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Glossary of Terms and Abbreviations

(Complied and inserted by translator)

AAD
Adjustment funds

APBD
APBD-M

APBD-P
APBD-R

APBN
APM

APS
BAPPENAS
BLUD

CSO

BOS

BPK

BPS

DAK

DBH

DAU

bansos
Danaperimbangan
Dekonsentrasi
Directexpenditure
DISP

DJPK
DPD

DPDF PPD
DPID

DPIP
DPIPD
DPR
DPRD

FGD

Fiscal Index
Fiscal space
Fol

GDP

Analasis Anggaran Daerakanalysis of local budgets
Dana penyesuaiana form of fiscaltransfer from the Center to regians a

sour ce

revenuel

(LPDS)

source of-

Anggaran Pendapatardan Belanja Daerah-local government budget as approved by DPRD

Anggaran Pendapatardan Belanja DaeratMurni—(unaltered)original local government budgets
approvedoy DPRDand not yet revisedsame as APBD
Anggaran Pendapatan dan Belanja DaefBerubahanr-(mid-year) evised local government budget as

approvecby DPRD

Anggaran Pendapatan dan Belanja DaefRlealisasi-realized local government budgengof-year

local budget outcomes)

Anggaran Pendapatan dan Belanja NegarStatebudget as approveay parliament (DPR)
Angka Partisipasi Murni-net enroliment ratio, indicating the number sthool
children studying at education levels correspondingh®ir age.
Angka Partisipasi Sekolahschool participation rate

Badan Perencanaan Pembangunan Nasiorbllational Development Planning Agency
Badan Layanan Umum DaerahlLocal communityservice agency

Civil society organization

Bantuan Operasional Sekolakoperational assistance for schools
Badan Pemeriksaan Keuangamational Audit Board
Badan Pusat StatistikNational Bureau of Statistics
Dana Alokasi Khusus-SpecialPurpose Fung mechanism for fiscal transfers frothe

Center to regions

Dana Bagi Hasi—Revenue Sharing Fund mechanism for fiscal transfers fromme Center

to regions

Dana Alokasi Umum-General Allocation Funda mechanism for fiscal transfers frothe

Center to regions

bantuan sosial:social aid, a line item of indirect expenditurelimdonesian budgetésee
footnote No0.6 on p. 25 of text)

Fiscal balance transfefsom the Centeto local governmentsn regionsto reduce fiscal
imbalances between th@enterandregionsand amongegions

—ot her

the delegation of authority (and funds) from tGenterto aregionalgovernment or a central
government official stationeth a regionto perform a not yet decentralized function

Belanja langsung (BLa | s o

known as

implementinga specific program or activitfcf. indirect expenditure)

Danalnfrastruktur Sarana dan PrasararaFund for Infrastructure and Public Facilitiesdlana

penyesuaiaiprogram

Direktoral-Jendral Perimbangan KeuangarD-G of Regional Fiscal Balangdinistry of Financg

Dewan Perwakilan Daerak-RegionalRepresentativ€ouncil the2" (—u p p eéhaniber ofndonesia s

bicameralParliament

Dana Penguatan Desentralisasi Fiskal Percepatan Pembangunan Daénahd to Strengthen Fiscal
Decentralization to Speed up Regional Developimedana penyesuaiaprogram

Dana Infrastruktur Daerak-Fund for the Strengthening of Local Infrastructiadana penyesuaian

program

—d e voedtsonpumestby d wokk uniire n di t ur e ll

Dana Percepatan Infrastruktur Pendidika-Fund to Speed up Development of Educational Infrastructure

dana penyesuaiaprogram

Dana Penguatan Infrastruktur dan Prasarana DaeralRund to Strengthen Local Infrastructure and Public
Facilities adana penyesuaiaprogram

Dewan Perwakilan Rakyatthe House of Representativels 6 d o n e s i a 'legislatuaet i

Dewan Perwakilan Rakyat Daerahregional representative@ssembly: the legislative wing of
government at the provincial, kabupaten and city level

Focus group discussion

See footnote No. p. 17 of text for explanation of how this is calculated

a government' s
Freedom of information
Gross Domestic Product

d eretiore(segagé B)s pendi

ng

di sc

onal



HDI
Indirect expenditure

IPKM
Kabupaten
Kecamatan
KIBBLA
KiPAD
Kota

LBA

LBI

LBS

Local government
LKPD

LPDS
MoF
Otsus
PAD
PDDA
PDRB
PMK
RAPBS
Region
SiKPA
SiLPA
TAF
TNP2K

Tugas pembantuan
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Human Development Index

Belanjatidak langsungBTL): alsotermed—r o ut i n e :eompnencadsts tneurree by a work unit in
implementing the whole gamut of its prografos direct expenditure)

Indeks Pembangunan Kesehatan Masyarak&@ommunity Health Development Index
One ofthreeterms forsub-national governments Indonesiathe other two beingrovinces and cities
sub-district: units of government administratioiat constitut&kabupatesand cites

Kesehataribu, Bayi Baru Lahir dan Anak-maternal, newborn and child health

Kinerja Pengelolaan Anggaran DaeraHocal government budget performance

City: one ofthree terms fosubnational governments in Indonestage other two beingrovinces and
kabupatens

Local Budget Analysis

Local Budgetindex

Local Budgets Study

Pemerintahdaerah—any subnational government (provincial, kabupaten or city)

LaporanKeuangarPemerintahDaerah—report on local government financ@ssued by the national
Audit Board (BPK)

Lain Pendapatan Daerah yang Satother lawful local revenue

Indonesian Ministry of Finance

Otonomi khusus-special autonomy

Pendapatan Asli Daerak-local ownsource revenue

Pembangunan Daerah Dalam AnglRegional Development in Figures (a government publication)
Produk Domestik Regional Brutaegional gross domestic product

Peraturan MenterKeuangan-regulation issued by the Minister of Finance
RencanaAnggaran Pendapatan dan Belanja Seketaschool budget

any subnational government area (province, kabupaten and city) in Indonesia

Sisa Kekurangan Penggunaan Anggaraaverall budget deficit

Sisa Lebih Penggunaan Anggaraioverallbudgetsurplus carried forward to next fiscal year
The Asia Foundation

Tim NasionalPercepatanPenanggulangan KemiskinarNational Team for Accelerating Poverty
Reduction

co-adminisered functionan arrangement by which central government directs and funds a local
government tadministera not yet decentralized activity or function on its behalf.
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1. Preface

1.1 Introduction

Budgets are instruments used by government to implement policiesaatidn programs The essential
aims of decentralization in Indonesia are to bring the delivery of public services closer to thegrebple
to stimulateregionaleconomic development more in accorithwocal conditions. Budgetsanslate
government policieand plans into programs and activifiggey also reflect the extent to whiah
particular locajovernment providefor—or fails to provide fo—local economic growth anchore
effectivedeliveryof public services attuned to the needs of the poorata gendersensitive
budgeting—of women.

The National Secretariat, Indonesian Forum for Budget Transparen8eknas FITRA, in

cooperation with locakivil society organizations (CSOsnhd TheAsia Foundation (TAF), has already
completed two studies ¢dcal budgets This third studywasundertaken under the aegis of Kieerja
program (funded by USAIB}-part of a consortium led by Research Triangle Institute (RTI)

International. The hope is that this study will provide basic data before implementation of the
consortium s progr am. The Local Budgets Study

(0 Local Budget Management Performar{B&AD for short), also known as thecal
Budget IndeXLBI): This is a study of the extent to which local governments applied
principlesof good governaneetransparency, participation, accountability and gender
equality—in their managemerntf four key parts of the budget cyelgplanning, framing
& adoption, implementation and accountability.

(i) Analyses of Local Budget8AD for short), alsdknown ad_ocal Budget Analysi@.BA):
This part of the study assesses how efficiently and effectively local budgetary policies
respond to people’s needs.

This document only presents the findings of the AAD studyPAD is the subject of a separagport.

1.2 Research Objectives
The aims of the AABstudy were:

1. To identify general trends and policy framewoodfs$ocal budget income, expenditure and
financing; and to compare original budgetsria-yearrevised budgets and ewflyear budget

outcomes;
2. To make a particular study tife effectiveness of budget policies on education, health and public

works;
3. To compare trends in budget pidisadoptedacross egionsstudied;
4. To provide a snapshot of local government budgeting and what might be donedesdiibin

the future

1.3 ResearchBenefits

This study will hopefully be of benefit to both central and local governments, as wd&ll&®s and will
also help Kinerja to sharpen the focus of its assistance prograbug.those who stand to benefit most
from AAD—indeed LBS as a wholeare local governmestregional representative counqiBPRDs)
and local CSOsNe hope thabur research findings wilbe drawn on by local governments to enhance
thequality d public serviceshey deliverto local communies. Hopefully also, hecentral government

9
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wi || us e t h easat@lfar mdnitorsnganhd evalhatimygra governmerst and for helping
them to improvéudgetary policiesWe also hope our study will providesefulinformation tothose
implementingKinerja programs particularly those engaged with education, health and climate change
(the Business Enabling Environment (BEE) Program).

1.4 ResearchMethodology

a. Scopeof Analysis

The focus ofAAD wasa general analysis of overall budgets of kabupatens and cities studied and
specificanalyses of budgeting fathree strategic sectorsThe overall analysis looked at patteamd
trends evident in budget income, expenditurefarahcing. Sectespecific analysis focused on
expenditure orducation, health and public works.

The study covered 20 kabupatens and cities in four provinces participating in Kinerja programs.
Particularkabupatengities were chosen at randenwithin the provinces of Aceh, East Java, West
Kalimantan and South Sulawesirom interesteKinerja participants Table 1.1 lists the 20 regions
chosen and provides some basic statistical information on them.

Table 1.1General Statistical Data on Regions Studied

Regional Gross Domestic

Human Development Poverty Level

Kabupaten/City Province Population PTOdUCt_ : Index (%)
(PDRB RpBillion)
1 Aceh Singkil Aceh 102213 641 6858 19.38
2 Aceh Tenggara ditto 178852 1280 7160 16.78
3 Bener Meriah ditto 121870 1573 70.98 26.22
4 Simeulue ditto 80279 486 69.28 2361
5 City of Banda ditto 224209 6502 7745 9.19
Aceh
6 Tulungagung East Java 989821 14563 7334 10.64
7 Jember ditto 2346498 21413 64.95 13.27
8 Bondowoso ditto 736530 4590 62.94 17.89
9 Probolinggo ditto 1095370 13326 62.99 25.22
10 City of ditto 216967 4190 74.33 19.03
Probolinggo
11 Bengkayang West 214785 2146 67.55 7.81
Kalimantan
12  Sambas ditto 496116 5287 64.84 10.08
13  Sekadau ditto 181377 1089 66.99 6.77
14 Melawi ditto 179586 847 68.67 1376
15 City of ditto 186306 2202 68.86 6.12
Singkawang
16 Bulukumba South 394757 3255 71.19 9.02
Sulawesi
17 Barru ditto 165900 1441 70.86 10.68
18 Luwu ditto 332863 3196 7398 1543
19 Luwu Utara ditto 287606 2691 74.32 16.24
20  City of Makassar ditto 1339374 31264 78.79 5.86

Source: Central Bureau of Statistics (BPS) Results of 2010 census and PDRB Statistics 2009)

The study looked at locdludgets (APBDspver a four year period2008-11. For fiscalyears 2008L0
researchrshad data on budget outcon{ésrmed APBDBR) to hand; for2011original budgets (termed
APBD-Ms) were usedIn addition tabudget documentsesearchers made use of otimformation from
local governments and various central gowaent institutions

10
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b. Methods of Data Collection and Analysis

Data on APBDs and regional development was collected both at the local level and natidmally.
regions, information walsrought bgethervia formalfreedom of information (Folprocessegsimilar to
those used in KiPAD)and informally by local researchers with the helfKoferja local public service
specialists. T@upplementhatinformation researchersad recourse to the APBD database within the
DirectorateGeneral of Regional FiscBalance (Ministry of FinancéMoF)) andreports of local
government financed. KPD for short)done by he national Audit Board (BPK). Information on regional
development was gathered from various sourteCentral Bureau of Statistics (BR$)eNational

Team for the Acceleration of Poveeduction(TNP2K for short) the publicatiorRegional

Development in Figureg?DDA); local governments (provinces, kabupatens and cities)World Bank
and relevant central government ministries.

Table 1.2Data Used and Its Sources

No Data Data Type Source
1 Summaries 020082010local budgets PlannedAdopted Revised APBD, BPK Audit Reports (LKPD)
Realized

2 Summaries 02011local budgets PlannedAdopted APBD, LKPD of BPK

3 Summaries 020082010of local budget items PlannedAdopted D-G for Fiscal Balance (MoF) and Worl
Bank

4 Agenda— Programs and Activitie20082010** Realized APBD andD-G for Fiscal Balance
(MoF)

5 Agenda— Program and Activitie2011 PlannedAdopted APBD andD-G for Fiscal Balance
(MoF)

6 —Adj ust me20G82011F*t nd s PlannedAdopted D-G for Fiscal Balance (MoF)

7 Data of 2010 Population Census - Central Bureau of StatisticBPS

8 Education Statistics - BPS, TNP2K World Bank & Ministry of

National Education

9 Health Statistics - BPS, TNP2K

10 Statistics on Roads and Bridges - World BankandPDDA

11 Other Statistics - BPS

Remarks:

* 2010 APBDPs were not available for the city of Banda Aceh or Bulukumba; thoge&hTenggara, Simeulue, Bengkayaanyd Sekadawvere unable to be
accessed

** APBD-Ms were used idember, Bondowosand Probolinggo.

*** Funds referred to are: Fund for Infrastructure and Public Facilities, 2008 (Minister of Finance Regulation (PMK).81/PMR&)726étails of Fund to
Strengthen Fiscal Decentralization to Speed up Regional Development, 2009 and 2010 (PMK 42/PMK 07/2009 and PMK 118/PdjkA@iiiziohal Income for
Teachers, 2009 and 2010 (PMK 223/PMK 07/2009 and PMK 119/PMK 07/2010); Regional Incentives Fund, Zmid {R1K 198/PMK07/2009 and PMK
61/PMK 07/2011); Fund to Strengthen Local Infrastructure and Public Facilities, 2010 and Fund for Acceleration of Devebéjpmeaitinfrastructure, 2011
(PMK 140/PMK.07/2011; and Fund for the Strengthening of Locabbtfucture 2011 (PMK 28MK07/2011).

Data was processed in stagekata entry,crosschecking,compilation and interpretation.Locally

obtained data was entered bytte-spot researchers; nationally sourced data by Seknas FITRA staff. All
data was arranged by region and year, deab&zked with other sources and only then analyzed and
interpreted.
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Analytical techniques used included identification of trends, calatihg proportions and establishing
correlations along the lines of the following flow chart

Schemal.1 Flow of Data Analysis

e Growth and shape of budget income,
expenditure and financing

¢ Development of education, health
and public works programs

® Relevance to issues faced locally
e Emphases in local expenditure

Proportions

¢ Relationship between local
Corrleations expenditure and local development
indicators

Researcheranalyzed overall budgetdut focused particularlyon education, health and public works

The aimof the broad analysisasto gain an overview of trends of budget income, expenditure and
financing. Sectespecific analyses honed in on the composition and growth of generatéxpeim the

sectors concernedl o position each region nationally, regions studied were compared to each other and
against national averages. Comparisons were also made between budget data and various development

indicators.

12
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2. Local Budgetincome

It is important to study locabudget incomen order to gauge local fiscal capacity to finance budget
programs.According to Law No. 33/2004 concernifgscal Balance between the Center and Regions
there arghreeprincipal sources of local government income:
(0 Regional fiscal balandeinding @ana perimbangam Indonesian) consisting of the General
Allocation Fund (DAU),the Special Allocation Fund (DAK) and the Revenue Sharing Fund
(DBH);
(i) Local ownsource revenue (PAD for short) consisting of local taxes, local fees and charges,
revenue from management of locally owned assets and other lawful PAD;
(iii) Other lawful local revenue (LPDS for short) consisting of grants, emergency funding, tax
revenue shared with provinces and other | oca
autonomy grats, financial aid from provinces and other local governmamis othel.PDS.

2.1  Overview of Local Government Budget Income

Levels ofper capitabudget income in the 2&inerja regions studied varied greatly: from very high in

the kabupatens and cities ing&h to low in East JavaAll regions studied in Aceh had higlverage

levels ofrevenue per capitathe kabupaten average wRp 2.1 million/person/yedretween 2008 and

2011, with Simeulue leading the others with Rp 3.6 million/person/year oveetival. In East Java, by
contras, average revenue levels were low: less than Rp 1 million/person/year; the only exception was the
city of Probolinggo (Rp 2 million/person/year).

Graph 2.1 Average Per Capita Local Budget Incomeg20082011 (Rpmillion/person/year, Based on Constant 2008 Pricgs
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Source:ABPD-Rs 20082010 APBD-Ms2011and 2010 Census Population Statis{iB®S),processed bgeknas FITRAnd TAF
RemarksAll Rupiah amounts in this table and hencefath in real terms (at constant 2008 prices)
In the aboveraph and elsewhere in thisrepottKo thaef or e a place name="city of.. ", places not precede

In most KinerjaregionssurveyedexceptBondowoso and Bengkayangggr-on-year variations é

averagebudgd income were notarge: only about10% over the 4 years studiddn 2010 Bondowos
income was Rp 0.96 million/person (constant 2008 prie&8 morethan its average over the four years

studied (2008L1), foritspat, Bengkayang’' s income in 2008 was Rp 2.
than its average over tlieur years (2008.1).

Budget income &t current prices) in the 20 Kinerjaegionsstudiedgrew over most ofthe period,
although, in real terms,growth wasnegativein 200809. Regions studied had average growth rates of
budget income 0f6.1% in 200809, risingto 11.9% in 201Gand fallingslightly t06.8% in 2011.In real
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terms,the growth ratevasreducedy very highinflation in 2008 (0.3%) andfurthe inflation of 6.1% in
2010 6.1% (both rates averaged across regiorid)at contributed tcaveragereal growth rates of -3.8%
in 200809 andiust0.6% in 20162011.

Graph 2.2 Highest and Lowest Levels of Real Income Growth iiinerja Regions Studied, 20081
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Source:ABPD-Rs 20082010and APBD-Ms 2011, processed bgeknas FITRAnd TAF
Remarks: “Rerata KINERJA”=Kinerja Regions Average.

Four kabupaten® Simeulue, Bangkayang, Melawi and Tulungaguféighad overall negative budget
income growth rategor the period studiedT he first three named experienced aige growth over the
two-year periods 20089 and 20090, but were in the blaekespecially in the case of Simeulue and
Bengkayang-over the following period (20:Q1); but even so, all three of them were in negative
territory over the four years studieds for Tulungagung, it experienced positive rates of budget income
growth in the first two periods (2068 and 2009.0), but those gains were insufficient to cancel out the
negative growth over the third twaear period (201:4.1); and thus it was in netie territory overall.

On the other handfive kabupaten$ Probolinggo, Jember, Bulukumba, Aceh Singkil and SamBas
experienced quite high rates of budget income grbwwer the period studied hefirst three named had
a negative growth ratén real termsin 200809, but in 2010 and 201theyexperienced average growth
rates of at least 5%bringing thé& average over the four year period to 3% pae pattern in the other
two regions—Aceh Singkil and Sambaswas different but they toendel up achievingn average
growth rate over the four years of 3% pa.

2.2 Composition of Local Budget Income

Overall, during the years surveyedegional fiscal balance funding (dana perimbangan) tended to
decline as a proportion of local budget income, while other lawful local revenue (LPDS) increased.
Between 2008 and 2010ana Graph 2.3 Average Composition of Income in 20

p e r i mb «enigihution to budget Kinerja Regions, 20082011

income inthe20 Kinerja regions

studied declined, on average, from 87¢ 2011
to just 77 %. At

share increased from 8% to 18&nd 2010
local ownsource revenue (PAD)s
sharewas steady. In 2011, however,
original budget APBD-M) figures
indicated thaall 20 regions were
expecting LPDS' s ¢
decrease and PAD’

| | | |
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Except for thethree city governments outside East Java afaiir of five governmentsstudiedin East

Java, local Kinerja governmentsurveyeddepended to a very high degree on dana perimbangan and
LPDS. The severexceptions had a relatively high average level of PAD: over 5% of all local budget
income. The rest of the regions studied obtained more than 95% of their budget income from central
government transfers in the form of bathna perimbangaand LPDS. The latter contributed as much
as 20%21% in three regiorsthe cities of Makassar and Probolinggo and kabupaten of Bdoutiless
than 15% in other regions. Indeed, in 2010 around 25% of budget incaheethree regions just
mentioneccame fom LPDS.

Graph 2.4 Average Composition of Local Income in 2Kinerja Regions,20082011
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Source:ABPD-Rs 20082010and APBD-Ms 2011, processed bgeknas FITRAnd TAF

2.3 Regional Fiscal Balance Funding@ana Perimbangan

General Allocation Fund (DAU) transfer8 r e gi ons 6 pr i damapepmbbngasdodid not e o f
grow to any meaningful gtent, in real terms, over the fouyears studiedOverall DAU transfers

contributed around two thirds of regiotmidgetary income ovehe periogithe city of Makassar was the

only exception: less than half of its income in 2010 and 2011 derived from the DAU. Despite not
growing markedly in real tersnDAU transfergin nominal termggrew steadily over the period except in
200809 in Tuungagung, Jember and Bengkayang and in 2@0i& Melawi and the city of Makassar.

Thus by 201Yer capita DAU transfers (in real terms) in Kiaerja regionsstudiedwere only 1.3%

higher than in 2008.

In eleven of the regions studie DAU receipts, in real terms, declined between 2008 and 208deh
Singkil was a standowxception receiving 29% mor®AU in real terms in 2011 than in 2008ut most
other regions experienced little change, except for 11 that experienced negative-grainly in East
Java (except for the city of Probolinggmd West Kalimantan (except for Sambas).
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Graph 2.5 Average Per Capita Transfes of DAU to 20Kinerja Regions 2008 dan 2011Gonstant 2008Prices)
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Source:ABPD-Rs 20082010and APBD-Ms 2011, processed bgeknas FITRAnd TAF

The range of sectoralunding provided by the Special Allocation Fund (DAKXpandedover the
period, but amounts of funding in real terms tended to decline.2008 onlyelevensectorgeceived
DAK funding by 2011 the number had jumpedueenty twa Thus, while in 2008 judbur dfferent
activities bearing on public works and transportation were funge20bl the number had risen to
eleven one of which—village electrification infratructure and facilities-was not funded at all in the 20
Kinerjaregions studied. So too in the area of health:gustarea of funding in 200&irned into4 by
2011 (including family planning).

Table 2.1 Total DAK Allocations by Program Area in 20 Kinerja Regions, 200811 (Rp Million, Based on Current Price9

No. Type of DAK 2008 2009 2010 2011
Roads 185878 168 540 105 093 160 575
2 Irrigation 56 688 51938 36518 48 004
3 Clean Water and Sanitation 57977 51954 Split up (See Split up (See
4&5) 48&5)
4 Clean Water Nil Nil 15310 17929
5 Sanitation Nil Nil 14 883 19338
6 Governmental Facilities 16 253 13648 6990 13 865
7 Village Infrastructure and Facilities Nil 11641 13 806 11164
8 Village Electrification Nil Nil Nil -
9 Village Transportation Nil Nil Nil 6501
10 Housing and Human Settlements Nil Nil Nil 4607
11 Infrastructure and Facilities in Border Areas Nil Nil Nil 26503
12 Ground Transport Safety Nil Nil Nil 4608
13 Education 328 818 419761 376 142 Split up (See
14-15)
14 Elementary Education Nil Nil Nil 359585
15 Junior High School Education Nil Nil Nil 86 107
16 Health 184 285 Split up (See Split up (See Split up (See
17-20) 17-20) 17-20)
17 Health — Basic Services Nil 150 948 93294 43652
18 Health —Referred Services Nil 30177 31506 37 840
19 Health — Pharmaceutical Services Nil Nil Nil 46 966
20 Family Planning Nil 14671 13678 16 652
21 Population 10 981 Nil Nil Nil
22 Agriculture 76 301 66 027 52153 90319
23 Marine and Fisheries 53271 42311 45744 57 157
24 Forestry 6198 3958 10160 17 062
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No. Type of DAK 2008 2009 2010 2011

25 Commerce Nil 6148 4856 13329

26 Environment 15803 14 601 14379 15562
Total 992453 1046323 834512 1097324

Source: DAK allocations baseuh various Minister of Finance regulatiorsrocessed by Seknas FITRA and TAF
Remarks: Based on APBRs and current prices

Two of the 20 Kinerja regions studiédSimeulue and Barrd had fiscal indices *higher thanonebut

nonetheless received DAK allocationEln der t he DAK’ aenonlygegiongwithfisdal cr i t er i
indices lower thawneare eligible to receive DAK transfers, but two other criterias peci al I and
—technical—make it possible foregionswith fiscal indicesgreaterthanoneto receive DAK funds.

These latter criterjawhich easilyruled outother regionstudied,made it possible for Simeulue and Barru

to receive DAK allocations. In 2010 both these kabupatens recémeeendifferent typesof funding—

not includingfor governmental facilitieer commerce—to the tune of Rp 33.8 billion (Simeulue) and Rp

32.6 billion (Barru). In 201furtherDAK funding worth no less than Rp 50 billion was provided for 16

program areas iSimedue and Rp 39 billion for thirteedifferent sectors in Barru.

Overall, central government transfers to regions studigere not linked tolocal community welfare

levels We calculated totatentral governmeritansfers teach regiomy adding togethedana

perimbangarand LPDS derived fromtheCenterin the formofgr ant s, emer gency fundin
funds and special autonomy grgraad comparing that total for each regions withHitsnan

Development Indx (HDI). Graph 2.6 tabulas the resultdt shows that there wa®rcorrelation

betweeraregioris average per capita transfers during 200&ndits HDI index. Regions with high

HDIs such aghe city of Banda Aceh still received qugtebstantial amounts oEntral government

transfers; and three regions in East JaPaobolinggo, Bondowoso and Jembeand SambafNest

Kalimantan) all with low HDIs, received low levels of central government transfers.

Graph 2.6 Comparisono f R e @éntoah Gofernment Transfers Per Capita(20082011,at Constant 2008 Prices) and
Their 2009 Human Development Indices (HDIs)
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A re gion’s fiscal i n dite fiscalicapacityaith theinatmnaleagerade (fiscal indep a ). i Aragion with a fiscal index of
less than 1 is regarded as having low fiscal capacity. Fiscal capacity = (PAD + DBH + DAU +L@®liEService Expenditure) + Total No. of
Poor.
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24 Other Lawful Local Income (LPDS)

AAdj ust ment 0 fundi ng aincrkasednempaortance oadhefoornyearmy gr ant s
studied. In 2008 they contributed an average of just 2% of total budget income in Kieét{a regions

surveyed; byhe end of the periother share had risen t@® (2010) and 7% in 2011. These increases

resulted from acceleration of regional infrastructiurgling in 200811, regional incentive scheme

payments in 2010 and 2011 and incregs®gentdor teachers in 20090%.

Graph27f Adj ust ment 0 and (C&pydFundirglCompardd toDAKrTyansfers (2008 and 2010) ands a
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In 2010 Aadjustmentodo and speci al aut othitreemy (ot sus)

Kinerja regions studied.All five regions in East Java affidur regions in South Sulawesi (Luvaging

the exceptiopbenefitted from—a d j u s t mteusallottaticatitht exceeded their DAK receipts and
contributed aminimum of9% to total local budget income. In three citiddlakassar, Probolinggo and
Singkawang—a d j u s t mtsusfinding svas driple that received under the DAK. By contrstt,

in 201Q four of the five regions surveyed in Acelcgh Tenggaravas the exception) and three
kabupatens in other provinces r e oteusfunédrd. onl y s mal |

Another important component of LPDS, patrticularly in the city of Malsss and Kinerja regions
studied in East Java, was tax revenue sharing with provincial governmerfbe biggest single
contributor to thigevenuestream was taationon motor cycles; and the sharing of that revenue
contributed an average of 3.5% to tdtadal income in 20081 inthe regions justeferred to There was
one interestindeature of thissituation: in Bener Merialshared provincial tax revenue contributed 3.9%
to local budget income in 2010, much more than in the three preceding years.

2 Fund forInfrastructure andPublic Facilities, 2008 (Minister of Finance Regulation (PMK).81/PMK 07/2008); Fund to Strengthen Fiscal
Decentralization to Speed up Regional Development, 2009 and 2010 (PMK 42/PMK 07/2009 and PMK 118/PMK 07/2010); Increastl Paym
for Teachers, 2009nd 2010 (PMK 223/PMK 07/2009 and PMK 119/PMK 07/2010); Regional Incentives Scheme, 2010 and 2011 (PMK
198/PMK07/2009 and PMK 61/PMK 07/2011); Fund to Strengthen Local Infrastructure and Public Facilities, 2010 and Funttfatideoe
Development of Loal Infrastructure, 2011 (PMK 140/PMKO07/2011; and Fund for the Strengthening of Local Infrastructure 2011 (PMK
25/pmk07/2011).
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Graph 2.8 Shared Provincial Taxation Revenue as a Proportion of Local Budget Incom2p082011 o)
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Source:ABPD-Rs 20082010and APBD-Ms 2011, processed bgeknas FITRAnd TAF

2.5 Own-Source LocalRevenue(PAD)

Per capita ownsourcelocal revenue (PAD) was significant only in city area&raph 2.9 shows that of
the 20Kinerjaregions studied only the four city governments had meaningful levels of &&verage
of overRp 12 000/person/year. Other regions collected low levels of RAdeed the kabupaten of
Probolinggo hadust Rp 35 000/person/year of PAD. By contrast, the national avinage
PAD/personyearwas Rp 93 000 in 2010.

Graph 2.9 Average PAD/person/year20082011 (RpMillion , Constant 2008 Pricel

M Rerata Minimum @ Maximum

Source:ABPD-Rs 20082010 APBD-Ms 2011 and 2010 Census Population Statistpm®cessed b$eknas FITRAnd TAF
Remarks:Rerata=Average;

Six regions estimated PAD for 2011 at much higher levels than incpaing years.These were the city

of Makassaand the kabupatens Ateh Singkl, Bener Meriah, Bulukumba, Sedakau akzkeh

Tenggaraall of themestimatedhattheir 2011 PADwould be40% higher than in 2010A closer lookat

the dataevedls that the increase was nm¢cause of the entry into force of Law.X&/2009 orRegional

Taxes, Fees and Charge®nly in Aceh Singkil and the city of Makassar did local taxes become the

maj or contributor to PAD in 2011; in the other fo
PAD.

Apart from two provincial capital citied Makassarand Banda AceB Aceh Tenggara derived most
income fromtaxationrevenue The former are large cities with an extensive tax ddssels,
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restaurants, places eftertainmer@ while Aceh Tenggar#s a relatively isolated argbutit nonetheless
managed tancrease its proportion &#AD fromtaxationfrom 18% in 200809to 34% in 2011.

Fees & charges and fAother PADO were the most i mpo
studied. Fees and charges contributed most to PAD in Probolinggo, Bulukumba, Sambas, Luwu,
Bondowosol uwu Utaraand Bener Meriah, and the cities of Singkawang and Probolinggo. Most of this
revenue came from health and local marketplace charges mostly baheddwest echelons of society.
Other regions-Jember SedakauTulungagungMelawi, Aceh Singkil, Simeulue and Bangkayang
relied on —ot her P AThswas mteworthigeven that ReAdvyenueenvgeestiane .
cameeither fominterest on bankleposit® evidence that money available to local governmtmspend

was being put aside rather than spent on develo@ramirom charges for services provided bgadl
community service ageigs (known as BLUDs). Given thhical governments often ug UDs for
establishindhospitals or community health centers, this means health service users (read taespoor)
major contributors to PAD.

Graph 2.10 Percentage Contribution to PAD by Source2010
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3. Local Budget Expenditure

It is important to analyze overall local government expenditure to get a quick feel for the quality of

local budget policies.A generalanalysis can pinpoint whetharlocal government emphasizes spending
ondelivery ofpublic services and economic developmerihat is, on capital expenditure apibvision

of goods and serviee or tends to focus instead on meegtihe needs of its own bureaucrgegly some

which doubles as expenditure on public serjyic&squick analysis will also reveal amounts spent on

grants andgocial aidpanso} bot h of which can —gobble upl budget

Based on Home Affairs Ministeegulation No. 13/2006, local budget expendittae be reduced to two
broad categories:
0] —ndirectl expenditureincluding civil service costs, interest payments, grants, social aid,
spending shared with provinces/kabupatens/cities & villages, and upateitiexpenditure;

(ii) —Birectl expenditureconsisting of spending on civil servants, goods and services and capital
expenditure.

3.1  Overview of Local GovernmentBudget Expenditure

Kinerja regions studied xemplifieda very wide range of budgaty expenditurewith the fiveregions
in Aceh province at the high endf the scaleand four of the fivein East Javaat the low endOver the
four years (2008.1) thefive governmentsurveyedn Acehspent anaerageof Rp 2
million/person/year (constant 2008 priceS)meulue—the biggesper capitasspender o&ll the regions
studied—reached an average Rp 3.5/millionperson/year Apart from the five Aceh governments,
Barru, Melawi and city of Singkawang also spent in excess of Rp 2 million/person/yeam Ba, i
Java four of the five regions studiedthe city of Probolinggteing the onlyexceptior—spent less than
Rp 1 million/person/year (with Jembgpending leasjust Rp 561 000/person/yéar

Graph 3.1 Average Local Government Expenditure 20082011 (RpMillion/Person Based on Constant 2008 Pricgs
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Source:ABPD-Rs 20082010 APBD-Ms 2011 and 2010 Census Population Statistpm®cessed b$eknas FITRAnd TAF
Remarks:Rerata=Average

Average expenditure over the period studied fluctuatecapproximately D% in only five of the

regions surveyedOn the high sidan Simeulue, spending in 2009 reached Rp 3.9 million/person/year,
far more tharits average fo200811(Rp 3.5 million); so too in Probolinggo and Jember (both in East
Java) 2011 ABD-M spendingtargetswere 1213%above th& 4-year average. Buon the lowside, in
Barru and Bener Merialspending virtually plummeted at times:the former it fell (in 2009) to just
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17%0f t he kabupat en’ sll;ardaBéngMeralvie20@8d was justi¥oftd 0 8
four year average

After experiencingnegative growh in real terms in 200809, budgetary spending in Kinerjgegions

studied grew by an average of 4% over the following two yeémsiominal termsr e gi o n sture ex pendi
rose consistently at an average of 8% in 20987.6%in 2010and 10.8% in 2011. But high rates of

inflation in 2008—an average of 10.3% in the 20 regions studieelluced rea¢éxpenditure growth rates

in 20082009 to-2.8% p.aLower inflation in2010-11—3.7% in 2010 and 6.1% in 20&dcontributed to
positivegrowth ofexpenditureat an average raté 3.7% in 2010 and 4.4% in 2011.

City government sd expendi ttranghethab thadegotkalsipatse @fded t o g
the five top spenals amongegions studie three were city governments: Makassar, Probolinggo and
Singkawangtheyall notchedup average expenditure growth rates of 4% over the four years surveyed;

another city—Banda Aceh-also achieved quite high levels of expenditure gnofan average of 2.3%

over the four years)Two of the five top spendersthe kabupatens of Probolinggo and Jembeere

located in East Java: their spending grevapgroximately6% over the period studied. By contrast, three

regions in West KalimantarBengkayang, Melawi and Sekadaias well as Simeulue (in Acelgn
average,experiencd negative growth rates in expendituasd Bondowoso, despite having positive rates

of expenditure growth, ranked fifth lowest for spending among th&ra€ja regions stdied.

Graph 3.2 Highest and Lowest Rates of Growth in Budgetary Expenditure amonginerja Regions Studied 20082011
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Source:ABPD-Rs 20082010and APBD-Ms 2011, processed b$eknas FITRAnd TAF
3.2 Analysis of the Components of.ocal Graph 3.3 Average Overall Composition of

Government Expenditure Kinerja Kabupaten/City Expenditure, 2008-2011
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Spendingon local civil services increased over the

. . . . . % o % 19% 19% Other
period studied, causing capital expenditure to 80% g 24%

decline In 200809 civil service expenditure 60% g — i) — L6 NSRS, Canial
—direcll  adnditectl*>—constituted, on average, less 1% Expenditure
than 50% of government expendituresimerja 40% 1 Goods &
regions studied. By 20101 the proportion had risen o, | B3 l 49% l °5% l >6% Services

to 55%56%. With expediture on goods & services

- Civil
Servants
0% -

2008 2009 2010 2011
® Home AffairsMi ni st er regul ation No. 13/2006 divides civil e(specificatye spendi ng
for civil servants) and —directl expenditure. Bu tairstMinister r egi ons ar e

regulation No. 29/2002 which treated civil service expenditure as a unit. A number of nationd@@arditreports also use that same unified
structure.
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and—o t h e r*rernainmgresnstant at around 17% and 8% respectivelgapital expendituréelt
the squeeze and declined over the period. In 2008 regions studied spent an average of 27% of their
budgets on capital expenditure, but that proportion had fallen to around 19% by 2010 and 2011.

Half of the regions studied allcated more than 50% of their budgets to fund civil service costs
(calculated fromaverage expendituréor the period 200811)). Among these were the four kabupatens
studied in East Java and three regions in South Sulawesi: Bulukumba, Luwu and the ekpstdl.Of
all regions studied the city of Banda Aceh spent most on its civil seagamch aswo thirdsof its

entire budget). On the more economical side were three regions in West Kalim&eatagkayang,

Melawi and Sekadau: they expended less ##8 of their budget®n civil service costs; and the lowest
spender of all waSekadau (just 381% between 2008 and 2010, rising to 38% in 2011).

Graph 3.4 Average Composition ofExpenditure of Kinerja GovernmentsStudied, 20082011
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Source:ABPD-Rs 20082010and APBD-Ms 2011, processed bgeknas FITRAnd TAF

With the exception ofjust three kabupatens in West Kalimantan, spending on goods & services and on
capital item® countedon to stimulate local economies and deliver public servicesended

downwards in regions studied he exceptions-Bengkayang, Melawi and Sekadaappropriated, on
average, more than half of their budget for goods & services and capital items over tharfeur ye
surveyed; indeed, in Sekadau, capital expenditure did not drop betéwfhudget expenditurie any

of the years studie®y contrast, in the city of Banda Aceh and in the kabupatens of Tulungagung and
Bondowoso, expenditure on goods & services apuital items was less than 30% of budgegbenditure
indeed, in 2011 they each only allocated ¥ of their budgets for those purposes.

3.3  Analysis of Public Service Expenditure

Some Kinerja regions studied spent mara their civil services thathey received for that purpose via
the General Allocation Fund (DAU).Ov er al | , regions spend —just!/
civil service cost$n 2008 the proportiorrose to 76% in 2009 and 8788% in 2010 and 2011. But our
study found thaton the basis 02010 realized budget figures, five regienatsvo relatively large cities
(Makassar and Banda Aceh) and three kabupatens in EasTdawagagungBondowoso and

Jembenr— spent moren civil service costs than their total DAU receipBy conrast, Melawi and
Sekadau expendéess thartwo thirdsof their DAU transfers on civil serviceosts

“I'n thiae hree poerxtpe-rdi t ur eill(bansop grants,subsdées, intsrest finantial, @xpenditure shared with
provinces/kabupatens and unanticipated expenditure.
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Graph 3.5 Proportion of DAU Spent on Civil Service Costs ir20 Kinerja Regions Studied 2010

Source: ABPBERs for 2010, processed by Seknas FITRAThE

In several regions studigdl particularly in East Jav@ there was a higtratio betweerthe number of
civil servants and total populatianNationwide it is estimated thétere isone local government civil
servant per every 63 peopleéBased on that figure, seven regions studidtie four kabupatersurveyed
in East Java, the city of Makassar and the kabupatens of Melawi and Sekdidaletter than the
national average biyavingmore tharb3 people per civibervant Six of the seven—Melawi being the
exceptior—appropriated relatively low levels of civil service spendinglpeal inhabitanton average
less than Rp 650 000/perspedr, for its part, Melawi appropriated quite a substantial amount (Rp 900
000/person/yedr

On the otherhand, governments studied in Aceh and some governments in other provinces had low
civil serviceto population ratios and spent sizeable amouptr local inhabitanton civil service costs

In Aceh, the five regions studiedl had very high levels of civservice expenditure péocal inhabitant

Rp 1.1 million/person/yeaanda relatively low public servant to population rafielow 1:43—a sign

of inefficient government Other regions in a similar situatierlow civil servantpopulation ratios and
sizeable civil service expenditdlecal inhabitant-were Barru, Singkawang and the city of Probolinggo.

Graph 3.6 Average Civil Service Expenditure perLocal Inhabitant (20082011,Constant 2008 Pricesand Civil
Servant/Population Ratios in the 2Kinerja Regions Studied
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Source:ABPD-Rs for 20082010, APBD-Ms 2011 Population Census for 2010 (BP&)d Civil Service Numbers 2009 (Mofrocessed beknas FITRAnd TAF

RemarksData on number of civilservanitsd ¢c e h Tenggara was taken from “Aceh Jdstatepephbytheheddefl am Anghka” an

Sambas’ Regional Ci v iwww.efuatorinews.com (AQrteboer2011)g u ot ed i n

> According to the Ministry of Administrative Efficiency and Bureaucratic Reform, as of May 2011 there were 3.79 million local government
civil servants in Indonesia; and according to the 2010 Census
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3.4  Analysis of Expenditure on SocialAid and Grants

Overall expenditure on social aid (bansos) and grdniser the period in the Kinerjaegions studied
rose between 2008 ar010. These line items are often rataftedwith the benefit opublic

participation and are not well accounted for. Nevertheiesegions studied, spending on them rose, on
average, from 4.3% of total locexpenditurg¢o 4.9% in 2010; but it declined to 3.7% in 2011.

Some regiond particularly in Acehd allocated substantial anounts for spending on social aid
(bansos)and grants.Examples of this were tHeur kabupatens Aceh theyspent between 5.7% and
7.1% of their budgets on theeswo line items between 20@8d2011andaveragdbetween Rp 15 and
Rp 22.9 million p.a. (constant 2008 priceg)ther regions allocating more than 5% of their total
expenditurdor bansosand grants were Sekadau, Jember and the city of Makdadact, the last two
named spent quite substantial amounts: anagecof Rp 74.4 billiopa (Jember) and Rp 59pa
(Makassar) over the four years studied. By contrast, Barru allocated just 2% of itssgremgiithgon
these two types of expenditure.

Graph 3.7 Average % of Total Local Budgets oKinerja Regions Studied Spent on Social Aid and Grant20082011)
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Source:ABPD-Rsfor 20082010 and APBD-Ms 2011 processed b$eknas FITRAnd TAF

Findings of the national Audit Board (BPKhaveexposed a number of issues arouegpenditure on
social aid and grantsn regions studied For exampleit found that in 2009 in Sekadau Rp 376 million
of social aid had not been distributed to beneficiaaias of thanamount Rp 300 million had been
accountedori n a —pr o Also in 2088lin Sinteylue, as much as Rp 1.18 billion worth of
social aid earmarked for community organizations was found to have been dispersed to parent
departments in the central government; and supporting evidence was incomplete in the casleeof a fur

Rp 6.5 billion I n Aceh Singkil as well, in 20009, Rp 7. 05
itemsll was found to have not been properly accoun
®HomeAf fairs Minister regul ation No. 32/2012 specifies manrtatet sl ( hi bah

central government, other local governments, a local company, the community or community organizations for put paseshian clearly
speci fied. F o r banso¥san fake the form-efpaymenta ih caahiordkind t¢ individuals, families groups or the community.
Neither form of payment is obligatory or binding, or paid on a continuing basis.
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4. Local Budget Financing

An analysis of budget financings necessaryo establish how local governments finance their deficits
and make use of budget surplused.ocal governmenéxpenditure budgetsre generallframed tohave
deficits—expenditure exceeding incomanade up foby various streams of financinggome, howeve
manage tdave budget surplusegich theycarty forwardinto the next budget year

Budgetfinancing consists of two componentmflows and outflows.  The difference between these
t wo is cal |l edandtheedifferdnde rbatween rnigtgudicing and a deficit/surplasthe

difference between budget income and expenditiseeithera —b u d g e tif positive (alled s i
SiLPAinIndonesianpr a —budget @GKPAIcIndonésiaf f negati ve
0] Theinflows side of the ihancingledger enompassedudget surpluses carried forward from

the previoudfiscal year (SiLPA), liquidation of reserves, revenue from the sale of lecally
owned asseisfunds realized from local government borrowings and bonds, repayment of
local government loans, fundsbtained via local government borrowing and bonds, payment
of local government accounts receivable asithetl items;
(ii) The outflows side of the ihancing ledger includes establishment of fiscal reserves,
investment in local ventures, repaymentspdhciple of monies borroweddisbursement of
|l ocal government | aans and —otherll outgoings

4.1  Fiscal Space

Fiscal space (discretionjoestoa government ds degree of flexibilit
financing. It is calculated by subtracting the foling from total budget revenue: earmarked funéing
DAK transfers, grant s, emer gency fransfalskamdynon —a dj us

discretionary spending@ivil service cost and interespayableon borrowings.

Overall, fiscal spacén the 20Kinerja regions studied declined between 30@nd 2011. In 2008 the
average was 39% but it declined to 35% in 2009; it went down more markedl{®r-28cept in the
city of Banda Aceh- to 29%; and fell again in 2011 to just 27%.

Regions studid outside East Java had higher levels of fiscal spacéeaving aside the city of
Probolinggo, the other four regions (kabupatens) studied in East Java all had fiscal space of less than 30%
for the period 20040. By contrasaverage fiscal space in Seladand Melawi was very high (more

than 45%): in the former it remained above 4fi%the entire period studiedvhile in Melawi it fell

below 40% only in 2011.The conclusion is clear enough: Sekadau and Melawi had greater scope to
allocate budgetary fusdo meet the basic needs of local people.
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Graph 4.1 Average Fiscal Space ir20 Kinerja Regions 20082011
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4.2  Budget Surpluses/Deficits

The Ministry of Finance sets annual ceilings for local government deficits (expenditure in excess of
income). Law N0.17/2003 concerningtate Financestipulates that national and local government
deficits should not exceed 3% of Gross Domestic (or Regional) Product. In implementing this law, the
Minister of Finance places ceilings on local government deficits to ensure that they do not violate the
law: the 2009 ceiling wa8.5% of local budget income and 4.5% in both 2010 and 2011.

Quite a few of the regions studidthd original budges (APBD-Ms) incorporating deficits in excess of

set ceilings. Table 4.2 shows thavelveregionsinfringed the 3.5%eiling set for2008 and 200%nd,

in 2010,tenregions studied exceeddtk cdling even though it had been increased to 4.5%. This
situation was evidence of carelessness abalatncing the budgen the part of regionsoncernedit

also highlightedhe need for provincial governments to take a closer interest, given theif chlecking
kabupaten/city budgets beforeithedoption That said, four kabupatens in Aceh and the kabupatens of
Jemberand Luwu did not once exceed set deficit ceilings. By contrast, Bengkayang consistently had
annual budget deficits in excess of 20%ween 2008 and 2010

Control overdeficitsat the budgeformulation stage (APBBMs) was not always reflected in eraf-

year realized budgets (APBBS).In 200809, twelveregions built a deficit of more than 3.5% into their
APBD-Ms, butby end yeatheir situation was different: onthreeof themin 2008 andive in 2009 had
endof-year @PBD-R) budgetdeficits; and in 210 just one ofenregions with APBDM deficits in

excess of 4.5% haah APBD-R in the red. Buseveral regions projecting low deficits in their APBI»

ended up with very sizeable enflyear deficits: Simeulue (in 2009), Sekadau (in 2008) and Barru (in
2009). This finding indicates that local governments need to keep deficits in control throughout the whole
fiscal year, not just at the budget planfognulationstage.

" See folowing Minister of Finance regulations (PMK): PMK No.123/PMK.07/2008 (for fiscal year 2009); PMK No.138/PMK.07/2009 (for
2010); and PMK No0.149/PMK.07/2010 (for 2011).
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Table 4.1 SurplusegDeficits as a Proportion of Local Budget Incomg20082010

Kabupaten/City
Aceh Singkil -2.5% -3.0% 0.9% 2.8% -4.1% 0.9%
Aceh Tenggara 1.0% 4.4% 0.0% 0.3% -0.9% -1.7%
Bener Meriah 0.0% -1.6% 0.0% 1.9% -0.1% -0.9%
Simeulue 7.5% 8.5% -0.8% -11.2% 1.6% -0.1%
Kota Banda Aceh -6.5% -1.7% -4.0% -3.2% -0.1% 0.4%
Tulungagung 1.3% 2.4% -1.2% 3.3% -5.3% 0.3%
Jember -0.7% 1.3% -3.3% 0.1% -1.8% 2.4%
Bondowoso -7.1% -2.4% -10.9% -4.0% -5.2% 6.5%
Probolinggo -3.6% -0.3% -7.1% -1.3% -4.0% 4.7%
Kota Probolinggo -5.9% -2.4% -5.6% 3.6% -5.6% 3.4%
Bengkayang -20.5% 0.5% -30.0% -13.9% -23.1% -11.0%
Sambas -6.0% -7.3% -4.6% -0.1% -2.6% -1.4%
Sekadau -0.6% -5.9% -8.6% -10.2% -1.7% -1.0%
Melawi -3.9% 2.5% -4.3% 1.7% -5.3% 0.6%
Kota Singkawang -12.7% 2.1% -17.0% -10.1% -13.2% -2.1%
Bulukumba -10.4% -4.4% -7.0% -2.5% -5.2% 1.6%
Barru -4.9% -16.3% -3.5% -15.6% -6.7% 12.7%
Luwu -2.9% -0.5% -2.9% 1.7% -1.2% 2.0%
Luwu Utara -5.4% -1.9% -9.2% -4.0% -4.8% 0.2%
Kota Makassar -4.2% 0.1% -9.4% -2.1% -6.5% 4.9%

Source:ABPD-Rsfor 20082010 and APBBMs 2011 processed bgeknas FITRAnd TAF
Renarks: Shadingndicates cases of deficits in excess of limits set by the Minister of Finance;

4.3 Budget Financing

Budget deficits were made up for by budget financimginly from budget surpluses carried forward
(SiLPA) from the preceding yearBut the proportion of budgdinancing coming from SiLPA declined
steadily over the period frodil% in 2008 to just 3% in 2011. Even fwe regions—Bengkayang,
Bondowoso and Probolinggo and cities of Makassar and Probolinggasistently used SiLPA to
finance more than 5% of theiwtal budgetary expenditure. Indeed Bengkayaifthoughusng
progressively lesSiLPA over the period nonetheless used it imance more than 30% of its budget
spendingn 200809. This was the result of local government failure to spend bueffetsively,
resulting in carryovers (SiLPA) from one year to the next.

Graph 4.2 SiLPA as a Proportion of Budget Expenditure in Kinerja Regions Studied20082011 ¢6)
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Source:ABPD-Rs for 20082010 and APBBMs 2011 processed b$eknas FITRAnd TAR
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In addition to SiLPA, five governments used borrowing to finance sizeable anmmoineéxpenditure
Barru borrowed heavilpetween 200&nd 1—as much as Rp 113.3 billiohut over the same period
paid back only Rp 32.Billion (a sign that its loans wefeng tern). Several other regions used short

term borrowing ¢ financetheir budgets; Simeulue, Sambas and Sekadau were clear cases in point, fully

repaing in one year money they had borrowed the year before.

Table 4.2Borrowing Inflows and Outflows in Five Kinerja Regions Studied 20082011 (RpMillion )

Year Budget Line Simeulue Sambas Sekadau City of Singkawang Barru
Receipt of Funds Borrowed 318 13135
2008 Repayment of Capital Borrowed 256 1656 102
Receipt of Funds Borrowed 22286 15 000 8500 45 040
2009 Repayment of Capital Borrowed 4083 11 866
Receipt of Funds Borrowed 13 000 20000 35000 30000 7747
2010 Repayment of Capital Borrowed 22271 15 000 10085 102
Receipt of Funds Borrowed 47 898 51510 18 500 21879 47 383
2011 Repayment of Capital Borrowed 13 000 20 000 35000 31585 20253

Source:ABPD-Rsfor 20082010 and APBBMs 2011 processed bgeknas FITRAnd TAE

Several regions studied were unable to finance spending deficits and thus at end yeanhauwled
budgetdeficits (SiIKPA). Ideally, a surplus or deficghould bddentified eitherduringbudget
planning/formulatio APBD-M) or revision (APBDP)ands hou | d
financingl (t hdflodsahdbuflonsin thefindmany ledgesreffectively keeping
SiLPA for the year at zero. But several kabupatens staddadru, Bulukumba, Bengkayang and
Probolingge—failed to do that, even though they knew thathin their original budgetsAPBD-Ms)

and theirrevisedAPBD-Ps income was insufficient to fund proposed expenditame that accordingly,
a budget deficit wamoming In the evety however, all four regions ended up having budget sugplus
Not so lucky were Simeulue and South East Aceh: these governdmmist manage ttinancedeficits

in their realized budgets (APBRs) and had to carry forward deficitsbe financed

in the ensuing year.

Table 4.3Regions with Overall Budget Deficits Carried Forward SiKPA)

be

\[¢) Region Year Total (Rp Million)

APBD-M 2008 1496
1 Barru

APBD-P 2010 62 599
2 Bulukumba APBD-P 2008 1944
3 Bengkayang APBD-M 2009 7 099

APBD-R 2009 11585
4 Simeulue

APBD-R 2010 17577
5 Probolinggo APBD-M 2010 1000
6 Aceh Tenggara APBD-R 2010 15707

Source:ABPD-Rsfor 20082010 and APBDBMs 2011 processed b$eknas FITRAnd TAE

f ul

y

In Simeulue, local government investment in local enterprises undermined the healtheof
k a b u p dudgeh Bhe investments coftimeuluedearly:aroundRp 18.5 billionin 2010 andas much
asRp 58.7 billion in 2011. Reports of the national Audit Board (BPK) on fiscal years 2008 and 2009 (the
2010 report was not available) indicate that more than 90% of local government investment was directed
into a local @vernment companycélledPDKS), while the remaindewaschanneled into the Regional
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Development Bank (BPD)f AcehandtheRegional Water Supply Authority. Up to 2007, Simeulue had
investedRp 125.5 billion in PDKS and Rp 11.6 billion in BPD Aceh. Butnesource revenue (PAD)
dataunde—i ncome fr om | ctha leverausfom thesd threéeodal verdutegonly
amounted to around Rp 4.9 billion in 2009 and Rp 2.2 billion in 2010. Furthermore, these invg&estment
resulted in unfinanced budget ddf$ (SiKPA) to the tune of Rp 11.6 billion in 2009 and Rp 17.6 billion
in 201Q Indeed, in 2010Simeulue had tborrow Rp 13 billion, repang it in full the following year.

All this is evidence enough of high cegiling up from local investments thgieldedlittle concrete

return

Table 4.4 Summary of Local Budgets ofSimeulue, 20082011(Rp Million)

2008 2009 2010 2011

Income 317 675 314099 307 381 373 865

Revenue from Locally Owned Assets 4522 4918 2247 3000
Expenditure 290 690 349 409 307 810 321766
Surplus/Defit (-) 26985 (35310) (429) 52099
SiLPA from Preceding Year 44 533 49519 (11 585) -
Local Government Borrowing 13 000 47 898
Financingnflows 44533 49519 1415 47898
Investment of Capital 22 000 25794 18 500 58 658
Repayment of Principal Borrowed 13 000
Disbursement of Local Government Loans 63
FinancingOutflows 22000 25794 18563 71658
Net Financing 22533 23725 (17148) (23760)
Surplus for Current Budget Year 49519 (11585) (A7577) 28339

Source:ABPD-Rs for 20082010 and APBBMSs 2011, processed I8eknas FITRAnd TAF
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5. Analysis of Local Budget Planning, Revision and Realization

It is important to compare and contrast origihatigets (APBBEMSs), midyear revised budgets (APBD
Ps) and realized budgets (APBI3>) to assess the quality of budgetary processes and to identify the most
strategic point foadvocacyinterventiors. APBD-Ms are drawn up on the basis of relatively paptiive
planning and discussigrocesseavera whole year before the start of the fiscal year in question.
Nonet hel ess &oedt Budgets FudylfdR 2070siblished in 2011) found thidcal
governmentstudiedoften did not plan their budgets wellhe blame for tis situation cannot bascribed
tolocal governments alone; it is also causedibgreditableadditionalfiscal transfers from the central
government.Mid-year budget revision process—theoreticallycompletedn AugustSeptemberare
important it often involves significant changes leadingaiole gaps between revised budget proposals
and enebf-year budget outcomes (APBRs). Another issue is the usually Aipansparent and nen
participative nature of budget revision processes. dhiapter examines the extent to whintidget
outcomegeflect the content adriginal andrevisedbudgets ir20 Kinerjaregions studied.

5.1 Analysis of Planning and Revision of Budget Income

Overall, budget income planning processesthe 20 Kinerjaregions studiedverereasonably good,
exceptin 2010. Average atual endof-year budget income (APBR figures) in the 20 regions over
three fiscal years surveyed (2008) wasaround D0%—more precisely between 99% and 103%f
originalbudget (APBDBM) projectionsandrevised budget (APBIP) targets The only exception was
2010 when realized incagrin APBDRswas 113% of APBEM targets.

Graph 5.1 Comparison of Income Targets in APBDMs and APBD-Pswith Realized Income in APBDRs in 20Kinerja
Regions $udied (Averaged), 20082010
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Source:ABPD-Ms, APBDPs and APBERsfor 20082010 in 20 Kinerja Regiongprocessed bgeknas FITRAnd TAF
Remarls: APBDPs for2010for Aceh TenggaraSimeulue, Bengkayarand Sekadawvere not available and are excluded from these calculations

Theserelativelyaccuratebudget planning and revision processwere attributable to the regional

fiscal balance transfer (dana perimbangan) systémat contributed more than 75% of budget income
in regionsstudied. In the four fiscal yearstudied, realized budgets (APBRs) showed that actual
income fromdana perimbangamwas, on average, between 98% and 100% of amounts projected in
original budgets (APBEMSs); that showed that local governments heléble information on income
from dana perimbangaat both the budget planning and revision stagesh Tenggaravas alone
among governments studied in significantly miscalculating its likely levéhoa perimbangarneceipts:

in 2008its realized inome from this source was 89% of its ryiear revised budget (APBB) targets in
2009, it was 84% of both APBD and APBDP estimates; while it 2010 its estimating was quite good
because it achieved 102% of its APBDprojection.
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Estimation of levelsofi ot h e r lochleevefu®dl ( LPDS) was quite a differer
governments studied were incapable of accurately estimating LPDS at the budget planning

formulation staged with unfortunate consequences, especially in 20X8raph 5.1 illustrates the

problem: in 2008, on average across the 20 governments studied, realizedR)RBDS was 88%

more than that projected in APBMs, but 100% ofrevisedbudget (APBDBP) targetsin 200910, the

situation was even worse: with re@tzLPDS being 240% (2009) and 308% (204i@her thanPAPBD-M

targets It must be said, however, that because LPDS contributed an average of just 8% of total local

incomein 2008in regions studiedhe illeffects of this poor planning were not reallyt fghtil 2010

(when LPDS on averageepresented 23% ¢tocalincome.

In 2010, in twelveKinerja regions studied, realized LPDS was more than double APRprojections
indeed in Acehlenggarait was nine times greatgiGraph 5.2) Melawi was closest to achieving 100%
of APBD-M targets for LPDS, but even in its case-@figear revenue was almost 50% more than
original estimates When compared to revised budget (ARBDprojetions, however, realized LPDS
wascloser to what was taeged: in most regions studied actual LPDS apgyzroximatelyl0% of APBD

P targets; the exceptions were Luwu Utara and Melawi and the city of Banda-éth realizedless
than 90% of APBEP targetdor LPDS—and Probolinggo and Bondowoso (which exceede&B:P
targets). These findgs indicate that local governments ecaake accurate estimates of LPDS only
during midyear budget revision processes.

Graph 5.2 Actual End-of-Year LPDS Compared to Original Budget (APBDM) and Mid-Year Revised Budget (APB-P)
Targets in 20Kinerja Regions Studied 2010
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Source:ABPD-Ms, APBDPs and APBERs for2010 in 20 Kinerja Regions, processed®gknas FITRAnd TAF
Remarls: APBDBPs for2010for Aceh TenggargSimeulue, Bengkayarand Sekadauvere not availablgéand thus APBIR/APBEP isnot zero)

The cause of this poor estimation of LPDS in original 2010 budgets (APBE) was he existence of
fadjustmento funding for regional infrastegauctur e
budget revision pocessesln 2010, here were two adjustment funds in playegions studiedthe Fund

to Strengthen Fiscal Decentralization to Speed up Regional Develofidddt-PPD for short) and the
AdjustmentFund forRegionallnfrastructurg DPID). Funding under these two schemdke outcome of
—budget olpiscussiangvéthini the Mouse of Representativesdatidbuted for inclusion in
mid-yearrevisedbudges (APBD-Ps)}—do not form part oflana perimbangabut are subsumed under
LPDS.Thus,&4 t hough t hese aredhegfultsegional miratructurdevelagomenttheir
allocationmid-year,at budget revision time&indermines local government budget planning processes.

As for ownsource revenue (PAD)t was evident tht local governments studied grew more optimistic

each year about their capacity to increase levels of PAhough PAD contributed only modest
amounts to budget income of regions studi@m average, less than 10% in 2684i0is important,
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represering a ource of funds 100% available for discretionary spending. Graph 5.1 paints the giicture
their optimism in 2008 average eraf-year(APBD-R) revenue from PAD across regions studied was
15% more than originally planned for in APBRs; but the percentag#eclinedsteadily after that to just
90% in 2010. The same trem@sapparenfrom a comparison betweegalized incoméin APBD-RS)
andrevised bdget (APBDP) targets: in 2008, on average, actuatefygear PAD was exactly what was
planned forin APBD-Ps—although huge variations occurred among regieightregions achieved PAD
revenueof 10% above target, whikeightothers achieved less than 90%e¥ised targets-but declined
after that to around 87%f revised budget targeiis 2010.

Two region® Bengkayang and Tulungagung tended to underestimate PAD, but by 2010 their
estimates weralmost exactlyspot on. But being spot onid not of itself demonstrate improvement.
Thusthe value oBengkayang sealized PAD(in APBD-Rs)declined fran Rp 19.7 billion in 2008 to
just Rp 11.7 billion in 2010 (curre@010price9; during the same period its estimates of likely PAD
revenue (in its APBEMS) only rose from Rp 7 billion (2008) to Rp 10.3 billion (2010). These figures

throwup twoissuesfo f urt her study: why Bengkayang’'s capaci
period; and why it did not usectualPAD revenue for one year as a bdsisestimating the following
year ' s | i kednygmodifyingétd budgdt acéwlibglyin Tulungagung, although the

government consistently underestimated PAD revenue over the three years studied, it did in fact increase
the nominal value of its estimated PAD receipts (in APBE) from Rp 45.2 billion in 2008 to Rp 71

billion in 2010; nonetheless, itealized PAD revenue exceeded projections by 15% over the period
studied.

By contrast,seven regions studiédnone of them located in East Jada so overestimated their PAD

that realized enebf-year PAD was less than 80% both original (APBD-M) and revised (APBEP)
targets. Among theseverwere thefour Kinerja kabupatens studied in Aceh, of which Simeulue was the
worst performer: in 20090 it realized less than 60% of the PAD revenue targets set in its APEihd
revised in its APBDPs. Itestimatedckone coul d s ayPAD+evenuetd e R 20 billion ih
both 2008 and 2009, even though actual PAD revenue in 2008 was just Rp 8.1 billion. Outside Aceh,
Bulukumba was worst at estimating PAD: even though ir820@ 2009 it only brought in Rp Z1

billion worth of PAD, it persisted in setting a high target for PAD in 2010 (Rp 52.6 billiou) realized
only Rp 17 billion of that target.

Graph 5.3 Actual End-of-Year Local Own Source Revenue (PAD) Compared to i@inal Budget (APBD-M) and Revised
Budget (APBD-P) Targets in NineKinerja Regions Studied 20082010
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Source:ABPD-Ms, APBDPs and APBERs for20082010 in 20 Kinerja Regions, processed®gknas FITRAnd TAF
Remarks: APBD-Ps for2010for Aceh TenggaraSimeulueand Bengkayangvere not available (and thus APBRYAPBDP isnotzero)
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5.2  Analysis of Planning and Revision of BudgeExpenditure

Overall, the quality of processes around planning and revision of budget expenditure declined over the
period studiedGraph5.4tells the story: in 2008, the 20nerja regions surveyed managexh average,

to spend 100% dhe expenditureghey includedn their original budgets (APBEMSs), but by 2010 they

were spending 7% more th&®BD-M targets. Comparison between budget outcomes (APBE) and
revised budget (APBP) targetsreveals a expenditure realization rate loétween 92% (2008 and 2010)
and 966 in 2009.

If we look at particular areas of expenditure, we find that overall actual spending on civil service costs
approximated 100% of both original (APBIM) and revised (APBEP) targets.To be more precise,

average civil service expenditure by eatthe 20Kinerja regions studied was between 95% and 105%

of APBD-M and APBDP targetover the three years studiedust one regicr-Bengkayang-was a

standout: in 2008, it spent just 80% of its original and revised civil service expenditure targets, though by
2010 it had managed to spend 96% of APHEDargets.

Government sé planning for expendit uatmugbthe2Qoods &
govenments studied, on average, only achieved 88% of revised budget {(RP®ibgets fospending on

goods & services 2008 in 200910 they spent between 95% and 105%aofleed amountgboth

APBD-M and APBDBP). Barru was the worst performer in this arga2008 it spent 93% of its original
(APBD-M) goods & services budget, but its performadeterioratedn 2010whenit spent just 67% of

its original budget; its performance in terms of revised budget (APBRargets was equally mixed:

2008 and 201@ met just 74% of its revised targets and in 2009 did rather better (82% of revised targets
achieved).

Only a small proportion of local government budgeterel ef t over f or dfsocialher expe
aid, grants, interest payments, subsidies and fingh aid to village® after deduction ofpublic service

costs, capital expenditure and spending on goods & services. Even so, plannibgifor s fiot her

e X p e n dtended to bedpoolGr aph 5.4 shows that, in 2008 and 20
significantlyexceeded original (APBIM) spending targets; but in 2010 it fell well short of both ARBD

M and APBDP targets.The explanatioseems to be that 2008 and 2009 additional funding for social

aid and grants was injected into local budgets duringyeétbudget revision (APBBP) processesAsa

resul t, mR00amch2009s nentless than 12 regions studied
than theyhadbudgeted for in original budgets (APBIs); as for revised budgefAPBD-P) targets, only

one regpn overspenits revised budget target BP% or more in2008 andthree did so in 2009So

indications are thatignificant extra funding for social aid and grangsimjected into regional budgein

2008009.
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Graph 5.4 Actual End-of-Year (APBD-R) Local Government Expenditure Compared to Original Budget (APBBM) and
Revised Budget (APBDBP) Expenditure Targets in 20Kinerja Regions 20082010
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The quality of planning for capital expenditure declined year ysar. On average, in 2008, regions
studied met 100% exactly of their original (APBI) capital expenditure targetsalthough actual
expenditure irelevenregions fell outside the-g o oadge of 90%110%; in the next two years average
budget outcomes wed0% of APBD-M targets—but once agaiseventeemegions fell outside the

—¢ o oadgk. In terms of achievement oévised budget (APBIP) targets average endf-year
outcomes wer80% in 2008, 94% in 2009, but only 83% in 2010; in 2008 the performance afiaely
regions was o0ut shutth201lQelbvenperfarmed dulisiderthatrrapgrthe performance
of four othergovernments was unknown because their AHBDwere not available.

In 2010, most regions studied underestimated capital expenditatieir original budgets(APBD-M)

and then increased revised budget (APBY) allocatiors to unattainablelevek. Thusin fifteen regions

average realization @010APBD-M capital expenditure targets was 115%; thwsesame governments

could only manage to achie98% of revised APBD-P) expenditure levels Bondowoso and Bener

Meriahwere extreme examples of what happetiied former allocated Rg7.6billion for capital

expenditure in it2010APBD-M andthen proceedetb increase its APBIP spending target by more

than 250%0 Rp 151.8; the corresponding figures for Bener Merdddo in 2010were Rp50.6 billion

(APBD-M allocation) increasedagain by more than 250%) Rp 134.6 billion in its APBEP. But both

governments managed to spend only 80% df thiked up APBDP allocations. It is probable that the

extra funding injeadinto these revised budgetamef r om —ot her | awf ul | ocal i n
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Graph 5.5 Actual End-of-Year (APBD-R) Capital Expenditure Compared to Original Budget (APBD-M) and Revised
Budget (APBD-P) Expenditure Targets in 20Kinerja Regions 2010
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6. Analysisof Education-Related Budgets

6.1 General Analysis ofExpenditure on Education

All Kinerja governments studied met the constitut
expenditure budgelbe spent on educationln fact, the average allocation feducatiorin the local

budgets studied was 34%higher than the national average of 32%. Over the four years studied the

proportion of local budgetxpenditurededicated to education increased from 28% in 2008 to 39% in

2011; indeed, the four kabupatengditd in East Java dedicated between 40% and 45% ofdtedir

budgetary expendituite education. Kabupatens with lower levels of allocations for edueaton

average 25%- were Simeulue, and Aceh Singkil (both in Aceh) and Melawi (West Kalimantan). Two
governments-Melawi and Simeulue-allocated less than the 20% minimum in 2008, but both exceeded

it in the three succeeding years.

Graph 6.1 Spending on Education as a Proportion of Local Expenditure20082011
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Dividing total educationexpenditurein the Kinerja regionsstudied by the number of childreat school
(aged between 7 and L8veals that average education spending across regions for the period studied
was Rp 3.2 million/child/yearNonetheless, there were significant differences among regions:
Bondowoso andhe city of Banda Aceh averagjallocations of Rp 5 million/child/year, while Jember
managed only R 0.7 million/child/year. Allocations for education were quite high in the provinces of
Aceh and West Kalimantan: not onetloé tenregions studied therdlocated less than Rp 2.9
million/child/year.
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Graph 6.2 Average Education Allocationsper School Agedchild (7-18) in Regions Studied 20082011 (RpMillion/Child )
6
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Source:ABPDdata base ob-G for Regional Fiscal Balance (DJPK) MoF and 2010 Population Census (PR®)ssed b$eknas FITRAnd TAE

Contributions made to local education budgets by the Special Allocation Fund (DAK) and

fiadj ust mprogtad$ were quite considerable in King regions studied.In 2008 he DAK' s

education component amountieden averagef 15% of education expendituire regions studiesout
declined to just 8% i n hédpedcompensaButhat deetingip 2088tomhye nt I f u
three of theKinerja regions surveyed received such fundifigengkayang (Rp 21.16 billion), Sambas

(Rp 12.99 billion) and Barru (Rp 4.22 Dbillion). —
during midyear budget revision processes: on that basis, basellarAPBDM figures, six regions

under study recorded meaningf ul l evel s of —adjust
In 2009 and 2010 all Kinerja regions studied rece

funding. Graph 6.3 provides the details: an average contoibatf 5% of local education budgets across

regions studied; indeed, in Jember and the city of Banda Aceh the contribution was a high as 10% over

the two years By contrast, Bondowoso which also received DAK fundiraibeit at a minimal level (an

average of 5% of the educatifunding needs—received just 2% dbudget suppot r om —a dj ust me n
funding.

Graph 6.3 Average Contributions of DAK and @A Adj u s tng®EducatioRal Exmenditure 20092010
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SourceAPBB for 20082011, DirectorateGeneral of Regional Fiscal Balance MoF and Techireeah Coordinatig DAK ImplementationTKP2EDAK (Bappenay
process byseknas-ITRA.

8—Adj ustmentll funds include Fund for |. 81fPMK.G7t2008)cFund to Streagtheh FiBoalb | i ¢ Faci | i
Decentralization to Speed up Regional Development (2009 and 2010) (PMK No. 42/PMK.07/2009 and PMK No. 118/PMK.07/20b6g|Addit

Income for Teachers (2009 and 2010) (PMK No. 223/PMK.07/2009 and RIidK19/PMK07/2010); Regional Incentives Fund (2010 and

2011) (PMK No. 198/PMK.07/2009 and PMK No. 61/PMK.07/2011); Fund to Strengthen Local Infrastructure and Public Fa@liogsF(thd

to Accelerate Development of Local Infrastructure (2011) (PMK No. 140/PWR011); and Local Infrastructure Adjustment Fund (2011)

(PMK No. 25/PMK.07/2011).
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costs

Analysis of Components of Education Expenditure and Pupil/Teacher Ratios

more than half of their ed
associ at éndeedyover theoiirpears educ at i

studied,an average 06f5% of education budgets of governments studied was spent in thatnitag.
case of the five governments surveyed in East Java, indirect expenditure topped 80% of total education
budgets; while theercentagén six kabyatens in Aceh and West Kalimantan was below 70%.

Graph 6.4Indirect Expenditure as a Proportion of Total Education Budget (2008L1) and Pupil/Teacher(Permanent)
Ratios in State ElementarySchools (SDN) and State Junior secondary school§SMPN) (20082009)
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High levels of indirect expenditure didot always result in lowpupil/(permanent)teacher ratiasThe
average pupil/teacher ratio acré§eerja regions studied was 32:1 8tateprimary schod (SDNs)and

26:1 inStatejunior high schod (SMPNSs) All five governments surveyed in East Java maintained a good
pupil/teacher ratio of less than 30:1; in Simedhwth relatively low levels of indirect expenditurehe

ratio was 16:1%DNg and 17:1 8MPN9. The cities oMakassar and Singkawang and the kabupatens of
Luwu Utara and Aceh Singkil had the highest pupil/teacher ratios of the areas studied and at the same
time spent 70% and 80% of their education budgets on indirect expenditure.

Not all indirect expenditure wa used to pay teachers: quite large amounts were also expended on
permanent administrative staffThe ratio between permanent teachers and permanent administrative
support staff varied widely across regions studied. The average teacher/administodtoKraérja
regionsstudied was 22:19DNs)and 9:1 SMPNSg. But five regions in South Sulawesi as well as
Sambas and the city of Probolingga!t&DN teacher/administrator ratof less than 15:1. As for
SMPNs the ratiowas kept below 15:th Aceh Singkil, Aceh Tenggara, Probolinggo, Bulukumba and

Barru, and the city of Probolinggo.

The unevenness of pupil/teacher ratios points to a problem in the distribution of teachers rather than a
teacher shortageWithin the same provineeAceh, for example-therewasan overall
pupil/(permanent)teacheatio of 37:1 inSMPNsand 98:1 irSDNs but in the city of Banda Aceh the
corresponding ratios are 123MIPN9g and 20:1 §DNg. Although thecause oftiis imbalancevas not
researcheth this studyit is quite possible that inothkabupaten and city regions teachers are unevenly
distributed between capital city areas and more remote areas. In addérenyere cases skewed
distribution of teachers beeen levels of schooling; Luwu Utara was an extieeexample of thist had a

ratio of just 8:1 iINSMPNSs(i.e. a surplus of teachers) but 74:1SBNs(a clear shortage of teachers).
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6.3  Analysis of Expenditure an Educational Programs

With the sole exception of Luwu, Kinerja local governments studied channeled over half of their
Adirect expenditureo thenatierdl deats dof@bligatony Edoicatom pport f o
Program.Most of themoney-d er i vi ng mai nl y fernotni -Bwakdirdaseddnto—a dj ust 1
development or rehabilitation of educational infrastructure. School Operational Assistance-(BOS)

included among fiscal balance transf@ana perimbanganasof 2011—were an additional source of

money to be spent on tBeYeas of Obligatory Education Progranirhe proportion of direct

expenditure by regions covered in our study in support of this program did not depbed lmcation

(provincewise) or local characteristics. Thus in 2011 the city of Makasbkardly in ned any longer of

large amounts of funding f@ducational infrastructureallocated 95% of its direct education budget to
supportthe9 Years of Obligatory Education Prograwhile in the same yeakceh Singkil, Luwu and

Simeulue—all relatively isolated regns—allocated less than 50% of their direct education expenditure

budget for that purpose.

Two national program8 the National Education Quality Improvement Programnd theManagement

of Educational Service Programd received significant levels of funding from several regions studied.
The former—a priority nationaldevelopment programonly attracted funding support eflittle over5%

of direct education expenditure in Bengkayang (8%) and Probolinggo (7%)) amgbort ofthe other
program (management of education service) Luwu allocated 67% of its direct expenditure budget and
Aceh Tenggara 7%.

Graph 6.5 Components of Expenditure on Education Programs2011
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RemarksWajar Dikdas 9Tahun=9 Years of Obligatory Education Programanajemen Pelayanan PendidikanManagement oEducational ServiceProgram
Pelayanan Admin PerkantoranOffice Administration Service®eningkatan Mutu=Education Quality Improvement Program

Peningk. Sarana AparaturEnhancement of government facilgii¢.ain-lain= Other

Quite a few regions studied allocated their direct expenditure budget for programs making no direct
contribution to enhancing the accessibility or quality of educatioRr ogr ams | i ke —of fi ce
servicesl and —enhancement of government facilit.i
services are better manageglit, given that direct expenditure funds representaveraggust 25% of

total edwation budgets, it is appropriate to ask how much of that 25% should be spent in such programs.
Some regions studied alloedltsizeable amounts for these two programs, in partiQilaeulue(73%)

and the cities oBanda Acel{24%) and Probolingg§18%).
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6.4  Analysis of Expenditure on the 9 Years of Obligatory Education Program

Increases inlocal government expenditure per pupil ahe 9 Years of Obligatory Education Program
had no effect omet school participation rates (termed APM in Indonesidpdeed, there was a
tendency—albeit statistically insignificant-for regions allocating large amounts per pupil toGhéesars
of Obligatory Education Prograta have a low APM in their junior secondary schd@sPNs) Several
regions studied in Aceh and&& Java-Bondowoso, Simeulue and Probolinggo were exceptighat
allocated less than Rp 1 million/pupil@bthe9 Years of Obligatory Education Progrdmad relatively
high SMPNAMPs (70% or more). At the same time, three kabupatens in West Kalirsantan
Bengkayang, Sekadau and Melavwhatallocated large amounts to the program (more than Rp 1.2
million/pupil), only hadSMPNAPMs of between 55% and 60%.

Graph 6.6 Expenditure per Pupil on9 Years of Obligatory Education ProgramCompared to Net Junior State condary
School (SMPN) Participation Rates (2010)
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Nor did high levels of support for th® Years of Obligatory Education Prograrmave the effect of
lowering theratio between pupils and classroom spacdkccording to data for 201&inerja regions
studied had an average ratio of 32/classroom (primary s{®IDNs) and 34¢lassroon{junior
secondary scho®l(SMPNSs). Of the regionswvith high pupil/classroom ratss—namely,Barru (in both
its SDNs and SMPNs Luwu Utara, Aceh Singkil and the city of Makassar§DNsspecifically) ; and
Tulungagung and the city of Singkawa(iig ther SMPN9—Barru contributedignificantly (toppingRp
1.3 million/pupil/year) to the Years of Obligatory Education Prograwhile Aceh Singkil was one of
the smallest contributions (just Rp 0.4 million/pupil/y)ear
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Graph 6.7 Budget Allocations (in 2011}he 9 Years of Obligatory Education Programper State Primary School(SDN)
and State Junior SecondarySMPN) pupil to Compared to Pupil/Classroomin SDNs and SMPNgin 200809)
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processed bgeknas FITRANdTAF.

6.5

Analysis of Original Budgets and Realized BudgetExpenditure for Schools

This analysis coverfifteen Stateprimary schools(SDN)in three of thefour kabupatens studied in
West Kalimantan. Five wereselected in each kabupateMelawi, Bengkayangnd Sekadaw-with data

for 2011beinganalyzed.

Civil service costs represented the major portion of both income and spending in almost althioels
studied Leaving aside State Primary School (SDN) 01 in Bengkayawtere civil service costs were
notincluded in the school budgef72% oftotalincome in the other 14 schools was, on average,
earmarked for salas of civil servants; indeed, in tweSDN 03 Kawan (Bengkayang) and SDN 10

Tonting (Melawi}—the percentage was betwee¥8&nd &%.

Graph 6.8 Components of Income of 15 Primary Schools (SND) in Three Kabupatens in West Kalimantan, 2006 )
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Source:Original Budget andActual Expenditure of Fundinig 2011 forl5 schooldn three kabupates in West Kalimantan, processed®gknas FITRA daAR

Remarks: BOS=School Operational Assistance

Except for five schools surveyed in Sekadau, central governapeatvided School Operational
Assistance (BOS for short) was the only source of income not earmarked for staff saldsi@Swas
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introduced in 2005 to speed up implementation of the 9 Yeadblajatory Education; in 2009 its
orientation moved away from enhancing act¢esschooling tgroviding better quality educaticrs for
the schools in Sekadau, they had quite significant sources of ireoam@ing from 8% to 15% of total
income—in addifon to BOS and staff salaries funding; the kabupapemtthis extra incomen aloca
version of thdBOS scheme, as well as ataff welfare, certification and other items.

Not counting staff salaries, most schools studied had income of between RPp@Bupil and Rp 66
000/pupil. Overall, the five schools in Sekadau tzabigher level of income than the ten schools
surveyed in the other two &k8ShNWOP BuhgaidgmkhadaOmueh o f
higher level of income (Rp 93 000/pupil) thall the others.

All but two schools had expenditure levedmost equivalento their income. One school in Melawi
(SDN Landak Sadau) spent less than its income to the tune of Rp 7.1 ri@hiving a surplus dRp 61
500/pupil. By contrast, another school (SDN 08 Cupang Sekadau) underspent its income by Rp 24
million—a surplus of Rp 97 200/pupil. As for the rest, six schools managed to run overall budgets in
surplus or deficit by less than Rp 3 400/pupil; sevenrsthad balanced budgets.

Graph 6.9 School Income and Expenditure (exclICivil Service Salaries) in 15 Schools in 3 Kabupatens in
West Kalimantan, 2011 (RpMillion /Pupil; Current Prices)
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Source:Original Budget andActual Expenditure of Fundinig 2011 forl5 schools in three kabupatens in West Kalimantan, process&etkiyas FITRA daAR
RemarksBelanja=expenditure; Pendapatan=income

Except for thefive schools in Melawi, he schools surveyed did not have uniform programs for
expenditure ofnon-salary incomeMelawi' five schoolsall allocatedsuch money tidenticalfields of
activity: development of standards for content, precesmpetency of graduates, management,
education, financing, infrastructure and facilities, and othersobimolprograms; each program was spelt
out in terms of activities to be funded. By contrast, schools in the other two kabupatens had dissimilar
programs: some categorized activities to be fundetkreconomicheadinggcivil servants,

goods/services, capitdeims and other), while othecempiled their prograrhy activity only. This

situation indicates thajoodaccounting standardgeabsent in school budgetingnd thamakesit

difficult to compilebudgetreports and to asselssw effectively school budgeare being spent

? Seehttp://bos.kenendikbud.go.id/home/abcatcessed on 1 May 2012
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Graph 6.10 Components of NorSalary School Income in 15 Schools in 3 Kabupatens in West Kalimantap011,
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7. Analysis of Health Budgets

7.1  Analysis of Expenditure on Health

Analysis of original budgets (APBEMSs) for 200811 revealed that more than half of the twenty
Kinerja regions studied allocated less than 1Q@&ochealth over the periodAnd that was despite
provisions of Law No. 36/2009 concernikigalththat require lodagovernments to allocate no less than
10% of their budgetxpenditurego health programver and above civil service costdipdeed, even
with civil service costaidded ineleven regions studied dibt manage toweach an averaded% paover
the peria (graph 7.L)worse than thatix of the elever—Bengkayang, Bener Meriah, Luwu,
Probolinggo and the cities of Banda Aceh and Makassd#id not onceeach D%. Consistently good
performers were Luwu Utara, Jember and the city of Singkavthegconsistatly surpassethe10%
minimumover the entire period studied.

Graph 7.1 Proportion of Proposed Expenditure in Original Budges (APBD-Ms) Earmarked for Health Programs, 2008
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Overall, health expenditure stagnated over the period studied (2008 indeedin 2011there were still

eleven regionghat had not managedo reachthe 10% minimum healttspending threshold.The

overall average level of expenditure on health in regions studied rose slightly from 9.3% 2008 to 10.2% in
2009;it did not vary much over the next two years (2Q10 , hovering around 10.1%. Nevertheless, in
2011, eleven regianstudied—four kabupatens in West Kalimantan; Aceh Singkil, Bener Meriah and the
city of Banda Aceh in Aceh; Luwu and the city of Makassar in South SulawesPrabolinggo in East
Java—unfailingly allocated lesshain the prescribed minimuaf 10%for hedth programs.

When regionsd popul ations wer e t adndanlthpenidcal account
inhabitant varied widely across regionsThe four kabupatens studied in East Jafallungagung,

Bondowoso, Jember and Probolinggand the city of Makassar had particularly low levels of health

expenditure per person: an average of just Rp 100@80200811. Of those regions, Probolinggad

the city of Makassar ltvery low health allocation levels (graph 7.1) and thus it is eportant that

they both increase the proportion of their budgpenton health. By contrast, Simeulue and Aceh

Singkil (in Aceh}—both with smaller populatiorsmanaged to spend Rp 280 000/pefgearon health.
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Several regions studied liabothlow Canmunity Health Developmentndices (IPKM for short)*° and
low levels of expenditure on health program¥hese include&ekadau, Bulukumba, Luwu and
Probolinggo: they all had IPKMs below 0.5% pdéspite thattheir governmentshowed no real
commitment tdncreasing levels of expenditure per person on heatreraging less than Rp 200
00Q'person/yeatbelow the prescribed minimum level of 10%By contrast four other kabupateasso
with IPKMs below0.5%—Simeulue, Aceh Singkil, Melawi and Acé@lenggara—spent relatively large

amounts per capita on healehrfinimum ofaround Rp 250 000/person/year).

Graph 7.2 Average Expenditure/Person on Health (2002011 Compared to 2009 Community Health Development

Indices
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In contrastto spendingm education, the ratio between
e X p e n ddn healthwas more balanced inregionsstudied. Data for 200811 shows that average
direct expenditure on health across regions surveyed was 54%, with the remainder being spent
—i ndi r eaarids ghkalttosactor staff (including medical staff). In this sense, nobfthe
Kinerjaregions studied fully met the legal requirement of Law No. 36/2009 that regions adbtzast
10% of their budget fodirect expenditureon health The four regions allociaig more than 50%f their

health budgets to pay salaries of health sector woerkitrs city of Banda Aceh, Luwu, Bener Meriah and

idi

the city of Makassarspent a relatively small proportion of their overall budget experedin health

programs (graph 7.1).

2 An IPKM is a composite indicator formulated on the basis of 24 health indicators based on the following coshasetithealth data: Basic
Health Research (Riskesdas for short in Indonesian), National-Bocormmic Survey (Susenas) and Village PotenawS&u(Podes for short).

IPKMs are used to measure developmental progndssalth and to help make health sector interventions more effective.
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Graph 7.3 Average Proportion of Direct and Indirect Expenditure, Original Budgets (APBD-Ms) 20082011
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The coverage of local government health servigda terms of both medical stafber person and
doctorsperkm2d varied greatly across regions studied@hus, in Bangkayang, Sambas, Sekadau, Luwu
and Luwu Utara eactloctor(whethergeneralisor specialist) hadon averageo cover10 000 people

and an area of 120 km2. Sekadeas most hard pressed in terms of these numiétsjust three

doctors (no gecialists)in 2009each of whom had to covéd 000 peoplandl 800 km2. In
Probolinggo.eachdoctornotionally covered guitesmallareabuth ad t o —A56000DKrhedbést e r |
off regionsin our study were the cities of Banda Aceh and Makasglagre onedoctornotionally covered

less than 2 000 people and less than 0.5 km2.

Analysis of the data for three of the provinces studie8outh Sulawesi, East Java and Aceh, but not
West Kalimantad revealed that South Sulawesi was bestiofterms of numbers ohursesmidwives
per person angerkmz In general, there tended to be similar coverage by nurses/midwives across
regions studied in the same provinde.South Sulawesi-except for the city of Makassartheaverage
nurse/midwifeto paient ratio was 1 800and nurse/midwife pegeographicabrea was 13 kmz in

Aceh the ratio was 1:1 000, albeit across a relatively extegsngraphicahrea; in East Java the
notional area covered by each nurse/midwife was small, Guintitéonalclientelewas relatively high.

Table 7.1 Ratios beween Doctors/Nurses/Midwives and Population andseographical Area in Select Regions

Kabupaten/City No. of People per No. of People per Area Covered by Each Area Covered by Each
Medical Practitioner Nurse/Midwife Medical Practitioner Nurse/Midwife (km?)
(km?)
Aceh Singkil 3525 402 75.41 8.61
Aceh Tenggara 3726 380 88.15 8.98
Bener Meriah 5540 495 85.85 7.68
Simeulue 2361 326 62.50 8.64
Kota Banda Aceh 1568 971 0.43 0.27
Tulungagung 4669 1183 5.34 1.35
Jember 6001 1564 8.42 2.20
Bondowoso 7593 1085 16.08 2.30
Probolinggo 15428 1853 23.90 2.87
Kota Probolinggo 2893 611 0.69 0.15
Bengkayang 21479 No Data Available 539.63 No Data Available
Sambas 12 100 No Data Available 155.99 No Data Available
Sekadau 60 459 No Data Available 1814.77 No Data Available
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Kabupaten/City No. of People per No. of People per Area Covered by Each Area Covered by Each
Medical Practitioner Nurse/Midwife Medical Practitioner Nurse/Midwife (km?)
(km?)
Melawi 8163 No Data Available 483.67 No Data Available
Kota Singkawang 5646 No Data Available 15.27 No Data Available
Bulukumba 9399 4,486 27.49 13.12
Barru 7900 1,864 55.94 13.20
Luwu 13315 2,219 120.01 20.00
Luwu Utara 10272 2,591 267.95 67.59
Kota Makassar 1815 3,600 0.24 0.47

Source:Data Bank of Ministry of Health (20608), 2010 Population Census (BPS) and West Kalimantan in Figures
Remarks: Numbers of nurses and midwives in West Kalimantan were not available;
Shaded setions indicate regions with high ratios

Most Kinerjaregionswith overburdened doctors, nurses and midwives allocated quite small amounts
for expenditure on health. When we compare the proportion of overall budget expenditure directed at
health(graph7.1) with the eightegions with overburdened health sector workehsded in table 7)1
we findthatonly Luwu Utarametits obligation to spendt leastLl0% of its total budget expendituoa
health. The same appli¢o expenditure on health plecd inhabitant(graph 7.2): six regionsadpoor
averages for 20081, butonly Bengkayang and Luwu Utasper reasonablamountson health And, in
regardtc—d i r ect I ad —i (grdph 7.3,todolinggr, husva ahd thewcity ef Makassar
allocaked quite high levelof funding forindirect expenditure, wéreasSekadau and Luwu Utadhd not
That points to the possible need for Eatertwo regions to increase indirect spendamgadditional
health sector workers.

7.2  Analysis of Allocations forMaternal, Newborn and Child Healthcare

Health of mothers newborns and children (covered by the acronym KIBBLA in Indonesian) is the top

priority of developmental activity in the health sectofwo of eight Millennium Development Goals

(MDGs) targeted foachievement by 2015 relate to reduction of death rates amotigersand

newbor ns. I n its 2010 p adivtiesehe Blationad Pevelopmetn | ndones
PlanningAgency (BAPPENA$ said thathe goal of lowering the death ratembthers—r e edapiecial

at t e ifit wepenolbe achievely 2015. Accordingly, local government KIBBLA programs are very

much needed to help Indonesieaccelerate reduction ofiaternal death rates.

Analysis oforiginal 2011 budgets (APBEMS) in Kinerja regions studied reveatithat expenditure on
KIBBLA-related activitiesvasnot a priority for the governments concernedrhe 20 governments
studied allocated an average of just 4.5% of their health expenfditiach programs; indeed, for half of
themthe percentage was less than 2@nly four governments-Aceh Singkil, Sekadau, Bengkayang
and Barra—spent more than 10% of their health budgets on KIBBLA activities; one of the four (Aceh
Singkil) spent 24%.

Not one of the regions studied allocated fundifior KIBBLA activities that matcled national

standards set for per capita expendituren such programs.Findings of research conducted by

BAPPENAS in 2009 indicated thah appropriate level of per capita expenditure on KIBBuguld be

Rp 65 000/person/year (Rp74 current 2011 prices). But in regions covered by this study the

average level of expenditure was just Rp 9 000. Aceh Singkil, Sekadau and Bengmgratrmgore than

the others, but even they managed amgthrdof BAPPENAS' suggested standar
allocated less than 10% ofattstandard.
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Graph 7.4 Expenditure per Capita on KIBBLA and KIBBLA Expenditure as Proportion of Total Spending on Health,
2011 (current 2011 prices)
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Almost half the regions studied hathaternaldeath rates above the nationalerage (31.4and

percentagegor medically assisted births below the national average (77.3%)e expectationis that,

as a general rule, medically assisted births reduce birthing mother death rates. But any tendency in that
direction in the regiongtsdied was not statistically significanhine Kinerja regionssurveyee—

including four in West Kalimantan and three in East Jakiad low percentages of medically assisted

births and relatively high birthing mother death rates (quadrant Il of graphamong the nine, Barru,
Bengkayang, Sekadau and Probolin§igared among regions ndedicatingl0% of budget expenditure

to health programs (graph 7.1n terms of per capita expenditure on KIBBLA activities, regions

spending leastvereMelawi, Bondowoso, Jember and Probolinggo (graph 7.4).

Four Kinerja regionsstudied Aceh Tenggara, Bener Meriah and Simeulue (all in Aceh) and the city
of Singkawang in West Kalimantad had high percentages of medically assisted births but nonetheless
had high rates of newborrdeaths. The regions concerned need teasses the causes of these deaths,
while at the same time increasing further the number of medically assisted birthaf fheom—

Simeulue and Bener Meriakallocated less than 10% of their 2008 budjet expendituréor health

programs (graph 7.1); and all four had low per capita expenditure levels on KIBBLA (just Rp 6
000/person) (graph 7.4).
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Graph 7.5 Proportion of Medically Assisted Births Compared to Death Rates of Newborns
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8. Analysis of Budgetsfor Public Works

8.1  Analysis of Expenditure on Public Works

Expenditure on public works over the four years studied tended to declinepes@ntage of budgetary
spending of governments studied he 20 regions studied spent progressively less on public works:
14.7% of total expenditure in 2008, declining to 13898009 and just 10% in 2010 and 2011. This may
have been due to pressure from civil service costs that increased throughout the period studied. Given
that unit costs of infrastructure development are much highetlibar ofnoninfrastructureprograms
declinesin spending on infrastructure can impact negatively on localedesaamn d o n peopl e
social services, particularly education and health.

S a

Graph 8.1 Budget Allocationson Public Works as a Proportion of Total Local GovernmentExpenditure, 20082011
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Remarks: APBEMs used as basis for analysiseach year studied

Overall, regions studied in West Kalimantan allocated most funding for public veativities. Over

the four years studikthe five regionsurveyedn West Kalimantan each spent an average of 13% of their

total budgetary spending on public works. But none of them managed to avoid declines in levels of
appropriations for public works: for example, during the first three years studied12008 , Sekadau’
level of expenditure on public works did not once fall below 20%, but in 2G&fl tib just 16.6%.

By contrast, Kinerja regions studied in Aceh and East Java spent a smaller proportion of their budgets
on public works. In four of the five regionsni Aceh, average expenditure was 10% of total spending
throughout the entire four years (2608); the other one (Bener Meriah)located less for public works

than the average of all regions studikdEast Java average public works expenditureamhregion

studied was 11% of total expenditure in 2008; Probolihggo afentding develfor 2008 was 15.9%,

butit fell to just 4.4% in 2011

An analysis of public works allocations papecific ggographicalarea (one approach to needs analysis

in this sector) reveals that appropriations for public workgeremuch higher in citiesstudiedthan in
kabupatens.Mostly notably, in the cities of Probolinggo, Makassar and Banda Aceh, funding for public
works was allocated at an average rate of Rp 400 millich/Bw contrast, aKinerja kabupates

outside Java-with the exception of Bulukumba and Batrallocated less than Rp 20 million/kmz2.
Although thefour Kinerja kabupatens studied in West Kalimangllocatedrelatively high proportions of
their expenditure budget for public works, nonetheless siw—7 000 km? per kabupaten compared to
just 2 000 km? per kabupaten in East Jadge@mands that they make ever higher allocations.
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Graph 8.2 Average Public Works Allocations per Gegraphic Area (Rp/Km?), 20082011 Constant 2008Prices)
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8.2  Analysis of Public Works Expenditure by Economic Classification
In contrast to educationand&@al t h, #Aindirect expenditlow eo

On average over the period studied (2008 Kinerja regions surveyed only earmarked 1086 o
their public works budgets for indirect expenditure (on civil servants). But interestinglyuhe f
kabupatens studied in East Java appropriated between 14% and 25% of their public works
budgets foindirect expenditure oaivil service costs.By contrast, four of the five regions

studied in West Kalimantan spent less than 5% on such costs; the other region, Bengkayang,
spent 8%. But graph 8.1 shows tti@average proportion of budgetary spendspgnt on

public works ineach of theséve regions—Bengkayang, Sambas, Sekadau, Melawi and the city
of Singkawang—was nonetheless quite high.

Low levels of indirect expenditure provided opportunities for more substaragdropriations
for capital works although in some regions studied expenditune goods and services
remained quite high.No less than 73% of public works spendindfinerja regions surveyed
was capital expenditure. Four of the five regions in West Kalimanthe exception being
Sambas-earmarked 85% of their public works spendingdapital expenditure. Nevertheless,
seven regios studied allocated less than two thindisheir public worksbudgets forcapital
expenditureand earmarke@0% of their budgetdor goods and services. This finding indicates
that many activities are nbeingoutsourced to contractors but are rather being caougdn
house by government public works civil servants.
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Graph 8.3 Public Works Expenditure by Category of Activity, 20082011
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Over the four years studied public works capital expenditure tended to decrease and spending
on goods/services tended to increa$e.2008 the 2Kinerja regions studied allocated an

average of 78% dheir public works budgetfor capital expenditure; but abproportion steadily
declined to 74% in 2009 and 68% in 2010. Althoughent up again, slightly, i2011 (to

70%), it was stillell below the 208 (and even 209) figure. The decline seems to have been
mainly due to increasg civil service costs in the public works sectdn. 2008Kinerja regions

had spent just 6% of their public works budgets on civil service salaribsth 2009 ns 2010
thatpercentage more than doubled to 1%d the 2011 figurel@%), although a little lower,

was stillmore than twice what it had been three years before.

8.3  Analysis of Expenditure on Roads and Bridges

Graph 8.4 Level of Mobility and Road Connectivity
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Source:2010 Population Census (BPS), Aceh in Figures (2011) (BPS Office, Aceh), West Kalimantan in Figures (2010) (BPS Offaden&viéan) and various
kabupaten/city documents covering South Sulawesi and East gen@essed bgeknasITRA

There werewidely varying degreeséimo bi | i t yo (road | ength per 1 00O
densityo ( rkandamorgegians studeygeaph 8.4). Road density in the cities of Banda
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Aceh, Makassar and Probolinggas5.4 km/km?, 8.8 km/km? and 3.8 km/km? respectively. These ratios
were far higher than the averagelué otherseventeerKinerjaregions studiedjst 0.4 km/km?). But

graph 8.4 also shows that all kabupatens surveyed in Aceh and West Kalitogather with Luwu
Utara—had road densities of less than 2 km/km2. Nonetheless, if population is factaretidantrasted

to road lengthall five regions in East Java and the three cities just referredltavith high levels of

roaddensi—h ave | ow | evels of —mobilityl: | ess 2

t han

The ratio between expenditur@gn 200811) on development and maintenance of i&and bridgesn

one hand ad lengthof roadson the other(i.e. spending/km) in regions studiedid not produce a clear
pattern The three citiesreferred to abovaiith much higher road densities than other regions studied

that is, Banda Aceh, Makassand Probolingge-allocated very different amounts/km for roads and
bridges: Probolinggo spent most (Rp 107 millionfkitihe highesspending level amonidpe 20 regions
studied), Banda Aceh Rp 61 million/kiend Makassar Rp 40 million/km. The same lack ¢fgpa

emerges frona provinceby-province comparison: For example, in South Sulawesi Barru and Bulukumba
allocated around Rp 80 million/km, but Luwu and Luwu Utara allocated just Rp 13 million/km.

Graph 8.5 Average Allocations for Roads/Bridges per Road éngth and Allocations for Road Development as a
Proportion Total Budgets for Road$Bridges, 20082011 Constant2008Prices)
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Remarks: Budget data for 2011 was incomplete; ditto for previous yee2€08 data was available for 15 regions gnly regions onlyn 2009;andjust 10 in2010

MostKinerja regions studied allocated more funding for new roads and bridges than for
maintenance/rehabilitation of existing onesExceptiors weremajor cities: Graph 8.6 shows that such
cities with relati véMbakassdr ang Banda Acehallocatedorwre furtiegifari t y |l
maintenance/rehabilitation of existing roads/bridges than for new ones. But smalle~&itidmlinggo

and Singkawang-did the reverse, allocating more for new roads/bridges. Kabupgdaesallymirrored

the latter approach: indeed, in its 2010 budget (ARBI) Bener Meriah allocated not a single rupiah for
road/bridge maintenance/rehabilitationdd8ulukumba, Barru, Simeulue and Melawi allocated more

than 80% of their roads/bridges budget for new development. But there were exceptions among
kabupatens as well: Aceh Singkil, Probolinggo, Aceh Tenggara and Bondowoso allocated over half their
roadsbridges budget for maintenance/rehabilitation.

From the point of view oheed, allocations of funding for new roads most Kinerjaregions studied

were far from adequate.Bondowoso, for example, allocatpsst Rp 2.3billion in 2008 and then
nothing at all i”009 and 201@r development of roads/bridgeslaybe it could be argued thagtyen
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i trso ad dokM8skin/kny (graph 8.4), Bondowoso was not in great need of such fubdinipe
fact remainedhat more than 50km of its roadswere stillto be sealedAceh Tenggarand Aceh Singkil
allocated less than Rp 6 billion (annual average over four years studied) ftaridgetievelopmentbut

they clearly needed more funding for new roads, given their relativelylowo a d d e no§G.2t y Il r at i

km/km2. So toawith Luwu Utara its road densityvasjust 0.3 km/km?2 and had 2 000 km of unsealed
roads so itclearly need morefor roads/bridgethan its average allocation of Rp 21 billion pa over the
period studied Even Barru—the region with the highest allocations foad/bridge development among
regions we studiethn annual average of Rp 60 billienytill has 400 km of unsealed roads and thus
clearly needs even more funding in this area.

By contrast, the cityf Probolinggd despite its limited needscontinuouslyallocated sizeable

amounts of funding for new road developmentFhe City of Probolinggo in Figures, 20l1 i ndi cat es
that the city’s almost 200 km of  hrghdsraad dEnent

of 3.8 km/km2. Thatsuggest$robolinggo has no pressing need to upgrade existing roads or develop new
ones. Mverthelessthe city spent Rp 12 billion on roads/bridges in 2008 29.4 billion in 200&nd Rp
6.4 billionin 2011.

Graph 8.6 Average Allocation of Funding for Road/Bridge Development (2008L1, Constant 2008 Prices), and Length of
Unsealed Roads (in kms)
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Remarks: Budget data for 2011 was incomplete; ditto for previous years: data on road/bridge budgets were available frammslémggn 2008, 16 regions in

2009 and 10egions in 2010

In mostKinerja regions studied budgets for road maintenaneere insufficient. Ministry of Public

Works guidelines specifyhatRp 1 billion'lkm( i n addi ti on t o —r oigtftedquired mai
for periodic road maintenanewery 3-5 yearsthat amounts to Rp 26860 millionkm of road/year On

the basis of data available toamformation on estimated length of damagedds wasot identifiable

for Jember, Bondowoso and Bulukumbave established that, over the years studied (200Q8fifteen

regions surveyed, on average, allocated less than Rp 100 migiwkm of damaged road. Notably,

Bener Meriah made no appropriations at all for repair/maintenance of roads in its 2011 budget (APBD

M), even though, according to the publicatisceh in Figures 2011,20 kms of its roadare—d a ma ge d Il .

The estimated length of damaged edLuwu Utarg Luwu, Bengkayang and Melawi wa®ore than
500 km in each case; but, given strictures on funding for road rehabilitation and repair, local governments
had less than Rp 25 million/km/year to repair them.

If the cities of Probolinggo and Banda Aceh onhad to fund repair of damaged roads, their budget
allocations for roadworkwould have been enough; bdiheir funding would havebeeninsufficient to
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do any maintenanceworkonoads cl assi fi ed i ®ivehOatRiobdinggofadot da ma
just 12km of damaged roads and Banda Aceh 56 kms, and given that their average allocations for
roadbridgerehabilitation and maintenance between 2008 and 2011 were Rp 6.6 billion (Probolinggo) and

Rp 13.3 billion (Banda Aceh), their levels of fundiimg roads gceeded the conservative standard of Rp

200 million/km of damaged road/year. But both cities had considerable numbers aiobeldssed as

—d a ma—gl188dkih in Probolinggo and 275 kms in Ac8lg, in that broader context, funding allocated

by them forroadwork amounted to just Rp 90 million/km/year in Probolinggo and Rp 40 million/km/year

in Banda Aceh-way belowthe conservative standard referred to above.

Graph 8.7 Average Allocations for Road Rehabilitation and Maintenance per Unit of Damaged Road, 268-11
(Rp million/Km, Constant 2008 Price}
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Source:ABPD-Rs for 200810, APBDMs for 2011, 2010 Population Census (BPS), Aceh in Figures (2011) (BPS Office, Aceh), West Kalimantan in Figures (2010)
(BPS Office, West Kalimantanha various kabupaten/city documents covering South Sulawesi and Easpdasvessed beknas FITRA

Remarks: Budget data for 2011 was incomplete; ditto for previous years: data on road/bridge budgetsailabée from 15 regions only in 2008, 16 regions in

2009 and 10 regions in 2010. Data on length of damaged roads was not identifiable in Jember, Bondowoso and Bulukumba.
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9. CONCLUSIONS AND RECOMMENDATIONS

Overall, funding for education was relatively high, but still low for health and public worl@ur
analysis of local government expenditure revealed that, on average,Kiveeg@ kabupatens and cities
studieddedicate84% oftheir total budgetary expenditute educationand that, between 2009 and
2011, not one of them allocated less that the constitutiomaliyndated 20% minimum. At the same time,
their average expenditeion health and public works between 2008 and 2011 faasach sectojust

10% of their total budgetary expendituimedeed in 2011 eleven regions allocated less thandf@&tal
budget expenditurior health programs and ten also failed to approptiafo for public works.

It has to be said, however, that whe&re compard budget allocations with development indicators for
sectors surveyed, we discogdthat varying amounts of funding for education, health and public
works (be they high or lowpo not transfer into meaningful differences in outcons& an indication
that use made obudgetscontinues to be poorTake education: local governmetist dlocated
sizeable amouasto support th® Years of Obligatory Education Prograonethelessended to have
poor netschool participation rated-urthermore-though there is no comparative data on this peint
very few local governments allocated meaningful anm®ofitunding to improve the quality of education.
In the health sector too, newborratierates in six regions studied were not affected by thésizie
small or large)pf their budgets for KIBBLArelated programs (aine health omothers newborns and
children). It was a similar story with public works: none of the regions studmch&dd enough funding
to maintain existing roads.

There is a clear need for funding tbe redistributed among sectors to increase funding for health and

public works, although local government budget income does not vary much and comes predominantly

from central government transfersin all but two of the regions studied real income did not vary

significantly over the four yearurveyedand most governments studied depended on central trarsfers

via regional fiscal balance fundindgha perimbangarand—ot her | awf ul |—efora | i ncom
93%-95% (on average) of their budget income

In light of this, it is important forlocal government budget incontbat careful consideration be given
to streamlining processes for transfer of funds from the Center to regidie findings of this study
suggest several ways which such streamlining could help improlaeal governmenbudget
management:

9 Increasdevds of allocations under the Special Allocation Fund (DAK) and reduce the number of
sectors funded by.itIn real terms, overall DAK funding for the governments studied did not
increase significantlpver the periodbut the number of sectors funded bgriew fromeleven to
twenty twoin 2011 {f we includevillage services, referrals and pharmaceuticals). At the same
time, quite a number of issues for which local governmar@supposedlyesponsible are still
beingattended to by the central governmbptway of delegation t@mr coadministration with
regions (nderprocedures known atekonsentrasaindtugas pembantuansee Glossapy

T Ensure that —adjustmentll and speci al aut onomy
DAK. Over the four years studied (2008) various new mechanisms for effectfisgal
transfers to regions appeangith the aim ofspeeihg up development of local infrastructutat
criteria for allocatiorof these fundsvere even less clear than tho$éhe DAK, even though
their objectives were similartothe DAKs I n 2010, —adjust ment | and s
contributed around 9% of inconer Kinerja governments studied ama nineteen regions
became a more important funding source th&DIAK. There is no provision for such
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infrastructure acceleration funds in the 2012 State budget, and the hope is that they will be
abolished altogether.
1 Reform thedana perimbangaitransfer system timclude incentives for local governmentho
streamline their budgets and better delpeblic services Although the central government has
been using a regional incentive scheme since 2010, its beneficiaries are still relatively few. At the
same time, the General Allocation Fund (DAU) doething toencourage local governmero
streamline their bureaucraciesto reduce poverty. A more structured incentive scheme is
required: one that will encourage local governmentsiglementreforms aimed at lifhg the
quality of public service dilery, energing local economies and reduag poverty.
Consideration should also be giverattocatingdana perimbangaon a multiyear basis to make
it easier for local governments do effective medium term budget planning.
9 Abolish the practiceoftansf erri ng —ear markedll -yearmwlteh ng t o |
budgets are being revised@his applies particularly tthe increasing number offrastructure
—a dj ust mthat apbearetetweaks 2008 and 2011 antlich regions only learnt about
during budget revision processes. Even if local governments complete budget revision processes
on time (i.e. during Augusbeptember afhebudget year in train), precious little time is left for
setting up and implementing projects funded by ¢éitramoney. Our analysiclearly shows that
only 83% ofprojected ocal government capital expenditure
end.

Local governments also need to become more efficient managers of expenditure and financing
That would allow them ta@hannd more fundinginto health and public worksGiven limitations on
income withinlocal governmenbudgets, regions should place particular focubam they manage
budget expenditure and financing, taking account of thewiatg recommendations:

9 Encourage bureaucratic refoand significantly reduce spending on civil servamserage
expenditure on civil service costs rose steadily over the period dtindia 47%0f local
government spendirig 2008 to 56% (2011)As aconsequence, expendituye capital items
and ongoods& services—so important to local economic growtfshrunk from46% of total
spending in 2008 to just 37% in 201A.close watch needs to be keptrorthods used to impose
freeze oncivil service recruimentin advance of genuirtsureaucratic reforpthe danger here is
thatpermanent civil servants (paidi tirfdireeft e x p € oodld ke movedo non
permanent pagons and continued to be fundedbyd i rerpenditlrein short,civil service
reform must, above all, be substantive

1 Reduce spending on grants and socialla@h$03. These two forms of expenditure steadily
increased as a proportiontotal local government spending, reaching B%201Q Given that
both lack clear purposes aaliiocation criteria, they are liable to be used for political purposes
with no clear relevance the purposesf regional autonomyFurthermoreguite a number of
national Audit Board reportsave found that expenditure grants andbansosoften lacks clear
purpose and notwell accounted for.

1 Improve budget absorption rates and budget finanching rate of disbursement of capital
expenditure declined from between 90% and 94% of revised budget R BEpenditure
targets in 20089 tojust 83% in 2010. This led to a situation where urelgrenditure (SILPA)
in one year contributed significiyto budget fundingn the next. Some regions weralsoover
ambitious inthe area of budget financing: they either had to enter into (g&nsrally shoriterm
one3—borrowed one year, repaid the nexbr were simply unable to fund deficits with net
financing and thubad eneof-year overalbudget deficits (SIKPA).

Sectoral budgeting can be improvéy streamlining processes around dsicins e what
allocations go to which sectorin regard to the education sector, lnavethe following
recommendationsespecially folocal government and local communities:
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T High Il evels of —indirectll expeSdhetpenditare need t c
is undoubtedly needed to fund teaching stadfticularly in primarySD)and junior
secondary schoo[SMP). Neverthelessvith some exception&inerjaregions studied had
relatively low pupil/teacher ratieseven without factoring in nepermanent teachers; and
several regionsontinued to have quite large administrative support structures. What is
needed, therefore, is not so much more teachers, but rather better distribution of existing
teachers between and within kabupatens and ciesbetween SDs and SMPs.
1 Review the effectiveness of tBeYears of Obligatory Education Progrdinat continues to
receive high levels of fundin@®ur analysis revealed that regions dedicating sizeable amounts
of funding to support this progranonethelestended to have low net school participation
rates; it thus highlighted the need to look more deeply at this program to enhance its
effectiveness. Furthermore, timeidenceof average pupil/classroom ratios of 30:1 indicated
that in someegionsno partcular needexistedfor extra classroom space.
1 Other educational programs need tai@e focused so that the quality of education, in
particular, can be enhanced Leaving aside high | evels of
above), thereareissuedas nd —directll expenditure as well
to programs to provide administrative support and to improve facilities for administrators are
still quite high butthose sorts of programs do not contribute directlynakingeducation
more accessible or to improving the quality of education provi@gdcontrast, funding for
programs to improve educational standards was still at a minimum in regions studied.
9 Given that schools are receiving more and more funding, they efgtblimprove their in
house financial management syster@ur study of fifteen schools in West Kalimantan
revealed that internal school budgets (caR&dPBS for short in Indonesian) have not yet
been standardized and do not allow for any aggregatiaghaiol budgets within the same
kabupaten or beyond. Government shatitthdardizeschool budgeting and accounting
processes.

With regard to health and public works, leaving aside the need to increase their overall share of local
budges (discussed abovele recommend the following as ways in which expenditure in these sectors
can be more effective:

9 Inthe health sector, there is a neetidth increase levels of funding for KIBBL-felated
prograns and eéhance the guality of the programs themselUdgfact thataverage allocations
for KIBBLA activitiesin regions studied was jushe thirdof what was notion§y required
shows that funding levels need to be increaddtusour findings on numbers of medically
assistedirthsindicatedthat quite a fewegions studied @are performingelow the national
average and hazbntinuing quitehigh rates of newborn deaths. Our analysisurhbers of
doctorsandnurses/midwives pdocal inhabitantlsorevealedjuite high levels of neeth
Kinerjaregions surveyed, especially in West Kalimantan and South Sulawesi.

9 As for public works, the focus of attention needs to be on maintenance of existing roads rather
thanconstructiornf new ones Throughout théinerja regionsstudied, total funding for
roads/bridges-covering both new work and rehabilitation/maintenance of existing
roads/bridges-was, on average, less than half what was needed simply to maintain existing
roads. Our study, therefore, pointed to a real need toegse funding for road maintenance. Up
to now, most regions surveyed have been using money earmarked for roads to construct new
roads rather than to maintain existing ones. -Ardering of priorities could better serve the
interests of the general publoth in terms of increased local economic growth and better access
to education and health facilities.
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