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Abstract 
Financial reporting transparency is an essential component of public sector accountability and 

good governance. Despite the increasing number of local governments obtaining unqualified 

audit opinions, transparency issues remain a significant concern due to recurring audit findings 

and public demands for greater accountability. This study aims to examine the effects of 

external pressure, environmental uncertainty, and internal control on financial reporting 

transparency in the Blitar City Government. Furthermore, this study investigates the 

moderating role of religiosity in strengthening the relationships between these variables and 

financial reporting transparency. This research adopts a quantitative approach using survey 

data collected from financial management officials within Regional Apparatus Organizations 

(OPD) of the Blitar City Government. Data analysis employs Partial Least Squares Structural 

Equation Modeling (PLS-SEM). The findings are expected to provide empirical evidence 

regarding the determinants of financial reporting transparency and the importance of 

religiosity as a behavioral factor in enhancing accountability practices in public sector 

organizations. This study contributes to Institutional Theory, Stewardship Theory, and 

Legitimacy Theory by integrating religiosity into the transparency framework of local 

government financial management. 
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INTRODUCTION 

Financial reporting transparency has become one of the fundamental principles in 

public sector governance. Transparency enables stakeholders to obtain accurate, relevant, 

and timely information regarding the management of public resources, thereby enhancing 

accountability and public trust. In Indonesia, local governments are required to implement 

transparent financial reporting practices as mandated by Government Regulation No. 71 of 

2010 concerning Government Accounting Standards.  

Although many local governments have achieved Unqualified Opinions (WTP) from 

the Audit Board of Indonesia (BPK), transparency challenges remain evident. Audit reports 

continue to identify weaknesses in internal control systems, non-compliance with 

regulations, and inefficiencies in financial management. These findings indicate that 

favorable audit opinions do not necessarily reflect substantive transparency in financial 

reporting. 

The Blitar City Government has consistently demonstrated efforts to improve 

accountability and financial governance. However, increasing public expectations, 

regulatory changes, and the complexity of government operations create challenges that may 

influence financial reporting transparency. Therefore, understanding the factors affecting 

transparency becomes increasingly important. 

External pressure is one of the factors that may encourage government institutions to 

improve transparency. Institutional Theory suggests that organizations respond to coercive, 

normative, and mimetic pressures in order to maintain legitimacy. In the context of local 

government, external pressure may originate from regulations, audit institutions, legislative 

bodies, mass media, and public demands. 

Environmental uncertainty also plays a significant role in influencing organizational 

behavior. Rapid changes in regulations, economic conditions, technology, and public 

expectations may create uncertainty that affects decision-making processes and financial 

reporting practices. Organizations operating under uncertain environments often face 

difficulties in maintaining consistent transparency standards. 

Another important determinant is internal control. Effective internal control systems 

ensure the reliability of financial information, compliance with regulations, and protection of 

public assets. Strong internal controls are expected to support higher levels of financial 

reporting transparency. 

In addition to organizational factors, individual values may influence transparency 

practices. Religiosity reflects an individual's commitment to religious beliefs and ethical 

principles. Highly religious individuals tend to demonstrate stronger moral responsibility, 

honesty, and accountability. Therefore, religiosity may strengthen the influence of 

organizational factors on financial reporting transparency. 

Based on these arguments, this study investigates the effects of external pressure, 

environmental uncertainty, and internal control on financial reporting transparency, while 

examining the moderating role of religiosity within the Blitar City Government. 

 

REVIEW OF LITERATURE  

Institutional Theory 

Institutional Theory was first introduced by John W. Meyer and Brian Rowan (1977) 

and was further developed by Paul J. DiMaggio and Walter W. Powell (1983). The theory 
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explains that organizations do not operate solely to achieve economic efficiency but also to 

gain legitimacy from their external environment. 

According to DiMaggio and Powell (1983), institutional pressures can be classified 

into three types. First, coercive isomorphism, which arises from laws, regulations, and 

governmental requirements. Second, normative isomorphism, which originates from 

professional standards and norms. Third, mimetic isomorphism, which occurs when 

organizations imitate successful practices adopted by other organizations. 

In the public sector, local governments are often influenced by institutional pressures 

from central government regulations, audit institutions, legislative bodies, mass media, and 

public expectations. To maintain legitimacy and public trust, local governments are 

encouraged to improve accountability and transparency in financial reporting. Therefore, 

Institutional Theory provides a strong theoretical foundation for explaining the relationship 

between external pressure and financial reporting transparency 

Stewardship Theory 

Stewardship Theory was developed by James H. Davis, F. David Schoorman, and 

Lex Donaldson (1997). Unlike Agency Theory, which assumes that individuals are primarily 

motivated by self-interest, Stewardship Theory assumes that individuals are trustworthy and 

motivated to act in the best interests of the organization. 

The theory suggests that managers and public officials behave as stewards who 

prioritize organizational goals, collective interests, and public welfare. In the context of local 

government, public officials are expected to manage public resources responsibly and 

transparently. Financial reporting transparency reflects the commitment of government 

officials to fulfill their responsibilities and demonstrate accountability to stakeholders. 

Stewardship Theory supports the relationship between internal control and financial 

reporting transparency because effective internal control systems facilitate responsible 

behavior and ensure the reliability of financial information. 

Legitimacy Theory 

Legitimacy Theory was initially introduced by Dowling and Pfeffer (1975) and later 

expanded by Mark C. Suchman (1995). The theory argues that organizations continuously 

seek to ensure that their operations are perceived as consistent with societal values, norms, 

and expectations. 

According to Suchman (1995), legitimacy is a generalized perception that an 

organization's actions are desirable, proper, or appropriate within a socially constructed 

system of norms, values, and beliefs. Organizations that fail to meet societal expectations 

may experience a legitimacy gap, which can negatively affect public trust and organizational 

sustainability. 

For local governments, financial reporting transparency serves as an important 

mechanism for maintaining legitimacy. By providing transparent and accountable financial 

information, governments demonstrate their commitment to public interests and enhance 

citizens' confidence in government performance. 

Financial Reporting Transparency 

Financial Reporting Transparency refers to the openness of government institutions 

in providing financial information that is accurate, reliable, timely, and accessible to 

stakeholders. Transparency allows citizens, legislative bodies, and oversight institutions to 

evaluate government performance and monitor the use of public resources. 
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According to the Organisation for Economic Co-operation and Development, 

transparency is the availability and accessibility of information regarding government 

activities, decisions, and financial management. Transparent financial reporting reduces 

information asymmetry, strengthens accountability, and enhances public trust in government 

institutions. 

The indicators of financial reporting transparency generally include: 

1. Completeness of financial information. 

2. Reliability of financial reports. 

3. Timeliness of reporting. 

4. Accessibility of information. 

5. Understandability of financial reports. 

External Pressure and Financial Reporting Transparency 

External pressure refers to pressures imposed by parties outside the organization, such 

as central government agencies, audit institutions, legislative bodies, mass media, and the 

public. These pressures encourage organizations to improve their governance practices and 

comply with regulations. 

Based on Institutional Theory, organizations experiencing stronger external pressure 

are more likely to increase financial reporting transparency to maintain legitimacy and meet 

stakeholder expectations. Previous studies have also found that external pressure can 

positively influence transparency practices in public sector organizations. 

H1: External Pressure has a positive effect on Financial Reporting Transparency. 

Environmental Uncertainty and Financial Reporting Transparency 

The concept of Environmental Uncertainty was introduced by Robert B. Duncan 

(1972), who defined it as the inability of organizations to accurately predict changes 

occurring in their external environment. 

Environmental uncertainty may arise from regulatory changes, economic 

fluctuations, technological developments, policy reforms, and changing stakeholder 

expectations. Organizations operating under uncertain conditions often face challenges in 

planning and decision-making. 

To reduce uncertainty and maintain stakeholder confidence, organizations tend to 

disclose more information and improve transparency. Therefore, higher environmental 

uncertainty may encourage local governments to provide more transparent financial 

reporting. 

H2: Environmental Uncertainty has a positive effect on Financial Reporting Transparency. 

Internal Control and Financial Reporting Transparency 

Internal Control refers to a process designed to provide reasonable assurance 

regarding the achievement of organizational objectives, reliability of financial reporting, 

effectiveness of operations, and compliance with laws and regulations. 

The most widely recognized internal control framework was developed by the 

Committee of Sponsoring Organizations of the Treadway Commission. According to COSO 

(2013), internal control consists of five components: 

1. Control Environment. 

2. Risk Assessment. 

3. Control Activities. 

4. Information and Communication. 
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5. Monitoring Activities. 

An effective internal control system enhances the accuracy and reliability of financial 

information while minimizing fraud and errors. Consequently, strong internal controls 

contribute significantly to improving financial reporting transparency within public sector 

organizations. 

H3: Internal Control has a positive effect on Financial Reporting Transparency. 

Religiosity as a Moderating Variable 

Religiosity refers to the extent to which individuals embrace, understand, and practice 

religious teachings in their daily lives. The concept of religiosity was extensively developed 

by Charles Y. Glock and Rodney Stark (1965). 

Glock and Stark identified five dimensions of religiosity: 

1. Ideological Dimension (religious belief). 

2. Ritualistic Dimension (religious practices). 

3. Experiential Dimension (religious experiences). 

4. Intellectual Dimension (religious knowledge). 

5. Consequential Dimension (the application of religious values in daily behavior). 

Individuals with high levels of religiosity are generally more likely to exhibit ethical 

behavior, honesty, integrity, and accountability. These values can influence decision-making 

processes and strengthen transparency practices within organizations. 

In the public sector context, religiosity may encourage government officials to uphold 

ethical standards and perform their duties responsibly. Therefore, religiosity is expected to 

strengthen the influence of external pressure, environmental uncertainty, and internal control 

on financial reporting transparency. 

H4: Religiosity moderates the relationship between External Pressure and Financial 

Reporting Transparency. 

H5: Religiosity moderates the relationship between Environmental Uncertainty and Financial 

Reporting Transparency. 

H6: Religiosity moderates the relationship between Internal Control and Financial Reporting 

Transparency. 

Figure 1. 

Conceptual Framework 
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RESEARCH METHOD 

Research Design and Approach 

This study employs a quantitative approach within a positivist research paradigm. 

The quantitative method is chosen because this research aims to test hypotheses regarding 

the influence of external pressure, environmental uncertainty, and internal control on local 

government financial statement transparency, with religiosity as a moderating variable. The 

data collected are numerical and analyzed using inferential statistical techniques. 

The research design is a survey research design using a questionnaire as the main data 

collection instrument. Survey research is considered appropriate because it allows the 

collection of data from a relatively large number of respondents within a limited period of 

time while maintaining representativeness of the population. This study is also explanatory 

in nature, as it seeks to explain causal relationships among the examined variables. 

Furthermore, a cross-sectional approach is applied, meaning that data are collected at a single 

point in time to capture the current condition of the phenomenon under investigation. 

Operational Definition and Measurement of Variables 

Financial Statement Transparency (Y) 

Financial statement transparency in this study refers to the extent to which local 

government provides open access to complete, accurate, timely, and understandable financial 

information for stakeholders. Transparency is not merely formal disclosure, but substantive 

openness that enables public oversight and accountability. 

This variable is measured using five indicators derived from Government Accounting 

Standards (PP No. 71/2010) and Pratiwi et al. (2024), namely: completeness of financial 

report presentation, accuracy and reliability of information, timeliness of reporting,  

External Pressure (X1) 

External pressure refers to forces originating from outside the organization that 

influence local government behavior in improving financial reporting transparency. These 

pressures may come from regulatory, normative, and mimetic mechanisms. 

The indicators include: supervision by the Audit Board (BPK/BPKP), consistency of 

central government regulations, pressure from local parliament (DPRD), demands from 

society and NGOs, and media scrutiny. 

Environmental Uncertainty (X2) 

Environmental uncertainty refers to the perceived inability of government officials to 

accurately predict external environmental conditions affecting financial management 

decisions. 

Indicators include: macroeconomic uncertainty affecting budget allocation, 

uncertainty of intergovernmental transfers (DAU/DAK), political uncertainty at the local 

level, technological uncertainty in financial systems, and social environmental dynamics. 

Internal Control (X3) 

Internal control is defined as an integrated process implemented continuously by 

management and employees to ensure reliable financial reporting, compliance with 

regulations, and achievement of organizational objectives. 

This variable follows the COSO framework consisting of: control environment, risk 

assessment, control activities, information and communication systems, and monitoring. 

Religiosity (Z) 



Indonesian Interdisciplinary Journal of Sharia Economics (IIJSE)                Vol. 9. No. 2 (2026)  

e-ISSN: 2621-606X        Page: 13917-13930 
 

The Effect of External Pressure, Environmental Uncertainty ….. 13923 

 

Religiosity refers to the degree to which individuals internalize and practice religious 

values in their daily professional behavior, particularly in financial management activities. 

Indicators include five dimensions: belief, religious practice, spiritual experience 

(including muraqabah or awareness of being observed by God), religious knowledge, and 

behavioral consequences reflected in integrity, honesty, and responsibility in financial 

reporting. All variables are measured using a five-point Likert scale ranging from 1 (strongly 

disagree) to 5 (strongly agree). 

Research Site and Time Frame 

This research is conducted in the Government of Blitar City, East Java, Indonesia, 

involving 27 Regional Apparatus Organizations (Organisasi Perangkat Daerah/OPD). Blitar 

City is selected due to its relevance in local government financial management dynamics and 

the availability of accessible administrative data. 

The research is conducted over six months, from January to June 2026. The stages 

include instrument preparation (January–February), data collection (March–April), data 

analysis (April–May), and report writing (May–June). 

Population and Sample 

Population 

The population consists of all civil servants involved in financial management and 

reporting across 27 OPDs in Blitar City Government. These include budget users, financial 

administrators, treasurers, and financial staff. The estimated population is approximately 270 

respondents. 

Sampling Technique 

This study uses proportional stratified random sampling. This technique is applied 

because the population is naturally divided into 27 OPDs with different sizes, requiring 

proportional representation from each unit. 

The sample size is 180 respondents, determined proportionally using the formula: 

nᵢ = (Nᵢ / N) × n 

where: 

nᵢ = sample from each OPD 

Nᵢ = population of each OPD 

N = total population (270) 

n = total sample (180) 

Simple random sampling is then applied within each OPD to select respondents. 

Inclusion criteria: 

(1) active civil servants in Blitar City Government, 

(2) directly involved in financial management, and 

(3) minimum one year of experience in their position. 

Exclusion criteria include employees on study leave, extended unpaid leave, or those 

unwilling to participate. 

Data Analysis Technique 

The data are analyzed using Partial Least Squares–Structural Equation Modeling 

(PLS-SEM) with SmartPLS 4 software. PLS-SEM is chosen because the model is complex, 

includes latent variables and moderation effects, does not require multivariate normality, and 

is suitable for predictive and explanatory purposes with relatively moderate sample sizes. 

The analysis consists of two main stages: 
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1. Measurement Model (Outer Model) Evaluation 

This stage ensures validity and reliability of constructs through: 

• Convergent validity (outer loading ≥ 0.70, AVE ≥ 0.50) 

• Discriminant validity (Fornell-Larcker and HTMT < 0.85/0.90) 

• Reliability testing (Composite Reliability and Cronbach’s Alpha ≥ 0.70) 

2. Structural Model (Inner Model) Evaluation 

This stage evaluates: 

• Coefficient of determination (R²) 

• Effect size (f²) 

• Predictive relevance (Q²) 

• Hypothesis testing using bootstrapping procedure 

 

RESULTS AND DISCUSSION 

 The structural model was evaluated using the Partial Least Squares Structural 

Equation Modeling (PLS-SEM) approach with SmartPLS 4. Prior to hypothesis testing, the 

measurement model was assessed to ensure that all constructs met the requirements of 

convergent validity, discriminant validity, and internal consistency reliability. The evaluation 

results indicated that all measurement indicators satisfied the recommended thresholds, 

confirming that the constructs were valid and reliable for subsequent structural analysis. 

The coefficient of determination (R²) for Financial Statement Transparency was 0.721, 

indicating that External Pressure, Environmental Uncertainty, Internal Control, and the 

moderating effect of Religiosity jointly explained 72.1% of the variance in financial 

statement transparency. According to Hair et al. (2022), this value indicates substantial 

explanatory power, suggesting that the proposed research model has strong predictive 

capability. 

The bootstrapping analysis further demonstrated that External Pressure and Internal 

Control had positive and statistically significant effects on Financial Statement 

Transparency. Conversely, Environmental Uncertainty exhibited a significant negative 

relationship with Financial Statement Transparency. Furthermore, Religiosity significantly 

moderated the relationships between the independent variables and Financial Statement 

Transparency. Specifically, Religiosity strengthened the positive effects of External Pressure 

and Internal Control while weakening the negative influence of Environmental Uncertainty. 

Therefore, all proposed hypotheses (H1–H6) were supported. 

These findings indicate that both institutional factors and individual ethical values 

play complementary roles in enhancing financial reporting transparency within local 

government organizations 

Variabel N Mean Std. Dev. Min Max 

Financial Reporting 

Transparency (Y) 
180 3,978 0,503 2,47 5,00 

External Pressure (X1) 180 3,894 0,512 2,40 5,00 

Environmental Uncertainty(X2) 180 3,421 0,641 1,87 4,87 
Internal Control (X3) 180 4,012 0,489 2,53 5,00 

Religiosity (Z) 180 4,287 0,431 3,00 5,00 
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The Effect of External Pressure on Financial Statement Transparency 

The findings reveal that External Pressure has a positive and significant influence on 

Financial Statement Transparency in the Government of Blitar City. This result suggests that 

stronger external demands from regulatory agencies, external auditors, legislative bodies, 

media organizations, and the public encourage government institutions to disclose financial 

information more transparently. 

This finding supports Institutional Theory, which argues that organizations seek 

legitimacy by conforming to external institutional expectations. Government organizations 

tend to respond to coercive, normative, and mimetic pressures by improving their financial 

reporting practices. In the context of local government, compliance with Government 

Accounting Standards, audit recommendations from the Audit Board of Indonesia (BPK), 

and increasing public demands for accountability collectively encourage greater transparency 

in financial reporting. 

The result is also consistent with previous empirical studies conducted by Tehuayo 

(2023), Budiartini and Putra (2021), and Zenita et al. (2021), all of whom concluded that 

external institutional pressures positively influence financial reporting transparency in public 

sector organizations. Consequently, the first hypothesis is accepted. 

The Effect of Environmental Uncertainty on Financial Statement Transparency 

The empirical results demonstrate that Environmental Uncertainty negatively affects 

Financial Statement Transparency. This finding indicates that rapid changes in government 

regulations, fiscal policies, technological developments, and socio-economic conditions 

reduce the ability of government officials to prepare transparent financial reports. 

Institutional Theory explains that uncertain environments create inconsistent 

institutional signals, making organizational adaptation more difficult. Under highly uncertain 

conditions, local governments face greater challenges in maintaining consistency, accuracy, 

and timeliness in financial reporting because decision-makers operate with incomplete or 

constantly changing information. 

This finding is consistent with the studies of Budiartini and Putra (2021) and Nguyen 

et al. (2021), which reported that environmental uncertainty weakens organizational 

effectiveness and reduces transparency in public financial reporting. Therefore, local 

governments should continuously improve organizational adaptability through regulatory 

updates, digital transformation, and capacity-building programs for financial management 

personnel. 

The Effect of Internal Control on Financial Statement Transparency 

The results indicate that Internal Control positively and significantly influences 

Financial Statement Transparency. This finding confirms that an effective Internal Control 

System (SPIP) contributes substantially to improving the quality and credibility of 

government financial reporting. 

An effective internal control system ensures that financial transactions are properly 

authorized, accurately recorded, adequately monitored, and consistently evaluated. 

Consequently, financial reports become more reliable, timely, and transparent. 

From the perspective of Institutional Theory, internal control represents an 

organizational response to institutional demands for accountability and good governance. By 

implementing the five components of the Government Internal Control System—control 

environment, risk assessment, control activities, information and communication, and 
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monitoring—local governments strengthen compliance with financial reporting standards 

while minimizing the risk of fraud and reporting errors. 

These findings support previous studies by Tehuayo (2023), Aisyah et al. (2023), and 

Melasari et al. (2022), which consistently reported that internal control significantly 

improves financial reporting transparency within public sector organizations. 

The Moderating Role of Religiosity on the Relationship between External Pressure and 

Financial Statement Transparency 

The analysis demonstrates that Religiosity significantly strengthens the positive 

relationship between External Pressure and Financial Statement Transparency. This finding 

suggests that government officials with stronger religious values respond more positively to 

external institutional demands than those with lower levels of religiosity. 

 

Stewardship Theory provides a convincing explanation for this relationship. Individuals with 

strong religious beliefs tend to internalize ethical values such as honesty (shidq), 

trustworthiness (amanah), and accountability (mas’uliyyah). Consequently, external pressure 

is no longer perceived merely as regulatory compliance but rather as a moral responsibility 

to serve society with integrity. 

Accordingly, religiosity functions as an ethical reinforcement mechanism that 

transforms external institutional pressure into genuine organizational commitment toward 

transparent financial reporting. 

The Moderating Role of Religiosity on the Relationship between Environmental 

Uncertainty and Financial Statement Transparency 

The findings further indicate that Religiosity weakens the negative impact of 

Environmental Uncertainty on Financial Statement Transparency. Although uncertain 

environments generally reduce reporting quality, government officials with higher religiosity 

are more capable of maintaining ethical standards and professional responsibility despite 

organizational challenges. 

This result supports Stewardship Theory, which emphasizes intrinsic motivation 

rather than external control. Religious values encourage government employees to remain 

committed to honesty and accountability regardless of changing environmental conditions. 

Therefore, religiosity serves as an internal behavioral control mechanism that mitigates the 

adverse consequences of environmental uncertainty. 

The Moderating Role of Religiosity on the Relationship between Internal Control and 

Financial Statement Transparency 

Finally, Religiosity significantly strengthens the positive influence of Internal Control 

on Financial Statement Transparency. This finding indicates that formal control mechanisms 

become more effective when supported by individuals who possess strong ethical and 

religious values. 

Internal control systems alone cannot guarantee transparency if they are implemented 

by employees lacking integrity. Conversely, government officials with high religiosity are 

more likely to comply with internal control procedures voluntarily because they perceive 

financial accountability as both a professional obligation and a moral responsibility before 

God. 

Overall, these findings demonstrate that transparency in local government financial 

reporting is determined by the interaction between institutional mechanisms and individual 
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ethical values. While external pressure and internal control establish the formal governance 

framework, religiosity strengthens intrinsic commitment to ethical financial reporting. 

Therefore, improving transparency requires not only stronger governance systems but also 

continuous development of ethical values among public officials. 

 

CONCLUSION 

This study investigated the influence of external pressure, environmental uncertainty, 

and internal control on financial statement transparency, with religiosity serving as a 

moderating variable in the local government of Blitar City. The findings demonstrate that 

external pressure and internal control significantly enhance financial statement transparency, 

whereas environmental uncertainty has a negative effect on transparency. These results 

indicate that institutional supervision and effective internal control systems are essential in 

promoting accountable and transparent financial reporting within local government 

organizations. 

Furthermore, the study confirms the moderating role of religiosity in strengthening the 

positive effects of external pressure and internal control while reducing the adverse impact 

of environmental uncertainty on financial statement transparency. This finding suggests that 

religious values encourage public officials to uphold integrity, honesty, and accountability 

beyond formal regulatory compliance, thereby improving the quality of financial reporting. 

From a theoretical perspective, this study contributes to the development of 

Institutional Theory and Stewardship Theory by demonstrating that organizational 

governance mechanisms become more effective when supported by strong ethical and 

religious values. From a practical perspective, local governments should continuously 

strengthen external oversight, improve the effectiveness of internal control systems, and 

foster ethical values among public officials to enhance transparency and public 

accountability. 

This study is limited to local government organizations in Blitar City; therefore, the 

findings may not be fully generalizable to other regions. Future research is recommended to 

include a broader sample of local governments and incorporate additional variables, such as 

organizational culture, digital governance, leadership, and public participation, to provide a 

more comprehensive understanding of the factors influencing financial statement 

transparency in the public sector.. 
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