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Abstract 
 

The purpose of this research is to investigate the influence of fiscal decentralization 
components on the public expenditure. This research used data of the local budget realization 

which consisting of balance fund, others revenue, local original revenue, and public expendi-
ture that was obtained from financial statement regencies and municipalities in Indonesia. The 
selection is based on consideration that regencies and municipalities have similar characteris-
tic of economic and geographic and also the result of the research would be expected give a 

description of general condition. The results of this research proved fiscal decentralization 
through component of balance fund significantly positive influence in increasing original reve-
nues while others revenue is not. Regarding with the public expenditure, both of balance fund 
and local original revenue positively influence on public expenditure, while others revenue is 

not significantly influence.  
 

Keywords: Fiscal decentralization, Balance Fund, Other Revenues, Local Original Revenue, 
Public Expenditure. 

 

INTRODUCTION 
Over past decade, most of developing 

and transitional countries have either em-
barked upon or stated their intention to em-
bark upon some types of fiscal decentraliza-
tion as an engine of economic growth. In 
East Asian countries, a tendency towards 
decentralization is underway in almost every 
country. While in Indonesia the ‘big bang’ 
decentralization program approach was ap-
plied in 2001. The principle matter in im-
plementation of local autonomy are the trust 
and the authority given to the region in man-
aging and governing. 

Local autonomy has been done for 
eight years, with the purpose that the regions 

are capable to run their own governing 
based on initiation, creativity, and the active 
role of society. It aims to develop and to 
accelerate the realization of society welfare, 
its capability in increasing the competitive-
ness concerning with democratic principle; 
distribution; justice; potential; and region 
variety in Republic Indonesia. Hence, ac-
cording to improvement of efficiency and 
affectivity of fostering local autonomy, local 
government is necessary to pay attention on 
the relation among governing composition 
and local government, potential and variety.  

Many literatures have pointed out 
that fiscal decentralization maybe dangerous 
in developing and transitional countries. In 
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line with increasing better public services, 
the cost of service delivery also will in-
crease. It causes regional governments ex-
panded their expenditures while externaliz-
ing cost to others (Rodden, 2002). 

In contrary, new theories argue that 
the benefits from decentralization are in-
creasing efficiency and reducing regional 
disparity because by implementing decen-
tralization government system, the regional 
government will be pursued to increase their 
own efforts in providing better public ser-
vices in its region. Oates (1993) argued that 
there is much current interest in the potential 
contribution of fiscal decentralization to 
economic development. The increasing 
quality and quantity of public sector service 
may be seen as the result of economic de-
velopment for particular region. Davoodi 
and Zou (1998) pointed out that fiscal de-
centralization is seen as part of a reform 
package to improve efficiency in the public 
sector, to increase competition among sub 
national government in delivering public 
service and to stimulate economic growth. 
Therefore, fiscal decentralization encourages 
efficiency public services and reduces re-
gional disparities. 

So far, there are some arguments to-
ward impact fiscal decentralization on pub-
lic services spending. It makes this study 
more interesting to reveal whether fiscal 
decentralization influence upon public ser-
vice expenditure. This study tries to find the 
answer by addressing a systematic examina-
tion the influence of fiscal decentralization 
on the local original revenue and public ex-
penditure in Indonesia. 

Based on the regulation of Undang-
Undang No. 32 and 33 year 2004, there is a 
changing in the accountability and the re-
sponsibility of the local government from 
vertical of the central government become 
horizontal to the public through the legisla-
tion. Central government as a principal gives 
authority to the local government as an 

agent to manage of own goods and services 
preparation. Bird (2002) emphasize on the 
importance of fiscal decentralization to im-
prove economic efficiency, cost efficiency, 
and improving government accountability, 
although decentralization implemented by 
the similar pattern, can give different result 
depend on condition deviation among region.  

The motivation of this study is based 
on the previous research on component fis-
cal decentralization. We will test a hypothe-
sis generated by prior research. Recently, 
there have been a large number of studies 
regarding fiscal decentralization and public 
expenditure relationship, for example: Fre-
inkman and Yossifov (1998), Zhuravskaya 
(2000), Rodden 2003, Faguet (2004), Ping et 
al. (2005), Mc Nab et al. (2005), Abdullah 
dan Halim (2006), Purwantoro (2007), and 
Yudani (2008). Some studies proved signifi-
cant positive influence of fiscal decentraliza-
tion in increasing original revenues and pub-
lic expenditures.  

To achieve the research objective, the 
research question proposed is whether the 
fiscal decentralization which is prioritized 
by balance fund and others revenue influ-
ence on the local original revenue of regen-
cies and municipalities in Indonesia; and 
whether the fiscal decentralization through 
the proxy of balance fund, others revenue, 
and local original revenue influence on the 
public expenditure. The hypothesis is then 
developed to answer these research ques-
tions. The second section will covers the 
prior research and hypothesis development; 
then research methodology will be discussed 
in the third section. We will report the em-
pirical results in the fourth section. Finally, 
the conclusion, implication, and suggestions 
for the future research will be presented in 
the last section. 

 

LITERATURE REVIEW 
There are three basic reasons (Kee, 

2003) that is why the fiscal decentralization 
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interest, that is (1) central governments in-
creasingly are finding that it is impossible 
for them to meet all of the competing needs 
of their various constituencies, and are at-
tempting to build local capacity by delegat-
ing responsibilities downward to their re-
gional governments, (2) central governments 
are looking to local and regional govern-
ments to assist them on national economic 
development strategies, (3) regional and 
local political leaders are demanding more 
autonomy and want the taxation powers that 
go along with their expenditure responsible. 
Fiscal decentralization is now seen as part of 
a reform agenda of many nations to 
strengthen their regional and local govern-
ments to meet the challenges of the 21st Cen-
tury. 

Oates (2006) proposed a straightfor-
ward decentralization theorem that formal-
izes the basic efficiency argument for the 
decentralized provision of certain kinds of 
public goods. The theorem lays out a set of 
sufficient conditions for the decentralized 
provision of these goods to be Pareto-
superior to a centralized determination of 
public outputs. 

The decentralization theorem also 
suggests a straightforward way to generate a 
cardinal measure of the welfare gains from 
the decentralized provision of public goods. 
Fiscal decentralization can produce welfare 
gains where costs vary, since with given 
demands, differing costs will result in dif-
ferences in efficient levels of output. The 
decentralization theorem assumes that cost 
functions for local public services are identi-
cal across all jurisdictions. It thus focuses 
solely on differences in demand as the 
source of welfare gains from fiscal decen-
tralization. 

Regarding to the fiscal decentraliza-
tion, Zorn (2008) viewed positive response 
that local governments can better respond to 
citizen preferences, assess willingness to 
pay, and target services to the right people. 

Gurgur and Shah (2002) supported that de-
centralization results in greater public sector 
accountability and lower corruption in uni-
tary rather than federal countries. Clarity, 
transparency, stability and well-defined 
rules of the game are paramount for achiev-
ing accountability that efficient and sound 
decentralization requires (Dabla-Norris 
2006). Wildasin (1997) argues that ultimate 
impact of the decentralization on fiscal per-
formance is highly dependent upon basic 
characteristics of the system of inter-
governmental fiscal relations such as trans-
parency, accountability, and predictability. 

The other side, Zorn (2008) stated 
that fiscal decentralization has negative ef-
fect, that are, (1) horizontal fiscal imbalance, 
(2) intergovernmental competition,  (3) hin-
drance of ability to impose national stan-
dards. Recent studies argue that the conven-
tional wisdom may remain true in developed 
countries, but it is not the case in developing 
countries. They hold that the conventional 
argument that decentralized provision of 
public goods will increase efficiency in re-
source allocation may not be applicable in 
developing countries (Prud’home 1995). 
Moreover, Rodden (2002) stated in many 
literatures have pointed out that fiscal decen-
tralization maybe dangerous in developing 
and transitional countries. It causes regional 
governments expanded their expenditures 
while externalizing cost to others. A key 
challenge for many transition economies has 
been to reap the economic benefits of decen-
tralization while maintaining control over 
public expenditures and borrowing, restor-
ing growth and improving accountability of 
local governments and officials to limit cor-
ruption. 

The basic principle of fiscal decen-
tralization implementation in Indonesia is 
money follow functions. It means that trans-
ferring or delegating government authority 
with its budget consequence needed for do-
ing its authority, until exist equilibrium be-
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tween authority and responsibility which is 
transferred to region with its fund provision 
source (Undang-Undang No. 33 year 2004).  
According to the Undang-Undang No 33 
year 2004, the principle of money follow 
function still have to be followed with ca-
pacity strengthening of human resource who 
will govern local financial in order to trans-
ferring of Balance Fund from central to local 
both in form of General Allocation Fund, 
Special Allocation Fund and sharing fund 
are not misused.  In the fiscal decentraliza-
tion era, central government allocates re-
source in big amount to the poorer regions 
as an effort to balance disparity in Indonesia. 
Central government also give transfer sup-
port fund to the region in a shape of local 
central Balance Fund that is consist of Gen-
eral Allocation Fund that have purpose to 
overcome gap problem among regions (hor-
izontal fiscal imbalance) and tax sharing 
fund and nature resource to overcome defect 
problem between central government and 
local (vertical imbalance) together with Spe-
cial Allocation Fund. Hence, fiscal decen-
tralization is wished to overcome local de-
fect problem in Indonesia.  

Implementation of fiscal decentrali-
zation in Indonesia has been done in order to 
give wider responsibility and autonomy to 
local government. The application of decen-
tralization in form of financial balance is 
expected to cover the realization of local 
autonomy, particularly in income side and 
expenditure sides since the implementation 
of decentralization in the beginning year 
2001 based on Undang-Undang No. 22 year 
1999 juncto Undang-Undang No. 32 year 
2004 about local government and Undang-
Undang No. 25 year 1999 juncto Undang-
Undang No. 33 year 2004 about financial 
balance between central government and 
local government. Grayson (2000) stated 
that there is no doubt that Indonesia is in a 
chronic state of crisis. However, the Indone-

sian nation-state is unlikely to disintegrate at 
the moment. 

The basic principle of fiscal decen-
tralization implementation in Indonesia is 
money follow functions. It means that trans-
ferring or delegating government authority 
with its budget consequence needed for do-
ing its authority, until exist equilibrium be-
tween authority and responsibility which is 
transferred to region with its fund provision 
source (Undang-Undang No. 33 year 2004). 
Therefore, decentralization execution and 
government process necessary be supported 
by fund provision source from financial bal-
ance between higher level government and 
lower level government. Financial balancing 
is done through Balance fund mechanism 
that is revenue sharing among government 
level to running main functions of governing 
in decentralization sketch. 

Concerning with implementation of 
local autonomy and fiscal decentralization, 
Undang-Undang No. 25 year 1999 jo Un-
dang-Undang No. 33 year 2004 concerns 
with fiscal balance between central and re-
gional governments, which would be ac-
companied with new responsibilities dele-
gated to regional governments under the law 
for administrative decentralization. As a 
result, by running Undang-Undang No. 33 
year 2004 the total revenue received by re-
gional government consists of local original 
revenues, fiscal balance funds and others 
revenue. 

Decentralization may be driven by 
fiscal concerns to align responsibility for 
services with the level of government best 
able to manage and mobilize resources for 
them. Decentralization can strengthen ac-
countability in two ways: between the center 
and a sub national government and within a 
sub national government. When local taxing 
and spending powers and central financing 
are well matched, decentralization can create 
checks and balances that hold sub national 
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governments accountable for local services 
(Dehn, Reinikka, and Jakob 2003). 

 

Balance Fund and Local Original Rela-

tionship 
In short, Rodden et al. (2003) find 

that unclear or shared responsibilities have a 
cost in terms of accountability and incen-
tives. Moreover, it is described such a set-
ting as involving transfer dependency. In 
order to make the tough fiscal decisions and 
weigh the benefits against the costs of new 
or expanded programs, public officials need 
to be in a position of raising the monies 
from their constituencies through their own 
state and local tax systems. A heavy reliance 
on transfers creates incentives for turning to 
an expansion of these transfers rather than 
increasing taxes in one’s own jurisdiction.  

Purwantoro (2007) proved significant 
positive influence of fiscal decentralization 
in increasing original revenues and public 
expenditures. Meanwhile, Yudani (2008) 
found that the results of the research sup-
ported positive influence of implementation 
of fiscal decentralization through component 
of transfers and own revenues but not with 
other revenues component. Those findings 
lead to the following hypothesis: 
H1a: Balance fund influence on the local 
original revenue 
 

Others Revenue and Local Original Rev-

enue Relationship 
In many countries, limited formal 

revenue autonomy has encouraged the wide-
spread use of informal revenue generating 
mechanisms, such as tax offsets and extra 
budgetary funds (Dabla-Norris 2006). 

Utilizing a similar panel data set, 
Rodden (2003) found that governments tend 
to grow faster when sub central governments 
are much more dependent on grants. In addi-
tion, Zhuravskaya (1999) found that in spite 
of the process of decentralization in Russia 
Russian municipalities have never been in-

dependent of the regions they belong. In-
crease in the own revenues of the municipal-
ity is accompanied by decrease in “shared” 
revenues. Yudani (2008) proved that the 
results of the research supported positive 
influence of implementation of fiscal decen-
tralization through component of transfers 
on own revenues but not with other revenues 
component. Based on those findings, hy-
pothesis will be examined is: 
H1b: Others revenue influence on the local 
original revenue 
 

Balance Fund and Public Expenditure 
Learning from evidence in Russia; 

Martinez-Vazquez, Timofeev, and Boex 
(2004) said that in recent year, however, 
those have witnessed significant improve-
ment in the design and implementation of 
intergovernmental transfers. Yudani (2008) 
found that the results of the research for de-
velopment expenditure, only own revenue 
has positive influence on development ex-
penditure, while transfers and others revenue 
has not. Purwantoro (2007) also proved that 
significant positive influence of fiscal de-
centralization in increasing original revenues 
and public expenditures. Abdullah dan 
Halim (2004) found that local revenue 
source is the local original revenue and bal-
ance fund influence to the local expenditure 
totally. Abdullah dan Halim (2006) found 
that local revenue source consist of balance 
fund associated positively to the capital ex-
penditure. Those findings lead to the hy-
pothesis below: 
H2a: Balance fund positively influence on 
the public expenditure 
 

Others Revenue and Public Expenditure 
Matching grants for funding centrally 

mandated services in the areas of education, 
health or social spending are used widely in 
Croatia, the Kyrgyz Republic, and Poland, 
and for investment purposes, in the Czech 
Republic and Hungary (Martinez-Vazquez 
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et al. 2004). So, grant from central govern-
ment must match for funding public service 
area in line with mandatory from central 
government. 

The study from China by Ping, Xian-
Qiau, and Bai (2005) stated that the increase 
of extra budgetary revenues (fiscal incen-
tive) with the same direction in increase of 
budgetary revenue would improve the re-
sponsiveness of public services in education 
to the real need, meaning that fiscal incen-
tives would guide marginal propensity for 
public good provision more closely to local 
citizen’s preferences so that decentralization 
with fiscal revenues improved the sensitivity 
of local public good provision to local 
needs. Evidence from Korea showed that 
more decentralized public sector is associ-
ated with a more local spending, but there is 
no statistically significant relationship be-
tween local expenditure and fiscal decen-
tralization (Kwon 2002). 

Evidence from Indonesia, Yudani 
(2008) found that the results of the research 
supported positive influence of implementa-
tion of fiscal decentralization through com-
ponent of transfers on own revenues but not 
with other revenues component. Based on 
the previous findings, in order to provide a 
more empirical research, the following hy-
pothesis is:  
H2b: Others revenue positively influence 
on the public expenditure 

 

Local Original Revenue and Public Ex-

penditure 
Conceptually, based on government 

regulation 105/2000 shows that the changing 
of revenue influence to the expenditure. Al-
though its addition revenue is not always all 
of them will be allocated into expenditure. 
Abdullah dan Halim (2004) found that local 
revenue source is the local original revenue 
and balance fund influence to the local ex-
penditure totally. Abdullah dan Halim 
(2006) found that local revenue source con-

sist of balance fund associated positively to 
the capital expenditure, meanwhile Local 
original revenue is not. With multiple re-
gression analysis, Yustikasari (2008) found 
that either local original revenue variable 
and public allocation fund variable has a 
positive relation towards capital budget. 

Freinkman and Yossifov (1998) 
found that fiscal decentralization is posi-
tively related to the share of education 
spending to the regional education spending. 
Zhuravskaya’s paper (2000) shows that the 
fiscal dependence of local governments on 
the regions affects the distribution of public 
spending among different uses and has a 
negative effect on the efficiency of local 
public goods provision. 

There is evidence (on the10% level 
of significance) that overall government 
spending increases with increasing decen-
tralization of spending powers (Fiva 2006). 
Some papers examine the influence of fiscal 
decentralization on expenditure composition 
proposed by Mc Nab, Martinez-Vazquez, 
and Granado (2005) find strong evidence 
that decentralization increases the share of 
education and health expenditures in total 
government expenditures. Sanz and Ve-
lazquez (2002) find that income, and pri-
vate-public relative prices, institutional fac-
tors, and demographics significantly affect 
public expenditure composition. Faguet’s 
(2004) results are suggestive of a relation-
ship between fiscal decentralization and the 
functional composition of public expendi-
tures. 

In order to provide an empirical study 
of the influence of local original revenue to 
the public expenditure, we examine the fol-
lowing hypothesis:  
H2c: Local original revenue positively in-
fluence on the public expenditure 
 

RESEARCH METHODOLOGY 
The type of research is empirical re-

search to test the influence balance fund, 
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others revenue, and local original revenue as 
a proxy of fiscal decentralization to the pub-
lic expenditure. This research is done by 
collect, process, and present data for achiev-
ing a conclusion by means of generalize of 
collected data. 

 

Sample Design and Selection 
The population in this study is all In-

donesian local government financial state-
ment of regencies and municipalities. The 
total population is 455 consist 369 regencies 
and 86 municipalities financial statements of 
regencies and municipalities in year 2006. 
Sampling design which used in this study is 
purposive sampling, exactly judgment sam-
pling. It is related with information readi-
ness in the financial report which is having 
completion data. The reason of choosing the 
sample of regencies and municipalities in 
Indonesia is because regencies and munici-
palities have similar characteristic of eco-
nomic and geographic and also the result 
would be expected give a description of 
general condition (Kuncoro and Ari 2005).  

The researcher collects all of infor-
mation from the population which determi-
nation of completion data. Sample collection 
use judgment sampling with the completion 
data needed is 232 financial statements. The 
sample of 232 from 455 populations is be-
yond of the standard by Rosche (1975), Kre-
jcie and Morgan (1970) as well as Cohen 
(1969) for decision on sample size that cited 
on Sekaran (2003). According to Rosche 
(1975), the sample in multiple regression 
analysis minimal should be ten times of the 
independent variable. Additionally, Krejcie 
and Morgan (1970) as well as Cohen (1969) 
determined the sample size for the research 
project that if the population 455 so the 
sample minimal 210. 
 

Data Source and Collection 
This research use published data 

source which is taken from many sources 

that is from Directorate general of local and 
central financial balance and also Director-
ate general of budget and financial balance. 

The data which will be analyzed use 
local government budget realization in a 
form of budget realization statement which 
is gotten from website 
(http://www.djpkpd.or.id 2006) in budget 
year 2006. The researcher takes data in year 
2006 because of that is the most possible to 
obtain the real condition of Indonesians de-
centralization as a whole after five years 
decentralization reflected relate to the avail-
ability of the data. The data would be taken 
are the total amount of local original reve-
nue, balance fund, others revenue as a proxy 
of fiscal decentralization, and public expen-
diture. 

 

Research Variable and Measurement 
For the first hypothesis, the depend-

ent variable in this research is local original 
revenue that is measured by the total amount 
of local original revenue from budget reali-
zation in year 2006. Meanwhile, the inde-
pendent variable is balance fund, others rev-
enue that are measured by the total amount 
of balance fund and others revenue from 
budget realization in year 2006. 

For the second hypothesis, the de-
pendent variable in this research is public 
expenditure that is measured by the total 
amount of public service expenditure from 
budget realization in year 2006. Meanwhile, 
the independent variables are balance fund, 
others revenue, and local original revenue 
that are measured by the total amount of 
balance fund, others revenue and local orig-
inal revenue from budget realization in year 
2006. 
 

Data Analysis Technique 
The framework of analysis used in 

this study is descriptive and analytical in 
nature. Descriptive statistics, measures of 
association of the data. The analysis of the 
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data measures the influence of the dependent 
variable. Data analysis is done by two phas-
es. That is (1) descriptive statistic analysis, 
(2) hypothesis testing using multiple regres-
sions. Before running multiple regressions, 
the data should fulfill classic assumption 
examination which is cover normality test, 
heteroscedasticity test, autocorrelation test, 
and multicollinierity test.  

The basic regression model is as fol-
lows: 
Equation of statistical regression to examine 
first hypothesis is: 

Y = a + b1X1 + b2X2 + e ........................  (1) 

Where: 
Y = local original revenue 
a = constant 
b1 dan b2 = regression coefficient 
X1 = balance fund 
X2 = others revenue 
e = estimated error. 

 
Equation of statistical regression to examine 
second hypothesis is: 

Y = a + b1X1 + b2X2 + b3X3 + e ...........  (2) 

Where:  
Y =  public expenditure 
a = constant 
b1, b2, dan b3  =  regression coefficient 
X1 =  balance fund 
X2 =  others revenue 
X3 =  local original revenue 
e = estimated error. 
 

RESULT AND DISCUSSION 
Relate to the availability data and 

completion data in informing all of points 
which will be needed, there are only 232 
budget realization statements that complete 
all of information. The descriptive statistics 
analysis of variables can be checked in Ap-
pendix 1 and variables are broadly distrib-
uted according to regions. From the descrip-
tive test result can be seen that the total data 
(N) is 232. The 232 data are tested to fulfill 

the classical assumption test; unfortunately 
it failed to fulfill the classical assumption 
test because of failed in heteroscedasticity 
test and autocorrelation test. Then the re-
searcher did logarithm transformation of the 
232 data. By using the log data, the classical 
assumption test is ran later. Therefore it 
failed to fulfill the classical assumption test 
again. Heteroscedasticity still occurred and 
data is not distributed normally. After the 
researcher knows that heteroskedasticity still 
exists and the distribution of data is not 
normal so that the researcher cuts of data by 
determining outliers. Indeed the researcher 
finds some data with extreme value. Fifty 
five are quitted from sample because of out-
liers. Finally, by trial and error process, in 
can be verified that 177 financial statement 
of regencies and municipalities as a final 
sample which can be tested in this study. 

 

Descriptive Statistics 
Descriptive statistics is derived from 

statistic analysis before another test per-
formed using multiple regression analysis. 
The descriptive statistics figures of variables 
can be checked by Appendix 1 and variables 
are broadly distributed according to regions. 
From the descriptive test result, we can see 
that the total data (N) taken is 177. The fol-
lowing subsection is test of classical as-
sumption. This test has to be conducted be-
fore running the regression analysis. To ob-
tain accuracy and validity, researcher exam-
ines the data to fulfill of classical assump-
tion that are normality test, heteroscedastic-
ity test, autocorrelation test, and multicollin-
earity test. Classical assumption test purpose 
to have confidence and to ensure the data is 
valid. 

 

Heteroscedasticity test  
Heteroskedasticity test aims to test 

whether the regression has difference vari-
ance from the residue between observations. 
If this research uses the cross-sectional data, 
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a heteroscedasticity problems being possible 
occurred. Therefore, the researcher does the 
heteroscedasticity test in this study. 

The result of Glejser test shows the 
significance probability of all variables > 
0.05. If the probability of significance > 5% 
it means there is no heteroscedasticity (Gho-
zali 2006). So, it can be verified that there 
are no heteroskedasticity. It means that het-
eroskedasticity does not exist on the regres-
sion model.  

 

Normality test 
Kolmogorov-Smirnov test reveals 

that the distribution of the data is normal. It 
can be seen from Kolmogorov-Smirnov is 
1.333 with p-value 0.057. The criteria used 
are comparison between p-value and 5% 
significant level. If p-value > 0.05 it means 
the data is distributed normally (Ghozali 
2006). Therefore, because of p-value > 0.05 
it can be said that the data normally distrib-
uted. 

 

Multicollinearity test 
The assumption of multicollinearity 

is not exist according to Gujarati (2004) 
happened when there is no exact linear rela-
tionship among independent variables, or 
there is no multicollinearity if more than one 
exact linear relationship is involved, is new 
and needs some explanation. The statistic 
output reveal that correlation between inde-
pendent variables seen that only Local origi-
nal revenue has high level correlation with 
Balance fund at correlation level (-0.452) or 
45%. The calculation results of tolerance 
value show up that none of independent var-
iables have tolerance value < 0.10. It means 
no correlation among independent variables 
which have value > 95%. Variance Inflation 
Factor (VIF) shows that none of independent 

independent variables have VIF>10. Vari-
able that causes multicolinearity can be seen 
from Tolerance that less than 0.1 or VIF that 
bigger than 10 (Ghozali 2006). So, it can be 
concluded that there is no multicollinearity. 

 
Autocorrelation test 

Autocorrelation is to seek the inter-
rupting variable or relation in the regression 
model. Autocorrelation test aims to test 
whether or not the correlation happens in 
regression model. It can be known by Dur-
bin-Watson test or Lagrange Multiplier test 
(Breusch-Godfrey test). BG uses criteria that 
if parameter coefficient for lag residual 
shows the probability of significance > 5% 
means autocorrelation is not exist (Ghozali 
2006). There is no autocorrelation by LM 
test or BG test due to the Lag_Res has sig-
nificance level > 0.05 and by Durbin Watson 
(1.913) is seen from du = 1.74 and 4 – du = 
2.26. Because of (du) 1.74 < Durbin-Watson 
1.609 < (4 - du) 2.26 then it can be con-
cluded that there are no autocorrelation. 
 

Statistical Analysis of the First Hypothe-

sis 
The purpose of this test is to test the 

influence between the independent variable 
(balance fund and others revenue) to the 
dependent variable (local original revenue). 
Multiple regressions will be done simulta-
neously toward all independent variable 
with significance level 0.05. Due to the us-
ing data log, then the empirical model is 
formulated in the following regression equa-
tion: 

Log LOR = a + b1 Log BF + b2 Log OR  

 + e .....................................  (3) 

The result of regression model is revealed 
on Table 1 below:  
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Table 1: Regression Test and Model (Enter Regression Method) 

Variabel Coefficient Std.Error t Sig 

Constant         -2.325          .974        -2.386   .018 
Log BF           1.197          .179          6.681   .000 
Log OR           -.037          .047          -.796   .427 

R²  206  . 
Adjusted R²  .197   
F-value  22.576   
Sig  .000   

*Significant level 0.05 

 
Determination coefficient (R²) is 

measured how far the independent variables 
can explain the dependent variable. The Ta-
ble 2 revealed that the value of adjusted R 
square is 0.197 which means that 19.7% 
variation local original revenue (dependent 
variable) can be explained by the variation 
from the combination of independent vari-
ables that is others revenue and balance 
fund. The rest of 80.3% explained by the 
others factors outside of the model.  

The F-value is used to decide wheth-
er the regression model could be used to 
predict the dependent variable. Based on the 
empirical results of the F test, it can be seen 
that the F-value is 22.576 with the signifi-
cance probability 0.000. The regression 
model can be used to predict local original 
revenue because of the probability <0.05. It 
means that the independent variables of the 
research influence the dependent variable. 
Therefore, balance fund and others revenue 
at the moment influence on the local original 
revenue. So, it can be concluded that both of 
balance fund and others revenue affect the 
local original revenue.  

Based on the result of regression test 
on Table 2, it can be seen on the following 
discussion:  
1) Hypothesis 1a stated that balance fund 

positively influence on the local original 
revenue. Relate to the result of the re-
gression test, it proved that H1a sup-
ported by the finding of the research re-
sults that is the implementation of fiscal 

decentralization through component of 
balance fund positively influence on the 
increasing local original revenue. 
The result of the hypothesis testing 
shows that balance fund significantly 
influences on the local original revenue. 
It can be seen that the p-value 0.000 in 
the significance level 0.05. Coefficient 
is positive that it reflects the positive re-
lation between balance fund and local 
original revenue. It means that balance 
fund affect to the increasing of the local 
original revenue. So, it can be said that 
the increasing of balance fund is fol-
lowed by the increasing of local original 
revenue. In other word, local original 
revenue will increase if balance fund is 
increase.  
It indicates that local government in In-
donesia strongest dependent on the bal-
ance fund to increase their own revenue. 
It reveals that local government reliance 
on central government fund through 
balance fund to enhance local revenue. 
This result is consistent with the previ-
ous study that is Purwantoro (2007) and 
Yudani (2008). 

2) Hypothesis 1b stated that others revenue 
negatively influence on the local origi-
nal revenue. The result of the regression 
test can be said that H1b is not supported 
by the finding of the research results 
because of the implementation of fiscal 
decentralization through others revenue 
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component is not affect significantly on 
the increasing local original revenue. 
It can be seen on Table 2 reveals that 
others revenue is not influence signifi-
cantly on the local original revenue be-
cause of the p-value > 0.05. Coefficient 
of others revenue is negative that it re-
flects the negative relation between oth-
ers revenue and local original revenue. 
It means that others revenue is not af-
fect to the increasing of the local origi-
nal revenue.  
Although the hypothesis is not sup-
ported by this result, but the finding of 
this result is consistent with the previ-
ous study that is Yudani (2008) and 
Zhuravskaya (1999) found that Increase 
in the own revenues of the municipality 
is accompanied by decrease in “shared” 
revenues. 

 
In sum, it can be concluded that bal-

ance fund together with others revenue in-
fluence on the local original revenue. 
Meanwhile, balance fund is statistically 
strongest variable affects to the local origi-
nal revenue even though others revenue is 

not affect significantly. Transfer from cen-
tral government through balance fund hoped 
that regencies and municipalities in Indone-
sia can be independently and do not depend-
ing on central government by building up 
local original revenue. Therefore, regencies 
and municipalities have to effort by improv-
ing their own revenue in line with the spirit 
of local autonomy.  

 

Statistical Analysis of the Second Hy-

pothesis 
The purpose of this test is to test the 

influence between the independent variable 
(balance fund, others revenue, and local 
original revenue) to the dependent variable 
(public expenditure). Multiple regressions 
will be done simultaneously toward all inde-
pendent variable with significance level 
0.05. Due to the using data log, then the em-
pirical model is formulated in the following 
regression equation: 

Log LOR = a + b1 Log BF + b2 Log OR + 
b3 Log LOR + e  (4)  

The result of regression model is revealed 
on Table 2 below: 

 
Table 2: Regression Test and Model (Enter Regression Method) 
Variabel Coefficient  Std.Error t Sig 

Constant .275 . 509 .540  .590 
Log BF .807 .103  7.811  .000  

Log OR .034 .024  1.408  .161 
Log LOR .086 .039 2.203 .029 

R²  .400   
Adjusted R²  .389   

F-value  38.380   
Sig  000   

* Significant level 0.05 
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It can be seen that the value of ad-
justed R square is 0.389 which means that 
38.9% variation public expenditure (de-
pendent variable) can be explained by the 
variation from independent variables that is 
balance fund, others revenue, and local 
original revenue. The rest of 61.1% ex-
plained by the others factors outside of the 
model.  

Table 2 shows that the F-value is 
38.380 with the significance probability 
0.000. It can be seen that significance prob-
ability less than 0.05. Hence, the regression 
model can be used to predict public expendi-
ture because of the p-value < 0.05. It means 
that balance fund, others revenue and local 
original revenue simultaneously influence 
on the public expenditure. The empirical 
results on Table 3 can be concluded that all 
of the independent variables (balance fund, 
others revenue, and local original revenue) 
affect to the public expenditure.  

Based on the result of regression test 
on Table 3, it can be seen on the following 
discussion:  
1)  Hypothesis 2a sated that balance fund 

positively influence on the public ex-
penditure.  Relate to the result of the re-
gression test, it can be said that H2a 
supported by the finding of the research 
results that is the implementation of fis-
cal decentralization through component 
of balance fund positively influence on 
the public expenditure. 
On the Table 3 reveals the individual 
parameter significance which it shows 
each of the dependent variable affect to 
the independent variable. The signifi-
cance probability of balance fund is 
0.000. It means that public expenditure 
significantly influenced by balance 
fund. It can be seen that the significance 
probability < 0.05. The coefficient value 
is positive that it reflects the positive re-
lation between balance fund with the 
public expenditure. It means that of bal-

ance fund affect to the increasing of 
public expenditure.  
 So, it can be said that if balance fund 
increase then public expenditure in-
crease too. It means that regencies and 
municipalities in Indonesia allocate 
their revenue for public expenditure 
along with the increasing of balance 
fund. So, balance fund positively influ-
ence on the public expenditure. It indi-
cated that there is dependence on re-
ceipt from central government through 
transfers in regencies/municipalities in 
Indonesia. 
This result is consistent with the previ-
ous study that is Purwantoro (2007), 
Abdullah dan Halim (2004), and Kun-
coro (2007). 

2) Hypothesis 2b stated that others revenue 
positively influence on the public ex-
penditure. The result of the regression 
test can be said that H2b is not sup-
ported by the finding of the research re-
sults that is the implementation of fiscal 
decentralization through component of 
others revenue does not positively in-
fluence on the public expenditure. 
It can be seen that the significance 
probability of others revenue is 0.161. It 
means that others revenue does not sig-
nificantly affect to the public expendi-
ture because of the significance prob-
ability > 0.05.  
Although the hypothesis is not sup-
ported by this result, but the finding of 
this result is consistent with the previ-
ous study that is Ping et al. (2005) and 
Yudani (2008). 

3) Hypothesis 2c stated that local original 
revenue positively influence on the pub-
lic expenditure. According to the result 
of the regression test, it can be said that 
H2c supported by the finding of the re-
search results that is the implementation 
of fiscal decentralization through com-
ponent of local original revenue posi-
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tively influence on the public expendi-
ture. 
The significance probability of local 
original revenue is 0.029. It means that 
public expenditure significantly influ-
enced by local original revenue. It can 
be seen that the significance probability 
< 0.05. Beside that, the coefficient value 
is positive that it reflects the positive re-
lation between, local original revenue 
with the public expenditure. It means 
that local original revenue affect to the 
increasing of public expenditure. So, it 
can be said that if local original revenue 
increase then public expenditure in-
crease too. It means that regencies and 
municipalities in Indonesia allocate 
their revenue for public expenditure 
along with the increasing of their own 
revenue. So that local original revenue 
positively influence on the public ex-
penditure.  
The result of this study is consistent to 
the previous studies by Freinkman and 
Yossifov (1998), Zhuravskaya (2000), 
Fiva (2006), Mc Nab et al. (2005) 
Faguet (2004), and Abdullah dan Halim 
(2004). 

In sum, the result of the hypothesis 
testing shows that all of balance fund, others 
revenue, and local original revenue simulta-
neously influence on the public expenditure. 
The other side from the individual parameter 
significance, local original revenue and bal-
ance fund significantly influence on the pub-
lic expenditure even though others revenue 
is not influence. So, local original revenue 
and balance fund are statistically strong 
variable affects to the public expenditure 
although others revenue is not. It indicated 
that the large amount of revenue obtained by 
regencies and municipalities will be fol-
lowed by public expenditure. Therefore, 
transfer from central government through 
balance fund truly importance for regencies 

and municipalities in Indonesia to improve 
public service demand.  

Hence, the more autonomy local 
government has strong fiscal independence, 
the more public expenditure or the lower its 
preference for social welfare development. 
Public expenditures in local governments 
are directly proportional to the size of the 
financial power. Rather, it could be assumed 
that the fiscal decentralization level is pro-
portional to the public expenditure in Indo-
nesia. 
 

CONCLUSION 
This section contains the summary of 

the study. The first section is conclusion, 
limitation, and then implication. Recom-
mendation for the future research is pro-
vided in the final subsection. 

 

Conclusion 
From the descriptive statistical re-

sults, it can be concluded that the average of 
revenue of regencies and municipalities in 
Indonesia used for financing public expendi-
ture is 47%.  

Statistically, balance fund is signifi-
cantly affects to the local original revenue 
although others revenue is not affect signifi-
cantly. So, the increasing of balance fund is 
followed by the increasing of local original 
revenue. Therefore, regencies and munici-
palities have to effort by improving their 
own revenue in line with the spirit of local 
autonomy. This result is line with the previ-
ous study by Zhuravskaya (1999), Purwan-
toro (2007), and Yudani (2008).  

For the public expenditure, it can be 
concluded that the fiscal decentralization 
through the proxy of local original revenue, 
balance fund, and others revenue simultane-
ously influence on the public expenditure. 
Indeed, balance fund; others revenue; and 
local original revenue positively influence 
on the public expenditure although both of 
balance fund and local original revenue sig-
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nificantly affect to the public expenditure 
while others revenue does not significantly 
affect. So, the second hypothesis is proved. 
The result of this study in line with the pre-
vious studies by Freinkman and Yossivof 
(1998), Zhuravskaya (2000), Faguet (2004), 
Abdullah and Halim (2004), Ping et al. 
(2005), Mc Nab et al. (2005), Fiva (2006), 
Kuncoro (2007), Purwantoro (2007), and 
Yudani (2008). 

The conclusions have implications 
for the theory of decentralization: shifts in 
expenditures towards higher decentralization 
will not achieve the expected benefits with-
out a concurrent shift in control towards 
localities over how much revenue local gov-
ernments can collect. A decentralized sys-
tem is expected to be better respond to local 
preferences and needs and to promote com-
petition among local units in the provision 
of public goods and services. 

 

Limitation 
The primary limitation is the investi-

gation of local budget realization just for a 
single budget year rather than over several 
years. The researcher chose to limit its in-
vestigation to cross-sectional analysis be-
cause of the availability and completed data. 
These findings, no matter how statistically 
significant, would therefore have to be vali-
dated by time-series analysis. 

Secondly, the independent variables 
that the researcher incorporated into the 
model may be inadequate surrogates for the 
underlying conditions or circumstances that 
are intended to represent. For example, po-
litical competition, change in population, 
may influence on the fiscal instability.  

A third limitation is confining the 
study to the local government in Indonesia. 
The budget practices of local government 
will undoubtedly be influenced by the politi-
cal, ethical, demographic factor and eco-
nomic factors that differ from regency to 

regency and which are not captured by this 
study. 
 

Recommendation 
In accordance with the local finance 

theory, the most important basis of fiscal 
decentralization is efficiency. Fiscal decen-
tralization can contribute to the demand of 
public service development from society on 
a dynamic aspect. Means that the govern-
ment must control their revenue for public 
service spending rather than apparatus 
spending in order to fulfill public account-
ability and also support public demand.  

Future studies should be followed by 
utilizing the latest data and information 
which are accumulated since 2006 for the 
better understanding of the detailed policy 
effects of fiscal decentralization. At the 
same time, the effects of fiscal decentraliza-
tion on more specific spending of local self-
governing entities need to be assessed. 
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