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Abstract. This study aims to test and analyse the effect of local government size 

and capital expenditure on local government financial performance in   Bantaeng 

Regency for the period 2019 - 2023. The object of this research is the financial 

performance of the Bantaeng Regency local government in the 2019-2023 period. 

Local government financial performance can be analysed using   effectiveness 

ratios. The data analysis technique used is multiple linear          regression analysis. 

The results of data analysis show that local government size has a negative effect 

on local government financial performance. This shows that the size of local 

government size has a positive and significant effect on   financial performance. 

The results of the analysis indicate that an increase in the size of local 

government, as measured by total assets or budget, has                potential to 

improve financial performance. This confirms the importance of capacity and 

resources managed by local governments in achieving efficiency and 

effectiveness in financial management. Capital expenditure also has a     positive 

and significant effect on financial performance. An increase in capital 

expenditure allocated to infrastructure investment and fixed assets shows a 

positive impact on financial performance, as better infrastructure can improve 

public services and support regional economic growth. 
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1 Introduction 

Regional autonomy became one of the major changes in Indonesian governance after
the  reformation  in  1998.  The  main  objective  of  regional  autonomy  policy  is  to
increase  community  participation  in  decision-making  and  management  of  local
government.  However,  in addition to  increasing community participation, regional
autonomy is also expected to have a positive impact on regional economic growth
(Christia  &  Ispriyarso,  2019).  The  success  of  regional  autonomy  is  also  highly
dependent on the capacity of local governments in managing existing finances and
resources.

  

Financial  management  is  one  of  the  most  important  factors  in  running  local
government in Indonesia. Regional financial management is the key to the success
and success  of  development  and local  government administration.  With good and
optimal  regional  financial  management,  it  will  ensure  the  achievement  of
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development and implementation of local government which will have an impact on
improving  local  government  performance  (Sari  &  Mustanda,  2019).  Local
government  performance  directly  impacts  financial  performance  which  reflects
efficiency, transparency, and accountability in public financial management.

Performance  measurement  according  to  Halim  (2008)  can  be  measured  by
comparing the results achieved from one period with the previous period so that it can
be seen how the trend is happening. One of the indicators that can be used to analyse
the financial performance of local governments in managing their regional finances is
by  applying  financial  ratios  to  the  APBD,  the  ratio  in  question  is  the  ratio  of
independence, efficiency ratio, growth ratio and effectiveness ratio (Halim, 2008). In
this  study,  local  government  financial  performance  was  analysed  using  the
effectiveness ratio. 

Measurement of government financial performance is very important because it
has a major influence on the public sector. Financial performance measurement is also
used as a reflection in assessing accountability and regional financial capacity in the
implementation  of  regional  autonomy.  According  to  Aziz  (2016),  the  factors  that
affect  the  financial  performance  of  local  governments  are  the  size  of  the  local
government, local revenue, balancing funds, capital expenditure, economic growth,
legislative size, and leverage.

The Regulation  of  the  Minister  of  Home Affairs  of  the Republic  of  Indonesia
Number 77 of 2020 means that Regional Financial Management is an overall activity
that  includes  planning,  budgeting,  implementing,  administering,  reporting,
accountability,  and  supervision  of  regional  finances.  This  can  include  local
government  size,  leverage,  and  capital  expenditure.  Local  government  size  This
includes  all  assets  owned  or  managed  by  the  government,  such  as  property,
infrastructure,  and  other  investments.  In  addition,  effective  revenue  will  ensure
sufficient resources are available to finance government programmes and activities.
On the other hand, transparent and efficient expenditure will ensure that the allocated
budget can be optimally utilised to improve people's welfare. 

The size of the local government can be proxied by the total assets owned by the
region. In order to provide optimal services for the community, it must be supported
by adequate assets (Sari & Mustanda, 2019). Good asset management is one of the
important factors affecting financial performance. Well-managed assets can increase
the efficiency and effectiveness of resource use, so that they can make a significant
contribution to increasing regional income and reducing operational costs. Therefore,
local governments must implement optimal asset management practices to achieve
better and sustainable financial performance.

Capital  expenditure  includes  expenditure  on  infrastructure  development,
procurement of capital goods, and other investments that provide economic benefits
in  the  long  term.  The  effectiveness  of  capital  expenditure  can  affect  regional
economic growth and ultimately affect financial performance. Research conducted by
Leki et al (2018) which states that capital expenditure has a positive and insignificant
effect on financial performance. This means that the relationship is not statistically
strong enough to state that changes in capital expenditure will always have an impact
on financial performance. This could mean that there are other variables that are more
dominant or that there is not enough data to show a strong relationship.
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Bantaeng is one of the regions in South Sulawesi that has received an unqualified
opinion from the Supreme Audit Agency for 9 consecutive times. This achievement
reflects the commitment of the local government in applying the principles of good
financial management and in accordance with accounting standards. Despite getting
an unqualified opinion, the financial performance of this region is still low, this can
be seen in the comparison of local revenue with total revenue.

2019 2020 2021 2022 2023
 - 

 200,000,000,000.00 

 400,000,000,000.00 

 600,000,000,000.00 

 800,000,000,000.00 

 1,000,000,000,000.00 

 1,200,000,000,000.00 

Source: inspection result report (processed data)
Fig. 1. Local Revenue to Total Revenue of Bantaeng Regency 2019-2023

Figure  1  shows  that  the  local  revenue  of  Bantaeng  Regency  has  increased
significantly from 2019 to 2023, but its proportion to total regional revenue remains
low. This increase in local revenue is not proportional to the increase in total regional
revenue, which is still largely dominated by transfers from the central government
such as the General Allocation Fund, Special Allocation Fund, and other transfers.
The dependence on transfers from the central government indicates that regions still
have limitations in optimising the potential of their local resources.

Factors that may contribute to the low proportion of local revenue to total revenue
include unsupportive regulations and policies, and suboptimal quality of governance.
Local economies that local governments have not been able to fully develop, such as
the tourism, industry and trade sectors, as well as infrastructure, also limit the increase
in local revenue. This means that the local government has not been able to utilize the
advantages of the existing local economy as well as possible. This area is also known
as an area with rapid infrastructure development over the past 10 years, for example
the  construction  of  the  Regional  General  Hospital  which  is  a  reference  for  the
surrounding areas, tourism development such as seruni beach, marina beach, and the
like,  road  repairs,  smart  city  projects,  and  so  on.  This  is  a  measure  of  the  local
government in managing its assets, as well as the effectiveness and efficiency of the
region in making capital expenditures. Thus the author raises the research title ‘The
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Effect  of  Local  Government  Size  and  Capital  Expenditure  on  Local  Government
Financial Performance’.

2 Theoretical And Conceptual Foundations

2.1 Stewardship Theory

The theory in this study uses stewardship theory, stewardship theory explains the
situation of management is not motivated by individual goals but rather aimed at the
target of their main results for the benefit of the organisation (Donaldson & Davis,
1991).

2.2 Size of Local Government

The size of the government can be proxied by the total assets owned by the region
which is one indicator in measuring the ease of regional operational activities (Sari &
Mustanda,  2019).  According  to  Government  Regulation  Number  71  of  2010
concerning  Government  Accounting  Standards,  assets  are  economic  resources
controlled and/or owned by the government.

2.3 Capital Expenditure

According  to  Government  Regulation  (PP)  No.  71/2010  on  Government
Accounting Standards, capital expenditures are expenditures made by the government
to acquire or increase fixed assets and other assets that provide benefits for more than
one accounting period.

2.4 Financial performance

Regulation of the Minister of Home Affairs No. 21 of 2011 Article 1 Paragraph 37,
performance is the output /  results of  activities /  programs that  will  or have been
achieved in connection with the use of budgets with measurable quantity and quality.
One of the tools to analyse the financial performance of local governments is to carry
out a ratio analysis of the APBD that has been determined and implemented (Halim,
2014).

3 Conceptual Framework

From the theoretical basis, the conceptual framework can be described with the
following model:

Figure 2 
Conceptual Framework
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Capital Expenditure
(X2)

Financial performance
(Y)

Size of Local Government
(X1)

3.1 Hypothesis Development

The Effect of Local Government Size on Financial Performance
Stewardship Theory states that managers, or trustees, act more as custodians or

protectors of the assets they manage and act in the best interests of the owners. In
previous  research,  research  conducted  by  Manafe  et  al  (2023)  showed  that  local
government  size  has  a  positive  and  crucial  impact  on  local  government  financial
performance.  Research  conducted  by  Dwitama  &  Rahayu  (2020)  states  that
government  size  affects  government  financial  performance.  Meanwhile,  other
research conducted by Aziz et al (2024) states that local government size has no effect
on local government financial performance. 

The size of a local government can affect financial performance through various
mechanisms, ranging from economies of scale, greater revenues, to better managerial
capabilities.  All  of  these  factors  can  contribute  to  more  efficient  and  effective
financial management, which in turn improves the financial performance of the local
government.  Based  on  the  description  above  and  previous  research,  the  first
hypothesis is:
H1 : Local government size affects financial performance

The Effect of Capital Expenditure on Financial Performance
According  to  Stewardship  Theory,  responsible  public  officials  will  ensure  that

capital  expenditure is  allocated efficiently  and effectively.  Research conducted by
Sari & Mustanda (2019) states that capital expenditure has a positive effect on local
government financial performance. Research conducted by Leki et al (2018) states
that  capital  expenditure  has  a  positive  but  insignificant  effect  on  financial
performance.  This  means  that  the  effect  of  capital  expenditure  on  financial
performance can also be very dependent on how the capital expenditure is used. Good
management  and  allocation  of  capital  expenditure  can  have  a  significant  positive
impact  on  financial  performance.  Conversely,  if  capital  expenditure  is  not  well
managed,  the impact  may not  be significant.  Based on the description above and
previous research, the second hypothesis is :
H2: Capital expenditure affects financial performance



X2 = Capital expenditure  

t-test
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4 Research methods

The research location in this study is in Bantaeng Regency because the proportion of
PAD to  total  revenue  is  very  small.  The  object  of  this  research  is  the  financial
performance of the Bantaeng Regency local  government in the 2019-2023 period.
Local  government  financial  performance  can  be  analysed  using  the  effectiveness
ratio, where the effectiveness ratio can be formulated as follows.

Financial Performance Effectiveness Ratio = Realised PAD / Target PAD
In this study, the size of the local government is proxied by the total assets owned

by the local government contained in the Bantaeng Regency balance sheet for the
period 2019 - 2023 with the data used being monthly data. Total asset data has been
transformed into Natural Logarithm (Ln) form.

The capital expenditure data used in this study is capital expenditure realisation
data contained in the Bantaeng Regency APBD Realisation Report  for  the period
2019 - 2023 with the data used being monthly data. Capital expenditure data has been
transformed into Natural Logarithm (Ln) form. 

Data  analysis  was  carried  out  with  the  SPSS  version  26  programme.  The
formulation of the multiple linear regression equation in this study can be formulated
as follows.

Y = α + β 1 X 1 + β 2 X 2 + ε
Description:
Y = Local government financial performance 
α = Regression constant 
β1, β2, = Regression coefficient of independent variables 
X1 = Local government size  

ε = Confounding error rate (standard error)

Normality Test
The  normality  test  is  useful  for  the  initial  stage  in  the  data  analysis  selection

method. The purpose of the normality test is to determine whether in the regression
model the confounding or residual variables have a normal distribution. There are two
ways to detect whether the residuals are normally distributed or not, namely by graph
analysis and statistical tests (Erlina, 2008).

Multicollinearity test
The multicollinearity  test  intends to  test  whether  the regression model  found a

correlation between the independent variables. If there is a correlation, it is called a
multicollinearity problem (Ghozali, 2015).



 

Descriptive Statistical Analysis Results

1256             M. I. Mahendra et al.

The t  test  aims to  determine whether  or  not the influence of  each independent
variable individually (partially) on changes in the variation of the dependent variable
(Ghozali, 2015).

F Test
The F test aims to determine the effect of all independent variables together on the

dependent variable with statistics (Ghozali, 2015).

Coefficient of Determination Test (R2)
Observation of the coefficient of determination is carried out to see how much the

ability of the independent variables together provides an explanation of the dependent
variable (Ghozali, 2015).

5 Results and Discussion

Descriptive statistical analysis is a statistic that serves to analyse by describing the
data  used  in  the  study.  The  data  analysed  using  descriptive  statistics  are  mean,
standard deviation, minimum value and maximum value.

Based on Table 1. The average mean value of financial performance is 0.8552 with
a standard deviation of 0.73819, indicating that most local governments in the sample
have varying financial  performance but  tend to  be below average.  The minimum
value of financial performance is 0.09 percent while the maximum value of financial
performance is 3.10 per cent.

Table 1

N
Minimu

m
Maxim
um Mean

Std.
Deviation

Size of 
Local 
Governm
ent

6
0

208438
6776574.5

1

258222
0829531.1

1

2314884
533274,119

0

1291652
06586,2446

9

Capital 
Expendit
ure

6
0

746200
0,00

120489
687206.00

1364735
4399.9500

1857841
3353,20102

Financial
performa
nce

6
0

,09 3.10 ,8552 ,73819

Valid 
N 
(listwise)

6
0

Source: Processed data, 2024
Local government size is measured based on total assets with a sample size of 60.

The minimum value of local government size is 2,084,386,776,574.51. The maximum



Table 2
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value reaches 2,582,220,829,531.11. The average (mean) of local government size is
2,314,884,533,274.12 with a standard deviation of 129,165,206,586.24. This indicates
considerable variation between the sizes of local governments in the sample.

Capital expenditure includes the allocation of funds for capital expenditure from
local  governments,  also  with  a  sample  of  60.  The  minimum  value  of  capital
expenditure is 7,462,000.00, while the maximum value reaches 120,489,687,206.00.
The average capital expenditure is 13,647,354,399.95, and the standard deviation is
18,578,413,353.20, indicating a huge variation among local governments in capital
expenditure.

The normality test aims to test whether in the regression model, confounding or
residual variables have a normal distribution. As is known, the t and F tests assume
that the residual values follow a normal distribution. If this assumption is violated, the
statistical test becomes invalid for a small sample size. The following are the results
of the normality test:

Normality Test
Unstand

ardized
Residual

N 60
Normal Mean ,000000

Parametersa,b 0
Std. ,751245

Deviation 79
Most  Extreme Absolut ,097

Differences e
Positive ,082
Negativ

e
-,097

Test Statistic ,097
,200c,dAsymp. Sig. (2-tailed)

Source: Processed data, 2024
The  mean  or  average  residual  is  0.0000000,  which  indicates  that  overall,  the

deviation between the actual data and the predicted value tends to average zero. This
is an indication that the regression model is able to predict quite well overall. The
Asymptotic Significance value of 0.200 indicates that there is no strong evidence to
reject the null hypothesis (H0) in the normality test. With a significance value greater
than 0.05, we can conclude that the residuals have a normal distribution. 

Multiple  linear  regression  analysis  can  be  used  to  determine  the  effect  of  the
dependent variable with the independent variable. Data analysis was carried out with
the SPSS 26 programme. Multiple linear regression analysis in this study was used to
determine the financial performance of local governments in Bantaeng Regency. The
results of multiple linear regression analysis in this study can be seen in Table 3.

                                    Table 3
 Multiple linear analysis and multicollinearity test



Model

Unstand
ardized

Coefficient
s

Standardize
d
Coefficient
s Collinearity Statistics

B
Std.

Error Beta Tolerance VIF
1 (Constan

t)
-151,774 20,458

LN_X1 5,151 ,719 ,472 ,995 1,005
LN_X2 ,207 ,020 ,697 ,995 1,005

Source: Processed data, 2024

Based on Table 3, the multiple linear regression analysis equation of this study can
be formulated as follows.

Y = -151.774 + 5.151 X1 + 0.207 X2
From  this  equation,  we  can  interpret:  The  intercept  or  constant  is  -151,774,

meaning that when all independent variables (LN_X1 and LN_X2) are zero, the value
of the dependent variable (Y1) is estimated to be -151,774. The LN_X1 coefficient is
5.151, indicating that  every 1 unit  increase in LN_X1 will  increase Y1 by 5.151,
assuming the  LN_X2 variable remains constant.  The LN_X2 coefficient  is  0.207,
indicating that each 1 unit increase in LN_X2 will increase Y1 by 0.207, assuming the
LN_X1 variable remains constant.

The multicollinearity  test  is  a  high linear  relationship between the independent
variables, which can affect the accuracy of the regression coefficient estimates. In this
case:  Tolerance  for  both  variables  is  0.995,  close  to  1,  indicating  no  serious
multicollinearity. The VIF (Variance Inflation Factor) for both variables is 1.005, well
below the common limits of 5 or 10. This indicates that there is no multicollinearity
problem in this model.

The model  fit  test  is  carried  out  to  determine  whether  the  research  model  has
fulfilled  the  model  fit  test.   If  the  significant  value> 0.05  then  the  hypothesis  is
accepted (the regression coefficient is insignificant), this means that simultaneously
the independent variable has no significant effect on the dependent variable. If the
significant  value  <0.05,  the  hypothesis  is  rejected  (the  regression  coefficient  is
significant). This means that simultaneously the independent variable has a significant
effect on the dependent variable. The results of the F test can be seen in Table 4.

Table 4
F Test

Model
Sum of

Squares df
Mean

Square F Sig.
1 Regressi

on
16,291 2 8,146    87,1

48
,00
0 b

Residual 5,328 57 ,093
Total 21,619 59

Source: Processed data, 2024
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p-value = 0.000: This indicates that the F-test result is statistically significant. With
a p-value <0.05, we can conclude that the regression model significantly predicts the
dependent variable (Y1) based on the independent variables (LN_X1 and LN_X2).
The large F value and very small p-value (0.000) indicate that the regression model
used has a strong predictive ability of the dependent variable.

The  coefficient  of  determination  is  used  to  measure  how  much  the
independent variable is able to explain the dependent variable, namely the size of the
local government, local revenue and capital expenditure on the financial performance
of the local government. The results of the coefficient of determination (R 2 ) test can
be seen in Table 5.

Table 5
Coefficient of Determination Test

Mod
el R

R
Square

Adjusted
R Square

Std. Error
of the

Estimate
Durbin-

Watson
1 ,868

a
,754 ,745 ,30572 1,856

Source: Processed data, 2024
Adjusted R Square = 0.745: This is an adjusted version of R Square that corrects

for  the  number  of  independent  variables  in  the  model.  This  value  gives  a  more
accurate picture of how well the model can explain the data, especially when there is
more than one independent variable. A lower Adjusted R Square value than R Square
indicates that the addition of independent variables does not significantly improve the
model's ability.

Partial test (t test) is used to test the effect of each independent variable on the
dependent  variable  partially.  In  this  study,  if  each  significance  coefficient  of  the
independent variable has a value smaller than 5% (0.05) which is set as the degree of
confidence, therefore, it can be concluded that the independent variable partially has a
significant effect on the dependent variable. The results of the partial test or t test can
be seen in Table 6.

Table 6
T-test

Model t Sig.
(Consta
nt)

-
7,419

,000

LN_X1 7,159 ,000
LN_X2 10,57

8
,000

 Source: Processed data, 2024
To find out whether the independent variable significantly affects the dependent

variable, we look at the t-value and p-value (Sig.): LN_X1: The t-value of 7.159 with
Sig. of 0.000 indicates that LN_X1 is statistically significant (because p < 0.05) in
influencing  Y1.  LN_X2:  The  t-value  of  10.578  with  Sig.  of  0.000 indicates  that
LN_X2 is also statistically significant in influencing Y1. This means that these two
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independent variables together and individually have a significant influence on the
dependent variable Y1.

H1: Local government size affects financial performance
The analysis results show that the regression coefficient for local government size

is 5.151. This means that every one unit increase (on a logarithmic scale) in local
government size has the potential to increase financial performance (Y1) by 5.151
units. The very low p (Sig.) value (0.000) indicates that the effect of local government
size  on  financial  performance  is  significant  at  the  95%  confidence  level.  This
indicates  that  local  government  size  is  an  important  factor  affecting  financial
performance.  Larger  local  government  size  contributes  positively  to  financial
performance, suggesting that increased assets or budget capacity can result in better
financial management.

Larger  local  government  size  often  reflects  better  managerial  capacity  and
resources. Within the framework of Stewardship Theory, stewards are expected to use
the size optimally, focusing on the public interest. This suggests that managers who
act as good stewards can utilise existing resources to improve financial performance.
When  managers  feel  responsible  for  maximising  organisational  value  and
performance,  they  are  likely  to  make  decisions  that  support  the  efficiency  and
effectiveness of financial management.

H2: Capital expenditure affects financial performance
The regression coefficient for capital expenditure is 0.207. This means that every

one unit increase (on a logarithmic scale) in capital expenditure will increase financial
performance (Y1) by 0.207 units. The p value (Sig.) for capital expenditure is also
very  low  (0.000),  indicating  that  the  effect  of  capital  expenditure  on  financial
performance is  also  significant.  This  means  that  capital  expenditure  is  a  relevant
factor  in  explaining  variations  in  financial  performance.  High  capital  expenditure
contributes  to  improved  financial  performance  by  providing  better  infrastructure,
which in turn can support economic growth and local revenue.

Within  the  Stewardship  Theory  framework,  capital  expenditure  reflects  the
responsibility of managers to invest public resources in infrastructure and services
that can improve the quality of life of the community. Managers who act as stewards
will  endeavour  to  plan  and  implement  effective  capital  expenditure,  so  that  the
investment  can  provide  long-term  benefits.  By  focusing  on  strategic  and  results-
oriented capital expenditures, managers can improve financial performance through
increased efficiency of public services and better utilisation of infrastructure..

6 Closing

6.1 Conclusion

1. Local  government  size  has  a  positive  and  significant  effect  on  financial
performance. The analysis results show that an increase in local government
size,  as  measured by total  assets  or  budget,  has  the  potential  to  improve
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financial  performance.  This  confirms  the  importance  of  capacity  and
resources  managed  by  local  governments  in  achieving  efficiency  and
effectiveness in financial management.

2. Capital  expenditure also has a positive and significant effect  on financial
performance. An increase in capital expenditure allocated to infrastructure
investment  and  fixed  assets  shows  a  positive  impact  on  financial
performance, because better infrastructure can improve public services and
support regional economic growth.

6.2 Research limitations and future research directions

Limitations in this study that require improvement in future research. First, this
research  is  only  limited  to  Bantaeng  Regency  in  the  2019-2023  period,  further
research is expected to use a wider research sample. Second, it  is still possible to
include other variables (financial and non-financial).

6.3 Implications

These  findings  provide  important  implications  for  local  governments  in
formulating policies. To improve financial performance, local governments need to
consider  increasing  the  size  and  optimising  capital  expenditure.  Investment  in
infrastructure  and  better  asset  management  will  contribute  to  a  sustainable
improvement in financial performance.

6.4 Suggestion

Based on the results of the research that has been conducted that government size
and  capital  expenditure  have  an  effect  on  financial  performance,  the  researchers
suggest that to make optimal use of assets and capital expenditure, local governments
need to  conduct  asset  inventories,  lease  or  develop strategic  assets,  and  focus on
capital expenditure for infrastructure projects that have a direct impact on the local
economy.  With  technology-based  asset  management,  targeted  planning,  and
transparency and regular evaluation, governments can improve financial performance
and public services.
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