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ABSTRACT 

 

Fiscal decentralization causes variation in local governments (LGs) financial conditions. Such 

variation creates need for their stakeholders to know what factors affecting the variation. 

Therefore, the objective of this study is to determine factors affecting LGs financial 

conditions. The theory used to achieve the objective is supply and demand theory. This study 

utilises quantitative research method. There are seven factors examined as independent 

variables: population, population density, age profile of the community, wealth of the 

community, revenue-base of a LG, financial efficiency, and cost of services and goods 

provided by LG. Based on the multiple regression model, the results show that four factors 

(financial efficiency, cost of services and goods, population, and revenue-base) significantly 

influence the financial condition of LG, whereas other three factors (population density, age 

profile of community, and wealth of community) are not. 

 

Findings of this study will contribute benefits to the stakeholders of LG. Based on findings, 

the central government, LG executives and legislators could utilise the evidence to make 

effective policy pertaining to the financial conditions of LG. As a result, the quality of 

decision-making regarding LG financial management would be improved in the future. For 

Indonesian scholars, this study will represent the first attempt to assess the financial condition 

of LG in Indonesia. 
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