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Abstract

The research aims to analyze the effect the financial performance on Human Development Index (HDI) of local
government in North Maluku Province. The financial performance used are decentralization, independence, and
effectiveness ratios. This study uses quantitative research with research subjects of districts and cities in North
Maluku Province. This study involves 10 regencies/cities as the population of North Maluku Province during
2015 - 2019. The research population used was 50 samples for five years duration. The research analysis is
multiple regression models.The results show that decentralization, independence and effectiveness ratio have
significant and positive effect on human development index. Higher decentralization, independence
and effectiveness will increase the Human Development Index. Fiscal decentralization as mandated in law has
been implemented by district and city governments in North Maluku Province. The decentralization and
independence ratios show a positive relationship with community based on by Human Development Index. The
effectiveness ratio supports the other two ratios in efforts of District and City governments to increase the Local
income as an important factor for decentralization and local independence.
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INTRODUCTION

Development has a broad meaning. It is interpreted as a process to create community welfare in countries
development. Prosperity is a condition in which the people are prosperous, healthy and able to fulfill their basic
life capacities. The development should be able to broaden people's choices to achieve their welfare. However,
current problem is the development achievements in various regions are partially varied. There is an area that has
succeeded to develop and other areas have not been able to develop properly.

The wide area, different geographical conditions and diverse culture of society are developments challenges
in Indonesia. Therefore, government implemented a policy of local autonomy and fiscal decentralization as
regulated in Law Number 23 of 2014 on Local government which was later refined by Law Number 9 of 2015,
as well as Law Number 33 of 2004 on Financial Balance between the Central and Local Governments. Local
governments use this policy to determine development priorities.

One development priority realized by local governments to improve the community welfare is the provision
of public services. The provision of public services is a government intervention in an effort to meet the
community needs (Mouw, 2013). The people welfare improvement can be proxied by higher Human
Development Index (HDI). Amalia and Purbadharmaja (2014) stated that success indicators of local autonomy
are the improvement in public services and welfare, progressive democratic life, a sense of justice, equity, as
well as a vertical harmonious relationship between the central and local Governments and horizontal relations
between regions. It shows the government performance increase. The measurement to analyze the local
governments performance in their finances management is financial ratio analysis to the determination and
implementation of Local Expenditure and Expenditure Budget (Halim, 2007).

The performance analysis of district/municipal financial management in North Maluku Province
will produce important information to make policies for local finances management. District/City Governments
in North Maluku Province should improve the local apparatus organization in local revenue management
systems by refreshing local apparatus organization to collect local revenue management and to redistribute
wisely. Local revenue is still low compared to other regions due to lack of human resources to manage the local
revenue, targets setting and local revenue unprofessional and weak supervision with high level of corruption.

Several related research results show that local financial performance can be used as a basis to measure the
success of local governments in local autonomy implementation. Muhajirin (2019) stated that local financial
performance has an effect on people's welfare. Berliani (2016) stated that financial performance affect on people
welfare. Performance improvement of local government financial is followed by HDI improvement.

Sutaryo (2015) showed that decentralization ratio has a positive effect on HDI and independence ratio has a
negative effect on human development index. However, Bharanti (2019) showed that decentralization ratio has
no effect on HDI. Amalia and Purbadh Armaja (2014) showed that Local financial independence and
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compatibility of expenditure allocations have a positive effect on HDI in sense that higher Local financial
independence and compatibility of expenditure allocations will improve the human development index. Berliani
(2016) stated that effectiveness ratio had an effect on HDI. Adversely, Harliyani and Haryadi (2016) stated that
effectiveness ratio had no effect on human development index. Based on the phenomenon and the research gap,
this study aims to examine the Effect of Financial Performance on Human Development Index of District and
City Governments in North Maluku Province". The financial performance uses indicators of decentralization,
independence and effectiveness ratios.

LITERATURE REVIEW

Financial performance

Performance can be interpreted as a measured activity of an entity during a certain period as part of measurement
of a job success (Kasmir, 2015). The performance shows the plan achievement. Good performance is showed by
achievement exceeds the plan. The Presidential Instruction No. 7/1999 on accountability for performance
of government agencies performance is a description of the achievement level of an activity/program/policy
implementation to achieve the goals, mission, and vision of an organization. The Regulation of Minister of
Home Affairs Number 13 of 2006 states that "performance is the output or result of activities or programs
achievement in relation with budgets usage with measured quantity and quality".

Financial performance is analyzed by various tools to assess the past performance to obtain a near reality
financial position and potential future performance. The financial performance of local government is a level of
field work achievement of local finance which includes regional revenues and expenditures. The calculation of
this achievement is done by financial indicators determined in accordance with statutory provisions for a certain
period or through a certain policy. Good local financial performance requires the ability of local governments to
manage all local financial resources with aim to meet all community needs and reducing dependence on central
government.

Performance measurement is defined as a financial or non-financial system of a work done or achievement
from an activity, a process, or an organization. Mahmudi (2011) stated that, performance measurement shows the
results of an activity/policy implementation, but performance measurement does not analyze the reasons or
identify the changes needed to achieve the activity/policy objectives.

Financial performance of local government is a field work achievement of local finance which includes the
budget and local revenue realization using financial indicators determined through a policy or statutory provision
in one budget period. The activities are done by government and related the infrastructure construction and
public service should be able fulfill local finance responsibility. The public can assess the local governments
performance. Measurements of finance performance of local governments are often used to assess local financial
management.

1. Decentralization Ratio

The decentralization ratio is the ability to increase local revenue of local government to finance the construction
(Mahmudi, 2010). This ratio is calculated by comparing the amount of local revenue and local revenue. Better
contribution of local revenue will increase local governments capacity to implement the decentralization.

2. Independence Ratio

Local financial independence shows the ability of local governments to finance their government
activities. Local financial independence is shown by comparison between the amount of local revenue and local
income. Local revenue plays an important role in regional financing. The local revenue should become the
largest part of all regional revenues in mobilizing local government administration funds. An important actor in
local financial capacity can be seen from local revenue.

3. Effectiveness Ratio

The level of effectiveness of local finance is used to measure effectiveness in realizing local government
revenues and is the level of achievement of implementation of an activity or achievement achieved by local
government.

Human Development Index
United Nations Development Program (UNDP) stated that human development is a process to enlarge choices
for humans. The concept or definition of human development basically includes a very broad dimension of
development. The human development concept should be analyzed and understood from human point of view,
not only from economic growth. UNDP (1995) stated important premises in human development below.

1. Development must prioritize the population as the center of attention.

2. Development means to increase choices for people, not only to increase their incomes. Therefore,
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concept of human development must be centered on population as a whole, and not only on economic
aspect.

3. Human development attention not only to increase the human skills but also the efforts to harness the

human capabilities optimally.

4. Human development is supported by four main pillars, namely: productivity, equity, sustainability, and

empowerment.

5. Human development becomes the basis to set the development goals and analyzing the options to

achieve them.

The complete human development concept requires the improvement in the quality of life of population,
both physically, mentally and spiritually. It is explicitly stated that development should focuses on human
resources in line with economic growth. The physical and mental human resources development means the
increase of population basic capacity which will then increase the opportunity to be able to participate in process
of sustainable development. The Human Development Index (HDI) is intended to measure the impact of efforts
to increase these basic abilities. It uses impact indicators as the basic component of its calculation, namely, life
expectancy at birth, educational attainment as measured by number of years of school expectation and average
length of schooling, as well as consumption expenditure. The HDI value of a country or region shows the
country or region implementation to the specified target, namely a life expectancy of 85 years, basic education
for all levels of society (without exception), and levels of expenditure and consumption that have reached a
decent standard of living.

UNDP has published a human resource development report in a quantitative measure called the Human
Development Index (HDI). HDI is a measuring tool for human resource development that formulated constantly.
It will never capture a perfect picture of human resource development. UNDP mentioned that indicators
to measure the HDI dimensions below.

1. Along and healthy life, it is measured by life expectancy at birth variable.

2. Being knowledgeable, it is measured by two indicators, namely expected years of schooling and
mean years of schooling.

3. Having a decent standard of living, it is measured by a macro basis through Gross National Product
(GNP) per capita GNI.

2.1 RESEARCH FRAMEWORK

Above description shows the theoretical basis and previous studies. Researchers will examine the effect of
decentralization, independence and effectiveness ratios on human development index. The research framework is
shown in figure 1.

Decentralization Ratio

xD) "
Human
Independence Ratio Ho Development Index
(X2) )
H3

Effectiveness Ratio
(X3)

Figure 1. Research Framework

2.2 Hypothesis Development

The Effect of Decentralization Ratio on Human Development Index

The autonomous local government has the authority to regulate and managing the interests of local communities
based on aspirations communities (Apriana and Suryanto 2010). The decentralization level shows the ability of
local governments efforts toincrease local revenueto finance the activities and development. The
decentralization level can be used to measure by independence level between the central government and local
governments (Mahmudi, 2007). Setyowati and Suparwati (2012) showed that local revenue has a significant
effect on HDI, where local revenue is the main factor in assessing the decentralization ratio. Sutaryo (2015)
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showed that decentralization ratio has a significant effect on Human Development Index (HDI). Based on above
description, hypothesis 1 is presented below.
H1: The decentralization ratio has a significant effect on human development index.

The Effect of Independence Ratio on Human Development Index

Local financial independence describes the region ability to become independent in the financing activities. In
other words, this ratio can describe dependence level on external resources. Based on theory of fiscal federalism
for fiscal decentralization implementation in regions, local governments should regulate and manage their own
government. The government success will have an impact on better economy. This will continue to have an
impact on quality of humans or society in region and the HDI in the region will also increase (Ardi,
2018). Amalia and Purbadharmaja (2014) showed that independence ratio has a significant effect on human
development index. The independence ratio has a positive impact on community welfare. Based on description
above, hypothesis 2 is presented below.

H2: The independence ratio has a significant effect on human development index.

Effect of Effectiveness Ratio on Human Development Index

Local governments have the right and obligation to regulate and manage their own government affairs in local
development to increase the effectiveness of government administration (Saiful, 2011). The local revenue
effectiveness ratio shows the ability of local governments to realize local revenue revenues in accordance with
the budget. Local governments ability to manage local revenue effectively should have adequate resources to do
their duties in public services, especially related to education, health, and other fields that affect people's
purchasing power parity as well as being an indicator of human development index. Berliani's research (2016)
showed that local financial performance has a significant effect on people welfare. The financial performance
indicators include the ratio of local financial effectiveness. The effectiveness ratio positively affect on humans
welfare at the region. Based on description above, hypothesis 3 is presented below.

H3. The effectiveness ratio has a significant effect on human development index

RESEARCH METHODS

This research uses quantitative research (Iskandar, 2013). The design of this study analyzes the affecting
(independent) variables of decentralization, independence, and effectiveness ratios and affected (dependent)
variable of human development index.

This research is located in North Maluku Province. It includes district /city governments throughout North
Maluku Province which has financial report data and calculations of HDI in 2015 to 2019. This research was
conducted in 3 months, namely October to December 2020.

This study population is the local government in North Maluku which consists of all districts/cities in North
Maluku Province. The samples are the entire population. The number of districts and cities in North Maluku
Province is 10 districts/cities. It uses census sampling where the samples are all 10 districts/cities in North
Maluku.

This study uses secondary data, ie information obtained from other party (Sekaran, 2016). The data needed
in this study are the local government financial reports and HDI of districts/cities in North Maluku Province. The
data is obtained from financial reports published by each district/city and HDI calculations published on website
of Central Statistics Agency (BPS).

The data analysis method is multiple regression analysis. Classical assumption tests that must be met
include tests of normality, multicollinearity, autocorrelation and heteroscedasticity tests.

RESEARCH RESULTS AND DISCUSSION

North Maluku Province was established in 1999 based on Law No. 46/1999. North Maluku Province consists of
2 cities and 8 regencies. Ternate and Tidore Islands Cities are 2 cities in North Maluku Province. The districts in
North Maluku Province include Morotai Island, North Halmahera, West Halmahera, Central Halmahera, East
Halmahera, South Halmahera, Sula Islands, and Taliabu Island Districts.

Data Analysis Results

The data analysis results consist of three parts, namely descriptive statistics, assumption testing and hypothesis
testing with multiple linear regression. Descriptive statistics are used to provide an overview of each variable
study. The descriptive statistics present of minimum, maximum, average, and standard deviation values of each
variable. The results of descriptive statistics are presented in table 1.
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Table 1. Descriptive Statistics

Variable Minimum Maximum Mean Std. Deviation
Human development index 0.58 0.80 0.6586 0.05986
Decentralization ratio 0.01 0.17 0.0504 0.03779
Independence ratio 0.00 0.13 0.0494 0.03407
Effectiveness Ratio 0.08 1.42 0.7112 0.28457

Source: Primary data processed, 2021

Table 1 show that HDI variable has a minimum value of 0.58 with a maximum value of 0.80 and an average
of 0.66 and a standard deviation of 0.06. Furthermore, decentralization ratio has a minimum value of 0.01, a
maximum value of 0.17, and an average of 0.05 and a standard deviation of 0.04. The independence ratio
variable has a minimum value of 0.00, a maximum value of 0.13, and a mean of 0.05 and a standard deviation of
0.03. The effectiveness ratio variable has a minimum value of 0.08, a maximum value of 1.42, and a mean of
0.71 and a standard deviation of 0.28.

Classical assumption test includes normality, multicollinearity, autocorrelation and heteroscedasticity
tests. The results of normality test show that confounding variable or residual has a normal distribution because
it has a significance value greater than 0.05 (Ghozali, 2013). It means that the data has normal distribution.

The multicollinearity test examines a correlation between the independent variables in regression
model. The analysis results show that all variables are independent from multicollinearity (non-
multicollinearity). This is evidenced by all variables having tolerance values > 0.1 and VIF < 10 (Ghozali, 2013).

The autocorrelation test examines a correlation between the error or disturbance of t period and
confounding error of previous period (t-1) in linear regression model. The results of autocorrelation test show
that Durbin Watson value of 1.827 is between dU to 4-dU. There is no autocorrelation in research model.

Heteroscedasticity test examines the inequality of variance from residual of one observation to another
observation. The results of heteroscedasticity test show that all variables have a significance value > 0.05. This
means that all variables are independent from heteroscedasticity (non-heteroscedasticity).

Multiple Linear Regression Test Results
Hypothesis tests use multiple linear regressions. Multiple linear regression tests are used to determine the effect
of more than one independent variable on one dependent variable. The test results are shown in table 2.

Table 2. Multiple Linear Regression Test Results

Dependent Variable: Human development index

Variable Unstandardized coefficient B t count Sig.
Decentralization ratio 0.785 3,892 0.000
Independence ratio 0.537 2,414 0.020
Effectiveness Ratio 0.043 2,643 0,011
Constant 0.562
Fcount; Sig 53,348; 0.000
Rsquare 0.777

Source: Primary Data Processed 2021

Constants are fixed numbers without the effect on other variables. Table 2 shows the constant value
is 0.562. This means that value of HDI will be 0.562 without being affected by variables of decentralization,
independence, and effectiveness ratios. The significance of F test (probability) is 0.000 (p<0.05) and calculated F
value is 53.348 greater than the F table (2.81), it means that decentralization, independence, and effectiveness
ratios simultaneously affect on HDI in province of North Maluku.

Table 2 shows that value of determination coefficient (R square) for multiple regressions between the
independent variables and dependent variable is 0.777. This shows that decentralization, independence, and
effectiveness ratio simultaneously affect on HDI of District/City Government in North Maluku Province by
77.7% and remaining 22.3% of HDI are affected by other factors that are not investigated in this research.

First Hypothesis Test

Table 2 shows that decentralization ratio has a t-test significance of 0.000 < 0.05 and a t-count value of 3.892 >
2.009 (t-table). This means that decentralization ratio has a significant effect on HDI. Therefore, first hypothesis
that decentralization ratio has a significant effect on HDI is accepted.

The research results consistent with previous of Harliyani and Haryadi (2016), Irviani and Kasmi (2017),
Evlyn and Rahayu (2018), Sari and Riharjo (2020) and Hamimah and Zulkarnain (2020) that decentralization
ratio positively affects on the HDI. This study results are inconsistent with previous research of Bharanti (2019)
decentralization ratio had no effect on human development index. The success indicator of local autonomy is the
ability to manage its economic resources rightly and ability to manage the Local revenue maximally. The ability
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to manage Local revenue will determine the success of Local government to achieve regional development
goals. Higher local revenue will increase the funds to build public services for community. Public services
fulfilled properly should increase the HDI.

Second Hypothesis Test

Table 2 shows that independence ratio has a t-test significance of 0.000 < 0.02 and a t-count value of 2.414 >
2.009 (t-table). This means that independence ratio has a significant effect on HDI. Therefore, second hypothesis
that independence ratio has a significant effect on HDI is accepted.

This study results consistent with previous research of Amalia and Purbadharmaja (2014), Dewi and
Sutrisna (2014), Swandewi (2014), Prasetyo (2015), Berliani (2016), Putry and Badrudin (2017), Irviani and
Kasmi (2017), Iskandar and Subekan (2017), Dwiyandari and Badera (2018), Khairudin, Aminah and Redaputri
(2020) that independence ratio has a significant effect on HDI. Adversely, this study results are inconsistent with
previous research of Sari and Riharjo (2017), Astuti, Krisniawati, Zulkarnain, and Maifizar (2019), Bailusy
(2019), Munfarida and Priyojadmiko (2020) that independence ratio has no effect on HDI. Local financial
independence describes the region ability in financing activities in its region independently. The independence
of each region is certainly different, according to regional resources that can be used to do regional
activities (Mahmudi, 2011). Higher the independency ratio will increase the flexibility of local government to
finance government expenditures whose benefits can be directly felt by community.

Third Hypothesis Test

Table 2 shows that effectiveness ratio has a t-test significance of 0.04 < 0.5 and a t-count value of 2.643 > 2.009
(t-table). This means that effectiveness ratio has a significant effect on HDI. Therefore, second hypothesis that
effectiveness ratio has a significant effect on HDI is accepted.

This study results consistent with previous of Prasetyo (2015), Berliani (2016), Hamimah and Zulkarnain
(2020) that effectiveness ratio had a positive and significant effect on HDI. Adversely, this study results are
inconsistent with previous research of Harliyani and Haryadi (2016), Iskandar and Subekan (2017), Evlyn and
Rahayu (2018), Astuti, Krisniawati, Zulkarnain, and Maifizar (2019), Khairudin, Aminah, and Redaputri ( 2020),
Sari and Riharjo (2020), and Munfarida and Priyojadmiko (2020) that effectiveness ratio had no effect on
HDI. The financial performance indicators include the ratio of local financial effectiveness where the
effectiveness ratio contributes to society welfare in this region. Local governments that manage local
revenue effectively should have sufficient resources to do their duties to provide public services, especially
related to education, health, and other fields that affect people's purchasing power parity as well as being
an indicator of HDI.

CONCLUSIONS AND SUGGESTIONS

Conclusion

Based on research result and discussion, the conclusions can be stated below.

1. The decentralization ratio has a significant effect on Human Development Index (HDI). Higher the
decentralization ratio will increase the Human Development Index. The implementation of fiscal
decentralization by District/City Governments in North Maluku Province can improve the community
welfare as calculated by HDI.

2. The independence ratio has a significant effect on HDI. Higher the independence ratio will increase the
HDI. The financial independence of District/City Government can increase the society welfare in North
Maluku Province.

3. The effectiveness ratio has a significant effect on HDI. Higher effectiveness ratio will increase the HDI. The
financial management of District/City Government has also been implemented effectively to improve the
community welfare.

4. The decentralization, independence, and effectiveness ratios simultaneously affect on HDI in North Maluku
Province with a contribution of 77.7% and remaining 22.3% HDI is affected by other factors.

Suggestions

Based on the study results, researchers can provide several suggestions below.

1. Local governments should increase the decentralization level by increasing the local revenue because it is
a factor that can be controlled independently. Local governments should utilize all available resources. The
Taliabu Islands government, has a very low decentralization level, it take lessons from other regions and
implement them in their own areas.

2. Local governments should increase their local independence by managing the factors that can be controlled
independently, namely increasing local revenue and reducing loans. Loans are indeed useful in regional
development efforts, but there are obligations in future. The West Halmahera District Government and
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South Halmahera District Government have loan, they can focus more on managing local revenue
collection, such as taxes on non-metallic minerals and rocks.

3. The local government should increase the effectiveness in achieving the target of local revenue set for
regional financing. Local governments should set the targets based on potential, not just mathematical
calculations.

4. Future research should add other research variables and expand the population and years of research to make
complete research. Other research variables that can be used are poverty and unemployment. Some
district/city governments can increase the Human Development Index, but cannot to suppress the existing
poverty and unemployment levels.
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