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}  The predominate point of view in Indonesia is that 
decentralization has been somewhat disappointing. 

}  This assessment derives from the observation that 
local public service delivery has not much improved 
since the government began implementing its 
regional autonomy program in 2001, despite an 
apparently significant transfer of funds to provinces 
and districts to discharge their newfound 
responsibilities.  

}  A number of theories have been put forth to explain 
the seemingly meager results of decentralization and 
each comes with its own set of policy reform 
prescriptions.  

}  The main intent of this paper is to review the 
experience with decentralization since 2001, critically 
assess various explanations for the failure of regional 
autonomy to significantly improve local services, and 
gauge the possibilities of reform going forward.  





}  Indonesia’s modern administrative and fiscal 
decentralization program dates back to Law 
No. 5 of 1974.  

}  Decentralization became a political 
imperative in the late 1990s, after the 
Suharto regime fell, under Presidents Habibie 
and Wahid.  

}  Laws 22 and 25 of 1999 and Law 34 of 2000 
were issued and decentralization began 
implementation in 2001. 



}  Original legislative framework was revised with 
issuance of Laws 32 and 33 of 2004 and Law 28 
of 2009.  

}  Laws 32 and 33 are also now being reviewed and 
the expectation is that new revised laws will be 
issued sometime soon after the Presidential 
election in 2014. 

}  Starting in 2001, subnational parliament (DPRD) 
representatives became popularly elected; DPRD 
membership, in turn, elected subnational 
government executives. 

}  Direct elections at the national and subnational 
levels, for both DPRD and executive heads, have 
been in effect since 2004.  

  



}  Framework decentralizes significant responsibilities to 
subnational governments--subnational spending now 
makes up about half of consolidated government total 
net of interest payments and subsidies. 

 
 
 
 
 
 
 

}  As in many developing countries, Indonesian tax 
revenues remain very centralized; and transfers from 
the state budget dominate as a source of revenue 
among subnationals.    
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Revenues and expenditures of kabupaten/kota increased  
by 185 % in real terms from 2001 to 2009. 

 
Local governments ran considerable surpluses up through  

2008 when they began to draw down on reserves. 



Fiscal reserves are heavily concentrated in a  
small number of places. 

Fiscal reserves grew from 7 trillion rupiah in 2000 to over  
60 trillion rupiah by end 2012. 



In per capita terms most of the reserves are  
found on Kalimantan. 

Large urban centers and natural resource rich kabupaten/
kota maintain the bulk of reserves. 

 



Dekon and TP is just less 
than 15% of total 
subnational spending. 

Central Government Spending in the Regions 

Interestingly, recent evidence suggests some central 
departments are bypassing Dekon/TP mechanisms in favor 

of direct spending in regions. 
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Although relative significance of DAU has declined 
slightly, it remains the most important local 

revenue source by far. 
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Spending on 
administration has 

declined, but it is still  
“too high”—best practices 

suggest it should be 
around 5%. 

Personnel and goods 
and services spending 

(incl. O&M) has declined 
in favor of capital 

spending; staff spending 
still “too high”. 
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Enrolment rates 
are up across the 
board (except for 
primary—already 

near 100%)… 

…but learning 
outcomes in math 
and science remain 

problematic. 

Education 
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Indonesian education performs in the lower 
middle range among Asian and other 

developing countries. 
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Immunization 
rates have 

increased quite 
rapidly… 

…but child 
nutrition has 
not improved. 

Health 



Health outcomes in Indonesia are also middling, better than 
those in Cambodia and often India, but worse than others. 
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District road length has 
increased dramatically but 

road quality has deteriorated. 

Overall, access to 
safe water has 

slightly decreased. 

Infrastructure  



Country 1999 2009 
Singapore 8 2 
Hong Kong SAR 19 5 
Australia 1 12 
Japan 20 15 
China 13 16 
New Zealand 15 21 
Malaysia 26 22 
Korea 41 23 
Taiwan Province of China 23 27 
Thailand 33 29 
India 38 37 
Indonesia 39 48 
Philippines 47 57 
Source: IMD. World Competitiveness Yearbook, 2009. 
Note: Total number of countries in the world covered in the survey: 47 in 1999 and 57 in 
2009. 

The relative quality of Indonesian 
infrastructure is substandard  

and not improving. 

Infrastructure Quality Ranking, 1999 and 2009 

Conclusion: service delivery outcomes have been quite mixed under 
decentralization.  Arguably, overall performance has been weak.  





}  A number of explanations have been offered 
for (arguably) deficient service delivery 
outcomes under decentralization. 

}  Rationales tend to vary across institutions (in 
fairly predictable ways): 
◦  Insufficient subnational funding: local governments; 

some central agencies—Education, Health, PU 
◦  Lack of local management and implementation 

capacity: Ministries of Finance and Home Affairs; 
some international development institutions. 
◦  Inadequacies in the design of intergovernmental 

fiscal relations: international development 
institutions; Indonesian academics. 



}  Transfers to subnationals now make up approximately 
one-half of the state budget, net of subsidies and 
interest payments, or about 6 % of GDP. 

}  Transfers to third tier subnational governments in other 
countries are smaller—in India transfers make up only 
0.4 % and in Philippines they comprise 3.0 % of GDP—
compared to approximately 5.0 % of GDP in Indonesia. 

}  Other qualitative evidence (reviewed elsewhere) 
suggests that Indonesian local governments are better 
funded than their counterparts in most developing 
countries in the region. 

}  Caveat: local governments in Indonesia lack access to 
capital finance relative to other countries in the region. 



}  A more likely explanation related to the perceived 
funding problem is that local governments spend the 
money that they do have inefficiently.  

}  Local administrative spending in Indonesia, which 
amounts to more than one quarter of total 
expenditure budgets, far exceeds international best 
practices, which posit reasonable administrative 
spending at less than 5 % of budgets. 

}  Recent research implies that that local government 
spending on personnel has a positive effect on 
education and health service outcomes only up to 
some point, beyond which the impact is negative. 

}  More broadly, the general level of spending appears 
to have little or no impact on a wide range of service 
outcomes 
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An examination of 200 districts during 
the period 2002-2009 found that the 

relationship between increases in 
spending and improvements to 

education, health, and infrastructure 
outcomes during the period was 

statistically insignificant. 
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Best practice frontier analysis suggests 
that district spending in education, 

health, and infrastructure is generally 
inefficient—and that efficiency varies 

significantly across districts. 
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}  The issue of subnational implementation capacity is 
somewhat less straightforward to examine than the funding 
question.  

}  Indonesia is a still developing nation and so, of course, 
subnational public sector capacity, in general, is not as high 
as it is in more modern countries. 

}  At the same time experience shows that there is a great deal 
of variation in abilities across subnational governments in 
Indonesia, however, and the many seem to be quite well run. 

}  One may nevertheless agree with the argument that lack of 
capacity surely constrains local policy development and 
program execution to some extent, in some places.  

}  The important question regarding potential capacity 
shortfalls, however, is: to what extent and where? The view 
here is that capacity constraints are not binding for a very 
large number of places.  

}  Otherwise put, far and away most subnationals could deliver 
better quality services now with the capacity they already 
have.  



}  A number of potential difficulties have been 
raised over the years. 

}  Essentially the complaints boil down to two 
main issues:  
◦  one-size fits all nature of intergovernmental system 

(expenditure/tax assignments and transfer design) 
and/or  
◦  dearth of positive performance incentives in 

intergovernmental transfers.  



}  It is true that the intergovernmental system 
treats local governments as if they were broadly 
similar entities.  

}  Expenditure and tax assignments are essentially 
the same for all districts and the allocation of 
most transfers tends not to sufficiently 
differentiate among types of local governments. 

}  This aspect of the system clearly has some 
negative impact on the proper determination of 
subnational fiscal needs and capacities and 
therefore the appropriate resourcing of provincial 
and local governments. 

}  Its impact on actual overall service delivery is less 
clear, however, since level of funding appears to 
be weakly related to the quality of services. 



}  Regarding incentives, two separate concerns 
may be identified:  
◦  Existence of perverse incentives and  
◦  Lack of constructive incentives to encourage better 

performance. 
}  The conventional wisdom is that important 

perverse incentives currently exist in central-
local fiscal transfers. 

}  Recent analysis casts some doubt on the 
conventional wisdom regarding perverse 
incentives, however.  



}  Many advocate the view that the government 
should incorporate more positive or 
constructive incentives into the system via the 
development and use of performance grants.  

}  Some recent research in Indonesia does seem 
to support the orthodox point of view regarding 
the potential of performance grants to improve 
outcomes. 

}  The initial evidence regarding the impact of 
DAK Reimbursement and the Water Hibah 
performance grants, for example, suggests 
mixed but promising results. 



}  The argument that subnational governments are 
insufficiently funded, in general, is rejected, with 
the proviso that better access to finance for local 
infrastructure development is required.  

}  The claim that lack of subnational capacity severely 
constrains local service delivery also seems 
exaggerated, in all but a limited number of places.  

}  The uniform treatment of heterogeneous 
subnational units in policy design and 
implementation is clearly a problem for the proper 
resourcing of provinces and districts but the 
approach is not likely to severely constrain local 
service delivery quality since funding has little to 
do with service outcomes.  



}  The assertion that perverse incentives in 
intergovernmental transfers have major 
deleterious local fiscal effects seems largely 
unfounded.  

}  Finally, the limited and initial experience with 
intergovernmental performance grants is 
auspicious in terms of encouraging better service 
delivery, although care must be taken not to 
overstate likely positive impacts.  

}  Conclusion: while the legitimacy of some of the 
identified obstacles is acknowledged, taken 
together they would seem insufficient to explain 
the disappointing local public service delivery 
outcomes under decentralization. 





}  An alternate explanation for poor service delivery 
outcomes would focus on so-called downward 
accountability between local governments and citizens. 

}  It is well known from international experience that weak 
accountability and poor public services go hand in hand. 

}  Downward accountability in Indonesia has been found 
wanting by many analysts. 

}  Accountability in this context actually comprises two 
dimensions: an appeal from citizens for improvements 
to service quality and a response by local governments 
to meet constituents’ demands.  

}  Appeals from citizens implicitly presuppose in the first 
instance the existence of some reasonable measure of 
dissatisfaction with the status quo.   



}  In Indonesia citizens seem quite satisfied with the 
quality of local public service delivery at present.  

}  A recent and large survey of citizen attitudes towards 
local administrative, health, and education service 
delivery found that 78, 90, and 85 % of respondents 
were satisfied with the quality of those services.  

}  Only 7 % of households had ever complained to local 
governments about the quality of services; of those 
that did not complain > 90 % reported it was because 
they had no complaints about service quality. 

}  Less than 30 % of households indicated that they 
desired improved administrative and social services 
and were willing to pay for them. 



}  So it seems that lack of downward accountability in 
Indonesia may be in large measure a function of 
insufficient citizen demand for higher service quality.  

}  This, in turn, provides a clear and robust explanation 
for lack of observed improvements in local public 
service quality under decentralization.  

}  That is, if citizens are already reasonably satisfied 
with service delivery there would seem to be little 
reason for local governments to strive to undertake 
advances in service quality. 

}  Of course, enhancing service delivery might 
reasonably be taken as a local government obligation 
but most local officials in Indonesia apparently do not 
see it as such.  





}  Based on the above, a reasonable policy 
agenda might focus on providing subnationals 
with greater access to capital finance. 

}  Policy reform might also take on a  
restructuring of the intergovernmental system 
to account for the considerable heterogeneity 
that exists among subnationals in Indonesia.  

}  Finally, central government might continue 
and expand its efforts to develop and 
implement performance grants.  

}  It is recognized that these items comprise 
quite a challenging agenda.  



}  In any case, this seems not to be what the 
Ministry of Finance has in mind, judging by 
current draft revisions of Law 33/2004.  

}  The Ministry instead seems to be opting for a 
minimalist approach to reform of the 
intergovernmental system  

}  The Ministry’s line of attack implicitly 
assumes that for the most part the 
intergovernmental fiscal system is working 
quite well; tinkering at the margin may be 
called for but there is no apparent need for 
major overhaul in the Ministry’s view.  





}  There are two main problems with the Ministry of 
Finance stance regarding the state of central-
local fiscal relations.  
◦  First, the system does not perform particularly well even 

by its own standards—neutrality and fiscal equalization.  
◦  Second, principles of neutrality and fiscal equalization in 

grant design and allocation only work well in terms of 
assuring quality service outcomes in situations where 
there is strong local demand to guide (and insist upon) 
the supply of public services. 

}  Of course, a third possibility is that the quality of 
local services in Indonesia is already good 
enough and that there is no real need for 
improvement.  



}  Indonesian citizens certainly seem to be reasonably 
satisfied with the amount and quality of local service 
delivery.  

}  The objective evidence on service quality, however, 
argues otherwise. 

}  Perhaps the most important initiative that could be 
undertaken to reform fiscal decentralization, 
therefore, would be to convince citizens that they 
deserve better and to encourage them to express 
their demands to their local leaders. 

}  Only then will local governments be forced to make 
good on the theoretical benefits of decentralization.   

}  This is clearly an objective that can only be realized in 
the long-run.  

}  Significant improvements to decentralized service 
delivery should not be expected in the short-term. 



Thank You 
 
Any Questions? 
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