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ABSTRACT: This study examines the reciprocal causal relationship between regional financial performance and the achievement
of the Sustainable Development Goals (SDGs) at the provincial level in Indonesia. Using panel data from 34 provinces over the
period 2019-2023, the study combines SDG indicators from Statistics Indonesia with provincial fiscal data from the Regional
Financial Information System. Structural Equation Modeling (SEM) is employed to analyze bidirectional effects while addressing
measurement errors. The results reveal a positive and statistically significant two-way relationship between regional financial
performance and SDGs achievement. The effect of financial performance on SDGs achievement is stronger than the reverse
relationship, highlighting the importance of fiscal capacity in accelerating sustainable development. Expenditure efficiency and
fiscal decentralization are identified as the main drivers of regional financial performance, while partnerships for the goals (SDG
17) contribute most significantly to SDGs achievement. This study provides empirical evidence of a dynamic fiscal—sustainability
feedback mechanism at the subnational level. Policy implications suggest that investment in SDGs serves as a long-term fiscal
strategy that strengthens regional financial sustainability.

KEYWORDS: Regional Financial Performance; Sustainable Development Goals; Fiscal Decentralization; Structural Equation
Modeling

1. INTRODUCTION

The challenges of achieving the Sustainable Development Goals (SDGs) in developing countries include: (a) limited funding, (b)
economic and social inequality, (c) political instability, and (d) a lack of public awareness and commitment (UNDP, 2017; World
Bank, 2019; OECD, 2018; Bhattacharya et al., 2016; Neto, 2025; Sachs, 2015). On the other hand, opportunities for developing
countries in achieving the SDGs include: (a) innovation and technology, (b) international support, (c) private sector participation,
(d) a progressive young generation, and (e) increased global awareness (Sachs, 2015; Schwab, 2016; UNDESA, 2020; OECD, 2018;
BSDC, 2017; Strauss & Howe, 2000).

Indonesia’s SDGs achievement in 2024 ranked 78th out of 167 countries, with a score of 69.40, where 16% of the goals are on
track, while the remaining 84% show limited progress (Sachs et al., 2024). Meanwhile, the government’s efforts and commitment
to SDGs received a rating of 7 with a score of 77.30, indicating that the government is serious about SDGs (Sachs et al., 2023).
Referring to the Sustainable Development Report (SDR) 2024, global SDGs achievement has declined (in 2023 the score was 70.16
with a rank of 75). Globally, SDG No. 1 (No Poverty) and SDG No. 4 (Quality Education) are the best-performing goals (on track),
while SDG No. 7 (Clean Energy) and SDG No. 13 (Climate Action) have experienced declining (weakening) achievement (SDR, 2024;
SDR, 2023). At the ASEAN level, Indonesia ranks fourth out of ten countries, below Thailand, Vietnam, and Singapore. One of the
challenges in achieving SDGs in Indonesia is regional finance or funding.

The achievement of SDGs is carried out using a holistic approach, requiring aligned policies and mechanisms between central and
local governments, as well as the availability of financial resources (Abidoye & Orlic, 2022; Alisjahbana, 2018; Le Blanc, 2015). One
of the pillars in achieving SDGs is the economic pillar, which includes: (a) clean and affordable energy (SDG 7), (b) decent work and
economic growth (SDG 8), (c) industry, innovation, and infrastructure (SDG 9), (d) reduced inequalities (SDG 10), and (e)
partnerships for the goals (Fianto et al., 2024).

In the field of clean and affordable energy, the government has reduced regional budget allocations for clean energy investment,
which was done to accelerate the handling of COVID-19 (CPI, 2021). According to CPI initiatives, decentralized clean energy
involving communities, such as mini-grid models (small-scale solar energy models), can save electricity, thereby reducing
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government subsidies, reducing fiscal burdens, increasing regional revenue, and attracting local investors to finance clean energy
projects through the issuance of green bonds (climatepolicyinitiative.org, 2021). Green finance helps the development of
renewable energy (Subramaniam & Loganathan, 2023; Shaheen et al., 2023). Furthermore, renewable energy will generate
regional revenue streams (Raimi, 2024; lkenna, 2024).

Regional finance is the main resource to support local economic development and job creation. For example, Local Own-Source
Revenue (PAD) is directed to build economic infrastructure such as local markets, industrial areas, and public transportation, which
serve as a foundation for growth. General Allocation Funds (DAU) and Special Allocation Funds (DAK) are used for workforce
training programs, MSME empowerment, and the development of community-based industrial facilities. Budget allocations to
provide incentives to small and medium enterprises, such as loan interest subsidies or training, can increase their capacity to
absorb labor. Regional finance can also be used to support vocational education and training based on labor market needs, which
is important for increasing productivity and individual income. Fair and development-oriented local taxes and retributions can
encourage the participation of local economic actors in regional development (BPS, 2022; UNDP, 2022; Ministry of Finance of the
Republic of Indonesia, 2023; Rahmatullah, 2021).

SDG 9 aims to build resilient infrastructure, promote inclusive and sustainable industrialization, and support innovation. These
three elements are interrelated in creating sustainable economic growth, with regional finance as one of the main supporting
factors. The use of central government transfer funds and PAD to build infrastructure such as roads, electricity, clean water
networks, and internet access can increase local industrial productivity (Wibowo & Haryanto, 2022). Regional budgets are
allocated to finance innovation centers, technology incubators, and research that support technology-based industrial
transformation (UNDP, 2022). Regional development funds can be used to create industrial areas or special economic zones,
facilitating business actors’ access to facilities and distribution networks (Lestari & Nugroho, 2021). Regional fiscal policies, such
as tax reductions or subsidies for technology companies, can encourage investment in the innovation sector (World Bank, 2021).
Regional finance plays an important role in reducing inequality through: (a) the provision of equitable basic services, such as
budget allocations for education, health, and infrastructure (mandatory spending) in underdeveloped regions (UNDP, 2023;
Wahyuni et al., 2022; Hakim & Rachmawati, 2021). Progressive local taxes and local subsidy programs can help distribute resources
more fairly to vulnerable groups (Ministry of Home Affairs, 2023). Special Allocation Funds (DAK) and village funds can be directed
to support the development of micro, small, and medium enterprises (MSMEs) in underdeveloped areas, creating jobs and
reducing regional economic disparities (Hakim & Rachmawati, 2021). Pro-poor budgeting, including for women, persons with
disabilities, and indigenous communities, can ensure social justice (UNDP, 2022). Transfers from the central government to local
governments, such as General Allocation Funds (DAU) and Village Funds, play an important role in ensuring equitable development
across regions (World Bank, 2021).

SDG 17 emphasizes the importance of global, regional, and local partnerships to support the implementation of sustainable
development goals. Regional finance plays an important role in creating and managing effective partnerships in the following
ways: local governments can partner with the private sector through Public—Private Partnership (PPP) schemes to finance
infrastructure and public services (UNDP, 2022). Grants and loans from international institutions can be used to support regional
development projects (Siregar & Aditya, 2021). Partnerships with donor agencies or non-governmental organizations can help
manage funds efficiently and ensure accountability in program implementation (Bappenas, 2023). Collaboration with universities
and research institutions helps enhance technical capacity in results-based budget planning. Partnerships can also be used to
develop innovative financing schemes, such as green bonds for environmentally friendly projects or result-based financing
(Ministry of Finance of the Republic of Indonesia, 2022).

Several previous studies supporting this research include findings of a positive relationship between SDG levels and financial
performance (Beretta et al., 2024), the positive effect of financial independence on financial sustainability (Lhutfi & Sugiharti,
2022), a significant positive correlation between renewable energy consumption and green finance, as well as the potential of
green finance to drive ecological and economic transformation in developing countries (Nabil et al., 2024). Other studies highlight
strategies to improve local government financial performance that can support sustainable development (Abdullah et al., 2024),
the positive and significant impact of environmental SDGs on firm financial performance, while social SDGs have a negative and
significant effect (Saha et al., 2024). Social SDGs in city-status regions are more advanced through transfer funds, resulting in
greater SDG progress compared to regency-status regions (Morales et al., 2025). Local governments need to enhance their
intermediary role to facilitate SDG partnerships (Masuda et al., 2022). Accounting and SDG reporting practices contribute to SDG
progress (Kaur et al., 2025).

Transfer funds have a positive and significant effect on financial sustainability, intellectual capital has a positive and significant
effect on financial sustainability, and transfer funds and intellectual capital jointly have a positive and significant effect on financial
sustainability (Ichsan et al., 2025). Land area and Local Own-Source Revenue simultaneously affect the level of SDGs achievement,
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while Local Own-Source Revenue does not have a significant effect on the level of SDGs achievement (Mutiarani & Siswantoro,
2020). The importance of the relationship between management accounting in the implementation of SDGs indicates that local
governments must fully institutionalize and sustain it (Sinervo et al., 2024). Local government efficiency is achieved after the
implementation of SDG 6, namely clean water and sanitation services (Cérdoba et al., 2020). Local governments with better
financial conditions devote more effort to achieving SDGs related to the biosphere as well as social and economic development.
These results may encourage politicians and managers to combat tax avoidance in order to increase their resources (Bisogno et
al., 2024). The impact of SDG implementation by local governments on financial sustainability is reflected in better SDG compliance
being associated with shorter supplier payment periods and smaller surpluses (Benito et al., 2023). Sustained commitment and
support in terms of legal and regulatory frameworks, policy documents aligned with SDGs, and available financial resources are
required to support inclusive domestic development (Abidoye & Orlic, 2022). SDGs are positively and significantly related to
financial performance (Syahrial et al., 2023).

2. LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT

2.1 Literature Review

Regional financial performance reflects the capacity of local governments to manage financial resources effectively, efficiently,
transparently, and accountably in delivering governance, development, and public services. Strong financial performance indicates
the ability of a region to finance regional autonomy, enhance local revenue, and optimize expenditure allocation (Halim, 2020). In
this context, regional financial performance serves as a critical foundation for sustainable development at the subnational level.
Regional financial independence represents a region’s ability to finance development and public services through the optimization
of Local Own-Source Revenue (PAD), thereby reducing reliance on intergovernmental transfers. According to Government
Regulation No. 12 of 2019 on Regional Financial Management, fiscal decentralization is characterized by an increasing proportion
of PAD relative to total regional revenue. A higher PAD-to-transfer ratio indicates stronger fiscal autonomy and greater flexibility
in responding to local development needs (Ministry of Finance of the Republic of Indonesia, 2021).

Expenditure efficiency is another key dimension of regional financial performance. Efficient budget allocation enables local
governments to generate greater development outputs—such as improved healthcare, education, and environmental
management—using limited fiscal resources (Astuti & Mulyani, 2022). Efficient spending enhances the conversion of fiscal inputs
into sustainable development outcomes, thereby increasing the likelihood of achieving SDG targets.

Fiscal decentralization reflects the degree of fiscal authority granted to regional governments. Theoretical perspectives suggest
that decentralization allows regions to tailor policies to local development priorities. However, excessive decentralization may
also create coordination problems and inefficiencies. Empirical evidence indicates that while fiscal autonomy can enhance policy
responsiveness, its effectiveness depends on institutional quality and governance capacity.

Revenue growth and revenue effectiveness further strengthen regional fiscal capacity. Growing regional revenue expands the
potential for investment in SDG-related sectors, while effective revenue realization ensures that planned revenues are collected
and utilized productively. Provinces with high PAD effectiveness are shown to achieve better outcomes in poverty reduction and
basic education indicators (Lestari & Setyawan, 2023).

SDG achievement reflects the extent to which regions progress toward the 17 Sustainable Development Goals, encompassing
economic, social, environmental, and institutional dimensions (United Nations, 2020). In this study, SDG achievement is
represented by five key dimensions. Clean and affordable energy is measured by the electrification ratio, indicating equitable
access to electricity and its role in supporting productivity, income growth, and fiscal revenue (Ministry of Energy and Mineral
Resources, 2023). Decent work and economic growth are proxied by Gross Domestic Product (GDP), which reflects output
expansion, productivity, and income generation (Todaro & Smith, 2020).

Industry, innovation, and infrastructure are measured by the proportion of manufacturing value added to GDP, capturing industrial
capacity, efficiency, and the creation of a sustainable economic base (BPS, 2024; World Bank, 2023). Reduced inequality is
represented by the Economic Freedom Index, which reflects governance quality and institutional efficiency in supporting
economic activity. Finally, partnerships for the goals are measured by total government revenue as a proportion of GDP, indicating
fiscal capacity and the ability to mobilize resources through multi-stakeholder collaboration.

2.2 Hypothesis Development

The Effect of Regional Financial Performance on SDGs Achievement

Regional financial performance reflected in fiscal independence, expenditure efficiency, revenue growth, and PAD effectiveness
determines the capacity of provincial governments to provide infrastructure, public services, and social programs that directly
support SDG targets. Public resource theory posits that greater fiscal capacity enables more effective allocation of resources to
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education, health, sanitation, and infrastructure sectors, thereby accelerating sustainable development outcomes. Empirical
studies in the Indonesian context consistently demonstrate a positive relationship between sound regional financial management
and SDG-oriented development performance (Sari & Wibowo, 2021; Putra & Rahayu, 2021; Syaiful Islam, 2024; Morales et al.,
2025).

H1: Regional financial performance has a positive effect on SDGs achievement at the provincial level.

The Effect of SDGs Achievement on Regional Financial Performance

Conversely, progress in achieving SDGs particularly in clean energy, economic growth, industrial development, inequality
reduction, and partnerships—can strengthen the regional economic base, expand the tax base, increase productivity, and enhance
investor confidence. These improvements contribute to higher PAD, stronger revenue growth, and more efficient public spending,
ultimately improving regional financial performance. Several empirical studies confirm that SDG implementation and reporting
are associated with improvements in fiscal performance, both directly and through enhanced investment and policy efficiency
(Indrawati et al., 2023; Benito et al., 2023; Morales et al., 2025).

H2: SDGs achievement has a positive effect on regional financial performance at the provincial level.

3. RESEARCH METHODOLOGY

This study examines the reciprocal effect between financial performance and the achievement of the Sustainable Development

Goals (SDGs) using secondary data, with observations covering the period 2019-2023 and a population of 34 provinces across

Indonesia. In detail, the variables, dimensions, indicators, and data sources are presented as follows, including the description of

variables, indicators, and their measurements:

The Sustainable Development Goals (SDGs) variable consists of five dimensions, namely:

(a) clean and affordable energy, measured by the electrification ratio; (b) decent work and economic growth, measured by gross

domestic product per capita; (c) industry, innovation, and infrastructure, measured by the proportion of manufacturing sector

value added to gross domestic product; (d) reduced inequalities, measured by the freedom index; and (e) partnerships for the
goals, measured by total government revenue as a proportion of GDP. Furthermore, the regional financial performance variable
is measured using five dimensions, namely: (a) the regional financial independence ratio, measured by the comparison of Local

Own-Source Revenue (PAD) with external sources; (b) the expenditure efficiency ratio, measured by the comparison of realized

regional expenditure with targeted regional expenditure;

(c) the fiscal decentralization degree ratio, measured by the comparison of PAD with total regional revenue; (d) the revenue

growth ratio, measured by revenue in year n minus revenue in year n—1 divided by revenue in year n; and (e) the effectiveness

ratio, measured by the comparison of realized PAD with targeted PAD.

Data analysis uses Structural Equation Modeling (SEM), which is a statistical method to measure constructs and examine

relationships in order to study complex connections between directly observed variables and latent variables. SEM is used to test

causal hypotheses while simultaneously correcting for measurement errors.

The procedures in SEM-based analysis are as follows:

(a) formulation of the theoretical model. This stage is used to develop a path diagram based on relevant theory (Hair et al., 2021)
to identify relationships among variables. Subsequently, structural model analysis is conducted to test significance and obtain
a p-value < 0.05 (Hair et al., 2021). In addition to p-values, this study evaluates R? to assess predictive power (Sarstedt et al.,
2022);

(b) evaluation of measurement model fit. This stage confirms the extent to which a latent construct is empirically distinct from
other constructs in the model. This is demonstrated by ensuring that indicators of a construct do not correlate excessively with
indicators of other constructs through HTMT (Heterotrait—Monotrait Ratio) < 0.9 (Henseler et al., 2015), and by reliability
testing (o = 0.7), which indicates internal consistency of indicators in measuring latent constructs (Fornell & Larcker, 1981;
updated by Hair et al., 2019).

The final stage in the analysis process is to measure model fit, known as goodness-of-fit, which consists of several analyses and

criteria, such as the Chi-Square test, a non-parametric statistical method used to test relationships between categorical variables

(independence) and the suitability of data distribution with the theoretical distribution (goodness-of-fit). An appropriate chi-

square value is indicated when it is lower than the degree of freedom (df).

3. RESEARCH RESULTS AND DISCUSSION
The results of the analysis show that discriminant validity through HTMT meets the criteria, as the values are below the threshold
of 0.9, and reliability measured by Cronbach’s alpha (rhoA) also meets the criteria, as the values are above 0.7. Therefore, it can
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be concluded that the model is valid and reliable. The following is the analysis of the structural model, which produces a reciprocal
effect between regional financial performance and SDGs achievement:

KXD {0.003) EB (0.018) PD (0.015) Growth (0.009) EF_PAD {0.006)
'
- KK -
A
0.249 0.185
SDGs
v ' v ¥ L
RE (0.071) PDB (0.024) NT/PDB (0.024) 1K (0.023) PP/POB (0.575)

Figure 1. Structural Model of the Reciprocal Effect between Regional Financial Performance and SDGs

The Effect of Regional Financial Performance on SDGs Achievement
Referring to the figure above, the following table illustrates the latent variable of Financial Performance (FP) on SDGs achievement.
Table 1. Regional Financial Performance and SDGs Achievement

Predictor Estimate (B) Std. Error t-value p-value Significance
Intercept -1.31 2.90E-16 -4.51E+15 0.000 significant
KKD 0.00326 1.30E-18 2.51E+15 0.000 significant
EB 0.0185 3.49E-18 5.30E+15 0.000 significant
DD 0.0149 5.17E-18 2.89E+15 0.000 significant
Growth 0.00913 3.00E-18 3.05E+15 0.000 significant
EF_PAD 0.00643 1.93E-18 3.34E+15 0.000 significant

Source: Data Processing Results, 2025

The magnitude of the contribution of the comparison between Local Own-Source Revenue and external sources to regional
financial performance is 0.00326, with a p-value of 0.000. This indicates that the regional financial independence ratio (KKD) has
a positive and significant effect on regional financial performance, meaning that the higher the KKD ratio, the higher the financial
performance of local governments. The contribution of the comparison between realized regional expenditure and targeted
regional expenditure to regional financial performance is 0.018, with a p-value of 0.000. This indicates that the expenditure
efficiency ratio has a positive and significant effect on the financial performance of local governments.

The contribution of the comparison between Local Own-Source Revenue and total regional revenue to financial performance is
0.015, with a p-value of 0.000. This indicates that the degree of fiscal decentralization has a positive and significant effect on
financial performance. Furthermore, the contribution of the revenue growth ratio to financial performance is 0.009, with a p-
value of 0.000, indicating that revenue growth has a positive and significant effect on financial performance. Finally, the
contribution of the comparison between realized Local Own-Source Revenue and targeted Local Own-Source Revenue to local
government financial performance is 0.006, with a p-value of 0.000, indicating that Local Own-Source Revenue effectiveness has
a positive and significant effect on financial performance.
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Figure 2: Average SDGs Achievement

The hypothesis testing of the effect of regional financial performance on SDGs achievement can be seen in the table below:
Table 2. Hypothesis Testing 1

Predictor Estimate (B) Std. Error t-value p-value | Significance
Intercept 1.272 2.68E-01 4.75E+00 <0.001 | significant
SDGs 0.249 9.00E-02 2.76E+00 0.007 significant

Source: Data Processing Results, 2025

Based on Table 2, regional financial performance has a positive and significant effect on SDGs achievement, as indicated by a p-
value of 0.007 or < 0.05. Regional financial performance is able to contribute to SDGs achievement by 0.249 or 24.9%.

Regional financial independence has a positive effect on SDGs achievement because it provides fiscal strength, policy autonomy,
and flexibility for local governments to allocate resources toward sustainable development priorities. Financially independent
regions are able to accelerate the achievement of SDGs, particularly in social, economic, and equitable governance aspects (Putra
& Rahayu, 2021; Indrawati et al., 2021; Rahman & Sari, 2023). Expenditure efficiency has a significant effect on SDGs achievement
because it enables targeted, transparent, and results-oriented use of public budgets, improves the quality of public services,
accelerates socio-economic development, and supports the realization of governance with integrity (Sari & Wibowo, 2021;
Rahmadani & Nugroho, 2022; Wicaksono & Rahayu, 2024).

Fiscal decentralization, through an increased degree of regional fiscal capacity, has been proven to have a positive effect on SDGs
achievement. By providing fiscal independence, greater policy space, and higher accountability, local governments are able to
improve the effectiveness of public spending, optimize Local Own-Source Revenue (PAD), enhance the quality of basic services,
and accelerate the achievement of SDGs (Mulyadi et al., 2023; Putra & Rahayu, 2021). Regional revenue growth has a positive
effect on SDGs achievement because it can increase regional fiscal capacity to finance sustainable development programs,
strengthen fiscal independence and accountability, promote regional economic growth and welfare distribution, and reduce
interregional disparities (Susanti & Darmawan, 2022; Syafri et al., 2024).

The Effect of SDGs Achievement on Regional Financial Performance

Referring to Figure 1, the following table shows the contribution of SDGs indicator elements to SDGs achievement.

Table 3. Relationship between SDGs Indicators and SDGs Achievement

Predictor Estimate (B) Std. Error t-value p-value Significance
Intercept -6.945 3.12E-15 -2.22E+15 0.000 Significant
RE 0.07062 3.15E-17 2.24E+15 0.000 Significant
PDB 0.02421 1.54E-17 1.57E+15 0.000 Significant
NT/PDB 0.02392 6.54E-18 3.66E+15 0.000 Significant
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IK 0.02306 8.09E-18 2.85E+15 0.000 Significant
PP/PDB 0.5747 2.30E-16 2.50E+15 0.000 Significant

Source: Data Processing Results, 2025

The magnitude of the contribution of the Electrification Ratio (ER), which represents clean and affordable energy, to SDGs
achievement is 0.071 with a p-value of 0.000. This indicates that clean and affordable energy has a positive and significant effect
on SDGs achievement. The contribution of Gross Domestic Product (GDP) to SDGs achievement is 0.024 with a p-value of 0.000,
indicating that decent work and economic growth have a positive and significant effect on SDGs. The contribution of the
proportion of manufacturing sector value added to GDP to SDGs achievement is 0.024 with a p-value of 0.000, indicating that
industry, innovation, and infrastructure have a positive and significant effect on SDGs achievement.

On the other hand, the contribution of the freedom index to SDGs achievement is 0.023 with a p-value of 0.000, indicating that
reduced inequalities have a positive and significant effect on SDGs achievement. Finally, the contribution of total government
revenue as a proportion of GDP to SDGs achievement is 0.0575 with a p-value of 0.000, indicating that partnerships for the goals
have a positive and significant effect on SDGs achievement.

Average Regional Financial Performance Achievement

2019

2020

2021

2022

2023

-20.00 0.00 20.00 40.00 60.00 80.00 100.00 120.00
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Figure 3: Average Regional Financial Performance Achievement

The hypothesis testing of the effect of SDGs achievement on regional financial performance can be seen in the following table:
Table 4. Hypothesis Testing 2

. Coefficient s
Predictor (8) Std. Error t-value p-value | Significance
Intercept 2.567 1.39E-01 1.85E+01 <0.001 significant
KK 0.185 6.70E-02 2.76E+00 0.007 significant

Source: Data Processing Results, 2025
Based on Table 4, SDGs achievement has a positive and significant effect on regional financial performance, with a p-value of 0.007
or < 0.05. Furthermore, SDGs achievement is able to contribute to regional financial performance by 0.185 or 18.5%. To further

strengthen whether the model used has an acceptable model fit or not, the following are the results:

Table 5. Model Fit Test Results

Aspect Threshold Value Result
Chi-Square Test Chi-square value < df 142.826 < 34 Good
RMR <0.05 0.004 Good
ECVI Lower is better 1.155 Good

Source: Data Processing Results, 2025
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Based on the table above, the model is considered fit and has good goodness-of-fit, as it meets the chi-square, RMR, and ECVI
tests. The expansion of electricity networks increases manufacturing activity, firm turnover, and creates churning (entry and exit),
which in net terms raises manufacturing sector output. This indicates a direct effect of electrification on regional economic
performance (Kasim D., 2018). A high Gross Regional Domestic Product (GRDP) reflects strong regional economic growth, which
has a positive impact on regional revenue, expenditure effectiveness, and fiscal independence (Ardani & Putra, 2021). Industry,
innovation, and infrastructure jointly improve regional financial performance by expanding the economic base, improving fiscal
efficiency, and creating a healthy investment climate.

Local governments that successfully develop these three aspects will be more fiscally independent and more resilient to national
and global economic pressures (Rizal & Hidayat, 2024). The freedom index, from economic, political, and institutional perspectives,
has been proven to have a positive effect on regional financial performance. Regions that are more economically and politically
free tend to have higher Local Own-Source Revenue (PAD), more efficient public spending, and a higher level of fiscal
independence (Setiawan & Dewi, 2021). Partnerships for the goals (SDG 17) have been proven to have a positive effect on regional
financial performance. Effective collaboration between government, the private sector, academia, and civil society leads to
expanded fiscal capacity, improved efficiency and transparency in financial management, and strengthened regional fiscal
sustainability (Fauzi & Wulandari, 2021).

4. CONCLUSIONS AND RECOMMENDATIONS

Based on hypothesis testing, the results indicate that there is a reciprocal interaction between regional financial performance and
SDGs achievement. Furthermore, SDGs achievement also has an effect on regional financial performance. This study also finds
that expenditure efficiency and the degree of fiscal decentralization make a large contribution to regional financial performance,
while regional financial independence, revenue growth, and the effectiveness of Local Own-Source Revenue (PAD) make relatively
low contributions. Meanwhile, the dimension of partnerships for the goals makes a large contribution to SDGs achievement,
whereas clean and affordable energy, decent work and economic growth, industry, innovation and infrastructure, and reduced
inequalities make relatively low contributions to SDGs achievement. Novelty: SDGs achievement serves as a long-term investment
and generates regional revenue.
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