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Abstract. This study aims to investigate the impact of re-elected regional leaders
(incumbents) on financial performance in local governments in Indonesia. Using the
purposive sampling method, this study used Indonesian local government data in 2015,
2017, 2018 and 2020 with a total sample of 811 observations. Using three indicators that
are measured using audit opinion, follow-up audit recommendations and audit findings.
The results of the study indicate that the incumbent has an impact on the follow-up of audit
recommendations and audit opinion, but has no impact on audit findings. This finding
indicates that in simultaneous PILKADA, regions with strong incumbents tend to improve
the follow-up of audit recommendations and audit opinions compared to regions with weak
incumbents. This research has implications for strengthening regional head election
mechanisms and paying attention to the quality of incumbent leadership to improve
government financial management performance.

Keywords: Government financial management performance, Local elections, Incumbents,
Regional heads

1 Introduction

PILKADA (Regional Head Elections) in Indonesia plays an important role in determining the
quality of leadership at the local level, including governors, regents, and mayors. In 1998,
Indonesia undertook political and economic reforms under the rule of the second President,
Suharto. After that, the central government decided to decentralize its political power to regional
governments, as stipulated in Law No. 32/2004 on Regional Governments. [1]. With this
decentralization, each local government gained autonomy in terms of political and economic
power, including the right to elect their own local leaders.

ICBAE 2024, August 14-15, Purwokerto, Indonesia

Copyright © 2024 EAI
DOI 10.4108/eai.14-8-2024.2351655



The first regional elections were held in 2005, organized by the KPU (General Election
Commission). In addition to carrying out and ensuring the elections run well. KPU also has the
task of managing the administration. Since then, the KPU has organized the electoral process
for local governments that takes place every four years, according to law number 32 of 2004
concerning local governments, stating that candidates who participate in the elections consist of
incumbents, political parties, and independents. The success of the candidates, especially the
incumbents, will be influenced by various factors such as the level of competitiveness,
corruption scandals, unemployment reduction programs, accountability, and economic growth.

(2].

Government financial performance is an important indicator in assessing the effectiveness and
efficiency of public resource management by local governments. Good financial management
reflects the government's ability to allocate and use public funds optimally, and demonstrates a
high level of accountability and transparency. People who monitor economic outcomes are
becoming more aware that they also assess different aspects of government performance that
influence their lives, such as the quality of education provided., the allocation of well-being
funds, and environmental maintenance.[3]. As citizens pay greater attention to the quality and
outcomes of government services, and pay less attention to ideological considerations
differences, rewarding and punishing such quality of service delivery becomes an increasingly
important element in their electoral voting decisions. [4]. This suggests that voters are
increasingly likely to judge leaders based on the effectiveness and efficiency of public services
rather than on ideological or political affiliation. Increased competitiveness can enhance the
connection between government performance and voter support., [5]. When local political
competition increases, the opposition emerges as a more viable and appealing choice for voters.
than the incumbent government. In contrast, under conditions where political competition is
low, the incumbent faces no significant threat from the opposition, so the risk of losing voter
support is also reduced. In situations of high competition, the quality of government
performance becomes a critical factor influencing voters' decisions, whereas in conditions of
low competition, incumbents tend to have a greater advantage in maintaining voter support.

In studies of local electoral accountability, a variety of factors often influence how voters assess
incumbent officials. Government financial performance can also factor into voters' assessment
of incumbent officials, potentially influencing election outcomes. Voters not only look at student
learning trends or other performance indicators, but also consider how governments manage
their budgets and financial resources. [6]. In addition, [7] found that while voters often judge
local officials based on student learning trends, other factors such as the government's financial
performance can also play an important role in determining the electoral fate of the official. This
means that voters might penalize or reward incumbent officials based on how they view the
government's financial performance. Further,[8] asserts that local economic factors have a
significant influence on local election outcomes, where good economic management
performance tends to be associated with positive electoral outcomes. These findings suggest
that various aspects of government performance, including financial management, are critical
in shaping voter perceptions and decisions in the context of local elections. Voters use financial
performance as one of the key indicators to assess the effectiveness and accountability of
incumbent officials, which ultimately influences their choices at the polls. incumbents often
have an advantage due to access to government resources and leadership experience. the
relationship between political accountability and public service delivery in fiscally and
politically decentralized Indonesia, through the advantage of incumbent mayors, has been found
to be strong. [9] the presence of incumbents in local elections often raises questions about the



actual impact on the performance of local government financial management, Thus, it is
important to identify which aspects of performance are linked to support for incumbents, by
differentiating between perceptions of government performance based on managerial indicators
and perceptions of community performance as indicated by overall satisfaction with the services
provided. [3].

Several researchers have previously examined the factors that impact incumbents to be re-
elected, [10], [11], [12], [13], [14] identifying forms of performance that correlate with support
for incumbents, based on government and public perceptions of the performance of services
provided. To date, these studies are still limited to analyzing one government performance, so
this study aims to analyze each local government performance in Indonesia and see the extent
to which incumbents have an impact on the performance of government financial management.

This study focuses on 391 regions in Indonesia that held simultaneous local elections
(PILKADA) in 2015, 2017, 2018, and 2020, where the regional heads are running for a second
term, the benefits of this research are expected to make a meaningful contribution in improving
the performance of local government financial management, strengthening regional head
election mechanisms, and encouraging better leadership quality in Indonesia.The study results
indicate that incumbents significantly impact various government financial management
performance variables, with positive effects observed in follow-up on audit recommendations
and audit opinions. Consequently, this study adds to the body of previous research conducted
by[14] which is only limited to analyzing the electability of incumbents, so, The novelty of this
study lies in examining the election mechanisms of regional heads and focusing on the quality
of incumbent leadership to enhance government financial management performance. Its
contribution is that it addresses a gap in research by analyzing how the quality of incumbent
leadership can improve local government financial management performance, an area not
previously explored.

Based on the explanation above, it can be concluded that the incumbent has an impact on the
performance of local government financial management in Indonesia. The limitations of this
study only focus on the performance of local government financial management on the impact
provided by the incumbent. The remainder of this article is organized into four sections the
second section covers the literature review and the development of hypotheses; the third section
details the research methods utilized; the fourth section presents the results of hypothesis testing;
and the fifth section addresses the conclusions, implications, limitations of the study, and
recommendations for future research.

2 Literature Review and Hypothesis Development

2.1 Public Choice Theory

Public choice theory is a way for scholars to use economic principles in understanding how
individuals and groups make political decisions. It involves studying the behavior of voters,
political parties, legislative bodies, and bureaucracies by using an economic framework to
analyze how these decisions are made and their impact on Society. Public choice theory
addresses how information can influence the production and distribution of public goods
by government [15]In this study, it is assumed that regional heads are motivated to be re-elected
by showing good performance through regional financial management. Political rules and



regulations in Indonesia allow existing leaders to be re-elected, with a maximum term of two
terms. Therefore, incumbents will provide public goods demanded by the public (voters) to
improve their accountability. The public choice theory framework places public sector
accounting as an accountability tool for incumbent candidates [16].

2.2 Theories of Performance and Support for Elected Incumbents

The allocation of responsibility in policymaking is increasingly recognized as a factor affecting
how voters respond to policies, including their economic aspects and results.[17], [18]Voters
often have difficulty seeing the impact of small changes caused by government policies on
employment, inflation, or economic activity. Instead, in choosing a local head, they tend to
consider how good the services provided by the local government are.

2.3 The Effect of Incumbency on Government Financial Management Performance

In the context of government, incumbents have a significant role in influencing various aspects
of government financial management. Continuity of leadership by incumbents can bring
stability and continuity in the implementation of financial policies. This is important because,
with leadership continuity, policies that have been planned and implemented previously can
continue to be executed and refined without the disruption of the government transition. This
stability allows the government to focus on long-term planning, efficiency improvements, and
better risk management, all of which contribute to improved financial management
performance. Previously. Researchers have pointed out several aspects of the incumbent context
such as [3] An increase in public service performance will be followed by an increase in electoral
support for the incumbent, while a decrease in performance will result in a decrease in support.
[16] found that fewer internal control weaknesses and better government performance can
predict the success of incumbents in local elections in Indonesia.

Audit opinion is one of the main concerns in determining how well local governments manage
their financial management responsibilities.[19], [20]. The central government in Indonesia has
taken an active role in encouraging local governments to achieve better audit opinions. The
central government also plays an important role in evaluating the performance of local
governments [11], [21]. When local governments receive an Unqualified Audit Opinion, which
is the highest level of audit opinion, incumbent leaders gain a positive image in the management
of their financial performance during the term of office. Therefore, the Unqualified Audit
Opinion (WTP) becomes an important factor in building strong trust from voters. Given the
varying election schedules in different regions of Indonesia, this study will use Audit Reports
issued one year prior to the election in each region.

By measuring the incumbent's influence on the government's financial management
performance, we can ascertain whether the decisions made during his/her tenure have been made
appropriately and objectively. In addition, a timely and objective evaluation of the incumbent's
performance is key to determining the steps that should be taken to improve the government's
financial management performance in the future.



Hypothesis: Incumbents have a positive effect on government financial management
performance

2.4 Conceptual Framework

Performance

Control

variables

Figure 1. Conceptual Framework

3 Research Methods

3.1 Data

This research was conducted in Indonesia, especially in the simultaneous elections in 2015,
2017, 2018 and 2020. Based on data from the General Election Commission, at the 2015
simultaneous PILKADA in 269 regions, 16.7% of the 1,486 candidates were incumbents. In the
2017 simultaneous PILKADA in 101 regions, the number of incumbents reached 15.5% of the
674 candidates. Whereas in the 2018 simultaneous PILKADA which took place in 171 regions,
the percentage of incumbents increased to 19% of the 1,162 candidates for regional heads and
deputy regional heads. this continued until the 2020 simultaneous PILKADA in 270 regions,
where 25% of the 1,324 candidates for regional heads and deputy regional heads were
incumbents. All data in this study were obtained from Indonesian Government agencies. Data
related to Audit Opinions, Audit Findings, and Follow-up of audit recommendations, are
sourced from the LKPD examination/audit report by the Supreme Audit Agency. In addition,
the percentage of incumbent participation is taken from the data processing results of the
General Election Commission.



3.2 Empirical Model and Operational Variables

To answer the problem of this study, the empirical model used in this study is as follows:

Government Performancej, = o+ Mapi; +Munjy, +Island; + +AgesSizei + e............ 1)

The main variables in this study are government performance;; and map;. . Where government
performance is measured by three indicators, namely FINDING, FOLUP and FINQOPINI. The
variables used are variables related to the external auditor's audit report. FOLUP;; is a follow-
up variable to audit recommendations. This variable is measured by calculating the percentage
of follow-up audit recommendations that have been implemented by the Local Government in
accordance with audit recommendations, divided by the total audit recommendations given by
BPK auditors. FINDING; is an audit finding variable, this variable is measured by the number
of audit findings disclosed by the auditor in the audit report on LKPD. FINQOPINI; is a local
government audit opinion measured categorically, namely "4" WTP, "3" WDP, "2" TW and "1"
TMP. Map Variable;; Is a variable of re-election of regional heads (incumbents) in Indonesia
which is measured using a dummy, namely "1" if there is an incumbent and "0" if not. The
control variables in this article are Agesi, Mun;;, Islandi;, And Size;. Mun; Is a variable of Local
Government status measured by a dummy variable, where "1" indicates City status and "0"
indicates other status. This variable reflects the different social characteristics of communities
and types of local government status in Indonesia. Municipalities are usually associated with
Provincial capitals that have dense populations and more complete facilities compared to
districts. Island;; Is a variable of geographical location of the local government measured by a
dummy variable, where "1" indicates that the local government is located in Java and "0" for
other regions. This variable illustrates cultural differences between local governments in
Indonesia. Agesi; Is a variable of the age of the local government as measured by the number of
years of formation of the local government. Sizej is a local government size variable measured
by the natural logarithm (Ln) of total local government assets.

To provide a brief overview of the operationalization of the variables and data sources of this
study can be seen in the table

Table 1. Variable Operationalization and Data Sources

Name Variable Operationalization Data Source

FINDINGit One-year Audit Findings refer to the total number of Supreme Audit
issues identified during the audit of the Local Agency (BPK).
Government Financial Statements within a year.

FOLUPi Follow-up of Audit Recommendations is measured by | Supreme Audit
the percentage of the number of audit Agency (BPK).

recommendations that have been in accordance with
audit recommendations divided by the total number of
audit recommendations.




Supreme Audit
FINQOPINI;t Agency (BPK).
is a local government audit opinion that is
measured categorically
namely "4" WTP, "3" WDP, "2" TW and "1" TMP.
MAP;: Indicates the presence of incumbents in the 2015, General Election
2017, 2018 and 2020 elections Commission
(KPU).
AGESit Age of Local Government, measured by the number
of years since the formation of the local government. Ministry of
Home Affairs.
MUNit Local Government Status, measured by a dummy of Ministry of
Local Government status, i.e. "1" City Government, Home Affairs
"0" other
ISLAND:it Geographical location of Local Government, Ministry of
measured by island dummy, i.e. "1" Java Island, "0" Home Affairs
other
SIZEit Local Government Size, measured by the natural Supreme Audit
logarithm (Ln) of total Local Government assets Agency (BPK).

Data source: Processed by Researcher, 2024

4 Research Results
4.1 Descriptive Statistics

A complete descriptive statistical description of the variables in this study can be seen in table
2 below:

Table 2. Statistical Description of Variables

Description Obs Mean Std. Dev. Min Max
Folupit 811 75.2 16.88 0 100
Fingopiniit 811 3.62 0.70 0 4

Findingit 811 22.14 9.84 0 145



Mapit 811 0.31 0.46 0 1
Munit 811 0.30 0.57 0 2
Islandit 811 0.22 0.41 0 1
Agesit 811 41.25 24.03 1 71
Sizeit *) 811 4300.67 16,993.33 291.34 464601.7
Number of Observations =

811

Explanation of variable operationalization

in table 1

*) In billion rupiah

Source: Secondary data, STATA-14.2 output (Processed, 2024)

FOLUP;; is an audit recommendation follow-up variable. This variable is measured by
calculating the percentage of follow-up audit recommendations that have been implemented by
the Local Government in accordance with audit recommendations, divided by the total audit
recommendations given by BPK auditors. FINDING; is an audit finding variable, this variable
is measured by the number of audit findings disclosed by the auditor in the audit report on
LKPD. FINQOPINI is a local government audit opinion measured categorically, namely "4"
WTP, "3" WDP, "2" TW and "1" TMP. Map Variable; Is a variable of re-election of regional
heads (incumbents) in Indonesia which is measured using a dummy, namely "1" if there is an
incumbent and "0" if not. The control variables in this article are Agesi, Mun;;, Island;, And
Sizei, Munj Is a variable of Local Government status measured by a dummy variable, where
"1" indicates City status and "0" indicates other status. This variable reflects the different social
characteristics of communities and types of local government status in Indonesia. Municipalities
are usually associated with Provincial capitals that have dense populations and more complete
facilities compared to districts. Islandi Is a variable of geographical location of the local
government measured by a dummy variable, where "1" indicates that the local government is
located in Java and "0" for other regions. This variable illustrates cultural differences between
local governments in Indonesia. Ages;; Is a variable of the age of the local government as
measured by the number of years of formation of the local government. Size; is a local
government size variable measured by the natural logarithm (Ln) of total local government
assets.

Table 2 illustrates the results of descriptive statistics where the folup variablei; has a mean of
75.2. This value is relatively large from its maximum value of 100, which means that on average
the local governments in Indonesia sampled in this study have done a lot of follow-up on audit
recommendations. finqopini; shows an average of 3.62 so it can be interpreted that the level of
audit opinion sampled in this study shows an unqualified value (WTP), with a range from 0 to
4, Where when local governments receive an Unqualified Audit Opinion, which is the highest
level of audit opinion, incumbent leaders get a positive image in managing their financial
performance during their term of office. The variable finding;; has a mean of 22.14, the value is
still below 50, which means that the average local government sampled in this study is still
relatively small in disclosing audit findings.



The Map variablei has a mean of 0.31 so it can be interpreted that the local governments sampled
in this study tend to be less likely to re-nominate regional heads (incumbents), , Control
variables such as Island; have a low mean value, namely 0.22, with a standard deviation of
around 0.41, which reflects a relatively rare occurrence. The variables AGES MUNj, i, and SIZE;
show averages of 41.25, 0.30, and 4300.67, meaning that on average the local governments
sampled in this study have been formed for a long time, have the status of district governments,
and have large total assets.

Furthermore, the results of the correlation analysis between each variable are presented in Table
3 below

Table 3. Correlation Analysis of Variables

Folupit Fingopiniit  Findingic  Mapit  Agesit Munit Islandit  Lnsizetotalit
Folupit 1.000
Fingopiniit | 0.523*** 1.000
0.000
Findingit -0.248***  -0.279*** 1.000
0.000 0.000
Mapit 0.113*** 0.080** -0.022 1.000
0.001 0.021 0.521
Agesit 0.355***  (0.238***  0.091*** 0.053 1.000
0.000 0.000 0.000 0.125
Munit 0.072**  0.168*** 0.092*** 0.025  0.075** 1.000
0.040 0.000 0.008 0.471 0.031
Islandit 0.299*** 0.090**  -0.085** 0.003 0.466*** 0.018 1.000
0.000 0.010 0.014 0.915 0.000 0.599
Sizeit 0.0263***  0.243***  0.058** 0.036 0.397*** 0.413*** (.339*** 1.000
0.000 0.000 0.094 0.297 0.000 0.000 0.000

Number of observations = 811
Explanation of operational variables in table.1
*Hx ** *=significant P value 1%, 5%, 10%

Source: Secondary data, STATA-14.2 output (Processed, 2024)

In Table 3, the correlation test results show that all variables in this study are correlated with
each other except the map variable;; to finding;, so it can be said that most of the variables in
this study have a significant relationship with each other. This indicates that there is a strong
relationship between these variables in the context of the study, the results of this correlation
indicate that there is a fairly complex relationship between follow-up on audit
recommendations, audit opinions, incumbents, and the age of local governments, these
relationships need to be studied further to understand how each variable affects each other in
the context of local government financial management performance.



4.2 Hypothesis Testing

Hypothesis testing in this study uses the regression method with STATA-14. The test results can
be seen in Table 4

Table 4 Hypothesis Testing Results

Variables Expected sign Folupit Fingopiniit Findingit
_Cons -16.615 -0.470 -9.405
0.600 0.679 0.722

Mapit H: () 4.520%** 0.114* -0.505
0.009 0.083 0.511

Munit (+) 0.180 0.124%*** 1.007
0.957 0.000 0.113

Islandit (+1-) 6.860*** -0.089%* -1.628**
0.000 0.077 0.046

Agesit (+/-) 0.180*** 0.005*** -0.037**
0.000 0.000 0.027

Sizeit (+) 2.745** 0.130*** 1.151
0.012 0.001 0.22

Prob > F 0.000 0.000 0.006
S’;‘l?ir; 0.169 0.097 0.027
Mean VIF 1.34 1.34 1.34

Number of Observations = 811
Explanation of variable operationalization in table 1.
*x*x ** = Significant P-value 1%, 5%
Source: Secondary data, STATA-14.2 output (Processed 2024).

Table 4 shows that the Map variable has a significant influence on the government financial
management performance variable. Where the variable indicators that affect the incumbent are
folup (follow-up audit recommendations) and finqopini (audit opinion). So it supports the
hypothesis stating that the incumbent has an influence on the performance of the government in
Indonesia. In general, the test results show that the three indicators that measure government
financial management performance respectively show an R-Square of 0.169, 0.097, and 0.020,
meaning that this research model can explain 16 percent, 9 percent and 2 percent of the variation



in efforts to improve the performance of Indonesian government financial management with a
significant level (F statistical value) of 1 percent and 5 percent. Meanwhile, the variable finding
(audit findings) does not have any influence on the incumbent. So this shows that the data used
in the data does not have a significant influence on the incumbent. This shows that the data used
in this study support H which states that incumbents have a positive effect on government
financial performance.

These results also broadly support previous research, particularly by [14] which claims that by
implementing audit recommendations, local governments can correct the weaknesses found,
which in turn increases public trust and supports the re-election of incumbents in the next
election. this is also supported by [14]. [22] that transparent, accountable and efficient
government financial management performance by incumbents is expected to increase public
trust and the chances of re-election in the next election. So the results of this study mean that,
overall, government financial performance tends to be better when the incumbent plays a role.
good performance can increase public trust and satisfaction with the incumbent's leadership,
which in turn can increase the chances of re-election in the next election, [23] Thus, local
governments that can demonstrate superior and efficient performance are likely to be more
successful in gaining the electoral support necessary to maintain the incumbent's position.

5 Conclusion

The main objective of this study is to analyze the impact of incumbents on government financial
management performance, so this study is expected to improve local government financial
management performance by providing clear guidance on the importance of follow-up on audit
recommendations and improving audit opinions.

Based on the test results and discussion in this study, it can be concluded that the overall re-
election of incumbents has a positive effect on the performance of local government financial
management. incumbents who show good financial performance tend to get greater support in
the next election. This study has implications for the need to strengthen the regional head
election mechanism and pay attention to the quality of incumbent leadership in an effort to
improve government financial management performance. The central and local governments
must continue to socialize and update information on local government accountability to
increase public trust and ensure the re-election of incumbents who have good performance.
Therefore, it is expected that incumbents who have good performance can be re-elected,
ensuring the continuity of effective and stable leadership, and improving the quality of financial
governance in Indonesian regions. This study only uses simultaneous PILKADA data in 2015,
2017, 2018, and 2020 with a total final sample of 811 observations, so it is hoped that further
research can expand the observation period and analyze other variables that can affect the
optimization of budget function determination.
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