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Indonesia Case Study: 1999-2004

Political and Administrative Issues

« What has been devolved to local government?

« Why have so many new local governments been formed?
 Executive-legislative collusion, competition, or cooperation?
Impact on Regional Economic Development

 Has basic public service delivery improved, even with MSS?
« What has been the impact on regional investment?

* Is the government achieving its fiscal equalization objective?
Impact on Fiscal Sustainability

« Have local governments become more fiscally autonomous?
« How has the composition of OSR changed?

« What has been the role of central government line ministries?
= Amendments to Law 22/1999 and Law 25/1999? ‘
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Indonesia Case Study: Impact On
Regional Economic Development (1)

Billions of Rupiahs

Development and Routine Expenditure - Local Level
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Indonesia Case Study: Impact on
Regional Economic Development (2)

Development Spending - Cities (2004)
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Indonesia Case Study: Impact on
Regional Economic Development (3)

Composition of the transfers to local governments
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Indonesia
ase Study:
Achievement
Of Fiscal
gualization
bjective (1)

TABLE 2 : DAU per capita 2002 - 2003

Province (including

DAU/population (million Rp)

districts and
municipalities) 2003 2003
484.05 4g9.74
315.03 344,16
46024 520.29
468,56 382.45
50831 554.91
295.03 316.88
485.02 569.81
284.38 31835
77.68 73.00
191.58 563.05
266.82 335.63
418.84 458.65
251.64 273.19
450.67 525.01
355.16 389.23
Musa Tenggara: East s27.84 620.07
P West 437.97 512.48
P Central 650.19 807.68
i South 22355 54531
i East 245.21 457.65
Sulawesi
Sulswesi: North S7L.87 585.33
Sulawesi: Central 600.38 655.29
Sulawesi: South 426.35 483.77
Sulawesi: South East 593.67 755.03
Malukuy 584.84 806.62
Irian Jaya 1,192.37 1,490.65
2002 -
@ Highest Irian Jaya Rp 1,192.27
@ Lowest : DK Jakana :Rp 7768
Tahun 2003
@ Highest : Irian Jaya : Rp 1,490.65
& Lowest DKl Jakarta Rp 73
@ Ratio : HighestLowest 204
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TABLE 2 : DAU per capita 2002 - 2003

districts and (million Re)
municipalities) 2002 2003

Sumatra
Sumatra: Dista Aceh 484.05 489.74
Sumatra: North Sumatra 315.03 344.16
Sumatra: West Sumatra 460.24 520.29
Sumatra: Riau 468.96 382.45
Sumatra: Jambi 508.31 564.91
Sumatra: South Sumatra 295.03 316.88
Sumatra: Benglulu 485.02 569.81
Sumatra: Lampung 284.38 318.25
Java
Java: DKT Jakarts 77.68 73.00
Java: West 191.58 563.05
Java: Central 266.82 339.63
Java: DI 418.89 458.65
Java: East 251.64 273.19
Bali 490.67 525.01
MNusa Tenggara

53 355.16 383.23
MNusa East 527.84 640.07

lis West 437.97 512.48

Central 650.13 B807.68
lis South 443.59 545.31
East 449.21 457.65
Sulawesi
Sulawesi: MNorth 571.87 585.33
Sulawesi: Central 500.38 6£55.29
Sulawesi: South 426.35 483.77
Sulawesi: South East 593.67 755.03
Maluku 584.84 B06.62
Irian Jaya 1,192,237 1,490.65
Irian Jaya Rp 1,192.27
: DKl Jakarts Rp 7768

- Irian Jaya
DK Jakarta
Highest/L owest




Indonesia Case
Study:
Achievement

f Fiscal
Equalization
Objective (2)

TABLE 3 : Local Revenue per Capita 2002

G

districts and APBD revenue/ s
municipalities) (in million Rp)
Sumatra
Sumatra: Dista Aceh 1,219.62
Sumatra: MNorth Sumatra 474.85
Sumatra: West Sumatra 640.08
Sumatra: Riau 2,027.54
Sumatra: Jambi 685.82
Sumatra: South Sumatra 461.95
Sumatra: Benghkulu 575.56
Sumatra: Lampung 383.41
Java
Java: DKT Jakarta 5395.45
Java: West 320.48
Java: Central 356.13
Java: DI 582.50
Java: East 378.95
Bali 952.42
Nusa Tenggara
MNusa Tenggara: West 476.61
MNusa Tenggara: East 622.16
West 574.02
Central 1,065.17
South 663.27
East 1,746.75
Sulawesi
Sulawesi: Morth 674.51
Sulawesi: Central 714,20
Sulawesi: South 569.51
Sulawesi: South Fast 705.99
Malbuku F34.41
Irian Jaya 2,260.10
Irizn Jaya Rp 2,260.10
DKl Jakaria Rp 32048
highest/lowest 7.05
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TABLE 3 : Local Revenue per Capita 2002

i - Gi i APBD / i
districts and — .
municipalities) (in million Rg)
: Dista Aceh 1,215.62
: North Sumatra 474.85
: West Sumatra 640.1
: Riau 2,027.54
: Jambi 685.82
: South Sumatra 461.95
: Benglkulu 575.56
: Lampung 383.41
DKI Jakarta 935.45
West 320.48
Central 356.13
DI Y¢ 582.50
Java: East 378.99
952.492
Nusa Tenggara
lusa Tenggara: West 476.61
Musa Tenggara: East 622.16
West 574.02
Central 1,065.17
South 663.27
East 1,746.75
Sulawesi
Sulawesi: North 674.91
Sulawesi: Central 714,20
Sulawesi: South 565.51
Sulawesi: South Fast 705.99
734.41
Irian Jaya 2,260.10
: Irian Jaya :Rp 2,260.10
: DKl Jakaria :Rp 32048
* highsstlowsst 705




Indonesia Case Study:
Impact On Fiscal Sustainability (1)

Relative importance of the transfers from the center and own
source revenue
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Indonesia Case Study:
Impact On Fiscal Sustainability (2)

TABLE 1:
Percentage of Prefectures /Municipalities Distribution Based on
Elements of Budget Shares to Total Local Budget (APBD), Year 2002

Last Year m Tax Shared- HNon-Tax General Routine Development
Budget Revenue Revenue Shared- Allocation §Expenditure | Expenditure
Surplus Revenue Fund

I share = 10% 83.7% 87.1% 80.4% 86.0% 3.7% 4.9% 10.9%
10% = share = 20% 11.5% 10.9% 9.7% 4.9% 0.9% 0.0% 16.6%
20% = share = 30% 4.0% 1.4% 0.9% 26% 2.6% 0.9% 31.8%
30% = share = 40% 0.9% 0.3% 0.0% 3.4% 4.0% 2.3% 221%
40% = share = 50% 0.0% 0.0% 0.0% 2.0% 2.3% G.3% 9.5%
20% = share = G0% 0.0% 0.3% 0.0% 1.1% 3.7% 9.5% 5.3%
G0% = share = 70% 0.0% 0.0% 0.0% 0.0% 132.3% 221% 2.3%
I 70% = share = 80% 0.0% 0.0% 0.0% 0.0 24 9% 31.5% 0.9%
I share = 80% 0.0% 0.0% 0.0% 0.0 45.6% 22 6% 0.0%
TOTAL 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

18
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TABLE 1:
Percentage of Prefectures /Municipalities Distribution Based on
Elements of Budget Shares to Total Local Budget (APBD), Year 2002

Last Year m Tax Shared- HNon-Tax General Routine Development
Budget Revenue Revenue Shared- Allocation §Expenditure | Expenditure
Surplus Revenue Fund

I share = 10% 83.7% 87.1% 80.4% 86.0% 3.7% 4.9% 10.9%
10% = share = 20% 11.5% 10.9% 9.7% 4.9% 0.9% 0.0% 16.6%
20% = share = 30% 4.0% 1.4% 0.9% 26% 2.6% 0.9% 31.8%
30% = share = 40% 0.9% 0.3% 0.0% 3.4% 4.0% 2.3% 221%
40% = share = 50% 0.0% 0.0% 0.0% 2.0% 2.3% G.3% 9.5%
20% = share = G0% 0.0% 0.3% 0.0% 1.1% 3.7% 9.5% 5.3%
G0% = share = 70% 0.0% 0.0% 0.0% 0.0% 132.3% 221% 2.3%
I 70% = share = 80% 0.0% 0.0% 0.0% 0.0 24 9% 31.5% 0.9%
I share = 80% 0.0% 0.0% 0.0% 0.0 45.6% 22 6% 0.0%
TOTAL 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
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Indonesia Case Study:
Impact On Fiscal Sustainability (3)

% of total

Composition of Local Revenue
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Indonesia Case Study: Post-2004 Update

Oct. 2004: Amendment to Law No. 22/1999 (regional autonomy) - No.
32/2004 and Law No. 25/1999 (regional finance) - No. 33/2004

Many of the political and administrative issues have been addressed, but
central government deconcentration spending has increased rapidly

Earlier trends have continued regarding negative impacts on regional economic
development, fiscal sustainability, and fiscal equalization (see following slides)

Administration the largest spending item of sub-national governments,
crowding out social services and economic infrastructure spending

Despite much more revenue, there is a severe pipeline (disbursement) problem
for local governments due to administrative problems, absorptive capacity
limits, and fear of misuse of funds

Own source revenue still < 10% of total revenue for most local govts.

General Allocation Fund (DAU) allocations have increased substantially, with
> half for full coverage of sub-national salaries, diluting the equalization effect
of the fiscal gap formula 2
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Indonesia Case study: Impact On
Regional Economic Development (1)

Table 7.2 Spending at the sub-national level by sector, 2004

%)
5
78
Haalth T 7
Mining 155 1 74 i] 353 a
Trada, MED, FCS 479 1 531 1 1,150 1
Govermment
Apparatus and 12337 s 35529 o 47 B55 32 613 2 43 460 26
SUpervsion Sector
Manpower Sector 436 1 457 o BFa 1 177 1 1055 1
Mational Deferse
o o o o a o 00 1 400 a
and Security Sector
Ermdronmeant and
519 2 133 1 1,852 1 14E L1} 2000 1
Spatial Flanning L
Infrastructure a3 5 17147 14 25458 17 14,095 43 IFEE6 pr
Others 1359 4 1728 1o 13127 =} 4. 158 13 17254 9
Total 31I-ID4 100 1 1BE9 100 151E 100 3&? 11040 13_3 201 7040

Fource World Bank staff clcubbon baesd on SKD and OG Treasury data: (MoF ).

Mote NED = Mational Business Desslopment, S = Finance and Cooperative Sectors. Others. category includes pensions, subsidy o subsidiany
regions and other cbtegory. To avcid double counting the nubsidy to subsidiary regions of the provinos is excluded. * = Preliminary figures ffom
DG Treamory, MaoF.
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Table 7.2 Spending at the sub-national level by sector, 2004
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DG Treamory, MaoF.



Indonesia Case study: Impacton
Regional Economic Development (2)

Figure 7.2 Sub-national revenue before and after decentralization
Frovince
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B Crwn Source Fovenua B S Tans
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Source World Bank staff cloubbon bamed an BPS data and SED MoF.
Motz Dot in real terms (1954 price = 1000 * = Planned budget ** = Estimated budget
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Figure 7.2 Sub-national revenue before and after decentralization
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Indonesia Case Stuay:
Impact On Fiscal Sustainability

Table 7.3 Sub-national government revenue, 2005

Shased Tames 9312

has o £,190
AL 8,181
DK 15
Diher Ravenue 4,350
Total Revenue 56,973

i

Share (%)

Kabupaten/Kot

Amount {Rp ba) Share /)

183 15,122 e

g 17488 2 J

161 79843 55.5

an 4628 ks

75 13,196 0.2
142, B07

Source World Bank staff calodation bamed on SIKDE, MioF.

Figure 7.3 The composition of the DAU pool

140

130

Ap. trillion

o B8 88

005 006

= Hold Harrmibass

Source: Workd Bank staff calculation based on SIKDHWoF and BPS
Note Data for kebupatersota DAL pool only and inireal S=ms { 2005 price = 100D

28



2888sen: g6

GORONYOD -

DaNeqEdtep eqgqEdonpdodesaed g€ coodeepady

Table 7.3 Sub-national government revenue, 2005

Shased Tames 9312

has o £,190
AL 8,181
DK 15
Diher Ravenue 4,350
Total Revenue 56,973

i

Share (%)

Kabupaten/Kot

Amount {Rp ba) Share /)

183 15,122 e

g 17488 2 J

161 79843 55.5

an 4628 ks

75 13,196 0.2
142, B07

Source World Bank staff calodation bamed on SIKDE, MioF.

Figure 7.3 The composition of the DAU pool

140

130

Ap. trillion

o B8 88

005 006

= Hold Harrmibass

Source: Workd Bank staff calculation based on SIKDHWoF and BPS
Note Data for kebupatersota DAL pool only and inireal S=ms { 2005 price = 100D

29



Indonesia Case Study: Achievement Of

Fiscal Equalization Objective

Table 7.9 Fiscal inequality before and after decentralization

Province: Co¥
PCOSR 155
PC 0SR-S0 124
After transfier ...

PC 0SR-S0 TAX) 135
PCOER-+ S0+ TAN -+ DAL DA 0ES
PC Total Revenua DE3
PC (Total Revenue-SIDA) D.E2
PC(Total Pevenue-TAX) 0rs
Kabupaten¥ota:

PCOSA 370
PC 0SR-S0 260
After transiar ..

PO 0SR-S0+ TAX) 155
PCOOER-+ S0 TAX -+ DALH-DAK) 07

PC Total Reveniue

PC (Total Revenue-SDW) o8
PC (Total Revenue-TAX) 0I7

Gind
048

o5l

(=01
b
kd

&

038

Q35
036
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LA
W
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Ln
L
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031

CoV
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153
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ST

I
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bl
L
"]

208
055
[l=
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035

=]
'
W

=]
in
w

=1~
' Ln
w i W

CoV
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113
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104
DAas

Gind
042
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MEL]
D44
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03B

Spuree World Bank staff caloulations bamed an SKD-MoF and BPS

Moter OS5 =Crwer-sources reeenes, SDG=Matural Besource Shared Revenue, TAX=Shared Tax Reyenue.
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Table 7.9 Fiscal inequality before and after decentralization

1999 2002 2004
Province: Co¥ Gind CoV Gind CoV Gl
PCOSR 155 048 142 0AS 124 042
PCIDER+S0W) 124 051 141 053 1.3 LY
After transfier ...
PCIOER+ S0 TAN) 135 052 153 055 139 052
PCIDER+ S0+ TAM+DALH-DAED 0ES 0.38 1.07 D44 0.97 D39
P Total Revanue DES 03B 105 043 105 D.A4
PC (Total Revenue-SIA) DE2 a3s 109 041 1.04 D42
PC (Total Rewvenue-TAX) 0.5 036 =g 0AZ Das D38
Kabupaten¥ota:
PCOSA 370 055 140 049
PCIOSR+S0W) 260 D55 53 s
After transiar ..
PO 0SR-S0+ TAX) 155 047 08 ES
PO DSRS0+ TAX -+ DALH-DAED) g 0.31 0.5 039
PC Total Reveniue 95 039
PC (Total Revenue-SIW) o8 a3o0 D56 o032 D65 D32
P (Total Bevenue-TAX) o7 031 0965 040 034 D35
Spwrce World Bank staff caloulztions bamed an SKD-MoF and BPS 31

Moter OS5 =Crwer-sources reeenes, SDG=Matural Besource Shared Revenue, TAX=Shared Tax Reyenue.



