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ABSTRACT: This study examines the effect of regional financial performance (effectiveness ratio, efficiency, fiscal 

decentralization) and budget ratcheting on the allocation of capital expenditure in local governments in Central Java Province 

from 2018-2021. The population in this study were all Regency/City Regional Governments in Central Java Province in 2018-

2021. The sample used was 35 local governments. Hypothesis testing using panel data regression. The results showed that 

regional financial performance (effectiveness ratio, efficiency, fiscal decentralization) and budget ratcheting affect capital 

expenditure allocation. Effectiveness and efficiency ratios negatively affect capital expenditure allocation, fiscal decentralization 

ratio positively affects capital expenditure allocation, and budget ratcheting negatively affects capital expenditure allocation. 

This study provides empirical evidence that one of the tools to analyze regional financial performance in managing regional 

finances is to conduct a financial ratio analysis. The novelty of this research is the addition of budget ratcheting variables that 

have not been widely studied in Indonesia, especially those using local government objects. 

KEYWORDS: Capital Expenditure Allocation, Regional Financial Performance, Regional Financial Ratios, Budget Ratcheting 

I.  INTRODUCTION  

Information about final paper submission is available from the conference website. Article 66, paragraph 1 of Law No. 33 

of 2004 states that the government's ability to manage its limited resources in an orderly, economical, law-abiding, efficient, 

effective, transparent, and responsible manner is a prerequisite for the success of regional autonomy. Value for money, an 

output-oriented performance approach, and sound governance principles are all used in regional financial management. Since 

the budget is used to evaluate the government's performance, capital expenditures, or the money spent on community services, 

are expected to account for a sizable portion of the budget (Halim, 2008: 226). 

The progress of a region can be shown by the allocation of capital expenditure, which is issued by the local government 

and aims for long-term investment, which can increase Regional Original Revenue (PAD). Based on the daily news tempo.com, 

the director general of Bina Kemendagri Agus Fathoni stated that PAD revenue must continue to be improved. This must be 

done because there are still many regional potentials that still need to be appropriately maximised. The average PAD revenue of 

regencies/cities in Central Java in 2020 has decreased; this situation has occurred since COVID-19, which has hurt the Indonesian 

economy. Regional Original Revenue 2020 decreased by 5,6 per cent, from Rp 14.4 trillion in 2019 to 13.6 trillion in 2020. 

In this instance, the capital expenditure ratio can show how well local government budgets are used to construct 

infrastructure to improve community access to public services. The higher the capital expenditure ratio, the greater the 

investment made by local governments to repair or improve the infrastructure needed by the community. Conversely, the 

capital expenditure ratio is low. In that case, the budget is more allocated to operational expenditures, such as employee 

salaries, purchase of goods, etc. Therefore, local governments quality of existing public services. All districts/cities in Central Java 

experience constraints related to capital expenditure. None of the 6 towns and 29 communities in Central Java reached the 40 

per cent capital expenditure allocation limit. 
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Graphics 1. Capital Expenditure Ratio of Regency / City in Central Java Province in 2018-2021 

 

According to the Law on Financial Relations between Central and Local Governments (UU HPKD), local governments 

must allocate 30 per cent of total expenditures for personnel outside of allowances and teachers' salaries. Meanwhile, at least 

40 per cent of total spending outside the region must be public infrastructure expenditure. By the PRSP Law, the capital 

expenditure allocation limit is at least 40 per cent. Therefore, in fiscal years 2018-2021, Semarang City has reached the capital 

expenditure allocation limit. Based on graphics 1, Semarang City in 2021 is the region with the highest portion of capital 

expenditure, reaching 54,7 per cent of total regional spending. The lowest amount of capital expenditure is Blora Regency, 

which only accounts for 9,4 per cent. 

In this case, efforts need to be made to increase the share of capital expenditure in these districts and cities through 

targeted and effective programs. Increasing the portion of capital expenditure can boost investment, create jobs, increase 

productivity, and encourage economic growth in the region. In addition, it is necessary to improve human resources and classy 

infrastructure to increase the region's competitiveness. Thus, it is expected that in the future, districts and cities in Central Java 

Province will pay more attention to the portion of capital expenditure to encourage sustainable economic growth. 

Local governments use their more extensive revenue sources for capital expenditures, but the government needs help 

increasing its regional capital expenditures due to moral hazard. Riswan and Affandi (2014) suggest that good financial 

performance positively affects capital expenditure for public services. Regional financial performance changes impact the 

allocation of regional capital expenditures (Prihastuti et al., 2015). 

Mahmudi (2007: 92-96), in Suyono (2010), financial performance is usually defined as financial ratios identified based 

on local government financial statements. However, not all financial ratios have the same influence on financial performance. 

Based on this, it is necessary to analyze these factors comprehensively to understand better the factors that influence the 

financial performance of local governments. The results of the analysis can be used as a consideration for parties involved in 

planning and decision-making related to local government economic policies. 

Financial ratio analysis based on the Value of Money concept can be done through the APBD report. This analysis is one 

way to evaluate regional financial performance. Through financial ratio analysis, the weaknesses and strengths of local 

government financial management can be identified to become the basis for making decisions in making a rational policy based 

on predetermined goals (Patarai, 2017). 

One way to determine whether the regional financial performance is good is to analyze financial ratios. The fiscal 

decentralization ratio, the regional financial management efficiency ratio, and the PAD effectiveness ratio are the regional 

financial performance indicators used in this study. 

The ability of local governments to achieve planned Regional Original Revenue (PAD) in comparison to the target set 

based on a region's actual potential is described by the effectiveness ratio of PAD (Halim, 2008, p. 234). The realization of 
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payment received and the amount spent to generate revenue are compared in the regional financial management efficiency 

ratio (Halim, 2008, p. 234). According to Halim and Damayanti (2007: 262), the fiscal decentralization ratio illustrates the extent 

to which local revenue (PAD) contributes to overall local revenue. 

Hercowitz and Strawczynski (2002) and research conducted by Lee and Plummer (2007) mention that budget ratcheting 

influences capital expenditure allocation. Budget ratcheting in capital expenditure budgeting is inseparable from the existence of 

biased behaviour. Budget ratcheting occurs because of the tendency to use current-year performance targets to plan future 

targets. 

Solikhin (2014) states that the obstacle faced in implementing budgeting is the tendency for lower expenditure 

disbursements at the beginning but a buildup of budget disbursements at the end of the fiscal year. Usually, at the beginning of 

the program related to the procurement of goods/services, the community should have received benefits so that it can be 

expected to provide a greater impetus for increased economic growth (Annisa, 2020). However, evidence in the field shows that 

local government budget realization in Indonesia tends to be lower at the beginning and higher at the end of the fiscal year. 

What should happen is that at the end of the fiscal year, local governments only carry out the remaining activities and tidy up 

the financial management administration (Rokhman, 2013). 

Better public services are anticipated in proportion to the budget allotted for capital expenditures. This is because fixed 

assets resulting from capital expenditure play a significant role in the public services that the government provides. However, 

the actual practice in the field demonstrates that there is still a sizable additional budgetary allotment for capital expenditures. 

Various studies on capital expenditure have been conducted, among others, by Putri and Rahyu (2019) and Gerung 

(2015), which state that the effectiveness ratio of PAD has a positive and significant effect on capital expenditure. Another study 

by Dinarossi and Darma (2016) found that the efficiency of regional financial management significantly affects capital 

expenditure. Other research conducted by Arsa and Djinar (2015) found that the degree of decentralization and the 

effectiveness of PAD positively affect capital expenditure. Marlina's research (2018) states that budget ratcheting 

simultaneously affects capital expenditure allocation. Meanwhile, research conducted by Safitri and Sari (2020) and Hidayah and 

Sari (2022) states that there is a budget ratcheting effect in capital expenditure. 

By the HKPD Law, the minimum allocation for infrastructure expenditure, part of capital expenditure, is 40 per cent. 

However, most districts/cities in Indonesia allocate less capital expenditure than personnel expenditure. This is also the case for 

regions in Central Java. According to observations, all districts/cities in Central Java Province in 2018-2021 have a capital 

expenditure ratio of at most 25 per cent, far from the minimum capital expenditure allocation limit of 40 per cent. With this 

phenomenon and the establishment of new regulations regarding the minimum limit for capital expenditure allocation, this 

research is essential. It must be carried out immediately because this research topic is current conditions; namely, the allocation 

of medical expenditure plays a significant role in developing public facilities in improving community welfare. By conducting this 

research, the effect of regional financial performance on capital expenditure can be known so that the following year, the local 

government can increase capital expenditure allocation to a minimum limit of 40 per cent by the PRSP Law.  

The renewal in this study is the addition of budget ratcheting variables, which have yet to be widely studied in Indonesia, 

especially those using local government objects. Based on this description, this research is interesting for researchers to 

investigate further. In addition, previous studies with similar research variables have different research results. 

 

II. LITERATURE REVIES AND HYPOTESIS 

A. Literature Review 

Allocating Capital Expenditures. According to Fees (2008), capital expenditures include the price of purchasing fixed 

assets as well as any upgrades or additions made to them in order to raise their overall value or prolong their useful lives. A 

capital expenditure is a budgetary expense for the purchase of fixed assets and other assets that yield benefits over the course 

of multiple accounting periods, as defined by Government Regulation No. 71/2010 on Government Accounting Standards. 

Purchasing land, buildings and other structures, machinery, and intangible assets are a few examples of capital expenditures. 

Mardiasmo (2009) defines capital expenditures as expenses that will raise the regular budget for operating and maintenance 

costs and whose benefits typically extend beyond a single fiscal year.  

Local governments set aside money in the APBD capital expenditure budget to increase fixed assets. This capital 

expenditure budget is based on the infrastructure and facility requirements of the local area for the efficient execution of public 

works projects and government duties. Annually, local governments typically purchase fixed assets based on budget priorities 

and public services that will affect their finances in the long run. 

http://www.ijefm.co.in/
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Local Government Financial Performance. Article 1, paragraph 37 of Regulation of the Minister of Home Affairs No. 21 of 

2011 (second amendment of Permendagri No. 13 of 2006) defines performance as the output or results of activities or programs 

that will or have been achieved in connection with the use of budgets with measurable quantity and quality. The study defines 

Local Government Financial Performance as an increase in accomplishing a work result in local finance. It includes the funding 

and realization of PAD using financial indicators established by a policy or statutory provisions from one budget period. 

Performance measurement is required to determine how much actual performance deviates from expected performance. 

Making improvements and raising performance is possible by being aware of these deviations (Rai, 2008). In the context of the 

business, measuring the performance of the company that emerges from the management decision-making process is a more 

complex and complicated matter because it will entail matters about the profitability, efficiency, and effectiveness of capital 

utilization as well as the value and security of various demands from third parties (Helfert, 1982). Financial analysis is the 

appropriate analytical tool to measure financial performance because it uses financial indicators. 

B. Hypothesis 

Although previous research has been conducted, the results are inconsistent. Therefore, researchers are interested in 

researching by adding the independent variable budget ratcheting. This study aims to examine the effect of financial 

performance (effectiveness ratio, efficiency ratio, fiscal decentralization ratio) and budget ratcheting on local governments' 

capital expenditure allocation. 

 
Figure 1. Conceptual Framework 

 

III. OPERATIONAL DEFINITIONS AND RESEARCH METHODS 

A. Operational Definitions 

The dependent variable in this study is Capital Expenditure Allocation. According to Article 53 of Minister of Home Affairs 

Regulation No. 59 of 2007 (the first amendment of Permendagri No. 13 of 2006), capital expenditures are defined as costs 

incurred in connection with the acquisition of tangible fixed assets with a useful life of more than a year for use in government 

operations. The purchase price or construction of investments plus all costs associated with the acquisition or construction of 

support, until the assets are prepared for use, constitute the value of tangible fixed assets budgeted in capital expenditures. The 

capital expenditure allocation indicator is calculated using the following formula, according to the Directorate General of Fiscal 

Balance: 

 

The independent variables in this study are local financial ratios (effectiveness ratio, efficiency ratio, fiscal 

decentralization ratio) and budget ratcheting. Effectiveness Ratio. Effectiveness ratio can be calculated by comparing actual 

revenue with potential revenue that can be generated. Potential revenue is based on the income obtained from tax and levy 

payments available in the area. The effectiveness ratio is calculated using the following proxies: 

 

Efficiency Ratio. Based on the actual potential of the area, the efficiency ratio shows how much local governments can 

achieve their planned local revenue targets. This ratio contrasts the local revenue realized with the desired outcome (Halim, 

2007). The province government has more influence in reaching the set local revenue target, and the higher the effectiveness 
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ratio. On the other hand, should this ratio be below, the provincial government must assess the tactics and laws to boost local 

revenue efficiency. The following proxy is used to calculate the efficiency ratio: 

 

Fiscal Decentralization Ratio. The fiscal decentralization ratio is a benchmark for measuring the effectiveness of 

budgetary decentralization policies implemented by the central government. By creating conditions that allow local 

governments to obtain adequate revenue, fiscal decentralization policies can support regional economic development. 

Therefore, the fiscal decentralization ratio must constantly be monitored and maintained to create regional solid financial 

independence and accelerate economic growth. The fiscal decentralization ratio is calculated using the following proxies: 

 

Budget Ratcheting. One budgeting component is budget ratcheting, which occurs when the difference between the 

target and performance of the previous year affects the budget target for the current year (Aranda & Davilla, 2010). The 

variance of the Regional Revenue budget between the current and previous periods is used to calculate budget ratcheting, and 

the model from Aranda (2010) in Abdullah and Junita (2016) is used to measure this variable. 

 
Note: 

PADt        : Local Revenue for the Current Year 

PADt-1  : Local Revenue in the Previous Year  

PADRt-1  : Local Revenue in the last period 

δ   : Constant, and  

λ  : Coefficient 

B. Research Methods 

Data analysis in this study uses panel data regression with the Random Effect Model (REM) approach, which is used to 

determine the effect of effectiveness ratio, efficiency ratio, fiscal decentralization ratio, and budget ratcheting on capital 

expenditure allocation. Panel data combines cross-sectional and time series data to produce better estimation results with 

increased observations, which implies increased degrees of freedom. Time series data is derived from an object with a specific 

time series, while cross-section data is derived from observations of multiple objects without considering time differences 

(Nuryanto and Pambuko, 2018). 

The panel data regression analysis model that was used in this study is as follows: 

 
Note:   

BM  : Capital Expenditure Allocation 

EFK : Effectiveness Ratio 

EFS  : Efficiency Ratio  

DSFK  : Fiscal Decentralization Ratio, and  

BR : Budget Ratcheting 

 

 

IV. RESULT 

The classical assumption test is mandatory in regression analysis before hypothesis testing. In the panel data regression 

model, not all classical assumption tests can be carried out and not made a Best Linear Unbiased Estimator (BLUE) requirement. 

The results of the classic assumption test demonstrate that the regression model applied in this work is normally distributed and 

devoid of heteroscedasticity and multicollinearity symptoms. Based on the results of data processing with Eviews 12. 

A. Classical Assumption Test 

The classic assumption test is one way to assess whether multicollinearity and heteroscedasticity symptoms are present. 

The multicollinearity test is utilized to determine if there is a correlation between the independent variables. Good regression 
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models are those in which there is no correlation between the independent variables. Regression models with a correlation 

coefficient between independent variables less than 0,800 are deemed free of multicollinearity. On the other hand, 

multicollinear regression models have independent variable correlation coefficients greater than 0,800. The following are the 

findings of this study's multicollinearity test: 

 
 

Table 2's multicollinearity test results demonstrate that each variable has a coefficient Table 2's multicollinearity test 

results demonstrate that each variable has a coefficient value of less than 0.80, indicating a high degree of correlation between 

them. Therefore, there isn't a multicollinearity issue. 

The heteroscedasticity test is used to ascertain whether there is an inequality of variance and residuals for every 

regression model observation. The white test method is used in this study to identify heteroscedasticity symptoms. The 

probability value above 0,050, which denotes the absence of heteroscedasticity symptoms, meets the criteria used in the 

heteroscedasticity test. The Harvey heteroscedasticity test is one of the techniques that can be applied to the heteroscedasticity 

test on Eviews. Using the Harvey test method in this investigation. The heteroscedasticity test results using the white test 

method are as follows: 

 
 

Table 3 indicates that the Harvey test is used in the heteroscedasticity test. The effectiveness ratio, efficiency ratio, fiscal 

decentralization ratio, and budget ratcheting are examples of the independent variables used. The F probability of 0.0725 

indicates that the sample data for this study does not exhibit heteroscedasticity. Additionally, the signification number is above 

5% or 0.05. 

B. Panel Data Regression Analysis 

This study uses four independent variables, namely the effectiveness ratio, efficiency ratio, fiscal decentralization ratio, 

budget ratcheting and regional expenditure allocation as the dependent variable. The Fixed Effect Model (FEM) in the Chow and 

Hausman tests is the model used in this study's panel data regression estimation approach or method. The results are usually 

distributed. Based on the panel data model test outcomes, the Fixed Effect Model is the most suitable regression model utilized 

in this investigation. The following are the results of the Fixed Effect Model Test that was carried out: 
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Table 5 explains the test results of the coefficient of determination (R2); it can be seen that the adjusted R-square value is 

0,992997 or 99,2997%. So, it can be concluded that the independent variables of local government financial performance in the 

form of PAD effectiveness, regional financial management efficiency and fiscal decentralization and budget ratcheting variables 

can explain capital expenditure in the Regency / City of Central Java Province in 2018-2021 by 99,2997%. At the same time, 

other variables outside the study explain the rest. 

Using the Fixed Effect Model (FEM) approach and the panel data regression estimation output, the following linear 

regression equation is produced: 

 
The relationship between the allocation of capital expenditure in regencies/cities in Central Java Province in 2018–2021 is 

tested for significance using the F test. Concurrently with the effectiveness of PAD, the efficiency of regional financial 

management, fiscal decentralization, and budget ratcheting. Table 5's prob (F-statistic) is known to be 0,0000 < α = 5% (0,05). 

Therefore, it can be said that Ha is accepted, and H0 is rejected. This shows that local government financial performance in the 

form of PAD effectiveness variables, regional financial management efficiency, fiscal decentralization and budget variables 

simultaneously affect capital expenditure allocation. 

 

V. DISCUSSION 

A. Effectiveness Ratio on Capital Expenditure Allocation 

According to the regression test results, financial performance, as measured by the effectiveness of PADs on allocating 

capital expenditures, has a regression coefficient value of -1,62 with a probability value of 0,00. This suggests that PAD's 

effectiveness negatively impacts capital expenditure distribution. 

This research is in line with Nurena's (2023), which states that the PAD effectiveness ratio significantly negatively affects 

capital expenditure. So, if there is an increase in the regional effectiveness ratio, it does not affect the amount of capital 

expenditure. This is because the effectiveness value in each region on the island of Java is in the highly effective category, with 

the ability to realize PAD almost twice as much as budgeted. Still, this ability is outside the line with the ability to learn capital 

expenditures. 

B. Effect of Efficiency Ratio on Capital Expenditure Allocation 

The results identify that the efficiency ratio negatively affects capital expenditure allocation, in accordance with the 

study's second hypothesis. So, the second hypothesis in this study is accepted. This can be seen from the coefficient value of the 

efficiency ratio variable of -2,00 with a probability value of 0,000. According to the assumption, the higher the efficiency ratio 

value, the more inefficient regional finance is. Although the direction of the coefficient is negative, the relationship between the 

two variables is significant. So, if there is an increase in the regional financial efficiency ratio, it does not affect the amount of 

capital expenditure realization for public services. Research by Ardhini and Handayani (2011) states that the regional financial 

efficiency ratio has a negative but significant effect on the allocation of capital expenditure for public services. 

The higher the efficiency ratio, the lower the regional expenditure, in this case capital expenditure. Inefficient use of 

restricted finances with a high ratio figure can be caused because the amount of expenditure realization is greater than the 

amount of revenue itself, resulting in waste for regional expenditure but not maximally used for capital expenditure (Ardhini, 

2014). Based on statistical results, provincial spending in terms of capital expenditure is decreasing. The inefficient use of 

restricted finances with a high ratio figure can be caused because the amount of expenditure realization is greater than the 

amount of revenue itself, resulting in waste for regional expenditure but not used optimally for capital expenditure, as stated by 
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the Minister of Finance Agus D. W. Martowardojo (2010) in the online daily Today (April 28, 2011) that throughout 2010 around 

60 per cent of the regional budget was spent more on personnel expenditure than on capital expenditure. 

This study's results align with research conducted by Martini and Dwirandra (2015) and Arif & Arza (2019), which state 

that the regional financial efficiency ratio has a significant negative effect. This is due to the incredible amount of personnel 

expenditure in the regions compared to capital expenditure for development and development in the areas (Martini and 

Dwirandra, 2015). In line with Darmastuti et al. (2022), the efficiency ratio significantly negatively affects capital expenditure in 

regencies and cities in East Java Province. 

C. Effect of Fiscal Decentralization Ratio on Capital Expenditure Allocation 

According to the study's third hypothesis, the results show that the decentralization ratio positively impacts the 

distribution of capital expenditures. Thus, the study's second hypothesis is accepted. This is evident from the fiscal 

decentralization ratio's coefficient value of 1,09, which has a probability value of zero,000. The ratio of fiscal decentralization 

exhibits a positive and significant relationship due to the higher level of local revenue relative to regional revenue, resulting in a 

positive and significant value. This indicates that the Central Java Province provincial government has fulfilled its obligation to 

carry out the regional development assigned by the national government. 

If the ratio of fiscal decentralization increases, regional financial performance improves, so the allocation of regional 

capital expenditure increases. The increase in local revenue received is supported by a fiscal decentralization policy. Local 

governments seek to increase capital expenditure allocations to provide facilities and infrastructure for community needs. The 

increase in capital expenditure allocation can improve the community's welfare and economic growth in the area. 

The findings of this study support Adolf Wagner's theory, which takes the form of a law known as The Law of Ever 

Increasing State Activities, or the trend toward rising state spending, to express his viewpoint. According to Wagner's law, an 

economy's relative government spending will grow with an increase in per capita income. This is possible because, according to 

the APBD, the degree of fiscal autonomy is defined as the ratio of regional own-source income (PAD) to total regional revenue. It 

also describes the region's independence or gives an overview of the internal area's capacity to contribute to regional revenue. 

The results of this study are also by previous research by Arsa (2015), Praza (2016), and Indiyanti (2018), which state that 

financial performance in the form of the degree of decentralization has a positive effect on capital expenditure. The results of 

this study support the results of research from Arsa and Setiawian (2015), Huda (2015), and Praza (2016). 

D. The Effect of Budget Ratcheting on Capital Expenditure Allocation 

The results of this study identify that budget ratcheting has a negative effect on capital expenditure allocation. This can 

be seen from the coefficient value of -1,24 with a probability value of 0,0144. The negative coefficient value can be interpreted 

that if the budget ratcheting increases by 1 unit, the capital expenditure allocation will decrease by 1 unit. The negative 

coefficient value means that budget ratcheting in capital expenditure is smaller than zero. The fourth hypothesis is that budget 

ratcheting affects the allocation of capital expenditure; thus, this study supports the research of Safitri & Sari (2020) and 

Hidayah and Sari (2022). As well as supporting Susanto & Halim's research (2016). 

Budget preparers respond to the existence of a negative variance in the previous year as a factor that determines the size 

of the budget in the current year. Thus, the presence of budget ratcheting in the allocation of capital expenditures is inseparable 

from the role of dishonest budget preparation behaviour spearheaded by agency problems and opportunistic behaviour from 

various parties. 

Lim (2011) conducted research stating that the variance when revenue is positive will be related to the revenue budget in 

the future. The negative variance in income will not be related to the revenue budget the following year. Positive variances that 

occurred in the past reflect good performance, so the path travelled in the past is a guideline for the future. Local governments 

are implementing complex agency problems directly proportional to information asymmetry, so the possibility of budget 

ratcheting is also getting more significant. 

 

VI. CONCLUSIONS AND SUGGESTION 

 Drawing from the findings of studies examining the impact of financial performance as measured by effectiveness, 

efficiency, fiscal decentralization, and budget ratcheting on capital expenditure allocation expenditure of the Regency / City 

Regional Government of Central Java Province in 2018-2021, the following conclusions can be made: 1) Financial performance at 

the regional level as measured by effectiveness, efficiency, fiscal decentralization, and budget ratcheting all act in concert to 

influence capital expenditure allocation. The effectiveness ratio, which measures financial performance, has a negative impact 
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on capital expenditure allocation to some extent. 3. financial performance, as measured by efficiency ratios, has a partial 

negative impact on capital expenditure allocation. 4) The distribution of capital expenditure is positively impacted, to a partially 

lesser extent, by financial performance as measured by the fiscal decentralization ratio.5) Budget Ratcheting partially has a 

negative effect on the allocation of capital expenditure. 

 The limitation of this research is that this research is only based on quantitative data and has yet to include relevant 

qualitative aspects that determine the capital expenditure allocation policy. The sample used is very limited, only using local 

governments in Central Java due to constraints in finding data samples, so it cannot compare the allocation of capital 

expenditures of local governments in Indonesia whether it is in accordance with the minimum limit of regional expenditure 

allocations. The measurement of financial performance in this study is only represented by 3 financial ratios (PAD effectiveness 

ratio, regional financial management ratio and degree of fiscal decentralization), while there are still many financial ratios in 

local governments. 

 Based on this research, local governments can consider that in making regional expenditures, not solely through direct 

allocation of capital expenditures, but can consider spending on intensification and extensification in the context of optimizing 

PAD. For further research, it is hoped that it can develop research by using questionnaire instruments, making direct 

observations of local governments and conducting interviews with related parties. A more comprehensive sample was added to 

compare which local governments in Indonesia have met the minimum limit for capital expenditure allocations. Researchers 

suggest looking for other references such as from the Central Statistics Agency (BPS) website (www.bps.go.id) or the website of 

the Information and Documentation Management Officer (PPID) for each province sampled and adding variables and research 

periods to provide a broader picture and research results. 

 Furthermore, it is anticipated that the study's findings will give the public information and a summary of the government's 

financial performance, enabling the community to support development and the region's efficient administration. With this 

information, the public will be able to know how the government manages and maintains the continuity of development in the 

area. 
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