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FOREWORD

In recent years, the Government of Indonesia has indicated a resolve to undertake measures to
make local governments assume an increasingly important role in the provision of public services. To
guide this effort, a comprehensive look at the existing structure of intergovernmental fiscal relations in
Indonesia is in order. This discussion paper represents a collaborative undertaking of the Policy Research
Department and the East-Asia and Pacific Country Department III to present an analysis of the fiscal
system in Indonesia to guide policy discussions.

The paper describes and assesses intergovernmental fiscal relations in Indonesia, and outlines
options for reform. The discussion encompasses issues in all major aspects of fiscal relations between
the national and subnational governments: expenditure assignment; tax assignment; intergovernmental
transfers; reform of subnational taxes and user charges; subnational government borrowing; the
framework for planning, budgeting and implementation; and development of subnational government
institutional capacities. The focus is on systemic issues of reform. The paper's objective is to present
an analytical framework to guide the reform of the intergovernmental fiscal system, and, using that
framework, sketch out a broad agenda for fiscal decentralization and development of subnational
government financial and institutional capacities. The paper does not seek to develop detailed
recommendations for decentralization for individual sectors or public services.

Public officials and readers interested in the reform of fiscal systems in developing countries
should find this paper useful.

Lyn Squire
Director, Policy Research Department
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EXECUTIVE SUMMARY

The Need for Fiscal Decentralization

An important dimension of the changing role of government in Indonesia is the need to make
local governments shoulder greater responsibilities in the provision of public services. A key element
of this effort is the reform of intergovernmental fiscal relations, involving the decentralization of
government expenditure and revenue authority. Fiscal decentralization can contribute to more efficient
provision of local public services by allowing a better matching of expenditures with local priorities and
preferences. Accountability is promoted through a clearer and closer linkage of the benefits of local
public services with their costs. These considerations are especially relevant in a large and diverse
country such as Indonesia. Increased local fiscal autonomy could also be instrumental in mobilizing more
revenues from local sources, and thus could contribute to improving the country's overall fiscal position.
More broadly, decentralized decision-making enlarges possibilities for increased local-level participation
in development.

Both the need and opportunities for decentralization tend to increase with economic development.
On the one hand, devolution of expenditure responsibilities to local governments tends to become
increasingly necessary as the expansion of public services strains the financial and institutional capacities
of the central government. At the same time, as some common minimum public service standards are
met, and as incomes rise, differential local needs and preferences, which local authorities are better
placed to assess and respond to, become an increasingly important factor shaping the further development
of these services. On the other hand, opportunities for decentralization expand with growth in local
institutional capacities. The learning involved in shouldering increased responsibilities itself contributes
to the development of local institutions. Increasing recognition of the benefits of an appropriate
assignment of fiscal responsibilities to local governments is reflected in a recent rash of national
commissions and studies on the reform of central-local fiscal relations (examples are recent studies on
Argentina, Brazil, China, Colombia, Hungary and Russia).

In Indonesia as well, the Government has been following a policy of gradual fiscal
decentralization, a policy reconfirmed in the President's 1992 Budget Speech and the New State Policy
Guidelines, (Garis-Garis Besar Haluan Negara (GBHN)) and reflected in an important new Regulation on
regional autonomy issued in 1992 (PP45). Centrally-directed, "blanket" nation-wide programs of public
service development followed thus far have been instrumental in achieving the national goal of ensuring
that certain basic infrastructure and social services are available throughout the country. However, the
Government recognizes that once such primary needs have been met, it will become increasingly difficult
to design national programs that are equally relevant everywhere in such a vast and varied country as
Indonesia. Effectively meeting the increasingly differentiated local needs-in infrastructure, social
services, research and extension-will require local solutions. For example, there are already instances
of standardized water supply and road designs promoted under centrally-directed programs failing as a
result of being ill-suited to meet the widely divergent local service needs and conditions. In some areas,
the facilities provided, e.g., health services, have been underutilized. Besides the need to pay increasing
attention to differences in local requirements and priorities, a move toward decentralization of public
service responsibilities is called for as the focus of public service provision evolves from meeting some
physical targets for service access to improvements in service quality (e.g., in education).
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Simnilarly, greater local participation will be important to the succ ss of government efforts to
reduce poverty further. As aggregate poverty has declined in Indonesia, a progressively larger proportion
of the remaining poor has been concentrated in harder-to-reach pockets of poverty, in the Eastern Islands
and in parts of lava. This implies an increasingly important role for targeted interventions in poverty
reduction. Local government involvement in the design and implementation of such interventions is
crucial, to ensure that the public services that are provided match the needs of the local poor and do in
fact reach them.

Issues in reforming intergovernmental fiscal relations can be classified into five areas:
appropriate assignment of expenditure responsibilities between the central and regional governments';
increasing regional government revenues, bringing them closer in line with regional expenditure
responsibilities; establishing an appropriate system of transfers and loan finance to bridge the gap between
regional government expenditures and revenues; adapting the framework for planning, budgeting and
monitoring; and enhancing regional government institutional capacities. Fiscal decentralization in
Indonesia faces challenges in all these respects: the degree of centralization of expenditure responsibilities
is relatively high; local governments are heavily dependent on financial support from the Center, being
able to finance only a small fraction of their spending from own revenues; the structure of central
financial support could be improved to align it better with efficiency and equity objectives; the planning
and budgeting system needs to allow greater scope for local decision-making, while arrangements for
monitoring local operations need to be made more effective; and local government institutional capacities
in general need to be enhanced. The Government has been taking steps to address some of these issues.
A phased approach to decentralization is appropriate, as it allows time for the build-up of requisite local
capacities, but needs to be underpinned by a longer-term strategic overview of the reforms needed in the
various aspects of central-local fiscal relations and of linkages among them in order to avoid piecemeal,
uncoordinated efforts. A well-managed process of delegation of responsibilities to subnational
governments can strengthen, rather than weaken, the bonds of national union, by making government as
a whole more responsive to local needs and aspirations.

This report attempts to provide a comprehensive overview of issues in fiscal decentralization
in Indonesia, encompassing all the areas identified in the preceding paragraph, and sets out a framework
within which specific individual steps could be formulated and implemented. The main themes and
conclusions of the report are summarized here. More specific findings and recommendations are outlined
in the attached matrix.

Assignment of Expenditure Responsibilities

Over the years, the Indonesian Government has assigned increased responsibilities to local
governments in the provision of public services. The 1987 Government policy statement on urban
development declared the provision of urban infrastructure a largely local responsibility. Where service
provision is a shared central and local responsibility, attempts have been made to clarify roles, as through
regulations pertaining to health and public works issued in 1987. Nonetheless, overall, the distribution
of responsibilities for public service provision remains highly centralized in Indonesia. An indicator of

Regional or subnational governments in Indonesia include: 27 provincial governments (Level 1); 297
districts (Level 11); 3,837 sub-districts; and some 67,000 urban and rural villages.
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this is the share of Central Government in total government expenditure in Indonesia, which is high by
international standards. In Indonesia, in 1990/91, 76% of total governmer' expenditure was undertaken
directly by the Center, and another 8% was effectively controlled by the Center through the conditionality
of its transfers to local governments. Even for the remaining 16% of expenditure, the Center exercises
some influence through its planning and budget approval process. In contrast, in China for example,
which is also a unitary state, direct spending by the Center accounts for only about 40% of total
government spending, central conditional transfers another 10%, and, for the remaining 50%, central
control is virtually non-existent. Also, notwithstanding past efforts by the Indonesian Government, the
distribution of responsibilities remains less than clear for many services, with the result that, on an ad
hoc basis, de facto distribution of expenditure responsibilities can diverge substantially from de jure
distribution. This remains the case with some urban services, while much of social service provision
continues to be characterized by fairly complex joint responsibility arrangements.

Efficient provision of local public services, such as basic health and education, local roads,
urban water and sanitation, calls for the responsibility for these services to be vested as much as possible
in local governments (reasons include closer attention and responsiveness to local needs and preferences,
greater accountability of service providers, elimination of multiple administrative layers, inter-
jurisdictional competition and innovation). An important condition for this is that local governments
possess requisite institutional capacities. Spatial externalities-spillout of benefits/costs of services
provided by one local jurisdiction to others-which could lead local authorities to under/over-provide
these services can be addressed through appropriately designed central transfers. On the other hand,
services whose benefits are national in scope, such as defense, foreign affairs, and national transport
networks, need to be provided centrally. Likewise, services involving significant economies of scale,
such as major water supply and power distribution networks, require large jurisdictions for cost-effective
provision. Also, there are some policy functions that can be performed effectively only at the national
level, such as economic stabilization and preservation of an open domestic market. Redistribution
(equity) policies can also be pursued effectively only at the national level-a local jurisdiction that
attempts redistribution is likely to drive out the rich. However, while the Center needs to assume the
dominant role in the overall pursuit of equity, involvement of local governments in implementing specific
programs is essential to tailor them to local conditions, such as effective targeting of poverty alleviation
programs.2 Similar considerations of effective central-local partnership apply to the distribution of
emerging government responsibilities in environmental management. It pays to review the assignment
of functions and finances to different levels of governrnent periodically, as several countries have found
to their advantage.

In Indonesia, Law No. 5 of 1974 provides the umbrella legal framework guiding the
distribution of responsibilities between levels of government. Specific regulations to implement this
legislation have been slow in coming. Regulation No. PP45 promulgated in 1992 represents a major
attempt to chart a more clearly defined course for the process of decentralization, and to accelerate this
process. By this Regulation, the focus of further devolution of responsibilities would be Level II

2 The role of local governments in the effective implementation of poverty alleviation programs was
underlined by President Suharto in his 1992 Budget Speech: "---poor people live inside pockets of poverty
that are scattered all over the regions. For this reason, therefore, the best strategy is to grant greater
responsibility to the Regional Government and local community on how to deal with this problem. In this
respect, the Level-II Region acts as the spearhead in our great struggle to free our less fortunate Brothers
and Sisters from poverty."
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governments (districts), and the devolution envisaged is from both cei::ral and Level I (provincial)
governments. The following functions are reserved for the Center: defense and security affairs; judicial
affairs; foreign affairs; part of general administrative affairs concerning Heads of Region; and other
administrative affairs that can be more effectively and efficiently managed by the Central Government.
All other functions are for consideration for transfer to lower level governments. The same Regulation
also specifies the following functions for Level I governments: inter-municipal (Level II) affairs, affairs
that are not central to Level 1I development; and affairs that are implemented more effectively and
efficiently at Level 1. All other affairs of Level I governments are to be transferred to Level 11
governments in a gradual and continuous manner. All transfers are to be accompanied by the transfer
of associated budgetary resources. The transfer of responsibilities will be linked to the capacities of Level
1I governments. The assessment of the readiness of these governments to assume additional
responsibilities, and of their capacity-building needs, will be based on a rating of their existing
institutional capacities. It is envisaged that some functions could in part be transferred initially for a four-
year period, with the transfer completed and made permanent upon assessment of the Level 11 government
performance during that period.

Indonesia is fast approaching a stage in its economic evolution where the present degree of
centralization in the responsibility for the provision of public services will become increasingly untenable
because of both its implications for efficiency and the strain imposed on the financial and institutional
capacities of the Center. Regulation PP45/92, accordingly, represents a timely initiative. The broad
framework it sets out for the transfer of responsibilities to local governments is consistent with general
economic principles for intergovernmental assignment of expenditures. Within this framework, the actual
allocation of responsibilities for individual services will need to be carefully determined. This process
is to be guided by an inter-ministerial body on regional autonomy, and will be supported by studies, some
of which are already underway. For local public services, the following may serve as general criteria
for the assignment of responsibilities: policy development, standards of service, performance evaluation
(Center); oversight (provincial level); provision (local/regional level); and production (public or private,
depending on the service). For some services that in principle can be assigned to the local level but
require a minimum scale for cost-effective provision, e.g., sanitation systems, a voluntary association of
small contiguous municipalities into special-purpose regional bodies is an option that can be considered.
For most local public services, this would not be necessary for large, metropolitan municipalities. The
assignment of responsibility for the provision of a public service to a particular level of government does
not mean that government must be directly engaged in its production. Where private production and
delivery of a public service would be feasible and more efficient, and would be consistent with ensuring
an equitable access to the service, the responsible government needs to promote private participation:
examples are services that can be provided within a competitive framework, such as transport services
and refuse collection.

Increasing Regional Government Revenues

A necessary complement to the assignment of additional responsibilities to regional
governments is the enhancement of their financial capacities. Indeed, even at their present level of
expenditure responsibilities, regional governments' revenues need to be raised substantially. Regional
governments raise only about 7% of total government revenues (including assigned central revenues),
which finance only about one-third of their expenditures. The gap between regional government
expenditures and revenues is exceptionally large in Indonesia; cross-country studies show that subnational
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governments in developing countries typically finance around 70% of their spending from own sources.
The heavy financial dependence of local governments on the Center entail adverse implications for the
efficiency and accountability of local service provision. Bringing local governments' own revenues into
closer conformity with their expenditures raises three sets of issues: assignment of tax bases between the
central and local governments; raising more revenues from taxes already assigned to or shared with local
governments; and making fuller use of local user charges.

Tax Base Assignment. In Indonesia, the major, most productive direct and indirect taxes
are all assigned to the Center. Personal and corporate (including oil and gas) income taxes, the main
indirect taxes-the VAT, excises, and duties on foreign trade-and the property tax are all centrally
administered, with revenues from the last of these being shared with lower-level governments (16% to
provinces and 65% to districts). Natural resource royalties-for petroleum, mines and forests-are also
collected by the Center, but shared with lower-level governments. There are no supplementary
(piggyback) taxes levied by local governments on the tax bases administered by the Center. Tax
assignment in Indonesia emphasizes efficiency of tax administration and uniformity of the tax regime
across the country. The centralization of taxes is also motivated by concerns for reducing regional
disparities in the availability of public resources. While these objectives are legitimate and important,
consideration needs to be given to how tax options at the subnational level can be broadened consistent
with these objectives. The present high degree of centralization of tax authority is an important reason
why local governments are unable to self-finance but a small proportion of their spending.

Within the present broad framework of tax assignment in Indonesia, several possibilities for
augmenting local tax authority could be considered. First, local governments could be given a greater
role in the administration (including rate setting) of the property tax. Levied on immobile assets, this tax
is suitable for administration at the local level. Greater local role in its administration would likely
improve incentives for collection. The Central Governmenit could retain the assessment function for
smaller towns but assume a supervisory role for the same in larger urbanized jurisdictions (which are
already playing a significant role in the administration of the tax under central direction). Second,
excises, which in Indonesia are used as special single-stage sales taxes (mainly on luxury items) alongside
a general VAT, can in principle be assigned to the subnational (provincial) level, these being residence-
based taxes. Administrative reasons may necessitate keeping these taxes at the central level in the near
term, but possibilities for instituting revenue sharing could be considered in the interim. Third,
subnational governments could be allowed to levy a tax on fuel consumption. At a moderate rate, such
a tax could raise sizable revenues, besides supporting environmental objectives. At present levels of
consumption, a 5 % sales tax on gasoline and diesel could raise local own-source revenues by about 25 %
if assigned to provincial governments, or by 65% if assigned to district governments. Fourth, local
revenues from the property tax could be augmented by the institution of frontage charges. In industrial
countries, frontage charges normally amount to about 5 % of property tax revenues. Fifth, possibilities
for local taxation of some non-basic public services, such as telephone, could be explored.

Increasing Revenues from Existing Regional or Shared Taxes. Subnational governments
in Indonesia can levy a multiplicity of taxes, around fifty, but only a few of them are significant sources
of revenue. About 90% of provincial tax revenue comes from just two taxes (motor vehicle registration
and transfer taxes) and about 85 % of district-level tax revenue comes from only six taxes (hotels and
restaurants tax, street lights tax, entertainment tax, advertisement tax, business registration tax, and
slaughterhouse tax). One desirable reform of local taxes is to eliminate a large number of levies that are
unproductive, which would lower the costs of collection and free scarce administrative capacity to focus
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on the more productive levies, while also reducing tax-induced distortion There remains much scope
for increasing yields from the more important taxes through better administration. Several useful recent
initiatives to improve local revenue administration are currently at varying stages of implementation,
including the Regional Government Revenue Administration Manual (MAPATDA) and Revenue
Improvement Action Plans (RIAPs). Improved coordination among these initiatives, and with the centrally
administered property tax improvement project, would increase their overall effectiveness. For some
taxes, the base could be extended, such as extending the application of the business registration tax from
factories only to all businesses. For others, there is potential for raising receipts by adjusting and
restructuring rates, e.g., taxes on motor vehicles, especially trucks and buses, for which the rates are low
on average and inappropriately structured for efficient recovery of road-use costs. Local governments
could be allowed greater discretion, within appropriate central guidelines, in the administration of taxes
(e.g., base and rate determination) assigned to them than at present.

In addition to these general measures to increase revenues from existing local taxes, there
are three potentially important sources for higher regional government revenues from own or shared
taxes. First, receipts from the property tax, shared revenue from which forms a major part of local tax
receipts (60% at the district level), could be increased substantially by: raising the assessment ratio from
its current level of 20%, which yields an effective tax rate of only 0. 1%, among the lowest in the world;
assessing properties closer to their market value (property valuation currently is believed to fall short of
market values by about 50%); and building on the encouraging progress made in recent years in
improving the coverage of the tax (of the total taxable land in rural areas, still only about 30% is under
taxation). Pending eventual assignment of the property tax to local governments, the local share in
revenue from the tax could be raised from its present level. Second, wider, more effective use could be
made of betterment levies that capture part of the gain in land values resulting from public works. One
such levy exists in Jakarta, but it has not been widely or effectively used. Several countries, e.g., Korea
and Colombia, have successfully employed betterment levies in helping finance urban improvement
projects. Third, sizable additional revenue could also be obtained by raising forestry royalties and fees,
part of which accrues to subnational governments. Raising forestry royalties and fees to increase
government rent capture from the current about 20% to 50% over the medium term could more than
double total government forestry revenue from its present level of about Rp. 1 trillion, while also
supporting more efficient and sustainable use of forests. The government rent-capture ratio could be
raised still further over the longer term (it is 85 % in the petroleum sector). Also, subnational government
share in revenue from forestry charges, currently about 20% in total, could be raised.

Overall, it is estimated that stronger mobilization of revenues from existing and new
subnational taxes and from shared taxes and fees, as outlined above, could roughly double subnational
government own revenues. Even then, however, the share of such revenues in total government revenues
will rise to only about 13%.

Making More Effective Use of Local User Charges. Appropriately charging for public
services serves both to raise revenues and improve efficiency. User charges are especially important at
the local level because, being closer to beneficiaries, local public services are more amenable to such
charges than services provided by higher levels of government. In Indonesia, user charges contribute a
sizable proportion of regional government revenues (about 15 % at the provincial and 50% at the district
level). However, the utilization of these charges remains well below potential. At the district level, fees
and charges cover less than 10% of the outlay on public services. Heavy dependence on central transfers
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has created weak incentives for local cost recovery. Many public services are subsidized to make them
affordable to the poor, but the subsidies are inefficiently targeted, tending t- benefit more the better-off,
e.g., urban water supply. The equity objectives of subsidization could be met more effectively, and at
a smaller cost in terms of foregone revenue, through better targeting the poor, e.g., through the adoption
of "lifeline" charges whereby the service is charged at full marginal cost or higher beyond a level of
service use associated with the poor. Better central guidance to local governments on service pricing
policies would be helpful, as the responsible local authorities often lack adequate understanding of the
concepts of cost recovery. This should be supported by improved accounting practices at the local level
to allow a clearer determination of the costs of service provision. Within central guidance on service
pricing principles, local governments could be allowed greater authority in adjusting the level of charges.
The present requirement for all adjustments in local charges to be sanctioned by the higher level
government acts as a disincentive to frequent revisions and often makes for considerable delays.
Appropriately designed schemes to allow retention of part of the receipts from user charges by the
agencies responsible for service delivery, for direct use on the service, could provide a useful incentive
to more vigorous cost recovery, e.g., as currently allowed for some local health services. Finally,
reducing the present proliferation of small charges would facilitate collection. In some cases, duplication
of collection efforts could be avoided through consolidating charges, e.g., a consolidated water tariff
including charges for related sanitation and drainage services.

Intergovernmental Transfers and Loan Finance

Even with feasible increases in local revenues, the gap between local expenditures and
revenues is likely to remain large for some time to come. This underlines the importance of appropriately
designing the system of financial support to local governments, in the form of transfers from the Central
Government and loan finance.

Design of Intergovernmental Transfers. Central grants currently finance about 65% of
expenditure at the provincial level and 70% of expenditure at the district level. These transfers are of
two kinds: block grants, for general-purpose local spending subject to some broad central guidelines;
and specific grants, for expenditure on uses specified by the Center and subject to relatively detailed
central controls. The former include INPRES block transfers to each of the three main levels of local
government-provinces, districts and villages. The latter include SDO, a transfer that covers virtually all
local government personnel expenses, and INPRES sectoral transfers for specific development expenditures
on roads, primary schools, public health centers and reforestation. As part of its policy of gradual
decentralization, the Government has incrementally raised the share of block grants in total transfers (it
increased from 16% in 1986/87 to 20% in 1993/94) and has also allowed local governments somewhat
greater flexibility in the use of some of the specific grants.

There are several positive features of the design of the Indonesian intergovernmental grant
system: the distribution of grants is transparent, determined by formulas utilizing objective criteria; the
structure of grants is simple, as both the grants and the criteria used for distribution are few in number;
and the grants achieve an overall equalizing effect on regional revenue availabilities. In its transparency
and simplicity, the Indonesian grant system compares favorably with the grant systems typically found
in developing countries.

There are, nonetheless, several improvements that can be considered in the design of the
Indonesian grant system that would allow it to achieve its efficiency and equity objectives more
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effectively. First, the recent trend toward increasing the share of block -rants in total grants should
continue. Second, regional disparities in overall fiscal capacities (revenue-raising potential) could be
better reflected in the distribution formulas for block grants, by including a fiscal capacity equalization
factor. The criteria currently used for distribution-area, population, equal shares-are all focused
primarily on capturing the differential needs of regional administrations. Better capturing differential
fiscal capacities to meet those needs would contribute to making the distribution of grants more equitable.
Third, the SDO grant could be consolidated with the general-purpose block grants to the respective levels
of government. As presently designed, this grant creates strong incentives for higher government
employment/wage bill at the local level. The Center tries to circumvent this perverse incentive by
retaining major control over government employment at all levels, but this undermines local autonomy
and flexibility in the allocation of budgetary resources between personnel and other recurrent (operations
and maintenance) expenditures. Fourth, the main improvement that can be made in the specific sectoral
grants is to continue the shift toward using broad guidelines rather than detailed controls and physical
targets in influencing the use of these grants. The allocation criteria for these grants are broadly
appropriate, as they adequately serve their main objective (ensuring minimum standards of the targeted
basic services across regions); one improvement would be to change the allocation of the reforestation
grant from a project to a formula basis, as is the case with the other specific sectoral grants. For the
health grant, an option to consider is to redesign it as a per capita block transfer subject to central
guidelines on standards of access and service levels. Fifth, consideration could be given to assigning
provinces a role in the allocation of central grants to the lower levels, by making some of the grants pass
through them. The rationale for doing so is that provinces are better placed than the Center, especially
in a large and diverse country, to assess the needs and fiscal capacities of individual lower-level
jurisdictions. A provincial role in grant administration could also contribute to closer monitoring of the
use of the funds.

The Government proposes to establish, with effect from 1994/95, a new per capita block
transfer to villages identified as lagging behind in development (INPRES Desa Tertinggal). The proposed
grant program, focused on poverty reduction in targeted concentrations of poverty, is well-structured
overall. At the completion of its initial three-year period of operation, consideration could be given to
making block transfers to villages part of a fiscal capacity equalization program.

Framework for Local Borrowing. Borrowing currently plays a very small part in
financing regional government expenditures in Indonesia (less than 5%). The bulk of central financial
support to regional governments takes the form of grants, as noted above. Whatever local borrowing
does take place is predominantly from the Central Government, including the on-lending of foreign loans,
much of it to finance urban water supply projects. The limited scale of local borrowing, and the
negligible local use of loans from commercial sources, is a reflection of the local governments' weak
revenue base. A strengthening of the local revenue position is a prerequisite for greater local use of loan
finance. As progress is made in that direction, an increasing proportion of central support for local
capital projects could, and should, be provided in the form of loans. This would allow central grants to
be focused increasingly on poorer areas. A shift from grant to loan financing of capital projects would
induce the adoption of stronger cost recovery policies by the local governments. As local financial
capacities grow, non-government sources of loan finance could also be gradually tapped, e.g., through
the issuance of municipal bonds, at least by the financially stronger municipalities. For the near future,
however, the use of commercial borrowing by local governments must remain limited.
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The framework for the provision of central loans to local governments has improved with
the establishment of a revolving loans account known as the Regional Deve"-pment Account (RDA). The
RDA consolidates into one channel a number of disparate central loan schemes, characterized by narrow
earmarking and varying terms, that existed previously. Local borrowing from the Center, funded from
the Center's own resources, now comes from a unified pool and is subject to uniform terms and rules
of access. Most central on-lending of foreign loans remains subject to separate, varying subsidiary loan
agreements (SLAs). Recently, an arrangement known as subsidiary loan agreement with prefinancing
(SLAP) has been introduced on a pilot basis which combines foreign loan and domestic counterpart
financing into a single loan agreement administered through the RDA. Further development of the RDA

framework would include: strengthening the RDA's resource base, partly by channeling some of INPRES

and DIP (direct central development expenditures in the regions, which act as grants in kind) funding into
it, thereby gradually reducing the relative role of grants in regional development financing; encouraging
an increased role of local governments in the development and evaluation of project proposals for loan
financing, helping to make the loan facility more demand than supply driven; developing appraisal criteria
and assisting in enlarging local capacities for project preparation and evaluation; moving the interest rate
on loans further toward market levels; making the central evaluation and approval process simpler and
more transparent, including reducing the multiple approval requirements; and eventually developing the
RDA into an independent financial entity, such as a municipal development fund.

Framework for Planning, Budgeting and Monitoring

Reform of the central-local fiscal relations needs to be underpinned by complementary
adaptations in the institutional arrangements for planning, budgeting, implementation and monitoring.
An important general need is for greater clarity in the distribution of responsibilities between the different
levels of government. To support efficient operations and proper accountability, regulations should
comprehensively define the responsibilities of each level of local government in terms of the decentralized
functions, as distinct from the deconcentrated and coadministered functions. A related need is to reduce
the fragmentation in the sources of funds for the decentralized functions (e.g., there are as many as ten
sources of funds for health service delivery at the district level, with one of them-health INPRES

grant-further split into nine separately specified elements). All central financial support to regional
governments for the provision of decentralized services should be in the form of grants, or loans,
administered through their respective budgets. One implication of this is that direct and separate higher-
level government budgetary interventions in the provision of decentralized services (e.g., through the
central DIPs) be phased out. Some initiatives toward this end have been taken, under donor-assisted
projects, for the decentralized urban and health services.

There is a need to involve regional governments more closely in the preparation of the
national five-year development plan (REPELITA) and to institute arrangements ensuring consistency
between the national plan and equivalent plans of regional governments (REPELITADAs). For this purpose,
a "bottom-up" central-local consultation process similar to that currently in place for annual budget
preparation would be appropriate. Consideration could be given to instituting medium-term (e.g., three-
year) rolling financial programs, as a more effective and efficient means of achieving intergovernmental
consultation on expenditure plans and financing arrangements than the current process focused on the
details of annual planning and budgeting. Detailed annual budgets themselves would emerge from the
annual update and roll-forward of these programs. Even if the Central Government feels unable to adopt
the medium-term programming approach for itself, it could facilitate its adoption by regional governments
by providing indicative information on the medium-term prospects for grant allocations and the centrally
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administered expenditures at the regional level. Some recent Government initiatives are seeking to
develop this medium-term programming concept at the local level, most notably in the group of urban
subsectors covered by the Integrated Urban Infrastructure Development Program (IUIDP) framework.
Also, a substantial reduction could be achieved in the degree of detailed central prescription in and
control over regional governments' use of funds and financial management procedures. This would allow
central-local consultation and interaction to focus more on broader, more important issues of policy,
financing and coordination. A complementary need is to improve the format of regional government
budgets to facilitate well-informed, policy-oriented decision-making on the allocation of available
resources.

Improved systems for monitoring and auditing of regional government performance would
facilitate reduced central reliance on direct, detailed controls on the local use of funds. Within regional
administrations, the monitoring systems in place are basically sound in concept but implementation and
follow-up need improvement. Monitoring of regional government performance by the Central
Government would benefit from some consolidation of the present multiplicity of (often overlapping)
monitoring arrangements and databases maintained by central and line departments and a rationalization
of the extreme detail of some of the reporting requirements (especially those for some INPRES grants, such
as the local roads INPRES). External inspection and audit of regional governments need to be substantially
upgraded. These functions are currently diluted among several agencies, and coordination among them
is weak. The effectiveness of regional government external financial and management audit would gain
from the consolidation of this task in a single strong, competent and widely-respected body that is
independent of any other government department. Making this body an arm of the supreme State
Financial Inspection Agency (BPK) would seem a sound option.

Building Regional Government Institutional Capacities

It is axiomatic that the decentralization of service planning and delivery responsibilities,
accompanied by funding structure reforms, of the kind discussed in the preceding sections must be
supported by the development of regional government institutional capacities. The Central Government
has a crucial role in this effort. First and foremost is the need to raise the quality of regional government
staff. Adequate, well-focused training facilities are critical to this objective. While several government
training programs are in place (e.g., in fiscal management, planning, integrated urban management), their
effectiveness would benefit if they were informed by a clear central strategy for the identification of local
government training needs and the delivery of training to meet those needs. The State Administration
Institute (LAN), the central civil service training agency, and the Education and Training Center (Badan
Diklat) of the Ministry of Home Affairs are exerting efforts to develop such a strategic overview and help
coordinate its implementation. The work underway to rate local governments by their institutional
capacities should help direct training support to those local governments most in need of it in undertaking
existing and additional decentralized responsibilities. Over time, the provision of training should evolve
from the offering of a few standard, centrally administered courses, to which local governments nominate
participants, toward a "market-based" approach which would encourage a wide variety of public and
private sector agencies to provide competing courses from which local governments would be free to
select. This would serve to improve both the quality and relevance of training. Full advantage should
be taken of the possibilities for learning by doing. One reason why local government capacities for
project planning and design, in contrast to implementation, are weak is that much of the responsibility
effectively transferred to them to date concerns implementation. This reinforces the case made above for
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fuller participation of local governments in the planning process. Alongside better training, on and off
the job, improving personnel quality would require improved career prospects. Civil service reform
efforts should adequately cover issues relating to local government personnel. An aspect of these efforts
is the institution of a system of regular staff transfers between the Central and regional governments, as
is currently being experimented by some ministries, for example, Transport, Home Affairs and
Education..

Second is the need to develop sound organizational structures congruent with the functions
and responsibilities of the regional governments. The Center can assist by providing guidance on
organizational principles and operational systems, but should avoid taking a prescriptive approach that
undermines adaptability to local needs. Periodic evaluation of the adequacy of organizational structures
and management systems should be an important duty of the strengthened external financial and
management audit service suggested above.

Third, an important aspect of the central departments' advisory role to regional governments
is to provide them with appropriate technical and managerial software packages, or "tools", for use in
their operational and management systems. Technical assistance for the development of such tools is
often incorporated into donor-assisted projects. Adequate local government involvement in the design
of such tools, coordination to ensure compatibility and avoid duplication, and follow up
(institutionalization, adaptation, updating) are important determinants of the effectiveness of these efforts.
The proposed establishment of a high-level Steering Committee supported by a permanent Central
Technical Unit in the Ministry of Home Affairs to supervise and coordinate these efforts is a useful
initiative.

Priorities in the Agenda

The agenda for reform outlined above is large and wide-ranging, and its implementation will
necessarily be spread over a number of years. Successful implementation will require both a long-term
strategic vision for the reform of intergovernmental fiscal relations that encompasses all the major
elements of the reform agenda, as outlined above, and a clear sense of priorities for action within that
agenda. The priorities for the near term are:

* Expenditure Assignment. Over time additional responsibilities in the provision of local
public services should be devolved to local governments, linked to growth in their
institutional capacities, but, for any given level of devolution, it is vitally important for
efficiency and accountability that there be clarity in the distribution of responsibilities.
Regulations should comprehensively and clearly define the roles assigned to subnational
governments for the decentralized, deconcentrated and coadministered functions.

* Local Revenue Mobilization. Important new local revenue-raising measures that can be
implemented relatively quickly include: raising the effective property tax rate; instituting
a subnational tax on fuel consumption; and raising forestry fees. These should be
complemented by continued efforts to: improve local tax administration, including
eliminating a large number of unproductive local levies; and reform public service pricing
policies, both to raise more revenue and improve efficiency.
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Intergovernmental Transfers. The trend toward increasing the share of general-purpose
block transfers in total transfers should continue. Similarly, for specific sectoral transfers,
the shift from employing detailed direct controls and physical targets toward allowing local
governments greater discretion in the use of the transfers in line with local-level priorities,
within broad central guidance and improved monitoring and auditing arrangements, should
continue. SDO transfers for personnel expenditures could be consolidated with the general-
purpose block transfers to create a single general-purpose transfer for each level of
government. The allocation of general-purpose transfers could be made more equitable by
including differential fiscal capacity as an allocation criterion. The proposed new grant for
poor villages could eventually form part of a fiscal capacity equalization program.

* Planning and Budgeting Framework. Fragmentation in the funding of the decentralized
functions should be reduced. All central financial support for such functions should be in
the form of transfers, or loans, which are administered through the budgets of the respective
subnational governments and which are therefore under their own budgetary control. Direct
Central Government expenditures on these functions should be phased out.

L ocal Capacity Building. The ongoing local government capacity rating exercise should
be used to direct training support to where it is most needed. The design and delivery of
local government institution-building programs would gain from better coordination of these
programs at the Center. Civil service reform initiatives should encompass local government
personnel issues.



NMATIlIX: A SUMMARY OF FINI)INCS

Issues Allernalives Recommeniciidationis

Expen(liture Assignment:

D)ecision-making is iiglyl * Use economic criteria in allocating pbil)[ic * Cenier's role in tile provisioni of local public services may be phiased
ceniralized. service responsibilities to vaiious levels of out but its policy development role may be miaintainied.

governmcnt.

* frovincial govermnent iipimilieiietation oversight role over local
Articulatc mIore clearly Itic respective governments may be sirengthienied.
roles of various levels of goverioineiit for
slhared responsibilities.

Iven seveial puirely local fmitctionis * Reassigit local public scrvice * Use miuinicipal capacity rafinig in developing a program of gradual
are assigned to the Ceniter. responsibilities based upoo hlie lollowing deceniualizatiion of local public service tesponsibilities.

principles:
I'olicy developient, sltanda;ids ol- service * Ior area-wide services (offering scale economilies), consideralion may
and performanice evaluation: Cemiter be given lo the creation of a new fiscal tier of micropolitan/regioital
Implemenutation oversiglit; Provincial governmients based on voluntary association of small conliguous
Provision: Local or regioinail miniiicipalities, wherever appropriate and feasible.
Productioni: Publlic or private, dcpeidinmg X
ont thc service andt feasibility ol lirivate
participalioni.

Tax Assignment andl Sharinig:

Taxing auitliority is overly * Decetitralize anilliotity for taxes on * Assigin the l.and and B1uildinig lax (PIBs) to local (Dati 11)
centralized and creates immiiobile factors/assets and for iesidemice- govcriiiieiits. Pending such reassignimmeiit. local goverinient share in
accouniability problems by based laxes. meveiLte may be increased.
separaling laxinug andt spemidinig
decisions for local publnic services. * Allow iilmuosiliomi of a fiomitage charge by all local goveriimeniis.

* Comisider assigning excises lo provincial governenals, or including
those in a geocral revenue sharing program.

* Allow iimposition of a new tax on fuel consumptioli at the
subniatiioaIal level.

* Consider a new tax on telephone connections for imiiposition by local
governmiiientls.



Issues AltInatlives RccoIIIIICI idat ions

Iiilergoverniinciital Transfers:

* intergovernniental transfers are * teview grant piograins for coinsistcnicy of * Continue ilc recenit ircn,d toward ilicreasiikg ilc share of general-
generally well structured but fuitlier their dlesign with objectives as well as foi pirpose (block) grants in total granis.
inilprovenieiits are possible. their economiiic inilpcts. * Consolidate s5)o transfers wilth geneial-purpose block transfers for

respective levels of government to creale a sing,e gen-cal-purpose
giant prograim lor eacih level.

* For Inpres Dali I, coisider a granit allocationi forirtula incorporating a
hasic grant (cqitli shares for eachi province), area, population and
fiscal capacity as factors.

* Institute separate formulas for Inpres Dati 11 for district (Kabupaten)
anid town (Kotantadya) governmients. Factors to be used for grant
allocationi would include populatioti, a basic minimiium grant by
population size class, and fiscal capacity.

* For Proviimcial and District Road Improvement Grants, authorization
processes could be simplified while audit functionis sirengtheniedi.

* Conisi(derationi may be given to formula-based deterimiination of the
teforestation Gramit.

* Prlimary school graitl could be adminiistered by Ilie provincial level X
omi belhall of die Center.

* Ilealilb grant may be redesigned as a per capita block transfer subject
to central guidelinies.

* Conisitder assigiting provinces a role iu ilhe allocation of graitis to sub-
provimicial levels to better captlre local mieeds and also allow closer
iloilitiorinig.

* Consider transforminig the proposed Inpres Desa Terlinggal inio a
village-level fiscal capacity equalizatioin grant program followiiig its
initial thuee-yea r period of operation.

Nlobilizimig Regional Tax Reveimmie:

* I'rovincial and local goveritimincts * ldentify potettial of existing taxes that * 'lie number of regional taxes needs to be reduced drastically. At die
rely heavily ott granis atid subsidies may be tapped by proviimcial and local provincial level, only taxes ott motor vebicles niay be retained. At
frotii the Center. governmeints. mummicipal/regency level, only five of die existing taxes whicih fetch

most of the revenue milay be retaimmed. These are: lhotel aiid
restliuramim tax, street light lax, entertainniein tax, advertisement tax
at(li business registration tax.



Issues Allernalives RZecommnendations

* Irovincial adl local governmenits * Identily untapped tax potential in the fori * A five percent tax on fiel consumilption may be iitroduced at the
lax receipts are inadeqjuale lo of new laxes. provincial levcl, lo be sharedl wilh local governmenits.
achieve effeccive decentralization. * Betterment levy may be used extensively at local level by Ihe Dafi 11

governments.
* l oicsi loyally andl fccs may be increased and regional governimlent

share in revenucs raised.

* The hases of bolh proviicial and * Blroaden tax bases and strengthen * At provincial level, vehicle registrationi lax may be linked to tte
local taxes are narrow. administrative oiacliiiiery. national inflation rate lo ensure regulair adjustmenis. 11 may be

* csirulciLcId to disltiguish between vehicles of differcnt weighlt and
conf-iguration. The vehicle transfer tax may be retained as a
complenienlary revenue-raising source and( its collection irlprove(l.

* At l)ali 11 level, dislinctioni between tourist and non-tourist areas for
the purpose of hotcl and restaurant taxes may be abolished.

* The ceiling for street liglt lax itiay be raised from 10 to 15 percent,
while leaving tlhe exact determination of Ihe rate to the local
aulhomities.

* Thle base of tlie entertainment lax needs to be widened, e.g., to
include casinos and video games. Presumptive taxalion may be X
rcsorite(l to where aclual tax base cannot be determined.

* Thle scope of business registration tax needs to be widened to include
all businesses. This would make the slaughier house tax redundant.

* Assessnuejit ratio of [he property tax (I'BB) may be raised and
coverage, valuation and collection may be impproved. Better
administralion of PBB along witih a compreihensive information
management system and othler measures can raise tle yield of PnB
substantially. Greater role of local governmients in PBB
administrafion is desirable.

Large number of local taxes lead lo * Abolish taxes withi low yiclds and lhigi * All provincial and local taxes with yields lower than adminiistrative
thigih administrative costs of administrative costs. costs may be abolished.
colleceioll.

* Accelerate implementation of initiatives umidertaken to improve local
* Improved tax adminisiralion is * Streigilici local lax aciimiimisiralioin (ax adititiistration capacities, e.g., Rcgional Governinent Revenue
important to enlihancilng revenue capabilities. AtliiiiStrafiOn Manual (MAPATDA) amid RevenluC liipleineittation
yields. Action P'lans (RIAPs).



Issues Allernatives Recommeittlations

* [muimited tax autilority of provinciail * Allow the provincial and localblIn siliuaions where ilie Center dlirectly determlines tle rates of local
antd local goverintents impiplies lax govecrtlnents lo deleritite the level of or provincial taxes, speciFicatioti of a floor and a ceiling is
rates are determinied by (lie Center. specihic lax rates, depein(iig on local recnnioinenided to allow local governments to take local con(litions
It docs not allow for llexibility at cond ilionts, subject lo guiolclines fromii tle imto accounit in sell ig tlie tax rates witiliin the specilied range.
tle local level. Center.

Local User Charges:

* hre role of user charges in * 1intit subsidies and graitis anid shilft from Reduce localities dLepenCdce tiuponi tlhc Center's grants and
recovering the cost of puolic granti finatce towardl ,5ser clarges in subsidies, anud broaden local owtn revcttuc base, including improved
services has been qltilc limited. pIlblic service provision. cost recovery front user charges.

* Most pill)lic services (e.g., waler * Bring ilue rates of ices aidi chliarges in linte * Foritlate natiotial i to itt itnti standaIrds for ptublic services and
supply) are charged] well helow tIme witb marginal cost. chiaiges.
cost of plovision.

* Subsidization of services is poorly * lientify hluc poor niore accurately to * Imupletmtent pricitng based on tlhe mularginal-cost pricing principle,
fargcied. imtprove ihc tatgetit g of sutlsidides. pitec ting ilIte poor IlIr-ouiglt belter-targe ted subsidization schenues,

e.g., subsidized lifeline rates for piped water supply.
* Latck of cost accounting anid * Itoplve thc managemenet ii ftruitationi

admutinisiratioti standlaids in pulblic systems for public services, incmluiding * Iiprove linancial adthiimisiralioni of cliarges, inicluding better conttrol
setvice provision. costs, staffs, statu(laitds. of costt of services anud cost of collectioi. X

Formulate guidelinles for tilc adjustineutt of user charges to ensure
.tdiit income fiom tiese charges grows sufriciently with die cost of
ploviding services. Allow local governments and enterprises greater
atthuority in atljtisting lie level of charges withiin such guidehiites.

* I roliferalion of sital clharges. * FPcuts mu majoi pulblic scIvices, reutt:ilig * Sucanilini c cha rge iteisis. Simpliify rate sti uclure. Wliere feasib'
(lte costly aduministialion of sttaill cliarges. consolidate sitall cltarges inlo iiajor ones, e.g., a cotusolidaled water

tariff inucluding cliarges for sanitation atid draitiage.

* Develop) ilie pilot irrigatiott service fee for nmorc efficiemtt waler use
in irrigatioi. Inslilute voltitumetric water cliarges.



Issues Altcrnatives ItecotomeI (l;t ions

Local Goverinmcne Botrrowing:

Biorrowing is an underutilized source * Encourage ltie use or loans in capital * Rechannel some of INPRES and regional wlE (grants in kind) funding to
of financing local governiment capilal spentling by financially stronger local regional governittents in the fornm of loans througl ilie Regional
expetiditures. goverittienits, reducing tlIeir dependence on Development Account (tDA).

central grants and allownig central grant
fundlilg to be focused incleasingly on pooler * litensify effosts to increase local governmenit revenue generation
areas. (hrlough taxes autd user chariges) which underpins their capacity lo

bortiow more.

The institiutional frainework lor * Strengthen and itprove [Ie ltDA franmework, * Streilgiltell RDA's resource base by: rechannelintg somne grant funding to
( eitral Governtment lending lo local eveniually developing it inlto an independiutt it (as itoted above); aind ensuring good loan recovery to support its
goveritinenis has improvedl withi tIe financial entity, such as a miunicipal revolvitig character.
establislhment of R)A, but needs development fund.
ftilher development. * Develop nmeclianisms to beiter integrate lending to the regions from

domestic atid externial sources.

* Move the interest rate on RDA loans further toward market levels.

* Improve tIhe process for identification, appraisal and approval of loan
projict proposals, ttmclidtng iticrcasinig local government involventent in
that process. to make the RDA a tiiore demand-orienied loan facility atid
its operatiions itore trattsparettt and efficiettt. X

* To strengthen incentives for repayment on schledule, consider giving tIe X
RDA a lies on tititnicipalities' ceitiral block liaimsfers or revenue shares to
titake deductiotis in tIe evetit of default.

* \Vhlile RDA may serve as Ile * Cummercial sources loi local goveintitenti * lTo lacilittmte privale lemmtllig, ttse the RDt franiteloik to develop antd
cenierpiece of the syshemtm ol local hortowing could itnclutde over tithe both maintain itformatiomn oil local goveintment credit risk antd pCe fisritaiiice
governimiment loati fiiiaiice in t[le uear bank loatis amid municipial bonds. that would be avail.ale to poltetitl lenders.
ternit, commercial soirces may also be
gradually lapped as loct l fimancial * As RDA evolves towa rd an inmtdependent * Developnment of local bottd fisanice will require a mttnicipal rating
capacities grow. Finanicial etitity, Goveii tneitt shmild conisider systeill.

possibilities for its integrttion will the
private commercial credil sysletit. * Cetitral Goveriiment should refrain frotn actinig as a guaratitor for private

loans to local goverinilents.

| * Safeguards are needed to ensure that * Sipphetiient an effective loan appraisal and approval process, involving
local governnient borrowitig remains applicatiotn of strict project fimtaitcial viability criteria, witht an
withtin prudent limits. appropt iately defitned prudential limit (debt service coverage ratio) on

Iaggregate borrowing by itiilividual local governments.



Issues Alternatives Recoinmnienda ions

Planninig antd ltutligetary l'rocesses:

I-ocal governmients have insufficient * Review procedures for local government * Cleatly atnd coiiprelicnsively deline thlc responsibilities of each level of
comt rol over budgetary allocalions for budget preparation and appro val as well as local goverinmrienit in terims of the decentralized funictions, as distinct frum
tlecentralized fuiictioins. Funding for for the use of central transfers. Rediice deconcentrated and coadmiiiistered lunctions.
these tonuctions is fragmncited. fi agcntatni ion in the fooidi ig of lecentrmlizcd

functiolns. * Direct higher-level government intcrventions in thc provision of
dlecentalizcd services (e.g., throug ilihe ceniral mti,s) may he phased out.
Cemitial financial support to subnational goverinineiits for these services
should be in thle forto of grants or loans adtoinistered throuigh tieir
respective budgets.

* Allow substantial reduction in the degree of detailed central control over
subnatioital governments' use of funds, organizational structures and
mnittagetient procedures.

* Strengthen Central Government's role in performance evaluation,
.________________________________________ inspection and auilit.

* Local governtnent input it central * Improve local participation itt central * Tie National Five-Year Developnment Plan (REPEtLtTA) may ise
planning processes is linited. developniset planninig to achieve better fortmulated ttrough a consultatiotn process with subnational govennments
Consistency between central and local consistency between cetittal and local similar to the 'bottom-up' consuliation process used for atiiual budget
governltseni ntcdiunit-tenn expenditure governmneitt investineit/expetiditure plans. preparation.
plans can be inmprovcd.

* Central and subnational governnients should consider adopting a system
of iedliuns-term rollinig financial prograitts, as a more efFective means of
tnediutni-tecrtt expenditure progratiikting and of achieving
initergoverninental consultation on expenditure plans and financing
resliniitettletts.

* Subitational governments' budgetary format may be improved to facilitate
wvell- inforttecd, policy-oriented decision-tnakitig on the allocation of
a vailalble resotincus.

Regional Goverinment Its(il itional Capacities:

* tInstitutional capacities at the local * Uiderpin tihe deccttralizaliott of fiscal * hiciease Ilc supply of traiited staff at the local level by: bolstering
level tteed substantial strengilenitig. respoitsibilities witlt stepled-up efforts to training progrttnis; irnprovisg career prospects; atnd iistilutittg regular

etiihance local governttettt iistiiutiotial staff transfers between the central atnd local governenits. USe the
capacities. ongointg local governtnent capacity rating exercise to direct training

, stsupport to wliere it is most needed.

* I'rovide guidance and assistance to local governments in the review and
relormi of thleir orgattizational structures and management systems.
lletter coordinate central, includittg external, lecltnical assistance aimed at
local goverttnlteiti istitittioni-building.
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1
GOVERNMENT ORGANIZATIONAL AND FINANCIAL

STRUCTURE IN INDONESIA: AN OVERVIEW

A. Introduction

Indonesia is an archipelago of nearly 14,000 islands with 930 of them inhabited, covering
1.9 million square kilometers and having an ethnically diverse estimated 1992 population of 187 million.
Since 1954, it has organized itself as a multi-tier unitary state with provinces as the second tier and local
governments as the third tier. The President as the head of the Central Government appoints provincial
governors who in turn appoint mayors and chief administrative officers of local governments.
Appointment of most public officials at all levels is a responsibility of the Center (see United Nations,
1991). Thus, the Center holds real and effective power in most public matters and provincial-local
governments primarily act on behalf of the Center in functions that are delegated to them by the Center.
Indonesia is also quite unique in terms of the degree of dependency of its subnational governments on
central revenues. In 1990/91, subnational governments were responsible for about 16.9% of consolidated
general government expenditures but raised only about 5.7 % of consolidated general government revenues
(see Figure 1.1). This level of fiscal deficiency for subnational governments is large by international
standards.

The centralization of authority in Indonesia has traditionally been viewed as a means of
preserving national unity and promoting economic growth. Indeed, during the 70s and 80s, Indonesia
experienced a sustained period of economic growth and political stability. This sustained growth
performance has resulted in renewed interest in improving public sector performance in the finance and
delivery of public services and in the role effective decentralization could play in achieving that objective.
There is also an emerging perception that a highly centralized fiscal structure may be imposing large
economic costs on Indonesia in view of the country's large size both in area and population, and the
considerable ethnic, cultural and economic diversity of its communities. The central government in such
a large country would be ill-positioned to match local public services with local preferences. There is
some evidence to suggest that indeed in Indonesia, highly centralized public sector decision-making
contributes to reduced accountability, retards the development of public infrastructure, adversely affects
rates of return on public sector projects, and constrains the development of local institutions (see Bastin
and Smoke, 1992). With economic expansion, the need and opportunities for decentralization increase;
Indonesia is fast approaching a stage in its economic transition where the Center will find it increasingly
difficult, for both financial and institutional capacity reasons, to continue with the present degree of
centralization in government decision-making. In any case, the current heavy dependence of subnational
governments on central revenues and its implications for public sector accountability could not be ignored
for very long.
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FIGURE 1.1
Relatve Importance of

National & Subnational Governments in Indonesian Economy
1975/76 - 1990/91
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A growing awareness of the problems associated with this centralized structure has resulted
in a number of Government of Indonesia (GOI) initiatives to allow t least a limited degree of
decentralization. For example, in 1987, the GOI declared the provision of urban infrastructure to be a
local responsibility (see GOI 1987, "Policies for Urban Development in Indonesia"). REPELITA V (Fifth
Five-Year Plan, 1989-1994) also stated that rationalization and improvement of the regional government
financial system should receive priority attention during the plan period. A number of recent GOI
programs were implemented to achieve these objectives. Better known initiatives in this regard include
Integrated Urban Infrastructure Development Program (IUIDP) by the Ministry of Public Works to
develop decentralized planning and implementation; the Ministry of Home Affairs initiatives to strengthen
institutional capacity of local governments; the establishment of an Urban Development Coordination
Team (TKPP- Tim Koordinasi Pembangunan) by the Ministry of Planning (BAPPENAS); and finally the
initiation of a loan facility, Regional Development Account (RDA) by the Ministry of Finance. In
addition, the Ministry of Finance has drafted legislative proposals for the reform of central-local fiscal
relations and local taxes and user charges (see Bastin and Smoke, 1992). Bastin and Smoke (1992) note
that most of the above initiatives fell much short of desired objectives due to their narrow focus;
interministerial conflicts and inadequate coordination and local participation. A rather comprehensive
examination of intergovernmental fiscal relations in Indonesia would be a prerequisite for the development
of a sound and coherent fiscal decentralization program.

Most recently, the President's 1992 Budget Speech and a new regulation on regional
autonomy issued in August 1992 (pp. 45) reaffirmed the Government's commitment towards fiscal
decentralization in Indonesia. This study aims to assist the government in developing a gradual program
of fiscal decentralization by providing a comprehensive examination of intergovernmental fiscal relations
in Indonesia.

The study is organized as follows. Chapter 1 presents introductory and background material
on regional government administrative and financial structure in Indonesia. Chapter 2 addresses
expenditure assignment issues. Chapter 3 analyzes tax assignment and vertical and horizontal fiscal
imbalances. Chapter 4 provides a description and analysis of intergovernmental transfers. Chapter 5 deals
with strengthening regional government own-source tax revenues. It discusses actual and potential
performance of existing provincial-local tax instruments, and identifies possible new sources of revenue.
A review of user charges is provided in Chapter 6. Chapter 7 deals with local borrowing issues. Finally,
Chapter 8 provides a review of the institutional arrangements for planning, budgeting, implementation
and monitoring of government programs at the regional levels. An executive summary sums up the
principal findings and recommendations of this report.

B. Regional Government Structure in Indonesia

On August 17, 1945, Indonesian national leaders Ir. Soekarno and Dr. Mohammad Hatta
proclaimed its independence from the Dutch. The Dutch terminated their rule of Dutch East Indies on
December 27, 1949, with the creation of a sovereign Federal Republic of Indonesia, with a federal
constitution. Subsequently, on August 17, 1950, the Unitary State of the Republic of Indonesia was
proclaimed.

The highest political institution in the country is Majelis Permusyawaratan Rakyat (MPR)
or People's Consultative Assembly. The President is elected by and also is accountable to MPR. The
Assembly also draws up the Guidelines of State Policy (GBHN) for implementation by the President. The
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legislative and budgetary powers are vested with the House of Representatives or Dewan Perwakilan
Rakayat (DPR). Elections to DPR and the Regional DPR (DPRD) are based upon proportional
representation.

Indonesian law and governmental philosophy recognizes two basic principles for the delivery
of government services at the regional level, namely deconcentration - provision by regional outpost
offices of the Central Government departments - and decentralization - provision by autonomous
sub-national levels of government. For each purpose the whole country is divided into several
administrative levels.

Under deconcentration the administrative levels are referred to under the collective term
"Wilayah" (Districts) and consist of the following:

27 Provinces, also known as Wilayah Tingkat I (First Level District);

297 Wilayah Tingkat II (Second Level District);

3,837 Kecamatan (Administrative Sub-District - third level, though not usually referred to
as such); and

some 5,000 Kelurahan (Urban Village - fourth level, again not usually referred to as such,
in urban areas only).

Under decentralization there are three levels of autonomous sub-national governments. The
areas of the first two levels are collectively referred to as Daerah Otonom (Autonomous Regions), or,
more commonly, simply Daerah. The 27 Daerah Tingkat I' (usually abbreviated to Dati I) cover areas
identical to those of their corresponding Provinces/Wilayah Tingkat I and are thus also frequently referred
to as Provinces in this context. The 296 Daerah Tingkat II (or Dati II) similarly cover areas identical
to their corresponding Wilayah Tingkat II2; they comprise 55 Kotamadya (Urban Municipalities) and
241 Kabupaten (Regencies - generally containing both urban and rural areas). The third level of
autonomous sub-national government consists of some 62,000 Desa (Rural Villages).

A third principle for government service delivery at the subnational level is defined in
Indonesian legislation, namely coadministration, under which autonomous sub-national governments act
as the agents of higher government levels under the direction of the latter.

Many Central Government departments have branches or suboffices in each province, known
as Kantor Wilayah, commonly abbreviated to Kanwil. Some departments have more than one Kanwil
network, each representing a separate directorate general (an example is the Ministry of Finance, with
separate Kanwil for the Directorate General of the Budget and for the Directorate General for Taxation).

Including the capital city of Jakarta (Daerah Khusus Ibukota or DKI), the government of which combines the functions
of both Dati I and Dati II governments.

2 The remaining Wilayah Tingkat ll is that of the Administrative Kotamadya of Batam, which has no corresponding
autonomous region status.
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A number of separate central department project offices or other units at the provincial level may come
under the overall direction of the relevant Kanwil. For example, the Kanliil of the Department of Public
Works has project offices in many provinces for water supply, for sanitation and sewerage, and for water
resources. In some cases the Kanwil in turn have sub-branches - Kantor Departemen (or Kandep) at
lower levels. For example, the Department of Health has Kandep in each Wilayah Tingkat II; the
Department of Education has Kandep both at Wilayah Tingkat II and at Kecamatan (third) level.

The autonomous regional governments of both Dati I and Dati II consist of a legislature -
Dewan Pervakilan Rakyat Daerah or DPRD - and an executive. The DPRD, the majority of members
of which are elected locally, inter alia enacts legislation governing the levy of regional government taxes
and charges and the annual regional government budget (Anggaran Pendapatan dan Belanja Daerah, or
APBD). The chief of the executive for a Dati I (province) bears the title of Governor and is appointed
by the President (on the recommendation of the Minister of Home Affairs) from a shortlist of candidates
selected by the DPRD Tingkat I. The chief of the executive for a Dati II is similarly appointed by the
Governor from a shortlist of candidates selected by the DPRD Tingkat I. The post bears the title of, for
a kabupaten, Bupati (Regent), or, for a kotamadya, Walikotamadya (Mayor). The term Kepala Daerah
is often used to refer to the chief of the executive at either level of autonomous regional government.

Concurrently with their roles as chiefs of the executive of the autonomous regional
govermnents, Governors, Bupati and Walikotamadya exercise the additional role of District Chief (Kepala
Wilayah) under the deconcentration arrangements. In the latter role the Kepala Wilayah is the local
representative of the President and has important functions concerning the coordination of the activities
of the local agencies of all levels of government (including the Kanwil), maintenance of law and order,
and execution of all government tasks not falling within the specific authority of any other government
agency. Unlike the situation for the autonomous regional governments (where, in theory at least, each
level is substantially independent), a Kepala Wilayah Tingkat II is responsible, in his deconcentration role,
to the Kepala Wilayah Tingkat I (Governor) who is in turn responsible to the President through the
Minister of Home Affairs.

Under the Kepala Daerah the regional government administration for a Dati I or a Dati II
includes a Regional Secretariat, a Planning Agency (Bappeda) and a number of Service Departments
(Dinas). Many of the regional government's recurrent financial administration functions are the
responsibility of a Biro Keuangan (Finance Bureau) in a Dati I government and a Bagian Keuangan
(Finance Division) in a Dati 11 government, located in each case within the Regional Secretariat. The
Regional Secretariat also includes a Biro Bina Pembangunan (Development Bureau) in the case of a Dati
I government or a Bagian Pembangunan (Development Division) in the case of a Dati II government.
Both Dati I and Dati II administrations have Dinas Pendapatan Daerah (or Dipenda) responsible for the
administration of most of the regional government's own revenues. Other Dinas for a Dati I
administration typically include Education and Culture, Health, Public Works (or, now frequently,
separate Public Works Dinas for Roads, Irrigation and Human Settlements), Traffic Management,
Agriculture, Livestock, Fishery, Forestry, Plantations, Industry, Social Welfare, Labor and Tourism.
All these would have their counterparts in the parallel Central Government deconcentration (Kanwil)
structures. In many cases these provincial dinas would have subsidiary or branch offices (Cabang Dinas)
covering individual or groups of Dati II areas. In the Dati II administrations themselves the Dinas picture
is much more variable, dependent, inter alia, on the size, nature and location of the Dati II; in general
(aside from Dipenda already mentioned) there would usually be Dinas for Health and for Public Works,
and frequently also for Agriculture, Livestock, Fishery, Industry, Markets, City Planning and Tourism.
Dinas Dati II for Education and Culture are found in some, mostly eastern, provinces. Most of the Dinas
Dati II have their counterparts in the parallel central deconcentration Kanwil/Kandep and provincial Dinas
structures.
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There are also a number of agencies directly responsible to the Kepala Wilayah/Daerah
which function as outposts of the central Department of Home Affairs - in effect equivalent to
Kanwil/Kandep of that Department. Notable amongst these are the Inspektorat Wilayah at each of levels
I and 11 (commonly abbreviated to Irwilprop and Irwilkab/kot, or, referring to the Inspektorat at either
level, Irwilda) charged with physical and financial audit functions for the autonomous sub-national
governments, and the Directorates/Offices for Social and Political Affairs and for Rural Development.
The role duality of Kepala Wilayah/Daerah is also replicated formally in relation to the chiefs of the
regional government secretariats, as expressed in the title for the latter post of Sekretaris Wilayah Daerah,
commonly abbreviated to Sekwilda. This role duality is reflected in many of the subordinate posts in the
regional secretariats. Further, the Bappeda can also be considered to have a similar role duality: as well
as being the development planning agency for their regional government, they have the further formal
duty of coordinating the development programs of the Kanwil and other local agencies of all levels of
government.

Both Dati I and Dati II governments own quasi-independent Regional Government
Enterprises (Badan Usaha MilikDaerah or BUMD). These are self-budgeting and accounting companiies
which are intended to provide various services on a commercial or semi-commercial basis. Most notable
amongst them are the Regional Development Banks (Bank Pembangunan Daerah or BPD) owned jointly
by Dati I and Dati 11 governments, which, inter alia, act as the regional governments' bankers and
cashiers at both levels; and the Local Water Supply Companies (Perusahaan Daerah Air Minum or
PDAM) owned by many Dati II governments. Common amongst the many other types of BUMD found
across the country are companies for markets, solid waste services, hotels, tourism and entertainrnent,
electricity supply, plantations and livestock, and small savings and credit institutions (frequently ICknown
as Bank Pasar). Sometimes one BUMD will cover several diverse operations.

The role duality in parts of regional government administrations is also found at the
Kecamatan level. Kecamatan are, in theory, part of the deconcentration apparatus of the Department of
Home Affairs. Their functions include supervision of property tax collection by the village
administrations, issuing identity cards, land transfer certificates and other official documents, supervision
of the village levels of government, organizing elections and supervising and coordinating government
development programs. In practice, however, they also participate in programs and activities of their
autonomous regional governments.

The Desa are the lowest level of autonomous government in rural areas. The Desa
government consists of an elected Village Chief (Kepala Desa) and a Village Counci] (Lembaga
Musyawarah Desa, or LMD) primarily comprising local community leaders and assistants to the Kepala
Desa, and chaired by the latter. The main functions of the LMD are to approve the annual Desa budget
(Anggaran Penerimaan dan Pengeluaran Keuangan Desa or APPKD) and program of local development
activities. There is also a separate appointed consultative body known as Lembaga Ketahanan
Masyarakat Desa (or LKMD) a principal function of which is to formulate development project proposals
for submission to higher levels of government.

In urban areas (both those in Kotamadya and those in Kabupaten) there is no autonomous
level of government below that of Dati 11. The Kelurahan is the level of administration equivalent to the
rural area Desa, but is part of the deconcentration apparatus of the Department of Home Affairs. In
practice, however, Kelurahan execute both deconcentrated and some decentralized functions (notable
amongst the latter are local solid waste services). The chief of the Kelurahan bears the title Lurah and
is appointed by the Kepala Daerah Tingkat I. There is no equivalent to the Desa LMD and no separate
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Kelurahan budget, budgetary provision being incorporated in the APBD Tingkat IL. The Kelurahan do,
however, have LKMD with the same role as those in the Desa.

Finally, mentioni should be made of the Kota Admiiinistratip (or Kotip - Administrative
Townships) of which some 38 have been created within certain Kabupaten. Their purpose is to provide
a special form of administration for substantial towns, separate from the administration for the rest of the
Dati 11, but still falling under the authority of the Kepala Daerah Tingkat 11. Kotip are headed by
Walikotamadya appointed by the Kepala Daerah Tingkat II; the rest of the Kotip administration consists
of a Secretariat comprising a number of sections and sub-divisions dealing with general government
services, and "mini-dinas" (Suku Dinas) for Public Works, Revenue Administration and perhaps some
others. There is no separate legislature. Kotip generally undertake a limited range of urban service
functions such as town planning, solid waste collection and park maintenance. Formally Kotip are part
of the deconcentration structure of the Department of Home Affairs, but in practice they appear largely
to undertake decentralized functions. Budgetary arrangements vary; in some cases Kotip are allocated
certain Dati II revenues and use them to compile their own budgets, while in other cases the Kotip budget
forms a section of the overall APBD Tin gkat 11. (A summary chart of government organization in
Indonesia is provided in Figure 1.2 at the end of the chapter).

C. Financing of Government Services Delivered at Subnational Levels

This section briefly reviews the main sources and channels for the finance of government
services delivered at sub-national levels, as background for the discussion of intergovernmental fiscal
relations that will follow.

Central Sectoral Development Budget Allocations. DIP (Daftar Isian Proyek) are the
authorising documents for the allocation of funds from the Development Section of the APBN (hereafter
referred to as the National Development Budget) to development projects of the various Central
Government departments. There is one DIP document for each development project identified in the
APBN. Such a development project may relate to a single physical investment or other development
activity to be executed at a specified site; or it may cover a number of sub-projects within the relevant
program category of the National Development Budget structure to be executed at multiple locations
within a single province; or it may cover a number of such sub-projects to be executed at multiple
locations across several different provinces. A DIP may include provision for finance of the project from
foreign donor as well as domestic funding sources; in such an event the foreign component is referred
to as DIP-Bantuan Luar Negeri (or DIP-BLN).

In addition to financing projects which are clearly the responsibility of the Central
Government, DIP may finance projects which in principle fall within the field of responsibility of Dati
I or Dati II autonomous regional governments. Examples of this are to be found in many sectoral areas.
The reasons may be that the responsible regional government lacks the capacity to finance the project;
or that it is considered not to be technically capable of implementing the project; or that the relevant
central department wishes actively to promote projects of the type concerned, as pilot initiatives or
otherwise (for example, k-ampung improvement); or that the central department wishes to promote the
particular project in question when it is not accorded high priority by the regional government or has
particular reasons for wishing itself to undertake the project.

Traditionally, DIP funded projects are selected, managed and implemented by the relevant
central government departments. However, it is becoming more common in certain sectors for the
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implementation responsibility to be given to regional governments under the central departments'
direction. The degree of central departmental direction, and the discretion allowed to the implementing
regional governments in determining the precise use of the DIP funds, varies in these cases.

Central Sectoral Routine Budget Allocations. DIK (Daftar Isian Kegiatan) are the
authorizing documents for the allocation of funds from the Routine Section of the APBN (hereafter
referred to as the National Routine Budget). Each central government department has a number of
separate DIK - one for each directorate general or other equivalent level departmental agency. At the
sub-national level the DIK mainly finance the routine activities of the departmental Kanwil and their
subordinate agencies. However, DIK allocations may also be used to finance activities which in principle
fall within the field of responsibility of autonomous regional governments; one notable such example is
local health services.

Central Grants to Subnational Levels of Govermnent. The Central Government provides
a number of grants to the sub-national levels of government which may be divided into three categories:
routine grants; general development grants; and specific development grants. The latter two categories
are usually referred to as Bantuan INPRES (Presidential Instruction Grants).

The routine grants are known under the umbrella title of the Subsidi Daerah Otonom (or
SDO). The SDO collectively accounted for 54 percent of the total of all central grants to sub-national
levels of government for 1992/93. The great majority of the SDO - some 93 percent in 1992/93 - is paid
to finance the basic remuneration (salary and allowances) of Dati I and Dati II administration staff
occupying authorized posts. The balance is paid as small amounts for operation and maintenance of
primary schools, hospitals and tourist facilities, amounts to be used for promoting the growth of private
quarrying and excavation activities (from which regional governments derive license revenues) and
specified sums for a large variety of deconcentrated functions, although the latter generally represent but
a small fraction of the actual costs of those functions. The Department of Home Affairs is the central
agency principally responsible for determining the allocation of the SDO.

The general development grants are the Bantuan INPRES Dati I, Dati II and part of the
Bantuan INPRES Desa (the latter paid to both Desa and Kelurahan). They are available for use, at the
discretion of the recipient governments, for most purposes covered by the development sections of the
APBD or Desa budgets. They account for about 42 percent of the total of the development grants
(20 percent of the total of all the central grants).

The specific development grants are the Bantuan INPRES for Primary Schools, Health
Facilities, Rural Water Supply, Local Roads, and Regreening, all paid mostly to Dati II governments,
together with the Bantuan INPRES for Provincial Roads and for Reforestation (both paid to Dati I
governments) and the balance of the Bantuan INPRES Desa. There are some other small such grants.

Bappenas is the Central Government agency principally responsible for the determination
of the total size and allocation of the general and specific INPRES grants, although in the case of the
specific grants the relevant central technical departments also play a role.

While the bulk of the INPRES grants are financed from domestic government revenues, the
system is also being used to channel donor-sourced funds to certain Dati I and Dati II governments as
grants under a number of projects. Most notable are the roads grants to both levels which were about
16 percent financed in this way in 1992/93 under IBRD, ADB and USAID projects. Other donor-funded
INPRES grants are currently being made under IBRD and ADB urban development projects, and under
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various donor-funded projects in the fields of rural development (Provincial Development Program), rural
water supply, reforestation and regreening.

Finance by Higher Levels of Subnational Governments. In a similar way to Central
Government, provincial governments frequently contribute financing from APBD Tingkat I for projects
and services which de jure or de facto fall within the field of responsibility of Dati II governments, either
by themselves implementing projects (in a similar manner to the Central Government DIP system) or in
the form of grant finance. Both Dati I and Dati II governments may provide grants to Desa governments.

Finance from Own-source and Shared Revenues. Dati I and Dat II governments derive
revenues from a variety of local taxes, charges and miscellaneous local sources, and from shares of
Central Government revenues collected within their areas. The main shared revenue is the property tax
on land and buildings (PBB). These sources on average constitute only 40 percent of Dati I government
total revenues and only 30 percent of Dati II government total revenues, although the percentages for
individual regional governments vary considerably. Desa governments' own-source revenues are derived
from various local charges, sales of the production of communal land and other assets, and community
contributions in cash or in kind (materials and labor). The significance of these in total Desa government
budgets varies considerably between individual Desa. In some cases they collectively form the majority
source, while in others they form a relatively small proportion compared to grants from higher
government levels.

All levels of sub-national government are relatively free to determine the uses of their
own-source and shared revenues. It is widely accepted (though nowhere specifically laid down) that in
principle these revenues are for use to finance decentralized services, while deconcentrated services
should be financed from the APBN, and coadministered functions should be financed from the budget
of the directing level of government. However, as the funding provided by the Central Government often
falls short of the requirements of the latter two groups of functions (the inadequacy of the relevant
portions of the SDO is noted elsewhere in this report, it is usual for a substantial part of their costs to
be financed from own-source and shared revenues.

Loan Finance. Dati I and Dati II governments and their BUMD are permitted to borrow
with the approval of the Department of Home Affairs. Such approval is currently given only for the
finance of development projects. Although there is some borrowing from banks (mainly the BPD) most
borrowing finance is provided by or through the Department of Finance. Such finance may be obtained
either from domestic or foreign sources. The Department of Finance has relatively recently established
a revolving loans account, known as the Regional Development Account (Rekening Pembangunan Daerah
or RPD), as the medium through which all domestically-sourced Central Government loans are in future
to be made. Loans from foreign donors are generally the subject of separate arrangements under which
the Department passes the loan funds to the regional level, on terms agreed with the relevant donor,
under a Subsidiary Loan Agreement (SLA). However, special arrangements using the RPD facility have
been made for loans under two IBRD urban development projects.

The bulk of Central Govermnent lending to the regional government level has been to
BUMD, mainly in the urban sector and most notably to PDAMs. Borrowing by Dati I governments is
almost non-existent, with the exception of DKI Jakarta. Relatively few Dati II governments have up to
now made any significant use of borrowing to finance their development programs; most such borrowing
has been for urban sector projects in the larger urban areas and sourced from foreign donors.
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D. National and Regional Government Budget Structure

APBN Structure. The APBN is divided into separate parts for revenues and for
expenditures. The revenues part further divides into two sections: routine revenues, essentially the
domestic oil/gas, tax and non-tax revenues; and development revenues, the whole, or almost the whole,
of which represents foreign aid. The expenditures part of the APBN also divides into routine and
development sections. The national routine expenditure budget is structured programmatically into 16
standard sectors; each sector is further broken down successively into subsector, program and activity.
There are a total of 31 standard subsectors. For administrative and accounting purposes, including the
detailed breakdown into departmental agency DIK, further sub-analysis is provided through coding
expenditures into five standard input categories, viz., personnel, materials procurement, maintenance,
official travel, and miscellaneous (including grants and subsidies). In a similar manner, the national
development expenditure budget is structured into sector, subsector, program and project. There are 18
standard sectors and 32 standard subsectors. For administrative and accounting purposes, including the
project specification in the authorizing DIP documents, expenditure is further analyzed into ten input
categories, viz., project preparation, personnel, land, materials, machinery and equipment, transport,
travel, mobilization, administration and miscellaneous, and taxes and duties. The national development
expenditure budget is not confined to investment expenditure, but embraces also many types of activity
which are essentially of a current expenditure nature implemented under the special procedures specified
for projects. These expenditures include much infrastructure maintenance and repair, research
assignments and training activities. INPRES grants to sub-national governments are covered in the
development budget, while the SDO grant is covered in the routine budget.

APBD Structure. The essential structure of the APBD is prescribed by the Department
of Home Affairs. As for the APBN, the APBD divides into separate parts for revenues and expenditures.
The revenues part no longer attempts a distinction between routine and development revenues3 ;
however, the expenditures part comprises separate sections for routine and development expenditures.
The development expenditure section is structured programmatically into the same standard sectors and
subsectors as the national development expenditure budget. The structure of the routine expenditure
section of the APBD differs from that of its APBN counterpart in that there is no analysis by
sector/subsector/program/activity. Instead, the major part of routine expenditure is analysed, first, by
spending agency of the regional govermnent (DPRD; Office of the Kepala Daerah; Regional Secretariat;
Bappeda; Dipenda; technical Dinas; and so forth), and second, within each of these, between five
standard input categories, viz., personnel, equipment, maintenance, official travel, and other.

E. The Medium-Term Planning System

At both national and regional levels, Indonesia operates a system of fixed term five-year
development plans. Thie national level plan is known as Rencana Pembangunan Lima Tahun or
REPELITA. The regional plans, prepared for both Tingkat I and Tingkat II, are similarly known as
REPELITA Daerah or REPELITADA. The fifth successive such plan (REPELITA V) runs from 1989/90
through 1993/94.

3 APBD revenues used to be classified between those for routine and those for development purposes, but his distinction was

dropped in the late 1980s.
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National REPELITA. The REPELITA is intended to provide guidance on national
development objectives, policies and programs to both public and private sectors, following the broad
guidelines and priorities established by the GBHN. Its contents can be divided into three parts. The first
is an overall view and summary of the plan period macro policies and objectives. It includes an estimate
of the total of public and private investment needs and of how those needs will be financed from domestic
and external sources. The second part details the policies and expenditure programs to be pursued within
a particular sector, subsector or (sometimes) program of the national development budget structure. The
final part presents statements for each of the country's 27 provinces. Each statement divides into four
main sections. The first contains a general quantitative description of the province's economic and social
characteristics. The second outlines qualitatively the main problems needing to be tackled during the plan
period. There then follows a section on general policies and objectives for the plan period, including a
number of quantitative performance targets and forecasts. The final section outlines the policies and
programs to be pursued under each sector/subsector or (sometimes) program of the national development
budget structure, some of them including quantitative program input, throughout and/or output targets.
The latter represent the provincial breakdowns of equivalent national targets included in the second part
of the REPELITA.

Regional Medium-Term Plans. All Dati I and Dati 1I governments are required to produce
a Basic Strategy Statement (Pola Dasar) covering the same five-year period as the national REPELITA.
A Pola Dasar reviews very broadly the physical, economic and social conditions of the region as a whole,
and sets out general policies and strategies to be pursued for the plan period, covering both public and
private sectors. It has a somewhat similar status at regional level as the GBHN, the contents of which
it is supposed to reflect. The Pola Dasar is drafted by the Bappeda and is approved by the Kepala Daerah
and the DPRD. Provincial Pola Dasar must be endorsed by the Minister of Home Affairs, while those
for Dati II must be endorsed by the provincial Governor.

Dati I and Dati II governments also prepare REPELITADA which are intended to elaborate
in detail the strategy for implementing the Pola Dasar. Their format and content generally resemble those
of the National REPELITA. Like the latter, they attempt to estimate, for their own regions, the total of
public and private sector investment necessary for the economic, demographic, and social objectives to
be fulfilled and the contributions required from Central Government revenues, regional government
revenues and the private sector. Detailed policy statements are given for each of the sectors/sub-sectors
of the development budget structure, including, frequently, quantitative input and output targets and the
identification of specific projects/project elements (though the cost of the latter is often not given).
REPELITADA are documents of the regional government executive, issued as decrees of the Kepala
Daerah. Approval of the DPRD is not required, nor of any higher government level.

F. Development Planning and Budgeting Process

In pursuit of the State philosophy of unity of purpose in an integrated scheme of national
development, preparation of the annual development expenditure budgets at all levels of government is
conceived as taking place within a unified coordinative framework involving two essential elements. The
first "bottom up" element is a consultation process whereby each governiment level formulates draft
annual program proposals based, inter alia, on proposals submitted from the next lowest government
level. The second "top down" element is the process whereby guidance and final annual budget decisions
are given/notified by each level of government to the next lowest level, starting from the central level.

The Bottom-Up Inter-governmental Consultation Process. The "bottom up" annual
development planning process begins with meetings at the Desa/kelurahan level of the LKMD, chaired
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by the Kepala Desa or Lurah and attended by a representative of the kecamatan, in which project element
proposals are formulated for submission to the next (kecamatan) level. The project elements are classified
by proposed source of finance, viz. from the Desa own-source revenues or contributions, the INPRES
Desa grant, APBD Tingkat 11 (including the INPRES grants at that level), APBD Tingkat I (again
including that level's INPRES grants), and APBN (central technical department DIP and, sometimes,
notably in the Health Sector, DIK). These meetings are held sometime during February to April in the
calendar year preceding that in which the relevant budget year commences.

The Desa/kelurahan level proposals are next reviewed at the kecamatan level in a meeting
with Kepala Desa/Lurah and LKMD representatives chaired by the Camat (kecamatan chief official) and
including also representation from Bappeda Tingkat 11, technical Dinas Dati II, and kecamatan level
central government deconcentrated agencies. This meeting filters out proposals considered defective,
duplicative of other efforts or of insufficient priority, takes note of and returns to the Desa/kelurahan level
their proposals to be financed from their own-source revenues, and (usually) adds further proposals
directly from the kecamatan level officials. These meetings are generally held in April or May.

During May/June Kepala Daerah Tingkat 1I formally requests all regional and deconcentrated
Central Government agencies at the Dati II level to prepare development project submissions for the
forthcoming year. Bappeda Tingkat II collects the submissions, combines them with those from the
kecamatan level. Dipenda and Bagian Keuangan Tingkat II prepare an estimate of the financing capacity
of the Dati 1I government. The project proposals are then discussed in a Development Coordination
Meeting (Rapat Koordinasi Pembangunan Tingkat II or Rakorbang Tingkat II). In a similar manner to
the earlier kecamatan level meeting, this reviews each proposal (including those already reviewed at the
kecamatan level), selects those considered to have sufficient justification, and classifies them by proposed
financing source, viz., Dati 11 own-source and shared revenues; Dati I own-source and shared revenues;
each separate general or specific INPRES grant; central technical department DIP; and special programs,
essentially those financed with donor assistance. The Rakorbang chaired by the Kepala Daerah is
attended by representatives from all concerned regional government and deconcentrated central
government agencies.

Following the Rakorbang Tingkat 11, the summary proposal documents for each selected
project are complemented with a more detailed description/summary justification document. The selected
proposals are then forwarded to the provincial government level. The same essential process is again
traversed at the provincial level in the Rakorbang Tingkat 1, held sometime in the period July through
early October. At this stage, further project proposals are added from the Dati I regional government
and the various Kanwil and other provincial level deconcentrated Central Government agencies. The
Rakorbang, convened by the Governor, is attended by representatives from all concerned Dati I
government and deconcentrated provincial level agencies, and from Bappeda Tingkat 11. The meeting
takes note of and returns to the Dati 1I governments their proposals to be financed from their own-source
and shared revenues, and classifies the remaining selected project element proposals by financing source
in the same manner as for the Rakorbang Tingkat 11.

There follows an Inter-regional Development Consultation Meeting involving the groups of
provinces included within Indonesia's five supra-province planning regions. This meeting comprises
representatives from, for the central government, Bappenas (in the chair), Department of Home Affairs
and various concerned central technical departments; and, for the provincial administrations, Bappeda and
Sekwilda Tingkat 1. It is usually held in September or October. Its purpose is to discuss project
proposals which involve more than one of the provinces, both those which are proposed for financing
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from central technical department DIP allocations and those which are proposed to be financed on a joint
basis from the APBD Tingkat I.

The project elements selected from the Rakorbang Tingkat I and the Inter-regional
Consultation Meetings are assembled and summarized in standard fornats by each proposed financing
source (sectoral DIP APBN, each INRPES grant, and APBD Tingkat I own-source/shared revenues) by
Bappeda Tingkat I, following which they are submitted by the Central Government level (Bappenas) and
the Directorate General for Regional Development (Pembangunan Daerah-Bangda, of the Department of
Home Affairs). These standard summary formats list, by Tingkat II or Tingkat I as appropriate, each
proposed project element by name, location (kecamatan), objective, preparation status, estimated
implementation period, and estimated cost.

There follows the National Development Coordination Meeting (Rapat Koordinasi
Pembangunan Nasional or Rakornas), chaired by Bappenas and attended by representatives from the
Department of Home Affairs, concerned central technical departments, Governors and Ketua Bappeda
Tingkat 1. Some provinces also bring Kepala Daerah and Ketua Bappeda Tingkat II. The Rakornas is
held in Jakarta, normally in November, and lasts for a full week. Here each Governor makes a formal
presentation of the proposals being submitted from his province. In a parallel series of meetings,
provincial technical dinas and other officials present more details of the proposals and their rationale to
their central department counterparts. One such meeting is held for each INRPES grant. Other such
meetings discuss project submissions proposed for APBN sectoral DIP finance. The function of the
Rakornas is to enable central officials to receive and discuss the views of the regional levels; no decisions
are taken at the meetings.

Completion Process for National Development Budget. Following the Rakornas, central
level discussions are held within Bappenas and between Bappenas and other central departments. The
latter may put forward additional and/or alternative development project proposals to those emerging from
the regional consultation process described above. The proposed overall size of the national development
budget is identified in a meeting between the Chairman of Bappenas (who concurrently holds the title of
Minister of National Development) and the Minister of Finance, based on the Department of Finance's
estimates of the total available APBN revenues and the requirements of the national routine budget.
Bappenas then prepares an initial draft of the forthcoming year's national development budget detailed
by sector, subsector, program and project. After review and approval by the cabinet, the full draft
budget (Rancangan APBN or RAPBN) is presented in early January to the DPR bv the President. After
discussions the DPR approves the final APBN in early-mid February. Except in special cases, regional
governments are not involved in these post-Rakornas processes.

With the presentation of the RAPBN, the government issues, under Presidential Decree, a
document known as Satuan4 3 which sets out expenditure ceilings for each activity and each project
included in the routine and development budgets. While the APBN is in process through the DPR,
departments commence the preparatory steps for budget implementation.

Preparation Process for Regional Governnent Budgets. For provincial governments, the
preparation process starts early, in parallel with the preparations for the Rakorbang Tingkat I. Agency
chiefs (Kepala Dinas, Kepala Biro, etc.) and their staffs prepare provisional budget proposals and submit

Satuan 3 is one of three Satuan documents which become attachments to the APBN. Satuan I sets expenditure ceilings down to
subsector level and is approved by the DPR. Satuan 2 sets ceilings down to program level and, like Satuan 3, is issued as a
Presidential Decree.
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them to the relevant lead agency over the period July through October. Simultaneously, Dipenda prepares
an initial forecast of income from own-source and shared revenues and likely central government grant
allocations. The submissions and revenue forecast are reviewed over October/November by a Budget
Team chaired by the Sekwilda or Ketua Bappeda and including the three lead agencies (Dipenda,
Biro/Bagian Keuangan, Bappeda), and (often) spending agency chiefs. The three lead agencies then
jointly draft a statement, known as the Annual Program, detailing policy objectives by development
budget sector/subsector/program, proposed development projects and routine activities, for discussion
with a Budget Committee of leading members of the DPRD. The Annual Program is finalized by early
January. In late January Governors receive provisional notifications from the Department of Home
Affairs of the routine and development grant allocations. The allocations are confirmed and the final
central budget preparation guidance documents handed over to Governors in the early to mid-February
following APBN approval. There follows an intensive effort by the Budget Team to finalize the draft
budget involving meetings with regional government spending agencies; the setting of expenditure ceilings
for each of the latter, on the basis of which they then prepare near-final routine budget and development
project proposals; near finalization of the revenues budget by Dipenda; preparation of the first full draft
of the APBD document; discussions with the DPRD Budget Committee; and preparation of the final draft
APBD document (Rancangan APBD or RAPBD). A session of the full DPRD held in mid-late March
then discusses and approves the RAPBD. In accordance with the provisions of Law No. 5 of 1974, the
provincial government APBD must then be submitted to the Minister of Home Affairs for ratification.
However, provincial governmnents everywhere proceed to implement their APBD pending receipt of the
Minister's ratification letter.

The steps in the preparation of the Dati II government APBD are broadly similar. However,
the process begins somewhat later, commonly in November-December, and is usually telescoped into a
shorter overall time frame, since nowadays most Dati II governments aim to achieve DPRD approval of
their budgets by end-March or early April. Law No. 5 of 1974 requires the Dati II government APBD
to be submitted to the provincial Governor for ratification (acting for this purpose in his deconcentration
role). As in the case of APBD Tingkat I, Dati 11 governments normally proceed with budget
implementation without waiting for the Governor's ratification.
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Figure 1.2: Government Organization in Indonesia
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ISSUES IN EXPENDITURE ASSIGNMENT

A. Overview

This chapter provides an overview of existing expenditure assignment in Indonesia. It provides
a summary of current legislation and of views on how the roles of central and local governments in public
service provision should evolve in the future. A conceptual framework for the assignment of
responsibilities among different levels of government is outlined. Efficiency and equity of public service
provision and preservation of the internal common market form important underlying principles for this
framework. Finally, the chapter draws implications of this framework for the division of responsibilities
and public sector perforrnance in Indonesia and proposes an agenda for fiscal decentralization.

The chapter notes that the allocation of public service responsibilities in Indonesia remains highly
centralized. Further, in areas of shared responsibilities, the respective roles of various levels of
government are not always clearly articulated. The Government of Indonesia (GOI) has recently indicated
a renewed resolve to deal with both of the above mentioned issues. Regulation PP45 promulgated in
1992 outlines the process of decentralization contemplated by the Government. The broad framework
set out by this regulation for the transfer of responsibilities to subnational governments is consistent with
general economic principles of allocation of responsibilities among various levels of government. Within
this framework, the actual devolution of responsibilities for individual public services will need to be
carefully determined. It is proposed that the following serve as general criteria for the assignment of
responsibilities for local public services: policy development, standards of service, performance
evaluation (center); oversight (provincial level); provision (local/regional levels); and production (public
or private, depending on the service). The assignment of local public service provision to local or
areawide governments is influenced by a number of considerations. These include economies of scale,
benefit/cost spillouts, political proximity (proximity of local administration to local residents), consumer
sovereignty (voter preferences determine the level, mix and quality of public services), and economic
evaluation of sectoral allocation choices. The government that is assigned a service in turn determines
private or public production based on efficiency and equity considerations. The actual transfer of
responsibilities needs to take into consideration institutional capacities to shoulder the responsibilities in
question. The determination of local government institutional capacities will be based on a municipal
rating exercise commissioned by the GOI. An assessment of institutional capacities should help determine
which local governments are ready to take on additional responsibilities, as well as help direct capacity-
building support to the institutionally weaker governments so that over time they are also in a position
to assume increased responsibilities for local public services.

B. Review of Existing Assigmnent of Responsibilities

Intergovermnental Distribution of Responsibilities in Indonesia

Article 18 of Indonesia's Constitution states, "Because the State of Indonesia is a unitary state,
Indonesia, therefore, will not have within its jurisdiction areas which have the character of 'states'
"(Ch.VI, Article 18, p.27). Thus, lower level governments in Indonesia are simply agents of the Central
Government and derive their authority from the latter. The delegation of authority has been implemented
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through various statutes (UU: Undang-Undang) and regulations (PP: Peraturan Pemerintah). The most
important statute in this respect has been UU No.5/1974, titled, "The Repu'-'ic of Indonesia: Elucidation
of Basic Principles of Administration in the Regions". This law defines the basic principles for the
development of regional autonomy in Indonesia and it provides the legal basis for regional administration.
It also specifies that any transfer of power from the Center to subnational levels must be specified by a
parliamentary regulation (PP). This law stipulated the following 19 functions for local governments:

small holder agriculture;
animal husbandry;
inland fishery;
small scale rubber plantations;
large plantations;
sea fisheries;
forestry;
education and culture;
public health;
local public works;
small scale industry;
small scale mining and quarrying;
housing;
traffic management/transportation;
general administration;
labor welfare;
social welfare;
tourism; and
local enterprises and projects.

Specific regulations to implement this legislation have been slow in coming and, at the present
time, central involvement in local functions is pervasive (see Table 2.1). Tables 2.2 through 2.4 further
document the level of participation by various levels of government in Indonesia as of fiscal year
1990/91. These tables suggest that Central Government spending dominates all functions with a high of
100% in defense and a low of 52% in civil security and protection. None of these tables, though, is able
to capture fully the variations in responsibilities assigned to provincial and local governments both within
and across regions. The responsibilities vary substantially across different levels in different regions due
to ad hoc decisions of the central and provincial governments. Notwithstanding these difficulties, the
following paragraphs outline the division of responsibility among the three levels of governrnent for
selected functions.

Education: Provincial and local governments are responsible for the provision of elementary
education (sekolah dasar - for six years beginning at age 6) with technical supervision from the Central
Government (the Ministry of Education). Level 11 governments are responsible for acquisition of land
for school buildings and provide for maintenance of physical plant. Provincial (Level I) governments are
responsible for the administration of schools and pay for the non-salary expenses associated with school
administration either indirectly through Level II governments or more directly in certain jurisdictions.
They are also directly responsible for the administration of primary teacher training schools, junior and
senior vocational schools and junior and senior general schools. The Central Ministry of Education sets
curriculum, provides textbooks and library books, recruits teachers and pays for their salaries. The
Central Ministry of Religion oversees imparting of religious education, appoints teachers of religion and
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Table 2.1: The Division of Public Service Responsibilities in Indonesia - 1993

Function Center Level I (Province) Level 11 (District)

External Relations Exclusively central.

Natural Resources & Primarily central.
Environment

Fiscal Policy Exclusively central. Note also
that in Indonesia all tax rates
including those for local taxes
must be specified by central
legislation.

Monetary Policy Exclusively central.

Regulation Mostly central. Regulations affecting local
trade and business, local
by-laws.

Disaster Relief Exclusively central.

Land Use Planning Exclusively central. The
National Land Agency
participates in zoning and land
transactions at all levels.

Judiciary Solely central. Courts of law
and correctional services.

Security National defense policy. Night watchmen, local

security staff.

Science, Technology & Exclusively central
Research responsibility.

Education Policy development, teachers, Operation & supervision Acquisition of land for
curricula, textbooks & of primary schools. school buildings.
educational equipment for Maintenance of equipment Construction of primary
primary, secondary and and buildings, provision of schools with central
university education. Design land and building financing and under central
of educational buildings. improvements. supervision.

Health Special/referral hospitals. Major Hospitals. Health clinics. local
Transfers to provincial & local Dispensaries/drug hospitals, dispensaries,
govermnents. Medical suppties. Public health. rural water and sanitation.
personnel for health institutions
at all levels. Medicines.
Preventive services. Overall
health
pwolicy/symposium/training
/research.
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Function Center Level I (Province) Level II (District)

Agriculture Strategic planning experimental farms More limited involvement
. Research & training w. education, extension but largely same as Level
. Maintenance of special and training I.
projects horticultural facilities

pest control

Plantations Centrally owned estates Provincially owned estates Locally owned estates

Forestry . Licensing for forestry Some provincial service Occasionally the same role
exploitation bureaus as Level I.
. Forestry charges (DINAS) involved in

proposal development and
allocation of funds for
reforestation Inpres.

Forestry seed stores
Seedling programs.

Livestock Occasionally for some Primarily local
areas, the same role as responsibility
Level II. . Supervision of slaughter

houses
. Veterinary services

Fishery Licensing of fish farms.

Irrigation Policy and planning of water Preparation of irrigation Some work on secondary
resources. Regulation, river plans. Work on primary and tertiary systems.
basin management. systems and most

secondary systems.

Industry Primary responsibility. Licensing of local business.

Mining and Energy Primary responsibility. Oil and Permits for small mining Ground water extraction.
gas solely central facilities. Gravel and sand
responsibility. extraction. Some role in

rural village
electrification.

Transportation National highways Provincial roads Local roads

Supervision of most transport Vehicle licensing, river Traffic lights, parking,
systems. Traffic management transport. traft'ic street lighting.
in some provinces, sea management in some
transport, air transport, air provinces.
ports, seaports.

Telecommunications Primary responsibility Radio Licenses

Tourism Tourism promotion Tourism promotion Tourism promotion

Cooperatives Large cooperatives Medium-size cooperatives Small cooperatives

Manpower and Policy development and Supportive role in
Resettlement implementation. implementation with central

financing.
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Function Center Level I (Province) Level 11 (District)

Regional Development Policy, financing & Financing
implementation

Urban Development Strategic planning, policy Implementation
development, financing and
implementation

Village Development Policy development & Supervision Implementation
financing

Family & Social Welfare Assistance to needy Assistance to needy

Population Planning Policy Implementation

Public Housing and Policy and provision Housing of local staff.
Settlements

Urban Water Supply Policy development and Oversight and financial Provision
technical assistance. assistance
Development of new schemes.

Urban Services: Policy formulation. Oversight. Provision
Development Financial assistance. Financial assistance.
Urban roads, bridges and
footpaths. Surface water
drainage and flood
prevention. Sanitation
Kampung improvement.
Solid waste collection and
disposal. Fire protection.
Street lighting. Parks and
recreation. Markets.
Traffic management.
Public transportation.

Information & Press National radio stations, Provincial radio stations. Local radio stations.
television, censorship

Private Sector Policy Regional development Local governments are
Development banks. involved in retail, brewery,

property development,
banking, etc.

General Government Executive and legislative, Administrative Administrative
administrative.

Residual or Unspecified Exclusively central.
Functions

Sources: (1) Interviews with officials.
(2) Budget reviews.
(3) Davey (1979), Devas (1989, 1980), Botrall (1981), Nain (1981), McNeil and Rane (1983).
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Table 2.2: Expenditures by Function and Level of Government, 1990/91
(In Billion of Rupiah)

SECTOR CENTRAL DATI I DATI II TOTAL

1. Agriculture & Irrigaton 2,391.6 155.6 39.3 2,586.5

2. Industrial & Business Development 1,435.5 69.4 58.8 1,563.8

3. Mining and Energy 1,973.1 11.4 6.1 1,990.6

4. Protection of Environment 301.6 36.7 23.2 361.5

5. Transportation 3,041.6 540.0 1,045.3 4,626.9

6. Culture & Religion 52.5 21.4 20.7 94.6

7. Education & Human Capital 2,604.5 206.2 381.8 3,192.5

8. Health 373.9 77.9 164.7 616.6

9. Social Services 947.2 87.5 32.1 1,066.8

10. Regional Development 1,873.2 89.9 251.0 2,214.1

11. Defense 981.6 0.0 0.0 981.6

12. Civil Security and Protection 41.5 26.5 11.2 79.2

Expenditures Not Classified by Function

a. Subsidies to Lower Level 4,236.6 233.5 58.7 4,528.8

b. Public Sector Wages & Other 25,968.3 3,303.0 1,854.8 31,126.2
Expenditures 1/

TOTAL 46,222.7 4,859.1 3,947.9 55,029.6

1/ Includes personnel, materials and debt service expenditures.

Sources: Ministry of Finance, Budget documents.
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Table 2.3: Composition of Public Spending by Level of Goverrnent, 1990/91
(Percentage by Sector)

SECTOR CENTRAL DATI I DATI II Total

1. Agriculture & Irrigation 5.2 3.2 1.0 4.7

2. Industrial & Business Development 3.1 1.4 1.5 2.8

3. Mining and Energy 4.3 0.2 0.2 3.6

4. Protection of Environment 0.6 0.8 0.6 0.7

5. Transportation 6.6 11.1 26.5 8.4

6. Culture & Religion 0.1 0.4 0.5 0.2

7. Education & Human Capital 5.6 4.2 9.7 5.8

8. Health 0.8 1.6 4.2 1.1

9. Social Services 2.0 1.8 0.8 1.9

10. Regional Development 4.0 1.8 6.4 4.0

11. Defense 2.1 0.0 0.0 1.8

12. Civil Security and Protection 0.1 0.5 0.3 0.1

Expenditures Not Classified by Function

a. Subsidies to Lower Level 9.2 4.8 1.5 8.2

b. Public Sector Wages & Other 56.2 68.0 47.0 56.6
Expenditures 1/

TOTAL 100.0 100.0 100.0 100.0

1/ Includes personnel, materials and debt service expenditures.

Sources: Ministry of Finance, Budget documents.
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Table 2.4: Expenditures by Function and Level of Govermnent, 1990/91
(Percentage by Level of Government)

SECTOR CENTRAL DATI I DATI II TOTAL

1. Agriculture & Irrigation 92.5 6.0 1.5 100.0

2. Industrial & Business Development 91.8 4.4 3.8 100.0

3. Mining and Energy 99.1 0.6 0.3 100.0

4. Protection of Environment 83.4 10.2 6.4 100.0

5. Transportation 65.7 11.7 22.6 100.0

6. Culture & Religion 55.5 22.6 21.9 100.0

7. Education & Human Capital 81.6 6.5 12.0 100.0

8. Health 60.6 12.6 26.7 100.0

9. Social Services 88.8 8.2 3.0 100.0

10. Regional Development 84.6 4.1 11.3 100.0

11. Defense 100.0 0.0 0.0 100.0

12. Civil Security and Protection 52.4 33.4 14.2 100.0

Expenditures Not Classified by Function

a. Subsidies to Lower Level Government 93.5 5.2 1.3 100.0

b. Public Sector Wages & Other 83.4 10.6 6.0 100.0
Expenditures 1/

TOTAL 84.0 8.8 7.2 100.0

1/ Includes personnel, materials, and debt service expenditures.

Sources: Ministry of Finance, Budget documents.
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provides advice on the renovation of madrasahs (schools for religious instruction). The Ministry of Home
Affairs monitors primary, special and nursery school needs. The Ministr, of Planning (BAPPENAS)
undertakes planning for future establishment of schools. The Ministry of Public Works provides guidance
on school construction and building costs. The Ministry of Finance releases financial transfers for school
construction and renovation, purchase of library books, school supplies and for teacher salaries.

Health: Like education, health services are a shared responsibility. The Central Ministry of
Health establishes health policy and provides for direct supervision of class A (comprehensive specialized
care) and B (extensive specialized care) hospitals. It also maintains the National Institute of Health
Research. It oversees private and subnational government provision of health care. It is also responsible
for environmental health, rural water supply and sanitation and food and drug control functions. The
Ministry of Education is responsible for medical and nursing training. Provincial Health Service Bureau
(Dinas Kesehatan) are responsible for administration of provincial budgets for health as well provide an
oversight for Level II health administration. The provincial bureaus usually finance class C (limited
specialized care) and class D (general) hospitals. Level II governments administer class D hospitals,
health centers and sub-centers. They also provide training to para-medical staff.

Agricultural Development: The Central Government through its Ministry of Agriculture
retains exclusive responsibility for agricultural policy in Indonesia. It allows limited devolution of
responsibilities to subnational governments in the implementation of central policies. The provinces are
expected to assist the Central Government in paddy crop-cutting, compiling national production statistics
and formulating national price policy. The provinces also assist in research on agriculture. They
supervise seed farms and carry out disease and pest control functions under central supervision. They
are also entrusted with agricultural extension and training responsibilities. The provinces could delegate
some of these responsibilities to the Level II governments. The Center provides financing for all
centrally delegated tasks.

Irrigation: The Central Government through the Directorate General of Water Resources
Development (DGWRD) plans, executes and supervises the development and rehabilitation of existing
irrigation systems; flood control; river basin development; and reclamation of deltaic and swampy areas.
Provincial governments carry out special projects under direct supervision by the Center. Provincial
governments also carry out minor rehabilitation work and routine operation and maintenance with central
financing. Local governments are usually not involved in irrigation functions.

Urban Water Supply: The Central Government assumes planning and construction
responsibilities for the supply and distribution of drinking water. This responsibility for urban water
supply is jointly exercised by the Ministries of Public Works, Finance, Home Affairs and the National
Planning Board (BAPPENAS). These facilities are then transferred to subnational governments for
upkeep. The above division of responsibilities is not always adhered to in practice and all levels of
government are involved in both construction and maintenance in different parts of the country.
Provincial Bureaus of Public Works design and supervise work on water supply schemes for small towns
under direction from local representative of the central government (Kanwil). Local governments provide
for operation and maintenance of the water supply systems, usually through a water utility
company/enterprise called as Perusahan Daerah Air Minum (PDAMs).

Transportation Services: The Central Government is involved in the planning and financing
of all roads. It executes plans for national roads directly or through subnational governments. Provincial
governments are involved in construction of provincial and local roads and local governments construct
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national (interprovincial or arterial), provincial (roads linking kabupaten/kotamadya headquarters) and
local roads. This overlap in responsibilities arises from lack of appropriatv financing or technical skills
in some municipalities so that the higher level government finds it necessary to have a direct
implementation involvement in addition to transfers. Some local projects, e.g., local bridges are
constructed by the higher level governments due to lack of appropriate technical skills in certain localities.
Local governments' involvement in national and provincial roads arises by their carrying out projects
selected and financed by higher level governments.

Implications of the Existing Structure

The existing division of responsibility in Indonesia has emerged as a result of a series of, often
ad hoc, decisions by the Central Government. These decisions, in the absence of a well-articulated
overall policy on the assignment of responsibilities, reflected the best wisdom of the Central Government
in each instance. Seen in their totality, though, they have contributed to the emergence of a highly
centralized, bureaucratic structure that may no longer be in tune with the evolving needs of modern
Indonesia. Briefly, the following are the stylized features of the current government structure:

(i) Decision-Making is Highly Centralized: Regional/local autonomy in the delivery of public
services is very limited in Indonesia. Even in areas of responsibility that have been
devolved to subnational governments, the Central Government retains a dominant role in
decision- making through its budget planning and approval processes. A contributing factor
is the dual role of regional heads. As a result, the local governments may be constrained
in their delivery of public services consistent with local needs and priorities in a timely
fashion.

(ii) Some Purely Local Functions Are Assigned to the Center: In Indonesia, important
aspects of some purely local functions, such as bus service, traffic management (some
provinces only), police protection and primary education, remain central responsibilities.

(iii) Public Sector Accountability is Impaired: All levels of government are involved in local
functions, often on an ad hoc basis. This compromises accountability as citizens never
know precisely who is responsible for what public service. In the absence of a clear
division of responsibilities for shared services, the Central Government in Jakarta is usually
blamed for all local public service delivery problems.

(iv) Efficiency and Equity in Public Service Provision are Not Assured: Since the decision-
making is significantly divorced from the people on whose behalf decisions are being made,
there is greater likelihood of imperfect matching of local public services with local
preferences. Also, the lack of clarity in the division of responsibilities impairs efficiency.

(v) National Unity is Compromised: Centralization of responsibility in a geographically large
and diverse country leads to unequal access by geographically distant residents to central
bureaucracy. This situation has a divisive influence on national unity.

(vi) Private Sector is Crowded Out: The subnational governments in Indonesia invest in local
enterprises to augment their revenues. These activities tend to crowd out private
investment.
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The degree of central control over public expenditures in Indonesia appears to be large by
international standards (see Annex Table A2.2). In Indonesia in 19I0/91, 76% of total public
expenditures were undertaken by the Center directly and another 8% of public expenditures were
controlled by the Center through the conditionality of its transfers program (Table 2.4). Even for the
remaining 16% of the expenditures, the Central Government was involved through its planning and
budget approval processes. In contrast, in China, which is also a unitary state, direct expenditures by
the Center account for about 40% of total public sector spending and central conditional transfers about
10% of the total; for the remaining 50% of public spending, central control is virtually non-existent. Box
2.1 highlights the existing expenditure assignment in China. In China many responsibilities are shared
and delivered in a rather uncoordinated fashion, but clarity in the division of responsibilities is generally
significantly higher than in Indonesia. For example, in China, there is no direct Central Government
involvement in the provision of primary, secondary and vocational education and in police and local
security functions. The Central Government, however, sets key policies (e.g. curriculum for primary
education) and service standards. Appointment of all provincial-local staff is the responsibility of
subnational governments, whereas in Indonesia it is Central Government responsibility. Local
governments in China enjoy almost complete autonomy in the exercise of the functions assigned to them.

Box 2.1: Expenditure Assignment in China

Center: national defense, external affairs; external assistance, agriculture, forestry and water;
education (provision of university education only); culture and scientific research; health; price
subsidies; geological survey; construction of key national projects; and funds for upgrading and
renovating centrally controlled enterprises and new product development.

Subnational Government. Local capital construction; upgrading and renovation of local public
enterprises; agricultural aid at the local level; local urban maintenance and construction; local
agriculture, forestry and water conservancy projects; local industrial, transportation and
commercial operations; local culture; education (primary, secondary and vocational by local level
and university by provincial level) and scientific research activities; local public health; funds for
pensions and social welfare; and local price subsidies.

Recent Government Reform Initiatives

The Government of Indonesia recognizes the difficulties identified in the preceding section, that
stem from an overcentralization of responsibilities, and recently indicated a renewed resolve to deal with
these issues. The Government Regulation PP No.45/1992 (The Implementation of Regional Autonomy
With Emphasis on Second Level Regions) represents the most serious attempt in recent years to define
a specific course for decentralization of responsibilities. By this regulation, emphasis in decentralization
will be placed on Level II governments. A number of functions of Level I governments (provinces)
would be gradually transferred to Level II governments. In addition, there would be some transfer of
responsibilities from the Center to Level I and II administrations. The following affairs are reserved for
the Center:

(a) defense and security affairs;
(b) judicial affairs;
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(c) foreign affairs;
(d) part of general administrative affairs concerning Heads of Re-ion; and
(e) other administrative affairs that can be implemented more effectively and efficiently by the

Center as compared to other levels of government.

All other functions could be considered for transfer to lower level governments. The same regulation
also stipulates the following functions for Level I governments:

(i) inter-municipal (Level 11) affairs;
(ii) affairs not central to the development of a second level region; and
(iii) affairs that are implemented more effectively and efficiently by the first level regional

government.

All other affairs of Level I governments are to be transferred to Level 11 governments in a gradual and
continuous manner.

PP No.45/1992 stipulates a four-year period for the transfer of resources and responsibility to
lower level governments. The process will be guided by an interministerial Regional Autonomy Advisory
Board, in consultation with the regional governments and the central ministry or agency concerned. The
transfer of responsibilities to Level 11 governments will be guided by a study commissioned by the
Ministry of Home Affairs which assesses the capacity, condition and needs of regional governments to
assume additional responsibilities. Such a study is currently being carried out. The study is expected
to rate Level 11 governments by their capacity to assume additional responsibilities. This rating could
form the basis of differentiated and graduated assignmnent of responsibilities to Level II governments.
All transfers of functions are to be accompanied by transfer of budgetary revenues at least equal to
current levels of expenditures. Staff transfers will also accompany any realignment of responsibilities.
Some as yet undefined functions, will be decentralized right away whereas transfer of some other
functions, especially deconcentrated functions, could take the form of auxiliary tasks being assigned to
lower level governments and their performance of these tasks could then be assessed after four years and
a determination made whether to make such a transfer permanent or to withdraw such a transfer.

The Government's intention to delegate additional responsibilities to regional governments was
reconfirmed in the new State Policy Guidelines (GBHN) approved by the MPR earlier this year. The
Guidelines establish the framework guiding policy formulation over the next five years (REPELITA VI
period-- 1993/94-1998/99).

C. Some Principles of Expenditure Assigmnent

Fiscal federalism literature provides broad guidance in delineating expenditure responsibilities
among member units in a federation (see Shah, 1991). The basic principles enunciated by this literature
are relevant even for unitary states where subnational governments are simply extensions or agents of
higher level governments. By following these principles, the central government's agents are provided
with incentives for efficient and equitable delivery of public services. These principles are discussed
below.
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Efficient Provision of Public Services. Public services would be provided efficiently if it is
provided "by the jurisdiction having control over the minimum geograpl .c area that would internalize
benefits and costs of such provision" (Oates (1972), p.55). This is because:

(i) local provision allows governments to cater better to the tastes and needs of local residents
whereas central provision often results in more uniform provision;

(ii) decision-making is closer to the people for whom the services are intended. This induces
greater responsiveness to local concerns as well as more fiscal responsibility/accountability
and efficiency of provision, especially where financing of services is decentralized as well;

(iii) multiple layers of jurisdiction are eliminated; and

(iv) interjurisdictional competition and innovation in the provision of public services are
enhanced.

A decentralized system thus facilitates consistency of level and mix of public services with
beneficiaries' preferences as well as provides incentives for efficient provision of such services. The
following considerations nevertheless warrant some degree of centralization in the provision of services
for which such factors are relevant.

(a) Spatial externalities: Spatial externalities arise when benefits and/or costs of public
services are realized by non-residents. In the case of benefit spillout, the jurisdiction
providing the service does not consider the benefits of a public service accruing to non-
residents and therefore would under-provide such a service. The reverse result is obtained
in the case of cost spillouts, i.e., where the public service could be financed by exporting
taxes to other jurisdictions. Such benefit/cost spillouts, therefore, call for either provision
of the relevant services by higher level jurisdictions or a system of compensatory transfers
to lower level jurisdictions. There are also public services whose benefits are considered
national in scope, such as defense, foreign affairs and national transport networks. As a
corollary, these services would be best provided by the government at the highest level, i.e.,
by the Central Government.

(b) Economies of scale: Certain services require service areas larger than that of a local
jurisdiction for cost-effective provision. Examples include major water supply, sewerage
and power distribution networks.

(c) Administrative and compliance costs: It is usually argued that a centralized administration
leads to lower administrative and compliance costs associated with public service provision.

Equitable Provision of Public Services. Equal treatment of all citizens regardless of place of
residence and/or employment (horizontal equity) by the public sector as a whole, according to the
traditional view, can be assured only by the Center. Central assignment of such a function is also
advocated on the grounds that wasteful tax and expenditure competition among jurisdictions can be
avoided. Further, it is argued that effective redistribution is possible only through programs which are
national in scope. A local jurisdiction that attempts to carry out redistributive policies is likely to drive
out the rich. However, while the Center may assume a dominant role in pursuit of equity, involvement
of subnational governments in implementing specific programs is essential so that such programs could
be tailored to meet individual jurisdiction's circumstances. Local involvement is especially important to
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effective targeting of poverty alleviation programs, in identifying where the poor are located and in
appropriately designing the target interventions.

Provision of Quasi-Private Goods. Governments provide many services which technically are
essentially private goods. Health, education, social welfare and social insurance are prime examples of
such services. A public sector role in the provision of these private services is justified on equity
grounds. Given that the benefits of such services primarily accrue to residents of a jurisdiction, public
provision of such services would be more efficient if it was assigned to subnational units. Central
government's involvement is nevertheless justified to further equity objectives and to ensure that common
minimum standards of such services are provided in all jurisdictions. The absence of such standards for
most services are likely to act as impediments in the free flow of goods and services in the nation as a
whole.

Preservation of Internal Common Market. Preservation of internal common market remains an
important area of concern to most nations undertaking decentralization. Subnational governments in their
pursuit of attracting labor and capital may indulge in beggar-thy-neighbor policies and in the process erect
barriers to goods and factor mobility. Thus, decentralization of government regulatory functions creates
a potential for disharmonious economic relations among subnational units. Accordingly, regulation of
economic activity (e.g., trade, investment) is generally best left to central governments. It should be
noted, however, that central governments themselves may pursue policies to the detriment of the internal
common market and, therefore, as suggested by Boadway (1991), constitutional guarantee for the free
domestic flow of goods and services may be the best alternative rather than assigning regulatory
responsibilities solely to the center. This may indeed be the reason why free domestic flow of goods and
services is enshrined in the Indonesian Constitution.

Economic Stabilization. A stabilization policy cannot be carried out effectively by a local
jurisdiction. Local pursuit of such a policy would lead to much of the gains being lost to outside
jurisdictions. Monetary policy has little scope of being carried at a local level. The Center, through an
independent central bank, needs to be given exclusive jurisdiction in monetary policy. Decentralized
fiscal policies can work well and fiscal policy flexibility for the Center could be assured by appropriately
structuring tax assignments as well as fiscal policy coordination through regular meetings of officials of
central and subnational governments.

The above discussion suggests that the Central Government be given exclusive authority in
carrying out economic stabilization policies and providing public services whose benefits are national in
scope. The Central Government also has a redistributive role which could be exercised through the tax
and transfer system or through joint provision of public services such as education and health which
primarily serve as "transfers in kind". The Central Government may be assigned a role in providing
compensatory grants for spillout of benefits from provincial level provision of services. A similar role
for each province is in order for spillout of benefits from local provision of services within their
jurisdictions. All other services would be best provided by the local governments with central and
provincial governments providing broad policy guidance and oversight and defining minimum service
standards. Table 2.5 provides a summary view of the conceptual guidance on expenditure assignment
discussed above.
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Table 2.5: Conceptual basis of expenditure assignment

Responsibility

Expenditure category Policy, standards, Provisionl Comment
and oversight Administration

Defense F F Benefits and costs are national

Foreign affairs F F Benefits and costs are national

International trade F F Benefits and costs are national

Monetary policy, currency, banking F F Benefits andcosts are national

Interstate commerce F F Benefits and costs are national

Transfer payments to persons F F Redistribution

Subsidies to business and industry F F Regional development, industrial

Immigration F F Benefits and costs are national

Unemployment insurance F F Benefits and costs are national

Airlines and railways F F Benefits and costs are national

Fiscal policy F, S F, S, L Coordination is possible

Regulation F F,S,L Internal common market

Natural resources F F,S,L Promotes a common market

Environment F,S,L S,L Benefits and costs may be
regional or local in scope

Industry and agriculture F,S,L S,L Significant interjurisdictional

Education F,S,L S,L Transfers in kind

Health F,S,L S,L Transfers in kind

Social welfare F,S,L S,L Transfers in kind

Police S,L S,L Primarily local benefits

Water, sewage, refuse L L "

Fire protection L L Primarily local benefits

Parks and recreation F,S,L F,S,L Primarily local responsibility,
but national and provincial
governments may establish
own parks.

Highways
Interstate F S,L Internal common market
Provincial S S,L Provincial benefits and costs
Interregional S S,L Interregional benefits and costs
Local L L Local benefits and costs

Spending power F,S F,S Fiscal transfers to advance own
objectives

Note: F is federal responsibility, S is state or provincial responsibility, and L is local responsibility.

Source: Shah (1994).
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D. Options for Decentralization of Responsibilities

As noted, the degree of centralization of responsibilities in Indonesia is relatively high, with the
Central Government playing a pervasive role even in some purely local functions. The Central
Government exercises a strong control over local expenditure priorities through the planning-budgeting
process as well as through the appointed heads of local governments. Strong central leadership has
contributed to economic development and domestic economic integration. Economic performance during
the past couple of decades has been remarkable. However, the country is fast approaching a stage of
development where the existing centralization of authority is likely increasingly to impede economic and
social progress. Recent legislative developments suggest a growing recognition that the present system
of central control is not sustainable in the long run. PP45/1992 represents a landmark to initiate a
systematic process of devolution of additional responsibilities to lower level governments. At present,
local, provincial and central governments are all involved in most local services, and in a rather
uncoordinated fashion (major exceptions are transportation and health where shared responsibilities are
better defined and coordinated). Since the legislative input in the local budget process is limited, central
priorities dominate in local affairs. The Central Government also undertakes most infrastructure
investments and then hands over these to local governments for maintenance and upkeep, thereby
affecting local allocation decisions. As an unintended consequence of these decisions, there is often
imperfect matching of local preferences, needs and priorities with the provision of such services. A
clearer demarcation and realignment of the roles of respective levels of government could overcome this
problem, while preserving the Central Government's pre-eminent position in Indonesia.

The general guidance presented by PP45/1992 on decentralization is consistent with the economic
principles for the assignment of expenditure responsibilities discussed above. In the light of these
principles, and considering that Indonesia is a unitary state where subnational governments act simply on
behalf of the Central Government, the following may serve as general criteria for the assignment of
responsibility for local public services:

(a) Policy development, standards of service and performance: Center
(b) Implementation oversight: Provincial
(c) Provision: Local or Regional (Area-wide/subprovincial)
(d) Production: Public or Private, depending on the service (see Table 2.6).

The above criteria recognize that a sharing of responsibilities by the three government levels for public
services, other than those of purely local nature, e.g., fire protection, would be desirable, but that the
sharing of responsibilities needs to be made clearer and decentralized in the interest of more efficient
provision of these services.

The assignment of local public service provision to local or areawide governments can be based
on a number of considerations. These include economies of scale, economies of scope (appropriate
bundling of local public services to improve efficiency through information and coordination economies
and enhanced accountability through voter participation and cost recovery) benefits/cost spillouts, political
proximity (proximity of local administration to local residents), consumer sovereignty (voter preferences
determine the level, mix and quality of public services), and economic evaluation of sectoral allocation
choices. Each of these criterion may well indicate assignment to a different jurisdiction, namely, local
or metropolitan. By taking into consideration all the above criteria, one can determine a composite score
for each public service as shown in Table 2.6 to make a final determination of assignment of



Table 2.6. Assignment of local public services to municipal and regional/metropolitan governments

Allocation criteria for public vs.
Allocation criteria for provision private production

Public services Economies Economies Benefit-cost Political Consumer Economic eval. of Composite Efficiency Equity Composite
of scale of scope spillout proximity sovereignty sectoral choices

Fire fighting L L L L L M L P G P

Police protection L L L L L M L P G G

Refuse collection L L L L L M L P P P

Neighborhood parks L L L L L M L P G G

Street maintenance L L L L L M L P P P

Traffic management L M L L L M L P P P

Local transit service L M L L L M L p P P

Local libraries L L L L L M L G G G

Primary education L L M M L M M P G P,G

Secondary education L L M M L M M P G P,G

Public transport M M M L,M M M M P,G G P,G

Water supply M M M L,M M M M P G P,G

Sewage disposal M M M M M M M P,G P,G P,G

Refuse disposal M M M M M M M P P P

Public health M M M M M M M G G G

Hospitals M M M M M M M P,G G P,G

Electric power M M M M M M M P P P

Air and water pollution M M M M M M M G G G

Special police M M M M M M M G G G

Regional parks M M M L,M M M M G G G

Regional planning M M M L,M M M M G G G
Note: L is local government, M is regional/metropolitan government, P is private sector, and G is public sector.
Source: Shah, (1994).
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responsibility to either local or regional government (see also Break, 1973, and Hirsch, 1964). The
particular government to which a service is assigned then will determine public or private production of
the assigned service based on efficiency and equity criteria.

Assigning responsibility for the provision of a service to a specific level of government does not
imply that government should be directly engaged in its production. Table 2.6 suggests that, on
conceptual grounds, fire protection, refuse collection, street maintenance, traffic management, local transit
service, refuse disposal and electric power are better provided by the private sector. In addition, private
sector participation is useful in primary and secondary education, transportation, water supply, sewerage
and health services. Available empirical evidence suggests that private production of some of these
services promotes efficiency and equity. For example, a U.S. study (Stevens, 1984) examined the relative
cost of public and private production of eight municipal services: street cleaning, janitorial services,
residential refuse collection, payroll, traffic signal maintenance, asphalt overlay construction, turf
maintenance, and street tree maintenance. The study found that except for payroll, public provision of
these services was 37% to 96% more costly. James and Birdsall (1992) argue that in developing
countries the case for delegating public service responsibilities to the private nonprofit sector is even
stronger. Data show that inefficiency in public production often also implies inequitable provision of
public services, suggesting that efficiency in providing public services through private contracting can
further equity goals as well.

Private sector participation can take a variety of forms including contracting through competitive
biddings, franchise operations (local government acts as a regulatory agency), grant recipient (usually for
recreational and cultural activities), vouchers (citizens offer vouchers redeemable by local government
to private providers of their own choosing), volunteers (mostly in fire stations and hospitals), community
self-help activities (for crime prevention) and private non-profit organizations for social services. Thus,
a mix of delivery systems are appropriate for local public services. As local government financial
capacities are quite limited in most developing countries, fostering private sector participation in the
delivery of local public services assumes greater significance. Such participation will enhance efficiency
and choice in the local public sector.

Keeping the above criteria in mind, the following options for decentralization of public service
responsibilities could be considered in Indonesia:

Local public services that could be decentralized to all local governments: These are services
for which important scale economies are not a major consideration; government-people proximity is
considered essential; no significant spillouts of benefits and costs are anticipated and distributional
considerations are less important. The following are examples of such services:

fire protection;
local police protection;
primary education;
refuse collection;
neighborhood parks and recreation;
street maintenance;
local transit services;
traffic management;
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local libraries; and
local bye-laws enforcement.

The above services could be decentralized to Level II governments regardless of their size or
financial capability. Other than local police protection, transit services, traffic management and primary
education, devolution of service responsibilities to local governments has already been substantially
implemented. A gradual phase-out of central and provincial involvement in direct provision of these
services could be considered. The 1974 Law (UU No.5/1974) envisaged traffic management to be a local
function. Police protection is currently a central responsibility. Consideration may be given to making
it a shared responsibility so that national and local police forces could co-exist. One possible scenario for
decentralization of police functions is for local governments to assume this responsibility within their
jurisdictions but with central police providing this service on contract to local governments. In the long
run, some local juriscdictions may be able to organize their own police force while many smaller local
jurisdictions could continue with contracting arrangements. In primary education, while the overall
responsibility for the provision of this service could be decentralized, the Center, if it so chooses, could
retain responsibility for a core curriculum and associated textbooks, and ensure minimum standards of
service through conditional transfers. Teacher training and certification, data collection and inspections
could also be retained by the Center. Thus, with the proposed decentralization of primary eduction, local
governments will have flexibility in the location and design of schools, development of overall
curriculum, choice of textbooks, recruitment of teachers, student evaluations, budgetary allocations for
primary education, and promotion of private provision of the service.

Local public services that could be decentralized to larger local governments (e.g., with
population over 100,000 and property assessments worth at least 1 billion Rp.): These are services
for which there is some degree of scale economy but people-government proximity is important,
distributional considerations are less relevant and benefit spillouts are not serious. Examples of such
services include:

land-use planning; and
secondary education.

At present, both the above services are Central Government responsibilities. It is proposed that
these services be made shared responsibilities, and increased private sector participation in the provision
of secondary education may be encouraged. Larger urban centres could be entrusted with land-use
planning in their own jurisdictions. In secondary education, the Center could retain a role in the
development of core curriculum, data collection, audit, inspection and teacher training and evaluation
functions. Note that the population size criteria suggested above are rather arbitrary, as hard evidence
on scale economies for these services is difficult to obtain. Developed country literature, nevertheless,
suggests that most of the scale economies for the above services arise when population size exceeds
100,000. The suggested cut-off point could be adjusted based on available evidence for Indonesia.

Local public services that could be decentralized to metropolitan areas or regional
goverunents (e.g., with combined population of at least one million and property assessments of at
least 10 billion Rp.): These are services for which important scale economies exist, benefit-cost
spillovers can be serious, political proximity is important and distributional considerations are relevant
but of minor importance in their provision. Examples of such services include:
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transportation;
water supply;
sewage disposal;
refuse disposal;
preventive health;
hospitals;
electric power distribution;
air and water pollution;
special police services;
special libraries;
regional parks; and
regional planning.

With the exception of power distribution, pollution control, special police services, and regional planning,
provision of most of the above services is already much decentralized, yet central involvement in local
decision-making remains quite extensive. There may be some room here for the Center to disengage itself
from involvement in day to day matters and instead concentrate on monitoring and evaluation. For the
functions that are not yet decentralized, further examination is in order as to how primary responsibility
could be shifted to the local level while the Center retains an oversight role.

For large metropolitan areas, Central Government involvement in the above functions could be
significantly curtailed. At present, regional governments based on a voluntary association of smaller
contiguous municipalities, to achieve the minimum scale for cost-effective provision of some of the above
services, do not exist in Indonesia. Regional governments as envisaged here could be created for some
selected regional functions (multi-purpose bodies) through proportional representation by member
municipalities. Member municipalities could contribute to the financing of such governments through
formula-based contributions. The formula used for this purpose could incorporate population and property
assessments as factors. The regional governments would comprise councillors nominated by municipal
councils from among its elected members to serve for a fixed term and would be financed by the same
municipalities. Therefore, they would be accountable to member municipalities.

In industrial countries, special-purpose agencies/bodies deliver a wide range of regional public
services. Most common of these bodies are: school, health, planning, recreation, environmental protection
and library boards, transit and police cormmissions and water, gas and power utilities. These agencies
usually deal with public services whose delivery areas transcend existing political jurisdictions. If kept
to a minimum, such agencies have a useful role to play in the delivery of services for which political
boundaries are not consistent with the service area to fully exploit economies of scale. A proliferation of
these agencies, on the other hand, could undermine accountability and budgetary flexibility at local levels.
Accountability and responsiveness to voters is weakened as members of special-purpose bodies are usually
appointed. Budgetary flexibility is diminished as a majority of local expenditures are earmarked and
outside the control of local councils. A few recently completed Canadian studies suggest that school
boards and police commissions crowd out municipal expenditures and that for some services, for
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example, water and transit, delivery through special-purpose bodies did not result in any cost savings
(Kitchen, 1993).'

Local public services that could be decentralized to provincial governments. These are
services for which interjurisdictional spillovers and distributional considerations are important:

college and university education;
hospitals;
public housing;
social welfare;
intermunicipal roads; and
environmental protection.

College and university education is at present an exclusive central responsibility. Opportunities may be
explored for sharing this responsibility with provincial governments and to increase the role of the private
sector. Provincial and private institutions may be given an opportunity to develop alongside existing
Central Government institutions. This can be accomplished by instituting grant programs to institutions
based on enrollments and scholarships or loan programs for students.

For all the functions identified in the preceding paragraphs, provincial governments will retain
an oversight role and the Central Government will continue to develop overall policy and standards.
Thus, the provision of public services in Indonesia will remain, as now, a shared responsibility, but the
relative roles of various levels of government for each service in a particular area would be more clearly
articulated, based on appropriate assignment criteria, and better coordinated. The intent of the above
recommendations is to present a framework for decentralization which could be implemented, to the
extent feasible, rather uniformly across the nation so as to avoid potential controversies arising from non-
uniform application. At the same time, it must be recognized that Indonesia is a vast and diverse country
and it would be erroneous to presume that all subnational governments of a particular category and size
are equal in their capacity or their interest in taking on particular functions. It is essential, therefore, to
retain some element of flexibility as to where and when responsibilities are decentralized. The municipal
rating exercise currently underway could provide a basis for such flexibility. With an acceptable and
credible municipal and provincial government rating system, it is easy to envisage a scenario in which,
say, public housing and secondary education are provided by larger local governments in some areas, by
provincial government in others, and by regional units of provincial and even central authorities in still
others. These deviations from the norm must be justified by objective criteria, and financing and
provision responsibilities should be clearly delineated. Various issues relating to regional government
financing are the subject of the next several chapters. Also, the rating exercise should help direct
institutional capacity-building efforts to those regional governments where they are most needed, so that
over time the institutionally weaker regional governments also develop the capacity to take on more
responsibilities. Issues relating to regional government institutional development are discussed in the final
chapter of the report.

I General-purpose regional governments/entities/enterprises are quite common in Germany, for example, and have been
found to be effective in delivering a variety of regional public servics (see OECD, 1991). A similar regional
government provides areawide public services in metropolitan Toronto, Canada. In general, a multi-purpose regional
government entity would be preferable to a large number of special-purpose entities for the provision of metropolitan
or region-wide public services.
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ISSUES IN TAX ASSIGNMENT

A. Overview

This chapter outlines the general conclusions of the theoretical literature on tax assignment
and discusses the existing assignment of revenues in Indonesia. To provide a comparative perspective on
these issues, an appendix to this chapter summarizes such practices in selected countries. The mismatch
in revenue means and expenditure needs arising from the assignment of revenue and expenditure
responsibilities to various levels of government in Indonesia is discussed. Furthermore, disparities in
the revenue raising ability relative to fiscal needs among governments at the same level are briefly
analyzed.

In Indonesia, the major, most productive direct and indirect taxes are all assigned to the
center. Personal and corporate (including oil and gas) income taxes, the main indirect taxes--the VAT,
excises and duties on foreign trade--and the property tax are all centrally administered, with revenues
from the last of these being shared with lower level governments (16% to provinces and 65% to districts).
Natural resource royalties--for petroleum, mines and forests--are also collected by the Center, but shared
with lower level governments. There are no supplementary (piggyback) taxes levied by local
governments on the tax bases administered by the Center. Tax assignment in Indonesia emphasizes
efficiency of tax administration and uniformity of the tax regime across the country. The centralization
of taxes is also motivated by concerns for reducing regional disparities in the availability of public
resources. While these objectives are legitimate and important, consideration needs to be given to how
tax options at the local level can be broadened consistent with these objectives. The present high degree
of centralization of tax authority is an important reason why local governments are unable to self-finance
but a small proportion of their spending.

Within the present broad framework of tax assignment in Indonesia, several possibilities
for augmenting local tax authority could be considered. First, local governments could be given a greater
role in the administration (including rate setting) of the property tax. Levied on immobile assets, this tax
is suitable for administration at the local level. Greater local role in its administration would likely
improve incentives for collection, and strengthen accountability at the local level. The Central
Government could retain the assessment function for smaller towns but assume a supervisory role for the
same in larger urbanized jurisdictions. Second, excises, which in Indonesia are used as special single-
stage sales taxes (mainly on luxury items) alongside a general VAT, can in principle be assigned to the
subnational (provincial) level, these being residence-based taxes. Administrative reasons may necessitate
keeping these taxes at the central level in the near term, but possibilities for instituting revenue sharing
could be considered. Third, subnational governments could be allowed to levy a tax on fuel consumption.
At a moderate rate, such a tax could raise sizable revenues, besides supporting environmental objectives.
A 5 % sales tax on gasoline and diesel could raise local own-source revenues by about 65 % at the district
level (30% at the provincial level) at the present levels of consumption. Fourth, local revenues from the
property tax could be augmented by the institution of frontage charges. In industrial countries, frontage
charges normally amount to about 5% of property tax revenues. Fifth, possibilities for local taxation of
some non-basic public services, such as telephone, could be explored.

B. Principles of Tax Assigmnent

The division of revenue sources among federal and subnational governments constitutes
the tax assignment problem. Once expenditure assignment has been agreed on, tax assignment and design
of transfers become critical elements in matching expenditure needs with revenue means at various levels
of government. Although tax assignment can be undertaken independently of expenditure assignment-a
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common practice in developing countries-the advantages of centralized tax administration and
decentralized provision of public services become apparent when tax a-signment reflects anticipated
spending. Such arrangements prevent overdependence of lower levels of government on intergovernmental
transfers, which can otherwise distort local spending priorities. Where theoretical guidance on tax
assignment is unclear, expenditure assignment can provide a powerful argument for assigning
responsibility to the government with the greatest need for more money. Musgrave (1983) uses equity
(consistency of revenue means with expenditure needs) and efficiency (minimizing resource cost) criteria
to suggest the following broad principles in tax assignment:

* Progressive redistributive taxes should be centralized.
* Taxes suitable for economic stabilization should be centralized; lower level taxes should

be cyclically stable.
* Unequal tax bases between jurisdictions should be centralized.
* Taxes on mobile factors of production should be centralized.
* Residence-based taxes, such as excises, should be levied by states.
* Taxes on completely immobile factors should be levied by local authorities.
* Benefit taxes and user charges can be levied appropriately by all levels.

An alternate framework for tax assignment proposed by Shah (1994) would use the following criteria:

Efficiency in tax administration. The level of government likely to have the best
information on a tax base would be the level responsible for levying taxes on such a base. For example,
for corporate income taxes, national government is likely to have more accurate information on corporate
income originating from various jurisdictions at home and abroad. For property taxes, on the other hand,
a local government is better positioned to assess property values. Based on this criterion, corporate
income taxes would be assigned to the national government and property taxes to a local government.

Fiscal need. According to this criterion, revenue means should be matched as closely
as possible to revenue needs. Thus, tax instruments to further policy objectives should be assigned to
the level or government having the responsibility for stabilization instruments, and resource rent taxes
are suitable for assignment to national government, and tolls on intermunicipal roads to state
governments.

Table 3. 1 presents assignment of major taxation instruments to various levels of
government based on these two criteria. The characteristics of each instrument is described below:

Customs. Taxes on international trade such as import/export duties and other charges are
suitable for administration only at the federal level.

Personal income taxes. Individual income is a mobile factor and taxes are levied on
redistributive grounds. Place of residence rather than place of employment is used as a basis for taxation,
since benefits from public services at place of residence exceed similar benefits at the place of
employment for most individuals. Since the federal government assumes primary responsibility for
redistribution, a progressive personal income tax is suitable for imposition by that government. It should
be noted that in low-income agrarian societies and lower-middle income countries, the coverage of the
personal income tax is quite limited and its role as a redistributive element of the fiscal system is further
clouded by widespread tax evasion. Shah and Whalley (1991) have argued that when one considers the
rural-urban migration effects associated with a tax on urban incomes, as well as the reverse redistribution
effects of the income tax through the bribe system, the personal income tax may not be viewed as a
progressive element of the tax structure in lower-middle income countries. Under such circumstances,
an exclusive federal role for the personal income tax is difficult to justify. Furthermore, provincial



Table 3.1: Conceptual basis of tax assignment

Determination of Collection and
Types of Tar Base Rate Administration Comments

Customs F F F International trade taxes.
Corporate income F F F Mobile factor, stabilization tool.
Resource taxes

Resource rent (profits/income) tax F F F Highly unequally distributed tax bases.
Royalties, fees, charges;

severance taxes; production,
output, and property taxes S,L S,L S,L Benefit taxes/charges for state-local services.

Conservation charges S,L S,L S,L To preserve local environment.
Personal income F F,S,L F Redistributive, mobile factor, stabilization tool.
Wealth taxes (taxes on capital, wealth, wealth

transfers, inheritances, and bequests) F F,S F Redistributive.
Payroll F,S F,S F,S Benefit charge, e.g., social security coverage.
Multi-stage sales taxes (value-added tax, [VAT]) F F F Border tax adjustnsents possible under federal

assignment; potential stabilization tool.
Single stage sales taxes (manufacturer/wholesale/retail)

Option A S S,L S,L Higher compliance cost.
Option B F S F Harmonized, lower compliance cost.

'Sin taxes
Excises on alcohol and tobacco F,S F,S F,S Health care a shared responsibility.
Betting, gambling S,L S,L S,L State and local responsibility.
Lotteries S,L S,L S,L
Race tracks S,L S,L S,L

Taxation of 'Bads"
Carbon F F F To combat global/national pollution.
BTU taxes F,S,L F.S.L F,S,L Pollution impact may be national, regional, or local.

Motor fuels F,S,L F,S,L F.S,L Tolls on federal/provincial/local roads.
Effluent charges F,S,L F,S,L F,S,L To deal with interstate, intermunicipal or local pollution issues.

Congestion tolls F,S,L F,S,L F,S,L Tolls on federal/provincial/local roads.
Parking fees L L L To control local congestion.

Motor vehicles
Registration, transfer taxes, and annual fees S S S State responsibility.
Driver's licenses and fees S S S State responsibility

Business taxes S S S Benefit tax.
Excises S,L S,L S,L Residence-based taxes.
Property S L L Completely immobile factor, benefit tax.
Land S L L
Frontage, beuernment S,L L L Cost recovery.
Poll F,S,L F,S,L F,S,L Payment for local services.
User charges F,S,L F,S,L F,S,L Payment for services received.

Note: F is federal, S is state or province, L is municipal or local.
Source: Shah (1994).
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governments have also come to assume an increasingly important role in redistribution and therefore
should have access to this tax base. If local governments provide a range of services beyond those clearly
related to property, a local income tax may correspond better to benefits than other more traditional local
taxes. Uncoordinated access by various levels of government to this revenue source would result in a
disharmonized and complicated tax system. Such a situation can be avoided by giving the federal
government exclusive authority in determination of tax base but allowing subnational governments to use
the federal tax base to levy supplementary rates, preferably flat rate charges on federal tax liability. This
piggybacking potential remains to be exploited in the developing world. In canada, in the interest of
achieving a harmonized system, the federal government vacated tax room to enable provinces to levy
supplementary rates on the federal tax base.

Corporate income tax. Corporate income tax is also a tax on a mobile factor and is
therefore more suitable for assignment to the central government. Subnational imposition of such a tax
opens possibilities for shifting income to low tax jurisdictions through transfer pricing practices by
corporations. It is best for subnational governments to piggyback on the federal tax and that overall
corporate tax rates by place of residence do not diverge significantly. Corporate income can be
apportioned by a formula among subnational jurisdictions. In Canada, payroll and gross sales are given
equal weight. In the United States, payroll, property assessments, and gross sales are used for formula
apportionment of corporate income among states.

Wealth taxes. Taxes on capital, wealth, wealth transfers, inheritances, and bequests are
more suitable for imposition by the center, to avoid tax competition among subnational jurisdictions and
resulting misallocation of capital.

Resource rent taxes. Resources are immobile and therefore could be easily taxed by
subnational jurisdictions. However, since resources tend to be distributed unevenly across a nation,
taxation by subnational jurisdictions perpetuates regional inequalities and may encourage fiscally induced
migration to resource-rich regions, resulting in inefficient allocation of resources. Because of their
instability and unpredictability, natural resource revenues are not considered an appropriate source of
revenues for subnational governments. It is desirable to have national ownership of resources, with
sharing of associated rents through national taxation of resource rents accompanied by equalization
transfers.

Some resource taxes designed to cover costs of local service provision, such as property
taxes, royalties and fees, and severance taxes on production and output could be assigned to local
governments. In addition,subnational governments could also impose taxes to discourage local
environmental degradation. This explains why in Australia, Canada and the United States, intermediate-
level governments (and some local governments in the United States) impose such taxes on natural
resources.

Sales taxes. Single-stage sales taxes can be levied by any level of government. Retail,
wholesale, or manufacturing sales taxes are suitable for all levels provided the tax base is harmonized.
A multistage tax, such as a value-added tax (VAT) presents special difficulties in federal countries.
Imposition of such a tax by subnational governments creates major administrative difficulties in taxing
goods and services that cross more than one jurisdiction. The system of crediting under a VAT requires
that cross-border transactions be accounted for to be able to credit taxes paid on earlier stages of sales
across state borders. With the possibility of differential subnational tax rates and bases, tax administration
may become too difficult. Thus, a uniform system of VATs administered by the center is desirable.

"Sin" taxes. Excises on alcohol and tobacco could be jointly occupied by federal and
provincial levels, as both health care and prevention of accidents and crimes is usually a shared
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responsibility in most federations. Games of chance and gambling usually falls within the purview of
state and local governments, making taxes on betting, gambling, and racet-icks and on lottery revenues
suitable for assignment to subnational governments only.

Taxation on "bads. Taxation to control environmental externalities such as congestion
and pollution, are suitably imposed by the level of government having the responsibility for their
curtailment. This would suggest that carbon taxes to combat global and national pollution issues should
be a federal responsibility. BTU taxes, taxes on motor fuels, and congestion tolls could be levied by all
levels in their own spheres of authority. Effluent charges to deal with interstate pollution should be a
federal responsibility. Intermunicipal pollution would be a state responsibility, but intramunicipal
pollution should rest with local governments. Parking fees to influence intermodal choices and thereby
regulate local traffic congestion should be a local responsibility.

Business taxes. Business registration and similar taxes are more suitable for assignment
to provincial governments than to local governments, because business taxes at the local level are an
attractive alternative to shift tax burdens to nonresidents. While lowering the cost to local residents, such
taxes distort local decisions and promote excessive local services. In the presence of such taxes, local
taxes do not adequately signal costs of local services.

Motor vehicles taxes and driving licenses. For efficiency in tax administration, these are
suitable for assignment at the state level only.

Property taxes andfrontage charges. Taxation of real estate is a suitable instrument local
governments can use to recover costs of public service provision related to properties. In addition to
urban land and improvements, such as a tax may also cover nonresidential assessments such as electric
power, telephone, cable lines, and gas pipelines. Frontage charges or betterment levies are usually
assessed per linear front foot of the property and are designed to cover capital costs associated with
extension of infrastructure services to new areas. These should also be seen as a benefit charge for local
services. In rural areas, an agricultural land tax could be imposed by rural municipalities for
incorporated areas and by state governments in unincorporated rural areas. Intermediate-level
governments might profitably be involved in ensuring uniformity in assessment and audit for land and
property taxes.

User charges. Poll taxes, user charges, or benefit taxes are suitable for imposition by
all levels of government.

C. Tax Assignment and Revenue Sharing in Indonesia

Intergovermnental Assignment of Taxes

Table 3.2 provides a summary view of tax assignment in Indonesia. The table shows that
the administration of taxes is highly centralized in Indonesia. Most of the more productive sources of
revenue are a Central Government responsibility. In 1990/9 1, the Central Government raised about 95%
of the consolidated government domestic revenues (see Table 3.3). Oil and gas receipts are the largest
source of these revenues, followed by the VAT, income taxes and import duties. Provincial government
taxes and charges are specified by national legislation. National legislation usually defines the base of
such taxes and the rates are specified by provincial legislation but ratified by the Central Government.
The following taxes are currently assigned to provincial governments:

* motor vehicles transfer tax;
* motor vehicles registration tax; and
* non-motorized vehicles tax (boat tax).
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Table 3.2: Tax Assignment and Revenue Sharing in Indonesia, 1993

Revenue Responsibility Disposition of Revenues

Base Rate Adm. Centre Province Local

Oil and gas receipts C C C 100.0 0.0 0.0

Income taxes C C C 100.0 0.0 0.0

Value-added taxes C C C 100.0 0.0 0.0

Import duties C C C 100.0 0.0 0.0

Excises C C C 100.0 0.0 0.0

Export tax C C C 100.0 0.0 0.0

Land & Bldgs tax C C C 19.0 16.2 64.8

Forestry royalties C C C 55.0 30.0 15.0

Forestry licenses C C C 30.0 56.0 14.0

Mining land rents C C C 65.0 19.0 16.0

Mining royalties C C C 30.0 56.0 14.0

Motor vehicle registration & C,P C.P P 0.0 100.0 0.0
transfer taxes

Hotels & restaurants tax C C L 0.0 0.0 100.0

Entertainment taxes C,P C,P,L L 0.0 0.0 100.0

Street lighting taxes C,P,L C,P,L L 0.0 0.0 100.0

Advertisement tax CYP C,P,L L 0.0 0.0 100.0

Bus.registration tax C,P C,P,L L 0.0 0.0 100.0

Radio tax C,P C,P.L L 0.0 0.0 100.0

Slaughterhouse tax C.P C,P,L L 0.0 0.0 100.0

Other local taxes and charges C,P C.P,L L 0.0 0.0 100.0

Note: C = Central Government
P = Provincial Governments (Dati 1)
L = Local Governments (Dati 11)

Source: Ministry of Finance.
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Table 3.3: Existing Assignment of Taxes and Charges by Level of Government in
Indonesia, 1990/91
(in billions of Rupiah)

Own Source Revenues * Own Source Revenues
& Revenue Sharing

(%) (M)
1. CENTRAL GOVERNMENT in total in total
TAXES AND CHARGES 39,546 95.2 38,676 93.1

Oil and Gas Receipts 17,712 42.6 17,712 42.6
Non-Oil Receipts 21,834 52.6 20,964 50.6

Income Tax 6,755 16.3 6,755 16.3
Value Added Tax 7,463 18.0 7,463 18.0
Import Duties 2,486 6.0 2,486 6.0
Excise Duties 1,917 4.6 1,917 4.6
Export Tax 44 0.1 44 0.1
Other Taxes 243 0.6 227 0.6
Land and Building Taxes 811 2.0 169 0.4
Non-Tax Receipts 2,115 5.1 1,903 4.6

11. DATI I
TAXES AND CHARGES 1,433 3.4 1,433 3.4

ProvinciaL Taxes 1,106 2.7 1,106 2.7
Motorized Vehicles Tax 327 0.8 327 0.8
Vehicle Transfer Tax 676 1.6 676 1.6
Other Taxes 104 0.2 104 0.3

Provincial Charges 199 0.5 199 0.5
Other Provincial Receipts 128 0.3 128 0.3

TAX AND NON-TAX SHARES 359 0.9
Tax Shares 212 0.6

Land and Building Tax 206 0.5
Others Taxes 6 0.0

Non Tax Shares 147 0.4
Royalties from Forestry 70
Fees from Forestry Concession 2
Aid on Coprah Rehabilitation 13
Coprah Rehabilitation Fee 3
Government Land Concession Fee 12
Oil Compensation 0
Land Rent Shares 20
Other Non Tax Shares 27

TAXES AND CHARGES 1,433 3.4 1,433 3.4
TAXES, CHARGES, TAX & NON-TAX SHARES 1,792 4.3
111. DATI 11
TAXES AND CHARGES 557 1.3 557 1.3

Local taxes 148 0.4 148 0.4
Development Tax 1 46 0.1 46 0.1
Entertainment Tax 21 0.1 21 0.1
Advertisement Tax 10 0.0 10 0.0
Tax on street lights 44 0.1 44 0.1
Other Taxes 27 0.1 27 0.1

Local Charges 298 0.7 298 0.7
Other Local Receipts 110 0.3 110 0.3

TAX AND NON-TAX SHARES 511 1.2
Tax Shares 446 1.1

Land and Building Tax 436 1.1
Others Taxes 10 0.0

Non Tax Shares 65 0.2
Royalties from Forestry 33
Fees from Forestry Concession 0
Aid on Coprah Rehabilitation 4
Coprah Rehabilitation Fee 1
Government Land Concession Fee 2
Oil Compensation 1
Land Rent Shares 7
Shares managed by Province 7
Other Non Tax Shares 8

TAXES AND CHARGES 557 1.3 557 1.3
TAXES, CHARGES, TAX & NON-TAX SHARES 1,068 2.6
TOTAL OWN SOURCE REVENUES 41,537 100.0 41,537 100.0

(*) Excludes development receipts and borrowing

ource: Ministry of Finance and National Bureau of Statistics.



44 Chapter 3

The motor vehicles transfer tax, the largest source of provincial tax revenue, is levied at the time of
resale of a motor vehicle. The tax rate for first resale is 10% of the assessed market value of the vehicle
and 5 % for subsequent resales. The determination of the resale value of vehicles is done by the Ministry
of Home Affairs periodically and made available to provincial governments. With the exception of
Jakarta, same valuations are applied by all provinces vehicle registration tax. Provincial governments
also derive revenues from vehicle testing fees, fees for building construction, sand extraction and water
drilling permits. In addition provincial governments derive revenues from contributions by provincial
enterprises.

Local (Level 11) governments are authorized by Articles 3 and 16 of Law No.11/1957 to levy
certain taxes and charges. According to this law, local governments can levy taxes and charges by own
regulations for financing local needs provided:

* the basic items for daily life cannot be directly taxed;
* the local tax cannot be a barrier to the transportation of commodities from or to any region;
* the local tax regulation cannot give special treatment to benefit certain person, group or

religion; and
* the local tax regulation cannot be applied retroactively.

The law also stipulates that local taxes must the approved by the Local House of
Representatives (DPRD) and authorized by the Minister of Home Affairs in consultation with the Minister
of Finance. Central ministries strive to standardize rates and bases of major local taxes. At present,
there are about 65 different taxes and charges levied by local governments, but only a few of them are
productive. The more important sources of Level II revenues are listed below in order of their yields
in 1990/91:

-- hospitals and health center user charges;
- market fees;
- hotels and restaurants tax;
- street lighting tax;
* building permits;
* entertainment tax;
* bus and taxi terminal fees;
* rental of government property and land;
* user charges on roads and bridges;
* advertisement tax; and
* local enterprise profits.

The entertainment tax is imposed as a percentage of the ticket price of cinemas and theaters,
etc. Local governments are allowed some discretion is setting rates within the range specified by the
Central Government. The rate for the hotels and restaurants tax is specified by the Center at 5% in
tourism-designated areas and 10% elsewhere. Local governments are allowed flexibility in the
determination of the base and rate of the street lighting tax. This tax is collected by the National
Electricity Company (PLN) on behalf of local governments as part of the monthly charges for electricity.
The requirement that the Central Government must authorize most changes to taxes and local tariffs acts
as a disincentive for local governments to make frequent changes, thereby limiting their flexibility in
raising additional revenues. A more detailed analysis of the various heads of provincial and local level
revenues is provided in Chapter 5 (taxes) and Chapter 6 (user charges).
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Revenue Sharing Arrangements

Tax base and/or revenue sharing mechanisms are frequently used to address vertical fiscal
imbalances or a mismatch of revenue means and expenditure needs arising from constitutional assignment
of taxes and expenditures to different levels of governments. The tax base sharing refers to two or more
levels of government levying own rates on a common base. Tax base determination usually rests with
the higher level government and lower levels of government levy supplementary (piggyback) rates on the
same base. Tax collection is by one level of government, more commonly the federal/central government
in market economies and the local government in centrally planned economies. Proceeds are then
automatically shared either downwards or upwards based upon revenue yields. Tax base sharing is quite
conunon in developed countries and almost non-existent in developing countries.

A second alternative to address vertical fiscal imbalances is to structure some sort of revenue
sharing mechanism. By this mechanism, one level of government is given an unconditional access to a
specified share of revenues collected by another level of government. Often such agreements specify
means of sharing specified revenues among the central government and multiple governments at lower
levels. As a result, criteria specified for allocation are often complex, and quite frequently conditions
are also imposed on .he eligibility and use of such funds. However, such conditionality runs counter to
the underlying rationale of unconditionality of such funds. Revenue sharing mechanisms are quite
common in developing countries. Often they attempt to address multiple objectives, namely, revenue
sharing, equalization, regional development, earmarking, etc. These mechanism also vary a great deal
across countries. In Brazil, India and Nigeria, for example, complex revenue allocation formulae
employing a number of factors such as population, per capita income, school enrollments, backwardness
index (India), "minimum responsibilities"(Nigeria) are used. On the other hand, simpler criteria are used
in other countries. For example, Mexico and Pakistan use population and derivation, and Malaysia and
China primarily use derivation as the basis for revenue allocation.

Tax base sharing has never been tried in Indonesia, and the practice of revenue sharing is
limited to a handful of revenue sources, namely, the land and building tax (PBB), forestry royalties (IHH-
luran Hasil Hutan), forestry licensing fees (luran Pengusahaan Hak Pengusahaan Hutan (IHPH)), mining
land rents (Iuran Tetap) and royalties (luran Produksi), and clove and copra cesses. These shared taxes
accounted for 7% of total provincial revenues and 14% of Level II government revenues in 1990/91.
Sharing arrangements for these revenue categories are discussed below:

(i) Land and building tax: This tax accounts for about 2% of Central Government total
revenues, is earmarked for regional development and 81% of the proceeds of this tax are
passed on to provincial and local governments. At present, it is levied at 0.5% rate on the
market value of most real estate, forestry, mining and plantations. All assessments for this tax
are either carried out directly or supervised by the central tax administration. The tax is
administered centrally but in some municipalities collected by provincial or local authorities on
behalf of the Central Government. Collections from plantation and high-value commercial
properties are carried out by local offices of the central tax administration. The proceeds are
shared according to the following formula: 10% of the tax proceeds are retained by the Central
Government; an additional 9% of the tax is retained by the Central Government to cover its
assessment and collection costs; 16.2% is passed on to provincial governments; and 64.8% is
passed on to Level II governments. During 1992/93, provincial and local
governments received Rp. 802 billion as their share of the land and building tax (PBB)
revenues.
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(ii) Forestry royalties: 55 % of these royalties are retained by the Central Government and the
remaining 45% are transferred to Level I (30%) and Level II g( vernments (15%) by origin.
In 1991/92, Rp. 78 billion was distributed to provincial and local governments on account of
this tax. These revenues are a significant source of income for the timber producing provinces
of Kalimantan and Sumatra.

(iii) Forestry licenses: These ground rental fees are levied annually on the total area of the
concession. Of the revenue collected, 70% is returned to provincial and local government
based on derivation. Local Governments receive 20% of revenues received by the province.

(iv) Mining land rents: 35 % of these revenues are transferred to provincial and local governments
based on origin. In 1990/91, Rp. 27 billion was transferred to provincial and local
governments on account of this revenue source.

(v) Mining royalties: 70% of mining royalties are shared with the provincial and local
governments. In 1990/91, these governments received about Rp. 14 billion on account of
sharing of mining royalties.

(vi) Clove and copra cesses: These revenues are collected by local offices of the Ministry of
Trade and then returned by origin to provincial and local governments and earmarked for the
promotion and rehabilitation of clove and copra crops.

D. Options for Tax Reassignment

Tax assignment in Indonesia emphasizes efficiency in tax administration and uniformity of the tax
regime across the country. Regional autonomy considerations have received less attention in the
allocation of tax authority. A consequence of the resultant tax assignment is that local governments in
Indonesia are heavily dependent on the Central Government in financing local public services. The
almost complete separation of taxing and spending decisions at the local level reduces the accountability
of local officials to local tax payers. Also, for certain taxes, e.g., the land and building tax (PBB) and
excises, the present assignment of taxes runs counter to the economic principles enunciated above. The
land and building tax is a tax on an immobile factor of production and, therefore, more suitable for
administration at the local level. Further, if imposed locally, it could be seen as a benefit tax or a charge
for local services. At present, this tax is effectively being assessed and collected by local officials on
behalf of the Central Government. Thus, the assessment (under central guidelines) and rate-setting
functions of the land and buildings tax could be reassigned to local governments without any loss of
efficiency in tax administration. The Central Government could then focus more vigorously on evaluation
of performance. Excises are residence-based taxes and, therefore, more suitable for assignment to
provincial governments. Forestry and mining charges and royalties' are at present collected by the
Central Government and the proceeds shared with subnational governments. These are taxes on immobile
factors and, therefore, could be effectively levied by provincial governments. But since such revenues
are unequally distributed among provinces, an assignment to provinces would suffer from the same
drawback as the current system of tax sharing by origin, namely, that the national equity goals would be
compromised. Thus, at least in the short run, there does not appear to be a feasible alternative to the

For oil and gas, royalties are a very small component of the revenue obtained from these resources. The bulk of the
revenue is obtained from corporate income tax, which accrues wholly to the Center.
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current sharing system for these taxes. In the longer run, however, reassignment of these taxes to the
Centre or subnational governments could be considered along with an o--rarching fiscal equalization
program that distributes central transfers to regions in accordance with differential regional capacities for
raising own revenue (see Chapter 4). For the centrally prescribed local taxes and for locally imposed
but centrally authorized local taxes and charges, it is also desirable to reduce Central Government
involvement to tax harmonization only. This could be done by issuing central guidelines on tax base
determination and the range of rates acceptable to the Center.

Other options that could be considered to strengthen provincial-local fiscal autonomy without
compromising efficiency in tax administration include the imposition of a new fuel tax on gasoline and
diesel consumption at the provincial level and two new taxes at the local level, namely,a telephone tax
and frontage charges/betterment levies (tax per front foot of the property). A fuel tax at 5 % rate on final
sale would have raised about Rp. 350 billion in additional revenues in 1990/91, and a new telephone
connection fee of Rp.20,000/telephone would add a further Rp. 20 billion in local revenues. No data are
available to estimate the yield of frontage charges/betterment levies. In industrial countries, frontage
charges represent roughly 5% of property tax revenues. Using this relationship, additional revenues
associated with frontage charges would amount to about Rp. 40 billion. There does not appear to be
much potential for local piggybacking of central taxes (i.e., levying additional, smaller local taxes on the
centrally tapped tax bases) at present. In the income tax area, the Central Government would have to
vacate its own tax room to permit such a possibility, which does not appear to be feasible. Piggybacking
of the VAT would complicate tax administration significantly and, therefore, would not be a desirable
option.

Table 3.4 uses 1990/91 data to simulate the impact of the tax assignment proposed above on the
revenues of the three levels of government. The table shows a significant increase in the own-source
revenues of provincial and local governments. The provincial governments would in aggregate command
9.2% of total revenues, compared to 4.3% without the new tax assignments. This is higher than their
current expenditure responsibilities. Level 11 government own-source revenues would rise from 2.6%
of the total to 3.6%. They would, however, remain much lower than Level 11 government current
expenditure responsibilities. This imbalance could be addressed by transferring a fraction of total
provincial government revenues to Level 11 by instituting revenue sharing for excises and the proposed
fuel tax and/or a formula-based unconditional grant program.

The current revenue assignment and sharing system has served Indonesia well in the past when
local capabilities for tax administration were limited. Indonesia is now reaching a threshold in tax
administration where it can allow subnational governrments an increased role in the administration of taxes
suitable for assignment to subnational levels. For some taxes, e.g., the property tax, the transition to
local administration of the tax would be facilitated by the fact that local governments already play an
important role in its administration on behalf of the Central Governmenmt. For some other taxes, e.g.,
excises, some strengthening of regional government administrative capacities might be necessary before
they can be transferred to them. In such cases, an interim measure would be to institute revenue sharing
where it doesn't currently exist, e.g., excises, or to raise the allocations to regional governments where
revenue sharing already exists, e.g., the property tax.
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Table 3.4: Reassignment of Taxes and Charges in Indonesia: A Simulation, 1990/91
(in billions of Rupiah)

Own Source Revenues* Own Source Revenues
& Revenue Sharing

(%) (%)
1. CENTRAL GOVERNMENT in total in total

TAXES AND CHARGES 36,818 87.8 36,590 87.2
Oil and Gas Receipts 17,712 42.2 17,712 42.2
Non-Oil Receipts (exc. Land & Building Tax, Excise Duties) 19,106 45.6 18,878 45.0

II. DATI I
TAXES AND CHARGES 3,702 8.8 3,702 8.8

Provincial Taxes 3,375 8.0 3,375 8.0
Fuel Tax (100% of Total Receipts) 351 0.8 351 0.8
Excise Duties 1,917 4.6 1,917 4.6
Other Taxes 1,106 2.6 1,106 2.6

Provincial Charges 199 0.5 199 0.5
Other Provincial Receipts 128 0.3 128 0.3

TAX AND NON-TAX SHARES 153 0.4
Shared Taxes 6 0.0
Non Tax Shares (Forestry fees, royalties etc) 147 0.4

TAXES AND CHARGES 3,702 8.8 3,702 8.8
TAXES, CHARGES, TAX & NON-TAX SHARES 3,855 9.2

11. DATI II
TAXES AND CHARGES 1,429 3.4 1,429 3.4

Local taxes 1,019 2.4 1,019 2.4
Land and Building Tax (100% of Total Receipts) 811 1.9 811 1.9
Telephone Tax (20,000 Rup. Per New Line) 20 0.1 20 0.1
Frontage Tax 41 0.1 41 0.1
Other Taxes 148 0.4 148 0.4

Local Charges 299 0.7 299 0.7
Other Local Receipts 111 0.3 111 0.3

TAX AND NON TAX SHARES 74 0.2
Shared Taxes 10 0.0
Non Tax Shares 64 0.2

TAXES AND CHARGES 1,429 3.4 1,429 3.4
TAXES, CHARGES, TAX & NON-TAX SHARES 1,503 3.6

TOTAL OWN SOURCE REVENUES 41,948 100.00 41,948 100.00

(*) Excludes development receipts and borrowing

Note: The proposed reassignment includes the following:
a 5% fuel tax assigned to provincial governments;
a Rp. 20,000 per new telephone line tax assigned to Level II governments;
land and building tax assigned to Level 11 governments;
a frontage tax, with estimated amount equal to 5% of the land & building tax receipts, assigned to the Level 11
governments; and excise duties assigned to provincial governments

Source: Staff Estimates.
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E. Vertical and Horizontal Fiscal Imbalances in Indonesia

Vertical fiscal imbalance refers to the mismatch between revenue means and expenditure needs
at different levels of government and the horizontal fiscal imbalance refers to differences in the gap
between revenue raising ability and expenditure needs at the same level of government in a union. The
following sections review the implications of the present assignment of expenditure responsibilities and
tax authority for these fiscal balances in Indonesia.

Vertical Fiscal Imbalances

Some degree of mismatch between revenue means and expenditure needs at various government
level is common to all countries. Efficiency in tax administration for certain major revenue heads
requires central administration and this in itself contributes to the vertical imbalance problem. Thus, after
expenditure and tax assignments have been completed, revenue sharing and transfers are frequently used
to correct for any imbalances that result from the assignment of responsibilities. However, revenue
sharing and transfer mechanisms, due to difficulties in design or conflicting claims of various levels of
government, may not fully close the vertical imbalances.

Estimates of vertical fiscal imbalances for Indonesia and some other countries are summarized in
Tables 3.5 and 3.6. Own-source revenues relative to expenditures show a comparatively large fiscal
deficiency for subnational governments in Indonesia. This large fiscal deficiency at subnational levels
is then met through central transfers. The virtual elimination of vertical imbalances through transfers in
Indonesia, is rather remarkable in the international context. Table 3.6 shows that out of the fourteen
countries for which data on revenue and expenditure shares at the national and subnational levels are
presented, only in Australia and the U.K. did fiscal arrangements eliminate (or virtually eliminate)
vertical imbalances. For the remaining twelve countries, seven report a fiscal deficiency at the center
and five at the subnational level. One broad measure of vertical balance, termed the coefficient of
vertical imbalance and proposed by Hunter (1977), attempts to measure the degree of fiscal control
exercised by the central government over lower levels of governments. The way this measure is
constructed (see Table 3.7) suggests that a coefficient of zero would indicate an absolute central fiscal
control over subnational governments and a coefficient of one would indicate that lower levels of
governments are absolutely fiscally autonomous in their decision-making. Note that while a high value
on this coefficient is desirable, a value of one has never been a goal in any country. A value closer to
but certainly less than one would be consistent with the assignment principles enunciated earlier. Among
the sample of countries reported in Table 3.7, Indonesia stands out as a country where the central fiscal
control over subnational governments is the highest. Central control over local expenditure priorities is
also relatively strong in Australia, India, Colombia and Pakistan. In some other countries, for example,
Brazil, United States, Germany and Canada, central influence on local expenditure priorities is relatively
limited.

Horizontal Fiscal Imbalances

Indonesia is a large country with diverse resource endowments and economic opportunities across
its regions. Population density varies from a low of 4 persons per square kilometer in Irian Jaya to a
high of 14,292 persons per square kilometer in DKI Jakarta. Per capita income in DKI Jakarta, the
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Table 3.5: Vertical Imbalances in Indonesia, 1990/91
(Percentages)

Revenue Share 1/ Expenditure Share Surplus/Deficit

Own Source Revenues

National 96.1 83.1 13.0

Subnational 3.9 16.9 - 13.0

Provincial 2.8 9.3 - 6.5

Local2 1.1 7.6 -6.5

All Levels 100.0 100.0 0.0

Own Source and Shared Revenues

National 94.3 83.1 11.2

Subnational 5.7 16.9 - 11.2

Provincial 3.5 9.3 - 5.8

Local2 2.2 7.6 - 5.4

All Levels 100.0 100.0 0.0

Own Source, Shared Revenues and Transfers |

National 82.2 83.1 -0.9

Subnational 17.8 16.9 0.9

Provincial 9.9 9.3 0.6

LocaI2 7.9 7.6 0.3

All Levels 100.0 100.0 0.0

Notes:
1. Includes development receipts (program aid and project aid).
2. Level 11.

Sources: Ministry of Finance, Central Bureau of Statistics and staff estimates.
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Table 3.6: Vertical Imbalances in Selected Countries

Country Level of Revenue Expenditure Sh,.. Surplus/Deficit

Governments Share

Argentina: (1989) Before Transfers:

National 0.62 0.53 0.09

Subnational 0.38 0.47 -0.09

All Levels 1.00 I no 0.00

Including Transfers:
National 0.57 0.53 0.04

Subnational 0 43 0.47 -0.04

All Levels 1.00 I 00 0.00

Australia: (1991) Before Transfers:

National 0.71 051 0.20

Subnational 0 29 0.49 -0.20

All Levels 1.00 1.00 0.00

hicluding Transfers

Nationial 0.51 0.51 0.00

Subnational 0 49 0 49 0.00

All Levels .00 I .00 0.00

Brazil: (1990) Including Transfers:
National 0 36 0.34 -0.07

Subnational 0.64 0.66 0.07

All Levels 1.00 I V0 0 00

Canada: (1989) Before Transfers:
National 0.49 0.34 0.15

Subnational 0S 1 0.66 -0 15
All Levels I 00 I 00 00

Including Transfers
National 0.31 0 34 -0 03

Subnational 0.69 0.66 0.03

All Levels 1 .00 1 .00 0.00

China (1988) Including Transfers:

National 0.36 0.36 0.00

Subnational 0.64 0 64 0.00
All Levels 1.00 I 00 0.00

Colombia Before Transfers:
(1986) Nationial 0.85 0 67 0.18

Suhnational 015 0.33 -0.18

All Levels 1.00 1.00 0.00

Including Transfers:
National 0.63 0.67 -0.04

Subnational 0.37 0.42 0.04

All Levels 1 .00 1 .00 0.00

Germnany Before Transfers:
(Forner W. Germany Nafional 0.66 0 58 0 08

(1991) Subnational 0.34 0 42 0.08

All Levels 1.00 1.00 0.00

Including Transfers:
National 0.57 0 58 -0 10
Subnational 0.43 0 42 0 10

All levels I 00 I 00 0.00

...... ... .Continued
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Table 3.6 (Continued): Vertical Imbalances in Selected Countries

Country Level of Governnnents Revenue Share Expenditure Share :., plus/Deficit

India Before Trasnsfers:
(1988) National 0.68 0.54 0.14

Subnational 0.32 0.46 -0.14
All Levels 1.00 1.00 0.00

Including Transfers:
National 0.44 0.54 -0.10
Subnational 0.56 0.46 0.10
All Levels 1.00 l.00 0.00

Indonesia (1990) Before Transfers:
National 0.94 0.83 0.11
Subnational 0.06 0.17 -0.11
All Levels 1.00 I .00 0.00

Including Trarssfers:
Natiornal 0.82 0.83 -0.01
Subataiosal i.18 I.17 0.01
All Levels 1.00 1.00 0.00

Malaysia: Before Transfers:
(1991) National 0.90 0.85 0.05

Subnational 0.11 0.15 -0.05
All Levels 1.00 1.00 0.00

Including Transfers:
National 0.87 0.54 0.33
Subnational 0.13 0.46 -0.33
All Levels 1.00 1.00 0.00

Mexico: (1987) Before Transfers:
National 0.88 0.92 -0.04
Subnational 0.12 0.08 0.04
All Levels 1.00 1.00 0.00

Including Transfers:
National 0.87 0.92 -0.05
Subnatorial 0.13 0.08 0.05
All Levels 1.00 1.00 0.00

Nigeria: (1986) Including Transfers:
National 0.9.0 0.74 0.16
Subnational 0.10 0.26 -0 16
All Levels 1.00 1.00 0.00

Pakistan: (1988) Including Transfers:
National 0.78 0.71 0.07
Suboational 0.22 0 29 -0.07
All Levels 1.00 1.00 0.00

United Kingdom: Bcfore Transfers:
(1990) National 0.89 0.70 0.19

Subnational 0.11 0.30 -0. 19
All Levels 1.00 1.00 0.00

Including Transfers:
National 0.71 0.70 0.01
Subnational 0.29 0.30 -0.01
All Levels 1.00 1/-- (.00

United States: (1990) Before Transfers
National 0.58 0.49 0.09
SubnatioIal 0.42 0.51 -0.09
All Levels 1.00 1.00 (1.00

Including Transfers
National 0.42 0.49 -0.07
Subnatioral 0.58 0.51 0.07
All Levels 1.00 1.00 0.00

Soure.: Governrnent Finmnce Statistics Yearbook, International Monetary Fund, 1992. Brazil, Nigeria, Pakistan: A. Shah, "Perspctives on the Dcsign of
Intrgovernmenal Fiscal Relations", Policy Research Working Paper No. 726, The World Barik, 1991. Indonesia: Government of Indonesia, Budget docurments.
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Table 3.7: Coefficients of Vertical Fiscal Imbalance for Se.. cted Countries

Country Period Coefficient

Indonesia 1990 0.19

Australia 1987 0.43

India 1982-86 0.45

Colombia 1979-83 0.50

Pakistan 1987-88 0.53

Malaysia 1984-88 0.65

Canada 1988 0.79

Germany 1988 0.79

(former West Germany)

United States 1988 0.88

Brazil 1988 0.89

Notes:

Coefficient of Vertical Fiscal Imbalance = 1 - ((TRsp + TRGp + REVSH + B) / EXP)

Where: TRsp = Specific purpose central transfers to subnational governments

TR,p = General purpose central transfers to subnational governments

B = Borrowing by subnational governments

EXP = Subnational government expenditures

REVSH = Shared revenues

Sources:
(1) Indonesia: Government of Indonesia, Budget documents.

(2) Other countries, see Anwar Shah, (1991) Perspectives on the Design of Intergovernmental Fiscal

Relations, Policy Research Working Paper No. 726. The World Bank.
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Per Capla Per Cai
Subadil Per Capita Ceata

Per Cap Per Capita Own Souce Conrti Transfm.
Population Per Capita Su1ntiSnUl Suotkaa & Trfemrs Sated htIau Poreny
Desity No-Oil own Suurce Suted Safed & Revemets Mnity llead-Can

Area Popuiation 1991 GDP Rcvnes Revetues Revemes Shared & 1985 Index ()
1989 1991 (PcesMn/ 1990 1990/91 1990/91 199D/91 Revene DIP's (per 1000) 1990

Provice (Sq. xrm) (000's) (000 Rp.) (000 Rp.) (000 Rp.) (000s Rp.) (000s Rp.) (000 Rp.) (ODD Rp.) Live Birdt (S)

I D.1. Acch 55,392 3,514 63 848 6 14 20 63 112 47 13.4
2 Sumaaer Utara 70,787 10,474 148 1,019 9 4 13 42 60 64 15.3
3 Sunawra Bart 49,778 4,065 82 824 IC 3 12 48 78 76 16.5
4 RiaUt 94.561 3.422 36 814 10 22 32 65 103 55 16.3
5 Jambi 44,800 2,084 47 692 6 7 14 62 91 60 13.3
6 Swwer Seldtan 103,688 6,471 62 1,013 7 10 17 46 72 71 17.2
7 Bcnktulu 21,168 1,235 58 674 7 5 11 69 110 62 36.6

_Lanpumg 33,307 6,191 186 536 5 3 8 32 47 59 33.1
9 DKI Jakarta 590 8.432 14,292 2,780 75 7 82 34 160 36 3.8
10 jawa Baat 46.300 36.335 785 790 8 3 10 25 34 89 21.9
11 JawaTenph 34,206 28,861 8f4 685 7 2 9 31 40 65 31.0
12 D1 Yogyakarta 3,169 2.930 925 653 9 2 11 48 72 29 24.5
13 Jawa Timu 47.921 32,849 685 897 8 2 9 29 38 74 28.9
14 Bali 5.561 2,812 506 1,087 25 4 29 50 68 58 15.3
15 Nusa Tenggra a 20,177 3,442 171 383 5 2 6 39 57 145 32.4
16 Nusa Tengpra Tirmu 47,876 3,327 69 359 5 3 8 60 82 74 50.0
17 TimorTinuur 14,874 789 53 360 3 2 5 128 183 69
18 Kaltmnnan Barat 146,760 3,325 23 848 7 5 22 55 88 57 36.8
19 Kalinan Tengpar 152,600 1,494 10 986 4 31 35 115 159 58 20.4
20 Kalimantan Sclatan 37,660 2,659 71 8XG 8 II I2 64 107 83 9.9
21 Kalimantan Timur 202,440 1,962 10 2,352 24 47 71 112 153 40 17.3
22 Sulawesi Utara 19,023 2.519 232 608 10 4 14 69 200 50 19.4
23 Sulawesi Tengah 69,726 2,752 25 577 6 7 13 75 III 94 29.1
24 Sulawesi Selatmn 72,781 7,156 98 608 7 5 12 43 63 69 26.5
25 Sulawesi Tenggara 27,686 1,400 51 609 5 7 12 77 228 73 34 0
26 Mauku 74.505 1,976 27 790 7 18 25 81 121 68 3s.3
27 Irian Jays 421,981 1.684 4 9X0 7 27 34 155 250 38 18.6
WITH DKI JAKARTA

Mean 71.086 6,784 721 876 I1 9 20 64 99 65 23.7
S9wlasd Deviation 83,463 9,488 2,676 520 14 11 20 31 48 22 10.3
Max 421.981 36,335 14,292 2.780 75 47 82 155 250 145 50.0
Min 590 789 4 359 3 2 5 25 34 29 3.8
WITHOUT DKI JAKARTA
Mcan 73.797 6,720 199 803 8 10 18 65 97 66 24.5
Standard Deviation 83,877 9,664 280 368 5 If 14 31 48 22 9.7
Max 421,981 36.335 925 2,352 Z5 47 11 155 250 145 50.0
Min 3,169 4 359 3 2 5 5 25 34 29 9.9

() The Ilead-Counr Index is given by dte percentage of te populaiton wihM live in Istscholds with a contsums1ption per capita less than the poverty lute, ste D. Bidaui & M. Ravallion (1992), 'Poverty i Indonesia 1990', World Bank.
Source: Miniatry of Finance and National Burcau of Statistics.
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richest province, is eight times the per capita income in Nusa Tenggara Timur, the poorest province. In
the former province, there are only an estimated 4% people below the absoiute poverty line, whereas in
the latter province the comparable figure is 50% (see Table 3.8).

The economic disparities among regions are reflected in correspondingly large disparities in
regional generation of own-source revenues relative to regional expenditure needs, and hence in large
differences in horizontal fiscal imbalances. Per capita own-ource revenues ranged from a low of Rp.
2,250 in Kalimantan Tengah to a high of Rp.75,179 in DKI Jakarta in 1990/91. In view of these large
economic and fiscal disparities, regional equity continues to be an important item on public policy agenda
in Indonesia. The Central Government uses its tax, transfers and expenditure policies to reduce regional
disparities in public service provision. The overall impact of the central policies, as shown by some
broad estimates presented in Table 3.9, is to redistribute away from DKI Jakarta and in favor of the
lower-income provinces. However, due to the lack of a clear, explicit standard of regional equalization
in central fiscal policies, a more effective use of fiscal operations to reduce inter-regional disparities
remains an elusive goal. For example, the provinces of Jawa Timur and Kalimantan Selatan have roughly
similar per capita incomes, but the net impact of Central Government fiscal operations, as approximated
in Table 3.9, is Rp. 6 per capita on the former and Rp.83 per capita on the latter.

The large gap between subnational government own-source revenues and expenditures in
Indonesia, and the sizable disparity in the revenue raising potential across regional governments, as noted
in the preceding paragraphs, underscore the importance of: appropriate design of central transfers to
achieve an efficient and equitable allocation of the financial support they provide to subnational
governments; and intensification of own-source revenue mobilization efforts at the subnational government
level. These issues are discussed in detail in the following chapters.
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Table 3.9: Net Impact of Central Government Fiscal Operations on Provinces of
Indonesia: Some Approximations, 1990/91

Per Capita Per Capita
Collections Central Cotlections Central
of Transfers of Transfers Per Capita

PROVINCE Income Taxes & Net Income Taxes & Net
and VAT Expenditures Impact and VAT Expenditures Impact
(Sit. Rup.) (Sil. Rup.) (Bit. Rup.) (Thous. Rup.) (Thous. Rup.) (Thous. Rup.)

1 D.I. Aceh 99.3 470.3 371.0 1 29.1 137.7 108.6

2 Sumatera Utara 486.9 802.6 315.6 47.5 78.3 30.8

3 Sumatera Barat 77.0 363.5 286.6 19.2 90.9 1.7

4 Riau 183.1 282.3 99.2 55.8 86.0 30.2

5 Jambi 44.7 188.6 143.9 22.1 93.6 71.4

6 Sumatera Selatan 192.4 522.8 330.4 1 30.7 83.3 52.7

7 Bengkulu 17.0 155.0 138.0 14.4 131.5 117.0

8 Lampung 73.4 340.9 267.5 12.2 56.8 44.6

9 DKI Jakarta 11,733.4 3,210.8 -8522.6 1 1,427.0 390.5 -1036.5

10 Jawa Barat 1,003.2 1,664.3 661.1 28.4 47.0 18.7

11 Jawa Tengah 601.6 1,325.2 723.6 21.1 46.5 25.4

12 DlI Yogyakarta 67.5 241.7 174.2 23.2 83.0 59.8

13 Jawa Timur 1,566.6 1,773.5 206.9 148.2 54.6 6.4

14 Bawi 92.5 313.8 221.3 1 33.3 113.0 79.7

15 Nusa Tenggara Barat 27.2 224.9 197.6 8.1 66.6 58.7

16 Nusa Tenggara Timur 24.8 300.2 275.4 7.6 91.9 84.3

17 Timor Timur 16.7 135.4 118.7 22.3 181.1 158.8

18 Kalimantan Barat 72.2 286.2 214.0 ' 22.3 88.5 66.1

19 Kalimantan Tengah 21.9 191.4 169.5 1 15.7 137.1 121.4

20 Kalimtaan Selatan 80.6 297.1 216.5 4 31.1 114.4 83.4

21 Kalimantan Timur 222.9 284.2 61.2 118.9 151.6 32.7

22 Sutlawesi Utara 41.5 276.0 234.5 16.8 111.4 94.6

23 Sulawesi Tengah 27.2 224.2 197.0 s 15.9 131.6 15.7

24 Sulawesi Selatan 111.6 543.6 432.0 C 16.0 77.9 61.9

25 Sulawesi Tenggara 15.9 167.0 151.1 11.8 123.7 112.0

26 Maluku 39.7 214.2 174.5 21.5 115.7 94.3

27 Irian Jaya 67.1 365.5 298.4 41.2 224.4 183.2

TOTAL: ALL PROVINCES 17,008.0 15,165.1 -1842.8 94.9 84.6 -10.3

* Locat tax-office level data on tax collections were aggregated to the provincial level. Avaitable data permit a
province-wise breakdown for these central taxes only. However, the income tax and the VAT are by far the most important
central taxes; together, they accounted for close to 75% of total Central Government non-oil tax revenue in 1990/91.

** Includes tax and other transfers and DIPs.

Sources: Pusat Pengolahan Data: Dan Informasi Perpajakan, Directorat Jenderal Pajak,
Departemen Keuangan, Rupublik Indonesia
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DESIGN OF INTERGOVERNMENTAL TRANSFERS

A. Overview

The chapter analyzes the present system of central transfers to subnational governments in Indonesia.
It reviews their design for consistency with their stated objectives as well as relevant economic principles.
Finally, the chapter presents some options for improving the structure of these transfers, to make the
allocation and use of the transfers more efficient and equitable.

The chapter concludes that intergovernmental transfers in Indonesia are generally well-structured,
but further design improvements are possible, and desirable. Suggestions for consideration include
consolidation of general-purpose block Inpres transfers and SDO transfers (for personnel expenditures)
into a single general-purpose grant program. It is recommended that differential fiscal capacity of
regional governments (i.e., differences in revenue-raising capacity relative to a national average) be
included in the formulas for allocation of the general-purpose transfers. This would contribute to
equalizing fiscal capacity across regions. Thus, the allocation formula for Inpres Dati I could incorporate
a basic grant component (equal sum for each province), area, population and fiscal capacity as factors.
It is recommended that separate formulas be instituted for Inpres Dati 11 allocation to districts (Kabupaten)
and towns (Kotamadya). A combined formula for urban and rural municipalities is feasible, but requires
greater complexity in isolating their differential needs. Formula factors could include population, basic
minimum grant by population size class, and fiscal capacity. For transfers to sub-provincial levels,
consideration could be given to passing the transfers through provincial governments, leaving the
distribution among lower-level governments to them; this could contribute to matching the allocations
more closely to local needs. A provincial role in grant administration could also contribute to closer
monitoring of the use of the funds. For specific-purpose transfers, a general recommendation is to allow
local governments greater discretion in their use in line with local-level priorities, within broad central
guidance and improved monitoring and auditing arrangements. It is proposed that the health grant may
be redesigned as a per capita block transfer subject to central guidelines on standards of access and
service levels.

B. The Present System of Central Transfers in Indonesia

Central transfers in Indonesia finance about two-thirds of subnational government expenditures.
These transfers can be classified into two broad categories: general-purpose transfers; and specific-
purpose transfers. With a renewed emphasis on local autonomy, general-purpose transfers have been the
faster growing element of these transfers in recent years. Since 1986, they have grown at an average
annual rate of 22%. This contrasts with the growth of specific-purpose transfers and direct central
expenditures in the regions, which have risen at an average annual growth rate of 16% -- about the same
as the growth rate of GDP (see Tables 4.1 and 4.2 for aggregate data and Table 4.3 for provincial
distribution). In aggregate, though, these transfers have not kept pace with the growth in Central
Government revenues which grew at an average annual growth rate of 19% from 1986/87 to 1993/1994.
The existing structure of these transfers is reviewed in the following subsections.



Table 4.1: Central Government Transfers by Type, 1986/87-1993/94
(in Billion Rupiahs)

Aver.Annual
Growth Rate
1986/87-
1993/94

1986/87 1987/88 1988/89 1989/90 1990/91 1991/92 1992/93 1993/94 (%)****
Budget

GENERAL PURPOSE TRANSFERS 599.2 602.4 703.2 706.0 1,058.4 1,434.7 1,867.1 2,202.8 21.6
INPRES - Villages 98.8 98.8 112.0 112.0 180.6 249.9 326.5 390.2 23.3
INPRES - Dati 11 220.4 223.6 267.2 270.0 391.8 590.8 825.1 1,029.6 26.0
INPRES - Dati I 280.0 280.0 324.0 324.0 486.0 594.0 715.5 783.0 16.8

SPECIFIC PURPOSE TRANSFERS 3,176.5 2,907.2 3,262.9 4,087.1 5,365.2 6,396.1 7,551.5 8,652.7 16.0
TOTAL SDO TRANSFERS 2,514.8 2,594.5 2,860.1 3,551.2 4,102.4 4,554.0 5,269.3 6,028.9 13.5

Dah 1 1,604.1 1,618.5 1,786.8 2,194.0 2,578.6 2,768.3 3,314.8 13.1
Dati 11 910.7 976.0 1,073.3 1,357.2 1,523.8 1,785.7 1,838.4 12.7

SPECIFIC PURPOSE INPRES 661.7 312.7 402.8 535.9 1,262.8 1,842.1 2,282.2 2,623.8 32.8
TRANSFERS

Primary School 408.8 99.7 112.5 100.0 369.5 521.7 669.1 747.9 39.5
Health 79.3 72.0 91.1 122.2 177.8 268.9 339.5 393.3 27.2
Reforestation 41.3 15.9 16.2 16.2 33.1 74.6 97.3 104.3 29.7
LocalRoads(**) 120.8 122.1 180.0 225.0 472.5 685.1 825.6 1,373.3 41.5
Provincial Roads 69.5 206.9 289.7 347.6 85.9
MarketDevelopment 11.5 3.0 3.0 3.0 3.0 2.1 3.0 5.0 0.8

DIRECT EXPENDITURES (DIP's) 5,617 7,767 13,482 7,368 4,067 6,160 7,640 8,720 15.9 | c
TOTAL FIGURES
Transfers 3,776 3,510 3,966 4,793 6,424 7.831 9,419 10,855 16.9
Transfers & DIP's 9,392 11,277 17,448 12,161 10,491 13,991 17,059 19,575 14.4
MEMORANDUM ITEMS

Population in (000s) (*) 164,899 168,258 171,754 175,396 179,194 183,159 187,133 191,194 2.1
GDP (current prices) 108,216 129,139 148,375 174,618 204,473 234,124 262,018 289,799 15.5
GDP Deflator (1985=100) 104.0 119.7 132.6 139.9 153.1 165.6 180.5 189.5 9. 
CENTRAL GOV total REV 16,141 20,803 23,004 28,740 39,546 40,184 46,508 52,769 19.0
DATI I TOTAL REVENUE 3,030 3,242 3,658 4,312 5,456 5,759 6,692 14.3
DATI II TOTAL REVENUE 2,375 2,430 2,502 3,007 4,278 16.9
PER CAPITA FIGURES (In Rupiah)
Transfers 22,897 20,858 23,092 27,327 35,847 42,754 50,331 56,777 14.4
Transfers & DIP's 56,958 67,021 101,585 69,335 58,544 76,386 91,159 102,383 12.0
Real Transfers 22,016 17,426 17,415 19,533 23,414 25,818 27,884 29,962 5.3
Real Transfers & DIP's 54,767 55,991 76,610 49,561 38,239 46,127 50,504 54,028 2.6

Population figures for 1992/93 and 1993/94 were obtained by using the average annual growth rate for 1989190 - 1991/92 of 2.17
(**) The figure for 1993/94 includes expenditures on provincial and local roads.
(***) For the case of variables with data not available for a given year, the calculations are based on the available years.
Source: Ministry of Finance, Bappenas and BPS.



Table 4.2: Central Government Transfers by Type, 1986/87-1993/94

1986/87 1987/88 1988/89 1989/90 1990/91 1991/92 1992/93 1993/94
% OF TOTAL TRANSFERS
General Purpose 15.9 17.2 17.7 14.7 16.5 18.3 19.8 20.3
Specific Purpose 84.1 82.8 82.3 85.3 83.5 81.7 80.2 79.7

SDO 66.6 73.9 72.1 74.1 63.9 58.2 55.9 55.5
INPRES 17.5 8.9 10.2 11.2 19.7 23.5 24.2 24.2

Total Transfers 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
X OF TOTAL TRANSFERS & DIP's

Total Transfers 40.2 31.1 22.7 39.4 61.2 56.0 55.2 55.5
Direct Expenditures 59.8 68.9 77.3 60.6 38.8 44.0 44.8 44.5Total Transfers and DIP's 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
X OF CENTRAL GOVERNMENT TOTAL RECEIPTS
General Purpose 3.7 2.9 3.1 2.5 2.7 3.6 4.0 4.2
Specific Purpose 19.7 14.0 14.2 14.2 13.6 15.9 16.2 16.4

SDO 15.6 12.5 12.4 12.4 10.4 11.3 11.3 11.4
INPRES 4.1 1.5 1.8 1.9 3.2 4.6 4.9 5.0

Direct Expenditures 34.8 37.3 58.6 25.6 10.3 15.3 16.4 16.5
Total Transfers 23.4 16.9 17.2 16.7 16.2 19.5 20.3 20.6
Total Transfers and DIP's 58.2 54.2 75.8 42.3 26.5 34.8 36.7 37.1
Central Transfers as a X of (DATI I + DATI II) Total Revenue
General Purpose 11.1 10.6 11.4 9.6 10.9
Specific Purpose 58.8 51.3 53.0 55.8 55.1
SDO 46.5 45.7 46.4 48.5 42.1 kn
INPRES 12.2 5.5 6.5 7.3 13.0

Total Transfers 69.9 61.9 64.4 65.5 66.0
Central Transfers as a % of DATI I Total Revenue
General Purpose 9.2 8.6 8.9 7.5 8.9 10.3 10.7
Specific Purpose 52.9 49.9 48.8 52.5 51.1 53.1 54.7
SDO 52.9 49.9 48.8 50.9 47.3 48.1 49.5
INPRES 0.0 0.0 0.0 1.6 3.8 5.0 5.2

Total Transfers 62.2 58.6 57.7 60.0 60.0 63.4 65.4
Central Transfers as a X of DATI II Total
Revenue
General Purpose 9.3 9.2 10.7 9.0 9.2
Specific Purpose 65.7 52.9 58.9 60.5 60.2
SOO 38.4 40.2 42.9 45.1 35.6
IMPRES 27.4 12.7 16.0 15.4 24.6

Total Transfers 75.0 62.1 69.6 69.5 69.4
* Budget

Source: Ministry of Finance, Bappenas, and BPS.



Table 4.3 (Continued): Per Capita Central Government Transfers by Type and Province, 1992/93
(In Thousand Rupiah)

SDO Transfers INPRES TRANSFERS

Road Develop. Direct Total
TOTAL Total TOTAL TOTAL Expendit. Transf

Dati I Dati 11 SDO Pr.Sc. Health Refores Local Prov. INPRES SPECIFIC TRANSFERS DIP'S ers &
PURPOSE DIP'S

TRANSFERS
1 D.I.Aceh 24 8 32 4.5 2.9 0.6 12.5 2.2 23 55 74 78 152
2 Sumatera Utara 24 7 31 4.5 1.3 D.3 4.2 1.0 11 43 52 32 84
3 Sumatera Barat 6 29 35 4.2 2.1 0.9 7.3 1.1 16 51 66 56 123
4 Riau 5 20 25 4.9 1.8 0.7 9.3 3.3 20 45 60 64 123
5 Jambi 6 26 32 7.0 2.4 0.7 11.2 6.3 28 59 79 58 137
6 Sumxatera Selatan 5 19 24 3.1 1.5 0.6 7.1 3.4 16 40 50 43 94
7 Bengkulu 10 24 35 4.9 3.3 2.2 12.4 8.2 31 65 93 80 173
8 Lampung 18 4 22 2.5 0.7 0.6 3.2 1.5 9 30 40 27 67
9 DKI Jakarta 24 0 24 1.2 0.1 0.0 0.6 0.8 3 27 34 226 260

10 Jawa Barat 17 4 21 2.5 0.5 0.2 1.4 0.5 5 26 32 15 46
11 Jawa Tengah 22 6 27 2.7 0.5 0.3 1.5 0.6 6 33 40 15 55
12 DI Yogyakarta 34 6 40 2.9 1.1 0.6 3.1 0.7 8 49 62 43 104
13 Jawa Timur 20 5 25 2.9 0.6 0.2 1.6 0.4 6 31 37 16 53
14 BaLi 11 26 36 2.9 1.3 0.5 4.1 2.2 11 47 62 42 104
15 Nusa Tenggara Barat 4 23 28 3.4 0.8 0.9 5.5 3.2 14 41 53 34 87
16 Nusa Tenggara Timur 5 36 41 5.9 2.9 2.8 11.3 5.6 28 70 84 47 131 g
17 Timor Timur 20 43 63 7.6 9.4 1.6 25.6 17.3 61 125 173 124 297
18 KaLimantan Barat 23 5 28 4.3 1.4 0.8 12.0 5.6 24 52 71 56 127
19 KaLimantan Tengah 30 15 45 14.0 3.6 1.1 17.1 10.8 47 91 120 104 224
20 KaLimantan Selatan 32 4 36 6.8 1.8 1.6 9.2 2.9 22 58 76 74 149
21 Kalimantan Timur 26 9 35 7.6 0.5 1.2 14.3 4.8 28 63 88 113 201
22 Sulawesi Utara 40 11 51 5.0 1.8 1.3 8.2 5.9 22 73 90 57 146
23 Sulawesi Tengah 33 8 41 6.8 3.9 1.8 10.7 12.0 35 77 99 83 183
24 Sutawesi Setatan 4 29 33 4.1 1.4 1.2 6.4 1.8 15 48 58 41 99
25 Sulawesi Tenggara 9 35 43 6.0 3.5 2.1 13.6 8.9 34 77 102 83 185
26 Matuku 7 30 36 6.0 4.3 1.0 9.8 10.6 32 68 90 79 168
27 Irian Jaya 21 55 77 11.5 9.1 0.8 35.7 9.1 66 143 182 164 346

TOTAL ALL PROVINCES 18 10 28 3.6 1.1 0.5 4.4 1.9 11 40 50 42 91
TOTAL ALL PROVINCES 18 11 28 3.6 1.2 0.5 4.6 1.9 12 40 51 33 83
EXCLUDING DKI JAKARTA



Table 4.3: Per Capita Central Government Transfers by Type and Province, 1992/93
(In Thousand Rupiah)

Per Capita General Purpose Transfers
1991 1990

PopuLation Provincial INPRES TRANSFERS
(000s) GDP ViLlage Dati II Dati I TOTAL

1 D.1. Aceh 3,514 824 7.2 4.4 7.3 19
2 Sumatera Utara 10,474 998 2.5 4.2 2.5 9
3 Sumatera Barat 4,065 811 4.0 5.6 6.1 16
4 Riau 3,422 781 1.6 4.5 8.1 14
5 Jambi 2,084 668 3.1 4.2 12.2 19
6 Sumatera Selatan 6,471 982 1.8 4.5 4.4 11
7 BengkuIu 1,235 644 4.1 4.0 19.1 27
8 Lampung 6,191 520 1.3 4.1 3.9 9
9 DKI Jakarta 8,432 2,711 0.2 4.2 2.7 7

10 Jawa Barat 36,335 769 0.9 4.3 0.7 6
11 Jawa Tengah 28,861 677 1.4 4.4 0.8 7
12 DI Yogyakarta 2,930 649 0.9 4.3 7.7 13
13 Jawa Timur 32,849 887 1.2 4.6 0.8 7
14 Bali 2,812 1,073 1.1 5.3 8.1 15
15 Nusa Tenggara Barat 3,442 375 0.8 4.2 6.9 12
16 Nusa Tenggara Timur 3,327 352 2.5 4.4 7.5 14
17 Timor Timur 789 342 5.2 12.9 29.5 48
18 Kalimantan Barat 3,325 825 6.0 4.0 9.2 19
19 KaLimantan Tengah 1,494 921 3.7 4.4 20.7 29
20 Kalimantan Selatan 2,659 860 4.3 4.2 9.2 18 a
21 Kalimantan Timur 1,962 2,247 2.7 4.4 17.4 25
22 Sulawesi Utara 2,519 598 2.6 4.9 9.5 17
23 Sulawesi Tengah 1,751 561 3.5 4.4 15.0 23
24 Sulawesi Selatan 7,156 593 1.1 4.7 3.6 9
25 Sulawesi Tenggara 1,400 587 2.8 4.3 17.6 25
26 Maluku 1,976 741 3.7 4.0 13.8 22
27 Irian Jaya 1,684 948 6.1 6.0 27.1 39

TOTAL: ALL PROVINCES 183,159 872 1.8 4.5 3.9 10
TOTAL: ALL PROVINCES 174,727 783 1.9 4.5 4.0 10
EXCLUDING DKI JARKATA

Note: Per Capita figures were calculated by using the 1991 Population figures
Source: Ministry of Finance, Bappenas and BPS.
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General-Purpose Central Transfers

At present, there are three general-purpose central transfers in Indonesia. These are
elements of a broader grant program instituted by presidential instruction (INPRES) in the early 1970s
(see Lamb, 1986). Overall objectives of the INPRES program are:

* to assist in the attainment of the country's principal development objectives and policy aims;
* to increase social welfare equally throughout the country; and
* to develop the capabilities of people and institutions at the local level.

In 1992/93, total general-purpose transfers amounted to about Rp. 1.9 trillion. In 1990/91,
these constituted 8.9% of provincial and 9.2% of local government revenues (see Table 4.2). In .per
capita terms, these averaged Rp.7,800 in 1991/92. The province of Jawa Barat received the lowest per
capita transfer of Rp. 5,860 and the province of Timor Timur received the highest per capita transfer of
Rp. 47,680 (Table 4.3).

(i) Provincial Development Grant (Inpres Dati I). This grant program was initiated in 1974/75
to harmonize sectoral and regional development and improve regional participation in development
activities. It is a formula-based grant; most of the funds are distributed (85% in 1992/93) giving equal
share to each province (in 1992/93, Rp. 22.5 billion each), with the remaining funds being allocated in
proportion to the total area of each province (see Table 4.4 for allocation criteria). In 1992/93, provinces
received Rp. 715 billion on account of this grant program, representing 10.7% of total provincial
revenues.

In earlier years of this grant operation, the Central Government specified the categories of
expenditures to be financed by these transfers and most of the funds were directed to development
expenditures for roads, bridges and irrigation. A small fraction of the funds was available for
discretionary use. In more recent years, the Central Government has permitted greater flexibility in the
use of these funds. It, nevertheless, recommends that road maintenance should receive high priority in
the use of the funds. Further, no local public employee salaries can be paid from this grant program.
Even now, the Central Government can exercise broad control over the use of these funds through the
provincial government budget planning and approval process (discussed in Chapter 8).

(ii) District Development Grant (Inpres Dati II). This grant program was initiated in
1970/71 to "create and improve employment and to improve population participation in development".
This is a formula grant with two components: a minimum grant for each local government (Rp. 750
million in 1992/93); and a per capita grant (Rp.4,000 in 1992/93). In 1992/92, the first component had
a weight of 11% and the second 89% in total grant allocation. In 1992/93, Level II governments
(districts and towns) received a total of Rp. 825 billion through this grant. During the 1970s, only
infrastructure-related projects were eligible for financing by this transfer. Further, it was required that
eligible projects create employment opportunities using labor-intensive technology, locally produced
materials, local design and execution and paid labor (not communal labor). Projects must be completed
in one budget cycle. Project proposals are subject to approval by the provincial governor following
evaluation by the Provincial Planning Board (BAPPEDA) and Public Works Service Bureau (DINAS).
Funds are not transferred to local governments but are simply deposited with the local branches of Bank
Rakyat.



Table 4.4: Allocation Criteria for Cenirnl Inpres Trdnsfers

TRANSFER CRITERIA 1989/1990 1990/1991 1991/1992 1992/1993

1. Village Developnient Grant Number of villages 66,979 66,979 67,033 63,721
(Inipres Desa) Suibsidy per village Rp 1,500,000 Rp 2,500,000 Rp 3,500,(000 Rp 4500,000

'I a(,lia Usidly RpI 112 billioni R(p 181 billion Rp 250( billjlio Rp 327 billion

2. District Development Grant population 175.6 nillion 179 1 titllioji 179 3 million 183.1 million
(Inpres Datli 11) Subsidy per person Rp 1,450 Rp 2,(0Xt Rp 3,000 Rp 4,0t0

NlinImILm subsidy per district Pp) 2(1t\ milioti Rp St() millionl Rp 625 million Rp 750 million
Total subsidy Pp 270 billihii Rp 392 bitlniii Rp 591 billion Rp 825 billion

3. Provincial Development Graint Equal subsidy for each province Rp 12 billion Rp 14 billion Rp 18 billionl Rp 22.5 billion
(Inpres Dati I) Subsidy based on area Rp 108 billion Rp 108 billion Rp 108 billion

lot.d subsidy Rp 324 billiin RIp 486 billion Rp 594 billion Rp 716 billion

4 Primary School Grant a Operational costs 16t,0()1) utmts 163,065 units 164,466 units
(Ilipres SD) b. Rehabilitation 6,045 units 21,228 units 32,752 uiitis 36,0t0 units

c. New constructioti 125 uttits 400 utits 692 units 725 units
d. Addiuional classrooms 250 umtiis I,000 units 1,200 units 1,404) units
e. Books 8,00,()000 12,000,000 12,000,000 30,600,00()(
Total subsidy Rp 10X billion Rp 37(1 billion Rp 522 billion Rp 670 billion

5. Health Granit a. Medicine Rp 450 per personi Rp 475 per person Rp 530 per personi Rp 600 per person
| inpres Kesehatan) b. Health centers 100 ulits 2N0) units 175 uniits 165 units

c. Health sub-centers 1,000 units 1.800 units 1,500 units 1,532 units
d. Mobile health centers 500 utys 600 units 600 units 600 units
e. Doctors and Paramedics 500 units 1.000 units 1,000 unlits 3,286 units
f. Health centers rehabilitation 1,8(00 tnits 3,001) units 8,493 units 1,669 uiiiis
g. Clean Water
Total subsidy Rp 122 billioni Rp 178 billioti Rp 269 billion Rp 340 billion

6. Regreening/reforestation Grant a. Regreening 96,000 ha 231,000 ha 448,650 ha 110,000 ha
(Inpres Penghijaun/Reboisasi) b Reforestation 19,000) Ia 40,000111 h 45,00)t ha 66,000 ha

c. Field staff 6,890
Total subsidy RI) 16 billion Rp 33 billion Rp 75 billion Rp 97 billion

7. Road Grant: municipality/local a. Lengdh of road
(Datli 11) b. Condition of road
(Inpres Jalan) c. Detisity of road

d. Per unit price
Total subsidy Rp 225 billion Rp 473 billinit Rp 685 billion Rp 826 billion

8. Road Grani: Province a. L.ength of road
(Inpres Salan Propinsi) b. Condition of road

c. Density of road
d. Per unit price
Total subsidy Rp 70 billion Rp 207 billion Rp 290 billion Rp 348 billion

9. Counterpari Funds Total subsidy Rp 8 billion Rp II billiots Rp 13 billion Rp 14 billion
(PPW)

10. Counterpart Funds (PKT) Location 12 Kecam)latan 112 Kecaniatanit 215 Kecamatan
Ttital subsidy Rp 2 blillion Rp 35 billiin Rp 70 billion Rp 160 billioti

ource. P ii:;i:try of Finance.
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Indonesia (BRI) which pays approved contractors' bills. This is done to prevent diversion of grant funds
to non-approved projects. Most of the funds from this grant program have traditionally been spent on
local road renovations and improvements.

(iii) Village Development Grant (Inpres Desa). This transfer program was initiated in 1969/70 "to
encourage communal activities of the village communities in developing their villages". It is an equal
per village grant (in 1992/93, Rp. 4.5 million per village) made to all villages (numbering about 65,000)
in Indonesia. For 1992/93, villages received a total of Rp. 326 billion as village development grants.
Development projects for financing by Inpres Desa have to be approved by mayor/district chief.
Expenditures must be for materials, with labor being provided by the conmmunity. Village roads, bridges
and water supply projects receive most of the funds from Inpres Desa.

(iv) Less-Developed Village Grant (Inpres Desa Tertinggal). This is a per capita grant progran
that is proposed to comnmence in 1994/95, initially for a period of three years. It is intended to provide
special assistance to rural and urban settlements that are considered "lagging behind in their development
pace" relative to rest of the nation. According to a 1993 Survey conducted by the Bureau of Statistics
(BPS) on behalf of the Planning Board (BAPPENAS) and the Ministry of Home Affairs, 20,633 out of
a total of 65,554 villages nationwide would be eligible for this grant program. These villages vary in
population size from a low of 200 to a high of 55,000. This transfer program will initially allocate about
Rp. 400 billion per year. The stated objectives of this program are: (i) to strengthen local democratic
institutions and support the Government's decentralization policy; (ii) provide assistance to families below
poverty line; and (iii) to support multiple development objectives of equity, efficiency, human resource
development, social and economic stability, security, environmental quality, participatory development,
and cultural enrichment.

It is proposed that village governments have full discretion in the use of the funds provided they
follow the guidelines developed by the Planning Board in consultation with the Ministries of Home
Affairs and Finance and provincial governments. Some of the potentially eligible uses are: small-scale
credit for self-help housing and/or environmental improvements; technical materials and manuals to
support self-help efforts to improve agricultural technology and/or introduce new agricultural activities,
or to support small urban enterprise start-up; purchase of supplementary "strategic" medicines for
preventive care or the treatment of endemic illnesses and epidemics; and installation of small-scale health-
related infrastructure, such as drainage or waste water disposal facilities. Overall, poverty reduction,
through programs focused on poor villages, is the central focus of the proposed new grant.

The requirements of accountability will include verifiable recording of the amount of the grant and
criteria for its allocation. The Planning Board, Ministry of Home Affairs and Ministry of Finance will
oversee this grant program, and funds will be disbursed by the Ministry of Finance, directly to the local
(desa/kelurahan) level. The Kepala Desa/Lurah will be the official at the local level responsible for
immediate accounting for the use of the funds, subject to monitoring by the Bagian Keuangan, Dati II and
overall scrutiny by the BPKP, the Government audit agency. However, the responsibility for deciding
the uses to which funds will be put will rest with community self-help groups (Kelompok Swadya
Masyarakat) and priorities will be established in community meetings (Musyawarah Desa/Kelurahan).
Domestic NGO's with appropriate experience and capacity will be encouraged to assist community self-
help groups in formulating proposals and in project implementation.
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Specific-Purpose Central Transfers

The Central Government in Indonesia administers conditional transfers to subnational governments
for financing primary education, health, transportation, and reforestation/conservation. These programs
are classified by level of government and outlined in the following paragraphs.

Central Conditional Transfers To Provinces. There are four types of specific-purpose transfers
made available to provinces:

(a) Subsidy For Autonomous Regions (SDO: Subsidi Daerah Otonom). This transfer program
aims to create "financial balance" in autonomous regions. It finances staff expenditures of provincial
and local governments to enable them to balance their budgets. The program is mandated by Law no.
22 of 1948, Law no. 32 of 1956 and Law no.1 of 1957. The provinces of Irian Jaya and Timor Timur
receive special preference in SDO grant allocation. The program has four components:

(i) Subsidyfor Financial Balance (SPK). This component covers salaries, pensions and allowances
of subnational officials of all ranks and represents 88 % of total SDO allocations. The size of this
component is based on approved staff positions and annual cost of living increases. Provincial
governments submit demands along with a list of all staff with grades and eligible allowances to
the Ministry of Home Affairs annually. Local governments provide the same to their respective
provinces. The Ministry of Home Affairs submits these proposals and changes in staff positions
to the Ministry of Finance for approval.The Board of State Personnel Administration (BAKN)
establishes appointments and promotion quotas of all subnational employees for SDO grant
determination. In 1992/93, provincial governments received Rp. 3,315 billion as SDO transfers.

(ii) Support Grant (Ganjaran). This is intended to provide support for routine expenditures of
subnational governments on decentralized functions. This component represents only 4% of total SDO
transfers.

(iii) Subsidyfor Primary School Operation (SBPP-SDN). This grant subsidizes the operating costs of
primary schools associated with purchases of materials, promotion of sports, and various special
allowances for teachers and supervisory staff. The grant funds are initially made to provincial
governments for onward transmittal to local governments. This is a formula-based grant incorporating
number of pupils and the number of primary schools in each province as the allocation factors. The
formula is reviewed annually by the central ministries of Finance, Home Affairs and Education. This
component constitutes 3 % of total SDO transfers.

(iv) Village Staff Support. A fourth component provides support for staff allowances to be paid to
subdistrict level administration and for staff training and compensation for abolition of the former
Rp. 1 per liter surcharge on fuel sales. This component represents 5% of SDO transfers.

(b) Provincial Road Improvement Grant( Inpres Jalan Propinsi). This grant program was
initiated in 1979/80 to develop and maintain provincial roads to provide access to a wider area for
transportation and distribution of goods and services. Eligible expenditures include construction and
maintenance of roads and bridges. The grant is based on a formula which takes into consideration the
length and condition of the roads and the unit cost of construction and maintenance. In 1992/93, Rp. 348
billion was made available to provincial governments as road improvement grants.

(c) Reforestation/Conservation Grant (Inpres Penghijaun/Reboisasi). This program is intended
to carry out reforestation, soil conservation and regreening activities in environmentally critical areas.
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Grant allocation is on a project-by-project basis and for approved projects takes three components into
account, namely: land area to be regreened; area to be conserved; and field staff requirements. In
1992/93, Rp. 97 billion were made available to provincial and local governments for this purpose.

(d) Counterpart Funds (PPW and PKT Programs). These programs provide matching funds
from the Government of Indonesia budget to meet matching funds requirements for externally funded
projects on behalf of provincial and local governments. In 1992/93, Rp. 160 billion in matching funds
was provided by the Central Government.

Central Conditional Transfers to Local Governments. The Government of Indonesia provides
six types of specific-purpose transfers to Level II governments. These are for staff costs, transportation,
elementary education, health, conservation and market development.

(a) Subsidy For Autonomous Regions (SDO: Subsidi Daerah Otonom). As for provincial
governments, this grant predominantly finances staff expenses of Level II governments. Local
governments received Rp. 1,838 billion as SDO transfers in 1992/93. These transfers financed as much
as 92% of total operating expenditures of subnational governments in 1990/91.

(b) District/Town Road Improvement Grant (Inpres Jalan Kabupaten/Kotamadya). This
grant program was initiated in 1979/80 to provide for upgrading and upkeep of district roads. It is a
formula-based grant program. Criteria used in grant allocation are the length and condition of
district/town roads, road density and unit cost of roads (see Table 4.5). In 1992/93, local governments
received Rp. 826 billion in road improvement funds from the Center. This program financed about one-
half of total transportation expenditures of local governments in 1990/91.

(c) Primary School Grant (Inpres Sekolah Dasar). This grant program was initiated in 1973/74
with the following objectives: to extend the possibility of 7-12 year-old children getting primary
education; to renovate education facilities; and to fulfill the needs of primary schooling, especially in
transmigration areas, and newly occupied and isolated/boundary areas. Qualifying expenditures include:
new primary school development; classroom additions with appropriate facilities, construction of housing
for teachers and other school staff; rehabilitation and renovation of primary school building; provision
of books; sport facilities; and teaching aids and equipment. The Central Government provides designs
and standards of construction and local governments carry out the implementation subject to approval and
supervision by the provincial government. In certain instances, provincial government assumes the
implementation responsibility as well. Funds are disbursed against actual bills paid by the BRI.
Allocation criteria take into consideration: needs for additional classrooms or construction of new schools
based upon the number of 7-12 year old children which have no place/room in existing primary schools;
needs of transmigrant population/new settlements and small holding estates areas; classrooms requiring
renovations; and textbooks required. In 1992/93, local governments received Rp. 669 billion as primary
school transfers. This grant program financed 90% of local government expenditures on primary
education in 1990/91.

(d) Health Grant (Inpres Kesehatan). This grant program was instituted in 1974/75 to: provide
health services more equitably by providing access to rural and low income urban populations; and to
enhance health standards by providing access to safe drinking water and sanitation to rural communities.
Eligible expenditures include: provision of drugs; development and upgrading of health centers
(Puskesmas) and sub-health centers (Puskesmas Pembantu); provision of mobile health centers; provision
of motor bikes for medical personnel; provision of rural water supply; and provision of public toilets.
Allocation criteria include: drug needs (in 1992/93 Rp. 600 per person); requirements for health centers



Table 4.5: Allocation Criteria for District Road Improvement Grant
(Inpres Jalan Kabupaten/Kotamadya)

1989/90 1990/91 1991/92 1992/93

CRITERIA CRITERIA CRITERIA CRITERIA

1. Length of road (20%) 1. Length of road (15%) 1. Length of road 1. Length of road
2. Unstable & critical 2. Road condition (60%) 2. % of good road 2. % of good road

road (52%) 3. GRDP (15%) a. Kab < 28.3% good road a. Kab < 17.68% good road
3. Area of irrigation 4. Road density (10%) b. 55% > Kab > 28.3% good road b. 55% > Kab > 17.68%

(15%) 5. Unit price correction 3. Road density 3. Road density
4. Increase of actual a. Kab < 28km/1000km2 a. Kab < 40.29km/1000km2 b.

regional own-source b. l00km/l000km2 > Kab > 28km1l000km2 lOOkm/lOOOkm22kab > 40.29km/l00Okm2
receipts (PAD)(7%) 4. Performance 4. Performance

5. Actual own-source Kabupaten needs according to (a) Kabupaten needs according to (a) and
revenues compared to and (b) greater than 60km, take (b) greater than 60km, take 60 km
planned(6%) 60km 5. Unit price correction

6. Unit price correction 5. Unit price correction
(Ditjen Cipta Karya)

CENTRAL ROLE: CENTRAL ROLE: CENTRAL ROLE: CENTRAL ROLE:

1. Central guidance 1. Central guidance 1. Central guidance 1. Central guidance
2. Procurement of special 2. Road inventory 2. Training 2. Training

equipment for Kabupaten 3. Bridge design > 30m 3. Guidance by (province to kabupaten) 3. Guidance by (province to kabupaten)
Blitar 4. Transportation cost of 4. Institutional research 4. Institutional research
3. Procurement of steel equipment to kabupaten

frame for workshop 5. Training
development (OECF and 6. Guidance of (Province
USAID) to kabupaten)

4. Deficit on VAT for 7. Recruitment
procurement of heavy 8. Institutional research
equipment, 1988/89

5. Allocation of
counterpart
funds in procurement of
heavy equipment to
support BLN.

Total subsidy Rp 225.0 billion Total subsidy Rp 472.5 billion Total subsidy Rp 685.1 billion Total subsidy Rp 825.6 billion
urce: Mimstry of Finance and BPS.
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(at least one per 30,000 population), health sub-centers, mobile health centers, medical personnel, and
rehabilitation of existing health centers; and provision of safe water. The C2ntral Government establishes
the needs based upon the above-mentioned factors, but leaves locational and execution decisions to local
governments under provincial supervision. Cash is remitted to local branches of the BRI and disbursed
against claims for payments. The grant is partly distributed in kind through the supply of drugs, medical
equipment and other supplies. For rural water supplies, population is used as the dominant factor, with
local distances, condition of terrain and the number of villages to be served as allocation factors with
lower weights. The Ministry of Health uses standardized tables for unit construction costs for each type
of water supply system that can be considered for implementation. In 1992/93, Rp. 340 billion was made
available to local governments on account of health transfers. This grant program financed 73 % of health
expenditures of subnational governments in 1990/91.

(e) Reforestation and Conservation Grant (Inpres Penghijaun/Reboisasi). This grant serves
the same purpose at Level II as it does at the provincial level, as noted above.

(f) Development of Market Facilities/ Shopping Centers (Inpres Pasar). This transfer program
was designed to assist local governments in building facilities for markets/small shopping centers. Grant
allocation was made on a project-by-project basis. This grant program has been terminated, but small
amounts are still being disbursed under earlier commitments.

C. The Economic Rationale for Intergovernmental Transfers

In the preceding section, grants were discussed according to the different arrangements under
which they are provided, e.g., selective, general, matching, non-matching, etc. In that discussion, the
underlying rationale for grants was introduced but not elaborated upon. In order to clarify the
fundamental rationale for grants and its implications for grant structure, the basic reasons for transfers
are discussed in this section. A technical note on different types of intergovernmental grants is provided
in Appendix 4. Grants to subnational governments are provided often on economic as well as political
grounds. Economic justifications include efficiency (benefit and cost spillovers, common market
arguments, differential net fiscal benefits), equity (fiscal gap, differential net fiscal benefits, redistribution)
and, to a minor degree, stabilization objectives. An interesting aspect of the theory of grants is that
efficiency and equity objectives are often complementary. The application of efficiency and equity
principles results in four main economic reasons for grants. These are discussed below:

(i) Inter-jurisdictional Spillovers. Intergovernmental transfers can be used to increase the
efficiency with which public goods and services are provided. Their major contribution is to correct for
inefficiencies arising from interjurisdictional spillovers. Spillovers usually occur because the benefits of
a locally provided good or service spill beyond the local jurisdiction to benefit those not contributing to
the costs (e.g., benefits from control of air and water pollution, and locally educated students who
relocate) and because non-residents come to the locality and enjoy the public services provided (e.g,
parks, cultural, recreational and transportation facilities, state universities, state welfare and health care
system). In the presence of spillovers, state-local governments consider own benefits only and under-
provide public services. While other approaches such as redrawing of jurisdictional boundaries and/or
separate jurisdiction for each service may also be used intergovernmental transfers are a major and often
the most practical means of alleviating the inefficiencies arising from spillovers of this kind. Open-ended
conditional matching grants are the kind of transfers that are most appropriate for implementing these
corrections. The extent of cost sharing by the higher level of government should be consistent with the
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degree of spillover. In Indonesia, none of the existing grant programs explicitly recognizes the benefit-
spillout problem. The primary school grant incorporates a small matching element, but that is simply
intended to seek a limited participation of local governments in financing primary education.

(ii) Fiscal Gap. A mismatch between revenue means and expenditure needs at various
government levels creates a structural imbalance resulting in a revenue shortfall usually for a lower level
government. This imbalance is characterized as a fiscal gap. Four often-cited reasons for this imbalance
are: (a) inappropriate expenditure and tax assignment; (b) limited and or unproductive tax bases available
to a lower level of government so that tax rates would have to be inefficiently high (e.g., in Indonesia,
Mexico and Pakistan); (c) regional tax competition, i.e., state and local governments fearful of losing
capital, labor and business activity to other jurisdictions do not fully exploit business tax potentials and
thus provide lower levels of public services; and (d) the central government crowds out tax room for state
and local public sector.

To correct for problems associated with (a) and (b) above, joint occupancy of some tax fields or
decentralization of some taxes are advocated, a subject discussed in Chapter 3. Alternatively,
unconditional grants and/or revenue sharing based on the origin principle are also appropriate solutions
to deal with this problem. Higher revenue effort by the central government and unconditional grants are
required to deal with tax competition issues referred to in (c) above. Finally, to deal with (d), some form
of tax abatement by the central government is necessary to provide more tax room for lower levels in
fields jointly occupied by the two or three levels of government. In Indonesia, both the revenue sharing
program and general purpose transfers attempt to fill the fiscal gap experienced by subnational
governments.

(iii) Minimum Standards of Services. A third justification for intergovernmental transfers is
based on an efficiency-cum-equity case for ensuring common minimum service standards across
jurisdictions in a country. For certain services, expenditure assignment to state and local government
may be based on efficiency of public service provision as well as responsiveness to local needs and
concerns. This may conflict with the national equity objectives.

Musgrave (1976) has argued that the redistributive role of the public sector is best performed by
the central government. Mobility of factors within a federation severely limits the redistributive role of
local governments. The New York city provides a prime example in this case. Redistributive policies
adopted by the city in the 1970s created a major fiscal crisis and the central government had to intervene
and reverse these policies to restore the financial health of the city. Hence, the case for the assignment
of the redistributive function to the central government is quite strong on theoretical grounds, as discussed
in Chapter 2. Several of the public services assigned to state and local governments on efficiency or
accountability grounds are strongly redistributive in character. Social insurance, health, education and
welfare are prime examples of such services. Consider the case of health and education services. These
are quasi-private goods and, strictly, from a technical efficiency point of view, would be best provided
by the private sector. However, such a viewpoint completely ignores information asymmetries such as
moral hazard and adverse selection associated with private provision of such services. Fiscal federalism
literature has argued that informational inefficiencies alone do not provide a convincing case for the
public provision of health care and education. This literature points out that most governments treat
health care as a fundamental public responsibility and strive to provide these services on a uniform basis.
This is because these services are viewed as "redistributions in-kind". Thus, a case for public provision
of these services primarily rests on equity objectives. Consider the case of health services. Incidence
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of disease is directly correlated with the incidence of poverty, and by corollary, inversely associated with
economic well-being. Thus, public provision of health care enhances the r-distributive role of the public
sector. Similarly public provision of education, by improving access of the poor, serves to further the
equality of opportunity goals.

In a multi-level government system, lower level provision of such services, while desirable from
efficiency, preference-matching and accountability perspectives, may create certain difficulties in the
fulfillment of central equity objectives. Factor mobility and tax competition create strong incentives for
lower level governments to under-provide such services as well as restrict access to such services by those
most in need such as the poor or the old who are more susceptible to disease and thereby pose potentially
greater risks for cost curtailment. These perverse incentives can be alleviated by conditional non-
matching grants from the central government. Such grants would not affect local government incentives
for cost efficiency, while ensuring compliance with centrally specified standards for access and level of
services.

A second justification for common minimum standards for public services in a union is based on
economic efficiency considerations. Common minimum standards would help reduce interregional
barriers to factor and goods mobility and thereby contribute to efficiency gains. Establishment of some
minimum standards of social services will encourage labor mobility, and of physical infrastructure capital
will enhance factor and goods mobility. Boadway, Roberts and Shah (1993) have emphasized that
harmonization of expenditures would improve gains from interregional trade and help foster a common
internal market.

Common minimum standards for public services across different states can be encouraged through
conditional non-matching or conditional closed-ended matching programs. A conditional non-matching
program is to be preferred due to its non-obtrusive nature. State governments would be free to spend
the grant funds as they chose provided certain minimum standards of service and access were met. The
higher level government would simply monitor compliance with these standards. Conditional non-
matching grants in pursuit of common minimum standards could thus serve both efficiency and equity
objectives.

In Indonesia, most of the specific-purpose transfers are of a conditional non-matching variety.
However, the conditions have more to do with precisely how monies are to be spent than with the
attainment of certain standards of access and service.

(iv) Differential Net Fiscal Benefits Across Regional Govermnents. Differential net fiscal
benefits (net benefits accruing to residents from government expenditures) across various states arise due
to a number of reasons:

* some regions are better endowed with natural resources and, therefore, have better access to an
enlarged revenue base than others;

* some regions or localities have relatively higher incomes and, therefore, greater ability to raise
revenues from existing bases; and

* some regions or localities have inherited higher cost disability factors, such as lacking the
minimum threshold for scale economies or difficult terrain factors, etc., or higher need factors,
such as a greater proportion of young, old and the poor in the population.
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The presence of differential net fiscal benefits encourages fiscally induced migration. Labor and
capital may move to areas with positive net fiscal benefits based on fiscal considerations alone. In the
process, some negative externalities imposed on the jurisdictions they leave and the jurisdictions they
enter are ignored. A fisherman from a resource-poor state may migrate to a resource-rich state, although
he may not have any gainful employment opportunity there. The overall result of such fiscally induced
migration would be that too many of the factors will move to resource-rich areas, creating in its wake
social and economic problems and thereby serious inefficiencies and inequities. Inefficiency arises as
factor movement takes place in response to fiscal considerations alone. Inequity is caused by identical
persons in various states being treated differently by the public sector as a whole. National welfare is
reduced by the externalities imposed by the fiscally induced migration.

Fiscal equalization grants to eliminate/reduce differential net fiscal benefits across subnational
governments can enhance both the efficiency and equity of a multi-level government system. An ideal
form of such transfers would be an interstate revenue pool which provides both negative and positive
equalization grants to member states such that net transfers equal zero. Thus, the program by design
would be self financing. Such a grant system must be unconditional and must not reward strategic
behavior to enhance positive grant entitlement or minimize negative transfer by member states. Thus,
grant design must incorporate factors over which states have little control (see Appendix 4 for a
discussion of issues and options on the design of a fiscal equalization program.) Three grant programs
that have endured and are broadly consistent with the above guidelines are the German, Canadian and
the Australian systems of equalization transfers. The German system is a fraternal system of equalization
among the German states. The central government simply acts as an observer and occasionally as a
mediator. The Canadian and Australian systems are not self financing and instead are central programs.
The Canadian system attempts to augment the fiscal capacity of member provinces up to the national
average capacity. The system measures the fiscal capacity of a state by the revenue that could be raised
in that state if the state government employed all of the standard revenue sources at the nationwide
average intensity of use. The Australian system seeks to incorporate expenditure needs as well (see Shah
(1983c), (1984a), (1991)).

In Indonesia, all grant programs implicitly are concerned about equalization. However, at present,
there does not exist a program that seeks to equalize to a standard explicitly.

(v) Stabilization Objectives. A further but infrequently mentioned objective of transfers is to
advance the stabilization policies of the central government. Grants could be increased in periods of slack
economic activity to encourage local expenditure and be contained during the upswing of the economic
cycle. Capital grants would be a suitable instrument for this purpose. Care must be exercised in
ensuring that funds are available for operating expenditures associated with such initiatives.

D. Criteria for the Design of Intergovernmental Transfers

The above discussion outlined economic objectives of various types of intergovernmental grant
programs. These objectives provide guidance as to the type of assistance that is better suited to meet
those objectives. In the following, some general criteria which bear on grant design and assist in ranking
various grant design options are outlined.
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Autonomy: The subnational governments should have independence and flexibility in setting their
priorities. They should not be constrained by the categorical structure of the programs and uncertainty
associated with decision-making at the Center. Tax-base sharing where subnational governments are
allowed to piggyback and introduce their own tax rates on central bases, formula-based revenue sharing
or block (general-purpose) grants would be consistent with this objective.

Revenue Adequacy: The subnational governments should have adequate revenues to discharge
designated responsibilities.

Equity: Allocated funds should vary positively with the fiscal need factors and inversely with the taxable
capacity of each province.

Predictability: The grant mechanism should ensure the predictability of subnational government shares.

Neutrality: The grant design should be neutral as to subnational government choices about allocation
of resources to different sectors or different types of activity. This criterion may be overriden for
expenditures that rank high on central priorities and low on subnational priorities (e.g., due to cost-benefit
spillovers); in such cases, the Center could consider instituting conditional grants to influence local
expenditure priorities.

Simplicity: Allocations to subnational governments should be based on objective factors on which
individual units have little control, and the formula should be relatively easy to comprehend so that
"grantsmanship" is not rewarded.

Incentive: The design of transfers should provide incentives for sound fiscal management and discourage
inefficient practices. Thus, there should be no specific transfers to finance the deficits of subnational
governments.

Safeguard of Grantor's Objectives: The grant design should ensure that certain well-defined objectives
of the grantor are adhered to by the grant recipients. This could be accomplished by proper monitoring,
joint review of progress and by providing technical assistance. Alternatively, a selective matching
transfer program could be structured.

Some of the criteria noted above could be in conflict with each other in designing particular grant
programs. The grantor then needs to assign priorities to these criteria in comparing various design
alternatives.

E. Intergovernmental Transfers in Indonesia: An Evaluation

Central transfers finance about 65 % of provincial and 70% of Level II government expenditures in
Indonesia. With a renewed focus on fiscal decentralization, growth in direct expenditures for regional
development has recently slowed while transfers have increased in relative importance. Since 1990/91,
transfers have exceeded direct central developmental expenditures in the regions. The following sections
present an economic evaluation of these transfers by utilizing the conceptual framework outlined above
and present suggestions for possible restructuring of these transfers to meet their objectives more
efficiently.
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General-Purpose Transfers

(i) Provincial Development Grant (Inpres Dati I). As noted, this program provides 85% of the
funds in equal shares to provinces and the remaining 15 % in proportion to the area of each province.
The equal share criterion recognizes a critical minimum threshold in financing provincial governments
and, therefore, would be redistributive in favor of smaller, lower-income provinces. The remaining funds
are distributed using the area of the province as the sole determinant of provincial expenditure needs.
Overall, the grant is expected to have a limited degree of equalizing impact on provincial revenues. This
is substantiated by calculating rank correlation coefficients between per capita provincial development
grant and available indices of fiscal capacity and needs by province (see Table 4.6). Per capita transfers
show a negative rank correlation with provincial gross domestic product, and per capita own-source
revenues and a positive rank correlation with the head-count poverty index and per capita own-source and
shared revenues. Thus, the grant appears to be mildly redistributive based on the first three indices,
although it shows a significant association with per capita own-source revenues only. When shared
revenues are also considered, the grant appears to favor relatively richer provinces. Gini coefficients of
inequality reported in Table 4.7 suggest that the grant has a mildly equalizing impact on provincial
revenues. Regression results reported in Table 4.9 also reaffirm that increases in per capita own-source
and shared revenues have a positive and per capita GDP has a negative correlation with these transfers.
The absence of any fiscal capacity indicator in the grant allocation criteria creates interesting anomalies.
For example, provinces of Jawa Tengah (1990 per capita GDP: Rp. 677) and D.I. Yogyakarta (1990
per capita GDP of Rp. 649) have almost equal per capita GDP but received Rp. 800 and Rp. 7,700,
respectively, as per capita provincial development grant in 1992/93 (Table 4.3). The grant program
shows a regressive redistributive impact if the unemployment rate is used as a measure of fiscal need.
Thus, overall, while the program appears to promote regional equity in a limited sense, the standard it
strives to attain remains to be specified. This limitation could be overcome if an explicit fiscal capacity
equalization criterion was included in the grant formula. The grant design scores well on some other
criteria: it is transparent and provides for predictability of funds from year to year. The grant program
supports provincial autonomy by allowing flexibility in the use of the funds. Provincial flexibility and
autonomy, however, are limited by controls inherent in the broader budget planning and approval process
(see Chapter 8).

(ii) District Development Grant (Inpres Dati 11). This is a per capita grant program with a
minimum grant per local government specified. This grant program has several desirable features,
namely, simplicity, predictability, flexibility, preservation of local autonomy, incorporation of fiscal need
and a minimum threshold for public service provision. The grant funds vary directly with fiscal need
but population is used as the sole criterion for such need. Rank correlation measures reported in Table
4.6 suggest that the grant has a perverse effect on equalization of revenues across local governments.
Gini measures of inequality, however, suggest that this transfer has a significant equalizing impact on
local revenues (see Table 4.7). The seemingly contradictory results can be interpreted to imply that while
these grants are equalizing in nature (Gini coefficient result), they do not achieve this result in a fully
consistent and equitable manner (rank correlation result) as differential fiscal capacity considerations do
not enter the formula. The flexibility in the use of the funds allowed in principle by the grant design is
limited by the project approval process. Direct sectoral expenditures by the Central Government (DIPs)
further limit local flexibility in the use of these grant funds as the completed DIP-financed projects are
handed over for maintenance to local governments to be financed from these funds. Also, the allocation
of funds by central, rather than provincial, government limits the potential to match allocations more
closely to the fiscal needs and capacity of local governments; in a large country such as Indonesia,
provincial governments would be better placed than the Central Government in assessing differential local
fiscal needs and capacities.
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Table 4.6: General-Purpose Transfers to Subnational Governments in Relation to Other Economic
Indicators in Indonesia, 1990

Provincial Local Subnational
Government Governments Governments

With Without Aggregated With Without
DKI Jakarta by Province DKI Jakarta

Spearman Rank Correlation Coefficients
between Per Capita General-Purpose
Transfers and: (N=27) (N=26) (N=27) (N=27) (N=26)

(a) Per Capita Regional Gross -0.07 0.02 0.06 -0.04 0.05
Domestic Product'

(b) Per Capita Own-Source Revenues -0.37** -0.31** -0.41** -0.36**

(c) Per Capita Own-Source and Shared
Revenues 0.24 0.35** 0.28***0.39**

(d) Head-Count Poverty Index2 0.13 0.07 -0.25 0.10 0.02

(e) Unemployment Rate3 -0.24 -0.16 -0.14 -0.23 -0.16

Spearman Rank Correlation Coefficients Local
between Per Capita General-Purpose Governments
Transfers to Local Governments and (N =286)5

(a) Per Capita Local Total Receipts 0.70*

(b) Per Capita Local Own-Source &
Shared Revenues 0.40**

(c) Per Capita Local Own-Source
Revenues 0.31***

(d) Per Capita Local Shared Revenues 0.36**

(e) Per Capita Local PBB Revenues 0.29***

Notes:
1. Regional gross domestic product does not include income from oil.
2. The head count poverty index is the price adjusted poverty line scaled with the food shares and is taken from

Bidani and Ravallion (1992).
3. The unemployment rate is the ratio of people actively seeking work over the economically active population

of each province.
4. Subnational includes Dati I and 11 as well as villages.
5. Out of total Level 11 governments numbering 297.
*,**, *** indicate that the correlation is significant at the 1%. 5% and 10% levels, respectively.

ource: inistry of Finance and
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Table 4.7 An Evaluation of the Equalizing Impact of Central Trinsfers to Subnational
Governents in Indonesia, 1990/91.

Provincial Governments (27 Provinces)

Gini Coefficient' RI

Own-Source Revenues 0.55 0.98

+ Shared Revenues 0.53 0.99

+ General Purpose Transfers 0.48 0.99

+ Specific Purpose Transfers 0.24 0.99

Level II Governments (280 Sample Municipalities)

Gini Coefficient _ 2

Own-Source Revenues 0.34 0.96

+ PBB 0.32 0.97

+ Other Shared Revenues 0.32 0.97

+ General-Purpose Transfers 0.23 0.97

+ Local Road Development Transfers 0.23 0.98

+ Primary School Transfers 0.22 0.98

+ Health Transfers 0.21 0.98

+ Regreening and Reforestation Transfers 0.21 0.98

+ Village Development Transfers 0.20 0.93

+ Other Transfers 0.19 0.93

Notes: 1. The following function was fitted: (1-n) (1-p)d, 0< d < 1, where n is the cumulative
proportion of the corresponding revenue variable and p is the cumulative proportion of the population
in each of the provinces and municipalities. The Gini concentration coefficient is defined as follows: G
= (1-d) / (1 +d). A coefficient of one indicates complete inequality and a coefficient of zero indicates
complete equality. For details of the formula and its application see, Anwar Shah (forthcoming),
Capitalization of Property Taxes and Public Services with Applications to Efficiency and Eguitv Issues,
University Press of America.

Source: Ministry of Finance and Staff Estimates.
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(iii) Village Development Grant (Inpres Desa). This program provides an equal subsidy per
village to all villages in Indonesia. The program satisfies the simplicity, flexibility, predictability and
local autonomy considerations. It nevertheless, fails to take into consideration large diffrences in fiscal
capacity and needs of the villages. Central administration pre-empts the use of fiscal need or capacity
variables in grant allocation, as it does not appear feasible to monitor the fiscal situation of 65,000
villages on an annual basis from the Center.

(iv) Poor Villges Development Grant (Inpres Desa Miskin). This grant program will provide
equal per vaillage transfer to villages that are designated as "poor". It is not possible to evaluate this
program at this time as the criterion for eligibility is not yet known.

Specific-Purpose Transfers

(i) Subsidy for Autonomous Regions (SDO). This grant program predominantly covers
personnel costs of subnational governments, but part of it also provides for operating costs of primary
schools, budgetary support for some decentralized functions, and staff allowances to villages. This
transfer program creates strong incentives for higher employment/wage bill at the local level (to qualify
for higher SDO transfers). The Center tries to circumvent this perverse incentive by retaining major
control over public sector employment at all government levels, which in turn undermines local autonomy
and flexibility in recruitment. Also, the tying of the bulk of the funds provided through this grant to
meeting personnel costs constrains local governments flexibility in switching funds between such costs
and non-personnel operations and maintenance expenditure in accordance with local needs. As a separate
program for primary school financing exists, a component for financing primary school operations in this
grant program requires reconsideration. Overall, the reform of this program constitutes a major element
of the agenda for fiscal decentralization in Indonesia. If the Center must be involved in the recruitment
and appointment of local staff, then, the associated personnel costs could be financed by the central
budget directly. At present, SDO transfers create an illusion of a larger local public sector than the one
that exists in today's Indonesia.

(ii) Provincial and District Road Improvement Grants (IJP & IJK). This is a formula-based
grant program to upgrade the transportation network. Broadly, the program is well structured to provide
minimum standards of road service across the nation to overcome barriers to the development of an
internal common market. The grant allocation formula takes into consideration the relevant need factors.
Grant allocations show a positive rank correlation with poor roads and motor vehicle registrations -
proxies for road expenditure needs (see Table 4.8). Regression results reported in Table 4.9 also confirm
that this grant program is somewhat need-compensating. Local discretion in the use of this grant is,
nevertheless, restricted, thereby limiting its effectiveness. This arises from two aspects of its
administration. Firstly, the use is confined to the repair and upgrading of existing roads; new road
construction has to be financed from other sources. Secondly, although the road links to be repaired
and/or upgraded are to be proposed in the first instance by the Dati 1I governments, detailed lists of every
such proposed road link have to be forwarded for approval to a Central Government inter-departmental
team. In practice this means that every proposal must receive the agreement of the central Directorate
General for Highways (Bina Marga) of the Department of Public Works. If both the above requirements
are waived, and replaced by broader central guidance to local governments, the grant program would be
more effective in achieving the objectives of upgrading local transportation services in line with differing
local needs.

(iii) Reforestation/Conservation Grant. This program provides financing for centrally approved
reforestation and conservation projects. Grant allocation is on a project-by-project basis. These are
obviously national priorities and the Central Government has a legitimate role in encouraging subnational
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Table 4.8: Specific-Purpose Transfers to Subnational Governments in Relation to Other
Economic Indicators in Indonesia:

With Without
DKI JPlkara DKIJakarta

Spearman Rank Correlation Coefficients between: (N = 27) (N = 26)
(a) Per Capita Health Transfers and:

* Infant Mortality in 1985 -0.04 -0.16
> Health Centers per 1000 People (1989) 0.88' 0.91'
* Hospitals per 1000 People (1990) 0.13 0.27-
* Hospital Beds per 1000 People (1990) -0.07 0.04

(b) Per Capita Primary School Transfers and:
* Pupil / Teacher Ratio (1989) -0.54' -0.45"

(c) Per Capita Reforestation Transfers and:
* Share of Forest Area in Total Area (1990) 0.11 0.11
* Share of Reforested Area in Total Area (1989) 0.20 0.20

(d) Per Capita Local Road Development Transfers and:
*. Share of Length of Poor Roads in Total Roads (1992) 0.67' 0.67'

(e) Local Road Development Transfers and:
* Motor Vehicle Registrations (1990) 0.36" 0.50
* Length of Local Roads (1992) 0.70' 0.70'

(f) Per Capita Provincial Road Development Transfers and:
* Share of Length of Unstable Roads in Total Roads (1990) 0.33"' 0.33"

(g) Provincial Road Development Transfers and:
* Motor Vehicle Registrations (1990) 0.09 0.18
*. Length of Provincial Roads (1990) 0.62' 0.62'

(h) Total Road Development Transfers and:
* Motor Vehicle Registrations (1990) 0.30.'. 0.43"

(i) SDO Transfers and:
* Civil Servants (1990) -- Provincial Government 0.56' 0.69'
*. Civil Servants (1990) -- Local Government 0.52' 0.47*'
*. Civil Servants (1990) -- Total 0.95' 0.95'

Notes: * indicates that the correlation is significant at the 1 % level
** indicates that the correlation is significant at the 5% level
*** indicates that the correlation is significant at the 10% level.

Source: Staff Estimates.
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governments to undertake projects supporting these priorities. The actual distribution of grant funds
shows a positive rank correlation with the available need factors, namely, slre of forest area in total area
and the share of reforested area in total area (see Table 4.8). These conclusions are further reaffirmed
by regression results reported in Table 4.9.

(iv) Primary School Grant (SD). Unlike an advanced country where primary school would be
a purely local function, in a developing country such as Indonesia, basic education for all is a legitimate
central concern to enhance citizen participation in economic development. At present, the Central
Government establishes needs based on projected population of school age children (7-12 years) and the
average number of pupils enrolled in local primary schools. The Central Government also prescribes
school design and construction standards. For new schools, local governments must provide matching
funds that would cover acquisition of land. The grant is divided into separate amounts for:

* new school construction;
* reconstruction of dilapidated schools;
* construction of additional classrooms;
* construction of teacher and caretaker housing;
* construction and equipping of pupil boarding facilities;
* school building rehabilitation;
* repair and replacement of school furniture;
* school operation and maintenance; and
* provision of essential text books and library books.

For the first six categories listed, numbers of sub-projects to be implemented by the recipient Dati
II government are stipulated and, for the first five of these, standard designs are prescribed. The local
governments' discretion is essentially confined to the choice of locations. With regard to the last category
in the list, the choice, procurement and distribution of books are undertaken by the central Department
of Education and Culture, so that the "grant" is in kind rather than money. There would seem to be no
essential difference in this element from the alternative of financing the activity through a Department
of Education and Culture DIP. For such a large and diverse country, these tasks overstretch the role of
the Central Government, causing delays and insufficient responsiveness to local needs. The grant
allocations show a negative rank correlation with the pupil/teacher ratio, suggesting the Central
Government's inability to assess primary schooling needs accurately and in a timely fashion. This grant
program has been effective in supporting the attainment of almost universal access to primary education
in Indonesia. Since this goal is already accomplished, consideration needs to be given to allowing some
variation in primary school education (content, methods, quality) to match local needs and preferences.

(v) Health Grant (IK). For the health grant, local government needs for health expenditures are
assessed on the basis of a per capita allowance for medicine, standardized expenditures for health centers,
sub-centers and mobile health centers, and estimated expenditures on rehabilitation and renovation of
health centers and the costs of doctors and paramedics. Some components of the grant such as medicine
are given in kind. There is a small matching element in this transfer as local governments must finance
the cost of acquisition of land needed for health centers. As discussed earlier, provision of health care
by the local public sector is justified on efficiency considerations, but such provision may conflict with
national equity as adequate access to the needy and poor is not assured under such an arrangement.
Health services represent redistributions in kind and, therefore, the Central Government should have a
major stake in equitable delivery of such services. This can be accomplished by instituting conditional
non-matching transfers from the Central Government. As a condition for the eligibility for such transfers,
the Central Government would specify standards for access and the level of services. In contrast to this,
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Table 4.9: Central Transfers to Subnational Governments in Relation to Other Economic
Indicators in Indonesia, 1990/91

General-Purpose Transfers
Provincial Governments -- All Provinces

Adjusted R2 
GPT= 0.01 + 2.05 OWN + 1.20 SHARE - 10.50 GRDP = t.52 R

(4.06) (3.32) (3.96) (-3.98)

Provincial Governments -- Excluding DKI Jakarta l

GPT = 0.01 + 1.94 OWN + 1.38 SHARE - 12.38 GRDP ID53
(3.98) (3.11) (4.05) (-3.98)

Specific-Purpose Transfers
Health Transfers -- All Provinces

A-bsted R2

HEALTH = -0.38 + 0.40 HCEN + 0.02 INFMORT - 0.40 GRDP * l

(-0.98) (3.97) (1.70 (-1.47)

Health Transfers -- Excluding DKI Jakarta

d R273
HEALTH= -0.22 + 0.04 HCEN + 0.01 INFMORT - 0.77 GRDP

(-0.52) (4.20) (1.33) (-1.90)

Provincial Road Transfers
Ad'sted R2

ROAD= 0.59 - 0.05 DENSE - 0.17 UNSTABLE - 0.20 GRDP
(4.12) (-2.802) (-0.59) (-1.59)

Level II Road Transfers
Ad sted 2

ROAD = 0.22 - 0.06 DENSE + 0.57 UNSTABLE + 0.15 GRDP
(0.44) (-1.65) (0.76) (0.74)

Reforestation Transfers
Ad' sted R2

REFOR= 0.03 + 0.38 FORAREA - 0.16 GRDP
(2.09) (2.03) (-2.10)

Notes: 1. t - statistics in parentheses
2. All Variables used in the regressions are in per capita terms.
3. Notations: (GPT denotes General Purpose Transfers), OWN (Own-Source Revenues),

SHARE (Shared Revenues), GRDP (Gross Regional Domestic Product), HEALTH
(Health Transfers), HCEN (Health Centers), INFMORT (Infant Mortality), DENSE
(Population Density), UNSTABLE (Share of Unstable Roads in Total Roads), ROAD
(Road Development Transfers), REFOR (Reforestation Transfers), FORAREA (Share of
Forest Area in Total Area).

Source: Ministry of Finance and Bureau of Statistics.
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the Central Government in Indonesia is more directly involved in the delivery of health services through
the appointment of medical personnel, provision of medicine and supplies -nd direct participation in the
construction of health centers through the health transfers.

Per capita health transfers show a positive rank correlation with health centers per thousand
population and hospitals per thousand population and a negative correlation with hospital beds per
thousand population and the infant mortality rate. The first two indicators measure needs for health
operating expenditures and a positive association of grant funds with these variables is desirable. A
negative association of grant funds with hospital beds per thousand population seems to indicate that grant
funds are equalizing and help to upgrade most municipalities to a minimum standard of hospital beds per
thousand population. The negative rank association of grant funds with the infant mortality rate is
worrisome as it suggests that the distribution of grant funds is not fully consistent with the needs for
health services. However, this association is not statistically significant.

F. Options for Restructuring Intergovermnental Transfers

The system of intergovernmental transfers in Indonesia has several positive features. The grant
programs are generally simple, transparent, and utilize objective criteria for distribution. In these
respects, the Indonesian grant system compares favorably with the grant systems typically found in
developing countries. However, the foregoing discussion indicates that several improvements are
possible. The main directions of reform are outlined below:

General-Purpose Transfers

(i) Provincial Development Grant (Inpres Dati I). This program could consolidate into a single
grant program funds currently distributed through: (a) the provincial development grant; and (b)
the SDO- Dati I transfers. Grant allocation could utilize as factors: a basic grant (equal share for
each province); area; population; and fiscal capacity. The grant funds would vary directly with
area and population but inversely with a measure of fiscal capacity.

(ii) District Development Grant (Inpres Dati II). This grant program could also be broadened to
incorporate SDO-Dati II transfers. Consideration could be given to permitting this grant to pass
through provinces. Total funds would be transferred to provincial governments who in turn would
allocate them among local governments based on separate formulas for district and town
governments (a combined formula is feasible but would require greater complexity in capturing
differential needs of urban and rural municipalities). Factors to be used in the grant allocation
formulas would include population, basic minimum grant by population size class, and fiscal
capacity.

(iii) Village Development Grant (Inpres Desa). Again this could be made a pass-through grant by
making the funds available to provinces for distribution to villages. Formula factors could include
a basic minimum grant (say 50%), with the remaining funds distributed by population.

(iv) Less-Developed Village Grant (Inpres Desa Tertinggal). This proposed grant program will
provide equal per capita transfers to villages that are designated as "lagging behind" in
development. The proposed program, focused on poverty reduction in targeted concentrations of
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poverty, is well-structured overall. After the expiry of its initial three-year period of operation,
consideration could be given to making it part of a fiscal equal; ,ation program. Per capita
deficiency in the revenue raising capacity (defined with respect to one or more significant revenue
bases as opposed to actual revenues) of a village from the national average fiscal capacity of a
village could then serve as the criterion for allocation. The amount of grant to a less developed
village then could be this deficiency multiplied by the population size of the village.

Specific-Purpose Transfers

(i) Subsidy For Autonomous Regions (SDO). This program is recommended for consolidation with
the general-purpose transfers for the respective level of government.

(ii) Provincial and Local Road Improvement Grants. The provincial grant could be determined
by the Center and the district grant by the province. The current distribution formula is broadly
appropriate and may be retained. The expenditure authorization process could be streamlined,
with local governments given greater flexibility in the use of funds within broad central guidance,
while the monitoring and audit functions could be strengthened (see Chapter 8 for suggested
improvements in intergovernrnental planning, budgeting, and implementation processes).

(iii) Primary School Grant (SD). The existing criteria for the allocation of this transfer are broadly
appropriate. However, local governments could be allowed greater discretion, subject to broad
central guidance, in utilizing the allocated funds to match differing local needs. Also, to facilitate
better assessment of local expenditure needs and closer monitoring of the use of funds, the
program could be administered by the provincial levels on behalf of the Center. Once minimum
service standards in primary education are achieved nationwide, consideration may be given to
changing this program into a conditional per pupil block transfer to ensure greater certainty in
funding availabilities and greater flexibility in its use.

(iv) Health Grant. This may be redesigned as a per capita block transfer subject to central guidelines
on standards for access and the level of services.

(v) Reforestation/Conservation Grant. This grant program may be retained but consideration could
be given to formula-based determination.



5
REGIONAL GOVERNMENT REVENUES AND TAX REFORM

A. Overview

Even after nearly two decades of the operation of Law 5 of 1974 -- the law that laid the formal
foundations of decentralized governance in the country -- finances of the government remain highly
centralized. In 1990-91, the latest year for which complete data on the budgets of the government at all
levels are available, of the combined receipts of the Center, provincial and local (Dati II) governments,
and Desas (villages), about 83% belonged to the Center. Only a little over 9% was shared by the
provinces, 6.9% by Dati II governments (municipalities and regencies), and 1. 1% by Desas. The relative
shares of the different levels of government in the total receipts have not changed much over the last ten
years (1979-80 to 1990-91), as the figures in Table 5.1 show.

The receipts of sub-national governments set out in Table 5.1 include transfers from the Center.
If transfers in the form of subsidies/grants are excluded and one looks only at the revenues accruing at
each level, including the assigned shares in central tax and non-tax revenues, it will be seen that in

Table 5.1: Total Receipts' of Government at Different Levels
(Rp. in billion)

1979-80 1983-84 1987-88 1988-89 1989-90 1990-91

Center 8,006 18,179 26,961 32,995 38,169 4,9451
(82.8) (82.1) (81.5) (83.2) (82.9) (82.9)

Provinces 826 1,894 3,241 3,658 4,312 5,455
(8.5) (8.5) (9.8) (9.2) (9.4) (9.1)

Dati II (Districts) 632 1,738 2,429 2,502 3,007 4,117
(6.5) (7.9) (7.3) (6.3) (6.5) (6.9)

Desas 200 328 437 498 550 660
(2.1) (1.5) (1.3) (1.3) (1.1) (1.1)

Total 9,664 22,139 33,068 39,653 46,037 59,683
(100) (100) (100) (100) (100) (100)

* Both "routine" and "development" taken together.
** Projected.
Note: Figures in parentheses indicate percentages of the total.

Source: For 1979-80 and 1983-84, Nick Devas (1989); for 1987-88 to 1989-90,
Statistik Indonesia, and for 1990-91, BPS.
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1990/91, regional governments at the two levels (provincial and local), taken together, accounted for no
more than 7% of the total public revenues (provinces, 4.3%, and Dati 11 governments, 2.6%). The
Center's share stood at 93 % of the total revenue and 95 % of the tax revenue. The relative positions were
almost the same in 1981-82 (Table 5.2).

As noted in Chapters 3 and 4, the provinces and local governments raise only a fraction of
their revenue requirements on their own, leaving them heavily dependent on the Center. Such
dependence is inimical to the decentralized functioning of government which is needed in the interest of
efficient delivery of public services. Hence, a major concern of public policy in Indonesia is to
strengthen the fiscal base of subnational governments.

Table 5.2: Tax and Non-Tax Revenues of Government at Different Levels
(Rp. in Billions)

1981/82 1990/91
Tax plus Tax plus

Tax Non-tax Non-tax Tax Non-tax Non-tax

Center 11,782 336 12,118 36,759 1903 38,662
(96.7) (59.7) (95.1) (95) (67.1) (93.1)

Provinces 287 128 415 1,318 474 1,792
(2.4) (22.7) (3.3) (3.4) (16.7) (4.3)

Local (Dati II) 112 99 211 608 457 1,065
(0.9) (17.8) (1.7) (1.6) (16.1) (2.6)

Total 12,181 563 12,744 28,685 2834 41,519
(100) (100) (100) (100) (100) (100)

Note: Figures in parentheses indicate percents of the total.

Source: For 1981/82, Nick Devas (1986); for 1990/91, BPS.

This chapter presents an overview of the significance of own revenues of the regional
governments, their composition and recent trends, and discusses the potential for revenue mobilization
from existing and possible new sources. Section B seeks to assess the significance of own revenues in
the finances of provincial and local govermnents. It reviews the structure and level of the major sources
of regional revenue. The focus is on tax receipts (user charges for local public services are discussed
more fully in Chapter 6). Section C discusses ways of mobilizing more revenue from exising taxes.
Section D assesses the feasibility and potential of some new sources of provincial and local revenue.
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Section E contains an appraisal of recent reforms in one of the principal sources of regional revenue, viz.,
the property tax, and an assessment of the potential for increasing yields from this source. Finally,
Section F provides a summary of the revenue implications of the possible reforms discussed in the
chapter.

B. Analysis of Regional Goverment Revenues

Significance of Regional Government Revenues

To facilitate their functioning with a measure of autonomy, regional governments -- at the
provincial level and in cities and regencies -- are invested with powers to raise revenue from a variety
of local taxes and charges. Subject to certain regulations and guidelines, provincial and local
governments can exercise these powers with authorization from their respective councils and the next
higher level governments. Revenues out of these sources are classified in the respective budgets as
"original receipts". Regional governments are also assigned shares in certain tax and non-tax revenues
collected at the central level. Original revenues, revenue shares plus transfers from the Central
Government constitute the total current receipts of provincial and local governments.

Going by the average of three recent years (1988-91), of the total current revenues (TCR) of
provincial governments, revenues from their own sources, hereafter referred to as "provincial governrnent
own revenues" (PGOR), account for roughly 25 %. The rest comes from the Center, 68% as subsidy,
contribution and development grants, and 7% as assigned revenues, tax and non-tax. At Dati II level,
local government own revenues (LGOR) form 16% of their total revenue, while subsidy, contribution,
etc., from higher level governments (mostly Center) constitute 71 %, and shared tax and non-tax revenue,
13% (Table 5.3). These proportions have been broadly stable since 1979-80, indicating little change in
the fiscal dependence of subnational governments on the Center.

Province-wise and locality-wise data show that the degree of dependence of the provincial and
local governments on the Center is even more acute than is revealed by the proportions of the aggregate
own-source revenues collected at each tier in their total receipts. Taking the provinces individually, the
average of the ratios of own-source revenue to total current receipts of the provinces turns out to be only
16.7% during 1988-91, as compared to 25% in the aggregate (Table 5.4). In 16 out of 27 provinces,
the proportion of PGOR in total current receipts happens to be less than the provincial average of 16.7%,
and in 6, it is less than 10%. The proportion of own-source receipts in total current receipts is less than
6% in Timor Timur and Irian Jaya. Only in DKI Jakarta does PGOR form a larger proportion of the
total current receipts than central transfers and subsidies -- 58% on average during 1988/89 to 1990/91,
and over 64% in 1990/91. In fact, if Jakarta is taken out, the average PGOR/TCR ratio of the provinces
in 1990/91 drops to only 15 %.

Variation in the degree of dependence on the Center across provinces has been a well-known
characteristic of center-local fiscal relations in Indonesia. According to a study, in the 1950s the degree
of dependence increased with distance from Jakarta (Devas, 1989). It is difficult to discern any such
pattern now, though one finds that the proportion of original revenue in total receipts is in general higher
in provinces in the islands of Sumatera and Jawa. Even in these islands, the highest proportion of own
revenues in total revenues (if Jakarta is left out) is only 31 %.

Similarly, at Dati II level, while going by the figures in Table 5.3 the proportion of the aggregate
own revenues of local governments in their total current revenues for the years 1988/89 to 1990/91



Regional Government Revenues and Tax Reform 85

Table 5.3: Contribution of Own-Source Revenues in Total Current Revenues
of Provincial and Local Governments

(Rp. in Billions)

1979/80 1983/84 1988/89 1989/90 1990/91

A. Provinces

Provincial Gov. Own Source Revenues 207.3 404.0 817.3 913.4 1,433.3
(25.1) (21.3) (23.9) (22.8) (28.4)

ProvincialTaxRevenues 131.8 292.2 655.1 747.6 1,106.3
(15.9) (15.4) (19.2) (18.7) (21.9)

Provincial non-Tax Revenues 75.5 111.7 162.2 165.9 326.9
(9.1) (5.9) (4.7) (4.1) (6.5)

Tax and Non-Tax Share 43.8 57.3 214.1 352.9 359.1
(5.3) (3.0) (6.3) (8.8) (7.1)

Tax Share 10.8 26.0 104.2 229.4 211.7
(1.3) (1.4) (3.0) (5.7) (4.2)

Non-Tax Share 32.9 31.2 109.9 123.6 147.5
(4.0) (1.6) (3.2) (3.1) (2.9)

Subsidies, Contribution &
Development Grant
from Center 575.8 1,433.6 2,389.3 2,736.1 3,259.8

(69.6) (75.7) (69.8) (68.4) (64.5)

Total Current Revenues' 826.9 1,894.8 3,420.7 4,002.5 5,052.2
(100.0) (100.0) (100.0) (100.0) (100.0)

B. Local Governments

Local Government Own
Source Revenues 95.7 176.3 415.1 456.0 539.7

(15.1) (10.1) (17.4) (16.3) (13.6)
Local Tax Revenues 22.8 40.1 121.9 125.0 147.7

(3.6) (2.3) (5.1) (4.5) (3.7)
Local Non-Tax Revenues 72.9 136.2 293.1 331.0 392.0

(11.5) (7.8) (12.3) (11.9) (9.9)

Tax & Non-Tax Share 61.1 109.1 261.6 403.0 524.6
(9.7) (6.3) (11.0) (14.4) (13.2)

Tax Share From Higher Gov. 56.5 102.1 217.7 354.3 459.8
(8.9) (5.9) (9.1) (12.7) (11.6)

Non-Tax Share From Higher Gov. 4.6 7.0 43.9 48.7 64.8
(0.7) (0.4) (1.8) (1.7) (1.6)

Subsidy, Aid and Development
Grant From Center 475.3 1,452.2 1,707.9 1,933.7 2,897.7

(75.2) (83.6) (71.6) (69.2) (73.1)

Total Current Revenues' 632.1 1,737.7 2,384.5 2,792.8 3,962.0
(100.0) (100.0) (100.0) (100.0) (100.0)

Note: 'Does not include previous year's surplus.
Figures in parantheses are percentages of total current receipts of respective years.

Source: For 1979/80 and 1983/84, Devas (1989), and for other years, B.P.S. data.
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appears to be about 16%, the average of the ratios for each province happens to be no more than 11%.
In some provinces, the average proportion is only 2.8% (Timor Timur).

Frequency distribution of Dati II governments according to the share of own-source revenue in
their total receipts shows that own-source revenue contributed less than 10% of their current receipts in
65% of the 237 regencies (Kabupatens) in 1990/91 for which information is available. In more than one
third of them, the proportion was less than 5 %. In the municipalities (Kotamadyas), own-source revenues
are more significant than in the regencies. In 25 out of the 49 municipalities, LGOR accounted for more
than 25 % of their total receipts in 1990/91, but there are at least 3 where the LGOR/TCR ratio is less
than 10% (Table A5.5), and the number of municipalities deriving more than 25% of their current
receipts from own sources seems to be dwindling over the years.

If the tax and nontax revenue assigned by the Center is added to original revenue, the average
proportion of provincial revenue in their total current receipts moves up to 26.2% (Table 5.4). At level
II, the average proportion of local revenues in the TCR of Dati 11 governments during 1988/89 to
1990/91 goes up to 24.7% as against the average of 11.8% for that of original receipts only (Table 5.5).
These averages however conceal substantial variations among provinces and among localities. At the
provincial level, the proportion of own revenue in total receipts varies all the way from 8.8% in Timor
Timur to 52.8% in Riau and 67.3% in DKI Jakarta. At Dati 11 level, the variation ranges from 3.9%
in Timor Timur to 39.3 % in Jawa Barat.

While most local governments in the world depend on transfers from higher level governments
to varying degrees to meet their requirements, the extent of dependence is usually in the region of 30%
or so, at least in the cities (Bahl and Linn, 1992). In some countries, such as the Republic of Korea,
local governments finance nearly 60% of their current expenditure out of own-source revenue.

Another striking feature of the revenues raised by regional governments in Indonesia is their
concentration in certain regions and localities, reflecting unequal distribution of revenue capacity among
regions. Of the total original receipts of the provincial governments in 1990/91, 74.4% was accounted
for by 5 (out of 27) provinces in the island of Jawa. They account for 76.7% of the total tax receipts
too, while their population constitutes 60% of total population of the country and they contribute 63.5 %
of the total GDP (without oil incomes). Provinces in the island of Sumatera, on the other hand, account
for 12.7% of the total original receipts of provincial governments while their population forms 20% of
the total and their share in GDP is also of the same order, viz., 19.5% (Table A5.8).

The concentration seems to be less acute in the case of local governments (excluding DKI
Jakarta), when grouped by provinces and islands (Table A5.9). The shares of provinces, grouped by the
main islands, both in tax and total original receipts seem to follow closely their share in population. But
the revenues of Dati II governments are marked by strong concentration in large cities. The top fifteen
municipal governments (including Jakarta) with 11.4% of the country's population account for 63% of
the LGOR and 82 % of own tax receipts. Jakarta alone, with less than 5 % of the total population, raises
53% of LGOR and 76% of original tax revenues. The degree of concentration in provincial and local
government revenues is depicted in Figures 5.1 and 5.2, respectively. The distribution of both total own
revenues and own tax revenues is marked by considerable disparity in the provinces as well as local
governments. The concentration is eased with central transfers as the distribution of total current receipts
shows, but significant disparities persist.
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Figure 5.1

Provincial Government Receipts, 1990/91
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Figure 5.2

Local Government Receipts, 1990/91
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Table 5.4: Own Revenues and Shared Revenues as Percent of Total Current
Receipts of Provincal Governments

(Average of 1988/89 to 1990/91)

Provincial Government Shared Revenues Own and Shared
Provinces Own Revenues Taxes Others Revenues

1. D.I. Aceh 11.9 8.6 3.8 24.3
2. Sumatera Utara 20.8 2.8 2.0 25.6
3. Sumatera Barat 30.9 1.6 3.5 36.1
4. Riau 14.5 31.9 6.4 52.8
5. Jambi 17.0 4.5 6.3 27.7
6. Sumatera Selatan 24.7 6.2 11.6 42.5
7. Bengkulu 13.8 1.2 3.1 18.1
8. Lampung 13.1 1.7 0.8 15.5
9. D.K.I. Jakarta 57.5 9.1 0.7 67.3
10. Jawa Barat 18.5 1.9 0.2 20.5
11. Jawa Tengah 15.0 0.8 0.5 16.7
12. D.I. Yogyakarta 13.6 1.2 0.9 15.3
13. Jawa Timur 21.9 0.8 1.3 23.9
14. Bali 25.2 1.5 1.9 27.3
15. Nusa Tenggara Barat 15.9 1.9 2.0 19.7
16. Nusa Tenggara Timur 18.7 1.7 3.7 22.4
17. Timor Timur 4.8 0.3 6.6 8.8
18. Kalimantan Barat 9.9 1.1 17.0 17.6
19. Kalimantan Tengah 4.0 3.5 2.6 24.5
20. Kalimantan Saletan 10.2 3.6 2.6 16.4
21. Kalimantan Timur 18.2 8.5 12.4 39.1
22. Sulawesi Utara 10.7 0.7 5.1 16.5
23. Sulawesi Tengah 6.3 1.2 5.7 13.2
24. Sulawesi Selatan 28.2 3.4 7.8 39.3
25. Sulawesi Tenggara 9.5 1.3 6.5 17.2
26. Maluku 11.6 4.6 15.7 31.9
27. Irian Jaya 5.2 3.3 15.7 31.9

All Indonesia 16.7 4.0 5.5 26.2

Source: Ministry of Finance and Bureau of Statistics.
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Table 5.5: Own Revenues and Shared Revenues as Percent of Total Current
Receipts of Local Governments, Aggregated by Province

(Average of 1988/89 to 1990/91)

Shared Revenues
Local Government Tax Share NonTax Own and

Own from Higher Share from Shared
Provinces Revenues Government Higher Gov. Revenues

1. D.I. Aceh 6.9 25.9 2.3 35.1
2. Sumatera Utara 14.4 13.0 0.6 27.9
3. Sumatera Barat 10.6 2.8 1.1 14.5
4. Riau 8.5 9.0 2.4 19.9
5. Jambi 6.1 9.8 1.7 17.6
6. Sumatera Selatan 6.5 13.7 2.6 22.9
7. Bengkulu 7.5 4.2 1.3 13.0
8. Lampung 13.9 14.0 0.9 28.8
9. DKI Jakarta

10. Jawa Barat 26.3 12.5 0.5 39.3
11. Jawa Tengah 25.3 6.8 9.8 32.9
12. DI Yogyakarta 22.5 7.3 0.8 30.5
13. Jawa Timur 21.3 11.4 9.5 33.2
14. Bali 27.4 5.4 1.6 34.4
15. Nusa Tenggara Barat 7.5 3.3 0.4 11.3
16. Nusa Tenggara Timur 6.8 3.5 0.4 10.6
17. Timor Timur 2.8 0.7 0.3 3.9
18. Kalimantan Barat 12.5 7.4 4.7 24.5
19. Kalimantan Tengah 5.2 18.4 12.8 36.4
20. Kalimantan Salatan 11.7 20.5 2.7 34.9
21. Kalimantan Timur 14.1 36.5 6.2 56.8
22. Sulawesi Utara 16.8 6.2 3.4 26.3
23. Sulawesi Tengah 8.4 7.7 4.5 20.6
24. Sulawesi Selatan 9.3 6.0 0.9 16.2
25. Sulawesi Tenggara 4.2 3.8 2.2 10.2
26. Maluku 5.7 10.3 4.7 20.7
27. Irian Jaya 3.6 8.1 3.0 14.7

All Indonesia 11.8 10.4 2.5 24.7

Source: Ministry of Finance and Bureau of Statistics.
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Every effort needs to be made to strengthen the revenue base and revenue raising capacity of
local governments. In reforming the system of central-local fiscal relations, however, the possible
accentuation of the disparities in the distribution of public resources, which might result from
decentralization of revenue-raising powers, would have to be kept in mind. However, the present
regional revenue levels being low, any such accentuation could be offset through an appropriate scheme
of transfers. As will be seen presently, the current levels of regional tax and non-tax revenue are low
both in absolute as well as relative terms and the immediate task in moving towards a greater degree of
fiscal autonomy of regional governments is to see how their revenue base can be expanded, keeping in
view their taxable capacity and administrative resources.

Level of Regional Goverrnent Revenues

In per capita terms, the level of original revenue of the provinces averaged Rp. 7,578 (about
US$ 3.8) in 1990/91 (Table A5. 10). Apart from being low, the level varied widely across provinces.
Further, the average level of PGOR as well as its dispersion are both affected by the high PGOR of
Jakarta. The average ratio of the maximum PGOR per capita to the minimum works out to about 28 for
the three years 1988-91 and the coefficient of variation (CV) comes to about 150%. If Jakarta is
excluded, the average level of per capita PGOR falls to Rp. 4,978 in 1990/91. The CV also reduces to
about 56% and the maximum to minimum ratio to about 6. These variations are broadly in line with the
maximum/minimum ratio and CV of per capita gross regional domestic product or GRDP; thus they
would seem to reflect prima facie the differences in levels of income among the regions. They are,
evidently, too large to be ignored in any scheme of devolution or decentralization.

Revenue per capita collected by local governments at Dati II level (LGOR) averaged Rp. 3,266
in 1990/91 (Table A5. 11). The degree of variation across municipalities and regencies appears to be a
little sharper in LGOR than in PGOR without Jakarta (max/min ratio was 14, but the CV was 55% in
1990/91).

The levels of regional revenues are low not only in absolute terms, but also when measured
as a proportion of GDP. While for the country as a whole, the non-oil tax/GDP ratio has registered
significant increases in recent years (though still behind many developing countries, with similar
incomes),' the revenue ratio at the regional level has remained at less than 1 %. Taking the three-year
period 1988/89 to 1990/91, the national average of PGOR/GRDP ratios works out to 0.62%, and the
ratio varies a lot as between the provinces. In one province (Kalimantan Tengah), it was 0.23 %, while
in two, Jakarta and Bali, it was way above the average, 2.03% and 1.15%, respectively (Table A5.12).
Jakarta's PGOR as a proportion of GRDP was more than three times the national average over the three-
year period under reference. The ratio is markedly higher than the average also in two other provinces,
Bali and Sulawesi Utera. It should, however, be noted that, as would be expected, the degree of variation
as measured by the CV is less in the PGOR/GRDP ratios than in per capita PGOR (53 % as against
150%).

At Dati II level, the average ratio of LGOR to GRDP for the three years 1988/89 to 1990/91
comes to 0.39%, the highest being that of Bali (0.74%). Although its income level is relatively high,
Bali does not enjoy the highest per capita income in the country. Leaving Jakarta out, the province

Indonesia's non-oil tax/GDP ratio rose from 7.2% in 1981 to 12.5% in 1991, while in Thailand the tax ratio is
nearing 18%, in Malaysia it is 15% and in India about 17%.
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having the next highest per capita GRDP is Kalimantan Timur. The LGOR/GRDP ratio in Kalimantan
Timur is 0.34%. In several provinces with lower per capita GRDP, the ratio is higher (Table A5.13).

Taken together, revenues raised by regional governments at all levels constitute on an average
just about 1 % of GDP. In several countries, e.g., Korea, the ratio exceeds 2 %.

Growth of Regional Government Revenues

The growth rates of revenue of provincial and Dati 1I governments under broad heads for two
periods, 1979/80 to 1983/84 and 1988/89 to 1990/91, are shown in Table 5.6. The growth of own-
source revenue of the provinces in the second period was significantly higher than in the first period
(32.4% p.a. compared to 18.1 % p.a.). This was propelled by a 30% growth in tax revenue and 42%
growth in non-tax revenue. Provincial governmnents' share in revenues assigned by the Center also has
grown at a much faster pace in recent years than during 1979/80 to 1983/84 (29.5% as against 6.9%).
Even so, total current receipts of the provinces have registered a slower growth in the later period,
because of a sharp deceleration in the growth of transfers from the Center (from 25.6% to 16.8%), which
incidentally, may have helped to reduce the dependence of provinces on the Center somewhat, even
though marginally.

In the case of Dati II governments, however, the growth of LGOR declined to 14% in the later
period from 16.5% in the earlier. Flow of transfers from higher level govermments shows a decline in
the growth rate, from 32.2% to 30.3%, but growth in assigned tax and non-tax revenues sharply
accelerated, from 15.6% to 41.6%. Nevertheless, total current receipts of Dati 1I governments have
registered slower growth in 1988-89 to 1990-91 than in the earlier period under reference, primarily
because of the deceleration in local tax receipts (LTR) and non-tax receipts (LNTR).

Evidently, provincial governments have done well in revenue collection during 1988/89 to
1990/91, as compared with the earlier period. Growth of both tax and non-tax revenues has kept ahead
of inflation and GDP growth. The growth rates show some drop if Jakarta is taken out. Nevertheless,
even excluding Jakarta, the growth of tax and non-tax revenue of the provinces out of their own source
has been quite impressive in recent years (in per capita terms as well).2

Growth of own-source revenues, however, has not been uniformly high in all provinces. In
10 out of 27 provinces, PGOR grew at less than 20% per annum and, in 2 (Bengkulu and Kalimantan
Tengah), the growth has been less than 10% annually (Table A5.14). Provincial governments' own tax
receipts registered less than 20% growth in 13 provinces as against an all-Indonesia average of 30%.

z Per Capita Original Tax and Non-Tax Receipts
(Rp.)

Provinces Dati 11 Governments
All Without

Jakarta
Tax Receipts

1990/91 5,388 3,395 1,093
1988/89 3,466 2,337 889

Growth per annum (%) (24.7) (20.5) (10.9)
Non-Tax Receipts

1990/91 2,190 1,583 2,174
1988/89 1,134 881 1,535

Growth per annum (%) (39.0) (34.0) (19.0)

Source: Ministry of Finance.
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Table 5.6: Growth Rates of Provincial/Local Government Current Receipts
(percent per annum)

Provincial Dati II
1979-84 1988-91 1979-84 1988-91

1. Regional/Local Government
Original Receipts 18.1 32.4 16.5 14.0

Regional/Local
Tax Receipts 22.0 30.0 15.2 10.1

Regional/Local
Non-Tax Receipts 10.3 42.0 16.9 15.6

2. Regional/Local Tax and
Non-Tax Share 6.9 29.5 15.6 41.6

Tax Share 24.4 42.6 16.0 45.3
Non-Tax Share (-)5.0 15.8 10.7 21.4

3. Subsidy, Contributions
and Grants 25.6 16.8 32.2 30.3

4. Total Current Receipts 23.0 21.5 28.8 27.0

5. Real GDP Growth 6.0 7.5

6. Inflation (CPI) 11.5 9.5

Source: Ministry of Finance and National Bureau of Statistics.

Non-tax receipts too grew at less than 20% (against the national average of 42%) in 10 provinces; two
(DI Jogyakarta and Kalimantan Tengah) experienced negative growth in non-tax revenues during this
period.

Although the provinces as a whole have achieved impressive overall revenue growth in recent
years, the poor growth of tax revenues in some of the provinces, contrasting with spectacular
performance by others, would suggest that the provincial governments as a whole could perhaps do better
in revenue mobilization through more intensive effort on the part of those lagging behind, even allowing
for differences in their revenue potential. The room for such improvement, however, may not be very
large.
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The same cannot be said of Dati II governments. Growth of their own-source revenue
(LGOR) has not only decelerated in recent years, in some provinces there has been an absolute decline.
Local tax receipts registered negative growth in 5 provinces and non-tax receipts in 4 (Table A5.15).
It is mainly assigned revenues and transfers in the form of subsidies and contributions which made for
a growth of 27% (Table 5.4) in total receipts of local governments during the period.

Composition of Regional Governent Revenues

The composition of provincial and local governments' original receipts under major heads
is given in Tables 5.7 and 5.8. It will be seen that about 80% of the original revenue of the provinces
comes from taxes, while in the case of local governments the proportion is 28%. There are, however,
significant variations in this pattern across provinces. For example, in 1990/91, in Sumatera Utara,
provincial tax receipts (PTR) accounted for about 90% of the PGOR, while in Sulawesi Tenggara the
proportion was only 40% (Table A5.16).

Over 95% of the tax receipts of the provinces is derived from two taxes on motor vehicles, the
Pajak Kendaraan Bermator (PKB), an annual tax, and the Bea Balik Nama atas Kendaraan Bermator
(BBN-KB), a fee for change of vehicle ownership (hereinafter called transfer tax on motor vehicles).
Only in Jakarta do other taxes contribute much more (22%) of the PTR. This is because DKI Jakarta
has access also to tax sources which are meant for Dati II governments. With some exceptions, the
transfer fee on motor vehicles fetches a larger proportion of the total revenue from motor vehicle taxes
than the annual tax (Table A5.16).

Governments at Level 11 (Dati 11) can levy taxes of many kinds, running to about 40 in number.
However, as noted in Chapter 3, the main sources are only a set of six taxes: the hotels and restaurant
tax, entertainment tax, advertisement tax, tax on street light, tax on company registration, and the
slaughterhouse tax. Taken together, they account for over 80% of the local tax receipts, but with
significant variatioi' in their weight across provinces, e.g., in Bali, hotels and restaurants tax accounts
for about 90% of the LTR (Table A5.18).

Non-tax receipts contribute about 30% of PGOR and 70% of LGOR on average for the years
1988/89 to 1990/91 (A5.17 and A5.19). Revenues from non-tax sources comprise retribution receipts
(charges for services, such as health, education, etc.), profits of regional government enterprises, official
or departmental service receipts ("Dinas" income), and miscellaneous receipts classified as "others"
(Table 5.5).

In the provinces, roughly 50% of the non-tax receipts is yielded by retribution receipts or user
charges, 8% comes from profits of PEs, 14% from official service receipts and the rest from "others".
In contrast, Dati II governments get over 75 % of NTR through retribution receipts, of which the major
items are: roads and bridges dispensation fees; land rent; building licence fee; hospital/health center fee;
market fee; inns, hotels and motel fee; agriculture, forestry and sea product fee; and land certificate fee
(Table A5.20). The other principal sources of Dati II non-tax receipts are: profits of local government
enterprises; official service receipts; and "others". As with own-tax receipts, both in the provinces and
local governments there are considerable variations in the composition of non-tax receipts. For instance,
in Dati II governments of some provinces, retribution receipts constitute over 80% of NTR (Sulawesi
Tenggara and Jawa Timur) and in some less than 50% (Maluku).
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Table 5.7: DATI I: Composition of Provincial Government Own Revenues

Percent of
Provincial Government Own Revenues

1988/89 1989/90 1990/91 1988-1991

Tax on Motorized Vehicle 31.6 30.3 22.8 27.3
Fee for Change of Vehicle

Ownership 40.6 43.3 47.1 44.3
Other Regional Tax Receipts 8.0 8.2 7.3 7.7

Tax Receipts 80.2 81.8 77.2 79.3

Retribution Receipts 7.5 8.9 13.9 10.8
Provincial Govt. Corp. Profit 2.0 2.1 1.4 1.8

Official Service Receipts 5.6 2.4 1.8 2.9
Other Receipts 4.7 4.8 5.8 5.2

Non-Tax Receipts 19.9 18.2 22.8 20.7

Source: Ministry of Finance and National Bureau of Statistics.

Among the constituents of original tax receipts of the provinces, the tax on transfer of motor
vehicle ownership showed faster growth (43%) than the annual tax on motor vehicles (12.5%) during
1988-91 (Table A5.2 1). Growth of non-tax receipts of the provinces was brought about almost wholly
by an 80% growth in retribution receipts. Some provinces, such as DKI Jakarta, Sumatera Selatan
and Kalimantan, recorded growth in these receipts exceeding 100% a year. Regional government PE
profits grew only at 10% while official service (Dinas) receipts declined by 26% Again, in some
provinces, profits of local PEs registered over 200% growth and Dinas income growth of more than
100%, while in some there was an absolute decline.

In Level II governments, growth of both LTR and NTR has slowed in recent years. Taking
all the provinces together, of the main components of LTR, three seemed to have performed well:
hotel and restaurant tax, advertisement tax and the street lighting tax, registering growth at rates of
23%, 33% and 23% per annum, respectively (Table A5.22). Local governments in some provinces
seem to have done exceedingly well in realizing more revenue from these taxes (e.g., Irian Jaya) while
in some there was a decline in one or more of these taxes (Sumatera Utara, Jawa Timur, and Timor
Timur). Variations are noticed also in the growth of retribution receipts and other constituents of
NTR. While for all Dati II governments taken together, retribution revenue grew at 16% per annum,
some provinces recorded growth of over 30% and some suffered a decline (Table A5.23).
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Table 5.8: DATI II: Composition of Local Government Own Revenues

Percent of
Local Government Own Revenues

1988/89 1989/90 1990/91 1988-1991

Hotels Restaurants Tax 7.3 8.3 8.5 8.1
Entertainment Tax 5.7 5.5 3.8 5.0
Advertisement Tax 1.3 1.4 1.8 1.5
Tax on Street Light 7.1 8.1 8.2 7.8
Tax on Company Registration 1.4 1.2 1.3 1.3
Tax on Enterprises 0.1 0.0 0.1 0.1
Other Local Tax Receipts 6.5 2.9 3.6 4.3

Local Tax Revenues 29.4 27.4 27.4 28.0

User Charges* 53.5 55.0 55.4 54.7
Local Gov. Corporate Profits 2.8 3.0 2.7 2.8
Official Service Receipts 4.9 5.7 4.0 4.8
Other Receipts 9.4 9.0 10.6 9.7

Local Non Tax Receipts 70.6 72.6 72.6 72.0

Of which
Road Bridge Dispensation Fee 1.5 1.7 2.2 1.8
Land Rent 1.0 0.7 3.1 1.7
Building Licence Fee 5.8 6.8 6.6 6.4
Hospital Hith Center Fee 9.6 10.9 10.6 10.4
Market Fee 10.3 10.5 9.6 10.1
Inns Motels Hotels Fee 0.2 0.2 0.8 0.4
Agri. Forestry and

Sea Product Fee 0.4 0.7 1.0 0.7
Land Certificate Fee 0.4 0.0 0.9 0.5
Other User Charges 24.3 23.5 20.7 22.7

Total User Charges 53.5 55.0 55.4 54.7

Source: Ministry of Finance and National Bureau of Statistics.

It is difficult to specify precisely causes of the disparate performance of provincial and local
governments in revenue collection, either in the aggregate or sourcewise, because of paucity of data and
problems of identifying the determinants of regional revenue potential. In order to derive a measure of
the gap between the tax revenue realized and the potential of tax revenue at the provincial and local
levels, regression equations were estimated with tax revenue as dependent on the level of per capita
GRDP and the degree of urbanization (see Apppendix 5.1). It would appear that the "tax gap" is larger
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in the case of local governments than at the provincial level. However, the scope for increasing tax
revenue by provincial and local governments is limited because of the n. ure of the base of taxes they
are empowered to levy, as noted in Chapter 3. Hence, while the regression analysis provides a broad
indication of the "tax gap", in exploring possible scope for raising revenue, one has also to look at the
bases which could be brought under taxation at the regional level or the scope for more intensive
exploitation of existing regional government tax powers. An attempt is made in what follows to analyze
the major sources of tax revenue of the regional governments, explore ways of improving their revenue
yield and identify possible new sources, while keeping in view their likely economic effects.

C. Mobilizing More Revenue from Existing Regional Taxes

Need for Reform

As seen in Section 1, regional governments in Indonesia -- both provincial and local -- derive only
a small proportion of their total current receipts from tax revenue, about 26% in the provinces and 15%
at Dati II level. Of the total tax revenues of the provinces, again, roughly 80% is constituted by "original
tax receipts", that is revenue from taxes raised on their own, while the remaining 20% is made up of
assigned revenue shares in central taxes, the dominant item being the share of the property tax. At Dati
II level, original tax receipts form less than 25 % of their total tax revenue, assigned tax shares (mainly
the property tax share) constituting the bulk. Going by the budget heads, one finds that a variety of taxes
are levied by the regional, particularly, Dati II governments. Revenue raised out of own taxes by
provincial governments in 1990/91 was, however, only a little over Rp. 1 trillion and by Dati II
governments no more than Rp. 148 billion, as against Rp. 37 trillion collected by the Center in tax
revenue. Even with the assigned tax shares, provincial revenue from taxes came to Rp. 1.3 trillion, the
amount being a little over Rp. 600 billion in the case of Dati II governments.

The main reason for the low level of revenue from taxes levied by the regional governments is
that, though large in number, their bases are narrow, most of the productive and buoyant sources of tax
revenue, viz, income tax, value added tax, customs and excise taxes, having been assigned to the Center.
With the existing distribution of tax powers, the regional governments may not be able to improve their
revenue position to reduce dependence on the Center significantly. Nevertheless, there is room for
improvement. The present structure of regional taxes, with a plethora of small taxes inherited from the
past, is far too complex. The costs of collection are often unduly high, and, although their yield is small,
they can also be a source of inefficiency in the use of scarce resources. One reform would be to do away
with the multiplicity of regional taxes and retain only the more productive ones, such as the two taxes
on motor vehicles at the provincial level and the six major taxes at the local level mentioned above. The
structure and administration of the taxes that are retained should be reformed to improve their yield and
avoid adverse economic effects. Possibilities for such reform are discussed below.

For better utilization of the potential of the taxes which may ultimately be retained by the
provincial and local governments, there should be greater autonomy and incentives for the governments
concerned. In principle, local governments can levy any tax which is not central, subject to certain broad
restrictions, such as that no basic item of daily life should be taxed directly, the impact should not hinder
movement of commodities within the country, and there should be no special treatment for any individual
group or religion. But no local tax regulation, even when approved by the local House of
Representatives, can take effect unless approved by the President or the Ministry of Home Affairs (UN,
1991). While most of the major taxes are levied by the Center, even the base and rates of many of the
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regional taxes are set by the central Home Ministry. Thus, in reality, it is found that provinces have
discretion over only 10 percent of their own tax revenue while the autonomy of Dati II governments
extends over only about a quarter (Devas, 1989). This is scarcely conducive to strong tax effort on the
part of the authorities levying the taxes. Giving greater autonomy to decide the structure of taxes within
their revenue jurisdiction should thus be an important item of regional tax reform. This should be
combined with revenue mobilization incentives which can perhaps be built into the central grant structure.

Provincial Taxes

Taxes on Motor Vehicles. Of the two taxes on motor vehicles which dominate the tax structure
of provincial governments, the transfer tax (BBN-KB) is more productive than the annual registration tax
(PKB). In 1990/91, revenue from the transfer tax stood at Rp. 676 billion, while PKB yielded Rp. 327
billion. The share of the annual tax in total revenue from motor vehicles taxes has declined steadily, and
now forms about 33%. The transfer tax also exhibits much greater buoyancy than the annual tax, the
respective growth rates during the years 1988/89 to 1990/91 being 42.7% and 12.5% per annum (Tables
5.9 and A5.24).

Poor buoyancy in the annual registration tax is somewhat surprising as it should be easier to
administer than that on transfer, the scope for evasion in the latter being wider. One reason for this could
be the lag in the revision of the tax rates which are fixed in terms of amount payable per vehicle instead
of as a percentage of value. Rates of the registration tax are fixed by the Ministry of Home Affairs,
applicable uniformly throughout the country. Discretion allowed to the provinces in the past in rate setting
was withdrawn as that had induced registration of vehicles in provinces with lower rates. The rates were
revised most recently in 1991, first time since 1987. Under the rates now prescribed, the charges are
differentiated according to vehicle type, engine size, year of first registration and use (whether public or
private). Public vehicles are granted concessions ranging from 50 to 80% of the rates prescribed for
vehicles for private use. Also, separate rates have been laid down in the new schedule for sedan cars,
sedan station wagons and jeeps, depending on their commercial value. Table A5.25 gives a summary
of the rates before and after the recent change.

The transfer tax is charged on purchases of new vehicles at the rate of 10 percent of the value,
and at 5 % for used ones. These rates too are set nationally. To minimize the scope for evasion through
undervaluation, chargeable values of vehicles classified by models, engine capacities and age are
published by the Central Goverment every year.

As Table 5.9 shows, adjusted for inflation, the annual registration tax per vehicle grew at the rate
of only 5.2% per annum during 1988-91, less than the rate of inflation, while transfer tax growth
(33.4%) kept well ahead of inflation. In the preceding five years, 1983-89, the registration tax had
grown at the rate of 16% per annum and the transfer tax at 14%.3 The rates of tax being different for
different categories of vehicles, for fuller analysis of trends in the realization from the vehicle taxes, one
needs to look at the composition of the vehicle population also and, to the extent possible, allow for the
effect of variations in the composition. Table A5.26 sets out province-wise number of motor vehicles,
buses, trucks and motor cycles converted into their car equivalent, roughly on the basis of the tax rates
prescribed for each category. The table also contains figures of revenue realized from the annual
registration tax for the three years 1988-91, tax per car equivalent, and annual growth rates in number

3 Vide Mahadi, Schroeder and Wang (1992).



Tabla 5.9: Motor Vehicle Taxes, 1988191

Receipts (1990-91) Growth in Receipts (1988-91) Growth in TaxNehicle (1988-91) Growth in Tax/Car Equivalent (1988-91)
(Rp. million) I%. p a.) 1% p.a.) I%, p.a.)

Provinces Reg. Tax Tr. Tax Reg. Tax Tr. Tax Reg. Tax Tr. Tax Reg Tax Tr. Tax

1. D.I. Aceh 3,847 4,574 9.5 12.0 5.2 8.0 5.5 8.0

2. Sumatera Utara 20,228 36,308 8.0 21.4 2.9 16.5 3.1 16.5
3. Sumatera Barat 5,668 7,431 12.1 24.1 7.6 20.0 8.0 20.0

4. Riau 8,411 10,205 5.0 47.9 3.5 46.6 3.7 46.6

5. Jambi 2,477 3,434 11.3 19.2 8.8 16.8 8.9 16.8

6. Sumatera Selatan 8,898 11,334 8.6 13.3 6 1 10.8 6.1 10.8

7. Bengkulu 992 1,998 1.5 10.5 -0.9 8.1 -0.9 8.1

8. Lampung 5,508 8,238 8.1 18.1 5.6 15.7 5.7 15.7

9. DKI Jakarta 105,093 272,691 16.2 50.4 9.0 44.8 10.6 44.8

10. Jawa Barat 39,849 85,247 14.0 56.2 10.7 54.2 12.0 54.2

11. Jawa Tengah 29,721 49,746 9.4 36.5 -1.6 26.1 -1.0 26.1

12.DI Yogyakarta 5,598 8,113 9.1 40.8 -1.8 30.5 -1.3 30.5

13. Jawa Tumur 52,531 101,471 11.4 40.6 3.5 33.4 4.2 33.5

14. Bali 8,703 23,923 20.3 65.6 6.1 51.5 6.2 51.5

15. Nusa Tenggara Barat 1,753 3,536 15.5 62.2 1.4 48.1 1.4 48.1

16. Nusa Tenggara Timur 1,106 1,811 8.5 20.1 -5.9 5.9 -5.6 5.9

17. Tinior Tinmur 389 345 5.4 25.2 -9.2 11.0 -8.8 11.0

18. Kalimanian Barat 2,984 6,649 14.5 33.5 5.5 24.2 5.2 24.2

19. Kalimantan Tengah 787 913 7.2 12.5 -0.7 6.9 1.5 6.9

20. Kalimantan Selatan 3,279 4,863 21.3 25.3 13.2 19.9 15.9 19.9

21. Kalimantan Timur 5,664 9,311 9.6 24.6 1.9 17.5 2.4 17.5
22. Sulawesi Utara 2,756 5,037 11.2 27.6 1.2 20.9 4.6 20.9

23. Sulawesi Tengah 1,323 2,305 3.4 34.4 -2.6 30.1 -0.9 30.1

24. Sulawesi Utara 8,067 12,120 8.1 46.2 4.3 43.4 5.2 43.4

25. Sulawesi Tenggara 565 772 9.8 30.4 6.2 27.6 7.0 27.6

26. Maluku 1,301 1,217 5.9 23.4 -0.2 18.6 1.1 18.6

27. Irian Jaya 1,125 2,212 5.6 27.0 4.4 26.4 5.0 26.4

Indonesia 326,981 675,823 12.5 42.7 5.2 33.4 6.3 36.4

Note: To convert buses, trucks and motorcycles to car equivalents, weights of 1/3, 1/3 and 1/7 were used respectively.

Source: Ministry of Finance, Ministry of Home Affairs, and National Bureau of Statistics.
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of vehicles, total tax revenue and tax realized per vehicle in terms of car equivalent. Table A5.27 gives
similar data on the transfer tax. Even when the total number of vehicles is computed in terms of car
equivalent, the growth in revenue from the registration tax per vehicle works out to less than the inflation
rate, indicating that real revenue per vehicle declined (Table 5.9). This is to be expected when the rates
are left unchanged for five years. The transfer tax, however, shows remarkable buoyancy even when
the growth rate is computed with reference to tax per car equivalent and allowance is made for inflation.

While the lack of buoyancy in the annual registration tax is thus understandable, it is still
surprising to find there has been a decline in the tax realised per vehicle (car equivalent) in several
provinces (6 out of 27), since a registration tax should be simple to administer -- as payment is evidenced
by a token displayed on the vehicle. Decline in tax per vehicle can occur also as a result of differences
in the composition of new vehicles, but weighting by type of vehicle presumably should help to even out
such differences. More detailed inquiry is needed to identify the reasons for this phenomenon. Prima
facie, it would appear that administrative weaknesses may have undermined the buoyancy of the tax in
some of the provinces.

In the case of the transfer tax, all the provinces registered positive growth in tax per car
equivalent, but in four the growth was less than 10% compared to the all-Indonesia average of 36.4%.
Given that the rates laid down for the transfer tax are applicable uniformly all over the country, reasons
underlying the dispersion in the growth rates of revenue per vehicle are not clear. Even allowing for
differences in the composition of the vehicles transferred and the possibility of the turnover of vehicles
being different in different regions, one would not expect such variation among the provinces in revenue
growth per vehicle from the transfer tax.

While the dispersion in growth rates of revenue points to the possibility that some of the
provinces are lax in implementing the vehicle taxes and can do better with administrative tightening, it
would perhaps be unrealistic to expect stronger growth from these two sources combined than is being
achieved at present. In fact, growth in transfer tax in 1990/91 appears to be phenomenal (about 70%)
and cannot be maintained in the coming years. The revisions in the annual registration tax rates made
in 1991 should help to improve the growth of revenues from this source. Eventually, however, revenue
from the two taken together is unlikely to grow faster than the rate of vehicle population growth and
inflation, that is, 20% or so at the most, unless the rates are raised in real terms.

A recent study commissioned by ADB (ADB, 1992) has projected revenue from the registration
tax to grow at the rate of about 10% and the transfer tax at about 12.6% per annum during the 1990s.
The study recommends that the vehicle transfer tax be abolished and the vehicle registration tax be raised
by a factor of about 2.5 to offset the revenue loss. It is argued that the registration tax should be charged
according to the likely damage caused to the roads, and so the annual registration tax on good vehicles
and large buses should be based on two factors: gross vehicle weight and axle configuration, since, with
more axles, the damage caused is less. Hence, it is suggested that vehicles with similar gross weight,
but more axles, be charged less. The distinction based on engine capacity, and age of the vehicle, it is
further suggested, should be abolished. With regard to the transfer tax, one consideration is that it gives
rise to economic inefficiencies by impeding the best use of motor vehicles inasmuch as it discourages the
replacement of older vehicles and their transfer to those who could use them more efficiently.

The foregoing suggestions to restructure the vehicle registration tax to make it better capture
road user costs and to generate more revenue merit serious consideration. However, considering the
likely revenue loss, and the problems likely to be encountered in raising the rates of the registration tax
to the extent recommended in the study (especially after the recent adjustment), it may not be advisable
to abolish the transfer tax altogether. Also, judging by its revenue growth, it does not seem to have been
a deterrent to vehicle sale or transfer.
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Local Govermment Taxes

Of the six principal taxes levied by local governments, revenue-wise the most important are the
hotel and restaurant tax and the street lights tax. Next in order of revenue importance come the
entertainment tax, advertisement tax, business registration tax and the slaughterhouse tax. Revenues
collected from these taxes during 1988-91 along with their growth rates are given in Table 5. 10. While
it is difficult to estimate the potential of these taxes because of paucity of data on their bases, lines along
which their present structure and administration could be reformed to raise more revenue are discussed
below.

Hotel and Restaurant Tax. With an annual growth of 23.3% during 1988/91, this has
emerged as the highest-yielding Dati II tax, displacing the entertainment tax. Currently, it is levied at
the rate of 10% on the turnover of hotels and restaurants. The rate for tourist areas is 5%. Set by the
Center, these rates apply uniformly all over the country. From both equity and efficiency angles, the
hotel and restaurant tax fares well. Equity is promoted by exempting small vendors and establishments
charging less than a specified amount for food served. Though eminently suited as a local tax, its
administration is not simple as it calls for verification of accounts and, where no receipts are issued, the
turnover has to be estimated. In a study undertaken a few years ago, the cost of administration of this
tax was found to be have ranged from 20 to 85% of the yield; the higher proportion arising from
preponderance of small establishments in certain regions (Devas, 1989). Where the turnover is estimated
through negotiation, as in case of establishments which do not keep regular accounts, collusion and
evasion cannot be ruled out.

Considering the scope, evasion of this tax can be sizeable, although it is difficult to quantify
the extent in the absence of independent estimates of the turnover of hotels and restaurants. Some
indication of leakage and scope for improvement in collection from this tax through better administration
is provided by the fact that, while in some provinces revenue growth shows impressive growth, in some
(Sumatera Utara, Jawa Timur, Jambi and Timor Timur) the yield has gone down. The decline seems to
have taken place even though hotel rooms actually occupied did not decline (Tables 5. 1 1 and A5.28).
The correlation between growth rates of revenue and occupied hotel accommdation during the years
1988/89 to 1990/91 turns out to be 0.57. While this is not too low and is statistically significant, one
would normally have expected a stronger association between the two. These indicators suggest the need
for improvement in administration.

Some coordination between the income tax authorities and local governments' revenue
department (DIPENDA) might be helpful in toning up the administration of this tax. For big hotels the
accounts are presumably audited by income tax officers who are trained for the job. Exchange of
information regarding turnover of hotels assessed to income tax can help to check evasion without adding
to the costs of collection for DIPENDA. For small establishments, some objective indices for
presumptive assessment (like electricity, cooking gas or water consumed, number of employees, floor
space, etc.) can reduce the scope for collusion and evasion. Here again, guidelines from better equipped
central tax authorities could help.

There is also some room for raising the tax rates. The reduction allowed for tourist areas from
10 to 5 % seems unnecessary. There is no evidence that the flow of tourists is elastic to small variations
in charges for hotel rooms or food. Revenue can go up by Rp. 10 to 15 billion if only the rates for
tourist areas are raised. There is also no reason why the rates should be the same throughout the country.
It may be left to the local governments to fix the rate within a range of say 5 to 10%.
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Table 5.10: Revenue from Principal Dati II Taxes
(Rp. millions)

Growth (1988-90)
1988/89 1989/90 1990/91 rate (% p.a.)

1. Hotel & 3'0,276 37,851 46,054 23.3
Restaurant Tax (29.8) (30.3) (31.2)

2. Entertainment 23,833 34,807 20,675 -6.9
Tax (19.6) (27.8) (14.0)

3. Advertisement Tax 5,493 6,243 9,701 32.9
(4.5) (5.0) (6.6)

4. Business Regis- 5,735 5,384 6,964 10.2
tration Tax (4.7) (4.3) (4.7)

5. Street Lights Tax 29,275 36,752 44,258 22.9
(24.0) (29.4) (30.0)

6. Slaughter House 2,700 3,148 3,689 16.9
Tax (2.2) (2.5) (2.5)

Local Government Original
Tax Receipts 121,876 125,019 147,705 10.1

(Figures in parentheses are percentages of original tax receipts)
Source: Ministry of Finance and National Bureau of Statistics.

Street Lights Tax. Next in importance in terms of revenue yield and potential is the street
lights tax. This tax is simple to collect, as it is added to energy consumption bill drawn up by PLN, and
easy to justify from the equity angle. The tariff levels are fixed by the local government, though with
authorization in a regional government regulation which ultimately requires approval of the Ministry of
Home Affairs after it has been reviewed by the provincial government.
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Table 5.11: Hotel and Restaurant Tax, 1988-91
(%)

Share in Local Growth in Growth in
Own Tax Tax Revenue Hotel Occupancy

Province Revenue (p.a.) (p. a.)

1. D.I. Aceh 25.7 0.6 7.2
2. Sumatera Utara 18.9 -14.7 8.4
3. Sumatera Barat 16.2 11.1 -0.5
4. Riau 19.6 27.6 10.4
5. Jambi 25.5 -2.3 7.3
6. Sumatera Selatan 30.1 18.0 0.4
7. Bengkulu 9.3 0.2 3.8
8. Lampung 12.9 12.6 15.3
9. D.K.I. Jakarta .. .. 5.3
10. Jawa Barat 24.2 46.2 13.2
11. Jawa Tengah 12.3 25.7 11.2
12. D.I. Yogyakarta 32.4 26.3 12.5
13. Jawa Timur 32.0 -48.9 2.9
14. Bali 89.9 12.2 22.7
15. Nusa Tenggara Barat 68.1 66.7 43.3
16. Nusa Tenggara Timur 27.7 .. 14.4
17. Timor Timur 24.2 -13.2
18. Kalimantan Barat 14.3 13.4 9.6
19. Kalimantan Tengah 8.1 17.3 -3.7
20. Kalimantan Selatan 10.6 31.1 17.9
21. Kalimantan Timur 29.6 13.7 0.0
22. Sulawesi Utara 13.1 10.2 12.9
23. Sulawesi Tengah 6.5 24.9 0.7
24. Sulawesi Selatan 22.9 8.9 13.1
25. Sulawesi Tenggara 4.7 8.1 18.3
26. Maluku 28.1 8.1 22.5
27. IrianJaya 43.7 112.3 28.4

Indonesia 27.3 12.7 10.8

Source: Ministry of Finance, Ministry of Home Affairs and National Bureau of Statistics.
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Currently, the rates are subject to a maximum of 10% and vary from 3% in Jakarta to 8% in
Denpasar and Bandung, and 10% in Bogor. Considering the income levels of Jakarta, there is no reason
why the rate should be so low. Perhaps, a floor rate of 5% could be laid down along with the ceiling.
Consideration may be given also to raising the ceiling to say 15% for Kotamadyas. Raising the maximum
rates beyond 15 % might interfere with the pricing policy of PLN. However at 15 %, the efficiency effect
of the tax may not be serious. Revenue from the tax has exhibited fairly good growth rate of late, but
some monitoring with reference to energy consumption in each locality would provide a check against
leakage.

Entertainment Tax. While still the third highest revenue-yielding Dati II tax, revenue from this
tax has been on the decline; it formed only 14% of the original Dati 1I tax receipts in 1990/91, whereas,
until recently, its share was over 30%. An important reason for the eclipse of this tax appears to be the
advent of TVs and videos. Another factor could be the high rates. The rates, which are fixed by the
Center, vary from 15 to 33% of the ticketed price. There has been no change in the rates since 1986.
The effective rate, that is, the tax realized as a proportion of receipts from cinemas, however, varies
sharply from 6.7% in Irian Jaya to 41.2% in Lampung (Table 5.12). Of course, the tax is levied not
only on cinemas but also other forms of entertainment. Even so, such large variations in the effective
rate are puzzling.

The growing popularity of TVs and videos notwithstanding, the yield of the entertainment tax
can improve with greater attention to administration. Until at least 1988, the latest year for which data
are available, there had been no decline either in the attendance or in the receipts of cinema halls.
Perhaps presumptive taxation as an alternative to taxation on the basis of actuals in the case of small
cinemaitheater halls would help reduce the scope for evasion. For large halls, printing of tickets by the
local governments as in DKI Jakarta could be helpful (Devas, 1989). With new forms of entertainment
coming up (casinos and video games), the tax net also needs to be widened and its structure modernized.

Advertisement Tax. This is the fastest growing among Dati II taxes but the yield is still small,
less than Rp. 10 billion as of 1990/91. The rates of the tax are fixed by the local governments and they
vary quite a lot depending on location, size and duration. Costs of collection were found to be high (25-
75 % of yield in sample cases (Devas, 1989)). Nevertheless, it is an appropriate local tax and can be used
more intensively. Some guidelines indicating the maximum and minimum rates of tax might help
improve the yield substantially. Regular revision, or better still, indexation of the rates would ensure
continued buoyancy.

Business Registration Tax. This is an annual tax based on area and use of electricity, and is
payable mainly by factories (that is, it excludes shops and supermarkets). The equity and efficiency of
this tax have been questioned on the grounds that who bears the burden finally is uncertain and that its
imposition can interfere with business decisions. With low rates, however, such apprehensions do not
seem to be exaggerated. Since local governments do provide various facilities required for conducting
businesses, there is a good case for charging a business registration tax from all businesses including
shops. A lumpsum based on the size of business location, installed capacity plants and equipment, etc.
should not cause much distortion in business choice. If carefully designed, and coverage expanded to
exclude shops and professional businesses, the tax can yield substantially more.
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Table 5.12: Entertainment Tax, 1988-89
(%)

Ratio of Tax Share in
to Cinema Local Own

Provinces Receipts* Tax Revenue*

1. D.I. Aceh 20.9 12.0
2. Sumatera Utara 17.6 10.5
3. Sumatera Barat 25.0 30.2
4. Riau 28.0 8.3
5. Jambi 20.1 21.9
6. Sumatera Selatan 29.7 25.6
7. Bengkulu 11.0 7.1
8. Lampung 41.2 22.3
9. D.K.I. Jakarta
10. Jawa Barat 25.1 16.1
11. Jawa Tengah 34.0 17.3
12. D.I. Yogyakarta 31.7 39.1
13. Jawa Timur 32.6 33.1
14. Bali 25.9 3.8
15. Nusa Tenggara Barat 9.2 11.9
16. Nusa Tenggara Timur .. 8.9
17. Timor Timur 19.3 10.5
18. Kalimantan Barat 27.8 50.1
19. Kalimantan Tengah 37.5 23.8
20. Kalimantan Salatan 30.5 31.4
21. Kalimantan Timur 22.8 9.1
22. Sulawesi Utara 17.7 18.7
23. Sulawesi Tengah 14.7 8.8
24. Sulawesi Selatan 35.9 14.9
25. Sulawesi Tenggara 19.8 9.4
26. Maluku 27.3 8.6
27. Irian Jaya 6.7 10.4

All Indonesia 27.3 17.8

* The effective tax rate is for 1988/89 and the tax share is an average for 1988-91.

Source: Ministry of Finance, Ministry of Home Affairs and National Bureau of Statistics.
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Slaughterhouse Tax. This tax is levied by most Dati 11 governments and has yielded a revenue
around Rs. 3 billion almost steadily in the three years ended 1990/91. It is, iiowever, a primitive tax and
is discriminatory in that it applies only to one form of economic activity. With an extended business
registration tax, this tax may be abolished.

Implementation and Assessment of Reforms

A common characteristic of most of the regional taxes -- both provincial and local -- is their urban
orientation. The major part of the revenue from many of these is accounted for by the big cities. For
example, Jakarta accounts for only 4.6% of the population, but about 50% of the revenue from hotels
and restaurants tax. In entertainment tax, Jakarta's share is 56%. However, the needs of the cities are
also greater. Hence, despite their urban concentration, it is better to leave these taxes with the Dati II
governments. To provide incentives for better collection, studies should be undertaken on a regular basis
to estimate the potential of each major tax in each of the local governments, at least the Kotamadyas, and
make the devolution of funds from higher government levels conditional on a certain level of tax effort.
Efforts are underway to establish institutional arrangements for assessing the revenue potential of local
governments on a continuing basis and for improving their administration. Important initiatives taken for
this purpose include the Regional Government Revenue Administration Manual (MAPATDA), Planning
and Financial Programming, Analysis, Control and Coordination (PAFPAK), and Revenue Improvement
Action Plans (RIAPs).

MAPATDA has evolved as a management tool for municipal tax administration and provides
guidelines for all activities connected with the administration of taxes, starting from registration of
taxpayers to payment of tax. It has all the elements to help ensure that tax offices perform their functions
properly. Though meant for Level 11 governments, it can be used for administration of Level I taxes and
charges as well. Introduced in the first phase with World Bank support, the system was tested in 6
localities and, based on encouraging results, extended all over the country. What has been the
contribution of MAPATDA in raising the revenue-raising skills of local governments is, however,
difficult to assess without a special study. Such a study would be worth undertaking under the
Government's urban sector development program.

The above recommendations in respect of individual taxes and for the general improvement of tax
administering skills of local governments, if implemented, should help to augment the revenues of
regional governments substantially. But, the additional annual revenue at the Dati II level is unlikely to
exceed Rp. 37 billion as detailed below:

Hotel and Restaurant Tax 15 billion
Street Lights Tax 10 billion
Entertainment Tax 5 billion
Advertisement Tax 4 billion
Business Registration Tax 3 billion

37 billion

On an optimistic estimate, the revenues may go up by Rs. 50 billion in the next three years. As a
proportion of original revenues, as of 1990/91, the revenue gains envisaged above would at best mean
an increase of about 35% over the existing level. With increases of this order, dependence of the local
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governments on the Center would get reduced by only 1 to 2 percentage points. Obviously, other
substantial revenue sources need to be explored to expand the fiscal base c' subnational governments in
Indonesia. With this end in view, an attempt is made in the following section to examine the feasibility
and potential of a fuel tax, betterment levy and enhancement of royalty from forests. The potential of
PBB, the land and building tax, with better administration and higher rates is examined in Section IV.

D. New Avenues for Regional Revenues: Feasibility and Potential

Fuel Tax

One of the measures contemplated for quite some time to augment the revenues of regional
governments is a local tax on fuel. A fuel tax at the rate of 5% on sale of gasoline and diesel was
recommended by Nick Devas in his 1988 study on local taxation and related issues in Indonesia. He
proposed that revenue from the tax revenue be assigned to Dati II governments. A local-level fuel tax
proposal was included in a draft legislation on local taxes and charges prepared a few years ago. A more
recent ADB-supported study on road user revenues and expenditures has urged that a combination of fuel
taxes and vehicle registration taxes be used to generate road user revenues with the aim to recover in full
the cost of "maintenance and rehabilitation" of roads and of "betterments and bridge maintenance" (ADB,
1992).

Whether fuel pricing and motor vehicle taxes should be employed as instruments of recovering road
user costs is a matter of national policy. While there can be an arguably good case for using fuel pricing
and taxes on motor vehicles for cost recovery purposes, especially in the context of the growing pressure
on the public sector for finding resources for building and maintaining infrastructure, in principle a fuel
tax should be looked upon more as an instrument of general taxation than as a cost recovery device. In
any case, at the regional level in Indonesia, the motor vehicle taxes should be treated primarily as sources
of revenue to be used for general purposes, especially since regional government access to revenue
instruments is limited. While every care should be taken to ensure that these taxes are designed so as
not to result in economic inefficiencies, it would perhaps not be appropriate to look upon them only as
a means of recovering road user costs. Similarly, the proposed 5 % tax on fuel may be viewed as a tax
on local consumption rather than as a road user charge; although in effect, such a tax would amount to
a tax for road use and the revenues raised would help the regional governments take better care of the
roads within their jurisdiction.

Computations based on consumption of petroleum products in 1990 and prices as of 1992 show
that a 5 % tax on the sale of gasoline and diesel could generate revenue of about Rp. 350 billion (Table
A5.13). If raised by Dati II governments, this would enhance their total own receipts by 65% and their
own-source tax receipts by 2.4 times. If the tax is raised at the provincial level, provincial total own
receipts would increase by about 25 % and their own tax receipts by about 30 %. In some provinces, total
own receipts of Dati II governments would more than double. In some of the provincial governments,
total own receipts may increase by well over 50%.

Besides raising significant additional revenue for regional governments, and improving recovery
of road user costs, the proposed regional-level fuel tax would be beneficial on environmental grounds as
it would have a restraining effect on fuel consumption. In addition to recovering road user costs, a tax
on fuel consumption can also be justified as a tax on associated pollution (World Bank, 1993e). Given
these considerations, there appears to be a strong case for early implementation of the longstanding
proposal for such a tax.
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Table 5.13: Revenue Effect of a Five Percent Tax on Gasoline and Diesel, 1991-92
(%)

Revenue Increase in Own Revenue of Either
(Rp. billion) Dati I Dati II

1. D.I. Aceh 7.2 52.2 93.0
2. Sumatera Utara 24.0 37.1 89.0
3. Sumatera Barat 8.3 40.3 46.0
4. Riau 12.6 59.2 106.5
5. Rainbi 4.7 62.4 92.5
6. Sumatera Selatan 12.8 42.3 95.0
7. Bengkulu 2.0 41.7 62.0
8. Lampung 9.2 47.6 80.8
9. DKI Jakarta 49.8 8.1
10. Jawa Barat 65.2 43.7 49.4
11. Jawa Tengah 34.4 34.6 31.8
12. D. 1. Yogyakarta 4.3 26.9 40.0
13. Jawa Timur 47.0 25.7 76.4
14. Bali 8.2 18.0 33.4
15. Nusa Tenggara Barat 2.5 32.1 32.5
16. Nusa Tenggara Timur 1.8 21.7 22.9
17. Timor Timur 0.6 32.7 116.3
18. Kalimantan Barat 7.2 55.5 74.6
19. Kalimantan Tengah 1.5 48.2 57.7
20. Kalimantan Selatan 7.0 57.7 89.8
21. Kalimantan Timur 13.0 44.3 79.7
22. Sulawesi Utara 4.0 27.9 39.7
23. Sulawesi Tengah 2.3 41.1 54.3
24. Salawesi Selatan 12.7 44.6 53.7
25. Salawesi Tenggara 1.3 36.4 43.9
26. Maluku 4.5 71.5 71.0
27. Irian Jaya 3.3 58.5 62.6

All Provinces 351.3 24.5 65.1

Source: Table A5.29.
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Betterment Levy

Called by various names, such as "special assessment," "contributions from betterment" and
so on, a betterment levy is essentially a one-time lump-sum charge "designed to recoup the public costs
of developing urban infrastructure from the beneficiaries," (Bahl and Linn, 1992). It is imposed on
owners of property coming within the areas covered by improvement/infrastructure projects, to recover
partly or fully the costs of development or appropriate a fraction of the gain accruing to property owners
from development. A betterment or development levy has the merit of raising resources for local
government through an instrument linking benefits with the tax or levy. It also promotes efficiency in
resource use by producing a nexus between the costs of development and choices regarding the type of
public service demanded. Equity is also well served as the burden of urban development is placed on
asset owners, particularly owners of urban land.

Two typical forms in which betterment or development charges have been used are: land
readjustment, practiced mainly in East Asia; and valorization systems, prevalent mainly in Latin America.
Used in Germany for a hundred years, land readjustment has been instrumental in financing large
residential urban development in many cities of Korea. It has been used occasionally in Japan and
extensively for rural development in Taiwan. The readjustment schemes of Korea do not always cover
the entire cost of development projects; often their scope in terms of facilities provided is also limited.
Nevertheless, it has been said that the system has been an effective development mechanism that could
be tried elsewhere. The problem is that, for successful implementation, readjustment systems require
quite sophisticated methods of public land management, reliable land records and equitable land
distribution formulas. An urban land adjustment program envisages a public agency getting together
small parcels of undeveloped land on the urban fringes, servicing them and returning them to the original
owners after development in proportion to the value of their land contribution. All these presuppose a
degree of efficiency which is not easy to come by in public agencies in many developing countries.

Valorization schemes, on the other hand, are used for financing infrastructure improvement in
urban areas already built up. In Latin America, valorization schemes have helped to recoup the cost of
urban improvement projects, like road construction, through a one-time levy on owners of surrounding
land. The objective is not to capture the incremental capital value resulting from improvement as in a
capital gains tax but recover the cost from the beneficiaries. While the exact form varies from country
to country, the method of allocating the costs of a project among the benefitting properties usually
consists of allotting weights by the frontage and location or, where possible, by estimating the direct
benefit.

The most successful example of application of valorization as a means of defraying the costs
of urban improvement projects is that of Bogota in Colombia. An important factor underlying Bogota's
success was the sophisticated method of allocating the costs of improvement, using coefficients to quantify
the beneficial effect of a project for factors like the property's location, shape, use, topography, character
of the area, and so on. Although the authorities gathered considerable experience and built up expertise
in cost allocation in the 1960s, the scheme did not proceed well in other parts of the country, and has
overall suffered a decline. All the same, after reviewing the experience of East Asia and Colombia with
land adjustment and valorization, and noting the problems encountered in their operation, Bahl and Linn,
in their recent treatise on urban public finance in developing countries, make the following observations
in conclusion:
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"Land readjustment systems in East Asia and valorization systems in Colombia have
demonstrated the varying potential of development charges. Although the systems are not
directly transferrable to other countries, a serious consideration of development charges is
likely to be appropriate. The limitations and difficulties encountered with land readjustment
in Korea and valorization charges in Colombia should not be downplayed or neglected. On
the contrary, they provide useful clues to the pitfalls which may be encountered when
development charges are used." (Bahl and Linn, 1992, p. 381).

The betterment levy has been applied in Indonesia since 1974 (introduced by Perda, Jakarta Special
District Law No 1 of 1972), but on a very limited scale, confined only to Jakarta. The objective of Perda
was to realize "contributions from landowners who benefit from a package of small-scale public works
projects: road and sidewalk constructions, street pavements, electricity, water and telephone line
connections, street lighting, construction of open drainage, and public parks in existing residential
areas."' As of mid-1991, the levy was applied in 13 "existing" residential areas covering 29,075
beneficiaries. The levy is administered by a sub-unit of Jakarta's department of revenue collection
(DIPENDA). The unit consults and cooperates with other government agencies/departments in preparing
its tasks, e.g., with the city planning unit of the local government for identifying areas to be picked up,
projects to be undertaken, and the required cadastral information, including particulars of lands and their
owners. Packages of betterment projects are drawn up in collaboration with the local agency of Ministry
of Public Works, which finances and implements the projects and gets reimbursed by DKI Jakarta.

Perda lays down a ceiling of 60% of the total project cost that can be recovered through the
betterment levy. Different bases are used for apportioning the 60% portion of the project cost: in
planned non-slum areas, it is based on the frontage of the plot and its proximity to the nearby streets; in
unplanned areas, on the proportion of the area of the plot or parcel to the total land area of the zone and
proximity to the street constructed in the planned area, and in planned slum areas, on the increase in the
price of land following the implementation of the project. Different formulae are used in determining
the liability of a given plot, e.g., in non-planned areas, the betterment levy liabilities (BL) of a plot is
determined by the following formula:

BL = PCS x LF x SF x FF

where PCS stands for the project cost share (which is 60% of the total cost); LF, the location of the land;
SF, the street factor; and FF, the frontage factor. The coefficients for the three specified factors are
assigned by the authorities presumably based on judgments about their weight in defining the benefits
flowing from the project. All major decisions regarding changing the levy bases and rates, granting
exemptions, acquisition of land, amending the package of betterment projects or choosing areas for the
levy are made by the Governor of Jakarta on request from the betterment unit head. The levy is required
to be paid by owners, and can be paid in installments over a period of three years after the completion
of the project. In revenue terms, the betterment levy has not been a significant source and, in 1988,
formed only 0.009% of total local tax revenue (Table 5.14). Also, the collection ratio has been declining
and was only 31 % of the "target" in 1988, the latest year for which information is available (Table 5.15).

4 Quoted in Hendi K. Sukarman (1991). The following discussion of the operation of the betterment levy in Jakarta
draws heavily on the work of Sukarman (1991).
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Table 5.14: Betterment Levy as Percent of Loc-" Tax Revenue

Year Percent Year Percent

1974 0.146 1982 0.222
1975 0.134 1983 0.222
1976 0.150 1984 0.169
1977 .. 1985 0.111
1978 0.145 1986 0.031
1979 0.325 1987 0.012
1980 0.256 1988 0.009
1981 0.232

Source: Sukarman, (1991).

The main factor believed to be responsible for the poor showing of the betterment levy in Jakarta
is the perception that the base on which it is levied is not determined in an equitable fashion and there
is no attempt made to link the levy with the ability to pay. The apportionment formulae are based on the
assumption that the benefits of a development package for a plot of land in planned non-slum areas vary
mainly with its frontage, and, in unplanned non-slum areas, with the proportion of the area to the total
area of the zone, which may not always be the case. Tardy reimbursement from the local government
for the land acquired for betterment projects is another point of grievance of the landowners. There are
also other problems, e.g., reluctance of the Ministry of Home Affairs to permit land expropriation to
enforce payment, and collusion. In some instances, infrastructure projects are undertaken independently
by the Ministry of Public Works without the knowledge of the betterment levy unit and without any
attempt to recover costs, thus creating discrimination against areas where development entails a betterment
levy. Lastly, with the promulgation of the new property tax (PBB), an impression seemed to have gained
ground that there was no need to pay any further levy.

As argued in Sukarman (1991), despite its lackluster showing so far, betterment levy can be a
useful instrument for financing small-scale urban infrastructure projects which are urgently needed with
rapid urbanization. That would call for investing the local governments with sufficient autonomy in
planning and financing them. The Center could help by lending the capital sum initially through the
newly instituted RDA, to be repaid by the local governments with moneys recovered from the
beneficiaries through a betterment levy. Betterment projects may be identified for residential and
commercial areas in consultation with representatives of property owners, as was the practice in
Colombia. Methods of apportioning the benefits could be more flexible and tailored to the nature of the
benefits flowing from a given project. To help enforcement, the local authorities could also be given
powers of attaching properties. To avoid collusion, the levy may be made payable directly into
designated banks, as has been done for the PBB.
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Table 5.15: Target and Realization of Betterment
Levy, 1984-88

Realization/
Target Realization Target

(Rp. mil.) (Rp. mil.) (%)

1984 319 304 95.3
1985 278 156 56.2
1986 114 53 46.6
1987 78 24 31.2
1988 64 20 31.4

Source: Sukarman, (1991).

Experience to date cautions against any great expectations that the betterment levy can be a major
revenue source for local governments in Indonesia in the near future. Nevertheless, keeping in view the
growing resistance on the part of citizens everywhere to pay taxes to finance government expenditures
and the trend towards greater reliance on the benefit principle in getting resources for the public sector,
the feasibility of using the betterment levy as an instrument of raising resources for much needed
infrastructure projects needs to be explored further. The argument that beneficiaries of urban land
development should pay for the costs has an obvious appeal and merit. The fact that there is no tax in
Indonesia on capital gains on the sale or transfer of assets' strengthens the case for a benefit-linked levy
on owners of assets which benefit from public investment. A major problem lies in apportioning the costs
in a manner acceptable to those liable to pay the levy. While more sophisticated formulae might help to
meet the ends of equity, they are not simple to administer. To strike a balance between equity and
administrative feasibility, it would be advisable to use the betterment levy primarily to recover the cost
of relatively small urban development projects for which the beneficiaries can be readily identified.

The key to the success of a benefit-linked tax such as the betterment levy lies in the participation
of the people concerned right from the stage of planning of the projects to the allocation of the burden.
The responsibility for giving technical shape to the project and funding it initially should rest with the
local authorities, who in turn should be helped by the Center in this task. Responsibility for collecting
the dues should also lie with local government agencies, but the payments should be made through banks.
There is reason to think that citizens will come forward to pay for development if they see themselves
participating in the benefits. The urban improvement projects undertaken in Mexico with people's
participation under the National Solidarity Movement show that citizens are not unresponsive to calls for

5 There are provisions in the law authorizing levy of a capital gains tax but, it is understood, in practice. they are not
implemented.
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development when they see the benefits coming. The Land Value Increment Tax levied at a progressive
rate ranging from 40 to 60% on the net increment to the transfer value of land has played an important
role in the tax system of Taiwan, contributing to a rising share of subnational tax revenue in overall tax
revenue and thereby a greater degree of fiscal decentralization (Tanzi and Shome, 1992).

Care should be taken to ensure that development projects are not confined only to the need or
demand of the better-off landowners. Projects for improvement of habitats of the poor or the slum
dwellers also should be undertaken, with contributions from the potential beneficiaries in the form of free
labor if they are not capable of paying in cash. One reason for the eclipse of valorization schemes in
Colombia was the neglect of the poor.

Revenue from Forestry Fees

A potentially large revenue source for strengthening the resource base of regional governments
is forest fees. Revenue is raised from forests in various forms, mainly reforestation fee (Dana Reboisasi)
and royalty on forest products (Iuran Hasil Hutan or IHH), and currently runs to the tune of Rp. I trillion
annually (Table 5.16). A part of the royalty goes to the provincial and local governments.

Table 5.16: Estimated Revenues from Forests, 1991/92

Estimated
Levy and Revenue
Rate (Rp. billion) Allocation

Reforestation fee 700 (65%) Ministry of Forestry,
off-budget, earmarked
for replantation programs.

Royalty on forestry products 350 (33%) 20% - Center's budget
20% - PBB revenue
30% - Provincial governments
15% - District governments
15% - Ministry of Forestry,

off budget

Other fees (license fee, and 25 (2%) Central and Local Governments
scaling and grading fee) 1,075 (100%)

Source: World Bank staff estimates.
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The Government's current capture of rent in forestry is low. With appropriate increases in the
fees/royalty, revenue on the order of about Rp. 3 trillion can be generatcd from forests. Despite the
increase implemented in 1993, forestry fees (including royalty) collect on average only about $20 per cm
of ply-grade logs, of which the international price is about $130 per cm, and the costs of logging and
transport average about $40 per cm. The proportion of "rent" or excess profit ($90 at international price
and $50 at domestic price) captured through the fees and royalty thus comes to about 22 %, going by the
international price of timber (40% if the rent is computed as a proportion of the lower domestic price
resulting from restrictions on exports of forestry products). The artificially depressed domestic prices
and the low level of taxation, leaving sizeable profits to concessionaires even with the depressed prices,
induce excessive logging and inefficiencies in the use of wood in the country.

Removing the export restrictions in conjunction with raising forest fees would improve both the
efficiency of forest use and raise more government revenues. Forest fees could be increased in steps to
raise government rent capture substantially above the present level over the medium-term. Conceivably,
the rent-capture ratio could be raised over time to as high as around 85 %, the level Malaysia is estimated
to have achieved in Sabah and that Indonesia currently achieves in its petroleum sector. Forest fees could
be raised immediately to an average of 40% of the rent, and the rate moved up by 10-15% every year
to reach 85%. Allowing for the prospect that with higher levels of royalty or fees, the scale of log
cutting would decline, from the current level of about 33 million cm to 22m cm by the year 2000,
computations show that forestry revenue would peak in the mid-1990s at around Rp. 3.6 trillion and
would remain above Rp. 3 trillion at the end of the decade. While raising forest fees, their structure may
also be reformed. The present structure is unduly complex, lacks transparency and coherence (being an
outgrowth of measures taken ad hoc over time), and is difficult to administer. Consideration could be
given to replacing the present multiple fees with one comprehensive royalty.

Admittedly, raising government rent capture in forestry all the way to 85% will not be easy to
achieve, even over the medium term. However, substantially larger revenues could be obtained even if
the rent capture is raised to levels that would appear more feasible, such as 50-60%. At these levels, at
least Rp. 1 trillion could be obtained in additional revenues. Also, there is considerable leakage of
revenue through underreporting of production, misclassification of species, smuggling, and illegal cutting.
With better supervision, revenue from forests should improve over and above the increase resulting from
any change in the fees.

The impact of increased forestry revenues on regional government finances would be much greater
if the increase in forest fees were combined with a reform of the disposition of these revenues.
Currently, revenue from the reforestation fee, the source of the bulk of total revenue from forest levies,
is held off-budget by the central Ministry of Forestry, with most of this revenue earmarked for a heavily-
subsidized forest plantation program (HTI) to encourage plantation by the private sector. Possible reform
would include: bringing all forestry revenues on budget; improving the efficiency of use of forestry
revenues in the centrally-directed forestry programs; placing more of the forestry revenues into the
divisible pool by reducing the earmarking of these funds; and allocating a larger share from the divisible
pool to regional governments to strengthen their revenue base. By way of illustration, doubling the overall
share of regional governments in total forestry revenue from about 20% at present would add about Rp.
200 billion to regional government revenues. If forestry fees are raised to increase total forestry revenues
by about Rp. 1 trillion, the increment to regional revenues, assuming a 40% regional government share,
would be an additional Rp. 400 billion. The sum of Rp. 600 billion in revenue for regional governments,
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from both higher forestry fees and adjustment in revenue sharing, would increase total regional
(provincial plus local) government own (original plus shared) revenues b- over one-fifth. Despite the
larger regional shares, Central Government forestry receipts would till go up because of the increased
total receipts resulting from the higher forestry fees.

E. Property Tax Reform

Revenue Significance

The tax on real property -- lands and buildings -- has traditionally been the principal revenue
source of local governments all over the world. A recent study of forty-two cities across the world,
spanning nearly two decades, has found that the median share of property tax in local tax revenue was
over 40% in the 1980s and financed roughly 30% of their expenditures (Bahl and Linn, 1992). In
Indonesia, too, the tax on lands and buildings (PBB), although levied by the Central Government, has
been a major source of revenue for provincial and, particularly, local (Dati II) governments. Though
administered by the Center jointly with local authorities, the property tax in Indonesia belongs essentially
to the regional governments, as the bulk of the revenue is passed on to the provinces and the local
authorities, with the Center retaining only 10%, with an additional 9% being applied towards the cost
of collection. Provincial governments receive 16% and Dati II governments 65%. Revenue from the
tax currently accounts for about 25% of the total tax receipts of the provinces and 70% of that of local
governrments (Table 5.17).

Since the total tax receipts of the provincial and local governments constitute a relatively small
proportion of the total government revenues in the country, however, the incidence of property tax as a
proportion of GDP in Indonesia is quite low. As of 1990/91, revenue from property tax formed no more
than 0.4% of GDP. In a fast urbanizing economy like that of Indonesia, the property tax offers a potent
instrument for raising local government resources for providing urban services, and every effort should
be made to assess its potential and exploit it more intensively.

In view of its importance for provincial and local governments and the potential for mobilizing
more revenue, a thorough overhaul of the system of property taxation was undertaken as a component
of the comprehensive tax reform implemented in Indonesia in the mid-1980s. In what follows, an attempt
is made to review the main elements of the property tax reform, evaluate the results, assess the potential
that can possibly be tapped, and make recommendations for improvement of the system now being put
in place.

Assessment of Past Reforms

Nature of Reforms Implemented. Initiated in 1986, the reform of the property tax in Indonesia
has proceeded in two phases. The first phase saw an overhaul of the structure of the tax. This was
followed, in the second phase, by wide-ranging measures relating to the administration of the tax. The
structural reform was implemented through the enactment of a new law governing the taxation of lands
and buildings -- the Land and Building Tax (Pajak Bumidan Bangunan) Act of 1985, that came into effect
in 1986, replacing the complex system made up of seven different ordinances that prevailed earlier.
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Table 5.17: Share of Property Tax in Regional Tax Revenues
(%)

Averages
1988/89 to 1990/91

Provinces Dati 11

1. Original tax receipts/
total current
receipts (TCR) 12.1 3.9

2. Tax share from higher level
governments/TCR 4.2 10.4

Of which PBB (4.1) (10.0)

3. Total tax receipts/TCR 16.2 14.3
[1 plus 2]

4. PBB/total tax receipts 24.8 70.0

Source: PBB Directorate and National Bureau of Statistics.

The most notable feature of the new law was the change in the base of the tax from annual rental
to capital value of lands and buildings, determined on the basis of their current market value as
reflected in sale/purchase transactions. The "assessable value," that is, the value on which the tax
is to be levied at rates specified in the law, was defined as a specified fraction ranging between 20
and 100% of the market value. Since the inception of the new law, the assessment ratio has
remained at the lowest permissible rate of 20%. The new law also simplified the rate structure by
prescribing a flat rate of 0.5% on the assessable value and removing the concession of 50% in the
normal tax rate for residential properties and progressive rates for rural land. The tax base was not
only changed from rental to capital value but also widened by restricting the exemptions mainly to
charitable organizations and public properties like graveyards, protected forests, etc., and by
permitting the taxation of government property. To exclude small properties, a deduction of Rp.
2 billion (since raised to Rp. 3.5 billion) was allowed from the valuation of buildings as the initial
tax-free slab.

Along with these simplifications, the new law introduced measures to induce better
compliance and facilitate enforcement, such as by laying down strict deadlines, establishing penalties
for default in registering properties or in paying taxes within the stipulated time, and providing for
seizure and auction of properties in the event payment is delayed beyond 24 months. The new law
also placed an obligation on property holders to self-declare the particulars of their property to the
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tax department and on third parties such as notaries and public works agencies to furnish all
property-related data to the tax authorities. A property tax improvr,nent program (PBBIP) was
launched in 1987 to help implement the new law. Initially, the emphasis of the program was mainly
on mapping and valuation of taxable properties. However, experiencing difficulties in making
progress with valuation because of the complexity of the proposed models, the Government shifted
the emphasis to collection. The centerpiece of the collection-led strategy was the SISTEP (a
Payment Points System) whereby the tax is required to be paid against pre-printed receipts at a
designated bank office within the specified date. Following striking success in pilot testing, the
Govermnent decided to extend the new system to other areas. According to current plans, it will
soon be operational all over the country.

Evaluation of Results. Though still in progress, the reforms have produced encouraging
results. Revenue from PBB multiplied nearly six-fold, from Rp. 167 billion in 1985/86 to Rp. 944
billion in 1991/92, growing at the rate of 33% per annum (Table 5.18), more than double the growth
rate of nominal GDP. This is impressive by any standard. For sustaining, robust revenue growth,
however, it is necessary to inquire how far the reforms have helped to tap the potential of PBB and
whether the present system can be depended upon to generate revenue automatically in the fiuture,
commensurate with the growth of the potential.

Table 5.18: Revenue From Property Tax in Indonesia

Growth Rate
Rp. Billion (%)

1970/71 9.9
1980/81 90.6 24.8
1985/86 167.2 13.0
1986/87 244.1 46.0
1987/88 316.0 29.5
1988/89 367.8 16.4
1989/90 615.0 67.2
1990/91 771.0 25.4
1991/92 943.8 22.4
1992/93 1,091.1 15.6

Source: Ministry of Finance.

While impressive, whether the recent growth in PBB revenue can be attributed entirely to reforms
is unclear. First, of the total increase in PBB revenue between 1985/86 and 1991/92, as much as 62%
came from the mining sector. Rural and urban properties on which the reforms were largely focussed
contributed only 29%. The rest came from plantations and forests. Taken together, the P3 sectors
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(mining, plantations and forests) now account for 66 % of the total revenue from PBB as compared to only
14% in 1969 and 41 % in 1985. During the post-reform period 1985/1986 to 1991/1992, mining sector
revenue from PBB grew at an astonishing rate of 57.6% per annum, while revenue from urban properties
grew at the rate of 26.8% and from rural properties at 15.6% (Table 5.19). While growth at an annual
rate of 26.8% when nominal GDP grew at 14.5% must be acknowledged as remarkable, it is pertinent
to note that in the four years preceding the reforms, PBB revenue from urban property had grown at the
rate of 24.4% annually with similar GDP growth. Thus, acceleration in revenue growth from urban
properties following reforms has not been particularly striking. Growth of PBB revenue from rural
property showed greater acceleration (15.6% per annum compared to 8.2% in the pre-reform period),
but still came lowest among the sectors, except for plantations.

Secondly, the growth in PBB revenue has not been uniform among the provinces. In fact, the
rural sector recorded poor or even negative growth in some provinces (e.g., Riau) (Table A5.30). For
urban properties, the growth rate varied from 35.3 % in Irian Jaya to 8.7 % in Kalimantan Selatan between
1988/89 and 1991/92.

Table 5.19: Growth of Property Tax Revenue by Sector
(Rp. billion)

Rural Urban Estates Forestry Mining Total

Pre-Reform Period

1981/82 36.2 20.6 11.2 12.5 15.1 95.6
1983/84 45.8 37.9 12.9 16.9 14.4 137.6
1985/86 49.7 49.4 19.9 14.4 33.8 167.2
Growth
(1981-85, % p.a.) (8.2) (24.4) (15.4) (15.2) (22.3) (15.0)

Post-Reform Period

1987/88 76.8 95.1 32.3 7.0 104.8 316.0
1989/90 96.1 128.8 43.5 34.8 311.8 615.0
1990/91 116.3 169.6 47.0 59.2 378.9 771.0
1991/92 118.5 208.0 38.1 61.2 517.9 943.8
Growth (15.6) (26.8) (11.4) (27.3) (57.6) (33.4)
(1986-92, % p.a.)

Source: Kelly (1992) and PBB Directorate.
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There has no doubt been a marked improvement in collection in the post-reform period.
Collection efficiency, measured by the ratio of tax collection to de,nand (ass ssment) averages more than
100% for the P3 properties. But this is to be expected as these are mostly in the government-dominated
sectors. For rural and urban PBB, the national average of the collection ratio works out to 80% and
79%, respectively (Table 5.20), which is also clearly an improvement over the ratios of 50% to 60%
prevailing earlier. In some provinces, however, the collection ratio for rural properties is only 22%
(Kalimantan Barat), while for some it is more than 100% (Sulawesi Tenggara). In the case of urban
properties, collection efficiency is more uniform, yet the variations range from 47% to 103%, pointing
to areas needing attention.

The SISTEP collection system, however, has not been without problem. One criticism has been
that the one-time payment required under the new system delays the flow of funds into government
coffers, and may be too harsh on some taxpayers. Second, not all localities have bank offices
conveniently located near them. Moreover, it seems, while facilitating billing, SISTEP has been deficient
on the monitoring side. About 25% of the bills at first went undelivered (in Jakarata, about 40%), but
this could be detected only with a considerable time lag. However, these deficiencies are now being
remedied. "Bar codes" have been printed on the receipts for PBB payment to facilitate monitoring.

All in all, the reforms to improve collection have been well-conceived. But more remains to be
done. Improvement in collection efficiency alone cannot sustain revenue growth in the future. The
slowing of PBB revenue growth since 1991/92 (Table 5.18) should caution against any complacency that
the reforms have transformed the property tax system into a dependable instrument for raising adequate
revenue on a sustainable basis. If the property tax is to be an elastic source of income for local
governments, which would grow with incomes and property values, a system must be set up whereby the
assessments move automatically in step with the construction or improvement of properties and
appreciation of market values. For this, it is necessary first to ensure that all new or old taxable
properties -- potential "tax objects" -- are brought under the tax net, that is, the coverage ratio improves.
Secondly, it is equally important to see that valuations are revised periodically. As of now, the coverage
ratio seems to be low both in rural and urban areas and valuations tend to be lagging way behind market
levels.

The latest available statistics on tax objects show that of the total "taxable" land in urban areas,
only 35.5% is subjected to tax (Table 5.21). Even allowing for legally granted exemptions, under-
coverage is large. The coverage in rural areas is better, but still there is room for improvement. Since
urban properties carry greater potential for property taxation, it is imperative that the coverage of tax
objects in terms of area brought under taxation is raised substantially above its present level. In this
context, reference may be made to the PBB relief granted in 1990 to new investments in thirteen eastern
provinces of Indonesia. The relief is available to the extent of 50% of the tax normally payable for a
period of eight years for new investment and 30% in respect of extensions of existing investments. The
efficacy of such incentives in stimulating investment is questionable. In any case, if national policy seeks
to provide budgetary support for investment, it is better provided by the Center from its own budget
rather than through concessions that cut into the slender finances of regional governments.

Along with the collection and coverage ratios, the valuation ratio -- the proportion of value
determined for PBB assessment to market value of properties -- would need to be raised. Also, a system
must be devised whereby the valuations are revised periodically to bring them in line with the prevailing
market rates. With the obligation to report tax objects placed on the property owners, the PBB is now
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Table 5.20: PBB Collection Efriciency by Sector and Province, 1991/92
(%)

Rural Urban Estates Forestry Mining Total

1. D.I. Aceh 35.4 71.2 55.2 121.4 99.5 95.4
2. Sumatera Utara 66.5 72.8 148.7 111.8 116.4 104.0
3. Sumatera Barat 71.8 82.6 169.4 112.7 109.8 94.5
4. Riau 27.6 93.9 76.3 154.7 117.7 114.2
5. Jambi 68.2 67.9 84.9 127.4 113.9 107.7
6. Sumatera Selatan 43.4 68.7 111.5 138.5 111.1 104.1
7. Bengkulu 58.9 60.6 55.3 131.5 106.4 94.0
8. Lampung 78.0 75.3 64.3 101.1 119.0 94.6
9. DKI Jakarta 74.4 98.3 104.8 76.2
10. Jawa Barat 79.5 81.7 121.6 178.2 107.4 89.1
11. Jawa Tengah 93.9 78.9 99.6 157.6 102.5 92.8
12. D.I. Yogyakarta 95.1 86.0 100.0 98.2 100.0 91.9
13. Jawa Timur 96.7 95.2 67.8 184.9 101.8 96.4
14. Bali 81.9 90.0 66.0 103.5 100.0 89.5
15. Nusa Tenggara Barat 60.4 54.9 94.6 94.0 99.8 71.8
16. Nusa Tenggara Timur 73.0 61.7 66.6 90.4 104.1 92.3
17. Timor Timur 47.4 95.2 88.8 100.0 91.1
18. Kalimantan Barat 21.7 60.9 31.5 221.0 117.5 103.8
19. Kalimantan Tengah 35.9 70.2 22.2 123.6 112.8 114.6
20. Kalimantan Selatan 40.8 67.4 58.1 137.7 101.0 98.4
21. Kalimantan Timur 34.5 102.9 35.5 118.3 110.7 110.3
22. Sulawesi Utara 50.9 80.8 73.1 107.8 103.5 76.3
23. Sulawesi Tengah 65.3 65.7 49.0 161.4 106.5 92.5
24. Sulawesi Selatan 66.5 71.3 79.7 154.6 108.8 86.2
25. Sulawesi Tenggara 143.6 76.9 93.9 95.4 114.9 116.8
26. Maluku 31.7 63.9 96.1 122.4 103.5 98.5
27. Irian Jaya 59.2 87.7 968.0 207.6 102.9 104.4

All Indonesia 79.9 78.8 102.7 133.0 108.7 97.1

Source of Data: PBB Directorate.
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Table 5.21: Property Tax Coverage Ratio, 1991
(%)

Urban Areas Rural Areas
Province Land a/ Population b/ Land a/Population bl

1. D.l. Aceh 7.7 3.4 35.3 19.4
2. Sumatera Utara 91.1 4.6 66.7 9.8
3. Sumatera Barat 43.7 5.4 28.7 17.0
4. Riau 35.0 5.8 42.6 8.8
5. Jambi 112.3 4.4 33.0 10.0
6. Sumatera Selatan 7.3 4.2 41.5 8.9
7. Bengkulu 29.5 4.6 57.5 10.4
8. Lampung 16.8 2.4 67.4 16.0
9. D.K.I. Jakarta 86.8 10.4 .. 0.0
10. Jawa Barat 82.4 4.7 94.4 19.0
11. Jawa Tengah 71.4 3.7 124.1 26.2
12. D.I. Yogyakarta 68.7 4.4 86.9 21.2
13. Jawa Timur 83.3 3.9 97.9 23.0
14. Kalimantan Barat 157.9 5.8 70.9 8.6
15. Kalimantan Tengah 61.9 5.1 243.5 7.1
16. Kalimantan Selatan 65.6 6.0 56.6 9.8
17. Kalimantan Tenggara 19.0 7.6 77.0 4.4
18. Sulawesi Selatan 58.7 4.8 48.9 12.9
19. Sulawesi Tenggara 54.2 4.7 224.2 15.7
20. Sulawesi Utara 14.7 4.4 29.4 23.4
21. Sulawesi Tangah 72.5 2.7 59.9 12.0
22. Bali 42.7 3.8 98.7 21.7
23. Nusa Tenggara Barat 29.7 3.6 67.9 16.1
24. Nusa Tenggara Timur 85.2 2.1 49.0 12.2
25. Timor Timur 7.4 2.4 0.1 1.0
26. Maluku 4.7 3.7 15.4 7.8
27. Irian Jaya 46.1 3.4

Total Indonesia 35.5 4.5 68.8 17.5

a/ Taxed land area as % of taxable land area.
b/ Taxpayer as % of population.

Source: Tables A5.31 and A5.32.
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geared to owner-registration of properties and self-description of their characteristics on the basis of
which valuations are to be made. Pilot testing of a new declaration form devised for the purpose shows
that owners of property tend to file declarations to get properties registered on the fiscal cadastre which,
in the absence of adequate land records, serves as an evidence of their legal properties title, but there is
little reason to presume that they disclose the particulars of their property fully and truly. There are no
strong incentives for declaring particulars of properties faithfully, and sanctions against false declarations
do not seem to be strong enough to deter concealment of facts. The extent of under-reporting or
misdeclaration is not known, but is believed to be large.

Ongoing Reforms. To improve property tax administration by integrating the management
of all property-related information into one system, which can assist both identification and valuation of
properties as well as improvement of collection and policy analysis, a comprehensive property tax
information management system -- Sistem Management Informasi Obyek Pajak (SISMIOP) -- began to
be installed in 1991. This is an ambitious scheme based on a systems approach and extensive use of
computers to facilitate operational activities in tax administration, such as assignment and maintenance
of unique property identification numbers, mapping field data collection, bill delivery, collection
monitoring and providing one-stop taxpayer services (Kelly, 1992a). A new, simple, and uniform
property tax numbering system with a logical structure (called Nomor Obyek Pajak or (NOP)) is being
established.

The SISMIOP is also designed to help systematic collection of market data on property values
from individual property transactions, which could be used to operate a computer-assisted valuation
methodology (CAV). The CAV is essentially an attempt to standardize the valuation of properties under
a mass appraisal system based on the "established" value of land and buildings. Valuation of property
will be made by applying the established standards to the physical dimensions and key characteristics of
a given holding. Land values will be assessed by using a land value map showing similar land value
zones, each carrying a standardized unit land price. The standards will be set on the basis of market
transactions, in consultation with local authorities. Values of buildings will be assessed by multiplying
the covered area by the standard unit building price for the class after allowing for differences in
construction type, age and use. Standards have been fixed for land under 50 categories, and buildings
under 20 classes. These are subject to revision every three years. High-value properties are to be valued
individually. When operational, SISMIOP should be of help in carrying out revisions regularly on the
basis of market data. Valuation of forests, mines and plantations is to be made with the help of formulae
using gross product as an index of capital value.

Simplified methods of valuing properties, with standardization for different classes of property,
were introduced even before SISMIOP was planned. In 1989-91, revaluation of about 200,000 top-value
properties in Jakarta and four other cities was carried out with the new methodology. Another 70,000
top-value properties were to be revalued in 1991-92. SISMIOP is intended to simplify the basic design
and operation of this and other components of property tax administration, facilitate continuous updating
of property tax information and incorporate automatic internal controls to ensure integrity of the
information going into the system. It is reported that the administrative and data processing components
of the SISMIOP were successfully tested in a pilot project during 1991-92 in 10 Kelurahans comprising
about 36,000 properties in Bekasi and East Java. Full field testing is now being implemented in DKI
Jakarta and a few other areas. With suitable modifications in the light of the experience gained from
these projects, the system is expected to be implemented throughout Indonesia by the end of Repelita VI
(1994-99). The modernization of administrative and management procedures envisaged under SISMIOP
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should go a long way to strengthen the reforms of the PBB initiated in 1986 and complement the efforts
mounted on the collection side.

The efforts to improve coverage have produced some results already. The number of "tax
objects". rose by over 20% between 1990 and 1991, but the increase was not uniform among the
provinces. In some, was a large rise in the number (by as much as 187% in Sulawesi Tenggara), while
in others there was very little addition (1.8% in Bengkulu and 5-6% in Riau, Kalimantan Selatan, and
Maluku) (Table A5.33). This suggests room for intensifying survey operations in several provinces.

Regarding valuation, there are no reliable data to indicate the present gap between the market
value of lands and buildings and the value determined for purposes of PBB assessment. A 50% gap is,
however, widely believed to be the rule. Even with the improvements flowing from the revaluation of
properties in the wake of the introduction of the capital base in 1986, assessments are lagging behind
prices prevailing in the market. Growth of PBB revenue from urban properties, though impressive, has
not been able to capture the phenomenal increase that has taken place in urban land prices in recent years
in Indonesia. According to one estimate, between 1986 and 1989, unit land prices increased 15-fold on
average, while building prices doubled for most building classes. Urban PBB assessments did not go up
even half as much. While assessments have undergone substantial upward revision, the increase has taken
place primarily because of "classification creep" between general revaluations (Rosengard, 1992).
Moreover, valuation does not seem to be proceeding systematically in all provinces. Between 1990 and
1992, the highest land value has not changed in many provinces, while in some there has been a decline
(Table A5.22).

As is to be expected, the highest value of land varies a lot from province to province. One
would expect the building valuations to be less disparate. That, however, is not the case. For reasons
which are unclear, the incidence of tax on buildings per unit area of land varies sharply among the
provinces. It varies from Rp. 10 in Nusa Tenggara Timur to Rp. 260 in DKI Jakarta (Table 5.22). This
is somewhat surprising even granting quality and functional differences. Deviations in valuation from
a uniform basis or prevailing market rates may not be of much significance so long as the effective PBB
tax rate remains as low as 0. 1 % as at present, since even large variations in valuation would have
relatively small impact on the tax liability. The question of proper valuation will assume greater
importance, from the angle of revenue and also equity, once the rate of tax or the assessment ratio is
raised.

In sum, PBB reforms have been productive, and the "collection-led" strategy has been tactically
sound. But for sustaining the growth of revenue from PBB and tapping its full potential, coverage and
valuation will need to be greatly improved. After all, property tax administration has four important
facets: identification, record keeping, assessment and collection (Bahl and Linn, 1992). The SISMIOP
seems to be designed to complement the collection-led strategy and assist in the other tasks by
modernizing and streamlining the property tax system and creating a strong information base to support
it. Its results need to be watched and evaluated with care periodically.

Tax Potential

The reforms introduced in recent years, when completed and implemented all over the country,
are expected to maintain the strong growth in PBB revenue witnessed since 1986. Officials have been
quoted as saying that property tax receipts in Jakarta would increase five-fold if all properties were
assessed according to market value and all revenues due were collected (Kingsley and Peterson, 1992).
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Table 5.22: Highest Value of PBB Tax Object and Tax
Incidence in Urban Areas by Province, 1991/92

Tax Incidence ('000 Rp.)
Highest Growth in
Value Highest Value, Land Building

('000 Rp./HA) 1990-92 (%, p.a.) Tax/HA Tax/HA

1. D.l. Aceh 200 11.8 112.3 0.11
2. Sumatera Utara 702 0.0 162.1 0.12
3. Sumatera Barat 537 0.0 29.7 0.09
4. Riau 285 0.0 73.8 0.12
5. Jambi 243 0.0 47.3 0.06
6. Sumatera Selatan 394 0.0 101.1 0.09
7. Bengkulu 64 0.0 43.6 0.06
8. Lampung 285 -16.2 188.3 0.09
9. D.K.I. Jakarta 3,100 31.6 2,256.5 0.26
10. Jawa Barat 1,573 0.0 245.1 0.16
11. Jawa Tengah 614 0.0 247.3 0.08
12. D.I. Yogyakarta 614 0.0 762.4 0.11
13. Jawa Timur 1,032 45.2 303.4 0.12
14. Kalimantan Barat 394 17.7 57.8 0.04
15. Kalimantan Tengah 103 -10.3 42.1 0.07
16. Kalimantan Saletan 394 0.0 61.0 0.07
17. Kalimantan Timur 394 8.4 132.6 0.15
18. Sulawesi '.elatan 614 0.0 167.1 0.06
19. Sulawesi Tenggara 103 0.0 74.2 0.09
20. Sulawesi Utara 802 31.5 131.5 0.02
21. Sulawesi Tengah 160 0.0 49.1 0.02
22. Bali 702 0.0 582.0 0.02
23. Nusa Tenggara Barat 160 -25.1 122.0 0.08
24. Nusa Tenggara Timur 82 95.1' 14.8 0.01
25. Timor Timur 82 -22.0' 76.6 0.09
26. Maluku 1,416 0.0 384.2 0.11
27. Irian Jaya 243 0.0 130.0 0.05

Mean 566 244 0.09
Min 64 15 0.01
Max 3,100 2,257 0.26
STD 626 429 0.05
CV 110.5 56.9 58.4

*Growth between 1991 and 1992.
Source: Tables A5.31, A5.32 and A5.34.
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Estimates of the potential, however, vary as these are often based on incomplete data and differing
assumptions regarding improvement in administrative efficiency.

The revenue potential of PBB would be evident from the fact that even as of 1991/92, going by
the PBB assessment, the annual liability per capita worked out to Rp. 4,777 (or about $2.5) for urban
properties and Rp. 1,203 (less than $1) for rural holdings (Table A5.35), compared with an average of
$17 in selected municipal areas in developing countries (Bahl and Linn, 1992). In several provinces, total
incidence per capita is less than $1. As a proportion of GRDP, revenue from PBB forms less than 0.3%
in many provinces (Table 5.23).

One way of quantifying the potential of PBB at the existing assessment ratio and rate of tax is
to estimate the average statistical relationship between :evenue and factors such as per capita income and
degree of urbanization, taking the latter as explanatory variables in regression equations based on data
for the 27 provinces. The potential of PBB in each province can then be estimated using the coefficients
of the explanatory variables. The difference between the estimated potential and the actual revenue yields
an estimate of the "tax gap". Province-wide PBB tax-gap index is set out in Table 5.24. While the index
for Indonesia as a whole comes to 14.4%, in some provinces the gap is much larger (e.g., 56% in
Sumetara Barat). If provinces where the realization falls below the national average could improve their
performance and raise their revenue to the estimated potential level, the collection from PBB could
improve by 31 %, or about one-third (Table 5.24).

A similar order of potential increase in PBB revenue at the existing assessment ratio and the tax
rate is indicated by analysis based on estimates of the tax base. Since the actual revenue from PBB on
urban properties in 1991/92 was Rp. 208 billion and the effective rate of tax was 0.1 % (tax rate of 0.5 %
and assessment ratio of 20% of market values), with a collection ratio of about 80% the base of urban
property subject to tax in that year may be estimated at Rp. 260 trillion [Rp. 208b/(.001 x .8)]. For
estimating the potential base, one needs an idea of the total value of urban properties in the country. No
firm estimates of urban real estate value for any recent date are available. However, researchers have
attempted to estimate the potential of the tax for urban properties by adopting an estimate of the value
of properties in Jakarta derived by Lerche in 1974 (Lerche, 1976). Based on this estimate and
adjustments for value appreciation in the light of developments in the real estate market in Jakarta over
the decade since 1974, and assuming that Jakarta accounts for about one-third of urban properties in
Indonesia (this being the proportion of PBB revenue raised in Jakarta in the total urban PBB), studies of
PBB potential in Indonesia have tended to adopt a figure of about Rp. 150 trillion as the value of urban
properties in the country as of 1985/86. Assuming an annual appreciation of 20% in property values and
growth of new properties at the rate of 3% since then, the tax base for 1991/92 works out to about Rp.
520 trillion. Since the number of urban taxpayers was about 8 million, the value of basic building
exemption at the rate of Rp. 3.5 million per taxpayer comes to Rp. 28 trillion. Taking this into account,
the potential tax base in 1991/92 works out to about Rp. 490 trillion or, say, Rp. 500 trillion. The
estimated actual base for that year of about Rp. 260 trillion thus amounts to about 52% of the estimated
potential base. This accords with the general impression that coverage and valuation are still deficient
in Indonesia. The gap between the potential and the actual base may be due to incomplete coverage or
undervaluation of properties that are on the register or both. With the administrative reforms now in
progress under SISMIOP, it may be expected that the ratio of the actual to the potential base will rise to
at least 70% in the near future, an improvement of about one-third.
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Table 5.23: PBB Collection as Percentage of GRDP, 1988/89 to 1990/91

Aver2ge
Provinces 1988/89 1989/90 1990/91 1988-91

1. D. I. Aceh 0.39 0.50 0.49 0.46
2. Sumatera Utara 0.43 0.50 0.48 0.47
3. Sumatera Barat 0.14 0.21 0.24 0.20
4. Riau 0.29 0.53 0.49 0.44
5. Jambi 0.53 1.08 0.97 0.86
6. Sumatera Selatan 0.37 0.48 0.63 0.50
7. Bengkulu 0.13 0.48 0.46 0.36
8. Lampung 0.31 0.52 0.50 0.45
9. DKI Jakarta 0.23 0.23 0.27 0.25

10. Jawa Barat 0.20 0.27 0.27 0.25
11. Jawa Tengah 0.16 0.02 0.21 0.13
12. D. 1. Yogyakarta 0.23 2.09 0.27 0.86
13. Jawa Timur 0.20 0.25 0.25 0.23
14. Bali 0.20 0.22 0.25 0.23
15. Nusa Tenggara Barat 0.26 0.40 0.41 0.36
16. Nusa Tenggara Timur 0.24 0.31 0.74 0.43
17. Timor Timur 0.05 0.23 0.62 0.30
18. Kalimantan Barat 0.18 0.29 0.32 0.27
19. Kalimantan Tengah 0.43 1.25 1.94 1.21
20. Kalimantan Selatan 0.64 0.99 1.13 0.92
21. Kalimantan Timur 0.33 0.71 0.74 0.59
22. Sulawesi Utara 0.27 0.31 0.40 0.32
23. Sulawesi Tengah 0.31 0.64 0.70 0.55
24. Sulawesi Selatan 0.37 0.48 0.52 0.46
25. Sulawesi Tenggara 0.23 0.40 0.60 0.41
26. Maluku 0.59 1.06 1.16 0.93
27. Irian Jaya 0.44 1.07 1.42 0.98

MEAN 0.30 0.58 0.61 0.50
MIN 0.05 0.02 0.21 0.02
MAX 0.64 2.09 1.94 2.09
STD 0.14 0.44 0.41 0.38
CV 47.00 76.43 66.88 76.19

Source: PBB Directorate and World Bank staff estimates.
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Table 5.24: PBB Tax Gap and Potential for Increasing 'BB Revenue:
A Simulation, 1990/91

(Rp. Billion)

Simulated
Actual Predicted Tax Higher

Revenue Revenue a/ Gap _/ Revenue a/

1. D. I. Aceh 40.5 74.4 45.5 74.4
2. Sumatera Utara 51.7 44.2 -17.0 51.7
3. Sumatera Barat 8.0 18.0 55.5 18.0
4. Riau 64.6 88.0 26.6 88.0
5. Jambi 13.7 7.0 -95.1 13.7
6. Sumatera Selatan 52.1 40.8 -27.5 52.1
7. Bengkulu 3.7 3.9 6.3 3.9
8. Lampung 16.2 21.0 22.9 21.0
9. DKI Jakarta 62.6 64.1 2.4 64.1

10. Jawa Barat 84.2 123.3 31.7 123.3
11. Jawa Tengah 45.6 95.5 52.2 95.5
12. D.I. Yogyakarta 5.1 5.8 11.4 5.8
13. Jawa Timur 72.9 133.7 45.5 133.7
14. Bali 7.6 15.1 49.5 15.1
15. Nusa Tenggara Barat 5.3 6.2 14.1 6.2
16. Nusa Tenggara Timur 8.7 7.2 -21.8 8.7
17. Timor Timur 1.7 2.1 -21.4 2.1
18. Kalimantan Barat 8.8 15.2 42.1 15.2
19. Kalimantan Tengah 26.7 8.7 -207.4 26.7
20. Kalimantan Selatan 26.3 10.8 144.2 26.3
21. Kalimantan Timur 79.2 60.6 -30.7 79.2
22. Sulawesi Utara 6.0 6.9 13.7 6.9
23. Sulawesi Tengah 6.8 5.5 -25.3 6.8
24. Sulawesi Selatan 22.0 18.5 -18.7 22.0
25. Sulawesi Tenggara 4.9 4.6 -8.0 4.9
26. Maluku 17.1 8.3 -106.4 17.1
27. Irian Jaya 29.1 11.3 157.1 29.1

All Indonesia 771.1 900.5 14.4 1,011.5

a/ Derived as explained in the text.

b/ Index of tax gap is defined as one minus the ratio of actual to predicted PBB tax revenue.

Source: PBB Directorate and World Bank staff estimates.
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Assuming that the indicated potential for raising PBB revenue at the existing effective tax rate
is realized, and taking into account growth in the tax base, PBB revenues for the next few years are
projected in Table 5.25. The budget for 1993/94 projects revenue from PBB at Rp. 1,320 billion. The
difference between this projection and the estimate shown in the table, which is about one-third higher,
reflects the increase in revenue to be obtained from improvements in coverage and valuation. For
subsequent years, revenue from urban properties is assumed to grow proportionally with the assumed
increase in the value of urban property. Total PBB revenue is in turn projected assuming a gradual
increase in the share of urban PBB revenue in the total.

Table 5.25: Projections of PBB Revenue, 1993/94 - 1996/97

PBB revenue PBB
from urban from All

Tax base property* Sectors**
(Rp. trillion) (Rp. billion) (Rp. billion)

1993/94 760 426 1,705
1994/95 875 490 1,885
1995/96 1,005 564 2,090
1996/97 1,155 649 2,320

*Assumptions: total value of urban properties in 1991: Rp.500 trillion; coverage and valuation ratio:
70%; assessment ratio: 20%; tax rate: 0.5%, and collection ratio: 80%. Growth rate of property value
(tax base) 15% p.a.

**Revenue from urban property assumed to increase gradually from 25% of the total PBB revenue in
1993/94 to 28% in 1996/97.

Source: Staff Estimates.

Realizing the assumed improvements in coverage and valuation will require sustaining the efforts
now being made to reform and modernize PBB administration. Even with these improvements, however,
PBB revenue is unlikely to be raised by more than 30% over its normal growth. Also, normal growth
in PBB revenue is likely to be slower than in recent years. One important reason for this is that PBB
revenue from the mining sector cannot be expected to continue to grow at the very high rate of recent
years (58% p.a. between 1985/86 and 1991/92). The only way to raise PBB revenue substantially in the
near future is to raise either the assessment ratio or the rate of tax or both. At 0.1 %, the effective
property tax rate in Indonesia is among the lowest in the World. For example, comparable average
effective tax rate for India is 2.6%. It appears that raising the assessment ratio to 40% of the capital
value, which would raise the effective tax rate to 0.2%, is already under consideration by the
Government. The revenue increase likely from such a move, keeping other assumptions in Table 5.25
unchanged, would be of the following order:
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PBB (Urban) PBB (Total)
(Rp. billion)

1993-94 852 3,410
1994-95 980 3,770
1995-96 1,128 4,180
1996-97 1,298 4,640

With a doubling of the assessment ratio, the revenue also should ordinarily double, as assumed in the
above figures, unless it produces some negative impact on compliance; such an impact on compliance,
however, is unlikely since even after the doubling of the assessment ratio, the effective tax rate will
remain quite low.

With the present formula for allocation of PBB revenue among the different tiers of government,
the gain to the provincial governments in 1993/94 in terms of additional revenue from better tapping the
PBB potential and doubling the assessment ratio would be on the order of Rp. 330 billion and to Dati II
governments, Rp. 1,350 billion. These are substantial sums and would serve to strengthen the revenue
position of the provincial and local governments, especially the latter, considerably; local government
revenue from own and shared sources would go up by about 80%. Over the medium- to longer-term,
additional increases in revenue for regional governments from PBB should be possible through further
adjustment of the effective tax rate and continued improvements in the administration of the tax (to raise
the coverage, valuation and collection ratios above those underlying the estimates in Table 5.25).

Building on Past Reforms

On the whole, the reforms of the property tax system have resulted in significant gains.
However, PBB will not be able to augment regional revenues on a sustainable basis unless property values
are regularly revised and a system is setup for the identification of new properties on a continuing basis.
The current endeavor to implement reforms, which will help to achieve these improvements, deserves
all support. The SISMIOP appears to be a well designed scheme to introduce a modern system of tax
administration which should help extend coverage, improve valuation by laying down objective standards
and reducing the scope of discretion, and provide a mechanism for easy periodic revaluation of
properties. The collection system established under SISTEP also is a well-thought-out scheme which has
already yielded tangible results. However, the performance of the new system needs to be watched and
evaluated objectively from time to time by agencies other than those involved in the formulation and
implementation of the schemes in question. Following are a few suggestions that could be kept in view
in the further development and extension of the new system of PBB administration.

First, although the benefits of better collection of PBB go mainly to the regional governments,
their association with the administration of the tax at present appears to be relatively limited. In the
survey activities now being carried out as a component of SISMIOP, active involvement of regional
governments should be promoted. Collaboration with regional governments is also important in the
determination of homogenous parcels of land, their valuation, and the building valuation standards. Since
it is the local officials who possess intimate and first-hand knowledge of new constructions or uncovered
holdings, the prevailing values of lands and the costs of construction of buildings in a given locality,
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gre-a;Ier iiivolveiiieiit of locil officials in ideiinticationi and valuation, adLI not only in collection, is
e ssentlial 

Second, il is necessaLry to ensure that other goveiinimenlt agenlcies concerined with acquisition.
IaIIsfer a'nd1( corisruIctiolln olproperties fullill their statutory obligation ol regularly passing on all property-
IcIlLed (dlaa to the Pl3I t auitilorities. At preseit, coordiniationi with othier departmeints/agenicies and local
authorilies is weak. h4liialion regarding ICew constructionis cloes not flow automatically to the PBB
oilices. (Computteriziation can he of little avlil ulIless the systeim of intforiiation flow works well.

nhird, whiile thie SISTETll has miany gooct points, its operattioi seciiis to have rill into some
difficulty hccause of the delinikiiig of P1313 liability from the ownership of property. One of the basic
chanllges nmade tlinder tlie l'BI1 systeii, operatinig since 1986, is to raise the assessmienits on "tax objects"
witliout liniking thelii to indlividuia.ls eithier as owners or ocCuLpiers- T his has certaini advantages, but it is
also necessary in the initeest ol enifoicemilent to lfix the responsibility for paymenlet by linking the
aIssessmilceins to an inidiVidlUail or bushiess, wlhethier owiier or occupant. It seenis that the present
;irrangemcint, viz. , the praictice of raising the demand ot 1'BB against tax ohjects, has been instrumenital
in Iiin itinig local participation in dile administration of I'BB. Tb llis is undesirable, siice ultimately it is the
local authorities who are in the cbest pOsitioin to idnttily ownlcrs and occupants of properties a3d pursue
dcfluItcrs Sonic rIethlinlkinig in lilis area iS callled oIr.

Fourth, a sCerious iiiipe'dinieiit to the impleniciitation of the property tax, based on capital values,
ill dleveloping coultrie-is ite Ipractice of udcr-l-reportilig the true values of properties in transactions of
sale anid purchase in order to evade i( t nily tlie pr)operty tax but also income and capital gains taxes.
I.ven a well-desigined inflormlatioll systeili may al-il to establish true miarket value ot properties where this
practice is widespread. h'lie systemii of laying dowin standards for valuation of lands and buildings, which
is being implemienited in Indonesia, clin help to iliinimiii.e the possibility of gross undervaluation or
collusioni hetween taxpayer and tax officials. I lowever, for settinLg up realistic valuation stancdards, sonie
screelling of inflornation on proper-ty values iin tile light ol prevailing real estate prices would be called
I')f. .Siince thiere are regular publications whieie qjuotationls of real estate prices are available, such
scieening slhould n(ot be difficult to Carry out

Fifth, given the importance ol the property tax in local governments' finances, it is often
recomImielinded that its adminiistrationi be decent ralizei.d and the local governments be empowered to fix the
raics of the tax. For greater accountability, it is advisable to grant them such powers, thoughi subject to
cetailn upper aind lower Iihnits. Faxation of properties, however, demanid considerable administrative
skills, especially in the matter of valuation (and niiore so whenl valuations are made on1 a mass appraisal
bazsis) Ihele is, thus, a distinict advantage in having a central agency foriniulating the priniciples of
valuation, collectinig data o0n land and building values, and establislhing standards. But the involvement
of local officials is also necessary. I'lhe preenit system of "joint" adminiistrationi does not seenm to be
workinig fully satisfactoirily. A greater degree of locall participation in PBB administration is called for.
It miighit be helpful to coinvert the PBBI Directorate into a central valuation and advisory agency which
would help local goveriinienits in setting ump valuation standards and integrated systems of information
llow. 'l'le central agency may also he entrusted with the task of overseeing the functioning of the
property tax system at the local level anid evaluating the tax effort of local governments with reference
to the potential in each localily. But all other Iiuctionis, from preparation of assessment rolls to billing
and monoitoring payment, could be delegated to local governmenits. Some discretioni in the matter of
fixing the rates may also he allowed. 'lhe delegation of powers to administer PBB may, however,
proceed in phases, depending oi improvemiients in the administrative capabilities of local governments.
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Lastly, it would be helpful to carry out cost and benefit evaluation of the reforms periodically
so that the effort and resources expended by the Government in improving 'BB, and the support provided
by the technical assistance agencies, are effectively utilized, avoiding complicated, over-ambitious
schemes such as that of standardization of valuation with scores of property characteristics attempted
initially under the PBBIP.

F. Raising Regional Government Revenues: A Summary

The foregoing sections have assessed the potential for raising more regional government revenues
from existing and new local taxes and from shared taxes and fees. The analysis shows that the highest
potential lies in increasing revenue from PBB. In the short run, revenue from this source can be
increased substantially by raising the effective tax rate from its very low level, while over the medium-
term increased revenue could also flow from improved administration of the tax. Estimates presented
above show that doubling the PBB effective tax rate, by doubling the assessment ratio, could raise
regional government revenue by over Rp. I trillion. Illustrative computations also show other
possibilities for significantly raising local revenues: generating an additional Rp. 600 billion in regional
revenue by raising forestry fees and the regional government share in receipts from these fees; increasing
the yields from other Dati I and II taxes by about Rp. 650 billion; and raising about Rp. 350 billion from
a new source of revenue, namely, a fuel tax. Together, receipts from these sources could augment
regional revenues by about Rp. 2.7 trillion. Thus, better tapping the potential of existing local or shared
taxes and receipts from new sources identified in this chapter can roughly double the revenue regional
(provincial and local) governments receive from own and shared revenue sources.

Even with such a sizable increase, the share of regional government revenues in total government
revenues would not rise above 13 %. Other possible sources for increasing regional government revenues
include: more effective cost recovery for local services from user charges (discussed in the next chapter);
and reassignment of excise taxes to regional governments (a suggestion discussed in Chapter 3). Through
these means, collectively, regional government dependence on central financial support can be reduced
appreciably. The gap between regional government revenues and expenditures, however, will remain
large for some time to come, especially as regional government expenditures responsibilities increase with
decentralization. Closing the gap will require a well-designed system of central transfers to regional
governments (a subjezt discussed in Chapter 4).
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MOBILIZING REGIONAL REVENUES FROM USER CHARGES

A. Overview

This chapter reviews basic principles of pricing public services and, against that background,
evaluates the pricing of selected local services in Indonesia. It concludes that most local public services
are charged well below cost, and that cost accounting and administration standards in service provision
are generally weak. While subsidies for basic services are heavy, they are inefficiently targeted. In
recent years, proliferation of small charges, which are costly to administer, has become a problem.

To maintain and improve public service provision in Indonesia, it is important to eliminate
or reduce subsidies and shift from grant and subsidy finance toward user charges. First, national
minimum standards for public services and charges should be fornulated, and the Center should set
guidelines for the adjustment of user charges to ensure that income from these charges grows sufficiently
with the cost of providing services. Second, cost-recovery in public service provision should be achieved
through marginal-cost pricing and strengthening the financial administration of charges, including better
control of the costs of services and the cost of collection. Third, where subsidies are desirable on equity
grounds, proper targeting of subsidies to reach the poor is vital. Fourth, to avoid numerous small
charges, for which the yields are low relative to the cost of collection, local governments should focus
cost-recovery efforts on the more important public services. Also, in many cases, current charge rates
could be simplified.

B. Some Basic Principles of User Charges

A local government is viewed primarily as a provider of public services. To the extent
benefits of those services can be attributed specifically to individual citizens, properties or businesses, the
appropriate policy is to charge the beneficiaries. Appropriate pricing of public services helps ensure that
the correct amounts and types of services are provided to those willing to pay for them. Prices that
reflect costs also create incentives for users of services to use them efficiently. Thus, user charges
promote economic efficiency by providing demand information to public sector suppliers and by
regulating the use of the services. By generating revenue, they also help finance the costs of public
services and infrastructure. More revenue from user charges reduces the pressure to raise revenue from
general local taxes. User charges are especially important at the local level because, being closer to
beneficiaries, local public services are more amenable to such charges than services provided by higher
levels of government. Thus, an often cited general rule of local finance is: "wherever possible, charge".

User charges mainly take two forms. The first type is "service fees": license fees such as
marriage licenses, driver licenses, vehicle test fees and various other small charges levied by local
governments for performing specific services. These fees constitute cost reimbursement from the private
to the public sector. On the whole, they do not generally raise substantial revenue. The second type of
user charges is "public service prices". They are charged on sales of locally provided services to
identifiable individuals and entities, such as public utility charges and admission fees to public facilities.
Such charges potentially could be a substantial source of revenue for local governments.
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In many developing countries, user charges are inadequately utilized, as charges are often
levied at well below the level required for cost recovery. As a result, the provision of public services
entails heavy subsidies, which are defended on equity grounds to keep prices affordable to the poor.
Such policies are, however, misguided. Poor cost recovery and revenue mobilization constrain local
government finances, limiting their capacity both to operate and maintain existing services and to increase
the supply of these services. Also, as the subsidies are not well targeted, rich people who can afford to
consume larger quantities of these services benefit more from the low prices than the poor. Both theory
and evidence suggest that a full cost-recovery price , based on the marginal cost of providing the service,
should be charged to the better-off users, while the poor should be protected through better-targeted price
subsidies that limit access to the service at the subsidized price to the poor (and/or through direct income
transfers). This approach to user charges can help to achieve both greater equity and efficiency at the
same time.

Cross-country experience with local public finance shows that effective utilization of user
charges plays an important role in sound financial management of local governments. Besides promoting
efficient provision and use of local public services, effective cost recovery through user charges is
essential to the strength of local government fiscal position, reducing local governrment dependence on
higher-level government transfers and need for borrowing. Also, greater reliance on user charges as a
revenue source reduces the need to levy other, distortionary local taxes.

C. The Role of User Charges in Indonesian Regional Finance

In Indonesia, regional governments at both Dati I and Dati II levels levy various charges for
their services and fees for permits and licenses. Since many public services such as water supply and solid
waste disposal are undertaken by different public service departments and their enterprises, receipts from
user charges for these services are classified as department/enterprise income in some regions and as
local government service fees (retribusi, or retribution receipts) in other regions. This lack of recording
or accounting consistency across localities makes it difficult to assess precisely the importance of user
charges for different local authorities. However, available data do permit a broad assessment of the
significance of user charges in regional finance. In Tables 6.1 and 6.2, revenues from user charges are
presented as a percentage of regional government own revenues for Dati I and Dati II, respectively, for
19901/91, the latest year for which such data are available in a consolidated form.

For Dati I governments, user charges accounted about 13.5% of own revenues in 1990/91,
and income from provincial public enterprises about 2.7 %. The significance of user charges as a revenue
source varies a great deal across provinces. Some provinces derived 18 to 27% of their own revenues
from user charges (e.g., Sumatera Selatan, Lampung, Sulawesi Tengah), while some other provinces only
got 4 to 6% from this source (e.g., D. I. Yogyakarta, Timor Timur, Maluku). Provincial income from
public enterprises varied from a low of 0.2% (Kalimantan Selatan) of own revenue to a high of 10.6%
(Sulawesi Tenggara).

For Dati II governments, user charges have played a much more important role in generating
own revenues. For example, in 1990/91, 52% of Dati II governments' own revenue came from user
charges. As in the case of Dati I, the percentage of user charges in Dati II governments' own revenues
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Table 6.1: Significance of User Charges in DWAti I
Government Own Revenues. 1990/91

(% of PGOR)

Profits of
Provincial

Provinces User Charges Enterprises

1. D. I. Aceh 18.9 2.1
2. Sumatera Utara 6.9 1.6
3. Sumatera Barat 13.3 3.5
4. Riau 9.4 1.3
5. Jambi 12.3 1.6
6. Sumatera Selatan 25.4 1.2
7. Bengkulu 17.7 5.1
8. Lampung 18.5 3.4
9. DKI Jakarta 17.0 1.2
10. Jawa Barat 10.6 0.8
11. Jawa Tengah 12.3 2.8
12. D.I. Yogyakarta 4.6 1.1
13. Jawa Timur 8.4 0.5
14. Bali 7.8 0.8
15. Nusa Tenggara Barat 18.3 5.2
16. Nusa Tenggara Timur 14.8 0.0
17. Timor Timur 5.2 9.8
18. Kalimantan Barat 9.8 1.9
19. Kalimantan Tengah 14.7 3.3
20. Kalimantan Selatan 27.4 0.2
21. Kalimantan Timur 14.9 3.3
22. Sulawesi Utara 10.8 5.8
23. Sulawesi Tengah 22.0 1.4
24. Sulawesi Selatan 16.0 0.7
25. Sulawesi Tenggara 10.6 1.7
26. Maluku 6.0 10.6
27. Irian Jaya 11.4 2.2

ALL 13.5 2.7

Note: PGOR: Provincial Government Own Receipts.

Source: Central Bureau of Statistics and Ministry of Finance.



Table 6.2: Significance of User Charges in Dati It Goveriinmenit
Own Revenues, 1990/91

(% of LGOR)

Agriculture,
Road! Hospital! Inn! Forestry
Bridge Building Health Motel! & Sea Land Other

Dispensation Land License Center Market Hotel Products User Retributioni Total User
Provinces Fee Rent Fee Fee Fee Fee Fee Charges Receipts Charges

1. D.I. Aceh 0.1 0.5 12.2 6.6 11.4 0.0 0.2 .. 23.5 54.5
2. Sumatera Utara 4.5 0.1 3.3 5.4 7.6 1.0 1.0 0.0 23.4 45.4
3. Sumatera Barat 2.4 0.7 4.9 5.2 22.2 0.0 .. 0.1 21.2 56.7
4. Riau 0.3 0.5 7.8 4.3 3.7 0.0 0.1 0.1 15.3 32.1
5. Jambi 0.2 0.9 1.8 8.5 15.8 0.0 .. 0.0 30.1 56.9
6. Sumatera Selatan 1.6 0.8 4.5 8.4 11.0 0.1 0.0 .. 22.6 48.9
7. Bengkulu .. 0.8 6.9 4.3 12.2 0.0 0.0 .. 29.5 53.7
8. Lampung .. 1.6 2.3 9.0 6.9 ... 11.7 32.8 64.2
9. DKI Jakarta . .. .. ..

10. Jawa Barat 4.6 0.8 9.5 11.6 3.6 2.9 0.7 2.7 22.7 59.4 -

11. Jawa Tengah 1.4 0.5 4.5 18.0 13.3 0.1 0.3 0.0 17.7 55.6
12. D.I. Yogyakarta 0.3 0.4 3.8 12.5 13.0 0.0 0.0 0.0 16.1 46.2.
13. Jawa Timur 2.8 0.7 8.0 13.9 15.4 0.1 0.2 0.0 30.8 71.8
14. Bali 0.0 0.5 6.2 0.0 5.24 0.1 ... 11.6 23.6
15. NusalTenggara Barat 0.1 1.5 3.2 6.0 8.3 0.5 25.9 .. 26.2 71.7
16. Nusa Teoiggara Timiur 0.0 0.0 0.8 8.7 5.4 0.1 15.4 .. 18.5 48.8
17. Timor Timur .. 2.2 12.8 1.0 5.6 0.0 1.3 0.46 31.76 55.0
18. Kalimantan Barat .. 0.2 15.0 7.1 4.4 0.0 .. 0.0 28.8 56.2
19. Kalimantan Tengah 0.0 3.1 5.2 10.3 11.2 0.0 ... 12.0 41.7
20. Kalimantan Selatan 0.0 0.3 5.5 7.4 10.7 0.0 0.9 .. 25.0 49.9
21. Kalimantan Timur 0.0 1.0 7.5 2.3 1.9 0.0 0.1 0.0 21.9 34.7
22. Sulawesi Utara .. 1.2 8.7 8.1 8.7 0.2 ... 37.7 64.4
23. Sulawesi Tengah .. 0.2 7.2 10.0 9.4 0.3 0.4 .. 27.0 54.5
24. Sulawesi Selatan 1.2 55.2 3.5 5.6 18.2 0.0 0.7 0.0 -19.3 65.1
25. Sulawesi Tenggara .. 6.4 5.6 6.3 12.4 0.0 15.1 .. 5.7 71.5
26. Maluku 0.0 0.6 6.7 4.4 6.0 0.0 1.4 .. 21.2 40.3
27. Irian Jaya .. 0.6 3.4 3.3 4.7 0.0 0.0 0.0 20.9 32.8

ALL 1.1 3.1 6.2 7.2 9.5 0.2 3.3 1.1 22.1 52.1

Note: LGOR = Local government own revenue
Source: Central Bureau of Statistics and Ministry of Finance.
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shows significant variation across provinces. For Dati II governrnents in Sulawesi Tenggara, Nusa
Tenggara Barat and Jawa Timur, more than 70% of own revenues was geuiirated by user charges. Dati
II governments in provinces such as Riau, Bali, and Irian Jaya obtained less than 33 percent of their own
revenues from user charges.

Major user charges at Dati I level are those on motorized vehicles test, fish auction, building
license, sand exploitation, water drilling for industrial use, and license on public transportation (Table
6.3). At the Dati II level, important sources are hospital and clinic fees, market fee, bus terminal fee,
various license charges, parking fee, and permit fees for the removal of agricultural, forestry and sea
produce (Table 6.4).

Current laws and regulations require provincial government approval of proposals for levying
charges and adjusting rates made by Dati II level governments, and the approval of the Ministry of Home
Affairs for similar proposals made by provincial governments. Since the approval procedures and
standards at the provincial level have not been carried out uniformly across provinces, numerous small
charges at the Dati II level have appeared. As listed in Table 6.4, there are as many as 47 charge items
plus additional charges aggregated under "others". Recognizing the problem of proliferation and
complexity of local charges, the Ministry of Home Affairs is taking steps to simplify and standardize local
charges into three categories:

Table 6.3: Composition of Dati I Government Revenues from User Charges
(in millions of Rupiah)

Share in Total
(Av. 1988-91)

Classification 1988/89 1989/90 1990/91 (percentage)

Motorized Vehicles Test 8,828 11,562 17,025 10.0
Leges Retribution 1,933 2,218 3,291 2.0
Slaughter House Fees 1,029 649 1,496 1.0
Land/Building Rent 465 921 550 0.5
Building License 77 86 56,444 15.0
Fish Auction Fee 3,019 3,355 4,775 3.0
Fish/Fish Products Quality Test 265 791 855 0.5

License on Catching Fish/Sea Products 91 148 636 0.2

Tourism Enterprise License 170 195 607 0.3

Labor Coaching/Counseling/Welfare Facilities 21 25 404 0.1

Sand Exploitation 6,301 12,434 20,396 10.0

Water Drilling for Industries Enterprises 8,528 7,748 30,825 12.0

Road Equipment Rent 210 10 3,928 1.1
Public Transportation Route License 560 717 1,998 0.9

Other User Charges 29,985 75,601 55,742 43.0

Total Local User Charges 61,483 116,459 198,972 100.0

Source: Central Bureau of Statistics and Ministry of Finance.
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Table 6.4: Composition of Dati 11 Government Revenue from User Charges
(in millions of Rupiah)

Share in Total %
Item 1988/89 1989/90 1990/91 (Av. 1988-91)

Seashore fish pond license 74.6 30.7 153.1 0.03
Sea sand exploitation license 2,938.7 3,092.0 2,258.3 1.11
Gypsum exploitation license 25.2 56.4 153.0 0.03
Rocks exploitation license 372.2 6.2 14.7 0.05
Motor vehicle test 390.2 353.3 437.4 0.16
Leges contribution 6,268.1 7,745.0 7,864.2 2.93
Road/bridge dispensation 6,255.3 7,568.6 11,608.5 3.40
Terminal fees 19,928.3 20,496.3 22,398.5 8.41
Sea transportation fee 308.0 223.5 624.1 0.15
Checking fee 3,776.3 3,152.3 4,822.1 1.57
Land rent 3,943.1 3,284.7 16,722.3 3.21
Building license fee 24,242.1 31,061.9 35,381.1 12.14
Land used 949.4 1,544.7 1,532.8 0.54
Funeral fees 616.2 446.8 364.1 0.19
Fish auction 2,045.2 1,665.8 1,276.2 0.67
Small-scale industry license 2,502.5 1,215.7 1,534.7 0.70
Slaughter house fees 55.7 162.8 331.8 0.07
Non-motorized vehicle 1,451.5 390.8 1,317.1 0.42
Weighting bridge 2.2 611.0 805.3 0.19
Hospital, health centers 39,948.9 49,565.1 57,020.2 19.62
Recreation 2,196.9 4,418.2 5,473.3 1.62
Advertisement/billboard/poster 3,199.2 809.4 725.3 0.63
Market 42,599.9 47,704.2 51,784.5 19.02
Inns, motel, hotel 847.6 975.8 4,318.9 0.82
Agricultural/forestry/sea products 1,524.5 3,075.5 5,544.6 1.36
Milk examination 405.9 328.0 685.0 0.19
Parking fee 6,864.1 8,273.8 9,917.0 3.35
Cleaning fee 9,504.3 10,046.2 9,103.9 3.84
Road rehabilitation 66.3 370.7 1,862.9 0.31
Water transportation 0.1 187.6 448.9 0.09
Building rent 604.6 868.3 1,282.4 0.37
Leather control 91.5 119.4 528.1 0.10
Motorized vehicle test 19.7 224.6 375.4 0.08
Industry guidance 0.0 61.4 72.1 0.02
Auction 165.2 163.5 264.3 0.08
Film/entertainment tax 145.1 435.6 705.6 0.17
Quarantine 0.0 29.1 174.5 0.03
Ports 0.0 378.1 490.5 0.12
Business prequalification license 307.7 1,136.1 412.0 0.25
Contractor license 0.0 308.0 1,006.3 0.18
Meteorology 12.1 56.7 42.8 0.01
Poultry products 1,010.1 1,059.3 1,496.4 0.48
Travel bureau 38.7 25.3 174.6 0.03
ID card, birth certificate 2,070.7 2,895.7 3,518.2 1.14
Land certificate 1,660.4 153.1 4,975.1 0.91
Vendors 106.1 126.5 1,977.6 0.30
Other charges 27,139.4 36,232.5 3,130.7 8.90

Total 221,993.1 250.591.4 298.803.0 100.0

Source: Central Bureau of Statistics and Ministry of Finance.
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(a) "Licenses" --- items for which charges are levied but for which no direct services are
rendered by local governments (e.g., charges for building permits and for ,and and gravel extraction).
Regulations and restrictions set the maximum fees for different licenses.

(b) "Rents" --- fees for the rental of locally-owned facilities, such as buildings and vehicles.

(c) "Service Charges" --- charges for services provided by regional governments, e.g., health,
which are subject to the approval of the provincial governor in the case of Dati II governments and the
Ministry of Home Affairs in the case of Dati I governments.

As noted above, regional government-owned enterprises such as water companies, hotels or
guest houses, and banks also contribute profit income to governments at both Dati I and Dati II levels.
However, in many cases, their contribution is well below potential. Various factors bearing on the
operational efficiency and financial management of regional government enterprises contribute to this
outcome, but an often important factor is service pricing policies that keep prices below levels that would
permit adequate cost recovery.

D. Improving the Practice of User Charges

The review in the preceding section showed that user charges are an important source of
revenue for regional governments, especially at Dati II level. However, this source has been only
partially tapped, with potential for sizable increases in regional government revenues from more effective
utilization of the user charges. It is estimated that revenue raised from user charges and fees covered less
than 10% of the outlay on public services at the Dati II level in recent years, with the bulk of the
remainder covered through Central Government grants. Heavy dependence on central transfers has
created weak incentives for local authorities and enterprises to finance public service provision with user
charges. Gradually shifting central financial support to local government provision of public services
from grants to loans, coupled with increased local revenue authority, will strengthen incentives at the
local level to recover costs through user charges. The following outlines some general issues in
improving the practice of user charges in Indonesia. Issues relating to some important specific charges
are examined in the next section.

First, as a general rule, the principle of marginal-cost pricing should be applied to the
determination of user charges. This is called for both on grounds of efficient provision of services and
adequate cost recovery. As a general benchmark, public service prices should cover operating expenses,
interest and depreciation, and also allow self-financing of a part of new investment in
expanding/improving the service. User charges based on long-run marginal cost would normally achieve
this objective. In Indonesia, many local public services (e.g., water supply, see below) are priced well
below marginal cost. Often the motivation for such subsidization is equity, to keep prices low for the
poor. However, most such subsidies are not well-targeted on the poor, as the subsidy extends also to
large segments of better-off users. Such subsidies undermine efficiency without meeting their equity
objectives effectively. Combining efficiency and equity objectives calls for better targeting of subsidies
when they are desirable (e.g., for basic needs like water), such as through a scheme of "lifeline" charges
which allows subsidized prices up to a threshold level of service use and charges larger users at marginal
cost or ascending block rates. Subsidies that are poorly targeted are doubly harmful to equity: their
benefits tend to accrue disproportionately to the better-off; and the large revenue losses they entail limit
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the financial capacity of public agencies to expand or improve services, which affects the poor most as
they are denied access to more and better-quality services while the -ich can find other, private
alternatives to satisfy their needs.

Second, the application of appropriate service pricing principles needs to be underpinned by
improved cost accounting at the local level to allow a clearer determination of the costs of service
provision. This includes improvements in the costing of services and collection and rationalization of the
budgetary and accounting treatment of charges, so that revenues and costs can be systematically
compared, to assist both policy decisions and financial control Based on such information, the
appropriate level and structure of charges and fees can be determined.

Third, better central guidance on service pricing policies would be helpful, as the responsible
local authorities often lack adequate understanding of the concepts of cost recovery. Such guidance could
cover matters such as the principles of pricing, determination of items appropriate for levying charges,
accounting and administration standards, and organization of collection arrangements.

Fourth, within central guidance on service pricing policies, local governments could be allowed
greater authority in adjusting the level of charges, to facilitate timely adjustments. Charge levels need
to be revised regularly to ensure that revenue grows sufficiently to cover the costs of service provision.
There are many instances of local tariff rates not having been revised for several years. Insufficient
flexibility for local administrations to adjust rates without requiring higher-level government approval
tends to contribute to such delays.

Fifth, reducing the present proliferation of small charges would facilitate collection, and
increase net receipts by reducing collection costs. Local administrations need to undertake a review of
the collection (and enforcement) cost and the administrative burden of small charges to determine whether
it is worthwhile to continue those small charges. In some cases, duplication of collection efforts could
be avoided through consolidating charges, for example, a consolidated water tariff including charges for
related sanitation and drainage services.

Sixth, appropriately designed schemes to allow retention of part of the receipts from user
charges by the agencies responsible for service delivery, for direct use on the service, can provide a
useful incentive to more vigorous cost recovery. The improved incentive stems from the direct linkage
of the costs and benefits of payments. Experiments with such retention schemes are currently being
carried out for selected health facilities. Wider use of such schemes should be guided by a careful
evaluation of such experiments.

Finally, where appropriate, auctions may be used as a potentially more remunerative means of
levying charges. As licenses to operate certain activities limit competition and create profitable
opportunity, fees for these licenses may be based on bidding open to the public. Licenses for major
activities may be auctioned out, examples being licenses for sand and gravel exploitation and public
transportation routes. On the other hand, caution should be exercised not to impose very high charges
on small activities, where the possibilities of evasion are considerable, as that may adversely affect
compliance and complicate enforcement.
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E. Issues Relating to Selected User Charges

The discussion of some important local user charges in this section provides specific illustrations
of some of the general public service pricing issues outlined in the preceding section. The specific
charges reviewed include those for: health services; urban water supply and sanitation; irrigation water;
public transport and parking; and market facilities.

Health Services. Indonesia has maintained a policy of charging low prices for health services
to ensure that all income groups have access to these services, especially to primary care. While this
policy has contributed to enlarging the poor's utilization of these services, it has entailed a high degree
of subsidization. For example, health center fees cover only about 10% of the recurrent costs of these
facilities. Cost recovery is higher for hospitals, but still reaches a maximum of only about 30% of the
recurrent costs (for hospital inpatient care). In many cases, the fees have not been adjusted for several
years (e.g., the official fee for health center visits has remained unchanged since 1988). The loss of
substantial potential revenue as a result of the low cost recovery has limited the capacity of the public
providers of these services to expand and improve them. The subsidies have not been well-targeted.
Health subsidy per capita is estimated to be more than twice as high for the richest quintile of the
population as for the poorest (see World Bank, 1993). The poor capture more of the subsidy for health
centers and subcenters, but that is more than offset by the accrual of the hospital subsidy predominantly
to the better-off; while hospital fees in general are also heavily subsidized, they are still high enough to
severely limit the poor's use (a recent survey in Nusa Tenggara Barat (NTB) and Kalimantan Timur
(KALTIM) found average fees charged per inpatient day in the lowest class of hospital service of Rp.
12,000 in the former and Rp. 21,000 in the latter province, compared to about Rp. 600 for a visit to a
health center). The foregoing thus points to two main, interconnected issues in health service pricing:
increasing service charges to generate more resources to support improved health care; and better
targeting subsidies to the poor.

Recently, important reforms of health service pricing have been initiated. First, on a pilot basis,
fees for health services have been doubled in some districts of NTB and KALTIM, and fees for hospital
services have been increased proportionately. In the light of an evaluation of its impact on service
utilization and revenue, which is underway, the pricing reform would be extended to other areas.
Preliminary results show that rather than fall as a result of the higher fees, service utilization has risen
in response to improvements in service quality (e.g., improved drug supply, improved physical facilities)
made possible by the better cost recovery. Additionally, retention of a part of the fees has been permitted
in selected facilities, to improve incentives for efficient collection and use of funds at the facility level
(e.g., part of the fees can be retained for getting specialists to serve at the health centers). In some
districts in the pilot provinces, the local governments are now fully covering O&M expenditures. These
pilot initiatives are supported by the World Bank's Third Health Project.

Second, the Government is putting into implementation a new hospital financing strategy entitled
Unit Swadana (meaning self-supporting institution) to reduce the dependence of hospitals on public
subsidy. Under this initiative, government hospitals, which have received the bulk (approaching 80%,
on average) of their operating income as direct government subsidy, will be responsible for significantly
increasing their revenue from user fees. Increased flexibility is to be allowed at the local level to adjust
fees for hospital services.
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Reconciling higher fees to raise more revenues with protecting the poor's access to the health
services calls for moving from a uniform to a differentiated fee structure *hat charges lower fees to the
poor. There are several possible ways for targeting lower fees to the poor. One is to strengthen the
existing system of individual means-testing (the Surat Lurah, or the affidavit of inadequacy) for fee
exemptions, which appears to be little used. A second is to differentiate prices geographically, charging
lower fees at facilities serving primarily poor households and higher fees at facilities serving primarily
nonpoor households. Such geographic price discrimination is being pilot-tested in NTB and KALTIM
as part of the pricing reform initiatives mentioned above. This method is promising in rural areas, but
has limited potential in cities where facilities are easily accessed by everybody. A third alternative
applicable in urban areas is to encourage self-selection through making greater use of differential fees at
different levels of care. Finally, identifiable groups of the better-off can be charged higher fees.

Urban Water Supply and Sanitation. Most public piped water supply in Indonesia is priced
at well below the full cost of delivery. A 1988 study found that, of the 163 municipal water authorities
(PDAMs) examined, 116 did not have full cost recovery, including 30 which had revenues even less than
direct operational costs ( see Government of Indonesia, 1988). The average tariff for all water enterprises
was estimated at Rp. 277 per cubic meter in 1990, whereas the average tariff that would cover costs was
estimated at about Rp. 460 per cubic meter (see World Bank, 1993). Accordingly, there is a need to
raise the average tariff on public water supply, both to generate more revenues for the local water
authorities and to curb excessive consumption and waste induced by pricing below cost. Equally
important are efforts to reduce costs by lowering the proportion of unaccounted for water (estimated
nationally at around 40% of the water supply); better cost recovery itself would contribute to this
objective by supporting improved operation and maintenance of the water systems.

While PDAMs set the water tariffs in their areas, their decisions are influenced by national
guidelines. The national tariff structure is unduly complex, comprising more than a dozen categories of
customers, with most of these categories in turn containing four progressive rates (see Table A6. 1). The
tariff structure is characterized by a large subsidy for residential customers, on the one hand, and much
higher tariffs for industrial and commercial users that exceed supply costs in some urban areas, on the
other. The residential subsidy is poorly targeted; it disproportionately benefits the better-off who can
afford the high connection charge, set above installation costs in some areas, and who consume water
more heavily--the rates are subsidized even at relatively high levels of residential consumption. The
intended equity objectives would be better served by: targeting the residential subsidy at lifeline
consumption levels (say, 10 cubic meters/month); reducing the connection charge to actual cost; allowing
installment payments for the connection charge; and eliminating subsidy at higher levels of consumption.
Also, the rate structure may be simplified, with fewer categories of users and number of rates, to improve
transparency and facilitate tariff adjustments.

Fees for private groundwater extraction also need to be raised and better aligned with tariffs for
piped water, supported by stricter enforcement. Currently, fees for groundwater use are generally very
low, and are poorly enforced (at least 75 % of groundwater extraction occurs outside the official licensing
and fee system). This underpricing of groundwater, coupled with the relatively high tariffs for piped
water for industrial use, risks inefficient, excessive extraction in areas where groundwater is scarce. In
some major urban areas, notably Jakarta, groundwater extraction is considered already to be running
beyond sustainable levels.
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Cost recovery from urban environmental sanitation services also needs to be improved. For
example, the degree of cost recovery for sewerage is very low. In Jakarta, ¢'.r example, sewerage tariffs
barely cover the O&M costs, which are around 1-2% of total capital costs. As public sewerage projects
principally benefit more affluent communities and business districts, the present tariffs imply large
subsidies for those who can afford to pay more. Fees for solid waste disposal in many municipalities are
also low relative to costs, and are insufficiently differentiated to reflect differences in the quality of
service and capacity to pay. The efficiency of the collection of charges for environmental sanitation can
be increased by billing them together with larger, better-collected charges, e.g., the piped water charge
(for example, joint billing for water and sewerage in Bandung has increased collection and reduced the
administrative cost of the charges for the latter).

Irrigation Water. The virtually free provision of irrigation water has been a key element of
government policy to reduce rural poverty. As farmers' incomes have risen, the scope for pricing this
service has increased. Public irrigation water supply, which covers over 80% of the irrigated area,
currently entails an estimated annual subsidy of Rp. 1 trillion. This makes irrigation water the most
heavily subsidized agricultural input, appreciably exceeding the subsidy on fertilizer, the other major
input subsidized by the Government. In addition to its adverse fiscal implications, the absence of a price
signalling the costs of supply to farmers induces inefficiency in water use. A large part of the country's
emerging water shortage could be addressed through reducing water losses in irrigation.

An irrigation service fee has recently been introduced in some provinces on a pilot basis, aimed
at recovering O&M costs. This should improve system efficiency by supporting better maintenance and
reduce the public subsidy. Since it is a lump-sum charge not linked to the volume of water used,
however, the fee would not create the incentives necessary for improved efficiency in water use.
Nonetheless, it constitutes an important first step in developing an appropriate pricing framework for
irrigation. As the next step, the fee should be extended to other areas, which would require a
strengthening of the related administrative framework. At the same time, work should be initiated to
develop a practical volume-based charge, especially for application in areas of scarce water.

Metering water usage by individual farm is difficult, especially given the small size of farms on
Java and the fragmentation of plots. However, it is possible to develop effective surrogates for individual
farm metering. One possibility is to distribute water to farmers by rotation, with the number of irrigation
"turns" farmers receive or the length of irrigation time forming the basis of the charge. Additionally,
farmers could be allowed to trade the irrigation turns. Such an arrangement is being employed in parts
of India, Pakistan and Mexico. Another possibility is to charge water user groups the wholesale cost of
water at secondary outlets. The distribution of water among farmers and other users can be left to the
group, making effective use of peer pressure to enforce charges on individual users.

Public Transport and Parking. The Government has in recent years removed or considerably
relaxed its controls over the tariffs for passenger and freight transport services. However, tariffs for
urban bus services continue to be regulated by the Government; tariffs for these services are set at levels
significantly below their costs of provision, and are adjusted infrequently. As demonstrated by experience
elsewhere, the policy of subsidizing fares has been ineffective in attracting car users to public transport
in order to reduce traffic congestion in the cities. Low fares have contributed to low quality of bus
services, that has kept potential middle-income users away from public transport. The public bus
companies, e.g., PPD, have incurred losses, with revenue shortfalls making for poor O&M of the
services. Low fares have also been a disincentive to increased private participation in the provision of
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public transport services, limiting competition and possibilities for provision of better-quality services.
At the same time, the subsidies on tariffs have not been well targeted to ac!-:eve the Government's equity
objectives effectively.

To overcome these problems, passenger tariffs need to be adjusted at regular intervals, to permit
fuller cost recovery. There is also scope for reducing the costs of service provision through
improvements in the operational efficiency of the public bus companies, for which increased competition
from private providers would be an important spur. Nonetheless, tariff increases will still be needed in
order to permit the operation of better-quality services--that are attractive to those who can afford to
travel by other means--by both public and private providers. Any subsidies should be very carefully
targeted to ensure that they serve only the basic transport needs of the lowest income groups.

Vehicle parking fees are a potentially important, but generally underutilized, source of raising
revenue by local governments, especially in large towns. An independent survey undertaken for Jakarta
revealed a large potential for the parking fee, with only 10% estimated to be actually tapped. Surabaya
scores over Jakarta in realizing revenue from this source. Besides generating revenue, parking fees can
assist in better management of urban traffic, and can thus complement improved public transport services
in reducing congestion. Proper parking space and cordon pricing will need to be accompanied by
appropriate decisions on space allocation, the location and number of parking spaces, and the use of
metered street parking, and supported by improvements in local institutional arrangements to administer
the fees. Sizeable revenue could be raised by periodic auctioning of public parking lots.

Market Facilities. Many local markets have been constructed with financial support from the
Central Government under the Inpres Pasar program. Charges on the use of these markets have emerged
as a significant source of revenue for local governments (see Table 6.2). Overall, local governments
appear to be setting charges at levels sufficiently high to provide for adequate cost recovery. This is
appropriate, as there seems little reason to subsidize commercial enterprises, even if small, that use the
market facilities. In many cases, however, weaknesses in cost accounting constrain the setting of charges
in line with efficiency principles. This results in situations where charges can be either lower or higher
than those warranted by costs. In some cases, for example, charges are set higher than actual costs as
the costs of running the market are not clearly separated from those of other administrative and
management activities. Field studies have found market facilities that are substantially underutilized as
a result of high charges, and also other factors such as poor selection of location. In these cases, the
determination of charges should react to demand, and charges should be lowered appropriately.

The structure of charges for market facilities could also be simplified, to facilitate their
administration and enhance transparency. Currently, charges are generally levied on stall holders on a
daily basis. The charges comprise three parts: a flat charge for cleaning; a flat charge for security; and
a variable market charge. The last of these is determined by the size of the stall, the type of produce
sold, and the location of the market. As a result, the charge schedules are unduly complicated, and there
is a multiplicity of rates in the larger urban areas. This complicates efficient and fair administration of
the charges.
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LOCAL GOVERNMENT BORROWING

A. Overview

Borrowing is an underutilized source of financing regional government development
spending in Indonesia, accounting for less than 5% of the total. Local borrowing is predominantly
through the Central Government, much of it to finance urban water supply projects. The small scale of
local borrowing, and the negligible use of loans from commercial sources, is in part a reflection of the
local govermnents' weak revenue base, as discussed in the preceding chapters. In part it reflects a system
of local govermnent loan finance which is only at an early stage of development. The limited use of loan
finance, with the bulk of the local financing needs being met from grants, itself has been a factor in
keeping local own-revenue mobilization low by providing weak incentives for cost recovery.

The institutional framework for Central Government lending to local governments has
improved with the establishment of a revolving loans account known as the Regional Development
Account (RDA), which has consolidated into one channel several disparate central loan schemes,
characterized by narrow earmarking and varying terms, that existed previously. Local borrowing from
the Center, funded from domestic resources, now comes from a unified pool subject to uniform terms
and rules of access. Further development of the RDA framework would include: strengthening its
resource base, partly by channeling some of INPRES and DIP funding to it, thereby gradually reducing
the relative role of grants in regional development financing; moving the interest rate on loans further
toward market levels; developing mechanisms to integrate lending to regions from domestic and external
sources; improving the process for identification, appraisal and approval of project proposals, including
increasing local government involvement in that process, to make the loan facility more demand-oriented
and its operations more transparent and efficient; and eventually developing the RDA into an
institutionally independent credit facility, such as a municipal development fund, and integrating it with
the commercial credit system. Increased use of loans for financing investment by the financially stronger
local governments would allow grant funding to be focused more on the poorer regions. While a
developed RDA could serve as the nucleus of the municipal credit system in Indonesia, commercial
sources of loan finance could also be gradually tapped as local government financial capacities grow.
These, and related, issues of development of the municipal credit system, against a review of experience
of recent years, are discussed in the sections that follow.

B. Local Government Borrowing in Indonesia

In accordance with the benefit principle of public finance, to the extent that benefits from
local public investment projects accrue over a number of years into the future (which is the case with
infrastructure projects), it is both fair and efficient for future generations to share the cost of financing
such projects. Borrowing for local capital development projects thus has a sound conceptual rationale.
Moreover, borrowing may be the only practical way to finance major capital outlays without large, and
undesirable, variations in local tax rates and charges from year to year. The "gearing" effect of



Local Government Borrowing 145

borrowing allows a higher level of investment to be achieved than can be supported by local governments'
current resources, thus contributing to accelerating the pace of local deve&opment. Where local public
investments had previously been financed predominantly from grants from a higher-level government,
a shift to loan financing can bolster incentives for local revenue mobilization and improved cost recovery
through user charges. For these reasons, borrowing may be regarded as a normal means of financing
at least a part of local development spending requirements, rather than a source to be resorted to only
on an exceptional basis.

In contrast, borrowing has played a very small part to date in financing local government
expenditures in Indonesia. However, more recently, increased attention has been focused on developing
the use of loan finance by local governments. For example, studies by Devas (1988), Bastin (1990), and
Kingsley and Peterson (1992) have examined both the history and the current status of local borrowing
in Indonesia and offered a number of policy recommendations on how to improve the institutional
framework and practice of local loan finance. On the policy front, important reform of local government
borrowing arrangements has been undertaken by the Government. In 1988, a Regional Development
Account (RDA) was established by the Central Government as the main source of domestic loan finance
to local governments and local enterprises, to replace the many disparate and fragmented schemes that
existed previously. In 1991, a Decree of the Minister of Finance established the procedures and rules
of the RDA. In 1992, an operations manual was produced to guide the preparation, evaluation, finance
and approval of the RDA project proposals. The establishment of the RDA marks the beginning of the
development of an appropriate institutional framework for local government borrowing in Indonesia. This
section first reviews the experience with local government borrowing prior to the establishment of the
RDA, and then outlines the main features of the system that is emerging as a result of the recent reforms.

Local Borrowing Prior to 1988

Relative Contribution to Regional Finance. Local borrowing played a very limited role
in financing local expenditures before the establishment of the RDA in 1988. Table 7.1 shows total local
borrowing for the period 1975-86 by the main source of loan finance. Over this period, borrowing
accounted for only 1-2% of regional government receipts from all sources. In 1986/87, total
disbursements on provincial and local government loans, excluding loans to local public enterprises, were
about Rp. 62 billion, under 1.5% of regional government total receipts.' During the REPELITA IV
period (1984/85-1988/89), regional government borrowing accounted for less than 5% of total
expenditures on regional development, including funds from the Central Govermnent budget (APBN),
INPRES and DIPs (regional development component).2 In the urban sector alone, borrowing plaved a
more important role, accounting for about 15% of total urban development expenditure.

The bulk of Central Government lending to regional governments has been at the Dati II level, borrowing by Dati I
(provincial governments) has been very small.

2 By way of comparison, loan financing accounts for about 75% and 60%, respectively, of local capital investment in
France and the Netherlands, while an estimated 40% of local infrastructure development in Jordan is financed from
the Cities and Villages Development Bank.
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Uses of Loans. Loans to local governments were made for a variety of purposes, but
most were for urban development projects, such as water supply (by far th- largest recipient), drainage,
sewerage and sanitation, solid waste systems, Kampung improvement and road construction. Another
major debt-financed program was the construction of local markets under the INPRES Pasar scheme.
Water supply projects and markets accounted for roughly 60% and 15%, respectively, of the total loans
contracted. Other activities supported by loans included the construction of cargo terminals, abattoirs,
local government buildings and sports stadia.

Table 7.1: Local Borrowing Prior to 1988
(Rp. billion)

Sources Pre- 1986

External Loans

World Bank Loans for Water 140 (1975-86)

World Bank Loans for Urban 279 (1975-86)

Other Donors for Water 158 (1979-86)

Other Donors for Urban 51 (1979-86)

Internal Loans

RDI for Water 5 (1982-84)

RDI for Others 8 (1982-84)

PMP (LLP) for Water 92 (1979-85)

PMP (LLP) for Others 10 (1979-85)

INPRES PASAR for Markets 160 (1976-86)

BUM IPEDA 14 (1976-86)

Source: Ministry of Finance.

The concentration of loan-financed projects in the urban sector is attributable to several
factors: many activities can cover their costs only in urban areas; urban areas have greater potential for
local revenue mobilization; and many projects were financed by external donors, who paid more attention
to urban projects than the rural ones partly due to the considerations of cost recovery (Davey, 1987).

Sources of Loans. Prior to the establishment of the RDA, the Central Government lent
to local governments through a variety of loan schemes carrying different terms. These schemes provided
varying degrees of subsidies on the loans, with some of them being earmarked for certain activities. The
main sources of local borrowing from the Central Government's own resources were the following:
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The Central Government's RDI (Rekening Dana Investasi) c-heme, which lent mainly to
public enterprises at the national level, also provided limited funds to local governments.
The terms of the loans to localities were 9% over 20 years with a five-year grace period.
The funds from RDI were used for local water companies, cargo terminals and abattoirs.

PMP (Penyertaan Modal Pemerintah) provided local governments with funds to finance
equity capital of local public enterprises. There was zero interest charged on these loans
which carried a maturity of 20 years with a six-year grace period.

The INPRES Pasar program provided funds for local governments to construct markets,
carrying a zero interest rate and a maturity of 15 years with a five-year grace period.
Funds for this program came from the government-owned Bank Rakyat Indonesia, but the
interest cost was paid by the Central Government.

The Bantuan Uang Muka (BUM) IPEDA scheme provided local governments with small
loans at zero interest over 2 years. Most of these loans were used for roads, bridges,
irrigation projects, local government buildings and stadia.

Foreign loans from multilateral and bilateral donors were the largest single source of local
government borrowing. The terms of these loans varied among donors, but the Central Government often
charged similar terms when it on-lent the funds to local governments. Generally, the interest rate was
around 9 to 11 % with a maturity of 20 years and a grace period of six years.

In addition to the sources listed above, local authorities borrowed from the banking system,
mainly the regional development banks and generally for relatively short periods. However, such
borrowing was negligible compared to local borrowing from the Central Government, through the latter's
own- and donor-provided resources.

Shortcomings of the System. Local government borrowing arrangements prior to the
establishment of the RDA were characterized by both limited access to borrowing as a source of regional
finance and serious distortions in the design of the lending mechanisms. Small overall relative to local
expenditures, the contribution of local borrowing to regional finance becomes practically negligible if
external loans are excluded; with around 80% of the total local borrowing sourced from external loans,
borrowing from internal sources was marginal compared to local government expenditures. For many
local governments, their weak revenue bases limited the scope for the use of loan finance, making them
depend mainly on central grants. However, the limited availability of loan finance--the absence of a truly
open, demand-oriented credit facility--led even the financially stronger local governments to rely heavily
on central grants rather than opt for increased borrowing to finance their capital investment. The system
of inter-governmental grants was not coordinated with the credit system; it competed directly with the
limited loan schemes that were available. As grants and loans in many cases were used for similar
purposes and seemed equally available to all local governments, these governments tended to regard
grants and loans as interchangeable, and, naturally, preferred the former.

Restrictive central policies on local government use of non-government sources of borrowing
and regulations stipulating borrowing capacity also played a role in inhibiting the growth of local credit.
Central regulations at that time did not allow annual local government debt service to exceed 15 % of the
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surplus of current revenues over current expenditures. For most local governments that effectively meant
keeping debt service to 5% or less of total current revenues, which is low by norms used in most other
countries (20-30%). Local governments were also discouraged from borrowing by a highly centralized
process foi the identification and preparation of project proposals for borrowing and by complex and
lengthy central procedures for loan approval.

Distortions in the allocation of the limited funds available for lending to local governments
stemmed from loan schemes that were fragmented, carried subsidized and divergent terms, and were
insufficiently responsive to perceived local priorities. Fragmented, earmarked schemes led to an
unbalanced allocation of funds across sectors and regions, e.g., overinvestment in some regions in the
building of markets through the use of INPRES Pasar funds while some other priority needs remained
underfunded. Subsidized loan terms weakened incentives for improving local cost recovery. The wide
divergence in loan terms undermined efficient project selection, which was also affected by a lack of clear
project eligibility criteria and systematic loan evaluation. The centralized, supply-oriented nature of the
loan schemes rendered the matching of the projects they financed with local priorities difficult. Also,
as the loans were concentrated in the better-off regions and in urban areas, the equity implications of the
subsidy provided on these loans were questionable.

Local Borrowing under the Regional Development Account

Recognition of these deficiencies in the existing loan schemes led to a major reform of the
system with the establishment of a Regional Development Account (RDA) beginning in 1988. One
motivation for the reform was to place local government borrowing on a sounder footing, by correcting
the distortions that were inherent in the existing schemes. Another important motivation was to promote
the use of borrowing in financing investment spending at the local level. The latter reflected both demand
and supply factors: on the demand side, surveys indicated willingness on the part of many local
governments to borrow more in support of their infrastructure development programs provided credit was
available (e.g., Bastin, 1990); on the supply side, constraints on Central Government financial resources,
accentuated by declining oil revenues, increased pressures to make local governments share a larger
burden of financing their investments through relying more on own revenues and loan finance and less
on central grants.

Main Features of the RDA. The main features of the RDA outlined below show that, in many
respects, the new system marks a distinct improvement over the one it replaced.

Uniformity of Terms and Rules of Access. The RDA was designed to rationalize and
unify the system of local government loan financing. It consolidated into one channel the
multiple loan schemes that existed before. All local borrowing from the Center was now
to come from a unified pool (the RDA), subject to uniform terms and rules of access.
The reform thus sought to eliminate distortions resulting from disparities in the treatment
of regional governments and types of projects under different schemes.

Funding Sources. The RDA is set up as a revolving fund, in the form of an account
with Bank Indonesia, administered and managed by the Ministry of Finance. The
funding of the RDA consists of three sources: debt service payments by local
governments and local public enterprises, which can be recycled into new loans, giving
the facility a self-sustaining, revolving character; funds allocated from the central budget;
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and foreign loans and grants. Up to now, funds for the RDA have mainly come from the
consolidation of loans to local governments that had pre, iously been extended under
different schemes and from the annual central budget allocations. Annual budget
allocations for the RDA were Rp. 73 billion in 1990, Rp 70. billion in 1991, and Rp. 55
billion in 1992. Foreign-sourced loans have so far generally continued to be channeled
through separate subsidiary loan agreements (SLAs).

Financial Viability. For the RDA to serve as a self-sustaining revolving fund, loan
terms must allow at least the real value of its capital to be maintained without requiring
continuous injections of fresh funds form the central budget. The financial viability of
such a fund requires that, at a minimum, the interest rates charged be positive in real
terms. Accordingly, interest rates for the RDA loans are set at least to cover inflation
(the estimated average rate over the past three years) plus a margin to provide for the
fund's administrative costs, with the rates being reviewed annually. Once the rates are
set, they are applicable to all loans signed during the effective period of those rates. For
1992, the interest rate on RDA loans was 11.5%, about three percentage points higher
than the rate of inflation. The maximum loan period is 20 years including a grace period
of up to five years on repayment of principal, and the loans can finance at most 75 % of
the total cost of a project with the rest coming from local own sources.

Project Eligibility. The RDA set out a clearer and uniform set of general criteria for
project eligibility. The criteria stipulate that the projects: concern infrastructure or
services that cannot be financed by the private sector; produce goods or services that
have social importance; support development activities within the purview of regional
government responsibilities; raise revenue for the borrower either directly through user
charges or indirectly through an increase in general revenues to support the servicing of
the loan; and meet the technical requirements established by the relevant central agencies.
A major emphasis underlying the criteria is to bolster incentives to local revenue
mobilization.

Approval Procedures. In order to ensure that only viable projects received funding. the
RDA tightened the process for project appraisal. The process requires the preparation
of a project feasibility study. In the appraisal of the project proposals, the following
concerns were to be emphasized: the financial soundness of the project; the capacity of
the borrower to meet the ensuing debt service obligations; and the economic feasibility
of the project. Only projects satisfying the financial, economic and technical criteria
were to be accepted. The loan applications were to be appraised and approved by the
Ministry of Finance, with Bappenas assisting in the appraisal. The emphasis on project
viability was expected to improve the utilization of loan resources, while the
standardization and simplification of approval procedures was expected to facilitate local
government access to loan finance.

Lending under the RDA. Lending from the RDA from 1988 to 1992 is summarized in Table
7.2. Total RDA loans over this period amounted to about Rp. 275 billion, or an average of Rp. 65
billion a year. This represented an increase over the previous years, though the increase was much
smaller than had been envisaged under REPELITA V. Among the factors limiting the increase in
regional government borrowing was a relatively rapid increase in central development grants during this
period that had the effect of reducing regional government demand for loan finance. The foregoing
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Table 7.2: RDA Loan Position by Province and Sector, 1988-92
(Rp. billion)

Total Share in Total (%)
Province Water Supply

D.K.I. Jakarta 37.9 13.7 100.0
Jawa Barat 66.2 24.0 88.2
Jawa Tengah 16.1 5.8 97.7
D.1. Yogyakarta 8.7 3.2 0.0
Jawa Timur 19.4 7.0 85.6
D.I. Aceh 4.4 1.6 0.0
Sumatera Utara 45.2 16.4 73.7
Sumatera Barat 12.0 4.4 64.9
Riau 9.0 3.3 100.0
Jambi 0.0 0.0 --
Sumatera Selatan 3.1 1.1 0.0
Lampung 2.4 0.9 100.0
Bengkulu 0.0 0.0 --

Kalimantan Barat 0.0 0.0 --

Kalimantan Tengah 0.0 0.0 --
Kalimantan Selatan 6.1 2.2 100.0
Kalimantan Timur 3.0 1.1 100.0
Bali 8.3 3.0 100.0
Nusa Tenggara Barat 7.1 2.6 100.0
Nusa Tenggara Timur 1.0 0.4 100.0
Sulawesi Utara 10.1 3.7 100.0
Sulawesi Tengah 2.0 0.7 100.0
Sulawesi Selatan 6.1 2.2 41.6
Sulawesi Tenggara 3.4 1.2 100.0
Maluku 4.3 1.6 100.0
Irian Jaya 0.0 0.0 --

Timor Timur 0.0 0.0 --

Total Indonesia 276.0 100.0 83.0

Source: Ministry of Finance.
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amounts do not include external loans, which, as noted above, are channeled through SLAs separately
from the RDA. Including these loans, the increase in regional government borrowing was greater, with
the total amount rising to about Rp. 235 billion in 1990/91. Even with these increases, however, regional
borrowing amounted to only about 3 % of total regional government receipts from all sources.

The distribution of loans shown in Table 7.2 indicates a high degree of sectoral and regional
concentration. As much as 80% of the reported RDA lending during 1988-92 was in water supply. This
concentration is partly explained by the relative focus of INPRES and DIP programs on the other
activities--roads, sanitation and drainage, Kampung improvement and others--potentially eligible for RDA
financing; these programs supplied funding to regional governments at no charge. The relatively better
potential for cost recovery in water supply has also been a factor.

Much of the borrowing from the RDA has been undertaken by the more developed and
financially better-off regions and urban areas, which is to be expected in view of their greater capacity
to support loan finance. During the 1988-92 period, Jawa Barat accounted for 21 % of the total RDA
lending, DKI Jakarta 14%, and Sumatera Utara 12%. On the other hand, nine provinces did not borrow
at all from the fund during this period (Table 7.2).

Since most of the RDA loans have not yet entered the stage of principal repayments, it is rather
early to assess the repayment record on RDA loans. According to mission interviews, two small defaults
occurred in 1992. However, Kingsley and Peterson (1992) report arrearage rates on RDA loans of 29%
on principal and 24% on interest. These rates are indeed high, but most probably largely reflect
repayment experience on loans made prior to the establishment of the RDA that were subsequently
incorporated into the RDA. Nonetheless, some deficiencies in applying RDA loan repayment policies
have been noted. For instance, maintenance of loan repayment records has been deficient. Also,
municipalities have not been systematically notified of their loan payments as required by RDA
procedures. Performance in these and related respects will need to improve to ensure that the RDA
establishes a better record of loan repayment (crucial to its viability as a revolving fund) than achieved
by the previous loan schemes.

C. Building on Recent Reforns

As noted above, the establishment of the RDA, consolidating a number of disparate and ad hoc
central loan schemes, constitutes a major improvement in the framework for regional government
borrowing in Indonesia. However, the realization of the objectives motivating the establishment of the
RDA--to promote the use of loan finance in regional development and to place regional borrowing on a
sounder footing--will require building on the recent reforms. Future reform efforts will have two main
components: further development of the RDA, eventually turning it into an independent financial entity
to serve as the nucleus of a coherent municipal credit system; and addressing broader issues of regional
loan finance including regional borrowing from non-government sources.
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Further Development of the RDA

Further development of the RDA will call for efforts to: strengthen its resource base; move the
interest rate further toward market levels; clarify the roles of loans and grants and better coordinate these
two sources of regional funding; develop mechanisms to integrate regional loan financing from domestic
and foreign government sources; further clarify and improve procedures and practices for identification,
appraisal and approval of project proposals to make the facility more demand-oriented and its operations
more transparent and efficient; and institute policies and practices that will support a good repayment
record. These are briefly discussed below.

Adequacy of Capitalization. Increased use of loan financing by regional governments, using
the RDA as the main borrowing mechanism, will require an increase in the capitalization of the RDA.
In the short run, RDA funds can be increased by channeling to it part of the existing INPRES, DIP and
development assistance programs. Over 1990-92, new funds allocated through the Central Government's
budget to the RDA have averaged about Rp. 65 billion, while the total central development outlays
through the INPRES, DIPs and other outlets have averaged over Rp. 17 trillion (Table 7.3). While the
budget allocation for the RDA remained relatively unchanged over this period, INPRES and DIP
programs increased substantially. Small shifts from grants and DIPs (transfers in kind) to loans through
the RDA can appreciably raise RDA resources, while gradually changing the structure of regional
government investment financing in the direction in which it should evolve--less reliance on grants and
greater use of loan finance.

Such shift from grant to credit funding is not new from an international perspective. China,
for example, effectively transformed the financing of government enterprise investment from grants to
credit in the 1980s. Today, block grants are used only for ten relatively poor provinces. In the case of
Indonesia, the large amount of existing transfers (cash or in kind) provides a readily available source for
increasing the RDA's funding. By rechanneling part of these transfers, the Center can expand the RDA's
capital within its existing overall resource envelope. The shift from grants to loans should not cause local
governments much financial stress given the long term of maturity of the RDA loans, which allows them
time to improve their revenue mobilization (while a shift to loan financing itself should give a fillip to).

Table 7.3. Total Central Government Development Budget
(in billion rupiah)

Items\Year 1989/90 1990/91 1991/92

Total Development 13,835 17,452 20,264
Expenditures

Of which:
INPRES a/ 1,242 2,340 3,245
Departmental DIPs 2,509 4,854 5,971

Project aid 8,422 8,508 8,846

Memo Item:
Allocation to RDA 73 70 55

Source: Minstry of Finance.

a/ Excluding SDO transfers in the routine budget.
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Part of international development assistance can also be used to enhance the RDA's role. Over
the medium term, ensuring that the loans are repaid as they fall due will bc entral to the RDA's resource
adequacy.

Interest Rate Policy. A major improvement in the system of Central Government lending to
local governments brought about by the establishment of the RDA was the move toward charging interest
rates that were uniform and positive in real terms. This contrasted with the previous situation
characterized by a variety of interest rates being charged for central loans, most of them below the rate
of inflation with some loan schemes levying no interest at all. According to the RDA operations manual,
the interest rate will be readjusted annually at least to cover inflation and the administrative costs of the
loan scheme. This stipulation effectively formalizes interest rate determination, disallowing discretion
to set rates at lower levels. Since all loans from the RDA are charged at the same rate, negotiation and
bargaining between the Center and local governments on the interest rate are also precluded. The RDA's
interest rate policy compares favorably with that in many other developing countries. For example, in
some countries, the interest rate cost is shared between the Center and local governments (e.g., 3:7 in
Mexico and 50:50 in Senegal); local governments often receive interest subsidies that effectively lower
the interest rates charged (e.g., to 2-4% in Tunisia); or the interest rates vary with the size of
municipalities (e.g., in Colombia). The RDA's interest rate policy avoids these various forms of
distortions in credit allocation.

While the RDA interest rate policy constitutes a distinct improvement over past policies,
efficiency in the allocation of credit requires that the interest rate on RDA loans be moved further toward
market levels. In 1992, the RDA interest rate of 11.5% was about three percentage points above the rate
of domestic capital market (around 20%). The RDA interest rate should rise toward, and vary with, the
domestic market rates. However, there are valid reasons, at least in the short run, for not raising the rate
all the way to the market level. First, if local authorities borrowed simultaneously from the RDA and
the market, the interest rate gap between the RDA and the market should be closed. But if local
authorities do not borrow significantly from the commercial market, because of its high interest cost and
lower returns on local public development projects compared to commercially financed private projects,
the RDA interest rate could be set a little lower (say, two to three percentage points) than the market rate.
Second, a related argument is that the RDA will finance only public-sector projects. To the extent the
characteristics of projects to be financed by the RDA differ significantly from those of the purely
conmmercial projects undertaken by the private sector, the RDA interest rate could differ from the market
rate. Third, the average risk on RDA loans may be lower than that on private loans, warranting a lower
risk premium and, hence, a lower interest rate. The default risk on RDA loans would be still lower if
the RDA is given a lien on the municipalities' central block grants or revenue shares to make deductions
for loan repayments in the case of default. For these reasons, the RDA interest rate could be set at a few
percentage points lower than the corresponding market rate, though it would still need to rise appreciably
from its present level. The increase in the RDA interest rate could be made in steps, to cushion the
impact on municipal finances. Sharply raising the interest rate could defeat the main objective of the
RDA, which is to encourage local governments to borrow for financing their capital investments and
increasingly to look upon borrowing, as distinct from grants, as a normal means for investment financing.
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Coordination Between Loans and Grants. A view is often expressed that the interest rate on
RDA loans should be kept low in order to make borrowing affordable 'o poorer regions. Charging
higher, market-based rates, it is argued, would not be equitable, as, at those rates, credit would flow only
to the richer regions. Such reasoning is misguided, as it confuses the roles of loan finance and grants.
Loan finance should be used for investment projects that, through the revenue they directly generate, are
self-financing; or, in the case of projects that are not directly revenue generating, by governments whose
general revenue position is sufficiently strong to make borrowing at market-based rates affordable.
Charging less than market-based rates would not be in the interest of efficiency in the allocation of
resources, but it would also likely not be in the interest of equity as the interest subsidy would accrue also
to those projects and regions which can afford to pay higher interest rates (unless interest rates are
differentiated by project and region, which raises its own complexities). Also, a policy of keeping
interest rates low, so as to make them affordable to poorer regions, would undermine the long-term
financial viability of the RDA. Accordingly, the RDA is not the appropriate mechanism for meeting the
needs of the poorer regions for low-cost financing. Equity objectives are better addressed through grants.
Where subsidies are desirable, they should be provided through grants, rather than be concealed in the
interest rate charged on loans. The temptation to use the RDA as a quasi grant-channeling mechanism,
therefore, ought to be resisted.

The roles of loan finance and grants are different, but should be mutually reinforcing. While,
for the reasons given above, the loan and grant systems should be kept separate, financing from these
sources, as well as from DIP spending in the regions (grants in kind), needs to be coordinated to ensure
an overall balanced allocation of resources to regional governments. With loan finance being increasingly
used by the financially stronger regions in funding their capital investment programs, the distribution of
grants could increasingly favor the poorer regions, with poverty alleviation becoming a major focus of
the grant system. Through such coordination between funding sources, the efficiency objectives of the
RDA loan system can be reconciled with the equity objectives of central financial support to regional
governments. Issues relating to the allocation of central grants to regional governments were discussed
in detail in Chapter 4.

Mechanism for Foreign Loans. While the RDA has unified domestically financed Central
Government lending to local governments into a single channel carrying a standard set of terms, external
loans to local governments continue to be channeled through separate subsidiary loan agreements (SLAs)
bearing different terms. The variation in SLA loan terms and between these and the terms of RDA loans
can have a distortive effect on the allocation of the loanable funds, as they discriminate between
borrowers and projects without any clear rationale. Also, there are a number of deficiencies in the SLA
administrative procedures for on-lending donor-sourced funds to local governments (see para. 8.42).
Integrating the RDA and SLA arrangements would have the twin advantages of: broadening the scope
of the RDA by adding externally obtained funds to its capital base; and subjecting the on-lending of
externally obtained funds to the uniform terms and improved administrative arrangements of the RDA.
A mechanism to merge the RDA and SLA arrangements, known as Subsidiary Loan Agreement with
Prefinancing (SLAP), is currently being pilot-tested by the Government under two IBRD-supported
projects (see para. 8.44). In the light of experience with these pilot applications, the administrative
arrangements for the integration of domestic and external loan financing for local governments could be
further developed, and applied more broadly.

Institutional Development. In further developing the institutional framework of the RDA, two
areas deserve emphasis. First, RDA policies should encourage an increased role of local governments
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in the development and evaluation of project proposals for loan financing, helping to make the system
of local government loan finance more demand- than supply-driven. At pi sent, the Center's role in the
development of project proposals for which loan finance is provided to local governments remains
dominant. A truly open, demand-oriented credit facility would emerge only from a more decentralized
project identification and preparation process. The Center, through the RDA, can help local governments
identify and develop viable project proposals for loan financing by providing them with clear guidelines
and criteria for project preparation and appraisal and by supplying technical assistance in enlarging local
institutional capacities for project preparation and management of loan finance. Second, the RDA should
strengthen its own capacities to appraise and reach prompt decisions on local government loan
applications. This calls for providing appropriate training to the RDA staff. The central appraisal and
approval process needs to be more clearly defined, and should operate in an environment of full
disclosure. Both transparency and speed of response would be helped by a clear institutional division of
RDA-related functions and responsibilities, including a reduction of the multiple approval requirements.
Toward these ends, it would be useful to review the RDA operations manual in the light of experience
of the past few years.

The Government also needs to develop a longer-term vision for the role and institutional status
of the RDA. As the RDA develops institutionally, its status may be raised from a government account
to a separate and independent credit facility, such as a municipal development fund. Related longer-term,
strategic questions include how the RDA will relate to, and be integrated with, the domestic commercial
financial system.

Ensuring Loan Repayment. The most fundamental means for ensuring good loan recovery, and
thereby preserving the RDA's revolving character, is an effective loan appraisal and approval process,
involving the application of strict feasibility and affordability criteria. As noted above, that should be
an important element of the RDA's institutional development agenda. Improvements in specific RDA
rules and procedures dealing with loan repayment would also help. First, the implementation of
procedures regarding notification of loan repayments becoming due should be improved. Second,
conditions required for the rescheduling of loan repayments should be clearly stated and firmly adhered
to. The phrase "financial difficulty" in the RDA's operations manual should be explicitly defined, to
include evidence such as the extent of local revenue shortfall, the magnitude of the unexpected surge in
the loan project costs, and other financial and/or technical problems. These conditions should be strict
enough to discourage resort to rescheduling. Third, the extension of the loan period should not be a
matter of negotiation; clear guidelines should be provided on the maximum period of loan extension.
Fourth, even though the operations manual states that, if payment rescheduling occurs, the interest rate
will be increased accordingly, a detailed schedule of interest rate penalty should be appended to the
manual. Fifth, the RDA should develop and maintain a record of the creditworthiness of all local
authorities.

To strengthen incentives for local governments to service their debt on schedule, consideration
could be given to deducting local governments' loan repayments from their central block transfers or tax
revenues shared with the Center (e.g., PBB) in the event of default. Giving the RDA a lien on these
resources will serve to enhance local government accountability and lower the risk of default.
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Other Issues in Local Government Borrowing

Borrowing from Non-Government Sources. While the RDA is expected to serve as the
centerpiece of the system of local government loan finance over the coming years, other potential sources
of local credit, including the regional development banks and private lending institutions, could play a
useful supplementary role. Borrowing from the RDA should help establish a track record of sound debt
management by local governments, which would prepare them better to access private credit sources.
There has already been some limited local borrowing from these sources, but they can be tapped more
in the future--in the short run, by the financially stronger local governments, e.g., DKI Jakarta, and, in
the medium term, by other governments as their financial capacities grow. Lending from these sources
would supplement the RDA's limited resources in meeting local government loan demand, and would also
help in the development of a competitive market for local loan finance. As the RDA evolves toward an
independent financial entity, such as a municipal development fund, the Government will also need to
consider the possibilities for its integration with the private commercial credit system, i.e., the
contribution of private finance to its capitalization and the implications of that for its lending policies.

Private lenders and local authorities should be allowed freely to negotiate the terms on the
loans. In order not to undermine borrower discipline and accountability, the Central Government should
not act as a guarantor for private loans to local governments. To facilitate private lending to local
authorities, the Central Government, through the RDA, should maintain a profile of credit risk and
performance of local governments which should be available to potential private lenders. Guidelines set
by the Central Government on local government borrowing capacity, as discussed in the following
section, should be used to ensure that total local government borrowing, from public and private sources,
remains within prudent limits.

Issuance of municipal bonds is another potential source of loan finance that the financially
stronger local governments could tap. However, given that the market for long-term bond finance is at
an early stage of development in Indonesia, it will be some time before bonds could become a significant
source of funding for local governments, even the financially stronger ones. Also, the development of
bond finance will require a municipal rating system to provide information on the creditworthiness of the
municipal governments to potential lenders, which will take time to establish.

Borrowing Capacity and Debt Management. In many countries, the central government sets
some overall limit on local government borrowing. The reasons for this practice are several: to ensure
that local governments do not run into serious debt service difficulties; to keep the level of local
borrowing consistent with the requirements of macroeconomic stability; and to prevent local public
borrowing from crowding out the private sector credit needs. Often, a borrowing limit is specified in
terms of the maximum allowable debt-service ratio, defined as the ratio of debt service to local revenues.
For example, a ratio of total debt service to local property tax revenue of 20% has been proposed in the
US. In Brazil, the Santa Catarina municipalities are subject to three debt and debt-service ratios: total
outstanding debt must not exceed 70% of the previous year's total revenues; debt contracted in any one
year must not exceed 20% of annual revenues; and debt service should not exceed 15% of the previous
year's revenues (Davey, 1988). Local government borrowing in Indonesia has been subject to a
maximum ratio of debt service to "development revenue" (current revenue over current expenditure) of
15%. More recently, recognizing that this limit was overly restrictive, the Government has adopted a
debt service coverage ratio (DSCR), defined as the ratio of current revenues less routine and priority
development expenditures to total debt service obligations, of not less than 1.5 for general local



Local Government Borrowing 157

government operations and not less than 1.3 for local public enterprises such as water supply companies
(with the lower ratio for these enterprises reflecting the fact that they bor )w mainly for direct-revenue
earning projects that, with adequate cost recovery, could self-finance debt service).

While the DSCR provides needed extra room for local borrowing, the guideline warrants further
review to improve and simplify it. First, there are difficulties in projecting revenues and expenditures
over the life of the proposed new borrowing, especially in defining and projecting "priority development
expenditures". The temptation is to put the latter as zero; in such an event, the minimum DSCRs of 1.3
to 1.5 would seem too low for safety, implying, as they then would, that two-thirds or more of the
inevitably error-prone forecasts of "routine revenue surpluses" would be available to service the debt.
It would be better to remove the deduction for priority development expenditures from the numerator of
the ratio while raising the minimum ratio to, say, 2.5 (equivalent to allowing up to 40% of projected
"routine revenue surpluses" to be assumed to be potentially available for financing debt service). Also,
it would also be worth investigating whether a simpler rule, that does not require preparation and review
of difficult revenue and expenditure projections over a long period, could be substituted for the DSCR
test: for example, one limiting total outstanding debt to a specified maximum ratio of the previous year's
current revenues.

Expanding Local Own Revenues. The various possibilities and mechanisms discussed above
for increasing local government use of loan finance must be underpinned by a strengthening of the local
revenue base. For local governments to borrow more, a pre-requisite is to enhance their borrowing
capacity by increasing their revenues, in order not to give rise to local debt service difficulties, as, for
example, experienced by many municipal governments in Latin America in the 1980s. This has two
important dimensions. First, effective use needs to be made of user charges for local services to achieve
adequate cost recovery. This would directly enhance the capacity of the borrowing government to repay
the loan finance used in the provision of the service being charged. Second, local government general
revenues need to be increased, which would bolster their borrowing capacity more broadly, both by better
tapping the existing tax potential and by capturing part of the increments in that potential resulting from
loan-financed regional development (e.g., higher property values). Issues relating to local revenue
mobilization through user charges and taxes were examined in detail in Chapters 6 and 5, respectively.
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INSTITUTIONAL FRAMEWORK FOR PLANNING, BUDGETING,

IMPLEMENTATION AND MONITORING

A. Overview

Reforms in central-local fiscal relations (expenditures, revenues, transfers, loan finance),
as discussed in the preceding chapters, need to be underpinned by complementary adaptations in the
institutional arrangements for planning, budgeting, implementation and monitoring. Also, the devolution
of responsibilities must be supported by the development of local government institutional capacities. The
scope and pace of devolution must be related to local capacities to perform increased responsibilities
effectively. This chapter discusses these institutional dimensions of fiscal decentralization. Sections B
to E discuss reform issues relating to the institutional arrangements for budgeting and financing, planning,
implementation, and monitoring of government services delivered at the local level. Section F addresses
salient issues in enhancing local government institutional capacities.

Based on a review of the existing institutional arrangements for the budgeting, planning,
implementation and monitoring of government programs at sub-national levels, the chapter suggests the
following directions of reform:

- the responsibilities of each level of government should be clarified;

e all central financial support to sub-national governments should be in the form of grants (or,
where appropriate, loans) which are under their own budgetary control;

e the national five-year development plan (REPELITA), should be formulated through a fuller
and more systematic consultation process with sub-national governments, and arrangements
should be made for ensuring consistency between the REPELITA and the equivalent plans of
the sub-national governments;

e central and sub-national governments should consider adopting a system of medium-term
rolling financial programs, as a more effective and efficient means of achieving
inter-government consultation on detailed plans and financing requirements. Annual budgets
would then emerge as the refinement of the first-year sections of these programs;

* sub-national government budget formats should be reformed to facilitate well-informed,
policy-orientated decision-making on the allocation of available resources;

* there should be substantial reduction in the degree of detailed central prescription in and
control over sub-national governments' use of funds, organizational structures and
management procedures;

* instead of detailed controls, the Central Government should rely on simplified and
strengthened systems of external performance evaluation, technical inspection and financial
and management audit; and
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* efforts to enhance local government institutional capacities need to encompass raising the
quality of local government staff, developing organizational .;tructures congruent with the
functions of local governments, and upgrading administrative and financial management
systems employed at the local level.

B. Funding Structure for Sub-National Govermnent Services

Government services are delivered at local levels both by agencies of Central Government
departments and by agencies of provincial, second level (Dati 11) and village governments. Central
Government department activities are financed from their allocations from the national budget (APBN).

Such allocations from the development expenditure section of the APBN are known as DIP; while those
from the routine expenditure section of the APBN are known as DIK.

Activities of autonomous regional and village governments are financed from Central
Government grants towards routine expenditure (SDO); Central Government general and specific-use
grants towards development expenditure (Inpres grants); specified shares of certain Central Government
revenues (principally the PBB tax on land and buildings); a variety of local taxes (except for village
governments); a variety of service charges; and miscellaneous other revenues. Borrowing is a significant
additional revenue source for a minority of, mainly urban, Dati 11 governments and for some regional
government-owned enterprises (BUMD). Most of such borrowing is from the Central Government, and
much is donor sourced. Overall, the central grants are the predominant financing source: they account
on average for 65 percent of total provincial government revenues and 70 percent of Dati 1I government
revenues.

The division of functional responsibilities between levels of government is not always clearly
defined. However, even when a function is clearly the responsibility of an autonomous sub-national
government (i.e., it is a decentralized function), it is common for central technical departments to
intervene with projects or activities financed from DIP and/or DIK. Amongst the reasons may be the
supposed lack of financial and/or technical capability of the sub-national government, or a desire by the
technical department to promote particular projects or activities. Traditionally, DIP-funded projects are
selected, managed and implemented by the relevant Central Government departments. However, it is
becoming more common in certain sectors for the implementation responsibility to be given to regional
governments, the latter sometimes being allowed to exercise a measure of discretion in funds use, under
the direction of the relevant central department. Regional governments may similarly intervene in
functions which are in principle decentralized to lower level autonomous governments in their areas.

Deficiencies of the Present Funding Structure

As is evident from the foregoing, the current pattern of funding of decentralized services
is commonly characterized by contributions from multiple central department and sub-national
autonomous government sources. Each such source has its own specific set of associated procedures in
terms of budgeting, financial authorization, implementation and control, frequently in the hands of
different officials. Take the example of personal health services (hospitals and health centers) delivered
at the Dati II level-ostensibly the responsibility of the autonomous Dati II governments. Here funding
is found from a combination of the following sources: (i) Department of Health DIP; (ii) Department of
Health DIK; (iii) SDO grant to Dati 11 governments for personnel remuneration; (iv) SDO grant element for
hospital operational costs; (v) at least nine separately distinguished elements within the health facilities
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Inpres grant (drug procurement, construction of new health centers and subcenters, health
center/subcenter upgradings, extensions, and rehabilitations, construction of medical/paramedical staff
housing, health center/subcenter maintenance, and health equipment procurement); (vi) grants and/or
direct investments from APBD Dati 1; and (vii) routine and development expenditure funding from APBD

Dati 11. The finance of the service thus involves three different Central Government departments and two
sub-national government levels, with at least fourteen distinct types of separately controlled higher level
government funding in addition to the general APBD revenues of the Dati 11 level ostensibly responsible
for the service.

Though the detailed arrangements differ in each case, such patterns of funding fragmentation
are found also in other major responsibility areas of regional governments, including primary education,
agriculture, and, to a lesser but still important extent, provincial and local roads, irrigation, and urban
services including water supply, drainage, solid and human waste disposal and kampung improvement
programs, as well as in parts of the general government and administration sectors. The principal
deficiencies of this funding approach are summarized below.

First, there are the problems of achieving coordination and consensus between the various
agencies providing and administering the funds. Central departments often tend to allocate funds on the
basis of generalized national priorities throughout and/or to promote particular projects in their own
interest rather than responding to the varying real needs of each locality. One result of this may be
imbalances in financial allocations. In primary education, new schools are typically provided from the
start with a full complement of teaching staff, under SDO finance, when the initial need may be much
lower. Ironically, at the same time, many schools may be suffering from acute shortages of textbooks
and other basic teaching aids. Another result may be inappropriate investment decisions. For example,
in water supply, the Center may install small town supply schemes in areas where there is already access
to adequate natural water sources, or may supply additional water treatment plant when the priority need
is for repair and extension of the distribution network.

Second, the system produces much inflexibility in the use of available funds. The fact that
the use of all or most of central DIP and DIK allocations, the SDO grant and the specific Inpres grants is
rigidly prescribed means that there is often little notion of the opportunity costs of actions, or tradeoffs
between different programs. Reducing expenditures on surplus teachers, for example, would not
necessarily release resources to improve textbook supplies, because teachers and textbooks are financed
under separate budgetary instruments and decisions about them are made independently.'

Third, there tends to be a lack of full responsibility and accountability for service provision.
Finance and responsibility/accountability go hand-in-hand. Fragmented funding, coupled with rigid
direction as to its uses, means that no single agency has clear responsibility for the overall planning and
implementation of a given service. In this situation, no one level of governrnent feels completely
responsible for ensuring an adequate level of service. Thus, shortages of finance may be perpetuated in
priority sectors while potentially available regional government finance is directed elsewhere. For
example, the existence of the buildings rehabilitation elements in the Inpres grants for primary education
and health facilities tends to produce an attitude in Dati 1I governments that finance for such rehabilitation
is the responsibility of the Central Government. Inadequate allocations to these Inpres grant elements

I "Indonesia: Basic Education Study", IBRD, 1989.
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may mean that many schools and health centers remain dilapidated while the regional government is
constructing new roads, sports centers or government offices.

Fourth, innovative approaches at the regional government level in principle responsible for a
service area are not encouraged. Regional government planners tend to propose funding for projects and
activities which they know are acceptable to central department technical staff. The central staff tend to
reject local innovations, considerably reducing motivation.2

Fifth, there is the absence of consolidated budgets. For no service sector which is partially
financed by central technical department DIP and DIK contributions does there exist at any level of
government a comprehensive statement bringing together the funding from all sources. This makes it
extremely difficult to plan sensibly for financing the needs of the sector as a whole, taking into account
the relative priority to be accorded to individual programs within the sector and the varying capacities
of the regional governments ostensibly responsible for the sector to contribute to its financing from their
general purpose revenues. It also prejudices effective monitoring of performance in terms of the
economy, efficiency and effectiveness with which services are delivered.

Sixth, the system provides little incentive to define precisely the responsibilities of each level of
government in the delivery of services. For the sectors under the umbrellas of the central departments
of Public Works and Health, fairly clear general divisions of responsibility are given in government
regulations, but this is not generally the case for other sectors/departments.3 Central sectoral/technical
departments, and also provincial governments, accustomed to controlling considerable budgets, have an
automatic vested interest in maintaining the status quo whereby it can be a matter for debate as to whether
a particular activity or piece of infrastructure is the responsibility of the Central, Dati I or Dati II
government. The absence of a regulation precisely defining which of the functions undertaken by the
dual role Dati I and Dati II regional administrations are to be classified as deconcentrated and
coadministered as distinct from decentralized is undoubtedly convenient for the Department of Home
Affairs, since such a regulation would make much clearer the extent to which the first two types of
functions mentioned are being financed from the regional governments' own-source revenues rather than
from the relevant earmarked elements of the SDO. If the law or regulations stipulated outright that central
and sub-national governments were not permitted directly to perform, with finance from their own
budgets, functions which are the responsibility of other levels of government than their own, there would
be an added incentive to define the division of functions with maximum precision.

Finally, the system does not support, and indeed tends to run counter to, the policy objective
of decentralization. Decentralization of public service provision to the regional government level has long
been a formal objective of the Government, dating from at least the passage of Law No. 5 of 1974.
Several recent statements by the President and senior Ministers have emphasized the need for further

2 'Issues Concerning Decentralization and Integrated Planning and Budgeting for the Third Health Project",
IBRD, 1991.

3 The divisions of responsibilities in the health and public works areas are laid out in Government Regulations
Nos. 7 of 1987 and 14 of 1987, respectively. A Government Regulation (No. 28 of 1990) sets out
responsibilities for primary education, but this was not preceded by the normal inter-Departmental consultation
procedure and there is absence of full agreement between the Departments of Education and Home Affairs on
its implementation.
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decentralization, and the policy has been given fresh impetus with the issue of Government Regulation
No. 45 of 1992. Regional governments will lack effective autonomy in th delivery of services so long
as the bulk of their financing continues to be decided and directed in detail by Central Government
agencies.

It should be noted that multiple source funding per se is not objectionable. Regional
governments in general simply do not, and will not in the foreseeable future, have sufficient direct
revenue raising powers or direct assignment of shares in higher level government revenues to enable them
to undertake responsibility for decentralized services without substantial supplementary financial support
from the Center. It is not the principle of multiple source funding which gives rise to the deficiencies
identified above, but rather the nature of such funding, characterized in essence by: direct intervention
by central technical departments and (sometimes) provincial governments, using their own budget
allocations rather than financial transfers to the lower level government budgets, in the provision of
services and facilities for which the responsibility rests, or should rest, with lower level autonomous
governments; over-rigid and detailed central prescription of, or control over, the precise uses to be made
of many of the central grants; and insufficient clarity in the division of responsibilities between levels of
government.

Reform of the Funding Structure

The foregoing discussion suggests the following directions for funding structure reform over
the medium term:

- regulations should comprehensively define the responsibilities of each sub-national level of
government in temis of decentralized functions, as distinct from those for which they act
as the direct representatives or auxiliary agents of the central or other higher level of
government (deconcentrated and coadministered functions);

- all finance of decentralized functions should be administered through the budgets (APBD or
APPKD) of the responsible level of sub-national autonomous government;

- financial support to a particular level of sub-national government for the performance of
decentralized functions should be in the form of grants (or, where appropriate, loans) which
enter, and are administered through, that level's budget (APBD or APPKD);

* consequentially, direct and separate budgetary interventions by central sectoral/technical
departments and provincial governments in the provision of services and facilities for which
responsibility falls to lower levels of government (e.g., through the central DIPs) should be
phased out; and

* the central grant support should allow much more flexibility in the detailed use of the grant
funds than under the present SDO and Inpres grant arrangements.

Despite resistance in some Central Government quarters to the general concept of these recommendations,
significant contributions towards realizing them have been achieved under a number of IBRD and other
donor-assisted government initiatives. The IBRD Urban Sector Loan included exercises to classify urban
infrastructure according to the responsible level of government. These have since been further developed
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in the preparation of the IBRD East Java-Bali and Sulawesi-Irian Jaya Urban Development Projects to the
point where each level of government in these provinces is clear -bout its responsibilities for
infrastructure within the projects' scopes. Further, under both the latter projects, the Government has
agreed to channel much of the IBRD funding (aside from that to be on-lent) directly to the Dati II
governments through the Inpres grant system (effectively creating a new class of such grants) rather than
the previous practice of employing the Department of Public Works DIP system for many of the project
subsectors concerned. The lead set by these two projects was rapidly taken up for similar projects funded
by other donors, such as ADB, and is to be followed in future IBRD urban projects. Less radically, but
still importantly, in the rural roads sector a number of donors (including IBRD under the Kabupaten Roads
projects) have been contributing funds through the existing local roads Inpres grant to supplement those
from domestic APBN sources.

Pending more fundamental reforms over the medium term as suggested above, some IBRD
projects have concluded or are attempting to conclude interim budget consolidation arrangements. One
prime example is the Project Financial Accounting and Monitoring System (PFAMS) under the East
Java-Bali and Sulawesi-Irian Jaya Urban Development Projects. The PFAMS is an arrangement for the
monitoring of the multi-sectoral, project-related budgeted and actual expenditures of all levels of
government, together with their financing sources. The system is maintained in the Bagian Keuangan of
each participating Dati II government. Simpler such exercises are scheduled to be undertaken under the
Primary Education Quality Improvement Project: during 1993/94, consolidated primary education service
budgets will be prepared at the national level and in two pilot provinces; and, in the following year, a
national level five-year primary education quality improvement expenditure plan will be formulated. A
more ambitious budget consolidation proposal has been formulated during preparation of the proposed
IBRD Basic Health Services Project. Here consolidated annual budgets would be prepared for each Dati
II government involved in the project, covering all community health services delivered through local
health centers. Under the current Third Health Project, several separate DIP allocations have been
amalgamated into a single DIP, with greater flexibility given to regional governments to transfer funds
between individual activities (Box 8.1).

C. Developing the Planning and Budgeting System

Regional Government Budget Structure

There are several problems with the prescribed structure and general presentation of the
regional government budgets (APBD). First, the APDB documents are usually excessively lengthy, yet
insufficiently informative. Their expenditure sections mix the information on which policy decisions
should focus (viz., costs and financing sources by project, service activity and location) with that which
is primarily required for internal administration and legal purposes (e.g., very detailed analyses of
personnel costs; agencies responsible for project implementation; references to central regulatory
instruments, regional regulations and Kepala Daerah decrees). This particularly applies to the routine
expenditure section, for which the prescribed primary level of analysis is a jumble of activity-focused and
Dinas/agency-focused divisions. This means, for example, that in order to discover total routine
expenditure on health centers one would have to identify the relevant operational expenditures under
multiple activity and agency heads.

Second, the division of the budget into separate parts for routine and development
expenditures, each with a different analytical structure, makes it difficult or impossible to assess the total
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expenditure being devoted to any chosen program or service and how it is being financed. Similar types
of expenditures occur in both routine and development sections, depending on whether or not the relevant
activities are to be implemented under project-type arrangements. This problem applies in particular to
repairs, maintenance and other operational expenditures, to the relative neglect of which in past years it
has probably contributed. This issue is being addressed by an O&M improvement initiative of the
Department of Home Affairs, known as the Performance-Orientated Management and Systems
(POMMS),developed and pilot-tested with IBRD funding under the Fifth Urban Development Project. The
system includes, inter alia, the introduction of changes in the standard regional budget structure which
enable all O&M expenditure to be clearly identified and monitored by class of infrastructure and related
to quantitative, monitorable physical performance targets. POMMS is to be further developed and
implemented in a limited number of regional governments under the IBRD East Java-Bali and
Sulawesi-Irian Jaya Urban Development Projects (amongst others).
developed and pilot-tested with IBRD funding under the Fifth Urban Development Project. The system
includes, inter alia, the introduction of changes in the standard regional budget structure which enable
all O&M expenditure to be clearly identified and monitored by class of infrastructure and related to
quantitative, monitorable physical performance targets. POMMS is to be further developed and
implemented in a limited number of regional governments under the IBRD East Java-Bali and
Sulawesi-Irian Jaya Urban Development Projects (amongst others).

Third, the budget format fails to distinguish between expenditure and its financing sources
for activities undertaken by the regional government relating respectively to decentralized, deconcentrated
and coadministered functions. A problem here is, of course, the current lack of clarity about the
categories into which certain functions fall; but a restructuring of the budget format to provide for such
a distinction would be an inducement to make the necessary clarifications.

Fourth, the use of the development expenditure sector/subsector/program categorization
varies considerably, resulting in a lack of inter-regional government comparability which, inter alia,
prejudices the value of centrally maintained APBD statistics. Further, the standard sectoral analysis, which
presently is identical to that of the national development budget, could with advantage be revised to make
it more suitable to the range and balance of responsibilities of regional governments.

Fifth, the APBD documents contain little or no explanatory information to illuminate the revenue
and expenditure figures, such as statistics on the bases of the principal local taxes; basic demands for,
and standards of, infrastructure and services (e.g., road lengths and condition; quantities of solid waste
produced); and physical targets represented by project and activity provisions (e.g., number and location
of health center rehabilitations; solid waste to be collected and disposed of). Also, the APBN documents
provide little useful comparison of budgeted revenues and expenditures with those for previous years and
little explanation of the main reasons for changes.

The foregoing indicates a need for a comprehensive revision of the prescribed APBD
structure and format (including, inter alia, the POMMS reforms), accompanied by clear guidance on its
use, good practice in presentation, and practical illustrations.

The Medium-Term Planning System

Weaknesses in Regional Five-Year Plans. At national and both regional government
levels, Indonesia operates a system of fixed term five-year development plans, known as REPELITA at the
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Box 8.1: An Experiment in Decentralizing Health Services

The Third Health Project (THP), being implemented in Kalimantan Timur and Nusa Tenggara Barat
with World Bank assistance, has three objectives related to decentralization: decentralized and integrated
health planning and budgeting; decentralized management; and decentralized fiscal responsibility, with
emphasis on local resource mobilization.

A key innovation under THP was the establishment of an integrated health plan and budget
identifying all financing sources and flows to health programs, in contrast to the previous fragmented system.
The project increased the involvement of local managers in budget decision-making by having them participate
with BAPPENAS and MOF in the final budget decisions. Six separate central budgets (DIPs) for community
health at the district level were consolidated into a single budget for basic health services and the budget
authority decentralized to local government staff. Managers were empowered to adjust funding and activities
as implementation proceeded. These steps gave local staff a clearer idea of the available resources and greater
flexibility in their use, while streamlining the system of budget flows.

In Indonesia, given the wide variations in regional health service needs, centralized management
is both difficult and inefficient. Local managers implementing centrally directed activities also do not feel
sufficiently accountable. One of THP's objectives, given the dual administration of health services (by
Kanwil/central and Dinas/local government), has been to give greater authority to the Dinas. A major step
was to transfer the authority for some centrally funded budgets initially from the Kanwil to the Dinas
(Level 1), and then to delegate more control over the budget to the district-level health officer (DHO). The
DHO is now fully responsible and accountable for specific health program targets, and provided with the
planning and budgetary authority to ensure their effective implementation. The Kanwil and Dinas (Level 1)
staff are gradually shifting their role to technical guidance, monitoring and evaluation.

The sustainability of operational expenditures after project completion has been a concern of THP.
The project has introduced resource mobilization measures such as tariff adjustments. It is also piloting the
use of geographic price discrimination whereby lower prices are charged at facilities serving poorer
populations. As a result of the tariff adjustments, operation and maintenance expenditures for health facilities
in some districts are now being financed fully by the local government. Additionally, revolving funds for
drugs are being implemented in one of the provinces to ensure the sustainability of funding for drugs.
Retention of fees, by up to 50%, has been permitted in selected facilities. Such revenue retention has
encouraged autonomy and created incentives for efficient collection and use of funds at the facility level.

While there have been some transitional problems in this experiment, the response from the lower-
level governments has been encouraging. The Ministry of Health is now proposing that these measures,
particularly the delegation of full responsibility for the delivery of basic health services to the DHO, form the
basis of proposed revisions to existing'legislation (PP7187) on the decentralization of health services.

national level and REPELITADA at the two regional levels. The REPELITADAs have major weaknesses.
First, there is little consistency between Dati II and provincial REPELITADAs, or between the latter and
the national REPELITA. This is hardly surprising, since regional plan are drafted in parallel with the
drafting of the national plan (and may even be completed and approved before the promulgation of the
latter) and there is no mechanism for inter-REPELITA/DA coordination. Second, regional plans tend to be
highly optimistic about available resources, especially as regards the contributions from the Central
Government (from both Inpres grants and direct technical department budgetary allocations) and the levels
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of private investment, and thus do not represent practically implementable strategies. Third, they tend
to concentrate largely on new capital investments and to take insuffici.-nt account of the recurrent
expenditure obligations which flow from those investments. Fourth, regional plans do not have sufficient
authority in the view either of the local deconcentrated agencies of the Central Government, public
corporations or the private sector to be able to function as effective guidance instruments to them. Fifth,
regional plans in general do not appear to be used as effective guidance documents even for the
preparation of the regional governments' own annual programs.

Reforn of the System. Both the REPELITA and the REPELITADA systems seem to need a
number of improvements. First, both types of document should be simplified and shortened, to make
them more readily assimilable by those to whom they are directed. More appropriate presentation
formats are to be found, for example, in the national development plan documents of Thailand and Korea.
At a minimum, the essential policies and programs should be included in a condensed summary
document, with more detailed analyses and research data consigned to annexes. The REPELITADAs reflect
the over-complex and often obscure guidance on their structure and compilation methodology provided
by the Department of Home Affairs4 . Simpler and clearer guidance, more suited to the practical
capabilities of Bappeda staff, would be greatly welcomed throughout regional government. This guidance
should also emphasize the need for realism in projections and to take account of the recurrent expenditure
implications of proposed investment projects.

Second, the REPELITA should give due prominence to the Government's policy of
decentralization of functions, setting out the detailed strategies for its implementation during the period
by sector/subsector/program, and evaluating the implications for regional government own revenue
mobilization and the level and nature of central transfers. Currently, the REPELITA document provides
little account of the regional government contributions to development programs and their financing over
the plan period.

Third, regional governments at both levels should be more closely involved in the
preparation of the national REPELITA. This could be achieved by the institution of a "bottom-up" process
similar to that in place for the annual pre-budget formulation exercise (see below). Under such a process,
following promulgation of the GBHN, provincial governments would prepare draft Pola Dasar as a guide
to Dati II governments. Following receipt of the latter, Dati II governments would, in consultation with
the deconcentrated local agencies of the Central Government and appropriate private sector and
community participation, prepare draft Pola Dasar and draft REPELITADA in new, simplified formats. The
draft REPELITA Dati II would then be discussed, revised as necessary and consolidated at the provincial
level into draft REPELITA Dati I for forwarding to the central level, along with the draft Pola Dasar Dati
I. These documents would be the. basis for central level discussions with Governors and provincial
government staff, following which the national REPELITA would be finalized.

Finally, the REPELITADA should be given added authoritative status by their endorsement,
after any necessary revision, by the next higher level of government, that is, by the Central Government
for REPELITADA Dati I and by Governors for REPELITADA Dati II. The "top-down" endorsement process
would be a simple and logical complementary extension in reverse of the "bottom-up" consultation
process suggested in the preceding paragraph.

4 Regulation No. 9 of 1982 of the Minister of Home Affairs.
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The Case for Medium-Term Financial Programs. The basis of planning and budgeting
should ideally be a continuing process of analysis of commitments, needs. -riorities and resources within
a medium-term time frame. The REPELITA/DA can contribute to this process but are not in themselves
fully satisfactory instruments for the purpose: they are static, fixed-term strategy statements for the whole
period of a government, often with a tendency to be visionary in nature rather than presenting realistic
action plans. Since they are not subject to interim revision, they tend rapidly to become outdated. What
is needed as an intermediary stage between REPELITA/DA and ainual budgets is the preparation of
medium-term financial programs, covering a period of. say. three years, which are revised and rolled
forward annually. They should have the same financial scope (though not the same level of detail) as the
annual budget, viz., revenues, recurrent expenditure and investment expenditure, together with essential
statistical and physical target data, key program support activities to be undertaken (e.g., preparation of
regulations for increases in service charges) and estimates of personnel requirements. The annual update
and roll-forward of these medium-term financial programs would replace much of the present annual
planning and budget preparation activities. The annual budgets themselves would emerge as the detailed
documents for implementing the initial year of the programs.

Introduction of such a medium-term financial program system would be relatively
straightforward for regional governments, provided that they had sufficient information as to the likely
levels of their central grants, on which they are so heavily dependent, over the programming period.
Additionally, so long as the present situation persists in which there is much direct central techinical
department funding, through DIP and DIK, of the functions for which regional governments have formal
responsibility, knowledge of, and regional government concurrence in, the relevant components of those
departments' programs would be required. This information would be incorporated into the regional
governments' program documents, which would therefore serve as the consolidated funding statements
which are generally lacking at present. The breadth of Central Government activities makes the
introduction of a comprehensive medium-term financial program system a much more difficult task at that
level. In its absence, the Central Government should at least consider facilitating the introduction of the
system in regional governments by undertaking limited scope programming to provide them, through a
reformed Rakorbang/nas process (see next section), with indicative information on the medium-term
prospects for grant allocations and the centrally administered (DIP and DIK) expenditures at the regional
level.

Several Central Government initiatives and donor-supported projects are seeking to develop
this medium-term programming concept in regional govertunents, most notably in the group of urban
subsectors covered by the Integrated Urban Infrastructure Development Program (IUIDP). Examples are
the IBRD-supported East Java-Bali and Sulawesi-Irian Jaya Urban Development Projects, and those for
Surabaya and Semarang which are currently under preparation. Under these projects, five-year medium-
term programs (Program Jangka Menengah - PJM) prepared by each of the Dati 11 governments covered
(45 in East Java-Bali and 9 in Sulawesi) include a multi-sectoral expenditure program and financing plan
encompassing both investment and O&M activities by all levels of government. The activities of the
central and provincial government agencies have to be agreed by the Dati 11 governments before inclusion
in the PIM, which serve as the base reference document which all three levels have committed themselves
to follow in compiling their annual budget proposals. PJM under IUIDP cover only a relatively small
portion of the total operations of the Dati 11 governments, particularly in Kabupaten. The approach is
beginning to be recognized for its worth in some Dati 11 governments (especially in Bali), but many
regional governments have yet to appreciate its potential applicability to the totality of their activities.
The technical assistance component of the East Java-Bali Urban Development Project concerned with
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financial planning and management improvement includes amongst its objectives the development of a
comprehensive medium-term financial programmning concept, up to the stage where it is ready for pilot
application.

Framework for Central-Local Coordination

Preparation of the annual development expenditure budgets at all levels of government in
Indonesia is conceived as taking place within a unified coordinative framework involving "bottom-up"
and "top-down" elements. As outlined in Chapter I (Section F), the "bottom-up" element is a
consultation process whereby each government level formulates draft annual program proposals based,
inter alia, on proposals submitted from the next lower government level. Starting with meetings at the
village level, proposals are forwarded to meetings successively at the Kecamatan level, the Dati II level
(Rakorbang Tingkat 11), the provincial level (Rakorbang Tingkat I) and a culminating national level
meeting (Rakornas). Each sub-national level meeting is attended by representatives from both the
regional governments and the local agencies (Kanwil, Kandep, etc.) of Central Government technical
departments; proposals from the next lower level are filtered, and new proposals from the regional and
Central Government agencies at the current level are added. The regional level meetings are organized
by the regional government Bappeda at the relevant level; the Rakornas is organized and chaired by
Bappenas.

Following the Rakornas, Central Government budget decisions are taken on DIP, DIK, SDO

and Inpres grant allocations. The decisions, together with guidance on annual budget preparation, are
then notified to provincial governments, which in turn add their own budget decisions and guidance and
notify them to the Dati II governments, and so on to the village level. This is the "top-down" element
of the budget preparation process.

The main objectives of the annual consultation process are: to reflect the views of all levels
of government, and other major concerned interests, in the compilation of each level's development
budgets; to ensure that each level's budgets are mutually complementary rather than in conflict in
addressing local priority needs; and to determine the nature and extent of the needs for finance from the
Inpres grants. There are doubts about how effectively the process is achieving these objectives.

Improvements in the consultation process need to address several concerns. First, higher
level and technical agency preferences often seem to be dominant in the budget decisions eventually
taken. The general-use Inpres grants are mainly deployed on projects proposed by the recipient regional
government's Public Works/Service Department(s), to the relative neglect of project proposals originating
at the lower levels of government where the consultation process starts. Second, Regional Government
Councils (DPRD), state-owned enterprises and private sector interests are often not represented in the
Rakorbang. Among public enterprises, the most notable absentee is the State Electricity Corporation
(PLN), with the result that electricity investment priorities tend not to reflect adequately the spatial
development priorities of regional governments. Third, Rakornas submissions from some provinces seem
only to cover proposals for Inpres grant finance, with little or nothing related to central DIP-financed
programs, suggesting that proposals of the local agencies of the central technical departments are not fully
discussed in the manner intended by the consultation scheme. Fourth, Rakorbang/nas discussions do not
appear to pay sufficient attention to local financing capacities in assessing relative needs for higher level
government finance. Fifth, little useful central guidance is given about the likely available Inpres grant
and DIP finance, leading to relatively indisciplined Rakorbang discussion.



Institutional Framework 169

There is concern that project proposals and priorities discussed in Rakorbang/nas are often
altered substantially in final central budgetary decisions without further co isultations with the regional
governrments. As a result, final central decisions on DIP, DIK and specific inpres grant allocations may
be substantially at odds with the understandings reached earlier in the consultation process. An initiative
recently taken on a pilot basis under the IBRD-supported Third Health Project is the institution of post-
Rakorbang/nas consultation arrangements with the pilot provincial governments. These arrangement
allow for the participation of regional government officials with BAPPENAS and MOF in the final budgetary
decisions.

Finally, there is the question of the efficiency of the current consultation process. Each
annual consultation cycle takes a very great deal of time (9-10 months from February through November)
and involves large numbers of staff and extensive paperwork. Are there any potentially less complex and
costly ways of achieving the objectives of the process? There is clearly little prospect for reducing the
breadth of the consultation, given the basic aim of involving all levels of government, from village
upwards. Indeed, the scope should arguably be widened to include more effective participation by
state-owned enterprises, the private sector, and the DPRD. Rather, the potential for conducting less
frequent but (possibly) more wide-ranging consultations might be explored, directed more towards
medium-term rather than annual planning/programming. The suggestion has already been made for such
a consultation process to be undertaken for the preparation of the REPELITA/da. The institution of a
system of medium-term financial programs to complement the annual budgeting processes has also been
suggested. Consultation exercises held, say, every two years, in relation to the updating of such
programs might, with advantage, replace the present annual consultation exercise.

D. Improving Program Implementation and Monitoring

Implementation of Central Government Budget

Points of concern and potential areas for reform in the implementation of Central
Government budget at the regional level relate mainly to central transfers and loans to regional
governments. These are discussed below.

SDO Administration. The current, somewhat complex procedures for payment of the SDO
personnel component were instituted because formerly it transpired that regional governments were
drawing and retaining SDO funds in respect of vacant authorized posts. However, these procedures are
costly in terms of time and effort. A stronger and more effective external financial audit service could
potentially provide a more satisfactory alternative for checking fiduciary propriety in this area, thereby
allowing the use of the simpler procedures which apply to the payment of the non-personnel component
of the SDO.

Inpres Grant Implementation Arrangements. Overall, the Inpres grants system works
reasonably well from an administrative standpoint. However there are some areas where changes ought
to be considered. One problem faced by Dati II governments is that the notification of the confirmed
allocations of the primary schools and health facilities specific grants is usually received too late for the
relevant projects to be included in their initial APBD documents. While the projects may be commenced,
they are not covered by formal local budgetary authority until the passage through the DPRD of the revised
APBD late in the financial year. This tends to mean that the DPRD have little formal effective influence
over the use of these grants, within such limited discretion as regional governments are allowed. Much
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of the delay arises from the lengthy consultation procedures involved in settling the grant allocations.
A further move toward formula-based allocations coupled with more local liscretion in the detailed use
of the grants would speed up matters considerably. Regional governments also find central controls
associated with the local roads Inpres grant excessively detailed and time-consuming.

Rules prohibiting or restricting the use of the specific Inpres grants for land acquisition need
to be reviewed. Use of the Inpres Dati 11 grant for land acquisition is confined to land for primary
schools and health centers. These restrictions are said frequently to inhibit implementation of roads and
other infrastructure projects. If the concern is to discourage regional governments from "land banking",
it might be more appropriate to issue a general regulation governing the matter. The requirement for any
multi-year projects proposed for finance from the Inpres Dati I and Dati 1I grants to obtain the approval
of the Department of Home Affairs should also be reviewed. At least multi-year projects below a certain
size could be considered for freeing from the central approval requirement.

Administration of Central Goverrnent Loans. The Subsidiary Loan Agreement (SLA)

procedure for the on-lending of donor sourced funds to regional governments and BUMD has a number
of deficiencies. First, in cases where a project has been implemented by, or under the direction of, the
lead central technical department, the dominant role of the central agency has sometimes meant a lack
of real commitment by the SLA regional borrower to loan repayment. Second, the central financial
administration of SLAs means that the borrower regional government or BUMD are generally not directly
involved in the monitoring and recording of the SLA sums actually disbursed under project execution and
sometimes dispute the total loan sum to be repaid, as notified by the Ministry of Finance (often with
significant delay) after project completion. Third, regional governments or BUMD have to deal with
several different central agencies in relation to their borrowing: the central technical department for
project and borrowing proposal identification; MOF (DJLK) for the loan agreement, terms and conditions,
and loan repayment; Ministry of Home Affairs (PUOD) for borrowing approval; and MOF (DJA/KPKN) and
(sometimes) Bank Indonesia for loan funds disbursement. There is no single interface between lender
and borrower as would be the case if the loan were from a bank or other commercial financial institution.
Finally, the variations in SLA terms and conditions and between these and loans made through the RDA

(see below) discriminate between borrowers without any clear fundamental rationale; de facto, the Central
Government has no unified overall policy on the terms of lending to regional governments and their
BUMD.

One motivation underlyinig the establishment of the RDA loans system, discussed in Chapter
7, was for the system to function as the main source of lending to regional governments and BUMD,

consolidating funds from domestic and donor sources, with a standard set of loan terms. This objective
has not been realized because, although RDA loan terms are now standardized and MOF (DJLK) acts as the
principal interface between the borrower and the Central Government, the system is conceived as a source
of rupiah funds only: it has not been structured to cope with donor-sourced project funds destined for
specific types of investments in specified regional governments/BUMD, and the donor procurement and
disbursement requirements. Thus, the SLA system, with its different procedures and varying lending
terms, continues to operate in parallel with the RDA system.

The deficiencies of the SLA system and the restricted scope of the RDA arrangements have
recently led the Govermnent to formulate an arrangement which combines elements of the SLA procedure
with the RDA administrative arrangements. This combined system, known as Subsidiary Loan Agreement
with Prefinancing (SLAP) is being implemented on a trial basis for the IBRD-supported East Java-Bali and
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Sulawesi-Irian Jaya Urban Development Projects. As the name implies, under SLAP, the RDA is used
to prefinance rupiah project expenditures following its standard procedures, -xcept that IBRD procurement
rules must be followed. There is a single loan agreement document covering both the IBRD and the
domestic counterpart funding. Another improvement under the SLAP arrangement is that MOF (DJLK)
assumes the full range of loan administration functions and acts as the principal Central Government
interface with the borrower. The SLAP system is in its initial stages of application, and an assessment of
its performance needs to allow more time for its development and implementation.

Loans Administration at the Regional Level. Many Dati II governments have a poor
record in meeting their repayment obligations on Central Government loans. This is at least partly
attributable to the fact that Bagian Keuangan often do not have complete records of the total of their
regional government's outstanding debt, its origin, maturity structure, and interest terms, and therefore
do not include full provision for the repayment obligations in the APBD. In some Dati II, the problems
with the SLA system discussed above may be one reason for this state of affairs. More generally,
however, the system for recording centrally loan disbursements in the Bagian Keuangan, and the
bookkeeping structure for debt and repayment obligations need fundamental improvement. This has been
recognized by the Department of Home Affairs (PUOD) which has designed detailed revised procedures
which are now awaiting trial implementation.

Regional Government Budget Preparation and Implementation

Some procedural improvements in the preparation and implementation of regional
government budgets have been made in recent years. A notable step taken in the late 1980s was to bring
all Inpres grants within the scope of the APBD; Inpres grants were previously excluded from the main
body of the APBD, and thus from the jurisdiction of the DPRD. Areas for further reform are summarized
below.

APBD Ratification and Revision. The effectiveness of the present formal procedure for
regional government budget (APBD) ratification by the next higher government level is questionable,
particularly with regard to delays often experienced in its completion. An alternative check could be to
require a strengthened, independent external financial inspection/audit service to certify that the draft
APBD complies with regulations and central/provincial guidance. Also, the current APBD revision
procedure is inflexible, cumbersome, and costly in terms of time and personnel resources. Consideration
should be given to allowing local discretion to make adjustments without needing higher level government
approval; and to the introduction of a case-by-case adjustment procedure rather than the present practice
of requiring a comprehensive revision of the APBD document.

Inpres Grants. The requirement for each Inpres Dati II-financed project to be approved
by provincial Governors appears unnecessarily to duplicate the APBD ratification procedure and should
perhaps be reviewed. Funds disbursement procedures for some Inpres grants sometimes bypass the
Central Finance Divisions (Bagian Keuangan) in Dati II governments, resulting in incomplete
bookkeeping records. It seems time to give the Bagian Keuangan a formal role in the disbursement of
these Inpres grant funds.

Regional Revenue Administration. Serious deficiencies in regional governments' revenue
administration have been identified in many studies over the past decade. The main concerns relate to:
ineffective identification of and assessments on tax/fee payers; levy of too many small-yielding revenues;
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insufficient awareness of collection costs; poor revenue administration planning and unambitious collection
targets; and infrequent tariff reviews. The last of these is at least partly a,tributable to the disincentive
effect of the requirement for regional government taxes and charges regulations to be approved by a
higher level of government. A number of government initiatives have been taken to improve revenue
performance in recent years, most notably the preparation under the IUIDP process of Revenue
Improvement Action Plans (RIAP). There is considerable room for further improvement on the RIAP

achievements to date ( a detailed discussion of local government revenue mobilization issues is provided
in Chapters 5 and 6).

Use of Revenues from Service Charges. Central regulations require that all regional
government own-source revenues, including those from service charges, should be credited to Kas Daerah
as general revenues for use in financing the whole APBD. Where service charges are collected by the
regional Dinas responsible for service delivery, the practice can act as a disincentive to collection
enforcement since officials cannot perceive a direct benefit to the services they are administering. Health
center services are a notable example. Despite the regulations, some regional governments, therefore,
allow health centers to retain part of their fee collections for direct use in purchasing medical supplies.
A more systematic use of this incentive policy is being encouraged under the IBRD-supported Third Health
Project.

Regional Govermnent Borrowing. Consideration should be given to replacing the present
requirement to obtain the Home Affairs Department's approval for each regional government borrowing
proposal with a general consent, at least in those cases where the borrowing is from the Central
Government through the Department of Finance, subject to an overall borrowing limit. Consideration
could also be given to permitting at least the larger and financially better-placed regional governments
to borrow temporarily for cash flow management purposes, subject to specified limits.

Regional Govermment Bookkeeping and Accounting. The regional government
bookkeeping and financial accounting system has remained essentially unchanged for many years. It is
cash based and single entry in character. In general, there are no comprehensive centralized accounting
records of physical assets such as land holdings, infrastructure, buildings, plant and equipment, and stocks
and stores. Formal cost accounts, which would be of great potential value, inter alia, in assessing
revenue collection efficiency, the degree of cost recovery achieved through service charges and licence
fees, and the full costs associated with development projects, together with facilitating inter-authority
cost-efficiency comparisons, are generally underdeveloped. The books of account and financial reports
are mostly manually prepared. The need to improve and modernize the financial accounting system in
regional governments is recognized by the Department of Home Affairs. It is currently exerting efforts,
supported by technical assistance, to help upgrade and computerize regional government accounting
systems.

Regional Government Financial Regulations. Consideration should be given to replacing
the current large collection of very detailed central regulations on regional government financial
management practices with new, consolidated regulations directed toward broad principles, supported by
more detailed implementation guidance from which regional governments would have discretion to depart
to suit local needs. A necessary precondition of such an approach would be careful periodic review of
each regional government's chosen arrangements by a competent independent external financial
inspection/audit service.
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Regional Government Organization for Financial Functions. Centralized financial
management responsibilities (aside from financial inspection/audit) within regional administrations are
currently divided between three principal agencies: Bappeda for development expenditure budgeting;
Dipenda for revenues budgeting and administration; and Biro/Bagian Keuangan for the remainder of
budget preparation, expenditure authorization and payments control, and central bookkeeping and
accounts. The Department of Home Affairs has formulated a proposal to combine these functions under
a single high level body, the chief of which would act as the principal financial advisor to the
administration and DPRD. This offers potential advantages in terms of more integrated financial
management, the availability of coordinated and authoritative policy advice, development of financial
professionalism, attraction of good calibre staff, and more flexibility in financial staff deployment. The
idea may be tried out in the first instance in a select few provincial governments.

Regional Government Monitoring and Auditing

Monitoring at the Regional Level. Within regional administrations, systems are in place
for the monthly and quarterly monitoring of physical and financial progress of the regional government's
development projects and the overall implementation of the APBD. The basic scheme is sound in concept,
but implementation and follow-up need improvement. Also, the general formats of the monitoring reports
would benefit from improvement to better gain the attention of busy senior managers.

Monitoring by Central/Higher Government Levels. Each central technical department
has its own scheme of, generally monthly, monitoring of regional level DIP implementation. Regulations
prescribe monitoring systems, differing in detail, for each Inpres grant. The general picture is one of
a multiplicity of (often overlapping) arrangements and departmental databases related to specific financing
sources. The effectiveness and efficiency of central monitoring would gain from some consolidation of
these arrangements and a rationalization of the extreme detail of some of the reporting requirements
(especially those for some Inpres grants, such as local roads Inpres grant). Higher level government
monitoring of overall APBD realizations is achieved through the receipt of quarterly reports and the final
annual financial report and accounts. In addition, there are two separate central APBD realization
databases maintained in the Central Government in the Central Statistical Office (BPS) and the Department
of Finance, respectively. Each involves its own questionnaire to provincial and Dati II governments.
A third APBD database is under development in the Department of Home Affairs, intended to cover
original and revised budgets as well as actual realizations. It would make much sense if means could be
found of combining these three independent efforts into a single open access central database.

Inspection and Financial Audit of Sub-National Governments. Apart from their
own-level inspectorates, provincial administrations are subject to external inspection by two agencies with
permanently established regional organizations, and Dati II administrations by three; Kecamatan and
Kelurahan/Desa administrations are subject to inspection by no less than four such agencies. In addition,
all levels may be inspected by three other types of agency with either general or specialized remits. This
multiplicity of agencies has obvious disadvantages: inter alia, dilution of inspection effort, inefficient use
of scarce staff resources, difficulty of inter-agency coordination, disruption of the executive operations
of the inspected bodies, and lack of unanimity of recommendations. Besides, the overall inspection and
audit quality could be much improved.

Consideration should be given to a major reform of the present sub-national government
external inspection arrangements. First, a single unified agency may be made the sole repository of the
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task of external financial and management systems audit of provincial, Dati II, Kecamatan and village
level administrations, covering the whole field of their operations. It shoul.. be independent of any other
government department and of appropriately high status. Making it an arm of the supreme State Financial
Inspection Agency (BPK) would seem the best way of meeting these requirements, and would facilitate
its absorption of the present role of that body in relation to sub-national administrations. Successful
institution of a strong, competent and widely respected agency of this kind would facilitate the
relinquishment of some of the present detailed central financial controls which has been suggested above.

Technical inspection and overall policy evaluation functions in relation to regional
governments would continue to be undertaken by the relevant central departments. However, there is
a prima facie case for technical inspection and supervision to be performed by the Kanwil organizations
of the relevant departments rather than by their inspectorates general or other Jakarta- based agencies.
Greater reliance on the Kanwil organizations for local inspection and supervision would likely be more
efficient and effective, and permit the relaxation of the detailed central prescriptions and controls
associated in particular with some of the specific Inpres grants.

E. Enhancing Regional Government Institutional Capacities

It is axiomatic that the decentralization of service planning and delivery responsibilities,
accompanied by funding structure reforms, discussed in this report must be conditional on the
development of regional government administrations, which are competent to undertake the functions with
which they are entrusted. Aside from the obvious requirement for the transfer of functions to be
accompanied by commensurate increases in regional government revenue (whether in the form of extra
own-source revenue raising powers, increases in shared revenues or increases in grants), such competence
is predicated essentially on:

* adequate numbers of appropriately qualified and motivated personnel;

* sound organizational structures and management systems; and

* the availability of appropriate technical and managerial tools for the use of the personnel
and management systems.

The Central Government has a crucial role in supporting the institutional development of regional
governments through these means.

Meeting Personnel Needs. The Central Government currently employs most of the best
qualified staff in the civil service. Steps should be taken to promote the transfer of some such staff to
regional government administrations. This need is formally acknowledged by central agencies and
explicitly identified in Governrnent Regulation No. 45 of 1992. Transfers of staff, mainly by secondment
rather than outright, have happened to a limited degree at the provincial level (for example, in Transport,
Home Affairs and Education Ministries), but have yet to take place at the Dati II level where the
emphasis of further decentralization is supposed to rest (according to Law No. 5 of 1974 and reiterated
in Government Regulation No. 45 of 1992). Clear, timetabled programs need to be drawn up for such
exercises, incorporating adequate incentives for individuals to offer themselves for transfer. In this
context, a career development plan for key categories of civil servants that requires them to spend a
minimum number of years at the local level as part of their career development is one way to ensure that
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qualified staff are available at local levels. They can provide leadership and experience to local staff that
they might never receive otherwise. When they get back to the Center, they would bring with them a
better understanding of the problems at the grassroots level. Several countries, e.g., India and Pakistan,
have adopted this practice.

Adequate training facilities and programs, both technical and managerial, are required to
upgrade the capabilities of existing regional government personnel, especially in Dati 11 administrations.
A range of regular and occasional training courses are provided by central technical departments, the
Central Training Agency of the Department of Home Affairs, the State Administration Institute (LAN) and
some university departments under contract from central departments. Their quality is variable, and
mostly in need of improvement. Provincial governments also provide a number of basic training courses,
mostly directed toward junior level staff, in their own training centers. Many donor projects include
significant training components for regional government staff. However, there is a tendency for such
donor-supported training to be dominated by central provision, rather than being arranged by the client
regional governments, with the frequent result that it is ill-suited to the latter's real needs. This is at least
partly attributable to regulations requiring all donor-funded consultancy contracts (which are almost
always the medium for delivery of such training) to be managed by the Central Government. Further,
technical assistance contracts for the preparation and implementation of donor projects are all too often
drawn up on the basis that it is the consultants who will perform the necessary tasks, rather than in
pursuit of a skills transfer strategy in which they would train and supervise regional government staff in
performing the necessary tasks. Naturally, technical assistance assignments of the latter type are liable
to be more expensive and extended in duration, but this may be a necessary price which both the Central
Government and donors should be prepared to accept. Full advantage needs to be taken of the
possibilities for learning by doing.

There seems as yet to be no clear, overall central strategy for the identification and delivery
of regional government personnel training needs. However, LAN, in particular, is currently exerting
efforts to develop such a strategic overview and help coordinate its implementation. The work underway
to rate local governments by their institutional capacities should help direct training support to those
governments most in need of it. There is a tendency for Central Govermnent agencies to think in terms
of a limited number of centrally provided or directed standard training courses to which regional
governments are required to nominate participants. The alternative of a more "market-based" approach,
which would encourage a wide variety of public and private sector agencies to provide competing courses
from which regional governments would be free to select (possibly with the support of a general training
grant) merits consideration. Such an approach might well be more successful in stimulating the
development of good quality training facilities directed toward the priority needs of the clients.

Developing Sound Organizational Structures. Alongside raising the quality of regional
government staff is the need to develop sound organizational structures congruent with the functions and
responsibilities of regional governments. The Center can assist by providing guidance on organizational
principles and operational systems, but should avoid taking a prescriptive approach that undermines
adaptability to local needs. Current central regulations tend to prescribe in excessive detail how regional
governments must be organized and the operational systems they must employ. Organizational changes
generally require higher level governnient approval. For example, proposals to create more Dinas, even
though simply by dividing up existing ones, require the approval of the Minister of Home Affairs.
Regulations should allow regional governments greater flexibility in tailoring their organizational
structures and systems to local conditions. Periodic evaluation of the adequacy of organizational
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structures and management systems should be an important duty of the strengthened external financial
and management audit service proposed above.

Improving Technical and Managerial Tools. An important aspect of central departments'
advisory role to regional governments is to provide them with appropriate technical and managerial
software packages, or "tools", for use in their operational and management systems. Technical assistance
for the development of such tools is often incorporated into donor projects. Three general problems are
frequently encountered with such initiatives. First, user regional governments often require continued
central advisory services, after the departure of the development consultants, to solve difficulties
encountered in the use of the tools. Second, many tools need periodic review and updating in the light
of policy developments, new information requirements and/or technological changes. Third, some tools
developed under separate initiatives as "stand alone" products overlap in coverage or have significant
potential interfaces which cannot be reconciled owing to design incompatibilities. Donors need to pay
special attention to these three problems when formulating project-based initiatives of these kinds.

An example illustrating these problems is provided by a multiplicity of systems packages
developed in connection with urban projects and programs, namely: Financial Management and Planning
Improvement; Regional Government Revenue Administration Manual (MAPATDA); Revenue Improvement
Action Plan (RIAP); Planning and Financial Programming, Analysis, Control and Coordination (PAFPACK);
Medium-Term Financial Program (PJM); Performance-Oriented Maintenance Management System
(PoMMs); and Program Financial Accounting and Monitoring System (PFAMS). All of these are either
wholly or partly concerned with the introduction of financial management improvement tools. While
useful individually, there is substantial overlap and duplication between these packages.

More effective development and utilization of management improvement tools for regional
governments would depend on: adequate involvement of these governments in their design; coordination
to ensure compatibility and avoid duplication; and effective follow-up (institutionalization, adaptation, and
updating). The proposed establishment within the Ministry of Home Affairs (PUOD) of a high level
Steering Committee supported by a permanent Central Technical Unit (CTU) is a useful step. The CTU
will develop the in-house expertise necessary to conduct or supervise further development of systems
packages. It will review, coordinate and supervise the development of any future new initiatives relating
to regional government financial management, with the aim of eliminating duplication; achieving
inter-package compatibility; monitoring and advising on their application in the field; and conducting or
arranging for periodic maintenance and updating of the systems.

Capacity Rating of Regional Governments. Government Regulation No. 45 of 1992,
which sets out a framework for further decentralization of functions with the emphasis on Dati II
governments, provides for the classification of regional governments by capacity rating. Work, in the
Ministry of Home Affairs and supported by LAN, is in progress on developing the rating methodology.
It is important that the rating exercise be used positively to direct central assistance, support and guidance
to those regional governments most in need of it in undertaking existing and additional decentralized
responsibilities, and the methodology designed accordingly, focusing on the three aspects identified in
and not simply as a means of denying extra responsibilities to those in the lower rank categories. In this
regard, it needs to be borne in mind that shouldering increased responsibilities itself contributes to the
development of local institutions.
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Acronym Bahasa Indonesia English

AER Administrative Efficiency Ratio

APBN Anggaran Pendapatan Belanja National Budget revenue expenditure
Nasional

APTCR Asian Pacific Tax and Investment Research
Council

BADORA Badan Orang Asing Special centralized tax/office for foreign
companies/Institutions/persons

B.l. Bank Indonesia Indonesian Central Bank

Banpres Bantuan Presiden Presidential assistance

Bapindo Bank Pembangunan Indonesia State (National) Development Bank

BAPPEDA Bedan Perencanaan Regional Planning Board
Pembangunan Daerah

B & C Bea & Cukai Custom duties & excise (authority General
Directory)

BAPEKSTA Badan Pelayanan Kemudahan Agency for export facilities and financial
Expor dan Pengolahan Data data processing (MoF)
Keuangan

Bintek Bimbingan Teknis Technical advisor

BAKPNP Badan Analisa Keuangan Agency for Technical and Monetary
Negara Perkreditan dan Neraca Analyses and Balance of Payment (MoF)
Pembayaran

BPK Badan Pemeriksa Keuangan National auditing board

BPKP Badan Pengawasan Keuangan Supervisory Board for Finance and
dan Pembanguan Development

BKPM Badan Koordinasi Penanainan (Foreign/Domestic) Investment Coordination
Modal Board

BUMN Badan Usaha Milik Negara Public sector (state) enterprise

BUMNDA Regional state - Company Private sector
BUMS enterprise

BUT Bentuk Usaha Tetap Permanent Establishment
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Acronym Bahasa Indonesia English

BM -Bea Materai, -Stamp duty,
-Barang Mewah, -luxury good
-Bea Masuk -import duty

BMZ Ministry for Economic Cooperative/Germany

BPS Biro Pusat Statistik Central bureau for statistics

BP Berita Pajak Weekly Journal by DJP

BPEN Badan Pengembangan National export promotion board/NAFED
Ekspor National

BPLK Badan Pendidikan dan Training & Education Board of MoF
Latihan Keuangan

CP Counterpart

CSIS Centre for Strategic and International Studies

DBA Double Tax Agreement

DSE German agency for technical cooperation

DIKLAT Pendidikan dan Latihan Training & Education (Centre)

DEPLU Departemen Luar Negri Foreign Ministry

DEPKEU Departemen Keuangan Ministry of Finance

DIP Daftar Isian Projek Approved project list for development budget

DIK Daftar Isian Kegiatan List of programs/projects proposals for budget
priority.

DL Dinas Luar Tax field service

Dit. Direktorat Directorate

Ditjen Direktorat Jenderal Directorate General

Dirjen Direktur Jenderal Director General

Dubes Duta Besar Ambassador

DN Dalam Negeri Domestic
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Acronym Bahasa Indonesia English

DJP Direktorat Jenderal Pajak Directorate General of Taxation

DKI Daerah Khusus Ibu Kota Special capital district, Jakarta

DPA Dewan Pertimbangan Supreme advisory council
Agung

DPR Dewan Perwakilan Rakyat Parliament

EKUIN Ekonomi Keuangan Coordination Ministry for economic
Industri development, finance and industry

EKONID Ekonomi Indonesian dan Indonesian-German Chamber of Commerce &
Jerman Industry

FEUI Fakultas Ekonomi Faculty of Economics, University of Indonesia
Universitas Indonesia

GINSI Gabungaii Importir Nasional Association of Importers
Nasional Seluruh Indonesia

GDP Gross Domestic Product

GTZ German Technical Cooperation/FRG

GOI Government of Indonesia

Gol. Golongan Class/group

GPEI Gabungan Pengusaha Association of Indonesian Exporters
Ekspor Indonesia

Gub. Gubemur Governor

HID Harvard Institute for International Development

HH Household

HPMI Hubungan Pengusaha Association of Young Indonesian enterpreneurs
Muda Indonesia

IGGI Intergovernmental Group on Indonesia

ITB Institute Technology Institute of Technology, Bandung
Bandung
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Acronym Bahasa Indonesia English

Humas Hubungan Masyarakat Public relations

IBRD/WB Internat. Bank of Reconstruction and
Development/World Bank

IMF International Monetary Fund

Inpres Instruksi Presiden Project/funds directly under the President

IRS Internal Revenue Service

IPEDA luran Pembangunan Land and Building tax (before PBB)
Daerah

Itjen Inspektorat Jenderal Inspectorate General

ltda Inspektorat Daerah Regional Inspectorate

IP Inspeksi Pajak Tax Inspection Office

I/OT Input/Output Table

ITS System Penggabungan Integrated Taxation System
Perpapajakan

Kab. Kabupaten (Dati 11) Region, district, 2nd level

Kec. Kecamatan District, county

Kel. Kelurahan Village district

KADIN Kamar Dagang dan Chamber of Commerce and Industry
Industri

KBN Kantor Bendahara Negara Treasury office

KUD Koperasi Unit Desa Village cooperative union

Kabag Kepala Bagian Head of department

KISS Kordinasi Integrasi, Coordination, Integration, Synchronization
Sinkronisasi

KUHP Kitab Undang Hukum Penal Code
Pidana

Kanwil Kantor Wilayah Regional Tax (coordination) office
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Acronym Bahasa Indonesia English

Kakanwil Kepala Kantor Wilayah Head of regional tax office

Keppres Keputusuan Presiden Presidential Instruction

Korad Koordinator Administrasi Coordinator (at tax office) for administration

Korna Koordinator Pengenaan Coordinator (at tax office) for assessment

Kortek Koordinator Teknik Coordinator (at tax office) for technical affairs

Kabid Kepala Bidang Head of division

KDL Kantor Dinas Luar Field office (sub tax district office)

Kipda Kantor Inspeksi Daerah Inspection (PBB) district office

KKN Kantor Kas Negara Treasury office

KPPDIP Kantor Pusat Pengolah Computer Center at DJP
Data Informasi Perpajakan

KPPDR Regional computer centre

KPDIA Kantor Pengolahan Data Computer Center at Dir. Gen. for Budget/MoF
Informasi Anggaran

KP DJP Kantor Pusat DJP Headquarter DJP

KP PBB Land tax office

KTP Kartu Tanda Pengenal Identification card

KPP Kantor Pelayanan Pajak District tax service office

KPP PBB Kantor pelayanan Pajak District service office Land & Building tax
Bumi dan Panguan
Keputusan .Menteri
Keuangan

Kepmenkeu Ministerial decree/MoF

KUP Commercial law/code

KZE Short-term Expert
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Acronym Bahasa Indonesia English

LAN Lembaga Administrasi National Institute of Administration
Negara

LIPI Lembaga Ilmu Penelitian National Science Institute
Indonesia

LITBANG Penelitian dan Pembanguan Research and Development

LPEM Lembaga Penelitian Economic and Social Research Institute
Ekonomi dan Masyarakat

LKP Laporan Kebenaran Report/verification of inspection (import) Clean
Pemeriksaan sheet

LN Luar Negeri Foreign, abroad

LSD Lembaga Sosial Desa Social Institute for the Village

LTG PPN/BM Luxury Goods Tax

MoF Departemen Keuangan Ministry of Finance

MoT Departemen Perdagangan Ministry of Trade

MPS Menghitung Pajak Sendiri Self-assessment taxation system

MPO Menghitung Pajak orang Income tax assessment and collection by third
lain parties

Migas Minyak dan Gas Oil and Gas

NI National Income

NPWP Nomor Pokok Wajib Pajak Taxpayer registration number

NPCS New Payment Control System

NAAIS New Assessment, Audit and Investigation System

ORGANTA Organisasi Tata Laksana Organisation unit at DJP

PBB Perserikatan Bangsa-Bangsa United Nations, UN

PBB Pajak Bumi dan Bangunan Land & Building tax
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Acronym Bahasa Indonesia English

PEMDA Pemerintah Daerah Regional govemment

PEMILU Pemilihan Umum General election

PH Pengurus Harian Board of directors

PBDR Pajak Bunga Devisa, Tax on interest, dividend and royalties
Royalty

PERURI Perusahaan Uang Republik National Mint
Indonesia

PDB Product Domestic Brutto

PERUM Perusaham Umum Public Enterprises

PP (P2) Peraturan Perpajakan (Dit) Tax Regulations

P3 Perencanaan dan Potensi (Dit) Tax Planning and Tax Potential
Perpajakan

PMA Penanaman Modal Asing Foreign (capital) investment

PMDN Penanaman Modal Dalam Domestic (capital) investment
Negeri

PPd Pajak Pendapatan Income tax

PPh Pajak Penghasilan Income tax

PPn Pajak Penjualan Sales tax

PPN Pajak Pertambahan Nilai Value Added Tax/VAT

PPNBM Pajak Pertambahan Nilai Luxury goods tax/LGT
Barang Mewah

PPs Pajak Perseorangan Corporate tax

PRT Pajak Rumah Tangga Household tax

PsI. Pasal Paragraph

PUSDIKLAT Pusat Pendidikan & Training & Education Centre
Latihan
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Acronym Bahasa Indonesia English

PEMDA Pemerintah Daerah Regional/Local Government

PIMPRO Pimpinan Projek Project Leader

PJKA Perusahaan Jawaran Kereta Api State railway company

PL Pajak Langsung Direct tax

PTL Pajak Tidak Langsung Indirect tax

PTLL Pajak Tidak Langsung Lainnya Other indirect tax

PLN Perusahan Listrik Negara State Electricity Company

PERUMTEL Perusahaan Umum Public Telecommunication authority
Telekomunikasi

PND Perusahaan Negara Daerah Regional state enterprises

P 4 BM Pusat Pengolahan Pembebasan Centre for processing duty (VAT)
dan Pengembalian Bea Ma3uk exemptions and draw backs (for exports,

at MoF)

PO Petunjuk Operasional Operational guideline

PT Perusahaan Terbatas Limited liability/company (Itd)

RT Rumah Tangga Neighborhood block

RW Rukun Warga Sub district

RAPIM Rapat Pimpinan Top leadership conference

RAKOR Rapat Koordinasi Coordination Meeting/conference

REPELITA Rencana Pembangunan Lima Five Year Development Plan (National)
Tahun

RI Republik Indonesia Republic of Indonesia

Rp Rupiah Rupiah

SATGAS Satuan Petugas Task force unit

SATPAM Satuan Pengaman (local) Security staff
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M .-:--- -. ,. . . . . .. . . . ....,.--,:----:::':::::
Acronym : . Bahasa Indonesia English.

SE Surat Edaran Circular

SE Sarjana Ekonomi Master in Economics/MA

s/d Sampai Dengan Until

SH Sarjana Hukum Master of Law

SEPALA Sekolah Pendidikan Administrasi Academy for (advanced) Adm. Training
Tingkat Lanjutan

SESPA Sekolah Staf dan Pimpinan Civil staff and leadership college
Administrasi

SGATAR Study Group on Asian Tax Administration
Research

SIM Surat Ijin Mengemudi Driver license

SK Surat Keputusan Decision, decree

SKF Surat Keterangan Fiscal Tax/fiscal clearance certificate, exit tax

SKPT Surat Ketetapan Pajak Tambahan Notice for tax additional assessment

SKPKAPP Surat Keputusan Pengembalian Letter to refund overpayment of tax
Kelebihan Angsuran Pembayaran
Perpajakan

SKKPP Surat Keputusan Kelebihan Letter of tax overpayment
Pembayaran Pajak

SKP Surat Ketetapan Pajak Letters/order establishing tax liability,
assessment notice

SPT Surat Pemberitahuan Tahunan Annual tax declaration; tax return

SETKAB Sekretariat Kabinet Cabinet Secretariat

SEKNEG Sekretaris Negara State Secretary

SUSENAS Survey Umum Sosial Ekonomi National Household Consumption
Nasional expenditure survey

SAKERNAS Survey Angkatan Kerja Nasional National Labor household survey
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Acronym Bahasa Indonesia English

Sll Standar Industri Indonesia Indonesian Industrial Standard

SUBAG Sub-Bagian Sub unit

STNK Surat Tanda Nomor Vehicle license
Kendaraanhan

SPb Surat Pemberitahuan Letter of advice/notification

SPP Surat Permintaan Pembayaran Letter/order to pay

SPh Surat Perhitugan Letter/order for (tax) calculation

SPM Surat Perintah Membayar Order/notice tax payment

SGS Societe General Surveillance import
central agency

STP Surat Tagihan Pajak Letter/order for tax enforcement and
corrections tax penalties

STS Surat Tanda Setoran Receipt/Proof of tax payment

STAN Sekolah Tinggi Akutansi Negara High school (academy) for accounting

SIUP Surat Ijin Usaha Perdagangan Business license

SWP3D Setoran Wajib Pemeliharaan Annual motor vehicle tax
Pembangunan dan Prasarana
Daerah

TA Tax Avoidance

TE Tax Evasion

TCR Tax Compliance (coverage) Ratio

TL Pimpinan Team Leader

TO Tax Official

TP Tax Potential

TPIS Tax Potential Indicator System
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Acronym Bahasa Indonesia English

TMIS Tax Management Information System

TPUR Tax Potential Utilization Ratio

TASKA Tabungan Asuransi Berjangka National Life Insurance scheme

TASPEN Tabungan dan Asuransi Pegawai Civil servants saving and insurance state
Negeri company

UU Undang-Undang Laws, regulations

UUD Undang-Undang Dasar Consitution Basic Law (1945)

UP KPP Ujian pajak Audit (district) office

USAID United States Agency for International
Development

VAT Pajak Pertambahan Nilai Value added tax

WAPU Wajib Pungut Tax collecting agent

WPPI Wilayah Pusat Pertumbuhan Regional Centre for Industrial
Industri Development

WNA Warga Negara Asiang Foreign citizen

YKKP Yayasan Kesejahteran Karyawan National Welfare Foundation for DIP
Pajak employees

YBP Yayasan Bina Pembangunan Promotion/Study Group on Tax
Consciousness

ZOPP Perencanaan Projek yang Objective Orientated Project Planning
Mengarab Kepada Tujuan



196 Appendix 1.0

Table A1.1: Historial Trends in the Government Finances of Indonesia,
1975/76 - 1990/91

(%)
1975/76 1980/81 1985/86 1990/91

Expenditure Share2

National 84.2 87.6 89.5 83.1
Subnational3 15.8 12.4 10.5 16.9
All Levels 100.0 100.0 100.0 100.0

Revenue Share
Own Source Revenues and Revenue Sharing

National 96.6 97.6 97.5 94.3
Subnational 3.4 2.4 2.5 5.7
All Levels 100.0 100.0 100.0 100.0

Own Source Revenues, Revenue Sharing and Transfers
National 82.2 86.4 88.0 82.2
Subnational 17.8 13.6 12.0 17.8
All Levels 100.0 100.0 100.0 100.0

Notes: 1. The figures for the consolidated central government were used in the calculations.
2. Includes Development Receipts (Program Aid and Project Aid).
3. Excludes Villages.

Sources: Government Finance Statistics Yearbook, IMF, various issues and this report.



Appendix 1.0 197

Table A1.2: Per Capita Revenues, General Purpose Transfers and Regional Gross Domestic

Product by Province in Indonesia -- 1990/91

(In Rupiah)

DATI I DAT I I TOTAL

Original Original lOriginal
Receipts Receipts IReceipts Regional
i & GeneraL I & General I & General Gross I

Province I Shared Purpose I Shared Purpose I Shared Purpose I Domestic
IRevenues Transfers Total IRevenues Transfers TotaL Revenues Transfers Total Product I

1 D.I. Aceh 7,448 4,996 12,443 12,841 2,229 15,070 I 20,289 7,225 27,514 1 848,143 1
2 Sumatera Utara 1 7,635 1,752 9,387 1 5,736 2,227 7,963 1 13,371 3,979 17,349 1 1,019,187 1
3 Sumatera Barat 1 6,086 4,086 10,172 1 6,363 2,485 8,849 1 12,449 6,571 19,020 824,473
4 Riau 1 23,188 5,861 29,049 1 9,284 2,061 11,346 1 32,473 7,922 40,395 1 814,248
5 Jambi 1 5,947 8,418 14,365 1 7,736 2,062 9,799 13,683 10,481 24,164 1 691,615 1
6 Sumatera Selatan 1 8,081 3,193 11,274 8,549 2,034 10,584 1 16,630 5,227 21,858 1,012,802 1
7 Bengkulu 1 5,850 12,803 18,653 1 5,627 2,198 7,825 1 11,477 15,001 26,478 1 674,498 1
8 Lampung 3,826 2,658 6,484 1 3,942 2,522 6,463 1 7,768 5,179 12,947 1 535,750
9 DKI Jakarta 82,212 1,707 83,919 1 2,251 2,251 82,212 3,958 86,170 1 2,779,612

10 Jawa Barat 1 4,642 465 5,106 5,842 1,999 7,841 1 10,483 2,464 12,947 1 789,898
11 Jawa Tengah 1 3,866 558 4,423 5,100 2,096 7,195 1 8,965 2,653 11,619 1 685,049 1
12 DI Yogyakarta 6,131 4,866 10,997 5,068 2,222 7,290 11,199 7,089 18,288 652,507
13 Jawa Timur 6,105 512 6,617 1 3,223 2,137 5,360 1 9,327 2,650 11,977 897,042
14 BaLi 17,498 5,151 22,649 1 11,238 2,215 13,454 1 28,736 7,366 36,103 1 1,086,609 1
15 Nusa Tenggara Baratl 2,846 4,487 7,332 3,520 2,056 5,576 1 6,365 6,542 12,908 1 382,907
16 Nusa Tenggara Timurl 3,245 5,086 8,331 1 4,333 2,314 6,647 1 7,578 7,400 14,978 358,699
17 Timor Timur 4,046 19,809 23,855 1 1,282 8,707 9,989 1 5,328 28,516 33,844 360,374 1
18 Kalimantan Barat 6,304 6,836 13,141 5,645 2,038 7,683 11,949 8,875 20,824 1 847,694 1
19 KaLimantan Tengah 15,740 16,122 31,862 19,131 2,495 21,626 34,871 18,617 53,488 1 986,058
20 Kalimantan Selatan 7,440 6,179 13,619 1 10,760 2,289 13,049 18,200 8,468 26,668 1 880,297
21 Kalimantan Timur 31,561 13,702 45,263 1 39,718 2,369 42,087 71,279 16,071 87,350 2,351,784 1
22 Sulawesi Utara 8,220 6,225 14,445 6,085 2,148 8,233 1 14,305 8,373 22,678 1 608,004
23 Sulawesi Tengah 1 6,522 10,428 16,950 6,355 2,072 8,428 1 12,877 12,500 25,377 1 576,870 1
24 SuLawesi Selatan j 6,067 2,501 8,568 1 6,403 2,340 8,743 1 12,470 4,840 17,310 607,585 1
25 Sutawesi Tenggara 1 5,657 11,939 17,596 1 6,098 2,032 8,131 1 11,755 13,971 25,726 1 608,761 1
26 Maluku 11,936 10,124 22,060 12,777 2,007 14,784 1 24,713 12,131 36,844 1 790,427
27 Irian Jaya 17,372 22,838 40,210 1 16,304 2,984 19,287 33,675 25,822 59,498 979,721

WITH DKI JAKARTA
MEAN 11,684 7,159 18,843 8,806 2,466 10,946 1 20,164 9,626 29,790 875,949 1
STANDARD DEVIATION 15,306 5,749 16,318 1 7,389 1,242 7,378 18,024 6,460 19,926 1 519,598 1
MAX 82,212 22,838 83,919 1 39,718 8,707 42,087 1 82,212 28,516 87,350 2,779,612 1
MIN 2,846 465 4,423 1 1,282 1,999 2,251 1 5,328 2,464 11,619 1 358,699 1

WITHOUT DKI JAKARTA
MEAN 8,971 7,369 16,340 8,806 2,475 11,281 1 17,778 9,844 27,621 1 802,731
STANDARD DEVIATION 1 6,679 5,757 10,362 1 7,389 1,265 7,315 1 13,549 6,485 16,892 1 368,271 1
MAX 31,561 22,838 45,263 1 39,718 8,707 42,087 I 71,279 28,516 87,350 1 2,351,784 1
MIN 2,846 465 4,423 1 1,282 1,999 5,360 1 5,328 2,464 11,619 1 358,699 1

Source: Ministry of Finance.
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APPENDIX 2.0

A Selected Survey of Expenditure Assignment Issues

Table A2. 1 provides a summary view of 'de-jure' expenditure assignment in selected countries.
This table, while informative, does not capture fully the nature of the assignment problem created by de-
facto assumption of responsibilities being at variance with the constitutional assignment. Expenditure
assignment issues in developing/transition economies cover the whole spectrum. On one extreme, in
former Yugoslavia, the federal government had a limited role in national economy beyond national
defense. At the other extreme, federal role is all too pervasive in countries such as Argentina, India (see
Table A2.2), Mexico and Pakistan. Brazil and Nigeria fall in the middle of this spectrum and the problem
here is uncoordinated roles of federal and subnational governments in various functions. In the following,
some important expenditure assignment issues in some of these countries are summarized.

Brazil: The 1988 Constitution has made a reasonably clear assignment of public service
provision and revenue raising responsibilities to federal, state and municipal levels in Brazil (see Shah
(1990) and Bomfim and Shah (1991)). Purely local functions such as intracity transport, zoning,
preventive health care and elementary education have been assigned to the municipal level exclusively.
The responsibility for public services that are national in scope such as defense and foreign affairs etc.
has been entrusted to the federal level, and the remaining functions are designated as shared
responsibilities of the federal and state levels with the federal government setting the norms and the state
government being responsible for the delivery of services. Unfortunately, the de facto assignment or
practice in Brazil is at substantial variance with the de jure assignment and the federal government's direct
involvement in purely local functions is quite pervasive. This involvement is likely to lessen in the near
future in view of the fiscal squeeze placed on the federal government by the new fiscal arrangements.

Mexico: Mexico is a highly centralized federation. Over 80% of public expenditures are
controlled by the central government. In addition to the usual functions of a central government, namely,
defense, justice, external affairs, commerce and finance, the federal government in Mexico assumes
responsibilities for functions which are allocated to other levels of government in other federations, such
as health and education. There is some evidence to suggest that while education expenditures in Mexico
were broadly redistributive, the same was not true of health expenditures and per capita health spending
was positively correlated with per capita income of the state. States are responsible for public transport
and infrastructure expenditures only. It is expected that Mexico will decentralize or relax federal
authority over a number of functions including health and education in the coming years.

India: In areas of concurrent assignment, the federal government exercises strong control over
states' priorities through the "carrot" (grants) and "stick"(withholding of federal grants and approvals for
state capital expenditures) approach followed by the Ministry of Planning (see Gulati and George (1985)).

Pakistan: Federal control over shared and provincial responsibilities is quite strong in Pakistan.
This control is exercised through the budget and investment plan review and approval process, through
transfers and through the federal civil service officials who hold key administrative positions at provincial
and local levels.



Table A2. 1: Expenditure Assignment in Selected Countries

Defe. Fore. Int'l Envir. Cur. IntSt Iunmig Uneopt Air Ind. Educ. Health Soc. Police Hgwys Natu. Resid
Aff. Trade Bank Trade Insur. Rail Agric. Welf Resour

Argent i na: F
(1) F F F F F F,S F,S,L F,S,L F,S F,S F,S S
(2) F F F F f F,S F,S,L F,S,L F,S F,S F,S S

Bangladesh:
(1) F F F F L L L L L L L
(2) F F F F L L L L L L L

Brazil:
(1) F F F F,S F F F F F F,S F F,S F,S F,S F F,S S
(2) F F F F,S F F F F F F,S F,S,L F,S,L F,S F,S F,S F,S,L S

China:
(1) F F F F F F F,S,L F,S,L S,L
(2) F F F F F

Czechoslovakia:
(1) F F F F F F S L L S F
(2) F F F F f F S L L S,L F

Indida.
l) F F F F,S F F F F,S F F,S F,S S F,S S F F,S F

tin F F F F,S F f F F,S F F,S F,S,L S,L F,S S F F,S F

I rxJ.w I *a. 

(I) F f F F F,S,L F,S,L F,S,L
(2) F F F F F,S,L F,S,L F,S,L

Jaw:
(1) F F F L F,L F,L F,L L L
(2) F F F L F,L F,L F,L L L

Malaysia:
(1) F F F L F F F F F,S F F,S F,S F F S F
(2) F F F L F F F F F,S F F,S F,S F F S F

Mexico:
(1) F F t F F f F F F F,S F,S S,L S
(2) F F F F F F F F F,S F,S S,L S

Nigeria:
(1) F F F,S F F F F F,S F,S S,L F F,S,L F,S,L F
(2)

Pakistan:
(1) F F F F F,S F F,S F,S,L F,S,L F,S S F,S F S

(2) f f F F F F,S S,L S,L F,S S F,S F S



Defe. Fare. Intt Envir. C:: In 1tSt I n i U Un t A..r t;d. Edud. 0 HeaLth Soc. Police H H tui
Af f. ~Trade ~ Ban: :Trade. 1nur. r a.Arc W( Rsu

Phi lippines:
(1) F F F F F F F
(2) F F F F F S,L S,L S,L

Soviet Union:
(1) F F F F F F
(2) F F F F F F,S,L F,S,L F,S,L F,S, F

Thai land:
(1) F F F F L L L L
(2) F F F F L L L L

Yugoslavia:
(1) F F F F F F F S S S F F
(2) F F F F F F S,L S,L S,L

Notes: F = Federal/Central Goverrnent
S = State/ProvirnciaL/RepublLic/DepartmentaL Goverrnment
L = Local Goverrmient
(1) = Service Responsibility
(2) = Provision of service
* AlLocation of Expenditure responsibiLity between repuiblics and Local govermnents is still an open question. For row (2), the table
refLects actual distribution of main expenditures between different budgets in 1989.

Source: Shah (1991).

,~~~~~~~~~~~~~~~
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Table A2.2: Expenditures by Function and Level of Govemment
(Percentage by Level of Government)

FUNCTION NATIONAL SUBNATIONAL TOTAL

ARGENTINA (1988)
TOTAL 85.5 14.5 100.0
1. Gen Pub Services & Public Order 68.2 31.8 100.0
2. Defence 100.0 0.0 100.0
3. Education 70.3 29.7 100.0
4. HeaLth 57.1 42.9 100.0
5. SociaL Security & WeLfare 97.1 2.9 100.0
6. Housing & Community Amenities 18.6 81.4 100.0
7. Recreation, Culture & Religion 82.7 17.3 100.0
8. Economic Affairs & Services 90.2 9.8 100.0

CANADA (1989)
TOTAL 47.8 52.2 100.0

1. Gen Pub Services & Public Order 53.2 46.8 100.0
2. Defence 100.0 0.0 100.0
3. Education 14.0 86.0 100.0
4. HeaLth 18.1 81.9 100.0
5. Social Security & Welfare 67.8 32.2 100.0
6. Housing & Community Amenities 49.6 50.4 100.0
7. Recreation, Culture & Religion 36.1 63.9 100.0
8. Economic Affairs & Services 52.5 47.5 100.0

CHINA (1990)

TOTAL 40.0 60.0 100.0

INDIA (1988)
TOTAL 44.4 55.6 100.0
1. Gen Pub Services & Public Order 14.8 85.2 100.0
2. Defence 99.0 1.0 100.0
3. Education 13.9 86.1 100.0
4. HeaLth 28.4 71.6 100.0
5. SociaL Security & Welfare 0.0 100.0 100.0
6. Housing & Community Amenities 72.7 27.3 100.0
7. Recreation, Culture & Religion 0.0 100.0 100.0
INDONESIA 84.9 15.1 100.0

TOTAL
1. Gen Pub Services & Public Order 83.4 16.6 100.0
2. Defence 100.0 0.0 100.0
3. Education 81.6 18.4 100.0
4. Health 60.6 39.4 100.0
5. SociaL Security & WeLfare 88.8 11.2 100.0
6. Housing & Community Amenities 84.6 15.4 100.0
7. Recreation, CuLture & Religion 55.5 44.5 100.0
8. Economic Affairs & Services 82.2 17.8 100.0
9. Subsidies to Lower LeveL 93.5 6.5 100.0
10. Reserves and Adjustments 100.0 0.0 100.0

UNITED STATES (1990)
TOTAL 54.7 45.3 100.0
1. Gen Pub Services & Public Order 47.2 52.8 100.0
2. Defence 100.0 0.0 100.0
3. Education 5.5 94.5 100.0
4. HeaLth 55.6 44.4 100.0
5. SociaL Security & Welfare 72.4 27.6 100.0
6. Housing & Community Amenities 67.0 33.0 100.0
7. Recreation, Culture & Religion 15.4 84.6 100.0
8. Economic Affairs & Services 56.6 43.4 100.0

Source: Goverrnment Finance Statistics Yearbook, International Monetary Fund, 1992 China: Ministry of Finance,
Unpublished Tables
Indonesia: Budget in Brief, Ministry of Finance, Directorate GeneraL of Budget, Republic of
Indonesia: Nota Keusngan,
Tahuan Anggaran 1992/93, Republic of Indonesia Tinjauan Umur, Tahuan Anggaran 1991/92, 1992/93, Biro
Bantuan Pembanguan Daerah
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Table A2.3: Expenditures by Function and Level of Government -- 1990/91

(Share by Level of Goverrinment)

SECTOR ]NATIONAL SUBNATIONAL I TOTAL I

1. AgricuLture & Irrigation i 0.92 0.08 I 1.00
2. IndustriaL & Business Development i 0.92 0.08 I 1.00
3. Natural Resources 1 0.99 0.01 I 1.00 I
4. Protection of Environment 1 0.83 0.17 I 1.00 I
5. Transportation I 0.66 0.34 1 1.00 1
6. Culture & Religion 0.55 0.45 I 1.00
7. Education & Human Capital I 0.82 0.18 1 1.00
8. Health 0.61 0.39 I 1.00 1
9. SociaL Services 0.89 0.11 1 1.00

10. RegionaL Development 0.85 0.15 I 1.00 I
11. Defense I 1.00 0.00 1.00
12. Civil Security and Protection 1 0.52 0.48 I 1.00
13. Subsidies to Lower Level Government 1 0.94 0.06 1 1.00 I
14. Public Sector Wages & Other Expenditures(*)] 0.83 0.17 I 1.00
15. Reserves and Adjustments I 1.00 0.00 I 1.00 I

TOTAL 0.85 0.15 I 1.00

(*) IncLudes Personnel and Material Expenditures.

Sources: Budget in Brief, Ministry of Finance, Directorat GeneraL of Budget, RepubLic of Indonesia
Nota Keuangan, Tahuan Anggaran 1992/93, RepubLic of Indonesia
Tinjauan Umum, Tahuan Anggaran 1991/92, 1992/93, Biro Bantuan Pembanguan Daerah
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Table A2.4: Expenditures by Function and Level of Government -- 1990/91

(In Billions of Rupiah)

SECTOR I NATIONAL SUBNATIONAL I TOTAL I

1. Agriculture & Irrigation j 2,391.6 194.9 1 2,586.5 I
2. Industrial & Business Development I 1,435.5 128.3 I 1,563.8
3. Natural Resources 1,973.1 17.5 j 1,990.6
4. Protection of Environment 301.6 59.9 1 361.5
5. Transportation 3,041.6 1585.3 1 4,626.9
6. Culture & Religion 52.5 42.1 1 94.6
7. Education & Human Capital 2,604.5 588.0 1 3,192.5
8. Health 373.9 242.7 1 616.6
9. Social Services 947.2 119.6 1 1,066.8
10. Regional Development 1,873.2 340.9 1 2,214.1
11. Defense I 981.6 0.0 I 981.6 I
12. Civil Security and Protection 41.5 37.7 79.2 I
13. Subsidies to Lower Level I 4,236.6 292.2 1 4,528.8 I
14. Public Sector Wages & Other Expenditures(*)l 25,968.3 5157.9 i 31,126.2 1
15. Reserves and Adjustments 3,228.0 0.0 I 3,228.0 1

TOTAL 49,450.7 8,806.9 1 58,257.6 I

(*) Includes Personnel and Material Expenditures.

Sources: Budget in Brief, Ministry of Finance, Directorat General of Budget, Republic of Indonesia
Nota Keuangan, Tahuan Anggaran 1992/93, Republic of Indonesia
Tinjauan Umum, Tahuan Anggaran 1991/92, 1992/93, Biro Bantuan Pembanguan Daerah
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Table A2.6: Expenditures by Function and Level of Government -- 1990/91

(Percentage by Sector)

SECTOR I NATIONAL SUBNATIONAL TOTAL

1. AgricuLture & Irrigation 4.8 2.2 1 4.4 I
2. IndustriaL & Business Development 1 2.9 1.5 l 2.7
3. Natural Resources 1 4.0 0.2 1 3.4
4. Protection of Envirornment ' 0.6 0.7 1 0.6
5. Transportation 1 6.2 18.0 1 7.9
6. Culture & Religion 0.1 0.5 1 0.2
7. Education & Hunan Capital 1 5.3 6.7 1 5.5
8. Health 0.8 2.8 1 1.1
9. SociaL Services 1.9 1.4 1 1.8

10. Regional Development 1 3.8 3.9 1 3.8
11. Defense 2.0 0.0 1 1.7
12. CiviL Security and Protection I 0.1 0.4 0.1 1
13. Subsidies to Lower Level I 8.6 3.3 7.8
14. PubLic Sector Wages & Other Expenditures(*)' 52.5 58.6 1 53.4
15. Reserves and Adjustments 1 6.5 0.0 1 5.5

TOTAL 1 100.0 100.0 1 100.0

(*) Includes Personnel and Material Expenditures.

Sources: Budget in Brief, Ministry of Finance, Directorat General of Budget, Republic of Indonesia
Nota Keuangan, Tahuan Anggaran 1992/93, Republic of Indonesia
Tinjauan Umun, Tahuan Anggaran 1991/92, 1992/93, Biro Bantuan Pembanguan Daerah
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APPENDIX 3.0

Tax Assignment Issues in Selected Countries

Table A3. 1 presents an overview of tax assignment in selected countries. The table provides
interesting comparisons on the assignment of major taxes in selected countries. It is interesting to note
that customs duties which would clearly be a central levy, based on the theory, is a shared tax in
Malaysia, and in China, the tax is administered by local governments on behalf of the Center. Resource
taxes are central levies except in India. Sales taxes are either central levies or shared taxes except in
Nigeria. The value-added tax in Brazil is a state tax whereas the same is a central levy in Mexico but
administered by states. Property tax is a truly local tax in Nigeria, Colombia and Mexico. Residual
power for taxation lies with the central government in India and with state governments in Brazil. In the
following paragraphs, special current issues in tax assignment in selected countries are reviewed.

Brazil: The constitutional assignment of taxes in Brazil has created some difficulties. These are
primarily in the area of sales taxes. All three levels of government have partially overlapping
responsibilities in tax policy development and administration for value-added type taxes. The federal
government is responsible for a manufacturer level sales tax called by the name of Industrial Product Tax
(IPI). The municipalities can levy a value added tax on services (ISS). The states have the mandate of
a general value added tax (ICMS) whose base encompasses IPI and ISS. This multiplicity in
administration raises the administration and compliance costs of these taxes. Further, Brazil is the only
country in the world with a state level general value added tax. This has the potential of evolving into
a tax with multiple rates on non-uniform bases in the long run. Already inter-state tax crediting issues
remain by and large unresolved and are fast becoming a source of major concern for the Council of
States. A second source of difficulty concerns the assignment of the rural property tax. This tax is more
suitable for administration at the state-local level but is currently being administered at the federal level.

In India, major difficulties in tax assignment are encountered in the area of sales, excises and
related (e.g. octroi) taxes. Sales taxes are assigned to the state level, excises are administered by the
Center and proceeds shared with the states and octroi is a local tax on intermunicipal trade. Sales taxes
are administered on narrow bases with multiple rates by various states. The number of rates vary from
6 in Orissa to 19 in Bihar and Gujarat (see Rao and Chelliah (1990), p.25). Some states consider sales
tax an important element of their redistributive policies. As a measure to reform the existing structure
of sales taxation, a broad based value-added tax to be administered by the Center has sometimes been
proposed. In view of the strong opposition by states, such a measure could not be implemented. The
states have also expressed dissatisfaction with the central administration of excises as their flexibility to
vary revenue and rates from this source has been eliminated. Further, the Center finds it tempting to raise
additional revenues from administered prices rather than excises as the proceeds from the latter have to
shared with the state governments. The octroi tax is a tax on intermunicipal trade and offers varying
degree of tax exporting potential. Further, it is a source of significant revenues for local governments.
Thus, it remains a popular tax at the local level in spite of its anti-trade bias.

In Nigeria, the Federal Government has vacated the personal income tax field to the States. The
administration of this tax by 22 states individually creates significant problems in tax administration and
compliance. Tax enforcement practices vary by individual states. This special arrangement severely limits
the redistributive role of the federal government. The role of income tax as a redistributive tool is also
significantly weakened.
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In Mexico, lower level governments have access to only a limited set of revenue sources, namely,
fees, charges and property taxes.

Pakistan also does not allow direct access to major revenue sources to lower levels of
governments, but instead revenues from major sources, e.g., sales tax and excises, are shared using
population as the principal criterion.
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Table A3.1: Tax Assignment in Selected Countries

Customs Income & Estates Corporate Resource Sales VAT Excises Property Fees Residual
Gifts

Argentina:

Base F S S S F L S S,IL S
Rate F S S S F L S S,L S

Adm F S S S,L F L S S,L S

Bangladesh:

Base F F F F F F L L L

Rate F F F F F F L L L
Adm F F F F F F L L L

Brazil:

Base F F S,L F F F,S,L S [ | F,L S

Rate F F,S S.L F | F F,S,L S I_ | F,L f | S

Adm F F S,L F F F,S,L S F,L S

China:

Base | F F | F F F F | F | F _

Rate F IF I F F F F F IF

Adm S,L S,L S,L S,L S.L I S,I S,L

Colombia:

Base F F | _ |_F F F F IF.S L I I

Rate |F F | | F F F F |F,S L _

Adm F F F S,L F F F,L,S L

Czechoslovakia:

Base |F F | | F [ I | F r 7 1_1

Rate | F rF _ _ F r _ _ F _ _ T

Adm |F L I I I_I _IF, S

India:

Base F F,S F F S F,S F,S,L | F,S,L | F,S,L F

Rate F F,S F F S F,S F,S,L | F.S.L F,S,L F

Adm F F,S, F F S F,S F.S.L F.S,L F.S,L F

Japan:

Base F F F L F,L L

Rate F F F L FL L

Adm F F F L F.L T L

Malaysia:

Base FFS F | | F IF,S FF [ |FS S,L S,L

Rate F,F F rI F |FS | F j |_ F,S | S,L_| S,L

Adm F,S F F | | F | F |F|F,S | S,L_| S,L

Mexico:

Base F F F F F F F F L F,S,L

Rate F F F F F F F F L F,S.L

Adm F F F F F F F F F F,S,L

Nigeria:

Base F F S F F S F,S L S,LI

Rate F F S F F S F,S L S,L

Adm F F.S s F F S F.S L S,L

...... Continued on next page
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Cont. Table A3.1: Tax Assigmnent in Selected Countries

mania heoine& ~awes Cospora Reaourc~ SWaks VAT Bzlss Pwemy pma esda

Pakistan:

Base F |F 1F 1F F F | IF,S.L S |SL_ I

Rate |F |F TF 7F |F |F TF,S,L 1S |SL I

Adm F |F |F |F F F | |F,S,L S,L |SL_I
Papua New Guinca:

Base FF F F s F,S |L SI F

Rate F F F F IS F,S L SI F

Adm IF IF F F IS F,S L S IF
Philippines:

Base F _ F F F I FF F F
Rate F ___F F IF F J F F F F
Adm F F I F S S SLF

Notes:
F = FederalCentral Government
S = State/ProvinciaURepublictDeparmentalGovernment
L = Local Goverrnent

Source: Shah (1991).
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APPENDIX 4.1

A Taxonomy of Intergovernmental Transfers

This note is intended to serve as a framework for passing qualitative judgements on the design
of transfers. From the theory one can predict the general direction of influence a grant may have on the
recipient's behavior. Of course, the magnitude of this influence can only be determined by an empirical
analysis which is beyond the scope of this study (see Shah (1979), (1989a) for an econometric model
which distinguishes the income and price effects of grants empirically). Some knowledge of the general
direction of grants is useful both in designing grant programs to meet specific objectives as well as to
evaluate the existing structure of transfers. In the following, major types of grant programs are discussed
and their rationales are also reviewed. Intergovernmental transfers, for the purpose of economic analysis,
can be broadly classified into two categories: non-matching and selective matching (see also McMillan,
Shah and Gillen (1980)). A discussion of these two categories follows:

Non-matching Transfers: Non-matching funds may be either selective or general (conditional
or non-conditional). Selective non-matching transfers offer a given amount of funds without any local
matching required provided it is spent for a particular purpose. Selective non-matching grants are best
suited as a means of subsidizing activities to which the higher level government (say the Central
Government) assigns a high priority but are given low priority by local governments. Such a case would
occur if a program generated a very high degree of spillovers up to some level of provision after which
the external benefits abruptly terminate.

If the non-matching grant is unconditional or general, then no constraints are put upon how it is
to be spent. Thus, unlike the previous case, no minimum expenditure in any area is expected. The grant
monies can be spent on any combination, public goods or services and/or to provide tax relief to
resident . Since general non-matching assistance does not modify relative prices and must not be spent
for a particular activity, it is the least stimulative of local expenditures. Typically, local expenditure will
only increase by less than $0.50 for each additional $1.00 of unconditional assistance with the remaining
funds going towards tax relief (i.e. made available to local residents to use for private goods and
services). It has been noted that the portion of grants retained for greater local expenditure exceeds local
government's own revenue relative to resident's incomes. This is referred to as the "flypaper effect"
(Gramlich (1977)); that is grant money tends to stick where it first lands. The implication is that for
political and bureaucratic reasons grants to local governments tend to result in greater local expenditure
than would result if the same transfers were made directly to local residents (see McMillan, Shah and
Gillen (1980)).

Given an amount of available assistance, recipients of grants prefer unconditional non-matching
transfers. This is because these grants provide them with the maximum flexibility to pursue their own
objectives as they augment resources without influencing their pattern of spending. Hence, the recipient
is able to maximize his own welfare. The grantor, however, may be prepared to sacrifice some of the
recipient's satisfaction in order to ensure that the funds are directed towards expenditures on which he
places a priority. This is particularly so when central objectives of affording fiscal assistance to states
and municipalities are implemented through the programs of many different departments (e.g. planning,
health, education etc.) rather than through the Ministry of Finance which does not have a dominant
influence in any specific area. In this case, the different departments do not want their program funds
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to be shifted, or even seem to be shifted, by local governments towards expenditures in other areas. In
this situation, conditional (selective) non-matching "block" grants are attractive. Such funding of state-
local assistance can ensure that the funds are spent in a department's area of interest (e.g. health care)
yet need not distort local priorities among alternative activities or induce inefficient allocations in that
expenditure area.

Selective Matching Transfers: Selective matching grants are those which require that the funds
be spent for a specific purpose (i.e. conditional) and that the recipient matches the funds to some degree
(e.g. 50:50, 66.3:33.7, etc.). They are also called cost-sharing programs. The availability of grant funds
has two effects. One, due to the subsidy the community has more resources (i.e. higher income) and
some of those go to acquiring more transportation services. This is the income effect. The income effect
is reinforced by the price or substitution effect. Since the subsidy reduces the cost (or price) per unit)
to the community of transportation services, they acquire more (even if total resources were no greater).
Hence, both the price and income effects of the subsidy stimulate the acquisition of more transportation
services.

Although the grant is for transportation, more of other public goods and services may also be
acquired, although the relative price of other goods increases (i.e. they become more expensive) and the
price effect works against them. If the positive income effect is sufficiently large, it will dominate and
a part of the grant's effect will be greater level of consumption of other goods and services. Most studies
tend to find that for grants of this kind, expenditures in the specified area increase by less than the
amount of the grant with the remainder shifted towards other public output and tax relief. For example,
$1.00 of grant tends to increase expenditures in the assisted area by $0.80. The other $0.20 is diverted
to finance other public services (see McMillan, Shah and Gillen (1979) and Shah (1979), (1989)).

Open-ended matching (no limit on available assistance if matching provisions are met) grants are
well suited for correcting inefficiencies in public goods provision arising from benefit spillovers. Benefit
spillovers, or externalities, occur when services provided and financed by a local government also benefit
members of other local governments without their contributing to finance their provision. As members
of the providing government bear all the costs but obtain only a portion of the benefits, they will tend
to under-provide the goods from the national viewpoint. If compensation arranged through negotiation
among the affected communities is not feasible, the situation can be corrected by a senior government
subsidizing the provision of the public service. The extent of spillover should determine the degree of
subsidy (matching ratio for grant).

While matching grants can correct for inefficiencies arising due to spillovers, they do not cope
with problems arising from uneven or inadequate fiscal capacities among state-local governments. Hence,
local governments with ample resources can afford to meet the matching requirements and so can acquire
a substantial amount of assistance. However, other governments with more limited fiscal capacities may
be unable to devote as much to match central funds and so fail to obtain as much assistance although their
requirements may be no less and, indeed, their needs may even be greater. Other forms of assistance
are needed to equalize fiscal capacities.

Closed-ended matching (funds are provided upto a limit only) provisions are usually preferred
by grantors as they then are better able to control their budgets. Although one would not expect closed-
ended grants to stimulate expenditures on the subsidized activity more than open-ended grants, empirical
literature typically finds them to be more stimulating. Gramlich (1977) and Shah ((1979),(1989a)) report
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that the estimated response to an additional $1.00 of this kind of grant is typically $1.50. Institutional
factors may explain the rather large response. Gramlich notes that this typ,; of grant is frequently used
to encourage spending in areas with elastic (i.e. responsive to income and price effects) demands, the
grants are large relative to normal spending by recipients in these areas, and/or the granting governments
take measures to discourage the reduction of recipients' expenditures on these aided activities.

One might reasonably question the extensive use of selective closed-ended matching grants by
developed countries when they seem ill-designed to solve problems and inefficiencies in public goods
provision. The answer seems to be that correcting for inefficiencies is not the sole and perhaps not even
the primary objective sought with their use. Rather, they are employed as a means of assisting local
governments financially while promoting expenditures on activities given priority by the grantor. The
selective aspects or conditions on the spending ensure that the funds are directed towards a desirable
activity in the grantor's view. The local matching or cost sharing component affords the grantor a degree
of control over and requires a degree of accountability by the recipient. Finally, of course, the cost to
the granting government is known.

The conditional closed-end matching grant has certain advantages from the grantor's perspective,
but there are also disadvantages. While they may result in a significant transfer of resources, they may
distort output and cause inefficiencies in doing so. The reason for this is that this aid is often only
available for a few activities which results in excessive spending in those areas while others are
underfinanced. The conmmon argument is that local priorities are distorted. Also, it is typical that capital
outlays are subsidized while operating costs are not. This results in selecting alternatives which are too
capital intensive to be least cost. A summary view of the impact of selective transfers is presented in
Table 4. 10. This table suggests that open-ended selective matching grants are the most suitable vehicles
in inducing an increase in expenditure on the assisted function by lower level governments. General non-
matching transfers, on the other hand, would be preferred if the objective was simply to enhance the
welfare of local residents.
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APPENDIX 4.2

The Design of Fiscal Equalization Grants

An equalisation program in addition to safeguarding national objectives of providing certain
minimum levels of public services across the nation can foster a greater sense of participation in a
federation of member states and therefore is often viewed as a glue that holds a federation together.
Economic literature has long recognized that equalization is justified on grounds of horizontal equity and,
in recent years, that under certain conditions it could promote economic efficiency.

In principle, a properly designed fiscal equalization transfers program corrects distortions caused
by fiscally induced migration by equalizing net fiscal benefits across states and thereby promoting
economic efficiency. To measure net fiscal benefits a reasonable approximation of costs and benefits of
public services provision in various states is essential. This requires developing measures of differential
revenue raising abilities and the costs of provision of public services of the member states. Equalization
of net fiscal benefits could then be attempted by adopting a standard of equalization and establishing the
means of financing these transfers. These and related issues of unconditionality; tax effort; stabilization
effects; and employment of strategy are discussed in the following sections.

Measurement of Fiscal Capacity

Estimating fiscal capacity, the ability of governmental units to raise revenues from their own
sources, is conceptually and empirically difficult. The two most prominent measures are the use of
macroeconomic indicators and the representative tax system.

Macro Indicators: Various measures of income and output serve as indicators of ability of the
residents of a state to bear tax burdens. Among the better known measures are:

• Personal income of a state is the sum of all incomes received by its residents. It is a
reasonable measure of ability to bear tax burdens but an imperfect and partial measure of
ability to impose them and therefore not a satisfactory measure of overall fiscal capacity.

O Personal disposable income is personal income less direct taxes. This concept shares the
weaknesses of personal income as a measure of fiscal capacity.

o State gross domestic product represents the total value of goods and services produced within
a state. It is also an imperfect guide to the ability of a state government to raise taxes, since
a significant portion of income may accrue to non-resident owners of factors of production.

The Representative Tax System (RTS): measures the fiscal capacity of a state by the revenue that
could be raised if the government employed all of the standard sources at the nationwide average intensity
of use.

To estimate equalization entitlements using the representative tax system approach, information
on the tax bases and tax rates for each state is required. Fiscal capacity of the have-not states is brought
up to the median, arithmetic mean or other norm. Using the arithmetic mean of all states as a standard,
the state equalization entitlement for resource source i is determined by the formula:
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Ei= (pop),X[ (PCTB3) M x t} - (PCTB) x x t'S I

where

E' = equalization entitlement of state from revenue source i.

POP = Population

PCTB' = Per capita tax base of revenue source i.

ti = national average tax rate of revenue source i.

subscript na = national average

subscript x = State x

The equalization entitlement for a state from a particular revenue source can be negative, positive or zero.
The total of these figures indicates whether a state receives a positive or a negative entitlement from the
interstate revenue sharing pool.

Since data on tax bases and tax collection required to implement RTS are usually published
regularly by various levels of government, RTS does not impose new data requirements and can be
readily implemented in many developing countries.

Measurement of Expenditure Needs: Economic theory suggests that an ideal equalization transfer
program should consider the expenditure side of the provincial-local budgetary operation. Many
economists have argued for taking expenditure needs and costs of providing public services into account
and several countries follow this approach.

The case for equalization rests on different net fiscal benefits across states because of differences
in revenue raising capacity or costs of providing public services. For example, two states have the same
revenue raising capacity and public service requirements, but the cost of providing them differs because
of supply factors. Differences in the degree of urbanization effect the costs of salaries and wages, land,
and construction, as well as services such as pollution control, public transit, police and fire protection,
and the provision of utilities. Differences in population density effect the cost of providing public utilities
and the costs of highways. Differences in age distribution effect the need for schools, hospitals and
recreational facilities.

These cost differentials are likely to cause substantial variations between the two jurisdictions
in the level and mix of public goods provided, resulting in different net fiscal benefits. A strong casefor
equalization can, therefore, be established on grounds of efficiency and equity to compensate for cost
differentials that give rise to different netfiscal benefits.

The fiscal federalism literature, in general, treats differential costs as synonymous with
differential needs but it must be noted that some cost differences may arise due to deliberate policy
decisions of the provincial governments and thus do not constitute need. Compensation for unavoidable
cost variations resulting from differences in the costs of inputs and from dissimilar input-output
relationships which might arise because of distance from sources of supply and geographic features can
be justified on equity grounds. Equalization grants should offset such inherent disabilities but should
disregard cost differences due to differences in efficiency with which resources are used.
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Expenditure need is more difficult to define and derive than is the measure of fiscal capacity.The
difficulties include

O defining an equalization standard
° determining cost differentials from input-output relationships
O understanding differences in service areas, populations, local needs and policies.
° Understanding strategic behavior of recipient states.

The experience of Australia, West Germany, Switzerland with federal unconditional transfers, of the
United States with highway grants, and the Canadian provinces with provincial-municipal transfers,
indicates that these concerns can be addressed and expenditure need incorporated in formula grants in a
manner acceptable to both the donor(s) and recipients.

Expenditure need should be defined as the "cost of supplying average performance levels for the
existing mix of provincial-local programs", without applying subjective standards such as "minimum
service levels" or "reasonable levels of services". Relative expenditure needs are determined empirically
using direct imputation or a simpler representative expenditure system. The later approach has the
advantage of objectivity and ease of computation, and it enables the analyst to derive measures based on
actual observed behavior rather than ad hoc value judgements. The relative weights assigned to various
need factors are determined by econometric analysis. This method requires specifying determinants for
each service category including relevant fiscal capacity and public service need variables. The equation
yields quantitative estimates of the influence each factor has in determining spending levels for a category
of public service. This information can be further analyzed to determine what each state would actually
lhave spent if it had average fiscal capacity and average demands but actual need factors (see Shah,
199 1b).

More specifically, the formula for equalization entitlement on account of expenditure
classification i for state x could be stated as follows:

EE,, = (POP), {(PCSE)',, - (PCSE)iJ
where

EE,, = equalization entitlement for expenditure classification i for state x

POPX = population of state x

(PCSE)Y, = per capita standardized expenditure by state x on expenditure classification i,
or the estimated amount a state would have spent to meet actual needs if it had
national average fiscal capacity.

(PCSE)', = National average per capita standardized expenditure for classification i. This
is the estimated expenditure for all states, based on national average values of
fiscal capacity and need.

Equalization entitlement on account of a particular expenditure classification could be positive, negative
or zero. The total of these entitlements in all expenditure categories is considered for equalization.
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A comprehensive system of equalization determines the overall entitlement of a state by
considering its separate entitlements from the Representative Tax System (RTS) and the Representative
Expenditure System (RES). Only those states with positive entitlements are eligible for transfers of all
or some fraction of the total amount, the fraction determined by the central government depending on the
availability of funds.

A phased approach to comprehensive equalization may be advisable. Initially, a representative
tax system might be implemented for a five year period, after which a representative expenditure system
might complement the RTS in the next five years. A joint federal-states fiscal arrangements sub-
committee may be instituted to monitor the system.

The Equalization Standard: Equalizing net fiscal benefits requires that an explicit standard of
equalization -- the level to which each state is entitled to be raised to provide public sector net benefits
per household comparable to other states. Simplicity dictates choosing either the arithmetic mean or the
median of the governmental units involved as the standard. Arithmetic mean provides a good
representation of the data as long as extremes are not present. If sample values have wide range, the
median, or the arithmetic mean after eliminating extreme values, provides a better representation of the
sample. Mean is preferable to median, however, for ease of computation.

Costs and Financing: An ideal fiscal equalization program is self-financing. Member governments
are assessed positive and negative entitlements that total zero, with the federal government acting as a
conduit. If an interstate revenue sharing pool creates administrative difficulties in practice the equalization
program can be financed out of general federal revenues derived in part from the states receiving
equalization.

Unconditionality: There is general consensus in the academic literature that an equalization system
should enable state governments to provide a standard package of public services if the government
imposes a standard level of taxes on the bases at its disposal. State governments or their citizens should,
however, be permitted to substitute lower rates of taxation for comparable levels of services. In such
cases, the equalization payments should be in the nature of unconditional grants having only income
effects. Service areas in which there appears a good reason to set minimum national standards are better
handled by conditional grants and shared cost programs. By raising a state's fiscal capacity, the
unconditional equalization grants enable poor states to participate in the shared cost programs more easily.

Tax Effort: Incorporating tax effort into the formula for determining equalization would involve
making the equalization entitlement a function of the ratio of actual tax collections in a state to its own
tax base. Potentially non-recipient states may wish to see such a factor incorporated into the program
to prevent states with a positive fiscal deficiency in an area from collecting equalization payments even
if they may not levy a tax in the area. Potentially recipient states may wish to see tax effort incorporated
because without it, extra tax effort on their part will be relatively unproductive compared to a wealthy
state.

Several problems exist with incorporating tax effort into the program:

the inclusion of tax effort will cause the program to depart from its unconditional nature. A
state should be free to substitute grant funds for revenue from own sources.
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* if a state raises taxes to provide a package of services higher than the standard, it should not
receive equalization for doing so; for example, other states should not have to pay most of the
cost if a state decides to paint its roads.

* Incorporating tax effort ties the federal government to expenditure philosophies of the various
states.

* Some states do not have tax bases in all areas.
* Incorporating tax effort may also encourage the employment of strategy by a state.
* In view of the different abilities of the states to export taxes, the measurement of tax effort

would be crude.
Incorporating tax effort could result in increase in taxes on the poor states.

In view of such considerations, a program of equalization payments would not be improved by including
tax effort.

Stabilization Effects: If the equalization payments are based on relative measures of fiscal
capacity, they should have a stabilizing effect on state revenues. The level of payments will move in a
direction opposite to that in which the states' own revenue raising capacity moves. Maximum stabilization
of state-local revenues will occur when the payments are based on all revenue sources, when a national
average standard of equalization is used, when cyclical fluctuations in provincial economies are small,
and when the time lag in calculating the grants is relatively short. When any large component of the total
base, such as natural resource revenues, is volatile, the destabilizing effects can be quite large, and some
sort of averaging formula should be employed to ease difficulties associated with provincial budgeting
in the face of uncertainty.

Strategy: Strategy refers to actions that provincial governments can take to influence the level
of payments they receive. A scheme that enables a state to employ strategy is undesirable, because in
general the extra payments received may not have any relation to actual disparities. For example, a
program employing tax effort could enable states to raise their entitlements by imposing heavy taxes in
areas in which they have a base below the national average. This problem is less serious in practice than
it might appear, since the room for additional taxation from sources in which the potential "have-not"
states are not well-endowed is extremely limited.

Conclusion: Economic theory provides a strong rationale for fiscal equalization because it
encourages optimal provision of public services

* by promoting a better match of these services with citizens preferences;

* by minimizing the cost of political decision making;

by encouraging political accountability; and

by addressing regional and local concerns.



Table A4. 1: The Conceptual Impact of conditional Grants

Type of Grant Income Effect Price (substitution) Total Effect WAI8G Rank by Objective Function
Effect

a, A U a, A U aj I U Increases in
Expenditure Welfare

A. SELECTIVE MATCHING

i. Open-ended t t t t t 4 t t t t t 4 > I 1 3

ii. Close-ended

binding constraint t t t t t 4 t t t t t 4 1 2or 3 4

non-binding constraint t t t - - - t t t s1 3 2

B SELECTIVE NON-MATCHING t t t - - - t t t s1 3 2

C. GENERAL NON-MATCHING t t - - - < t <1 3 1

Notes: a5 = Assisted subfunction
A = Assisted Function
U = Unassisted functions (services)
G = Grant

Source: Anwar Shah (1985).
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Table A4.2: Central Government Transfers by Type, 1986/87 and 1993/84
(in billion Rupiah)

Aver. Annual
Growth Rate

1986/87-
1993/94

1986/87 1987/88 1988/89 1989/90 1990/91 1991/92 1992/93 1993/94 (X) (***)

REVENUE SHARING 462.4 706.7 871.6 38.1
Dati 1 200.4 296.0 359.1 351.2 396.0 19.9
Dati II 262.0 410.7 512.5 40.8

GENERAL PURPOSE TRANSFERS 599.2 602.4 703.2 706.0 1,058.4 1,434.7 1,867.1 2,202.8 21.6
INPRES - Villages 98.8 98.8 112.0 112.0 180.6 249.9 326.5 390.2 23.3
INPRES - Dati II 220.4 223.6 267.2 270.0 391.8 590.8 825.1 1,029.6 26.0
INPRES - Dati 1 280.0 280.0 324.0 324.0 486.0 594.0 715.5 783.0 16.8

SPECIFIC PURPOSE TRANSFERS 3,176.5 2,907.2 3,262.9 4,087.1 5,365.2 6,396.1 7,551.5 8,652.7 16.0
TOTAL SDO TRANSFERS 2,514.8 2,594.5 2,860.1 3,551.2 4,102.4 4,554.0 5,269.3 6,028.9 13.5

Dati 1 1,604.1 1,618.5 1,786.8 2,194.0 2,578.6 2,768.3 3,314.8 13.1
Dati II 910.7 976.0 1,073.3 1,357.2 1,523.8 1,785.7 1,838.4 12.7

SPECIFIC PURPOSE [NPRES TRANSFERS 661.7 312.7 402.8 535.9 1,262.8 1,842.1 2,282.2 2,623.8 32.8
Primary School 408.8 99.7 112.5 100.0 369.5 521.7 669.1 747.9 39.5
Health 79.3 72.0 91.1 122.2 177.8 268.9 339.5 393.3 27.2
Reforestation 41.3 15.9 16.2 16.2 33.1 74.6 97.3 104.3 29.7
Regency Roads (**) 120.8 122.1 180.0 225.0 472.5 685.1 825.6 1,373.3 41.5
Provincial Roads 69.5 206.9 289.7 347.6 85.9
Market Development 11.5 3.0 3.0 3.0 3.0 2.1 3.0 5.0 0.8

DIRECT EXPENDITURES (DIP's) 5,617 7,767 13,482 7,368 4,067 6,160 7,640 8,720 15.9

TOTAL FIGURES
Transfers 3,776 3,510 3,966 4,793 6,424 7,831 9,419 10,855 16.9
Transfers & Shared Revenues 4,429 5,500 7,295 28.4
Tranfers & DIP's 9,392 11,277 17,448 12,161 10,491 13,991 17,059 19,575 14.4
Transfers, DIP's, Shared Revenues 17,910 12,868 11,362 -19.9

MEMORANDUM ITEMS
Population in (000s) (*) 164,899 168,258 171,754 175,396 179,194 183,159 187,133 191,194 1.2
GDP 85,373 99,989 118,185 137,666 159,630 167,875 189,970 236,232 15.8
GDP Deflator (1985=100) 104.0 119.7 132.6 139.9 153.1 165.6 180.5 189.5 9.0
CENTRAL GOV ORIGINAL REV 16,141 20,803 23,004 28,740 39,546 40,184 46,508 52,769 19.0
DATI I REVENUE 3,030 3,242 3,658 4,312 5,456 5,759 6,692 14.3
DAT I i REVENUE 2,375 2,430 2,502 3,007 4,278 16.9

PER CAPITA FIGURES (In Rupiah)
Transfers 22,897 20,858 23,092 27,327 35,847 42,754 50,331 56,777 14.4
Transfers & Shared Revenues 25,784 31,357 40,711 25.7
Transfers & DIP's 56,958 67,021 101,585 69,335 58,544 76,386 91,159 102,383 12.0
Transfers, DIP's, Shared Revenues 104,277 73,365 63,408 -21.6

Real Transfers 22,016 17,426 17,415 19,533 23,414 25,818 28,489 31,276 5.9
Real Transfers & Shared Revenues 19,445 22,414 26,591 17.0
Real Transfers & DIP's 54,767 55,991 76,610 49,561 38,239 46,127 51,600 56,398 3.2
Transfers, DIP's, Shared Revenues 78,641 52,441 41,416 -27.2

(*) Population figures for 1992/93 and 1993/94 were obtained by using the average annual growth rate for 1989/90 - 1991/92 of
2.17%.

(**) The figure for 1993/94 includes expenditures on provincial and regency roads.
(***) For the case of variables with data not available for a given year, the calculations are based on the available years.

Source: Ministry of Finance and National Bureau of Statistics.
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Table A4.3: Central Government Transfers by Type -- 1986/87 - 1993/94

1986/87 1987/88 1988/89 1989/90 1990/91 1991/92 1992/93 1993/94

X OF TOTAL TRANSFERS
GeneraL Purpose 15.9 17.2 17.7 14.7 16.5 18.3 19.8 20.3
Specific Purpose 84.1 82.8 82.3 85.3 83.5 81.7 80.2 79.7
SDO 66.6 73.9 72.1 74.1 63.9 58.2 55.9 55.5
INPRES 17.5 8.9 10.2 11.2 19.7 23.5 24.2 24.2

Total Transfers 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

% OF TOTAL TRANSFERS & DIP's
TotaL Transfers 40.2 31.1 22.7 39.4 61.2 56.0 55.2 55.5
Direct Expenditures 59.8 68.9 77.3 60.6 38.8 44.0 44.8 44.5
Total Transfers and DIP's 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

X OF TOTAL TRANSFERS, REVENUE SHARING & DIP's
Revenue Sharing 2.6 5.5 7.7
TotaL Transfers 22.1 37.3 56.5
Direct Expenditures 75.3 57.3 35.8
TotaL Transfers, Revenue Sharing & DIP's 100.0 100.0 100.0

% OF CENTRAL GOVERNMENT ORIGINAL RECEIPTS
Revenue Sharing 2.0 2.5 2.2
General Purpose 3.7 2.9 3.1 2.5 2.7 3.6 4.0 4.2
Specific Purpose 19.7 14.0 14.2 14.2 13.6 15.9 16.2 16.4

SDO 15.6 12.5 12.4 12.4 10.4 11.3 11.3 11.4
INPRES 4.1 1.5 1.8 1.9 3.2 4.6 4.9 5.0

Direct Expenditures 34.8 37.3 58.6 25.6 10.3 15.3 16.4 16.5
TotaL Transfers 23.4 16.9 17.2 16.7 16.2 19.5 20.3 20.6
TotaL Transfers & Revenue Sharing 19.3 19.1 18.4
Total Transfers and DIP's 58.2 54.2 75.8 42.3 26.5 34.8 36.7 37.1
Total Transfers, Revenue Sharing & DIP's 77.9 44.8 28.7

CentraL Transfers and Revenue Sharing as a % of (DATI I + DATI 11) Revenue
Revenue Sharing 7.5 9.7 9.0
General Purpose 11.1 10.6 11.4 9.6 10.9
Specific Purpose 58.8 51.3 53.0 55.8 55.1

SDO 46.5 45.7 46.4 48.5 42.1
INPRES 12.2 5.5 6.5 7.3 13.0

Total Transfers 69.9 61.9 64.4 65.5 66.0
Total Transfers and Revenue Sharing 71.9 75.1 74.9

Central Transfers and Revenue Sharing as a X of DATI I Revenue
Revenue Sharing 5.5 6.9 6.6 6.1 5.9
GeneraL Purpose 9.2 8.6 8.9 7.5 8.9 10.3 10.7
Specific Purpose 52.9 49.9 48.8 52.5 51.1 53.1 54.7

SDO 52.9 49.9 48.8 50.9 47.3 48.1 49.5
INPRES 0.0 0.0 0.0 1.6 3.8 5.0 5.2

Total Transfers 62.2 58.6 57.7 60.0 60.0 63.4 65.4
TotaL Transfers and Revenue Sharing 63.2 66.9 66.5 69.5 71.3

Central Transfers and Revenue Sharing as a % of DATI II Revenue
Revenue Sharing 10.5 13.7 12.0
General Purpose 9.3 9.2 10.7 9.0 9.2
Specific Purpose 65.7 52.9 58.9 60.5 60.2

SDO 38.4 40.2 42.9 45.1 35.6
INPRES 27.4 12.7 16.0 15.4 24.6

Total Transfers 75.0 62.1 69.6 69.5 69.4
TotaL Transfers and Revenue Sharing 80.0 83.2 81.4

Source: Ministry of Finance and and National Bureau of Statistics.
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Table A4.4: Per Capita Central Government Transfers by Type and Province: 1992193

(IN THOUSAND RUPIAH)

IPer Capital GeneraL Purpose Transfers
1991 1 1990 1

IPoputationlProvincia( i INPRES TRANSFERS
I (000s) I GDP IVillag. Dati II Dati I TOTAL
I I .

1 D.I. Aceh I 3,514 1 824 1 7.2 4.4 7.3 19
2 Sumatera Utara 1 10,474 1 998 2.5 4.2 2.5 9
3 Sumatera Barat I 4,065 1 811 1 4.0 5.6 6.1 16
4 Riau 1 3,422 1 781 1 1.6 4.5 8.1 14
5 Jambi 1 2,084 1 668 1 3.1 4.2 12.2 19
6 Sumatera Selatan 1 6,471 1 982 1.8 4.5 4.4 11
7 Bengkutu 1 1,235 1 644 1 4.1 4.0 19.1 27
8 Lampung 6,191 1 520 1 1.3 4.1 3.9 9
9 DKI Jakarta I 8,432 2,711 1 0.2 4.2 2.7 7

10 Jawa Barat I 36,335 1 769 1 0.9 4.3 0.7 6
11 Jawa Tengah 1 28,861 1 677 1 1.4 4.4 0.8 7
12 D0 Yogyakarta I 2,930 649 1 0.9 4.3 7.7 13
13 Jawa Timur 1 32,849 887 1 1.2 4.6 0.8 7
14 Bali 1 2,812 1 1,073 1 1.1 5.3 8.1 15
15 Nusa Tenggara Barat I 3,442 1 375 I 0.8 4.2 6.9 12
16 Nusa Tenggara Timur 1 3,327 1 352 1 2.5 4.4 7.5 14
17 Timor Timur 1 789 1 342 5.2 12.9 29.5 48
18 Kalimantan Barat 1 3,325 1 825 1 6.0 4.0 9.2 19
19 Kalimantan Tengah I 1,494 1 921 1 3.7 4.4 20.7 29
20 Kalimantan Selatan 1 2,659 1 860 1 4.3 4.2 9.2 18
21 Kalimantan Timur 1,962 1 2,247 l 2.7 4.4 17.4 25
22 Sulawesi Utara 1 2,519 598 2.6 4.9 9.5 17
23 Sulawesi Tengah 1 1,751 561 1 3.5 4.4 15.0 23
24 Sulawesi Selatan 7,156 1 593 1 1.1 4.7 3.6 9
25 Sulawesi Tenggara I 1,400 1 587 1 2.8 4.3 17.6 25
26 Maluku 1,976 1 741 1 3.7 4.0 13.8 22
27 Irian Jaya 1 1,684 1 948 1 6.1 6.0 27.1 39

I I 

TOT: ALL PROVINCES 1 183,159 1 872 I 1.8 4.5 3.9 10
CentraL Admin. Cost 1 1 1 0.0 0.0 0.0 0

TOT: ALL PROVINCES 1 183,159 872 1 1.8 4.5 3.9 10

WITHOUT DKI JAKARTA I 174,727 1 783 1.9 4.5 4.0 10
W/o CentraL Admin. Cost

Note: Per Capita figures were calculated by using the 1991 Population figures.

Source: Ministry of Finance and National Bureau of Statistics.

Continued on next page
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Table A4.4 Continued): Per Capita Central Government Transfer, by Type and

Province: 1992193

(IN THOUSAND RUPIAH)

Specific Purpose Transfers TOTAL 1 11TOTAL:I
SDO TRANSFERS INPRES TRANSFERS ISPECIFICI I Direct ITRANSFERSI

I ~~~~TOTAL Road DeveLop. Total I PURPOSE I TOTAL lExpenditul & i
~Dati I Dati II SD0 lPr. Sc HeaLth Refores Regency Proy. INPRES ITRANSFERSITRANSFERSI DIP I DIP's

-- - --- - - - -…… I…-- - - - -- - - - -- - - -- - - - -…-- - -- - - - -…-- - -- I--- - - - -- - -…-- - - - - …- - -

1D0.1. Aceh 1 24 8 32 14.5 2.9 0.6 12.5 2.2 23 1 55 74 1 78 152
2 Sumatera Utara 24 7 31 4.5 1.3 0.3 4.2 1.0 11 1 43 52 I 32 1 84 
3 Sumatera Barat 1 6 29 35 4.2 2.1 0.9 7.3 1.1 16 51 66 I 56 1 123
4 Riau 5 20 25 I4.9 1.5 0.7 9.3 3.3 20 45 60 1 64 I 123
5 Jambi 6 26 32 17.0 2.4 0.7 11.2 6.3 28 1 59 1 79 : 58 1 137 
6 Sumatera Selatan 1 5 19 24 13.1 1.5 0.6 7.1 3.4 16 40 50 1 43 1 94
7 Bengkutu J 10 24 35 4.9 3.3 2.2 12.4 8.2 31 65 I 93 1 80 1 173
8 Lamupung 1 18 4 22 12.5 0.7 0.6 3.2 1.5 9 30 40 1 27 I 671
9DOKI Jakarta 1 24 0 24 1.2 0.1 0.0 0.6 0.8 3 I 27 1 34 I 226 260
10 Jawa Barat 17 4 21 12.5 0.5 0.2 1.4 0.5 5 26 32 1 15 46
11 Jawa Tengah 22 6 27 2.7 0.5 0.3 1.5 0.6 6 33 I 40 I 15 I 55
12 0i Yogyakarta 34 6 40 2.9 1.1 0.6 3.1 0.7 8 1 49 1 62 43 104
13 Jawa Timur I 20 5 25 12.9 0.6 0.2 1.6 0.4 6 I 31 37 : 16 1 53 1
14 BaLi 11 26 36 2.9 1.3 0.5 4.1 2.2 11 47 62 1 42 1 1041
15 Nusa Tenggara Barat 1 4 23 28 :3.4 0.8 0.9 5.5 3.2 14 1 41 : 53 1 34 1 871
16 Nusa Tenggara Timur 1 5 36 41 15.9 2.9 2.8 11.3 5.6 28 70 84 1 47 1 131
17 Timer Timur 20 43 63 7.6 9.4 1.6 25.6 17.3 61 1 125 1 173 I 124 I 297
18 KaLimantan Barat 23 5 28 14.3 1.4 0.8 12.0 5.6 24 52 71 1 56 1 127 
19 Kalimantan Tengah 30 15 45 14.0 3.6 1.1 17.1 10.8 47 1 91 1 120 I 104 224
20 KaLimantan SeLatan 1 32 4 36 6.8 1.8 1.6 9.2 2.9 221 58 1 76 1 74 149
21 Katimantan Timur 1 26 9 35 17.6 0.5 1.2 14.3 4.8 28 63 1 88 j 113 1 201
22 Sutawesi Utara 1 40 11 51 5.0 1.8 1.3 8.2 5.9 22 1 73 90 57 146
23 Sulawesi Tengah 33 8 41 :6.8 3.9 1.8 10.7 12.0 35 1 77 I 99 1 83 1831
24 Sutawesi Selatan 4 29 33 4.1 1.4 1.2 6.4 1.8 15 48 58 411 99
25 SuLawesi Tenggara 9 35 43 6.0 3.5 2.1 13.6 8.9 34 77 102 83 185 1
26 MaLuku 1 7 30 36 :6.0 4.3 1.0 9.8 10.6 32 1 68 I 90 I 79 1 1681
27 Irian Jaya 1 21 55 77 11.5 9.1 0.8 35.7 9.1 661 143 182 1 164 I 346

TOT: ALL PROVINCES 18 10 25 3.5 1.1 0.5 4.4 1.9 11 40 50 42 91 1
CentraL Adami. Cost I 0 0 0 10.1 0.7 0.0 0.1 0.0 1 I 111 1 0 1 

TOT: ALL PROVINCES 18 10 28 3.7 1.9 0.5 4.5 1.9 12 1 41 1 51 I 42 1 92 

J1THOUT OKI JAKARTA 18i 11 28 :3.6 1.2 0.5 4.6 1.9 12 I 40 1 51 33 I 83
4/c CentraL Adami. Cost

Jote: Per Capita figures were caLcuLated by using the 1991 PopuLation figures.

;ource: Ministry of Finance and NationaL Bureau of Statistics.
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Table A4.5: Central Government Transfers and Shared Revenues by Type and Province: 1990191

(IN BILLION RUPIAHS)

Shared Revenues I General Purpose Transfers

INPRES TRANSFERS
Dati 11 Dati I TotaL ,Villages Dati II Dati I TOTAL

1 0.1. Aceh 36.1 11.6 47.6 14.1 7.6 17.1 38.8
2 Sumatera Utara 1 31.8 13.6 45.4 1 14.8 22.8 18.0 55.6
3 Sumatera Barat 7.4 3.8 11.2 1 9.2 9.9 16.3 35.5
4 Riau 18.7 54.8 73.5 3.1 6.8 19.2 29.1
5 Jambi 1 10.6 4.5 15.1 3.6 4.2 17.0 24.7
6 Sumatera Selatanl 40.2 20.5 60.7 6.6 12.8 20.0 39.4
7 Bengkulu 1 3.4 2.1 5.5 2.8 2.6 15.1 20.5
8 Lampung 12.3 3.7 16.1 1 4.3 15.1 16.0 35.4
9 DKI Jakarta 1 0.0 57.8 57.8 1 0.8 18.5 14.0 33.4

10 Jawa Barat 74.7 15.1 89.8 18.9 70.7 16.4 106.0
11 Jawa Tengah 1 37.3 10.9 48.2 22.5 59.8 15.9 98.2
12 DI Yogyakarta 1 4.0 1.9 5.9 1.4 6.5 14.2 22.1
13 Jawa Timur 1 43.1 15.2 58.3 1 22.5 69.4 16.6 108.6
14 Bali 6.7 3.2 9.9 1.8 6.2 14.3 22.2
15 Nusa Tenggara Ba: 4.1 1.7 5.8 1.6 6.9 15.1 23.6
16 Nusa Tenggara Til 6.3 2.3 8.6 1 4.6 7.6 16.6 28.8
17 Timor Timur 1 0.5 1.3 1.8 3.2 6.5 14.8 24.5
18 Kalimantan Baratl 8.6 7.4 16.0 1 12.1 6.6 22.1 40.8
19 Kalimantan Tengal 24.1 18.8 42.9 3.1 3.5 22.5 29.1
20 Kalimantan SelatI 20.1 7.2 27.3 1 6.4 5.9 16.0 28.4
21 Kalimantan Timur! 58.2 29.7 87.9 : 3.0 4.4 25.7 33.1
22 Sulawesi Utara 5.0 6.1 11.1 1 3.7 5.3 15.4 24.4
23 Sulawesi Tengah 6.5 5.4 12.0 3.4 3.5 17.8 24.7
24 Sulawesi Selatanl 21.0 13.8 34.9 1 4.0 16.3 17.5 37.8
25 Sulawesi Tenggarl 5.2 4.0 9.3 2.1 2.7 16.1 20.9
26 Maluku 17.4 15.9 33.2 1 4.1 3.7 18.7 26.5
27 Irian Jaya 1 21.3 22.6 43.9 2.6 4.9 37.2 44.7

… … … … … … … …… - -I

TOT: ALL PROVINCES 524.6 355.2 879.8 180.3 390.8 485.8 1056.9
Central Admin. Cost: 1 0.3 1.0 0.2 1.5 1

TOT: ALL PROVINCES 1 524.6 355.2 879.8 1 180.6 391.8 486.0 1058.4

Source: Ministry of Finance and National Bureau of Statistics.

Continue on next page
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Table A4.5 (continued): Central Government Transfers and Shared Revenues by Type and Province: 1990191

(in biLLion Rupiah)

TOTAL

TOTAL TRANSFER

!Specific Purpose Transfers ITOTAL ITRANSFER: I SHARED

SDD Transfers INPRES Transfers ISPECIFIC: & ~Direct IREVENUES
I ~~~~Total IRoad DeveLop. Total IPURPOSE TOTAL ISHARED lExpendi I &

!Dati I Dati II SDOD Prim S Health Refore Regency Prey. INPRES ITRANSFER ITRANSFERIREVENUESI DIP I DIP's
-- -- - -I … … … … ……-- - - -- - -- - -- …-- - -- - -- - -- - -- - -- - -- - - - - -…-- - -…-- -…-- - - - - I - - - -… - -- -

1 D.I. Aceh 167.0 22.7 89.7 6.9 4.2 0.8 24.7 1.4 38.0 1127.7 166.5 1214.2 :168.1 1382.3
2 Sumatera Utara 204.2 58.9 263.1 18.6 8.9 1.7 23.8 10.1 63.0 326.1 381.7 1427.1 183.7 :610.8
3 Sumatera Barat 19.2 96.1 115.3 8.8 4.3 1.2 14.1 3.0 31.4 146.7 182.2 1193.4 118.0 311.4
4 Riau 114.0 55.6 69.6 10.0 3.3 0.6 20.2 8.0 42.0 111.6 140.6 214.1 :122.2 :336.3
5 Jambi 1 9.0 43.4 52.4 8.4 3.0 0.3 13.7 7.1 32.5 1 84.9 109.6 1124.7 159.6 1184.3
6 Sumatera SeLatan: 25.3 100.3 125.6 12.8 6.8 1.4 25.2 14.2 60.5 1186.1 225.5 1286.2 1165.2 1451.4
7 BengkuLu 110.4 23.9 34.3 5.6 2.7 0.9 6.7 5.5 21.4 1 55.7 76.2 1 81.7 147.5 I129.2
8 Lampung 191.0 16.8 107.8 7.0 5.4 1.0 10.7 5.8 29.9 1137.7 173.1 189.2 190.3 1279.5
9 DKI Jakarta 1 4.2 160.7 164.9 8.3 5.0 0.0 5.0 3.3 21.6 1186.5 219.8 1 277.7 :1041.0 :1318.7
10 Jawa Barat :498.5 75.9 574.4 43.0 23.1 2.3 35.8 13.8 118.1 1692.5 798.5 1888.3 :319.7 1208.0
11 Jawa Tengah 1504.5 134.2 638.7 51.2 19.5 2.3 26.9 11.4 111.2 :749.9 848.1 1896.3 :254.4 11150.7
12 DI Yegyakarta 181.8 13.6 95.4 :5.5 2.9 0.5 5.6 0.9 15.4 110.8 132.9 :138.8 170.9 :209.7
13 Jawa Timur 523.9 131.3 655.2 56.7 24.3 1.9 32.3 10.8 126.1 781.3 :889.9 :948.1 1279.3 :1227.4
14 Bali 1 73.0 9.6 82.6 7.7 2.8 0.6 7.2 5.0 23.3 :105.9 128.1 1 138.0 150.3 :188.3
15 Nusa Tenggara Ba: 12.0 64.3 76.3 5.1 2.9 1.6 7.0 8.2 24.8 :101.1 124.8 1130.6 :62.7 1193.3
16 Nusa Tenggara Ti: 13.2 97.4 110.6 10.9 5.1 2.0 20.0 9.1 47.0 :157.6 186.4 1195.0 :74.5 :269.5
17 Timer Timur : 13.4 27.1 40.5 :4.9 4.9 0.4 10.0 8.8 29.0 : 69.5 94.0 : 95.8 :41.1 :136.9
18 Kalimantan Baratl 63.5 14.1 77.6 :7.8 5.0 0.4 21.8 8.0 43.0 :120.6 161.5 1 177.5 :107.0 :284.5
19 Kalimantan Tenga: 36.3 17.7 54.0 :10.1 3.5 0.3 12.7 7.4 34.1 : 88.1 r117.2 1160.1 :61.4 :221.5
20 Kalimantan SelatI 69.0 7.7 76.7 :9.9 3.9 2.1 11.9 6.5 34.3 :111.0 139.4 :166.7 :110.0 276.7
21 Kalimantan Timur: 41.3 14.0 55.3 :7.4 1.9 0.5 18.9 4.2 32.9 : 88.2 121.3 :209.2 :77.0 :286.2
22 SuLawesi Utara 180.4 21.1 101.5 :7.3 3.2 1.3 12.8 8.9 33.6 :135.1 159.5 1170.6 :77.4 :248.0
23 SuLawesi Tengah 47.4 10.9 58.3 :6.9 2.3 0.9 9.0 14.1 33.2 : 91.5 116.3 1128.2 160.0 :188.2
24 SuLawesi Selatanl 24.4 144.1 168.5 :16.4 6.4 3.4 22.8 8.0 57.0 :225.5 263.3 1298.2 1141.2 :439.4
25 Sulawesi Tenggari 9.8 38.9 48.7 :3.3 2.5 0.9 11.1 7.2 25.0 : 73.7 94.7 :103.9 55.6 159.5
26 MaLuku 110.8 48.9 59.7 16.0 3.5 0.7 12.2 7.1 29.6 1 89.3 115.8 1149.1 75.1 224.2
27 Irian Jaya 131.1 74.6 105.7 :10.4 6.2 0.0 33.9 8.4 59.0 :164.7 : 209.3 1253.3 154.0 407.3

TOT: ALL PROVINCES 12578.6 1523.8 4102.4 :356.7 167.8 30.1 455.8 206.5 1216.91 5319.3 6376.1: 7255.9 14067.2 111323.1
CentraL Admin. Cost: 12.8 10.0 3.0 16.7 0.4 42.9 1 42.9 44.5 1 44.5 11 44.5

TOT: ALL PROVINCES 12578.6 1523.8 4102.4 :369.5 177.8 33.1 472.5 206.9 1259.81 5362.2 6420.6 1 7300.4 14067.2 :11367.6

Source: Ministry of Finance and NationaL Bureau of Statistics.
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Table A4.6: Central Government Transfers and Shared Revenues by Type

and Province: 1990/91

7% in DATI I Expenditure % in DATI 11 Expenditure
--- i

Transfers' Transfers4
& i & I

Shared General Specific Purpose Shared IShared General Specific Purpose Shared
Revenue Purpose SDO INPRES Revenues IRevenue Purpose SDO INPRES Revenues

………………… - .

1 D.I. Aceh 10.5 15.5 60.9 1.3 88.2 27.1 5.7 17.1 27.5 77.4
2 Sumatera Utara 1 4.3 5.7 65.0 3.2 78.3 1 12.2 8.7 22.5 20.2 63.6
3 Sumatera Barat 1 6.0 25.9 30.4 4.8 67.1 1 4.3 5.8 56.3 16.6 83.1
4 Riau 50.5 17.7 12.9 7.3 88.4 1 14.0 5.1 41.7 25.5 86.2
5 Jambi 1 10.6 39.5 21.0 16.5 87.6 11.4 4.5 46.7 27.4 89.9
6 Sumatera Selatan! 18.6 18.2 23.0 12.9 72.7 1 17.8 5.7 44.4 20.5 88.3
7 Bengkulu 1 5.6 39.8 27.5 14.6 87.5 1 7.4 5.6 51.8 34.4 99.2
8 Lampung 1 2.6 11.1 63.5 4.1 81.3 1 14.5 17.8 19.7 28.3 80.2
9 DKI Jakarta 1 6.0 1.5 0.4 0.3 8.2 1

10 Jawa Barat I 2.5 2.7 81.1 2.3 88.5 1 14.6 13.8 14.8 20.4 63.7
11 Jawa Tengah 1 1.9 2.7 86.9 2.0 93.4 8.1 12.9 29.1 21.6 71.7
12 DI Yogyakarta J 1.9 14.2 82.1 0.9 99.2 7.5 12.0 25.3 26.9 71.7
13 Jawa Timur 1 2.2 2.4 76.7 1.6 82.9 1 8.6 13.9 26.3 23.1 72.0
14 BaHi 1 2.6 11.4 58.4 4.0 76.5 1 7.2 6.6 10.3 19.7 43.8
15 Nusa Tenggara Ba: 4.0 35.0 27.8 19.1 85.9 1 3.7 6.2 57.6 14.9 82.4
16 Nusa Tenggara Ti: 5.1 36.6 29.0 19.9 90.6 1 4.5 5.4 69.3 27.0 106.1
17 Timor Timur 1 3.6 41.1 37.2 24.5 106.4 1 1.1 15.0 62.4 46.4 124.9
18 Kalimantan Baratl 6.8 20.2 58.1 7.3 92.4 : 9.5 7.3 15.5 38.6 70.8
19 Kalimantan Tengal 22.4 26.7 43.1 8.8 101.0 : 34.7 5.0 25.5 38.5 103.8
20 Kalimantan Selat' 6.6 14.6 63.0 5.9 90.1 1 25.5 7.5 9.7 35.2 77.9
21 KaLimantan Timurl 25.2 21.8 35.0 3.6 85.5 1 50.2 3.8 12.1 24.8 90.9
22 Sulawesi Utara 1 5.0 12.7 66.2 7.4 91.3 : 8.0 8.5 33.7 39.4 89.7
23 Sulawesi Tengah : 6.0 19.6 52.3 15.6 93.5 1 11.8 6.4 19.6 34.5 72.2
24 SuLawesi Selatan; 15.5 19.6 27.4 9.0 71.5 : 7.4 5.7 50.4 17.2 80.7
25 Sulawesi Tenggarl 10.7 42.6 25.9 19.0 98.3 1 8.7 4.5 64.1 29.4 106.7
26 Maluku 1 29.7 35.0 20.2 13.3 98.2 1 18.7 4.0 52.5 24.1 99.3
27 Irian Jaya 1 22.0 36.2 30.3 8.2 96.7 1 17.3 3.9 60.4 40.9 122.6

… … … … … … … … … … … … . -- I

TOT: ALL PROVINCES I 7.1 9.6 51.2 4.1 72.0 1 12.8 9.5 37.2 24.7 84.2
Central Admin. Costs 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 1.0 1.1 1

TOT: ALL PROVINCES I 7.1 9.6 51.2 4.1 72.0 I 12.8 9.6 37.2 25.7 85.2

Source: Ministry of Finance and National Bureau of Statistics.
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Table A4.6 (Continued): Central Government Transfers and Shared Re;venues by Type and

Province -- 1990/91

1% in (DATI I + DATI II) Expenditure I

…--

Transfersi
& I

Shared General Specific Purpose Shared
Revenues Purpose SoC INPRES Revenues

I … … … …… .

1 0D.. Aceh I 19.6 16.0 36.9 15.6 88.1
2 Sumatera Utara 7.9 9.7 45.7 10.9 74.2
3 Sumatera Barat 1 4.8 15.2 49.3 13.4 82.7
4 Riau 30.4 12.0 28.8 17.3 88.4
5 Jambi 1 11.1 18.2 38.6 23.9 91.8
6 Sumatera Selatanl 18.1 11.7 37.4 18.0 85.2
7 Bengkulu 1 6.6 24.4 40.8 25.5 97.3
8 Lampung 7.0 15.5 47.2 13.1 82.7
9 DKI Jakarta 1 6.0 3.5 17.1 2.2 28.9
10 Jawa Barat 8.0 9.4 51.0 10.5 78.9
11 Jawa Tengah 4.6 9.4 61.3 10.7 86.0

12 DI Yogyakarta 1 3.9 14.4 62.2 10.0 90.5
13 Jawa Timur I 4.9 9.2 55.4 10.7 80.2

14 Bali 4.5 10.2 37.9 10.7 63.4
15 Nusa Tenggara Sal 3.8 15.3 49.3 16.0 84.4

16 Nusa Tenggara Til 4.6 15.5 59.4 25.3 104.8
17 Timor Timur 1 2.2 30.9 51.0 36.5 120.6
18 KaLimantan Baratl 8.0 20.4 38.8 21.5 88.6
19 Kalimantan Tengal 27.9 19.0 35.2 22.2 104.3
20 Kalimantan SelatI 14.5 15.0 40.7 18.2 88.4
21 Kalimantan Timurl 37.6 14.2 23.6 14.1 89.4
22 Sulawesi Utara 1 6.1 13.3 55.2 18.2 92.7
23 Sulawesi Tengah 8.2 16.9 39.9 22.7 87.8
24 Sulawesi SelatanJ 9.3 10.1 45.0 15.2 79.6
25 Sulawesi Tenggarl 9.4 21.2 49.5 25.4 105.6
26 Maluku 1 22.7 18.1 40.7 20.2 101.7
27 Irian Jaya 1 19.4 19.8 46.7 26.1 112.0

… … … … … … -

TOT: ALL PROVINCES 1 9.6 11.6 44.9 13.3 79.4
Central Admin. Cost! 0.0 0.0 0.0 0.5 0.5

TOT: ALL PROVINCES 1 9.6 11.6 44.9 13.8 79.9

Source: Ministry of Finance and National Bureau of Statistics.
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Table A4.7: Central Government Transfers and Shared Revenues by Type

and Province: 1990/91

Per Capita Transfers, Expenditures and Provincial GDP (000's Rupiah)
I…I

Transfers Transfers
General Specific Purpose & Direct Shared Expenditures I

Shared Purpose SDO INPRES Shared Expenditure Revenues GDP Dati I Dati II Total I
Revenue Transfers Transfers 1ransfers Revenues DiP's DIP's Expend. Expend. Expend.!

1 D.I. Aceh 13.9 11.4 26.3 11.1 62.7 49.2 111.9 848.1 32.2 38.9 71.1
2 Sumatera Utara 4.4 5.4 25.7 6.1 41.7 17.9 59.6 1019.2 30.6 25.5 56.1
3 Sumatera Barat 2.8 8.9 28.8 7.9 48.4 29.5 77.9 824.5 15.8 42.7 58.5
4 Riau 22.4 8.9 21.2 12.8 65.3 37.2 102.5 814.2 33.1 40.7 73.8
5 Jambi 1 7.5 12.3 26.0 16.1 61.9 29.6 91.5 691.6 21.3 46.1 67.4
6 Sumatera Selatan; 9.7 6.3 20.0 9.6 45.6 26.3 71.9 1012.8 17.5 36.0 53.5
7 Bengkulu 4.7 17.4 29.1 18.1 69.3 40.3 109.6 674.5 32.1 39.1 71.3
8 Lampung 2.7 5.9 18.0 5.0 31.5 15.0 46.5 535.7 23.9 14.2 38.1
9 DKI Jakarta 1 7.0 4.1 20.1 2.6 33.8 126.6 160.4 2779.6 117.1 0.0 117.1

10 Jawa Barat 1 2.5 3.0 16.2 3.3 25.1 9.0 34.1 789.9 17.4 14.4 31.8
11 Jawa Tengah 1.7 3.4 22.4 3.9 31.4 8.9 40.4 685.0 20.4 16.2 36.6
12 DI Yogyakarta 2.0 7.6 32.8 5.3 47.7 24.3 72.0 652.5 34.2 18.5 52.7
13 Jawa Timur 1.8 3.3 20.2 3.9 29.2 8.6 37.8 897.0 21.0 15.4 36.4
14 Bali 1 3.6 8.0 29.7 8.4 49.7 18.1 67.8 1086.6 45.0 33.4 78.4
15 Nusa Tenggara Ba; 1.7 7.0 22.6 7.4 38.8 18.6 57.4 382.9 12.8 33.1 45.9
16 Nusa Tenggara Ti: 2.6 8.8 33.8 14.4 59.7 22.8 82.5 358.7 13.9 43.0 56.9
17 Timor Timur 1 2.4 32.8 54.2 38.7 128.1 55.0 183.1 360.4 48.2 58.1 106.2
18 Kalimantan Baratl 4.9 12.6 24.0 13.3 54.9 33.1 87.9 847.7 33.8 28.1 61.9
19 KaLimantan Tengal 30.7 20.8 38.7 24.4 114.7 44.0 158.7 986.1 60.4 49.7 110.0
20 Kalimantan Selat: 10.5 10.9 29.5 13.2 64.2 42.4 106.6 880.3 42.2 30.4 72.6
21 Kalimantan Timurl 46.9 17.7 29.5 17.5 111.6 41.1 152.6 2351.8 63.0 61.7 124.7
22 SuLawesi Utara 1 4.5 9.9 41.0 17.5 68.9 31.2 100.1 608.0 49.0 25.2 74.2
23 Sulawesi Tengah 1 7.0 14.5 34.2 19.5 75.3 35.2 110.5 576.9 53.2 32.6 85.8
24 Sulawesi Selatanl 5.0 5.4 24.1 8.2 42.7 20.2 62.9 607.6 12.8 40.9 53.7
25 Sulawesi Tenggarl 6.9 15.5 36.1 18.6 77.0 41.2 118.2 608.8 28.0 44.9 73.0
26 Maluku : 18.0 14.3 32.3 16.0 80.5 40.6 121.1 790.4 28.9 50.3 79.2
27 Irian Jaya : 27.0 27.4 64.9 36.2 155.5 94.5 250.0 979.7 63.1 75.8 138.9

… … … … … … … … … … … … -

TOT: ALL PROVINCES 4.9 5.9 22.9 6.8 40.5 22.7 63.2 890.8 28.1 22.9 51.0
Central Admin. Cost: 0.0 0.0 0.0 0.2 0.2 0.0 0.2 0.0 0.0 0.0 0.0

TOT: ALL PROVINCES : 4.9 5.9 22.9 7.0 40.7 22.7 63.4 890.8 28.1 22.9 51.0

Source: Ministry of Finance and National Bureau of Statistics.
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Table A4.8: Central Govemment Transfers and Shared Revenues by Type

and Province: 1990/91

X% in (DATI I + DATI 11) Revenue 1% of Central Trans in DATI I Revenl% of CentraL Transf in DATI ft Revel

'General Specific Purpose Total :General Specific Purpose Total IGeneral Specific Purpose Total
IPurpose S00 INPRES TransferlPurpose SDO INPRES Transfers Purpose SDO INPRES Transfers

… … … … … … … … …… - , -
1 D.I. Aceh I 15.1 35.0 14.8 64.9 14.5 56.8 1.2 72.5 1 5.5 16.4 26.4 48.3
2 Sumatera Utara I 9.5 44.7 10.7 64.9 5.6 64.1 3.2 72.9 8.5 21.8 19.6 49.9
3 Sumatera Barat 1 14.7 47.6 13.0 75.3 23.5 27.7 4.4 55.5 1 5.8 55.6 16.5 77.8
4 Riau 1 9.7 23.2 14.0 46.9 12.2 8.9 5.0 26.1 1 4.8 39.1 23.9 67.8
5 Jambi 1 17.3 36.6 22.7 76.6 I 35.2 18.7 14.7 68.5 4.4 45.8 26.8 77.0
6 Sumatera Selatanl 10.9 34.6 16.7 62.1 1 16.0 20.2 11.4 47.5 5.4 42.2 19.5 67.0
7 Bengkulu 1 22.7 38.0 23.7 84.4 1 37.4 25.8 13.8 77.0 1 5.2 47.8 31.7 84.7
8 Lampung 1 15.0 45.8 12.7 73.5 1 10.8 61.5 3.9 76.3 1 17.3 19.2 27.5 63.9
9 DKI Jakarta 1 3.4 16.7 2.2 22.3 ' 1.4 0.4 0.3 2.2

10 Jawa garat 1 8.6 46.8 9.6 65.0 2.4 72.2 2.0 76.6 13.1 14.1 19.4 46.6
11 Jawa Tengah I 9.0 58.9 10.2 78.2 1 2.6 82.9 1.9 87.4 12.5 28.2 20.9 61.6
12 Dl Yogyakarta 13.6 58.8 9.5 81.9 I 13.3 76.6 0.9 90.8 11.6 24.5 26.1 62.2
13 Jawa Timur 8.7 52.3 10.1 71.0 1 2.2 70.7 1.5 74.4 1 13.6 25.6 22.5 61.7
14 Bali I 9.1 34.0 9.6 52.7 1 9.9 50.3 3.5 63.6 1 6.3 9.8 18.6 34.7
15 Nusa Tenggara Bal 14.5 47.0 15.3 76.8 30.8 24.5 16.8 72.1 1 6.1 56.7 14.6 77.4
16 Nusa Tenggara Til 14.8 56.9 24.2 95.9 1 32.6 25.9 17.7 76.2 1 5.3 67.9 26.5 99.7
17 Timor Timur 1 30.2 49.9 35.7 115.8 1 37.7 34.1 22.4 94.2 15.5 64.7 48.1 128.3
18 Kalimantan Baratl 19.1 36.3 20.1 75.5 1 18.5 53.1 6.7 78.2 1 7.0 15.0 37.2 59.2
19 Kalimantan Tengal 17.3 32.0 20.2 69.5 1 24.8 39.9 8.2 72.9 1 4.5 22.8 34.3 61.6
20 Kalimantan Selat: 14.3 38.8 17.4 70.5 14.3 61.4 5.8 81.5 1 7.0 9.0 32.6 48.6
21 KaLimantan Timurl 11.8 19.8 11.7 43.3 1 18.2 29.2 3.0 50.4 1 3.2 10.1 20.7 34.0
22 SuLawesi Utara 1 13.0 53.9 17.8 84.6 1 12.4 64.5 7.2 84.1 1 8.3 33.1 38.6 80.0
23 Sulawesi Tengah 1 16.7 39.3 22.4 78.4 I 19.4 51.8 15.4 86.6 1 6.2 19.2 33.7 59.1
24 Sulawesi Selatani 9.6 42.6 14.4 66.5 I 16.4 22.9 7.5 46.8 1 5.6 49.8 16.9 72.4
25 Sulawesi Tenggarl 20.1 46.7 24.0 90.8 1 38.3 23.3 17.1 78.8 1 4.4 62.5 28.7 95.5
26 Maluku 1 16.1 36.2 18.0 70.3 1 27.9 16.1 10.6 54.5 1 3.8 50.1 23.0 77.0
27 Irian Jaya I 17.5 41.3 23.0 81.8 1 32.2 26.9 7.3 66.4 1 3.5 53.1 36.0 92.5

… - - I

TOT: ALL PROVINCES 10.9 42.1 12.5 65.5 1 8.9 47.3 3.8 59.9 1 9.1 35.6 23.6 68.4
Central Admin. Cost: 0.0 0.0 0.4 0.5 1 0.0 0.0 0.0 0.0 1 0.0 0.0 1.0 1.0

TOT: ALL PROVINCES 10.9 42.1 12.9 66.0 8.9 47.3 3.8 60.0 9.2 35.6 24.6 69.4

Source: Ministry of Finance and National Bureau of Statistics.
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Table A4.9: Expenditures and Transfers by Function in Indonesia -- 1990/91

Provincial & Local Goverrwnents I
I…-

Function % % of Transfers
Transfers Expenditures in Expenditures

(BilLion Rupiah) (M)

Primary School I 369.5 412.4 89.6

Health 177.8 242.7 73.3 I

Road Transportation! 679.4 1339.5 50.7 1

Personnel (*) 4102.4 5026.9 81.6

(*) The expenditure figure is the one for Routine (Current) Expenditures.

Source: Ministry of Finance and National Bureau of Statistics.



Appendix 4.2 229

Table A4.10: SDO Transfers by Level of Government and Type in Indonesia: 1991/92 - 1993/94

1991/92 1992/93 1993/94
(Bill. Rupiah) % in Total (Bill. Rupiah % in Total (Bill. Rupiah) % in Total,

Dati I
Personnel Expenditures 2,567.4 56.38 3,115.2 60.45
Decentralisation Expenditures E 97.1 2.13 I 111.0 2.15

Of which Primary School Support 179.8 1.75 87.7 1.70
Deconcentration Expenditures 103.8 2.28 88.6 1.72

Of which ViLLage Support 43.9 0.96 45.8 0.89
Total: Dati I 2,768.3 60.79 1 3,314.8 64.33

Dati II
PersonneL Expenditures 1 1,748.7 38.40 1,777.7 34.50
Decentralisation Expenditures 6.4 0.14 8.5 0.16 1
Deconcentration Expenditures 30.6 0.67 1 52.2 1.01
Total: Dati 11 1,785.8 39.21 1,838.4 35.68

Dati I and Dati [I I
Personnel Expenditures 4,316.1 94.78 4,892.9 94.95 5,651.3 93.74
Non-Personnel Expenditures 237.9 5.22 260.3 5.05 377.6 6.26

Decentralisation Expenditures i 103.6 2.27 1 119.5 2.32 1
Deconcentration Expenditures 1 134.4 2.95 140.8 2.73 I

GRAND TOTAL 4,554.1 100.00 5,153.2 100.00 1 6,028.9 100.00

Source: Ministry of Finance and NationaL Bureau of Statistics.
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Table A4.1 1: Central Govemment Transfers by Type and Province: 1991/92

(IN BILLION RUPIAHS)

General Purpose Transfers

INPRES TRANSFERS
Villages Dati 11 Dati I TOTAL
… I… … … … …-

1 D.I. Aceh 19.6 11.0 21.1 51.7 1
2 Sumatera Utara 20.5 32.1 22.0 74.6
3 Sumatera Barat I 12.8 14.7 20.3 47.8
4 Riau I 4.2 10.2 23.2 37.7
5 Jambi I 4.9 6.1 21.0 32.0
6 Sumatera Selatanl 9.1 19.6 24.0 52.7
7 BengkuLu I 5.9 18.8 20.0 44.7
8 Lampung I 3.9 3.7 19.1 26.7
9 DKI Jakarta I 1.1 25.4 18.0 44.5

10 Jawa Barat 1 26.1 112.4 20.4 158.9
11 Jawa Tengah I 31.1 89.9 19.9 140.9
12 DI Yogyakarta I 1.9 8.8 18.2 28.9
13 Jawa Timur 1 31.0 104.9 20.6 156.5
14 BaLi 1 2.4 8.8 18.3 29.5
15 Nusa Tenggara Ba: 2.2 10.4 19.1 31.7
16 Nusa Tenggara Ti: 6.4 10.4 20.6 37.4
17 Timor Timur 1 3.7 8.2 18.8 30.7
18 KaLimantan Baratl 16.8 9.9 26.1 52.8
19 Kalimantan Tengal 4.3 5.0 26.5 35.8
20 Kalimantan SelatI 8.8 8.4 20.0 37.3
21 Kalimantan Timurl 4.1 6.2 29.7 40.0
22 Sulawesi Utara 5.1 8.5 19.4 33.0
23 Sulawesi Tengah 1 4.8 5.2 21.8 31.7
24 Sulawesi SeLatanl 5.5 22.8 21.5 49.7
25 Sulawesi Tenggarl 2.8 4.1 20.1 27.0
26 MaLuku I 5.6 5.8 22.7 34.2
27 Irian Jaya I 3.7 6.5 41.2 51.3

…. . . . .-

TOT: ALL PROVINCES 1 248.3 577.6 593.7 1419.5
Central Admin. Costl 1.7 13.2 0.3 15.2

TOT: ALL PROVINCES : 249.9 590.8 594.0 1434.7 I

Source: Ministry of Finance and National Bureau of Statistics.
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Table A4.1 1 (Continued): Central Government Transfers by Type and Province: 1991/92

(IN BILLION RUPIAHS)

Specific Purpose Transfers TOTAL TOTAL
SDO TRANSFERS INPRES TRANSFERS jSPECIFIC I Direct ITRANSFERS

TOTAL I Road Develop TotaL PURPOSE I TOTAL jExpenditu; &
Dati I Dati II SDO lPr. Sc HeaLth Refore Regency Prov. INPRES 'TRANSFERS'TRANSFER; DIP DIP's

… … … … … … … … … …… - - - - I

1 0.1. Aceh 1 73.5 25.0 98.5 1 9.8 5.0 1.6 37.7 7.9 62.1 160.6 212.2 233.4 445.6
2 Sumatera Utara 1 226.5 61.9 288.4 1 34.1 8.4 2.2 39.2 10.1 94.0 1 382.4 1 456.9 1 270.9 727.8
3 Sumatera Barat 1 20.9 105.5 126.4 14.0 4.3 3.7 23.8 4.4 50.3 176.7 1 224.4 1 189.8 1 414.2
4 Riau 1 15.2 61.2 76.4 16.4 4.5 1.9 28.9 10.4 62.1 1 138.5 1 176.2 : 174.9 1 351.1
5 Jambi 4.9 47.8 52.7 1 12.2 3.2 1.0 19.3 11.6 47.3 100.0 131.9 101.3 1 233.2
6 Sumatera SeLatanl 27.6 110.3 137.9 22.2 6.0 2.1 35.8 18.6 84.8 222.7 1 275.4 I 236.2 I 511.6
7 Bengkulu 11.2 26.2 37.4 11.1 3.8 2.8 16.5 9.5 43.7 81.1 1 125.8 I 71.2 1 197.0
8 Lampung 99.7 18.4 118.1 7.1 3.9 2.8 10.6 9.2 33.8 151.9 I 178.6 127.7 1 306.3
9 DKI Jakarta 4.4 176.5 180.9 I 8.4 0.8 0.0 5.0 6.8 21.1 202.0 246.5 I 1464.6 I 1711.1
10 Jawa Barat I 546.6 119.1 665.7 I 63.2 12.5 6.6 45.4 18.0 145.6 811.3 I 970.2 458.5 1428.7
11 Jawa Tengah 1 553.4 147.0 700.4 1 70.8 10.3 6.9 38.5 18.6 145.1 845.5 986.5 373.3 1 1359.8
12 DI Yogyakarta 1 89.6 14.9 104.5 7.0 2.3 1.7 7.6 1.8 20.4 1 124.9 153.8 1 102.8 1 256.6
13 Jawa Timur 574.5 144.0 718.5 I 75.4 13.6 4.8 48.0 14.1 156.0 874.5 1031.0 1 453.2 1 1484.2

14 Bali 1 26.0 64.5 90.5 7.3 2.8 1.3 10.6 6.1 28.1 1 118.6 148.1 1 91.6 1 239.7
15 Nusa Tenggara Ba: 13.0 70.6 83.6 7.4 1.1 2.8 12.4 9.9 33.6 1 117.2 1 148.9 97.1 I 246.0
16 Nusa Tenggara Tif 14.3 107.1 121.4 12.8 6.2 5.9 32.3 14.9 72.1 193.5 230.9 124.0 354.9
17 Timor Timur I 14.5 29.7 44.2 6.4 5.0 0.9 15.5 8.4 36.3 80.5 1 111.1 67.1 I 178.2

18 Kalimantan Baratl 69.7 15.3 85.0 10.8 5.2 1.5 33.7 13.2 64.4 149.4 1 202.2 158.6 360.8
19 KaLimantan Tengal 39.8 19.5 59.3 14.6 6.7 1.2 19.2 10.8 52.5 111.8 I 147.5 124.9 272.4
20 Kalimantan Selatl 75.8 8.5 84.3 13.6 4.0 3.1 17.9 5.8 44.3 128.6 I 165.9 165.0 I 330.9
21 KaLimantan Timurl 45.2 15.4 60.6 8.4 0.7 2.1 26.8 6.1 43.9 104.5 I 144.5 166.2 310.7
22 Sulawesi Utara 88.7 23.3 112.0 10.4 2.6 2.7 18.2 13.0 46.9 158.9 192.0 118.4 310.4
23 Sulawesi Tengah 52.0 11.8 63.8 I 9.1 4.1 2.4 15.9 17.3 48.7 112.5 144.2 101.1 I 245.3
24 Sulawesi Selatanl 26.3 183.9 210.2 1 20.7 6.1 6.9 36.9 13.1 83.7 I 293.9 I 343.6 I 244.3 I 587.9
25 SuLawesi Tenggarl 10.8 42.7 53.5 5.3 4.0 2.5 16.9 9.4 38.1 I 91.6 118.6 1 86.1 1 204.7

26 Maluku 1 11.7 53.7 65.4 : 9.1 5.8 1.6 17.7 11.7 45.8 1 111.2 145.4 125.2 1 270.6
27 Irian Jaya 1 32.5 81.9 114.4 I 18.2 6.8 0.8 46.7 8.5 81.0 1 195.4 246.7 I 232.6 1 479.3

.… - - - . I …… -

TOT: ALL PROVINCES :2768.3 1785.7 4554.0 '506.1 139.6 73.7 677.1 289.0 1685.5 I 6239.5 1 7659.1 I 6160.0 I 13819.1
Central Admin. Cost! l 15.6 129.3 0.9 8.0 0.7 154.5 : 154.5 1 169.6 I 1 169.6

TOT: ALL PROVINCES 12768.3 1785.7 4554.0 :521.7 268.9 74.6 685.1 289.7 1840.0 1 6394.0 7828.7 j 6160.0 : 13988.7

Source: Ministry of Finance and National Bureau of Statistics.
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Table A4.12 : Central Government Transfers by type and Province: 1991/92

% in Total Transfers % in Total Transfers & DIP's: % in Provincial 1990 GDP
-…-… .- -

| I Total , Total
General Specific Purpos Total Total Direct TransfersjGeneral Specific Purpo Total Direct Transfers
Purpose SOO INPRES Transfer TransfersExpenditur & DIP's IPurpose S00 INPRES TransfersExpenditu & DIP's

… - -

1 0.1. Aceh 24.3 46.4 29.2 100.0 1 47.6 52.4 100.0 1 1.8 3.4 2.1 7.3 8.1 15.4
2 Sumatera Utara 1 16.3 63.1 20.6 100.0 j 62.8 37.2 100.0 j 0.7 2.8 0.9 4.4 2.6 7.0
3 Sumatera Barat 1 21.3 56.3 22.4 100.0 54.2 45.8 100.0 : 1.4 3.8 1.5 6.8 5.8 12.6
4 Riau 1 21.4 43.4 35.2 100.0 50.2 49.8 100.0 1 1.4 2.9 2.3 6.6 6.5 13.1
5 Jambi 1 24.2 39.9 35.8 100.0 1 56.6 43.4 100.0 1 2.3 3.8 3.4 9.5 7.3 16.7
6 Sumatera Selatanj 19.1 50.1 30.8 100.0 ' 53.8 46.2 100.0 0.8 2.2 1.3 4.3 3.7 8.0
7 Bengkulu 1 35.5 29.7 34.8 100.0 : 63.9 36.1 100.0 5.6 4.7 5.5 15.8 9.0 24.8
8 Lampung 14.9 66.1 18.9 100.0 58.3 41.7 100.0 0.8 3.7 1.1 5.6 4.0 9.5
9 DKI Jakarta 18.1 73.4 8.6 100.0 14.4 85.6 100.0 0.2 0.8 0.1 1.1 6.4 7.5
10 Jawa Barat 16.4 68.6 15.0 100.0 67.9 32.1 100.0 0.6 2.4 0.5 3.5 1.6 5.1
11 Jawa Tengah : 14.3 71.0 14.7 100.0 j 72.5 27.5 100.0 0.7 3.6 0.7 5.0 1.9 7.0
12 DI Yogyakarta : 18.8 68.0 13.3 100.0 : 59.9 40.1 100.0 1.5 5.5 1.1 8.1 5.4 13.5
13 Jawa Timur : 15.2 69.7 15.1 100.0 1 69.5 30.5 100.0 j 0.5 2.5 0.5 3.5 1.6 5.1
14 BaLi 1 19.9 61.1 19.0 100.0 61.8 38.2 100.0 1.0 3.0 0.9 4.9 3.0 7.9
15 Nusa Tenggara Ba: 21.3 56.2 22.5 100.0 60.5 39.5 100.0 2.5 6.5 2.6 11.5 7.5 19.1
16 Nusa Tenggara Ti: 16.2 52.6 31.2 100.0 1 65.1 34.9 100.0 3.2 10.4 6.2 19.7 10.6 30.3
17 Timor Timur 1 27.6 39.8 32.6 100.0 62.4 37.6 100.0 : 11.4 16.4 13.5 41.3 24.9 66.2
18 KaLimantan Baratl 26.1 42.0 31.8 100.0 : 56.0 44.0 100.0 : 1.9 3.1 2.3 7.4 5.8 13.2
19 Kalimantan Tengal 24.2 40.2 35.6 100.0 54.2 45.8 100.0 2.6 4.3 3.8 10.7 9.1 19.8
20 Kalimantan Selat' 22.5 50.8 26.7 100.0 j 50.1 49.9 100.0 1.6 3.7 1.9 7.3 7.2 14.5
21 Kalimantan Timurj 27.7 41.9 30.4 100.0 1 46.5 53.5 100.0 1 0.9 1.4 1.0 3.3 3.8 7.0
22 SuLawesi Utara 1 17.2 58.3 24.4 100.0 61.9 38.1 100.0 1 2.2 7.4 3.1 12.7 7.9 20.6
23 Sulawesi Tengah ' 22.0 44.2 33.8 100.0 58.8 41.2 100.0 3.2 6.5 5.0 14.7 10.3 25.0
24 Sulawesi Selatan: 14.5 61.2 24.4 100.0 j 58.4 41.6 100.0 1.2 5.0 2.0 8.1 5.8 13.9
25 Sulawesi Tenggar: 22.8 45.1 32.1 100.0 1 57.9 42.1 100.0 j 3.3 6.5 4.6 14.4 10.5 24.9
26 MaLuku 1 23.5 45.0 31.5 100.0 53.7 46.3 100.0 j 2.3 4.5 3.1 9.9 8.6 18.5
27 Irian Jaya 20.8 46.4 32.8 100.0 j 51.5 48.5 100.0 3.2 7.2 5.1 15.5 14.6 30.0

…I - -

TOT: ALL PROVINCES , 18.5 59.5 22.0 100.0 1 55.4 44.6 100.0 0.9 2.9 1.1 4.8 3.9 8.7
Central Admin. Cost: 8.9 0.0 91.1 100.0 : 100.0 0.0 100.0 j 0.0 0.0 0.1 0.1 0.0 0.1

TOT: ALL PROVINCES j 18.3 58.2 23.5 100.0 j 56.0 44.0 100.0 : 0.9 2.9 1.2 4.9 3.9 8.8

Source: Ministry of Finance and National Bureau of Statistics.



Appendix 4.2 233

Table A4.13: Central Government Transfers by Type and Province: 1991/92

Per Capita Tansfers and Provincial GDP (000's Rupiah)

I(In Thousand Rupiah) TotaL

I Generat Specific Purpose TotaL Direct Transfers GDP
I Purpose SDO INPRES Transfers Expenditur & DIP's 1990

1 D.I. Aceh 14.7 28.0 17.7 60.4 66.4 126.8 824.4
2 Sumatera Utara 7.1 27.5 9.0 43.6 25.9 69.5 997.6
3 Sumatera Barat 1 11.8 31.1 12.4 55.2 46.7 101.9 811.1

4 Riau 11.0 22.3 18.1 51.5 51.1 102.6 780.6
5 Jambi 1 15.3 25.3 22.7 63.3 48.6 111.9 668.4
6 Sumatera SeLatanl 8.1 21.3 13.1 42.6 36.5 79.1 982.2
7 Bengkutu 1 36.2 30.3 35.4 101.8 57.6 159.5 643.7
8 Lampung 1 4.3 19.1 5.5 28.8 20.6 49.5 519.6
9 DKI Jakarta 5.3 21.5 2.5 29.2 173.7 202.9 2,710.5
10 Jawa Barat 1 4.4 18.3 4.0 26.7 12.6 39.3 769.1
11 Jawa Tengah 4.9 24.3 5.0 34.2 12.9 47.1 676.9

12 01 Yogyakarta 1 9.8 35.7 7.0 52.5 35.1 87.6 648.6
13 Jawa Timur 1 4.8 21.9 4.7 31.4 13.8 45.2 887.2
14 Bali 1 10.5 32.2 10.0 52.7 32.6 85.2 1,073.4
15 Nusa Tenggara Bal 9.2 24.3 9.8 43.3 28.2 71.5 374.8
16 Nusa Tenggara Ti: '11.2 36.5 21.7 69.4 37.3 106.7 352.3
17 Timor Timur 38.9 56.0 46.0 140.9 85.1 225.9 341.5
18 KaLimantan Barat 15.9 25.6 19.4 60.8 47.7 108.5 824.9
19 Katimantan Tenga' 23.9 39.7 35.1 98.8 83.6 182.4 921.3

20 Kalimantan SeLat; 14.0 31.7 16.7 62.4 62.1 124.5 859.7
21 Kalimantan Timur! 20.4 30.9 22.4 73.6 84.7 158.3 2,247.2
22 SuLawesi Utara 13.1 44.5 18.6 76.2 47.0 123.2 598.1
23 Sutawesi Tengah 18.1 36.4 27.8 82.3 57.7 140.1 561.0
24 Sutawesi Selatan' 6.9 29.4 11.7 48.0 34.1 82.2 592.7
25 SuLawesi Tenggar 19.3 38.2 27.2 84.7 61.5 146.2 586.8
26 Matuku I 17.3 33.1 23.2 73.6 63.4 137.0 740.6
27 Irian Jaya 1 30.5 67.9 48.1 146.5 138.1 284.6 947.6

TOT: ALI. PROVINCES 1 7.8 24.9 9.2 41.8 33.6 75.4 871.5
Central Admin. Cost: 0.1 0.0 0.8 0.9 0.0 0.9 0.0

TOT: ALL PROVINCES I 7.8 24.9 10.0 42.7 33.6 76.4 871.5

Source: Ministry of Finance and NationaL Bureau of Statistics.



Table A4.14: Regional Subsidies, 1984/85 - 1993/94 1/

(in billions of rupiah)

Fiscal Subsidies Subsidies Subsidies Primary Public Refores Market Road Total
Year to to to schools health tation recons- develop-

villages regencies provinces centres truction ment

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

FYP IV

1984/85 92.8 194.6 253.0 572.0 64.6 61.2 25.5 101.2 1364.9

1985/86 98.6 188.6 287.6 526.1 110.6 42.5 4.4 70.1 1328.2

1986/87 86.4 188.6 293.1 495.9 107.7 30.6 11.5 74.9 1288.7

1987/88 102.0 263.0 290.4 193.3 74.0 16.2 3.0 164.2 1106.1

1988/89 112.0 267.2 334.3 130.5 98.6 16.5 3.0 180.0 1142.1

FYP V

1989/90 112.0 270.0 324.0 100.0 122.2 16.2 3.0 294.5 1241.9

1990/91 180.6 391.8 486.0 373.5 193.4 33.1 3.0 679.4 2340.8

1991/92 249.9 583.3 573.9 520.5 268.9 74.6 2.1 971.7 32i 4.9

1992/93 326.5 825.1 715.5 669.1 339.1 97.2 3.0 1173.3 4148.8

(Budget)

1993/94 390.2 1029.6 783.0 747.9 393.3 104.3 5.0 1 373.3 4826.6

(Budget) I I l

1/ From 1984/85 to 1991/92 are actual figures.

Source: Ministry of Finance and National Bureau of Statistics.



Appendix 4.2 235

Table A4.15: Subsidies to Villages 1984/85 - 1993/94 1/

Fiscal year Number of villages Subsidies per Total
village

(thousands of Rp) (billions of Rp)

(1) (2) (3) (4)

FYP IV

1984/85 67,448 1,250 2/ 92.8

1985/86 66,173 1,350 2/ 98.6

1986/87 66,391 1,350 2/ 86.4

1987/88 66,594 1,350 2/ 102.0

1988/89 66,744 1,500 3/ 112.0

FYP V

1989/90 66,979 1,500 3/ 112.0

1990/91 66,979 2,500 4/ 180.6

1991/92 67,033 3,500 5/ 249.9

1992/93 68,762 4,500 6/ 326.5

(Budget)

1993/94 63,721 5,500 7/ 390.2

(Budget)

1/ From 1984/85 through 1991/92 are actual figures.

2/ Rp 250,000 of PKK, Rp 1,100,000 per village.

3/ Rp 300,000 of PKK, Rp 1,200,000 per village.

4/ Rp 500,000 of PKK, Rp 2,000,000 per village

5/ Rp 700,000 of PKK, Rp 2,800,000 per village.

6/ Rp 900,000 of PKK, Rp 3,600,000 per village.
7/ Rp 1,000,000 of PKK, Rp 4,500,000 per village.

Source: Ministry of Finance and National Bureau of Statistics.
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Table A4.16: Subsidies to Regencies (Kabupaten),
1984/85 - 1993/94 1/

Fiscal year Minimum subsidies Basic subsidies Number of Total

per regencies per person population

(millions of Rp) (in rupiahs) (millions) (billions of Rp)

(1) (2) (3) (4) (5)

FYP IV

1984/85 160 1,150 158.1 194.6

1985/86 170 1,250 161.6 188.6

1986/87 170 1,250 165.3 188.1

1987/88 170 1,250 168.8 263.0

1988/89 170 1,450 172.2 267.2

FYP V

1989/90 200 1,450 175.6 270.0

1990/91 500 2,000 179.1 391.8

1991/92 630 3,000 182.6 583.3

1992/93 750 4,000 183.0 825.1

(Budget)

1993/94 1,000 5,000 186.8 1,029.6

(Budget)

1/ From 1984/85 through 1991/92 are actual figures.

Source: Ministry of Finance and National Bureau of Statistics.
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Table A4.17: Subsidies to Provinces,

1984/85 - 1993/94 1/

Fiscal year Minimum subsidies Maximum subsidies Total

per province per province

(millions of Rp) (millions of Rp) (billions of Rp)
(1) ~~~~~~~~~~~(3) (4)

(2)

FYP IV

1984/85 9,000 11,000 253.0

1985/86 10,000 12,000 287.3

1986/87 10,000 12,000 293.1

1987/88 10,000 12,000 290.4

1988/89 12,000 12,000 334.3

FYP V

1989/90 12,000 12,000 324.0

1990/91 14,000 14,000 486.0

2/

1991192 18,000 18,000 573.9
2/

1992/93 22,500 22,500 715.5

(Budget) 2/

1993/94 25,000 25,000 783.0

(Budget) 2/

1/ From 1984/85 through 1991/92 are actual figures.
2/ Rp 108.0 billions of which was accounted for additional subsidies to provinces.

Source: Ministry of Finance and National Bureau of Statistics.



Table A4.18: Subsidies to Primary Schools, 1984185 - 1993/94 1/

Fiscal New New class Buildings Rebuildings Houses for school Text books Package A Sport Total
Year schools 2/ rooms rehabilitation principals book equipments (billion

(unit) (unit) (unit) (unit) (millions) (millions) (set) rupiah)
(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

FYP IV I

1984/85 2,200 12,500 28,500 - 60,000 32.6 - 96,000 572.0

1985/86 3,200 12,500 31,000 - 60,000 32.6 157,799 526.1

1986/87 3,243 7,748 24.615 940 9,890 16.3 16.3 157.500 495.9

1987/88 831 1,300 250 2,400 8.0 14.9 - 193.3

1988/89 400 1,000 10,333 400 200 10.0 130.5

FYP V l

1989/90 170 250 6,000 45 270 4.5 4.0 1,000 100.0
__________ 3/ _ _ _ _ _ _ _ _ 3 / _ _ _ _ _ _

1990/91 400 1.000 20,000 1,228 1,000 6.0 6.0 - 373.5 0c

1991/92 692 1,200 32,028 724 2,888 12.0 - - 520.5
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _4 / _ _l_l

1992/93 725 1,400 36,000 1,050 4,000 20.6 - - 669.1
(Budget) l l 4/

1993/94 699 1,600 22,237 1,508 1,559 20.6 - - 747.9
(Budget) l l l l

1/ From 1984/85 through 1991/92 are actual figures.
2/ Consist of new schools 369 unit I and 330 unit 11, for transmigration area 448 unit, Perumnas 30 unit and PIR 94 unit, primary school at isolated/distant area 25

unit and others primary school 102 unit.
3/ Mostly for rural and transmigration/PIR area.
4/ Since 1991/92 includes in the budget for Ministry of Education.
Note: Since 1987/88 includes operation and maintenance. Each primary school got Rp 310,000 for 1987/88 and 1988/89, Rp 400,000 for 1989190, Rp 600,000 for
1991/92, and Rp 700,000 for 1992/93 and 1993/94 per annum.

Source: Ministry of Finance and National Bureau of Statistics.



Table A4.19: SUBSIDIES TO PUIBLIC HEALTH CENTRES, 1984 85 - 1993/94 1/

Fiscal year Medicine per Public health Secondary Mobile Houses for Building Clean waler Total
person centres public heath crnics doctor/ Rehabilitation projects

cenhres param!cs 2/
(Rp) (unit) (unit) (unit) (unit) (unit) (billions Rp)

(1) (2) (3) (4) (5) (6) (7) (8) (9)

FYP IV

1984/85 250 100 1,500 500 700 2,500 85,000 64.6

1985/86 275 100 1,500 500 500 2,600 90,000 110.6

1986/87 325 100 1,000 200 450 1,600 59,325 107.7

1987/88 400 3 80 - 20 455 5,092 74.0
3/

1988/89 450 5 80 - 150 1,200 8,500 98.6

FYP V

1989/90 450 100 1,000 500 500 1,800 80,000 122.2
l l ________' 4/ 5/

1990/91 475 200 1,800 600 1,000 3,000 6,238 193.4

1991/92 530 175 1,500 600 1000 8,493 8.772 268.9

1992/93 600 165 1,532 600 1,100 9,856 10,200 339.1 N
(Budget) 6/ l l _ | 7/

1993/94 625 125 1,350 720 1,200 10,549 16,750 393.3
(Budget) I I I I

1/ From 1984/85 through 1991/92, actual figures.
2/ Includes subsidiary anid mobile clinic.
3/ Includes training of 7,500 and placement of 8,300 medical and paramedical staff.
4/ 40 percent for piping infrastructure and 60 percent for other such as water pumns and rain storage facilities.
5/ Includes approximately Rp 11.2 billion for rehabilitation and purchases of vehicles and equipments. Budget allocation for other O&M are Rp 230,00 per annum.
6/ Excluding vaccine aid. Included in the 1992/93 vaccine aid budget for Ministry for health.
7/ Budget allocation for other O&M average Rp 376,000 per unit.

Source: Ministry of Finance and National Bureau of Statistics.



Table A4.20: Subsidies for Afforestation and Reforestation
1984/85 - 1993/94 1/

Fiscal year Amount
(billioln of Rp)

(1) ~~~~~~~~~~~~(2)

FY P IV

1984/85 61.2

1985/86 42.5

1986/87 30.6

1987/88 16.2

1988/89 16.5

FYP V

1989/90 16.2

1990/91 33.1

1991/92 74.6

1992/93 97.2
(Budget)

1993/94 104.3
(Budget)

1/ From 1984/85 through 1991/92, actual figures.
Source: Ministry of Finance and National Bureau of Statistics.



Table A4.21: Subsidies for Reconstruction and Development
of Traditional Markets,

1984/85 - 1993/94 1/

Fiscal year Total
(billions of rupiah)

(1) ~~~~~~~~~~~~~(2)

FYP IV

1984/85 25.5

1985/86 4.4

1986/87 11.5

1987/88 3.0

1988/89 3.0

FYP V

1989/90 3.0

1990/91 3.0

1991/92 3.0

1992/93 3.0
(Budget)

1993/94 5.0
(Budget)

1/ From 1984/85 through 1991/92, actual figures.
Source: Ministry of Finance and National Bureau of Statistics.



Table A4.22: Subsidies for Road Infrastructure Development,
1984/85 - 1993/94 1/

Fiscal year I Road Bridges Total
(1| (2km) (min (billions of Rp)

(1) 1 ~~~~(2) 3' (4)

FYP IV

1984/85 7,500 _ 19,050 101.2

1985/86 6,085 2,521 70.1

1986/87 3,905 5,717 74.9

1987/88 5,871 7,320 164.2

1988/89 16,241 4,400 180.0

FYP V

1989/90 6,350 294.5

1990/91 12,841 679.4

1991/92 17,337 971.7

1992/93 15,028 1,173.3(Budget)
1993/94 15,998 1,373.3
(Budget)

1/ From 1984/85 through 1991/92, actual figures.
Since the beginning of FYP V, it is called the road and bridge
development subsidies.

Source: Ministry of Finance and National Bureau of Statistics.
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APPENDIX CHAPTER 5.0

Technical Note on Index of Tax Gap

A key question that arises for consideration in the context of moves towards decentralization
seeking to confer greater autonomy on subnational governments is: given the limitations of their revenue
base, can the provinces and local governments in Indonesia raise more out of their own sources with
better administration or effort or do they need some new sources with more substantial potential? In
other words, what is the extent of the gap between their tax or revenue potential and the revenue actually
raised, that could be tapped to find resources for financing public services at the regional and local level?

What determines the revenue potential of a country or region is, however, not easy to specify.
Studies on international comparison of tax effort have sought to identify the factors most likely to
determine the potential for taxation in developing countries. Factors commonly believed to have a
decisive influence are the level and structure of income and employment, distribution of income and
wealth, degree of openness of the economy, degree of urbanization, size of the formal and informal
sectors, level of education, state of communications and so on. In the case of subnational governments
with limited fiscal powers like in Indonesia, the tax or revenue potential of regional governments would
seem to depend more on the size of the bases on which they can exercise their powers of raising revenue
through taxation or otherwise than on paying capacity indicators like income or consumption.
Nevertheless, income constitutes the best single index of revenue potential and, so, for an idea of the
overall taxable capacity and the revenue potential in a given region which goes untapped either because
of inadequacy of the tax bases at their disposal or because of deficiencies in administrative capacity or
effort relatively to the average levels of taxation/revenues mobilization in the country, one may perhaps,
as a starting point, look at the average relationship between the tax level per capita and income and also
factors like urbanization which have a bearing on the revenue capacity of given region or locality.
Moreover, the base of taxes like those on motor vehicles, hotels and restaurants, or electricity
consumption are related, if indirectly, to levels of income. Hence an attempt was made to see statistically
whether there is any relationship between levels of taxes and revenues raised by provinces and Dati II
governments on the one hand and income and urbanization on the other hand. The results are briefly
reported below.

Regression equations estimated with per capita PGOR of the 27 provinces as the dependent
variable and per capita GRDP and degree of urbanization' as the explanatory factors, suggest that at the
provincial level, income has a significant influence on provincial governments' original revenue (PGOR).
That does not seem to be true of urbanization. In two out of three years, the co-efficient of GRDP is
statistically significant at I percent level (and, for one year, at 5 percent level, if Jakarta is included),
while the coefficient of urbanization turns out to be significant at 5 percent level in two years and at 1
percent in one. The influence of urbanization is weakened considerably, in fact ceases to be significant
statistically, once Jakarta is taken out, which is understandable. The value of R2 is more than 0.65 for
all the equations but goes down to less than 0.6 when Jakarta is excluded.

I Proportion of urban population in the total population of eacii province.
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Table A5.1: Summary Table of Regression Results for Dati I Governments

1988/89 1989/90 1990/91
with without with without with without

Jakarta Jakarta Jakarta Jakarta Jakarta Jakarta

Left Hand Variable: Provincial Government Original Receipts

Per Capita Gross Domestic 0.72 0.59 0.56 0.46 0.72 0.58
Product excluding Oil Income (2.70) (2.66)* (2.17** (1.99)* (2.55)** (2.41)*

Urbanization 0.50 0.26 0.57 0.37 0.67 0.45
Ratio (2.11)* (1.28) (2.39)* (1.70) (2.55)** (.1.99)

Adjusted R square 0.67 0.48 0.65 0.45 0.71 0.55

Left Hand Variable: Provincial Government Tax Receipts

Per Capita Gross Domestic 0.70 0.62 0.54 0.47 0.53 0.43
Product excluding Oil Income (2.66)** (2.48)* (1.99)* (1.77) (1.83) (1.56)

Urbanization 0.84 0.69 0.95 0.82 1.07 0.91
Ratio (3.62)** (2.30)** (3.77)** (3.19)** (3.97)** (3.49)**

Adjusted R square 0.78 0.65 0.75 0.61 0.77 0.63

Left Hand Variable: Provincial Tax Receipts and Tax Share

Per Capita Gross Domestic 0.91 0.86 1.04 1.00 1.05 0.98
Product excluding Oil Income (3.57)** (3.55)** (3.55)** (3.34)** (3.78)** (3.55)**

Urbanization 0.73 0.64 0.61 0.53 0.61 0.50
Ratio (3.22) (2.69)** (2.26)* (1.85) (2.37)* (1.91)

Adjusted R square 0.81 0.69 0.75 0.63 0.78 0.67

Note: Figures in parenthesis are t statistics.
* Statistically significant at 5 percent.
** Statistically significant at 1 percent.

Source: Staff Estimates.
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Table A5.2: Summary Table of Regression Results for Dati II Govermnents

1988/89 1989/90 1990/91

Left Hand Variable: Provincial Government Original Receipts

Per Capita Gross Domestic 0.49 0.16 0.30
Product excluding Oil Income (1.90) (0.71) (0.62)

Urbanization 0.48 0.52 0.63
Ratio (2.04) (2.39)* (2.50)*

Adjusted R square 0.45 0.37 0.46

Left Hand Variable: Provincial Government Tax Receipts

Per Capita Gross Domestic 0.41 0.97 0.93
Product excluding Oil Income (3.44)** (2.54)* (2.28)*

Urbanization 0.35 0.41 0.80
Ratio (0.95) (1.13) (2.09)*

Adjusted R square 0.53 0.45 0.55

Left Hand Variable: Provincial Tax Receipts and Tax Share

Per Capita Gross Domestic 1.78 2.11 2.01
Product excluding Oil Income (5.79)** (7.43)** (5.44)**

Urbanization 0.01 -0.45 0.37
Ratio (0.03) (-1.66) (-1.05)

Adjusted R square 0.70 0.75 0.63

Note: Figures in parenthesis are t statistics.
* Statistically significant at 5 percent.
** Statistically significant at 1 percent.

Source: Staff Estimates.
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At Dati II level, income does not seem to have a significant infuence on LGOR. Going by
R2 values, the equations explain not more than 50 percent of the variations in the per capita original
revenue levels, the rest presumably arising from differences in other capacity factors bearing on regional
revenues and/or effort and efficiency on the part of the provincial/local governments. (For summary of
regression results, see Tables A5.1 and A5.2).

Provincial tax revenue, as distinguished from their total original receipts, however, seems
to be influenced more by urbanization than income. Regression of only tax revenue (that is aggregate
of own tax revenue and assigned tax revenues of the Center) shows consistently stronger influence of
urbanization on provincial tax receipts.

For Dati II governments, the values of R2 improve if only own tax receipts or total tax
receipts (that is, own tax plus shared taxes) are regressed against income and urbanization, and income
comes out significant at 1 percent for total tax receipts. That the relationship seems to be weak when one
looks at total original receipts is perhaps not surprising as total revenue includes non-tax revenues which
do not depend so much on income or urbanization as on the variety and scale of services provided in a
particular locality (health, education and so on), and on their endowment in forests, etc., while taxable
capacity is ultimately related to income.

Departures in the actual revenue level of a given province (or local government) from what
is predicted by the regression equations of this kind are usually attributed to the effort factor, and the
ratio of actual revenue to the potential derived by using the regression equations and interpolating the
value of the explanatory factors is called an "index of tax effort". But considering that the independent
variables in the regressions here, viz. per capita income and urbanization ratio, leave a rather large part
of the variations in the tax levels of provinces unexplained, and that the gap between actual and predicted
revenues may be due to limitations of the tax bases open to them, it may not be appropriate to attribute
the deviations from the predicted values entirely to "effort". Hence, at best, the deviations of the actual
from the predicted values can be looked upon only as an indicator of the tax gap or the gap between the
potential generated by income and urbanization levels, which possibly could be captured with other more
broad based tax instruments.

Indices of tax gap for provinces, and Dati II governments defined (as the ratio of predicted
to actual revenue subtracted from 1) are set out in Tables A5.3 and A5.4. It will be seen that there are
12 provinces for which the index is positive, that is, there is a "gap", as the ratio of actual to predicted
values of tax revenue falls below 1, while in the case of Dati II governments the number is 16. There
are provinces with tax gap as much as 44 percent and local governments for whom the gap is 53 percent.
However, on the whole, provinces seem to have done better in exploiting their tax potential than the
local governments. For the provinces taken together, the index is negative while for Dati II governments,
it is 14 percent. While, for reasons mentioned already, these results cannot be taken as definitive, they
serve to point to areas where there are relatively larger gaps or untapped potential for taxation calling for
more detailed inquiry and attention.



Appendix 5.0 247

Table A5.3: Index of Tax Gap: Provinces (1990/91)
(percentage)

Actual tax
Revenue/ Index

Predicted 1-(2)
Province (2) (3)

1. D. I. Aceh 119.1 -19.1
2. Sumatera Utara 99.1 0.9
3. Sumatera Barat 118.3 -18.3
4. Riau 117.4 -17.4
5. Jambi 109.9 -9.9
6. Sumatera Selatan 70.2 29.8
7. Bengkulu 102.6 -2.6
8. Lampung 175.0 -75.0
9. DKI Jakarta 194.0 -94.0
10. Jawa Barat 75.5 24.5
11. Jawa Tengah 83.8 16.2
12. D I Yogyakarta 85.1 14.9
13. Jawa Timur 117.8 -17.8
14. Bali 278.1 -178.1
15. Nusa Tenggara Barat 102.2 -2.2
16. Nusa Tenggara Timur 89.7 10.3
17. Timor Timur 153.5 -53.5
18. Kalimantan Barat 111.8 -11.8
19. Kalimantan Tengah 55.8 44.2
20. Kalimantan Selatan 82.3 17.7
21. Kalimantan Timur 64.8 35.2
22. Sulawesi Utara 117.6 -17.6
23. Sulawesi Tengah 121.5 -21.5
24. Sulawesi Selatan 101.7 -1.7
25. Sulawesi Tenggara 52.2 47.8
26. Maluku 62.7 37.3
27. Irian Jaya 57.9 42.1

All Indonesia 122.4 -22.4

Note: 'Index of Tax Gap is defined as one minus the
ratio of actual provincial tax receipts to the
predicted tax receipts.

Source: Ministry of Finance and National Bureau of Statistics.
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Table A5.4: Index of Tax Gap: Local Governments (1990/91)'
(percentage)

Actual Tax Index
Revenue/Predicted 1-(2)

Province (2) (3)

1. D. I. Aceh 92.3 7.7
2. Sumatera Utara 76.3 23.7
3. Sumatera Barat 181.1 -81.1
4. Riau 193.2 -93.2
5. Jambi 99.9 0.1
6. Sumatera Selatan 47.0 53.0
7. Bengkulu 82.3 17.7
8. Lampung 144.1 -44.1
10. Jawa Barat 74.8 25.2
11. Jawa Tengah 105.3 -5.3
12. D. I. Yogyakarta 115.7 -15.7
13. Jawa Timur 23.5 76.5
14. Bali 467.7 -367.7
15. Nusa Tenggara Barat 87.8 12.2
16. Nusa Tenggara Timur 90.8 9.2
17. Timor Timur 70.1 29.9
18. Kalimantan Barat 126.0 -26.0
19. Kalimantan Tengah 89.5 10.5
20. Kalimantan Selatan 109.1 -9.1
21. Kalimantan Timur 83.3 16.7
22. Sulawesi Utara 173.3 -73.3
23. Sulawesi Tengah 142.4 -42.4
24. Sulawesi Selatan 108.5 -8.5
25. Sulawesi Tenggara 64.9 35.1
26. Maluku 86.8 13.2
27. Irian Jaya 84.5 15.5

All Indonesia 86.3 13.7

Note: Index of Tax Gap is defined as one minus the
ratio of actual local tax receipts to the predicted
tax receipts.

Source: Ministry of Finance and and National Bureau of Statistics.
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Table A5.5: Frequency Distribution of Kotamadyas (Municipalities) and
Kabupatens (Regencies) According

to Proportion of Original Receipts in Total Current Receipts,
1988/89 to 1990/91

L.G.O.R./ 1988/89 1989/90 1990/91
T. C. R. Frequency Percent Frequency Percent Frequency Percent

Municipalities

Less than 5% 0 0.0 1 2.3 1 2.0
5 to 10% 2 4.0 1 2.3 2 4.1
10to 15% 1 2.0 3 6.8 2 4.1
15 to 20% 9 18.0 8 18.2 11 22.4
20 to 25% 5 10.0 1 2.3 8 16.3
25 to 30% 9 18.0 10 22.7 7 14.3
More than 30% 24 48.0 20 45.5 18 36.7

All 50 100.0 44 100.0 49 100.0

Regencies

Less than 5% 55 24.9 65 28.4 81 34.2
J to 10% 62 28.1 68 29.7 73 30.8
10 to 15% 41 18.6 30 13.1 37 15.6
15 to 20% 28 12.7 30 13.1 25 10.5
20 to 25% 19 8.6 17 7.4 13 5.5
25 to 30% 5 2.3 9 3.9 2 0.8
More than 30% 11 5.0 10 4.4 6 2.5

All 221 100.0 229 100.0 237 100.0

Source: Ministry of Finance and and National Bureau of Statistics.
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Table AS.6 Share of Original Receipts in Total Cu-rent Receipts
of Provincial Governments

(percentage)

Average
Provinces 1988/89 1989/90 1990/91 1988/89 to

1990/91

1. D. 1. Aceh 12.1 11.9 11.8 11.9
2. Sumatera Utara 21.0 21.0 20.3 20.8
3. Sumatera Barat 32.2 31.0 29.6 30.9
4. Riau 17.7 12.5 13.4 14.5
5. Jambi 17.2 18.3 15.5 17.0
6. Sumatera Selatan 25.0 25.0 24.2 24.7
7. Bengkulu 15.2 14.4 11.9 13.8
8. Lampung 13.2 13.0 13.0 13.1
9. DKI Jakarta 58.9 49.6 64.1 57.5
10. Jawa Barat 15.7 18.0 21.6 18.5
11. Jawa Tengah 14.0 14.8 16.3 15.0
12. D.I. Yogyakarta 12.3 13.6 15.0 13.6
13. Jawa Timur 19.8 21.2 24.7 21.9
14. Bali 19.9 24.4 31.3 25.2
15. Nusa Tenggara Barat 14.9 16.8 16.0 15.9
16. Nusa Tenggara Timur 18.9 20.8 16.3 18.7
17. Timnor Timur 5.4 4.6 4.4 4.8
18. Kalimantan Barat 9.6 9.2 10.8 9.9
19. Kalimantan Tengah 5.0 3.5 3.5 4.0
20. Kalimantan Selatan 9.8 10.1 10.8 10.2
21. Kalimantan Timur 17.1 16.6 20.8 18.2
22. Sulawesi Utara 10.5 10.2 11.5 10.7
23. Sulawesi Tengah 6.3 6.5 6.2 6.3
24. Sulawesi Selatan 28.9 28.9 26.8 28.2
25. Sulawesi Tenggara 9.4 10.6 8.6 9.5
26. Maluku 9.9 15.6 9.3 11.6
27. Irian Jaya 5.1 5.5 4.9 5.2

MEAN 16.5 16.6 17.1 16.7

Source: Ministry of Finance and and National Bureau of Statistics.
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Table A5.7: Share of Local (Dati II) Government Original Receipts in Total Current
Receipts, Aggregated by Provinces

(percentage)

Average
Provinces 1988/89 1989/90 1990/91 1988/89 to

1990/91

1. D. I. Aceh 8.6 6.2 6.0 6.9
2. Sumatera Utara 15.3 16.2 11.8 14.4
3. Sumatera Barat 9.8 11.8 10.3 10.6
4. Riau 10.0 7.2 8.3 8.5
5. Jambi 7.6 5.4 5.3 6.1
6. Sumatera Selatan 7.2 6.5 5.7 6.5
7. Bengkulu 8.4 7.8 6.5 7.5
8. Lampung 13.7 15.1 13.0 13.9
9. DKI Jakarta ..

10. Jawa Barat 27.9 26.1 24.8 26.3
11. Jawa Tengah 25.2 27.8 22.8 25.3
12. D I Yogyakarta 24.4 23.3 19.8 22.5
13. Jawa Timur 25.2 23.3 15.4 21.3
14. Bali 27.9 29.1 25.2 27.4
15. Nusa Tenggara Barat 7.4 7.7 7.5 7.5
16. Nusa Tenggara Timur .. 8.0 5.5 6.8
17. Timor Timur 4.3 3.0 1.2 2.8
18. Kalimantan Barat 12.1 13.7 11.6 12.5
19. Kalimantan Tengah 6.8 5.3 3.6 5.2
20. Kalimantan Selatan 15.5 10.3 9.4 11.7
21. Kalimantan Timur 21.4 9.1 11.8 14.1
22. Sulawesi Utara 22.7 11.8 15.8 16.8
23. Sulawesi Tengah 7.4 10.2 7.6 8.4
24. Sulawesi Selatan 9.6 10.0 8.4 9.3
25. Sulawesi Tenggara 3.9 4.0 4.8 4.2
26. Maluku 5.7 6.1 5.2 5.7
27. Irian Jaya 3.3 3.7 3.8 3.6

Source: Ministry of Finance and and National Bureau of Statistics.
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Table A5.8 Distribution of Current Receipts of Provincial Governments,
Population and GRDP by Provinces, (1990/91)

DATI I Provincial Total GRDP
Own Tax Current Popula- without

Provinces Revenues Shares Receipts tion Oil

1. D. I. Aceh 1.0 0.8 2.2 1.9 1.8
2. Sumatera Utara 4.5 5.2 5.9 5.7 6.5
3. Sumatera Barat 1.4 1.2 1.3 2.2 2.1
4. Riau 1.5 1.6 2.9 1.8 1.7
5. Jambi 0.5 0.5 0.9 1.1 0.9
6. Sumatera Selatan 2.1 1.8 2.3 3.5 4.0
7. Bengkulu 0.3 0.3 0.7 0.7 0.5
8. Lampung 1.3 1.2 2.7 3.4 2.0

Sumatera 12.7 12.7 18.9 20.3 19.5
9. DKI Jakarta 43.2 42.5 17.8 4.6 14.3

10. Jawa Barat 10.4 11.6 12.7 19.7 17.5
11. Jawa Tengah 6.9 7.4 11.2 15.9 12.2
12. D.I. Yogyakarta 1.1 1.3 2.0 1.6 1.2
13. Jawa Timur 12.8 13.9 13.6 18.1 18.3

Jawa 74.4 76.7 57.3 60.0 63.5
14. Bali 3.2 3.0 2.7 1.5 1.9
15. Nusa Tenggara Barat 0.5 0.5 0.9 1.9 0.8
16. Nusa Tenggara Timur 0.6 0.3 0.9 1.8 0.7
17. Timor Timur 0.1 0.1 0.7 0.4 0.2

Nusa Tenggara 4.4 3.8 5.2 5.7 3.6
18. Kalimantan Barat 0.9 0.9 2.2 1.8 1.7
19. Kalimantan Tengah 0.2 0.2 1.7 0.8 0.9
20. Kalimantan Selatan 0.8 0.8 2.1 1.4 1.4
21. Kalimantan Timur 2.1 1.4 2.6 1.0 2.8

Kalimantan 4.0 3.2 8.5 5.1 6.8
22. Sulawesi Utara 1.0 0.7 2.3 1.4 0.9
23. Sulawesi Tengah 0.4 0.3 1.7 1.0 0.6
24. Sulawesi Selatan 2.0 1.9 2.0 3.9 2.7
25. Sulawesi Tenggara 0.3 0.1 0.8 0.8 0.5

Sulawesi 3.6 3.0 6.7 7.0 4.7
26. Maluku 0.4 0.3 1.2 1.0 0.9
27. Irian Jaya 0.4 0.3 2.1 0.9 1.0

Maluku & Irian Jaya 1.1 0.7 4.1 2.7 2.4

All Provinces 100.0 100.0 100.0 100.0 100.0

Source: Ministry of Finance and and National Bureau of Statistics.
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Table A5.9: Distribution of Current Receipts of Local Governments,
by Provinces, (1990/91)

(percentage)

DATI II Local Total GRDP
Original Tax Current Popula- without

Provinces Receipts Receipts Receipts tion Oil

1. D. I. Aceh 1.4 1.4 3.3 2.0 2.1
2. Sumatera Utara 5.0 8.0 5.6 6.0 7.6
3. Sumatera Barat 3.3 3.8 4.3 2.3 2.4
4. Riau 2.2 4.8 3.4 1.9 2.0
5. Jambi 0.9 1.0 2.3 1.2 1.0
6. Sumatera Selatan 2.5 2.6 5.7 3.7 4.6
7. Bengkulu 0.6 0.4 1.2 0.7 0.6

Sumatera 16.0 22.0 25.8 17.8 20.4

8. Lampung 2.1 2.1 2.1 3.5 2.4
10. Jawa Barat 24.5 20.8 13.0 20.7 20.4
11. Jawa Tengah 20.0 16.9 11.6 16.7 14.3
12. D.I. Yogyakarta 2.0 2.7 1.4 1.7 1.4
13. Jawa Timur 11.4 5.6 9.8 19.0 21.3

Jawa 60.0 48.1 37.9 61.6 59.8

14. Bali 4.5 11.1 2.4 1.6 2.2
15. Nusa Tenggara Barat 1.4 0.7 2.5 2.0 0.9
16. Nusa Tenggara Timur 1.5 0.5 3.5 1.9 0.9
17. Timor Timur 0.1 0.1 1.0 0.4 0.2

Nusa Tenggara 7.5 12.3 9.4 5.9 4.2

18. Kalimantan Barat 1.8 2.2 2.0 1.9 2.0
19. Kalimantan Tengah 0.5 0.7 1.8 0.8 1.0
20. Kalimantan Selatan 1.4 2.0 2.1 1.5 1.7
21. Kalimantan Timur 3.0 4.5 3.4 1.1 3.2

Kalimantan 6.7 9.4 9.2 5.3 7.9

22. Sulawesi Utara 1.9 1.9 1.6 1.4 1.1
23. Sulawesi Tengah 0.8 0.8 1.4 1.0 0.7
24. Sulawesi Selatan 4.4 3.5 6.9 4.1 3.1
25. Sulawesi Tenggara 0.6 0.3 1.5 0.8 0.6

Sulawesi 7.6 6.5 11.3 7.3 5.5

26. Maluku 1.2 0.8 2.9 1.1 1.1
27. Irian Jaya 1.0 1.0 3.4 1.0 1.2

Maluku & Irian Jaya 2.1 1.8 6.4 2.0 2.2

All Provinces 100.0 100.0 100.0 100.0 100.0

Source: Ministry of Finance and and National Bureau of Statistics.
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Table A5.10: Per Capita Original Receipts of Provincial Governments and
Per Capita Gross Regional Domestic Prodi-t

Per capita Original Receipts Per capita GRDP
Provinces 1988/89 1989/90 1990/91 1988/89 1989/90 1990/91

1. D. I. Aceh 3092 3707 4060 708304 773418 848072
2. Sumatera Utara 5133 5752 6307 779333 899856 1019187
3. Sumatera Barat 4354 4933 5143 661262 740171 824259
4. Riau 4060 4568 6474 672803 758708 814797
5. Jambi 2817 3472 3693 517936 613151 690103
6. Sumatera Selatan 3210 3807 4813 819080 929328 1007024
7. Bengkulu 3736 3733 4060 586612 611974 674488
8. Lampung 2612 2986 3205 445066 490317 534709
9. DKI Jakarta 40519 36821 75179 2141388 2462729 2777850

10. Jawa Barat 2273 3006 4215 610579 688719 789826
11. Jawa Tengah 2354 2801 3482 531322 598123 685074
12. D.I. Yogyakarta 3838 4454 5482 516369 570243 652518
13. Jawa Timur 3494 4165 5638 657536 766775 897037
14. Bali 6961 10019 16335 810119 929882 1086597
15. Nusa Tenggara Barat 1312 1733 2332 294535 332882 382931
16. Nusa Tenggara Timur 1821 2501 2541 297259 323712 358691
17. Timor Timur 1969 1899 2294 284073 318110 360407
18. Kalimantan Barat 2516 2745 4014 683056 742012 849611
19. Kalimantan Tengah 2219 1779 2250 817208 892493 985979
20. Kalimantan Selatan 3099 3678 4675 687073 797052 880296
21. Kalimantan Timur 7780 9276 15700 1778262 2094353 2351782
22. Sulawesi Utara 4273 4630 5758 475372 528972 608195
23. Sulawesi Tengah 2124 2656 3334 449450 518890 576892
24. Sulawesi Selatan 2615 3355 4086 486155 543787 607587
25. Sulawesi Tenggara 1995 2034 2663 501330 555192 608760
26. Maluku 1928 4054 3368 638322 743956 789731
27. Irian Jaya 2080 2671 3499 646520 902283 979106

MEAN 4599.4 5082.8 7577.8 685049 782485 875611
MIN 1311.8 1732.8 2250.0 284073 318110 358691
MAX 40518.6 36821.4 75179.1 2141388 2462729 2777850
STD 7198.2 6511.4 13671.4 393040 460891 519337
CV 156.5 128.1 180.4 57.4 58.9 59.3
MAX/MIN 30.9 21.3 33.4 7.5 7.7 7.7
MAX/MIN without Jakarta 5.9 5.8 7.3 6.3 6.6 6.6
CV without Jakarta 46.9 50.4 68.3 43.7 45.7 45.9

Note: 'Without income from oil, at current prices.
Source: Ministry of Finance and and National Bureau of Statistics.
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Table AS.11: Per Capita Original Receipts of Dati II Governments

Provinces 1988/89 1989/90 1990/91

1. D.I. Aceh 2037 1839 2279
2. Sumatera Utara 3024 3099 2631
3. Sumatera Barat 3104 3541 4509
4. Riau 2415 2105 3599
5. Jambi 1739 1669 2492
6. Sumatera Selatan 1682 1835 2143
7. Bengkulu 2288 2435 2735
8. Lampung 2401 1580 1888
9. DKI Jakarta
10. Jawa Barat 2499 2786 3731
11. Jawa Tengah 2663 3057 3793
12. D. I. Yogyakarta 2703 3144 3687
13. Jawa Timur 2517 2655 1896
14. Bali 5172 7024 8835
15. Nusa Tenggara Barat 1523 1925 2301
16. Nusa Tenggara Timur 1983 2402
17. Timor Timur 821 883 645
18. Kalimantan Barat 2074 2573 2986
19. Kalimantan Tengah 1695 1775 1882
20. Kalimantan Selatan 2574 2643 3003
21. Kalimantan Timur 7916 4273 8699
22. Sulawesi Utara 3482 1777 4055
23. Sulawesi Tengah 1733 2129 2523
24. Sulawesi Selatan 2648 3002 3391
25. Sulawesi Tenggara 1308 1544 2210
26. Maluku 1966 2572 3395
27. Irian Jaya 1035 1499 3214

MEAN 2520.9 2513.3 3266.2
MIN 820.6 883.1 644.5
MAX 7916.4 7024.0 8834.6
STD 1396.2 1161.2 1787.7
CV 55.4 46.2 54.7

Source: Ministry of Finance and and National Bureau of Statistics.
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Table A5.12: Provincial Government Original Receipts as Percent
of Regional Gross Domestic Product'

Averages
1988/89 to

Provinces 1988/89 1989/90 1990/91 1990/91

1. D.l. Aceh 0.44 0.48 0.48 0.46
2. Sumatera Utara 0.66 0.64 0.62 0.64
3. Sumatera Barat 0.66 0.67 0.62 0.65
4. Riau 0.60 0.60 0.79 0.67
5. Jambi 0.54 0.57 0.54 0.55
6. Sumatera Selatan 0.39 0.41 0.48 0.43
7. Bengkulu 0.64 0.61 0.60 0.62
8. Lampung 0.59 0.61 0.60 0.60
9. DKI Jakarta 1.89 1.50 2.71 2.03

10. Jawa Barat 0.37 0.44 0.53 0.45
11. Jawa Tengah 0.44 0.47 0.51 0.47
12. D. 1. Yogyakarta 0.74 0.78 0.84 0.79
13. Jawa Timur 0.53 0.54 0.63 0.57
14. Bali 0.86 1.08 1.50 1.15
15. Nusa Tenggara Barat 0.45 0.52 0.61 0.52
16. Nusa Tenggara Timur 0.61 0.77 0.71 0.70
17. Timor Timur 0.69 0.60 0.64 0.64
18. Kalimantan Barat 0.37 0.37 0.47 0.40
19. Kalimantan Tengah 0.27 0.20 0.23 0.23
20. Kalimantan Selatan 0.45 0.46 0.53 0.48
21. Kalimantan Timur 0.44 0.44 0.67 0.52
22. Sulawesi Utara 0.90 0.88 0.95 0.91
23. Sulawesi Tengah 0.47 0.51 0.58 0.52
24. Sulawesi Selatan 0.54 0.62 0.67 0.61
25. Sulawesi Tenggara 0.40 0.37 0.44 0.40
26. Maluku 0.30 0.54 0.43 0.42
27. Irian Jaya 0.32 0.30 0.36 0.33

MEAN 0.58 0.59 0.69 0.62
MIN 0.27 0.20 0.23 0.23
MAX 1.89 1.50 2.71 2.03
STD 0.31 0.26 0.46 0.33
CV 53.40 43.17 66.80 53.13

Note: * Without income from oil.

Source: Ministry of Finance and and National Bureau of Statistics.
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Table A5.13: Local Government Original Receipts as Percent of Regional
Gross Domestic Product,* Aggregated by Provinces

(percentage)

Average
1988/89 to

Provinces 1988/89 1989/90 1990/91 1990/91

1. D. 1. Aceh 0.29 0.24 0.27 0.26
2. Sumatera Utara 0.39 0.34 0.26 0.33
3. Sumatera Barat 0.47 0.48 0.55 0.50
4. Riau 0.36 0.28 0.44 0.36
5. Jambi 0.34 0.27 0.36 0.32
6. Sumatera Selatan 0.21 0.20 0.21 0.21
7. Bengkulu 0.39 0.40 0.41 0.40
8. Lampung 0.54 0.32 0.35 0.40
9. DKI Jakarta

10. Jawa Barat 0.41 0.40 0.47 0.43
11. Jawa Tengah 0.50 0.51 0.55 0.52
12. D.I. Yogyakarta 0.52 0.55 0.56 0.55
13. Jawa Timur 0.38 0.35 0.21 0.31
14. Bali 0.64 0.76 0.81 0.74
15. Nusa Tenggara Barat 0.52 0.58 0.60 0.57
16. Nusa Tenggara Timur 0.00 0.61 0.67 0.43
17. Timor Timur 0.29 0.28 0.18 0.25
18. Kalimantan Barat 0.30 0.35 0.35 0.33
19. Kalimantan Tengah 0.21 0.20 0.19 0.20
20. Kalimantan Selatan 0.37 0.33 0.34 0.35
21. Kalimantan Timur 0.45 0.20 0.37 0.34
22. Sulawesi Utara 0.73 0.34 0.67 0.58
23. Sulawesi Tengah 0.39 0.41 0.44 0.41
24. Sulawesi Selatan 0.54 0.55 0.56 0.55
25. Sulawesi Tenggara 0.26 0.28 0.36 0.30
26. Maluku 0.31 0.35 0.43 0.36
27. Irian Jaya 0.16 0.17 0.33 0.22

MEAN 0.38 0.37 0.42 0.39
MIN 0.00 0.17 0.18 0.20
MAX 0.73 0.76 0.81 0.74
STD 0.16 0.15 0.16 0.13
CV 40.72 39.24 38.80 33.14

Note: Without income from oil.

Source: Ministry of Finance and and National Bureau of Statistics.



Table A5.14: DATI 1: Point to Point Revenue Growth Between 1988/89 - 1990/91
(% per annum)

Provincial
Government Prov. Prov. Tax and Gross

Total Original Tax Nontax Nontax Tax Nontax Subsidies & Reg. Dom.
Provinces Receipts Receipt Receipt Receipt Share Share PBB Share Contribution Prod. Population

1. D.l. Aceh 19.2 17.7 11.2 32.4 43.6 65.9 29.5 9.0 15.5 16.9 2.7
2. Sumatera Utara 15.1 13.1 13.4 11.3 10.6 25.7 25.7 -7.8 18.3 17.1 2.1
3. Sumatera Barat 15.() 10.4 18.4 -0.4 20.4 39.2 39.2 12.9 14.9 13.5 1.6
4. Riau 51.0 31.7 26.8 62.8 48.9 53.6 53.6 30.0 33.0 19.8 4.3
5. Jambi 24.9 18.4 15.7 31.5 16.1 55.5 55.5 -3.8 29.3 19.4 3.4
6. Sumnatera Selatan 28.2 26.3 11.3 96.3 19.2 40.0 40.0 9.3 27.9 15.7 3.2
7. Bengkulu 23.0 8.8 8.7 9.1 57.0 118.9 118.9 42.7 22.5 11.9 4.4
8. Lampung 14.4 13.7 13.8 13.6 25.2 51.5 51.5 -15.2 16.7 12.5 2.7
9. DKI Jakarta 34.9 39.5 35.3 56.3 24.9 27.0 26.2 10.6 13.4 16.7 2.4
10. Jawa Barat 18.9 39.7 39.4 41.3 30.3 37.6 37.6 -12.1 12.6 18.3 2.6
11. Jawa Tengah 13.7 23.1 24.9 15.5 21.2 30.7 30.7 3.5 12.5 14.9 1.2 a
12. D.I. Yogyakarta 7.1 20.2 24.4 -1.6 14.7 21.2 21.2 9.5 6.5 13.1 0.6
13. Jawa Timur 14.9 28.4 28.2 29.6 22.0 30.5 30.5 -0.5 12.7 18.1 1.1
14. Bali 23.6 55.0 49.8 72.1 20.3 35.5 35.5 12.4 15.1 17.2 1.2
15. Nusa Tenggara Barat3l.4 36.2 39.4 30.3 28.3 40.8 40.8 18.2 28.6 16.5 2.2
16. Nusa Tenggara TimU29.7 20.3 16.1 22.6 48.9 104.7 104.7 11.4 31.3 1.1.8 1.8
17. Timor Timur 23.3 11.2 13.5 9.6 63.7 379.3 379.3 47.6 26.2 16.0 3.0
18. Kalimantan Barat 22.3 29.7 24.8 52.2 0.6 31.9 38.9 -4.3 24.9 14.5 2.7
19. Kalimantan Tengah 26.1 4.6 16.0 -9.9 26.2 112.7 112.7 15.2 28.2 14.1 3.9
20. Kalimantan Selatan 19.8 25.7 21.6 36.6 23.8 52.1 217.4 -3.3 19.4 15.9 2.3
21. Kalimantan Timur 34.4 48.3 19.0 132.1 41.4 65.8 65.8 27.8 25.0 16.6 4.4
22. Sulawesi Utara 13.1 17.9 20.9 14.6 -10.5 46.6 46.6 -15.6 17.9 14.9 1.6
23. Sulawesi Tengah 29.7 28.9 23.1 43.6 16.8 78.8 78.9 8.3 29.8 16.6 2.9
24. Sulawesi Selatan 31.8 26.8 26.8 26.7 58.3 44.1 44.1 65.6 22.8 13.4 1.4
25. Sulawesi Tenggara 25.3 19.8 19.4 20.0 70.4 96.4 96.4 66.8 28.8 14.2 3.7
26. Maluku 40.5 35.9 15.5 67.5 60.4 62.5 62.5 59.9 31.4 14.2 2.8
27. Irian Jaya 36.4 34.2 29.5 42.7 27.8 99.7 . 18.3 38.8 25.5 3.5

All Provinces 22.1 32.4 30.0 42.0 29.5 42.6 42.9 15.8 16.8 16.8 2.0

Source: Ministry of Finance and and National Bureau of Statistics.



Table A5.15: DATI II: Point to Point Revenue Growth Between 1988/89 - 1990/91
(%, p.a.)

Local
Government Local Local Tax and

Total Original Tax Nontax Nontax Tax Nontax Subsidies &
Provinces Receipts Receipt Receipt Receipt Share Share PBB Share Contribution

1. D. 1. Aceh 32.9 8.7 -10.0 19.0 34.2 36.5 31.6 11.4 40.4
2. Sumatera Utara 7.4 -4.8 13.4 -14.1 13.9 14.6 14.8 0.0 11.2
3. Sumatera Barat 17.9 22.5 58.4 12.5 38.5 50.4 50.3 14.3 18.0
4. Riau 39.4 27.3 49.9 6.9 91.3 113.0 63.3 31.7 34.5
5. Jambi 48.6 23.8 50.5 16.7 83.5 103.7 143.1 14.7 47.7
6. Sumatera Selatan 29.5 16.4 15.5 16.8 46.5 48.8 49.6 35.3 28.2
7. Bengkulu 30.0 14.1 3.2 17.5 89.7 129.6 143.8 15.3 27.1
8. Lampung -6.4 -9.0 -2.0 -11.2 2.7 4.8 3.9 -21.7 -8.2
9. DKI Jakarta
10. Jawa Barat 32.6 25.3 5.7 33.8 48.8 52.5 52.7 -5.1 32.2
11. Jawa Tengah 25.3 20.7 19.1 21.3 33.0 31.8 31.8 43.2 28.6
12. D.l. Yogyakarta 30.4 17.5 23.0 14.5 20.1 20.9 21.0 13.1 35.9
13. Jawa Timur 11.3 -12.3 -25.7 -9.5 7.7 9.2 13.0 -19.7 22.9
14. Bali 39.6 32.2 27.3 44.2 58.7 71.1 64.5 27.3 43.8
15. Nusa Tenggara Barat 24.3 25.5 60.6 22.1 39.2 45.6 37.1 1.4 23.9
16. Nusa Tenggara Timur
17. Timor Timur 75.6 -8.7 -24.4 -3.6 162.5 118.5 118.5 402.6 86.5
18. Kalimantan Barat 25.6 23.2 12.0 30.3 20.3 46.8 46.8 -9.4 27.5
19. Kalimantan Tengah 49.4 9.4 12.6 7.5 70.5 142.9 144.7 14.5 44.3
20. Kalimantan Selatan 43.3 10.5 18.5 6.3 49.2 53.9 53.9 21.4 48.2
21. Kalimantan Timur 47.1 9.5 -15.4 48.6 69.6 76.9 76.9 37.3 46.0
22. Sulawesi Utara 31.7 9.6 6.5 10.9 15.4 44.5 44.5 -29.4 41.9
23. Sulawesi Tengah 23.1 24.1 15.5 27.9 40.9 74.5 46.1 2.8 21.0
24. Sulawesi Selatan 22.2 14.8 8.2 16.9 42.3 37.1 29.8 89.9 21.7
25. Sulawesi Tenggara 22.2 34.7 22.9 37.2 80.2 89.0 89.1 67.1 18.1
26. Maluk-u 41.3 35.1 11.9 42.6 50.8 61.2 61.2 32.6 21.6
27. Irian Jaya 72.1 82.3 103.3 75.7 138.1 166.7 170.7 82.1 62.0
All Provinces 28.6 14.0 10.1 15.6 41.6 45.3 44.6 21.5 30.3

Source: Ministry of Finance and and National Bureau of Statistics.
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Table A5.16: Composition of Provincial Government Tax Receipts:
as percent of PGOR (Average of 1988/89 to 1990/91)

Fee for Other
Tax on Change of Provincial Provincial

Motorized Vehicle Tax Tax
Vehicle Ownership Receipts Receipts

1. D. 1. Aceb 29.42 36.21 2.48 68.11
2. Sumatera Utara 32.56 51.55 4.71 88.83
3. Sumatera Barat 26.78 29.61 0.05 56.44
4. Riau 38.5 44.32 2.58 85.41
5. Jambi 34.04 43.37 0.52 77.92
6. Sumatera Selatan 34.73 40.04 3.29 78.06
7. Bengkulu 22.57 39.11 3.15 64.83
8. Lampung 29.82 43.3 0 73.12
9. DKI Jakarta 22.8 40.87 18.33 81.99

10. Jawa Barat 33.36 51.13 1.15 85.65
11. Jawa Tengah 33.91 45.3 1.64 80.85
12. D.I. Yogyakarta 41.41 42.4 0.05 83.86
13. Jawa Timur 33.79 49.94 0.04 83.76
14. Bali 25.68 51.66 0.59 77.93
15. Nusa Tenggara Barat 26.64 39.23 0.51 66.38
16. Nusa Tenggara Timur 17.00 13.15 2.66 32.81
17. Timor Timur 24.83 18.28 0 43.12
18. Kalimantan Barat 27.39 49.66 4.66 81.71
19. Kalimantan Tengah 25.74 28.11 6.83 60.69
20. Kalimantan Selatan 30.35 41.06 2.25 73.66
21. Kalimantan Timur 28.57 40.28 0.84 69.69
22. Sulawesi Utara 20.73 32.25 0.01 52.99
23. Sulawesi Tengah 28.92 38.46 2.16 69.54
24. Sulawesi Selatan 32.99 37.86 1.2 72.05
25. Sulawesi Tenggara 18.11 20.33 1.53 39.96
26. Maluku 23.92 18.36 7.25 49.53
27. Irian Jaya 24.72 35.57 1.65 61.94

Mean 28.49 37.83 2.6 68.92

PGOR = Provincial Government Own-Revenue.
Source: Ministry of Finance and and National Bureau of Statistics.
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Table A5.17: Provincial Nontax Receipts: as percent of PGOR
(Average of 1988/89 to 1990/91)

Provincial Official
Provincial

Retribution Govt. Cor. Service Other Nontax
Receipts Profit Receipts Receipts

Receipts

1. D.I. Aceh 14.56 1.82 0.52 14.99 31.89
2. Sumatera Utara 5.48 1.57 0.46 3.66 11.17
3. Sumatera Barat 10.43 4.27 1.07 27.79 43.56
4. Riau 8.15 0.61 0.71 5.11 14.59
5. Jambi 9.21 2.28 1.62 8.97 22.08
6. Sumatera Selatan 15.09 0.59 0.07 6.22 21.94
7. Bengkulu 16.74 3.02 2.51 12.90 35.17
8. Lampung 13.09 2.74 1.64 9.40 26.88
9. DKI Jakarta 8.98 2.04 4.01 2.97 18.01

10. Jawa Barat 10.89 0.86 0.17 2.44 14.35
11. Jawa Tengah 13.38 3.12 1.22 1.43 19.15
12. D.I. Yogyakarta 4.68 3.25 2.83 5.38 16.14
13. Jawa Timur 8.27 0.61 5.08 2.28 16.24
14. Bali 10.54 0.83 0.85 9.86 22.07
15. Nusa Tenggara Barat 18.22 5.75 2.24 7.41 33.62
16. Nusa Tenggara Timur 11.35 0.54 49.64 5.65 67.19
17. Timor Timur 4.50 15.89 22.84 13.65 56.88
18. Kalimantan Barat 10.23 2.30 2.39 3.36 18.29
19. Kalimantan Tengah 12.68 2.60 0.91 23.13 39.31
20. Kalimantan Selatan 17.29 2.38 0.68 5.99 26.34
21. Kalimantan Timur 12.77 3.59 0.53 13.42 30.31
22. Sulawesi Utara 9.65 5.81 2.71 28.84 47.01
23. Sulawesi Tengah 19.24 1.43 2.42 7.37 30.46
24. Sulawesi Selatan 12.37 0.67 3.64 11.27 27.95
25. Sulawesi Tenggara 11.72 1.58 35.28 11.45 60.04
26. Maluku 8.44 8.35 3.97 29.70 50.47
27. Irian Jaya 10.50 2.11 6.33 19.11 38.06

Mean 11.43 2.99 5.86 10.88 31.08

PGOR = Provincial Government Own Revenue.

Source: Ministry of Finance and and National Bureau of Statistics.



Table A5.18: Composition of Local Government Tax Receipts as Percent of LGOR
(Average of 1988/89 to 1990/91)

Other
Hotels Entertain Adverti Tax on Tax on Tax on Local Local

Restaur- inment sement Street Company Enterpr- Tax Tax
Province ants Tax Tax Tax Light Reg. ises Receipts Receipts

1. D. 1. Aceh 8.2 3.84 0.79 6.24 2.79 0.04 10.02 31.93
2. Sumatera Utara 7.06 3.91 1.27 13.02 3.3 0.00 8.78 37.36
3. Sumatera Barat 4.05 7.52 1.59 6.77 0.73 0.00 4.26 24.92
4. Riau 8.78 3.72 1.08 7.19 0.00 0.00 24.16 44.92
5. Jambi 6.35 5.44 1.8 8.21 0.36 0.05 2.66 24.87
6. Sumatera Selatan 8.45 7.18 1.67 6.53 0.79 0.00 3.45 28.07
7. Bengkulu 2.14 1.62 1.62 13.7 0.67 0.00 3.18 22.93
8. Lampung 3.43 6.08 1.38 5.02 6.59 .. 4.08 26.58
9. DKI Jakarta .. .. .. .. ..

10. Jawa Barat 6.44 4.3 1.99 7.2 1.55 0.16 5.0 26.65 a.
11. Jawa Tengah 2.94 4.14 1.15 13.26 0.21 0.07 2.2 23.99
12. D.I. Yogyakarta 11.5 13.9 0.66 8.62 .. .. 0.83 35.51
13. Jawa Timur 5.54 5.74 1.64 0.97 1.03 0.02 2.4 17.34
14. Bali 62.1 2.61 0.8 2.81 0 0 0.75 69.07
15. Nusa Tenggara Barat 6.98 1.22 0.41 0.82 0.11 0.01 0.68 10.25
16. Nusa Tenggara Timur 2.21 0.71 0.24 2.46 0.16 0 2.19 7.97
17. Timor Timur 6.56 2.84 0.98 5.74 4.14 0.1 6.76 27.13
18. Kalimantan Barat 5.53 19.34 2.35 5.63 2.45 0 3.32 38.62
19. Kalimantan Tengah 3.01 8.83 7.43 8.25 3.83 0 5.7 37.05
20. Kalimantan Selatan 3.93 11.66 1.24 16.17 1.76 0.06 2.37 37.18
21. Kalimantan Timur 15.79 4.87 0.92 14.88 2.86 0.01 13.95 53.29
22. Sulawesi Utara 3.46 4.95 2.76 11.51 2.24 0 1.56 26.49
23. Sulawesi Tengah 1.95 2.66 2.66 10.01 2.43 .. 10.35 30.05
24. Sulawesi Selatan 5.19 3.38 0.41 8.96 0.59 0.01 4.15 22.69
25. Sulawesi Tenggara 0.77 1.53 0.29 9.41 0.84 0 3.41 16.24
26. Maluku 6.25 1.92 1.43 6.68 2.51 0 3.41 22.21
27. Irian Jaya 10.52 2.51 2.56 1.21 1.6 0 5.63 24.04

ALL 8.12 5.31 1.6 7.81 1.76 0.03 5.24 29.79

LGOR = Local Government Own-Revenue.
Source: Ministry of Finance and and National Bureau of Statistics.
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Table A5.19: Composition of Local Government Non Tax Receipts
as Percent of LGOR

(Average of 1988/89 to 1990/91)

Local
Retribu- Government Official Local

tion Corporate Service Other Nontax
Province Receipts Profits Receipts Receipts Receipts

1. D. I. Aceh 50.11 2.03 2.35 13.58 68.07
2. Sumatera Utara 44.62 1.81 7.81 8.4 62.64
3. Sumatera Barat 63.08 1.51 1.74 8.76 75.08
4. Riau 46.45 1.6 0.06 6.97 55.08
5. Jambi 62.74 0.68 3.19 8.52 75.13
6. Sumatera Selatan 50.4 2.08 0.76 18.68 71.93
7. Bengkulu 53.25 0.74 1.23 21.84 77.07
8. Lampung 57.37 0.39 2.64 13.01 73.42
9. DKI Jakarta .. ..

10. Jawa Barat 57.93 2.17 4.2 9.04 73.35
11. Jawa Tengah 55.69 3.29 5.42 11.61 76.01
12. D.I. Yogyakarta 47.87 2.39 8.82 5.4 64.49
13. Jawa Timur 64.59 5.57 4.96 7.55 82.66
14. Bali 22.78 2.61 0.31 5.23 30.93
15. Nusa Tenggara Barat 74.29 1.19 9.39 4.89 89.75
16. Nusa Tenggara Timur 50.31 1.37 29.6 10.75 92.03
17. Timor Timur 54.36 3.23 5.53 9.76 72.87
18. Kalimantan Barat 49.92 0.65 5.07 5.73 61.38
19. Kalimantan Tengah 43.93 1.69 4.68 12.64 62.95
20. Kalimantan Selatan 47.52 2.95 0.56 11.78 62.82
21. Kalimantan Timur 29.26 4.6 1.78 11.07 46.71
22. Sulawesi Utara 62.43 1.35 3.46 6.26 73.51
23. Sulawesi Tengah 52.03 0.87 6.14 10.91 69.95
24. Sulawesi Selatan 62.49 0.94 6.34 7.54 77.31
25. Sulawesi Tenggara 68.25 0.83 5.56 9.13 83.76
26. Maluku 49.96 2.05 1.66 24.12 77.79
27. Irian Jaya 42.41 1.11 14.26 18.18 75.96

ALL 52.49 1.92 4.98 10.82 70.21

LGOR = Local Government Own Revenue.
Source: Ministry of Finance and and National Bureau of Statistics.



Table A5.20: Compositioni of Local Government Retribution Receipts
as Percent of LGOR

(Average of 1988/89 to 1990/91)

H-ospital Inns Forestry Land
Road Bridge Building Health Motels & Sea Certif- Other Total
Dispensation Land Licence Center Market Hotels Product icate Retributioni Retribution

Fee Rent Fee Fee Fee Fee Fee Fee Receipts Receipts

I . D. 1. Aceh 0.04 0.58 7.19 7.37 15.7 0.02 0.08 .. 19.13 50.11
2. Sumatera Utara 1.63 0.29 5.12 4.79 7.24 0.46 0.17 0 24.9 44.62
3. Sumatera Barat 2.22 0.76 5.76 4.6 24.2 0.6 .. 2.94 21.99 63.08
4. Riau 0.33 0.78 6.58 5.91 6.5 0.1 0.31 0.19 25.76 46.45
5. Jambi 0.12 1.42 1.59 7.23 12.04 0.89 .. 0.06 39.39 62.74
6. Sumatera Selatan 0.98 0.54 4.84 8.29 12.76 0.04 0.01 .. 22.95 50.4
7. Bengkulu .. 0.98 6.08 3.95 12.88 0.01 0.01 .. 29.33 53.25
8. Lampung .. 3.67 5.41 8.26 7.13 ... 3.91 28.99 57.37 a
9. DKI Jakarta... . .......

10. Jawa Barat 4.4 0.89 8.64 12.99 5.96 1 0.35 0.98 22.72 57.93
11. Jawa Tengah 1.17 0.56 4.18 17.52 13.62 0.05 0.11 0.15 18.33 55.69
12. D.I. Yogyakarta 0.24 0.31 3.51 13.31 14.52 0.01 0.01 0 15.98 47.87
13. Jawa Timur 2.2 0.59 7.53 10.82 11.57 0.08 0.21 0.04 31.56 64.59
14. Bali 0.02 0.46 5.5 0.05 6.02 0.07 ... 10.66 22.78
15. Nusa Tenggara Barat 0.14 1.6 1.38 7.67 9.45 2.96 19.42 .. 31.67 74.29
16. Nusa Tenggara Timur 0.01 0.01 0.72 8.99 5.2 0.24 16.22 .. 18.91 50.31
17. Timnor Timur .. 1.87 10.74 0.54 10.61 0.1 0.97 0.2 29.33 54.36
18. Kalimantan Barat .. 1.02 10.79 8.15 4.14 0.9 .. 0.01 24.91 49.92
19. Kalimantan Tengah 0.1 2.89 5.87 10.02 13.08 0.03 . .11.95 43.93
20. Kaliinantan Selatan 0.87 1.62 5.21 6.51 12.05 0 1.06 .. 20.2 47.52
21. Kalimantan Timur 0.02 1.16 5.73 1.89 2.94 0.08 0.09 0.37 16.98 29.26
22. Sulawesi Utara .. 0.88 6.33 11.7 7.79 0.06 ... 35.68 62.43
23. Sulawesi Tengah .. 0.22 6.35 9.78 11.06 0.12 0.29 .. 24.2 52.03
24. Sulawesi Selatan 0.63 18.85 8.36 5.65 17.76 0.32 0.48 0.01 10.42 62.49
25. Sulawesi Tenggara .. 2.34 5.74 7.64 15.58 0.03 13.11 .. 23.81 68.25
26. Maluku 0.01 1.14 8.64 3.34 4.25 0.99 1.54 .. 30.05 49.96
27. Irian Jaya .. 0.61 3.67 1.83 4.19 0.03 0.01 0.22 31.85 42.41

ALL 0.86 1.79 5.89 7.24 10.38 0.37 2.63 0.65 23.97 52.49

LGOR = Local Govemnment Own Revenue.

Source: Ministry of Finance and and National Bureau of Statistics.
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Table A5.21: Point to Point Growth of Provincial Government Original Receipts
between 1988/89 to 1990/91 (% per annum)

Fee on Local
Tax on Change of Gov. Official
Motor Vehicle Retribution Corp. Service Other

Provinces Vehicle Ownership Receipts Profit Receipts Receipts

1. D. I. Aceh 9.5 12.0 52.2 35.8 8.3 16.2
2. Sumatera Utara 8.0 21.4 34.8 10.1 79.7 -29.5
3. Sumatera Barat 12.1 24.1 50.3 -6.8 11.3 -15.9
4. Riau 5.0 47.9 49.6 233.7 3.1 84.3
5. Jambi 11.3 19.2 45.7 -11.1 5.7 36.3
6. Sumatera Selatan 8.6 13.3 122.2 227.5 .. 40.1
7. Bengkulu 1.5 10.5 12.3 535.7 1.0 -14.7
8. Lampung 8.1 18.2 49.2 66.3 132.4 -46.9
9. DKI Jakarta 16.2 50.4 163.9 -2.0 -61.1 113.9
10. Jawa Barat 14.0 56.2 44.8 32.5 20.0 32.3
11. Jawa Tengah 9.4 36.5 14.1 8.7 39.2 28.0
12. D. 1. Yogyakarta 9.1 40.8 19.0 -22.1 16.2 -18.5
13. Jawa Timur 11.4 40.6 47.0 21.1 6.7 33.7
14. Bali 20.3 65.6 17.7 39.9 -23.5 168.8
15. Nusa Tenggara Barat 15.5 62.2 44.9 3.7 11.8 31.4
16. Nusa Tenggara Timur 5.9 23.5 46.0 -85.7 17.7 32.6
17. Timor Timur 5.4 25.2 11.1 -25.3 9.0 116.0
18. Kalimantan Barat 14.5 33.5 23.4 15.3 1193.6 44.8
19. Kalimantan Tengah 7.2 12.5 35.1 72.7 55.9 -31.2
20. Kalimantan Selatan 21.3 25.3 101.7 -72.1 26.0 -39.3
21. Kalimantan Timur 9.6 24.6 69.5 99.6 -13.2 239.5
22. Sulawesi Utara 11.2 27.6 27.3 14.0 74.5 6.3
23. Sulawesi Tengah 3.4 34.4 55.5 15.5 34.4 25.8
24. Sulawesi Selatan 8.1 46.2 57.4 70.2 31.4 -5.7
25. Sulawesi Tenggara 9.8 30.4 10.4 54.9 25.7 9.9
26. Maluku 5.9 23.5 22.6 47.6 10.1 116.0
27. Irian Jaya 5.6 27.0 29.9 44.3 10.3 69.4

All Provinces 12.5 42.7 80.2 10.4 -25.7 46.1

Source: Ministry of Finance.
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Table A5.22: DATI II Taxes: Point to Point Growth Rates Between 1988/89-1990/91
(%, p. a.)

Tax on
Hotels & Enter- Advert- Tax on Company

Restaurants tainment isement Street Regist-
Provinces Tax Tax Tax Lights ration

1. D. 1. Aceh 12.6 -7.5 9.6 25.4 10.1
2. Sumatera Utara -5.4 -23.2 -25.5 7.3 64.7
3. Sumatera Barat 18.5 25.8 -15.5 110.3 9.3
4. Riau 39.4 18.3 0.0 99.5
5. Jambi 7.9 31.1 33.4 197.1 53.1
6. Sumatera Selatan 27.0 14.1 22.4 4.1 28.1
7. Bengkulu 8.7 15.8 60.0 33.2 -77.8
8. Lampung 25.0 -3.4 3.6 12.7 -47.5
9. DKI Jakarta .. ..

10. Jawa Barat 58.2 -29.5 120.4 37.3 15.6
11. Jawa Tengah 37.3 9.8 27.3 16.3 26.6
12. D. I. Yogyakarta 37.0 21.2 14.5 13.7
13. Jawa Timur -43.4 -30.6 -16.6 46.5 8.4
14. Bali 28.0 27.1 25.8 1.7
15. Nusa Tenggara Barat 88.2 23.2 79.9 62.1 68.0
16. Nusa Tenggara Timur .. ..

17. Timor Timur -4.1 -51.7 -78.0 -45.2 -29.8
18. Kalimantan Barat 24.5 -2.4 16.0 37.0 6.4
19. Kalimantan Tengah 31.8 -7.1 7.6 15.5 8.6
20. Kalimantan Selatan 41.2 -3.7 10.3 37.0 17.1
21. Kalimantan Timur 25.8 -2.4 8.0 15.1 18.2
22. Sulawesi Utara 19.8 3.4 23.8 -2.1 12.2
23. Sulawesi Tengah 34.4 40.6 28.5 29.4 19.7
24. Sulawesi Selatan 17.7 4.4 8.6 19.6 -18.6
25. Sulawesi Tenggara 18.2 24.1 29.0 15.9 24.0
26. Maluku 21.9 16.8 2.9 10.7 10.2
27. Irian Jaya 130.6 75.4 46.4 162.7 73.1

All Provinces 23.3 -6.9 32.9 23.0 10.2

Source: Ministry of Finance and and National Bureau of Statistics.
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Table A5.23: DATI II Non-Tax Revenues: Point to Point Growth Rates
Between 1988/89-1990/91

(%, p.a.)

Local
Gov. Official

Retribution Corp. Service Other
Provinces Receipts Profit Receipts Receipts

1. D. I. Aceh 22.0 50.3 23.0 13.9
2. Sumatera Utara -3.3 -1.6 -28.5 13.8
3. Sumatera Barat 13.6 -35.5 -47.0 14.4
4. Riau 3.0 19.4 69.2 13.5
5. Jambi 12.9 15.0 -27.2 13.4
6. Sumatera Selatan 15.5 107.4 -34.6 14.8
7. Bengkulu 16.3 -14.3 41.8 13.6
8. Lampung 8.6 31.8 -30.9 13.5
9. DKI Jakarta .. ..

10. Jawa Barat 31.0 36.0 12.4 16.5
11. Jawa Tengah 20.2 47.7 16.7 16.4
12. D. I. Yogyakarta 12.0 7.6 39.3 13.1
13. Jawa Timur -5.9 -29.0 -63.6 15.6
14. Bali 31.6 61.5 658.9 14.3
15. Nusa Tenggara Barat 18.7 7.5 62.6 12.7
16. Nusa Tenggara Timur .. .. .. 13.7
17. Timor Timur -11.9 145.4 0.9 11.1
18. Kalimantan Barat 36.2 33.2 27.0 12.8
19. Kalimantan Tengah 3.3 91.9 -17.8 12.8
20. Kalimantan Selatan 16.5 10.3 -27.8 13.5
21. Kalimantan Timur 31.7 69.1 65.8 14.8
22. Sulawesi Utara 15.8 -50.0 -18.0 13.1
23. Sulawesi Tengah 28.8 74.2 17.2 13.1
24. Sulawesi Selatan 19.8 75.0 10.7 14.1
25. Sulawesi Tenggara 42.7 .. -4.9 12.6
26. Maluku 10.9 39.8 1.8 14.7
27. Irian Jaya 45.4 .. 92.3 14.0

All Provinces 16.0 12.7 2.1 17.9

Source: Ministry of Finance and and National Bureau of Statistics.
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Table A5.24: Trends in Revenue from Motor Vehicle Taxes

Tax per
Total Registr- Transfer Vehicle
Number of ation Tax Tax Total Reg. Tax Tr. Tax Total
Vehicles (Rp. (Rp. (Rp.
(million) billion) billion) billion) --- (Rp. thousand)----

1988/89 7.8 258.2 332.0 590.2 32.3 42.7 75.0
(31.6) (40.6) (72.2)

1989/90 8.3 277.0 396.2 673.1 33.4 47.8 81.2

(30.3) (43.3) (73.6)

1990/91 8.9 326.0 675.8 1,002.8 36.8 76.0 112.8

(22.8) (47.7) (69.9)
Growth Rate
(per annum) 7.0 12.5 42.7 30.3 5.2 33.4 21.9

Note: Figures in parentheses indicate percentages of original or own revenue.

Source: Ministry of Finance and and National Bureau of Statistics.
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Table A5.25: Comparison of New and Old Rates of
Annual Vehicle Registration Tax:

A Selection of the Most Commonly Used Vehicles

Vehicle Estimated
Registration New Rate as Proportion

Engine Age Tax Payable Proportion of of Vehicles
Vehicle Type Capacity (Years) (Rps. per Year) Old Rate in Fleet

Since Before After
1987 to 1991 Jan. 1992 Inflation Inflation (%)

Sedan car 1600 3 23 600 714000 254.3 191.1 15.0

Minibus 2000 3 84300 152400 137.8 103.6 6.0

Two axle truck 6500 3 190800 270000 120.3 90.4 18.0

Medium or heavy truck 7500 3 213300 321000 127.9 96.1 1.0

Bus 6000 3 170700 298500 141.6 106.4 10.0

Motor-cycle 50 1 17700 18000 101.7 76.4 50.0

Average/Total 168.8 126.9 100.0

Source: Eleventh Road Project Review of Road User Revenues and Expenditures in Indonesia Report, Asian Development
Bank, by Halcrow Fox and Associates. June 1992.



Table 5.26: Motor Vehicle Annual Registration Tax Per Car Equivalent, 1988/89 to 1990/91

1988/89 to 1990/91

1988/89 1989/90 1990/91 Annual Average Growth Rate

Tax On Weighted Tax Per Car Tax On Weighted Tax Per Car Tax On Weighted Tax Per Car Tax On Weighted

Vehicles Number of Equivalent Vehicles Number of Equivalent Vehicles Number of Equivalent Vehicles Number of Tax Per Car

Provinces (Rp '000) Vehicles (Rp) (Rp '000) Vehicles (Rp) (Rp '000) Vehicles (Rp) (%) Vehicles (%) Equivalent (9)

1. D. 1. Aceh 3,209,807 856,000 3,750 3,506,598 900,571 3.894 3,846,640 925,377 4,157 9.5 4.0 5.5

2. Sumatera Utara 17,335,404 3,611,030 4,801 18,545,248 3,721,615 4,983 20,227,637 3,974,289 5,090 8.0 4.9 3.1

3. Sumatera Barat 4,509,776 766,878 5,881 5,057,975 796,492 6,350 5,667,526 830,958 6,820 12.1 4.1 8.0

4. Riau 5,814,240 977,132 5,950 5,429,125 999,741 5,431 6,410,853 1,002,354 6,396 5.0 1.3 3.7

5. Janibi 1,999,225 486,517 4,109 2,121,024 497,926 4.260 2,477,137 510,426 4,853 11.3 2.4 8.9

6. Sumatera Selatan 7,547,577 2,057.034 3,669 8,212,282 2,105,088 3,901 8.898,245 2,158,248 4,123 8.6 2.4 6.1

7. Bengkulu 962,931 223.752 4,304 975,835 228,916 4,263 992.248 234,713 4,227 1.5 2.4 -0.9

8. Lampung 4,710,848 745,997 6,315 5,125,413 763,423 6,714 5,507,835 782,877 7,035 8.1 2.4 5.7

9. DKI Jakarta 77,832,189 6,452,175 12,063 79,600,000 6,706,151 11,870 105,092,909 7,192,167 14,612 16.2 5.6 10.6

10. Jawa Barat 30,647,458 4,057,119 7,554 34,486,298 4,013,685 8,592 39,849,152 4,224,842 9,432 14.0 2.0 12.0

I. Jawa Tengah 24,818,113 5.616,848 4,419 26,808,441 6,789,490 3,949 29,720.739 6,851,970 4,338 9.4 10.4 -1.0

12. D I Yogyakarta 5,007,076 1,144,207 4,376 5,370,530 1,383,916 3,881 5,957,530 1,393,417 4,275 9.1 10.4 -1.3

13. Jawa Timur 42,329,583 8.735,239 4.846 46,297,240 8,920,907 5,190 52,530,878 10.047,687 5,228 11.4 7.2 4.2 t,,

14. Bali 6,013.703 1,339,542 4,489 7,150,734 1,472,382 4,857 8,703,250 1,745,455 4,986 20.3 14.2 6.2

IS. NusaTenggaraBarat 1,314,071 337,195 3,897 1,518,417 370,732 4,096 1,753,063 438,893 3,994 15.5 14.1 1.4

16. Nusa TenggaraTimur 938,860 200.142 4,691 1,074,485 220,711 4,868 1,106,249 261,005 4,238 8.5 14.2 -5.6

17. Timor Timur 350,000 110,389 3,171 366,216 121,639 3,011 388,999 144,134 2,699 5.4 14.3 -8.8

18. Kalimantan Barat 2,277,084 609,823 3,734 2,555,031 678,062 3,768 2,983,914 728,677 4,095 14.5 9.3 5.2

19. K,alimantan Tengah 685,318 188,199 3,641 676,313 198,038 3,415 787,424 210,061 3,749 7.2 5.6 1.5

20. Kalimantan Selatan 2,229,320 801,823 2,780 3,270,935 843,597 3,877 3,278,658 891,058 3,680 21.3 5.4 15.9

21. Kalimantan Timur 4,714,747 674,198 6,993 5,203,665 717,275 7,255 5,663,822 774,167 7,316 9.6 7.2 2.4

22. Sulawesi Utara 2,229,320 339,492 6,567 2,386,428 369.435 6.460 2,755,935 385,955 7,141 11.2 6.6 4.6

23. Sulawesi Tengah 1,236,597 307,147 4.026 1,199,658 317,021 3,784 1,323,196 334,108 3,960 3.4 4.3 -0.9

24. Sulawesi Selatan 6,901,556 1,699,605 4,061 7,341,573 1,741,449 4,216 8,067,242 1,798,834 4,485 8.1 2.9 5.2

25. Sulawesi Tenggara 468,109 144,458 3,240 527,298 147,971 3,564 564,516 152,743 3,696 9.8 2.8 7.0

26. Maluku 1,159,164 127,283 9,107 1,216,756 134,833 9,024 1,301,060 139,823 9,305 5.9 4.8 1.1

27. Irian Jaya 1,007,909 235,535 4,279 952,498 239,346 3,980 1,124,525 238,272 4.720 5.6 0.6 5.0

Indonesia 258,249,985 42,844,759 6,028 276,976,016 45,400,412 6,101 326,981,182 48,372,510 6,760 12.5 6.3 6.3

Notes: 1. Total Motor Vehicle Taxes include tax on motor vehicles and fees for changes in ownership.

2. To convert buses, trucks and motor cycles to car equivalents, weights of 1/3, 1/3 and 1/7 are used respectively.

3. Riau is excluded due to data problems.

Source: Ministry of Finance and Bureau of Statistics.



Table 5.27: Motor Vehicle Transfer Tax - Total and Per Car Equivalent, 1988189 to 1990/91

1988/89 to 1990/91
1988/89 1989/90 1990/91 Anitual Average Growth Rate

Transfer Transfer Transfer Transfer
Tax On Weighted Tax Per Car Tax On Weighted Tax Per Car Tax On Weighted Tax Per Car Tax On Weighted
Vehicles Number of Equivalent Vehicles Number of Equivaleitr Vehicles Number of Equivalent Vehicles Number of Tax Per Car

Provinces (Rp '000) Vehicles (Rp) (Rp '000) Vehicles (Rp) (Rp '000) Vehicles (Rp) (%) Vehicles (%) Equivalent (7)

I. D. 1. Aceb 3,647,630 856,000 4,261 4,833,909 900,571 5,368 4,574,205 925.377 4,943 12.0 4.0 8.0
2. Sumatera Utara 24,639,550 3,611,030 6,823 28,737,260 3,721,615 7,722 36,307,726 3,974,289 9,136 21.4 4.9 16.5
3. Sumatera Barat 4,828,869 766,878 6,297 4,670,455 796,492 5,864 7,431,447 830,958 8,943 24.1 4.1 20.0
4. Riau 4.665,831 977,132 4,775 6,717,416 999,741 6,719 10,204,503 1,002,354 10,181 47.9 1.3 46.6
5. lantibi 2,415,144 486,517 4,964 2,618,873 497,926 5,260 3,433,880 510,426 6,727 19.2 2.4 16.8
6. Suinatera Selatan 8,836,959 2,057,034 4,296 8,482,796 2,105,088 4.030 11,334,378 2,158,248 5,252 13.3 2.4 10.8
7. Bengkulu 1,636,854 223,752 7,315 1,479,456 228,916 6,463 1,998,052 234,713 8,513 10.5 2.4 8.1
8. Lampung 5,901,976 745,997 7,912 8,322,626 763,423 10,902 8,238,386 782,877 10,523 18.1 2.4 15.7
9. DKI Jakara 120,595,448 6,452,175 18,691 120,000,000 6,706,151 17,894 272,691,378 7,192,167 37,915 50.4 5.6 44.8

10. Jawa Barat 34,931,949 4,057,119 8,610 52,409,450 4,013,685 13,058 85,247,114 4,224,842 20,178 56.2 2.0 54.2
11. Jawa Tengah 26,689,006 5,616,848 4,752 35,610,386 6,789,490 5,245 49,745.546 6,851,970 7,260 36.5 10.4 26.1
12. D I Yogyakarta 4,090,329 1,144,207 3,575 5,081,151 1,383,916 3,672 8,112,924 1,393,417 5,822 40.8 10.4 30.5
13. lawaTtiiur 51,323,537 8,735,239 5,875 64,547,168 8,920,907 7,235 101,471,248 10,047,687 10,099 40.6 7.2 33,4
14. Bali 8,723,039 1,339,542 6,512 15,416,638 1,472,382 10,471 23,923,449 1,745,455 13,706 65.6 14.2 51.5
15. Nusa Tenggara Barat 1,344,122 337,195 3,986 2,339,941 370,732 6,312 3,535,594 438,893 8.056 62.2 14.1 48.1
16. NusaTenggara Timur 1,268,787 200,142 6,339 1,564,340 220,711 7,088 1,831,296 261,005 7,016 20.1 14.2 5.9
17. TimorTimur 220,000 110,389 1,993 259,881 121,639 2,136 344.954 144,134 2,393 25.2 14.3 11.0
18. Kalimantan Barat 3,728,748 609,823 6,114 4,254,654 678,062 6,275 6,648,584 728,677 9,124 33.5 9.3 24.2
19. Kalinantan Tenigah 721,440 188,199 3,833 720,247 198,038 3,637 913,078 210,061 4,347 12.5 5.6 6.9
20. Kalimantan Selatan 3,095,266 801,823 3,860 4,000,301 843,597 4,742 4,862,525 891,058 5,457 25.3 5.4 19.9
21. Kalitnlantan Timur 5,996,287 674,198 8,894 7,395,326 717,275 10,310 9,310,572 774,167 12,027 24.6 7.2 17.5
22. Sulawesi Utara 3,095,266 339,492 9,117 3,528,820 369,435 9,552 5,036.547 385,955 13,050 27.6 6.6 20.9
23. Sulawesi Tengah 1,276,030 307,147 4,154 1,647,954 317,021 5,198 2,304,577 334,108 6,898 34.4 4.3 30.1
24. Sulawesi Sclatan 5,667,838 1,699,605 3,335 9,041,851 1,741,449 5,192 12,119,955 1.798,834 6,738 46.2 2.9 43.4
25. Sulawesi Tenggara 453,912 144,458 3,142 566,323 147,971 3,827 771,892 152,743 5,054 30.4 2.8 27.6
26. Maluku 798,810 127,283 6,276 872,911 134,833 6,474 1,217,372 139,823 8,707 23.4 4.8 18.6
27. Irian Jaya 1,371,597 235.535 5,823 1,037,048 239,346 4,333 2,212,125 238,272 9,284 27.0 0.6 26.4

Indonesia 331,964,224 42,844,759 7,748 396.157,18! 45,400,412 8,726 675,823,307 48,372.510 13,971 42.7 6.3 36.4

Notes: 1. Total Motor Vehicle Taxes include tax on motor vehicles and fees for changes in ownership.

2. To convert buses, trucks and motor cycles to car equivalents, weights of 1/3, 1/3 and in are used respectively.

3. Riau is excluded due to data problems.

Source: Ministry of Finance and Bureau of Statistics.



Table 5.28: Growth of Hlotels and Restaurants Tax, Number of lHotel Rooms, and Average
Occupancy by Province, 1988/89 to 1990/91

1988/89 1989/90 1990/91 Average Occupied (1988-91,%)
Number of Occupancy Occupancy Occupancy Hotel Rooms Growth Hotels and
Hotel Rooms Occupancy Restaurant

Provinces 1988/89 1989/90 1990/'91 Cl. N-Cl. Average Cl. N-Cl. Average Cl. N-Cl. Average 1988 1989 1990 Tax

1. Daerals Isimewa Aceh 2252 1941 2404 35.8 40.0 37.9 35.4 37:8 36.6 40.7 40.9 40.8 854 710 981 7.2 0.6
2. Sumatera lJtara 9303 9730 9965 43.1 27.8 35.5 54.6 24.2 39.4 51.0 26.9 39.0 3298 3834 3881 8.5 -14.7
3. Sumatera Barat 2173 2392 2398 41.8 38.4 40.1 46.4 37.0 41.7 37.6 34.4 36.0 871 997 863 -0.5 11.1
4. Riau 3475 4098 3776 38.8 32.0 35.4 46.8 30.6 38.7 52.5 26.9 39.7 1230 1586 1499 10.4 27.6
5. Jambi 1417 1349 1574 45.4 30.1 37.8 33.5 38.2 35.9 34.5 43.7 39.1 535 484 615 7.3 -2.3
6. Sumnatera Selatan 3150 3110 3120 32.4 26.2 29.3 36.5 27.1 31.8 35.7 23.9 29.8 923 989 930 0.4 18.0
7. Bengkulu 932 920 919 42.8 34.4 38.6 46.0 32.5 39.3 54.0 30.4 42.2 360 361 388 3.8 0.2
8. Lampung 1767 1928 2083 48.8 35.8 42.3 46.6 32.2 39.4 58.0 37.4 47.7 747 760 994 15.3 12.6
9. D.K.I. Jakarta 12433 12482 12622 64.1 43.2 53.7 67.7 43.2 55.5 69.9 47.3 58.6 6670 6921 7396 5.3

10. Jawa Barat 14501 16325 17144 36.9 27.0 32.0 36.9 30.6 33.8 36.8 32.5 34.7 4633 5510 5940 13.2 46.2
11. Jawa Tengah 11352 11817 12544 41.0 28.3 34.7 40.7 31.0 35.9 42.7 34.9 38.8 3933 4236 4867 11.2 25.7
12. D.l. Yogyakarta 4596 4773 5430 52.4 27.7 40.1 55.4 29.5 42.5 57.3 28.5 42.9 1841 2026 2329 12.5 26.3
13. Jawa Timur 12525 12231 13834 56.7 36.7 46.7 56.5 30.5 43.5 56.2 33.4 44.8 5849 5320 6198 2.9 -48.9
14. Bali 13957 17370 21040 70.8 29.4 50.1 70.5 29.9 50.2 62.0 38.0 50.0 6992 8720 10520 22.7 12.2
15. Nusa Tetiggara larat 1610 2036 2282 40.8 27.4 34.1 44.1 41.5 428 53.8 45.0 49.4 549 871 1127 43.3 66.7
l6. NUSa Teziggara Ti,tsur 1451 1567 1748 40.0 42.6 41.3 47.9 48.0 48.0 48.5 41.3 44.9 599 751 785 14.4
17. Timor limur 100 110 156 -13.2
18. Kalimantan Barat 1777 1706 2071 35.6 24.7 30.2 32.7 14.2 23.5 36.3 25.8 31.1 536 400 643 9.6 13.4
19. Kalimantan Tengah 1507 1614 1810 29.9 29.9 29.9 29.9 23.1 23.1 451 483 418 -3.7 17.3
20. Kalimanran Selatan 2307 1529 2481 41.7 38.0 39.9 51.9 39.3 45.6 60.3 42.7 51.5 919 697 1278 17.9 31.1
21. Kaitiiantan Tinmur 3182 3309 3550 60.2 38.0 49.1 49.8 35.9 42.9 49.7 38.3 44.0 1562 1418 1562 0.0 13.7
22. Sulawesi IJtara 1149 1178 1312 52.9 27.3 40.1 53.0 26.5 39.8 62.6 27.0 44.8 461 468 588 12.9 10.2
23. Sulawesi Tengah 952 1073 1048 35.4 30.4 32.9 33.9 32.3 33.1 31.4 29.2 30.3 313 355 318 0.7 24.9
24. Sulawesi Sclatan 3819 3912 4313 40.9 23.2 32.1 46.2 25.6 35.9 46.9 25.7 36.3 1224 1404 1566 13.1 8.9
25. Sulawesi Tenggara 426 443 447 42.4 16.3 29.4 42.9 28.6 35.8 47.7 30.6 39.2 125 158 175 18.3 8.1
26. Maluku 770 840 896 33.6 32.4 33.0 37.3 25.0 31.2 48.4 36.7 42.6 254 262 381 22.5 8.1
27. Irian Jaya 817 850 904 29.9 37.3 33.6 39.9 35.6 37.8 61.6 38.5 50.1 275 321 452 28.4 112.3

Indonesia 113700 120633 131871 53.8 31.6 42.7 55.6 31.2 43.4 56.3 34.1 45.2 48550 52355 59606 10.8 12.7'

'Average of all provinces.

Note: Cl. = Classified, N-Cl. = Not Classified.

Source: Ministry of Finance and Bureau of Statistics.



Table 5.29: Revenue Effect of a 5 Percent Fuel Tax on Gasoline and Diesel, 1991/92

Resultant
Actual Original Quantity of Fuel Consumed 5% Tax on Fuel (Rp '000) at: Increase in Original

Receipts of: (in '000 Liters) Prices of Fuel: In Rp/Liter Total Receipts of Either
600 550 300 Fuel Tax

Dati I Dati 11 Super 98 Premium M. Solar Super 98 Premium M. Solar (Rp '000) Dati I Dati If

I. D. 1. Aceh 13867245 7784351 0 97823 303417 0 2690133 4551255 7241388 52.22% 93.02%
2. Sumatera Utara 64659592 26968807 6324 364967 918687 189720 10036593 13780305 24006618 37.13% 89.02%
3. Sumatera Barat 20570155 18035450 0 120179 332891 0 3304923 4993365 8298288 40.34% 46.01%
4. Riau 21227743 11800968 0 115037 627391 0 3163518 9410865 12574383 59.24% 106.55%
5. lambi 7454754 5029818 0 58358 203155 0 1604845 3047325 4652170 62.41% 92.49%
6. Sumatera Selatan 30376745 13527291 604 187185 512299 18120 5147588 7684485 12850193 42.30% 94.99%
7. Bengkulu 4786040 3224494 0 35475 68142 0 975563 1022130 1997693 41.74% 61.95%
8. Lampung 19282202 11356084 0 133631 366674 0 3674853 5500110 9174963 47.58% 80.79%
9. DKI Jakarta 618554186 . 105184 1069548 1149621 3155520 29412570 17244315 49812405 8.05%
10. Jawa Barat 149147699 131995248 16176 1278905 1970132 485280 35169888 29551980 65207148 43.72% 49.40%
11. Jawa Tengah 99299277 108146528 10925 633154 1108986 327750 17411735 16634790 34374275 34.62% 31.78%
12. D I Yogyakarta 15967963 10737576 2880 106092 86247 86400 2917530 1293705 4297635 26.91% 40.02%
13. Jawa Timur 183181916 61582353 22603 968958 1313365 678090 26646345 19700475 47024910 25.67% 76.36%
14. Bali 45367215 24536853 1498 178948 213062 44940 4921070 3195930 8161940 17.99% 33.26%
15. Nusa Tenggara Barat 7855779 7749773 0 47455 80865 0 1305013 1212975 2517988 32.05% 32.49%
16. NusaTenggaraTiinur 8305088 7848915 0 24724 7461(0 0 679910 1119150 1799060 21.66% 22.92%
17. TimorTimur 1714770 481803 0 8110 22475 0 223025 337125 560150 32.67% 116.26%
18. Kalimantan Barat 12956462 9639076 0 77270 337746 0 2124925 5066190 7191115 55.50% 74.60%
19. Kalimantan Tengah 3141073 2626886 0 19924 64433 0 547910 966495 1514405 48.21% 57.65%
20. Kaliniantan Selatan 12140278 7798900 0 92391 297340 0 2540753 4460100 7000853 57.67% 89.77%
21. Kalimantan Timur 29438075 16310867 0 120910 645182 0 3325025 9677730 13002755 44.17% 79.72%
22. Sulawesi Utara 14264529 10045928 0 89641 101370 0 2465128 1520550 3985678 27.94% 39.67%
23. Sulawesi Tengah 5678222 4297446 0 45001 73020 0 1237528 1095300 2332828 41.08% 54.28%
24. Sulawesi Selatan 28524782 23669052 0 214893 453469 0 5909558 6802035 12711593 44.56% 53.71%
25. SulawesiTenggara 3593109 2981411 0 25119 41192 0 690773 617880 1308653 36.42% 43.89%
26. Maluku 6240730 6290879 0 32748 237543 0 900570 3563145 4463715 71.53% 70.96%
27. Irian Jaya 5703670 5239405 0 44834 136382 0 1232935 2045730 3278665 57.48% 62.58%

All Provinces 1,433,299,299 539,706,162 166194 6191280 11739696 4985820 170260200 176095440 351341460 24.51% 65.10%

Source: Ministry of Finance and Bureau of Statistics.
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Table AS.30: Point to Point Growth Rates of PBB by Sectors and Provinces,
1988/89 to 1991/92

(%, p.a.)

Rural Urban Estate Forestry Mining Total

1. D. 1. Aceh 1.4 11.7 6.2 150.6 25.5 25.5
2. Sumatera Utara 13.0 24.0 1.1 157.4 44.1 18.6
3. Sumatera Barat 14.1 19.1 83.9 153.6 99.5 42.9
4. Riau -0.9 20.4 9.6 83.2 48.0 44.9
5. Jambi 9.0 17.2 13.0 115.3 56.7 50.6
6. Sumatera Selatan 23.7 13.6 29.5 106.4 43.6 40.3
7. Bengkulu -1.1 18.5 18.2 169.3 136.2 67.7
8. Lampung 12.2 29.1 4.2 292.3 68.8 35.6
9. DKI Jakarta 30.8 48.2* 12.3 29.1
10. Jawa Barat 17.2 31.0 3.5 68.9 52.0 29.3
11. Jawa Tengah 14.5 19.6 5.6 107.6 103.7 23.6
12. D.I. Yogyakarta 5.2 14.0 5.1 1549.4 187.7 18.5
13. Jawa Timur 12.6 19.5 -2.1 59.6 155.2 23.6
14. Bali 7.4 33.0 8.4 61.2* 67.7 27.5
15. Nusa Tenggara Barat 16.8 28.2 36.6 44.8* 58.3 33.2
16. Nusa Tenggara Timur 12.7 21.2 -15.5 42.1* 183.5 71.8
17. Timor Timur 25.4 8.4 40.8* 725.0 196.3
18. Kalimantan Barat 23.1 27.3 48.5 104.2 16.4 45.2
19. Kalimantan Tengah 10.1 16.6 -32.4 107.8 114.6 104.5
20. Kalimantan Selatan 12.2 8.7 12.2 104.0 49.4 47.1
21. KalimantanTimur 23.1 32.2 -3.9 100.9 56.2 57.1
22. Sulawesi Utara 6.1 24.1 62.4 148.9 151.6 34.4
23. Sulawesi Tengah 16.4 29.0 13.8 103.8 93.3 55.6
24. Sulawesi Selatan 13.5 16.0 3.2 82.1* 58.1 30.8
25. Sulawesi Tenggara 54.8 26.6 61.2 41.1* 76.6 69.7
26. Maluku 8.6 19.9 30.7 81.2 33.2 36.7
27. Irian Jaya 111.4 35.3 25.9 82.7 96.6 92.0

All Indonesia 14.0 26.0 4.2 105.3 53.5 36.8

Note: 1989/90 to 1991/92 growth rate is used due to lack of data.

Source: PBB Directorate.



Table A5.31: Ratio of Taxed Land Area to Taxable Land Area in Urban Areas (1991)

Tax Incidence

('000 Rp)
Total Total Number of Taxable Area of Area of Total Tax Assessments Coverage Land Building

Land Area Population Taxpayers Area Number of Land Buildings in millions Rp. Ratios (%) Tax/HA Tax/HA
Provinces ('000 HA) (Millions) (Millions) ('000 HA) Holdings ('000 HA) ('000 M2) Land Building Total (4/3) (7/5) (9/7) (10/:8)

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15)

I. D.I. Aceh 5,539 3.5 0.121 117.9 129,697 9.1 10,293.9 1,020 1,113 2,134 3.44 7.70 112.32 0.11
2. Sumatera Utara 7,032 10.3 0.471 80.0 477,680 72.9 40,166.5 11,819 4,656 16,474 4.57 91.14 162.09 0.12
3. Sumatera Barat 4,173 3.7 0.200 204.5 220,919 89.5 9,933.8 2,653 929 3,582 5.40 43.75 29.66 0.09
4. Riau 9,508 3.3 0.193 120.9 210,447 42.4 14,414.0 3,129 1,802 4,930 5.85 35.04 73.83 0.12
5. Jambi 5,459 2.0 0.088 19.7 88,462 22.1 7,499.4 1,043 434 1,477 4.36 112.28 47.15 0.06
6. SumateraSelatan 11,075 6.3 0.261 532.9 268,726 38.9 20,203.8 3,938 1,736 5,673 4.16 7.31 101.12 0.09
7. Bengkulu 1,979 1.2 0.054 28.3 56,720 8.3 2,566.8 364 163 527 4.60 29.54 43.63 0.06
8. Lampung 3,007 6.0 0.144 73.2 214,844 12.3 8,660.7 2,325 765 3,090 2.40 16.87 188.30 0.09
9. D).K.I. Jakarta 64 9.1 0.945 42.1 944,800 36.5 80,510.3 82,386 20,818 103,204 10.40 86.82 2256.54 0.26
10. Jawa Barat 5,153 35.4 1.660 160.5 1,848,902 132.3 94,155.2 32,438 14,599 47,037 4.69 82.44 245.12 0.16
11. Jawa Tengah 3,402 27.2 1.003 53.5 1,025,940 38.2 66,975.7 9,448 5,111 14,559 3.68 71.35 247.32 0.08 I
12. D.l. Yogyakarta 325 2.9 0.127 3.8 127,294 2.6 7,660.6 1,970 829 2,799 4.36 68.69 762.28 0.11 u.
13. Jawa Timur 4,824 32.7 1.275 82.2 1,405,754 68.5 93,628.9 20,769 11,026 31,795 3.89 83.30 303.28 0.12
14. KalimnantanBarat 14,681 3.2 0.186 19.7 186,802 31.1 44,111.4 1,801 1,725 3,526 5.76 157.88 57.87 0.04
15. KalimantanTengah 1,538 1.4 0.072 19.7 79,869 12.2 6,155.8 513 438 950 5.13 61.91 42.08 0.07
16. Kalimantan Saletan 3,787 2.7 0.158 24.8 176,849 16.3 9,601.7 994 640 1,634 5.97 65.64 61.03 0.07
17. KalimantanTimur 21,540 1.9 0.143 119.8 144,160 22.8 10,909.5 3,027 1,629 4,655 7.61 19.05 132.58 0.15
18. Sulawesi Selatan 1,528 2.6 0.124 26.3 132,956 15.5 6,873.4 2,585 392 2,976 4.81 58.72 167.14 0.06
19. Sulawesi Tenggara 6,803 1.7 0.080 15.8 136,299 8.6 3,761.4 635 322 957 4.69 54.16 74.21 0.09
20. Sulawesi Utara 6,452 7.1 0.311 296.1 316,870 43.6 16,837.6 5,726 364 6,090 4.37 14.71 131.45 0.02
21. Sulawesi Tengah 3,814 1.3 0.036 7.6 41,975 5.5 2,230.1 271 53 323 2.67 72.53 49.08 0.02
22. Bali 561 2.9 0.109 17.6 109,406 7.5 8,375.2 4,374 169 4,543 3.82 42.67 581.98 0.02
23. Nusa Tenggara Barat 2,015 3.4 0.120 24.7 121,321 7.3 5,013.1 895 414 1,310 3.57 29.72 122.03 0.08
24. Nusa TenggaraTimur 4,718 3.3 0.068 77.9 74,986 66.4 19,751.5 981 149 1,129 2.10 85.23 14.77 0.01
25. Timor Timur 1,461 0.7 0.018 45.8 17,634 3.4 1,031.5 259 88 347 2.36 7.37 76.63 0.09
26. Maluku 7,839 1.9 0.070 92.1 69,598 4.3 5,036.9 1,665 557 2,222 3.75 4.70 384.18 0.11
27. Irian Jaya 43,623 1.6 0.056 16.7 56,412 7.7 5,759.1 999 296 1,295 3.43 46.11 129.96 0.05

Total Indonesia 181,900 179.3 8.092 2,324.1 8,685,322 825.8 602,118.0 198,025 71,216 269,241 4.51 35.53 239.79 0.12

Source: PBB Directorate.



Tahbe A5.32. Ratio of Tax Land Area to Taxable Land Area in Rural Areas (1991)

Tax iucidence
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(I) (2) (3) (4) (5) (6) (7) (8) (9) (10) (I1) (12) (13) (14) (I5)
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Tual hitluonesia 182,000 179.3 31.326 25,989 57,99'l,828 11,881 1(09,931.5 144,504 5,136 149.640 17.47 68.81 8.08 0.05 4.78
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Table A5.33: Number of PBB Tax Objects by Province, 1990-1991

Total Tax Objects Increase
No. Provinces 1990 1991 (%)
(1) (2) (3) (4) (5)

1. D.I. Aceh 882,116 976,267 10.7
2. Sumatera Utara 1,535,023 1,751,322 14.1
3. Sumatera Barat 962,472 1,375,648 42.9
4. Riau 575,593 608,631 5.7
5. Jambi 307,622 373,789 21.5
6. Sumatera Selatan 1,157,794 1,420,376 22.7
7. Bengkulu 291,521 296,801 1.8
8. Lampung 1,780,879 1,868,463 4.9
9. D.K.I. Jakarta 894,310 944,819 5.6

10. Jawa Barat 12,450,728 14,649,444 17.7
11. Jawa Tengah 12,419,964 14,677,379 18.2
12. D.I. Yogyakarta, 1,736,654 1,812,320 4.4
13. Jawa Timur 14,165,404 17,118,056 20.8
14. Kalimantan Barat 400,384 509,758 27.3
15. Kalimantan Tengah 216,634 251,308 16.0
16. Kalimantan Saletan 602,122 633,266 5.2
17. Kalimantan Timur 189,967 230,070 21.1
18. Sulawesi Selatan 1,516,976 3,327,330 119.3
19. Sulawesi Tenggara 119,287 342,248 186.9
20. Sulawesi Utara 532,437 597,937 12.3
21. Sulawesi Tengah 289,306 308,403 6.6
22. Bali 735,194 911,317 24.0
23. Nusa Tenggara Barat 691,308 833,143 20.5
24. Nusa Tenggara Timur 698,631 756,722 8.3
25. Timor Timur 13,835 24,939 80.3
26. Maluku 215,391 228,388 6.0
27. Irian Jaya 46,267 56,504 22.1

Total Indonesia 55,427,819 66,884,648 20.7

Source: PBB Directorate.
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Table A5.34: Highest Value of PBB Tax Object by Province, 1990-92

Highest Value Growth
(Rp./Ha of Land) (%, p.a.)

Province 1990 1991 1992 1990-92

1. D.I. Aceh 160000 200000 200000 11.8
2. Sumatera Utara 702000 702000 702000 0.0
3. Sumatera Barat 537000 537000 537000 0.0
4. Riau 285000 285000 285000 0.0
5. Jambi 243000 243000 243000 0.0
6. Sumatera Selatan 394000 394000 0.0*
7. Bengkulu 285000 285000 0.0
8. Lampung 285000 285000 200000 -16.2
9. D.K.I. Jakarta 1789000 3100000 3100000 31.6
10. Jawa Barat 1573000 1573000 1573000 0.0
11. Jawa Tengah 614000 614000 614000 0.0
12. D.I. Yogyakarta 614000 614000 614000 0.0
13. Jawa Timur 1032000 1032000 2176000 45.2
14. Kalimantan Barat 335000 394000 464000 17.7
15. Kalimantan Tengah 128000 103000 103000 -10.3
16. Kalimantan Saletan 394000 394000 394000 0.0
17. Kalimantan Timur 335000 394000 394000 8.4
18. Sulawesi Selatan 614000 614000 614000 0.0
19. Sulawesi Tenggara 103000 103000 103000 0.0
20. Sulawesi Utara 464000 802000 802000 31.5
21. Sulawesi Tengah 160000 160000 160000 0.0
22. Bali 702000 702000 702000 0.0
23. Nusa Tenggara Barat 285000 160000 160000 -25.1
24. Nusa Tenggara Timur 82000 160000 95.1*
25. Timor Timur 82000 64000 -22.0*
26. Maluku 1416000 1416000 1416000 0.0
27. Irian Jaya 243000 243000 243000 0.0

Note: 'Growth between 1991 and 1992.

Source: PBB Directorate.



Table A5.35: PBB Tax Assessment (Demand) in 1991

Rural Urban TOTAL Rural Urban Total
Number of Number of Number of Tax per Tax per Tax per Tax per Tax per Tax per
Populaiion Taxpayers Tax Population Taxpayers Tax Populationl Taxpayers Tax CapiLa Taxpayer Capita Taxpayer Capita Taxpayer

Provinces (Millions) (Millions) (Billions) (Millions) (Millions) (Billions) (Millions) (Millions) (Billionis) (Rp) (Rp) (Rp) (Rp) (Rp) (RP)

1. D.A Acch 2.88 0.68 1 50 0.54 0.12 2.13 3 42 0.80 3 63 521 2,198 3,951 17,634 1,063 4,526
2 Suniatera Utara 6 61 1 01 6 97 3.64 0 47 16.51 10 25 1 48 23.49 1,054 6,907 4,538 35,068 2,291 15,865
3. Suniiaiera Barat 3.19 0.58 2.28 0.81 0.20 3.55 4 00 0.78 5 83 715 3,905 4,385 17,909 1,457 7,451
4 Riau 2 23 0.29 1.58 1.05 0 18 3.58 3.28 0 48 5.16 707 5,436 3,422 19,368 1,573 10,856
5. Janibi 1.59 0.17 0.80 043 009 1.49 2.02 0.26 2 28 503 4,612 3.434 17,031 1,131 8,776
6 Sumatera Selatan 4.46 0 53 3 22 1 85 0.26 5.67 6 31 0.79 8 89 723 6,078 3,062 21,714 1,409 11,238
7. BcegkLIu 0.94 0 12 0.52 0.25 005 0.53 1 19 0.18 1.05 555 4,267 2,108 9,728 882 5,946
8 Lawpung 5.27 096 6.25 0.75 0.14 3.0') 6.02 1 11 934 1,186 6,494 4,130 21,476 1,553 8,442
9. D.K.I. Jakarta 0 00 0.00 0.00 8 23 0.94 103.20 8 23 0 94 103.20 12,543 109,234 12,543 109,234

10. Jawa Barat 23 17 6.62 32.82 12 21 1.59 46.13 35 38 8 21 78 95 1,416 4,956 3,779 28,960 2,231 9,612
11 Jawa Tengah 20.82 7.15 26.74 7.69 0.98 14.61 28.52 8 12 41.34 1,284 3,741 1,899 14,961 1,450 5,090
12. D.1 Yogyakarta 1.62 0.62 2.20 1.29 0.13 2.80 2.91 0.74 5 B0 1,357 3,563 2,163 22,022 1,715 6,717
13 Jawa Tirnur 23.57 752 30.90 8.92 1.28 3001 32.49 880 6091 1,311 4,108 3,366 23,501 1,875 6,923
14 Bali 2.04 0.62 3 53 0.73 0 11 4 54 2 78 0.72 8.07 1,727 5,733 6,188 41,816 2,906 11,149 .
15. Nusa Tenggara Barat 2 79 0.58 4.13 0 58 0 12 1.31 3 37 0.70 5 44 1,479 7,091 2,270 10,873 1,614 7,739 D
16. Nusa Tenggara Tiniur 2.90 0.39 2 93 0.37 0.07 1 13 3.27 0 46 4.06 1.013 7,443 3.034 16,552 1,244 8,786
17. Timor Timur 0.o9 0.01 0.02 0 06 0 02 0 35 0 75 0.02 0 37 34 3,171 5,964 19,689 495 14,861
18 Kalimanran Baran 2.58 0 28 1 07 0.64 0.19 3.53 3.23 0 47 4.60 416 3,839 5,471 18,916 1.425 9,870
19 Kalimaitian Teigah 1.15 0.10 0.34 0.25 0.07 0.95 1.40 0 17 1.29 294 3,481 3,875 13,140 923 7.601
20. Kalimanian Salcian 1.89 0 26 1 12 0.70 0 16 1 63 2.60 0(42 2.76 593 4,320 2,322 10,306 1,061 6,586
21. Kalianuiuawi Tinitir 0.96 0.08 0.42 0.92 0.14 4 66 1 88 0.23 5 08 440 5,051 5,085 32,585 2,708 22,427
22 Sulawesi Utara 1.91 0.33 3 67 0.56 0.12 2.98 2.48 0 46 6.64 1,917 11,055 5,272 24,067 2,682 14,588
23 Sulawesi Tetigali 1.42 0.27 2.63 0(28 0.08 0 96 1.70 0.35 3 59 1,849 9,773 3,405 11,914 2,106 10.265
24. Sulawesi Selatan 5 27 1.66 11 53 1.71 0.31 5 67 6.98 1.97 17 20 2,189 6,935 3,309 18,542 2,464 8,736
25. Sulawesi Tenggara 1.12 0.16 1.09 0.23 0.04 0.32 1 35 0.20 1.41 971 6,721 1,409 8,974 1,045 7,131
26. Maluku 1.50 0.14 0.64 0.35 0.07 2.22 1.85 0 21 2 86 427 4,462 6,304 31,968 1,545 13,437
27. Irian Jaya I 23 0.00 0.02 0.40 006 1.29 1.63 0.06 1.31 16 9,341 3,276 22,950 807 22,446

Total Indonesia 123.81 31.15 148.92 55.44 7.99 264 84 179.26 39 13 413.76 1,203 4,781 4,777 33,162 2,308 10,573

Source: PBB Directorate
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