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 This study is motivated by the importance of fiscal policy in improving the 

financial performance of local governments in the decentralization era. The 

purpose of this study is to analyze the effect of local own-source revenue, 

intergovernmental transfers, and regional expenditure on the financial 

performance of local governments in Indonesia. This research uses a 

quantitative approach with secondary data derived from local government 

financial reports and regional budgets for the period 2020 to 2024 obtained 

from official government institutions. The analytical method employed is 

panel data multiple linear regression using EViews software. The results 

show that local own-source revenue and regional expenditure have a 

positive and significant effect on financial performance, while 

intergovernmental transfers have a negative and significant effect. 

Simultaneously, all independent variables significantly influence financial 

performance. These findings indicate that optimizing integrated fiscal 

policies is essential to improve local government financial performance. 

This study concludes that strengthening fiscal independence and effective 

expenditure management are key factors in enhancing the quality of regional 

financial management.  
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Introduction 

Regional government financial management is a crucial aspect of effective and 

accountable governance (Rabban, 2020). Within the framework of fiscal decentralization, 

regional governments are empowered to manage financial resources independently to 

improve public welfare (Wijaya, 2019). Regional fiscal policy is the primary instrument for 

regulating regional revenues and expenditures through the Regional Budget (APBD) (Azifi, 

2022). Through this policy, regional governments are expected to allocate resources 

efficiently and effectively (Sendika et al., 2025). Therefore, regional financial performance 

is a crucial indicator in assessing the success of fiscal policy implementation. 

https://jurnal.erapublikasi.id/index.php/IJOMS
https://creativecommons.org/licenses/by-sa/4.0/
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Empirically, regional financial conditions in Indonesia still demonstrate a high 

dependence on transfer funds from the central government. Data from the Ministry of 

Finance of the Republic of Indonesia shows that the average contribution of transfer funds 

to total regional revenue has remained above 60% in recent years (Ministry of Finance of 

the Republic of Indonesia, 2023). Meanwhile, the contribution of Regional Original Income 

(PAD) in many regions remains relatively low, particularly in regions with limited economic 

bases. This imbalance indicates that regional fiscal capacity is not yet fully self-sufficient. 

This condition has the potential to impact regional financial performance in terms of the 

efficiency and effectiveness of budget management. 

Regional fiscal policy essentially encompasses three main components: regional 

revenue, transfer funds, and regional expenditure (Erizona et al., 2025). Regional original 

revenue reflects a region's ability to tap local economic potential as a source of development 

financing (Ma'ruf & Andriansyah, 2022). Transfer funds, such as the General Allocation 

Fund (DAU) and the Special Allocation Fund (DAK), serve as instruments for fiscal equality 

between regions (Laksana, 2024). Meanwhile, regional expenditure reflects government 

policy priorities in supporting public services and development (Napitupulu, 2023). The 

interaction between these three components significantly determines the quality of regional 

financial management. 

Regional government financial performance is often measured using various 

indicators, such as the independence ratio, efficiency ratio, and effectiveness ratio (Halim & 

Kusufi, 2017). The independence ratio indicates the extent to which a region is able to 

finance its own needs without relying on the central government (Mahmudi, 2019). The 

efficiency ratio illustrates a region's ability to optimally manage expenditures (Fitriyah & 

Fauzy, 2016). Meanwhile, the effectiveness ratio measures the level of achievement of 

regional revenue targets (Ismail & Fatah, 2025). These three indicators serve as important 

benchmarks in assessing the success of regional fiscal policies. 

However, in practice, various problems remain in regional financial management 

(Rohman, 2021). One of the main issues is the low optimization of Regional Original 

Revenue (PAD) due to limited policy innovation and a weak regional tax collection system 

(Nurfatriani et al., 2015). Furthermore, the use of transfer funds is often not fully directed 

towards programs that directly impact community welfare (Latifah & Rosyadi, 2024). 

Regional spending also tends to be dominated by operational expenditures rather than 

productive capital expenditures (Raysharie et al., 2024). This condition indicates 

inefficiency in regional fiscal management. 

On the other hand, the implementation of appropriate fiscal policies is expected to 

improve the quality of regional financial performance (Saputro et al., 2025). Increasing local 

revenue (PAD) can strengthen fiscal independence and reduce dependence on central funds 

(Haris et al., 2025). Optimizing the use of transfer funds can improve equitable development 

across regions (Mulyono et al., 2025). Meanwhile, effective management of regional 
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expenditures can encourage local economic growth (Erizona et al., 2025). Thus, fiscal policy 

plays a strategic role in improving the financial performance of regional governments. 

In the context of public sector accounting, regional financial management is not only 

required to be transparent and accountable but also to demonstrate optimal performance 

(Rabban, 2020). Financial information generated from regional government financial reports 

serves as the basis for decision-making by various stakeholders (Azifi, 2022). Therefore, 

analyzing the factors influencing regional financial performance is crucial (Wijaya, 2019). 

A comprehensive understanding of the relationship between fiscal policy and regional 

financial performance can provide a clearer picture of the effectiveness of regional budget 

management in Indonesia (Ma'ruf & Andriansyah, 2022). 

Various previous studies have examined the relationship between fiscal policy and 

local government financial performance from various perspectives. Aithan (2025) found that 

regional financial performance can be comprehensively assessed through an analysis of 

regional budget ratios, which reflect the effectiveness of regional budget management. 

Arizona (2025) demonstrated that regional budget utilization policies significantly influence 

local government performance, particularly in public service aspects. Disastra et al. (2025) 

revealed that financial performance evaluation based on regional budget realization ratios 

can provide an accurate picture of the efficiency and effectiveness of regional financial 

management. 

Other studies also highlight the importance of fiscal policy in improving the quality 

of regional financial management. Kelen (2025) found that the effectiveness of fiscal policy 

plays a role in optimizing priority programs through targeted public spending allocation. 

Lakoro (2025) showed that fiscal pressure influences the level of accountability in regional 

budget management in local governments. Toamain et al. (2025) concluded that local 

government financial performance is significantly influenced by the ability to manage 

regional revenues and expenditures in a balanced manner. 

Although various studies have examined regional financial performance and fiscal 

policy, there are still limitations in integrating all components of fiscal policy, such as 

Regional Original Revenue, transfer funds, and regional expenditure, into a single, 

comprehensive quantitative analysis model. Most studies tend to focus on a single aspect, 

such as budget effectiveness or fiscal pressure, without considering the simultaneous 

relationship between variables that influence regional financial performance. Furthermore, 

previous research has been limited to case studies in specific regions, thus not providing a 

broader national picture. Therefore, this study aims to quantitatively analyze the influence 

of fiscal policy on regional government financial performance using a more comprehensive 

approach. This research is expected to provide academic contributions to the development 

of public sector accounting science and serve as a reference for regional governments in 

improving the quality of regional budget management. 
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Method 

This study uses a quantitative approach with an associative research type that aims 

to examine the relationship between fiscal policy and local government financial 

performance. The data used are secondary data in the form of Regional Government 

Financial Reports (LKPD) and the realization of the Regional Revenue and Expenditure 

Budget (APBD) in district/city governments in Indonesia during the 2020–2024 period. Data 

sources were obtained from official publications of the Ministry of Finance of the Republic 

of Indonesia through the Directorate General of Fiscal Balance (DJPK) and from the Central 

Statistics Agency (BPS), which provides regional financial statistics. The sampling 

technique used purposive sampling with the criteria of local governments having complete 

and consistent financial report data throughout the study period. The unit of analysis in this 

study is the district/city government with a five-year observation period, thus forming panel 

data. 

The independent variables in this study consist of Regional Original Revenue (PAD), 

transfer funds, and regional expenditure. PAD is measured using the ratio of PAD 

contribution to total regional revenue, which reflects the level of regional fiscal 

independence. Transfer funds are measured through the proportion of transfer funds (DAU 

and DAK) to total regional revenue, which indicates the level of dependence on the central 

government. Regional expenditure is measured using the ratio of capital expenditure to total 

regional expenditure as an indicator of the quality of budget allocation. The dependent 

variable, namely regional financial performance, is measured using several indicators, 

namely the independence ratio, efficiency ratio, and effectiveness ratio. The independence 

ratio is calculated from the comparison of PAD to total regional revenue, the efficiency ratio 

is measured from the comparison of expenditure realization to revenue realization, while the 

effectiveness ratio is calculated from the comparison of PAD realization to PAD target. To 

obtain a comprehensive financial performance value, the three indicators will first be 

normalized and then given a score using the composite index method by calculating the 

average of the standardized values (z-score), resulting in a single regional financial 

performance score. 

The data analysis techniques used in this study include descriptive statistical analysis, 

normality tests, and regression tests. Descriptive analysis is used to describe the 

characteristics of each research variable, such as the average, minimum, maximum, and 

standard deviation values. A normality test is performed first to ensure that the data is 

normally distributed and thus meets the requirements for regression analysis. Next, 

hypothesis testing is conducted using multiple linear regression analysis based on panel data 

to determine the effect of PAD, transfer funds, and regional expenditures on regional 

financial performance. The regression model will be estimated using the common effect, 

fixed effect, and random effect approaches, then the best model is selected through the Chow 

test and the Hausman test. Data processing is carried out with a significance level of 5% (α 

= 0.05). The results of the analysis are then interpreted to determine the direction and 
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strength of the influence of each independent variable on regional government financial 

performance. 

 

Results and Discussion 

Before testing the hypothesis using regression, an initial analysis of the research data 

was first carried out to ensure the characteristics of the data and the appropriateness of its 

distribution. 

Table 1. Results of Descriptive Statistical Analysis 

Variables N Minimum Maximum Mean Standard Deviation 

PAD 150 0.05 0.45 0.21 0.10 

Fund Transfer 150 0.40 0.90 0.68 0.12 

Regional Shopping 150 0.10 0.60 0.32 0.11 

Financial performance 150 -1.20 1.35 0.00 0.75 

Descriptive statistical analysis shows that the Regional Original Income (PAD) 

variable has an average value of 0.21 with a minimum value of 0.05 and a maximum of 0.45, 

indicating variations in regional capabilities in exploring local revenue potential. The 

transfer fund variable has the highest average value of 0.68, indicating that most regions still 

rely on transfers from the central government. Regional expenditure has an average value of 

0.32 with moderate variation, reflecting differences in budget allocations between regions. 

Meanwhile, the normalized financial performance variable has an average close to zero, with 

a standard deviation of 0.75, indicating a relatively balanced data distribution after 

standardization. 

Table 2. Normality Test Results 

Variables Jarque-Bera Probability Information 

Residual Model 1,845 0.397 Normally distributed 

The results of the normality test using the Jarque-Bera method indicate that the 

probability value of 0.397 is greater than the 0.05 significance level, thus concluding that the 

residual data in the research model is normally distributed. This indicates that the normality 

assumption has been met and the data is suitable for use in further regression analysis. By 

meeting the normality test, the regression model used is expected to produce unbiased and 

reliable estimates in explaining the relationship between fiscal policy variables and local 

government financial performance. 

Table 3. Chow Test Results (Common Effect vs Fixed Effect) 

Chow Test Mark 

Cross-section F 5,732 

Prob. 0.000 

Decision Fixed Effect 

The Chow test results indicate that the probability value of 0.000 is less than the 0.05 

significance level, thus the Fixed Effect model is more appropriate than the Common Effect 

model. This indicates that there are significant differences in characteristics between local 
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governments that need to be accommodated in the research model. Therefore, the Fixed 

Effect model was selected as a temporary model in the panel data analysis before further 

testing using the Hausman test. 

Table 4. Hausman Test Results (Fixed Effect vs Random Effect) 

Hausman test Mark 

Chi-Square 9,214 

Prob. 0.027 

Decision Fixed Effect 

The Hausman test results show that the probability value of 0.027 is less than 0.05, 

indicating that the Fixed Effect model is more appropriate than the Random Effect model. 

This indicates that individual differences (cross-section) are correlated with the independent 

variables in the model. Therefore, the Fixed Effect model was selected as the best model in 

this study to estimate the influence of fiscal policy on local government financial 

performance. 

Table 5. Regression Test Results (t-Test) 

Variables t-Statistic Probability Information 

PAD 4,672 0.000 Significant 

Fund Transfer -3.215 0.002 Significant 

Regional Shopping 2,978 0.004 Significant 

The results of the regression test (t-test) indicate that all independent variables have 

a significant influence on regional financial performance. The Regional Original Income 

(PAD) variable has a probability value of 0.000, which is smaller than 0.05, so it has a 

significant positive effect on regional financial performance. The transfer fund variable has 

a probability value of 0.002, which is also smaller than 0.05, but with a negative direction of 

influence, indicating that the higher the dependence on transfer funds, the lower the regional 

financial performance tends to be. Meanwhile, the regional expenditure variable has a 

probability value of 0.004, indicating a positive and significant influence on regional 

financial performance. 

Table 6. Results of the Determination Coefficient Test (R-Square) 

Model R-Squared Adjusted R-Squared Prob (F-statistic) 

Fixed Effect Model 0.621 0.598 0.000 

The results of the determination coefficient test show that the R-Squared value is 

0.621, which means that 62.1% of the variation in regional financial performance can be 

explained by the variables of Regional Original Income (PAD), transfer funds, and regional 

expenditure in the research model. Meanwhile, the remaining 37.9% is explained by other 

variables outside the model that were not examined in this study. The Adjusted R-Squared 

value of 0.598 indicates that the model used has a fairly good level of fit after being adjusted 

for the number of variables in the model. In addition, the F-statistic probability value of 

0.000 indicates that the simultaneous regression model is significant in explaining the 

relationship between the independent and dependent variables. 

The results of the study indicate that Regional Original Income (PAD) has a positive 

and significant impact on the financial performance of local governments. This finding 
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indicates that the greater a region's ability to explore local revenue potential, the better its 

level of independence and effectiveness of financial management. This is in line with Aithan 

et al. (2025), who found that regional financial performance is significantly influenced by 

the optimization of regional revenue through the Regional Budget (APBD). Furthermore, 

Ndaparoka (2018) also emphasized that fiscal independence is an important indicator in 

increasing the accountability and transparency of regional financial management. This 

finding is further supported by Setianda et al. (2025), who stated that increasing fiscal 

independence through the optimization of regional revenue can encourage efficiency and 

sustainable regional development. 

The transfer fund variable in this study showed a negative and significant impact on 

regional financial performance. This suggests that high dependence on transfer funds from 

the central government can reduce the level of independence and efficiency of regional 

financial management. This finding is consistent with research by Lakoro (2025), which 

states that fiscal pressure due to dependence on external funds can impact the accountability 

of regional budget management. Furthermore, Pertiwi and Reviandani (2022) also found that 

regional fiscal health tends to decline when the proportion of transfer funds is more dominant 

than local revenue. Sugiri and Firdausyia (2021) also confirm that external pressures, 

including fiscal dependence, can impact regional fiscal resilience in facing various economic 

challenges. 

The research results also show that regional spending has a positive and significant 

impact on regional financial performance. This indicates that well-targeted spending 

management can improve the efficiency and effectiveness of regional financial performance. 

This finding aligns with Kelen (2025), who stated that the effectiveness of fiscal policy is 

significantly influenced by the optimization of public spending to support regional priority 

programs. Furthermore, Arizona (2025) found that the appropriate use of the regional budget 

(APBD) can significantly improve regional government performance. Fitriyani and Fietroh 

(2020) also emphasized that the quality of regional spending realization is a critical factor in 

determining the success of APBD management. 

Simultaneously, the three fiscal policy variables—PAD, transfer funds, and regional 

expenditure—have been shown to significantly influence the financial performance of 

regional governments. This demonstrates that regional fiscal management cannot be viewed 

in isolation but must be analyzed comprehensively through the interactions between fiscal 

policy components. This finding is supported by Disastra et al. (2025), who state that 

evaluation of regional financial performance must be conducted comprehensively through 

various APBD ratio indicators. Toamain et al. (2025) also emphasize that the balance 

between regional revenue and expenditure is the main key to improving regional government 

financial performance. Thus, integration between revenue sources and expenditure 

allocations is a crucial factor in creating optimal regional financial management. 

Furthermore, the results of this study also indicate that fiscal policy plays a strategic 

role in promoting public welfare by improving regional financial performance. This aligns 

with Kusreni and Suhab (2009), who stated that regional budget policies have a direct impact 

on public welfare. Zafnil (2026) also found that effective regional budget management can 
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significantly improve regional development outcomes. Furthermore, these findings reinforce 

previous research that emphasized the importance of fiscal policy in maintaining economic 

stability and improving the quality of public services in the regions. 

Although this study provides significant findings, there are several limitations that 

should be considered. First, the study only used three independent variables, thus not fully 

reflecting all factors influencing regional financial performance. Second, the use of 

secondary data from regional government financial reports may pose limitations in data 

quality and consistency. Third, the limited research period of 2020–2024 does not adequately 

capture the long-term dynamics of regional fiscal policy. Furthermore, this study did not 

consider non-financial factors such as governance quality and human resource capacity, 

which can also influence regional financial performance. Therefore, future research is 

expected to develop a more comprehensive model by adding other variables and expanding 

the research period. 
 

Conclusion 

This study concludes that fiscal policy, consisting of Regional Original Revenue 

(ROV), transfer funds, and regional expenditure, has a significant influence on the financial 

performance of local governments in Indonesia. Both Regional Original Revenue (ROV) 

and regional expenditure have been shown to have a positive effect on financial performance, 

indicating that increasing regional capacity to explore revenue potential and effective 

expenditure management can improve financial performance. Conversely, transfer funds 

have a negative effect, indicating that high dependence on the central government can reduce 

the level of regional fiscal independence. Simultaneously, these three variables are able to 

significantly explain variations in regional financial performance, thus demonstrating the 

importance of integrated fiscal policy management in improving the quality of regional 

budget (APBD) management. 

The implications of this research indicate that local governments need to optimize 

their own-source revenue (PAD) through policy innovation and strengthening the tax and 

levy collection system. Furthermore, transfer fund management should be directed toward 

productive programs that directly impact public welfare. Local governments also need to 

improve the quality of regional spending by allocating the budget to productive expenditures 

oriented toward long-term development. Academically, this research contributes to the 

development of public sector accounting literature, particularly regarding the analysis of 

fiscal policy and regional financial performance using a quantitative, panel-data-based 

approach. 

This study has several limitations, including the use of independent variables that are 

still limited to three aspects of fiscal policy, and the study period that only covers 2020 to 

2024. Furthermore, the use of secondary data may limit the consistency and completeness 

of data across regions. Therefore, future research is recommended to add other variables 

such as governance quality, transparency level, and human resource capacity. Future 

research could also expand the study period and use a mixed-methods approach to obtain 

more comprehensive and in-depth results. 
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