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1. Introduction 

 

Finance plays a crucial role in the development and sustainability 

of both individual and institutional economic activities. The 

dynamic nature of global economies, rapid technological 

advancements, and shifting financial behaviors necessitate 

continuous exploration and understanding of various financial 

phenomena. This book, titled Scope Finance, serves as a 

comprehensive platform that presents diverse studies and insights 

across critical financial topics, ranging from micro to macro 

perspectives, and conventional to Islamic finance. 

The chapters compiled in this book address various pressing 

financial issues, including the perception of government financing 

programs like KUR among MSMEs, the influence of financial 

management and investment experience on financial freedom, and 

the strategic navigation of firm value and financial performance 

within state-owned enterprises. The integration of contemporary 

themes such as digital financial inclusion, Islamic financial 

behavior, and dividend payout strategies during economic 

uncertainties further enriches the content of this book, making it 

highly relevant to academics, practitioners, policymakers, and 

anyone interested in understanding financial dynamics in the 

modern era. 

Through empirical research, case studies, and theoretical 

explorations, this book aims to contribute to the discourse on 

financial literacy, strategic financial management, and the 

implications of financial decisions on economic growth and 

individual financial well-being. It is hoped that the insights 

provided here will serve as a valuable reference for future research, 

financial policy development, and practical financial management 

strategies. 
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Chapter 1. Knowing KUR Perception with an Islamic Financial 

Behavior Approach and Digital Financial Inclusion as an 

Intervening Variable in MSMEs Tasikmalaya, Indonesia 

 

1.1. Abstract  

This research was to find out how Islamic financial behavior 

influences perceptions of KUR and also digital financial inclusion 

as an intervening variable. KUR (People's Business Credit) is a 

financing program provided to MSMEs as a form of support from 

the Indonesian government. KUR is credit given to MSMEs that are 

not yet bankable but have potential for working capital and 

investment purposes. However, the number of MSMEs using KUR 

is still below the Indonesian government's target. The research 

used a mixed method with a sample size of 150 respondents 

consisting of MSMEs in Tasikmalaya. The research results show 

that Islamic financial behavior has a significant influence on the 

perception of KUR, Islamic financial behavior has a significant 

influence on digital financial inclusion, and Islamic financial 

through digital financial inclusion has a significant influence on 

the perception of KUR in Tasikmalaya MSMEs. This shows that the 

government must be able to increase digital financial inclusion 

and have some Sharia-based KUR concepts 

 

1.2 INTRODUCTION 

 

Various countries realize the importance of the existence of MSMEs 

in their national economies, so their governments have assistance 

programs for MSMEs to help them survive amidst increasing 

business competition, especially with the many trends in free 

economic zones, which means domestic products produced by 

MSMEs must compete with products from abroad. Companies in 

China also face problems in terms of "difficult and expensive 

financing," namely the difficulty of finding funds for innovation and 
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business development. Issues like these hinder China's economic 

progress (Mubeen et al., 2022)  

 

In Indonesia, there is KUR (People's Business Credit), a financing 

program provided to MSMEs as a form of support from the 

Indonesian Government. KUR is credit given to MSMEs that are not 

yet bankable but have potential (Suryani et al., 2019). KUR is 

expected to be able to support MSMEs to develop their businesses 

with easier and more affordable access to financing. Capital 

assistance provided to MSMEs is not only provided in Indonesia but 

is also provided in several other countries. The UK implemented 

various measures to support SMEs in the context of the pandemic 

by issuing various loan schemes (Chen et al., 2023)  

 

However, sadly, in Indonesia, as of September 2023, KUR 

realization is still relatively low, namely IDR 175.73 trillion out of 

the target of IDR 297 trillion (Coordinator of the Indonesian 

Ministry of Economic Affairs, 2023).  This is a serious problem and 

must be handled well. There must be more intensive government 

intervention in advancing MSMEs in the regions so that MSMEs can 

survive (BINH et al., 2020). 

 

One of the regions in Indonesia with a variety of MSMEs is East 

Priangan which accounts for 36% of the number of MSMEs in West 

Java. In fact, Tasikmalaya is the region with the most MSMEs in 

West Java (Adji, 2019). Thus, it is important to research the 

existence of MSMEs in Tasikmalaya region, including their 

perceptions of KUR. 

 

Changes in company decision-making as a result of company 

financing behavior are fully reflected in the capital structure 

(Korajczyk, 2003). One of the factors thought to influence the 

perception of KUR is Islamic finance behavior. Indonesia, as one of 

the countries with the largest Muslim majority in the world, shows 

that the majority of MSME owners in Indonesia are Muslims who 
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apply Sharia principles in running their lives, including in 

managing their businesses. The growth of the sharia industry in 

Indonesia has demonstrated significant progress (Mujiatun, 2023). 

 

Furthermore, the Indonesian government has issued various 

regulations governing Sharia trading, such as Indonesia Bank 

Regulations Number: 17/10/PBI/2008 about Sharia Bank 

Products And Sharia Business Units. Several banks in Indonesia 

provide Sharia trading products and services, such as savings 

accounts, deposits, and credit. It is thought that Sharia practices are 

important for some people including SMSE owners.  

 

The Industrial Revolution 4.0 gave birth to many digital products 

including financial technology. Financial technology was created by 

integrating technology and financial products so that financial 

products would be easier for everyone to access (Indonesia Bank, 

2017). Another benefit of fintech is that it enables someone to 

access all information about financial products more quickly and 

easily. The level of fintech adoption varies across countries due to 

infrastructural differences. Developing countries like Indonesia 

face unique challenges in fintech access compared to other nations 

(Agustin, 2023). Furthermore, Indonesia's vast geography presents 

additional hurdles in achieving digital financial inclusion. 

 

1.3 Literature Review 

 

People’s Business Credit (KUR) 

In accordance with Indonesian Minister of Finance Regulation No. 

12 of 2024, the People's Business Credit (KUR) program offers 

credit/financing for working capital and/or investment to 

productive and viable individual/sole proprietors, business 

entities, and/or business groups lacking sufficient collateral. 

Furthermore, as Sunarta et al. (2023) note, KUR's business capital 

lending services are designed to stimulate national economic 

growth through targeted financial interventions. 
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Several provisions are outlined in the Regulation of the 

Coordinating Minister for Economic Affairs of the Republic of 

Indonesia Number 1 of 2023. KUR recipients are individuals, either 

individually or in business groups or business entities, who carry 

out productive businesses and become KUR debtors. The 

provisions based on KUR Collateral consist of (1) Principal 

Collateral: business or object financed by KUR, and (2) Additional 

Collateral: applicable to KUR with a loan ceiling above IDR 

100,000,000 in accordance with the policy/objective assessment of 

the KUR distributor. 

 

Based on research by Suryani et al. (2019), SMEs' access to banking 

is still very limited, so SMEs use informal financial institutions as 

complementary financial institutions to formal banking. The factor 

that influences the development value of SME business profits is 

the ability of SMEs to access capital originating from KUR funds. 

Research by Apriyanti et al. (2023) indicates that one of the factors 

causing MSMEs to have their KUR applications rejected is the 

customer's loan history, as detected by BI Checking. Therefore, the 

KUR application must be carried out in accordance with the 

existing process. 

 

This shows that to improve the perception of KUR among SMEs, 

they must have digital financial inclusion or access to various 

digital financial products. For MSME owners who do not have 

access to a variety of digital financial products, they will face 

obstacles in accessing sufficient information, which in turn affects 

their ability to have a good perception of KUR. Therefore, building 

access to and understanding of digital finance is very important for 

MSME owners. 

 

Islamic Finance Behavior 

Behavioral finance refers to an individual's attitude or behavior in 

making financial decisions, including thinking about and 
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considering their financial patterns (Iqbal & Mirakhor, 2017). 

Meanwhile, according to Utami and Abdullah (2023), behavioral 

finance is an individual's ability to plan, budget, monitor, control, 

seek out, and set aside the daily finances that they carry out. Islamic 

Financing is known as an alternative financial service, distinct from 

conventional concepts, designed to cater to Muslims who adhere to 

Sharia law in their religion, specifically those that are free from 

elements of gharar, usury, and gambling. Islam is a religion and set 

of teachings that govern all aspects of human life, including those 

related to economics. 

 

One of the things that needs to be considered in Islamic Finance 

Behavior is how the pattern of financial transactions carried out 

does not violate sharia principles, one of which is avoiding usury. 

The KUR provided by the Government for MSMEs essentially has 

the concept of interest that must be paid by customers, and in the 

Islamic concept, usury is haram. Therefore, it is suspected that 

some MSME owners are cautious in choosing sources of external 

capital, partly because they are concerned about the concept of 

usury. This is thought to influence their perception of KUR. Shariah 

trade refers to trade related to Shariah principles or Islamic law. 

Shariah transactions require compliance with Shariah principles, 

which must not contain elements of riba (interest), gharar 

(uncertainty), maysir (gambling), or haram (prohibition) (Agustin 

Wahyu, 2019). 

 

Currently, there is a sharia-based KUR offered to the public so that 

MSME owners who are concerned about usury in the use of their 

capital resources can utilize the sharia-based system. Research by 

Boubker et al. (2021) indicates a positive correlation between 

religious obligation, the reputation of Islamic financing, and 

favorable attitudes toward it. Furthermore, subjective norms, 

attitudes toward Islamic financing, and perceived behavioral 

control significantly and positively influence the intention to adopt 

Islamic financing. This research suggests that Islamic bank 
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managers should proactively engage potential clients, particularly 

micro-business owners, to effectively communicate the benefits 

and attractiveness of Islamic finance. 

 

Digital Financial Inclusion  

The phrase "digital financial inclusion" refers to the ability of 

underserved and excluded populations to access and utilize formal 

financial services through digital means (Lauer & Lyman, 2015). 

Digital financial inclusion demonstrates a more extensive reach 

compared to traditional financial inclusion. This observation is 

substantiated by the finding that provinces and cities exhibited a 

narrower disparity in digital financial inclusion than in traditional 

financial inclusion. Digital financial inclusion helps reduce the 

knowledge gap between individuals and financial institutions (Guo 

et al., 2019). 

 

Additionally, the expansion of access to financial services can foster 

economic growth and development. A higher level of financial 

inclusion within a country correlates with a reduced reliance on 

informal financial services among vulnerable groups, thereby 

supporting more stable economic growth (Wang & Fu, 2022). 

Digital transformation and business model innovation are 

imperative, whether as reactive or proactive strategies (Alamanda 

et al., 2021). 

 

The goal of digital financial inclusion is to remove barriers so that 

people can use and benefit from the financial services that 

institutions provide. A key factor in ensuring that financial 

products are accessible and used in all countries to increase 

economic benefits is financial inclusion. With digital financial 

inclusion, many parties can access information about digital 

financial products, including credit from the government (Wang & 

Fu, 2022), and details about the credit system. MSME owners can 

search for information about the KUR system and determine 

whether it aligns with their business principles. 
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An MSME owner who already adheres to the principles of Islamic 

Financial Behavior and is supported by all the information and 

access obtained through digital financial inclusion is likely to have 

their perception of KUR influenced. Additionally, the adoption of 

digital financial inclusion can bolster trust in Sharia finance. The 

implementation of robust technology can enhance the confidence 

of MSME players in KUR.  

 

Hypotheses Development 

Based on the explanation of the literature review above, the 

hypotheses in this study are as follows: 

 

H1: Islamic finance behavior has a significant direct influence on 

the perception of KUR 

H2: Digital financial inclusion has a significant direct influence on 

the perception of KUR 

H3: Islamic financial behavior has an indirect influence on the 

perception of the KUR through digital financial inclusion 

 

 

 

 

. 

 

Figure 1. Research Paradigm 
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1.4 Research Method 

 

In the realm of research, the sequential explanatory mixed method 

approach entails the initial collection and analysis of quantitative 

data, followed by the subsequent gathering and analysis of 

qualitative data. This methodology aims to reinforce the findings of 

the quantitative research conducted in the first phase. Mixed 

methods involve the concurrent utilization of quantitative and 

qualitative methods to obtain more comprehensive, reliable, 

authentic, and objective data (Sugiyono, 2015). Primary data is 

sourced from questionnaires and interviews, while PLS-SEM Ver 4 

serves as the primary analytical tool. 

 

The population in this study is all MSMEs in Tasikmalaya. To 

determine the number of samples to be used, Roscoe's theory is 

used. According to Roscoe, the size of the sample in the study was 

30 to 500 (Sugiyono, 2015). Based on this, the number of samples 

in this study was 150 respondents who were taken using random 

sampling techniques. 

 

1.5 Results 

Evaluation of the Measurement Model (Outer Model) 

Convergent validity can be seen from the factor loadings. The factor 

loadings in this research are as follows: 

 

Table 1.1 The Value of The Outer Loading 

Variable Indicators Outer 
Loading 

AVE Results 

Islamic Finance 
Behavior (IB) 

IB1 0.587 

0.623 Valid 

IB2 0.555 
IB3 0.715 
IB4 0.842 
IB5 0.753 
IB6 0.886 
IB7 0.874 
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IB8 0.925 
IB9 0.909 
IB10 0.760 
IB11 0.760 

Digital Financial  
Inclusion (IK) 

IK1 0.824 

0.648 Valid 

IK2 0.880 
IK3 0.874 
IK4 0.856 
IK5 0.805 
IK6 0.703 
IK7 0.778 
IK8 0.739 
IK9 0.873 
IK10 0.834 
IK11 0.651 

Perception of KUR  

PK1 0.691 

0.503 Valid 

PK2 0.600 
PK3 0.566 
PK4 0.564 
PK5 0.693 
PK6 0.749 
PK7 0.787 
PK8 0.773 
PK9 0.753 
PK10 0.759 
PK11 0.786 
PK12 0.636 
PK13 0.658 
PK14 0.741 
PK15 0.707 
PK16 0.743 
PK17 0.778 
PK18 0.718 

 

The outer loading values of all indicators in Table 1 exceed 0.5, 

indicating that they satisfy the validity criteria. According to 

Ghozali (2014), an outer loading value between 0.5 and 0.6 is 

sufficient to meet convergent validity requirements. Furthermore, 

the AVE value of each indicator is greater than 0.50, providing 

additional evidence of convergent validity. 
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Table 1.2. Reliability Value 

 
Cronbach's 

alpha 
Composite reliability 

(rho_c) 
Results 

IB  0.936 0.947 Reliable 
IK  0.943 0.952 Reliable 
PK  0.943 0.947 Reliable 

 

Based on Table 1.2, it can be seen that all Cronbach's alpha values 

are above 0.6. If the Cronbach's alpha α value is > 0.60 then the 

instrument has good reliability, in other words, the instrument is 

reliable or trusted so that all the constructs of this research are 

reliable and can be trusted. 

 

Structural Model Test  

The structural model test is carried out after testing the outer 

model. The results of the inner model can be seen as follows: 

 

 

 

 

Figure 2. Inner Model Results 
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The P-values analysis will be carried out to see the influence of the 

independent latent variable on the dependent latent variable, 

which can be seen in the table below: 

 

Table 1.3. Path Coefficient T statistics dan P-Values 

 
Original 
sample 

(O) 

Sample 
mean 
(M) 

Standard 
deviation 
(STDEV) 

T statistics 
(|O/STDEV|) 

P 
values 

IB -> 
IK  

0.382 0.395 0.058 6.542 0.000 

IB -> 
KUR  

0.185 0.197 0.078 2.370 0.018 

IK -> 
KUR 

0.262 0.288 0.090 2.906 0.004 

  

Based on Table 1.3, it can be concluded that Islamic finance 

behavior has a P-value of 0.000, which is less than 0.05, indicating 

that Islamic finance behavior has a significant influence on digital 

financial inclusion in a positive direction. The original sample value 

for the Islamic finance behavior variable on digital financial 

inclusion is 0.382. Additionally, Islamic finance behavior has a P-

value of 0.018, which is also less than 0.05, suggesting that Islamic 

finance behavior has a significant effect on the perception of KUR 

in a positive direction. The original sample value for the Islamic 

finance behavior variable on KUR perceptions is 0.185. 

Furthermore, the digital financial inclusion variable has a P-value 

of 0.004, which is less than 0.05, demonstrating that the interaction 

of the digital financial inclusion variable has a significant influence 

on the perception of KUR, also in a positive direction. The original 

sample value for this interaction is 0.262. 
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Table 1.4. Specific Indirect Effects 

 
Original 
sample 

(O) 

Sample 
mean 
(M) 

Standard 
deviation 
(STDEV) 

T statistics 
(|O/STDEV|) 

P 
values 

IB -> 
IK -> 
KUR 

0.100 0.114 0.040 2.511 0.012 

 

Based on Table 1.4, it can be concluded that the influence of Islamic 

finance behavior, mediated by digital financial inclusion, has a 

significant effect on the perception of KUR. This is indicated by a P-

value of 0.012, which is less than 0.05, confirming the significance 

of the mediation. Additionally, the original sample value is positive 

at 0.100, further supporting the positive influence of Islamic 

finance behavior on the perception of KUR through the mediation 

of digital financial inclusion. 

 

1.6 Discussion 

The Direct Influence of Islamic Finance Behavior on the 

Perception of the KUR 

Based on the results of the research that has been conducted, it can 

be concluded that Islamic finance behavior has a significant 

influence on the perception of KUR, thus the hypothesis is accepted. 

This shows that Islamic Finance Behavior is one of the major factors 

that can affect the perception of KUR among MSME owners in 

Tasikmalaya. 

 

Based on interviews with MSME owners, it was found that they run 

their businesses based on Sharia principles, such as not selling 

illegal goods and ensuring that a sales agreement is made. 

Additionally, an interview with one of the marketing personnel at 

Indonesia Sharia Bank Tasikmalaya revealed that the demand for 

KUR at Syaria Bank is higher than at other conventional banks. This 

is evidenced by the faster depletion of KUR quotas at Syaria Bank 

compared to KUR quotas at other conventional banks. This 

indicates that the Shariah-based KUR system is more in demand 
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among MSME owners in Tasikmalaya compared to conventional 

systems. Due to the high demand for KUR, Islamic banks stopped 

sales, and there were no additions for existing (new) customers 

because the KUR quota was full. However, despite this, demand 

remained high, so the bank continued to wait for confirmation from 

the Ministry of Communication and Information on whether there 

would be an additional quota. 

 

The Direct Influence of Digital Financial Inclusion on the 

Perception of the KUR 

Based on Table 1.3, it can be seen that the direct influence of digital 

financial inclusion on the perception of the KUR is significant or the 

hypothesis is accepted. So, it can be said that the better and higher 

the digital financial inclusion of MSME owners, the better the 

perception of KUR. So, the more MSME owners have access to 

various types of digital finance products that exist, it will make the 

perception of KUR increases. 

 

This shows that to improve the perception of KUR among SMEs, 

they must have digital financial inclusion or have access to various 

digital financial products well. For MSME owners who do not have 

access to a variety of digital financial products, they will find 

obstacles in accessing all information that is not strong enough to 

have a good perception of the KUR. Therefore, building access and 

understanding of digital finance is very important for MSME 

owners. 

 

The Influence of Islamic Finance Behavior on the Perception of 

KUR With Digital Financial Inclusion as an Intervening 

Variable 

Based on Table 1.4, it can be seen that the influence of Islamic 

finance behavior on the perception of KUR through digital financial 

inclusion as an intervening variable has a significant influence or 

the hypothesis is accepted. This means that when Islamic finance 
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behavior is supported by digital financial inclusion, it will increase 

the perception of KUR. 

 

This shows that when the owner of MSMEs already has a belief in 

the principles of Islam in their business and exhibit Islamic finance 

behavior in their activities, and also have access to various financial 

technology platforms, they will have more information and access 

to external sources of funds that can ultimately improve the 

perception of KUR for the better. This means that to improve the 

perception of KUR, the owner of MSMEs must have access to digital 

finance 

 

1.7 Conclusion 

 

The conclusions of this research are as follows: First, Islamic 

Financial Behavior has a significant influence on KUR Perception. 

This is because MSME owners who implement the principles of 

sharia in their businesses, such as avoiding usury when seeking 

external capital, demonstrate a positive perception of KUR. 

Interviews with marketing personnel from Syaria Bank in 

Tasikmalaya also revealed that demand for KUR in Syaria Bank is 

higher compared to conventional banks. Second, digital financial 

inclusion has a significant influence on KUR Perception. This 

indicates that the better and higher the digital financial inclusion 

among MSME owners, the more favorable their perception of KUR 

becomes. Access to various digital finance products enhances their 

views on KUR. Finally, the influence of Islamic finance behavior on 

the perception of KUR through digital financial inclusion as an 

intervening variable has a significant impact. This suggests that 

when MSME owners not only adhere to Islamic financial principles 

but also have access to various financial technology platforms, they 

are better informed and have greater access to external funding 

sources, which ultimately leads to a more positive perception of 

KUR. 
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Chapter 2. Financial Freedom: The Role of Effective Financial 

Management and Investment Experience 

.2.1. Abstract  

The significance of this research is related to the methods used to 

achieve financial freedom through the role of effective financial 

management and investment experience for MSME players. This 

research aims to analyze financial freedom in terms of effective 

financial management and investment experience among MSMEs 

in Madura. The contribution of this research is to provide 

knowledge and understanding to MSME players about effective 

financial management and investment experience in an effort to 

achieve financial freedom.  This research is quantitative in type. 

MSME actors in the Madura region are the population in this 

study, while the sampling technique uses convenience sampling 

and data collecting techniques through distributing 

questionnaires. Data were processed using multiple linear 

regression analysis. The research results show that effective 

financial management influences financial freedom at a 

confidence level of 95% or an error rate of 5%. Meanwhile, 

investment experience has an influence on financial freedom at a 

confidence level of 90% or an error rate of 10%. Thus, effective 

financial management and investment experience play a good role 

in efforts to achieve financial freedom for MSMEs in Madura. 

 
2.2  Introduction 

 

Effective financial management is essential in achieving financial 

freedom, which is a condition where a person has the financial 

strength to meet their needs without having to rely on active 

income. Financial freedom is not just about having more money but 

about managing finances wisely to ensure long-term financial 

stability and security. In achieving financial freedom, effective 

financial management involves several key aspects, such as budget 

planning, savings, investment, and risk management. These steps 
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aim to ensure that the income owned is not only used for daily 

needs but also allocated to achieve long-term goals, such as 

retirement, investment, and emergency funds. According to 

research, good financial management can improve a person's 

ability to control spending and increase savings capacity (Garman 

& Forgue, 2018; Sululing et al., 2018). In addition, discipline in 

preparing a budget is the first step to achieving sustainable 

financial balance (Kapoor et al., 2019). With a disciplined budget, a 

person can allocate income more efficiently and reduce debt or 

financial burdens that can hinder the achievement of financial 

freedom. 

 

Effective financial management has a significant impact on 

financial freedom, which can be interpreted as individuals having 

full control over their finances, allowing them to meet their living 

needs without excessive financial worries. Financial freedom is 

determined not only by the amount of income but also by a person's 

ability to manage expenses, save, and invest strategically. Several 

studies in the last decade have shown how good financial 

management has a positive impact on achieving financial freedom. 

Lusardi and Mitchell (2014) in their research highlighted the 

importance of financial literacy in effective money management. 

They found that anyone with high financial literacy tends to be able 

to manage their money, avoid unproductive debt, and achieve 

financial stability faster than those with low financial literacy. 

Financial education plays an important role in shaping positive 

financial behavior, thereby increasing an individual's chances of 

achieving financial freedom. This shows that the ability to manage 

finances effectively is the foundation for achieving financial 

independence. In addition, Xiao and O'Neill (2018) showed that 

individuals who disciplinedly manage their budget, such as 

controlling expenses and saving regularly, tend to have better 

financial conditions. 
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Financial freedom can be created through investment, which 

provides an opportunity for individuals to fulfill their needs and 

expectations. The most important thing in investment is choosing 

the right investment instrument so that the desired goals can be 

achieved. The relationship between investment decisions and 

financial freedom is very close because investment decisions are 

one of the key factors that influence the ability of a person or 

organization to achieve financial freedom (Sari, 2021). Wise 

investment decisions can help individuals or organizations 

accumulate wealth and gradually allocate financial resources to 

assets or projects that generate profitable returns so that they can 

enlarge their investment portfolio over time. Research by Lim and 

Teo (2020) suggests that investments made in a planned and 

targeted manner also contribute to financial freedom, the results of 

the study explain that individuals who invest early have a greater 

opportunity to enjoy passive income and accumulate wealth so that 

they can achieve financial freedom faster, which means that the 

right investment provides a guarantee of long-term financial 

security. 

 

In line with the research of Nurlaila & Nurdin (2020) and 

Yevitayani et al. (2023), they showed that investment is an action 

in managing money that is increasingly effective in the future. 

Investment based on experience is an investment activity that is 

carried out according to the experience possessed, and not for 

experimentation, following trends, and influenced by 

advertisements/friends so as to avoid the risk of loss on 

investment. Investment by looking at experience will provide high 

confidence for capital owners in the success of their investment so 

that investment goals will be achieved. 

 

Nurvitasari (2021) and Ayaa & Peprah 2021) explained that 

investment is a financial instrument that has an element of 

uncertainty that creates risk for investors, but investment 

promises great profits for investors. The higher the investment 
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risk, the greater the profit obtained by investors. Based on this 

background, the purpose of the study is to measure the effect of 

effective financial management and investment experience on 

financial freedom. 

 

2.3  Literature Review 

 

Financial Freedom 

Financial freedom is described as a state of an individual who has 

full control over their finances so that they become calmer in 

meeting their life needs. This freedom allows a person to live their 

life according to their wishes and goals without being burdened by 

financial problems (Sambharakreshna et al., 2023a). In other 

words, financial freedom means having enough assets and passive 

income to cover their living needs, even if a person decides to stop 

working. 

 

Effective Financial Management 

Effective financial management is defined as something that plays 

a role in achieving targets (Mashud et al., 2021; Yevitayani et al., 

2023). Effective financial management plays a role in achieving 

financial freedom, where a person has the financial strength to 

meet needs that do not have to depend on the main income. 

Financial freedom is not only about having more money but also 

about how to manage finances wisely so as to provide certainty of 

financial stability and security in the long term. 

 

Investment is an effort that can be made by someone to have good 

and effective management. Efforts to achieve financial freedom 

through effective financial management involve several aspects, 

such as budget planning, investment, savings, and risk 

management. This stage aims so that the income owned is not only 

to meet daily needs but also reserves or allocated to achieve long-

term goals, such as retirement, investment, and emergency funds. 
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Effective financial management has a significant impact on 

financial freedom. This shows that a person has good control over 

their finances. Thus, a person's ability to manage their income well 

to be spent wisely will have a positive impact on efforts to achieve 

financial freedom. This is supported by the results of research by 

Lusardi and Mitchell (2014), explaining that individuals with 

knowledge and ability to manage money well are better able to 

manage their money, avoid unproductive debt, and achieve 

financial stability faster than those who lack knowledge of 

managing finances. Therefore, the ability to manage finances 

effectively is a strong foundation or basis for achieving financial 

independence. Xiao and O'Neill (2018) show that individuals who 

discipline themselves to manage their budgets, such as controlling 

spending and saving regularly, tend to have better financial 

conditions. Perry and Moris (2005) state that financial problems 

are quite long, negative social life and other social problems are due 

to failure to manage money.  

 

There are variables that can explain financial freedom, namely 

financial management. The main foundation for someone to 

manage their income effectively in order to generate good income 

and achieve financial freedom is to have a good understanding of 

financial management. Someone with better financial management 

skills tends to have responsibility for their financial behavior. This 

is in line with research conducted by Afaf & Yendrawati (2021) and 

Hogart & Hilgerth (2002), which states that financial management 

is important for creating financial freedom, especially for MSME 

actors, because it can minimize the occurrence of bankruptcy. The 

method that can be used to provide knowledge of good financial 

management is by providing socialization activities to the 

community, especially MSME actors, about effective financial 

management so that MSME actors can contribute to advancing the 

Indonesian economy and prospering the community. According to 

the explanation above, the following hypothesis is derived: 
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H1: Effective financial management has an impact on financial 

freedom. 

 

Investment Experience 

Investment experience is something that an investor gets from 

his/her investment activities in various ways/financial 

instruments. Investment experience has a significant influence on 

achieving financial freedom. This experience not only helps 

someone understand the risks and opportunities in various 

investment instruments but also provides confidence in making 

wiser financial decisions. Experience in finance is an activity that 

has been related to financial activities that can be used as a basis 

for managing money (Pritazahara et al., 2015).  

 

Experience in managing money is an individual's experience of 

financial activities, such as conservative capital loans, bank loans, 

alternative loans, and other investment activities (Purwidianti & 

Tubastuvi, 2019). If a person's financial experience is better, then 

the individual can make better financial decisions. If an individual's 

investment experience is good, then he/she is also better at 

understanding the possibility of financial risks that can occur 

(Ameliawati & Setiyani, 2018; Lutfi, 2020).  

 

Experience in investing has a significant influence on achieving 

financial freedom. This experience not only helps a person 

understand the risks and opportunities in various investment 

instruments but also provides confidence in making wiser financial 

decisions. Several studies in the last decade have shown that 

individuals who have investment experience are more likely to 

achieve financial stability and financial freedom faster. The more 

experience an individual has in managing money, the better he or 

she is at making financial decisions. Yuvitayani et al. (2023) argue 

that experience in investing provides a safe opportunity to avoid 
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losses and can measure expected profits, thereby achieving 

effective financial freedom.  

 

MSME actors can use the experience as a way to make investment 

decisions for both men and women so that MSME actors are able to 

increase their income not only from operational activities but also 

from investment activities. Van Rooij et al. (2018) stated that 

investment experience increases a person's financial knowledge, 

thereby strengthening their understanding to make financial 

decisions that support financial freedom. This experience also 

encourages individuals to have a long-term view of their finances 

so that they tend to be more disciplined in investing consistently. 

Gerrans and Hershey (2021) explained that investment experience 

has a positive effect on retirement planning and financial freedom, 

meaning that individuals who are experienced in investing are 

more proactive in planning long-term finances, especially for 

retirement, and have a good understanding of the need to 

accumulate assets to maintain their lifestyle after they are no 

longer working. Thus, investment experience allows someone to 

build a more stable and targeted financial strategy. Lim et al. (2022) 

found that investment experience also builds better risk tolerance. 

The results of the study explain that investment experience helps 

individuals manage their emotions when facing market 

fluctuations, which is important for building a healthy portfolio and 

achieving financial freedom. According to the explanation, the 

following hypothesis is derived: 

 

H2: Investment experience has an impact on financial freedom 

 

 

 

 

2.4  Research Method  

 

This research is quantitative in nature, with the aim of testing 
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theories and hypotheses in research with significant or 

insignificant results. The population of this study is MSME business 

people in Madura, and the research sample is MSME actors in 

various types of businesses such as batik craftsmen/sellers, 

culinary (food), and others operating in the Madura region. The 

research sampling technique was carried out by convenient 

sampling used in sampling with conditions and intentions that met 

the specified requirements. Primary data was used in this study, 

which was obtained by distributing questionnaires to respondents, 

namely MSME actors. The questionnaire is in the form of a 

structured statement where respondents will later provide 

answers to certain limited answer choices. 

 

Operational Definition of Variables 

The financial freedom variable (Y) is the dependent (influenced) in 

this study. Financial freedom is defined as a state where individuals 

have full influence on their finances so that they have peace of mind 

in meeting their needs. This freedom allows a person to live their 

life according to their desires and goals without being burdened by 

financial problems (Sambharakreshna et al., 2023b) 

 

Effective Financial Management Variable (X1) 

Effective financial management is defined as an activity that plays 

a role in achieving goals. Investment is an effort that can be made 

by individuals to have good and effective management Yevitayani 

et al. (2023). 

 

Investment Experience Variable (X2) 

Experience in finance is an activity that has been related to financial 

activities that can be used as a basis for managing money 

(Pritazahara et al., 2015). Experience in managing money is an 

individual's experience of financial activities, such as conventional 

loans, bank debt, other alternative loans, and other investments 

(Purwidianti & Tubastuvi, 2019). 
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Measurement of effective financial management variables (X1) and 

investment experience (X2) using a list of questions with a Likert 

scale of 1-5, which includes scores of 1. strongly disagree, 2. 

disagree, 3. less agree (KS), 4. Agree, and 5. strongly agree. 

 

Analysis Method 

Descriptive statistical analysis describes the results of 

respondents' answers to the collected questionnaires. Testing the 

validity of the data through Item Correlation, if the calculated r-

value> r table, then the research data is valid. Data reliability is 

tested through Cronbach's Alpha coefficient. If the test results show 

a Cronbach's Alpha value > 0.6, then the data is reliable. The model 

was used to test variables X1 and X2 against Y with multiple linear 

regression. The regression model is formulated: 

 

Y = α + β1 X1 + β2 X2 + β3 X3 + e 

 

Information: 

α: Constant 

β: Regression Coefficient 

e: error 

Y: Financial Freedom 

X1: Effective Financial Management 

X2: Investment Experience 

 

2.5 Results 

Table 2.1. Respondent Profile 

Characteristics Frequency Percentage (%) 
Type of Business 
Batik 21 43.7% 
Handicrafts 1 2.1% 
Food 20 41.7% 
Clothing 5 10.4% 
Gift Business 1 2.1% 
Business Duration 
1-5 years 16 33.3% 
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6-10 years 4 8.3% 
11-15 years 5 10.4% 
More than 15 years 23 48% 
Total 48 100% 

 

This study has a response with a total of 48 people who are 

classified into types of businesses and lengths of business. 

Description of the respondent profile in Table 2.1 describes MSME 

actors based on the type of business that is dominant, which is the 

batik and food seller/shop business, including the Madura food 

souvenir center. The length of MSME business varies as much as 

49% are entrepreneurs who have been established over 15 years, 

and 34% are included in the group that has been established for 1-

5 years. 

 

Descriptive Analysis 

The results of the descriptive statistical analysis in this study are as 

follows: 

 

Table 2.2. Descriptive Statistics Example (N = 48) 

Construction M SD 
Financial Freedom 3.78 0.88 
Effective Financial 
Management 

3.66 0.77 

Investment Experience 3.83 0.85 
Note. M = Mean, SD = Standard Deviation. 

 

Table 2.2 explains the statistical description of the variables 

studied. The statistical description contains information about 

financial freedom, which has a mean of 3.78 and a standard 

deviation of 0.88, the data shows that, in general, respondents have 

good financial freedom, with moderate variation between 

respondents. 

 

Effective financial management has a mean of 3.66 and a standard 

deviation of 0.77. This indicates that the respondents' effective 
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financial management is at a fairly good level. The lower standard 

deviation compared to the first variable indicates that there is fairly 

good consistency in financial behavior between respondents. 

Investment Experience has a mean of 3.83 and a standard deviation 

of 0.85, indicating that the average spiritual intelligence of 

respondents is high. Its variability is also lower than other 

variables, meaning that respondents have almost uniform levels of 

investment experience. 

 

Data Quality Test 

The validity test is conducted by comparing the significance value 

(2-tailed) with α 5% and the Pearson correlation value. The results 

of the data validity test explain that all items in the questionnaire 

have a significance value below 5% and a positive Pearson 

correlation value. This means that every question or statement in 

the questionnaire can be considered valid, and thus, the 

questionnaire is suitable for use in research. 

 

Table 2.3. Reliability Statistics 

Variables Cronbach's Alpha 
Financial Freedom 0.850 
Effective Financial 
Management 

0.732 

Experience 0.864 
 

Reliability testing is shown in Table 3; each variable has a 

Cronbach's Alpha value above 0.6, so the questionnaire can be 

considered reliable. This means that this research instrument has a 

good consistency in measuring the variables to be tested. 

 

Table 2.4. Multiple Linear Regression Coefficients 

Construction B SE B β 
(Constant) 0.659 0.470 0.000** 
Effective Financial 
Management (X1) 

0.541 0.173 0.474 

Experience (X2) 0.298 0.157 0.288 
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Note. R 2 = 0.505 (p < 0.05) ** p < 0.05 

 

According to the data in Table 2.4 of multiple linear regression, 

formulate the equation: 

 

Y = 0.659 + 0.541X1 + 0.298X2 

 

This result explains the value of the regression coefficient (B), 

which means the magnitude of the influence of the effective 

financial management and investment experience variables on 

financial freedom. This coefficient represents how much the 

dependent variable of financial freedom changes if the effective 

financial management and investment experience variables 

(independent) change by one unit, assuming other variables 

remain constant. The constant value of 0.659 means that if the 

independent variable has a value of 0, then financial freedom will 

have a value of 0.659. This constant explains the basic value or 

intercept in the regression model. 

 

The coefficient value of effective financial management of 0.541 

means that every one-unit increase in effective financial 

management will increase financial freedom by 0.541 if other 

variables are constant. So, effective financial management has a 

significant positive effect on financial freedom. 

 

The investment experience coefficient value of 0.298 means that 

every one-unit increase in investment experience will increase 

financial freedom by 0.298 if other variables are constant. So, 

investment experience also makes a positive contribution to 

financial freedom. 

 

R Square is quite high, which is 0.505 or 50.5%, which indicates 

effective financial management and investment experience, 

explaining financial freedom in the regression model. Meanwhile, 
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49.5% is influenced by other factors. Therefore, the regression 

equation in this study is very good. 

 

Classical Assumption Test 

Table 2.5. Normality Test 

 Unstandardized Residual 
N 48 
Test Statistic 0.059 
Asymp. Sig. (2-tailed) 0.200c 

 

Table 2.5 explains the results of the data normality test using the 

Kolmogorov-Smirnov Test, the data recorded a significance value 

of 0.200 > 0.05, so the research data is said to be normal. 

 

Table 2.6. Multicollinearity Test 

Variable 
Collinearity Statistics 
Tolerance VIF 

Effective Financial Management (X1) 0.478 2.091 
Experience (X2) 0.478 2.091 

 

Table 2.6 explains the results of the multicollinearity test where the 

tolerance value is > 0.10 and the VIF value is < 10 so that variables 

X1 and X2 are not related to each other (free from 

multicollinearity). 

 

Table 2.7. Heteroscedasticity Test 

Model 

Unstandardize
d Coefficients 

Standardize
d 

Coefficients T Sig. 

B 
Std. 

Error 
Beta 

1 (Constant) 
0.766 0.287  

2.67
0 

0.01
1 

Effective 
Financial 
Managemen
t (X1) 

0.002 0.106 -0.003 
-

0.01
6 

0.98
8 
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Experience 
(X2) -0.073 0.096 -0.162 

-
0.76

0 

0.45
1 

 

Table 2.7 below explains the results of the heteroscedasticity test 

with the Glejser test. The significance value of variables X1 and X2 

is > 5%, so the regression equation is free from heteroscedasticity. 

 

Table 2.8. Hypothesis Test (T-Test) 

Model T Sig. 
1 (Constant) 1.403 0.167 

Effective Financial 
Management (X1) 

3.125 0.003 

Experience (X2) 1.895 0.065 
 

Table 2.8 explains the results of the T-test (hypothesis). The 

hypothesis test recorded a significance value of effective financial 

management (X1) of 0.003 <5%, so it is concluded that the first 

hypothesis is accepted, meaning that effective financial 

management has an influence on financial freedom. Investment 

experience (X2) has a significance value of 0.065 y> 5%, so the 

second hypothesis is rejected, it is concluded that investment 

experience has no influence on financial freedom. However, if the α 

value is assumed to be 10%, then the significance value of 

experience is 0.065 <10%, so that investment experience has an 

effect on financial freedom, and the second hypothesis is accepted. 

 

2.6 Discussion 

 

The Influence of Effective Financial Management on Financial 

Freedom 

According to the test (T-test), effective financial management has 

an influence on financial freedom. Lusardi and Mitchell (2014) 

stated that individuals with good knowledge/literacy and the 

ability to manage money would be better able to manage their 

money, avoid unproductive debt, and achieve financial stability 
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faster than those who lack knowledge of managing finances. 

Therefore, the ability to manage finances effectively is a strong 

foundation or basis for achieving financial independence. Xiao and 

O'Neill (2018) showed that individuals who discipline themselves 

to manage their budgets, such as controlling expenses and saving 

regularly, tend to have better financial conditions. Individuals who 

are able to manage their money better have responsibility for their 

financial behavior. This statement is supported by Hogart and 

Hilgerth (2002) and Afaf and Yendrawati (2021), who say that 

financial management is very important to create financial 

freedom, especially for MSME actors, because it can minimize the 

occurrence of bankruptcy. The method that can be used to provide 

knowledge of good financial management is by providing 

socialization activities to the community, especially MSME actors, 

about effective financial management so that MSME actors can 

contribute to advancing the Indonesian economy and prospering 

the community. Good financial management is the foundation for 

achieving financial freedom. 

 

The Influence of Investment Experience on Financial 

Freedom 

The interpretation of the T-test is that investment experience does 

not affect financial freedom at α 5%. However, investment 

experience has an effect on financial freedom at α 10%. Achieving 

financial freedom is not only about managing money wisely but 

also learning from personal experience. Over time, these 

experiences shape an individual's approach to financial decisions, 

help them avoid common mistakes, and build the knowledge 

needed to achieve financial independence. One of the most 

important lessons that experience teaches is to budget and live 

within one's means. For MSMEs in the Madura region, experience 

also plays an important role in understanding and managing 

finances. This is evidenced by the highly positive response (agree) 

in achieving financial freedom. Investment experience can provide 
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a strong belief that the investment is safe from the risk of loss so 

that high profits can be realized.  

 

Another aspect of financial freedom that is influenced by 

experience is the ability to handle unexpected financial challenges. 

Pritazahara et al. (2015) said that experience can be used as a basis 

for managing finances. With experience, individuals learn how to 

navigate the market, understand risk tolerance, and make the right 

investment choices. The ups and downs of the stock market, real 

estate investments, or other financial ventures provide valuable 

lessons in patience, diversification, and long-term planning. Those 

who have experienced market corrections or losses are often better 

prepared to stay calm during future economic crises and continue 

building wealth over time. This knowledge is essential for 

generating passive income, the foundation of financial freedom.  

 

In addition, experience helps people identify and focus on their 

financial goals. Sabri et al. (2023) and Lutfi (2020) stated that 

experience plays a significant role in shaping one's path to financial 

freedom. Through budgeting, debt management, handling financial 

crises, and wise investing, people learn valuable lessons that guide 

them toward financial independence. The accumulation of these 

experiences allows individuals to make smarter financial decisions, 

stay focused on their long-term goals, and ultimately achieve the 

freedom to live their lives the way they want Purwidianti and 

Tubastuvi, (2019). The results of research by Ameliawati & Setiyani 

(2018) and Lutfi (2020) stated that if a person's financial 

experience is better, then he or she can make better financial 

decisions. In addition, he also has a better understanding of 

financial risk. Yevitayani et al. (2023) argue that experience in 

investing provides a safe opportunity to avoid losses and can 

measure the expected profits, thereby achieving effective financial 

freedom. 



35 

 

2.7 Conclusion 

Based on the test results, it can be concluded that investment 

decisions of men and women based on effective financial 

management have a significant influence on financial freedom. 

Effective financial management can bring someone who runs an 

MSME to achieve independence from financial pressure. Effective 

financial management provides a positive direction in financial 

freedom, so the better/higher the financial management is carried 

out effectively, the higher the achievement of financial freedom. 

 

Investment experience has an influence on financial freedom even 

at the α level of 10%. Experience has a positive direction toward 

financial freedom, meaning that the greater the experience 

possessed by MSME actors, the higher/greater financial freedom 

will be achieved. With high investment experience, it provides a 

sense of security for MSME actors so that success in increasing 

investment will be able to strengthen good financial behavior and 

motivate MSME actors to stay on the right track 
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Chapter 3. Navigating Financial Performance and Firm Value 

in State-Owned Enterprises: The Moderating Role of Dividend 

Payouts During Uncertainty Period 

 
3.1 Abstract 

This study aims to examine and analyze the effect of firm 

performance (ROE) and firm characteristics (size) on firm value 

(PBV). The study involves two control variables: situation and 

industry type. Additionally, this research uses the Dividend 

Payout Ratio (DPR) variable as a moderator for the relationship 

between ROE and PBV, as well as for the relationship between 

Size and PBV. This study includes 21 state-owned enterprises 

(SOEs) listed on the Indonesia Stock Exchange (IDX), with a total 

of 345 firm-year observations. The findings of this study show 

that the ROE and Size variables have a negative and significant 

effect on PBV. Meanwhile, the DPR variable positively moderates 

the relationship between ROE and PBV, as well as between Size 

and PBV. The situation and industry-type variables were found to 

have no effect on PBV. The implications are that companies need 

to be cautious in relying on ROE or large size as indicators to 

increase PBV. An appropriate dividend policy can be an important 

strategy to enhance or maintain firm value, particularly for large 

companies facing challenges in sustaining PBV. Companies need to 

balance dividend policies with investments for growth and 

manage organizational complexity to improve PBV 

 

3.2 Introduction 

State-owned enterprises (BUMN or SOEs) play a critical role in 

Indonesia's economy, particularly during periods of economic 

uncertainty. These enterprises are significant contributors to 

national revenue and serve essential functions in stabilizing the 

economy and promoting social welfare (Satutikirono & Sunitiyoso, 

2021). The ownership of SOEs remains largely under government 

control and continues to be viewed as a key driver of the national 



42 

economy (Soejono & Heriyanto, 2018). Their multifaceted roles 

include market regulation, infrastructure development, and 

provision of public services, which become even more pronounced 

in times of crisis. Firstly, SOE is pivotal in maintaining economic 

stability. During economic downturns, such as those experienced 

during the COVID-19 pandemic, the government has relied heavily 

on these enterprises to sustain economic activity. The Ministry of 

SOEs has encouraged mergers among SOEs to enhance 

competitiveness and operational efficiency, thereby ensuring that 

these entities can better support the national economy (Dewi et al., 

2023). This strategic consolidation aims to create stronger entities 

capable of weathering economic shocks and contributing to 

recovery efforts (Prastiyono, 2024).  

 

Moreover, SOEs have been instrumental in executing large-scale 

infrastructure projects, which are vital for stimulating economic 

growth and creating jobs, particularly in challenging economic 

climates (Utomo, 2022). Secondly, the financial performance of SOE 

is crucial for their operational sustainability and their ability to 

fulfill their roles effectively. Research indicates that the financial 

health of these enterprises directly impacts their capacity to 

contribute to national development (Prastiyono, 2024). The 

government has recognized this and has implemented policies to 

bolster the financial performance of SOE, including strategic 

investments and subsidies. However, there are concerns regarding 

the dependency on government support, which can hinder their 

independence and operational efficiency (Assagaf et al., 2017).  

 

Signaling theory posits that firms communicate their quality and 

value through specific signals, particularly in environments 

characterized by information asymmetry. High financial metrics 

such as return on equity (ROE) serve as positive signals to 

investors, indicating strong operational efficiency and profitability 

(Colombo et al., 2019). For instance, firms that consistently report 

high ROE can attract investment by signaling their capability to 
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generate returns, thereby enhancing their market value (Priani, 

2023). This theory is particularly relevant in the context of 

dividend policies, where consistent and increasing dividend 

payouts can signal financial health and stability to investors, 

reinforcing their confidence in the firm’s future prospects 

(Chauhan & Rao, 2022). Conversely, a lack of dividends or erratic 

dividend policies may signal financial distress or management 

inefficiency, potentially leading to a decline in firm value (Dawar, 

2014).  

 

Agency theory, on the other hand, addresses the conflicts of interest 

that arise between shareholders (principals) and managers 

(agents) (Lumapow, 2018). This theory suggests that managers 

may prioritize personal goals over shareholder wealth 

maximization, leading to agency costs that can detract from firm 

value (Ahmed et al., 2023). For example, if managers engage in 

excessive risk-taking or invest in projects that do not align with 

shareholder interests, this can negatively impact financial 

performance metrics and, consequently, firm value (Bhatt & Bhatt, 

2017). The theory also highlights the importance of governance 

structures in mitigating these agency problems. Effective corporate 

governance helps align the interests of managers and shareholders, 

leading to improved performance and increased company value 

(Jiraporn et al., 2011; Wahyudin & Solikhah, 2017).  

 

Additionally, agency costs play a role in shaping the relationship 

between capital structure and firm performance. Studies suggest 

that higher leverage can help minimize agency costs by aligning the 

interests of shareholders and managers, as increased debt levels 

demand greater accountability and closer monitoring of 

performance (Bhatt & Bhatt, 2017). However, excessive leverage 

can also lead to financial distress, which may harm firm value, 

illustrating the delicate balance that firms must maintain in their 

capital structure decisions (Muller‐Kahle et al., 2014). In terms of 

firm characteristics, factors such as ownership structure and board 



44 

composition can significantly influence performance outcomes. For 

instance, firms with a more diverse board may benefit from a wider 

range of perspectives, leading to better decision-making and 

enhanced firm performance (Lisboa, 2015). 

 

This study seeks to investigate the impact of firm performance, 

measured by ROE, and firm characteristics, specifically firm size, 

on firm value, as reflected by the price-to-book value (PBV). It 

incorporates two control variables—economic situation and 

industry type—to account for external influences. Additionally, 

the research introduces the dividend payout ratio (DPR) as a 

moderating variable to explore its effect on the relationships 

between ROE and PBV, as well as between firm size and PBV. The 

study analyzes 21 SOEs listed on the Indonesia Stock Exchange 

(IDX), utilizing 345 firm-year observations to ensure robust 

findings. The significance of this research lies in its focus on SOEs, 

which play a critical role in Indonesia's economy, providing 

insights into how performance and size influence firm value in 

this unique context. By incorporating DPR as a moderator, the 

study contributes to the understanding of how dividend policies 

can shape these relationships, offering valuable implications for 

corporate decision-making and financial strategy in emerging 

markets. 

 

3.3 Literature Review 

The positive relationship between profitability and firm value is 

supported by studies indicating that firms with higher asset 

efficiency tend to attract more investors and achieve better market 

valuations (Putri et al., 2023). Similarly, ROE is often viewed as a 

key indicator of financial health, with higher values signaling 

effective management and profitability, thus enhancing firm value 

(Rahmadi, 2020).  

 

H1: Firm performance, measured by ROE, has a positive correlation 

with firm value, as reflected in the PBV.  
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Firm size is frequently associated with economies of scale and 

increased market presence, which can lead to higher firm 

valuations. Studies have shown that larger firms are often 

perceived as less risky and more stable, thereby commanding 

higher market valuations (Suriawinata & Nurmalita, 2022). Larger 

firms typically have more resources and market power, which can 

lead to higher valuations (Suriawinata & Nurmalita, 2022).  

 

H2: The size of company positively influences its value, as indicated 

by the PBV ratio.  

 

Based on the context of dividend signaling theory and the potential 

references provided, the following hypotheses can be formulated 

regarding the moderating effect of the DPR on the relationship 

between financial performance (ROA, ROE), firm characteristics 

(size and age), and firm value (PBV).  

 

Specifically, higher DPR enhances the positive effects of ROE on 

firm value, as it signals financial stability and future profitability to 

investors. According to signaling theory, an increase in dividends is 

perceived as a positive signal regarding a firm's future earnings 

potential and financial health Brío & Miguel (2010). When firms 

with strong financial performance (high ROE) also maintain a high 

DPR, it reinforces the message of stability and profitability, leading 

to a more pronounced increase in firm value (Chakkravarthy, 

2023). This aligns with findings from Nguyen & Tran (2016), which 

suggest that firms that smooth dividends during economic 

uncertainty are viewed favorably by the market. Dividends serve as 

a signal of a firm's financial health and future profitability. The 

ability to sustain dividends can reinforce the positive effects of 

financial performance on firm value, making DPR a critical 

moderating factor. 
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H3: The DPR positively moderates the relationship between 

financial performance (ROE) and firm value (PBV). 

 

Specifically, larger firms with higher DPR will exhibit a stronger 

positive relationship with firm value compared to those with lower 

DPR. Larger firms are often perceived as more stable and capable 

of sustaining dividend payments, which can enhance their market 

value (Chakkravarthy, 2023). When these firms also maintain a 

high DPR, it signals to investors that they are committed to 

returning profits to shareholders, further enhancing their 

perceived value (Chakkravarthy, 2023). This is supported by 

research indicating that firm size moderates the relationship 

between dividend policies and firm value, suggesting that larger 

firms benefit more from maintaining high dividend payouts 

(Chakkravarthy, 2023). Larger firms are generally perceived as 

more stable and capable of sustaining dividend payments. When 

these firms also maintain a high DPR, it signals to investors that 

they are committed to returning profits to shareholders, which can 

enhance their perceived value. Agency costs can be particularly 

pronounced in larger firms, where the separation of ownership and 

management may lead to inefficiencies.  

 

H4: The DPR positively moderates the relationship between firm 

characteristics (firm size) and firm value (PBV).  

 

3.4 Research Method 

 

Moderation Regression Analysis (MRA) will be employed to 

examine the moderating effect of DPR on the relationships between 

financial performance, firm characteristics, and firm value. The 

following steps will be involved: The regression model can be 

specified as follows: 

 

(1) PBV = a + b1ROE + b2Size + e. 

(2) PBV = a + b1ROE + b2Size + b3DPR + e. 
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(3) PBV = a + b1ROE + b2Size + b3DPR + b4Industry + 

b5Situation + b6(ROE* DPR) +b7(Size*DPR) + e.  

 

Where: a is the intercept, b1 – b7 are the coefficients to be 

estimated, and e is the error term. The interaction terms 

(ROE*DPR, & Size*DPR) will be included to assess how the impact 

of financial performance on firm value changes at different levels of 

DPR.  

 

Research Variables 

Dependent Variable 

Firm value is assessed using the PBV ratio, obtained by dividing the 

market price per share by the book value per share. This ratio 

indicates the amount investors are willing to pay for each unit of 

net assets, serving as a measure of the market’s perception of the 

firm’s worth compared to its actual asset value. PBV is a measure of 

firm value in the context of dividend policy (Saputri & Bahri, 2021).  

 

Independent Variable 

(1) ROE as a measure of Financial Performance. It is determined by 

dividing net income by shareholder equity. This metric evaluates a 

company’s profitability relative to equity provided by 

shareholders, reflecting how efficiently management utilizes equity 

financing to produce profits. Putri and Kisman (2022) emphasize 

the relevance of ROE in evaluating firm performance and its 

correlation with firm value. Other Independent Variable: (2) Firm 

size will be measured using the natural logarithm of total assets as 

a measure of Firm Characteristics.  

 

Moderating Variable 

The DPR is calculated as dividends per share divided by earnings 

per share as a moderating variable. This ratio indicates the 

proportion of earnings distributed to shareholders as dividends, 

reflecting the firm's dividend policy. Saputri and Bahri (2021) 

provide a clear definition of DPR and its relevance in the context of 
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firm value.  

 

Control Variable 

Industry type (Industry) will be categorized based on the 

classification of firms listed on the IDX as a control variable. The 

types of industries are divided into 7 groups, namely: 1= finance, 

2= energy, 3= transportation & logistics, 4= infrastructure, 5= 

technology, 6= raw material, & 7= healthcare. This variable will 

control for the effects of industry-specific factors on firm value, as 

different industries may exhibit varying characteristics and 

performance metrics. Rusgowanto and Panggabean (2021) 

highlight the importance of considering industry type when 

analyzing firm value. The other control variable is the situation. 

The situation reflects a period of uncertainty that specifically 

impacts the Indonesian capital market. The situation variable is 

categorized into two: 1 = uncertain situation, and 0 = other 

situations. The cut-off period for the uncertain situation is the 

years 2008-2009, during which the global crisis occurred, 

significantly impacting the IHSG (Indonesian Stock Exchange 

Composite Index) with the lowest point in October 2008. The 

second period is 2020-2022, during which the COVID-19 

pandemic occurred, significantly affecting stock prices in the 

capital market, with the lowest point in March 2020. 

 

3.5 Results 

The data used in this study consists of 21 SOEs or 345 firm-year 

observations. Below are the descriptive statistics for each variable 

used in this study. 

 

Table 3.1. Descriptive Statistics (N =345) 

 Minimum Maximum Mean Std. 
Deviation 

PBV 0.01 46.24 1.9063 3.42600 
ROE -4.96 0.59 0.1089 0.32568 
DPR 0.00 1.58 0.3228 0.24518 
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Size 26.97 35.23 31.0588 1.93902 
Situation 0.00 1.00 0.2580 0.43815 
Industry 1.00 7.00 3.9536 2.16826 

Source: Processed Secondary Data (2024) 

 

Table 3.1 shows that the PBV value has an average of 1.9063 with a 

standard deviation of 3.42600. The lowest PBV value is 0.01 (TINS 

in 2002) and the highest is 46.24 (INAF in 2022). The ROE value 

has an average of 0.1089 with a standard deviation of 0.32568. The 

lowest ROE value is -4.96 (INAF in 2022) and the highest is 0.59 

(ANTM in 2007). The DPR value has an average of 0.3228 with a 

standard deviation of 0.24518. The lowest DPR value is 0.00 (JSMR 

in 2021) and the highest is 1.58 (PGAS in 2008). The Size value 

(logarithm of total assets) has an average of 31.0588 with a 

standard deviation of 1.939032. The lowest Size value is 26.97 

(INAF in 2005) and the highest is 35.23 (BMRI in 2022). 

 

Hypothesis testing was subsequently conducted using regression 

with bootstrap on all three models in this study. Bootstrap methods 

are particularly valuable in statistical analysis as they do not rely 

on assumptions about the underlying distribution of residuals, 

making them applicable even when classical assumptions fail. This 

characteristic allows for the estimation of uncertainty in various 

statistical models, including those with heteroscedasticity, where 

traditional methods may falter (Thai et al., 2013; Mokhtar et al., 

2023). The flexibility of bootstrap methods enables their use in 

scenarios where the distribution of errors is unknown or non-

normal, thus enhancing the reliability of statistical inferences 

(Hassan & Ali, 2022; Mokhtar et al., 2023).  

 

Table 3.2. Results of Model 1, Model 2, & Model 3 

Variable 
Bootstrap for Coefficients (Beta) 

Model 1 Model 2 Model 3 
Constanta 7.306 7.739 26.768 
ROE -6.064** -6.545** -6.783*** 
Size -0.273* -0.304* -0.802** 
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Industry 0.049 0.069 0.024 
Situation -0.044 -0.054 -0.104 
DPR  2.267 -47.221** 
ROE*DPR   14.348* 
Size*DPR   1.492** 
Adjusted R 
Square 

0.382 0.404 0.476 

Note: Y= Firm value (PBV). Prob. sig. value: ***1%, **5%, & *10%  

 

Table 3.2 presents the results of testing the three research models. 

Model 1 examines the connection between the dependent variable, 

firm value (measured by PBV) and the independent variables (ROE, 

Size, Industry, Situation). Model 2 includes the moderating variable 

(DPR) alongside the variables from Model 1. Model 3 further 

includes interaction terms (ROE x DPR and Size x DPR) to examine 

whether the relationship between the independent variables and 

the dependent variable is influenced by the moderating effect of 

DPR. In both Model 1 and Model 2, the coefficient of ROE is negative 

and statistically significant at the 5% level (p = 0.05), indicating that 

higher ROE is associated with a decrease in firm value (PBV). In 

Model 3, the negative coefficient for ROE remains statistically 

significant, but at a stronger 1% level (p = 0.01). This means that 

H1 is not supported. 

 

In both Model 1 and Model 2, Size has a negative effect on firm value 

at the 10% level (p = 0.10), suggesting that larger companies have 

lower PBV. In Model 3, the negative relationship becomes stronger 

and statistically significant at the 5% level (p = 0.05), meaning size 

has a more pronounced negative effect on firm value when 

interacting with DPR. This means that H2 is not supported. 

 

The coefficient for Industry is not significant in any of the models, 

suggesting that the type of industry does not have a meaningful 

impact on firm value (PBV). Similarly, the coefficient for the 

situation is also not significant, indicating that the market 

conditions (whether uncertain or controlled) do not significantly 
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influence firm value in these models. All the control variables in this 

study do not have a significant effect on firm value (PBV). 

In Model 2, the coefficient for DPR is positive but not statistically 

significant. However, in Model 3, the coefficient for DPR is negative 

and statistically significant at the 5% level, implying that DPR could 

have a negative effect on firm value when interacting with other 

variables. Additionally, in Model 3, the interaction term ROE*DPR 

is positive and statistically significant at the 10% level (p = 0.10), 

indicating that the relationship between ROE and firm value is 

influenced by DPR—to put it differently, the negative impact of ROE 

on PBV is stronger when DPR is higher. This means that H3 is 

supported. In Model 3, the Size*DPR interaction term is positive 

and statistically significant at the 5% level (p = 0.05), indicating 

that the negative effect of Size on firm value becomes stronger 

when DPR is higher. This means that H4 is supported. 

 

 

3.6 Discussion 

Firm performance (ROE) significantly affects firm value, with ROE 

having a negative effect (Model 1). High ROE is often generated by 

companies that take on higher risks in their operations (e.g., 

increasing leverage or relying heavily on debt). While this boosts 

profits, it can also increase financial and operational risks, which 

may make investors more cautious in assessing the company's 

value. In this case, a lower PBV might reflect investor concerns 

about high risks that may not be fully reflected in the ROE figures. 

Investors tend to focus more on long-term risks and future 

uncertainties than on short-term financial performance. Another 

explanation for the negative effect of ROE on PBV could be that 

companies with high ROE may choose not to pay dividends or pay 

very low dividends, opting to retain profits and reinvest them. 

While this strategy may support the company's growth, investors 

who prefer dividends or direct returns may value the company 

lower (reducing PBV). In this case, despite high ROE indicating 

good performance, low dividend payouts could reduce the market 
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perception of the company’s value, as investors tend to see stable 

dividends as an indicator of value and long-term health. Another 

possibility is that high ROE is often generated by high leverage 

(debt), which increases net income but also raises financial risk. In 

this case, even though the company reports high profits (high ROE), 

investors may perceive that the company’s market value (PBV) 

does not reflect the existing risks, especially if the company's debt 

is high-risk or difficult to manage. Investors may feel that high 

leverage will not be sustainable in the long term, which could lead 

to a decrease in PBV despite the high ROE.  

 

Research indicates a complex relationship between firm 

performance, specifically ROE, and firm value, measured by PBV. 

Several studies suggest that while ROE is often positively 

correlated with PBV, there are instances where ROE may not have 

a significant impact on PBV. For example, Romansyah et al. found 

that profitability (ROE) tends to fluctuate, which can lead to 

variations in PBV, indicating a nuanced relationship (Romansyah et 

al., 2021). However, the study by Putri concludes that profitability 

(ROE) has a significant positive effect on firm value (PBV), 

contradicting the notion of a negative impact (Putri, 2023). 

Theories such as signaling theory can help explain these findings, 

suggesting that firms with lower ROE may signal poor performance 

to investors, potentially reducing their perceived value (Bergh et 

al., 2014). Additionally, the Capital Structure Theory posits that 

higher leverage can lead to increased financial risk, which may 

negatively influence both ROE and PBV (Hajisaaid, 2020).  

 

Firm characteristics (Size) significantly affect firm value, with Size 

showing a marginal negative effect (Model 1). Large companies 

often have more complex organizational structures, which can lead 

to poor management, poor decision-making, or leadership issues. 

On the other hand, smaller companies may be more agile and able 

to make decisions more quickly and effectively. Managerial 

mistakes or leadership problems in large companies can reduce the 
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company's market value (PBV) because investors may perceive 

them as signs of instability or inability to adapt to market or 

economic changes. Large companies tend to have higher leverage, 

meaning they are more reliant on debt to finance their expansion 

and operations.  

 

Larger firms often experience inefficiencies in CEO ownership 

allocation, which can detrimentally affect firm value (Imasuen et al., 

2022). Firm size has a negligible and positive impact on firm value 

(Sarsiti, 2024). Furthermore, a study by Sheikh and Khan reported 

a consistent negative relationship between firm size and firm value, 

reinforcing the notion that larger firms may face challenges that 

diminish their market valuation (Sheikh & Khan, 2016). Theoretical 

frameworks such as agency theory can elucidate these findings, as 

larger firms often encounter more complex agency problems, 

leading to inefficiencies that can negatively impact firm value 

(Imasuen et al., 2022). Additionally, the Resource-Based View 

posits that larger firms may struggle with resource allocation and 

management, further contributing to a decline in perceived value 

(Syakirra, 2023).  

 

DPR does not show significant effects on its own but is considered 

a moderator in Model 3. Interaction terms (ROE x DPR and Size x 

DPR) suggest that DPR moderates the effects of ROE and Size on 

firm value. The interactions are significant, showing that DPR plays 

a role in enhancing or weakening the relationships between the 

independent variables and firm value. Higher DPR strengthens the 

positive relationship between ROE and firm value by signaling 

financial stability and future profitability to investors, as outlined 

in signaling theory (Brío & Miguel, 2010). When firms with high 

ROE also maintain a high DPR, it reinforces their stability, boosting 

firm value (Chakkravarthy, 2023). This is supported by Nguyen & 

Tran (2016), who found that firms that smooth dividends during 

uncertain times are viewed positively by the market. DPR signals a 

firm’s confidence in its future earnings, enhancing investor 
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perception and increasing market value. Additionally, agency 

theory suggests that paying dividends reduces agency costs by 

aligning the interests of managers and shareholders, further 

boosting firm value, especially when ROE is high.  

 

Larger firms with higher DPR show a stronger positive relationship 

with firm value than those with lower DPR. These firms are seen as 

more stable and capable of sustaining dividends, which boosts their 

market value (Chakkravarthy, 2023). A high DPR signals 

commitment to returning profits to shareholders, further 

enhancing their perceived value. Research supports that firm size 

moderates the relationship between dividend policies and firm 

value, with larger firms benefiting more from high dividends. DPR 

also helps reduce agency costs in large firms, aligning shareholder 

and management interests, which increases firm value. For larger 

firms, maintaining dividends during tough times strengthens the 

positive impact of firm characteristics on firm value, making DPR a 

key moderating factor. 

 

ROE and Size both have negative effects on firm value, with DPR 

moderating these effects in Model 3. The interaction between Size 

and DPR suggests that the relationship between company size and 

firm value is stronger when the DPR is higher, which could imply 

that larger companies are penalized more in terms of firm value 

when the DPR is higher. The more appropriate type of moderation 

for the results of this study is the interaction-only moderator. This 

is evident from the moderating variable (DPR), which only serves 

to moderate or influence the strength or direction of the 

relationship between the independent variables (ROE and Size) 

and the dependent variable (Firm Value), but does not affect the 

direct relationship between the independent and dependent 

variables. The results of this study show that DPR does not have a 

significant direct effect on firm value in Model 2, but plays a role as 

a moderator in Model 3 by influencing the relationship between the 

independent variables (ROE and Size) and firm value. The 
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interactions between ROE × DPR and Size × DPR indicate that DPR 

only modifies the relationship between ROE/Size and firm value 

without becoming a primary predictor in the model. The lack of 

significance for Industry and Situation suggests that these variables 

do not have a major impact on firm value in this study, or their 

effects are not captured well by the model. 

 

The implications suggest that companies should be cautious about 

using ROE or large size as primary indicators for increasing PBV. 

Implementing an effective dividend policy can be a crucial 

strategy for boosting or maintaining firm value, especially for 

large companies that face difficulties in sustaining PBV. 

Companies should strike a balance between dividend payouts and 

investment in growth, while also managing organizational 

complexity to enhance PBV. 

 

3.7 Conculision 

This study, involving 21 publicly listed SOEs with 345 firm-year 

observations, reveals several key findings. Firm performance, 

measured by ROE, has a negative and significant impact on firm 

value, as indicated by PBV. Similarly, firm characteristics, 

specifically firm size (measured by the natural logarithm of total 

assets, ln_TA), also show a negative and significant effect on firm 

value. However, DPR plays a moderating role, positively 

influencing the relationship between both ROE and firm size with 

PBV. These results highlight the complex interplay between firm 

performance, characteristics, and dividend policies in shaping 

firm value. 
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Chapter 4. Empowering Personal Financial Management 

Through Islamic Spirituality and Financial Independence 

(Freedom) 

 

4.1 Abstract 

The significance of this research lies in combining Islamic spiritual 

values with financial strategies aimed at achieving financial well-

being, as well as emotional and spiritual balance. The primary 

objective of this study is to explore the Islamic spirituality role 

and financial freedom in individuals’ financial management. This 

study employs a quantitative approach using a survey method. 

The population comprises Muslim entrepreneurs, and the sample 

was selected through purposive and convenience sampling 

techniques. Data were analyzed using multiple linear regression 

to examine the effect of Islamic spirituality and financial freedom 

on personal financial management. The findings reveal that 

Islamic spirituality significantly impacts personal financial 

management. Additionally, financial freedom has a positive effect 

on the quality of financial management. The results further 

indicate that integrating Islamic spirituality with financial 

freedom can enhance individuals’ financial management abilities. 

This study contributes not only to achieving effective financial 

management but also to improving psychological and social well-

being. The implications of these findings suggest that financial 

management strategies grounded in Islamic spirituality can be 

integrated with financial freedom to strengthen individual 

financial stability while also reducing social pressures. 

 

4.2 Introduction 

The management of personal finances is a crucial factor in 

enhancing individual well-being. However, surveys indicate that 

many people face challenges in managing their finances, including 

planning, spending, and investing (Setiawan, 2018; Sululing et al., 

2018). Financial well-being, commonly referred to as financial 
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freedom, describes a condition in which individuals have sufficient 

financial resources to meet their needs without relying on monthly 

income (Wijayanti & Ramdani, 2019).  

 

Financial freedom represents a state of autonomy in financial 

matters, allowing individuals to make choices regarding financial 

management that align with their aspirations and life goals 

(Sambharakreshna et al., 2023a; 2023b). Financial freedom is a 

condition where individuals are free from fear and anxiety over 

financial constraints and can utilize their economic power without 

working excessively (Afaf et al., 2021). Financial freedom refers to 

a state in which individuals or households have full control over 

their financial situations (Afaf et al., 2021). In other words, financial 

freedom reflects a condition where individuals are free from debt, 

possess passive income sufficient to meet their living needs, are 

financially protected against all risks, and can spend on leisure 

without stress.  

 

Research by Garman and Forgue (2017) highlights that individuals 

who achieve financial freedom tend to exhibit more organized 

financial management. This is attributed to their ability to 

distinguish between primary and secondary needs and their 

capacity to invest in productive assets. The study also reveals that 

lower financial stress, resulting from financial freedom, enhances 

individuals’ ability to make rational financial decisions.  

 

Moreover, research by Lusardi and Mitchell (2014) emphasizes 

that financial literacy has a significant role in aiding individuals to 

achieve financial freedom, which in turn influences how they 

manage budgets and assets. Those with financial freedom are often 

more disciplined in budget allocation, prioritizing expenditures 

that provide long-term value.  

 

Studies on personal financial management largely focus on 

economic and psychological factors such as financial literacy, self-
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control, and consumption behavior. However, there is a growing 

trend to consider the influence of spiritual values, including Islamic 

spirituality, in shaping financial behavior. Islam, as a value system, 

governs not only aspects of worship but also principles of 

economics and personal financial management, such as the 

prohibition of usury, encouragement of frugality, saving, and 

investing in halal assets (Ibrahim & Shirazi, 2019).  

 

In this context, Islamic spirituality offers a unique perspective that 

emphasizes principles of balance, justice, and prudence in the use 

of wealth (Ali, 2020). However, to date, limited research has 

explored how Islamic spirituality can be integrated with the 

concept of financial freedom to increase the financial management 

quality for individuals.  

 

Empirical studies on the impact of Islamic spirituality in personal 

financial management show varied results. A study by Rahim and 

Zakaria (2019) found that Islamic spiritual values, such as 

awareness of the hereafter, financial responsibility, and the 

obligation of zakat, positively influence financial management 

behavior. Individuals who strongly practice Islamic teachings tend 

to be more cautious in managing their income, particularly in 

aspects of saving and avoiding unnecessary debt.  

 

On the other hand, some studies indicate that the impact of Islamic 

spirituality on personal finances can vary depending on 

individuals’ understanding and commitment to these teachings. 

For instance, research by Lajuni et al. (2018) noted that while most 

Muslims acknowledge the importance of managing finances 

according to Islamic principles, their implementation in daily life is 

not always consistent. Education and Islamic financial literacy have 

a significant role in determining the extent to which spiritual values 

influence individuals' financial practices.  
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The gap between theory and research findings lies in the variation 

in the application of Islamic values to personal financial 

management. Theoretically, Islamic spirituality is expected to 

foster disciplined, frugal, and Sharia-compliant financial behavior. 

However, research findings indicate that the implementation of 

these values remains influenced by various factors such as 

education level, religious understanding, and social environment 

(Rahim & Zakaria, 2019; Lajuni et al., 2018).  

 

Furthermore, Islamic financial literacy, or understanding of halal 

financial instruments and Sharia principles, is a determining factor 

in whether individuals apply financial management practices 

aligned with their spiritual values (Abdullah & Anderson, 2015). 

For example, even if someone is highly committed to spiritual 

values, a lack of understanding of halal investments or the concept 

of usury may hinder the application of Islamic principles in 

financial decision-making.  

 

Based on the argument before, the research questions are as 

follows: (1) How does Islamic spirituality influence personal 

financial management? (2) How does financial freedom affect the 

quality of personal financial management? and (3) How does the 

integration of Islamic spirituality and monetary freedom impact 

personal financial management quality? This research has a goal 

to explain the impact of Islamic spirituality and financial freedom 

on personal financial management and the integration of Islamic 

spirituality and monetary freedom in improving personal financial 

management. 

 

4.3 Literature Review 

Personal Financial Management  

Individual monetary management refers to the planning, 

managing, and controlling process of an individual’s finances to 

achieve specific financial goals, such as economic well-being and 

long-term financial stability (Mashud et al., 2021). An individual’s 
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ability to manage finances includes planning, budgeting, auditing, 

managing, controlling, sourcing, and saving, which is a way to get 

monetary freedom (Kholilah and Iramani, 2013). 

 

The management of personal finances is a systematic process of 

organizing an individual’s financial flow, encompassing income, 

expenses, savings, investments, and risk management. It is an 

essential skill for achieving financial stability and well-being, which 

involves making sound decisions regarding income, expenditures, 

savings, investments, and debt management (Lusardi & Mitchell, 

2014).  

 

Habits of allocating income for primary and secondary needs, as 

well as savings, can help individuals achieve financial stability. 

Hilgert, Hogarth, and Beverly (2003) argue that controlling 

expenses and maintaining proper financial records can reduce 

financial risks and maximize individual well-being in the long run.  

 

Mismanaged debt can become a significant financial burden and 

disrupt financial stability. Therefore, it is crucial to understand 

interest rates, payment terms, and the impact of debt on cash flow. 

Personal financial management is the managing money process to 

achieve economic satisfaction and individual well-being (Kapoor et 

al., 2012 in Wiharno 2018).  

 

Overall, individual financial management is not only about how one 

spends money but also about planning, organizing, and controlling 

finances to achieve economic well-being. Effective financial 

management enables individuals to attain financial stability and an 

improved quality of life.  

 

Islamic Spirituality and Personal Financial Management 

In Islam, wealth is viewed as a trust (amanah) that must be 

managed responsibly. The fundamental principles of financial 

management in Islam include avoiding wastefulness, fulfilling 
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zakat obligations, and ensuring that income sources are derived 

from halal activities (Chapra, 2000). Islamic spirituality 

emphasizes values such as simplicity, justice, and generosity, which 

encourage individuals to manage their finances wisely (Hassan & 

Noor, 2015).  

 

The theoretical foundation for the effect of Islamic spirituality on 

personal financial management relates to the maqasid al-shariah 

concept (the Islamic law objective), which includes wealth 

preservation (mal). From this perspective, Islam promotes prudent 

and responsible financial management while discouraging 

excessive consumerism (Al-Ghazali in Badawi, 1979). Principles 

such as the prohibition of usury (riba) and the encouragement to 

avoid debt beyond one’s capacity are believed to shape financial 

behavior, motivating individuals to live within their means and 

avoid financial entanglements (Dusuki & Abdullah, 2007).  

 

Empirical research on the impact of Islamic spirituality on personal 

financial management yields diverse results. A study by Rahim and 

Zakaria (2019) found that Islamic spiritual values, such as 

awareness of the hereafter, financial responsibility, and zakat 

obligations, positively influence financial management behaviors. 

Individuals who strongly adhere to Islamic teachings tend to 

exercise greater caution in managing their income, particularly in 

saving and avoiding unnecessary debt.  

 

A study by Lajuni et al. (2018) revealed a positive relationship 

between individuals' faith levels and their ability to control 

personal finances. This research indicated that individuals with 

high faith levels tend to exhibit better control over their expenses 

and are less inclined to accumulate excessive debt.  

 

Further research by Husin and Rahman (2013) highlights that 

zakat and charity practices influence how Muslim individuals 

manage their finances. According to this study, zakat obligations 
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and charitable encouragement shape individuals' perceptions of 

wealth, driving them to manage their finances more responsibly.  

 

Another study by Yusoff and Rahim (2018) notes how 

eschatological beliefs encourage saving behavior among Muslims. 

The research found that awareness of afterlife accountability 

motivates individuals to allocate a portion of their income for long-

term and emergency needs. Islamic values prompt individuals to 

view wealth as a trust, fostering saving and discouraging 

wastefulness.  

 

Ibrahim and Shirazi (2019) argue that Islamic spirituality 

encourages individuals to choose investment instruments aligned 

with Sharia principles, such as Islamic mutual funds or Sharia-

compliant stocks. The study shows that individuals having a high 

spiritual level are glad to invest in instruments free from riba and 

avoid industries considered unethical under Islamic law.  

 

Based on these findings, the research hypothesis proposed in this 

study is: "Islamic spirituality positively influences personal 

financial management."  

 

Financial Freedom and Personal Financial Management 

Financial freedom refers to a condition in which individuals 

achieve financial independence, allowing them to meet their needs 

without relying on monthly salaries (Fahmi, 2016). People who 

attain financial freedom generally demonstrate the ability to invest, 

save consistently, and manage debt efficiently.  

 

Financial freedom is characterized by full control over one’s 

finances, alleviating concerns about fulfilling daily necessities 

(Sambharakreshna et al., 2023a; 2023b). This independence 

enables individuals to live according to their preferences and goals 

without being burdened by financial problems (Sambharakreshna 

et al., 2023a; 2023b). In essence, financial freedom means an 
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individual having sufficient assets and passive income to cover 

living expenses, even if one decides to stop working.  

 

To achieve financial freedom, individuals need a solid 

understanding of financial management, including saving, 

investing, and effectively managing debt (Sambharakreshna et al., 

2023a; 2023b). Consistent saving is a critical step toward financial 

freedom. Saving allows individuals to build emergency funds, 

which are crucial for unexpected situations like job loss or medical 

expenses. Stanley and Danko (1996) identified saving habits and 

prudent spending as key characteristics of individuals who achieve 

financial freedom.  

 

Investments also play a vital role in attaining financial freedom. 

Through strategic investments, individuals can grow their wealth 

and generate passive income, such as dividends or rental profits. 

Passive income serves as the foundation for financial freedom by 

enabling individuals to cover living expenses without depending on 

active employment. As Kiyosaki (1997) explains, financial freedom 

is achieved when passive income exceeds monthly expenses, 

relieving financial pressures.  

 

Effective debt management is another essential component of 

financial freedom. Reducing or eliminating high consumer debt, 

such as credit cards or personal loans, improves monthly cash flow 

and accelerates progress toward financial independence. Ramsey 

(2003) emphasizes that one of the key steps to achieving financial 

freedom is paying off all consumer debts, allowing individuals to 

redirect income toward savings and investments.  

 

Financial freedom is not solely about the amount of money one 

possesses but also about managing finances to balance financial 

needs and life satisfaction. Achieving financial freedom provides 

individuals with opportunities to focus on their passions and 

pursuits without being constrained by financial necessities.  
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According to Stanley and Danko (1996), individuals who attain 

financial freedom often exhibit excellent financial management 

skills, including budgeting, saving, and investing effectively. They 

utilize their financial freedom to manage resources wisely, 

contributing to their financial stability and growth.  

 

Research by Kiyosaki (1997) supports the notion that financial 

freedom positively impacts personal financial management. 

Kiyosaki argues that financial freedom provides individuals with 

more time and resources to focus on strategic financial planning 

and investment management. Similarly, Ramsey (2003) highlights 

that achieving financial freedom involves effective debt 

management and robust investment strategies, enabling 

individuals to strengthen their financial management practices 

further.  

 

Based on this discussion, the research hypothesis proposed is: 

"Financial freedom positively influences personal financial 

management." 

 

4.4 Research Method 

The quantitative approach is used in the research by employing a 

survey strategy. The populace of the study comprises Islamic micro, 

small, and medium enterprises (MSME) business visionaries within 

the Madura locale. The test was chosen employing a convenience 

sampling strategy, coming about in a add up to of 47 respondents.  

 

Questioners were shared to collect data, followed by validity and 

reliability testing. The test of validity using the total correlation 

item, specifically examining the values in the corrected Item-total 

correlation column. In this test, a questionnaire is deemed valid if 

the probability value is less than 0.05. A test of reliability was 

conducted to know questionnaire consistency as a variable 

indicator or construct. The statistical technique used for this test 
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was Cronbach's alpha coefficient. Generally, a research instrument 

is considered reliable if it has a coefficient value of Cronbach's 

alpha greater than 0.6 

 

Multiple linear regression is an analytical tool to examine the 

influence of Islamic spirituality and financial freedom on the 

personal financial management variable). The coming regression 

demonstrates that it must pass classical presumption tests, 

counting tests for normality, multicollinearity, and 

heteroscedasticity. Data ordinariness is evaluated by deciding 

whether the information takes after the ordinary dispersion, which 

can be watched through the importance of esteem. On the off 

chance that the noteworthiness esteem surpasses 0.05, the show is 

considered typical. The ordinariness test utilized the Kolmogorov-

Smirnov test. The multicollinearity test evaluates whether there's 

a relationship between independent factors within the relapse 

show. A great relapse show ought to have no relationship among 

autonomous factors. Multicollinearity is tried by assessing 

resistance values and changing swelling components (VIF) 

(Ghozali, 2018:107). On the off chance that the resistance esteem is 

more prominent than 0.10 or the VIF is less than 10, 

multicollinearity does not exist, demonstrating no noteworthy 

relationship among autonomous factors. 

 

Heteroscedasticity detection involves observing scatterplot 

patterns of the points between ZPRED and SRESID. In addition to 

scatterplots, heteroscedasticity was tested using the Glejser test. If 

the significance probability value exceeds a 5% confidence level, 

the regression model is concluded to be free from 

heteroscedasticity.  

 

The determination coefficient test was conducted to measure the 

model's ability to explain variations in the dependent variable. The 

adjusted R² value can increase or decrease depending on the 

independent variables included in the model. Adjusted R² can take 
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a negative value, which is interpreted as zero. The smaller the 

standard error in the adjusted R² calculation, the better the 

regression model predicts the dependent variable.  

 

Hypothesis testing utilized partial tests (t-tests) and overall tests 

(F-tests). The t-test was employed to determine the individual 

influence of each independent variable on the dependent variable, 

while the F-test examined the collective influence of the 

independent variables on the dependent variable. These tests 

evaluate whether the degrees of freedom with a confidence level 

exceeding 5% result in hypothesis rejection. In other words, the 

significance value must be below 0.05 (5%). 

 

4.5 Results 

Descriptive Analysis  

The variables in this study include personal financial management 

as the dependent variable, while the free variables are Islamic 

spirituality and financial freedom. The statistical descriptions of 

these variables are presented in Table 1 below: 

 

Table 4.1. Descriptive Statistic 

Variable Mean Std. Dev N 
PFM 4.3161 0.88261 47 
IS 4.4081 0.70948 47 
FF 4.3100 0.81049 47 

Note: IS (Islamic Spirituality), FF (Financial Freedom), PFM 

(Personal Financial Management) 

 

Based on Table 4.1, which presents the statistical description of the 

relevant variables, several key points can be highlighted. Personal 

financial management has a mean score of 4.3161 with a standard 

deviation of 0.88261. This indicates that, in general, respondents 

exhibit good personal financial management, with moderate 

variability among them.  
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Islamic spirituality records a mean score of 4.4081 and a standard 

deviation of 0.70948, suggesting that respondents generally have a 

high level of spiritual intelligence. The lower variability compared 

to other variables indicates a relatively uniform level of spiritual 

intelligence among respondents.  

 

Financial freedom shows an average score of 4.3100 with a 

standard deviation of 0.81049. Respondents generally have a 

positive perception of their financial freedom, with relatively low 

variability, indicating consistent perceptions among respondents.  

 

Overall, the three variables exhibit mean scores above 4, reflecting 

that the majority of respondents provide positive assessments of 

the aspects measured. The standard deviations for all variables are 

below 1, demonstrating that the variation in responses across 

respondents is relatively small. This indicates uniformity in 

respondents' perceptions of personal financial management, 

spiritual intelligence, and financial freedom. 

 

Data Quality Testing  

The validity test was conducted by comparing the significance 

value (2-tailed) with a probability of 0.05 (5%) and the Pearson 

correlation coefficient. If the significance value is less than 5% and 

the Pearson correlation is positive, the questionnaire items or 

statements are deemed valid. The results of the validity test 

indicate that all items in the questionnaire have significance values 

below 5% and positive Pearson correlation coefficients (see 

appendix). This implies that each question or statement in the 

questionnaire can be considered valid, and the questionnaire is, 

therefore, suitable for use in this study.  

 

The reliability test utilized Cronbach's alpha coefficient as the 

statistical method. Generally, an instrument is considered reliable 

if its Cronbach's alpha coefficient exceeds 0.6. In this reliability 

testing, each variable demonstrated a Cronbach's alpha value 
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greater than 0.6, indicating that the questionnaire is reliable. This 

means that the instrument employed in this study exhibits good 

consistency in measuring the intended variables. Table 2 shows 

that the research questionnaires for all variables are reliable. 

 

Table 4.2. Reliability Statistics 

Variable Cronbach’s Alpha 
IS 0.970 
FF 0.916 
PFM 0.957 

Note: IS (Islamic Spirituality), FF (Financial Freedom), PFM 

(Personal Financial Management) 

 

Multiple Linear Regression Analysis  

The regression equation demonstrates the relationship between 

personal financial management and two free variables, namely 

Islamic spirituality and financial freedom. The influence of each 

variable in the regression equation is indicated by the regression 

coefficient values. These coefficients represent the extent of change 

in the personal financial management variable when the Islamic 

spirituality and financial freedom variables change by one unit, 

assuming other variables remain constant. Table 3 shows 

coefficient values. The regression model equation is as follows:  

 

PFM = 0.030 + 0.154 IS + 0.851 FF 

 

Table 4.3. Coefficient of Multiple Linear Regression 

Model 
Unstandardized Coefficients 

B Std. Error 
1 (Constant) 0.030 0.399 

IS 0.154 0.141 
FF 0.851 0.124 

Note: IS (Islamic Spirituality), FF (Financial Freedom) 

 

The constant value is 0.030, indicating personal financial 

management is estimated to be 0.030 if all independent variables 
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are equal to zero. This constant represents the baseline value or 

intercept in the regression model.  

 

The coefficient value for Islamic spirituality, 0.154, indicates that 

for every one-unit increase in Islamic spirituality, personal 

financial management improves by 0.154, holding other variables 

constant. This demonstrates that Islamic spirituality positively 

contributes to an individual’s ability to manage their personal 

finances.  

 

The coefficient value for financial freedom, 0.851, indicates that 

every one-unit increase in financial freedom enhances personal 

financial management by 0.851, with other variables remaining 

constant. This implies that the financial freedom of an individual 

has a greater effect on financial management than Islamic 

spirituality.  

 

Overall, all independent variables in this model have positive 

coefficients, suggesting that both Islamic spirituality and financial 

freedom contribute positively to enhancing personal financial 

management.  

 

Classical Assumption Test  

The ordinariness of information can be surveyed by looking at 

whether the information is regularly dispersed, decided through 

the noteworthiness esteem. On the off chance that the 

noteworthiness esteem surpasses 0.05, the show is considered to 

have accomplished typicality. The comes about of typicality test 

utilizing the Kolmogorov-Smirnov test appears to have an 

importance esteem of 0.099, which is more prominent than 0.05. 

This demonstrates that the information and residuals are regularly 

conveyed. The comes about of typicality test conducted through the 

Kolmogorov-Smirnov test is displayed in Table 4.4 below: 
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Table 4.4. Kolmogorov Smirnov Test 

 Unstandardized 
Residual 

N 47 
Normal 
Parameters 

Mean 0.0000000 
Std. Deviation 0.41725301 

Most Extreme 
Differences 

Absolute 0.165 
Positive 0.102 
Negative -0.165 

Test Statistic 0.165 
Asymp. Sig. (2-tailed) 0.099c 

 

The regression model is considered robust if there is no correlation 

between one free variable and another. The multicollinearity test is 

conducted to examine the relationship between one independent 

variable and another by analyzing the tolerance values and the 

variance inflation factor (Ghozali, 2018). This measurement aims 

to identify which variables are explained by other independent 

variables. If the tolerance value is >0.10 and the VIF is <10, it shows 

that multicollinearity is absent, implying no significant correlation 

between independent variables. Table 5 presents tolerance and VIF 

values from the multicollinearity test result, demonstrating that the 

regression equation is free from multicollinearity. This indicates no 

significant correlation exists among the independent variables. 

 

Table 4.5. Multicollinearity Test 

Variable 
Collinearity Statistics 

Tolerance VIF 
IS 0.187 5.342 
FF 0.264 3.784 

Note: IS (Islamic Spirituality), FF (Financial Freedom) 

 

The discovery of heteroskedasticity is conducted utilizing the 

Glejser test. In case the importance likelihood esteem surpasses the 

5% certainty level, it can be concluded that the relapse 

demonstration does not show heteroskedasticity. Table 6 presents 

the results of the heteroskedasticity test utilizing the Glejser 
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strategy, appearing that the importance likelihood values for each 

variable are more noteworthy than 0.05 (5%), demonstrating that 

the relapse condition is free from heteroskedasticity.  

 

Table 4.6. Heteroscedasticity Test 

Model t Sig. 
1 (Constant) 2.962 0.005 

IS 0.058 0.954 
FF -1.448 0.155 

Note: IS (Islamic Spirituality), FF (Financial Freedom) 

 

Goodness of Fit of The Regression Model  

The coefficient of assurance shows the degree to which the show 

clarifies the variety within the subordinate variable. The adjusted 

R² can also take a negative value, and when the adjusted R² is 

negative, it is considered to be zero. In the calculation of adjusted 

R², if the standard error obtained is smaller, the regression model 

is more accurate in estimating the personal financial management 

variable. 

 

Table 4.7. Goodness of the Regression Model 

Model R 
R 

Square 
Adj. R 

Square 

Std. Error 
of the 

Estimate 

R 
Square 
Change 

1 0.881a 0.777 0.766 0.42663 0.777 
 

Based on Table 4.7, the standard error is very low, at 0.42663, 

indicating that the regression model is increasingly accurate in 

predicting the personal financial management variable. The R2 

esteem of 0.777, or 77.7%, appears that the factors of Islamic most 

profound sense of being and money-related opportunity can clarify 

the individual monetary management variable within the 

regression demonstrate, with 22.3% clarified by factors exterior 

the demonstrate. It can be concluded that the regression shows that 

the condition in this consideration is profoundly vigorous.  
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Hypothesis Testing  

The hypothesis testing in this ponder was conducted utilizing the t-

test (fractional test) and the F-test (concurrent test). These tests 

were performed by comparing the calculated t and F centrality 

values with a certainty level of 5%. The hypothesis is acknowledged 

in case the importance esteem is below 0.05 (5%).  

 

Table 4.8 Partial (t) Test 

Model t Sig. 
1 (Constant) 0.457 0.940 

IS 2.901 0.000 
FF 6.869 0.000 

Note: IS (Islamic Spirituality), FF (Financial Freedom) 

 

Table 4.9 Simultaneous (F) Test 

Model 
Sum of 

Squares 
df 

Mean 
Square 

F Sig. 

1 Regression 27.826 2 13.913 76.438 0.000b 
Residual 8.009 44 0.182   
Total 35.834 46    
a. Dependedent Variable: PFM 

b. Predictors: (Constant), FF, IS 

Note: IS (Islamic Spirituality), FF (Financial Freedom), PFM 

(Personal Financial Management) 

 

In Table 4.8, the significance values for each of the variables, 

Islamic spirituality and financial freedom, are less than 0.05 (5%). 

This indicates that the hypothesis in this study is accepted, meaning 

that both Islamic spirituality and financial freedom have 

individually significant effects on personal financial management. 

 

From Table 4.9, it can be concluded that the regression model 

involving financial freedom and Islamic spirituality has a 

significant ability to explain the variation in personal financial 

management. This is evidenced by the large F value (76.438) and 

a significance of 0.000, which is well below the threshold of 0.05 
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4.6 Discussion 

The Influence of Islamic Spirituality on Personal Financial 

Management 

Spirituality refers to an individual's effort to live his life through a 

deep understanding of meaning, purpose, and higher values. In the 

context of personal financial management, spiritual intelligence 

can have a significant impact on how an individual makes financial 

decisions, as this intelligence helps individuals understand the 

essence of wealth, life priorities, as well as the social and moral 

responsibilities associated with finances. 

 

Islamic spirituality is a value framework centered around Islamic 

teachings, such as the principles of justice, honesty, responsibility, 

and contentment (qana'ah). In the context of personal financial 

management, Islamic spirituality provides a strong ethical 

foundation and helps individuals manage their finances more 

wisely. Healthy personal financial management is not solely based 

on cognitive and emotional abilities but also driven by the spiritual 

values an individual holds. 

 

Individuals grounded in Islamic spirituality tend to be more 

disciplined in managing their income and expenses. Values such as 

justice and responsibility motivate them to plan their finances 

carefully, such as setting aside part of their income for savings, halal 

investments, or charitable activities. 

 

The principle of simplicity in Islam (zuhud) helps individuals 

manage materialistic desires that could disturb financial stability. 

According to research by Abdullah et al. (2019), Islamic spirituality 

significantly reduces wasteful spending habits and enhances self-

control over expenditures. By applying Islamic values, individuals 

can better manage financial risks, such as avoiding dubious 

investments (gharar). Additionally, fulfilling obligations such as 
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zakat and charity brings blessings, which, psychologically, 

positively affects financial well-being (Rahman et al., 2016). 

 

Several studies reveal that individuals with high spirituality tend to 

be wiser in using money and have a more balanced approach when 

facing economic pressures. They are more likely to view money as 

a means to achieve inner well-being and share with others rather 

than merely accumulating material wealth. The results of this study 

show that Islamic spirituality has a positive and significant 

influence on personal financial management. Islamic spirituality 

contributes positively to an individual's ability to manage their 

finances. 

 

Previous studies consistent with the findings of this research 

indicate that Islamic spirituality significantly influences personal 

financial management. Respondents with a high level of spirituality 

tend to be more prudent with money, avoid consumer debt, and 

have good saving habits (Hasanah, 2021). 

 

A study by Rahman et al. (2016) demonstrates that individuals who 

practice Islamic principles are better able to manage their finances 

and experience lower financial stress. Research by Abdullah et al. 

(2019) also found a positive relationship between Islamic financial 

literacy and financial well-being, particularly in enhancing the 

ability to avoid high-interest debt. 

 

The Influence of Financial Freedom on Personal Financial 

Management  

Financial freedom refers to a state in which an individual has 

enough assets and passive income to meet their living needs 

without relying on regular employment or other external sources 

(Sambharakreshna et al., 2023). Financial freedom is often 

achieved through a combination of savings, smart investments, 

effective debt management, and lifestyle control. This concept 

encompasses a noteworthy affect on personal monetary 
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management since it permits people to form more astute and more 

vital monetary choices for the long term.  

 

This study's finding indicates that financial freedom plays a 

significant role and has a substantial influence on personal financial 

management. The regression result indicates that the contribution 

of financial freedom is 85.1% in personal financial management. 

This means that monetary freedom has a significant influence on 

how an individual manages their personal finances. Specifically, 

85.1% of personal financial management can be explained by the 

financial freedom of the individual. In other words, the higher the 

financial freedom an individual has (e.g., through sufficient assets, 

passive income, and minimal debt burden), the better the 

individual's ability to manage their personal finances. Respondents 

who feel more financially secure tend to be more effective in 

planning their finances (Sukmana, 2018). 

 

Research conducted by Dowling et al. (2009) shows that 

individuals on the path to financial freedom are more likely to plan 

their finances comprehensively. They adopt a more disciplined 

approach to spending, prioritize saving and investing, and focus on 

achieving long-term goals. This is because financial freedom allows 

them the mental space to think more strategically without the 

burden of short-term financial concerns. 

 

Furthermore, financial freedom influences how an individual 

manages and balances debt and assets. Research by Atkinson and 

Messy (2012) emphasized that individuals who understand the 

importance of financial freedom tend to be more prudent with debt. 

They prefer productive debt, such as credit for property or business 

investments, and avoid consumer debt that can harm financial 

stability. With this understanding, individuals can manage debt 

more carefully, avoid high interest rates, and maintain financial 

stability. 
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Financial freedom also impacts an individual's ability to make 

investment decisions. Falahati and Paim (2011) found that 

individuals who aspire to financial freedom are more likely to 

invest in various financial instruments, such as shares, bonds, 

mutual funds, or real estate. They understand that investment 

diversification is key to achieving financial freedom because it 

minimizes risk and increases the potential for long-term returns. 

Therefore, they tend to make measured investment decisions 

aimed at long-term gains rather than seeking instant profits. 

 

Financial freedom also provides positive psychological effects, 

which play a crucial role in personal financial management. 

Garman and Forgue (2006) revealed that individuals who feel 

financially free tend to have better mental well-being because they 

are not burdened by debt pressures or financial anxiety. This more 

stable psychological state positively influences overall financial 

behavior, where individuals are better able to control spending, 

avoid impulsive financial decisions, and focus on long-term, 

sustainable goals. 

 

Finally, financial freedom allows individuals to be more flexible in 

facing economic risks or financial crises. Individuals who have 

achieved or are nearing financial freedom are more prepared to 

handle emergencies because they have sufficient savings or assets 

to weather financial shocks. Hogarth (2002) emphasized that 

individuals with financial stability are better able to cope with 

unexpected economic changes, such as recessions, job loss, or 

urgent health expenses. 

 

Financial freedom has a profound impact on personal financial 

management because it enables individuals to make more strategic 

decisions regarding spending, debt management, and investment. 

With financial freedom, individuals not only improve their financial 

well-being but also achieve mental and emotional stability when 

facing financial challenges. Through disciplined planning, asset 
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management, and wise investments, financial freedom becomes a 

realistic and sustainable goal for individuals who manage their 

finances well. 

 

The Influence of Islamic Spirituality and Financial Freedom on 

Personal Financial Management 

Individual financial management is the method of organizing pay, 

costs, investments, and monetary arrangements to realize 

budgetary well-being. From an Islamic perspective, financial 

management is not solely focused on material goals but also 

encompasses spiritual values. The integration of Islamic 

spirituality and financial freedom can provide a holistic framework 

for managing personal finances in a balanced manner, where 

material and spiritual aspects complement each other. 

 

Islamic spirituality and monetary freedom have a unique and 

complementary influence on personal financial management. 

When combined, they create a holistic approach where material 

and spiritual aspects are in balance. 

 

Islamic spirituality provides a strong ethical and moral foundation 

for personal financial management. Values such as justice (adl), 

honesty, responsibility, simplicity (zuhud), and contentment 

(qana'ah) play an important role in shaping healthy financial 

behavior. Islam prohibits practices such as interest (riba), 

speculation (gharar), and hoarding wealth that can harm others. 

Islamic teachings encourage individuals to live according to their 

needs and avoid excessive consumerism. Wealth is viewed as a 

trust from Allah SWT, and its use must benefit oneself, family, and 

society through zakat, infak, and charity. Islamic spirituality 

governs not only how wealth is acquired but also how it is managed 

and distributed to achieve a balance between the worldly and the 

hereafter. 
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Financial freedom refers to a state where an individual has full 

control over their personal finances without the pressure of debt 

or reliance on active income. This concept emphasizes the 

importance of proper financial planning, sustainable investments, 

and living free from debt. Financial freedom fosters financial 

stability and provides individuals with the flexibility to pursue 

various life goals, including fulfilling spiritual obligations such as 

zakat and charity. 

 

The integration of these two concepts has a significant impact on 

personal financial management. Individuals tend to be more 

cautious in managing their expenses and allocating funds because 

they are motivated by Islamic values and the goal of achieving 

financial freedom. Financial freedom enables individuals to reduce 

psychological stress from debt, while Islamic spirituality provides 

inner peace through gratitude and blessings. Wealth is not only 

used to meet personal needs but also for activities that provide 

social benefits, such as zakat and charity. 

 

Hypothesis testing results indicate that the integration of Islamic 

spirituality and financial freedom can strengthen an individual's 

ability to manage personal finances. Respondents who have a 

strong understanding of Islamic values in financial management 

and have achieved financial freedom tend to be more disciplined in 

spending, more effective in investing and have long-term financial 

planning. 

 

Substantive Requirements 

Institutionally, the establishment of this UPTD has been regulated 

under North Maluku Governor Regulation No. 37 of 2019, which 

designates BKKPD as a technical implementation unit responsible 

for providing public services based on conservation areas. This 

function includes the management of conservation areas, such as 

utilization services for activities like commercial licensing, 

research permits, and tourist vessel entry permits. These services 
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reflect the operational duties and functions of the institution, 

indicating that the substantive requirements are met. However, in 

terms of providing goods or public services, the potential for 

optimization remains limited. As of 2024, no retribution revenue 

has been generated from these services due to the lack of 

implemented regulations for retribution collection. Furthermore, 

the management of conservation areas has primarily focused on 

the preservation of aquatic resources without making a significant 

contribution to improving the local economy in surrounding 

communities. The absence of specific programs aimed at 

supporting the local economy suggests that conservation area 

management still has room for development, particularly in 

integrating economic benefits with conservation objectives. 

 

Technical Requirement 

BKKPD demonstrates significant potential to enhance the 

effectiveness, efficiency, and productivity of conservation area 

management. Although management efforts have been optimized 

within the existing budget, the heavy reliance on APBD funding 

remains a major obstacle to ensuring operational sustainability. 

The absence of revenue from retribution underscores the need for 

the development of business-based services to create alternative 

income streams. In addition, BKKPD's technical specifications are 

not yet fully adequate. A significant workforce shortage presents a 

major challenge, with the number of personnel far below the 

required level, while conservation facilities and infrastructure are 

insufficient to support optimal operations. The licensing process, 

which is still managed jointly with Dinas Penanaman Modal dan 

Pelayanan Terpadu Satu Pintu (the Regional Investment and One-

Stop Integrated Services Office (DPMPTSP)), highlights the need for 

better integration to support technical independence. The 

business-based service development plans designed by BKKPD, 

such as conservation area tourism, diving equipment rentals, and 

cottage management, offer great opportunities to address these 

technical limitations. However, these plans are still in their early 
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stages and lack detailed studies on projected revenue or financial 

and non-financial impacts. Developing more comprehensive 

analysis documents is an essential step to provide a clear picture of 

financial sustainability after transitioning to BLUD status. 

Therefore, although BKKPD has demonstrated compliance with 

substantive requirements, technical challenges in funding, human 

resources, and service management require further attention. 

Preparing more detailed feasibility studies, including financial and 

non-financial analyses, is a critical step to ensure readiness for the 

transformation into a BLUD. 

 

Table 4.10 Summary of Fulfillment of Substantive Requirements 

Fulfillment 
Criteria 

Current Condition of 
UPTD BKKPD 

Analysis Results 

The duties and 
functions of 
UPTDs/Agencies 
are operational 
in nature, aimed 
at delivering 
public services 
that generate 
semi-commercial 
goods or 
services. 

Has an institutional 
structure as a public 
service provider 

UPTD BKKPD has 
fulfilled the 
substantive 
requirements, as 
its institutional 
structure and 
functions align 
with the 
provisions for a 
conservation-
based public 
service provider. 

The establishment of 
this UPTD is based on 
Peraturan Gubernur 
Maluku Utara Nomor 
37 Tahun 2019 
tentang Perubahan 
Atas Peraturan Nomor 
45 Tahun 2017 
mengenai 
Pembentukan, 
Kedudukan, dan 
Susunan Organisasi 
Unit Pelaksana Teknis 
Daerah (UPTD) pada 
Dinas Kelautan dan 
Perikanan Provinsi 
Maluku Utara 

Provision of 
Goods and/or 
Public Services 

Services currently 
provided by BKKPD 
include the utilization 
of conservation areas, 
licensing for video 
production and 

The fulfillment of 
substantive 
requirements is 
progressing with 
the existing 
services; however, 
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commercial 
photography, research 
permits, and permits 
for tourist vessels 
entering conservation 
areas. 

the potential to 
optimize 
retribution-based 
services remains 
limited due to 
regulatory 
constraints and 
technical 
management 
challenges. 

No retribution has 
been collected for 
these services as of 
2024. 

Management of 
Specific Areas or 
Regions for the 
Purpose of 
Improving 
Community 
Economy or 
Public Service 
Delivery 

Manages marine 
conservation areas in 
several regions of 
North Maluku 
Province. 

The management 
of conservation 
areas has been 
effectively carried 
out; however, 
greater emphasis 
is needed on 
contributing to 
the economic 
development of 
communities 
surrounding these 
areas. The 
Ministry of Marine 
Affairs and 
Fisheries has 
encouraged that 
conservation area 
management not 
only focuses on 
biodiversity 
preservation but 
also supports the 
sustainable 
development of 
local community 
economies. 

No specific programs 
have been 
implemented to 
enhance the economic 
welfare of 
communities within 
the conservation areas. 

Management of 
Special Funds for 
Economic 
Development 

Does not manage 
special funds aimed at 
enhancing the 
economy and/or 

No special funds 
are managed, and 
thus, this 
requirement is 
not applicable. 
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and/or Public 
Services 

providing public 
services. 

Source: Processed Data (2024) 

 

Table 4.11 Summary of Fulfillment of Technical Requirements 

Fulfillment Criteria 
Current 

Condition of 
UPTD BKKPD 

Analysis Results 

Feasibility Criteria 
1 Potential to 

improve service 
delivery 
effectively, 
efficiently, and 
productively. 

Limited budget 
for managing 
conservation 
areas 

The potential for 
productive 
conservation area 
management is 
evident, but the 
reliance on the APBD 
remains a significant 
challenge. Developing 
business-based 
services is necessary 
to reduce dependency 
on government 
funding through the 
implementation of 
the BLUD framework. 

The budget is 
fully reliant on 
the Provincial 
APBD. 
Conservation 
area 
management has 
been carried out 
effectively, 
efficiently, and 
productively by 
maximizing the 
existing budget. 

2 Having 
Technical 
Specifications 
Directly Related 
to Public 
Services. 

The number of 
technical staff 
with specific 
competencies is 
still very limited. 

The UPTD's technical 
specifications do not 
yet fully support 
service operations, 
primarily due to the 
shortage of human 
resources and 
inadequate facilities. 
Improved 
coordination with 
relevant agencies is 
necessary to ensure 
more integrated 
licensing 

Most licensing 
services are still 
managed jointly 
with the Dinas 
Penanaman 
Modal dan 
Pelayanan 
Terpadu Satu 
Pintu 
(DPMPTSP) 
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Conservation 
facilities and 
infrastructure 
are inadequate 
to fully support 
optimal 
operations. 

management under 
the UPTD. 

Potential Criteria 
1 Development 

plans observed 
from aspects 
such as service 
unit 
diversification, 
number of 
consumers, and 
customer 
satisfaction 
levels. 

There are plans 
to develop 
business 
services, such as 
conservation-
based tourism, 
cottage 
management, 
and diving 
equipment 
rentals. 

The service 
development plans 
have significant 
potential to increase 
revenue but require a 
more comprehensive 
assessment. 

No detailed 
study has yet 
been conducted 
regarding 
revenue 
generation 
through 
business 
services. 

A detailed revenue 
projection plan must 
be prepared to 
provide a clear 
picture of the unit's 
financial 
sustainability after 
transitioning to BLUD 
status. 

2 Revenue growth 
projections for 
the coming years 
with the 
implementation 
of BLUD. 

Development 
efforts are still in 
the initial 
planning stages, 
lacking detailed 
financial and 
non-financial 
impact 
assessments as 
well as revenue 
projections from 
new services. 

Financial and non-
financial analyses 
must be incorporated 
into the potential 
assessment 
document as a critical 
technical 
requirement to 
secure 
recommendations 
from the Regional 
Government 
regarding the 
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feasibility of 
implementing BLUD. 

Source: Processed Data (2024) 

 

The UPTD BKKPD has significant potential to implement BLUD, 

although there are substantive and technical challenges that need 

to be addressed. Based on Minister of Home Affairs Regulation No. 

79 of 2018, BKKPD has fulfilled substantive requirements through 

its duties and functions as a manager of conservation areas and a 

provider of public services. However, technical aspects require 

further attention, particularly concerning limited human 

resources, dependence on APBD funding, and the suboptimal 

implementation of regulations related to service retribution. From 

the perspective of New Public Management (NPM), efficiency and 

accountability are essential foundations in the management of 

public services. Moreover, the principles of Reinventing 

Government encourage public organizations to innovate and adopt 

entrepreneurial approaches. BKKPD's service diversification plans 

align with these concepts, but their implementation requires 

adequate regulatory support and service integration to ensure 

effective management. 

 

4.7 Conclusion 

 

This study found that Islamic spirituality has a significant and 

positive influence on individual financial management. Islamic 

spirituality provides a strong moral and ethical framework for 

managing personal finances. With principles such as justice, 

responsibility, and contentment, individuals are able to manage 

their finances wisely and sustainably. 

 

Financial freedom has a significant and positive influence on 

personal financial management. Individuals who have achieved or 

are on the path to financial freedom are more capable of managing 

their finances effectively, as they have stable incomes, controlled 
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debt responsibilities, and a good understanding of investments and 

risk management. 

 

The integration of Islamic spirituality and financial freedom creates 

a balanced approach to personal financial management. Islamic 

spirituality provides a foundation of values, while financial 

freedom offers the means to achieve these goals. Simultaneously, 

these two concepts strengthen an individual’s ability to manage 

finances wisely, responsibly, and in accordance with Islamic 

principles, thereby fostering broader financial well-being. 

 

These findings can give a basis for the next research aimed at 

developing financial education programs based on Islamic 

spirituality and the principles of financial freedom. The limitation 

of this study lies in the sampling process, where some respondents 

declined to participate in the interview for the questionnaire. 

Additionally, this study exclusively explores spirituality focused on 

Islam, as the majority of business owners in the Madura region 

practice Islam. For the next research, it is recommended to increase 

the sample amount and compare spirituality across different 

religions. 
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Chapter 5. Good Corporate Governance Principles and 

Performance of Local Finance Institutions 

 

5.1 Abstract 

 

The purpose of this research is to find empirical results on the 

influence of GCG principles on the performance of local finance 

institutions in Bali. The local finance institution in Bali is popular 

called Lembaga Perkreditan Desa (LPD). The GCG principles used 

in this study are transparency, accountability, responsibility, 

independence, and fairness. The population in this study was 557 

employees. There are 102 respondents collected using the 

purposive sampling method which consists of the head of LPD, the 

head of the supervisory board, and the head of the accounting of 

each LPD in Denpasar. The data analysis technique used is 

multiple linear regression analysis. The research results show that 

independence positively influences the performance of LPD. In 

contrast, transparency, accountability, responsibility, and fairness 

do not affect LPD performance. The LPD’s management has an 

important role in increasing the principle of independence 

because independence has the most dominant influence on the 

performance of LPD in Denpasar. 

 

5.2 Introduction 

Bali is a province with strong local wisdom and customs that are 

inseparable from the existence of traditional villages. Traditional 

villages have scope in social, cultural, spiritual, and economic 

aspects. Therefore, in Bali, there are local finance institutions other 

than banks that help the regional economy. The institution is the 

Lembaga Perkreditan Desa which is found in several Balinese 

traditional villages. This study uses the term “LPD” as a local 

finance institution LPD was created in 1985 as a village-owned 

entity that aids the community in securing funding for company 

capital and other endeavours (Adiputra et al., 2014). LPD's working 



95 

practices are similar to other financial institutions. The 

management rules used are simpler and adapted to the 

environmental conditions where it was established. Although with 

simple management LPD can provide benefits to the village 

community. In practice, certain LPDs continue to fail to report 

financial statements in compliance with relevant standards 

(Munidewi et al., 2019). 

 

This research was performed at LPDs in Denpasar City. Denpasar 

City is one of the regions in Bali Province with 4 sub-districts, 16 

villages, and 27 traditional villages. Denpasar City was chosen 

because of a total of 1,436 LPDs in Bali, in the 2020 financial year, 

most of them experienced a decline in performance and some 

recorded growth, which was originally 35 LPDs and until now 34 

LPDs in Denpasar City (LPLPD Denpasar City) are active. Based on 

the expansion of LPDs in Denpasar City, it is still necessary to 

improve their financial performance to compete with other 

financial institutions in terms of finance and customer service. In 

2019 to 2022 based on LPLPD data, the following is the 

development of LPDs based on total assets, profits, savings, 

deposits, capital, and loans in Table5.1. 

 

Table 5.1. Financial Advancement of LPDs in Denpasar City from 
2019 to 2022 

No. Description 
Year (Rupiah) 

2019 2020 2021 2022 

1. Total 

Assets 
2.579.771 2.539.622 2.568.793 2.743.197 

2. Profit 78.460 43.512 36.778 46.578 

3. Saving 1.069.396 1.001.207 997.190 1.110.709 

4. Deposit 426.681 436.231 477.081 570.685 

5. Loan 640 200 739 684 

6. Capital 7.267 7.207 7.208 7.334 

Source: Village Credit Institution Empowerment Agency of Bali Province 

(LPLPD Bali, n.d.) 
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Table 5.1 illustrates that the development of LPD has fluctuated 

during the previous four years. This is a contradiction, because in 

2020 and 2021 the total assets, deposits, and loans were higher 

than in 2019, but the profit earned was lower than the previous 

year. 

 

Performance denotes the accomplishment of action in achieving 

organizational objectives. Good Corporate Governance (GCG) is a 

guideline or can be used as a formula for company managers in 

managing good company management concerning stakeholders 

(Dzingai & Fakoya, 2017). The stakeholders referred to in the LPD 

environment are villagers, government, managers, and the 

community. Institutional management based on GCG principles is 

an effort to make GCG a rule and guideline for institutional 

management in managing institutional management (Suwarmika, et 

al., 2019). By implementing GCG, LPDs will be more trusted and 

seen as professional organizations (Mulyawan et al., 2017). 

 

The application of GCG principles can increase profitability and 

business sustainability (Todorovic, 2013). and suppress fraud 

(Suryandari et al., 2023b). The GCG framework is crucial in the 

administration of LPDs as it offers explicit guidance for responsible 

decision-making and enhances the overall management and 

performance of LPDs (Yahya & Shukeri, 2014). Aras and Crowther's 

(2008) research found that the effectiveness of GCG does not affect 

the success of the company. However, the results of other studies, 

namely Mahmood et al. (2018) and Riboldazzi (2016) found that GCG 

significantly affects the success of a company. 

 

According to the Indonesian GCG General Guidelines established by 

the National Committee on Governance Policy in 2006, five 

principles underlie the company in carrying out its governance, 

including the first GCG Principle, namely transparency. The more 

transparent a company is in disclosing conditions and information 

will increase public confidence to save their funds or invest in these 
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financial institutions, to improve the company's financial 

performance (Tri et al., 2020). 

 

Accountability is a necessary condition to achieve sustainable 

performance. Accountability reflects a company's disposition 

towards assuming responsibility for its performance. The company 

must be well-managed, Responsibility reflects the company's 

commitment to adhering to rules and regulations and carrying out 

community responsibilities to support business in the long term. If 

the company adheres to the principle of accountability by 

comprehending and complying with all laws, regulations, and 

relevant LPD standards, its performance will improve (Tri et al., 

2020). 

 

Independence is the disposition of a firm that possesses no 

affiliations and does not dominate intervention by other parties. In 

carrying out management, companies need to focus on making 

decisions objectively (impartially) and avoid taking sides with any 

party (Handayani et al., 2020). Fairness can be implemented by 

considering stakeholder interests and implementing justice for all 

stakeholders. LPD must prioritize fairness in improving company 

performance towards the better. Astini and Yadnyana (2019) assert 

that the application of GCG components is essential; hence, the 

deployment of GCG in financial institutions, such as LPDs, is 

anticipated to guide LPDs towards improved outcomes. LPD whose 

performance is good will add public trust in the LPD concerned (Tri 

et al., 2020).  

 

This research seeks to evaluate the impact of sound GCG 

principles on enhancing LPD performance. Many previous studies 

have used a financial perspective to measure LPD performance. 

The company's performance is evidenced by its capacity to 

generate profit. Profit serves as a key measure for evaluating 

corporate performance (Suryandari et al., 2023a). In fact, to find 

out the performance of LPD, it needs to be measured with a more 
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comprehensive system and not just focus on the financial 

perspective. In this research, the performance measurement used 

is the Balance Scorecard method. A balanced scorecard maintains 

a balance of strategic measurements so that employees can act in 

the interests of the company (Kopecka, 2015). To achieve the 

success of a performance, it must have a good formula for 

managing its resources. This research is expected to contribute to 

LPLPD and each LPD to improve their performance. 

 

5.3 Literature Review 

Understanding Agency Theory and Its Relevance to Corporate 

Governance 

Agency theory is a foundational framework employed to 

comprehend and elucidate the concept of GCG. Jensen and Meckling 

(2019) define an agency relationship as a contract wherein one or 

more individuals choose another individual to render services on 

their behalf, hence conferring decision-making authority to the 

agent. This relationship often leads to information asymmetry, 

where agents are positioned to have more information about the 

company than the principals (Jantadej & Wattanatorn, 2020). 

Assuming individuals seek to optimize their self-interest, such 

information asymmetry may result in agents concealing 

information from principals. To mitigate potential conflicts and 

prevent losses, companies need to adopt the principles of GCG. 

These principles, collectively known as Corporate Governance, 

provide a framework for managing an organization effectively (Tri 

et al., 2020). Therefore, agency theory is defined as a relationship in 

which the owner (principal) delegates authority to another person 

(agent) to conduct activities such as reporting, recording, 

presenting, and disclosing events within an institution. 

 

Good Corporate Governance (GCG) Principles 

The principles of GCG are crucial in guiding companies toward 

improved performance. All of the principles of GCG positively 
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impact the performance of LPDs, as demonstrated by several 

research studies. 

 

Transparency  

Transparency ensures access for all to information concerning the 

accountability of corporate entities to stakeholders (Tri et al., 2020). 

Greater transparency in delivering information accurately and 

promptly can increase stakeholders' trust in the organization's 

performance. Transparency can prevent corruption, as well as 

identify the strengths of company policies and weaknesses in 

internal control (Anggraini et al., 2021). The findings of Praningsih et 

al. (2019) and Sawitri & Ramantha (2018) substantiate the positive 

correlation between GCG and corporate performance, both of 

which concluded that transparency positively impacts company 

performance. When stakeholders understand the management of 

resources and other stakeholder rights, their trust in the 

organization grows, resulting in improved performance. 

 

H1: Transparency positively influences the performance of LPD. 

 

Accountability  

Accountability pertains to the transparency of roles, frameworks, 

processes, and responsibilities within an organization. It is a critical 

prerequisite for achieving sustainable performance, ensuring that 

a company remains accountable in a true, measurable manner 

while taking into account the interests of managers and 

stakeholders. This accountability adds value and helps improve 

company performance (Tri et al., 2020). This is supported by 

Handayani et al. (2020), who found that accountability positively 

affects company performance. The more stakeholders understand 

the company’s vision, mission, roles, duties, responsibilities, goals, 

and operational targets, the more focused the organization 

becomes, leading to improved performance. Junaidi et al. (2020) 

also found that accountability positively affects performance. 
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H2: Accountability positively influences the performance of LPD. 

 

Responsibility  

Responsibility pertains to the adherence of corporate management 

to relevant laws, regulations, and ethical business practices 

(Bagiana, 2022). Studies by Mahadewi & Asri (2019) and Sukardika 

et al. (2020) confirm that responsibility has a positive effect on 

company performance. Higher responsibility levels indicate better 

company performance. Within the framework of agency theory, 

accountability enhances performance by guaranteeing that 

organizations comprehend and adhere to norms and obligations to 

stakeholders. This compliance helps maintain business continuity 

in the long term, ultimately enhancing performance. 

 

H3: Responsibility positively influences the performance of LPD. 

 

Independence 

Independence is another essential principle in GCG, where a 

company must have effective governance that operates without 

undue influence, dominance, or intervention from other parties 

(Tri et al., 2020). An objective attitude, free from conflicting 

interests, is necessary to avoid harm to the company. Research by 

Handayani et al. (2020) and Praningsih et al. (2019) support the idea 

that independence positively affects LPD performance. When 

management makes objective decisions free from outside 

influence, it prevents domination by any party, leading to improved 

company performance. 

 

H4: Independence positively influences the performance of LPD. 

 

Fairness  

Equity in corporate governance entails justice and parity in 

honoring stakeholders' rights in accordance with agreements and 

relevant laws and regulations (Tri et al., 2020). Maintaining fairness 

and equality is crucial for the stability of a company or 
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organization. Sari and Putra's (2021) research indicated that fairness 

favorably influences the performance of LPDs. Similarly, Wati and 

Setiawan (2023) concluded that managing a company by providing 

fair, equal, and reasonable treatment for stakeholders leads to 

enhanced company performance. 

 

H5: Fairness positively influences the performance of LPD. 

 

The principles of GCG are essential components that collectively 

enhance the performance of LPDs. Research consistently supports 

the positive impact of these principles on company performance, 

reinforcing the importance of adhering to good governance 

practices in achieving organizational success. 

 

5.4 Research Method 

This study was executed at LPD in Denpasar City, totaling 34 LPDs. 

Denpasar City is also known as the city with the highest number of 

workers in Bali Province and the economic potential is also large 

but not followed by the existing economic growth. This research 

aims to examine the perceptions of employees at the LPD in 

Denpasar City. The independent variables in this study are 

Transparency (TRA), Accountability (ACC), Responsibility (RES), 

Independence (IND), and Fairness (FAIR). Meanwhile, what acts as 

the dependent variable is the performance of the LPD (LPDP). 

 

The study's population comprised 557 personnel of the LPD in 

Denpasar City. This sample employs a purposive sampling strategy. 

The criteria for the sample in this study are employees of the LPD, 

holding positions as chairman of the LPD, head of the supervisory 

board of the LPD, and chief accounting officer of the LPD. So, the 

sample in this study was 102 people. LPD performance is the result 

of LPD work in carrying out its functions to achieve goals and can 

be measured by standards that have been set during a certain 

period. Transparency is a commitment by LPD managers to 

guarantee the accessibility and disclosure of significant 
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information for stakeholders concerning the financial status, 

management, and ownership of LPDs in a clear, exact, and correct 

manner. Indicators of transparency are the number of members of 

the supervisory board, the ability of the LPD management to 

provide financial reports, and meetings of the management, 

supervisory board, and village community to discuss LPD 

development. 

 

Accountability is the responsibility of LPD managers to perform 

transparently and reasonably. Indicators of accountability are the 

understanding of the chairman and manager of the LPD about the 

vision, mission, and objectives of the LPD, the roles and 

responsibilities of the chairman and manager of the LPD, 

documentation of financial statements along evidence of 

transactions done properly. The LPD manager is obligated to 

adhere to rules and regulations while fulfilling commitments to the 

village community. Indicators of responsibility are the obedience of 

the LPD chairman and manager to laws and LPD regulations, the 

LPD's concern for the surrounding environment as social 

responsibility, and decision-making. Independence is where LPD 

management decisions are not bound by any party without 

exception so that each part of the LPD cannot be intervened by 

other parties. Indicators of independence include the chairman's 

decisions that are objective and devoid of negative interests from 

numerous parties, ensuring the chairman can evade any form of 

domination. 

 

Fairness means that stakeholder interests must be the focus of LPD 

management. LPD management must be based on the principles of 

fairness and justice. Indicators of fairness are the opportunity for 

villagers or LPD members to have an opinion, fairness of managers 

towards members, and providing equal opportunities in recruiting 

employees for villagers. The questionnaire in this study was 

adopted from Suwarmika et al. (2019). 

The multiple regression model can be articulated in the equation: 
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PERF = α + β1TRA + β2ACC + β3RES + β4IDN + β5FAIR + e 

 

5.5 Results 

Instrument Test 

Table 5.2. Validity Test 

Variable Indicator 
Pearson 

Correlation 
Validity 

Transparency (TRA) TRA.1 0.794 

Valid 

TRA.2 0.890 

TRA.3 0.878 

Accountability 

(ACC) 

ACC.1 0.85 

ACC.2 0.896 

ACC.3 0.844 

Responsibility 

(RES) 

RES.1 0.771 

RES.2 0.865 

RES.3 0.826 

Independence (IND) IND.1 0.919 

IND.2 0.919 

Fairness (FAIR) FAIR.1 0.867 

FAIR.2 0.909 

FAIR.3 0.831 

LPD Performance 

(LPDP) 

LPDP.1 0.745 

LPDP.2 0.749 

LPDP.3 0.714 

LPDP.4 0.718 

LPDP.5 0.842 

LPDP.6 0.726 

LPDP.7 0.715 

LPDP.8 0.784 

LPDP.9 0.785 

LPDP.10 0.754 

LPDP.11 0.699 

LPDP.12 0.750 

 

The validity test in Table 5.2 indicates that the instrument 

employed to elucidate the research variables is legitimate, as the 

Pearson Correlation value is above 0.3. 
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Table 5.3. Reliability Test 

No. Variable Cronbach 

Alpha 

Description 

1. Transparency 0.815 

Reliable 

2. Accountability 0.828 

3. Responsibility 0.758 

4. Independence 0.815 

5. Fairness 0.839 

6. Performance 0.926 

 

Table 5.3 displays the outcomes of the reliability assessment for all 

variables. The Cronbach Alpha values for these variables range 

from 0.758 to 0.926, indicating that all variables are reliable. 

Specifically, Accountability has a Cronbach Alpha of 0.828, Fairness 

has 0.839, Independence has 0.815, Performance shows the highest 

reliability with a value of 0.926, Responsibility has 0.758, and 

Transparency has 0.815. All Cronbach Alpha values exceed the 

acceptable level of 0.7, indicating that the data for these variables 

is internally consistent and credible for subsequent analysis. 

 

Descriptive Statistics 

Table 5.4 Descriptive Statistics  

Construct Min. Max. Mean Std. 

Deviation 

TRA 12.00 15.00 13.4902 1.28005 

ACC 12.00 15.00 13.8039 1.26678 

RES 12.00 15.00 13.6471 1.26371 

IND 8.00 10.00 9.0392 0.92192 

FAIR 12.00 15.00 13.5882 1.30006 

LPDP 46.00 60.00 53.8333 4.80322 

 

Table 5.4 presents the descriptive statistics for six constructs. The 

mean value describes the center of the value of a set of research 

data. While the standard deviation describes the distribution of 

values around the mean value. The higher the standard deviation 

value, the more spread out the values in a sample. Based on the 

table, the standard deviation values of all variables are below the 

mean value so that the distribution of sample data is classified as 
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good. The outcomes are presented by multiple linear regression 

analysis in Table 5.5. 

 

Table 5.5. Multiple Linear Regression  

Construct B t Sig Tolerance VIF 

Constant 5.859 3.037 0.003   

TRA 0.041 0.490 0.625 0.609 1.643 

ACC 0.069 0.747 0.457 0.552 1.813 

RES 0.095 0.911 0.365 0.475 2.105 

IND 0.391 3.449 <0.001 0.478 2.091 

FAIR 0.161 1.654 0.101 0.552 1.811 

 

From the regression results, the following regression equation can 

be compiled: 

 

LPDP = 5.859 + 0.041TRA + 0.069ACC + 0.095RES + 0.391IND + 

0.161FAIR. 

 

The regression analysis in Table 5.5 indicates that Transparency 

(TRA) has a t-value of 0.490 and a significance level of 0.625, which 

exceeds 0.05. Consequently, Transparency does not influence LPD 

Performance, leading to the rejection of H1. The influence of 

Accountability (ACC) on LPD Performance yields a t count of 0.747 

and a significance value of 0.457, which is above 0.05, indicating 

that accountability does not impact LPD Performance, leading to 

the rejection of H2. The influence of Responsibility (RES) on LPD 

Performance yields a t count of 0.911 with a significance value of 

0.365, which is above 0.05, indicating that responsibility does not 

impact LPD Performance, hence H3 is rejected. The influence of 

Independence (IND) on LPD Performance yields a t count of 3.449 

with a significance value of <0.001, which is less than 0.05, 

indicating that independence positively affects LPD Performance, 

hence validating H4. The impact of Fairness (FAIR) on LPD 

Performance has a t count of 1.654 and a significance value of 

0.101, which is greater than 0.05, indicating that fairness does not 

affect LPD Performance, leading to the rejection of H5.  
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Classical Assumption Test 

Normality Test 

Table 5.6 Normality Test 

N 102 

Normal Parameters Mean 0.0000000 

Std. Deviation 1.68778867 

Test Statistic 0.081 

Asymp. Sig (2-tailed) 0.095 

 

The employed test is the Kolmogorov-Smirnov Statistic. The 

normality test results in Table 5.6 indicate that the Asymp. Sig. (2-

tailed) coefficient exceeds the significance threshold of 0.05. 

Consequently, it can be inferred that the data follows a normal 

distribution and is suitable for further study. 

 

Multicollinearity Test 

Table 5.7 Multicollinearity Test 

Model 
Unstandar

dized B 

Coef. Std. 

Error 

Std. Coef. 

Beta 
t Sig. 

Statistic 

Toleran

ce 

1 

(Constant) 

5.859 1.929  3.037 0.003  

TRA 0.041 0.085 0.048 0.490 0.625 0.609 

ACC 0.069 0.092 0.077 0.747 0.457 0.552 

RES 0.095 0.105 0.102 0.911 0.365 0.475 

IND 0.391 0.113 0.384 3.449 <0.001 0.478 

FAIR 0.161 0.097 0.171 1.654 0.101 0.552 

 

The multicollinearity test results presented in Table 5.7 indicate 

that the tolerance values for all independent variables are 0.609, 

0.552, 0.475, 0.478, and 0.552, all exceeding 0.10. Additionally, the 

VIF values are 1.643, 1.813, 2.105, 2.091, and 1.811, all below 10. 

Consequently, it may be inferred that multicollinearity among the 

variables in the regression model is absent, rendering the model 

appropriate for application. 
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Heteroscedasticity Test 

Table 5.8 Heteroscedasticity Test 

Model 
Unstandardized 

B 

Coef. 

Std. 

Error 

Std. 

Coef. 

Beta 

t Sig. 

1 

(Constant) 

0.736 0.810  0.908 0.366 

TRA -0.010 0.035 -0.038 -

0.294 

0.769 

ACC -0.053 0.039 -0.184 -

1.365 

0.175 

RES 0.021 0.044 0.068 0.467 0.642 

IND 0.063 0.048 0.193 1.332 0.186 

FAIR 0.007 0.041 0.022 0.166 0.868 

 

The heteroscedasticity test results in Table 5.8 indicate that the 

significance values for all the variables are 0.769, 0.175, 0.642, 

0.186, and 0.868, respectively, all exceeding the 0.05 significance 

threshold. This indicates that the research variables are free from 

heteroscedasticity. 

 

F Test 

Table 5.9 F Test 

Model 
Sum of 

Squares 
df 

Mean 

Square 
F Sig. 

1 

Regression 
342.621 5 68.524 14.571 <0.001 

Residual 451.458 96 4.703   

Total 794.078 101    

 

The F Test in Table 5.9 yielded F value of 14.571 with a significance 

level of <0.001, which is less than 0.05. The significance value of F 

is less than 0.05, indicating that all independent factors in the 

model collectively impact LPD performance. This research 

paradigm is viable for application. 

 

Determination Coefficient Test 

Table 5.10 Determination Coefficient Test 
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Model R R2 Adj. R2 Std. Error of the 

Estimate 

1 0.657 0.431 0.402 2.16857 

 

The Adjusted R Square value in Table 5.10 is 0.402, indicating that 

40.2% of the variability in the dependent variable can be elucidated 

by the independent variable. The remaining 59.8% is attributed to 

variables not included in the research model.  

 

5.6 Discussion 

The Influence of Transparency on the Performance of LPD 

Transparency of all information must be implemented by LPD to 

provide trust for stakeholders The initial hypothesis posits that 

transparency positively influences the performance of LPD. The 

test findings indicate that transparency does not influence the 

performance level of LPD, hence refuting the first hypothesis (H1). 

These results indicate that even though LPD applies the principle 

of high transparency, it still does not affect the increase or decrease 

in the achievement of LPD performance. This happens because the 

management of LPDs carried out by village communities is only 

based on trust values. Whether or not there is a principle of 

transparency in LPDs, village communities do not have a problem 

because of this attitude of trust. In addition, because there is a 

supervisory body that assesses the development of the financial 

performance of LPD, it has presented financial reports in a timely, 

adequate, and accurate manner to increase the trust of 

stakeholders (Tri et al., 2020). This makes LPD more likely to pay 

attention to supervision from the supervisory body. The findings of 

this research align with those of Handayani et al. (2020), which 

indicate that transparency does not influence the performance 

level of LPD. 

 

The Influence of Accountability on the Performance of LPD 

The second hypothesis posits that accountability positively 

influences the performance of LPD. The test results indicate that 



109 

accountability does not influence the performance of LPD, hence 

rendering the second hypothesis (H2) unsupported. This means 

that in its management, although LPD has clear accountability 

according to the LPD structure, it still does not affect the increase 

or decrease in LPD performance. This happens because, with 

employee loyalty, where employees already have knowledge, 

experience, and commitment in their fields, employees no longer 

need to understand the structure and clarity of accountability of 

LPD. With loyalty that is owned by the ability, understanding, and 

responsibility of self-awareness, they try to obey and explain their 

duties with a full sense of responsibility. The findings of this study 

align with the research conducted by Sastrawan et al. (2021) and 

Suwarmika et al. (2019), which indicates that accountability does not 

influence the performance of LPD. 

 

The Influence of Responsibility on the Performance of LPD 

The third hypothesis posits that accountability positively 

influences the performance of LPD. The test results indicate that 

accountability does not influence LPD performance, hence 

rendering the third hypothesis (H3) unsupported. This means that 

high or low responsibility will not affect LPD performance because 

LPD supervision is implemented very well and stably by the LPD 

supervisory body. Good supervision will also produce good output 

to avoid deviations from the budget and its processes and 

authorities. This shows that the influence or absence of 

responsibility in carrying out its activities does not affect LPD 

performance. This is due to the optimal performance of LPD. The 

findings of this study align with the research conducted by Jannah 

and Hermanto (2020), which indicated that accountability does not 

influence the performance levels of LPD. 

 

The Influence of Independence on the Performance of LPD 

The fourth hypothesis posits that independence positively 

influences the performance of LPD. The test findings indicate that 

independence positively influences the performance of LPDs, 
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hence validating the fourth hypothesis (H4). This study's results 

demonstrate that increased independence correlates with 

enhanced performance of LPDs, and conversely. Management must 

possess the capability to render decisions that are autonomous and 

impartial. Management must maintain an absence of affiliations 

and conflicts of interest with any entity. This can undoubtedly 

assist management in the strategic decision-making process to 

enhance LPD performance. The findings of this research are 

corroborated by the study conducted by Handayani et al. (2020), 

Junaidi et al. (2020), and Praningsih et al. (2019), which indicates that 

independence positively influences the performance of LPD. 

 

The Influence of Fairness on the Performance of LPD 

The fifth hypothesis posits that fairness positively influences the 

performance of LPD. The test results indicate that fairness does 

not influence the performance of LPDs, hence rendering the fifth 

hypothesis (H5) unsupported. These results indicate that even 

though LPD applies a high principle of fairness, it still does not 

affect the increase or decrease in the achievement of LPD 

performance. The primary determinant in enhancing LPD 

performance is not the equality of opportunities afforded to each 

component of the LPD for contribution, this is thought to be 

because the decision-making process in LPDs is based on an 

agreement where decisions are made with the approval of the 

traditional village (Sastrawan et al., 2021). This shows that the 

principle of fairness does not affect LPD performance. This is 

proven by research conducted by Jannah & Hermanto (2020), 

Sastrawan et al. (2021), and Suwarmika et al. (2019) which state that 

fairness does not determine the high or low performance of LPD. 

 

5.7 Conclusion 

LPD is a local financial institution in Bali Province with simpler 

management compared to other banking institutions. This research 

seeks to ascertain the impact of effective GCG principles on 

enhancing LPD performance. Based on the results of the regression 
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analysis, it can be concluded that out of the five hypothesized 

factors, only Independence (H4) significantly influences the 

performance of LPD. Transparency (H1), Accountability (H2), 

Responsibility (H3), and Fairness (H5) do not exhibit a significant 

effect on LPD performance, as their t-values and significance levels 

exceed the 0.05 threshold. Therefore, H4 is accepted, while H1, H2, 

H3, and H5 are rejected. 

 

This outcome highlights the critical role of independence in 

enhancing LPD performance. Independence, characterized by 

decision-making autonomy and operational self-sufficiency, 

appears to be the primary driver in achieving optimal performance 

for LPD. On the other hand, factors like transparency, 

accountability, responsibility, and fairness, while essential 

components of good governance, do not significantly contribute to 

LPD performance in the current context. 

 

Suggestion 

Given that Independence has a strong and positive influence on 

LPD performance, it is recommended that LPDs focus on strategies 

that enhance their independence. This could involve empowering 

leaders and managers to make more autonomous decisions, 

reducing bureaucratic barriers, and minimizing external 

interference in daily operations. LPDs should also explore ways to 

strengthen internal governance structures that encourage 

independent thinking and self-reliant financial management. 

 

Additionally, although transparency, accountability, responsibility, 

and fairness did not have a statistically significant effect on 

performance in this study, these factors remain important to the 

overall governance of LPDs. Therefore, it is advisable to continue 

promoting these principles as part of a holistic approach to good 

governance, even if their direct impact on performance may not be 

immediately evident. 
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Implication 

The findings of this study have several implications for the 

management and governance of LPDs. The significant positive 

influence of Independence suggests that policy-makers and LPD 

leaders should prioritize frameworks and practices that safeguard 

the institution’s operational autonomy. Independence could serve 

as a crucial factor in navigating financial challenges and ensuring 

long-term sustainability. 

 

Furthermore, the lack of significant impact from transparency, 

accountability, responsibility, and fairness suggests that these 

factors may not directly translate into improved performance, at 

least in the short term. However, their importance in building trust, 

ensuring ethical conduct, and maintaining good governance should 

not be underestimated. Future research could further investigate 

how these elements contribute to the overall resilience and ethical 

standards of LPDs, potentially exploring their long-term impact on 

performance beyond immediate financial results.  
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2. Conclusion 

In conclusion, Scope Finance brings together multifaceted 

discussions and empirical findings that highlight the vital role of 

financial behavior, strategic management, and policy intervention 

in shaping financial outcomes at both micro and macro levels. The 

key takeaways emphasize the importance of fostering financial 

literacy, embracing technological advancements such as digital 

financial inclusion, and promoting responsible financial behavior, 

including Islamic finance principles. 

Each chapter contributes to a deeper understanding of how 

effective financial management, investment experience, and 

corporate financial strategies influence financial freedom, firm 

value, and economic resilience, especially amidst uncertainties. 

Moreover, this book underscores the significance of inclusive 

financial policies and practices that support MSMEs, individuals, 

and enterprises in achieving sustainable financial growth. 

Ultimately, it is hoped that the knowledge shared in this book will 

inspire future research, enhance financial practices, and encourage 

informed financial decision-making for the betterment of society 

and economic development. 
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