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The Effect Of Village Characteristics Toward
Village Finance Efficiency In Lampung, Indonesia
Fitri Indayani, Lindrianasari, Rindu Rika Gamayuni
Abstract: The objective of the research was to find empirical evidence regarding the effect of village characteristics to village finance efficiency in
Lampung. In this research the characteristics of the village were selected by the size, the level of wealth and the level of dependence. The sampling of
the research was chosen based on Village Progress Index. The data was taken for 2 years, from 2015 until 2016 of village at every district in Lampung
Province. The population of the research was 108 developed villages and 272 developing villages, so the data was done by doing 760 observations. The
data analysis was done by panel data analysis meanwhile the data tabulation was done by using statistical test EViews 9. The result of this research
revealed that the size variable was negative significant effect, the level of wealth variable was not have any effect while the level of dependence variable
was positive significant effect toward village finance efficiency.
Index Terms: efficiency, size, level of wealth, level of dependence
————————————————————

1 INTRODUCTION
ACCOUNTANCY is the basic thing of financial management of
a village by managing financial transparently, accountably,
participative, and orderly discipline. The realization of village
government responsibility in the financial management of
village is by revealing various finance managements report of
the village. This also stated at enactment-Law Number 6 Year
2014 about village, which is followed by other regulations
related to the implementation of village finances. Based on the
national development agenda or Nawacita that stated at
Presidential Decree Number 2 Year 2015 about Medium-Term
National Development Plan (RPJMN), at the third order
mentions to develop Indonesia from the marginal area by
strengthens the regions of Indonesia. Therefore, developing
the country should be starting from the lowest administration
which is village. To realize the third order of Nawacita, the
government should encourage the village development by
increasing the village finance allocation to one billion rupiahs
gradually for a year for each village. The purposes of the
village structuring are to realize the effectiveness and
efficiency of the village government, to advance the
improvement of the village prosperity, to advance the
improvement of the quality of public services, to improve the
quality of village governance and to improve the village
competitiveness. In order to reach these targets, the
Government made a policy about the Village Fund for the
village society. The Village Fund Allocation comes from the
Central and Regional Financial Balance Funds received by the
District exclude the Special Allocation Fund (DAK). The
progressing of the funds through the Village Fund Allocation
can make the village really prosperous. The allocation of
village funds is fairly and equitably, non-discriminatory,
transparently,
to
promote
progress
for
recipient.
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Lampungpost.co, the online mass media, on September 24th,
2016 stated that the implementation of the village law in
Lampung province has raised the concern of alleged cases of
village fund law, as happened in the region of Central
Lampung regency which conducted by the head of Sendang
Mulya village, it was a slap in the village program which
contained in the Village Law. The village head allegedly
committed exploitation of village funds in 2015. This country
losses were estimated a hundred million rupiahs from the total
four hundred million rupiahs. The village head mode was
allegedly by making fabricated letters of accountability,
reducing the volume of physical labor, and providing incentives
to local society. The case of Sendang Mulya village is such a
phenomenon of icebergs from irregularities in village fund
management, the case being a valuable lesson for efforts to
optimize village development programs. A manifestation of the
spirit of the Village Law to strengthen the role of the village is
as the spearhead of development. Based on the background
above, the researcher interested in doing research about the
effect of village characteristics toward village finance efficiency
in Lampung. In this research, the characteristics of
government were adopted from previous researches, because
there was none of village characteristic research. This
research used variable of the size, the level of wealth and the
level of dependence to make the characteristic clearer. The
objective of the research was to find empirical evidence
regarding the effect of village characteristics to village finance
efficiency in Lampung.

2. LITERATUR REVIEW DAN PENGEMBANGAN
HIPOTESIS
2.1. Structure Contingency Theory
Structure Contingency Theory is a part of organization theory.
This theory summarizes that every organization adapting a
structure with a state that does not fit as a consequence of the
low performance to the state of fits, where there is regularity to
reach effectiveness and organization performance, or the
nature of positive and productive structural change over
organization (Thoha, 2008).
2.2. Efficiency
Efficiency is related concept of productivity .The measurement
of efficiency was conducted using the comparison between
output that produced to input that used. This process can be
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said efficient when a product or result could be achieved by
the minimal use of natural resources and financial resources
(Mahsun, 2016). According to Jones and Pendlebury (2000)
efficiency also can be measured by using a ratio between
output and input. This can be developed with four ways which
are:
1. By increasing output for the same input.
2. By increasing output by a greater proportion than the
proportionate increase by input.
3. By decreasing input for the same output.
4. By decreasing input by greater proportion than the
proportionate increase in input.
Formula of ratio efficiency according to Jones and Pendlebury
(2000):
Efficiency = Output
Input

2.3. Village Characteristics
Sorokin and Zimmerman recommend some factors that form
the basis for determining villages and towns. It is distinguished
villages and cities based on: livelihoods, community size,
population, environment, social differentiation, social
stratification, social interaction, and social solidarity
(Adisasmita, 2006). Another opinion that also formulate the
characteristics of the village is Landis (2000) he thinks the
village is a community of less than 2,500 people with the
following characteristics:
1. Have a social life that know each other between thousands
people.
2. There are similar things, likes habit.
3. The way of business (economy) is the most common
agrarian that influenced by nature such as; climate, natural
state, natural resources, while non-agrarian work is of a
sideline (LPDP, 2016).
2.4. Village Finance
Enactment-Law Number 6 Year 2014 on village finances
defines village finance are all rights and obligations that can
be fined and everything in the form of money and goods
related to the implementation of the rights and obligations of
the village. While village financial management is a whole
series of activities starting from the planning, implementation,
administration, reporting to accountability stages implemented
within one budget year, starting from 1 January to 31
December.
2.5. Size
The size can be measured in various ways, including the
number of employees, total assets, total income, and
production rate (Damanpour, 1991). One of the hypotheses of
Positive Accounting Theory, Political Cost, the greater the
political costs facing the company, it allows the managerial to
take certain policies related to the presentation of financial
information. The bigger the company, the greater the political
costs. This expenditure will affect the company's financial
performance. In the public sector the size of the company is
equivalent to the size of the government. The larger the size of
the government, the higher the cost of supervision of the
institution (Riahi and Belkaoi, 2006). Patrick (2007) said that
the size of government was a significant predictor of
accounting compliance. Another research conducted by
Afonso et al. (2008) states that government size is a
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determinant variable of economic growth affecting financial
performance in OECD countries and the European Union. The
results of Elhamma (2015) supported previous research that
company size is positively correlated to financial performance
related to effectiveness and efficiency. A research also
conducted in Indonesia that measures the financial
performance seen from the size of local government. A
Research of Mustikarini (2007) stated that the size of region
has a significant positive effect on the effectiveness and
efficiency of financial performance. A Research of Aziz (2016)
stated that the size of the region has a significant positive
effect on the efficiency of the financial performance of the
district/city government in East Java. From some of the above
research results can be formulated the first hypothesis:
H1 : The size of district government has a positive effect
toward village finance efficiency.

2.6. Level Of Wealth
Prosperity is defined as a resource of wealth. The definition of
wealth in an accounting perspective is a wealth owned by a
company in various forms both insubstantial and concrete.
Wealth is properties in all type including accounts receivable,
rent in advance, and investments in the business of others
(Warren, 2014). Adi (quoted in Wenny, 2012) stated that
increasing the amount of Region Own Source Revenue and
service quality reflects good financial performance and
managerial performance. The government performance
evaluation report in China indicates that other important
factors besides Gross Domestic Product as an income
indicator are development level, growth rate, work ethic, and
other factors (Lin et al., 2010). Florida (as quoted in
Rustiyaningsih, 2014) the number and the increasing of
regional income are the instruments in increasing the
independence of local governments that affect the financial
performance. And Lin et al. (2010) stated the result of the
research that local government influence has a positive effect
on efficiency and effectiveness of performance in China. The
research of Mustikarini (2007) stated that the level of wealth
has a significant positive effect on financial performance.
Wenny (2012) stated that Region Own Source Revenue
simultaneously has a significant effect at financial
performance. Similarly, the results of Rustiyaningsih’s
research (2014) states that the Region Own Source Revenue
has a significant effect on the performance of local
governments. Furthermore, the results of Sunaryo (2015)
stated that Region Own Source Revenue has a positive effect
on the efficiency and effectiveness of financial performance.
The increasing of region source revenue will increase the
wealth of the region so it can improve the quality of service to
the community. The quality of good public services reflects
good performance. Thus the second hypothesis is obtained:
H2 : The level of wealth positively affects the efficiency of
village finances.

2.7. Level Of Dependence
The regional financial dependency ratio is calculated by
comparing the amount of transfer revenue received by the
regional revenue with total regional revenue. The higher the
ratio, the greater the level of dependence of local governments
toward central and/or provincial government revenues. This
ratio is formulated as follows (Mahmudi, 2010):
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Transfer Revenue
x 100%
Total Regional Revenue
The level of dependence at the central government financial
support in Indonesia is reflected in the amount of funding
provided. The definition of a balancing fund mentions at
enactment number 33 year 2004 which stated that a fund
sourced from the State Revenue and Expenditure Budget
allocated to regions to fund regional needs in the context of
decentralization. Balancing funds consist of: (1) General
Allocation Funds; (2) Special Allocation Funds; and (3)
Revenue Sharing Fund. The village funds are included in the
category of the Special Allocation Fund. Patrick (2007) defines
intergovernmental revenue as a percent of total revenues and
an increase in administrative expenditures as a percent of total
expenditures have the biggest influences on reducing the
likelihood of fiscal distress. In return, local governments spend
intergovernmental transfer revenues in accordance with
budgetary allocations and guidelines and by law. The central
government hopes that with the transfer, local governments
can improve their performance. Patrick (2007) uses
intergovernmental revenue as one of the variables in
explaining the characteristics of Pennsylvania local
government. Mustikarini (2007) stated that the level of regional
dependence on the central government has a significant
positive effect. Marfiana (2011) and Rustiyaningsih (2014)
stated that the General Allocation Fund has a positive effect on
financial performance, this is related to the dependence of
regional funding on the central government. Thus the third
hypothesis is obtained:

3.1 Operational Variable and Hypothesis
The research variable was measured by village characteristic
which effects finance efficiency ratio of the village. It is
described above:
a. The dependent variable is variable that is affected by
other variables that are the main awareness of this
research. The measurement of efficiency was conducted
using the comparison between output that produced to
input that used. This process can be said efficient when a
product or result could be achieved by the minimal use of
natural resources and financial resources (Mahsun, 2016).
According to Jones and Pendlebury ( 2000 ) efficiency
also can be measured by using a ratio between output
and input. This can be developed with four ways which
are:
1. By increasing output for the same input.
2. By increasing output by a greater proportion than the
proportionate increase by input.
3. By decreasing input for the same output.
4. By decreasing input by greater proportion than the
proportionate increase in input.
Formula of Ratio
Pendlebury (2000):

No.
1.
2.
3.
4.
5.
6.

Criteria
Developed Village
Developing Village
Undeveloped Village
Disadvantage Village
Total Villages
Do not enter sample criteria:
- Less developed village
- Disadvantages village
Incomplate villages
Total Data of Research Sample
(2015 – 2016)

The independent variable is the variable that affected the
dependent variable. The independent variables in this study
are described in the following table:
Table 2. Variable and Hypothesis

Size (X1)

Level of Wealth (X2)

Level of
Dependency (X3)

Total

(809)
(377)
(869)
380

Jones and

Input

Variable

271
978
809
377
2435

to

Output

3. RESEARCH METHOD

Table 1. Data Selection Mechanism Based on Criteria

Efficiency according

Efficiency =

H3 : The level of dependence has a positive effect on the
efficiency of village finances

Population of this research is 2453 villages in Lampung. The
samples were categorized according to the Village Progress
Index of the Village Ministry, the Development of
Disadvantaged Regions and Transmigration which were
compiled by the Department of Community Empowerment and
Village Government of Lampung Province with the following
criteria:

ISSN 2277-8616

Variable Size
Proxied by the total
revenue of the village
(Real revenue of village,
village funds, and other
legal assistance)
Measured by real
revenue of village divided
by total revenue.
Associated with the
amount of village funds
granted by the central
government to the
village. Formulated with
Transfer Revenue divided
by Total Revenue
multiplied by 100%.

Expectation
Positive

Positive

Positive

The researcher used panel data analysis method. Panel data
is a combination of time series and cross section data. The
time series data used data starting from 2015 until 2016 and
cross-section data used data 380 villages. Data processing in
this research used statistical test tool EViews 9.

4. RESULT
1.1 Descriptive Statistic
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Table 3. Descriptive Statistics of Financial Performance
Variables (Y)
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4.2 Hausman Test
Table 5. Hausman Test Result

Mean
Median
Maximum
Minimum
Std. Dev.
Jarque-Bera
Probability
Observations

Y
0.488794
0.344063
1.125858
0.000218
0.357860
81.13724
0.000000
760

X1
19.86353
19.63344
20.62193
16.65092
0.448169
259.9380
0.000000
760

X2
0.029832
0.024624
0.186303
0.003453
0.021431
3326.082
0.000000
760

X3
0.968725
0.975360
1.629392
0.608249
0.056472
275291.3
0.000000
760

Correlated Random Effects - Hausman Test
Equation: RANDOM
Test cross-section random effects
Test Summary

Chi-Sq. Statistic Chi-Sq. d.f. Prob.

Cross-section random

72.688388

3 0.0000

Source: Eviews9 panel data output result
Based on the table above, the size, the level of wealth and the
level of dependence of the village during the period 2015 until
2016 was normally distributed. This can be seen from the
probability value of Jarque-Bera and 95% significance level (α
= 5%). The table explained that the size of the village (X1) with
a maximum value of 20.62193 was Merbau Mataram village,
South Lampung in 2016. For a minimum value of 16.65092
was Giham Sukamaju village, West Lampung with preliminary
data of Rp. 194.737.819.000. Mean of 19.86353 and standard
deviation of 0.448169. The wealth level variable (X2) had a
maximum value of 0.186303 was Sinar Pasemah Village,
South Lampung in 2015 and a minimum value of 0.003453
was Sukamaju Village of Pesawaran in 2015. Mean was
0,029832 and standard deviation was 0.021431. Thus the
highest value of the wealth level selected by the Village
Original Revenue was owned by Desa Sinar Pasemah in 2015
which means the village was able to increase its revenue well,
than others villages in Lampung Province. Dependency
variables (X3) were selected by the percentage of transfer
funds from the central government, which in this research
selected by using village funds. Seen in table 3 the maximum
percentage value of 1.629392 was Cempaka Village in North
Lampung and the minimum value of 0.608249 was Bandar
Sakti Village, North Lampung in 2016. Mean was 0.968725
and standard deviation was 0.056472. Thus the level of
dependence on the transfer fund provided by the center in
Cempaka Village, North Lampung was very high. This reflects
the lack of empowerment of resources by the region same as
Bandar Sakti Village in the same district.

Based on table 5 above, Chi-square value had probability less
than 0.05, it concluded that the zero hypothesis was rejected
and alternative hypothesis was accepted. Thus, the selected
model is fixed effect. From Chow test result, it was obtained by
fixed effect model. Hausman test result also was obtained
fixed effect model. Thus, the suitable model to be used in this
research is fixed effect.

4.3 Fixed Effect Model Result
Tabel 6. Fixed Effect Model Result
Dependent Variable: Y
Method: Panel Least Squares
Date: 11/22/17 Time: 15:50
Sample: 2015 2016
Periods included: 2
Cross-sections included: 380
Total panel (balanced) observations: 760
Variable
C
X1
X2
X3

Coefficient Std. Error
2.557910
-0.123669
0.113751
0.396385

Redundant Fixed Effects Tests
Equation: FIXED
Test cross-section fixed effects

Cross-section F
Cross-section
square

Chi-

d.f.

Prob.

4.342466

(379,377)

0.0000

1276.792477

379

0.0000

Mean
var

dependent

R-squared

0.842671

Adjusted Rsquared

0.683255

S.D. dependent var 0.357860

S.E. of regression

0.201404

Akaike info criterion

0.060185

Sum
resid

15.29248

Schwarz criterion

2.274763

squared

Log likelihood
F-statistic
Prob(F-statistic)

Based on table 4 above, Chi-square value had probability less
than 0.05, it concluded that the zero hypothesis was rejected
and alternative hypothesis was accepted. Thus, the selected
model was fixed effect.

0.0000
0.0000
0.8993
0.0466

Cross-section fixed (dummy variables)

Table 4. Chow Test Result

Statistic

0.619619 4.128199
0.027751 -4.456322
0.898273 0.126633
0.198533 1.996566

Prob.

Effects Specification

1.2 Chow Test

Effects Test

t-Statistic

0.488794

Hannan-Quinn
405.8704
0.838963
criter.
5.285996 Durbin-Watson stat 3.989501
0.000000

The coefficient of determination used to find out how much
percentage of contribution of independent variable to
dependent variable which expressed in percentage. This
research used adjusted R-square as the coefficient of
determination. The table showed that adjusted R-square equal
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to 0.683255 or equal to 68.32%. This means the independent
variables included in this research can explain as much as
68.32% of the dependent variable and 31.68% affected by
other variables. Based on the results of processing using this
fixed effect can be known the current model equations are as
follows:
Y = 2.557910 - 0.123669X1 + 0.113751X2 + 0.396385X3
Based on the result of regression equation above, the
constant of α 2.557910 stated that if the variable of village size
(X1), wealth level (X2) and level of dependence (X3) is 0, then
the efficiency of village financial performance will 255%. In
accordance with the efficiency criteria according to Jones and
Plendbury (2000) the greater the efficiency ratio, the more
efficient. Testing significance of regression parameters
simultaneously used statistical test F. Test F basically shows
whether all independent variables that exist in the model have
a joint effect on the dependent variable. Based on the results
of Test F in table 4.5 showed that the value of prob. F count of
0.000000 that was smaller than α 0,05%. This means that with
95% confidence level statistically together variables of village
size (X1), wealth level (X2) and level of dependence (X3) had
a significant effect on the efficiency of village finance. T Test is
a test to find out whether the independent variable partially
affected the dependent variable. Based on the results in Table
6, T Test shows the following:
Table 7. Description of t Test Result

No.

Variable

Regressio
n
Coefficien
t

t-count

1.

X1

-0.123669

-4.456322

2.

X2

0.113751

0.126633

3.

X3

0.396385

1.996566

Prob.
0.000
0
0.899
3
0.046
6

Alternative
Hyphothesi
s
Not
Supported
Not
Supported
Supported

Based on the result of the test, it showed the independent
variable of the village size (X1) had a negative or
unidirectional relationship with the dependent variable and had
a profitability value below α = 5% or with a 95% confidence
level. The wealth level variable (X2) had a positive or
directional relationship with the dependent variable and had a
profitability value above α = 10%, thus the second hypothesis
is not supported. Next dependent variable (X3) had a positive
or direct relationship with the dependent variable and had a
profitability value below α = 5% or with a confidence level of
95%.

5. DISCUSSION
5.1 The Effect of Size of the Village toward Village
Finance Efficiency
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of size of the village is high enough to the variable of financial
efficiency and the relationship shown from the T count is
negative. This means that any decrease in total village
revenues will decrease of efficiency ratio. Jones and
Plendlebury (2000) stated that the greater the efficiency ratio
the more efficient the financial performance. Thus the first
hypothesis in this study is not supported. This result conflicted
with the results of Patrick (2007) which stated the size of local
government was a significant predictor of accounting
compliance. Another research conducted by Afonso et al.
(2008) stated that government size is a determinant variable of
economic growth affecting financial performance in OECD
countries and the European Union. However, the result of this
research supported the result of Elhamma (2015) that firm size
is negatively correlated to financial performance related to
effectiveness and efficiency. The result of this research also
supports the results of Gamayuni (2016) that the size of the
local government does not affect the financial performance
(efficiency ratio) of local governments in Lampung Province.

5.2 The Effect of Wealth Level on Village Finance
Efficiency
The result of the T test of the wealth level variable to the
financial efficiency of the village showed the value coefficient
of regression was 0,113751, t value was 0.126633 and the
probability of 0.8993. This variable was not supported because
the probability is above 0.05. The direction of the relationship
between variable level of wealth with the ratio of financial
efficiency was positive which means the greater the level of
wealth, the greater the ratio of financial efficiency. The result of
this research supports the results of Lin et al. (2010) that local
government revenues have a positive effect on performance in
China. These results indicate that the role of revenue in
improving the efficiency of local government financial
performance functions properly.
5.3 The Effect of Dependence Level Financial Efficiency
The result of T test indicates that the level of dependency
selected by the amount of central transfer funds had a
significant effect on the efficiency of financial performance.
Coefficient value of this variable to the dependent variable was
0,396385, t value was 1.996566 and the probability of 0.0466.
This showed that the effect of dependency variable on the
variable of financial efficiency had a significant positive effect.
This means that the higher the level of dependence, the higher
the efficiency ratio of village financial performance which
means
more
efficient.
Patrick
(2007)
defines
intergovernmental revenue as a percent of total revenues and
an increase in administrative expenditures as a percent of total
expenditures have the biggest influences on reducing the
likelihood of fiscal distress. Thus the results of this research
had similar the results with Patrick (2007) that uses
intergovernmental revenue as one variable in explaining the
characteristics of local government of Pennsylvania.

6. CONCLUSION

From T test result indicated that the size of the village
represented that the total village revenue had a significant
effect on the financial efficiency of the village. Coefficient value
affected the dependent variable which was -0.12366 and T
value was -4.456322 and probability reaches 0.0000. This
showed that the significance level of the effect of the variables

This research objective was to find empirical evidence
regarding the effect of village characteristics to village finance
efficiency in Lampung. Based on the research that has been
done it can be concluded as follows:
1. The size of the village has a significant negative effect on
the financial efficiency of villages in Lampung Province.
This hypothesis is not supported because the bigger the
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2.
3.

size of the village, the lower the ratio of financial
efficiency, which means the more inefficient.
The level of wealth positively affects the efficiency of
village finances in Lampung Province. The greater the
level of wealth, the greater the ratio of financial efficiency.
The level of dependence has a significant positive effect
on the efficiency of village finances in Lampung Province.
The higher the level of dependence, the higher the
efficiency ratio of village finances which means it is more
efficient.
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