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Degree of Fiscal Decentralization and Flypaper
Effect: Evidence from Indonesia
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The existence of flypaper effect phenomenon in Indonesia has not been fully answered completely because
the findings of the studies on this subject were no unidirectional. Some researchers discovered the existence
of flypaper effect, while some other studies did not find the phenomenon. This study investigates the presence
of flypaper effect and its impact on public welfare using data covering all counties and cities in Indonesia from
2010 to 2013. To test hypotheses, we first group districts based on the degree of fiscal decentralization and
than test the existence of the flypaper effect and its impact on public welfare simultaneously on each of fiscal
decentralization degree. Partial Least Square release 5 is used to test hypotheses. The results show that the
general allocation fund effects significantly on capital expenditure for all of the degree of fiscal decentralization.
District own-source revenue significantly affects the capital expenditure only for the districts with an extreme
degree of fiscal decentralization. The phenomenon of flypaper effect is really happening in the autonomous
districts of Indonesia. The positive impact of capital expenditure on the welfare of the community is also found
in district with extreme degree of fiscal decentralization.
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1. INTRODUCTION
The Act No. 23 of 2014 on Local Government states that Indonesia adheres to the principle of decentralization, deconcentration,
and co-administration task in the implementation of regional
autonomy. All authorities, except monetary, justice, religion, foreign affairs, defense and security functions, are delegated to
local governments. Local governments can be freely to govern
in accordance with the region’s own initiative in order to create
a just and prosperous society. In order to be able to carry out
a wide range of delegated authorities, local governments need
financial resources. Act No. 33 of 2004 on Fiscal Balance Transfers states that the central government transfers funds to districts
either in the form of block or conditional grants.
There are three types fiscal balance transfers given by the
central government to autonomous districts, namely the Revenue Sharing Fund, General Allocation Fund, and the Special
Allocation Fund. Revenue Sharing Fund aims to reduce fiscal
imbalances vertically through tax and natural resource sharing
between the central and local governments. General Allocation
Fund is block grant aimed at reducing fiscal imbalances between
regional governments. Special Allocation Fund is conditional
grant intended to equalize the autonomous district’s ability to
provide basic services to the community.
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This study aimed to test the existence of flypaper by linking
the General Allocation Fund and district own-source revenue to
capital expenditure as well as capital expenditure connecting with
the public welfare. The tests are performed for each category
of the degree of fiscal decentralization. This study differs from
previous studies on flypaper effect for several reasons. First, the
data of this study include as many as 92% of counties and cities
in Indonesia so that a comprehensive picture of the occurrence
of flypaper effect can be known. Secondly, this study takes into
account the various levels of the degree of fiscal decentralization. Third, the occurrence of flypaper effect associated with the
objectives of regional autonomy that is the welfare of society.
Fourth, this study uses a structural model with PLS (Partial Least
Square) as analytical tools with the concept that the factors were
tested against capital spending may be related to the ultimate
goal of regional autonomy that is public welfare.

2. MATERIALS AND METHODS
Money should follow function principle has to be followed in
order for local autonomy can be implemented properly. The
meaning of the principle is that any delegation of authority and
functions are also demanding the provision of financial resources
so that those authority and the functions can be carried out. Number of governmental functions and responsibilities of bureaucracy
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own source revenue.9−14 For the central government, the transin every district is relatively the same. But the success of implementing autonomy may differ. Such differences may be caused
fer is expected to be a driving force for regional government
by local conditions, effectiveness of leadership, the effectiveness
intensively explores local revenue sources in accordance with
of the implementation of the budget, as well as the ability to
their authority. However, extracting district own source revenue
explore the sources of income.
based solely on incremental factors will have a negative effect on
Policies on financial balance transfer between central and local
the local economy. This indicates an overactive attitude of local
governments are a derivative of the regional autonomy policy.
governments on the importance of the transfer. This asymmetric
The more authority delegated, the greater the cost required by
behavior occurs when local government tried to make expendithe region. The functions to be carried out are a lot but the
tures as high as possible without having to seek the maximization
financial resources are limited. Decentralization must be well
of district own source revenue and this indicates that the districts
managed through the implementation of efficient and effective
need a greater transfer from center government.15−19 However,
budget. Type of fiscal decentralization in Indonesia is decentralthis action will cause the level of dependence of local governization on the expenditure side. The expenditure side is funded
ments on the central government becomes higher.
through transfers and districts own source revenue. This fiscal
Other evidences show that there is no flypaper effect in
decentralization design focuses on the discretion to spend funds
Indonesia.20 21 General Allocation Fund and district own source
according to the needs and priorities of each district. The main
revenue have positive effect on capital spending.9 21 But the influsources of revenue are still largely controlled by the central govence of district own source revenue to capital expenditures is
ernment. The purpose of controlling those sources of revenue is
even greater than the effect of General Allocation Fund to capital
to maintain the integrity of the nation within the framework of
expenditures. Furthermore, there is no phenomenon of flypaper
the unitary state of Indonesia.
in the local government of Indonesia.21 The flypaper symptom
With regional autonomy in Indonesia, local government spendhappen may be caused by problems of data, econometrics, and
ing is increasing because of the increasing activities of governspecifications in the study. Some studies have disputed the exisment that require financing.1 This is called as the Law of Ever
tence of flypaper effect. This effect is simply an econometric
Increasing State Activities. The more activities the more needs
problem becahse the estimation of the flypaper is sensitive to
and further increasing expenditures. An increase in the state
functional form.22 23 Flypaper effect also occurs because of the
activity followed by an increase in the country’s needs and further
political process. Flypaper effect can be seen as a result of a
increased state spending. District expenditures can be classified
political agreement between political institutions and associated
into two: the routine and capital expenditure. Routine expendiincentives of elected officials or heads of districts. Based on
tures are expenditures used to fund day-to-day governance, such
agency theory, the effective supervision can encourage agents to
as personnel, operations and maintenance
spending, as wellOn:
as Mon, 23 Apr 2018 07:39:07
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official travel expenditures. Capital expenditure
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government grant funds transfer and therefore removes flypaper
vices, such as construction of public infrastructure and facilities.
effect.
Capital expenditure has always been a major focus in the analyThe ultimate purpose of regional autonomy is creating a prossis of public expenditure because expenditure is directly related
perous society. An indicator of public welfare is human develto improving the quality of public services. The allocation of
opment. UNDP introduced Human Development Index in 1990.
capital expenditure by local governments is determined on the
This index is used to measure the success of economic develop2
interests and needs of the region. The purpose of capital expenment. Human Development Index is composed of three compoditure is not only economic objectives but also other objectives
nents: life expectancy, education level (combination of literacy
such as social and moral purposes. In other words it can be said
rate in the population 15 years and over with and average length
that investment spending has a very broad spectrum. Indeed, as
of school), and the decent standard of living as measured by
a form of public sector investment, capital expenditure is one of
adjusted per capita spending (purchasing power parity). Thus, the
the focuses of the government policies.
concept of public welfare by incorporating aspects of health and
General Allocation Fund has a stronger influence on district
education along with aspects of food, clothing, and housing into
expenditure rather than the effect of district own source revenue
a unitary income levels have been integrating the approach of the
to the regional expenditure.3 When local government response is
quantity and quality of life. However fiscal decentralization has
greater to transfer than the district own source revenue, it is called
4–7
not been beneficial to the welfare of society so far.24 Some probflypaper effect. Moreover, flypaper effect not only occurs in
lems occur regarding to the implementation of regional autondistrict with lower revenue but also in districts with high revomy, including flypaper.
enue. There is no difference in the occurrence of flypaper effect
It has been described above that the results of the above studbetween high and low own source revenue districts. Flypaper
ies
are not unidirectional. Some researchers discovered the exiseffect can be happened because of political agreement and asymtence of flypaper effect, while some other studies did not find
metric behavior. Flypaper effect symptoms occur due to problems
the phenomenon. Using data covering all counties and cities in
related to politics. Flypaper effect seen as a result of a political
Indonesia, and consider the level of fiscal decentralization, and
agreement between political institutions and incentives related
tested simultaneously, we test these hypotheses General Allocato the district head. Legislative members do political corruption
tion Fund effects on capital expenditures (hypothesis 1), District
through the realization of their discretionary power in budgeting.
Own Source Revenue effects on capital expenditure (hypotheLocal legislature makes budget decisions by utilizing the increase
sis 2), and capital expenditure affects the welfare of the commuin the budget as a source of financing for new activities.8 An
nity (hypothesis 3).
increase in the transfer followed by higher excavation of district
9014
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Table I. Variable measurements.
Variables
General allocation
fund
District own source
revenue
Capital expenditure
Society welfare

Categories Symbols
Endogenous

GAF

Measurements

Natural logarithm of the value
of general allocation fund
Exogenous DOSR Natural logarithm of the value
of district own source
revenue
Mediation
CEX Natural logarithm of the value
of capital expenditure
Endogenous HDI Score of human development
index

the Partial Least Square (PLS). PLS is a kind of regression
used to determine the specification of the relationships between
constructs and the constructs with their indicators. This study
use both latent and non latent variables. Each variable has
one indicator. PWR is the only latent variable that is indicated
by Human Development Index. While the non latent variables
include FAG, DOSR, and CEX. With such variable characteristics, the researchers decided to use the PLS in testing hypotheses.
Researchers conducted a sensitivity test to obtain robust
results. Sensitivity test is done by categorizing local governments
based on the degree of fiscal decentralization. The degree of fiscal
decentralization is measured by comparing between DOSR and
revenue sharing fund with total expenditures. Differences in the
degree of regional autonomy illustrate the ability of inter-regional
imbalances. Differences in the ability of the inter-district/city
to implement regional autonomy have an impact on the effectiveness of achieving the goal of implementation of regional
autonomy.
The degree of fiscal decentralization indicates the extent
to which the region is able to carry out the authority given
to improving the welfare of society. A high degree of fiscal
decentralization is an indicator of high ability in managing the
authority granted by the central government; and vice versa.
Inter-regional differences in the ability to implement regional
autonomy have an impact on the effectiveness of achieving the
goal of implementation of regional autonomy. Based on the
degree of fiscal decentralization, regions are grouped into six
categories, namely: very low, low, slightly moderate, moderate,
high, and very high.

The focus of this study is to identify the existence of flypaper on district budget and its effect on public welfare. Therefore, this study use district as the unit of analysis. In 2013 there
were as many as 33 provinces, 398 counties, and 93 cities in
Indonesia. Data obtained from the district include district own
source revenue, General Allocation Fund, Revenue Sharing Fund,
capital expenditure, and Human Development Index. This study
uses data of all those local governments with only one condition
that is available during the study period. The data is obtained
from the Central Statistics Agency for the period of 2010 to
2013. The researchers assume that four years is a sufficient period
to observe the phenomenon of regional autonomy and flypaper
effect.
There are three categories of variables in this study, namely the
exogenous, intervening, and endogenous variables. The names,
categories, symbols, as well as the measurements of these variables are presented in Table I. Exogenous variable is variable
On: Mon, 23 Apr 2018 07:39:07
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2013, Indonesia consists of 33 provinces, 398 counties and
tioned as an independent variable. There are two exogenous vari93 cities. Autonomous districts that have complete informaables in this study include the General Allocation Fund (GAF)
tion about GAF, DOSR, capital expenditure, and HDI for 2010
and district own source revenue (DOSR). GAF is measured by
through 2013 are 364 counties and 88 cities spread across 33
the natural logarithm of the value of the General Allocation
provinces. Autonomous districts included in this study cover
Fund. DOSR is measured by the natural logarithm of the value
approximately 92% of Indonesia. Jakarta city is not included in
of district own source revenue. Endogenous variable is a varithe analysis because Jakarta is not only a city but also a province.
able whose value is influenced by other variable in the model.
The authority possessed by the government of Jakarta as a city
An endogenous variable always plays as the dependent variable.
and a province as well is different that that of possessed by other
Endogenous variable in this study is the welfare of society which
cities in Indonesia. There are as many as 1,506 years of obseris symbolized as PWR. Public welfare is a latent variable which
vation were treated in this study.
is indicated by Human Development Index (HDI). HDI variable
Table II presents a description of the study variables. GAF is
is measured by the Human Development Index score. Intervening
a fund transfer from the central government that can be used
variable is variable that mediate the relationship between exogein accordance with the local government policy. This fund is
nous and endogenous variables. Intervening variable is someintended to reduce horizontal imbalances between regional govtimes referred to as mediating variable. Intervening variable in
ernments. The average value of GAF is Rp463.45 billion. GAF
standard deviation is quite large, namely Rp227.67 billion indithis study is a capital expenditure (CEX). This variable is meacates that the financial capacity among the local governments
sured by the natural logarithm of the value of capital expenditure.
have not been evenly distributed. In 2013, as much as 62% of
Figure 1 depicts the research model. The research model illusdistricts receive GAF which amount less than average value of it
trates the relationship between the exogenous, intervening, and
nationally. In addition, the amount of GAF is not always in line
endogenous variables. Testing the hypothesis is done by using
with the degree of fiscal decentralization. It shows that GAF is
smaller for a very high degree of fiscal decentralization category.
GAF
But not the other way around that GAF is greater for areas that
HDI
have a smaller degree of fiscal decentralization. Of course, this
CEX
PWF
condition does not indicate that the central government allocated
GAF unfairly. This is because the amount of GAF is influenced
DOSR
by factors such as the fiscal capacity and needs of the region as
Fig. 1. Research model.
well as the value of government employee salaries.
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Table II. Description of research variables (in billion rupiah, except for the HDI).
Degree of fiscal decentralization
Variables

Very low

Low

Slightly moderate

Moderate

High

Very high

Total

GAF
Minimum
Average
Maximum
St. deviation

4365
40573
1 30391
16198

6426
49906
1 56383
23296

7186
48069
1 73006
23185

18174
52628
1 67261
27118

18069
57443
1 48594
31820

108
31898
1 16003
19741

108
46345
1 73006
22767

DOSR
Minimum
Average
Maximum
St. deviation

077
1969
11748
1508

084
5778
32835
5101

076
9786
50724
8895

1310
20017
1 04823
23502

888
32574
1 44278
39299

892
20811
2 79158
43195

076
8074
2 79158
17041

CEX
Minimum
Average
Maximum
St. deviation

3198
13972
48836
6154

1683
14943
69237
7777

4766
18042
61239
9711

5404
24211
1 03547
16371

2724
44267
1 28054
33852

6222
43712
1 41931
29911

1683
18677
1 41931
15790

HDI
Minimum
Average
Maximum
St. deviation

4854
7043
7941
514

4794
7138
8017
430

658
7173
7874
603

6381
7237
7939
366

6551
7277
7916
316

6479
7378
7930
310

658
7144
8017
474

Note: GAF (general allocation fund), DOSR (district own source revenue), CEX (capital expenditure) and HDI (human development index).

standards. Human development is considered low when the HDI
DOSR variable indicates the amount of revenue sourced from
the region itself. A high DOSR shows a high degree of fiscal
is less than 50. Human development is considered lower middecentralization as well. Districts that have a large DOSR are
dle when the HDI between 50 and 65.9 and the upper middle
able to govern the region without depending upon central governwhen the HDI are 66 up to 79.9. In 2013, the average HDI is
ment transfers. On average DOSR is Rp80.74 billion. This value
71.44. There are as many as 46.24% of districts that have HDI
is relatively low compared with theIP:
GAF
received from the cenbelow
Human development is considered high if the
117.103.175.109
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run the government. District’s ability to generate revenue is also
development category amount to as much as 6.84%. Generally,
varies among districts. Some districts have very high revenue.
districts in Indonesia have a human development index in the
The highest own source revenue is Rp2,791.58 billion. There is
upper middle range, which is about 92.43%. Data in the study
a district that is only able to earn local revenue for Rp0.76 bilperiod showed only one district that has a high HDI, at 80.17,
lion. In 2013, as much as 75% of the districts have DOSR lower
namely Banjarnegara District. But the high score of HDI of this
than the nationally average DOSR. There is a tendency that the
district is not consistent between periods.
amount of DOSR varies according to the degree of fiscal decenThe trend of GAF, DOSR, CEX, and the HDI over time are
tralization. A high degree of fiscal decentralization associated
presented in Table III. On average GAF increased from year to
with a high DOSR as well.
year since 2010 to 2013. The increase in GAF is approximately
Capital expenditure is the expenditure made in the context of
58% in the last four years. DOSR trend also increased from year
acquisitions of fixed assets that provide future benefits. Capital
to year. The average revenue in 2010 is Rp51.59 billion, while the
expenditure is the trigger economic activity and development.
average revenue in 2013 was Rp120.41 billion. DOSR increased
Capital expenditures are expected to boost the economy and
by 69% over the last four years. Human development in Indonedevelopment for the public welfare. The average capital expensia also increased. HDI in 2010 has an average value of 71.06.
diture of districts is Rp186.77 billion. In fact there is a district
While the average value of the HDI in 2013 was 72.29. There is
having only Rp16.89 billion capital expenditure while there is a
an increase in the HDI by 23% in the last four years.
district that has a capital expenditure of Rp1,419.91 billion. DisDistrict autonomy is not solely lie in the acceptance of greater
trict economic development is crippled by the imbalance of capauthorities from the central government to local governments, but
ital expenditure. The proportion of capital expenditure compared
also the extent to which the region is able to carry out those
to total regional spending is 22% Many districts have little capital expenditure. There are as many as 69% of the districts have
capital expenditure below the average value of capital expenditure nationally. Data show that the amount of capital expenditures
directly related to the degree of fiscal decentralization.
HDI is a figure that indicates the achievement of human development based on various components. English term of HDI is
the Human Development Index (HDI). HDI is considered as an
appropriate indicator to reflect the conditions of human development. HDI indicates longevity, knowledge, and decent living
9016

Table III.
Average
2010
2011
2012
2013
Total

Average Value of GAF, DOSR, CEX, and HDI.
GAF

DOSR

CEX

HDI

368 182 559 935
406 256 439 014
506 491 750 480
581 109 744 941
463 453 836 566

51 594 455 155
62 393 793 086
91 533 864 186
120 414 878 439
80 740 960 085

135 754 581 056
162 463 306 003
203 622 744 706
249 916 874 624
185 744 303 002

7104
7098
7155
7226
7144
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Table VI. P value for each degree of fiscal decentralization.

Table IV. Composition of degree of fiscal decentralization.
Degree of fiscal decentralization
Very low
Low
Slightly moderate
Moderate
High
Very high
Total

N

Percentage

401
668
199
76
57
105
1 506

2663
4436
1321
505
378
697
10000

Degree of fiscal decentralization and P -value
Slightly
Very low
Low
moderate Moderate
High
0%–
10,01%– 20,01%– 30,01%– 40,01%–
Hypotheses
10%
20%
30%
40%
50%
H1
H2
H3

< 0 01∗ ) < 0 01∗ ) < 0 01∗ )
= 0 04∗  = 0 02∗  = 0 25
< 0 01∗ ) < 0 01∗ ) = 0 20

Very
high
>50%

< 0 01∗ ) = 0 02∗  = 0 04∗ 
= 0 28
= 0 37 < 0 01∗ )
= 0 31 < 0 01∗ ) < 0 01∗ )

Note: ∗ Significant at alpha 5%.

authorities. A district said to be truly autonomous if the district
Three hypotheses were tested in this study. Hypotheses are
is able to carry out development programs without depending too
GAF and DOSR influence on capital expenditures and the impact
much on the central government. The ability to fund developof capital expenditures on public welfare. All these hypotheses
ment programs independently can be seen based on the degree of
are tested simultaneously by using PLS. Hypotheses tested for
fiscal decentralization. Fiscal decentralization degrees measured
each category of the degree of regional decentralization. P -value
by total expenditures, own source revenues, and funds from revfor each test is presented in Table IV.
enue sharing fund. Total expenditure indicates all the programs
Findings on flypaper presented in Table VII. Flypaper effect
and activities that will be carried out by local government. Own
phenomenon occurs when p-value and t-test in testing the influsource revenue is tax and non-tax revenues that purely from the
ence of GAF with capital expenditure is greater than the p-value
district itself. Revenue sharing fund is revenue generated from
and t test in testing the effect of DOSR to capital expenditure;
tax and natural resources which is shared between central govand vice versa. GAF significantly effect on capital spending for
ernment and local governments. Degree of fiscal decentralization
all categories of the degree of fiscal decentralization. DOSR sigis obtained from the comparison between the amount of own
nificantly effect on capital expenditures for district with fiscal
source revenue and revenue-sharing to total expenditure.
decentralization category are very low, low, and very high. CapDegree of fiscal decentralization of counties and cities in
ital expenditure significantly effect on public welfare for the disIndonesia is presented in Tables IV and V. Approximately 80%
tricts with the category of fiscal decentralization are very low,
of the districts classified as areas with a very low and low degree
low, high, and very high. Because the p-value and t test are difof fiscal decentralization. A total of 44.36% of the districts are
ferent
in testing GAF and DOSR to capital expenditure, it can
in the slightly moderate classification
degree of fiscal decenIP:of117.103.175.109
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07:39:07
be said
that 2018
the flypaper
happen for all categories except district
tralization. A total of 10.75% of districts and
cities
are
classified
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Hypothesis 1, which states that there is influence of GAF to
considered independent in carrying out local development. Discapital expenditures, fully supported by the data for all level of
tricts that have very high fiscal decentralization amounted to only
fiscal decentralization. This result is consistent with GAF data in
6.97%. The explanations above show that generally counties and
Table III in which the average value of GAF steadily increased
cities in Indonesia are not self-sufficient in running the governfrom 2010 to 2013. Relating to GAF impact on capital spending,
ment and economic development. They are still very dependent
this finding is consistent with other findings.25 In another studies,
on the transfer of funds from the central government. Counties
flypaper did not happen.20 21 The difference in empirical finding
and cities receive greater autonomy to develop their own region.
is maybe caused by differences in location, the condition of the
However, in order to exercise these powers they are still depenbudget, and time.
dent on the financial resources of the central government.
The main sources of tax revenues are the income tax and
Autonomous districts which have a degree of fiscal decentralvalue added tax. Both of these taxes are revenues for the cenization of very low category less in 2010 than in subsequent
tral government. Natural resource revenues are also including in
years. The shift in the classification of the degree of fiscal decencentral government revenues. At the provincial level, the largest
tralization is not a consistent pattern rather fluctuate. Fluctuating
tax revenue is derived from taxes on motor vehicles. Hotel tax,
trend occurred for all classifications degree of fiscal decentralizarestaurant tax, advertisement tax, entertainment tax and parking
tion. The composition of the degree of fiscal decentralization is
levies are examples of taxes and levies that can be charged by the
different in each year of observation. Trends shift of fiscal degree
county and city governments. There are other types of taxes and
classification is not patterned as expected.
other levies, but their values are relatively very small. These local
taxes and levies are called district own source revenues. Relying
Table V. Fiscal decentralization degree in four years of observation.
Degree of fiscal decentralization

2010

2011

2012

2013

Very low
Low
Slighty moderate
Moderate
High
Very high

1963
5093
1565
371
318
690

3099
4089
1146
625
286
755

2732
4336
1303
501
301
827

2861
4191
1272
520
636
520

10000

10000

10000

10000

Total

Table VII. Findings on flypaper effect.
Degree of fiscal decentralization
Very low
Low
Slightly moderate
Moderate
High
Very high

Flypaper occurrence
Yes
Yes
Yes
Yes
Yes
No
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spending is very small compared to the proportion of employee
to much on local taxes and levies make it’s difficult for cerexpenses. Low capital expenditure means slow development. In
tain districts to self-sufficient in funding. Some natural resource
addition to the low proportion, other reasons for slow developand employee income tax revenue are transferred into districts
ment are low quality of capital expenditures, unwell targeted of
with certain formulas. With this transfer, the vertical imbalances
capital spending allocations, budget irregularities, as well as the
is expected be reduced. Transfer funds from revenue sharing,
in particular of natural resources, received by the district with
fear of making capital expenditures. This fear is caused by the
possibility of administrative error is considered as an act of corvalue of very varied in accordance with the conditions of natural
resources. In order for inter-regional financial capability horizonruption. Those reasons above cause capital spending has very
minimal role in creating a prosperous society.
tally equitable, the central government provides GAF. Thus GAF
intended to reduce imbalances horizontally. The value of own
Flypaper effect is known from the results of testing the influsource revenue is small. However, funds for capital expenditures
ence of GAF and DOSR to capital expenditures. Flypaper effect
remained relatively greater with the GAF. Personnel expendioccurs when in testing the influence of GAF and DOSR to capiture in the budget is still dominant. Although capital expenditure
tal expenditures to produce different p-value and t test. Flypaper
helped by the GAF, but the portion of capital expenditure was
effect is found in all category of fiscal decentralization except
much lower than the portion of employee expenses.
in districts with a very high degree of fiscal decentralization.
Hypothesis 2 states that DOSR effects on capital spending.
The local government response more spending comes from the
Table VI shows clearly that sometimes DOSR significant effect
unconditional transfer than district own source revenue, resulting
on capital expenditure and sometimes DOSR has no effect on
in waste. Flypaper effect seen as a result of a political agreement
capital spending. DOSR positively effect on capital expendibetween political institutions and incentives related to the head
ture for districts with very low, low, and very high degree of
of district. Wastage expenditure resulted in failure to achieve the
fiscal decentralization. The positive influence of DOSR on capwelfare of society. Therefore, flypaper effect cause suboptimal
ital expenditure is also found in other studies.25 26 DOSR influrole of capital expenditure in reaching the public welfare.
ence on capital expenditure is not significant for the district with
slightly moderate, moderate, and high degree of fiscal decen4. CONCLUSIONS
tralization. The influence of the DOSR to capital expenditures
Based on the analysis and discussion that has been described
found in the district that has a degree of fiscal decentralization
previously, the researchers draw some conclusions. First, flypais relatively extreme. It seems that these mixed findings related
per effect phenomenon occurs in almost all districts of Indonesia.
to trends in the changing of fiscal decentralization. The number
This phenomenon occurs when the degree of fiscal decentralof districts that have very low, moderate, high degree of fisization is very low, low, almost moderate, moderate, or high.
cal decentralization is likely to increase. While the number of
IP:high
117.103.175.109
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Flypaper
effect
does
not occur if the districts with very high catedistricts with low, moderate, and very
degree of fiscal decenCopyright: American Scientific
Publishers
gory of fiscal decentralization. Secondly, GAF significantly effect
tralization tends to decline. In the calculation of the degree fisDelivered by Ingenta
on the capital expenditure. GAF significantly effect on capital
cal decentralization, the numerator is DOSR and revenue sharing
expenditure for each category of the degree of fiscal decentralfund, while the denominator is the total of expenditures. Changes
ization. It can be understood easily as the funding of the GAF is
in the value of those elements lead to changes in the degree of
very dominant in capital expenditure. Districts own source revfiscal decentralization. Therefore, the influence of the DOSR to
enues have not been able to take over the dominance of GAF for
the capital expenditure varies according to the degree of regional
capital expenditure.
autonomy.
Thirdly, DOSR significantly effect on the capital expenditure
In general, the proportion DOSR to total revenue is relatively
only if the degree of fiscal decentralization is very low, low, and
small, at about 15%. GAF is still the main source of develvery high. The data did not show any effect of DOSR to capital
opment financing. It is therefore not surprising that the DOSR
expenditure for districts with category degree of fiscal decentraldoes not significantly affect capital spending, particularly in disization is slightly moderate, moderate, and high. Empirical evitricts with slightly moderate, moderate, and high degree of fiscal
dence suggests that the phenomenon of flypaper effect occur in
decentralization. GAF significant effect on capital expenditure
districts with extreme fiscal decentralization, low and high. This
and insignificant effect of DOSR on capital expenditure indicaphenomenon does not occur in districts with a middle degree
tives the occurrence of flypaper effect. In addition, because the
of fiscal decentralization. Fourthly, capital expenditures signifip-value and t test for testing the effect of DOSR on capital
cantly effect on public welfare only for districts with degree of
expenditure are lower than those of for testing the influence of
fiscal decentralization of very low, low, and very good. Capital
GAF to capital expenditure, it can be said that there is a pheexpenditure does not significantly influence the welfare of the
nomenon of flypaper.
society if the degree of fiscal decentralization is slightly moderAs shown in Table VI, the positive impact of capital spendate, moderate, and high. It also shows that the impact of capital
ing to the welfare of society is found to districts with fiscal
decentralization category of very low, low, high, and very high.
expenditures on public welfare only when the conditions of fiscal
decentralization are extreme. Effect of capital spending on the
Researchers do not find any effect of capital expenditure on the
welfare of the people to districts with slightly moderate and modwelfare of society is not found when the fiscal decentralization
is at the middle category.
erate category of fiscal decentralization. The rejection of hypothesis 3 is in line with the findings of other studiies.24 The positive
The reason why capital spending does not always have a positive impact on the welfare of society needs to be studied further.
effects of capital spending to the welfare of society seem to happen to districts that have extreme fiscal decentralization.
According to researchers, among a variety of possible reasons
The portion of capital expenditures appears to be a one of the
are the proportion of capital expenditure is low, capital expenreasons of this mixed research findings. The proportion of capital
diture is not productive, budget deviation, and the use of capital
9018
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expenditure is not for long-term investments that are beneficial
to the economy. Another reason is that government officials are
reluctant to carry out capital spending for fear of administrative
errors can be considered as corruption.
Budgeting decision makers, the executive and the legislature,
should understand this flypaper effect phenomenon. This phenomenon is an anomaly and should be avoided. The government
officials also should know that the capital spending policies conducted so far does not have much impact to the welfare of society.
The principles of good financial management must be applied in
the planning and implementation of budgeting. Society expects
that any expenditure beneficial to them. Suggestion for further
research is that it is needed to examine further the occurrence of
flypaper and its impact on social welfare by considering a variety
of local conditions. One thing that may be used as a basis for
further investigation is district grouping based Typology Klassen.
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