financial performance. The analysis reveals that a high level

of financial dependence on the central government significantly contributes to an increase
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in the financial efficiency ratio. However, it is important to note that a higher efficiency ratio
in this context actually indicates lower financial performance, as a high efficiency ratio
reflects inefficiency in public financial management. Thus, it can be concluded that financial
dependence negatively affects the overall financial performance of local governments.

The descriptive analysis supports this finding, showing that the average financial
dependence ratio of local governments reaches 85.60 percent. This figure reflects the
predominant role of central government transfers in financing regional budgets and
highlights the weak fiscal capacity of local governments to generate their own revenues.
Ideally, transfer funds should serve as supporting instruments to strengthen local fiscal
capacity through the enhancement of local own-source revenue (PAD). However, in
practice, many regions tend to be structurally dependent on transfer funds without making
significant efforts to optimize their own revenue potential.

This high level of financial dependence creates an unsustainable fiscal environment
and hinders regional innovation in developing alternative sources of income. Persistent
dependence fosters a passive attitude among local governments in formulating strategic
fiscal policies, leading them to prioritize the consumption of transfer funds for routine
expenditures rather than long-term development financing. As a result, budget allocations
for infrastructure development and public service improvement become limited, ultimately
affecting the quality of public services and overall community welfare.

Furthermore, high financial dependence is often accompanied by weak accountability
and inefficiency in budget utilization. Transfer funds that should ideally support
development are frequently allocated to cover operational and administrative expenses.
This practice further deteriorates the fiscal condition of local governments and hampers
sustainable improvement in financial performance.

This research is supported by studies conducted by (Meilanda et al.,, 2023), which
demonstrate that the level of financial dependency has a negative effect on regional financial
performance. Similar findings were reported by (Firmansyah, 2024), who revealed that a
high dependency on transfer funds is associated with poor regional financial performance.
However, these results differ from those of (Sunardi et al,, 2021), who found that the level

of dependency has a positive effect on regional financial performance.

The Effect of Regional Financial Independence on Regional Financial Performance
In this study, the local government financial efficiency ratio is used as a primary
indicator to evaluate regional financial performance. The analysis results indicate that the

level of financial independence has a positive relationship with the financial efficiency ratio.
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However, this increase in the efficiency ratio actually reflects a decline in financial

performance, as a higher efficiency ratio signifies greater costs incurred in generating fiscal

outputs, ultimately indicating inefficiencies in public financial management. Thus, it can be

concluded that financial independence negatively affects the financial performance of local

governments.

The descriptive analysis supports these findings, showing that the average financial
independence ratio of local governments is only 11.38 percent. This figure reflects the
predominantly instructive relationship between central and local governments, with the
central government maintaining dominant control over regional financing. This condition
illustrates that most local governments are still unable to independently fund their
operational and development needs due to the low contribution of local own-source
revenue (PAD) to their total income.

The low level of financial independence reflects the suboptimal innovation of local
governments in exploring local economic potential. Many regional administrations have not
demonstrated sufficient effort to expand their tax and levy base or to improve the
effectiveness of local own-source revenue collection in an active, rigorous, and systematic
manner. This limitation results in regional budgets being more focused on financing internal
government activities such as routine and operational expenditures rather than
development programs that directly benefit the community.

The data analysis further reveals that increasing financial independence without
efficient financial management tends to result in the misallocation and waste of public
resources, thereby diminishing the overall financial performance of local governments.
When local revenue increases are not accompanied by needs based and priority driven
budgeting, financial independence rather than becoming a strategic strength transforms
into a structural weakness. This is evident in the limited proportion of the budget allocated
to productive sectors that have the potential to drive sustainable regional economic growth.

The research conducted by (Putri & Darmayanti, 2019) indicates that local
governments with a high level of financial independence are expected to exhibit good
financial performance. However, if a high level of independence is not accompanied by
optimal financial performance, local governments need to undertake improvement efforts
moving forward. In line with this, the study by (Rahmadhanty & Firmansyah, 2025) reveals
that the level of financial independence of a region has a negative effect on the financial
performance of local governments. This is attributed to low revenues from the tax and
retribution sectors, which have not been sufficient to support regional expenditures

required for public services and development. This finding contrasts with the results found
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by (Burhan et al., 2022) Said, who demonstrated that the level of financial independence

positively effects the financial performance of local governments.

The Effect of Effectiveness of Local Own-Source Revenue on Regional Financial
Performance

In this study, the local government financial efficiency ratio is used as an indicator to
measure the financial performance of local governments. The results of the study show that
the effectiveness of local own-source revenue has no effect on the local government
financial efficiency ratio. This means that both an increase or decrease in the effectiveness
of local own-source revenue has not been able to affect the financial efficiency ratio, which
reflects the optimality of local government financial management.

The results of the descriptive statistical analysis indicate that the average
effectiveness of locally generated revenue (PAD) reaches 97.92 percent, which falls into the
effective category. This demonstrates that local governments have been able to optimize the
collection oflocal own-source revenue in accordance with the established targets. When the
realization of PAD approaches or even exceeds the predetermined targets, it signifies that
the planning, monitoring, and implementation of policies related to PAD collection have
been carried out effectively.

The data analysis results indicate that neither an increase nor a decrease in the
effectiveness of local own-source revenue has a significant effect on the financial
performance of local governments. This is because the high effectiveness ratio observed in
local own-source revenue effectiveness does not reflect the actual situation. Local
governments tend to set targets or budgets that are lower than the real potential of their
region. As a result, local governments can easily meet targets without putting in much effort
to optimize revenue. Consequently, even though local own-source revenue targets are met,
the amount collected remains relatively low and does not align with the costs required for
operational and capital expenditures. This leads local governments to still depend on
transfer funds from the central government.

This is supported by the Audit Report (LHP) on the 2023 Local Government Financial
Report (LKPD), in which the Audit Board of the Republic of Indonesia (BPK) Representative
Office for Central Sulawesi identified issues in the management of taxpayer revenue. These
issues stem from assessments that did not comply with regulations and suboptimal
collection efforts. Moreover, there are potential sources of tax revenue that have not yet

beenrealized and therefore have not contributed to the region’s actual income. For instance,
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Non-Metal and Rock Minerals (MBLB) Tax and Street Lighting Tax (P]) on self-generated

electricity have not been effectively implemented (Channel Sulawesi, 2024).

According to the research by (Evlyn & Rahayu, 2018), although local governments
succeeded in achieving local own-source revenue (PAD) above the set targets, the existing
PAD remains insufficient to cover operational budget needs. Consequently, if operational
expenditures are not adequately met, capital expenditures related to infrastructure and
public facility development are also at risk of underperformance. Similarly, the study by
(Ijtihad & Harsono, 2024) found that the effectiveness of PAD does not significantly affect
regional financial performance. However, this finding contradicts the research by
(Permatasari & Trisnaningsih, 2022), which highlights the crucial role of PAD management

effectiveness in influencing local government financial performance

Conclusion

The main objective of this study is to analyze the effect of financial dependence,
financial independence, and the effectiveness of local own-source revenue (PAD) on the
financial performance of local governments by using the efficiency ratio as an indicator of
financial performance. This study employs a quantitative method using a panel data
regression approach to analyze financial data from regencies/cities in Central Sulawesi
Province for the period 2018-2023.

The results show that financial dependence and financial independence have a
significant effect on the efficiency ratio, where increases in both variables negatively
impact the financial performance of local governments. Meanwhile, the effectiveness of
PAD does not have a significant effect on the efficiency ratio, indicating that the
effectiveness of PAD management has not been able to optimally improve financial
performance.

The implications of these findings are expected to serve as an evaluation tool for
governments in improving financial management strategies to reduce dependence on
central government transfers and to enhance fiscal independence. Efforts such as
optimizing tax and retribution collection, increasing regional investment, and improving
efficiency in public expenditure management should be key priorities in enhancing local
government financial performance.

The limitations of this study lie in the restricted scope of data, which covers only a
few years and specific regions, and the exclusive focus on financial ratios without
considering non-financial factors such as governance and human resource capacity.

Therefore, future researchers are advised to expand the scope of regions and observation
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periods, and to include relevant qualitative variables in order to obtain more

comprehensive and in-depth research results.
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