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Abstract 

 

This research is conducted to examine  the influence of vertical fiscal imbalance 
and fund decentralization variable on capital expenditure public service of autonomous 
regions using explanatory research. 

The conclution of this research is fiscal  decentralization policy has made 

autonomous regions increasingly dependent on decentralization fund of central 
government for expending of cost and capital expenditure public service. The Increasing 

of vertical fiscal imbalances coefficient proven that give the significantly positive 

influence on capital expenditure public service. This is show that the increasing of 
capacity ability fiscal autonomous regions for expending of cost and also capital 

expenditure public service autonomous regions. Fund decentralization significantly 

positive influence on capital expenditure public service of the autonomous regions  
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I.  INTRODUCTION 

Empirically that the amount of development expenditure from year to year 

increased, though the allocation expenditure for every sector has variation. Development 

expenditure every regions is an investment. According to Brata (2003) that The sector 

investment are grouped into three sections, they are economic infrastructure development 

investment, human resource development investment or public social sector investment 

and also publik sector investment other. The conclusion of her research also show that 

generally java regions has allocation public sector investment for infrastructure smaller 

than another regions.  

Based on some consideration and idea mentioned, so the problem of this research is 

“whether vertical fiscal imbalance and fund decentralization’s influence on capital 

expenditure public service of autonomous regions?” 

The Purpose of this research is to investigate and assess the influence of fiscal 

imbalance and fund decentralization on capital expenditure public service of autonomous 

regions.This research is focused on assessing the impact of the central government to 
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transfer the balance fund in an attempt to close vertical fiscal imbalance, and also the 

influence on capital expenditure public service of autonomous regions.  

This research was conducted with a quantitative approach to assessing fiscal policy 

in the balance fund. This research is expected to be useful for maker policy in region 

financial management, especially the central government, local government, academia, 

researchers and other parties related to fiscal policy 

 

II. LITERATUR REVIEW 

 

2.1 Fiscal Decentralization Policy 

 Conceptually the government system changes from centralistic to decentralistic, 

which began in the budget year 2001 (January 2001), the consequence is needed to 

change of approach in the regions financial management, especially on the fiscal 

management. Financial balance policy between central government and local also need to 

adjust with autonomous regions concept, it is implementation of fiscal decentralization  

 To ensure the good connection central-local financial, then it should be given the 

division of rational authority from some level of government about dig resources fund 

government and authority user, presenting an adequate part from sources of funds public 

funds as a whole to finance deploy functions provision services and development 

organized by the local government; as far as possible dividing government expenditure 

equally between regions, or at least giving priority to balance serving of certain basic 

needs as well as taxes and retribution imposed local government should be in line with 

the fair distribution of the overall burden of government spending in the community 

 

2.2  Vertical Fiscal Imbalance 

 Vertical fiscal imbalance showed the differences capacity / potency and 

necessary fiscal between central government with the lower level of government (Hamid, 

2005). Conventionally Vertical fiscal imbalance describe as an imbalance between 

expenditure and revenue at different levels of government over the period of time 

(Ruggeri, 1993).According to Jacson and Wu (2001), vertical fiscal imbalance (VFI) is 

based on incompatibility in the structural budget balance between the level of federal 

government with the provincial governments. Vertical fiscal imbalance can occur because 

inconsistent of the distribution of sources of revenues between the central government 

and provincial with the distribution of expenditure responsibilities.   

 Vertical fiscal imbalance region can be seen by the magnitude of coefficient of 

vertical fiscal imbalance between 0 till 1. The lower of the coefficient, then the higher 

vertical fiscal imbalance which means the regions is increasingly dependent on the central 

government. Conversely the greater of the coefficient vertical fiscal imbalance indicates 

more independent these regions in finance expenses (Hamid, 2005). 
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2.3 The Influence Of Fund Decentralization On Capital Expenditure Public 

Service  

Specific research to assess the policy of decentralization of funds against capital 

expenditure public services has not been much research. Generally the researchers assess 

the influence of the policy of fund decentralization on local government expenditure. This 

is consistent theory of allocation of public goods provision by the government in a way to 

maximize the expenditure budget for the necessary of public goods, including capital 

expenditure public service regions. 

Gemmell, Morrissey and Pinar (1998) reported that the fund decentralization 

influence on expenditure is greater than revenue. The results of the research prove that the 

fund decentralization policy applied in England and Wales gave rise to the impact of fly-

paper effect. Other researchers who studied the influence of fiscal decentralization on 

regional necessary expenditure in the United States by Gamkhar and Oates (1996), 

Legrenzi and Milas (2001) and Gorodnichenko (2001). 

               

III. RESEARCH METHODS 

In general, this research used explanatory research. The research focused on  the 

Regional Government Budget (APBD), especially in terms of revenue and expenditure 

APBD on Region and City in East Java province after the enactment of UU No. 22 of 

1999 and UU No. 25, 1999 which was replaced by UU No. 32 of 2004 and UU No. 33 of 

2004. The data used in this research is secondary data sourced from the Bureau of the 

Finance Secretariat of the Province of East Java, the Central Bureau Statistics Agency 

(BPS) East Java and in each region and city. 

The definition of operationally research is structured: 

 

a. Fund Decentralization (DD) is a financial transfer in the form of equalization funds 

from the central government to the autonomous regional government in the form of 

Revenue Sharing Fund Tax and Non-Tax (BHPP), General Allocation Fund (DAU) 

and Specific Allocation Fund (DAK). The amount of equalization funds is 

expressed in units of billion rupiah. 

b. Vertical fiscal imbalance variable (KFV) represent disparity between the capacity / 

potency fiscal and the necessary fiscal of the central government with the lower 

levels of government (in this research is the region and city governments). 

Measuring the vertical fiscal imbalance using the formula of the Shah and Qureshi 

(1994), Hunter (1977) and Hamid (2003) as follows: 

 

  




 ++
−=

EXP

BHPPDAKDAU
KFV 1  

 

in wich : 

KFV is coefficient vertical fiscal imbalance of autonomous regional 

DAU is general allocation fund for period after autonomous  

DAK is specific allocation fund for period after autonomous 

BHPP is revenue sharing fund tax and non-tax  
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EXP is total region expenditure in APBD  

 

c. Capital Expenditure Public Services (BMPP) is the realization of capital 

expenditure on the part of public services based on the budget each autonomous 

region. The amount of capital expenditure public service is expressed in units of 

billions of rupiah. 

 

  Test analysis of this research using Eviews program. Model equality of this 

research refers to the research model Langoday (2006) and Hamid (2003). The model 

equations to estimate the influence of Vertical fiscal imbalance variable (KFV) and 

Decentralization Fund (DD) on Capital Expenditure Public Service (BMPP) in regions 

and cities formulated: 

  

��������   =   β



 + β
�

 ��. + β
�

 �����  . 

In wich :   β0   is a constant, β1 ,  β2  s the regression coefficient.  

 

IV.   RESULTS AND DISCUSSION 

Analysis result of the influence of vertical fiscal imbalance coefficient and fund 

decentralization on capital expenditure public service autonomous regions can be seen in 

Table 4.1. Analysis result of the influence of vertical fiscal imbalance and fund 

decentralization variable (KFV) on capital expenditure public service autonomous regions 

(BMPP) has a coefficient of determination (��) of 0.4760. That is, the fund 

decentralization variable (DD) and the coefficient of vertical fiscal imbalance (KFV) is 

able to explain the capital expenditure public services variable (BMPP) amounted to 

47.60 percent, while the remaining 52.4 percent is explained by other variables outside 

the model equations 

 

Table 4.1 

The Influence Coefficients Vertical Fiscal Imbalance and Fund Decentralization on 

Capital Expenditure Public Services 

 

 

Variabel Coefficients   r
2 

 

t Sig Description 

Konstanta -34068958     

KFV 1.81E+08 0.0688 6.028698 0.0000 *   Signifikan 

DD 0.196474 0.3481 10.76016 0.0000 *   Signifikan 

R Square (R2)     =   0.4760 

T tabel                =   1.960 

α                         =    0.05      

Source: Secondary Data Processed (2008) 
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The model equality based on the results of the above analysis are: 

����  =   −��
����� +  �. ��� + 
� ��� +  
. ������      (4.1) 

                  t                     -3.600472           6.028698                   10.76016 

                 R2           =     0.4760              r  = 0.262                   r  = 0.590 

               Prob.              0.0004              0.0000                        0.0000 

  

This research shows that the magnitude of the coefficient beta coefficient vertical 

fiscal imbalance againts capital expenditures public services at 1.81E + 08, with a 

probability of 0.0000. This implies that the coefficient vertical fiscal imbalance variable 

positive and significantly influence on capital expenditure public service autonomous 

regions. Efforts to increase the coefficient of vertical fiscal imbalance followed by an 

increase in capital expenditure public services significantly. Increasing the value of the 

coefficient of one percent will increase capital expenditure public services at 1.81E + 09 

percent. The value of the coefficient of inequality vertical fiscal autonomous region and 

cities in East Java during the research were an average size of 23.9 per cent in 2003, 

dropped to 20 percent in 2004, 17.9 percent in 2005, and dropped to 10.2 percent in the 

year 2006. this means an average of autonomous local government finance is only able to 

finance the public service activities of government and community development of the 

ability itself is only about 18 percent of total necessary fiscal expenditure that exist, the 

remaining 82 percent of the necessary fiscal of the regions still relies on financing from 

fund decentralization. The average size of the capital expenditure public services to the 

expenditure of autonomous regions can be seen in Figure 4.2. 

 

 

Figure 4.2 

An average ratio of capital expenditure public service regions 

against expenditure of autonomous regions 

Source: Capital Expenditure Public Service and Processed 

 

 

81.503.452,29
52.581.311,97 45.435.210,13

92.966.208,92

394.563.641 389.331.283
406.666.135

556.543.643

0

100.000.000

200.000.000

300.000.000

400.000.000

500.000.000

600.000.000

2003 2004 2005 2006

(D
a
la

m
 J

u
ta

)

Tahun



 6

V. CONCLUSIONS AND RECOMMENDATIONS 

 Fund decentralization policy proved to have made an autonomous regions 

increasingly dependent on transfers from the central government to finance its 

expenditure, including capital expenditures public services. The increase in the 

coefficient of vertical fiscal imbalance proven to provide significanly positive effect on 

capital expenditure public service regions. It indicates that the increasing ability of 

autonomous local fiscal capacity to finance expenditure, will also increase the capital 

expenditure public service of the autonomous regions. Improving the ability of 

autonomous local fiscal capacity to do, if the policy changes in the system of state 

revenue and taxation management for autonomous regions. 

 Fund Decentralization positive and significantly effect against capital expenditure 

public service of the autonomous regions. This indicates that the increasing fund 

decentralization transferred from the central government for the autonomous regions and 

city, also increase the capital expenditure public service of the autonomous regions. 
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