
Jurnal Ekonomi Pembangunan 
Volume 13, Nomor 1, Juni 2012, hlm.1-17 

 

 

IMPLEMENTATION OF FISCAL DECENTRALIZATION IN 
INDONESIA: 2001-2009 

Nursini 

Faculty of Economics, Hasanuddin University 
Kampus Baru Tamalanrea Jalan Perintis Kemerdekaan Km.10 

E -mail: nini_mahmud@yahoo.com 

Diterima 10 Juni 2011 / Disetujui 1 April 2012 

Abstract: In Indonesia, the implementation of fiscal decentralization has entered the 9th year, 
however, so far many problems and obstacles which is faced during the implementation to sti-
mulate economic growth and reduce poverty. This study aims to analyze: trend of government 
expenditure in decentralization era and regional autonomy during 2001-2009 and fiscal 
decentralization degree in Indonesia. This objective is achieved through descriptive analysis 
using secondary data for 2001-2009. The result shows central government expenditure tends 
to decreased and transfer expenditure increased significantly every year in absolutely, but 
annual growth rate fluctuated considerably. This indicates the allocation portion of the 
transfers was unstable. The largest component of transfers is fund balance and tends to in-
crease every year significantly, fiscal decentralization degree at districts/city and province 
increased in 2007-2008. It is recommended to regional government to allocate public interest 
bigger than for government administration such as personnel government spending. 

Keywords: fiscal decentralization, regional autonomy, government expenditure, transfer 

Abstrak: Di Indonesia, pelaksanaan desentralisasi fiskal sudah memasuki tahun ke-9, namun 
masih banyak persoalan dan hambatan yang dihadapi terutama dalam mendorong pertum-
buhan ekonomi dan penurunan kemiskinan. Penelitian ini bertujuan untuk menganalisis: 
perkembangan pengeluaran pemerintah dalam era desentralisasi dan otonomi daerah untuk 
periode 2001-2009 dan derajat desentralisasi fiskal di Indonesia. Tujuan ini dicapai melalui 
analisis deskriptif dengan menggunakan data sekunder periode 2001-2009. Hasil penelitian 
menunjukkan: perkembangan pengeluaran pemerintah pusat cenderung menurun dan 
transfer pemerintah meningkat cukup signifikan setiap tahun secara absolute, tetapi tingkat 
pertumbuhan berfluktuasi. Ini berarti bahwa selama periode desentralisasi, porsi alokasi 
transfer ke daerah tidak stabil. Komponen terbesar pengeluaran transfer adalah dana perim-
bangan dan cenderung meningkat setiap tahun secara signifikan, derajat desentralisasi fiskal 
untuk kabupaten/kota dan provinsi meningkat selama dua tahun terakhir, 2007-2008. 
Direkomendasikan kepada pemerintah daerah untuk mengalokasikan anggaran lebih besar 
kepada kepentingan publik daripada administrasi pemerintahan seperti belanja pegawai 
negeri. 

Kata kunci: desentralisasi fiskal, otonomi daerah, pengeluaran pemerintah, transfer 

INTRODUCTION 

Fiscal decentralization is one of the most inter-
esting issues in the theory of state and local 
finance, and has helped to globalize the world. 
Fiscal decentralization is expected to be able to 

overcome the various problems being faced by 
countries, including issues of poverty and 
instability of economic growth. Through fiscal 
decentralization, the government can recognize 
the needs of society so that public services 
become more efficient and touch the real needs 
of society which in turn can encourage eco-
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nomic growth and reduce poverty. 
Many empirical studies have examined the 

impact of fiscal decentralization on the econ-
omy of a country such as economic growth and 
poverty. The relationship between fiscal decen-
tralization and economic growth has been ex-
amined by many empirical studies (Phillips and 
Woller, 1997; Zhang and Zou, 1998; and Marti-
nez-Vazquez and McNab, 2001; Rodriguez-Pose 
and Kroijer, 2009). Some empirical studies indi-
cate that the relationship between the two va-
riables is still a debate. Fiscal decentralization 
has a negative effect on economic growth in 
China (Zhang and Zou, 1998), Phillips and 
Woller (1997) in developing countries and a 
positive influence on economic growth in de-
veloped countries (Martinez-Vazquez and 
McNab, 2001; Rodriguez-Pose and Kroijer, 
2009). Several other studies examined the rela-
tionship between fiscal decentralization and 
poverty (Martinez-Vazquez and McNab, 2001, 
Susan, 2005). Martinez-Vazquez and McNab, 
(2001) concluded that the policy of spending 
more precise than the revenue policy. World 
Bank (2007) recommends that the problems of 
poverty can be overcome by making the pro 
poor budgeting. 

There are three indicators of fiscal decen-
tralization that are commonly used by many 
empirical studies: (1) Decentralization of ex-
penditure is defined as the ratio of total ex-
penditure in each district/city in the region 
budget (APBD) of total government expendi-
tures (State Budget) (Phillips and Woller, 1997; 
Zhang and Zou, 1998; Rodriquez-Pose and 
Kroijer, 2009). This shows the relative size of 
government expenditures between regional 
governments and the central government, (2) 
Decentralization of development expenditures 
is defined as the ratio between the total devel-
opment expenditure of each district/city 
(APBD) relative to the total national develop-
ment expenditure (APBN). This variable indi-
cates the relative size of government expendi-
ture in development between local and central 
government. From this ratio it can be seen 
whether the regional government is in a good 
position to carry out public sector investment or 
not. If there is a positive relationship between 

these variables with economic growth, the re-
gional government is in a good position, (3) 
Revenue decentralization is defined as the ratio 
between the total revenue of each district/city 
does not include subsidies to total government 
revenue (Philips and Woller, 1997). This varia-
ble expresses the relative amount of revenue 
regional governments against central govern-
ments. 

Fiscal decentralization policy and regional 
autonomy has been implemented in Indonesia 
since 2001 and aims to support the achievement 
of national development for the creation of 
prosperity of the community. During the period 
of 2001-2010, a lot of expectations should be 
realized, however it should be recognized that 
many problems and constraints are still faced 
during the implementation of fiscal decentrali-
zation.  

This study aims: (1) to analyze the trend of 
government expenditure in Indonesia, (2) to 
analyze the degree of fiscal decentralization in 
the era of decentralization and regional auton-
omy for the period of 2001-2009. 

RESEARCH METHOD 

This research used descriptive research ap-
proach. The type of data is secondary data 
which collected from various sources inclduded 
internet, World Bank reports, and other docu-
ments. Secondary data were analyzed through 
descriptive statistical models that described the 
development of regional (district/city) revenue 
and expenditure in the decentralization era and 
the trend of indicators of fiscal decentralization 
in Indonesia for the last three years (2007-2009). 
Indicator of fiscal decentralization which ana-
lyzed was expenditure side which measured by 
ratio of district/city government expenditure to 
total national expenditures.  

RESULTS AND ANALYSIS 

Trend of State Government Expenditure  

Fiscal decentralization has several objectives as 
follows (Anggito, 2008): (1) to reduce fiscal dis-
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parities between central and regional govern-
ments (vertical fiscal imbalance) and regions 
(horizontal fiscal imbalance), (2) to improve the 
quality of public services in the area and reduce 
public service gaps among regions, (3) to im-
prove the efficiency of utilization of national 
resources, 4) to strict governance, transparency, 
and accountability in the allocation of activities 
transferred to the regions targeted, timely, effi-
ciency, and fair, and (5) to support sustain-
ability fiscal macroeconomic policy. 

It is understood, of course, that it is im-
possible to achieve fully all these objectives, 
everywhere and all the times. Some goals may 
conflict with one another, and, to the extent that 
objectives are not consistent, hard choices will 
have to be made. At least, however, the purpose 
of this policy is to provide a basis for evaluating 
the relative success of the implementation of a 
fiscal decentralization program. In addition, it is 
noted that the ultimate goal of all these goals is 
to create greater well-being of a better society 
through increased regional economic growth. 

To find out how far one or more objective 
is reached, the necessary fiscal decentralization 
indicators are commonly used by many coun-
tries. Here are some indicators of fiscal decen-
tralization is applied in Indonesia (Khuzaini, 
2006): (1) Decentralization of expenditure, (2) 
decentralization of revenues, and (3) decentrali-
zation of development expenditures. The same 
opinion by Martinez-Vazquez and Sri Mulyani 
(2003), the degree of fiscal decentralization 
measures can be seen from the sub-national 
share to national revenue and expenditure. 
Furthermore, they argued that these measures 
are far from perfect proxies of the degree of de-
centralization their use is common and, within 
limits, can be instructive. 

The main instrument of fiscal decentraliza-
tion is the transfer of central government to re-
gional governments consisting of balance fund 
and the special autonomy fund. Balance fund 
consists of revenue sharing, the General Allo-
cation Fund (DAU), and the special allocation 
fund (DAK). In the new budget structure, the 
expenditure component is composed of two 
areas: central government expenditure at Na-
tional level (centers) and regional expenditure. 

Regional expenditure includes expenditure by 
the central government in the region (through 
Ministries/Institution; K/L, vertical funds, de-
concentration funds, the duty of assistance 
funds) and transfers to the region through 
APBD.  

As illustration in 2008, central government 
expenditure to the regions is 41 percent 
consisted of centers government expenditure in 
the region is 12 percent (by K/L; vertical funds, 
de-concentration funds, and the duty of 
assistance) and transfers to the regions is 29 
percent, while center government expenditures 
at the national level by 34 percent. In 2009, the 
state budget funds to the region increased to 76 
percent which consists of government expen-
diture through the K/L by 45 percent and 
transfer to the regions by 31 percent (Figure 1 
and 2).  
 

 
Source: Finance Ministry: Finance Note 2009  (processed data) 

 
Figure 1. Composition of Central Government 

 Expenditure in 2008 (percent) 
 

 
In addition, there are other programs such 

as PNPM which has absorbed the State Budget 
so that the amount of money circulated at the 
regional level increases. By looking at the de-
velopment of central government expenditure 
during the era of regional autonomy and fiscal 
decentralization seems the central government 
expenditure decreased and the transfer ex-
penditure increased. In 2008, the largest trans-
fers were allocated to the DAU for 62 percent, 
the rest is 38 percent which allocated to the 
DAK, profit-sharing and funds special auton-
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omy (Otsus). But in 2009, transfer to the DAU 
decreased to 58 percent, the rest is 42 percent is 
allocated to the other components of the bal-
ance funds and funds Otsus. 

 

 

 
Source: Finance Ministry: Finance Note 2009 (processed data) 

 
Figure 2. Composition of Central Government  

 Expenditure in 2009 (percent) 
 

What is interesting to note further is the 
development of the State government expend-
iture over the period 2001-2009. Does the State 
expenditure significantly affect the national 
economy in the era of decentralization and local 
autonomy? In general there is a tendency for 
the regional expenditure increased every year 
with an average per year is 18.85 percent, while 
central government expenditures tend to fluc-
tuate with an average growth reached only 
14.22 percent per annum during the period 
2001-2009. 

In 2001, the allocation of funds transfer to 
the region of Rp81.1 trillion only covers the bal-
ance fund. Since 2002, there was central gov-
ernment policy regarding to Papua is called Pa-
pua Special Autonomy (Otsus Papua), then the 
allocation of transfer was intended to be suffi-
ciently large in 2002. Transfers increased to Rp 
98.2 trillion in 2002. The trend of transfer to the 
region can be seen in Figure 3. During the 
implementation of regional autonomy and fis-
cal decentralization as stipulated by Law No. 22 
of 1999 which replaced the Law No. 32 of 2004 
and Law No. 25 of 1999 which had been con-
verted into Law No. 33 of 2004, the trend of 
financial transfers from central to regional gov-
ernment increased sharply, namely from Rp 
81.1 trillion in 2001 to Rp320.7 trillion in 2009. 
During this period, the average increase per 
year was 185.94 trillion. Although in absolute 
terms the transfers has increased significantly 
every year, but annual growth rate fluctuated 
considerably. This means that during the period 

 

 
Source: Finance Ministry, Finance Note various editions: processed data 

Figure 3. Trend of State Government Expenditure by Composition 2001-2009 (in trillion rupiah)  
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since 2005 in agriculture sectors, environment, 
family planning and forestry. To demonstrate 
local commitment in the implementation of 
DAK, the required matching funds in the 
budget, at least 10 percent of the amount re-
ceived in DAK allocation. In line with the addi-
tion of fields that are funded through the DAK, 
DAK realization increases from year to year. 
Similarly regions that receive DAK also 
increased due to expansion of the provincial 
and district or city. East Java is the highest re-
gion that received DAK allocation in 2008. 

From Figure 3 to 7 shows the transfer of 
funds from central government to regional 
governments (provincial and district/city). It 
can be concluded that the allocation of funds 
transfers (the fund balance) to the regional 
government has absorbed most of the state 
budget. DAU is the largest component of the 
balance funds. Fund balance is one source of 
regional government revenue. The presence of 
the balance of funds as one source of regional 
revenue affects the structure of regional govern-
ment budgets. Thus, the structure of regional 
government budget consists of regional reve-
nues, expenditure and financing. The regional 
revenue side consist of local own revenue 
(PAD), fund balance and other local revenues.  

One of the purposes of the policy of 
regional autonomy and fiscal decentralization is 
the reduction of financial dependence by the 

regional governments to central government. 
This means that regional governments are 
required to increase the potential revenue 
source that comes from their own region. In this 
case the question arises how far regional 
governments have reduced their dependency 
levels during the implementation of regional 
autonomy and fiscal decentralization?  

The Degree of Fiscal Decentralization in 
Indonesia 

Act No. 34 of 2000 mentioned that there are 11 
(eleven) local taxes granted to regional govern-
ments (provincial and district/city) in deter-
mining the tax base, tax rates and as well as 
administrative and types of local taxes and user 
charge that may be levied by regional govern-
ments. However, the Act allows regional gov-
ernments to add local tax sources and user 
charges in accordance with predetermined cri-
teria (Simanjuntak and Mahi, 2003). The eleven 
of the local taxes can be seen in Table 1. 

With the presence of such Act, has the 
regional government PAD increased signifi-
cantly? Realization of the sources of regional 
revenue for all provinces and districts/cities 
can be seen in Figure 8. For three years (2007-
2009), fund balance position as the largest 
source of regional revenue with an average of 
Rp191.45 trillion per year, the second largest 
revenue is PAD with an average increase of 

Table 1. Local Taxes Types Based on Law No.34/2004 in Indonesia 

Revenue 
 

Vehicle tax 
Vehicle transfer tax 
Fuel tax 
Exploration tax of surface and 
underground water 
District/City 

Hotels tax 
Restaurants taxes 
Entertainment taxes 
Advertisement taxes 
Streetlighting taxes 
Exploration tax of mines (type c) 
Parking tax 

 Responsibility Disposition revenue 

Base Rate Adm Center Province Local 
C,P P P 0 30 70 
C,P P P 0 30 70 
C,P P P 0 90 10 
C,P P P 0 100 0 

 
 

C,L L L 0 0 100 
C,L L L 0 0 100 
C,L L L 0 0 100 
C,L L L 0 0 100 
C,L L L 0 0 100 
C,L L L 0 0 100 
C,L L L 0 0 100 

 Source: Simanjuntak and Mahi,2003 
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if the total expenditure of district/city com-
pared to the total national expenditures, the de-
gree of fiscal decentralization is still considered 
low at only 34.6 percent. 

In general one can say that government's 
ability District/City to finance the functions 
which are the responsibility has increased. The 
same thing for the province, the degree of fiscal 
decentralization is also showing signs encour-
aging enough, but the average ratio of the in-
crease is not as much as at the district level. The 
ratio increased by an average 9.98 percent, 26.62 
percent and 7.79 percent respectively (expend-
itures minus state subsidies), the total transfer 
fund, and the total national expenditure (Figure 
14).  

Fiscal decentralization has the objective to 
support the funding of affairs that has been 
submitted to the region, so that regions can im-
prove the efficiency and effectiveness of public 
service. Through fiscal decentralization is ex-
pected to provide an opportunity for the region 
to improve the welfare of society, which in turn 
will promote economic development of regional 
development. However, the efforts of regional 
economic improvement and improvement of 
social welfare cannot be simply handed over to 
the fiscal decentralization policy. A good re-
gional development can only be done if there is 
a balance of three pillars, namely the govern-
ment, private sector, and society. All three each 
have the different functions and roles in carry-
ing out the development. Government role is to 
create political and legal environment condu-
cive to private sector and the community. 
Private sector role is to create jobs and income 
that should be supported by the government 
sector. Society plays a role in the creation of 
social interaction, economic, and political. Syn-
ergy between the three sectors in the era of 
regional autonomy should be implemented. 

To analyze the success of fiscal decentrali-
zation may be associated with the success of 
regional economic development. There are sev-
eral indicators that can be used, among others; 
regional economic growth, low inflation and 
stable, employment opportunities, increased 
investment and exports, and poverty reduction. 
Economic growth is one indicator to analyze the 

impact of fiscal decentralization on regional 
economic development. In 2006, the average 
economic growth of the region was 4.75 per-
cent. In this year, there were 7 provinces were 
under the average and the 26 provinces were 
above average. In 2007, the average regional 
economic growth increased to 5.6 percent. 
There were 10 provinces that were below aver-
age and the 23 provinces were above average. 
By comparing with the performance of the na-
tional economic growth, there were 18 prov-
inces that have economic growth rates above 
the national economic growth, 6.28 percent in 
2007. South Sulawesi Province has the largest 
economic growth rates reached 11.2 percent. In 
2008, the national economic growth has 
dropped to 6.06 percent. In this year, there were 
11 provinces that were above the national eco-
nomic growth. Papua Province is the highest 
reached 38.2 percent. The fluctuations of re-
gional economic growth is determined by many 
factors, among others; economic and political 
conditions in the region, the potential of human 
resources, natural resources, and the effective-
ness of regional financial management.  

The success of fiscal decentralization also 
highly depends on the effectiveness of budget 
(APBD) expenditure policy. Expenditure of 
APBD has a very important role in the imple-
mentation of regional governance. Effectiveness 
of budget expenditures will directly influence 
the effectiveness of public services, which in 
turn will determine the success of regional 
development. Effectiveness of budget expend-
iture is influenced by internal factors and exter-
nal regional government. Internal factor in-
cludes budget formulation process, the role of 
community participation, political support from 
the Parliament, while external factor such as 
synergy between regional programs and central 
government programs. These factors are still 
challenge for regional governments to realize. 
Budget formulation process is a challenge be-
cause the budget formulation process is not a 
simple process. This process is related to the 
planning mechanisms involving various parties 
with widely divergent interests. The challenge 
is how to create a clear relationship between 
inputs (budget in APBD) and outputs and out-
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comes of programs and activities. Budgets are 
just an end of the planning.  

Community participation and political 
support is also crucial to the effectiveness of 
budget expenditures because these two ele-
ments determine the outcome to be achieved 
and at the same time assess whether regional 
governments have been successful. Another 
challenge is the external factor is how to create 
synergy between the programs and activities at 
the national level and regional policies. Ex-
penditure budget becomes ineffective if not in 
line with national development programs, or 
vice versa. This is not a simple way to create 
synergy between programs and activities at 
various levels of government. 

CONCLUSION 

First, the trend of State government expenditure 
during the era of regional autonomy and de-
centralization shows the central government 
expenditure tends to decreased and the transfer 
expenditure tends to increased. The transfer has 
increased significantly every year in absolutely, 
but annual growth rate fluctuated considerably. 
This means that during the period of decentra-
lization, the allocation portion of the transfers 
into the region was unstable. The fund balance 
is the largest component of transfers to the re-
gion which showed a significant increase every 
year and general allocation fund (DAU) is the 
largest components of fund balance. 

Second, regional government expenditure 
for both provinces and District/City is more 
dominated by indirect expenditure than direct 
expenditure. 

Third, degree of fiscal decentralization for 
districts/city shows increased for two years 
(2007-2008). The same thing for the province, 
the degree of fiscal decentralization is also 
showing signs encouraging enough. These 
mean that regional government's ability to 
finance their functions have encouraged. How-
ever, by looking at the development of direct 
and indirect expenditures, fund allocation for 
indirect expenditure is still bigger than direct 
expenditure.  

Fourth, the success of fiscal decentralization 

highly depends on the effectiveness of budget 
(APBD) expenditure policy. Expenditure of 
APBD has a very important role in the imple-
mentation of regional governance. Effectiveness 
of budget expenditures will directly influence 
the effectiveness of public services, which in 
turn will determine the success of regional de-
velopment. 

Fifth, it is recommended to regional gov-
ernment (district/city and province) to improve 
public finance management and also to allocate 
bigger their budget for public interest than for 
government administration. 
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