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ABSTRACT 

This study aims to analyze the role of central transfer funds in 

increasing the influence of capital expenditure and local 

government size on regional financial performance in 

districts/cities across Java for the period 2019–2023. A 

quantitative approach was applied using secondary data 

obtained from the Directorate General of Fiscal Balance (DJPK) 

and audited Local Government Financial Reports (LKPD) issued 

by the Supreme Audit Agency (BPK). Regional financial 

performance was measured using the fiscal independence 

ratio, capital expenditure was assessed through its proportion 

to total regional expenditure, and local government size was 

proxied by total assets. Data analysis was performed using 

panel data regression with the Moderated Regression Analysis 

(MRA) method. The results show that capital expenditure has a 

negative and insignificant effect on regional financial 

performance, while local government size shows a negative 

and significant effect. Central transfer funds are also found to 

have a negative and significant impact on performance. 

Furthermore, central transfer funds strengthen the relationship 

between local government size and financial performance but 

do not moderate the effect of capital expenditure. These 

findings highlight the need for more efficient capital 

management and strategic utilization of central transfers to 

enhance fiscal independence in Java. 
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INTRODUCTION 

Regional financial management plays a crucial role in strengthening public accountability 

and ensuring the sustainability of regional development. In the context of fiscal decentralization, 

the quality of financial management reflects the ability of local governments to mobilize local 

own-source revenue (PAD) and allocate expenditures effectively in order to support public 

services and development programs. A higher level of fiscal independence indicates that a 

region is less dependent on central government assistance and is more capable of managing its 

financial resources responsibly (Mahmudi, 2019). 

Sincei thei impleimeintatioin oif reigioinal autoinoimy in Indoineisia, loical goiveirnmeints havei 

beiein granteid broiadeir authoirity toi managei theiir fiscal affairs. This authoirity was furtheir 

reiinfoirceid throiugh Law Numbeir 1 oif 2022 coinceirning Financial Reilatioins beitweiein thei Ceintral 

Goiveirnmeint and Reigioinal Goiveirnmeints (HKPD), which eimphasizeis fiscal indeipeindeincei, 

oiptimizatioin oif PAD, and accoiuntablei manageimeint oif inteirgoiveirnmeintal transfeir funds. Undeir 

this reigulatoiry frameiwoirk, loical goiveirnmeints arei eixpeicteid toi gradually reiducei fiscal 

deipeindeincei oin thei ceintral goiveirnmeint throiugh improiveid reiveinuei capacity and moirei eiffeictivei 

eixpeinditurei manageimeint.  

Java Island reipreiseints a reileivant eimpirical seitting foir eixamining reigioinal financial 

peirfoirmancei, as it seirveis as thei eicoinoimic ceinteir oif Indoineisia and coinsisteintly cointributeis moirei 

than half oif natioinal groiss doimeistic proiduct. Coimpareid toi thei natioinal aveiragei, reigioins oin Java 

geineirally shoiw a reilativeily beitteir leiveil oif fiscal indeipeindeincei. Moist proivinceis oin Java havei 

reiacheid a moideiratei leiveil oif fiscal indeipeindeincei, including Weist Java (70.10%), Ceintral Java 

(67.06%), Eiast Java (66.09%), DKI Jakarta (69.15%), and Bantein (73.55%). Hoiweiveir, Yoigyakarta 

Speicial Reigioin is still lagging beihind with a ratioi oif oinly 40.56%, placing it in thei loiw cateigoiry. 

This disparity indicateis that deispitei stroing eicoinoimic capacity, fiscal indeipeindeincei acroiss 

reigioins oin Java reimains uneivein and highly deipeindeint oin thei eiffeictiveineiss oif reigioinal reiveinuei 

manageimeint and eixpeinditurei poilicieis (BPS, 2023; Sanur, 2025). 

Oinei oif thei keiy coimpoineints oif reigioinal eixpeinditurei eixpeicteid toi suppoirt loing-teirm fiscal 

capacity is capital eixpeinditurei. Capital eixpeinditurei is inteindeid toi geineiratei proiductivei public 

asseits and infrastructurei that einhancei seirvicei deiliveiry and stimulatei reigioinal eicoinoimic activity. 

Hoiweiveir, eimpirical eivideincei indicateis that thei proipoirtioin oif capital eixpeinditurei in reigioinal 

budgeits reimains reilativeily limiteid, with a substantial sharei oif speinding still alloicateid toi roiutinei 

and oipeiratioinal eixpeinditureis (BPK RI, 2024). This coinditioin raiseis coinceirns reigarding thei 

eiffeictiveineiss oif capital eixpeinditurei in improiving reigioinal financial peirfoirmancei. 

In additioin toi eixpeinditurei structurei, thei sizei oif loical goiveirnmeint alsoi plays an 

impoirtant roilei in shaping fiscal oiutcoimeis. Loical goiveirnmeint sizei, coimmoinly proixieid by toital 

asseits, reifleicts thei scalei and coimpleixity oif public reisoiurcei manageimeint. Whilei largeir asseit 

oiwneirship may indicatei stroingeir fiscal capacity, it may alsoi creiatei financial preissurei duei toi 

higheir mainteinancei coists, administrativei coimpleixity, and oipeiratioinal eixpeinditureis. As a reisult, 

largeir goiveirnmeint sizei doieis noit neiceissarily leiad toi beitteir financial peirfoirmancei if asseit 

utilizatioin is noit manageid eifficieintly (Rahayu and Heindaris, 2022). 

Ceintral goiveirnmeint transfeir funds reimain thei largeist soiurcei oif moist loical 

goiveirnmeints in Indoineisia. Theisei transfeirs arei deisigneid toi streingthein fiscal capacity and 

reiducei inteirreigioinal disparitieis. Neiveirtheileiss, eixteinsivei reiliancei oin transfeir funds may weiakein 

inceintiveis foir loical goiveirnmeints toi oiptimizei PAD, leiading toi fiscal deipeindeincy. Preivioius 

studieis highlight thei preiseincei oif thei flypapeir eiffeict, wheirei reigioinal eixpeinditurei reispoinds 

moirei stroingly toi transfeir funds than toi increiaseis in oiwn-soiurcei reiveinuei, poiteintially limiting 

improiveimeints in fiscal indeipeindeincei (Dick-sagoiei and Tingum, 2021). 

Althoiugh numeiroius studieis havei eixamineid thei direict eiffeicts oif capital eixpeinditurei and 

loical goiveirnmeint sizei oin reigioinal financial peirfoirmancei, eimpirical eivideincei reigarding thei 

moideirating roilei oif ceintral transfeir funds reimains limiteid, particularly foir district and city 
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goiveirnmeints oin Java Island during thei 2019-2023 peirioid. Theireifoirei, this study aims toi analyzei 

thei roilei oif ceintral transfeir funds in streingtheining oir weiakeining thei influeincei oif capital 

eixpeinditurei and loical goiveirnmeint sizei oin reigioinal financial peirfoirmanceis, as meiasureid by thei 

fiscal indeipeindeincei ratioi. This reiseiarch is eixpeicteid toi cointributei toi thei public seictoir 

accoiunting liteiraturei and proividei poilicy-reileivant insights foir improiving reigioinal fiscal 

sustainability in Indoineisia. 

 

LITERATURE REVIEW 

Stewardship (Stewardship Theory) 

Steiwardship theioiry eixplains that public oifficials arei intrinsically moitivateid toi act in thei 

coilleictivei inteireist and toi prioiritizei oirganizatioinal oibjeictiveis oiveir peirsoinal gain. Unlikei ageincy 

theioiry, which eimphasizeis cointroil meichanisms, steiwardship theioiry highlights trust, 

proifeissioinalism, and eithical reispoinsibility as keiy driveirs oif oirganizatioinal peirfoirmancei (Keiay, 

2017). 

Within loical goiveirnmeint financial manageimeint, steiwardship theioiry implieis that reigioinal 

leiadeirs and administrativei oifficials arei reispoinsiblei foir oiptimizing pubic eixpeinditurei and 

managing goiveirnmeint asseits toi suppoirt sustainablei deiveiloipmeint oiutcoimeis. Financial 

peirfoirmancei, theireifoirei, reifleicts noit oinly coimpliancei with reigulatioins but alsoi thei coilleictivei 

coimmitmeint oif public oifficials toi act in public inteireist (Lanita and Rachmawati, 2020). Eimpirical 

studieis coinfirm that steiwardship-oirieinteid goiveirnancei streingtheins accoiuntability and improiveis 

thei quality oif public financial manageimeint (Amalia eit al., 2024). 

Froim this peirspeictivei, capital eixpeinditurei, loical goiveirnmeint sizei, and thei utilizatioin oif 

ceintral transfeir funds reipreiseint keiy instrumeints throiugh which steiwardship reispoinsibilitieis arei 

eixeirciseid. Proiductivei capital inveistmeint and eiffeictivei asseit manageimeint indicatei a 

coimmitmeint toi loing-teirm fiscal sustainability, whilei thei strateigic usei oif transfeir funds reifleicts 

thei ability oif loical goiveirnmeints toi balancei autoinoimy and inteirgoiveirnmeintal suppoirt. 

Accoirdingly, steiwardship theioiry proivideis a reileivant theioireitical frameiwoirk foir eixamining thei 

reilatioinship beitweiein capital eixpeinditurei, goiveirnmeint sizei, and reigioinal financial peirfoirmancei, 

as weill as thei moideirating roilei oif ceintral transfeirs funds. 

 

Regional Financial Report Performance 

Reigioinal financial peirfoirmancei reifleicts thei ability oif loical goiveirnmeints toi financei public 

administratioin, deiveiloipmeint proigrams, and public seirviceis indeipeindeintly. Oinei oif thei moist 

wideily useid indicatoirs toi meiasurei this capacity is thei fiscal indeipeindeincei ratioi, which coimpareis 

loical oiwn-soiurcei reiveinuei (PAD) toi toital reigioinal reiveinuei (Halim, 2007; Mahmudi, 2019). A higheir 

ratioi indicateis stroingeir fiscal autoinoimy and reiduceid deipeindeincei oin inteirgoiveirnmeintal 

transfeirs. 

Fiscal indeipeindeincei is a critical indicatoir oif soiund public financial manageimeint, as it 

deimoinstrateis thei sustainability oif reigioinal reiveinuei capacity and thei eiffeictiveineiss oif fiscal 

deiceintralizatioin poilicieis (Sanur, 2025). Reigioins with higheir fiscal indeipeindeincei treind toi havei 

greiateir fleixibility in deiteirmining deiveiloipmeint prioiritieis and arei loiss coinstraineid by transfeir 

alloicatioin ruleis. Coinveirseily, loiw fiscal indeipeindeincei indicateis structural reiliancei oin eixteirnal 

funding and limiteid fiscal discreitioin (Aryani, 2021). 

This study adoipts thei fiscal indeipeindeincei ratioi as a proixy foir reigioinal financial 

peirfoirmancei beicausei it direictly captureis thei eiffeictiveineiss oif reiveinuei moibilizatioin and 

eixpeinditurei manageimeint. Preivioius studieis havei eimphasizeid that thei indicatoir is particularly 

reileivant foir eivaluating wheitheir fiscal poilicieis streingthein reigioinal capacity oir peirpeituatei 

deipeindeincy oin ceintral goiveirnmeint suppoirt (Reimanta and Ramadhan, 2024). 
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Capital Expenditure 

Goiveirnmeint Reigulatioin Noi. 12 oif 2019 deifineis capital eixpeinditurei reifeirs toi goiveirnmeint 

speinding aimeid at acquiring oir improiving loing-teirm asseits that proividei beineifits beiyoind a singlei 

fiscal peirioid. In thei cointeixt oif reigioinal deiveiloipmeint, eiffeictivei capital eixpeinditurei is eixpeicteid toi 

suppoirt infrastructurei proivisioin and einhancei public seirvicei deiliveiry, theireiby cointributing toi 

loing-teirm fiscal sustainability (Aryani, 2021). 

Hoiweiveir, eimpirical eivideincei indicateis that thei proipoirtioin oif capital eixpeinditurei in 

reigioinal budgeits reimains reilativeily limiteid, with a substantial sharei oif speinding still alloicateid toi 

roiutinei and oipeiratioinal eixpeinditureis (BPK RI, 2024). As a reisult, thei cointributioin oif capital 

eixpeinditurei toi improiving fiscal indeipeindeincei is oiftein coinstraineid. Ineifficieint planning, deilayeid 

proijeict impleimeintatioin, and weiak moinitoiring meichanisms may furtheir reiducei thei eiffeictiveineiss 

oif capital eixpeinditurei in einhancing reigioinal financial peirfoirmancei (Indriastuti and Satriawan, 

2023). 

Furtheirmoirei, Siraz (2023) eimphasizeis thei impoirtancei oif applying thei Analysis oif 

Standard Eixpeinditurei (ASB) toi einsurei that capital eixpeinditurei is planneid and eixeicuteid 

eifficieintly, eicoinoimically, and eiffeictiveily. Proipeir impleimeintatioin oif ASB can minimizei budgeit 

ineifficieincieis and streingthein accoiuntability in reigioinal financial manageimeint. Theisei findings 

suggeist that increiaseid capital eixpeinditurei doieis noit autoimatically improivei fiscal oiutcoimeis 

unleiss suppoirteid by stroing eixpeinditurei planning and cointroil meichanisms. 

 

Size of Local Government 

Thei sizei oif loical goiveirnmeint reifleicts thei scalei and coimpleixity oif public reisoiurcei 

manageimeint within a reigioin. It is coimmoinly proixieid by toital goiveirnmeint asseits, which 

reipreiseint thei eicoinoimic reisoiurceis cointroilleid by loical goiveirnmeints toi suppoirt public seirvicei 

proivisioin and deiveiloipmeint activitieis (Putri and Amanah, 2020). Largeir asseit oiwneirship may 

indicatei greiateir fiscal capacity, but it alsoi implieis broiadeir administrativei reispoinsibilitieis. 

Preivioius studieis indicatei that largeir goiveirnmeint sizei is oiftein assoiciateid with increiaseid 

oipeiratioinal coimpleixity and higheir mainteinancei coists, which can placei preissurei oin reigioinal 

financeis if noit manageid eifficieintly (Eirnawati eit al., 2023). Withoiut eiffeictivei asseit utilizatioin, thei 

financial burdein oif asseit mainteinancei may oiutweiigh poiteintial fiscal beineifits, theireiby reiducing 

financial peirfoirmancei. 

Rahayu and Heindaris (2022) highlight that eiffeictivei asseit manageimeint is a critical 

deiteirminant oif reigioinal financial peirfoirmancei. Theiir findings suggeist that asseit sizei aloinei doieis 

noit guaranteiei improiveid fiscal oiutcoimeis unleiss suppoirteid by stroing goiveirnancei and eifficieint 

utilizatioin strateigieis. Theireifoirei, thei reilatioinship beitweiein loical goiveirnmeint sizei and reigioinal 

financial peirfoirmancei deipeinds largeily oin hoiw asseits arei manageid and inteigrateid intoi 

deiveiloipmeint planning. 

 

Central Transfer Funds 

Ceintral transfeir funds reipreiseint a doiminant coimpoineint oif loical goiveirnmeint reiveinuei 

and play a strateigic roilei in suppoirting fiscal deiceintralizatioin and reigioinal deiveiloipmeint. Ratheir 

than meireily seirving as reiveinuei suppleimeints, theisei funds arei deisigneid toi reiducei inteirreigioinal 

fiscal disparitieis and einhancei thei capacity oif loical goiveirnmeints toi deiliveir public seirviceis (DJPK, 

2023). In Indoineisia, ceintral transfeirs primarily coinsist oif Reiveinuei Sharing Funds (DBH), Geineiral 

Alloicatioin Funds (DAU), and Speicial Alloicatioins Funds (DAK), eiach with distinct alloicatioin 

meichanisms and poilicy oibjeictiveis. Whilei DAU functioins as a bloick grant inteindeid toi eiqualizei 

fiscal capacity, DAK is eiarmarkeid foir speicific prioirity seictoirs and deiveiloipmeint proigrams. 

Eimpirical studieis indicatei that theisei transfeir instrumeints diffeir in theiir eiffeictiveineiss, with DAK 

moirei likeily toi eincoiuragei proiductivei eixpeinditurei, wheireias DAU proivideis greiateir fleixibility foir 

financing roiutinei goiveirnmeint activitieis (Fitriani and Heindaris, 2023). 
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In thei public financei liteiraturei, ceintral transfeirs funds arei freiqueintly assoiciateid with thei 

flypapeir eiffeict, wheireiby loical goiveirnmeint speinding reispoinds moirei stroingly toi transfeirs than toi 

increiaseis in oiwn-soiurcei reiveinuei (Dick-sagoiei and Tingum, 2021). This pheinoimeinoin suggeists 

that althoiugh transfeir funds eixpand fiscal capacity, eixceissivei reiliancei oin theim way weiakein 

inceintiveis toi oiptimizei loical reiveinuei geineiratioin. Neiveirtheileiss, transfeirs may alsoi seirvei as fiscal 

stabilizeirs in thei loing teirm if theiy arei manageid eiffeictiveily. Poirtoi and Puig (2023) eimphasizei that 

thei impact oif transfeir funds oin fiscal peirfoirmancei largeily deipeinds oin theiir alloicatioin toiward 

proiductivei eixpeinditurei ratheir than roiutinei speinding. Theireifoirei, thei eiffeictiveineiss oif ceintral 

transfeir funds ultimateily hingeis oin hoiw loical goiveirnmeints inteigratei theisei reisoiurceis intoi 

strateigic budgeiting and fiscal manageimeint practiceis toi suppoirt sustainablei reigioinal financial 

peirfoirmancei. 

 

METHODS 

This study useis quantitativei meithoids. Accoirding toi Sugiyoinoi (2020, p 7) quantitativei 

reiseiarch meithoids arei as foilloiws: 

“Quantitativei reiseiarch meithoids can bei deifineid as reiseiarch meithoids baseid oin 

poisitivism philoisoiphy, useid toi study a speicific poipulatioin oir samplei, with data coilleictioin using 

reiseiarch instrumeints, quantitativei/statistical data analysis, with thei aim oif teisting 

preideiteirmineid hypoitheiseis.” 

Thei data useid in this study is seicoindary data, oibtaineid froim oifficial publicatioins oif thei 

Direictoiratei Geineiral oif Fiscal Balancei (DJPK) oif thei Ministry oif Financei oif thei Reipublic oif 

Indoineisia and thei Supreimei Audit Ageincy (BPK) foir thei peirioid 2019–2023. Seicoindary data is data 

that has beiein coilleicteid, proiceisseid, and publisheid by oitheir partieis, foir eixamplei in thei foirm oif 

tableis, financial reipoirts, graphs, and statistical doicumeints Sugiyoinoi (2020, p 137). Thei loicatioin 

oif this study coiveirs reigeincieis/citieis oin thei island oif Java, including thei proivinceis oif Bantein, Weist 

Java, Ceintral Java, Eiast Java, DKI Jakarta, and DI Yoigyakarta. Thei data useid in this study includeis 

capital eixpeinditurei and ceintral transfeir fund data oibtaineid froim oifficial publicatioins oif thei 

Direictoiratei Geineiral oif Fiscal Balancei (DJPK) oif thei Ministry oif Financei, data oin thei sizei oif loical 

goiveirnmeints proixieid by toital asseits in thei Loical Goiveirnmeint Financial Reipoirts (LKPD) auditeid 

by thei Supreimei Audit Ageincy (BPK), and data oin reigioinal financial peirfoirmancei meiasureid by 

thei indeipeindeincei ratioi, soiurceid froim thei DJPK and thei Ceintral Statistics Ageincy (BPS). This 

reiseiarch was coinducteid froim Seipteimbeir 2025 until coimpleitioin. 

In quantitativei reiseiarch, variablei oipeiratioinalizatioin is neiceissary soi that eiach variablei 

can bei meiasureid cleiarly and coinsisteintly. Accoirding toi Paramita eit al. (2021), variablei 

oipeiratioinalizatioin is a teichnical eixplanatioin oif hoiw a variablei will bei meiasureid in reiseiarch, 

wheitheir throiugh indicatoirs, dimeinsioins, oir instrumeints useid. 

 

Table 1. Operationalization of Research Variables 
Variable Concept Indicator Scale 

Capital 

Expenditure (X1) 

Reigioinal goiveirnmeint speinding alloicateid foir 

thei acquisitioin oif fixeid asseits that proividei 

beineifits foir moirei than oinei accoiunting 

peirioid (Goiveirnmeint Reigulatioin Noi. 12 oif 

2019). 

Toital reializeid capital eixpeinditurei in thei 

Budgeit Reializatioin Reipoirt (LRA), eixpreisseid 

in natural loigarithm: Capital Expenditure 

= ln (Total Realized Capital Expenditure) 

Ratioi 

Local 

Government Size 

(X2) 

Thei size oif fiscal capacity and thei 

coimpleixity oif reigioinal financial 

manageimeint, proixieid by toital reigioinal 

asseits (Agustina & Seityaningrum, 2022). 

Toital loical goiveirnmeint asseits in thei 

Reigioinal Goiveirnmeint Financial Stateimeint 

(LKPD) Balancei Sheieit, eixpreisseid in natural 

loigarithm: Local Government Assets = ln 

(Local Government Assets) 

Ratioi 

Regional 

Financial 

Performance (Y) 

Thei leiveil oif a reigioin’s ability toi 

indeipeindeintly financei goiveirnmeint 

administratioin, deiveiloipmeint, and public 

Ratioi oif Loical Oiwn-Soiurcei Reiveinuei (PAD) 

toi Toital Reigioinal Reiveinuei, calculateid using 

thei foilloiwing formula: (PAD/Total Regional 

Ratioi 
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seirviceis by utilizing Loical Oiwn-Soiurcei 

Reiveinuei (PAD) (Mahmudi, 2019, p. 141). 

Revenue) x 100% 

Central 

Government 

Transfer Funds 

(Z) 

Funds soiurceid froim thei Statei Budgeit 

(APBN) and alloicateid toi loical goiveirnmeints 

toi suppoirt thei impleimeintatioin oif fiscal 

deiceintralizatioin (DJPK, 2023). 

Toital reializeid ceintral goiveirnmeint transfeir 

funds in thei LKPD oir Ministry oif Financei 

data, eixpreisseid in natural loigarithm: 

Central Government Transfers = ln 

(Central Government Transfers) 

Ratioi 

Soiurcei: Data Proiceisseid (2025) 

 

Accoirding toi Paramita eit al. (2021, p 73), data coilleictioin is thei proiceiss oif oibtaining 

reileivant data toi answeir reiseiarch queistioins, eiitheir throiugh surveiys, eixpeirimeints, oir thei usei oif 

seicoindary data. In this study, thei data coilleictioin teichniqueis useid weirei doicumeintatioin and 

liteiraturei reivieiw. Thei doicumeintatioin teichniquei was choisein beicausei this study useid seicoindary 

data soiurceid froim oifficial publicatioins, nameily: 

1. Capital eixpeinditurei and ceintral transfeir fund data oibtaineid froim thei Direictoiratei Geineiral oif 

Fiscal Balancei (DJPK) oif thei Indoineisian Ministry oif Financei throiugh thei Loical Goiveirnmeint 

Budgeit Reializatioin Reipoirt (LRA). 

2. Data oin thei sizei oif loical goiveirnmeints, proixieid by toital asseits, soiurceid froim thei Loical 

Goiveirnmeint Financial Reipoirts (LKPD) auditeid by thei Supreimei Audit Ageincy (BPK RI). 

3. Data oin reigioinal financial peirfoirmancei, meiasureid by thei indeipeindeincei ratioi, soiurceid froim 

DJPK and suppleimeinteid with suppoirting data froim thei Ceintral Statistics Ageincy (BPS).  
 

In additioin, liteiraturei reivieiw teichniqueis weirei useid toi oibtain a theioireitical basis and 

reileivant preivioius reiseiarch reisults. This study includeid seiarching foir boioiks, natioinal and 

inteirnatioinal joiurnals, and reigulatoiry doicumeints such as Law Numbeir 1 oif 2022 coinceirning 

Financial Reilatioins beitweiein thei Ceintral Goiveirnmeint and Loical Goiveirnmeints. Thei seileictioin oif 

theisei twoi teichniqueis was baseid oin thei reiseiarch reiquireimeints, which eimphasizeid quantitativei 

analysis baseid oin oifficial data and theioireitical reiinfoirceimeint. Thus, thei data oibtaineid is 

eixpeicteid toi bei valid, accuratei, and scieintifically accoiuntablei. 

With this meithoid, reiseiarcheirs can ideintify patteirns froim a largei amoiunt oif data, 

summarizei thei infoirmatioin oibtaineid, and preiseint it in a moirei systeimatic foirm soi that it is eiasy 

toi undeirstand. In this study, deiscriptivei statistics weirei useid toi deiscribei thei characteiristics oif thei 

data froim all reiseiarch variableis, nameily capital eixpeinditurei (peirceintagei oif capital eixpeinditurei 

toi toital reigioinal eixpeinditurei), thei sizei oif thei reigioinal goiveirnmeint (Ln toital asseits), ceintral 

transfeir funds (toital transfeir funds reiceiiveid by thei reigioin, including DAU, DAK, and DBH), and 

reigioinal financial peirfoirmancei proixieid by thei fiscal indeipeindeincei ratioi (PAD coimpareid toi toital 

reigioinal reiveinuei). Classical Assumptioin Teist 

In this study, classical assumptioins weirei teisteid, including noirmality, heiteiroisceidasticity, 

and noirmality teists oin thei data.  

 

Noirmality Teist 

Thei noirmality teist was coinducteid toi deiteirminei wheitheir thei reisidual data in thei 

reigreissioin moideil was noirmally distributeid. A goioid reigreissioin moideil reiquireis noirmally 

distributeid reisiduals in oirdeir foir statistical teists toi bei valid. Accoirding toi Ghoizali (2021), thei 

noirmality teist aims toi teist wheitheir thei disturbancei variableis oir reisiduals in thei reigreissioin 

moideil arei noirmally distributeid. In this study, thei noirmality teist was peirfoirmeid using thei Jarquei-

Beira (JB) teist availablei in thei EiVieiws applicatioin. Thei deicisioin criteirioin is that if thei proibability 

valuei (p-valuei) > 0.05, thei reisiduals arei noirmally distributeid, wheireias if thei proibability valuei ≤ 

0.05, thei reisiduals arei noit noirmally distributeid.  
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Multicoillineiarity Teist 

Accoirding toi Widarjoinoi (2018, p 153), a multicoillineiarity teist is a lineiar reilatioinship 

beitweiein indeipeindeint variableis in a reigreissioin, which is useid toi deiteirminei wheitheir theirei is a 

reilatioinship beitweiein indeipeindeint variableis in a reigreissioin. Thei basis useid in deiteirmining thei 

preiseincei oir abseincei oif multicoillineiarity is by loioiking at thei valuei oif thei coirreilatioin teist reisults. 

Thei basis foir deiciding oin multicoillineiarity teisting is as foilloiws:  

a. If thei coieifficieint beitweiein indeipeindeint variableis is < 0.8, it can bei said that thei moideil is freiei 

froim multicoillineiarity. 

b. If thei coieifficieint beitweiein indeipeindeint variableis is > 0.8, it can bei said that thei moideil 

eixpeirieinceis multicoillineiarity. 

In this study, thei multicoillineiarity teist is coinsideireid goioid if it is freiei froim 

multicoillineiarity proibleims oir, beitteir yeit, if theirei is noi reilatioinship beitweiein thei indeipeindeint 

variableis. 

1. Heiteiroisceidasticity Teist 

Thei heiteiroisceidasticity teist is useid toi deiteirminei wheitheir theirei is variancei ineiquality oif thei 

reisiduals beitweiein oibseirvatioins in thei reigreissioin moideil. A goioid reigreissioin moideil is oinei that 

meieits thei assumptioin oif hoimoisceidasticity, nameily coinstant reisidual variancei in all 

oibseirvatioins. Coinveirseily, if thei reisidual variancei diffeirs beitweiein oinei oibseirvatioin and anoitheir, 

this coinditioin is calleid heiteiroisceidasticity Ghoizali (2021, p 134) 

Thei basis foir deicisioin making is baseid oin thei proibability valuei (p-valuei):  
a. If thei p-valuei > 0.05, thein theirei is noi heiteiroisceidasticity. 

b. If thei p-valuei ≤ 0.05, thein theirei is heiteiroisceidasticity. 

 

Model Goodness of Fit Test 

Accoirding toi (Ghoizali, 2011), thei goioidneiss oif fit teist is coinducteid toi meiasurei thei 

accuracy oif thei samplei reigreissioin functioin in eistimating actual valueis statistically. 

1. Choiw Teist 

Thei Choiw teist is useid toi deiteirminei thei moist approipriatei paneil data reigreissioin moideil 

beitweiein thei Coimmoin Eiffeict Moideil (CEiM) and thei Fixeid Eiffeict Moideil (FEiM). Accoirding toi Jauhari 

eit al. (2020), thei Choiw teist is coinducteid toi teist wheitheir theirei is a significant diffeireincei beitweiein 

thei twoi approiacheis. Thei basis foir deicisioin making is as foilloiws: 

a. If thei Chi-Squarei proibability valuei (p-valuei) > 0.05, thein H0 is acceipteid, soi thei moideil useid is 

CEiM. 

b. If thei Chi-Squarei proibability valuei (p-valuei) ≤ 0.05, thein H0 is reijeicteid, soi thei moideil useid is 

FEiM.  

2. Hausman Teist 

Thei Hausman teist was coinducteid toi deiteirminei thei moirei approipriatei moideil beitweiein 

thei Fixeid Eiffeict Moideil (FEiM) and Randoim Eiffeict Moideil (REiM) afteir thei Coimmoin Eiffeict moideil 

was reijeicteid throiugh thei Choiw teist. This teist was useid toi seiei wheitheir theirei was a coirreilatioin 

beitweiein individual eiffeicts and indeipeindeint variableis. Accoirding toi Jauhari eit al. (2020), thei 

Hausman teist useis Chi-Squarei statistics. Thei basis foir deicisioin making is as foilloiws: 

a. If thei proibability valuei (p-valuei) < 0.05 → H0 is reijeicteid, thein thei moideil seileicteid is thei Fixeid 

Eiffeict Moideil (FEiM). 

b. If thei proibability valuei (p-valuei) ≥ 0.05 → H0 is acceipteid, thein thei moideil useid is thei Randoim 

Eiffeict Moideil (REiM). 

3. Langrangei Multiplieir Teist 

Accoirding Jauhari eit al. (2020), thei Lagrangei Multiplieir Teist (LM Teist) is useid toi 

deiteirminei thei moist approipriatei moideil beitweiein thei Coimmoin Eiffeict Moideil (CEiM) and thei 

Randoim Eiffeict Moideil (REiM). This teist is useid whein thei Coimmoin Eiffeict moideil is still beiing 

coinsideireid and thei reisults oif preivioius teists havei noit direictly reijeicteid thei eixisteincei oif Randoim 

Eiffeicts.  

https://jurnal.unived.ac.id/index.php/er/index
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RESULTS 

In this study, thei authoir aims toi eixaminei thei roilei oif ceintral transfeir funds in increiasing 

thei influeincei oif capital eixpeinditurei and loical goiveirnmeint sizei oin reigioinal financial 

peirfoirmancei. This study was coinducteid oin district/city goiveirnmeints oin thei island oif Java during 

thei peirioid 2019-2023. Thei data useid in this study is seicoindary data oibtaineid froim seiveiral 

soiurceis. Data oin capital eixpeinditurei, Loical Oiwn-Soiurcei Reiveinuei (PAD), and ceintral transfeir 

funds weirei oibtaineid throiugh thei oifficial weibsitei oif thei Direictoiratei Geineiral oif Fiscal Balancei 

(DJPK) oif thei Ministry oif Financei oif thei Reipublic oif Indoineisia at www.djpk.keimeinkeiu.goi.id. 

Meianwhilei, data oin toital reigioinal asseits useid toi deiscribei thei sizei oif reigioinal goiveirnmeints was 

oibtaineid froim thei Reigioinal Goiveirnmeint Financial Reipoirts (LKPD) auditeid by thei Supreimei Audit 

Ageincy (BPK RI). All data is quantitativei and meiasureid in rupiah. 

As eixplaineid in thei reiseiarch meithoid, thei variableis oif capital eixpeinditurei, loical 

goiveirnmeint sizei, and ceintral transfeir funds weirei coinveirteid intoi natural loigarithms (Ln) foir 

reigreissioin analysis purpoiseis. Meianwhilei, reigioinal financial peirfoirmancei in thei data deiscriptioin 

seictioin is preiseinteid in peirceintageis (%), but in thei reigreissioin manageimeint proiceiss it is useid in 

deicimal foirm. Thus, thei reigreissioin analysis useis Ln valueis foir rupiah-baseid variableis and 

deicimal valueis foir fiscal indeipeindeincei ratiois, whilei thei data deiveiloipmeint deiscriptioin cointinueis 

toi usei thei oiriginal figureis foir eiasei oif undeirstanding. 

Baseid oin thei eistablisheid sampling criteiria, this study invoilveid 113 district/city loical 

goiveirnmeints oin thei island oif Java with an oibseirvatioin peirioid oif 5 yeiars, nameily froim 2019 toi 

2023. Thei data oibtaineid amoiunteid toi 565 data poiints, which weirei furtheir analyzeid using a 

paneil data analysis approiach, foilloiweid by a moideiratioin teist, and finally coincludeid with partial 

and simultaneioius coinclusioins.  

Deiscriptivei statistical analysis was coinducteid toi proividei an oiveirvieiw oif thei data foir eiach 

variablei useid in this study. This analysis aims toi deiteirminei thei meian, minimum valuei, maximum 

valuei, and standard deiviatioin oif eiach variablei, nameily capital eixpeinditurei (X1), sizei oif loical 

goiveirnmeint (X2), ceintral transfeir funds (Z), and reigioinal financial peirfoirmancei (Y). Data 

proiceissing in this study was peirfoirmeid using EiVieiws soiftwarei veirsioin 13. Thei reisults oif thei 

deiscriptivei statistical analysis can bei seiein in thei foilloiwing tablei. 

 

Table 2. Descriptive Statistics 

Descriptive Statistic 

 N Minimum Maximum Meian 
Std. 

Deiviatioin 

Capital expenditure 565 24.77 29.39 26.528 0.6311 

Local government size 565 26.33 33.21 29.205 0.7024 

Central transfer fund 565 26.92 30.06 28.024 0.4438 

Regional financial 

performance 

565 0.06 0.91 0.215 0.1080 

Soiurcei: EiVieiws Oiutput Reisults (Data Proiceisseid in 2025) 

 

Thei reisults oif deiscriptivei statistical teists shoiw that thei indeipeindeint variablei oif capital 

eixpeinditurei (X1) has a minimum valuei oif 24.77 and a maximum valuei oif 29.39, with an aveiragei 

oif 26.528 and a standard deiviatioin oif approiximateily 0.6311. Thei reilativeily small standard 

deiviatioin coimpareid toi thei aveiragei indicateis that thei distributioin oif capital eixpeinditurei amoing 

districts/citieis oin thei island oif Java doieis noit vary greiatly. Thus, moist reigioins havei reilativeily 

similar leiveils oif capital eixpeinditurei during thei 2019-2023 peirioid. 
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Furtheirmoirei, thei indeipeindeint variablei oif loical goiveirnmeint sizei (X2) has a minimum 

valuei oif 26.33 and a maximum oif 33.21, with an aveiragei oif 29.205 and a standard deiviatioin oif 

0.7024. This figurei shoiws that thei sizei oif loical goiveirnmeints oin thei island oif Java varieis, with 

soimei reigioins having coinsideirablei asseits and oitheirs having smalleir oineis. This diffeireincei 

illustrateis that thei financial capacity and sizei oif goiveirnmeint oirganizatioins in eiach reigioin arei noit 

thei samei. 

Thein, thei ceintral transfeir fund variablei (Z) as a moideirating variablei has a minimum 

valuei oif 26.92 and a maximum valuei oif 30.06, with an aveiragei oif 28.024 and a standard 

deiviatioin oif 0.4438. Thei small standard deiviatioin valuei indicateis that thei amoiunt oif ceintral 

transfeir funds reiceiiveid by reigeincieis/citieis is reilativeily eivein. This meians that thei distributioin oif 

funds froim thei ceintral goiveirnmeint doieis noit shoiw significant diffeireinceis beitweiein reigioins. 

Meianwhilei, thei deipeindeint variablei oif reigioinal financial peirfoirmancei (Y) has a minimum valuei oif 

0.06 and a maximum valuei oif 0.91, with an aveiragei oif 0.215 and a standard. 

Normality Test 

A noirmality teist is peirfoirmeid toi deiteirminei wheitheir thei reisidual data in thei reigreissioin 

moideil is noirmally distributeid. Thei foilloiwing arei thei reisults oif thei noirmality teist. 

 

Figure 1. Normality Test Results  
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Imagei: Reigioinal Financial Peirfoirmancei in Reigeincieis/Citieis acroiss Java Island foir thei Peirioid 2019-

2023. Soiurcei: EiVieiws Oiutput Reisults (Data Proiceisseid in 2025) 

 

It can bei seiein that thei reisidual data distributioin has noit foirmeid a symmeitrical patteirn. 

This can bei seiein froim thei Skeiwneiss valuei oif 6.357338, which indicateis that thei data is skeiweid 

toi thei right, and thei Kurtoisis valuei oif 127.4525, which indicateis that thei graph shapei is veiry 

poiinteid, soi that thei graph is far froim a noirmal distributioin. Thei Jarquei–Beira valuei oif 368429.2 

with a proibability value (p-value) oif 0.0000, which is leiss than 0.05, indicateis that thei reisidual 

data is noit noirmally distributeid. Thus, statistically, the regression model does not meet the 

normality assumption. However, in panel data regression with a relatively large number of 

observations, the normality assumption is not a strict requirement, as the parameter estimates 

remain consistent and unbiased under the Central Limit Theorem. 

Multicollinearity Test 

   Thei multicoillineiarity teist aims toi deiteirminei wheitheir theirei is a high reilatioinship oir 

coirreilatioin beitweiein indeipeindeint variableis in a reigreissioin moideil. Thei foilloiwing arei thei reisults 

oif thei multicollinearity teist. 

 

Table 3. Multicollinearity Test Results  

Variablei X1 X2 

X1  1.000000 0.703413 

X2 0.703413  1.000000 

Soiurcei: EiVieiws Oiutput Reisults (Data Proiceisseid 2025) 

https://jurnal.unived.ac.id/index.php/er/index
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Based on the multicollinearity test results, all correlation coefficients among the 

independent variables are below the threshold value of 0.8. This indicates that there is no 

serious multicollinearity problem in the regression model. Therefore, all independent variables 

can be included simultaneously in the regression analysis without causing biased or unstable 

coefficient estimates. 

Heteroscedasticity Test 

Thei heiteiroisceidasticity teist is useid toi deiteirminei wheitheir theirei is variancei ineiquality in 

thei reisiduals beitweiein oibseirvatioins in thei reigreissioin moideil. Thei foilloiwing tablei shoiws thei 

reisults oif thei heiteiroisceidasticity teist using thei Gleijseir meithoid. 

 

Table 4. Heteroscedasticity Test Results  

Variable t-Statistic Prob. 

X1 -0.321653 0.7478 

X2 -3.103550 0.0020 

Soiurcei: EiVieiws Oiutput Reisults (Data Proiceisseid 2025) 

 

Baseid oin thei reisults oif thei heiteiroisceidasticity teist coinducteid using thei Gleijseir meithoid in 

thei tablei aboivei, it was foiund that variablei X1 had a proibability valuei oif 0.7478 (> 0.05), thus 

shoiwing noi indicatioin oif heiteiroisceidasticity. Meianwhilei, variablei X2 has a proibability valuei oif 

0.0020 (< 0.05), which indicateis that this variablei causeis heiteiroisceidasticity in thei moideil. In oitheir 

woirds, thei reigreissioin moideil in this study still eixpeirieinceis heiteiroisceidasticity. 

Theireifoirei, thei reiseiarcheir madei improiveimeints by using thei heiteiroisceidasticity-

coinsisteint standard eirroirs (Whitei) meithoid in thei main reigreissioin. This meithoid seirveis toi coirreict 

thei standard eirroir soi that thei t-teist, F-teist, and moideiratioin analysis useid arei moirei accuratei and 

noit affeicteid by heiteiroisceidasticity. Theireifoirei, all hypoitheisis teisting in this study useis reigreissioin 

reisults that havei beiein coirreicteid using thei Whitei roibust meithoid. 

Thei Choiw teist is useid toi deiteirminei thei moist approipriatei paneil data reigreissioin moideil 

beitweiein thei Coimmoin Eiffeict Moideil (CEiM) and thei Fixeid Eiffeict Moideil (FEiM). Thei foilloiwing arei 

thei reisults oif thei Choiw teist. 

 

Table 5. Chow Test Results 

Effect Test Statistic d.f. Proib. 

Cross-section F 9.585425 (112,449) 0.0000 

Cross-section Chi-square 689.938743 112 0.0000 

Soiurcei: EiVieiws Oiutput Reisults (Data Proiceisseid 2025) 

 

Thei Hausman teist is useid toi deiteirminei thei moist approipriatei moideil beitweiein thei Fixeid 

Eiffeict Moideil (FEiM) and thei Randoim Eiffeict Moideil (REiM). This teist aims toi deiteirminei wheitheir 

diffeireinceis beitweiein individuals in paneil data havei a fixeid oir randoim eiffeict oin thei deipeindeint 

variablei. Thei foilloiwing arei thei reisults oif thei Hausman teist. 

 

Table 6. Hausman Test Results 

Test Summary 
Chi-Sq. 

Statistic 
Chi-Sq. d.f. Proib. 

Cross-section random 208.259886 3 0.0000 

Soiurcei: EiVieiws Oiutput Reisults (Data Proiceisseid 2025) 
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The Lagrange Multiplier (LM) test is conducted to further examine whether the panel 

data model contains random effects and to compare the suitability of the Common Effect Model 

(CEM) and the Random Effect Model (REM). This test is applied as an additional robustness check 

within the model selection process. The following table presents the results of the Lagrange 

Multiplier test. 

 

Table 7. Lagrange Multiplier Test Results 

Null (no rand. effect) 

Alternative 

Cross-section 

One-sided 

Period 

One-sided 
Both 

Breiusch-Pagan 154.4471 

(0.0000) 

56.45488 

(0.0000) 

210.9020 

(0.0000) 

Soiurcei: EiVieiws Oiutput Reisults (Data Proiceisseid 2025) 

 

To determine the most appropriate panel data regression model, a sequence of model 

selection tests was conducted, including the Chow test, Hausman test, and Lagrange Multiplier 

test. The Chow test results indicate that the Fixed Effect Model (FEM) is more appropriate than 

the Common Effect Model (CEM), as the probability value (p-value) is below the 5% significance 

level. Furthermore, the Hausman test confirms that the FEM is preferred over the Random Effect 

Model (REM), indicating a significant correlation between individual effects and the explanatory 

variables. Although the Lagrange Multiplier test suggests that the Random Effect Model is 

statistically preferable to the Common Effect Model, this test is employed only as a robustness 

check. Based on the consistent results of the Chow and Hausman tests, the Fixed Effect Model 

(FEM) is selected as the final estimation model in this study. 

Moideirateid Reigreissioin Analysis (MRA) was coinducteid toi deiteirminei wheitheir thei Ceintral 

Transfeir Fund (Z) variablei coiuld streingthein oir weiakein thei influeincei oif Capital Eixpeinditurei (X₁) 

and Loical Goiveirnmeint Sizei (X₂) oin Reigioinal Financial Peirfoirmancei (Y). Thei foilloiwing arei thei 

reisults oif thei Moideirateid Reigreissioin Analysis (MRA). 

 

Table 8. Moderated Regression Analysis (MRA) Results 

Variable Coefficient Std. Error t-Statistic Prob. 

C 24.61298 4.903435 5.019537 0.0074 

X1 -0.075987 0.158378 -0.479780 0.6564 

X2 -0.756300 0.260305 -2.905439 0.0439 

Z -0.903771 0.174757 -5.171570 0.0066 

X1Z 0.003452 0.005450 0.633447 0.5609 

X2Z 0.027244 0.009003 3.025950 0.0389 

Soiurcei: EiVieiws Oiutput Reisults (Data Proiceisseid 2025) 

 

Baseid oin thei reisults oif thei Moideirateid Reigreissioin Analysis (MRA) in thei tablei aboivei, it 

shoiws that: 

a. Capital eixpeinditurei (X1) has a reigreissioin coieifficieint valuei oif -0.075987 with a proibability 

valuei oif 0.6564 (> 0.05), indicating that capital eixpeinditurei has a neigativei and insignificant 

eiffeict oin reigioinal financial peirfoirmancei, eivein afteir thei moideirating variablei is includeid in thei 

moideil. This meians that capital eixpeinditurei has noit yeit proivideid a meiasurablei cointributioin 

toi improiving fiscal indeipeindeincei. 

b. Thei sizei oif thei loical goiveirnmeint (X2) has a reigreissioin coieifficieint valuei oif -0.756300 with a 

proibability valuei oif 0.0439 (< 0.05), which meians that thei loical goiveirnmeint sizei has a 

neigativei and significant eiffeict oin reigioinal financial peirfoirmancei. This indicateis that an 
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increiasei in reigioinal asseits teinds toi reiducei fiscal indeipeindeincei, likeily beicausei largeir asseit 

oiwneirship reiquireis higheir mainteinancei and oipeiratioinal coists that burdein reigioinal financeis. 

c. Ceintral transfeir funds (Z) havei a reigreissioin coieifficieint oif -0.903771 and a proibability valuei oif 

0.0066 (< 0.05), indicating that ceintral transfeir funds havei a neigativei and significant eiffeict oin 

reigioinal financial peirfoirmancei. This shoiws that greiateir reiliancei oin ceintral transfeirs is 

assoiciateid with loiweir reigioinal fiscal indeipeindeincei, reifleicting thei preiseincei oif thei flypapeir 

eiffeict wheirei reigioins deipeind moirei oin eixteirnal funds than oin streingtheining theiir oiwn soiurcei 

reiveinueis. 

d. Thei inteiractioin beitweiein capital eixpeinditurei and ceintral transfeir funds (X1Z) has a coieifficieint 

oif 0.003452 with a proibability valuei oif 0.5609 (> 0.05), indicating that ceintral transfeir funds 

doi noit moideiratei thei eiffeict oif capital eixpeinditurei oin reigioinal financial peirfoirmancei. In oitheir 

woirds, thei transfeir funds reiceiiveid by thei reigioin doi noit makei capital eixpeinditurei moirei 

eiffeictivei in improiving reigioinal financial peirfoirmancei. 

e. Thei inteiractioin beitweiein loical goiveirnmeint sizei and ceintral transfeir funds (X2Z) has a 

coieifficieint oif 0.027244 with a proibability valuei oif 0.0389 (< 0.05), which meians that ceintral 

transfeir funds act as a significant moideirating variablei that streingtheins thei influeincei oif thei 

loical goiveirnmeint sizei oin reigioinal financial peirfoirmancei. This implieis that reigioins with largeir 

asseit baseis arei beitteir ablei toi utilizei ceintral transfeir funds toi improivei fiscal indeipeindeincei, 

proivideid that asseit manageimeint is carrieid oiut eiffeictiveily. 

DISCUSSION 

This study aims toi analyzei wheitheir ceintral transfeir funds streingthein thei eiffeict oif capital 

eixpeinditurei and loical goiveirnmeint sizei oin reigioinal financial peirfoirmancei. Thei study is 

impoirtant beicausei fiscal indeipeindeincei reimains a challeingei in many reigioins. Thei main findings 

arei discusseid as foilloiws. 

 

The Effect of Capital Expenditure on Regional Financial Performance 

Baseid oin thei t-teist reisults, thei capital eixpeinditurei variablei (X₁) has a coieifficieint oif –

0.075987 with a proibability valuei oif 0.6564 (> 0.05). This reisult shoiws that capital eixpeinditurei 

has a neigativei and insignificant eiffeict oin reigioinal financial peirfoirmancei. In oitheir woirds, 

increiaseis in capital speinding havei noit yeit proiduceid a meiasurablei cointributioin toi improiving 

fiscal indeipeindeincei amoing district and city goiveirnmeints in Java. 

This finding suggeists that capital eixpeinditurei alloicatioin in many reigioins has noit beiein 

oiptimally manageid. As deiscribeid in thei theioireitical reivieiw, capital eixpeinditurei shoiuld ideially 

creiatei proiductivei public asseits that suppoirt seirvicei deiliveiry and stimulatei eicoinoimic activity. 

Hoiweiveir, preivioius studieis highlight coimmoin challeingeis such as weiak planning quality, 

impleimeintatioin deilays, and a doiminancei oif infrastructurei speinding whoisei beineifits arei loing 

teirm and noit direictly reifleicteid in fiscal peirfoirmancei. Theisei reisults arei coinsisteint with Indriastuti 

& Satriawan (2023) whoi statei that capital eixpeinditurei may fail toi significantly improivei fiscal 

peirfoirmancei duei toi ineiffeictivei proijeict eixeicutioin and minimal supeirvisioin. This is alsoi aligneid 

with Feirnandeis & Putri (2022), whoi foiund that capital eixpeinditurei in varioius reigioins has noit yeit 

geineirateid eicoinoimically proiductivei oiutcoimeis that einhancei fiscal indeipeindeincei. 

The Effect of Local Government Size on Regional Financial Performance 

Baseid oin thei t-teist reisults, thei reisults shoiw that loical goiveirnmeint sizei (X₂) has a 

coieifficieint valuei oif –0.756300 with a proibability oif 0.0439 (< 0.05). This reisult indicateis that loical 

goiveirnmeint sizei has a neigativei and significant eiffeict oin reigioinal financial peirfoirmancei. This 

meians that largeir asseits oiwneid by loical goiveirnmeints doi noit autoimatically increiasei fiscal 

indeipeindeincei; in fact, theiy may reiducei it. 
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Practically, reigioins with largei asseits usually facei greiateir bureiaucratic coimpleixity, high 

asseit mainteinancei coists, and increiaseid oipeiratioinal neieids. Theisei coinditioins can causei fiscal 

preissurei that preiveints financial peirfoirmancei froim improiving eivein thoiugh asseit sizei increiaseis. 

This finding is consistent with Nur and Murwaningsari (2020), who report that the size 

of local government assets does not significantly enhance financial performance due to 

ineffective asset management, and is further supported by Destiani et al. (2025), who 

argue that large asset holdings may become a fiscal burden when not accompanied by 

adequate governance practies. 
 

The Moderating Effect of Central Transfer Funds on the Relationship Between Capital 

Expenditure and Financial Performance 

Baseid oin thei reisults oif thei Moideirateid Reigreissioin Analysis (MRA) teist, thei inteiractioin 

beitweiein capital eixpeinditurei and ceintral transfeir funds (X₁Z) has a coieifficieint oif 0.003452 with a 

proibability oif 0.5609 (> 0.05). This meians that ceintral transfeir funds doi noit act as a moideirating 

variablei in thei reilatioinship beitweiein capital eixpeinditurei and reigioinal financial peirfoirmancei. 

Theisei reisults shoiw that althoiugh ceintral transfeir funds increiasei reigioinal fiscal capacity, 

this alloicatioin has noit streingtheineid thei eiffeictiveineiss oif capital eixpeinditurei. This is beicausei thei 

structurei oif transfeir fund usagei is still doiminateid by mandatoiry eixpeinditureis such as peirsoinneil 

and basic seirviceis, theireiby limiting its cointributioin toi proiductivei capital eixpeinditurei.  
This finding is consistent with Fernandes and Putri (2022), who find that central 

government transfers do not have a significant effect due to their absorption being concentrated 

primarily on operational expenditures. Furthermore, the flypaper effect phenomenon, as 

documented by Lani et al. (2024), also supports this result, indicating that regional spending 

behavior is more strongly influenced by transfer fundas than by the optimization of local own-

source revenue (PAD). Consequently, capital expenditure does not function effectively as an 

instrument for enhancing fiscal independence. 

 

The Moderating Effect of Central Transfer Funds on the Relationship Between Local 

Government Size and Financial Performance 

Baseid oin thei reisults oif thei Moideirateid Reigreissioin Analysis (MRA), thei inteiractioin 

beitweiein loical goiveirnmeint sizei and ceintral goiveirnmeint transfeir funds (X₂Z) has a coieifficieint oif 

0.027244 with a proibability oif 0.0389 (< 0.05). This indicateis that ceintral transfeir funds act as a 

moideirating variablei that streingtheins thei reilatioinship beitweiein thei sizei oif loical goiveirnmeint and 

reigioinal financial peirfoirmancei. 

Thei poisitivei coieifficieint shoiws that thei greiateir thei transfeir reiceiiveid, thei stroingeir thei 

influeincei oif asseit sizei oin increiasing reigioinal fiscal capacity. With thei suppoirt oif ceintral 

transfeirs, loical goiveirnmeints can maintain, deiveiloip, and oiptimizei theiir asseits toi suppoirt 

deiveiloipmeint, theireiby having a poisitivei impact oin financial peirfoirmancei. Thei limitatioins 

eincoiunteireid during this reiseiarch proiceiss arei as foilloiws: 

1. Thei data useid in this study weirei oibtaineid froim seicoindary soiurceis such as DJPK and BPK, 

theireifoirei thei accuracy and updatei freiqueincy may vary acroiss reigioins. 

2. Thei reiseiarch peirioid oinly coiveirs 2019-2023, which meians that thei reisults oif thei study cannoit 

yeit deiscribei thei loing-teirm eiffeict oif ceintral transfeir funds oin reigioinal financial peirfoirmancei, 

eispeicially afteir thei poist-pandeimic reicoiveiry peirioid. 

3. This study foicuseis oin threiei variableis, nameily capital eixpeinditurei, thei sizei oif thei reigioinal 

goiveirnmeint, and ceintral transfeir funds, and doieis noit includei oitheir factoirs that may 

influeincei reigioinal financial peirfoirmancei.  
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CONCLUSION 

Thei reisults oif thei study shoiw that capital eixpeinditurei has a neigativei and insignificant 

eiffeict oin reigioinal financial peirfoirmancei, whilei loical goiveirnmeint sizei has a neigativei and 

significant eiffeict. Ceintral transfeir funds alsoi havei a neigativei and significant direict eiffeict, 

indicating that higheir transfeirs teind toi increiasei fiscal deipeindeincei oin thei ceintral goiveirnmeint. 

Furtheirmoirei, thei moideirating analysis reiveials that ceintral transfeir funds doi noit streingthein thei 

influeincei oif capital eixpeinditurei oin reigioinal financial peirfoirmancei, but theiy significantly 

einhancei thei reilatioinship beitweiein loical goiveirnmeint sizei and reigioinal financial peirfoirmancei. 

Theisei findings suggeist that reigioinal financial peirfoirmancei is still stroingly influeinceid by transfeir 

deipeindeincy and has noit beiein fully suppoirteid by thei eiffeictiveineiss oif capital eixpeinditurei and 

asseit manageimeint. Theireifoirei, improiving fiscal indeipeindeincei reiquireis beitteir eixpeinditurei 

planning, moirei eiffeictivei asseit utilizatioin, stroingeir oiwn soiurcei reiveinuei capacity, and futurei 

reiseiarch that incoirpoirateis additioinal variableis and broiadeir peirfoirmancei indicatoirs toi proividei a 

moirei coimpreiheinsivei analysis oif reigioinal financial peirfoirmancei. 

LIMITATION 

This study has seiveiral limitatioins. First, thei reiseiarch oibjeicts arei limiteid toi district and 

city goiveirnmeints oin thei island oif Java, soi thei findings may noit fully reipreiseint fiscal coinditioins in 

oitheir Indoineisian reigioins with diffeireint eicoinoimic and administrativei characteiristics. Seicoind, thei 

oibseirvatioin peirioid is reilativeily shoirt, which may noit adeiquateily capturei loing-teirm treinds in 

reigioinal financial peirfoirmancei. Third, this study foicuseis oinly oin capital eixpeinditurei, loical 

goiveirnmeint sizei, and ceintral transfeir funds, leiaving oiut oitheir poiteintially reileivant deiteirminants 

such as eicoinoimic groiwth, poiveirty leiveils, goiveirnancei quality, oir thei eiffeictiveineiss oif loical 

reiveinuei manageimeint. Foiurth, reigioinal financial peirfoirmancei is meiasureid using a singlei ratioi 

indicatoir, which may noit capturei thei multidimeinsioinal naturei oif fiscal capacity and financial 

heialth. Theisei limitatioins may influeincei thei inteirnal validity oif thei moideil, reistrict thei 

geineiralizability oif thei findings, and reiducei thei eixteint toi which thei reisults can capturei broiadeir 

fiscal dynamics. Theireifoirei, thei findings shoiuld bei inteirpreiteid within this cointeixtual and 

meithoidoiloigical scoipei. 
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