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What we are trying to do 

•  Upda0ng	
  the	
  progress	
  of	
  local	
  governance	
  	
  
•  Zooming	
  into	
  the	
  progress	
  and	
  issues	
  on	
  local	
  budget	
  alloca0on	
  and	
  execu0on	
  

•  Analyzing	
  the	
  impact	
  of	
  local	
  governance,	
  local	
  budget	
  policy	
  and	
  other	
  factors	
  to	
  development	
  
outcomes	
  (expenditure	
  per	
  capita	
  and	
  HDI	
  growths)	
  

•  Concluding	
  and	
  iden0fying	
  policy	
  implica0ons	
  

2	
  



1. Local Governance 
Local	
  Governance	
  and	
  Development	
  Outcomes	
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Local economic governance improved?  No clear pattern 
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  Sources:	
  2007	
  and	
  2011	
  Local	
  Economic	
  Governance	
  Surveys	
  (KPPOD	
  and	
  TAF),	
  processed	
  by	
  authors	
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Perception on infrastructure quality (the most important governance aspect 
according to private sector): no clear pattern either 
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Interesting institutional development initiatives promoting better governance 
on business licensing, e-procurement and access to information 
Ini$a$ve	
   Trial	
  and	
  Errors	
  by	
  

LGs	
  
Adop$on	
  by	
  Nat’l	
  

Government	
  
Progress	
   But…	
  

One	
  Stop	
  Shop	
  
for	
  Business	
  
Licensing	
  (OSS)	
  

Pilot	
  by	
  several	
  LGs	
  
supported	
  by	
  nat’l	
  
gov’t	
  and	
  donors	
  in	
  
1999-­‐2005	
  

Presiden0al	
  
Instruc0on	
  and	
  
Ministry	
  of	
  Home	
  
Affairs	
  Decree	
  (2006),	
  
Law	
  on	
  Investment	
  
(2007)	
  

16	
  Provincial	
  
Governments	
  (PGs)	
  
and	
  404	
  LGs	
  
establish	
  OSS	
  by	
  
2011	
  

•  Only	
  31%	
  of	
  the	
  OSS	
  have	
  rela0vely	
  high	
  
authority	
  

•  Around	
  40%	
  of	
  the	
  OSS	
  issue	
  simple	
  
licenses	
  longer	
  than	
  the	
  na0onal	
  standard	
  

Electronic	
  
Procurement	
  
System	
  (SPSE)	
  

Surabaya	
  developed	
  
e-­‐procurement	
  
system	
  in	
  2004,	
  
without	
  any	
  donor	
  

Presiden0al	
  Decree	
  on	
  
Procurement	
  (2010)	
  	
  

31	
  PGs	
  and	
  378	
  LGs	
  
adopt	
  SPSE	
  by	
  2012	
  

•  72%	
  and	
  29%	
  of	
  the	
  district	
  and	
  provincial	
  
SPSEs	
  are	
  only	
  used	
  to	
  announce	
  tenders	
  

•  “Full	
  e-­‐proc”	
  is	
  only	
  used	
  to	
  procure	
  11%	
  
and	
  21%	
  of	
  the	
  “procurement	
  budgets”	
  

•  Limited	
  compe00on	
  and	
  savings	
  

Provincial	
  
Informa$on	
  
Commission	
  and	
  
Informa$on	
  &	
  
Documenta$on	
  
Office	
  (PPID)	
  

Local	
  regula0ons	
  
(perda)	
  on	
  Freedom	
  
of	
  Informa0on	
  in	
  
several	
  districts	
  in	
  
2000-­‐2005,	
  
supported	
  by	
  donors	
  

Law	
  on	
  Transparency	
  
of	
  Public	
  Informa0on	
  
(2008)	
  

•  20	
  PGs	
  establish	
  
Informa0on	
  
Commission	
  

•  Around	
  20%	
  of	
  
the	
  LGs	
  establish	
  
PPID	
  

•  Only	
  20%	
  of	
  budget	
  documents	
  (mostly	
  
summaries)	
  are	
  being	
  published	
  or	
  
accessible	
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Results of BPK audits show significant improvement in 2006-2011, with 
provinces are generally better than districts… 
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… but, qualitative review indicates high variance among different regions 
and years of audits 

Sources:	
  BPK	
  audit	
  reports,	
  compiled	
  by	
  Seknas	
  FITRA,	
  processed	
  by	
  authors	
  	
  



2. Local Budget Policy and Execution 
Local	
  Governance	
  and	
  Development	
  Outcomes	
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In real term, districts revenues – particularly locally generated revenue 
(PAD) and transfers – have not been significantly increased… 
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… but the significance of “other revenues” increased (particularly in 
2008-2011) – driven by the problematic “Infrastructure Funds” 
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  Sources:	
  SIKD-­‐MoF	
  database,	
  compiled	
  by	
  Seknas	
  FITRA,	
  processed	
  by	
  authors.	
  
Note:	
  2012	
  and	
  2013	
  data	
  is	
  based	
  on	
  budget	
  plans,	
  while	
  budget	
  realiza0on	
  is	
  used	
  for	
  other	
  years	
  	
  



At the district level, personnel-admin expenditures limit the availability of 
budget for “development expenditures” 
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At the provincial level, transfers (to districts and villages) have been 
significantly increased, while dev’t and personnel-admin decreased 

Sources:	
  SIKD-­‐MoF	
  database,	
  compiled	
  by	
  Seknas	
  FITRA,	
  processed	
  by	
  authors.	
  
Note:	
  2012	
  and	
  2013	
  data	
  is	
  based	
  on	
  budget	
  plans,	
  while	
  budget	
  realiza0on	
  is	
  used	
  for	
  other	
  years	
  	
  



Several other budget policy and execution progress and issues 

•  Educa0on	
  budget:	
  high	
  and	
  con0nuously	
  
increasing	
  	
  

•  District	
  average:	
  29%	
  (2007)	
  à	
  39%	
  
(2011)	
  

•  Also	
  driven	
  by	
  the	
  center:	
  increasing	
  civil	
  
servant	
  salary,	
  addi0onal	
  teacher	
  
allowance	
  and	
  decentraliza0on	
  of	
  school	
  
grants	
  (BOS)	
  

•  Health	
  budget:	
  s0ll	
  small	
  and	
  stagnant	
  
•  District	
  average:	
  8.6%	
  (2007)	
  à	
  9.6%	
  
(2011)	
  

•  Grants	
  to	
  village:	
  small,	
  but	
  increasing	
  
•  District	
  average:	
  1.6%	
  (2008)	
  à	
  2.9%	
  
(2013)	
  

•  Impact	
  of	
  Direct	
  Elec0ons:	
  
•  2005	
  (Skoufias,	
  et.	
  al.):	
  increasing	
  total,	
  
health	
  and	
  educa0on	
  expenditures	
  
(par0cularly	
  outside	
  Java-­‐Bali	
  and	
  when	
  
non-­‐incumbent	
  elected),	
  PAD,	
  and	
  
budget	
  surplus;	
  increasing	
  public	
  works	
  
spending	
  in	
  an0cipa0on	
  of	
  the	
  elec0on	
  

•  2008	
  and	
  2010	
  (Rahman,	
  et.	
  al.):	
  
increasing	
  capital	
  and	
  educa0on	
  
spending	
  (both	
  batches);	
  increasing	
  
health	
  spending	
  (only	
  in	
  2008;	
  But,	
  
lowering	
  overall	
  revenue	
  and	
  capital	
  
expenditure	
  in	
  pilkada	
  year	
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Budget execution is getting better – declining proportion of unspent budget 
(SILPA) to total revenues 
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  realiza0on	
  is	
  used	
  for	
  other	
  years	
  	
  



3. Local Governance, Budget Policy v. 
Development Outcomes 
Local	
  Governance	
  and	
  Development	
  Outcomes	
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Regression analysis 

•  Ques0ons:	
  
•  Does	
  good	
  governance	
  lead	
  to	
  bener	
  outcomes?	
  
•  Does	
  good	
  budget	
  alloca0on	
  lead	
  to	
  bener	
  outcomes?	
  
•  What	
  determines	
  budget	
  alloca0ons,	
  what	
  type	
  of	
  districts	
  get	
  good	
  opinion?	
  

•  Variables	
  
•  Outcomes	
  =	
  f(good	
  governance,	
  budget	
  policy,	
  control)	
  

•  Outcomes:	
  growth	
  of	
  household	
  expenditure,	
  change	
  in	
  HDI	
  
•  Good	
  governance:	
  LEG	
  index,	
  LEG	
  sub-­‐indices,	
  BPK	
  audit	
  opinions	
  
•  Budget	
  policy:	
  share	
  of	
  development	
  expenditures,	
  share	
  of	
  personnel	
  expenditures,	
  
unspent	
  fund	
  

•  Control:	
  ini0al	
  condi0ons,	
  administra0ve	
  characteris0cs	
  
•  Admin:	
  age	
  of	
  districts,	
  dummy	
  for	
  split,	
  dummy	
  for	
  loca0on,	
  dummy	
  for	
  type	
  

•  Budget	
  =	
  f(admin	
  characteris0cs)	
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Is	
  good	
  governance	
  associated	
  with	
  higher	
  
economic	
  growth?	
  
	
  
•  Infrastructure	
  governance	
  appears	
  to	
  be	
  a	
  

very	
  significant	
  factor	
  affec0ng	
  household	
  
expenditure	
  growth.	
  	
  

•  Government-­‐business	
  interac0on	
  also	
  
contributes	
  posi0vely	
  in	
  some	
  models.	
  
However,	
  leaders’	
  integrity	
  comes	
  with	
  
unexpected	
  sign.	
  

•  Obtaining	
  good	
  opinion	
  from	
  BPK	
  seems	
  to	
  
be	
  associated	
  with	
  higher	
  economic	
  growth.	
  

•  Higher	
  development	
  expenditures	
  and	
  lower	
  
personnel	
  expenditures	
  are	
  associated	
  with	
  
higher	
  economic	
  growth.	
  

•  Districts	
  outside	
  Java/Bali	
  show	
  higher	
  
household	
  expenditure	
  growth.	
  

•  Kota	
  exhibits	
  higher	
  growth	
  than	
  Kabupaten.	
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Is	
  good	
  governance	
  associated	
  with	
  higher	
  
HDI	
  growth?	
  
	
  
•  Government-­‐business	
  interac0on,	
  

transac0on	
  cost,	
  and	
  infrastructure	
  are	
  
significant	
  factors	
  affec0ng	
  the	
  growth	
  
of	
  HDI.	
  Business	
  licensing,	
  on	
  the	
  other	
  
hand,	
  appears	
  with	
  unexpected	
  sign.	
  

•  Signs	
  on	
  audit	
  variable	
  (BPK8)	
  are	
  
unexpected.	
  This	
  might	
  due	
  to	
  the	
  very	
  
strong	
  correla0on	
  between	
  the	
  opinion	
  
results	
  with	
  the	
  ‘age’	
  of	
  the	
  districts	
  as	
  
well	
  as	
  the	
  loca0on	
  of	
  the	
  districts.	
  

•  Newly	
  established	
  districts	
  (and	
  those	
  
outside	
  Java/Bali)	
  perform	
  lower	
  HDI	
  
growth.	
  

•  Higher	
  personnel	
  expenditures	
  are	
  
associated	
  with	
  lower	
  HDI	
  growth	
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Using	
  all	
  observa0ons	
  
	
  
•  Bener	
  road	
  infrastructure	
  is	
  significant	
  

for	
  higher	
  economic	
  growth	
  (as	
  proxied	
  
by	
  per	
  capita	
  expenditure	
  growth),	
  
while	
  land	
  access	
  is	
  more	
  important	
  in	
  
terms	
  of	
  change	
  in	
  HDI	
  

•  Development	
  expenditures	
  contribute	
  
posi0vely	
  to	
  economic	
  growth,	
  while	
  
personnel	
  expenditures	
  play	
  an	
  
opposite	
  role	
  

•  Newly	
  established	
  districts	
  have	
  lower	
  
HDI	
  growth	
  compared	
  to	
  “old	
  districts”.	
  
The	
  impact	
  of	
  such	
  prolifera0on	
  on	
  
household	
  expenditure	
  growth	
  is,	
  
however,	
  insignificant.	
  

•  Districts	
  outside	
  Java/Bali	
  have	
  higher	
  
per	
  capita	
  expenditure	
  growth.	
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What	
  affects	
  budget	
  policy?	
  
	
  
•  Newly	
  established	
  districts	
  tend	
  to	
  have	
  

higher	
  por0on	
  of	
  development	
  
expenditures	
  and	
  lower	
  personnel	
  
expenditures	
  

•  Districts	
  that	
  split	
  tend	
  to	
  have	
  higher	
  
development	
  expenditures	
  and	
  lower	
  
personnel	
  expenditures	
  

•  Kota	
  tends	
  to	
  have	
  higher	
  personnel	
  
expenditures	
  compared	
  to	
  Kabupaten	
  

•  Districts	
  outside	
  Java/Bali	
  tend	
  to	
  have	
  
higher	
  development	
  expenditures	
  than	
  
those	
  in	
  Java/Bali.	
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What	
  kind	
  of	
  districts	
  get	
  good	
  opinion?	
  
	
  	
  
•  Newly	
  established	
  districts	
  are	
  less	
  likely	
  

to	
  obtain	
  good	
  opinion	
  
•  Kota	
  is	
  more	
  likely	
  to	
  obtain	
  good	
  

opinion	
  than	
  Kabupaten	
  
•  Districts	
  in	
  Java/Bali	
  are	
  more	
  likely	
  to	
  

obtain	
  good	
  opinion	
  



4. Conclusions and Policy Implications 
Local	
  Governance	
  and	
  Development	
  Outcomes	
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Good infrastructure governance and budget policy leads to improvement of 
better developmental outcomes 

•  Infrastructure	
  governance	
  is	
  very	
  important	
  to	
  accelerate	
  household	
  expenditure	
  growth.	
  	
  The	
  
models	
  for	
  districts	
  surveyed	
  in	
  2010	
  also	
  indicates	
  the	
  importance	
  of	
  infrastructure	
  to	
  HDI	
  
growth,	
  although	
  it	
  is	
  not	
  significant	
  for	
  2007.	
  

•  Improved	
  transac0on	
  costs	
  seems	
  to	
  accelerate	
  HDI	
  growth,	
  although	
  it	
  is	
  not	
  significant	
  to	
  
increase	
  expenditure	
  growth.	
  

•  Increasing	
  capital/goods	
  expenditures	
  and	
  reducing	
  personnel	
  expenditure	
  is	
  also	
  important	
  for	
  
household	
  expenditure	
  growth.	
  	
  But,	
  this	
  does	
  not	
  appear	
  to	
  accelerate	
  HDI	
  growth.	
  

•  District	
  prolifera0on	
  has	
  nega0ve	
  impact	
  to	
  HDI	
  growth	
  –	
  recently	
  established	
  districts	
  have	
  
worse	
  improvement	
  in	
  HDI	
  rather	
  than	
  the	
  “older”	
  ones.	
  	
  However,	
  this	
  does	
  not	
  seem	
  to	
  be	
  
significant	
  in	
  expenditure	
  models.	
  

•  Districts	
  outside	
  Java-­‐Bali	
  has	
  higher	
  household	
  expenditure	
  growth,	
  although	
  it	
  is	
  insignificant	
  
for	
  HDI	
  growth	
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Policy implications 
•  Infrastructure	
  development:	
  

•  Improving	
  budget	
  transfers	
  from	
  central	
  to	
  sub-­‐na0onal	
  governments	
  –	
  streamlining	
  DAKs,	
  
improving	
  DAK	
  alloca0on	
  and	
  decision-­‐making	
  mechanism,	
  removing	
  Infrastructure	
  Funds	
  
completely	
  

•  Procurement	
  reform	
  needs	
  to	
  be	
  enhanced	
  and	
  reoriented	
  towards	
  bener	
  quality	
  of	
  
infrastructure	
  and	
  increasing	
  efficiency	
  

•  Crea0ng	
  incen0ves	
  for	
  sub-­‐na0onal	
  governments	
  that	
  increased	
  development	
  expenditures	
  
for	
  infrastructure	
  	
  

•  Reduc0on	
  of	
  transac0on	
  costs:	
  
•  Enforcing	
  the	
  implementa0on	
  of	
  the	
  Law	
  No.	
  28/2009	
  on	
  local	
  taxes	
  and	
  charges	
  that	
  limit	
  
the	
  types	
  of	
  taxes	
  and	
  charges	
  –	
  watch	
  the	
  “trick”	
  (change	
  from	
  taxes/charges	
  to	
  dona0ons)	
  

•  More	
  difficult:	
  reduce	
  unofficial	
  charges	
  

•  Public	
  financial	
  management	
  and	
  budget	
  alloca0on:	
  
•  Con0nue	
  improving	
  budget	
  alloca0on	
  policies	
  seems	
  to	
  be	
  more	
  important	
  to	
  development	
  
outcomes	
  rather	
  than	
  other	
  aspects	
  of	
  public	
  financial	
  management	
  

•  Regional	
  prolifera0on	
  
•  Tighten	
  the	
  requirements	
  for	
  prolifera0on	
  (already	
  in	
  the	
  new	
  drat	
  Decentraliza0on	
  Law)	
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