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ABSTRACT 

 

Budgeting is a substantial economic and political decision-making process for 

governments. This is because a budget is the life-blood of a government. A budget 

authorizes what the government intends to do and expects to do. However, many 

governments in developed and developing countries experience budget problems that will 

affect the government activities and services to its society. Thus, the negative consequences 

of budget problems need to be dealt with and overcome.  

This study is about local budget problems in a developing country. The focus on local 

government budgets is important as many central governments around the world, especially 

in developing countries, have decentralized their fiscal, political, and administrative powers 

to lower-level governments and amplified the importance of local budgets. However, 

compared to the context of developed countries, few studies have been conducted in the 

context of sub-national government level in developing countries in the current literature. 

Therefore, the objective of this study is to address this lack of literature and make 

contribution in this area.  This study aims to explore budget problems and the causes of 

those budget problems suffered by three local governments in Indonesia as case studies. 

Indonesia is an important case study as the country has not only changed from one of the 

most centralized countries in the world to be one that is relatively more decentralized 

among developing countries. However, the process also has substantially changed the 

factor that influence local budget including political conditions, fiscal conditions, and 

budgetary institutions at the local government level as well as the role of local government. 

Underpinned by a constructivism-interpretivism research paradigm, this thesis conducted 

semi-structured interviews as the main data collection method. The data was then 

corroborated with document analyses to elicit the subjective meanings. Furthermore, the 

thesis uses multiple case studies by selecting three local governments in Indonesia, namely 

Blora Regency of the Central Java Province, Bengkalis Regency of the Riau Island 

Province, and Singkawang City of the West Kalimantan Province. Thematic analysis was 

employed for this thesis to uncover new emerging themes and categories in relation to the 

research questions. The first research question is “What budget problems are experienced 

by the three cases of local governments in Indonesia?” and the second research question is 

“What are the causes of those local budget problems?”. 
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This thesis finds that the three local governments suffered from interrelated budget 

problems of budget enactment delays, budget execution delays, and underspending of 

budget appropriations. The main budget problem was budget enactment delays which also 

drive budget executions delays. Budget execution delays were worsened by the 

procurement problems as well as some intrinsic problems related to the aspiration funds 

during the budget execution stage. These budget execution problems then caused 

underspending of budget appropriations and have led to substantial amounts of ending 

balances while at the same time, caused inability for these local governments to develop 

their infrastructure.  The interrelationship of budget problems may not be a specific issue 

for these Indonesian local governments, but they have rarely been strongly linked in 

previous studies.  

In terms of the causes of those interrelated budget problems, the three cases show that 

politics play the most important role in shaping budget problems. Money politics drove 

disagreements among the budget actors which then caused them to face difficulty reaching 

agreements in the budget process. In addition, nonpolitical factors also derail the budgeting 

process. These include rigid and complicated budget administration, uncertainty of budget 

revenues, fears and worries of corruption cases, and human resource management in the 

civil service.  

By looking at budget problems in Indonesian three local governments and their causes, this 

study adds some information to the limited understanding of sub-national government 

budget problems in developing countries.  It confirms that several typical budget problems 

such as budget delay and “underspending of budget appropriations” are suffered by sub-

national governments in Indonesia. This is also the case with some of the common causes 

like politics. Nevertheless, some findings of this study also highlight differences between 

the result of studies in developed countries and developing countries. The way money 

politics leads to polarization among budget actors, the institutional fragmentation among 

the local council, the executive leader, and the bureaucracy as well as rigid budget 

administration are some of the examples of how the causes of budget problems in 

Indonesian local governments differ compared to the causes found in developed countries.  
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CHAPTER 1  

INTRODUCTION 
 

 

 Background  

A budget is the life-blood of a government (Wildavsky 1961, p. 184) and its process is one 

of the most important political actions for either the legislature and the executive (Klarner, 

Phillips & Muckler 2012, p. 994). This is because a budget authorizes what the government 

intends to do and expects to do during a certain period (von Hagen & J. Harden 1995, p. 

772). Therefore, budgeting involves a substantial economic and political decision making 

process  (Klarner, Phillips & Muckler 2012, p. 994). Thus, any persistent budget problem 

will negatively affect activities and services to its society.  

The negative impacts of a persistent budget problem could have detrimental outcome for 

the government. Budget deficit, a common budget problem suffered by sub-national 

governments in developed countries (Alt & Lowry 1994; Ashworth, Geys & Heyndels 

2005; Bohn & Inman 1996; Borge 2005; Luechinger & Schaltegger 2013; Solé-Ollé 2006), 

can drive sub-national governments to fiscal crisis when the government is unable to meet 

their financial obligations, such as  payrolls, bills, and debt repayment (Honadle 2003, p. 

1433). For example, Detroit city was experiencing serious debt problems for many years 

while tax revenues continued to shrink and declared its bankruptcy on 18 July 2013 

(Schindler 2016). Budget delays, another budget problem, has forced some governments 

to shut down all non-essential services including construction projects, lay off state 

workers and fail to meet financial obligations (Andersen, Lassen & Nielsen 2010, 2012, 

2014; Cummins 2010; Speer 2016; Yi Lu & Chen 2016).  
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The focus on local government budget problems has been increasingly important as many 

central governments around the world, especially developing countries, decentralize their 

fiscal, political, and administrative powers to lower-level governments (Litvack, Ahmad 

& Bird 1998, p. 1). While decentralization is expected to improve resource allocation and 

mobilization, macroeconomic stability, service delivery, equity, and governance (Faguet 

2013; Litvack, Ahmad & Bird 1998, p. 1), budget problems suffered by local governments 

can potentially lead to serious hurdle in achieving those expectations. As a result, the 

welfare effect of decentralization in many countries has not always been consistent (Azis 

(2011) and in the case of Indonesia, Ito (2011) argues that decentralization fails to benefit 

the poor. 

The local governments in Indonesia are also likely to face budget problems. Since 

Indonesia began implementing decentralization in 2001, this issue has become more 

important because the Indonesian local governments have more authority and 

responsibility in their fiscal policy following the decentralization. Along with this, the 

amount of fiscal transfers from central to sub-national governments is skyrocketing each 

year. Several studies have shown various budget problems in Indonesia. For example, 

many local governments in Indonesia suffer from persistent budget delay problems 

(Kartiko 2012; Subechan, Hanafi & Haryono 2014). In addition, sub-national unspent 

balances have grown rapidly and have reached levels that many officials find unreasonably 

high (Lewis & Oosterman 2009, p. 28). Thus, it is increasingly important to study budget 

problems experienced by local governments in Indonesia. 
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 Research Problem Statement 

The existing literature on budget problems is dominated by studies in the contexts of 

developed countries. This literature suggests that context matters in shaping budget 

problems and budget problems in developing countries at sub-national government level 

are still understudied. Therefore, it is important to study budget problems in developing 

countries at sub-national government level as the typical budget problems and their causes 

could be different between developed and developing countries (Kartiko 2012; King 2000; 

Lewis & Oosterman 2009). In doing so, this study seeks to understand the real lived 

experiences of research participants and the subjective meanings constructed by research 

participants on budget problems in and through their interactions in society.  

 Research Purpose and Contribution  

The purpose of this multiple case study was to understand budget problems and the causes 

of those budget problems suffered by local governments in Indonesia as a developing 

country that has just decentralized. This understanding is expected to contribute to the 

budget problem body of literature for the following reasons.  

First, the setting and context of this study is unique and different from most previous 

studies. This is a study for a developing country, while most previous studies were 

undertaken in developed countries. As a previously centralized unitary country with a 

presidential system, the central government of Indonesia has decentralized its political, 

fiscal, and administrative powers to sub-national governments. Decentralization has 

substantially changed the political conditions, fiscal conditions, and budgetary institutions 

at the local government level as well as the role of local government. This understanding 

on local budget problems in the Indonesian local government context can shed light on 
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budget problems in developing countries, that is currently lacking in the existing body of 

literature, allow comparisons to practices in developed countries and hence, improve the 

policy in the developing countries according to the context and situation. 

Second, the methodology of this study is different from most previous studies. This study 

is underpinned by a constructivist research paradigm while most previous studies are 

underpinned by a positivist research paradigm. Consequently, the methodology of this 

study is qualitative while most previous studies are quantitative. As a result, new 

understandings that are expected to emerge from this study can be compared and contrasted 

to that of previous studies. This will enrich the literature as this thesis see the social world 

(budget problems) from the point of view of the actor (see Bryman 1984), which involves 

close involvement by interviewing the key informants. This thesis seeks an understanding 

of real-life experiences of research participants directly involved in the budget processes 

in Indonesian local governments context rather than estimating the significance of factors 

observed from the available data.  

In addition, this study is also expected to contribute to policy makers. This study is 

expected to provide some policy recommendations according to Indonesian context by 

comparing practices in Indonesia and practices around the world especially in developed 

countries. In addition, as new emerging themes are expected to emerge from this thesis, 

some policy recommendations to solve budget problems are also expected to emerge by 

looking at the underlying causes of budget problems at the fundamental level.  To do so, 

this thesis seeks to understand budget problems and the causes of those budget problems 

suffered by three local governments in Indonesia as the case studies.  
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 Research Questions 

To achieve the stated research purpose, this thesis posits two research questions:   

1. What budget problems are experienced by the three cases of local governments in 

Indonesia? 

2. What are the causes of those local budget problems?  

 

 Methodology 

This thesis is underpinned by a constructivism-interpretivism research paradigm. The 

ontological assumption that underpins this thesis is relativism. The epistemological 

position of this thesis is subjectivism/interpretivism. In doing so, this thesis implements 

qualitative method with data taken from in-depth interviews with the research participants. 

Research participants were purposively selected from bureaucrats and politicians. Those 

selected participants are the key persons in budgeting in their respective local governments. 

Thematic analysis was conducted to uncover new emerging themes and categories in 

relation to the research questions. The emerging themes were then triangulated with 

document analysis when possible. Further triangulation is done by comparing the views 

among different groups of research participants. Lastly, the findings were also triangulated 

with the practice around the world or within the existing body of literature to see the 

similarities and differences between this thesis and the existing body of knowledge. 

This research is implemented by conducting three case studies. A purposive case selection 

was employed in this thesis (Yin 2014). In doing so, diverse cases selection method was 

employed to achieve maximum variations and to, in a minimal sense, represent the 

variation of the population (Seawright & Gerring 2008, p. 297). This thesis purposively 

selected three local governments in Indonesia, namely Blora Regency of the Central Java 
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Province, Bengkalis Regency of the Riau Province (part of Sumatera), and Singkawang 

City of the West Kalimantan Province. These three local governments consist of both 

regencies (two) and city (one). The case selection considered the political conditions, 

budget size, and social-economic conditions that may affect local budget problems. For 

example, cities typically have higher Gross Regional Domestic Product, consequently 

cities typically have higher income from local taxes and levies than regencies. The 

geographic location was also considered for investigation. Local governments in Java, 

Sumatera, and Kalimantan are typically considered to differ in human resource capacities 

and infrastructure development. Lastly, local governments were selected that showed one 

or more potential budget problem. Nevertheless, as the research is underpinned by a 

constructivism-interpretivism research paradigm, it is not possible to generalize the results 

as the overall view of the budget problems in Indonesia. A case study is employed because 

it enables “an in-depth study of a single unit (a relatively bounded phenomenon)” (Gerring 

2004, p. 341) in order “to elucidate features of a larger class of similar phenomena” 

(Gerring 2004, p. 341) and  “to develop a deep understanding of [the] complexity” and  to 

seek a general pattern from the cases (Bryman & Bell 2011, p. 61).  

 Scope of study 

This thesis is about budget problems suffered by three local governments in Indonesia. 

Currently, Indonesia has three levels of government, namely the central government; the 

provincial government; and the local government. This thesis is about local budget, a 

budget established by a local government. This thesis is not about fiscal transfers from the 

central government to local governments, though fiscal transfers may affect local budgets 

significantly. Instead, the thesis discusses the typical budget problems experienced by sub-

national governments.  
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The three local governments selected may not represent the whole population of local 

governments in Indonesia. Therefore, the scope of this study is only related to these three 

local governments due to the paradigm of this research as mentioned above. Nevertheless, 

some lessons pertaining to budget problems can be drawn from the three cases in this 

Indonesian context as a developing country. In addition, the research participants in this 

study consist of politicians and bureaucrats. Accordingly, those participants may have 

different perspectives on local government budget problems that may add the 

understanding that has been existed in literatures. 

 Thesis Outline 

There are nine chapters in this thesis. Chapter 1 is the introduction. This chapter focuses 

on the importance of this research and posits the research aims. The last section of this 

chapter is the overview of the whole thesis.  

Chapter 2 is the literature review. This literature review presents existing studies on typical 

budget problems and their causes. The aim of this literature review is to accumulate 

knowledge derived from previous works on budget problems and investigate the issues 

from different angles and points of views. After identifying a literature gap in the existing 

body of knowledge, this study posits two research questions.  

Chapter 3 sets out the Indonesian local government context. This chapter discusses the 

Indonesian local government context that may shape local budget problems. Specifically, 

the Indonesian local government system and its budgeting have been affected by the 

decentralization policy that occurred at the turn of the century. Decentralization also affects 

political conditions, budgetary institutions, economic conditions, corruption, and human 
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resource conditions that may shape local budget problems in Indonesia. This chapter 

describes and discusses these conditions in Indonesia.  

Chapter 4 describes the research methodology. Starting by discussing the research 

paradigm, this chapter presents the multiple case study research design and the selection 

of three cases. Within this case study approach, multiple qualitative methods of data 

collection are utilized to answer the research question, including semi-structured 

interviews, focus group discussions, and document analysis. This chapter also presents the 

approach implemented in analyzing qualitative data. 

Chapter 5 reports budget problems from the understanding of research participants from 

the three case studies of focus. It captures and discusses the budget problems as 

experienced by the three cases and looks at the various views from the participants with 

different backgrounds and positions in the local governments and discusses how they 

interpret the problems. 

Chapter 6 shows how and why local budget problems occurred according to research 

participants. As this thesis follows the various budget problems from the participants’ 

points of view, the discussion on the causes of budget delay problems dominate the 

discussion. Politics was reported as the main reason for budget delays. This section 

explores deeper understanding and the meaning of politics from the different perspectives 

of the research participants.  

Chapter 7 explores non-political issues surrounding local budget problems. This chapter 

draws out and explains the understandings of research participants on the non-political 

causes of local budget problems. Those include rigid and complicated budgetary 
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institutions, the notions of fears and worries of corruption, human resource conditions, and 

the uncertainty of budget revenues.  

Chapter 8 is the discussion. This chapter further discusses the findings of this study into 

broader contexts according to the existing literature. This chapter consists of discussion of 

budget problems and the causes of those budget problems experienced by the three local 

governments and whether the local contexts influence the findings of this study and the 

findings of the existing literature in developed countries context. This is mainly about 

politics as the main driver of budget problems. This chapter will also discuss nonpolitical 

issues such as rigid and complicated budgetary institutions, economic situations, the 

notions of fears and worries of corruption, and human resource challenges.  

Chapter 9 is the conclusion. This chapter consists of a summary of the study, implications 

and recommendations for practice, how this study contributes to existing knowledge, and 

study limitations. This chapter also recommends future research.  
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CHAPTER 2  

LITERATURE REVIEW 
 

 

 Introduction 

This chapter reviews existing studies on budget problems at the sub-national government 

level. The literature review in this chapter may not cover all budget problems. 

Nevertheless, this literature review discusses the typical budget problems (in general) and 

the causes of those typical budget problems experienced by sub-national governments and 

national governments. The aim of this literature review is to report on accumulated findings 

of previous work on budget problems and develop an understanding of the issues from 

different angles and points of views (Boeije 2009, p. 40). Thus, the background knowledge 

of the researcher is not framed by a specific theory, instead the researcher keeps open 

minded for new understandings from the data. Thus, in turn the analytical strategy of this 

research, that will be discussed in Chapter 4, will be affected. More importantly, this 

literature review also aims to identify the literature gap in the existing body of knowledge. 

As described in Chapter 1, the purpose of this study was to explore budget problems and 

the causes of those budget problems suffered by three local governments in Indonesia. 

Therefore, this literature review will lead to an understanding of typical budget problems 

and the academic debate on the causes of those budget problems. Those typical budget 

problems are budget deficits, budget delays, fiscal policy volatility, and underspending of 

budget appropriations.  

The different contexts of politics, economics, budgetary institutions, human resource 

conditions, and government level, were found to be important in the literature. Previous 
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studies suggest that politics play a significant role in affecting budget outcomes (Elgie & 

McMenamin 2008; Haan 1997; Perotti & Kontopoulos 1999, 2002; Roubini & Sachs 1989; 

Roubini et al. 1989; Volkerink & de Haan 2001; Wehner 2010). Other studies suggest that 

different economic conditions affect budget outcomes, in terms of budget size and 

composition, in different ways (Alesina & Perotti 1999; Altman 2009; Aschauer 1988; 

Barro 1979). Some other studies suggest that different budget institutions affect budget 

outcomes differently (Alesina & Perotti 1999; Bohn & Inman 1996; Hallerberg & von 

Hagen 1999; Leachman et al. 2007; von Hagen 1992). Thus, these previous studies suggest 

that context matters to budget outcomes in terms of budget size and composition. 

This literature review is structured with an initial discussion on the known problems for 

sub-national government budgets and the overview of the issue at national levels. The next 

section reviews studies into the various causes of the budget problems. This chapter 

summarizes as well as identifies a literature gap and research questions in Section 4. The 

last section concludes the review. 

 The Typical Budget Problems 

This section reviews existing literature of previous findings on the issue of local 

government budgets. Although this thesis addresses budget problems at local government 

level in Indonesia, the literature is taken from studies in different research contexts, which 

include sub-national governments in developed and developing countries as well as at the 

national level. Although the national governments may have different structures and 

contexts, budget problems at national government level enrich knowledge on how different 

settings may affect the problems.  
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2.2.1 The local government problems 

Current literature suggests that budget deficit is the most prominent budget problem 

compared to other local budget problems. This is because budget deficit is a common fiscal 

pressure facing many sub-national governments in developed and developing countries 

(Alt & Lowry 1994; Ashworth, Geys & Heyndels 2005; Bohn & Inman 1996; Borge 2005; 

Guo 2008; Luechinger & Schaltegger 2013; Solé-Ollé 2006; Wu, Feng & Li 2015). 

Moreover, a systemic budget deficit has often led to unsustainable accumulations of public 

debt, creating fiscal stress or may even lead to fiscal crisis and government bankruptcy 

(Block 1981; Honadle 2003; Schindler 2016, p. 822; Velasco 2000, p. 105).  

Fiscal stress occurs when a government is unable to support their expenditure with revenue 

and thus are forced to increase taxes or undertake deficit financing (Block 1981, p. 1). 

Fiscal crisis occurs when a government is unable to meet obligations such as payroll, bills, 

and debt repayment (Honadle 2003, p. 1433). Government bankruptcy could be the worst 

negative impact of budget deficit. For example, Detroit city of the United States declared 

bankruptcy in 2013 after suffering from serious debt problem for many years (Schindler 

2016). 

Existing literature also suggests that the term deficit at least refers to two meanings. First, 

budget deficit refers to the financial balance of the government budget (see Hallerberg & 

von Hagen 1999; Perotti & Kontopoulos 1999), where the budget is deficit when the total 

expenditure exceeds the total revenue. Second, deficit refers to the size of public debt. For 

example, deficit is measured by the ratio of government debt to the economic output (see 

Alesina & Perotti 1994, 1999; Barro 1979; Roubini & Sachs 1989; Roubini et al. 1989). 
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Limited studies shed light on budget deficit in developing countries at sub-national 

government level. In the Indonesian context, Sjahrir, Kis-Katos and Schulze (2014, p. 177) 

did not specifically look at local budget deficit but they pointed out that administrative 

overspending, amounting to almost one third of the total budget, pressured local 

governments’ budget in Indonesia. Guo (2008, p. 81) and Wu, Feng and Li (2015, p. 186) 

pointed out that a tax-sharing reform established in 1994 caused local governments in 

China to suffer from budget deficit. This is because before the reform, the value-added tax, 

the most important source of tax revenue, was equally shared between the local and central 

governments. The reform stipulated that three-quarters of value-added tax be turned over 

to the central government.  

In contrast, most studies on budget deficit were undertaken in developed countries. For 

example, Alt and Lowry (1994) and Bohn and Inman (1996) have recognized deficit as a 

budget problem at sub-national government level in the USA affecting the size and future 

trend of public debt that led central political debates on all economic policies. Ashworth, 

Geys, and Heyndels (2005) looked at deficits and public indebtness at sub-national 

government level in Belgium. They showed how budget deficits affected three periods of 

the local public debt developments in Belgium. Other studies have looked at the reason for 

and how to avoid budget deficit. Borge (2005) looked at a series of local budget deficits in 

Norway that occurred even though those budgets were subject to balanced-budget rules. 

Similarly, Luechinger and Schaltegger (2013) looked at the effectiveness of fiscal rule in 

reducing budget deficits in Switzerland. Meanwhile, Solé-Ollé (2006) looked at the effect 

of party competition on budget deficit in Spain. Those studies argued that economics, 

politics and budgetary institutions were the main drivers of budget deficits.   
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Another budget problem recognized in the literature is budget delays. It is the second most 

prominent budget problem compared to other typical budget problems. This is because 

even though budget delays are a common budget problem facing governments in developed 

and developing countries (Andersen, Lassen & Nielsen 2010, 2012, 2014; Cummins 2010, 

2012; Fowler & Rudnik 2015; Kartiko 2012; Klarner, Phillips & Muckler 2010, 2012; 

Speer 2016; Subechan, Hanafi & Haryono 2014; Yi Lu & Chen 2016), the negative impacts 

of budget delays seem to be less severe than that of systemic budget deficits as mentioned 

in the previous paragraph.  

The negative impacts of budget delays at the sub-national government level in American 

studies are mainly on public services delivery, credit worthiness, and employment of state 

workers, although, those impacts differ from state to state. Some states were able to 

continue their operations based on the previous year’s budget, a temporary budget, court 

order, or some other procedures (Andersen, Lassen & Nielsen 2010, 2012, 2014). In some 

other states, the governments shut down all non-essential services (including construction 

projects), laid off state workers, and were temporarily unable to meet financial obligations 

(Andersen, Lassen & Nielsen 2010, 2012, 2014; Speer 2016; Yi Lu & Chen 2016). For 

example, the California state in 2010 laid off state workers and shut down hundreds of 

construction projects (Speer 2016). The state of Tennessee, in 2003 partially shut down all 

non-essential services; public universities were shut down, driver’s licenses were not 

issued, state parks were closed, and road constructions were ceased (Yi Lu & Chen 2016).   

As with budget deficit problems, there are limited studies on budget delays focusing on 

developing countries at the sub-national government level. In particular  for  the context of 

Indonesian local government, two studies have been undertaken by Kartiko (2012) and  

Subechan, Hanafi and Haryono (2014). Kartiko (2012) looked at how politics  drive budget 
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delays while Subechan, Hanafi and Haryono (2014) looked at whether political 

communications, budgetary institutions, and human resources capacity can be the driver of 

budget delays. More studies on budget delays were undertaken in developed countries 

(more specifically the USA) at the state government level (Andersen, Lassen & Nielsen 

2010, 2012, 2014; Cummins 2010, 2012; Fowler & Rudnik 2015; Klarner, Phillips & 

Muckler 2010, 2012; Speer 2016; Yi Lu & Chen 2016). Many of those studies were 

focused on the state of California. Those studies in developed countries looked at politics, 

economics, and budgetary institutions as drivers of budget delays.   

Fiscal volatility is another budget problem in the literature. Fiscal volatility refers to the 

extent of changes in the financial amounts and direction of budgets over time. The main 

issue is volatility in the discretionary fiscal policy, which is changes in fiscal policy that 

do not represent reaction to economic conditions (Fatás & Mihov 2003, p. 1422). This is 

the third most prominent budget problem found in the literature but fiscal volatility as a 

budget problem at sub-national context is very rare (Sacchi & Salotti 2014; Fatás & Mihov 

2006). This could be because the view that the overall macroeconomic condition is the 

responsibility of national government and Sacchi and Salotti (2014) pointed out that the 

volatility at sub-national level is often affected by the dependency of fiscal transfer from a 

central government. Nevertheless, Fatás and Mihov (2006) have shown that the fiscal 

policy still significantly affects the business cycle and hence, macroeconomic stability. 

The next budget problem found in the literature is budget underspending and fiscal slack. 

Although many literature on sub-national government fiscal slack appears in more 

developed countries, especially the United States, there has been discussion about fiscal 

slack in developing countries. A limited number of studies shed light on the context of 

local government in Indonesia. In particular, Lewis and Oosterman (2009) studied the 
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impact of decentralization on sub-national government fiscal slack in Indonesia, which has 

caused sub-national reserve funds grew at an annual rate of 37 percent between 2001 and 

2007. Coventry (2009, p. 5) looked at budget underspending problem in the Solomon 

Islands. He showed that budget appropriations for development activities between 2004 

and 2008 increased more than double each year, however, those budget appropriations 

were underspent. Similarly, Monsod (2016) showed ten percent of budget underspending 

each year in the Philippine between 2011 and 2015. The main concern regarding the sub-

national fiscal slack is that it not only suggests inefficient or inability to use of financial 

resources, but also often shows undelivered public services or lack of government 

accountability for the provision of services  (Lewis & Oosterman 2009, p. 28). 

Fiscal slack is not always a problem for a government in developed countries as suggested 

by the few remaining studies undertaken focus on the USA context at local government 

level (Gianakis & Snow 2007; Gore 2009; Hendrick 2006; Marlowe 2005, 2011; Snow, 

Gianakis & Haughton 2015; Stewart 2009) as well as the state government level (Hou 

2003; Rose & Smith 2012; Wagner 2003). In the USA fiscal slack is mainly created to deal 

with business cycles that potentially disrupt the budget. For example, many sub-national 

governments in the United States have widely adopted budget stabilization funds, - also 

called rainy day funds and un-reserved general fund balance -  as a countercyclical fiscal 

mechanism (Gore 2009, p. 183; Hou 2003, p. 83; Joyce 2001, p. 63; Marlowe 2005, p. 68; 

Rose & Smith 2012, p. 187; Wagner 2003, pp. 214-5). The basic idea of the budget 

stabilization fund is that governments save money during economic booms and spend the 

money during economic downturns in the future to minimize the effect of economic 

downturn (Gore 2009, p. 183; Hendrick 2006, pp. 42-3; Marlowe 2005, p. 70). As a 

precautionary saving measure, budget stabilization funds show the ability of governments 
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to mitigate periods of fiscal stress and to smooth cyclical fluctuations (Wagner 2003, p. 

215). Thus, fiscal slack has a positive effect on credit quality, because having some amount 

of fiscal slack increases the government’s ability to pay debt and thus increases the credit 

rating (Marlowe 2011, p. 95). Five percent of the general fund expenditure is the rule of 

thumb for the size of a budget stabilization fund (Joyce 2001, p. 66). However, Stewart 

argues that “applying a 5 to 15 percent benchmark across all jurisdictions is not a sufficient 

guide when savings behave differently under different environmental conditions” (Stewart 

2009, p. 69). For example, cities in Massachusetts  annually appropriate up to ten percent 

of the total revenue from property tax in the previous year to their budget stabilization 

funds (Gianakis & Snow 2007, p. 87). 

2.2.2 The problem at national government level 

Some of the literature mentioned above highlight the smaller number of studies discussing 

budget problems at sub-national government level and there is a need to discuss the issues 

from the national government (Fatás & Mihov 2006). Therefore, this section reviews 

existing literature on the issue of budget problems at the national government level in 

developed and developing countries. Thus, this literature review chapter gives an overview 

of observable budget problems from numerous perspectives at various government levels 

as an initial understanding of the research topic. 

Similar to studies at sub-national level, budget deficits is also considered as a typical 

budget problem at the national government level and the literature has been dominated by 

studies in developed countries (see Alesina & Perotti 1994; Alesina & Perotti 1999; Barro 

1979; Haan 1997; Hallerberg & von Hagen 1999; Leachman et al. 2007; Perotti & 

Kontopoulos 1999, 2002; Roubini & Sachs 1989; Roubini et al. 1989; von Hagen 1992). 
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Current literature suggests that deficits in developed countries were varied in response to 

the business cycle to maintain the debt-income ratio constant in the long run (Aschauer 

1988; Barro 1979; Kydland & Prescott 1980). However, some political factors such as 

weak government, fragmentation of decision makers, government durability, and party 

control can lead to a persistent budget deficit (Alesina & Perotti 1994; Grilli et al. 1991; 

Hallerberg & Yläoutinen 2010; Roubini & Sachs 1989). A persistent budget deficit can 

lead to excess supply in the bond market, upward pressure on interest rate, and crowd out 

the expenditures which then can lead to fiscal and financial crisis (Aschauer 1988; Woo 

2003). Fiscal rules and budgeting procedures were then offered to limit politicians’ 

behaviour to run budget deficits (Alesina & Perotti 1999; Hallerberg & Yläoutinen 2010; 

von Hagen 1992). Scholars use many terms such as OECDs countries, industrial countries, 

or developed countries to differentiate their research contexts from non-OECDs countries, 

non-industrial countries or developing countries. In contrast, Alesina et al. (1999) has 

looked at politics and budgetary institutions that drove national budget deficit among Latin 

American countries. 

At national level, literature has often related budget deficit problems to financial and 

economic crisis. For example, Brazil’s financial crisis in 1999 was said to be closely related 

to its high budget deficit and debt to GDP ratio (Woo 2003). Other examples that include 

a large stock of debt are Belgium, Ireland, and Italy where they increased interest rates, 

which in turn aggravated the impacts of slow growth and high unemployment rates on their 

economies in the 1980s (Roubini & Sachs 1989). In another example, financial crisis and 

large budget deficit forced six EU countries to introduce strict fiscal austerity (Callan et al. 

2011). Those studies found that the burden of fiscal austerity was shared differently across 

the income distribution in the six EU countries. In Greece, the rich were found to lose a 
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higher proportion of their incomes than the poor, while in Portugal, the poor were losing a 

higher proportion than the rich (Callan et al. 2011). The financial crisis in Europe has also 

posed major threats on health in Greece, Spain, and Portugal (Karanikolos et al. 2013). 

Being forced to adopt strict fiscal austerity has caused suicides and outbreaks of infectious 

diseases in those countries (Karanikolos et al. 2013).   

Budget delays is also a problem at national level and some literatures have pointed at the 

budget institution including rule, regulation and process as well as how the actors play their 

part in the process as the contributors of budget delays. Young (2014) and Meyers (1997) 

undertook studies on budget delays in the USA Federal government level. Meyers (1997) 

argued that budgetary institutions were the drivers of budget delays especially the passage 

of the Congressional Budget Acts that were likely to increase the percentage of late 

appropriation bills. While Young (2014) argued that extreme polarization between the 

house of representatives and the senate was the main driver of budget delays. The USA 

Congressional Budget Act (CBA) of 1974 has been argued to have caused delay because 

it was not designed to improve timeliness of budget appropriations (Meyers 1997, pp. 27-

8). For example, the CBA maintains most overlapping actions of authorization and 

appropriations committees, introduces a new process on top of them, and increases 

congressional exposure to the public and the media (Meyers 1997, pp. 27-8). Late 

appropriation has led many federal government agencies to shut down their “non-essential” 

activities (Meyers 1997, p. 25). This is done mostly due to the failure to enact 

appropriations bills by the beginning of the fiscal year (Meyers 1997, p. 25). This late 

appropriation was found to be costly, jeopardizing day-to-day government operations, 

causing temporary reductions in service provision, and resulting in inefficiencies (Meyers 

1997, pp. 30-1). 
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It is also important to look at the literature on legislative gridlock. Most studies on 

legislative gridlock were undertaken in the context of the USA at the federal government 

level (see Coleman 1999; Cutler 1988; Howell et al. 2000; Hughes & Carlson 2015; Jones 

2001; Kelly 1993; Mayhew 1991; Sundquist 1988). One study on legislative gridlock by 

Kistner (2015) was undertaken at the state government level. All of these studies argue that 

politics, namely divided government, party polarization, party seat division, are the main 

driver of legislative gridlock both at the federal and state level.  

Most studies on fiscal policy volatility are undertaken at the national level in the mixed 

contexts of developed and developing countries. Literature suggests that fiscal policy 

volatility at the sub-national level was mainly driven by economics and budgetary 

institutions factors, in contrast fiscal policy volatility at the national level was mainly 

driven by politics such as the existence of veto players, check and balances, and political 

instability. In addition to politics, economics and budgetary institutions also contributed to 

fiscal policy volatility. High volatility in discretionary fiscal policy is argued to have a 

negative effect on economic stability and lowers economic growth (Fatás & Mihov 2003, 

p. 1421; 2013, p. 375) because the aggressive use of discretionary fiscal policy amplifies 

business cycle fluctuations (Fatás & Mihov 2003, p. 1440). Increases in fiscal policy 

volatility also raises uncertainty about future tax rates which in turn reduces investments 

and economic growth (Fatás & Mihov 2013, p. 375). Spending volatility in discretionary 

fiscal policy is also argued to produce costly projects and may favor specific groups in the 

economy because of fewer restrictions on political actors in terms of checks and balances 

(Henisz 2004, p. 16). 

Current literature suggests that fiscal slack is a budget problem in developing countries at 

the national and sub-national government level while fiscal slack may not a budget problem 



22 
 

 
  

in developed countries. There are some studies on fiscal slack in developing countries, 

including Indonesia. While Lewis and Oosterman (2009) studied fiscal slack at the 

Indonesian sub-national government level, Blöndal, Hawkesworth and Choi (2009) touch 

upon this issue at the national level. The current literature suggests that fiscal slack in 

Indonesia is mainly due to underspending of budget appropriations (Blöndal, Hawkesworth 

& Choi 2009, p. 11), as opposed to a counter-cyclical mechanism as in the USA context. 

At the national level, the amount of underspending of budget appropriations is about 12% 

of total appropriations (Blöndal, Hawkesworth & Choi 2009, p. 11). It is mainly due to 

capital expenditures and purchases of goods and services not being fully implemented and 

concentrated during the last few months of the fiscal year. For example, there are instances 

where more than 50 per cent of capital expenditure of the national budget has been 

disbursed in December (Blöndal, Hawkesworth & Choi 2009, p. 11). Thus, Blöndal, 

Hawkesworth and Choi (2009, p. 11) argue that fiscal slack in the Indonesia context 

suggests inefficient use of financial resources. 

 Causes of Budget Problems 

The next part of this chapter discusses the debate on the causes of typical budget problems, 

which in turn will lead to identifying substantive gaps in the current literature on budget 

problems.  

2.3.1 Budget deficits  

Scholars have identified different causes of budget deficits. Those causes cover some 

determinants which can be categorized into economics, politics, and budgetary institutions, 

or a combination of those factors as shown in Table 2.1 below. Current literature suggests 

that budget deficits in developed countries at the sub-national government level were 
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mainly driven by political factors including divided government, number of parties in the 

coalition, political leadership, and progressive government (Alt & Lowry 1994; Ashworth, 

Geys & Heyndels 2005; Borge 2005; Solé-Ollé 2006). Meanwhile, budget deficits in 

developing countries at the sub-national government level were mainly driven by internal 

factors of administrative overspending and the vertical fiscal imbalance due to the design 

of fiscal decentralization (Guo 2008; Sjahrir, Kis-Katos & Schulze 2014).  

At the sub-national government level in Indonesia, scholars did not specifically look at 

budget deficit problem. Nevertheless, Sjahrir, Kis-Katos and Schulze (2014) argue that the 

administrative overspending creates local budget pressure. This suggests that local budget 

deficits are mainly driven by internal factors of administrative overspending. They define 

administrative overspending as “a wasteful activity for the benefits of office holders”. 

Sjahrir, Kis-Katos and Schulze (2014, p. 178) argue that political concentration in the local 

council drives higher overspending. It is because electoral accountability is weaker if a 

party holds a dominant position in the local council. Thus, dominant parties supporting the 

district head have no fear for being penalized for agreeing to excessive administrative 

spending (Sjahrir, Kis-Katos & Schulze 2014, p. 168). As a comparison, at the national 

level in Indonesia, the internal factors mean the needs to subsidize fuel and to pay civil 

servant salaries conflict with the budget deficit rules. The fuel subsidies and civil servant 

salaries pressure the national budget and lead to budget deficit (Blöndal, Hawkesworth & 

Choi 2009, pp. 13-4). At the sub-national level in China, the design of decentralization has 

significant impacts on local budget discipline. Following the tax-sharing reform of 1994 in 

China, the revenue share of the central government increased dramatically while the 

expenditure share remained constant. This tax-sharing reform led to a vertical fiscal 

imbalance between the central government and local governments (Guo 2008; Wu, Feng 
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& Li 2015). Guo (2008, p. 81) argues that vertical fiscal imbalance has led to local budget 

indiscipline because local governments usually try to increase expenditure while waiting 

for additional subsidies (fiscal transfers) from the central government. On the other hand, 

the central government is willing to pay more subsidies (fiscal transfers) in exchange for 

political stability in highly sensitive areas (Guo 2008, p. 69).  

At the sub-national government level in developed countries, politics, budget institutions 

and economics are more often seen as the causes of budget deficits. Alt and Lowry (1994, 

p. 811) argued that although fiscal outcomes resulted from an interaction of economic and 

political conditions as well as budgetary institutions, they found that state budgets in the 

USA had deficits mainly due to divided government. According to Alt and Lowry (1994, 

p. 811), there are three primary forms of government in a government consisting of the 

executive and a bicameral legislature. Those are unified party government, in which one 

party controls all branches, split legislature government, in which one party controls each 

chamber, and split-branch government, in which one party controls the executive, and the 

other controls both chambers of the legislature (Alt & Lowry 1994, p. 813). Divided 

government means divided party control consists of split-legislature government and split-

branch government (Alt & Lowry 1994, p. 814). Alt and Lowry (1994, p. 811) show that 

the divided governments at that time were less able to react to revenue shocks that led to 

budget deficits.   

Another study by Ashworth, Geys and Heyndels (2005, p. 395) also looked at the political 

factors and found that the higher number of parties in the coalition tends to increase the 

short-term debt level in Flemish Municipalities of Belgium as multi-party governments are 

less able to respond to exogenous shocks. They argue that “the number of partners in a 
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decision-making process affects the timing of a decision” (Ashworth, Geys & Heyndels 

2005, p. 397).  
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Table 2.1 Identified causes of budget deficits 

No Scholars Context Methods  Factors 

   Economics Politics Budgetary Institutions 

 Sub National Government Level      

1 Sjahrir, Kis-Katos and Schulze (2014) Indonesia Quantitative Administrative 
spending 

  

2 Guo (2008) China Quantitative Tax-sharing reform   

3 Wu, Feng and Li (2015) China Quantitative Tax-sharing reform   

4 Alt & Lowry (1994) The USA Quantitative   Divided government    

5 Bohn & Inman (1996) The USA Quantitative     Balance budget law 

6 Ashworth, Geys & Heyndels (2005) Belgium Quantitative   Number of parties in the coalition    

7 Borge (2005) Norway Quantitative   Political leadership   

8 Solé-Ollé (2006) Spain Quantitative   Progressive governments    

9 Luechinger & Schaltegger (2013) Switzerland Quantitative     Fiscal rules  

 National Government Level      

10 Barro (1979) The USA Quantitative Countercyclical      

11 Kydland & Prescott (1980) General Non-Empiric Countercyclical      

12 Aschauer (1988)  General Non-Empiric Countercyclical      

13 Roubini & Sachs (1989) OECD Quantitative Economics Weak government   

14 (Roubini & Sachs 1989)et al. (1989) OECD Quantitative Economics Weak government   

15 Haan (1997) OECD Quantitative Economics Reject weak government   

16 Grilli, Masciandaro & Tabellini (1991) OECD Quantitative   Government durability    

17 Perotti & Kontopoulos (1999) OECD Quantitative   Fragmentation of decision makers    

18 Perotti & Kontopoulos (2002) OECD Quantitative   Fragmentation of decision makers   

19 Volkerink & de Haan (2001) OECD Quantitative   Fragmentation of decision makers   

20 Elgie & McMenamin (2008) OECD Quantitative   Fragmentation of decision makers and democracy   

21 Hagen (1992) European Quantitative   Party control Hierarchical, legislature amendment power and budget changes 

22 Hallerberg & Hagen (1999) European Quantitative   Party control Hierarchical, legislature amendment power and budget changes 

23 Hallerberg & Yläoutinen (2010) European Quantitative   Party control Hierarchical, legislature amendment power and budget changes 

24 Wehner (2010) General Quantitative   Party control Hierarchical, legislature amendment power and budget changes 

25 
Alesina & Perotti (1994) OECD Quantitative   Politics Voting procedures, budget transparency, and balance budget 

law 

26 Sousa & Agnello (2013) General Quantitative   Political instability and less democracy   

27 
Alesina et al. (1999)  Latin America Quantitative   Politics Voting procedures, budget transparency, and balance budget 

law 

28 
Alesina & Perotti (1999) OECD Quantitative   Politics Voting procedures, budget transparency, and balance budget 

law 

29 Leachman et al. (2007) OECD Quantitative   Politics Budget transparency and hierarchical 

30 Woo (2003) General Quantitative Economics Politics Centralization of budget authority  

Source: compiled literature   
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Still looking at political factors, strong political leadership has been found to be a factor in 

determining budget deficit. Borge (2005, p. 325) found that in Norwegian fragmented local 

governments, a strong political leadership is a factor determining budget deficit. Borge 

(2005, p. 330) measured political strength by characteristics of the political system that are 

likely to affect stability. Three indicators were used to measure political strength – party 

fragmentation, political leadership, and ideological differences (Borge 2005, p. 326). Party 

fragmentation is measured by the Herfindahl index, showing the share of each political 

party in the local council (Borge 2005, p. 330). Following Roubini and Sachs (1989), 

political leadership is measured by the power dispersion index, showing the numerical 

strength of the mayor and deputy mayor’s party affiliation (Borge 2005, p. 330). 

Ideological difference is measured by ideological conflict of socialist and non-socialist 

camps between the mayor and deputy mayor (Borge 2005, p. 331). Borge (2005, p. 326) 

argues that party fragmentation contributes to larger budget deficits while ideological 

conflict has no significant contribution. Party fragmentation creates a common-pool 

problem due to the competing interests of fragmented political parties. Furthermore, a 

strong political leadership is needed to maintain small deficits because it has an advantage 

in opposing a common-pool problem (Borge 2005, p. 326). However, research into Spanish 

local governments found that strong leadership in progressive governments tends to 

increase spending, taxes and deficits as the electoral margin increases (Solé-Ollé 2006, p. 

145). This is because left wing progressive governments prefer a larger public sector and 

increased spending and taxes, while right wing conservative governments do the opposite 

(Solé-Ollé 2006, p. 147). Luechinger and Schaltegger (2013, p. 785) would argue that this 

can be prevented by strict fiscal rules as this has maintained low budget deficits in Swiss 

cantons. Fiscal rules increase the optimism of finance ministers in budget negotiations with 
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other cabinet members and the legislature to maintain the long-term fiscal sustainability 

(Luechinger & Schaltegger 2013, p. 798). Again, the essence of these theories is that 

political conflicts may drive budget deficits in the developed country context which may 

be relevant in the context of developing countries as well.  

Fiscal rules, especially the balanced-budget rules, are another factor to affect sub-national 

budget deficits in developed countries. Fiscal rules are institutional requirements aiming at 

constraining political actors to run deficits and accumulate debt, such as no deficit above 

5% of projected tax revenues or budget deficit has to be compensated within 5 years  

(Luechinger & Schaltegger 2013, p. 787). Balanced-budget rules are constitutional or 

statutory rules restricting the ability of a government to run deficits, such as the government 

must submit balanced budget, the legislature must pass balanced budget, or referendum is 

required for debt approval (Bohn & Inman 1996, p. 13). According to Bohn and Inman 

(1996) balanced-budget rules may be either prospective requirements (beginning-of-fiscal-

year) or retrospective requirements (end-of-fiscal-year). When they are appropriately 

constructed and enforced, fiscal rules and balanced-budget rules can reduce the tendency 

to run deficits in the USA states and Swiss cantons (Bohn & Inman 1996, p. 63; Luechinger 

& Schaltegger 2013). This is because the balanced-budget rules change the bargaining 

position between the finance ministers and the cabinet and between the finance ministers 

and the legislature (Luechinger & Schaltegger 2013).  

At the national level, according to the studies presented above the context of both 

developed and developing countries share the same drivers of budget deficits, the following 

paragraph combines the discussion on the drivers of budget deficits, namely economics, 

politics, and budgetary institutions. Current literature suggests that deficits were varies in 

response to business cycles, however, some political factors can lead to a persistent budget 
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deficit (Alesina & Perotti 1994; Aschauer 1988; Barro 1979; Grilli et al. 1991; Hallerberg 

& Yläoutinen 2010; Kydland & Prescott 1980; Roubini & Sachs 1989). Thus, budgetary 

institutions were then set up to limit politicians’ tendency to run budget deficits (Alesina 

& Perotti 1999; Hallerberg & Yläoutinen 2010; von Hagen 1992). 

Existing literature suggests that macro-economic conditions directly affect government 

budgets and may drive budget deficits. For example, Barro (1979) proposes a 

countercyclical model, which links debt to temporary income movement. Countercyclical 

basically means the government expenditures counter the business cycle. Thus, the level 

of government expenditure is low when the economy is booming; on the other hand, the 

level of government expenditure is high when the economy is in recession. It is also known 

as the tax-smoothing model. The countercyclical model explains a cycle where the debt-

income ratio is expected to remain constant in the long run, but in the short run, deficit will 

rise in periods of abnormally low income or abnormally high government spending (Barro 

1979, p. 950). Thus, debt will arise when economic output is temporary low, such as during 

economic recession, or when government spending is temporarily high, such as to finance 

war (Barro 1979, p. 967). This finding is supported by Kydland and Prescott (1980, p. 187) 

who argue that the economy can be stabilized through cyclical variations in tax rates, but 

the cost of stabilization exceeds the benefits.  Therefore, the  real decisions on spending, 

tax rates, and deficits are just the result of economic conditions (Aschauer 1988). 

Nevertheless, the economic conditions still may drive budget problems as Altman (2009, 

p. 4) argued  “…the United States will be further constrained by gigantic budget deficits, 

the product of sudden government spending designed to fight the financial crisis and of the 

sharp drop in revenues caused by the recession”. The essence of these studies is that the 
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macro economic conditions directly affect government budgets, which is because the main 

source of government income is tax collected from the economy activity. 

Other than macro-economic conditions, budget deficits may be driven by internal factors. 

For example, the expenses of some items tend to increase steadily, suppressing public 

budgets and leading to budget deficits in the long run. In Organization for Economic Co-

operation and Development (OECD) countries, the main concern is the age-related 

spending items. Demographics is argued as the driver for the increased spending on 

pensions, health, and education in OECD countries. The changing distribution of the 

elderly as a proportion of the wider population in many developed countries has been a 

concern and as a result, substantial budget policy reforms have been introduced (Dang, 

Antolin & Oxley 2001, p. 4). The age-related spending includes pensions, health care, 

family allowances and education (Casey et al. 2003, p. 7; Dang, Antolin & Oxley 2001, p. 

8; Turner et al. 1998, p. 11). It is argued that public expenditure on health and long-term 

care in OECD countries has increased and pressured public budgets (Oliveira Martins & 

De la Maisonneuve 2006, p. 116). This is because “major health expenditures occur in 

proximity to death” (Oliveira Martins & De la Maisonneuve 2006, p. 118) so that then 

places considerable pressure on existing public pensions and health-care systems 

(Roseveare et al. 1996, p. 5). The essence of this theory is that deficits are driven by internal 

factors that are the requirements to finance expanding costs.  

Politics is another factor that drives budget deficits, secondary to economic factors. 

Studying economic slowdowns, unemployment, and sharp increases in budget deficits, 

scholars have argued that both politics and economics are the determinants of budget 

deficits among OECD countries after 1973 (Grilli et al. 1991; Roubini & Sachs 1989; 

Roubini et al. 1989). The political factor known as weak coalition government is argued to 
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explain the persistence of budget deficit in certain OECD countries throughout the1980s 

(Roubini & Sachs 1989, p. 931; Roubini et al. 1989, p. 102). Roubini and Sachs (1989, p. 

923) introduced the power dispersion index, a simple numerical index to assess degrees of 

political cohesion of governing coalition. The index measures the size of the governing 

coalition, ranging from 0, the smallest number of coalition as the strongest government 

coalition to 3 the largest number of coalition as the weakest government coalition (Roubini 

et al. 1989, p. 115). Weak coalition government is indicated by the short tenure of 

government and competition among political parties in the ruling coalition (Roubini & 

Sachs 1989, p. 931). They argue that a multi-party coalition government has more 

difficulty achieving consensus (Roubini et al. 1989, p. 126). The argument is that the failure 

to reach consensus on expenditure leads to budget deficits (Roubini et al. 1989, p. 126). 

However, Roubini–Sachs’ finding is rejected by Haan (1997). Using the same data of 

OECD countries, but with differences in the sample size and estimation period, as well as 

in measuring the power dispersion index, this study diverges from previous research by 

Roubini–Sachs (Haan 1997, p. 746). Haan (1997, p. 740) concludes that the growth of 

government debt and spending is not related to the Roubini–Sachs power dispersion index 

of the weak coalition government. 

Focusing on political factors, Grilli et al. (1991) argue that government durability is the 

main determinant of budget deficits in OECD countries. Electoral systems favoring small 

political parties tend to have short lived governments (Grilli et al. 1991, p. 375). 

Furthermore, short lived government is argued to induce deficit because those governments 

usually have short horizons, lack  fiscal discipline and are unable to tackle the hard choices 

and therefore, may not be in  power when the deficit becomes hard to deal with (Grilli et 

al. 1991, p. 341). 



32 
 

 
  

Related to weak government, the fragmentation of decision maker is another political 

factor that can cause high expenditure and hence, budget deficits in OECD countries 

(Perotti & Kontopoulos 1999, p. 84; 2002, p. 191). Fragmentation of decision maker is 

measured by cabinet size and coalition size even though the government itself is not 

necessarily weak. The cabinet size refers to the number of spending ministries and the 

coalition size refers to the number of parties in the coalition (Perotti & Kontopoulos 1999, 

p. 82; 2002, p. 192). Each party in the coalition and each spending ministry in the cabinet 

internalizes the cost of one dollar of aggregate expenditure, thus, the more budget decision 

makers there are leads to the more spending and the more budget deficits (Perotti & 

Kontopoulos 2002, p. 192). This finding is supported by Volkerink and de Haan (2001). 

Using a panel of 22 OECD countries over the period of 1971–1996, they confirm that more 

fragmented governments have higher deficits (Volkerink & de Haan 2001, p. 226). 

Combining OECD countries and non-OECD countries, other studies conclude that 

legislative fragmentation increases budget deficit “…as a democracy becomes more 

institutionalized” (Elgie & McMenamin 2008, p. 255). The argument is that the more 

institutionalized democracy is in a country, the more substantial the effect of political 

fragmentation (Elgie & McMenamin 2008, p. 264).  The essence of these theories is that 

political conflicts drive budget deficits, in that the more conflict there is, the higher the 

deficit will be.  

Another strand of literature links budget deficits to budgetary institutions. Budgetary 

institutions are all the rules and regulations according to which budgets are prepared, 

approved, and executed (Alesina et al. 1999, p. 256; Alesina & Perotti 1999, p. 14). Some 

scholars argue that budget institutions, such as hierarchical institutions, budget 

transparency and balanced-budget rules, affect the size of budget deficits (Alesina et al. 
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1999; Alesina & Perotti 1999; Bohn & Inman 1996; Hallerberg & von Hagen 1999; 

Leachman et al. 2007; von Hagen 1992). For example, Hallerberg and von Hagen (1999) 

link electoral systems, budget institutions and fiscal outcomes in the European Union. 

Electoral systems affect party control over the government (Hallerberg & von Hagen 1999, 

p. 219). Proportional representative systems tend to have a larger number of parties in the 

legislature and consequently tend to have multi-party coalition governments (Hallerberg 

& von Hagen 1999, p. 220). In a majority electoral system,  one representative is elected 

per district thus encouraging a two-party system in the parliament and in turn there is a 

tendency to have one-party majority governments (Hallerberg & von Hagen 1999, p. 220).  

In regards to fiscal outcomes, one-party majority governments are more successful at 

maintaining low budget deficit than multi-parties coalition governments (Hallerberg & von 

Hagen 1999, p. 211). In multi-party coalition governments, coalition members are less 

willing to delegate the power to monitor and punish others to one actor, such as the finance 

minister, thus, coalition members negotiate fiscal targets (Hallerberg & von Hagen 1999, 

p. 211). However, since parties often lack the ability to monitor and discipline each other, 

fiscal targets are harder to maintain and therefore, multi-party coalition governments are 

often more prone to running larger deficits (Hallerberg & von Hagen 1999, p. 211).   

One-party majority governments can maintain fiscal discipline by implementing 

hierarchical relationships, limiting parliamentary amendment power, and limiting budget 

changes (Hallerberg & von Hagen 1999; von Hagen 1992, p. 5). Firstly, during executive 

budget formulation, spending ministers  inherently tend to propose over spending for their 

own respective ministries, while the prime minister (or the finance minister) tends to 

restrain the level of present and future taxation (von Hagen 1992, p. 33). Thus, a 

hierarchical relationship between the prime minister (or the finance minister) and the 



34 
 

 
  

spending ministries is required to limit spending (Hallerberg & von Hagen 1999, pp. 214-

5; von Hagen 1992, pp. 33-4). Secondly, limiting the legislature amendment power so that 

legislature is more bound to the budget proposal means that budget deficit is more 

controllable (von Hagen 1992, p. 27; Wehner 2010, p. 208). Thirdly, during budget 

implementation, the prime minister (or finance minister) needs to have the power to impose 

spending limits on spending ministries according to budget law to maintain fiscal discipline 

(Hallerberg & von Hagen 1999, p. 218; von Hagen 1992, p. 36). 

Other studies support budget institutions arguments. Budget institutions are also argued to 

be a cause of budget deficits. For example, budget institutions are important determinants 

of fiscal outcomes in OECD countries and Latin America (Alesina & Perotti 1999, p. 14). 

In this study, budget institutions are the voting procedures, the budget transparency, and 

balanced-budget (Alesina et al. 1999, p. 257; Alesina & Perotti 1999, p. 16). In terms of 

voting procedures, there are hierarchical and collegial procedures (Alesina et al. 1999, p. 

257; Alesina & Perotti 1999, p. 16). The hierarchical institutions are those that attribute 

strong prerogative rules for the prime minister or finance minister over the spending 

ministries in the budget negotiations, while the collegial institutions emphasize the 

democratic and egalitarian rule among them (Alesina & Perotti 1999, pp. 16-7). The 

hierarchical institutions are more likely to avoid large and persistent deficits because the 

prime minister has the power to overrule over spending proposals from other ministries 

(Alesina & Perotti 1999, p. 17).  

In terms of budget transparency, budgets in modern economies are very complex, creating 

incentives for politicians to hide tax burdens, overestimate benefit of spending, and hide 

liabilities (Alesina & Perotti 1999, p. 25). Budget complexity increases the electorate’s 

confusion and reduces politicians’ incentives to be fiscally responsible by increasing 
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spending to achieve their opportunistic goals (Alesina & Perotti 1999, p. 25). Budget 

complexity enables politicians to adopt over optimistic projections of macroeconomic 

variables, so that revenues are over estimated and spending is under estimated, resulting in 

deficits at the end of the fiscal year  (Alesina & Perotti 1999, p. 17).  

Combined budget transparency and hierarchical institutions is argued to produce better 

fiscal performance in OECD countries. Budget transparency and hierarchical institutions 

limit the opportunity of politically motivated budget spending, so that contributes to better 

fiscal performance (Leachman et al. 2007, p. 391). However, budget transparency alone is 

not able to ensure better fiscal performance (Leachman et al. 2007, p. 392). Transparency 

alone may even make fiscal irresponsibility more pronounced, so that interest groups stand 

a chance to cancel out certain projects (Leachman et al. 2007, p. 392).  

Lastly budget institutions to affect budget deficits also includes the balanced-budget rules. 

In the case of Latin America, balanced-budget laws do not exist, instead they have fiscal 

targets approved prior to the budget. According to Alesina et al. (1999, p. 269), balanced-

budget rules can be ex-ante constraints and ex-post constraints on budget deficits. Alesina 

et al. (1999, p. 270) found that the presence of fiscal targets limiting the permissible size 

of deficits were able to promote fiscal discipline in Latin America. The essence of these 

theories is that budget institutions may be able to serve as a tool to control budget deficits.  

2.3.2 Legislative gridlocks, and budget delays  

Just as budget deficits, current literature suggests that budget delays are driven by a 

combination of many different causes. Nevertheless, the potential determinants can be 

clustered into politics, budgetary institutions, economics, and human resources conditions 
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as with budget deficit. In addition, current literature also suggests that different context 

seems to be important in leading to budget delays.     

As shown in Table 2.2 studies on developed countries on the causes of budget delays have 

been dominated by political arguments, followed by budgetary institutions and economics 

arguments while limited studies in developing countries provide political, budgetary 

institutions, and human resources capacity arguments. Current literature suggests that 

divided government, party polarization, electoral accountability, political and personal 

costs, electoral pressures, veto points and political communications can drive disagreement 

among decision makers which then can lead to budget delays  (Andersen, Lassen & Nielsen 

2010, 2012, 2014; Cummins 2010, 2012; Fowler & Rudnik 2015; Kartiko 2012; Klarner, 

Phillips & Muckler 2010, 2012; Speer 2016; Subechan, Hanafi & Haryono 2014; Yi Lu & 

Chen 2016). Budgetary institutions which include the congressional budget acts, super 

majority rules, voter passed initiatives, legal clarity on the roles of the executive and the 

legislature, and frequent changes in regulations can limit the discretionary of decision 

makers to achieve agreements on budget proposals which then can lead to budget delays 

(Andersen, Lassen & Nielsen 2012; Cummins 2010, 2012; Subechan, Hanafi & Haryono 

2014; Yi Lu & Chen 2016). Economics which includes changes in economic conditions, 

revenue volatility, and changes in revenue, expenditure, and debt can add some constraints 

among decision makers to achieve agreements on budget proposals which then can lead to 

budget delays (Andersen, Lassen & Nielsen 2012, 2014; Cummins 2010, 2012; Fowler & 

Rudnik 2015).  

There are limited studies that can shed light on the budget delays in the context of local 

government level in developing countries. Nevertheless, decentralization seems to have 

increased interest over the issue at local government level in Indonesia. Kartiko (2012) 



37 
 

 
  

studied government formations and their link to budget delays across sub-national 

governments in Indonesia. Kartiko (2012, p. 103) recorded that on average 76 (seventy-

six) percent of sub-national governments in Indonesia delayed enacting their budgets 

between 2007 and 2010. Following previous studies in the USA context, Kartiko (2012) 

confirmed that divided government was the political factor causing budget delays in 

Indonesian sub-national government due to local councils and the executive having 

different policy preferences in a divided government (Kartiko 2012, p. 85). Kartiko (2012, 

p. 83) analyzed local government budget enactment data from 2008 to 2009. This study 

argues that minority coalitions, single minority and majority coalitions are forms of divided 

government that lead to budget delays (Kartiko 2012, p. 83), whereas a single majority 

form of government is unified and therefore more able to reach agreement on budgetary 

matters (Kartiko 2012, p. 98). However, this study did not explore other factors other than 

divided government that drive budget delays. Subechan, Hanafi and Haryono (2014) add 

some information on political factors. Poor political communication between the executive 

and the local council was also argued to cause budget delays in Kudus regency (Subechan, 

Hanafi & Haryono 2014, p. 6). This was because poor political communication increased 

the difficulty of the local council and the local executive in reaching the agreement on local 

budget (Subechan, Hanafi & Haryono 2014, p. 6).  

Budgetary institutions are also put forward as causing local budget delays in Indonesia. 

Subechan, Hanafi and Haryono (2014) studied budget delays in Kudus regency. They 

utilized a mixed method by first employing qualitative method to identify factors affecting 

budget delays in Kudus regency, then followed by quantitative method to test the model. 

Subechan, Hanafi and Haryono (2014, p. 10) argue that frequent changes in regulations 

affecting local budgetary systems contribute to local budget delay in Indonesia. Those 
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regulations include laws, government regulations, and ministerial decrees. More 

specifically, frequent changes of details guidelining the use of the Specific Grant Funds 

(Dana Alokasi Khusus - DAK) and frequent changes of the Ministry of Home Affairs 

decree on local budget preparation have caused budget delays (Subechan, Hanafi & 

Haryono 2014, p. 7). An internal study by TADF (an expert team of the Ministry of Finance 

on fiscal decentralization) in 2013 also found some central government regulations cause 

local budget problem. These studies suggest budget institutions as the cause of local budget 

delays.  
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Table 2.2 Identified causes of legislative gridlock and budget delays 

No Scholars  Context Methods Factors 

 Politics Budgetary  
Institutions 

Economics Human  
Resources 

 Budget Delays       

1 Kartiko (2012) Indonesia Quantitative Divided government        

2 Subechan, Hanafi & Haryono (2014)  Indonesia Mixed Political communication  Frequent changes in regulations    Lack of 
competence  

3 Andersen, Lassen & Nielsen (2010) The USA Quantitative Unclear electoral accountability in divided 
government  

Supermajority rules      

4 Andersen, Lassen & Nielsen (2012) The USA Quantitative Political and personal cost in divided 
government     

  Changes in economic 
conditions 

  

5 Andersen, Lassen & Nielsen (2014) The USA Quantitative Political and personal cost in divided government   Changes in economic 
conditions 

  

6 Klarner, Phillips & Muckler (2010) The USA Quantitative Political and personal costs of the elected officials  Supermajority rules      

7 Klarner, Phillips & Muckler (2012) The USA Quantitative Political and personal costs of the elected officials   Supermajority rules      

8 Cummins (2010) California Quantitative Divided government, party polarization,   Revenue volatility,    

9 Cummins (2012) California Quantitative Divided government, party polarization, Voter-passed initiatives  Revenue volatility   

10 Fowler & Rudnik (2015) California Quantitative Electoral pressure on the governor and 
gubernatorial approval  

  Changes in revenue, 
expenditures, and debt  

  

11 Speer (2016) California Qualitative Number of veto points, divided control, and party 
polarization  

      

12 Yi Lu & Chen (2016) New York Mixed Divided government  Withholding salary and legal clarity     

13 Meyers (1997) The USA Non-Empiric   Congressional Budget Acts      

14 Katharine (2014) The USA Qualitative Extreme Polarization between the House and the 
Senate 

      

 Legislative Gridlock       

15 Sundquist (1988) The USA Non-Empiric Divided government        

16 Cutler (1988) The USA Non-Empiric Divided government        

17 Mayhew (1991) The USA Quantitative Reject divided government        

18 Kelly (1993) The USA Quantitative Divided government        

19 Coleman (1999) The USA Quantitative Divided government        

20 Howell et al. (2000) The USA Quantitative Divided government and significance of legislation       

21 Jones (2001) The USA Quantitative Party polarization and party seat division        

22 Hughes & Carlson (2015) The USA Quantitative Divided government and party polarization        

23 Kistner (2015) The USA Quantitative Divided government and party polarization        

Source: compiled literature    
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The existing studies also show that in the context of developing countries, and more 

specifically Indonesia, there could be other potential explanations. In the context of 

budgeting, the lack of competence of the human resources involved in the local budgeting 

have caused budget delay in Kudus regency in Indonesia (Subechan, Hanafi & Haryono 

2014, p. 1). Similarly, the capacity of the national parliament members in reviewing the 

budget proposal is weak due to high turnover of parliamentary members, limited resources, 

and limited specialist analytical capacity (Blöndal, Hawkesworth & Choi 2009, p. 27).  

In the developed country context, Andersen, Lassen and Nielsen (2010) link budget delays 

in the USA states to politics. Termed future electoral accountability, Andersen, Lassen and 

Nielsen (2010) argue that lack of accountability of politicians for the following general 

election increases the probability of budget delays. The argument is that since elected 

officials are punished at the next general election for not passing a budget on-time, elected 

officials tend to establish the budget on time (Andersen, Lassen & Nielsen 2010, p. 5). 

Budget delays are less probable to occur under a unified government because the electoral 

accountability of the governors is more clear  (Andersen, Lassen & Nielsen 2010, p. 21). 

Meanwhile, budget delay is more probable to occur under a divided government because 

the electoral accountability of the elected officials is less clear (Andersen, Lassen & 

Nielsen 2010, p. 22).  

In a more recent study, Andersen, Lassen and Nielsen (2012, p. 2; 2014, pp. 29-30) 

conclude that both economics and politics are important factors of budget delays in the 

USA states. Andersen, Lassen and Nielsen (2012, pp. 7-8) argue that in responding to 

budget deviation, each budget player defends their budget preferences and leaves other 

budget measures unchanged until they can no longer bear the political and personal costs 



41 
 

 
  

of not having the budget in place (Andersen, Lassen & Nielsen 2012, p. 4). Political cost 

means the public dislike of budget delays (Andersen, Lassen & Nielsen 2012, p. 4). 

Political costs are similar to the electoral accountability argument of Andersen, Lassen & 

Neilsen’s (2010) previous study. Personal costs mean legislators’ time and effort spent to 

keep negotiating the budget (Andersen, Lassen & Nielsen 2012, p. 4). Budget delays are 

also expected to be longer and more frequent during divided government (Andersen, 

Lassen & Nielsen 2012, p. 11; 2014, p. 30). This is because, more discrepancies on policy 

preferences among budget actors are more likely to occur during divided government than 

during unified government (Andersen, Lassen & Nielsen 2012, p. 11). According to 

Andersen, Lassen and Nielsen (2012, p. 17), divided government involves split branches, 

when the governor’s party does not control both chambers in the legislature, and split 

legislature, when different parties control the two chambers of the state legislature.  

Klarner, Phillips and Muckler (2010, 2012) link institutions and budget delays in the USA 

states with the political and personal costs of the elected officials. The key assumption of 

this argument is that budget delays impose political and personal costs on the elected 

officials. Thus, elected officials tend to overcome legislative gridlock and to enact budgets 

on time when the political and personal costs are high (Klarner, Phillips & Muckler 2012, 

p. 993). Political costs harm the public images of politicians and potentially makes them 

vulnerable to future electoral challenges and undermines their ability to advance their 

preferred legislative agenda (Klarner, Phillips & Muckler 2010, p. 2; 2012, pp. 994-5). A 

late budget in an election year increases the political costs, thus, during an election year, it 

is expected that elected officials tend to pass a budget on time (Klarner, Phillips & Muckler 

2010, p. 8; 2012, p. 995). In addition, government shutdown increases political costs of the 

elected officials (Klarner, Phillips & Muckler 2010, p. 7; 2012, p. 995). Government 
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activities will automatically shut down if the budget is delayed and the state has an 

automatic government shutdown regulation. This means the existence of regulations on 

automatic government shutdown in a state increases the political cost of the elected 

officials, so elected officials tend to pass a budget on time (Klarner, Phillips & Muckler 

2010, p. 7; 2012, p. 995). Moreover, length of legislative budget sessions increase personal 

costs of the elected officials, preventing them from pursuing their private careers and 

personal lives (Klarner, Phillips & Muckler 2010, p. 16).When the private costs are high, 

then elected officials tend to pass a budget on time (Klarner, Phillips & Muckler 2010, p. 

16). 

Studying Californian budget delays, Cummins (2010, p. 1; 2012, p. 35) argues divided 

government and party polarization prolong budget delays. Divided government means the 

executive and one or both houses of the legislature are controlled by different parties 

(Cummins 2010, p. 6; 2012, p. 26). Party polarization means the ideological spread 

between parties so that parties occupy different ends of an ideological continuum 

(Cummins 2010, p. 6; 2012, p. 26). High party polarization makes compromise on budget 

solutions  extremely difficult, resulting in the passage of budget delays (Cummins 2010, p. 

6). Moreover, this study found that  legislators’ election year and governor’s election year 

were not a significant factor in reducing budget delays (Cummins 2012, p. 33). 

Fowler and Rudnik (2015, p. 14) undertook a study on Californian budget delay. They 

found that electoral pressure on the governor and gubernatorial approval were the most 

stable political variables affecting budget delays. According to Fowler and Rudnik (2015, 

p. 5), electoral pressures on the governor improve budget approval because late budgets 

potentially cause a governor to lose constituent support and have a significant drawback in 

the next election year. Lastly Fowler and Rudnik (2015, p. 5) also argue that increases in 
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approval ratings will lengthen the budget process because as approval ratings increase, a 

governor has more political capital to spend in conflict over budgets, and can absorb more 

damage from the unpopularity from a late budget.  

Speer (2016) also undertook a study on Californian budget delays by implementing 

qualitative method. Speer (2016, p. 14) argues that political institutions shape political 

conflicts and their outcomes. Though implementing qualitative method, Speer (2016, p. 

413) proposes a theory of political decision-making by arguing that besides divided 

partisan control and party polarization, the number of veto points are the necessary factors 

to lead legislative gridlock as well as budget delays. Veto points are defined as formal 

locations in the chain of political decision-making at which legislation or other decisions 

can be settled or blocked (Speer 2016, p. 19). Veto points theory sees one political decision-

making process may consist of a series of sub political decision-making processes at which 

each sub political decision can be settled or blocked. For example, political decisions on a 

budget may consist of political decisions on budget expenditures and political decisions on 

raising the tax rate to finance budget deficit. In the Californian case, both political decisions 

require supermajority rules with at least two-thirds of legislator votes so that the budget 

can be passed and taxes can be raised (Speer 2016, p. 6). Thus, the greater the number of 

veto points, the greater the chances for budget delays (Speer 2016, p. 13). Divided partisan 

control means neither party simultaneously controls the executive and both the senate and 

the house of representative (Speer 2016, p. 19). Party polarization means ideological 

distance between two parties (Speer 2016, p. 62). 

Looking at the budget passage in  New York state, Yi Lu and Chen (2016, p. 17) argue that 

economic conditions, measured by tax revenue changes, do not have a significant impact 

on budget passage. Instead, Yi Lu and Chen (2016, p. 17) found that divided government 
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has a significant impact on budget delays. However, the effect of divided government is 

diminished when budget rules and leadership are present (Yi Lu & Chen 2016, p. 17).  

Since budgets require political agreements among budget actors, it is also worthwhile to 

review the veto player theory (Tsebelis 1995, 1999, 2000, 2002; Tsebelis & Chang 2004). 

Veto players may serve as a potential theoretical framework to understand the causes of 

budget delays. A veto player is, “…individual or collective decision makers whose 

agreement is required for a policy decision” (Tsebelis 1995, p. 295; 2000, p. 442). There 

are two types of veto players; institutional veto players and partisan veto players. 

Institutional veto players are veto players specified by law or constitution, while partisan 

veto players are parties involved in the decision making (Tsebelis 1995, p. 302). Veto 

player theory claims that policy stability increases with the number of veto players and the 

incongruence in political positions among veto players due to party ideology (Tsebelis 

1995, p. 322). It is because as the number of veto players and the incongruence in political 

positions increase, the win set of status quo decreases. The win set of status quo means the 

shared preferences to defeat the status quo (Tsebelis 1995, p. 308). Applied to law 

production, veto player theory claims that an increase in the number of veto players and 

their ideological distance from one another will reduce the ability of a government and 

parliament to produce significant laws (Tsebelis 1999, p. 591). Again, differences in party 

ideology is the essence of veto player theory. Applied to budgeting in advanced industrial 

countries, veto player theory argues that in a political system with an ideologically distant 

veto player, budgetary structure tends to lock itself into the existing pattern; in contrast, 

the budgetary structure tends to be more flexible in political systems with ideologically 

similar veto players (Tsebelis & Chang 2004, p. 470).  
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Following the veto player theory, an increase in the number of veto players and the 

ideological distance from one to another may reduce the ability of the local government to 

establish a budget on schedule, especially when there are deliberative changes to the 

budgetary structure. Tsebelis (1995, 2000, 2002) have used veto player theory to analyze 

the decision-making process in many different political systems. For example, Australia is 

a bicameral parliamentary system with the premier being appointed by the parliament. The 

parliament consists of the house of representative and the senate. A bill is transported from 

one chamber to the other until the agreement is reached. Prolonged disagreement leads to 

the formation of a joint session of the two chambers (Tsebelis 2002, p. 217). In the house 

of representatives, the Labor Party (ALP) is face to face with the coalition between the 

Liberal Party (LPA) and the National Party (NPA). In the senate, those three major parties 

have the most seats but neither of those two blocks has the majority (Ganghof & 

Bräuninger 2003, 2006). In contrast, in Indonesian local government context, the regent or 

the mayor and the local council are institutional veto players. It is because a local budget 

draft must be jointly agreed to by the regent or the mayor and the local council. The local 

council itself consists of many different political parties. Those political parties are also 

partisan veto players because all political parties must reach an agreement on a local budget 

draft. Thus, the Australian system has less partisan veto players than local governments in 

Indonesia have. 

Party ideology plays a significant role in shaping polarization and budgetary conflicts in 

developed countries. For example, in 2013 the USA Federal government experienced 

budget delay in relation to some issues such as Medicare, Medicaid, and Obamacare 

(Bendersky 2014; Meyers 2014). Obamacare was an ideological polarization between the 

liberal and the conservative parties in relation to the direction of government policy on 
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health care (Bendersky 2014; Hall & Lord 2014; Meyers 2014). This is because in the USA 

context, different political parties represent different ideologies (Cummins 2010, 2012; 

Jones 2001; Speer 2016; Tsebelis 1995, 1999, 2000, 2002; Tsebelis & Chang 2004). Those 

political parties were polarized between left wing liberal progressives and right-wing 

conservatives (Solé-Ollé 2006; Speer 2016; Tsebelis 1995, 2002; Tsebelis & Chang 2004).  

Moving to the economic factors, most existing studies in the USA argue that the macro 

economic conditions directly affect the state governments’ budgets. It is because state 

governments collect taxes from the macro economy as the major source of income. For 

example, Cummins (2010, p. 8) argues that revenue volatility creates shock on the 

budgeting process and increases the probability of budget delays. More specifically, 

personal income tax is the most volatile of the general funds in California (Cummins 2012, 

p. 28). Those factors are verified to have driven budget delays in California (Cummins 

2010, p. 18; 2012, p. 33).  

A study by Andersen, Lassen and Nielsen (2012, p. 2; 2014, pp. 29-30) concluded that both 

economics and politics are important factors of budget delays. A shock to fiscal climate 

increases the probability of budget delays (Andersen, Lassen & Nielsen 2012, p. 16; 2014, 

p. 29). The key assumption of this study is that bargaining over budgets is carried out with 

reference to a budget baseline (Andersen, Lassen & Nielsen 2012, p. 5). Changes in 

economic conditions, regardless of the direction of the changes, create shocks and deviate 

the budget from its baseline revenues and spending (Andersen, Lassen & Nielsen 2012, 

pp. 7-9; 2014). Large deviations from the budget baseline increase the expected budget 

negotiation time until concession is achieved (Andersen, Lassen & Nielsen 2012, p. 10). 



47 
 

 
  

In addition, Fowler and Rudnik (2015, p. 14) argue that budgeting is a political process by 

virtue, however, conflict and compromise within the budgeting process are shaped by 

highly interrelated factors of both economics and politics (Fowler & Rudnik 2015, p. 14). 

By economics, it means changes in revenue, expenditure, and debt in the proposed budget. 

Fowler and Rudnik (2015, p. 14) found that changes in revenue, expenditures, and debt are 

the strongest economic variables to cause budget delays. It is argued that when economic 

conditions become unstable, resource scarcity creates shockwaves in the budgeting process 

(Fowler & Rudnik 2015, p. 6). Again, the macro-economic conditions directly affect the 

state budgets. While similar to arguments presented by Andersen, Lassen and Nielsen 

(2012), Fowler and Rudnik (2015, p. 14) directly use budget measures of revenues, 

expenditures, and debt as independent variables while Andersen, Lassen and Nielsen 

(2012, p. 5) use the macro-economic measure of unemployment rates as an  independent 

variable.  

The impact of economic conditions on local budgets and vice versa needs to be revisited 

in the context of Indonesian local government. Since local governments have no solid tax 

base, local tax is not a major source of income for local governments. In contrast, the 

central government has a solid tax base, thus, tax is the major source of income for the 

central government. To overcome vertical fiscal imbalance, the central government then 

allocates large fiscal transfers to local governments. Fiscal transfers eventually become the 

major source of income for local governments. Thus, macro-economic conditions 

indirectly affect local budgets through fiscal transfers from the central governments. In 

turn, local budgets also affect local economic conditions. A weak correlation between local 

government revenue collection and local government expenditure leads local officials to 

ignore the financial consequence of their decisions on their local economy. This is in line 
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with Jin, Qian and Weingast (2005, p. 40) who argued that large fiscal transfers due to 

vertical imbalance delinks local government expenditure with local economic prosperity. 

Jin, Qian and Weingast (2005, p. 8) found that strong correlations between local 

government revenue collection and local government expenditure in China between 1982 

and 1992 had led to a dramatic development of the private sector. In China, decentralization 

of information and state power also affected local economies. Qian and Weingast (1997, 

p. 5) argued that the appropriate design of decentralization of information and state power 

can have incentive effects on local economy. For example, limited information about 

“extra budget” and “off-budget” accounts held by local governments in China commits the 

central government not to tax them. This in turn encourages local governments to generate 

prosperity and revenue (Qian & Weingast 1997, p. 6).  

Moving to budgetary institutions, Andersen, Lassen and Nielsen (2010, p. 22) argue that 

the existence of supermajority rule increases the probability of budget delays. It is because 

supermajority rules dilute the clarity of responsibility and make it less clear who is 

responsible for budget delays (Andersen, Lassen & Nielsen 2010, p. 3). Supermajority rule 

is a two-thirds voting rule for the legislature to pass a budget (Klarner, Phillips & Muckler 

2012, p. 997). However, this argument is rejected by Klarner, Phillips and Muckler (2012, 

p. 1002) with caution because in their study only three states had supermajority rules in 

budgeting.  

Other than supermajority rule, Cummins (2010, p. 1; 2012, p. 35) argues that some voter-

passed initiatives also prolong budget delays in California state. Voter-passed initiatives 

refer to Proposition 13, 98, and 140 (Cummins 2012, pp. 28-9). Proposition 13 and 98 limit 

the flexibility of legislators to deal with budget gaps and Proposition 140 limits the 

legislators’ time horizon and leadership (Cummins 2012, p. 28). Those initiatives bring 
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further delays in budget passage (Cummins 2012, p. 28). For example, proposition 13/1978 

requires a two-thirds vote in the legislature to raise taxes (Cummins 2012, p. 28). 

Proposition 98/1998 earmarks a minimum of 39% of general fund revenues for basic 

education and the legislature can only suspend this earmark with a two-thirds vote 

(Cummins 2012, p. 28). Proposition 140/1990 restricts assembly members to three two-

year terms and senators to two four-year terms. This term limit is argued to shorten the 

time horizons for legislators and reduce legislative leadership experience and effectiveness 

(Cummins 2012, p. 28).  

Looking at a New York case, Yi Lu and Chen (2016, p. 14) found that the effect of 

budgetary institutions varies. For example, legislators’ salary has a limited effect on budget 

passage because most legislators are not entirely dependent upon their legislative salary 

(Yi Lu & Chen 2016, p. 14). Nevertheless, legal clarity of the key budget actors contributes 

to reducing budget lateness because it eliminates the power struggles between the governor 

and the legislature by clarifying the governor’s authority and specifying who does what in 

the budget process (Yi Lu & Chen 2016, pp. 14-6). In addition, Yi Lu and Chen (2016, p. 

15) also  found that the effect of leadership depends on leadership orientations toward 

passing the budget on time For example, the stability of the main budget actors (the 

governor, the senate leader, and the assembly speaker) do not significantly affect budget 

lateness because they have different orientations towards passing the budget on time (Yi 

Lu & Chen 2016, p. 15).  

In relation to legislature gridlock, Sundquist (1988, p. 614) argued that the party 

governments era  had passed and a new political theory for the coalition government or 

divided government era was needed. Party government means either the Republican or 

Democratic Party controlled both the presidency and the congress whereas the divided 
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government means the executive and one or both houses of the legislature are controlled 

by different parties. Divided government, to some extent, is argued to be a byproduct of 

legislature professionalism in which legislative service becomes more attractive to political 

candidates (Fiorina 1994, p. 304). Divided government is characterized by conflict, delay, 

and indecision; leading to frequent deadlock, inadequate and ineffective policies, or no 

policies at all (Coleman 1999, p. 821; Cutler 1988, p. 490; Sundquist 1988, p. 629).  

Unlike divided government, unified government is argued to be more responsive to public 

demand and produce greater quantities of significant innovative policy enactments than a 

divided government (Coleman 1999, p. 821; Kelly 1993, p. 483; Sundquist 1988, p. 627). 

A unified government is able to reduce transaction costs and reinforce the political benefits 

of cooperation and institutional leverage (Coleman 1999, pp. 832-3). The constitutional 

separation of powers requires agreement among the House of Representatives, the Senate, 

and the president for bills to become laws. Divided government heightens inter-branch 

conflicts, reinforces the obstacles of separation of powers inherent in the constitution, as 

well as invites strategic standoffs between political parties with competing institutional 

leverage (Coleman 1999, p. 821; Kelly 1993, p. 483).  

The finding that divided government often causes legislative deadlock has been challenged 

by Mayhew (1991). He argues that divided government produces as much as, and works 

as well as, a unified government. Regardless of the conditions of party control, being either 

a divided government or unified government, he contends that the successful enactment of 

legislation is more directly linked to the timing of legislation and the public demand for 

more active government than the party controls (Mayhew 1991). However, using 

Mayhew’s data and looking at the significance of the legislation, Howell et al. (2000, p. 

285) found that divided government depresses the production of landmark legislation, has 
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no substantive impact on the passage of non-landmark legislation, and has a positive effect 

on the production of trivial laws. The no-effect of divided government argued by Mayhew 

is a consequence of aggregating time series.  

Another scholar,  Jones (2001, p. 125) looks at party polarization and party seat division 

as factors that cause legislative gridlock.  Party polarization means the degree to which 

party preferences are distinct among political parties due to ideological differences (Jones 

2001, p. 127). Party seat division means the proportion of party seats to prevent a filibuster 

or to override a presidential veto, such as a three-fifths majority (Jones 2001, p. 128). Low 

party polarization reduces the uniformity of parties to oppose each other, increases the 

possibility of attaining a larger coalition, and in turn reduces the possibility of gridlock 

(Jones 2001, p. 128). Higher party polarization increases the uniformity of parties to 

oppose each other and increases the possibility of gridlock, when neither party has enough 

seats to prevent a filibuster or to override a presidential veto (Jones 2001, p. 128).  

Therefore, party polarization is argued to cause legislative gridlock (Jones 2001, p. 133). 

This is different from the divided government argument that does not take into account the 

importance of the filibuster, veto override by the congress and the variation in the party 

polarization (Jones 2001, p. 128). Nevertheless, a study by Hughes and Carlson (2015, p. 

785) argues that both divided government and party polarization increase legislative delay 

in the USA due to the magnitude of legislative barriers to the passage of legislation. At the 

state government level, a study by Kistner (2015, p. 15) found that the combined presence 

of divided government and polarization increases legislative gridlock due to inter and intra 

institutional conflicts.  
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2.3.3 Fiscal policy volatility  

Current literature suggest that fiscal policy volatility is driven by politics, economics, and 

budgetary institutions (Agnello & Sousa 2014; Albuquerque 2011; Alesina, Tabellini & 

Campante 2008; Brzozowski & Siwinska-Gorzelak 2013; Brzozowski & Siwińska-

Gorzelak 2010; Fatás & Mihov 2003, 2006, 2013; Henisz 2004; Ilzetzki & Végh 2008; 

Sacchi & Salotti 2014; Sousa & Agnello 2013). Current literature also suggests that 

research context matters. At the sub-national government level, budgetary institutions and 

economics are argued to cause fiscal policy volatility in the USA and OECD countries, as 

shown in Table 2.3. Budgetary institutions which include strict budgetary rules and no-

carryover deficit rules limit the discretionary of decision makers to undergo volatile fiscal 

policies (Fatás & Mihov 2006). Meanwhile, economics which means the volatility of fiscal 

transfers can directly affect volatility of fiscal policy of sub-national government especially 

for those sub-national government which rely more on fiscal transfers (Sacchi & Salotti 

2014). At the national level, weak checks and balances, veto players, political instability, 

and a presidential system can increase the discretionary of decision makers which then can 

lead to fiscal policy volatility (Agnello & Sousa 2014; Albuquerque 2011; Fatás & Mihov 

2003, 2013; Henisz 2004; Sousa & Agnello 2013). Economics which means pro-cyclical 

fiscal policies tend to drive fiscal policy volatility following the business cycles (Alesina, 

Tabellini & Campante 2008; Ilzetzki & Végh 2008). Budgetary institutions meaning 

balanced budget rules can limit the discretionary of decision makers to undertake volatile 

fiscal policy (Brzozowski & Siwinska-Gorzelak 2013; Brzozowski & Siwińska-Gorzelak 

2010).    

After studying 48 states in the USA, Fatás and Mihov (2006, p. 111) found that strict 

budgetary rules and no-carryover deficit rules led to lower volatility of discretionary fiscal 
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policy. Fatás and Mihov (2006, p. 106) use the ACIR index, a composite index developed 

by the Advisory Council on Intergovernmental Relations, to measure the strictness of 

budgetary rules. No carryover deficit rules is a written restriction in the constitution that 

does not allow budget deficits to be carried over to the following budget year (Fatás & 

Mihov 2006, p. 106). The underlying argument is that restrictions on government policy 

eliminate or reduce the possibility of government behavior to meet certain electoral or 

narrow political goals (Fatás & Mihov 2006, p. 102). Another study by Sacchi and Salotti 

(2014) found that volatility of inter-governmental grants from upper levels of government 

led to spending volatility in OECD countries. Inter-governmental grants are argued to have 

less accountability than that of local taxes to local voters, thus, local politicians have  less 

“irresponsible” spending behavior when there is not enough accountability of their 

financing mechanisms to local voters (Sacchi & Salotti 2014, p. 15). Turning to the local 

government level in Indonesia, it is unclearing what may cause local government spending 

volatility. Fiscal transfers from the central government are the main sources of revenue for 

local governments, thus responding to economic cycles may not be relevant. Moreover, the 

fiscal capacity of the local governments may not be significant to respond to economic 

cycles.  

At the national level, fiscal policy volatility is affected by some factors that can be 

categorized into politics, economics, and budgetary institutions, as shown in Table 2.3. 

Previous studies have looked at the political institutions across countries to see their impact 

on fiscal policy volatility (Albuquerque 2011; Fatás & Mihov 2003, 2013; Henisz 2004; 

Tsebelis & Chang 2004). It is argued that political institutions that provide strong checks 

and balances, limit the aggressive use of discretion among political actors and reduce the 

volatility of discretionary fiscal policy (Albuquerque 2011, p. 2544; Fatás & Mihov 2003, 
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p. 1440; 2013, p. 365; Henisz 2004, p. 2). For example, parliamentary concentration, which 

reduces checks and balances in European Union countries, increases discretionary public 

spending volatility (Albuquerque 2011, p. 2544). Discretionary fiscal policy means the 

components of fiscal policy that reflect political preferences instead of reactions to changes 

in economic conditions (Albuquerque 2011, p. 2544). The argument is that checks and 

balances minimize the ability of politicians to respond to short-term political incentives in 

favor of one group over another (Henisz 2004, p. 6). Such political incentives will be 

blocked by other political actors who draw support from the disadvantaged group (Henisz 

2004, p. 6). Checks and balances also moderate the policy response to external economic 

shocks because policy changes have to satisfy all veto players so that the status quo policy 

is more likely to remain  (Henisz 2004, p. 7).  

In line with the checks and balances argument, Tsebelis and Chang (2004) uses veto player 

theory to explain the changes in the composition of budget in advanced industrialized 

countries. According to them, there are two types of budget changes; automatic budgets 

changes and deliberate budget changes (Tsebelis & Chang 2004, p. 450). Automatic 

budgets changes are changes in budget composition due to the existing legislation having 

economic consequences, and deliberative budget changes mean the current government 

wants to change the budget structure regardless of the economic conditions (Tsebelis & 

Chang 2004, p. 450). They argue that “despite the factors that account for the automatic 

change of budgetary structure, the deliberate change of budgetary structure can be 

explained by governmental ideological distance and ideological differences between 

governments” (Tsebelis & Chang 2004, p. 449). More specifically, the more ideologically 

diverse the government coalition, the less deliberately change occurs in the structure of the 

budget (Tsebelis & Chang 2004, p. 450). The veto player theory surmises that the potential 
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for policy change decreases with the number of veto players and their ideological distance 

because it is more difficult to defeat the status quo by majority rule (Tsebelis 1995, p. 289; 

2000, p. 444; Tsebelis & Chang 2004, p. 449).  

Other political aspects, political instability and presidential system, are also argued to lead 

to volatility of discretionary fiscal policy (Agnello & Sousa 2014, p. 91; Sousa & Agnello 

2013). The argument is that greater political instability, due to government crisis and less 

democracy, is associated with greater uncertainty about the fiscal stance (Agnello & Sousa 

2014, p. 99).  Greater fiscal discretion is also typically implied in countries with a 

presidential system (Agnello & Sousa 2014, p. 94). 

Economically, there is a fundamental difference in how fiscal policy in developing 

countries is conducted compared to industrial countries (Ilzetzki & Végh 2008, p. 1). 

Developing countries tend to implement pro-cyclical fiscal policy (Alesina, Tabellini & 

Campante 2008, p. 1006; Ilzetzki & Végh 2008, p. 26). Pro-cyclical fiscal policy means 

government spending follows the business cycle thus total government spending goes up 

during a boom and goes down during a burst (Alesina, Tabellini & Campante 2008, p. 

1006). Pro-cyclical fiscal policy adds macro-economic instability because the government 

spending follows the business cycle (Alesina, Tabellini & Campante 2008, p. 1007). 

Imperfections in credit markets prevent developing countries from borrowing in bad times 

and good times encourage fiscal profligacy and rent-seeking activities (Ilzetzki & Végh 

2008, p. 1). Pro-cyclical fiscal policy is more prevalent in the more corrupt countries in 

which a positive income shock in a corrupt country increases total government spending 

for unproductive public consumption and political rents (Alesina, Tabellini & Campante 

2008, pp. 1025-6). Developed countries tend to implement counter-cyclical fiscal policy 

(Alesina, Tabellini & Campante 2008, p. 1006; Ilzetzki & Végh 2008, p. 26). Counter-
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cyclical fiscal policy means government spending counters the business cycles thus total 

government spending goes down during a boom and goes up during a burst (Alesina, 

Tabellini & Campante 2008, p. 1006).   
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Table 2.3 Identified causes of fiscal policy volatility 

No. 
  

Scholars 
  

Context Methods Factors 

Politics Economics Budgetary Institutions 

 Sub National Government Level      

1 Sacchi & Salotti (2014) OECD Quantitative   Volatility of inter-governmental grants   

2 Fatás & Mihov (2006) The USA Quantitative     Strict budgetary rules and 
no-carryover deficits rules  

 National Government Level      

3 Henisz (2004)  General Quantitative Checks and balances     

4 Tsebelis & Chang (2004) Developed Quantitative Veto players     

5 Fatás & Mihov (2003)  General Quantitative Checks and balances   Budgetary Institutions 

6 Fatás & Mihov (2013)  General Quantitative Checks and balances   Budgetary Institutions 

7 Sousa & Agnello (2013) General Quantitative Political instability and presidential system     

8 Agnello & Sousa (2014) General Quantitative Political instability and presidential system     

9 Albuquerque (2011) Developed Quantitative Checks and balances     

10 Brzozowski, Michal & Siwińska (2010) General Quantitative     Balanced budget and debt 
rules  

11 Brzozowski, Michał & Siwinska (2013) Developed Quantitative     Balanced budget and debt 
rules  

12 Ilzetzki & Végh (2008) Developing Quantitative   Pro-cyclical fiscal policy    

13 Alesina, Tabellini & Campante (2008) General Quantitative   Pro-cyclical fiscal policy    

Source: compiled literature   
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Budgetary institutions are also argued to have a significant impact on fiscal policy volatility 

(Brzozowski & Siwińska-Gorzelak 2010, p. 207). Depending on the target of the rule, 

different fiscal rules may have different impacts on fiscal policy volatility (Brzozowski & 

Siwińska-Gorzelak 2010, p. 205). Balanced budget rules are argued to exacerbate fiscal 

policy volatility while debt rules are argued to limit fiscal policy volatility (Brzozowski & 

Siwińska-Gorzelak 2010, p. 207). The argument is that breaking the deficit rule in one 

period does not always persist in the next period, in contrast, government debt exceeding 

the official threshold in one period will persist in the next period unless corrective measures 

are implemented (Brzozowski & Siwińska-Gorzelak 2010, p. 221). 

2.3.4 Underspending of budget appropriations  

This section reviews existing literature on the issue of underspending of budget 

appropriations. Scholars argue that human resources, politics, budgetary institutions, anti-

corruption programs and delayed payments of fiscal transfers affect underspending of 

budget appropriations in Indonesia at the local government level (Lewis 2005; Lewis & 

Oosterman 2009, 2011). At the national level in developing countries, poor human resource 

capacity and poor development planning, as well as changes in the development vision 

increased fiscal slack (Blöndal, Hawkesworth & Choi 2009; Coventry 2009; Monsod 

2016),  
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Table 2.4 Reasons for fiscal slacks 

No. Title and Author Context Methods Why Do Governments Have  
Fiscal Slacks 

1 Sub-national government capital spending in Indonesia: level, structure, and 
financing (Lewis & Oosterman 2011) 

Indonesian local governments Quantitative  Underspending Problem 

2 The impact of decentralization on sub-national government fiscal slack in 
Indonesia (Lewis & Oosterman 2009) 

Indonesian local governments  Quantitative  Underspending Problem 

3 Indonesian Local Government spending, taxing and saving: An explanation of 
pre- and post-decentralization fiscal outcomes (Lewis 2005) 

Indonesian local governments Quantitative  Underspending problem 

4 Budgeting in Indonesia (Blöndal, Hawkesworth & Choi 2009) Indonesian central government Qualitative  Underspending problem 

5 The hidden mechanics of Solomon Islands budget processes–understanding 
context to inform reforms (Coventry 2009) 

Solomon Islands central government Qualitative  Underspending problem 

6 Government "underspending" in perspective: Incompetence, inertia, or 
indigestion? (Monsod 2016) 

Philippines central government Qualitative  Underspending problem 

7 What's so magical about five percent? A nationwide look at factors that 
influence the optimal size of state rainy day funds (Joyce 2001) 

The USA states government Quantitative Economics and fiscal administration  

8 What Stabilizes State General Fund Expenditures in Downturn Years—
Budget Stabilization Fund or General Fund Unreserved Undesignated 
Balance? (Hou 2003) 

The USA states government Quantitative Economics and fiscal administration  

9 Are State Budget Stabilization Funds only the Illusion of Savings? Evidence 
from Stationary Panel Data (Wagner 2003)  

The USA states government Quantitative Economics and fiscal administration  

10 Budget Slack, Institutions, and Transparency (Rose & Smith 2012) The USA states government Quantitative Economics and fiscal administration  

11 Fiscal Slack and Counter‐Cyclical Expenditure Stabilization: A First Look at 

the Local Level (Marlowe 2005) 

The USA Minnesota local governments Quantitative Economics and fiscal administration  

12 Beyond 5 Percent: Optimal Municipal Slack Resources and Credit Ratings  
(Marlowe 2011) 

The USA local governments Quantitative Economics and fiscal administration  

13 Why Do Cities Hoard Cash? Determinants and Implications of Municipal Cash 
Holdings (Gore 2009) 

The USA local governments Quantitative Economics and fiscal administration  

14 The Role of Slack in Local Government Finances (Hendrick 2006) The USA Chicago local governments Quantitative Economics and fiscal administration  

15 The Implementation and Utilization of Stabilization Funds by Local 
Governments in Massachusetts (Gianakis & Snow 2007) 

The USA Massachusetts local 
governments 

Quantitative Economics and fiscal administration  

16 Examining Factors that Impact Mississippi Counties' Unreserved Fund 
Balance during Relative Resource Abundance and Relative Resource 
Scarcity (Stewart 2009) 

The USA Mississippi local 
governments 

Quantitative Economics and fiscal administration  

Source: compiled literature   
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Table 2.4 shows the literature reviewed on fiscal slack in developed and developing 

countries. The literature suggested both sub-national governments in developed and 

developing countries maintain fiscal slacks, but their reasons to maintain fiscal slacks are 

different. Fiscal slacks in developing countries are in relation to budget problems. In 

contrast, fiscal slacks in developed countries are for economics and fiscal administration 

reasons.     

Human resource capacity is argued to be the main cause of underspending of budget 

appropriations in Indonesia (Blöndal, Hawkesworth & Choi 2009; Lewis & Oosterman 

2009, p. 44; 2011, p. 158). This is because limited human resource capacity put some 

constraints for government agencies to plan, design, and implement program as well as 

execute the budget. For example, at the central government level, ministries have difficulty  

finding human resources who know how and are able to comply with the procurement 

regulations (Blöndal, Hawkesworth & Choi 2009). Meanwhile, local government officials 

have shown a lack of a capacity to plan, design and implement development projects, 

though it is difficult to provide objective measures of this deficiency (Lewis & Oosterman 

2009, p. 44). Turner, Imbaruddin and Sutiyono (2009, pp. 244-5) argued that limited 

capacity of human resources is due to poor practices in recruitment and promotion. More 

specifically, Blunt, Turner and Lindroth (2012) found that corruption of basic human 

resource management functions and processes was widespread by patronage networks. In 

relation to the issue of corruption in recruitment, Kristiansen and Ramli (2006) also found 

that job seekers were willing to make a huge investment to secure a position in the 

government sector by paying their way into government positions. 
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The literature also suggests that budgetary institutions contribute to budget underspending 

problems in Indonesia. At the local government level, budget administration is very rigid, 

which is mainly due to activities and expenditures being broken down into very detailed 

categories.  Local governments are required by regulations to prepare very detailed budget 

expenditure proposals by type (or object) and by function for approval by local councils 

(Lewis & Oosterman 2009, p. 43). In addition, local governments are not allowed to spend 

more than the limits imposed by budget ceilings or reallocate proposed expenditure without 

council approval (Lewis & Oosterman 2009, p. 43). This means all additional spending 

must be approved by the local council which can leads to budget underspending problems 

(Lewis & Oosterman 2009, p. 43). At the central government level, budget administration 

is also rigid but less rigid compared to budget administration at the local government level. 

Activities and expenditures are broken down in less detailed categories. Nevertheless, 

(Blöndal, Hawkesworth & Choi 2009, p. 11) argue that the rigid budget administration, 

coupled with highly specified procurement regulations, make budget execution a 

cumbersome process that leads to budget underspending problems. In addition, delays in 

the enactment of the detailed budget implementation guidelines from the parliament also 

lead to budget underspending problems (Blöndal, Hawkesworth & Choi 2009). 

In contrast, the literature on new public management concepts shifts the focus of 

government in developed countries from budget administration to budget management. 

This means public officials should be more concerned with and committed to achieving 

results rather than following budget procedures. This is done by providing public officials 

with more discretion on spending, but at the same time, requiring more responsibility for 

achieving performance targets (Zapico-Goni 1997). It is argued that more flexibility on 

spending controls provides incentives to improve performances. By this initiative, budget 
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controls are based on aggregate appropriations, definitions of strategic targets, and 

standards for performance. This initiative is thought to provide the right incentive for sound 

financial management. Thus, performance measurement is to be used as a basis for budget 

control. This initiative in Australia is called the Financial Management Improvement 

Program and the Program Management and Budgeting (Zapico-Goni 1997). In the U.S., 

the Government Performance and Results Act (GPRA) requires that budget estimates of an 

agency be shown in comparation with anticipated results (Ervin 2013). Appendix 2.1 shows 

an example of the budget appropriation document of the Australia Capital Territory. For 

this example, outcomes as performance targets are clearly stated in detail, while the money 

as appropriations are stated in aggregate. By doing so, the public officials have more 

flexibility in spending the budget, but they are responsible for achieving the outcomes. In 

the Australian context, there is no report on underspending of budget appropriations. This 

may be due to the Australian budget administration being considerably more flexible than 

the Indonesian budget administration. 

Corruption is another factor that can drive the underspending of budget appropriations. In 

seeking to curb corruption in Indonesia, the on-going anti-corruption efforts may also have 

side effects on budgeting. This is because stiff penalties have been instituted for corruption 

(Blöndal, Hawkesworth & Choi 2009, p. 11) and the law enforcement officials are acting 

in an rigorous manner in seeking out potential corruptors (Lewis & Oosterman 2009, p. 

43), however, the government officials are less active in undertaking preventive actions. 

For example, procurement has been identified as particularly high risk for corruption 

(Blöndal, Hawkesworth & Choi 2009, p. 11; Lewis & Oosterman 2009, p. 43), however, 

government officials lack training and certification on procurement. Thus, many 

government officials in Indonesia were unwilling to participate in tender committees 
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responsible for capital expenditure. This is because many government officials are worried 

that their well-intended actions might contravene the laws and regulations in some way due 

to their lack of know-how (Blöndal, Hawkesworth & Choi 2009, p. 11). This means that 

those curative efforts in curbing corruption may be in part contra-productive in Indonesian 

contexts. This is because those curative actions taken by law enforcement officers may not 

be properly followed by preventive actions taken by government officials. Nevertheless, 

corruption also take places in different contexts such as in New South Wales (NSW), 

Australia (David 2010; Waldersee 2012). Waldersee (2012) also argued that there was 

corruption in procurements by government businesses and agencies and similar patterns 

that were likely to happen in other jurisdictions. However, the difference from Indonesia is 

that the NSW government has since undertaken preventive and curative efforts to curb 

corruption, as shown in Figure 2.1. Waldersee (2012) offers suggestions for preventive 

actions to control corruption which includes strengthening the structures, strengthening the 

process, and the people factors. Strengthening the structures means assigning 

accountabilities, coordination mechanisms and chains of command. Improving the process 

is done by reducing the opportunities for corruption in the normal process and by 

controlling activities out of the normal process. Lastly, the people factors include 

improving employee competence and expertise, supervising staff, and assigning well-

motivated individuals throughout the process (Waldersee 2012, p. 210). At the same time 

the Independent Commission Against Corruption (ICAC) continuously undertakes robust 

curative efforts through investigative work (David 2010). Those preventive and curative 

actions have shown positive results. A survey in 2009 found that that people believe having 

the Independent Commission Against Corruption is good for NSW (David 2010). The most 

important factor is that those preventive and curative actions have low negative impacts on 

budget implementation, as in contrast to the Indonesian cases. This is because those 
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curative actions taken by law enforcement officers are properly followed by preventive 

actions taken by the government officials in the NSW. This implies that while curbing 

corruption in Indonesia, the government officials may also need to undertake robust 

preventive actions which include strengthening the structures, strengthening the process, 

and strengthening the people. Meanwhile, the law enforcement officials are also required 

to undertake robust curative actions. This in turn is expected to minimize budget problems. 

 

Figure 2.1 A comparison of corruption eradication between Indonesian local 

government case and Australia New South Wales case 

Corruption 

Preventive 
efforts 

Less 
corruption 

Less budget 
problems 

Curative 
efforts 

NSW – Australia (David 2010; Waldersee 2012) 

Corruption 

Focus on curative 
efforts 

Fears and worries 

More budget 
problems 

Local Government in Indonesia 
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The increased fiscal slack of local governments in Indonesia is also determined to a large 

degree by delayed payments of fiscal transfers from the central government, especially the 

revenue sharing funds (Lewis 2005, p. 309; Lewis & Oosterman 2009, p. 43). Such 

transfers have been made to the sub-national governments very late in the fiscal year, so 

that it is too late for sub-national governments to spend in full in the fiscal year (Lewis 

2005, p. 309; Lewis & Oosterman 2009, p. 43). Lewis and Oosterman (2009, p. 43) 

speculate that the central government itself typically does not get access until somewhat 

late in the year and transfers of the revenue sharing funds to sub-national governments are 

subsequently affected. 

A limited number of studies shed light on the issue of fiscal slack in other developing 

countries. Fiscal slack in the Solomon Islands is due to underspending problems related to 

the budget for development. According to Coventry (2009, p. 5), the amount of 

underspending of budget appropriations in 2007 was about 40% of the budget for 

development. Coventry (2009, p. 5) identified three drivers to cause underspending 

problems, namely lack of human resource capacity, poor development planning, and 

changes in the development vision.  Fiscal slack also happens in the national government 

of the Philippines due to underspending of budget appropriations. According to Monsod 

(2016), actual disbursements fell short of planned disbursements by about ten percent per 

year in 2011 to 2015. It is because the actual disbursements had been increasing at the 

lower rate than the budgeted disbursements. Meanwhile, the Philippine bureaucracy had 

simply been unable to keep up with its own ambitions (Monsod 2016, p. 20).  
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 Discussion 

The next part of this chapter presents the summary of the review and identifies the literature 

gap, which in turn will lead to proposing the research questions.  

2.4.1 Review summary 

A limited number of literature suggests that budget delays and underspending budget 

appropriations are the most prominent budget problems in Indonesia (Kartiko 2012; Lewis 

& Oosterman 2009, 2011; Subechan, Hanafi & Haryono 2014). This is because many sub-

national governments in Indonesia have suffered from budget delays and underspending 

budget appropriations. Extant literature in developed countries suggests that many sub-

national governments have suffered from budget deficits (Alt & Lowry 1994; Ashworth, 

Geys & Heyndels 2005; Bohn & Inman 1996; Borge 2005; Guo 2008; Luechinger & 

Schaltegger 2013; Solé-Ollé 2006; Wu, Feng & Li 2015), budget delays (Andersen, Lassen 

& Nielsen 2010, 2012, 2014; Cummins 2010, 2012; Fowler & Rudnik 2015; Klarner, 

Phillips & Muckler 2010, 2012; Speer 2016; Yi Lu & Chen 2016), and fiscal policy 

volatilities (Fatás & Mihov 2006; Sacchi & Salotti 2014). The findings from those studies 

imply that budget deficits and fiscal policy volatilities may also become budget challenges 

facing sub-national governments in Indonesia. Therefore, this study will explore the most 

challenging budget problems facing local governments in Indonesia and the causes of those 

budget problems. Moreover, the current literature does not specifically look at the 

interrelationship among budget problems that may exist. Therefore, this study will also 

explore the interrelationship that may exist among those budget problems.  

In relation to budget deficits, limited information is currently available on the factors that 

drive budget deficits in Indonesian sub-national governments. Therefore, further study may 
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be needed on this issue. A study by Sjahrir, Kis-Katos and Schulze (2014) informed that 

administrative overspending pressured local governments’ budget in Indonesia, though this 

study was not focused on budget deficits. Looking at literature in other contexts, budget 

deficits in Indonesian sub-national governments could be driven by politics, economics, 

and budget institutions as well as the design of fiscal decentralization such as the case of 

China (Guo 2008; Wu, Feng & Li 2015). The studies on budget deficits at sub-national 

levels of developed countries argue that persistent budget deficits are mainly driven by 

politics and budgetary institutions (Alt & Lowry 1994; Ashworth, Geys & Heyndels 2005; 

Bohn & Inman 1996; Borge 2005; Luechinger & Schaltegger 2013; Solé-Ollé 2006). While 

studies on budget deficit at the national levels in developed countries have found that 

persistent budget deficits are driven by politics, economics, and budget institution factors 

(Alesina & Perotti 1994, 1999; Barro 1979; Haan 1997; Hallerberg & von Hagen 1999; 

Leachman et al. 2007; Perotti & Kontopoulos 1999, 2002; Roubini & Sachs 1989; Roubini 

et al. 1989; von Hagen 1992). Although similar, these studies show that context, in terms 

of level of government, matters because different levels of governments may have different 

drivers of budget deficits.   

In relation to budget delay, limited information is also currently available on the factors 

that drive budget delays in Indonesian sub-national government level. Divided 

government, political communication, frequent changes in regulations and lack of 

competence of the human resources are some factors that have been identified to drive 

budget delays in Indonesian local governments (Kartiko (2012); Subechan, Hanafi and 

Haryono (2014). Looking at literature in other contexts, budget delays in Indonesian sub-

national governments could be driven by politics, budgetary institutions, and economics. 

The political factors include divided government, party polarization, electoral 
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accountability, political and personal costs, electoral pressures, and veto points (Andersen, 

Lassen & Nielsen 2010, 2012, 2014; Cummins 2010, 2012; Fowler & Rudnik 2015; 

Klarner, Phillips & Muckler 2010, 2012; Speer 2016; Yi Lu & Chen 2016). The budgetary 

institution factors include the congressional budget acts, super majority rules, voter passed 

initiatives, and legal clarity on the roles of the executive and the legislature (Andersen, 

Lassen & Nielsen 2012; Cummins 2010, 2012; Yi Lu & Chen 2016). While, the economic 

factors include changes in economic conditions, revenue volatility, and changes in revenue, 

expenditure, and debt (Andersen, Lassen & Nielsen 2012, 2014; Cummins 2010, 2012; 

Fowler & Rudnik 2015). Nevertheless, context matters. Different research contexts shape 

different drivers of budget delays and legislative gridlock. Different political structures, 

levels of democracy, economic conditions, and budgetary institutions may also affect the 

budget process. Developed countries are considered to have more institutionalized 

democracy compared to developing countries, which then shapes budget conflicts 

differently (Elgie & McMenamin 2008, p. 266). Despite the similarity in the governance 

system, contextual differences also exist between the USA sub-national government level 

and the Indonesian local government level. Parliamentarian versus presidential, single 

majority party versus multi-party, and unicameral versus bi-cameral systems shape the 

political decision making process differently (Tsebelis 2000, p. 441).  

It is important to note the specific political system in Indonesia. Literature on Indonesian 

politics in the post-Soeharto era are characterized by capitalism and oligarchy power, 

money politics, patronage, clientelism and political corruption (Aspinall 2011, 2014; 

Aspinall & Sukmajati 2016; Hadiz 2001, 2004c, 2004b, 2004a, 2007; Hadiz & Robison 

2005; Mietzner 2007; Robison & Hadiz 2005). For example, Hadiz (2001, 2004c, 2004b, 

2004a) argued that the politics in Indonesia in the post-Soeharto era was still characterized 
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by a capitalist oligarchy power, in which a small group of people controlled the state 

authority, especially in relation to the allocation of state resources. The capitalist oligarchy 

power was not just harnessing the state power and institutions, but they were hijacking the 

state power and institutions for their purposes. Democratization and decentralization were 

expected to demolish the capitalist oligarchy power. However, democratization and 

decentralization have made capitalist oligarchy power become more open and 

decentralized to the local level due to the erosion of central state authority. 

In addition to capitalism and oligarchy politics, Hadiz (2001, 2003, 2004c, 2004b, 2004a, 

2007) and Hadiz and Robison (2005, 2012) also argue that the politics in Indonesia is run 

by the logic of money politics. The pervasiveness of money politics is fundamentally 

inherent to the logic of power relations between patrons and clients. Aspinall and 

Sukmajati (2016) and Aspinall (2011, 2014) use the term patronage and clientelism for 

money politics. Aspinall and Sukmajati (2016) and Aspinall (2011, 2014) argue that 

patronage distribution became the central mode of the campaign strategies of most 

candidates in the 2014 legislative elections. The patronage distribution includes cash, 

goods, services, and other economic benefits such as jobs and contracts. Moreover, in 

addition to the formal party machines, most candidates also relied on informal networks of 

vote brokers. Such distribution to the formal and informal networks required extensive 

capital that might be derived from private funds such as for vote buying or from public 

funds such as in pork barrel projects. Mietzner (2007) adds some points on political 

corruptions by arguing that most parties intensified their attempts to exploit alternative 

sources of income from the legislature and executive. This is because the rising frequency 

of ballots raised the corresponding campaign expenses especially after the introduction of 

direct election, meanwhile the government had cut state subsidies to political parties in 
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2005. In regard to budget volatility, no information is currently available on the causes of 

budget volatility in Indonesian sub-national governments. The few studies that discuss this 

budget problem at sub-national level in developed countries pointed at economics and 

budgetary institutions to be the main causes (Fatás & Mihov 2006; Sacchi & Salotti 2014). 

In contrast, the studies at national level argue that fiscal policy volatility was mainly driven 

by politics and budgetary institutions (see Agnello & Sousa 2014; Brzozowski & Siwinska-

Gorzelak 2013; Brzozowski & Siwińska-Gorzelak 2010; Fatás & Mihov 2003, 2013; 

Henisz 2004; Sousa & Agnello 2013). Only one study in OECD and Non-OECD countries 

looked at the economic factors to explain fiscal policy volatility (Alesina, Tabellini & 

Campante 2008) while a study by Ilzetzki and Végh (2008) sheds a light on procyclical 

fiscal policy in developing countries as the driver of fiscal policy volatility. This implies a 

different research context has different drivers of fiscal policy volatility. As discussed in 

sub Section 2.3.3, different political conditions, economic conditions, and budgetary 

institutions in different contexts affect fiscal policy volatility differently. Compared to 

other budget problems, there are more studies trying to explain the underspending of 

budget appropriations in the Indonesian context than in other countries as shown in Table 

2.8.  Lewis and Oosterman (2009, p. 44; 2011, p. 158)  and Blöndal, Hawkesworth and 

Choi (2009, p. 11) look at human resource capacity as a cause of underspending of budget 

appropriations in Indonesia while also suggesting that budgetary institutions and 

corruption contributes to the problem. While the rigid and detailed classification system 

could be the main reason in the budgetary institution, the unwillingness to take 

responsibility to run a project due to its scrutiny and possible link to corrupt practices may 

explain why corruption is considered to be the reason for fiscal slack in Indonesia. Besides 

this “internal” issue, the increased fiscal slack of local governments is also determined by 

“external issues” such as delayed payments of fiscal transfer from the central government, 
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especially the revenue sharing funds (Lewis 2005, p. 309; Lewis & Oosterman 2009, p. 

43). 

In terms of methodology, existing studies on budget problems at sub-national government 

level have been dominated by quantitative methods. In contrast, limited studies on budget 

problems utilizing qualitative methods have been conducted.  Bryman (1984, p. 77) argued 

the debate on quantitative and qualitative methodologies involves philosophical 

(epistemological) issues and technical issues. At the philosophical level, the terms 

'quantitative' often denote to the same philosophical approach as 'positivist' and 'empiricist', 

while 'qualitative’ is often used to denote 'constructivist' and 'interpretivist’. Quantitative 

methodology is an approach to conduct social research by applying a natural science 

approach, in particular underpinned by a positivist epistemological position, to social 

phenomena (Bryman 1984, p. 77). The quantitative or positivist studies are typically 

characterized by a concern with operational definitions, objectivity, replicability, causality. 

At the technical level, the ‘method’ and ‘technique’ refers to the ways of gathering data. 

Through questionnaire items, concepts can be operationalized; objectivity is maintained; 

replication can be carried out and causality can be tested using path analysis and regression 

techniques (Bryman 1984, p. 77).  

The literature review shows that most empirical studies on budget deficits, budget delays 

and  budget underspending or fiscal slack are quantitative methods. Secondary data is then 

used to test the hypotheses. For example, Andersen, Lassen and Nielsen (2012) used a 

dataset of budget completion dates for US state governments 1988–2007 from news reports 

and state budget office surveys and Fowler and Rudnik (2015) used the University of 

California Berkeley’s Archive of Social Science Data. There are several studies 

implemented a mixed method by first employing quantitative method to examine the 
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effects of economics, politics, budget institutions and leadership on budget delays in New 

York, and then followed up with qualitative method to support the quantitative findings 

(Yi Lu & Chen 2016); (Subechan, Hanafi & Haryono 2014). Just one study implemented 

a fully qualitative method; Speer (2016) looked at the historical narrative of budget delays 

in California state.  

2.4.2 Identifying literature gaps 

At this stage, the literature gap will be identified. Chapter 1 discussed the research problem 

statement. As discussed in Chapter 1, this thesis is justified by real-life problems and 

academic gaps. The focus of this thesis is important for four main reasons. First, budget is 

the life-blood of a government (Wildavsky 1961, p. 184). Thus, any persistent budget 

problem will affect the government and its society. Second, a budget problem is a real-life 

problem because persistent budget problems have negative consequences that need to be 

dealt with and overcome. The negative consequences of budget problems include 

bankruptcy, lowered economic growth, shutting down of non-essential services, laid off 

state workers, inabilities to meet financial obligations, as well as suffering from lower 

credit ratings and higher borrowing costs. Third, local budget problems are important 

because many central governments around the world, especially in developing countries, 

have decentralized their fiscal, political, and administrative powers to lower-level 

governments. Lastly, research into local budget problems is also important because of the 

existing literature gaps.  

This chapter further discusses the literature gaps and more specifically identifies contextual 

and methodological gaps in the existing literature. This chapter identifies some typical 

budget problems discussed in the current literature, namely budget delays, budget deficits, 
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fiscal policy volatility, and underspending of budget appropriations. Review of the current 

literature has exposed contextual and methodological gaps in the existing literature on local 

budget problems. Contextually, there is extensive literature on budget problems in the 

context of developed countries at the sub-national government level, including at national 

government level. However, fewer studies have been conducted in the context of local 

government level in developing countries. This means local budget problems in developing 

countries are still understudied. Indonesian local government is a unique research context 

since it has different political systems, economic conditions, budgetary institutions, as well 

as human resources conditions from those explored in the contexts of developed countries 

in the existing literature. Those different research contexts may shape budget problems 

differently. Thus, there is a clear need for a new study on budget problems in the context 

of local government in Indonesia.  

Methodologically, most of the existing literature has employed quantitative methods. As 

discussed in sub Section 2.4.1, those quantitative studies are typically characterized by a 

concern with operational definitions, objectivity, replicability, causality (Bryman 1984, p. 

77). In addition, among those quantitative studies, there is no consensus yet among scholars 

on the causes of budget problems. Scholars offer different, sometimes competing, theories 

to explain budget problems. This thesis employs qualitative method, as an alternative 

research method of quantitative method, to understand budget problems experienced by 

three local governments in Indonesia.   

Substantively, the existing literature informs that those typical budget problems mentioned 

above are caused by some factors that can be categorized as economics, politics, budgetary 

institutions, human resources, and corruption, as shown in Figure 2.3. However, at this 

stage, it is unclear yet how those factors drive budget problems in the Indonesian local 



74 
 

 
  

government context. Understanding budget problems suffered by local governments in the 

Indonesian context can contribute to the body of knowledge and policy makers. 
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Figure 2.2 Visualization of causal gaps of understanding on local budget problems 
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2.4.3 Research questions 

Addressing the research gap as discussed in the previous sections, these research questions 

have been established to provide guidance throughout the study. This study posits two 

research questions as follows:   

1. What budget problems are experienced by the three cases of local governments in 

Indonesia? 

2. What are the causes of those local budget problems?  

 Conclusion  

Existing literature describes some typical budget problems, which are budget deficits, 

budget delays, fiscal policy volatility, and underspending of budget appropriations. The 

existing literature also discusses some factors that were found to drive those budget 

problems. Those factors can be categorized as; economics, politics, budgetary institutions, 

human resources, and corruption. However, after reviewing the current literature, there are 

some literature gaps in terms of contextual, methodological, and substantive gaps. To gain 

understanding of the research context, the next chapter will discuss the Indonesian local 

government as the context of this research.  
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CHAPTER 3  

THE INDONESIAN LOCAL GOVERNMENT BUDGET 

CONTEXT 
 

 

 Introduction 

The Indonesian local government budget problems need to be analyzed according to the 

research context of the Indonesian local government and the local budgeting processes. 

While the previous chapter looked at the literature that identifies some factors that drive 

budget problems, this chapter discusses the Indonesian context of those factors that may 

shape local budget problems. Specifically, the Indonesian local government system and its 

budgeting have been affected by the decentralization policy that occurred at the turn of the 

century. Decentralization also affects political conditions, budgetary institutions, economic 

conditions, corruption, and human resource conditions that may shape local budget 

problems in Indonesia. This chapter looks at and describes these conditions in Indonesia.  

 Political Reform  

This section discusses political liberalization in the broader context of democracy in 

Indonesia since its independence. Indonesia has experimented with many forms of 

democracy since its independence in 1945. For several years, Indonesia was in an 

independence war against the Dutch colonial rulers until 1949. In 1950, a temporary 

constitution of 1950 replaced the constitution of 1945, establishing a parliamentary system 

to replace the presidential system. The first legislative election was held in 1955, however, 

none of the competing political parties won the majority in the parliament, nor even won a 

quarter of the total votes (Sulistyo 2002, p. 76). The immense differences and polarization 
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among parties had made coalitions generally fragile and short-lived (Ufen 2008, p. 10). At 

that time, the most durable cabinets survived for only two years (Sulistyo 2002, p. 75). 

President Soekarno believed that the western concept of parliamentary system had led 

Indonesia to recurring crisis (Van der Kroef 1957, p. 113). Thus, in 1957, backed up by the 

military, Soekarno declared a decree to return back to the constitution of 1945, re-establish 

the presidential system, dissolve the parliament, and replace the elected parliament 

members with appointed members (Sulistyo 2002, p. 76). Moreover, in 1960 the 

Indonesian Socialist Party (Partai Sosialis Indonesia - PSI) and the Masyumi Party were 

banned, and most of their top leaders were arrested (Ufen 2008, p. 10). This authoritarian 

regime is known as the ‘Guided Democracy” era (Hadiz 2001, p. 126). During this period, 

the conflict between the military and the Indonesian Communist Party (Partai Komunis 

Indonesia -PKI) increased and reached its peak in a violent transition of power in 1965. 

The New Order era of Soeharto then emerged and the Indonesian Communist Party was 

banned afterward. Without the participation of the two largest parties, the Masyumi and 

the PKI, the general election of 1971 was held and legitimated the New Order regime. Ten 

political parties, including the Functional Group of Golongan Karya (Golkar) participated 

in the general election and as expected the Golkar won.  

In 1973, the New Order regime strengthened its power by enforcing a fusion of a range of 

Islamic parties into the one party of the United Development Party (Partai Persatuan 

Pembangunan), and a range of nationalist parties, non-Muslim religious parties, and 

socialist parties into the one party of the Indonesian Democratic Party (Partai Demokrasi 

Indonesia). The New Order regime also implemented Law No. 8/1985 on Mass 

Organization that severely restricted mass organizations and allowed the government to 

control and disband them (Hadiz 2001, p. 136). The state power was highly centralized in 
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Soeharto’s New Order regime with Golkar serving as the main political machinery, and 

the military and bureaucracy provided additional political support (Sulistyo 2002, pp. 83-

4). In 1998, the economic crisis shook the New Order regime, and initiated a transition to 

the third president, Habibie of the Reform era (Era Reformasi). This Reform era raised 

hopes about a transition from an authoritarian regime to a liberal democratic system (Hadiz 

2003, p. 592).  

Political liberalization took place in 1999, leading to a dramatic increase in the number of 

political parties from three to one hundred and forty-one. Forty-eight political parties 

participated in the first post-Soeharto legislative general election in 1999 (Anwar 2010, p. 

107; Hadiz 2001, p. 143; Ufen 2008, p. 5). The increased number of political parties in the 

1999 general election is associated with the enactment of Law No. 2/1999 on Political 

Party and Law 3/1999 on General Elections. Several articles in the Law No. 2/1999 

facilitated the increased number of political parties in Indonesia. The Article 2 point 1 of 

the law states a political party can be formed by only 50 people aged 21 years or older, 

meaning it is very easy to establish a political party. Article 12 point 2 states that the 

government provides funding support to political parties. In addition to that, Law 3/1999 

Article 1 point 7 states that Indonesia implemented a proportional-representative system 

which in turn favors a multi-party system. Those two laws are also applied to the general 

election of the local council members.  

Initially, a fully closed-list proportional representative system was adopted in 1999. In the 

second post-Soeharto legislative general election, twenty-four political parties participated 

in 2004. A semi-open proportional representative system was adopted in 2004. In the third 

legislative general election in 2009, thirty-eight national parties and six local parties of 

Aceh province participated. A fully open-list proportional representative system was 
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adopted in 2009 (see Law No. 10/2008 Article 5 Point (1)). This fully open-list proportional 

representative system increased the competition among candidates even in their own party 

(Aspinall & Sukmajati 2016, p. 13). In the latest legislative general election in 2014, twelve 

national parties and three local parties of Aceh participated. A fully open-list proportional 

representative system was adopted in 2014 (see Law No. 8/2012 Article 5 Point (1)).  

A proportional representative system means the number of seats in the local council for a 

district is divided proportionally among candidates based on the ballots. In contrast to a 

majority election system, the number of seats in the local council for a constituency is 

represented by a candidate who gets the majority ballot. A proportional representative 

system is argued to favor a multi-party system and increase the political factions (Benoit 

2006, p. 72; Duverger 1959, p. 219; Tomsa 2014, p. 261). Under a proportional 

representation system, voters are able to support small parties and thus encourage the 

formation of small parties (Benoit 2006, p. 72). 

In addition to that, the absence of the parliamentary threshold1 at the local council in 

Indonesia and low party discipline are argued to cause political fragmentation which in 

turn increase the number of political parties in the local council (Tomsa 2014, p. 261). 

Since the Indonesian socio-economic condition is heterogenic, it may be important to 

mention a study undertaken in a Belgian municipality. This study found that the 

heterogeneity in the society and economics increase the number of political fragmentations 

(Geys 2006, p. 294). Socio-economic-heterogeneity means the heterogeneity in terms of 

                                                           
1The minimum number of party seats in the parliament for that party to be allowed to contest in following 

general election. 
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income diversity, ethnic heterogeneity, linguistic differences and sociological 

heterogeneity (Geys 2006, p. 288).  

In sum, political liberalization increases the number of political parties in Indonesia. 

Political liberalization brings an optimistic hope to the current Indonesian democracy. 

However, those political parties are often unable to carry out the aggregating and 

articulating functions (Robison and Hadiz, 2004 in Ufen 2008). The three political parties 

of the New Order regime (PPP2, PDI3, and Golkar4) were just fragmented into many 

smaller political parties. Those political parties are fragmented due to the implementation 

of a fully proportional representation system, low party discipline, and the absence of the 

parliamentary threshold (Tomsa 2014, p. 261), as well as socio-economic heterogeneity 

(Geys 2006, p. 288).  

At the local government level, this political liberalization also increased the number of 

political parties in the local council. For example, in 2013, the local council of Blora 

regency in Central Java Province had forty-five council members from thirteen parties, 

which then formed seven factions (Blora 2013, pp. 44-5). Each political party may have 

different and conflicting interests in the local budgeting. Thus, it is expected that the 

increased number of political parties participating in budgeting also shapes budget 

problems in Indonesia.   

                                                           
2 PPP stands for Partai Persatuan Pembangunan (the United Development Party) 
3 PDI stands for Partai Demokrasi Indonesia (the Indonesian Democratic Party) 

4 Golkar stands for Golongan Karya (the functional group of Golongan Karya) 
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 Decentralization in Indonesia 

A discussion of decentralization can enhance understanding on its role in establishing 

today’s local budgetary environment in Indonesia. The term ‘decentralization’ covers a 

variety of concepts. The World Bank defines decentralization as “the transfer of authority 

and responsibility for public functions from the central government to intermediate and 

local governments or quasi-independent government organizations and/or the private 

sector”. Turner and Hulme (1997, p. 152) defines decentralization as a transfer of authority 

to provide public services from an individual or an agency in the central government to 

some other individual or agency which is closer to the public being served. The transfer of 

authority can be based on territorial and functional roles (Turner & Hulme 1997, p. 152). 

The transfer of authority based on territorial hierarchy includes devolution of powers, de-

concentration, and co-administration. Decentralization, in the sense of devolution, is 

defined as “the transfer of political, fiscal and administrative powers to sub-national 

governments”(Eckardt 2008, p. 2; Hadiz 2004c, p. 697).  

The Indonesian decentralization was implemented in 2001. It has been described as ‘big 

bang’ decentralization because it was implemented in a rapid period of one and a half years, 

involving an enormous transfer of authority, fiscal and human resources, and fixed assets 

(Hofman & Kaiser 2002, p. 1; Turner 2001, p. 80). Decentralization had been put forward 

by international development organizations, such as the World Bank and the International 

Monetary Funds, as a necessary and essential policy to save Indonesia from becoming a 

‘failed state’ (Hadiz 2004b, p. 615). Their involvements linked to the economic reform 

programs following the economic crisis in 1998. At that time, the main legal basis for the 

decentralization policy were the Law No. 22/1999 on Regional Autonomy and the Law 

No. 25/1999 on Fiscal Balance. Those laws radically changed the central-local government 
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relations in Indonesia (Turner 2001, p. 73). While the central government is still the major 

area of political contestation, power has shifted away from the center to the lower level 

governments (Hill 2014). Since decentralization, Indonesian government consists of three 

‘levels’ of government, namely the national, provincial, and local government levels. The 

focus of this research is at the local government level. The local government level in 

Indonesia consists of regency (kabupaten) and city (kota). The needs to improve local 

service delivery and the reality that centralized  governments have often failed to provide 

such services are some arguments for decentralization  (Litvack, Ahmad & Bird 1998, p. 

1). Decentralization is also assumed to provide better opportunities for local people to 

participate in the decision-making. Decentralization is also said to encourage greater 

accountability of those who govern the local communities (Hadiz 2004c, p. 700).  

Hill (2014) provides an update on the regional dynamics in Indonesia after more than a 

decade of decentralization reform based on several collaborating scholars. Among them, 

Mietzner (2014) argues that decentralization reform in Indonesia resulted in maintaining 

the national unity given the record of territorial disintegration and the challenges in coping 

with geographical diversity. Nevertheless, other scholars who collaborate in Hill (2014) 

argue that the current update on the decentralization outcomes are not always in line with 

the expected outcomes of fiscal decentralization theory. In general, inter-regional inequity 

in public service delivery has not improved, powerful elites have become the main players 

of the local politics, and rampant corruption still cannot be eradicated partly due to the high 

cost political contestation (Hill & Vidyattama 2014; Lewis 2014; Schulze, Sjahrir & Hill 

2014). Hill (2014) concluded that this is not surprising because the decentralization system 

is still in infancy and the reforms are still in progress, thus, the regional development 

agenda should go beyond the decentralization reforms agenda to be able to address many 
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local level challenges. For example, deficit infrastructure is a serious local challenge. This 

is partly due to poor inter-jurisdictional coordination and short-horizon of many local 

governments (Hill 2014). Therefore, Hill (2014) also asserted that the central government 

needs to allocate sufficient resources for infrastructure development, improve 

coordination, and create a conducive regulatory and investment climate.  

The topic of this research, the local budget problems, is closely connected to 

decentralization. Local budgeting is about how local governments collect revenues and 

allocate financial resources to provide public services to the local community. Local 

budgets also show how local people participate in the decision-making as well as the 

accountability of the local politicians. This decentralization also affects political 

conditions, budgetary institutions, economic conditions, corruption, and human resource 

conditions at the local level. 

 Local Political System 

The political conditions in Indonesia may affect the local budget problems. Political 

liberalization as part of decentralization is a clear example of how political issues could 

play a role in driving local budget problems. This is because political liberalization 

increases the number of political parties participating in a general election being funded by 

the local budget and more importantly, it increases the fragmentation of the local council 

that is involved in the local budgeting process. Money politics is another example of 

political conditions in Indonesia that may affect local budgeting as it could affect how a 

local budget should be formulated and allocated. Lastly, the implementation of a 

presidential system at local government level may also affect local budgeting as this will 
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define the composition of local government actors and the roles of each of these actors. 

Money politics 

3.4.1 Money Politics 

Political liberalization that produces a dramatic increase in the number of political parties, 

as well as a fully-open list electoral system, seems to bring an optimistic hope to the current 

Indonesian democracy. However, there is a doubt that the function of political parties is 

primarily to act as a vehicle for individual politicians to access the financial resources and 

spoils of state power, as Robison and Hadiz state:  

‘[…] most of these parties are not “natural” political entities, carrying out 

“aggregating” and “articulating” functions, but constitute tactical alliances that 

variously draw on the same pool of predatory interests. Notwithstanding certain 

ideological schisms within and between parties, their function has primarily been to 

act as a vehicle to contest access to the spoils of state power.’ (Robison and Hadiz, 

2004, p 228 quoted in  Ufen 2008, p. 25) 

This concern is mainly due to politics in Indonesia being driven by the logic of money 

politics (Hadiz 2001, p. 119; 2003, p. 607; 2004c, p. 711; Hadiz & Robison 2005, p. 231; 

Ufen 2008, p. 25). For example, the practice of 'money politics' in the election process in 

North Sumatra and East Java had been a salient feature of the general election (Hadiz 

2004b, p. 615). In the early years of political liberalization, each prospective candidate 

personally needed to allocate Rp150 million for local council, Rp200 to Rp300 million for 

provincial council, and Rp400 million for national parliament (Hadiz 2004b, p. 626). The 

most current legislative elections in 2014 were the “money politics” election, described as 

the most massive, brutal, capitalist, and cannibal (Aspinall & Sukmajati 2016, p. 2). 

Aspinall and Sukmajati (2016, p. 3) uses the term patronage and clientelism to refer to such 

practices of money politics. Following Martin Shefter, they defined patronage as “a 

divisible benefit that politicians distribute to individual voters, campaign workers, or 
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contributors in exchange for political support” (Aspinall & Sukmajati 2016, p. 3). 

Clientelism is defined as a personalistic relationship of power within which a material 

benefit is exchanged for political support (Aspinall & Sukmajati 2016, p. 3). Based on a 

series of case studies in 20 provinces in the 2014 legislative election, several varieties of 

patronage were identified including vote buying, individual gifts, services and activities, 

club goods, and pork barrel projects (Aspinall & Sukmajati 2016, p. 3). Vote buying in 

Central Aceh was Rp200.000 for each vote, in Gayo regency of Aceh province the 

incentive was ranging from Rp60.000, Rp150.000 or Rp200.000 for each vote, while 

individual gifts for attending a meeting was between Rp20.000 and Rp50.000 (Sulaiman 

2016, pp. 66-7). 

The practices of money politics are not only for politicians in the local council but also for 

the executive leaders (the governor, the regent and the mayor). Sjahrir, Kis-Katos and 

Schulze (2013) finds significant political budget cycles especially when the incumbent runs 

for re-election in a direct election in Indonesian local government. Prior to the introduction 

of direct election for the executive leader (Pilkada) in 2005, the practice of money politics 

was between the candidate and the council members because the council had the sole power 

to elect the governor, the regent or the mayor (Aspinall & Sukmajati 2016, p. 16; Ufen 

2008, p. 26). For example, one legislature’s vote for the 2004 governor election in East 

Java, was valued between Rp1 billion to Rp3 billion (Hadiz 2004b, p. 630). The Law No. 

32/2004 Article 24 Point (5) stipulated that the regent and the mayor are directly elected 

by the people in a general election. The introduction of direct election for the executive 

leader does not eliminate the money politics, instead it just shifts the locus of the money 

politics to a broader electorate (Aspinall & Sukmajati 2016, p. 14). In fact, a candidate 

bares a significantly higher cost than under the previous electoral system, when candidates 
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‘only’ needed to pay a bare majority of council members to get elected (Mietzner 2010, p. 

180). For example, the campaigning for the pair of governor and deputy governor could 

reach Rp100 billion (Rinakit 2005, p. 2). The elected regent of Sula, a small district in 

North Maluku which only has a population of 108.000, spent Rp5 billion (Mietzner 2010, 

p. 180).  

Money politics, for Mietzner (2007, p. 239), is a dual practice of accepting bribes from 

patrons and distributing money to gain political support. One reason for money politics is 

the cut in state subsidies for parties in 2005 so that parties have intensified their efforts to 

exploit public funds in the legislature and executive institutions as alternative sources of 

income (Mietzner 2007, p. 238). However, perhaps a more realistic argument is that the 

devolution of political power, fiscal power, as well as administrative power have made 

local politics more attractive (Ufen 2008, p. 32). Thus, more politicians seek new, more 

powerful positions, as well as new social status and prestige even with money politics 

(Hadiz 2003, p. 597). Money politics increases the cost of the politicians to be in office 

and to  remain in office. This cost may icrease the conflicting interests of politicians in the 

budgeting process. Each politician may not only be concerned with the interests of their 

party and constituency but also their personal interest. Cost of money politics is the amount 

of money that can be extracted from the local budget to pay the vote in the political arena. 

The costs of money politics drive politicians and the regent or the mayor to pursue many 

projects.  

A study in Brazil also found pork barreling practices. Both Brazil and Indonesia are 

developing countries, emerging democracies and implement a multi party and presidential 

system. Pork barreling in Brazil was not a credit claiming for sucessfully bringing projects 

close to constituency, but it was campaign finance and the source of personal vote (Samuels 
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2002). However, this study did not connect pork barreling to budget process. Pork 

barreling, also known as distributive spendings, was also found in different contexts of the 

USA. In the USA, politicians design programs for the benefit of their constituency who are 

ideologically and politically compatible with the interests of representative (Bickers & 

Stein 2000). In the case of Obamacare, distributive spending caused budget delay and 

government shutdown in 2013 (Bendersky 2014). However, Obamacare was an ideological 

contest between the liberal and the conservative parties in relation to the direction of 

government policy on health care (Hall & Lord 2014). There was no report that politicians 

extracted money from public funds in relation to Obamacare. Thus, promising ‘things’, 

money politics, or pork barreling in the USA context as a developed country is more an 

ideological contest.  

3.4.2 A presidential system in local government level 

The local government system in Indonesia can be considered as a presidential system. A 

presidential system has the features where the executive leader is popularly elected and 

holds office for a fixed term (Mainwaring 1993, pp. 202-3). In the Indonesian context, the 

Law 32/2004 states that a local government consists of the executive and the legislature, 

while the judicative power is not devolved. Figure 3.1 shows a typical structure of local 

government. The executive leader is the regent (bupati) for a regency and the mayor 

(walikota) for a city. Law No. 32/2004 Article 24 Point (5) states that the executive leader 

and the deputy executive leader are directly elected by the people. Article 110 Point (3) of 

that law states the executive leader and the deputy executive leader holds office for five 

years and may be re-elected to the same position for a one-time term. The election for the 

executive leader is held separately from the election for the local council. The first direct 

election for the executive leader was held in 2005. As the executive leader, the regent or 
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the mayor has a local cabinet, which consists of local ministries (kepala dinas) and heads 

of agencies (kepala badan). The local cabinet is coordinated by a secretary of the local 

government (sekretaris daerah or sekretaris kota) and is the most senior position of civil 

servant in a local government. All local cabinet members, including the secretary of the 

local government, are civil servants who are appointed by the regent or the mayor. By 

regulation, no civil servants are allowed to become members of a political party and must 

be neutral in the general election. However, in relation to local budgeting, each local 

ministry and agency may have their own interest.   

The local council (Dewan Perwakilan Rakyat Daerah - DPRD) is the legislature of the 

local government, consisting of politicians directly elected for a fix term of five-years. Law 

17/2010 Article 35 Point (1) states that a local council has several organs, namely the 

chairperson, the steering committee, commissions, the legislation committee, the budget 

committee, the honorary board, and other organs required by a plenary meeting. Sub 

Section 4.4.1 of this Chapter will describe the local council organs in more detail in relation 

to local budgeting. A local council is supported by a secretary of the council who is a civil 

servant and appointed by the executive leaders. 
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Figure 3.1 Typical structure of Indonesian local governments 

 

 

 

 

 

 

 

 

3.4.3 Fragmentation of political powers  

At the macro level, division of power is fundamentally important to enable democratic 

governance. Each agent or group in a democratic government are political actors who hold 
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interests, political power is divided. This is particularly so in the standard model of liberal 

democracy where the power of the executive, the parliament, and the judiciary are bound 

by checks and balances which are constitutional rules to ensure the freedom of individuals. 

The objective is defensive: “to protect the population from its rulers and minorities from 

the dangers of majority tyranny” (Hague &Harrop 2004, p. 39)  
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as mention in Section 3.1, produces a multi-party system which in turn produces a local 

council with many different political parties. This multi-party local council in turn may 

lead to a fragmentation. A fragmented local council happens when no party wins the 

majority in the general election and each has different interests to satisfy. In addition to 

that, money politics raises the costs of candidate to be in office. The cost of money politics 

may drive individual politicians to be more concerned with their own individual interests 

than their political party or constituency interest. Thus, money politics may cause the local 

council to be more fragmented, not only among political parties, but also among individual 

council members.  

A further division is between the key institutional functions, especially the legislature and 

executive. The introduction of direct elections for the executive leader (pilkada) has 

resulted in local governments having a presidential system and has produced a de-linking 

of candidates and political parties (Ufen 2008, p. 35). The combination of a ‘presidential’ 

system and a multi-party system is a difficult combination (Mainwaring 1993). In a 

presidential system, the executive leader and the legislature members usually have their 

own constituency and interests. This combination is more likely to produce executive-

legislative deadlock, polarization, and difficulties in building and maintaining interparty 

coalitions (Mainwaring 1993, p. 200). In addition to that, a general election may produce 

a weak government in which the executive has no majority support in the local council. 

For example, at the national level in Indonesia, the combination of ‘presidential’ and multi-

party system produces a fragile interparty coalition, ideological polarization, and the 

executive-legislative deadlock (Liddle & Mujani 2006, p. 134). Thus, the introduction of 

direct election for the executive leader has led to the implementation of a presidential 

system at the local government level. This new presidential system may affect the local 
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budgeting. In relation to local budgeting, fragmentation of political power can be observed 

in the legislative branch, in the executive branch, and in the interactions among those 

branches.  

 Budgetary Institutions  

The budgetary institutions affect local budget problems. Budget administration reforms 

initiated by the national government in Indonesia is a clear example of how a budgetary 

institution may play a certain role in driving local budget problems. This is because 

budgetary reform introduces new budgetary techniques, adds complications, as well as 

contradictions among regulations. The existing local budget administration is rigid and 

complicated for local budget actors with limited human resources capacity.  

3.5.1 Budgetary reform and budget administration  

The various budgetary reforms in Indonesia also affect local budget problems as it 

influences how the local budget is perceived in Indonesia. Therefore, it is necessary to look 

at the various reforms since the beginning of its formulation. The Indonesian local 

budgeting reform took place in three phases. Up to 1971, the local budget practices (also 

known as local government financial management) were based on the provisions of the 

Dutch colonial legacy, namely Provincie Ordinance Stbl No. 78/1924, Regentschaps 

Ordinance Stbl No. 79/1924 and Stadsgemeente Ordinance Stbl No. 365/1924. The 

budgetary reform introduced some new budgetary techniques. The introduction of these 

new techniques increased the complexity of the local budgeting. 

The first budgeting reform took place in 1972 when the central government enacted 

Government Regulation (GR) No. 36/1972 based on the Law No. 18/1965. The general 



93 
 

 
  

elucidations said that the financial management of local government was designed to be 

similar to the central government system. The main characteristics of that system were dual 

budgeting systems (Article 7), line-items budget (Article 20, 21, and 22), and cash basis 

system (Article 29, 35 and 36). Dual budgets mean that the budget consisted of routine and 

development budgets, each with revenues and expenditures. The routine expenditures were 

for operational purposes to carry out routine activities of government, such as personnel 

expenses, goods and services, interest payments, subsidies, and other routine expenditures. 

The development expenditures were for value-added physical and non-physical assets, 

such as land acquisition, procurement of machinery and equipment, construction of 

buildings, and capital expenditures for other physical and non-physical assets. Loans were 

treated as sources of revenue in the development budget. Line-items budget means the 

budget focuses on input, which was the amount of money for spending, so that inputs, 

outputs and outcomes were not connected. Cash basis means revenues and expenditures 

were recorded and reported based on cash receipts and cash disbursement, therefore no 

balance-sheet was reported. Reporting consisted of Perhitungan Anggaran, Nota 

Perhitungan Anggaran, and Perhitungan Kas (Article 36). Perhitungan Anggaran 

reported the summary of cash-revenues collected and cash-expenditures disbursed. Nota 

Perhitungan Anggaran basically was the note to the Perhitungan Anggaran. It is a 

description of revenues collected and expenditures disbursed, and the explanation on the 

causes of the differences between budgeted figures and realized figures. Perhitungan Kas 

reported all cash transactions and the ending balance of cash. In summary, the financial 

management was a traditional system.  

The other characteristic of this era was a strict control from the central government over 

local budget and financial management. For example, local budgets had to be approved by 
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the Ministry of Home Affairs (Article 5). The Inspectorate General of the Ministry of 

Home Affairs and the Directorate General of State Finances Oversight of the Ministry of 

Finance5 audited local government finances in addition to the internal audits taken by local 

governments and external audits by Supreme Audit (Article 52). In 1975, based on Law 

No. 5/1974, the central government enacted two government regulations, namely GR No. 

5/1975 and GR No. 6/1975. There were no substantial changes, except an increased control 

over the local finance by the central government and more detailed regulations. For 

example, all legal actions taken by local government, related to local properties and rights, 

required an approval from the Minister of Home Affairs (Article 20 GR No. 5/1975). The 

Ministry of Home Affairs in 1980 released a Ministerial Decree No. 900-099/1980 on the 

Manual Administration on Local Finance, as a guideline for local governments in 

administering their local finances.  

The second phase of reform took place in 2000. Following decentralization, based on Law 

No. 22/1999 on Local Government and Law No. 25/1999 on Fiscal Balance, the central 

government enacted the GR No. 105/2000. The spirit of decentralization, democratization, 

transparency, and accountability dominated this government regulation by reducing the 

central government’s control over local government finances. For example, based on this 

government regulation, the local executive leader held the authority to manage local 

finance (Article 2); the local finance provisions were set up by local governments in a local 

regulation (Article 14). The role of the local council was strengthened (Article 20, 21, 22) 

and the local budget did not need to be approved by the Ministry of Home Affairs (Article 

41).  

                                                           
5 Now become Badan Pengawasan Keuangan dan Pembangunan (BPKP), a separate internal audit body in 

the structure of central government 
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This government regulation also introduced new budgeting techniques such as the 

performance-based budgeting (Article 8), unified budgeting (Article 15), and public-sector 

accounting (Article 38). Performance-based budgeting means budgets focus on achieving 

targeted outputs and outcomes from allocated inputs (elucidation of Article 8). Unified 

budgeting means the budget is single, consisting of revenue, expenditure and financing. 

This regulation also required that accounting and reporting should be based on accounting 

standards (Article 35) therefore financial reports included the balance sheet, budget 

realization, cash flows, and a note to the financial statements (Article 38). This also meant 

introducing double entry accounting to local budgeting systems. 

In 2002, the Ministry of Home Affairs enacted ministerial decree No. 29/2002, setting out 

the detailed manual on local financial management. However, this ministerial decree made 

the local budgeting system even more complicated and to some extent out of line with the 

government regulation itself.  For example, based on Article 16 of the GR No. 105/2000, 

expenditures are classified based on functions, organizations, and economic types of 

expenditures. However, based on Article 6 of the ministerial decree No. 29/2002, 

expenditures had to be classified into apparatus and public service, each then classified 

into general administrative, operational and maintenance, and capital expenditures, and 

then those detailed expenditures were broken down further into three more levels.  

The third phase of reform took place in 2005. This reform started with the enactment of 

Law No. 17/2003 on State Finance, Law No. 1/2004 on State Treasury, Law No. 32/2004 

on Local Government, and Law No. 33/2004 on Fiscal Balance. Based on these laws, the 

GR No. 58/2005 on local financial management was enacted. In addition to the reform that 

had already been introduced in the GR No. 105/2000 such as performance-based budgeting 

(Article 39), unified budgeting (Article 38), and accounting and reporting based on 
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accounting standards (Article 96), the GR No. 58/2005 also introduced the medium-term 

expenditure framework (Article 36 and 37). This regulation also stipulated that local 

budgets must be evaluated by the Ministry of Home Affairs, which meant an additional 

process in enacting local budgets. Following the GR No. 58/2005, in 2006, the Ministry of 

Home Affairs enacted ministerial decree No. 13/2006 as a detailed guideline for local 

governments on financial management. To some extent, this new arrangement may be 

perceived as a recentralization of power. In addition, the expenditures classification stated 

in the Ministry of Home Affairs Decree No. 13/2006 was even more complicated. Based 

on Article 76 of the Decree No. 13/2006, the budget expenditures in the local budget had 

to be classified based on local government affairs, organizations, programs, activities, and 

economics. The economic classification consists of five level breakdowns namely 

accounts, groups, type, object, and sub object. The latest Ministry of Home Affairs Decree 

No. 21/2011 maintains this classification. Those budget classifications must be followed 

by local governments.  

3.5.2 Local government planning  

In addition to the budget administration reform, there is also a government planning 

reform. The concept of long term planning in Indonesia has changed many times.  These 

changes, to some extent, may confuse local budget actors. During the Soeharto 

administration, Indonesia used to have an Outlines of State Policy (GBHN6), a long-term 

planning of 20 years set by the People’s Consultative Assembly, and a Five-Year 

Development Plan set by the President and the legislature (Repelita7). However, the GBHN 

and Repelita were abolished after the reforms in 1999, leaving no long-term development 

                                                           
6 GBHN stands for Garis-garisBesarHaluan Negara (outlines of state policy).  
7 Repelita stands for Rencana Pembangunan Lima Tahun (five-year development plan). 
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planning and medium-term development planning. Law No. 17/2003 on Public Finance 

explicitly states that a five-year national planning document stipulated in law is un-realistic 

and fits poorly with expectations of dynamic governance in the globalization era (general 

elucidation of Law No. 17/2003). Instead, Law No. 17/2003 introduces a medium-term 

expenditure framework (MTEF) in the fiscal planning. MTEF consists of estimation of the 

current and medium-term costs of existing policy (Holmes 1998, p. 46). Therefore, the 

budget covers not only expenditures for a one-year period but also expenditures for a 

medium-term period. Since the budget is enacted each year, this means that the budget is 

a dynamic and rolling plan for a medium term; it is not just a budget for a forthcoming 

year. 

One year later in 2004, Law No. 25/2004 on National Development Planning System re-

established the concept of long term and medium-term development planning. At the 

national level, the National Long-Term Development Plan (RPJP8Nasional) is a long term 

20-year national plan. As a long-term plan, the RPJP is established in a law, similar to the 

GBHN. The National Medium Term National Plan (RPJM9Nasional) is a 5-year plan. As 

a medium-term plan, the RPJP National was established in a presidential decree, similar 

to the Repelita. In line with this law, Law No. 32/2004 on Local Government also re-

established long term, medium term, and annual planning, as shown in Figure 3.2; RPJP 

Daerah is long term planning of 20 years which was established in a local government law. 

Based on RPJP Daerah, each local government develops a medium-term planning of 5 

years; it is also established in a local executive decree (Article 19 Law No. 25/2004), or in 

a local government law (point 3 Article 150 Law No. 32/2004). RPJMD is also called a 

                                                           
8 RPJP stands for Rencana Pembangunan Jangka Panjang (long term development plan). 
9 RPJM stands for Rencana Pembangunan Jangka Menengah (medium term development plan). 
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local government-wide strategic plan (Rencana Strategis). Based on RPJMD, each line 

agency (such as the Health Department and Public Works Department) develops a 

department-wide strategic plan for a five-year period. Based on RPJMD, the local 

government develops an annual work plan called RKPD. Based on the government-wide 

annual work plan (RKPD) and department-wide strategic plan, each line agency develops 

an annual work plan (rencana kerja- satuan kerja perangkat daerah - RK-SPKD).  

The planning process consists of several deliberative development plan meetings from the 

village level, sub-district level, up to the local government level. This deliberative 

development planning process is called the Musrenbang (musyawarah perencanaan 

pembangunan). Stakeholders are expected to submit their project proposals during the 

Musrenbang. The stakeholders of the Musrenbang are usually local government agencies, 

council members, local public figures, constituents, non-government organizations, and 

experts.  By the end of May, the local government prepares a planning document called the 

local government-wide work plans (RKPD). Based on the annual plan, the executive 

develops a draft of general budget policy (kebijakan umum anggaran - KUA) and a draft 

of initial budget priorities and budget ceilings (prioritas dan plafon anggaran sementara - 

PPAS) to be agreed upon by the local legislature. The budgeting process starts following 

the planning processes.  
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Figure 3.2 The link between planning and budgeting 

 

Source: Law No. 25/2004 and Law No. 32/2004. 

3.5.3 Local budgeting schedule 

This section discusses the normative schedule of typical budget processes at the local 

government level in Indonesia. To guide local governments, each year the Ministry of 

Home Affairs (MOHA) releases a guideline for local governments for preparing their local 

budgets. This normative schedule consists of a rigid schedule to follow. Any delays in a 

step will cause delays in the whole process.  

As shown in Table 3.1, the local budget processes can be classified into three major steps. 

The first major step is the joint agreement on the general budget policy and the initial 
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budget priorities and ceilings (kebijakan umum anggaran – prioritas dan plafon anggaran 

sementara KUA-PPAS). Based on the local government-wide work plans (RKPD), the 

executive budget team (tim anggaran pemerintah daerah – TAPD) prepares drafts on the 

general budget policy and the initial budget priorities and ceilings or commonly called the 

KUA-PPAS draft. The secretary of the local government as the chairs of the executive 

budget team (TAPD) submits those documents to the regent or the mayor in the first week 

of June for approval. The regent or the mayor then submits those documents to the local 

council (DPRD) in mid-June for joint agreement. To achieve a joint agreement on the 

KUA-PPAS, there are sub-processes of budget discussion in the local council. The budget 

discussion consists of the discussion level one and the discussion level two. These budget 

discussions will be explained later in sub Section 3.4.4. 

The second major step is the joint agreement on the local budget draft (rancangan 

anggaran pendapatan dan belanja daerah - RAPBD). Following the joint agreement on 

the general budget policy and the initial budget priorities and ceilings (KUA-PPAS), the 

executive budget team (TAPD) prepares the local budget draft (RAPBD). By the first week 

of October, the local budget draft must be submitted to the local council (DPRD). The local 

budget draft is then discussed in the local council in the discussion level one and the 

discussion level two. At least one month before the fiscal year begins, the local council 

(DPRD) and the executive leader (Bupati or Walikota) must arrive at a joint agreement on 

the local budget draft (RAPBD).  

The third major step is the evaluation process by the governor on the local budget. The 

jointly agreed local budget draft must be submitted to the governor for evaluation. The 

local budget must be adjusted according to the governor’s recommendation. By no later 

than 31st December, the local budget must be enacted.  
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Table 3.1 Schedule of the local budget processes 

No. Description 
 

Timeframe Duration 

1 Preparation of the local government work plans (rencana kerja 
pemerintah daerah – RKPD) through the development planning 
processes (musyawarah perencanaan pembangunan daerah – 
Musrenbang) 

End of May   

2 Submission of the draft on general budget policy (kebijakan 
umum anggaran) and the draft on initial budget priorities and 
ceilings (prioritas dan plafon anggaran sementara - PPAS) from 
the chairperson of the executive budget team (TAPD) to the 
executive leader (Bupati or Walikota) 

The first week of 
June 

  

3 Submission of the draft on general budget policy (kebijakan 
umum anggaran) and the draft on initial budget priorities and 
ceilings (prioritasdan plafon anggaran sementara - PPAS) from 
the executive leader (Bupati or Walikota) to the local council 
(DPRD) 

Mid-June 6 weeks 

4 Joint agreement between the executive leader (Bupati or 
Walikota) and the local council (DPRD) on the draft of general 
budget policy (kebijakan umum anggaran) and the draft of initial 
budget priorities and ceilings (prioritas dan plafon anggaran 
sementara - PPAS) 

End of July 

5 Issuance of the circular letter concerning the guidelines on the 
preparation of the work plans and budgets of the local ministries 
(rencana kerja dan anggaran satuan kerja perangkat daerah – 
RKA SKPD) and local ministry of finance (pejabat pengelola 
keuangan daerah - PPKD) 

Early in August 8 weeks 

6 Preparation and discussion of work plans and budgets of the 
local ministries (rencana kerja dan anggaran satuan kerja 
perangkat daerah – RKA SKPD) and local ministry of finance 
(pejabat pengelola keuangan daerah - PPKD) and the 
preparation of the local budget draft (RAPBD) 

Early August to 
late September 

7 Submission of the local budget draft (RAPBD) to the local 
council (DPRD) 

The first week of 
October 

2 months 

8 Joint agreement between the local council (DPRD) and the 
executive leader (Bupati or Walikota) on the local budget draft 
(RAPBD) 

At least one 
month before 
the fiscal year 

9 Submission of the local budget draft (RAPBD) and the executive 
decree draft on the detailed budget (rancangan peraturan 
kepala daerah tentang penjabaran APBD) to the governor to be 
evaluated 

3 working days 
after the joint 
agreement 

  

10 Evaluation results of the local budget draft (RAPBD) and the 
executive decree draft on the detailed budget  

No later than 15 
working days  

  

11 Adjustment of the local budget draft (RAPBD) according to the 
evaluation results 

No later than 7 
working days  

  

12 Submission of the adjusted local budget draft (RAPBD) to the 
governor 

3 working days   

13 Enactment of the local law on the local budget (Perda APBD) 
and the executive decree on the detailed budget (Perkada 
tentang penjabaran APBD) 

No later than 
December 31 
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3.5.4 Budget players/actors in the local council  

To understand the local budget process in the local council, it is important to explain some 

key institutions of the local council. The key institutions of local council are council 

members, factions (fraksi) and the organs of the local council (alat kelengkapan DPRD). 

All local council members are involved in the local budgeting process, and their agreement 

is required to pass a budget draft. In addition to that, as mentioned in sub Section 3.4.3, to 

pass a budget the executive and the legislature must come to two joint agreements in 

sequence, namely the agreement on the KUA-PPAS and the agreement on the local budget 

draft. For each agreement, there is the discussion level one and the discussion level two. 

This budget decision making process is, to some extent, complicated.  

There are several key elements of local council which work directly in the local budgeting 

process. The main legal framework of local council is described in Law No. 27/2009. The 

elements included in the law are the People’s Consultative Assembly, the House of 

Representatives, the DPD Senators, and the Sub-National Council. However, this law does 

not explain in detail the local law-making process, including the making of local budgets. 

Based on Law No. 27/2009 Article 376, each local council sets up a code of conducts. The 

central government then establishes the GR No. 16/2010 on the guidelines on setting up a 

code of conduct for sub-national council. Thus, it is expected that there are still some 

variations among local councils. For example, the Local council of Bandung city 

established the local council rule No. 17/2010 on the local council code of conduct and the 

local council of Semarang city established the local council rule No. 1/2010 on the local 

council code of conduct. The Law No. 27/2009 was then replaced by the Law No. 17/2014 

but the GR No. 16/2010, at the time of writing, had not yet been replaced. 
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Nevertheless, there are some similarities in the institutional arrangement of local council, 

namely the factions (fraksi) and the local council organs (alat kelengkapan dewan). The 

institutional arrangement of the factions is as follows. A local council has at least 20 

members and at most 50 members. Council members are elected for a 5-year term and can 

be re-elected. To optimize the implementation of the local council’s functions, duties, 

authorities, rights and obligations, local council members form factions as a forum for 

assembling the local council members. Each council member is a member of one of the 

factions. The member of each faction is at least equal to the number of commissions in the 

local council. If the number of a party’s members is less than the number of commissions, 

a political party must join with another political party or form a joint faction (fraksi 

gabungan).  

The institutional arrangement on the local council’s organs is as follows. The organs of the 

local council consist of the chairperson, the steering committee, commissions, the 

legislation committee, the budget committee, the honorary board, and other organs 

required by a plenary meeting.  The chairs are elected sequentially from the largest party 

seats in the local council. The steering committee consists of faction members, in 

proportion to the size of the factions, and at most half of the total members of the local 

council. The chairs of the local councils ex officio become the chairs of the steering 

committee. Each council member, except the chairperson, is a member of one of the 

commissions. Each commission oversees a specific area of government policies and 

implementations. Each commission has local government counterparts from departments 

or agencies. Since each council member is a member of a commission, each local council 

member has the right to reject or to pass the local budget draft. Thus, each local council 

member is a potential veto player. Members of the honorary board are elected from and by 
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as many as five local members. Each faction is entitled to propose one candidate for the 

honorary board. The budget committee consists of faction members, in proportion to the 

size of the factions, and at most half of the total members of the local council. The chairs 

of the local council ex-officially become the chairs of the budget committee.  

For example, as shown in Figure 3.3, suppose a local council consists of 24 members from 

6 political parties of A, B, C, D, E, and F. According to Law No. 17/2014 Article 378, a 

local council with 20 to 35 members can form 3 commissions. Supposed, since Party A 

and Party B only have 2 members respectively, those parties must form a joint faction of 

AB. Meanwhile each other party of C, D, E, and F can form faction C, D, E, and F 

respectively. After forming factions, each faction of AB, C, D, E, and F places at least one 

member into each commission of 1, 2, and 3. Each faction also then places their members 

proportionally in the budget committee and in the steering committee. The chairs of the 

local councils (14, 5, and 19) are not a member of any commission but they automatically 

become the chairs of the budget committee and the steering committee.  

 

Figure 3.3 Parties, Fractions, Budget Committee, and Commission 
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3.5.5 Budget discussion procedures in the local council 

This sub-section extracts some key institutional arrangements on budgeting within the 

National Parliament and the local council. The Law No. 27/2009 explains in detail the 

national law-making process and the national budgeting process in the legislature. The 

national budgeting consists of two main steps; the initial discussion on the National Budget 

preparation and the discussion on the National Budget Draft. As shown in Figure 3.4, in 

the initial discussion of the National Budget preparation, the executive submits the annual 

work plan, macro-economic outlook, and the general budget policy in mid-May. The first 

discussion takes place in the plenary session, followed by the budget committee session, 

commissions session, and ad-hoc committee session, and back again in the budget 

committee session. The plenary session in July is for final agreement between the executive 

and the National Parliament. The discussion on the National Budget Draft starts in August. 

As shown in Figure 3.5, the president gives a speech in the National Parliament and submits 

the National Budget Draft. In this plenary session, each faction then gives their views on 

the National Budget Draft and the executive response on the faction’s views on the 

National Budget Draft. The first discussion then takes place in the budget committee 

session, commissions session, ad-hoc committee session, and back again in the budget 

committee session. The plenary session in October is for final agreement between the 

executive and the National Parliament on the national budget.  
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Figure 3.4 Schedule of the initial discussion on preparation of the national budget  

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Ministry of Finance (2016), internal document translated 
  

Mid May 2016 
Presidential Decree on Annual Working Plans of 2017 is submitted to the DPR RI to be jointly discussed 

 

PLENARY SESSION OF DPR RI 
 

20 May 2016 
Government submits the Macro Economy and Fiscal Policy of Budget 

Draft of 2017 (KEM & PP KF 2017) 
 

26 May 2016 
Factions’ Comments and Views of on the material of KEM & PPKF 

Budget Draft of 2017  
 

2 June 2016 
Government’s response on Factions’ Comments and Views of on the 

KEM & PPKF Budget Draft 2017 
 

PLENARY SESSION  
 

26 July 2016 
Submission of report on the discussion result on the Initial Discussion 

on Budget Draft 2017 and the Annual Planning 2017 in the Budget 
Committee 

WORKS MEETING BETWEEN BUDGET COMMITTEE, 
GOVERNMENT AND GOVERNOR OF THE CENTRAL BANK 

 
21 July 2016 

Submission and validation of report on the results of the Working 
Committees following the discussion at the Budget Committee  

WORKS MEETING BETWEEN BUDGET COMMITTEE, 
GOVERNMENT AND GOVERNOR OF THE CENTRAL BANK 

 
6 June 2016 

1. Submission of Annual Working Plans (RKP) and the Macro Economy 
and Fiscal Policy of Budget Draft of 2017 (KEM & PP KF 2017) 

2. Formation of Working Committee (Panitia Kerja - Panja) 
a. Working Committee on Basic Assumption, Fiscal Policy, Revenues, 

Deficit and Financing of Budget Draft 2017 
b. Working Committee on Annual Planning and Budget Priority of 

Budget Draft 2017 
c. Working Committee on Central Government Expenditure of Budget 

Draft 2017 
d. Working Committee on the Fiscal Transfer and Villages Funds 

Policy of Budget Draft 2017 

BUDGET COMMITTEE INTERNAL MEETINNGS 
 

21 July 2016 

Synchronization on the Working Committees’ results   

FORMULATOR TEAM MEETINGS 
 

19 July 2016 
1. Formulator Team of the Working Committee on Basic Assumption, 

Fiscal Policy, Revenues, Deficits and Financing of Budget Draft 
2017 

2. Formulator Team of the Working Committee on Annual Working 
Plans 2017 and Budget Priority 2017 

3. Formulator Team of the Working Committee on Central 
Government Expenditure of Budget Draft 2017 

4. Formulator Team of the Working Committee on the Fiscal Transfer 
and Villages Funds Policy of Budget Draft 2017 

 

WORKS MEETING BETWEEN COMMISION VII & XI AND THEIR 
GOVERNMENT COUNTERPARTS 

 
13-15 June 2016 

Discussion on basic assumption of Budget Draft 2017 
--------------- 

 
WORKS MEETING BETWEEN COMMISION I – XI AND THEIR 

GOVERNMENT COUNTERPARTS 
13-17 June 2016 

Discussion on the Departmental Working Plans (RKA KL) and Budget 
and Departmental Annual Working Plans (RKP KL) 2017 
(submitted in written to the Budget Committee for synchronization)  

 

WORKS MEETING BETWEEN COMMISION I – XI AND THEIR 
GOVERNMENT COUNTERPARTS 

20 July 2016 
Finalizing budget allocation by function, program, and activities of 
departments according to the result of Budget Committee discussion  

--------------- 
 

Submission of the result of synchronization between Commissions and 
their Government Counterparts to the Budget Committee and the 
Ministry of Finance as the material for drafting the Budget Bill (RUU 
APBN) 2017 and the Financial Note (Nota Keuangan).   

 

WORKS MEETING BETWEEN BUDGET COMMITTEE AND 
COORDIATION MINISTRIES (MENTRI MENTERI KOORDINATOR) 

 
13 June 2016 

Discussion on the Departmental Working Plans (RKA KL) of 
Coordination Ministries 

 

WORKING COMMITTEES MEETINGS  
18-19 July 2016 

1. Working Committee on Expenditure Policy of the Central 
Government of Budget Draft 2017 

2. Working Committee on the Fiscal Transfer and Villages Funds 
Policy of Budget Draft 2017  
 

 

WORKING COMMITTEES MEETINGS  
13-14 July 2016 

 
1. Working Committee on Basic Assumption, Fiscal Policy, Revenues, Deficit and Financing of Budget Draft 2017 
2. Working Committee on Annual Planning and Budget Priority of Budget Draft 2017 

1.  
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Figure 3.5 Schedule of the discussion on the national budget bill 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Ministry of Finance (2016), internal document translated 

WORKS MEETING BETWEEN COMMISION VII & XI AND THEIR 
GOVERNMENT COUNTERPARTS 

 
31 August 2016 

Discussion on basic assumption of Budget Bill 2017 
--------------- 

 
WORKS MEETING BETWEEN COMMISION I – XI AND THEIR 

GOVERNMENT COUNTERPARTS 
31 August – 16 September 2016 

 Discussion on the Departmental Working Plans (RKA KL) 2017 (written 
submission to the Budget Committee for synchronization) 

 Discussion on proposed program to be finance by Specific Allocation 
Grant based on Technical Criteria from Commission  

 

WORKS MEETING BETWEEN COMMISION I – XI AND THEIR 
GOVERNMENT COUNTERPARTS 

17 -  24 October 2016 
 

Adjustment of RKA K/L according to the result of Budget Committee 
discussion (at last 7 working days to be submitted to the Budget Committee 

for establishment  

WORKS MEETING BETWEEN BUDGET COMMITTEE AND 
COORDIATION MINISTRIES (MENTRI MENTERI KOORDINATOR) 

 
14 September 2016 

Discussion on the Departmental Working Plans (RKA KL) 2017 
 

MEETINGS OF WORKING COMMITTEE ON CENTRAL GOVERNMENT 
EXPENDITURE OF BUDGET BILL 2017 

4-17 October 2016 
Discuss the content of the Central Government Expenditure of the 
Budget Bill 2017 

--------------- 
MEETINGS OF WORKING COMMITTEE ON FISCAL TRANSFER AND 

VILLAGE FUNDS OF BUDGET BILL 2017 
4 October 2016 

Discuss the content of the Fiscal Transfer and Village Fund of the Budget 
Bill 2017 

 

PLENARY SESSION OF DPR RI 
 

26 October 2016 

 Submission of report on the result of Discussion Level I at the Budget 
Committee  

 Approval or disapproval statement from each Factions verbally 
requested by the chairman of the plenary session 

 Submission of the Government final consent  

PLENARY SESSION OF DPR RI 
 

16 August 2016 
The President submits the Budget Bill (RUU APBN) of 2017 and the 
Financial Notes (Nota Keuangan) 

23 August 2016 
Factions’ Comments and Views of on the material of the Budget Bill (RUU 
APBN) of 2017 and the Financial Notes 

30 August 2016 
Government’s response on Factions’ Comments and Views on the Budget 
Bill (RUU APBN) of 2017 and the Financial Notes 
Article 174, point (2) and (4) Law on MD3 
(2) If the bill as intended at the point (1) originally comes from the President, the 

Chairman of the Parliament after receiving the letter from the President sends a letter 
to the Chairman of the Senator (DPD) so that the Senator provides consideration  

(4) the DPD consideration as intended at the point (2) and point (3) is submitted in 
written to the Chairman of the Parliament at last 30 (thirty) days since the letter from 
the Chairman of the Parliament is received, except for the Budget Bill is submitted at 
last 14 (fourteen) days before the joint agreement between the Parliament and the 

President is made    

WORKS MEETING BETWEEN BUDGET COMMITTEE, GOVERNMENT 
AND GOVERNOR OF THE CENTRAL BANK 

 
25 October 2016 

1 Report submission and validation of the results of Working Committees and 
Drafting Teams on the draft of Budget Bill 2017 

2 Final voices of mini factions as the final position 
3 Government voices  
4 Decision making to pass on to Discussion Level II 

WORKS MEETING BETWEEN BUDGET COMMITTEE, GOVERNMENT 
AND GOVERNOR OF THE CENTRAL BANK 

 
30 August 2016 

1. Submission of the Main Points of the Budget Bill 2017 
2. Formation of Working Committee and Drafting Team 

a. Working Committee on Basic Assumption, Fiscal Policy, Revenues, 
Deficit and Financing of Budget Bill 2017 

b. Working Committee on Central Government Expenditure of Budget Bill 
2017 

c. Working Committee on the Fiscal Transfer and Villages Funds of Budget 
Bill 2017 

d. Working Committee on the draft of Budget Bill 2017 

INTERNAL BUDGET COMMITTEE MEETINNGS  
 

24 October 2016 (tentative) 
Report synchronization of the Working Committees and the Drafting Team 
onthe draft of Budget bill 2017, and Submission of adjustment result of the 
Departmental Annual Working Plans and Budget of 2016 by 
Commissionsand their Counterparts to the Budget Committee and Finance 
Minister for establishment  

MEETINGS OF WORKING COMMITTEE ON BUDGET BILL 2017 
 

19 October 2016  
Discussions on the draft of Budget Bill 2017 

--------------- 
MEETINGS OF DRAFTING TEAM OF WORKING COMMITTEE ON 

BUDGET BILL 2017 
20 October 2016  

Discussions on reports on the draft of Budget Bill 2017 

MEETINGS OF FORMULATOR TEAM ON THE REPORTS OF WORKING 
COMMITTEES  

18 October 2016  
1. Formulator Team of Working Committee on Basic Assumption, Fiscal Policy, 

Revenues, Deficit and Financing of Budget Bill 2017 
2. Formulator Team of Working Committee on Central Government 

Expenditure of Budget Bill 2017 
3. Formulator Team of Working Committee on the Fiscal Transfer and Villages 

Funds of Budget Bill 2017 

WORKS MEETING BASIC ASUMPTION, REVENUES, DEFICIT AND 
FINANCING BUDGET BILL 2017 

5 – 22 September 2016 
Discussion on the Basic Assumption, Revenues, Financing in the Budget Bill 

2017 
 

INTERNAL MEETING OF BUDGET COMMITTEE  
 

27 September 2016 (tentative) 
Preparation of Working Meeting on the initial posture from the result of Basic 

Assumption, Revenues, and Financing in the Budget Bill 2017    
 

WORKS MEETING BETWEEN BUDGET COMMITTEE, GOVERNMENT AND GOVERNOR OF THE CENTRAL BANK 
29 September 2016 

Establishment of the initial posture of Budget Bill 2017 from the result of the Working Committee on Basic Assumption, Revenues, and Financing in the 
Budget Bill 2017 
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However, the Law No. 27/2009 does not explain in detail the local law-making process, 

nor the local budgeting process in the local council. The Government Regulation (GR) No. 

16/2010 does explain the local law-making process but does not explain the local budgeting 

process in the local council. The GR No. 16/2010 states that the code of conduct of the 

local council is set up by the local council. Thus, the local budgeting process in the local 

council is expected to have some variations among local councils. As mentioned earlier in 

Section 4.3, the budget discussion process in the local council consists of two major joint 

agreements; the agreement on the general budget policy and the initial budget priorities 

and ceilings (KUA-PPAS) and the agreement on the local budget.  

The typical local budgeting process is as follows. The joint agreement on the KUA-PPAS 

is the first joint agreement between the local council (DPRD) and the regent or the mayor. 

The KUA-PPAS draft is expected to be submitted by the regent to the chairs of the local 

council in mid-June. The steering committee holds a meeting to set up a schedule on the 

KUA-PPAS meetings. At the technical level, each commission meets with their respective 

counterparts (local departments and agencies) on specific areas of policies. The budget 

committee then meets with the executive budget team (TAPD) to discuss the pending issues 

and synchronize the results of the commissions meetings. The final step is signing the joint 

agreement on the KUA-PPAS between the regent and the chairs of the local council in a 

plenary session.  

The second joint agreement is on the local budget. Adapting the GR No. 16/2010, the local 

law-making process consists of the discussion level one and the discussion level two. The 

discussion level one consists of several activities. Such as, the local budget draft is 

submitted in the first week of October. The steering committee holds a meeting to set up 

an agenda of meetings. Following the agenda, the regent gives a speech on the local budget 
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draft in a plenary session. The factions submit their general views on the local budget draft, 

then, the regent responds to the factions’ general views on the local budget draft. At the 

technical level, each commission holds meetings with their respective counterparts (local 

departments and agencies) on specific areas of policies. The budget committee holds 

meetings with the executive budget team (TAPD) to discuss the pending issues and 

synchronizes the results of the commissions meetings. The discussion level two is a plenary 

session for decision-making on the local budget draft (RAPBD). In a plenary session, the 

factions submit their general views on the local budget draft. The chairs of the plenary 

session then request approval by all council members attending the plenary session, then, 

the final step is a speech by the regent.  

As mentioned in above and shown in Figure 3.7, each faction places their respective 

members in each commission. In relation to local budgeting, the role of factions is to brief 

policies and strategies to their respective council members. However, in some local 

councils, the role of factions is very dominant and may overrule the role of the 

commissions. In this situation, a faction may become a potential veto player in the local 

budgeting process. In some other councils, the role of factions is not dominant due to weak 

party discipline. In this situation, each individual council member may become a potential 

veto player in the local budgeting process. 

It is also important to explain the voting rules. The voting rules may affect the budgeting 

process and budget outcomes. Law No. 17/2014 Article 394 states that decision making in 

district/city council meetings is basically undertaken in a deliberation for consensus. If 

consensus cannot be reached, the decision is taken by a majority vote. The plenary session 

for local budget approval must be attended by at least 2/3 of the local council members. 

The vote must be approved by at least ½ of the attendant local council members. However, 
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the budget plenary session cannot be held unless all commissions sessions and the budget 

committee session are finished. Moreover, as most decisions in the commission, budget 

committee, and plenary meetings are taken consensually and without voting, this causes 

delays (Ufen 2008, p. 32). 

It is also important to know that Law No. 17/2014 Article 392 and Law No. 27/2009 Article 

370 states that all meetings in the local council are basically open to the public except for 

specific meetings that are declared to be closed. However, the GR No. 16/2010 Article 69 

states that the budget committee meetings are closed to the public, commissions meetings 

can be declared open or closed to the public, and only plenary sessions are fully open to 

the public. Thus, local councils follow the GR No. 16/2010. This means that the public 

cannot fully control the budget discussion in the local council.  

3.5.6 Typical local budget summary format  

It is important to understand the typical local budget format to see how the revenues and 

expenditures are classified. Appendix 3.1 shows the typical budget summary format of 

local government in Indonesia. The local budget consists of three main components; 

pendapatan daerah (local revenue), belanja daerah (local expenditure) and pembiayaan 

daerah (local financing). Local revenue consists of own-source revenues, balancing funds, 

and other revenues. Local expenditure consists of indirect expenditure and direct 

expenditure. Local financing consists of financing receipts and financing disbursement.  

The Ministry of Home Affairs Decree No. 13/2006 defines ‘indirect expenditure’ as 

budgeted expenditure not directly related to the implementation of programs or activities; 

and ‘direct expenditure’ as budgeted expenditure directly related to the implementation of 
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programs and activities (Article 36). Interestingly, the personnel expenditure appears both 

in indirect expenditure and in direct expenditure. Personnel expenditure as part of indirect 

expenditure is expenditure for compensation, in the form of salaries and allowances, as 

well as other income which is granted to civil servants that is determined in accordance 

with the statutory provisions (Article 38). Personnel expenditure as part of direct 

expenditure is expenditure for honorarium/wages in relation to the implementation of 

programs and activities of local governments (Article 51). In this research, personnel 

expenditure refers to personnel expenditure as part of indirect expenditure only, except as 

mentioned otherwise. The personnel expenditure as part of indirect expenditure is a 

‘binding’ expenditure because it has to be allocated each year for a specific purpose thus 

it is not a flexible expenditure. While the personnel expenditure as part of direct 

expenditure is a ‘non-binding’ expenditure because it is flexible; it is allocated when local 

governments plan to implement programs and activities.   

 Macro-Economic Impact on Local Budget  

This section briefly describes the potential impact of local economic conditions on a local 

budget. Following the fiscal decentralization, a sub-national government is granted the 

authority to collect local taxes and levies. The impact of local economics on the local 

budget is reflected in the contribution of local taxes and levies to the total revenue. The 

following data shows that the potential impact of local economic changes to local budget 

is limited. In addition, geographical dispersion in relation to local economic impacts also 

exists. 

The impact of local economics on the local budget is reflected in the local taxes and levies. 

According to the chart of accounts, local government revenues are grouped into three main 
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categories, namely the own sources revenues, fiscal transfers, and other revenues.  Own 

source revenues cover local taxes, levies, dividends, and other own sources revenues such 

as interest on investments. Among those detailed classifications of the own source 

revenues, local taxes and levies are directly related to the local economic conditions. Local 

taxes and levies are applied and collected in relation to the local economic activity. 

Changes in economic activity thus will directly affect the collected local taxes and levies.  

Table 3.2 shows that on average the contribution of local taxes and levies to the total 

revenue of sub-national government is only about 15%. This means the impact of local 

economic changes on a sub-national government budget is about 15%. This also means 

that sub-national governments in Indonesia are heavily dependent on fiscal transfers from 

the central government. Siddiquee, Nastiti and Sejati (2012) found that the share of local 

revenue in the local budget remains small so that local governments depend excessively 

on the Indonesian central government. This eventually undermines the prospect of revenue 

mobilization at the local level. 

Looking at a more detailed data among sub-national governments, regencies show the 

lowest performance in collecting local taxes and levies, cities are in the middle, and 

provinces show better performance. Though the performance of regencies increased from 

3.3% in 2007 to 4.5% in 2016, it is still less than 5%. The figures for cities are better, 

increasing from 9.1% in 2007 to 17.9% in 2014. The figures for provinces are much higher, 

increasing from 39% in 2007 to 42.3% in 2016. Since local taxes and levies are applied to 

economic activities, this percentage also implies that the impact of local-economic changes 

on different levels of sub-national government budgets is also different. Local economy 

affects regency budgets less significantly, city budgets moderately, and provincial budgets 

significantly.   
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Table 3.2 The average percentage of the local taxes and levies to the total revenue 

 2007 
 

2010 2011 2012 2013 2014 2015 2016 

Province  39.00% 40.08% 43.21% 40.26% 40.97% 42.64% 42.09% 42.33% 

Regency  3.32% 3.70% 3.72% 3.81% 4.39% 5.25% 4.32% 4.54% 

City 9.14% 9.91% 13.37% 14.26% 15.48% 16.83% 17.73% 17.94% 

Sub-national  11.30% 13.82% 14.94% 15.58% 16.54% 18.35% 16.02% 16.70% 

Sources: The Ministry of Finance, recalculated 

http://www.djpk.depkeu.go.id/?page_id=316 

The performance of Indonesian local governments (cities and regencies) in collecting local 

taxes and levies is also different across geographical locations. Table 3.3 shows the 

percentage of local taxes and levies relative to total revenue among cities and regencies in 

selected areas for 2016. The table shows that only cities and regencies in Java and Bali 

collected taxes and levies of more than 10%, while the remaining local governments in 

general received about 5% or less.  This percentage implies that the impact of local 

economic changes to local budgets is larger for cities and regencies in Java than its impact 

in other areas. This also means that cities and regencies in other regions such as Papua, 

Maluku, Nusa Tenggara and Kalimantan are heavily dependent on fiscal transfers.  

Table 3.3 Contribution of the local taxes and levies to the total revenue for 2016 

Regions 
 

Percentage 

Regencies and Cities in Java and Bali 11.92% 

Regencies and Cities in Sumatera  5.33% 

Regencies and Cities in Sulawesi 4.58% 

Regencies and Cities in Kalimantan 3.46% 

Regencies and Cities in Nusa Tenggara 3.18% 

Regencies and Cities in Maluku 2.53% 

Regencies and Cities in Papua 1.68% 

Sources: The Ministry of Finance, recalculated 

http://www.djpk.depkeu.go.id/?page_id=316 

 

http://www.djpk.depkeu.go.id/?page_id=316
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The above discussion shows that local governments heavily depend on fiscal transfers from 

the central government. Thus, it is also important to briefly discuss how fiscal transfers are 

allocated and transferred to sub-national governments in Indonesia. Law 33/2004 Article 

10 states that fiscal transfers consist of revenue sharing (DBH), general allocation fund 

(DAU), and specific allocation fund (DAK). The revenue sharing is allocated to local 

governments and provincial governments with a specific percentage for local governments 

and provincial governments. The objective of the DBH is to reduce vertical imbalances 

between the national, provincial, and the local governments. In 2016, the central 

government allocated Rp90.5 trillion which accounted for the third biggest allocation of 

fiscal transfers in the National budget. Law 33/2004 Article 23 states that revenue sharing 

is transferred to sub government accounts based on the actual revenue of the current year 

in the national budget. Since the actual revenue of the national budget is following the 

macroeconomic condition, thus the macroeconomic condition eventually affects local 

budgets. The general allocation fund and the specific allocation fund are allocated to local 

governments and provincial government based on a specific formula. The objective of the 

DAU is to reduce the horizontal fiscal imbalance between regions while the objective of 

the DAK is to support local governments with limited capacity to achieve the national 

development priorities. In 2016, the central government allocated Rp385 trillion for the 

DAU and Rp168.8 for the DAK respectively which became the lion’s share of the fiscal 

transfers in the National budget. The formulas for general allocation fund and specific 

allocation fund are different. Nevertheless, the formulas are basically considering an index 

of fiscal gaps between fiscal needs and fiscal capacity. Law 33/2004 Article 28 Section (3) 

states that the fiscal capacity means the own source revenues (Pendapatan Asli Daerah) 

and the revenue sharing (Dana Bagi Hasil - DBH). This fiscal capacity is utilized for 

calculating the general allocation fund. The Law 33/2004 Article 40 Section (2) states that 
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specific allocation fund is allocated by considering the fiscal capacity. The fiscal capacity 

is usually calculated as the own source revenue, the revenue sharing, and the general 

allocation fund. The general allocation fund is usually transferred each month to sub-

national government accounts as much as 1/12 of the allocation. The specific allocation 

fund is usually transferred each quarter to sub-national government accounts according to 

the disbursement capacity of sub-national government. Prior to 2016, once allocation of 

the general allocation fund and the specific allocation fund were established, those 

allocations were fixed. Thus, the macroeconomic conditions did not change those 

allocations prior to 2016.  

It is important to note that since cities and regencies depend heavily on the fiscal transfers 

from the central government (Siddiquee, Nastiti & Sejati 2012) specifically those three 

major fiscal transfers of the DBH, DAU, and DAK, the national macro-economic conditions 

may have a more significant effect on the local budgets (regencies and cities) than their 

local-economic conditions. This impact is transferred to local budget through the fiscal 

transfer from the central government through revenue sharing, general allocation fund, and 

specific allocation fund. For example, in August 2016 the Ministry of Finance released the 

ministerial decree No. 125/2016 to postpone the payment of the general allocation fund for 

169 sub-national governments of about Rp19 trillion. This mean the allocation fund was 

no longer fixed. The reason was that a global economic downturn was expected to affect 

the national economy so that the national budget was expected to experience revenue 

shortfalls. This did not include the many automatic adjustments of the revenue sharing due 

to unachieved revenue targets in 2015 and 2016. The adjustments of revenue sharing were 

automatic because the transfer payment orders in the 4 quarters are adjusted by the central 

government revenue collected for the current year. In addition, revenue sharing of natural 
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resources is only allocated to producer regions, thus shortfall of the natural resources 

revenue will only affect producer regions.  

Gonschorek and Schulze (2018) provide an update on the recent intergovernmental fiscal 

transfer system in Indonesia. In addition to the three major fiscal transfers (DBH, DAU, 

and DAK), there are some smaller fiscal transfers. First is the incentive fund. The incentive 

fund (DID) is a performance based fiscal transfer tied to local government performance in 

fiscal management, governance, public service delivery and economic performance. Its 

objective is to reward local government performance. Nevertheless, the DID funds were 

very small, which accounted only for Rp5 trillion in the 2016 national budget. Second is 

the special autonomy funds. The special autonomy funds are fiscal transfers given only to 

Aceh, Papua, and special region of Yogyakarta. The objectives of these funds are to finance 

the implementation of special autonomy in those specific areas. The size of these funds 

was Rp15.9 trillion in the 2016 national budget. Third is the assistance in grants (Hibah) 

which are capital grants provided by the central government to sub-national government 

with the objectives to aid local infrastructure development. In 2016, the central government 

allocated Rp9.2 trillion for Hibah. The allocation of those fiscal transfers are fixed, 

therefore, the national macroeconomic conditions may not change the size of those fiscal 

transfers. Gonschorek and Schulze (2018) also classify TP and DK as part of the 

intergovernmental fiscal transfer system in Indonesia. The objectives of TP and DK are to 

support local governments in the fulfillment of decentralized tasks that are of a physical 

nature (TP) and non-physical nature (DK). Although the central government allocated 

Rp33.5 trillion for TP and DK in the 2016 National budget, nevertheless, both the TP and 

DK are not truly a fiscal transfer because the TK and DP are allocated discretionarily by 

the central government, administrated and reported as part of the national budget. Lastly, 
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Gonschorek and Schulze (2018) also classify the village fund (Dana Desa) as part of 

intergovernmental fiscal transfers. The village fund is a general-purpose grant, the 

allocation of which is based on a combination of basic allocation of an equal amount for 

all villages and a formula. The size of village fund was Rp46.9 trillion in the 2016 national 

budget. However, the village fund is allocated to villages, not to provincial governments 

nor to local governments.     

 Widespread Corruption Practices  

This section briefly describes corruption in Indonesia that may affect local budgeting. 

Corruption is a big issue in Indonesia. Transparency International and the World Bank 

named Indonesia as one of the most corrupt countries in the world and very inefficient 

(King 2000, p. 603; McLeod 2008, p. 250). Referring to the 2017 data from the Corruption 

Eradication Commission (Komisi Pemberantasan Korupsi - KPK), corruption takes place 

at the central government ministries and agencies, state owned companies, provincial 

governments, and local governments, as well as law enforcement offices, as shown in Table 

3.4. At the central government agencies, corruption involves civil servants, politicians, 

auditors, and businesspeople. In the state-owned companies, corruption involves the top 

management of state-owned companies. At the sub-national government level, corruption 

involves civil servants, the executive leaders, politicians, law enforcement officers, as well 

as businesspeople. Corruption in the law enforcement offices involves civil servants, law 

enforcement officers, and businesspeople. The data does not include corruption cases 

processed by the attorney’s office or the police.  

Existing literature suggests that corruption in Indonesia is driven by economic, political,  

cultural and religious factors (King 2000; McLeod 2008, 2011; Mietzner 2007; Setiyono 
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& McLeod 2010; Singgih 2012). King (2000) even questions whether corruption in 

Indonesia is a ‘curable cancer’. Corruption has a deep-rooted history in Indonesia 

stretching from the traditional kingdoms, through the Dutch occupancy, and into the 

Soekarno and Soeharto eras to the present day (King 2000; MacMillan 2011). During the 

Soekarno era, corruption was an endemic driven by economic factors of hyper-inflation. 

At that time, civil servants could not live on their salaries, thus, officials who controlled 

the economic resources tended to abuse their power (King 2000, p. 608). Similarly, 

McLeod (2008, 2011) and Setiyono and McLeod (2010) argue that institutionalized 

corruption was driven by government policy on bureaucracy and human resource 

management. McLeod (2008, 2011) argued that Soeharto used the bureaucracy to generate 

rents and ensure strong loyalty as well as minimize internal opposition. This was done by 

providing government entities with insufficient budget to cover costs of their activities and 

setting up a vast gap between public sector and private sector formal remuneration. Cribb 

(2011, p. 41) added a point on this issue by arguing that there was no attempt to set salaries 

for politicians and senior government officials at a level that would enable them to maintain 

a life style without engaging in some forms of informal or illegal activities and corruption. 

Thus, many government officials and politicians can be expected to generate cash from 

informal and often illegal activities, making public sector employees and politicians 

financially dependent on corruption. King (2000, p. 623) offered the patrimonial model of 

political power to explain the widespread corruption during the Soeharto’s era. Patrimonial 

power means that “political competition among the elite did not involve policy, but power 

and distribution of spoils” (King 2000, p. 623). The patrimonial model fostered the 

centralization of power around Soeharto and his inner circle. This patrimonial model 

continues to ensure relatively high levels of corruption (King 2000, p. 603). 
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Mietzner (2007) offers the pragmatic reasons to explain the persistence of corruption in the 

post-Soeharto era. Money politics is an effective way for the politicians to enter office in 

a general election (Hadiz 2004b, p. 629). Money politics is argued to cause the moral 

decadence of party politicians for their practice of accepting bribes from clients and 

distributing money and other benefits to gain or maintain office (Mietzner 2007, p. 239). 

Money politics increases the cost of the politicians. The rising cost for a politician to be in 

office and party financing problems are argued to be one of the main causes of political 

corruption in the reform era (Mietzner 2007, pp. 253-7). Singgih (2012) offers cultural-

religious reasons to explain the persistence of corruption in Indonesia, arguing that 

corruption is culturally and religiously conditioned. For example, within Indonesian 

culture there is a concept of shame for being poor and honor for getting rich, and the need 

to be thankful to mediators of good fortune. Such beliefs enhance corrupt behaviors 

(Singgih 2012, p. 313).   

There was a hope to see corruption eliminated, or more realistically, greatly reduced, by 

balancing power through decentralization during the initial stages of the reform era post–

Soeharto, but this hope appears to be failing (Singgih 2012, p. 312). Instead of eliminating 

corruption, the new balance of power arrangement has been misused to promote corruption 

by the legislative, the executive and the judiciary (Singgih 2012, p. 312). In Hadiz’s words, 

“Decentralization and democratization in Indonesia have been characterized by the 

emergence of new patterns of highly diffuse and decentralized corruption” (Hadiz 2004c, 

p. 711). While, public sector accounting reforms was another initiative to combat 

corruption and improve governance in Indonesia, McLeod and Harun (2014) argued that 

this new initiative has been seriously hindered by a lack of staff with adequate accounting 

skills at the local government level. Another initiative to curb corruption come from civil 
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society organizations. Setiyono and McLeod (2010) argue that the civil society 

organizations have played a central role in fighting against corruption at the strategic and 

practical level. They have been involved in making institutional reforms to the process of 

amending the constitution and the establishment of a Corruption Eradication Commission 

as well as being active in reporting corruption cases to law enforcement agencies and in 

raising public awareness on corruption.  
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Table 3.4 Corruption suspects arrested by Corruption Eradication Commission in 2017 

No Unit Organization Arrested or Suspects of Corruptions 
 

Civil 
Servant 

Governor/ 
Regent/Mayor 

Politician Auditor Law  
Enforcement 

Businesspeople Management  
of SOE 

1 Central government agencies v  v v  v  

2 State Own Enterprises (SOE)       v 

         

3 Sub-national governments        

4 Tegal City  v v    v  

5 Malang City v  v     

6 Mojokerto City v v      

7 Madiun City  v      

8 Bengkalis Regency v     v  

9 Pamekasan Regency v v   v   

10 Klaten Regency v v      

11 Buton Regency  v      

12 Sulawesi Tenggara Province  v      

13 Bengkulu Province  v    v  

14 JawaTimur Province v  v     

15 Papua Province v     v  

         

16 Law enforcement offices        

17 KejaksaanTinggi Bengkulu v    v v  

18 Pengadilan Negeri Jakarta Selatan     v v  

19 Mahkamah Konstitusi     v v  

Source: Press Releases, Corruption Eradication Commission (2017).  
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 Problematic Human Resources Conditions  

This section briefly describes the human resources condition at the local government level 

in Indonesia following decentralization that may affect local budgeting. Human resource 

conditions are problematic, and in need for reforms but the reforms happen at a slow pace.  

Typically, human resource conditions in  multi-level governance are problematic and cause 

several governance problems in developing countries (Olowu 2003). In a decentralized 

government, the availability and effective management of skilled and highly motivated 

human resources is critical, even said to be more critical, than financial resources (Olowu 

2003). This includes how to distribute, how to compensate, how to educate, how to build 

professional relationships, and how to maintain common standards (Olowu 2003, p. 516). 

According to BPS-Statistics Indonesia (Badan Pusat Statistik - BPS), the distribution of 

human resources in Indonesia is not even. About 70% of civil servants are concentrated in 

Java and Sumatera, while only about 30% of other civil servants are distributed throughout 

the rest of Indonesia, including Kalimantan, Sulawesi, Papua, Nusa Tenggara, and Maluku.   

In relation to the quality of human resources, the Indonesian bureaucracy is said to be badly 

in need for reform (Tjiptoherijanto 2007, p. 31). It is portrayed as slow, lacking 

transparency, accountability, initiative, and is sometimes corrupt (Tjiptoherijanto 2007, p. 

31). The reforms should cover both institutional and moral aspects (Tjiptoherijanto 2007, 

p. 31). At the national level, international pressures promoted by the International 

Monetary Fund (IMF) and the World Bank commenced the bureaucratic reform of the civil 

service in Indonesia (Wihantoro et al. 2015, p. 46). For example, the tax administration 

reform commenced in 2002 as a direct result of the agreement between Indonesia and the 

IMF stated in the letter of intents (LOIs) following Indonesia’s economic crisis in 1997-
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1998 (Wihantoro et al. 2015, p. 46). However, this initial reform took place partially only 

in three institutions; the Ministry of Finance, the Supreme Audit Board, and the Supreme 

Court (Wihantoro et al. 2015, p. 46). An integrated bureaucratic reform was initiated in 

2006. However, only after several years, in 2014, a very late milestone of the reform was 

achieved by the enactment of Law No. 5/2014 on State Civil Service (Undang-undang 

Aparatur Sipil Negara - ASN). The implementation of this law was also at a very slow 

pace. For example, there are several government regulations required by Law No. 5/2014 

that are still yet to be enacted in 2017, such as government regulation on remunerations of 

the civil servants, performance measurement of the civil servants, discipline of the civil 

servants, and management of the civil servants. 

The real condition of the quality of the human resources of the local government in 

Indonesia may be best described as “a forgotten dimension of decentralization” (Turner, 

Imbaruddin & Sutiyono 2009). There are problems in relation to recruitment, promotion, 

training, remuneration, and performance management (Turner, Imbaruddin & Sutiyono 

2009, pp. 244-5). For example, recruitment produces new staff with a lack of skills required 

for the specific activities (Turner, Imbaruddin & Sutiyono 2009, p. 237). Training is 

supply-driven, encouraging rent-seeking practice instead of improving skills (Turner, 

Imbaruddin & Sutiyono 2009, p. 241). 

An important aspect of human resources of local governments is the remuneration. It is 

important because it strongly affects the performance, behavior and job satisfaction of the 

civil servant (Turner, Imbaruddin & Sutiyono 2009). In relation to remuneration, three 

aspects need to be addressed. First, as mentioned in Section 3.7, there is a gap between 

public sector and private sector formal remuneration especially at the managerial levels 

(McLeod 2008, 2011) as well as for politicians (Cribb 2011). The formal salaries for 
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politicians and senior employees within the bureaucracy in general are set up at a low level 

compared to that of the private sector (Cribb 2011; McLeod 2008, 2011) 

Second, the inter-governmental disparity means that civil servants at the central 

government level generally receive more remuneration than civil servants at the local 

government level. For example, based on the GR No. 104/2014, the lowest performance 

allowance for a civil servant at the Ministry of Administrative and Bureaucracy Reform 

(Kementerian PAN-RB) is about AU$ 193per month and the highest is about AU$ 2,757. 

Another example, based on the GR No. 37/2015, the lowest performance allowance for 

civil servant at the Directorate General of Tax is about AU$ 536 per month and the highest 

is about AU$ 11,737 per month. On the other hand, not all local governments pay a 

performance-based allowance to civil servants. Even if a local government pays a 

performance-based allowance (or other name of allowance), the amount is generally less 

than the central government pays, except for some wealthy local governments. Thus, 

remuneration disparity exists between central and local government.  

Third, remuneration disparity also exists within local government. Civil servants at the 

same local government at the same position and the same rank receive different amounts 

of remuneration. All civil servants receive basic salary, spouse and child allowance, and 

positional allowance. In the chart of accounts, those remunerations are grouped into the 

salary and allowances. However, on top of those remunerations, civil servants also receive 

activity honorarium (honor kegiatan) for every local government activity they contribute 

to. The more activity a civil servant is involved in, the more amount of honorarium he or 

she receives. In the chart of accounts, it is called the honorarium. A subjective assessment 

made by a supervisor on the performance of each individual civil servant serves as the basis 
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for this placement of activities. Thus, remuneration disparity also exists within local 

government.   

 Conclusion 

This chapter describes some Indonesian contexts of politics, economics, budgetary 

institutions, corruption, as well as human resources conditions that may interrelatedly 

shape the local government budget problems. Political liberalization has increased the 

number of political parties, money politics increases the political costs, and the presidential 

system increases the tension between the executive and the legislature. Those are some 

political conditions that may shape the local government budget problems in Indonesia. 

Budget administration reforms have introduced new but more complicated techniques. 

Budget discussion procedures and voting rules in the local council increase the complexity 

of budget discussions. There are some budgetary institutions that may shape local budget 

problems. The national economic condition has a strong influence through the fiscal 

transfer and is expected to have stronger impacts on the local government budget than the 

local economic condition. Corruption and human resource conditions are two other factors 

that may shape local government budget problems in Indonesia.  
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CHAPTER 4  

METHODOLOGY 
 

 

 Introduction 

After presenting the literature review and research context, this chapter presents the 

methodology for this research. Starting with a discussion of the research paradigm, this 

chapter presents the multiple case study research design and the selection of three cases. 

Within this case study approach, multiple qualitative methods of data collection are utilized 

to answer the research question, including semi-structured interviews, focus group 

discussions, and document analysis. This chapter also presents the approach implemented 

in analyzing qualitative data. 

 Research Paradigm 

This section discusses the research paradigm guiding the discipline inquiry of this thesis. 

This thesis is underpinned by a constructivism-interpretivism research paradigm, as one 

among other alternative research paradigms of positivism (Guba 1990; Guba & Lincoln 

1994; Lincoln, Lynham & Guba 2000). Most existing studies on budget problems 

presented in Chapter 2 implemented quantitative methods. As discussed in sub Section 

2.4.1, at the philosophical level, quantitative methodology is an approach to conduct social 

research by applying a natural science approach, in particular underpinned by a positivist 

epistemological position, to social phenomena (Bryman 1984, p. 77). The ontology of 

positivism is the realist, meaning that reality is believed to be single and exist out there 

(Guba 1990, p. 19). Therefore, those positivist studies are typically characterized by a 

concern with operational definitions, objectivity, replicability, causality. For example, 
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Cummins (2012) and Klarner, Phillips and Muckler (2012) applied a natural science 

approach to social phenomena by proposing hypotheses and utilizing secondary data to 

objectively test the hypotheses. Assuming the world is composed of discrete objects that 

can be observed and measured independently of our knowledge, positivism epistemology 

posits a direct observation to serve as an independent test of the validity and objectivity of 

knowledge or theory (Furlong & Marsh 2010, p. 194). Thus, positivism paradigm 

privileges quantitative methodology (Furlong & Marsh 2010, p. 186). Chapter 2 also shows 

that a limited number of studies implemented mixed methods. One of the examples, Yi Lu 

and Chen (2016), examined budget delays in New York state. Although they employed a 

quantitative method to examine the effect of economics, politics, budget institutions and 

leadership on budget delays, it was followed by a qualitative method to support the 

quantitative findings (Yi Lu & Chen 2016) by interviewing budget directors, senate 

members and legislative committee members. Yi Lu and Chen (2016) also applied a natural 

science approach to social phenomena of budget delays by proposing and testing 

hypotheses. Other research by Subechan, Hanafi and Haryono (2014) utilized qualitative 

methods to explore and identify potential factors and variables that cause budget delays in 

Kudus regency of Indonesia. Based on the qualitative findings, they applied a natural 

science approach to social phenomena by proposing and testing hypotheses using 

quantitative methods. Therefore, it can be argued that the research of both  Yi Lu and Chen 

(2016) and Subechan, Hanafi and Haryono (2014) was underpinned by a positivism 

research paradigm but initiated by explorative research.  

This thesis departs from those studies mentioned earlier in Chapter 2 as this thesis aims to 

understand the real-life experiences of research participants who have faced budget 

problems. In doing so, this thesis is underpinned by a constructivism-interpretivism 



129 
 

 
 

research paradigm, as an alternative research paradigm of positivism. A research paradigm 

is the basic belief system as the starting point that guides disciplined inquiry (Guba 1990, 

p. 18; Guba & Lincoln 1994, p. 107). Research paradigms respond to three basic questions 

of research inquiry in terms of ontology, epistemology and the applied methodology. The 

ontology is concerned with questioning the nature of ‘knowledge’ or what is the nature of 

‘reality’; the epistemology is concerned with the question of what is the nature of the 

relationship between the knower (the inquirer) and the known (or knowable) (Furlong & 

Marsh 2010, p. 185; Guba 1990, p. 18; Guba & Lincoln 1994, p. 108)? This ontology and 

epistemology shape the approach of undertaking the methodology in this thesis. Earlier 

studies that show a similar research paradigm are Blöndal, Hawkesworth and Choi (2009) 

on the manner of budgeting in Indonesia at the central government level, Speer (2016) on 

budget gridlock in the Californian state context as he claimed that the states’ ability to 

reach decisions was influenced by the number of veto points, the pattern of partisan control, 

and the extent of alignment and Young (2014) on the constitutional design that drives 

shutdown and political dysfunction. 

This thesis investigates the understanding of research participants pertaining to budget 

problems in the Indonesian local government context. The ontological assumption that 

underpins this thesis is relativism, meaning that the reality is believed to be multiple and 

constructed in people’s minds (Guba 1990, p. 26). A key assumption underlying this thesis 

is that the reality is viewed as human constructed objects in and through their interactional 

experiences in society (Bryman & Bell 2011, p. 22). In this thesis, society is not only 

looked at the local government level but also at the group level within each local 

government, which are the executive and the local council. The anti-foundationalism/ 

constructivism/relativism sees the reality; the world as socially constructed, local and 
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specific (Furlong & Marsh 2010, p. 190). Each group constructs the reality and develops 

the meaning and understanding of the world through and in their life experiences. This also 

means that for a constructivist researcher, social phenomena cannot be understood 

independently of our interpretation of them  (Furlong & Marsh 2010, p. 199). Thus, the 

notion of objective reality and value-free research are rejected, instead, it is a subjectivist 

reality (Guba 1990, p. 27). In other words, “realities exist in the form of multiple mental 

constructions, socially and experientially based, local and specific, and dependent on the 

person or society who hold them” (Guba 1990, p. 27). That is, human beings construct the 

meaning of the world (the reality) in and through social interaction (Bryman & Bell 2011, 

p. 22).  

The relativism ontological position informs the subjectivism/interpretivism 

epistemological position. In this epistemological position, social phenomena cannot be 

understood independently of our interpretations of them (Furlong & Marsh 2010, p. 199). 

In Guba’s words (1990, p. 27), since the human being constructs the reality, thus the subject 

and the object are fused into a single entity. Furthermore, to assess their understanding, the 

researcher must interact with research participants; thus, inquirer and inquired are fused 

into a single entity (Guba 1990, p. 27). Accordingly, in this thesis, the reality of ‘budget 

problems’ are constructed by the local budget actors in and through their experienced 

interactions, therefore, multiple subjective realities exist. Thus, in this study, budget 

problems are seen from the understanding of local budget actors and not imposed by the 

researcher. An issue, such as budget deficit, may be understood as a budget problem by the 

researcher, but it may not be understood as a budget problem by local budget actors. In this 

thesis, the researcher is simply a tool to report on what the local government actors 

perceived as budget problems and what causes those budget problems.  
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There are at least two issues that need to be acknowledged in implementing this paradigm 

in research as summarized by Yanow (2007). The first one is related to phenomenology; 

how different lived experiences of the participant shape the understanding of various 

participants. Different people perceive the same issue in different ways and they also join 

different groups accordingly. Yet their lived experiences and understanding have typically 

not been part of the explicit, public discussion and in some other cases, is intentionally 

hidden. A researcher must find ways to make those lived experiences emerge and be more 

explicit. With focus on lived experiences, phenomenology directs researchers toward in-

depth interviews to understand the perceptions of the research participants in their context 

(Yanow 2007, p. 113). In the case of budget problems, the participants’ views about the 

budget problems is likely to be filtered and shaped by their lived experiences, how they 

interact with the budget, on what capacity, and their interest and benefit they may derive 

from the budget.  

The second issue is related to the interpretation of the interview itself. This issue focuses 

on how the researcher captures the meaning of what is said by a participant. Conducting 

interviews means trying to capture the participants’ understanding of the issues. Their 

understanding on an issue is often different from one participant to another (see, for 

example, Linder 1995; Swaffield 1998). Giddens (1984) also argues that the way 

researchers try to understand a participant’s answer is problematic, known as the double 

hermeneutics issue. Double hermeneutics mean interpretations of interpretations; the 

reality of budget problems is interpreted by the local budget actors (hermeneutics level 

one) and their interpretation is interpreted by the researcher (hermeneutics level two) 

(Furlong & Marsh 2010, p. 185). This is because the researcher also filters and interprets 
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the answers based on the researcher’s position and having interest in the issue, and so the 

researcher seldom has sufficient distance from the issue.  

Ontological and epistemological stances then inform the researcher how to seek out and 

discover the intended knowledge, more specifically the methods of collecting data and its 

analysis. The data collection method and analysis will be discussed later, but basically 

because the researcher wants to know the subjective meaning of the reality, in-depth 

interviews with relevant participants is the best fit for this thesis. The in-depth interviews 

collect qualitative data; thus, this thesis also employs qualitative data analysis. This thesis 

emphasizes an inductive approach to more closely explore the social experiences of budget 

decision-making.  

 Multiple Case Study Research Design and Case Selection 

The research design of this thesis is multiple case studies. A case study is an intensive and 

in-depth study of a single unit with an aim to generalize across a larger set of units (Gerring 

2004, 2006). A case study is employed because it enables “an in-depth study of a single 

unit (a relatively bounded phenomenon)” (Gerring 2004, p. 341) in order “to elucidate 

features of a larger class of similar phenomena” (Gerring 2004, p. 341) and  “to develop a 

deep understanding of [the] complexity” and  to seek a general pattern from the cases 

(Bryman & Bell 2011, p. 61).  

In addition, this thesis is an explorative study to generate new understanding and insights 

on budget problems and the causes of those budget problems. As the topic of this thesis, in 

the context of local government in Indonesia, is relatively new, this approach is the 

appropriate one (Eisenhardt 1989, p. 532). The unique strength of the case study as a 
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technique is its ability to use a variety of evidence such as documents, interviews, and 

observation (Yin 2014, p. 12), thus to a limited extent, this ensures the internal validity of 

that data (Yin 2014, p. 45). Gerring (2004, 2006) argues that case studies are more 

appropriate and useful when the purpose of research is to generate descriptive inferences 

and hypothesis rather than to test hypothesis and when preference is given to internal 

validity rather than to external validity. Internal validity is concerned with the connection 

between variables in which the conditions being observed will necessarily lead to other 

conditions and it is discovered by triangulating various pieces of evidence (Dooley 2002). 

Nevertheless, it is also important to note that case study research suffers problems of 

representativeness because by definition, a case study can only include a small number of 

cases of some more general phenomenon (Gerring 2006). This means that case study 

research is generally weaker with respect to external validity than a large-N cross-case 

study. This means that the results of a case study cannot be generalized beyond the cases 

being studied (Dooley 2002). Thus, further systematic quantitative study with a large-N 

population is suggested.  

Following Yin (2014), this thesis purposively selects three local governments, consisting 

of one city and two municipalities. There are  three main types of case studies: intrinsic, 

instrumental, and collective or multiple (Stake 2005, p. 445). An intrinsic case study is 

adopted when a researcher seeks to understand a particular case, not to understand a generic 

phenomenon (Stake 2005, p. 445). An instrumental case study is employed when a 

researcher examines a case “to provide insight into an issue or to redraw a generalization” 

(Stake 2005, p. 445). Multiple case study is employed when a researcher is less interested 

in one particular case but seeks to investigate a phenomenon, population or general 

condition,  by extending the case to several cases and studied jointly as a multiple case 
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study (Stake 2005, p. 445). In this thesis, diverse cases are selected to achieve maximum 

variations of budget problems experienced by local governments in Indonesia (Seawright 

& Gerring 2008, p. 300). Cases are selected based on initial data from the Ministry of 

Finance. Data drawn from SIKD showed potential budget problems such as budget delays, 

excessive budget deficits, excessive personnel expenditure (civil servant salaries), and 

volatility of spending patterns.  

Local governments were selected that showed one or more potential budget problems. 

Local governments showing poor performance in a certain area of budgeting were selected 

for an investigation into the causes of their budget problems. As well, a local government 

showing improvements in a certain area of budgeting was selected to analyze what efforts 

have been made in order to achieve those improvements. The geographic location between 

Java and outside Java, between mainland and non-mainland was also considered for 

investigation as to whether socio-economic, geographic, and human resource capacity have 

any impact on budget problems as shown in Map 4.1. Therefore, the three cases for this 

study are Blora regency, Bengkalis regency, and Singkawang city.  
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Map 4.1 The location of the three cases of local governments on map 

 

Source: https://www.google.com.au/maps 

4.3.1 Blora Regency  

Blora Regency is located at the top east of Central Java Province, close to East Java 

Province. Blora can be accessed from Jakarta by bus. 

As discussed in Section 1.5, the case selection considered the budget size, economic, social 

and political conditions of local government that may affect the local budget. This section 

presents some basic information on social and economic conditions of Blora Regency 

based on Blora in Figures 2014, released by BPS-Statistics Indonesia Blora Regency 

(Blora 2014). Blora consists of 16 districts (kecamatan). The total area is about 

182,058.797 hectares with about 50 percent of forest and 25 percent of wetland. In terms 

of social economic condition, the population in 2013 was 844,444 consisting of 415,696 

males and 428,748 females. The population density in 2013 was 464 people per km2. The 

inflation rate in 2013 was 7.94, lower than the national rate. Gross Regional Domestic 

Bengkalis 

Blora 

Singkawang 
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Product (GRDP) at the constant price of 2000 for 2012 was Rp5,310,080 million. GRDP 

growth rate at the constant price of 2000 for 2012 was 5.03 percent. Agriculture is the main 

sector of GRDP, followed by trades, hotels, and restaurants. GRDP per capita at the 

constant price of 2000 for 2012 was Rp2,825,069. These figures of GRDP show the local 

economic performance and the potential impact of economic conditions to local budget 

(more specifically on local taxes and levies).  In terms of political condition, the last general 

election for the regent was held in 2010 with three pair candidates. Forty-four political 

parties participated in the 2009 general election for the local council. The number of 

legislative members for the period of 2009 to 2014 was forty-five people from thirteen 

political parties. In terms of human resources, the number of civil servants in 2013 was 

10,455 with about 4 percent having master’s education and 48 percent with bachelor 

education. Blora regency is situated in the mainland of Java, as shown in Map 4.2.   
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Map 4.2 Map of Blora Regency 

 
Source: https://www.google.com.au/maps 

Blora Regency has been selected because Blora experienced serious and persistent budget 

delays from 2008 to 2014 as shown in Table 4.1.  However, in 2015, Blora showed an 

improvement where the local budget was enacted in January, the fastest ever in 15 years, 

but still the latest among local governments in central Java province (Suaramerdeka.com 

2015). In terms of the deficit, although in 2008 and 2009 Blora experienced a budget deficit 

of about 20 percent, since 2010 Blora showed improvement and maintained a budget 

deficit of lower than 15 percent up to 2014. In terms of personnel expenditure (civil servant 

salaries), Blora has a sizable amount. Personnel expenditure was consistent at the level of 

more than 50 percent from 2009 to 2014. In terms of spending patterns, Blora shows low 

volatility except for education and public administration expenditures in 2010 as shown in 

Figure 4.1. In general, expenditure patterns tend to increase steadily. However, the 

spending on education is growing rapidly and seems to suppress spending on other 
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functions. The spending trend for education and the high percentage of personnel 

expenditure may put Blora in danger in the future.  

Table 4.1 Budget condition of Blora Regency 

Fiscal Year Budget  

Enactment 

% Deficit % personnel  

expenditure 

2008 29 Apr 2008 -19.44% 48.43% 

2009 7 Jun 2009 -22.08% 53.46% 

2010 23 Mar 2010 -9.77% 59.03% 

2011 26 Apr 2011 -9.00% 55.40% 

2012 13 Apr 2012 -13.87% 54.64% 

2013 24 Apr 2013 -11.82% 55.49% 

2014 12 Jun 2014 -8.17% 54.84% 

Source: Ministry of Finance, Indonesia (EPIKD 2012, 2015).  

 

Figure 4.1 Spending patterns of Blora Regency 

 

Source: Ministry of Finance, Indonesia (EPIKD 2012, 2015).  
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4.3.2 Singkawang City 

Singkawang City is a small city located in West Kalimantan Province. There are flights 

from Jakarta to Pontianak, and then it takes a three-and-a-half-hour bus ride to go to 

Singkawang. 

This section presents some basic information regarding Singkawang City based on 

Singkawang in Figures 2014, released by BPS-Statistics Indonesia Singkawang City 

(Singkawang 2014). Singkawang consists of 5 districts (kecamatan). The total area is 

approximately 50,400 hectares with about 45 percent being plantations, 15 percent is forest 

and 13 percent is rice fields (p. 6). In terms of social economic conditions, the population 

in 2013 was 198,742 consisting of 101,195 males and 97,547 females (p. 35). The 

population density in 2013 was 394 people per km2 (p. 35). Gross Regional Domestic 

Product (GRDP) at the constant price of 2000 for 2013 was Rp1.479.043 million. GRDP 

per capita at the constant price of 2000 for 2013 was Rp7,442,030. In contrast to Blora 

regency, the main sectors of GRDP in Singkawang City are trades, hotels and restaurants, 

followed by services. In terms of political condition, the number of legislative members 

for the period of 2009 to 2014 was twenty-five people from six factions (p. 22). In terms 

of human resources, the number of civil servants in 2013 was 4,438 with about 2.2 percent 

having masters’ education and 65 percent with bachelor or diploma degree (p. 30). 

Singkawang city is situated in the mainland of Kalimantan, as shown in Map 4.3. 
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Map 4.3 Map of Singkawang City 

 
Source: https://www.google.com.au/maps 

Singkawang City has been selected because Singkawang experienced serious budget delay 

from 2008 to 2014 as shown in Table 4.2. In general, there is no improvement in dealing 

with budget delay; moreover, it worsens each year. In terms of the deficit, Singkawang 

maintained budget deficit at lower than 15 percent from 2008 to 2014, except for 2009, 

which was approximately 17 percent. In terms of personnel expenditure (civil servant 

salaries), Singkawang has a sizable amount. Personnel expenditure was consistent at the 

level of about 50 percent from 2010 to 2014. In terms of spending patterns, the spending 

tends to increase at a medium volatility. The spending on education also grew rapidly each 

year from 2010 to 2014, as shown in Figure 4.2. The high portion of personnel expenditure 

and a rapid growth in expenditure for education may put Singkawang in danger in the 

future.  
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Table 4.2 Budget condition of Singkawang City 

Fiscal 

Year 

Budget 

Enactment 

% 

Deficit 

% Personnel 

 Expenditure 

2008 18 Feb 2008 -12.66% 36.10% 

2009 20 Feb 2009 -16.99% 38.20% 

2010 24 Feb 2010 -13.18% 49.25% 

2011 14 Mar 2011 -0.61% 51.66% 

2012 27 Jan 2012 -3.78% 53.04% 

2013 22 Apr 2013 -11.69% 48.88% 

2014 23 May 2014 -7.63% 49.87% 

Source: Ministry of Finance, Indonesia (EPIKD 2012, 2015).  

Figure 4.2 Spending patterns of Singkawang City 

 

Source: Ministry of Finance, Indonesia (EPIKD 2012, 2015).  
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 This section presents some basic information regarding Bengkalis Regency based on 

Bengkalis in Figures 2014, released by BPS-Statistics Indonesia Kabupaten Bengkalis 

(Bengkalis 2014). Bengkalis consists of 8 districts (kecamatan). The total area is about 

7,773.93 km2 (p. 4). In terms of social economic condition, the population in 2013 was 

543,786 consisting of 281,253 males and 262,533 females (p. 35). The population density 

in 2013 was 70 people per km2 (p. 42). Gross Regional Domestic Product (GRDP) at the 

constant price of 2000 for 2013 was Rp28,038,0071 million. GRDP per capita at the 

constant price of 2000 for 2013 was Rp7.4 million. Mining and quarrying are the major 

sources of GRDP, followed by manufacturing.  In terms of political condition, the number 

of legislative members for the period of 2009 to 2014 was forty people from six political 

factions (p. 30). In terms of human resources, the number of civil servants in 2013 was 

8,261 with about 3 percent having master’s education and 50 percent with bachelor 

education. Unlike the other two local governments, Bengkalis regency consists of several 

small islands and some areas in the mainland of Sumatera, as shown in Map 4.4. The 

headquarters of this regency is in Bengkalis island. Bengkalis regency is relatively close 

to Malaysia and Singapore.  
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Map 4.4 Map of Bengkalis Regency 

 
Source: https://www.google.com.au/maps 

Bengkalis Regency has been selected because Bengkalis had a persistent budget delay from 

2008 to 2014 as shown in Table 4.3. In general, there was improvement in terms of dealing 

with delay problems. Bengkalis also experiences persistent and significant budget deficit. 

In general, there is an improvement in dealing with the budget deficit. In 2008 and 2009, 

Bengkalis experienced severe budget deficit of up to about 95% and then in 2010 managed 

it to the level of about 25%. However, in 2011 and 2012 Bengkalis experienced budget 

deficit up to about 50% and managed to improve gradually in 2013 and 2014. This budget 

deficit is a big anomaly because Bengkalis is located in Riau Province, which is also known 

as a bountiful source of natural resources. Bengkalis has maintained personnel expenditure 

(civil servant salaries) at a moderate level of about 25 percent of total expenditure, except 

for 2011. In terms of spending patterns, Bengkalis shows high volatility in the three major 

expenditures of public works, public administration, and education. Spending on those 

expenditures has fluctuated, as shown in Figure 4.3.   
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Table 4.3 Budget condition of Bengkalis Regency 

Fiscal 

Year 

Budget 

Enactment 

% 

Deficit 

% Personnel  

Expenditure 

2008 31 Jan 2008 -69.97% 13.41% 

2009 22 Apr 2009 -96.74% 21.61% 

2010 22 Mar 2010 -25.61% 22.17% 

2011 14 Mar 2011 -51.25% 25.68% 

2012 08 Feb 2012 -52.09% 20.63% 

2013 11 Mar 2013 -45.70% 20.58% 

2014 20 Mar 2014 -32.48% 20.22% 

Source: Ministry of Finance, Indonesia (EPIKD 2012, 2015).  

Figure 4.3 Spending patterns of Bengkalis Regency 

 

Source: Ministry of Finance, Indonesia (EPIKD 2012, 2015).  
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constructivist, budget problems are derived from the understanding and experiences of 

local government actors; that is, they themselves construct the meaning of budget problems 

and what causes those budget problems. This means participants are the main source of 

knowledge. This is important to note because the researcher’s personal experiences and 

understanding may affect the interpretation of participant responses.  

 Data Collection Methods 

Having described the three cases, this section discusses data collection methods. This thesis 

employs one on one semi-structured interviews and a focus group discussion as the main 

source of data collection method, complemented with document analysis.   

4.5.1 Semi-structured interviews   

Interviews are used as the main source of data collection in this thesis  because interviews 

provide one of the most important sources of evidence for case study research (Yin 2014, 

p. 110). “What do I want to learn?” is the basic question in designing a study (Boswell & 

Corbett 2015, p. 673). An interview is important when the researcher wants to know “what 

a set of people think, or how they interpret an event or series of events, or what they have 

done or are planning to do” (Boswell & Corbett 2015, p. 673). An interview is the best 

avenue of inquiry if the researcher’s interest is understanding the subjective meaning 

(Seidman 2006, p. 11).  Thus, the purpose of these interviews is not just to find answers to 

the questions but to understand “the lived experience of other people and the meaning they 

make of that experience” (Seidman 2006, p. 9).  

In this study, a semi-structured interview with interview guide is adopted to ensure 

consistency across the three case studies and to address  the areas of interest from the 
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understanding of the research participants and allow sufficient flexibility for the research 

participants to respond (Bryman & Bell 2011, p. 467).  The interview guide consists of 

several open-ended questions. This technique will allow the researcher and participants to 

pursue an idea or response in more detail. This method also provides flexibility to discover 

new important information that had previously not been considered or elaborate on a new 

line of inquiry introduced by participants. In summary, a semi-structured interview is able 

to uncover and reveal deeper information about human activities or actions, because 

participants can provide important insight into such activities or actions (Yin 2014, p. 113).  

The interviews were conducted individually, informally, in areas free from distractions, 

and at times and locations that were most suitable for participants to answer the interview 

questions freely and openly. Before an interview took place, participants were informed 

about the researcher, the study and given assurances about ethical principles, such as 

anonymity and confidentiality. The interviews started with questions that were general and 

perceived to be easy, and then proceeded to more specific and sensitive topics as the 

participants’ confidence built. The interviews took about 60 minutes per person. The 

purpose of the interviews was to explore the views, experiences, beliefs, expectations or 

motivations of participants. Most of the interviews were recorded after receiving 

permission from the participants, with the exception of one participant who refused to be 

recorded.  

Based on the research question and literature reviews, this section explains the semi-

structured interview questions.  The semi-structured interviews started with a broad 

question and then focused on specific questions as shown below. There were also some 

follow-up questions for each interview question. By asking those questions, this thesis 

strove to understand deeply the budget problems experienced by local governments in 
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Indonesia. It was not just a question of finding out what the budget problems were, but 

also, the causes, impacts, and drivers to changes, and from each response, further detailed 

explanations were elicited. The questions presented to the participants are as follows: 

 

1. Tell me about your background and career path up till your current position. 

2. How do you understand local budget?  

3. What are the most challenging budget problems experienced by your local 

government? 

4. What are the drivers of that budget problem? 

5. What are the impacts of that budget problem? 

6. What are the drivers to overcome that budget problem? 

7. What do you think you could do to overcome that budget problem? 

In addition, during interviews the researcher also observed the non-verbal communication 

of research participants to triangulate verbal communication. This included gestures, facial 

expressions, and speech intonations of research participants. 

In terms of participants of the interviews, there were eleven participants for case study one 

in which eight participants were from the executive and three participants were from the 

local council. There were fifteen participants for case study two in which seven participants 

were from the executive and eight participants are from the local council. While for case 

study three, there were twelve participants in which eight participants were from the 

executive while four participants were from the local council. Table 4.4 lists the purposive 

selected participants and the argument for choosing those people. The timing for these 

semi-structured interviews was relatively flexible so there was no need to adjust the timing 

of interviews to coincide with the budget cycles.  
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This type of interviewing has advantages and disadvantages. The strengths of interviews 

are that the data collection method is targeted and insightful (Yin 2014, p. 106). This means 

that interviews focus directly on research topics and provide insight because interviewees 

can provide explanation and personal views (Yin 2014, p. 106). Interviews also enable the 

researcher to control the line of questioning (Creswell 2009, p. 179). There are also some 

potential weaknesses such as response bias, inaccuracy due to poor recall, and reflexivity 

in which the interviewee gives the answers that the interviewer wants to get (Yin 2014, p. 

106). Interviewees may filter information, place information according to his/her 

designation rather than in a natural manner, and may not articulate information (Creswell 

2009, p. 179). To overcome these limitations, this thesis uses document analysis techniques 

for data triangulation.  

Table 4.4 Purposive selected research participants 

Purposive Selected 
Participants 

Why # of 
person  

Themes from 
Literature Review 

Data collection 
methods 

Secretary of the 
Local Government  
 
(Sekretaris Daerah) 

This person is the highest level 
of bureaucrat in the local 
government. As the leader of the 
executive budget team (TAPD), 
he or she is expected to have an 
extensive knowledge of all the 
budget problems experienced by 
local government. In fact, this 
person is the ‘actual leader’ 
during the budget discussion 
with the local parliament.  

One Economical causes 
of budget problems 

Interview  

  

  Political causes of 
budget problems 

Interview  

    

  Human resource 
causes of budget 
problems 

Interview  

    

  Regulations and 
systemic causes of 
budget problems 

Interview  

    

  Other causes of 
budget problems 

Interview  

      

The Chief Local 
Planning Agency  
 
(Kepala Badan 
Perencanaan 

As the planning agency leader, 
he or she is expected to have an 
extensive knowledge of 
problems related to planning. As 
the member of TAPD, he or she 

One Economic causes of 
budget problems 

Interview  

    

Political causes of 
budget problems 

Interview  
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Pembangunan 
Daerah)  

should also have a deep 
understanding of budget 
problems that relate to budget 
formulation and budget approval. 
RPJP, RPJMD, and Annual RK 
are all planning documents that 
need to be collected from this 
unit. 

    

  Human resource 
causes of budget 
problems 

Interview  

      

  Regulations and 
systemic causes of 
budget problems 

Interview  

      

  Other causes of 
budget problems. 

Interview  

      

The Local Minister of 
Finance  
 
(Kepala Badan 
Pengelola Keuangan 
Daerah) 
  

The local minister of finance is 
responsible for managing the 
local finance and financial 
reports. He or she is expected to 
have extensive knowledge of 
problems related to budget 
execution, asset management, 
debt management and financial 
reporting. As the member of 
TAPD, he or she should also 
have a deep understanding of 
budget problems at the budget 
formulation and budget approval 
stages. 

One Economic causes of 
budget problems 

Interview  

   

Political causes of 
budget problems 

Interview  

     

  Human resource 
causes of budget 
problems 

Interview  

     

  Regulations and 
systemic causes of 
budget problems 

Interview  

     

  Other causes of 
budget problems 

Interview  

      

Head of Public Work 
Department and/or 
Education 
Department 
 
(Kepala Dinas 
Pekerjaan Umum 
dan/atau Kepala 
Dinas Pendidikan) 
  
  

These units tend to have a large 
portion of budget allocations. 
These people are policy 
implementers who have to deal 
directly with the budget 
commission in the local 
parliament. They have extensive 
understanding of budget 
problems particularly in the 
planning, budget formulation, 
budget approval, and budget 
execution for their respective 
unit. 

Two Economic causes of 
budget problems 

Interview  

    

Political causes of 
budget problems 

Interview  

    

Human resource 
causes of budget 
problems 

Interview  

      

  Regulations and 
systemic causes of 
budget problems 

Interview  

      

  Other causes of 
budget problems 

Interview  
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The Leader of Local 
Council who is also 
the Chief of Budget 
Committee  

This budget committee 
scrutinizes the budget proposal 
and brings it to the plenary 
session for approval. They have 
knowledge of budget problems 
that relate to political issues. 
However, he or she knows, in 
general, budget problems related 
to economics, regulations, and 
human resources, especially in 
the local parliament.  

One Economic causes of 
budget problems 

Interview and 
observation 

    

(Ketua DPRD 
sekaligus sebagai 
Ketua Badan 
Aggaran) 
  
  

Political causes of 
budget problems 

Interview and 
observation 

   

Human resource 
causes of budget 
problems 

Interview and 
observation 

     

  Regulations and 
systemic causes of 
budget problems 

Interview and 
observation 

     

  Other causes of 
budget problems 

Interview and 
observation 

      

Budget Review 
Committee   
 
(Ketua atau Anggota 
Komisi DPRD) 
  
  

The local parliament committee 
scrutinizes the budget proposal 
for their respective working unit 
partners and brings it to the 
budget committee session. They 
have knowledge of budget 
problems that relate to political 
issues. However, he or she 
knows, in general, budget 
problems related to economics, 
regulations and human 
resources, especially in the local 
parliament.  

Four or 
more 

Economic causes of 
budget problems 

Interview and 
observation 

    

Political causes of 
budget problems 

Interview and 
observation 

    

  Human resource 
causes of budget 
problems 

Interview and 
observation 

      

  Regulations and 
systemic causes of 
budget problems 

Interview and 
observation 

      

  Other causes of 
budget problems 

Interview and 
observation 

      

The Secretary of 
Local Parliament  
 
(Sekretaris DPRD) 
  

As the supporting unit, this 
person may not have a deep 
understanding about the budget 
problems. However, he or she 
can provide documentary 
evidence such as minutes of 
meetings related to budget 
discussions. 

One Political causes of 
budget problems 

Documentary 
analysis 

   

Human resource 
causes of budget 
problems 

Documentary 
analysis 

     

Head of Internal 
Audit Agency – 
Auditor General of 
Local Government  
 
(Kepala Bawasda) 
  

Bawasda, as an internal audit 
agency, should be aware of 
financial problems experienced 
by local governments. This unit 
is also concerned with budget 
execution stages such as 
revenue collection, expenditure 

One Economic causes of 
budget problems 

Interview  

    

Political causes of 
budget problems 

Interview  
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  management, asset 
management, and debt 
management.  

    

  Human resource 
causes of budget 
problems 

Interview  

      

  Regulations and 
systemic causes of 
budget problems 

Interview  

      

  Other causes of 
budget problems 

Interview  

Total Twelve people or more from each local government  
  

  

4.5.2 Focus group discussion 

Although focus group discussion was not expected and one on one interviews are 

preferable, during the field work some participants preferred group discussions on the 

research topic of budget problems. Thus, the researcher adapted and organized focus group 

discussions. There are some expected disadvantages of focus group discussions, 

particularly in relation to difficulties with control, sensitivity of topics, and dominant 

individuals. One on one interviews is preferable to focus group discussion because this 

study asked sensitive topics.  The strategy undertaken by the researcher then was to use the 

interview protocol to guide focus group discussions, however, during the group discussion 

all participants were welcomed and encouraged to comment on each interview question. 

The focus group discussions took place in the local council offices and only the local 

council members were permitted. Similar to individual semi-structured interviews, before 

beginning the focus group discussion, participants were informed about the researcher, the 

study and given assurances about ethical principles, such as anonymity and confidentiality.   

By doing so, research participants reported willingness to discuss sensitive topics. The 

researcher led the focus group discussion by asking the questions one by one according to 

the interview protocol. The researcher then asked research participants to respond one by 

one. Though these group discussions did not aim to reach consensus on the discussed 
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issues, participants were encouraged to share their views and to make sense of their 

experiences, and by sharing their views and experiences they interacted with others thus 

enabling them to modify their experiences, and leading to the construction of new 

knowledge (Ivanoff & Hultberg 2006, p. 125). Therefore, the focus group approach was 

suitable for this study. 

4.5.3 Non-participant observation  

It was planned to conduct non-participant observation, especially during the legislative 

budget discussion session, as a data collection method in the proposal, but it turned out that 

legislative budget discussion sessions were closed to the researcher. Therefore, this data 

collection method was not able to be implemented. Nevertheless, nonparticipant 

observation was undertaken at the budget execution stage. The researcher was able to 

observe the complications of the budget execution process and budget execution 

documents. Moreover, research participants willingly provided some copies of budget 

execution documents for data analysis. Nonparticipant observation is “a data collection 

method … in which the researcher enters a social system to observe events, activities and 

interactions with the aim of gaining a direct understanding of a phenomenon in its natural 

context” (Lloyd-Williams 2011). This form of observation has some advantages such as 

the researcher gains real-time, first-hand and contextual experience; it enables the 

researcher to explore topics that may be uncomfortable for participants to discuss; and it 

enables the researcher to notice unusual aspects during observation (Creswell 2009, p. 179; 

Yin 2014, p. 106). However, this data collection method also has several weaknesses such 

as being time-consuming, causing disruption, reflexivity and inability to cover all budget 

process activities (Creswell 2009, p. 179; Yin 2014, p. 106).  
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4.5.4 Document Analysis  

Document analysis is “a systematic procedure for reviewing or evaluating documents - 

both printed and electronic … to elicit meaning, gain understanding, and develop empirical 

knowledge” (Bowen 2009, p. 27). Document analysis involves skimming, reading, and 

interpretation to recognize emerging themes and categories within the data set in relation 

to the research questions (Bowen 2009, p. 32). Analysis of the internal and public 

documents was undertaken to gain an understanding and familiarity of the cases.  

Documents related to the case studies were utilized to corroborate and augment evidence 

collected from semi-structured interviews as well as data triangulation (Bowen 2009, pp. 

28-9; Yin 2014, p. 107). Document analysis has some advantages such as many documents 

are available in the public domain, it is often less time-consuming, it can be less costly 

compared to other research methods, and it may be non-reactive, stable, exact, and enable 

broad coverage (Bowen 2009, p. 31; Yin 2014, p. 106). However, document analysis also 

has some limitations such as limitations in accessing documents and  bias in selection 

(Bowen 2009, pp. 31-2; Yin 2014, p. 106). 

In this thesis, documents cover a broad range of written records, such as statistical 

documents, planning documents, budget documents, financial reports, external audit 

reports, and minutes of meetings related to budgeting. Statistical documents are available 

online at the local office of BPS-Statistics Indonesia (Badan Pusat Statistik - BPS) and 

were accessed before fieldwork commenced. Planning documents were collected from the 

local planning agency. Budget documents, financial reports, and external audit reports 

were collected from the local ministry of finance (Dinas Pengelola Keuangan dan Aset 

Daerah - DPPKAD). Some the minutes of meetings relating to budgets were collected from 
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the office of the Secretary of Local Council (Sekretariat DPRD). All relevant documents 

to the research questions were fed into NVivo software for coding.  

 Data Analysis 

Data analysis in this study is an iterative process; it commenced simultaneously with data 

collection. Data analysis started after some of the data had been collected and that analysis 

then shaped the next steps of data collection (Bryman & Bell 2011, p. 574). Thematic 

analysis was employed for this thesis to uncover new emerging themes and categories in 

relation to the research questions, as explained below. 

4.6.1 Data familiarization  

The first step of data analysis is familiarization with the data set (Braun & Clarke 2006, p. 

87). The familiarization process with the data set of the local budget condition of the cases 

started prior to the field work. SIKD data from the Ministry of Finance and statistical data 

from BPS-Statistics Indonesia was very helpful in this familiarization process. The relevant 

government websites were also utilized to obtain a general view and better knowledge of 

current issues related to the local government. Google maps were also utilized to obtain a 

visualization of the geographical condition.  

During interviews, the researcher focused on the conversation by actively asking questions 

to explore the participant’s understanding related to the research question. Shortly after 

each interview, key points pertaining to the research question such as what budget problem 

they encountered and what causes of those budget problems were noted. Those key points 

were then double checked with interview records while making sure that there was no 

problem with the digital recorder. Key points noted in the research notes were then used to 
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prompt additional probing questions to elicit information in the next interview sessions. 

Taking notes of the key points of the interview records was also a familiarization process 

with the data set.  

Following the field work, individual interviews were transcribed in the original language 

(Bahasa Indonesia). The reason for transcribing in the original language is to maintain the 

meanings made and reduce the risk of bias during translation. It is important since some 

research participants speak in local languages or dialects which increase the risk of bias 

when it is translated into English. Transcription itself is a process of familiarization with 

the data set. The interview records and transcriptions were then fed into NVivo. NVivo is 

comprehensive qualitative data analysis software to organize and analyze qualitative data. 

The specific advantage of NVivo is that it has tools for recording many forms of qualitative 

data and linking ideas in many ways which allows a pattern of themes in the data to be 

more readily identified (Richards 1999, p. 4).  

After all the interview transcriptions were set in NVivo, familiarization with the data set 

was undertaken by thorough reading and note-taking on individual interview transcripts to 

have a general idea of the interviews. Checking and listening to the audio tapes was also 

crucial because punctuation and intonation of the participants affected intended meanings. 

The aim of familiarization was to allow new ideas and themes to emerge from the data set 

in relation to the research question, of what budget problems were experienced by local 

governments.  
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4.6.2 Thematic analysis   

This thesis employs thematic analysis, “a method for identifying, analyzing and reporting 

patterns (themes) within data” (Braun & Clarke 2006, p. 79). Thematic analysis was 

employed because the aim of this thesis is to understand budget problems in Indonesian 

local governments, thus this thesis organizes and describes in detail from the data set, what 

budget problems are experienced by local governments in Indonesia, what are the causes, 

what are the impacts, and what are the drivers for changes. The benefit of thematic analysis 

is its flexibility, in which it can be applied to a range of  theoretical and epistemological 

approaches including a constructivist research paradigm (Braun & Clarke 2006, p. 78).  

The goal of this thematic analysis is to identify themes, categories or classifications of the 

data. A theme is a patterned response or meaning within the data set which is important in 

relation to the research question (Braun & Clarke 2006, p. 82). The analysis goes beyond 

what the participants have said; this thesis seeks to identify the latent themes, and the 

underlying ideas. Therefore, the development of the themes involves interpretative work 

from the researcher (Braun & Clarke 2006, p. 84).  

Following the field work, a more intensive and structured data analysis was undertaken. 

Data analyses were conducted case by case. For each interview transcription, the first step 

was generating initial codes by reading line by line and marking any interesting and 

relevant information to the research questions and labels directly in NVivo (Braun & 

Clarke 2006, p. 88). As these were the initial codes, they represented the most basic 

segments or elements of the raw data or information that appeared interesting or relevant 

to the research questions. As this thesis is constructivist, thus the process for searching 

ideas, codes and themes are data driven instead of directed by a theoretical background.  
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Having coded all the interview transcripts of one case study, the next step was searching 

for themes by sorting, collating and grouping those codes into more conceptual categories 

(Braun & Clarke 2006, p. 89). At this stage, a thematic map was produced to visualize 

candidates’ themes. Those candidate themes were then reviewed to see whether data within 

themes was coherent and themes were clear and identifiable, then the next step was  naming 

those themes (Braun & Clarke 2006, pp. 91-2). The same processes were then applied to 

the second and third cases.  

4.6.3 Analytical strategy  

In relation to the phenomenological issue as mentioned in Section 4.2, different people can 

perceive the same issue in different ways and their understanding and life experiences are 

typically hidden. Therefore, the researcher had to find ways to encourage the emergence 

of those life experiences and be explicit. In doing so, before each interview, participant 

trust was built through introductions of myself and my background, then this thesis was 

briefly explained and they were asked to participate in this thesis by voluntarily signing a 

consent form.  

Most interviews took place in the respondents’ office with only two interviews conducted 

outside the office as per their preference. Most interviews with the bureaucratic participants 

were in one by one model, though occasionally some respondents brought their staff. 

Meanwhile, most interviews with politicians were in a group as per their preferences. Both 

bureaucratic and political participants mostly asked for their responses to be anonymous, 

which is in line with the research ethics, so that they could convey their life experiences 

freely. During interviews, the researcher tried to be empathetic, or ‘in their position’ so 

that the researcher could understand their perspectives and points of view. The objective 
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of this strategy was to gain participants’ trust and encourage them to be willing to share 

more of their life experiences. Meanwhile, the researcher also observed their gestures, 

facial expressions, and speech intonation while they were expressing their life experiences 

to see whether these non-verbal expressions supported their verbal expressions. All 

interviews were audio recorded, with one exception due to a respondent refusing 

permission to be recorded. All recorded interviews were transcribed for data analysis with 

time stamps for quick referencing to the audio recording.   

The second issue as mentioned in Section 4.2 is the interpretation. Firstly, each individual 

interview was coded and interpreted. In this stage, the researcher was looking for themes 

expressed by research participants. Themes are a patterned response within the data set 

which were important in relation to the research questions. By looking for themes in the 

information conveyed during an interview, research participants were the main source of 

knowledge so that the researcher did not influence the flow of information or take ‘center 

stage’. Direct quotations of some important points from the research participants have been 

included in Chapters 5, 6, and 7 to show that participants were the main source of 

knowledge. The inclusion of quotations is important to disclose the true opinion of the 

participants and how my interpretation of the results have been based. This is important as 

the researcher also acknowledges that personal experiences and understanding may affect 

the interpretation of participant responses. Therefore, the direct quotations are important 

elements to support the validity of my interpretation of the participants’ points of view. 

Secondly, the emerging themes were then triangulated with document analysis when it was 

possible. The documents analysed include financial reports, statistic data, minutes of 

meetings, as well as laws and regulations. This step is necessary to verify the views of the 

research participants as well as examine whether there is a gap between regulations and 
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implementation. Therefore, the triangulation with the documents starts with comparing the 

budget process and regulations that are being described by the participants with the existing 

regulations. After that the researcher investigated the reason for any deviation from the 

regulations based on participant conditions and also assessed whether the source of a 

problem was due to the view of a participant of the regulations, or the regulation itself.  

Thirdly, further triangulation was to look for differences among different groups of 

research participants. Thus, research participants were grouped into bureaucratic and 

political participants to see whether they had different interests, understandings, points of 

view, and how their backgrounds shaped their interest, understanding, and/or point of view. 

Findings were also triangulated among cases to see whether their life experiences were 

different. For instance, one case may experience budget delay problems while another case 

may experience underspending budget problems. By doing so, this thesis could conduct 

group case and cross case analysis.  

Lastly, this thesis also triangulated findings with the practices around the world or within 

the existing body of literature to see the similarities and differences between this thesis and 

the existing body of knowledge. This thesis is a qualitative inductive study, in the sense 

that it is data driven instead of theoretically driven. As mentioned in Chapter 2, the 

literature review, this thesis does not point to a specific theory as a single theoretical lens. 

Instead this thesis lists theories from many different perspectives and endeavours to capture 

the essence of those theories to understand the issues from many different angles.  By 

applying this strategy, my knowledge has not been framed by a specific theoretical view, 

instead the researcher keeps an opened mind to new understandings and alternative theories 

from many different perspectives to triangulate and compare. This is an important step to 

understand whether the different conditions faced by the research participants would result 
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in different views on budget problems. For example, as discussed in Chapter 2, in the USA 

context, differences in political ideology is the essence of divided government, party 

polarization and veto player theory. In the Indonesian context, local governments may 

experience divided government, party polarization, and may have some veto players, but 

the main driver of those phenomena may not be ideological differences due to different 

contexts. In another example in the USA context, economic conditions affected the 

government budget. In the Indonesian context, economic conditions may affect local 

budgets as well, but how the mechanism works may be different due to the local contexts. 

At this last stage, this thesis triangulated the findings with the existing literature to analyze 

the similarities as well as the differences and contradictions. Thus, this thesis did not 

triangulate the findings only with a specific theory within one field; instead this thesis 

triangulated the findings with a range of theories from many different fields. Those include 

politics, economics, budgetary institutions, human resources, and corruption.  

 Study Limitation 

This study has limitations primarily related to the case study approach in terms of the level 

of government and the number of case studies as discussed in section 4.3. This thesis 

focuses on local government level (regency and city) in Indonesia, thus the findings of this 

thesis are subject to this level of government. Another limitation of this study relates to the 

number of cases. The findings of this thesis do not represent the whole population of local 

government in Indonesia due to this study concentrating solely on three local governments. 

Thus, further systematic quantitative study with a large-N population is suggested to 

enhance external validity. Moreover, it was planned to interview the local executive leaders 

(regents or the mayors), however, due to general elections being held in two local 

governments at the time of data collection, it was decided not to interview the regents or 
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the mayors. Finally, participants of this study are limited to the local executive officials 

and the local council members; a broader view from civil society and law enforcement 

officials may provide different understandings of the local budget problems in Indonesia. 

Future research could undertake a broader range of participants to overcome this limitation. 

Nevertheless, this limitation is not one that is isolated to this study – rather a general 

limitation common to qualitative case study research.  

 Conclusion 

This chapter discussed the research strategy applied to understand the life experiences of 

people regarding budget problems in local governments in Indonesia. It discussed the 

ontology stance of relativism. Relativism’s basic assumption is that realities exist in the 

form of multiple mental constructions, are socially and experientially based, local and 

specific, and dependent on the person or society who hold them. Thus, the meaning, in this 

thesis on the local budget problems in Indonesia, is constructed by a specific and local 

society who experience those budget problems. This ontology stance informs the 

interpretivism epistemology of this thesis. Since human beings construct the reality, the 

subject and the object are fused into a single entity, thus, realities are subjective meanings. 

To understand the subjective meaning, the methodology of inquiry is dialectical, in which 

the investigator closely interacts with participants so that individual constructions can be 

elicited and refined. This study utilized semi-structured interviews, focus group 

discussions and document analyses as the data collection methods to elicit the subjective 

meanings of the participants. Due to the focus on three case studies that provided different 

experiences, this method was selected to enable the researcher to understand local budget 

problems in different contexts, and provide insights of similarities and differences across 

settings. This chapter also discussed the approach undertaken to analyze the data. A 
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thematic inductive analysis is utilized to identify themes, categories or classifications of 

the data. A theme is a patterned response or meaning within the data set which is important 

in relation to the research question. Finally, this chapter identified the key limitations of 

this thesis and proposed future research to address these limitations.  

The next chapter represents a discussion and explores the findings from the three case 

studies, which moves from a discussion on theoretical and methodological frameworks to 

real cases. This chapter is the first part of the exploration of the emerging theme of budget 

problems experienced by local governments in Indonesia.  
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CHAPTER 5  

THE EXPERIENCES OF BUDGET PROBLEMS 
 

 

 Introduction 

This chapter is the first to discuss findings in this thesis. This thesis aims to understand 

budget problems and the causes of those budget problems experienced by the three local 

governments in Indonesia. Therefore, this chapter investigates budget problems from the 

understanding of local budget actors in Indonesia. It exposes and discusses the budget 

problems as experienced by the three cases of Blora Regency, Bengkalis Regency, and 

Singkawang City. Particularly, this chapter aims to answer the first research question of 

“What budget problems are experienced by the three cases of local governments in 

Indonesia?” as stated in the Chapter 2. Furthermore, this chapter looks at the various views 

from the research participants with different backgrounds and positions in the local 

government and discusses how they interpret the problems. In general, these participants 

observe the budget enactment and budget execution (including budget execution delays 

and underspending of budget appropriations) as the stages where their local governments’ 

main budget problems occur. However, this thesis finds there are varieties of perspectives 

of what lays behind these problems. Understanding those budget problems provides some 

new insights that contribute to the literature and policy makers.  

The structure of this chapter consists of a discussion on the experiences of budget 

problems, the impacts of budget problems, and the responses to and criticisms of the 

current conditions. The budget problems experienced consist of budget enactment delays 
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and budget execution delays, including the underspending of budget appropriations. The 

last section of this chapter is the summary and conclusion.  

 Budget Enactment Delays 

The participants expressed the most concern about budget delays among other budget 

problems. As shown in Table 5.1, budget delays are understood as the most noticeable 

budget problem by all participants. This is based on researcher observation in regard to the 

immediate responses, the focus of the talks, and the intensity of the talks by a large number 

of participants when they were asked the question, “What are the most challenging budget 

problems experienced by your local government?”. Ten percent of participants 

immediately replied, “budget delays”. Approximately other ninety percent of participants 

immediately replied “yes” when they were probed with the question, “do you think that 

budget delay is a problem”. This introductory question was then followed by further in-

depth interview questions. The transcripts of the in-depth interviews show that the focus 

of the talks is mostly about budget delays. Only when participants were asked, “What other 

budget problems did you experience?”, they changed the focus. None of the participants 

said that budget delay is not a problem, although the focus of the talks of a small number 

of participants was not budget delays. These in-depth interview responses reveal budget 

delay as real-life experiences of the research participants and they have faced and been 

frustrated by this issue in their real-life budget experiences.   
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Table 5.1 Participants’ responses to interview questions on budget problems 

 BLORA  SINGKAWANG  BENGKALIS  

 

Political 

participants 

Highly concerned with 

the budget process in 

the local council, that 

led to budget delays.  

 

 

Paid limited attention 

to budget execution and 

underspending of 

budget appropriations. 

Highly concerned with 

the budget process in 

the executive, that led 

to budget delays. 

 

 

Paid limited attention 

to budget execution 

and underspending of 

budget appropriations. 

Highly concerned with 

budget process in the 

local council and in 

the executive, that led 

to budget delays. 

 

Paid some attention to 

budget execution and 

underspending of 

budget appropriations. 

 

Bureaucratic 

participants 

Highly concerned with 

the budget process in 

the local council that 

led to budget delays in 

relation to budget 

execution. 

 

 

Paid less attention to 

underspending of 

budget appropriations. 

 

Highly concerned with 

the budget process, 

both in the local 

council and in the 

executive, that led to 

budget delays in 

relation to budget 

execution. 

Paid less attention to 

underspending of 

budget appropriations.  

Highly concerned with 

budget execution. 

 

 

 

 

 

 

Paid some attention to 

budget delays and 

underspending of 

budget appropriations. 

  

Although the response regarding budget delays is relatively uniform, the three cases were 

experiencing different cases of budget delays. It is not only in terms of delay length and 

severity but also on how they define the budget problem. According to bureaucratic and 

political participants, Blora Regency continuously experienced budget delays for fifteen 

years since decentralization was implemented in 2001. As shown in Table 5.1, some 

bureaucratic and political participants reported that budget delays were mainly caused by 

the late and lengthy budget discussion process in the local council. As shown in Table 4.1, 

the latest month of budget delay for Blora Regency was enacted in June (2009 and 2014), 

leaving six months available for budget execution. A local council member explains:  
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... to my knowledge [in Blora Regency] the establishment of the budget from 

2001 until 2014 was generally in the range between April, May, June. Ideally, 

the maximum is December 31 of the previous year, meaning before the fiscal 

year. It's so obvious, it was clearly too late. Even in 2010 or so, it was among 

the three latest budgets in Indonesia (PC1DW_S). 

Similarly, Singkawang City continuously experienced budget delays for fifteen years since 

the establishment of this local government in 2000. As show in Table 5.1, both bureaucratic 

and political participants were highly concerned with the budget process in the executive 

that led to budget delays. Some bureaucratic and political participants reported that the late 

submissions of budget documents (the general budget policy and the initial budget 

priorities and ceilings and the local budget draft) by the executive were the causes. The 

latest month of budget delay is May (2014 see Table 4.2), leaving seven months for budget 

execution.   

In Bengkalis Regency, some bureaucratic and political participants agreed that they 

experienced budget delays for many years. However, participants did not mention 

explicitly for how many years they experienced budget delays. Based on the Ministry of 

Finance data, Bengkalis Regency continuously experienced budget delays from 2008 to 

2014. Meanwhile, some bureaucratic participants from Bengkalis Regency pointed out that 

in 2014 the local budget was enacted through a local executive decree (Peraturan Kepala 

Daerah - Perkada) instead of a local law (Peraturan Daerah – Perda). They argued that it 

was an emergency action, and therefore, it was a rare case in Indonesia. Although done for 

emergency reasons, it was problematic because:  

… the regulation on the budget enactment through a local executive decree 

(Perkada) was limited so that it was problematic. It almost put us on trial... It 

was essentially an emergency measure. It was politically costly and harmful…, 

but it had to be done as there were legal consequences and budgetary 

consequences... (BC3SDA). 
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It is important to note that the 2016 local budget in all three cases were enacted on schedule. 

Furthermore, Bengkalis Regency had already managed to get their budget on schedule in 

2015. Some of the participants referred to the heavy fine introduced by the central 

government as the reason for achieving this. However, they also point out the negative 

consequences of the new regulation. This will be discussed further in sub Section 5.5.1.  

Some bureaucratic and political participants provided two definitions of budget delays. 

The first is budget approval delay (belum sepakat or belum kethok palu) that is when the 

local budget draft (RAPBD) for the upcoming fiscal year is not approved by the local 

council (DPRD) by the end of November. Law 17/2003 Article 20 and Law 32/2004 

Article 181 states that the decision of the local council on the local budget draft must be 

made by at least one month before the fiscal year commences. One month before the fiscal 

year commences means the end of November. Thus, budget approval delay is when the 

local council and the executive are unable to arrive at a joint agreement on a local budget 

by the end of November. The normative schedule of local budget set up by the Ministry of 

Home Affairs, as mentioned in Chapter 3, also states that the joint agreement between the 

local council and the regent or the mayor (Bupati or Walikota) on the local budget draft 

shall be achieved by at least one month before the commencing fiscal year.  

The second budget delay is budget enactment delay (terlambat ditetapkan), which is when 

the local budget for the upcoming fiscal year is enacted after 31 December. Law 17/2003 

Article 4 and Law 32/2004 Article 179 says that the fiscal year starts from January 1 to 

December 31. This means that the local budget must be enacted before January 1. Law 

17/2003 does not mention anything about the evaluation process on the local budget. It 

means that the local budget can be directly enacted in a local law (peraturan daerah – 

Perda) following the approval by the local council. However, Law 32/2004 Article 186 
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requires an evaluation process by the governor following the local council approval on the 

local budget draft.  This evaluation process may result in a binding amendment 

recommendation for the local government on the local budget. It may require an adjustment 

that needs to be discussed and jointly agreed upon again by the executive and the local 

council. The evaluation process by the governor takes additional time before the local 

budget is finally enacted. In this thesis, budget delays mean budget enactment delays, 

except when they are explicitly referred to as budget approval delays. 

The research participants’ real-life experiences of budget delays over several years, 

confirmed that budget delays can be a big issue for a local government budget in Indonesia. 

Blora Regency and Singkawang City continuously experienced budget delays for more 

than ten consecutive years and even Bengkalis Regency, which experienced shorter 

consecutive budget delays, had to force the enactment of its budget through local executive 

decree. This finding is not surprising as it confirms other studies that looked at  budget 

delays in Indonesian sub-national government contexts, albeit in different areas and scale 

(Kartiko 2012; Subechan, Hanafi & Haryono 2014). Looking at the Ministry of Finance’s 

data, it is also confirmed that budget delay is a budget problem for local governments in 

Indonesia. As shown in Table 5.2, the number of local government to enact their budgets 

on schedule have increased during the period of 2010 to 2016, nevertheless, during those 

periods many local governments still delayed their budget enactments ranging from one 

month to six months behind the schedule. For example, eighty-eight local governments 

(about 17%) still experienced budget enactment delays in 2016. Sixty-two local 

governments enacted their budgets in January, one month behind the schedule, three local 

governments enacted their budgets in May, five months behind the schedule. Furthermore, 

the current literature also shows budget delay problems exist not only in developing 
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countries such as Indonesia but also in developed countries such as in the USA Federal 

Government (Meyers 1997; Young 2014), the USA State Governments (Andersen, Lassen 

& Nielsen 2010, 2012; Klarner, Phillips & Muckler 2010, 2012), California (Cummins 

2010, 2012; Fowler & Rudnik 2015; Speer 2016), as well as New York state (Yi Lu & 

Chen 2016).  

Table 5.2 Local budget enactment date (cities and regencies) from 2010 to 2016   

  2010 2011 2012 2013 2014 2015 2016 
 

January 152 173 136 110 89 54 62 

February 74 62 59 42 46 10 10 

March 58 61 40 23 27 7 8 

April 11 9 6 10 9 3 5 

May 1 2 4 3 4 1 3 

June 1 1 0 1 2 0 0 

July 0 0 0 0 0 0 0 

August 0 0 0 0 1 0 0 

Unknown         3     

On schedule 194 183 246 302 327 433 420 

 Number of local government 491 491 491 491 508 508 508 

Source: The Directorate General of Fiscal Balance, Ministry of Finance 

To have a deeper understanding of budget delays in the Indonesian local government 

context, this thesis follows the budgeting process. Budgeting is a cycle consisting of four 

stages; the executive planning, the legislative approval, the executive implementation, and 

the ex-post accountability. Budgeting is an interrelated process involving the executive and 

the local council. As discussed in Chapter 3, there are two main budget agreements between 

the executive and the local council, namely the agreement on the general budget policy and 

the initial budget priorities and ceilings (KUA-PPAS) and the agreement on the local budget 

draft (RAPBD). Both KUA-PPAS and RAPBD are prepared by the executive to be 

submitted to and approved by the local council. Any delays in the early stages of the 

process creates time constraints in the subsequent stages, so efforts are needed to avoid 
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delay at every step of the process. For example, any delay in preparation and submission 

of the KUA-PPAS may lead to delay in the agreement on KUA-PPAS. In addition, other 

conditions in subsequent steps may add another delay to the overall process. By following 

the local budget process, in general, this thesis finds that Blora Regency experienced 

budget delays due to the budget process in the local council, Singkawang City experienced 

budget delays due to the budget process in the executive, and Bengkalis Regency 

experienced budget delays due to the budget process in the executive and in the local 

council. The following two sections discuss the budget process in the executive and the 

local council that contributed to budget enactment delays.   

5.2.1 Late and lengthy budget discussion processes in the local council 

During the interviews, the participants from the bureaucracy stated that the delay in the 

budget process was mainly due to the local councils’ late and lengthy budget discussion 

processes. To explore this issue, further interviews questions were asked regarding how 

the discussion processes in the local councils led to budget delays. This section draws out 

and explains the understanding of those interviewed.   

First, some bureaucratic participants from Blora Regency and Bengkalis Regency argued 

that the local council was late in setting up the schedule of the budget meetings. Some 

bureaucratic participants from Blora Regency claimed that the KUA-PPAS drafts were 

always submitted on time for many years, but the local council has not been setting up the 

schedule of the budget meeting, sometimes for no discernable reason. In Bengkalis 

Regency, two bureaucratic participants claimed that they usually submit the KUA-PPAS 

on time, though at other times they have been late. When the local council does not set up 

the schedule, the executive cannot do anything other than just reminding and waiting for 
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the schedule to be set up. This leads to the delay of KUA-PPAS agreements. These 

participant responses are triangulated by document analysis of the budget discussion 

schedule prepared by the Secretariat of the Local Council. For example, the actual budget 

discussion in the Local Council of Blora Regency is presented in Table 5.2. The table 

shows that the submission of the KUA-PPAS documents by the executive to the local 

council (step #1) have been relatively on schedule. However, the starting date of budget 

discussion, which is the submission speech of the KUA-PAS by the regent at the local 

council (step #2), for 2012 to 2015 were late. The joint agreement on the KUA-PPAS (step 

#3) were even later in the following year, leaving about one month for the executive to 

prepare the local budget draft (RAPBD). Thus, the submissions of the local budget draft 

(step #5) from 2012 to 2015 were also late, which was felt in the following years. This 

means that the budget delays in Blora Regency from 2012 to 2015 are mainly caused by 

the budget discussion processes in the local council.    
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Table 5.3 Actual budget discussion at the Local Council of Blora regency 

No Activity  Budget  
2012 

Budget  
2013 

Budget  
2014 

Budget  
2015 

Budget  
2016 

1 Submission of the KUA-PPAS 
document by the executive to 
the local council (DPRD). 

15/06/2011 15/06/2012 13/06/2013 16/06/2014 11/06/2015 

2 PLENARY: Submission 
Speech of KUA-PPAS by the 
regent to the local council. 

27/09/2011 13/08/2012 8/07/2013 6/08/2014 11/06/2015 

3 PLENARY: The formal signing 
of the joint agreement on the 
KUA-PPAS between the regent 
and the local council. 

7/03/2012 1/03/2013 4/04/2014 5/01/2015 23/09/2015 

4 Preparation of RKA by SKPDs, 
budget brief (Nota Keuangan) 
and the local budget draft 
(RAPBD) by the executives. 

Prior to # 5 Prior to # 5 Prior to # 5 Prior to # 5 Prior to # 5 

5 PLENARY: Submission of the 
Budget Brief and the local 
budget draft by the regent to 
the local council. 

29/03/2012 27/03/2013 6/05/2014 19/01/2015 30/10/2015 

6 PLENARY: General views and 
comments from factions on the 
budget brief and the local 
budget draft. 

30/03/2012 11/04/2013 12/05/2014 20/01/2015 13/11/2015 

7 PLENARY: Regent’s reply on 
factions’ general views and 
comments on the budget brief 
and the local budget draft. 

30/03/2012 11/04/2013 13/05/2014 20/01/2015 13/11/2015 

8 PLENARY: The joint 
agreement between the regent 
and the local council on the 
local budget draft. 

30/03/2012 11/04/2013 13/05/2014 20/01/2015 13/11/2015 

9 PLENARY: The adjustment 
and refinement of the results of 
the governors’ evaluation 
(budget enactment) 

13/04/2012 24/04/2013 12/06/2014 30/01/2015 7/12/2015 

Source: The Secretariat of the Local Council of Blora Regency 

Secondly, even after the budget meetings were scheduled, lengthy budget discussions in 

the local council were argued by some bureaucratic participants from Blora Regency and 

Bengkalis Regency which caused budget enactment delays. These lengthy budget 

discussions are also confirmed by one senior political participant from Blora Regency. 

They explained that this is due to the budget discussion at the Budget Review 
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Commissions10 (Komisi) level simply being unable to reach agreements. The Budget 

Review Commissions normally discuss the local budget draft with their respective local 

departments for specific government affairs, such as health, education, economics, and 

agriculture. However, due to heavy bargaining and conflicting interests, the Budget 

Review Commissions are unable to arrive at a consensus and they bring the issues up to 

the Budget Committee level. Thus, some bureaucratic and political participants from Blora 

Regency saw that the Budget Review Commissions level is problematic and in need for 

reform. 

Third, some bureaucratic and political participants saw that the very detailed line item 

budget format drove the focus of budget discussion on spending items, not on the strategic 

value of activities. Furthermore, they argued that this condition has made the budget 

discussion time consuming.  For example, a senior politician said: 

The discussion used to be focused on the amount of money allocated to each 

activity. What was the appropriate budget allocation for each activity? How 

much can be reduced? This had slowed down the budget discussion process. I 

said we should discuss more on the strategic value of the activity... (PC1DW_K).  

Fourth, some bureaucratic participants from Blora Regency and Bengkalis Regency 

pointed out the absence of some of the local council members during the meetings. This 

absence meant that the meetings did not reach the quorum, had to be rescheduled, and 

caused budget delays. One political participant from Bengkalis Regency saw this absence 

as low commitment, lack of discipline or poor work ethic. On the other hand, some political 

participants from Singkawang City argued that the absence of the key person such as the 

regent or the mayor and the chairperson of the executive budget team (TAPD) during 

                                                           
10 A Komisi in this context is equivalent to a budget review commission  
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Budget Committee sessions or the local ministries during Budget Review Commission 

sessions have caused budget delays. They further explained that due to the absence of the 

key person, the meetings were unable to make crucial decisions. This issue was also raised 

by one political participant from Blora Regency. Two bureaucratic participants from 

Singkawang City supported what was said by political participants. Meanwhile, one 

bureaucratic participant from Singkawang City argued that bullying and feelings of 

disrespect from politicians resulted in the resistance of those key persons in the executive 

to attend the meetings. The attendance of the head of departments in the Budget Review 

Commission sessions is also crucial because he or she could immediately make decisions 

at the lower discussion level.  

Fifth, some political participants from Singkawang City claimed that the executive is 

unable to provide supporting data on the proposed budget. During the budget discussion 

session, the local council members ask for further data and clarification on incomes and 

expenditures. For example, they ask why the target of local tax, such as parking tax, is set 

up at a certain amount and why it has no increase. However, the executive has not prepared 

nor provided the data, thus, the meeting must be extended. This claim is supported by one 

bureaucratic participant of Singkawang City.    

5.2.2 Late and lengthy budget discussion process in the executive  

While most of the bureaucratic participants pointed their fingers at the late and lengthy 

budget discussions in the local council causing delayed budgets, politicians, as members 

of local council, argue that it is the budget discussion process in the executive which is late 

and lengthy. This is also admitted by some bureaucratic participants from Singkawang City 

and Bengkalis Regency. Those participants pointed out the delays of the executive in 
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submitting budget documents to the local council causing budget delays. Some political 

participants of Singkawang City argued that most of the time the executive is late in 

submitting the general budget policy and initial budget priorities and ceilings (KUA-PPAS) 

and the local budget draft (RAPBD). This politicians’ claim is confirmed by two 

bureaucratic participants. Late submission of general budget policy and the initial budget 

priorities and ceilings (KUA-PPAS) and the local budget draft (RAPBD) to the local council 

had also been experienced by Bengkalis Regency.   

Late submissions of the RAPBD to the local council were triangulated by document 

analysis. The minutes of meetings on budget discussions in Singkawang City for the last 

three years of 2014, 2015, and 2016 confirms this phenomenon. The minutes of meetings 

also reveal that the local council have reminded the executive to submit the KUA-PPAS 

and the RAPBD on time. For example, Table 5.3 summarizes the crucial dates of budget 

discussions of Singkawang City for 2014, 2015, and 2016. Table 5.3 shows that the 

submission of the RAPBD for 2014 and 2015 were late, and as a result the budget 

enactment for 2014 and 2015 were also late. Meanwhile, the submission of the RAPBD for 

the 2016 budget was on schedule and the budget enactment for 2016 was also on schedule.   
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Table 5.4 Actual budget discussion at the Local Council of Singkawang City 

No. 
Activity  Budget  

2014 
Budget  

2015 
Budget  

2016 

1 Submission of Budget Brief (Nota Keuangan) and 
the local budget draft (RAPBD) by the regent to the 
local council. 

10/03/2014 7/01/2015 17/11/2015 

2 General views and comments from fractions on the 
budget brief and the local budget draft. 

18/03/2014 8/01/2015 18/11/2015 

3 Regent’s reply on factions’ general views and 
comments on the budget brief and the local budget 
draft. 

19/03/2014 9/01/2015 19/11/2015 

4 The joint agreement between the regent and the 
local council on the local budget draft. 

11/04/2014 9/03/2015 30/11/2015 

Source: The Secretariat of the Local Council of Singkawang City, minutes of meetings 

Further interviews question why the executive of Singkawang City was late in submitting 

the KUA-PPAS draft and the RAPBD reveals their arguments. Their arguments can be 

grouped into three categories, the tight control of the mayor over the KUA-PPAS and the 

RAPBD, the long process of preparing the departmental annual work plans and budget 

(RKA SKPDs), and the scrutinization process of RKA SKPDs within the assistance team of 

the executive budget team (Tim Asistensi). Their arguments are presented in the section 

below. 

First, some bureaucratic participants from Singkawang City argued that the mayor’s 

control and scrutinization process over the KUA-PPAS caused late preparation and 

submission of the KUA-PPAS to the local council. For example, in preparing the KUA-

PPAS, each local department (SKPDs) is asked to expose their proposed activities 

including their budget and the mayor checks every single proposed activity in detail. 

Having a long list of proposals from the Musrenbang, this is a time-consuming process.  

At the same time, local government is also required to match budget deficit with the 

regulation. Those factors increase the intensity of budget discussions and delays the 
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mayor’s decision on the KUA-PPAS. While political participants see that this delay is due 

to an undisciplined executive and a lack of sanctions on the executive for delaying 

submission of the KUA-PPAS to the local council. 

Second, some bureaucratic participants from Singkawang City pointed out that the late 

preparation of the departmental annual work plans and budget (RKA SKPD) added delays 

in preparing the RAPBD. There are several reasons presented by bureaucratic participants 

for these delays of the RKA SKPD. First, following the joint agreement on the KUA-PPAS 

between the executive and the local council, the executive budget team (TAPD) releases a 

circular letter to local government departments (SKPDs) to prepare the RKA SKPD. The 

late release of this circular letter is argued to drive SKPDs to be late in preparing the RKA 

SKPDs. Second, the lack of capacity and the number of planning personnel both in the 

planning agency of the local government and in local departments are argued to contribute 

to the delays of the RKA SKPD. Third, the manual process, coupled with very detailed 

budget expenditure classification in the RKA SKPDs, are also argued to contribute to this 

delay. This finding confirms a previous study by Lewis and Oosterman (2009) who argued 

that sub-national governments in Indonesia are required to make very detailed expenditure 

budgets compared to other developed countries. Fourth, the overlapping process of 

undertaking current activities and at the same time also having to plan the following year’s 

activities is argued to contribute to this delay. This claim is supported by a political 

participant. Lastly, weak supervision from the leaders is argued to cause this delay. 

Third, one senior bureaucratic participant from Singkawang City felt that the scrutinization 

process of the RKA SKPD by the Tim Asistensi added another delay in preparing the 

RAPBD. Having been prepared by SKPDs, all RKA SKPD drafts are then scrutinized by 

the Tim Asistensi. This scrutinization process is the battle between the SKPDs and the Tim 
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Asistensi for their proposed activities which delay the submission of the RAPBD. The 

reason is that when the head of SKPD is not satisfied with the Tim Asistensi, the SKPD 

come over to the mayor and the Tim Asistensi have to wait for the direction of the mayor. 

Lastly, some bureaucratic participants from Singkawang City believed that the mayor’s 

control and scrutinization process over the RAPBD causes late submission of the RAPBD 

to the local council. Even having been scrutinized by the TAPD, the RKA SKPDs are 

scrutinized again by the mayor. Each SKPD is asked to expose their draft RKA and the 

mayor may add, delete or re-allocate the budget and activities. Political participants also 

see that this process adds another delay to the RAPBD submission. Furthermore, the local 

council members voiced a suspicion that the late submission of the RAPBD is a strategy 

taken by the executive to give less time to the local council to scrutinize the local budget 

draft and to force the approval of the local budget draft. 

 Budget Execution Problems 

The previous section summarizes the budget problems, as discussed by participants, that 

are mostly related to the enactment process. However, the research participants also stated 

budget execution as another problematic process. It is considered as a lesser problem, based 

on researcher observation in regard to the responses of participants when they were asked 

the question, “What are other budget problems experienced by your local government?”. 

About eighty percent of participants explained some issues that can be clustered into 

budget execution delays as this second problem. About twenty five percent of participants 

directly responded, fiscal slack (SiLPA yang tinggi) as the second problem. Since the role 

of the executive is to execute the budget, bureaucratic participants are more concerned with 
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fiscal slack than political participants. The following section explores those budget 

problems in more detail.  

5.3.1 Budget execution delays 

Among the problems related to budget execution, the most prominent problem is budget 

execution delay. This problem closely relates to the first budget problem of budget 

enactment delays. Both bureaucratic and political participants from the three cases found 

that budget enactment delays drive budget execution delays. This is because budgeting is 

a chain of cycles (mata rantai), thus delays in a previous process will automatically cause 

delays in a subsequent process.  

The experiences of budget execution delays among the three cases are relatively different. 

Looking at the participants’ responses as well as the financial data, Blora Regency 

experienced the least severe budget execution problems. The budget execution delays in 

Blora are mostly due to budget enactment delays. For bureaucratic participants, budget 

execution delays meant local government activities were postponed until the local budget 

was enacted, especially those that required bidding such as physical project developments, 

including some goods and services expenditures.  For example, when the local budget is 

enacted in June, it means from January to May, the local government is only able to 

undertake routine activities such as paying salaries, while physical project developments 

are postponed until August. In the political participants’ opinions, budget executions delays 

mean the local council is basically idle or unproductive. For example, the local council 

cannot undertake activities such as work visits or comparative visits to other regencies. 

Other political participants saw local government activities as well as regional 

developments being postponed until the local budget was enacted.  
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The budget execution delay is considered less severe in Blora Regency. Although monthly 

disbursements of Blora Regency from 2010 to 2015 provide evidence of budget execution 

delay, Blora Regency shows the most even cash disbursement pattern compared to 

Singkawang City and Bengkalis Regency. As shown in Figure 5.1, about twenty five 

percent of disbursements are concentrated in December, the very end of the fiscal year. 

About fifty percent of disbursements are spread over the five months of July to November. 

According to some bureaucratic participants, the physical project activities are usually 

started in August. Thus, this fifty percent disbursement is most probably to cover 

government salary expenditures, procurement expenditures, grant expenditures, social 

assistance expenditures, and a small amount of capital expenditures. Lastly, about twenty 

five percent of disbursements are spread over the six months of January to July, which is 

most probably to pay routine expenditures such as salaries of the local government 

employees.    
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Figure 5.1 Blora Regency monthly disbursement in percentage 2011 - 2015 

 

Looking at the participants’ responses and the financial data, Singkawang City experienced 

moderate budget execution problems compared to the other two cases. Like Blora 

Regency, discussed previously, these budget execution delays were mostly due to budget 

enactment delays, although some other factors at the implementation stage also contributed 

to this problem. By budget execution delays, those participants meant local government 

activities, which were mostly physical project activities, were delayed and shifted close to 

the end period of the fiscal year. For example, one bureaucratic participant says:     

“… On average, the budget enactment was in April, add some months for 

administrative preparation, then the procurement could be held around July. 

The procurement winners were announced later in August, and then the 

contracts were signed around September. Thus, it left three months of October, 

November, and December to undertake the physical project developments” 

(BC2INS).  
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This quote shows that budget enactment delays shift the physical project activities to the 

last three months of a fiscal year. These shifted physical project activities increase the time 

constraint to implement those projects at the very end of a fiscal year. One bureaucratic 

participant stated that most physical projects are implemented in a rush. Normally physical 

project activities such as roads and buildings take six months to implement, however, due 

to budget execution delays, these projects are implemented within two or three months. 

Some political participants support these bureaucrats’ views on budget execution delays. 

Financially, some bureaucratic participants from Singkawang City saw budget execution 

delays as budget absorptions (penyerapan anggaran) or budget disbursements were 

delayed and shifted close to the end of the fiscal year. Financial data on monthly 

disbursements from 2010 to 2015 provides additional evidence, as shown in Figure 5.2. 

This figure shows that about thirty percent of disbursements are consistently concentrated 

in December, the very last month of the fiscal year. In line with what has been said by 

participants above, if the physical project activities were completed in December, thus 

payments were most probably made in December. Thus, the thirty percent of disbursement 

in December is most probably to cover the payments of capital expenditures, as well as 

other expenditures such as grant expenditures, social assistance expenditures, and the 

recurring operational expenditures. Another forty five percent of disbursements are spread 

over the six months of June to November. This forty-five percent disbursement over six 

months most probably covers the recurring operational expenditures as well as grant 

expenditures, social assistance expenditures, and down payment of capital expenditures. 

Lastly, about twenty five percent of disbursements are spread over the five months of 

January to May. This twenty-five percent disbursement in the first five months of the year 

is assumed to cover operational expenditures such as salaries of the local government 
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employees. In summary, this financial data confirms that Singkawang City experienced 

budget execution delays. 

Figure 5.2 Singkawang City monthly disbursement in percentage 2011 - 2015 

 

Bengkalis Regency experienced the most severe budget execution delays. In addition to 

budget enactment delays, bureaucratic participants saw some other factors during the 

budget execution stage that caused a strong interference with the bureaucracy and drove 

budget execution problems. This view from the bureaucrats is supported by some political 

participants. In bureaucratic participants’ view, budget execution problems meant delayed 

and failed procurements as well as delayed and un-finished project implementations. One 

bureaucratic participant argued that if the procurement processes were completed at least 

by August, the physical projects implementation could still be achievable, but if the 

procurement process fails to be completed by August, then the physical project 

implementation fails. All those problems lead to a substantial amount of undisbursed 
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budget allocation at the end of the fiscal year. On the other hand, some political participants 

from Bengkalis Regency tended to see budget execution problems as the executive 

problem. 

The monthly disbursement of Bengkalis Regency from 2010 to 2015 provides further 

evidence of budget execution problems. Those data are provided by local government staff 

and then are presented in Figure 5.3. This figure shows that about forty percent of 

disbursements are concentrated in the very last month of December, another forty percent 

of disbursements are spread over the five months of July to November, and about twenty 

percent of disbursements are spread over the six months of the beginning of the year.  This 

pattern is consistent over the five-year period. This means Bengkalis Regency severely 

experienced continual budget execution delays for those recent five years. Forty percent of 

disbursements in five months is most probably to cover the payment of local government 

employees and a small amount of grant expenditure, social assistance expenditure, and 

capital expenditure. Twenty percent of disbursements during the first six months is most 

probably just to pay the salaries of the local government employees. Thus, capital 

expenditures are assumed to have mostly taken place in December of each of the years 

represented between 2010 and 2015.   
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Figure 5.3 Bengkalis Regency monthly disbursement in percentage from 2010 to 2015 

 

5.3.2 Underspending of budget appropriations  

Both bureaucratic and political participants from all the three cases also mentioned another 

budget problem to be underspending of budget when it was executed. They felt that budget 

execution delays, followed by some other constraints during budget execution, led to 

underspending of budget appropriations. As discussed above, budget enactment delay 

postpones the budget execution process until the local budget is enacted. In addition to 

that, once the budget is enacted, the tender or procurement process (proses lelang) is 

required for some activities to be implemented. Those two factors postpone the actual 

implementation of activities, create time constraints as well as resulting in unimplemented 

and unfinished activities.  

The unfinished and unimplemented activities increase the underspending of budget 

appropriations and create a substantial amount of ending balance. This finding is 
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triangulated by document analysis. The financial statements support and provide additional 

evidence. The audited financial statements of the three cases show substantial amounts in 

ending balances. The ending balances of Bengkalis Regency for 2011, 2012, 2013, and 

2014 were AU$163 million (Rp1.63 trillion), AU$124 million (Rp1.24 trillion), AU$67 

million (Rp0.67 trillion) and AU$ 127 million (Rp1.27 trillion) respectively. To gain 

perspective, the entire budget for Bengkalis Regency in 2012 was about AU$ 425 million 

(Rp4.25 trillion). For that budget, the realization of budgeted revenue is about 102 percent, 

which is mostly from the central government transfers. Meanwhile, the realization of 

budgeted expenditure was about 72 percent. Singkawang City also experienced a 

substantial amount of ending balances for its budget size. The ending balances for 2011, 

2012, 2013, and 2014 were AU$1.97 million (Rp19.7 billion), AU$4.28 million (Rp42.8 

billion), AU$1.75 million (Rp17.5 billion) and AU$4 million (Rp40 billion) respectively. 

While, in 2014 the budget size was about AU$70 million (Rp700 billion). For that budget, 

the realization of budgeted revenue was about 101 percent, which is mostly from the central 

government transfers. Meanwhile, the realization of budgeted expenditure is about 90 

percent. Lastly, Blora Regency also experienced a substantial amount of ending balances. 

The ending balances for 2011, 2012, 2013, and 2014 were AU$16.5 million (Rp165 

billion), AU$14.9 (Rp149 billion), AU$12 million (Rp120 billion), and AU$16.3 million 

(Rp163 billion) respectively. For Blora Regency, in 2011 the budget size was about 

AU$107 million (Rp1.07 trillion) and the realization of budgeted revenue was about 102 

percent, which was mostly from the central government transfers. Meanwhile, the 

realization of budgeted expenditure was about 86 percent.  

These findings on underspending of budget appropriations and substantive amounts of 

ending balances are in line with previous studies undertaken in Indonesia at the sub-
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national level by Lewis and Oosterman (2009) and at the national level by Blöndal, 

Hawkesworth and Choi (2009). They found that fiscal slack of local governments had 

grown substantially after decentralization. The ending balance of a previous year (saldo 

lebih perhitungan anggaran – SiLPA) is then utilized to cover a deficit, the gap between 

the revenue and the expenditure, in the current year. This may explain why budget deficits 

are not considered to be a budget problem by participants. Some participants did mention 

the gap between the need and the available funds, but they did not explicitly say that deficit 

is a budget problem. In contrast, deficit is actually considered to be a serious problem in 

different contexts of developed countries both at the national level (Alesina & Perotti 1994, 

1999; Barro 1979; Haan 1997; Hallerberg & von Hagen 1999; Leachman et al. 2007; 

Perotti & Kontopoulos 1999, 2002; Roubini & Sachs 1989; Roubini et al. 1989; von Hagen 

1992) and at sub-national level (Alt & Lowry 1994; Ashworth, Geys & Heyndels 2005; 

Bohn & Inman 1996; Borge 2005; Luechinger & Schaltegger 2013; Solé-Ollé 2006).  

Moreover, some bureaucratic participants from Singkawang City and Bengkalis Regency 

also highlighted the underspending of budget appropriations for capital expenditure and 

social assistance expenditure, especially in relation to aspiration funds activities. This is 

due to some local department officials (SKPDs) preferring not to execute those activities.  

Aspiration funds are commonly used to finance grant expenditure activities (Hibah), social 

assistance expenditure activities (Bantuan Sosial), and small size capital expenditure 

activities (Belanja Modal). Those activities are perceived by the bureaucracy to have 

potential intrinsic problems. Thus, when a real problem emerges during budget execution 

(such as failed tendering process, involvement of politicians in selecting the contractors, 

or kickback to politicians), the budget execution officials prefer not to execute those 

activities. This finding is supported by document analysis of audited financial reports. For 
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example, as shown in Figure 5.4, the financial reports of Bengkalis Regency of 2011, 2012, 

2013, and 2014 highlighted the underspending of social assistance expenditures and capital 

expenditures. The lowest margin of underspending of social assistance expenditure was 

15,06 percent in 2012. The lowest margin of underspending of capital expenditure was 

52,48 percent in 2012. The underspent budgets will eventually increase the ending balance 

(sisa lebih perhitungan anggaran – SiLPA). This means the three cases experienced under-

optimal use of public funds. This budget execution problems also led to unfinished and 

unimplemented activities. 
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Figure 5.4 Bengkalis Regency realizations of budgets in percentage 2011 to 2014 

 

 Impacts of Local Budget Problems  

While the previous section discussed budget problems, based on participants’ perspectives, 

it is important to understand the reasons why those budget problems were chosen by the 

participants. Therefore, this thesis investigated further with discussions on the negative 

impacts of those budget problems according to the participants. This section describes the 

perspective from research participants regarding some of the impacts of the budget 

problems. After collecting the interviews, this thesis collated those impacts into the sub-

groups of; impact on government activities, the impact on internal local government 

administration, and the impact on social economy.   
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5.4.1 Government activities 

One immediate reason of why these budget problems have become an issue for local 

government is because it hinders government activity. Local government projects and 

activities cannot be carried out until the budget is approved. The responses from various 

participants in regard to the impact on activities can be summarised as budget enactment 

delays postpone budget executions that fund government activities. Some participants from 

Blora Regency and Singkawang City stated that the first impact on local government 

activities is losing time. As mentioned in Section 5.3, budget execution delays shift the 

implementation of activities into the last semester or even the last quarter of the fiscal year, 

especially those activities that require open bidding in the procurement process. The local 

government is only able to implement routine activities, such as paying salaries, before the 

local budget is enacted. Therefore, if the local budget was enacted in June, the local 

government has already lost five months to implement the local budget on non-routine 

activities. This creates time constraints for spending units to implement hundreds of 

activities. Some contracted projects must be cancelled due to these time constraints. 

Furthermore, some bureaucratic participants argued that these time constraints jeopardize 

the quality of the output. For Singkawang City, the physical developments carried out 

during the rainy season (which coincides with the end of the fiscal year) are argued to make 

the quality of the output even worse. These bureaucratic participants’ views are supported 

by some political participants. Furthermore, the unfinished projects at the end of each fiscal 

year are also reported to create disputes and legal problems with the contractors in 

Bengkalis Regency.   

In summary, this thesis finds that budget enactment delays postpone the implementation 

of non-routine, crucial public service activities, such as infrastructure developments, into 
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the second semester or even the last quarter of the fiscal year, creating time constraints. 

The limited time to implement hundreds of activities is argued to jeopardize the quality of 

outputs. The limited time also produces unfinished output or even un-implemented 

activities at the end of a fiscal year. Thus, at the conceptual level, low quality of output, 

unfinished projects, and unimplemented activities undermine the decentralization goals to 

improve public service delivery.  

In the USA context, the impacts of budget delays include shutdown of all non-essential 

services and inabilities to meet financial obligations to employees and state vendors (see 

Andersen, Lassen & Nielsen 2010; Andersen, Lassen & Nielsen 2012, 2014; Speer 2016; 

Yi Lu & Chen 2016).  

5.4.2 Internal administration of the local government  

Budget problems have negative impact on the internal administration of the local 

government. Some bureaucratic participants observed that continued experiences of budget 

delays caused local government bureaucracy to be less disciplined. For example, the 

bureaucracy practically has nothing to do until the budget is enacted. Thus, local 

government departments are mostly active in the second semester. The administration is 

kept almost idle for the time until the budget is approved. 

Some bureaucratic participants from Singkawang City also found that budget enactment 

delays cause an overlapping process between budget execution and budget preparation. As 

previously discussed, budget enactment delays shift the implementation of activities to the 

second semester, while at the same time activities for the upcoming fiscal year must be 

prepared. These busy days in the second semester are argued to increase the possibility of 
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administrative errors. One political participant from Blora Regency also pointed out this 

issue. These kinds of administrative errors can lead to legal and auditing problems.  

Two bureaucratic participants also reported some risky practices to finance activities prior 

to budget enactment. For example, by law, business travel and other activities are 

prohibited until the budget is allocated. However, some business travels and other activities 

are undertaken prior to budget allocation. Personal money and borrowing has been known 

to finance those activities. The cost of those activities is then claimed and reimbursed after 

the budget is allocated. These risky practices can lead to legal and auditing problems. 

In the USA context, budget delays had prevented the state governments from making 

payments to creditors, caused them to suffer from creditworthiness and increased state 

borrowing costs (see Andersen, Lassen & Nielsen 2010, 2014; Cummins 2010; Fowler & 

Rudnik 2015). 

5.4.3 Social economy 

The two previous consequences of budget problems are mainly suffered by the 

government. However, this thesis uncovers the negative impacts of budget delays on the 

local economy and society. As mentioned in section 5.4.1, up until the budget is approved, 

the government projects and activities cannot be executed. Thus, the local economy may 

suffer as government projects are stalled. This is a relatively fresh view as the closest 

previous study looking at the impact of budget delays on the economy focuses on budget 

problems impacting on state government borrowing cost in the USA (Andersen, Lassen & 

Nielsen 2014). Some bureaucratic and political participants from the three Indonesian 

cases in this thesis felt that budget delays had negative impacts on community and 
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economy, especially when the local government budgets play a significant role in the local 

economy. For example, two participants from Blora Regency and Singkawang City argued 

that budget delays increased the local unemployment rates in their regions. The argument 

is that budget execution delays mean less government projects, and less government 

projects increase unemployment. A senior political participant from Singkawang City said:   

…the income of the local people drops. The turn-over of the money also drops. 

The income and the turn-over are automatically affected by the local budget. It 

is because some workers have no jobs. Some entrepreneurs come to us and ask, 

“Why is the budget delayed, we do not have any jobs” (PC2DW_K). 

This quote describes how budget delays can affect the local economy. It reduces job 

opportunities, local incomes, and money distribution. A bureaucratic participant from 

Bengkalis Regency said that the traditional market activity is lower prior to budget 

enactment. Furthermore, a bureaucratic participant from Blora Regency argued that the 

low employment rate, combined with high poverty index and the dry season, increases the 

incidents of local crime. In summary, budget delays have negative impacts on local 

economies and society, especially when the local government has a significant role in the 

local economy.   

Further exploration on the local economic data provides additional evidence though it is a 

very rough measure. Table 5.4 shows the GRDP per capita and the GRDP growth rate for 

the three cases and their provincial levels respectively for 2010 to 2014. First, Table 5.4 

shows that for Blora Regency, the GRDP per capita is lower than its provincial level and 

the GRDP growth rate is also lower than its provincial level. These two statistics mean that 

Blora Regency is poor and the local economy grows at a slow pace. This also means that 

the local government is unable to utilize the local budget to improve the local economy. 

Second, Table 5.4 shows that for Bengkalis Regency, the GRDP per capita is higher than 



194 
 

 
 

its provincial level, however, the GRDP growth rate is negative and lower than its 

provincial level. These two statistics means that Bengkalis Regency is used to being rich 

but the local economy is shrinking. This also means that the local government is unable to 

utilize the local budget to improve the local economy. Third, Table 5.4 shows that the 

GRDP per capita in Singkawang City is higher than the provincial level and the GRDP 

growth rate is also higher than its provincial level. These two statistics mean that 

Singkawang City is rich and the local economy is growing quickly. As a city, the 

contribution of the private sector may explain this economic condition. Cities commonly 

have more developed private sectors than regencies. Thus, for Singkawang City, private 

sector contribution to the local economy may compensate for a smaller public-sector 

contribution.  

Table 5.5 GRDP per capita (in Rp10.000) and GRDP growth rate 

  2010 

 

2011 2012 2013 2014 

 Brora Regency (Case 1)      

1 GRDP per capita – Case 1        1,221         1,361         1,462         1,604         1,775  

2 GRDP per capita – provincial level        1,921         2,116         2,287         2,504         2,761  

3 GRDP growth rate - Case 1  4.42% 4.90% 5.36% 4.39% 

4 GRDP growth rate – provincial level  5.30% 5.34% 5.14% 5.42% 

       

 Singkawang City (Case 2)      
5 GRDP per capita – Case 2        2,214         2,433         2,679         2,983         3,312  

6 GRDP per capita – provincial level        1,951         2,155         2,343         2,556         2,798  

7 GRDP growth rate - Case 2  5.75% 6.76% 6.62% 6.43% 

8 GRDP growth rate – provincial level  5.50% 5.91% 6.04% 5.02% 

       

 Bengkalis Regency (Case 3)      
9 GRDP per capita – Case 3      17,038       24,454       27,269       28,969       30,348  

10 GRDP per capita – provincial level        6,970         8,481         9,500       10,069       10,983  

11 GRDP growth rate - Case 3  7.85% -0.65% -3.48% -3.50% 

12 GRDP growth rate – provincial level  5.57% 3.76% 2.49% 2.62% 

Source:  Indonesian Central Bureau of Statistics, data processed by author 

In addition, two participants also argued that the budget delays negatively affect the Human 

Development Index. The argument is that budget delays mean some local government 
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policies and activities are unimplemented, such as basic education, health and public 

infrastructure. Those unimplemented policies and activities eventually will affect the 

Human Development Index. Further exploration of the statistical data partially supports 

the above argument. As shown in Table 5.5, the Human Development Indexes for Blora 

Regency and Singkawang City from 2005 to 2013 are lower than their provincial level 

respectively. Meanwhile, for Bengkalis Regency those statistics are higher than its 

provincial level. The high GRDP per capita for Bengkalis Regency may explain this 

anomaly.   

Table 5.6 Human development index 

 

Local Government Human Development Index 

2005 2006 2007 2008 2009 2010 2011 2012 2013 

 Blora Regency (Case 1)   67.90    68.42    69.11    69.63    70.14    70.61    71.25    71.49    72.10  

 Provincial Level C1    69.80    70.25    70.92    71.60    72.10    72.49    72.94    73.36    74.05  

          

 Singkawang City (Case 2)   64.70    65.46    67.61    68.02    68.37    68.86    69.21    69.77    70.66  

 Provincial Level C2    66.20    67.08    67.53    68.17    68.79    69.15    69.66    70.31    70.93  

          

 Bengkalis Regency (Case 3)          -             -             -             -             -      69.29    69.72    70.26    70.60  

 Provincial Level C3           -             -             -             -             -      68.65    68.90    69.15    69.91  

Source:  Indonesian Central Bureau of Statistics, data processed by author 
 

 Central Government Response and Criticism on the Current Conditions  

In chapter 3, regarding Indonesia’s historical and political context, it has been explained 

that there have been shifting authorities in Indonesia’s new decentralised governance 

system. Decentralization is expected to provide better opportunities for local people to 

participate in the decision-making and encourage greater accountability of those who 

govern the local communities (Hadiz 2004c). However, in reality the existing fiscal 

decentralization outcomes are not always in line with the expected outcomes (Hill 2014). 

In general, the elected officials show weak accountability meanwhile the local people have 

less opportunities to participate in the budget decision making process. Given this situation, 
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the central government role in solving the problems of budget delays could be expected to 

help the transition. This is confirmed by the participants as they described how the central 

government has responded to this issue as well as presenting their own criticism of the 

current process. Therefore, this section explains the understanding of research participants 

on the response of the central government to overcome budget problems, and how local 

budget actors criticize the current conditions.  

5.5.1 Central government response to local budget delays 

While most of the existing literature does not cover efforts to overcome budget problems, 

this thesis airs the participants’ views on the Indonesian Central government’s initiative to 

overcome budget delays. After experiencing continuous budget delays, the three local 

governments established their local budgets of 2016 on schedule. Participants were directly 

asked, “What did you do to overcome the budget problems?” and this section draws out 

and explains the interviewee responses.  

Surprisingly, financial punishment for the politicians and the elected officials works better 

to overcome budget delays than political accountability mechanisms. Politicians and 

elected officials in the three cases being studied were not punished at the general election 

for not passing local budgets on time. This means that political accountability mechanism 

does not really work in the Indonesian case. This also means that the incentive structure in 

Indonesia is different from the incentive structure in the developed countries. Politicians 

in developed countries are concerned about the political cost of not being re-elected as a 

result of delayed budget (Andersen, Lassen & Nielsen 2012). Meanwhile, politicians in 

Indonesia are concerned about their financial cost for delaying budgets.  
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Bureaucratic participants argued that the most important initiative that contributed to 

overcoming budget delays, was the newly implemented assertive financial sanction. 

According to Law 23/2014 on Local Government article 312 point (2), the local council 

members and the regent or the mayor (the executive leader) will not be paid their financial 

rights for six months if they are unable to achieve a joint agreement on the local budget on 

schedule. Those bureaucratic participants felt that this new financial sanction was effective 

to overcome budget delays because it is clear, firm and directed at the person responsible 

for the budget delays. Some political participants also supported this view.  

Bureaucratic participants from Blora Regency and Singkawang City reported that 

politicians had different reactions to this new regulation. For Blora Regency, during the 

first year of implementing the Law 23/2014, the local council members did not change 

their behaviour to overcome budget delay in 2015. Hoping for no assertive sanction, the 

local council members accompanied by some people from the bureaucracy consulted the 

Ministry of Home Affairs. The consultation suggested that at that time it was too early to 

implement the financial sanctions. Thus, the local council members were paid their 

financial rights in full even though the budget was late. However, since the 2016 budget 

discussion, the local council members have been afraid to break this law because the 

financial sanction is already in effect. Two political participants confirmed this 

bureaucratic view. For Singkawang City, some bureaucratic participants reported that the 

mayor (the executive leader) pushed the bureaucracy to submit the local budget draft of 

2016 on schedule even though the KUA-PPAS was submitted late. For instance, the mayor 

threatened the bureaucracy that if his financial rights were cut, the mayor would also cut 

the salaries of the local ministries. Meanwhile, local council members also consulted the 

Ministry of Home Affairs about this financial sanction. It was said that the local council 
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members would also be sanctioned even if the delay was caused by the executive. 

Therefore, the local council members also made the best efforts to establish the local 

budget of 2016 on schedule.  

5.5.2 Criticism of the current conditions  

This section discusses criticism presented by research participants on the current 

conditions. Even though the three cases enacted their local budgets of 2016 on schedule in 

2015, there were also criticisms of the new financial sanction as the main driver for this 

achievement. One bureaucratic participant from Blora Regency complained that this 

financial sanction is not fair because the jobs of the regent or the mayor and the local 

council members are not only to establish the local budget. Within a one-year period, both 

the regent or the mayor and the local council members have so many jobs and 

responsibilities other than just establishing the local budget. Thus, he argued that a 

financial sanction in terms of unpaid financial rights for six months is severe and unfair.  

Some political participants from Blora Regency and Singkawang City argued that the new 

Law 23/2014 on Local Government put the local council into a weaker position to control 

the executive in the context of local budget. For example, based on this new law, the 

executive can play the timing of local budget draft submission for the executive’s benefits. 

The executive can submit a budget draft at the very last moment so that the local council 

members have no time to scrutinize the local budget draft other than just to approve it. If 

the local council does not approve the local budget, they would be sanctioned, even if the 

delay is caused by the executive. Thus, one political participant stated that, based on this 

new law, the role of the local council becomes unnecessary. He said: 
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If I were the regent... the local council would become unnecessary. I had full 

control of the budget, no matter it was approved or not by the local council… all 

done. The executive had a mechanism… All the regent’s interests were put into 

the local budget through the Musrenbang. Once the Musrenbang document is 

completed, the local council had nothing to do. (PC1DW_A). 

This quote shows that he, as a local council member, sees the role of the local council 

currently as having become limited and unnecessary. Because the regent currently has the 

full control over the local budget, he argued that what the regent needs to do is to follow 

the Musrenbang process to support his own interests.  

Some political participants from Blora Regency and Singkawang City also argue that the 

new financial sanction creates apathy around the budget process and leads to a superficial 

process of budget scrutiny. By superficial budget scrutiny, those participants mean the 

local council just agrees to the proposed budget without deeply scrutinizing the contents 

of the budget proposal. One political participant said:  

 … to be honest, the current budget scrutiny process was superficial … because 

a lot of budget proposals for activities cannot be trimmed during budget 

discussion. We used to be able to cut the budget for proposed activities, even 

activities could be eliminated. But now this authority is gone. Now we can just 

select the location of the project (PC1DW_S). 

This quote shows that in Blora Regency, the authority of the local council to deeply 

securitize the financial plan of activities in the budget proposal had been abolished. Thus, 

the budget scrutinization is just a superficial process and parliamentary approval becomes 

a formality. This is in line with what has been said by another political participant. He said 

that the role of the local council is currently limited to assessing and evaluating the strategic 

value of activities (meaning assessing which activity is more strategic and more important 

than others) and the bureaucracy is left to set up the financial plan of those activities.  
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Meanwhile, a bureaucratic participant from Bengkalis Regency argued that the role of the 

local council in Bengkalis Regency is still dominant. This participant stated that in 

scrutinizing the proposed budget, the local council can change the detailed financial plan 

of activities. He said: 

It is said that the power between the executive and the local council is balanced, 

but there are certain rights that seem to be less balanced. The local council is 

still dominant... The local council can revise the cost for activities that we 

already planned. For example, we planned a bridge with a cost of 100 million. 

But when it was discussed in the local council, they cut it to just 75 million. If 75 

million, the pylons are only 4 which should be 6 pylons (BC3INS). 

This quote shows that the role of the local council in Bengkalis Regency is still dominant. 

They can assess and change the financial plan of activities. This quote also supports the 

idea that the role of the local council in Bengkalis Regency is not limited to assessing the 

strategic value of activities but also to evaluate and check the financial plan of those 

activities. This is quite different from the role of the local council in Blora Regency.  

Another bureaucratic participant from Blora Regency criticised the ambiguity of the 

regulations set up by the central government on the local budget. For example, as discussed 

in Section 5.2, Law 17/2003, provincial evaluation on the local budget is not required, 

while Law 32/2004 does require provincial evaluation following the joint agreement 

between the executive and local council on the proposed budget. This provincial evaluation 

may require some follow up by the executive and the local council. This provincial 

evaluation has some consequences for the budget enactment and budget execution.   

 Summary and Conclusion 

After presenting the above discussion, this section provides the summary and conclusions, 

graphically shown in Figure 5.5. This thesis finds that budget problems suffered by the 
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three cases being studied are similar. Even though the three local governments may not 

represent the whole population of local governments in Indonesia, nevertheless some 

lessons pertaining to budget problems can be drawn. These local governments suffered 

from interrelated budget problems of budget enactment delays, budget execution delays, 

and underspending of budget appropriations. The main budget problem was budget 

enactment delays. The budget enactment delays were caused by the late and lengthy budget 

discussion process in the executive and the local council. Both the executive and legislative 

members shift the blame to the other branch of government. Similar studies undertaken on 

Indonesian local government contexts also found budget delays (Kartiko 2012; Subechan, 

Hanafi & Haryono 2014). Other studies also found budget delays in different contexts of 

the USA state governments (Andersen, Lassen & Nielsen 2010, 2012; Cummins 2010, 

2012; Fowler & Rudnik 2015; Klarner, Phillips & Muckler 2010, 2012; Meyers 1997; 

Speer 2016; Yi Lu & Chen 2016; Young 2014).  

Budget problems are interdependent. Budget enactment delays drive budget executions 

delays. Budget execution delays were worsened by the procurement problems as well as 

some intrinsic problems of aspiration funds during the budget execution stage. These 

budget execution problems then caused underspending of budget appropriations and led to 

substantial amounts of ending balances.  The findings in this thesis on underspending of 

budget appropriations and substantive amount of ending balance are in line with previous 

studies undertaken in Indonesia at the sub-national level (Lewis & Oosterman 2009) and 

at the national level (Blöndal, Hawkesworth & Choi 2009). 

This thesis also finds that a budget deficit is not considered as a budget problem by research 

participants. Meanwhile, budget deficit is a serious budget problem in the context of 

developed countries both at the national level (Alesina & Perotti 1994, 1999; Barro 1979; 
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Haan 1997; Hallerberg & von Hagen 1999; Leachman et al. 2007; Perotti & Kontopoulos 

1999, 2002; Roubini & Sachs 1989; Roubini et al. 1989; von Hagen 1992) and at the sub-

national level (Alt & Lowry 1994; Ashworth, Geys & Heyndels 2005; Bohn & Inman 

1996; Borge 2005; Luechinger & Schaltegger 2013; Solé-Ollé 2006).  

Budget problems have negative impacts on government activities, internal local 

government administration and social-economic development. Budget enactment delays 

postpone the implementation of non-routine and crucial activities, such as infrastructure 

developments, into the second semester or even the last quarter of the fiscal year, creating 

time constraints. The limited time to implement hundreds of activities is argued to 

jeopardize the quality of outputs. The limited time also results in unfinished output or even 

un-implemented activities by the end of fiscal year. Based on the three cases studied, 

continued experiences of budget delays cause local bureaucracies to be less disciplined. 

The bureaucracy practically has nothing to do until the budget is enacted and they are 

forced to undertake some risky practices to finance activities prior to budget enactment. 

Budget delays also have negative impacts on the local economy and society, especially 

when the local government has a significant role in the local economy.  Statistical data 

partially support these findings.  
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Figure 5.5 Interrelated Budget Problems 

 

 

 

 

After experiencing continuous budget delays for many years, the three cases established 

their 2016 budgets on schedule. The newly implemented assertive financial sanction is 

understood as the main driver behind this achievement. It is stated in the Law No. 23/2014 

on Local Government as a response to overcome budget delays. However, there are also 

some criticisms over this new initiative. In the participants’ understanding, the most 

important criticism is that the new initiative puts the local council into a weaker position 

to control the executive in the context of local budgeting. The role of the executive leader, 

who is also an elected politician, has become more dominant in shaping the local budget.   
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CHAPTER 6  

THE ROLE OF POLITICS IN LOCAL GOVERNMENT 

BUDGET PROBLEMS 
 

 

 Introduction 

While Chapter 5 described budget problems experienced by the three cases to answer the 

first research question of “What budget problems are experienced by the three cases of 

local governments in Indonesia?”, this chapter shows the role of politics in driving budget 

problems in those cases. This is the first of two chapters that try to answer the second 

research question of “What are the causes of those local budget problems?”. Understanding 

the causes of budget problems of local governments in Indonesia would help policy makers 

as well as budget practitioners to resolve the budget problems. Politics become the focus 

in this chapter due to most participants pointing at politics when they were asked “why did 

you experience budget problems?”. Therefore, this chapter explores deeper understanding 

and the meaning of politics in this context and how politics have caused budget problems.  

In order for this study to investigate further, participants were directly asked, “what do you 

mean by politics as the reason for budget delays?”.  

According to participants’ responses, politics in this context can be classified into several 

issues – competing interests among politicians over economic and financial resources, 

different political parties, political rivalry, and political communication. Unlike, the 

classification of budget problems in the previous chapter that showed some contrasts to the 

problems observed in the literature review, the classification of participants’ understanding 

on the relationship between politics and budget problems are similar and can be connected 

to the existing literature on political fragmentation (Elgie & McMenamin 2008; Jensen & 
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Mortensen 2014; Perotti & Kontopoulos 1999; Ricciuti 2004; Roubini & Sachs 1989), veto 

player theory (Tsebelis 1995, 1999, 2000, 2002; Tsebelis & Chang 2004; Volkerink & de 

Haan 2001), divided government (Alesina & Rosenthal 1996; Alt & Lowry 1994; 

Baumgartner et al. 2014; Coleman 1999; Edwards III, Barrett & Peake 1997; Kartiko 2012; 

Rogers 2005; Wu & Huang 2007), and party polarization (Cummins 2010, 2012; Hughes 

& Carlson 2015; Jones 2001; Kistner 2015; Speer 2016). To understand how politics have 

become the key component of budget delays, this chapter will discuss these understandings 

starting with the most important factor to the least important factor based on participant 

response. Given that the various groups of participants interviewed saw politics as the main 

cause of budget problems, there are different views on who were the main actors and what 

were the main issues. To better understand this, the next section explores the understanding 

of the bureaucrats interviewed, the understanding of the politicians interviewed, and how 

the bureaucracy balanced the conflicting interests.  

 Who Are the Main Budget Actors?  

This section explores the understanding of research participants of the main budget actors 

involved in the budgeting process in the context of local government in Indonesia. Despite 

many other stakeholders being involved in the local budgeting process prior to the 

submission of the general budget policy and the initial budget priorities and ceilings (KUA-

PPAS), ultimately the KUA-PPAS and the local budget draft (RAPBD) must be jointly 

agreed to by the executive and the local council. This approval is the culminating process 

of the local budget preparation. Political and bureaucratic participants interviewed 

identified three key groups of actors who are intensively involved in this process and who 

work toward protecting their respective interests. Those are people in the bureaucracy led 

by the secretary of the local government (sekretaris daerah - Sekda), the elected executive 
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leader who has the power over the bureaucracy, and the elected politicians in the local 

council who have the power to scrutinize and approve the proposed KUA-PPAS and the 

RAPBD. Those three groups of actors basically are institutional veto players and in fact 

each political party and each individual actor of those three groups are potential veto 

players during budget discussions (Tsebelis 1995, 1999, 2000, 2002; Tsebelis & Chang 

2004; Volkerink & de Haan 2001) since the local budget must be approved by those budget 

actors. Thus, those budget actors are also law makers (Klarner, Phillips & Muckler 2010, 

2012).  

Their backgrounds and motives have a strong impact on their behaviour during the budget 

processes. People in the bureaucracy have usually been employed in the bureaucracy for 

many years and are familiar with the regulations. As the budget executors, they are 

supposed to be fully responsible for the budget execution. Thus, people in the bureaucracy 

tend to strictly follow procedures set out in the regulations. As the budget executors, 

bureaucrats are the first people to be audited by internal and external auditors and the first 

people to be investigated by law enforcement officers such as the police and the attorney. 

A political participant who is serving his second term in office confirms this claim and 

comments that:    

In the context of local budget, I see that the executive is driven by the executive 

budget team involving SKPDs. That is, when the regent goes to an extreme 

negative direction, definitely the bureaucracy prevents it, the bureaucracy is 

seventy to eighty percent still good (PC1DW_A). 

This quote shows that the executive is understood to consist of the regent (or the mayor) 

and the local bureaucracy. This council member trusts the bureaucracy in complying with 

the regulation more than the regent or the mayor [Bupati/Wali Kota] who is also an elected 

politician. 
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In contrast, elected politicians come from many different backgrounds, have different 

levels of experience, and are driven by different political motives. Elected politicians have 

different education levels, different previous job experiences, and different familiarity and 

understanding of the local budget and bureaucracy. Some politicians might understand and 

be familiar with the regulations on the local budget but some of them might not. Moreover, 

politicians also have different motives to be involved in politics. Those motives include 

economics, pride, social status, or even just for a hobby, as stated by a local politician: 

Honestly, the first motive is to fulfil the basic needs, then pride, and social status 

… some people want to be recognized … to be a great person, acknowledged, 

and so on. So, there are different motives. For me, politics is a hobby 

(PC1DW_S).  

The relationship with constituents is another aspect that makes politicians and bureaucracy 

different. The bureaucracy has no specific constituency. Its constituency is the whole 

community. Meanwhile, elected politicians have their own respective constituents. During 

the election campaign, the offers of development pledges and political promises are 

effective ways for politicians to win the general election. Once elected, politicians must 

fulfil their promises. Otherwise, they are at risk of not being re-elected in the next general 

election. Moreover, the law also requires them to represent their constituents and to pursue 

the interests of their constituents. This condition is amplified by the fact that local council 

members usually live around their constituents, thus they are closely tied to their daily life.   

In the context of constituency, the regent or the mayor shares the same characteristics as 

the elected politicians in the local council. As an elected politician, the regent or the mayor 

has their own constituency, though the constituency of the regent or the mayor is bigger 

than each individual local council member. The regent or the mayor is also commonly 
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understood to make political promises and development pledges during their political 

campaigns in the general election. 

 Drivers of Political Conflicts that can Lead to Local Budget Problems 

Political conflicts are understood to be the main drivers of budget delays by participants 

from the three case studies. Political and bureaucratic participants offered several drivers 

of political conflicts that can lead to budget problems. Those political conflicts include 

bargaining over economic and financial resources, political rivalry, political 

communication problems, and different political parties. The following section explains 

the understanding of this research participants in more detail. 

Although the responses putting politics as the main cause of budget delays is relatively 

uniform, the experiences of politics as the driver of budget delays among the three cases 

are different, as shown in Table 6.1. Previous studies also looked at politics as the driver 

of budget delays. However, those studies looked at ideological distance (Tsebelis 1995, 

1999, 2000, 2002; Tsebelis & Chang 2004) and polarization (Cummins 2010, 2012; 

Hughes & Carlson 2015; Jones 2001; Kistner 2015; Speer 2016) among budget actors as 

driving budget delays.  
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Table 6.1 Participants’ responses on political causes of budget problems 

 BLORA  SINGKAWANG  BENGKALIS  

 

Political 

Participants 

Highly concerned with 

bargaining over 

economic and 

financial resources 

issues, especially on 

the aspiration funds 

and the Musrenbang. 

 

Has some concern on 

different political 

parties, political 

rivalry, and political 

communication issues.  

 

 

Highly concerned with 

bargaining over 

economic and 

financial resources 

issues, especially on 

the aspiration funds 

and the Musrenbang. 

 

Has some concern on 

different political 

parties, and political 

communication issues.  

 

Has less concern on 

political rivalry.  

 

Highly concerned with 

bargaining over 

economic and 

financial resources 

issues, especially on 

the aspiration funds 

and the Musrenbang. 

 

Paid some attention on 

political rivalry, and 

political 

communication issues. 

 

Has less concern on 

different political 

party issues.  

 

Bureaucratic 

Participants 

Highly concerned with 

bargaining over 

economic and 

financial resources 

issues, especially on 

the aspiration funds 

and the Musrenbang. 

 

Has some concern on 

different political 

parties, political 

rivalry and political 

communication issues.  

Highly concerned with 

bargaining over 

economic and 

financial resources 

issues, especially on 

the aspiration funds 

and the Musrenbang. 

 

Has some concern on 

different political 

parties, and political 

communication issues.  

 

Paid less concern on 

political rivalry  

Paid some concern 

with bargaining over 

economic and 

financial resources 

issues, especially on 

the aspiration funds 

and the Musrenbang. 

 

Has some concern on 

different political 

parties, political 

rivalry, and political 

communication issues. 

 

 

 

6.3.1 Bargaining over economic and financial resources  

This section describes the understanding of bureaucratic and political participants on how 

bargaining over economic and financial resources drives budget delays. Many participants 

argued that the bargaining over financial interests among local budget actors is the main 

reason for causing budget problems, especially budget delays. This bargaining takes place 

during budget discussions on both the general budget policy including budget priorities 
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and ceilings (KUA-PPAS) as well as local budget drafting (RAPBD). This bargaining over 

economic and financial resources causes disagreement among budget actors. This finding 

connects with previous studies which looked at party polarization to predict budget delays 

(Cummins 2010, 2012; Hughes & Carlson 2015; Jones 2001; Kistner 2015; Speer 2016).  

The bargaining over economic and financial resources is the most difficult political 

conflicts that lead to budget delays. As discussed in Section 6.2, each politician in the local 

council and the executive leader has their own constituency. The aim of those elected 

politicians to provide for their constituency leads to haggling over budget allocations which 

causes delays. The political promises and development pledges to their constituents during 

the general election and their responsibility for representing their constituents drives 

politicians to stand up for the Key Thoughts of the local council (pokok pokok pikiran 

dewan). One politician stated, “In our oath to the office, we swear to bring aspirations, 

pushing, fighting” meaning that legally politicians believe it is their obligation to pursue 

the interest of their constituencies. One senior local politician claimed that the local council 

members live closely with their constituents and are often elected to take on the 

responsibility for delivering a project or new opportunity for their immediate constituents. 

The commitment to represent their constituency is understood as an electoral 

accountability by politicians. When politicians are unable to deliver their political promises 

to their constituency, they will be punished in the next general election by their 

constituencies. Electoral accountability increases disagreement among budget actors and 

drives budget delays. The disagreement among budget actors increases because each 

politician wants to deliver their political promises, but they cannot due to budget 

constraints. This finding differs from studies on the USA state context, where electoral 
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accountability drives politicians to establish local budgets on time (Andersen, Lassen & 

Nielsen 2010, 2012; Klarner, Phillips & Muckler 2010, 2012). 

Political participants stated that they are requested to fulfil their political promises. One 

local government politician reported what had been said by their constituents: “You have 

been elected as a council member, I asked you to build this, so why has it not happened 

yet?”. Another local politician stated: 

Actually, when it comes to such aspirations, it is more about how we take care 

of our constituents. For example, they may ask for improved paving, "Here sir, 

this street in this environment is damaged." Ok. We provided 200 [million 

Rupiahs] for example to fix the street. Or in another area "This is broken, sir." 

We provided 100 [million Rupiahs] (PC1DW_S).   

This quote shows the reason why politicians insisted to have the Aspiration Funds. The 

Aspiration Funds are utilized to respond to many requests from their constituents, 

particularly to fulfill their political promises to their constituents. In doing so, politicians 

need a discretionary fund.  

In terms of budget allocation for constituents, the regent or the mayor (the executive 

leader), as elected politicians, also make the same political promises and have the same 

accountability as other politicians in the local council. They have the obligation to 

accommodate their constituents’ interests, including project proposals for their 

constituents. The only difference is that the regent or mayor has the power to direct the 

bureaucracy. Thus, the regent or mayor has a stronger position relative to the local council 

members. For instance, one senior politician claimed: 

“[activities are] planned by the planning agency (Bappeda) and are discussed 

in the executive budget team meeting. The regent checks those activities, and 

then would omit those activities which did not match with his desire. This is 
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because the regent or the mayor has the full control over the local budget 

(PC1DW_A).  

This claim is supported by one participant within the bureaucracy. He explains that the 

community might propose projects to the local council members or to the executive leader 

depending on who they have a closer political connection to. Furthermore, he argued that 

there is no ideal executive leader, that there is no one who really wants to do something for 

the region without some personal interest.  

What really drives political conflicts among bureaucracy and political participants is that 

the formal procedures of local planning and budgeting are not being followed by 

politicians. Bureaucratic participants argue that the Musrenbang (see Section 3.5.2) is the 

formal and legal planning procedure according to the existing regulations on the local 

planning and budgeting while the Reses Mechanism of the aspiration funds is questionable. 

Bureaucratic participants stated that the procedures of the Musrenbang is clear, rigid and 

must be followed by the executive and the local council members. For bureaucratic 

participants, the Musrenbang is the proper planning processes that already combines the 

top-down bureaucratic and technocratic planning processes and bottom-up community-

based planning processes. On the other hand, political participants in the local council had 

different points of views. They reported that the Musrenbang is not the only bottom-up 

planning process. Based on Government Regulation No. 16/2010, politicians have another 

planning process called the Reses Mechanism in which they visit their constituency and 

collect their aspirations. These aspirations consist of project proposals within their 

constituency to be included in the local budget. The political participants call these the Key 

Thoughts of the local council (pokok pokok pikiran dewan). Each council member then 

expects to have some allocation from the Aspiration Funds (Dana Aspirasi) in the local 
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budget to implement those project proposals. These aspiration funds are basically 

discretionary funds allocated to the local council members to implement project proposals 

for their constituency. This dispute on the budgeting process that needs legal clarity was 

also consistent with Yi Lu and Chen’s  (2016) findings in their  Californian study. 

Bureaucratic participants argue that all project proposals to be put into the local budget 

must be in line with the planning documents, submitted through the formal and legal 

planning procedures (the Musrenbang) and scrutinized before the joint agreement on the 

KUA-PPAS. Meanwhile, most of the aspiration fund project proposals were inconsistent 

with the planning documents and submitted after the joint agreement on KUA-PPAS. This 

means the timing and the content of the aspiration fund proposals is problematic. Thus, 

bureaucratic participants tend to refuse the aspiration funds. For bureaucratic participant, 

accepting the aspiration funds not only means breaking the joint-agreement on the KUA-

PPAS but also increasing the total amount of expenditures and the total amount of budget 

deficit which is strictly regulated by the central government. In addition, accepting the 

aspiration funds also means changing the whole document of local planning and budgeting. 

On the other hand, most political participants have no concern in these issues. The main 

concern of political participants is how their aspiration funds proposals for their 

constituency is being accepted and allocated in in the local budget.   

The second issue concerns the indication of abuse of power. Some bureaucratic participants 

from Blora Regency argue that politicians tend to treat the local budget as a financial 

resource for paying back the cost of their previous campaigns and preparing for the next 

campaign. Therefore, approaching a general election, the bargaining over the financial 

resources tends to be more intense. In these cases, as reported in Blora Regency, the 

aspiration funds have been allocated as the financial resource for the political campaign. 
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For example, some bureaucratic participants stated that there are kickbacks from the 

aspiration funds to politicians. One bureaucrat speculated that kickbacks are used to pay 

off the loans for earlier campaigns. It is because politicians spent a lot of financial resources 

during the election campaigns. For example, one bureaucratic participant stated:         

From what I understand, most of the local council members are in debt. If for 

six months they receive no salary, they cannot pay the debt. So, last time when I 

was at the BPD [the local bank], the politicians were at the bank paying back 

their debt. Frankly, they have already drained their resources. Thus, they run 

after all sorts of additional income, ran out a lot because at least they give at 

least 20 thousand for one vote (BC1INS). 

Furthermore, this respondent also speculated that the regent or the mayor also treats the 

local budget as the financial resources for his personal interests. Money politics has 

substantially increased the financial cost for a candidate seeking the office of regent. 

Meanwhile, the salary for the regent is just about AUD 600 (Rp6 million) per month. Thus, 

when a candidate finally enters office, he is determined to pursue many projects. He does 

this because financing projects means more money through incentive payments, which are 

paid to the regent and those working on the projects11. When politicians enter office, they 

become crazy, said a bureaucratic participant. This thesis finds that the high cost of money 

politics drives budget delays. Meanwhile other studies in different contexts found that high 

personal costs reduce the probability of budget delays (Andersen, Lassen & Nielsen 2012; 

Klarner, Phillips & Muckler 2010). By personal costs, those previous studies mean 

opportunity cost of spending time on battling over the budget. 

The last issue regards the personal financial benefits for the politicians. Other than the 

aspiration funds, the local council members request substantial financial benefits that cause 

                                                           
11 This is how local people define ‘incentive payment’.  
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the budget discussion to be more intense. For example, politicians may ask for housing 

allowances, work incentive allowances, and scope for more travel so that they can extract 

some additional income. Those are some mechanisms through which politicians seek to 

appropriate from public money to compensate the huge costs of financing a campaign. A 

politician argued that since the regent receives additional financial benefits such as housing 

allowances, thus, each politician should also receive such additional financial benefits. 

Politicians requested substantial financial benefits because of the high cost of money 

politics. Two participants stated that even the appointment letter (Surat Keputusan) has 

been used in the local bank as collateral for their loans. One bureaucratic participant 

speculated that such loans are to finance the high cost of money politics.  The cost of money 

politics is possibly understood as personal cost by the politicians. However, this finding 

contradicts previous studies that found that high personal costs decrease the probability of 

budget delays (Andersen, Lassen & Nielsen 2012; Klarner, Phillips & Muckler 2010). The 

bargaining over the financial benefits for politicians increases polarization among budget 

actors. Previous studies also found party polarization drives budget delays (Cummins 2010, 

2012; Hughes & Carlson 2015; Jones 2001; Kistner 2015; Speer 2016), causing budget 

conflicts to become more intense and difficult. The politicians’ bargaining is to say, 

‘approve my proposals or the local budget will be delayed’. This quote suggests that 

politicians will pursue available resources in the local budget for their personal gains. For 

example, if they disagree with the budget, they may choose to revolt yelling, silence, or 

even walking out.  

6.3.2 The role of political party  

This section describes the understanding of bureaucratic participants on the role of political 

parties in driving budget delays. Participants, mostly from the bureaucracy, reported that 
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the second driver of budget delays is the various political colors. The participants further 

explain that political color meant different political parties in the local council and between 

the executive leader and the majority of the local council. This finding connects to the 

existing literature on divided government (Alesina & Rosenthal 1996; Alt & Lowry 1994; 

Baumgartner et al. 2014; Coleman 1999; Edwards III, Barrett & Peake 1997; Kartiko 2012; 

Rogers 2005; Wu & Huang 2007), and party polarization (Cummins 2010, 2012; Hughes 

& Carlson 2015; Jones 2001; Kistner 2015; Speer 2016) and ideological distance among 

veto players (Tsebelis 1995, 1999, 2000, 2002; Tsebelis & Chang 2004). In Indonesia at 

the national level as well as at the local level, political parties use color as a symbol of 

identity. For example, the red color refers to the PDIP party, yellow refers to the Golongan 

Karya party, green refers to the PPP party, and blue refers to the Democratic Party.  

Political color becomes important when the regent or the mayor as the executive leader has 

a different political color to the chairperson or the majority of the local council. It begins 

with the condition in which the political party of the executive leader (the regent or the 

mayor) and the chairman of the local council is different or the political party of the regent 

or mayor is not the majority in the local council. Thus, it can be understood as a condition 

of divided government (Alesina & Rosenthal 1996; Alt & Lowry 1994; Baumgartner et al. 

2014; Coleman 1999; Edwards III, Barrett & Peake 1997; Kartiko 2012; Rogers 2005; Wu 

& Huang 2007). Two bureaucratic participants explicitly stated that the budget agreement 

is more challenging when these ‘colors’ are different. When the politicians’ interests in the 

aspiration funds have not been met and bargaining over budget allocations continues to 

happen, breaking the budget discussion schedule stated in the regulation, no other political 

power or other party can stop it. Politicians showed a lack of commitment to comply with 

the budget discussion schedule when it comes to budget allocation for their interests. 
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Moreover, participants also reported a dynamic political affiliation between the executive 

leader and political parties in the local council during the five-year term of the executive 

leader. The supporting political party or parties of the executive leader during the general 

election might, in turn, change their political position in the following years. This non-

permanent governing coalition has made the local budgeting even more unpredictable and 

more challenging.  

According to some bureaucratic participants, the different political color also refers to the 

number of political parties in the local council. For example, Blora Regency used to have 

sixty-seven political parties participating in the general election, then the numbers reduced 

to forty, to thirty-two, and currently twelve. Previous studies argued that political parties 

that have different ideologies negatively influence the budget process (Cummins 2010, 

2012; Jones 2001; Speer 2016; Tsebelis 1995, 1999, 2000, 2002; Tsebelis & Chang 2004). 

Furthermore, one bureaucratic participant argued that the ideal is seven political parties in 

the local council while another bureaucratic participant thought that three is the ideal 

number of political parties in the local council to reduce political conflict. It is because the 

more political parties in the local council, the more political leaders the executive budget 

team leader (TAPD) need to deal with. Each of those political parties competes and 

bargains over the aspiration funds, and in doing so, the more political parties increase the 

tendency for those political parties to break the formal procedures of local planning and 

budgeting. One senior bureaucrat said: 

The local council is composed of many parties, not a single party. If there is one 

party, or let’s say two parties, the budget approval may be faster. But currently, 

this is a multi-party system with many factions. It can be 7 factions (BC3DIK). 
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However, many bureaucratic participants pointed out that the local budget discussion 

conflict is more complex than just the number of political party differences. In fact, each 

local council member is a potential veto player. As discussed in Section 3.5.4, each local 

council member is a member of one of the commissions in the local council. They have the 

right to approve the budget draft for their specific commissions. The budget approval delay 

in one commission will delay the approval of the whole local budget draft. Each individual 

council member, in fact, may represent his or her individual interest and his or her 

constituency in the budget discussion sessions. Their interests mostly relate to the 

aspiration funds as discussed above. For political participants, the political risks of not 

being re-elected in the next general election is more real when they are unable to realize 

the aspiration funds’ projects for their constituency. On the other hand, the political risks 

of not being re-elected in the next general election is lower when politicians delay the 

budget approval. Thus, current regulations cannot prevent budget delays because the 

electoral accountability is on the realization of the aspiration funds rather than on the 

budget approval. In addition, during the budget discussion, there is no guarantee that the 

council members will follow the policy and direction of their political party. Furthermore, 

one senior bureaucratic participant says: 

Each politician in the local council had different interests and had the power to 

exert pressure. So, it was not like us in the executive. For example, I can give 

instruction to the head of local departments. The mayor can give instruction to 

the secretary of the local government. But, the politician cannot. So, I should 

say, it was more difficult to deal with politicians in the local council (BC2SDA). 

Previous studies looked at party polarization to predict budget delays (Cummins 2010, 

2012; Hughes & Carlson 2015; Jones 2001; Kistner 2015; Speer 2016). Nevertheless, what 

these research participants argued is that disagreement is not only at the institutional level 

(among the executive and the local council), but also at the party level (among the political 
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parties in the local council) and even at the individual level (among the local council 

members). Thus, in the Indonesian context, it is a condition of fragmented political power 

among budget actors that drives budget problems, more specifically budget delays. 

Fragmented political power is another political condition that had been used to predict 

budget deficit in previous studies (Elgie & McMenamin 2008; Perotti & Kontopoulos 

1999, 2002; Volkerink & de Haan 2001; Wehner 2010). Therefore, the more political 

parties as a product of political liberalization and the more budget actors, the more 

challenging the budget decision-making process in the Indonesian local government 

context.  

6.3.3 Political rivalry  

This section describes how political rivalry can drive budget delays. When the tension of 

political rivalry increases, candidates and their political party’s supporters tend to disregard 

the local budget procedures, thus leading to budget delays. Some politicians and 

bureaucratic participants from Blora Regency and Bengkalis Regency argued that the third 

driver of budget delays is political rivalry among candidates. During periods approaching 

the general election for the executive leader, the incumbent and the potential rival 

candidates prepare themselves for the incoming general election. Each of them starts to 

challenge their rivals and defend their positions. When the incumbent is challenged by rival 

candidates from the local council or the bureaucracy, the local budget is more likely to 

become the political arena for their political battle. It is because those candidates have 

direct access to the local budget and know how to exploit the local budget. Thus, the local 

budget tends to be delayed in and approaching election years. This finding contradicts 

previous studies undertaken in the USA at state level (Klarner, Phillips & Muckler 2010, 

2012) and one study that focuses on California state (Cummins 2012). Klarner, Phillips 
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and Muckler (2010, 2012) found that an appropriations bill was more likely to be late 

during a non-election year. Meanwhile Cummins (2012) found that an election year did 

not reduce budget delays.  

The effects of political rivalry on the local budget includes such actions as bargaining over 

financial resources, shaking up the incumbent position, and gaining political reputation and 

good will. The bargaining over the financial resources that has been discussed in Section 

6.3.1 become more intense and complex as the political rivalry increases. Political rivalry 

involves not only the candidates but also political parties behind those candidates. Political 

rivalry increases as the general election is approaching. This political rivalry affects the 

local budget because each candidate and their supporting political parties have direct 

access to the local budget and they tend to treat the local budget as one of their main 

financial resources for their campaign. Candidates who have less access to the local budget 

seek to gain more access. This includes access to grant expenditures, social assistance 

expenditures, and capital expenditures. As mentioned in Section 5.3.2, aspiration fund 

projects are commonly financed by grant expenditures, social assistance expenditures, and 

capital expenditures. For the incumbent and the rival candidates, their successfulness in 

bringing aspiration fund projects closer to their constituency can be capitalized for their 

political campaign. As will be discussed in Section 7.3, it is also speculated that some 

politicians who lack integrity, can extract fees, compensations, and other sundry payments 

from these aspiration funds projects to finance their political campaigns. Thus, when they 

fail to gain more access, delaying budget approval is their strategy to cut the access of their 

rival candidates from the internal bureaucracy or the local council. Again, in this case there 

is no other political power or other party that can prevent this from happening. Thus, budget 

discussions tend to be more intense and challenging as the general election approaches.    
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The second aspect of the rivalry is about disrupting and discrediting their rival’s position. 

For example, politicians may blame each other for corrupt practices directed at the 

aspiration funds with the intentions to prevent their opponents from coming forward for 

the incoming general election. If the incumbent or the rival candidates become a suspect 

of corruption and is being interrogated by law enforcement officers, the budget discussion 

process will be disrupted because those people are key figure in the budget discussion 

process. Another way of disrupting the rival is by postponing and delaying the budget 

discussion process and budget approval. Sometimes, the intention of rival politicians is just 

to disrupt the incumbent, but it affects the whole process of budget discussion and puts the 

bureaucracy in a difficult position. For example, though politicians may have arrived at an 

agreement on the budget allocation, including the aspiration funds for their constituents, 

the budget is not immediately approved by the local council because they have intentions 

to disrupt the incumbent from doing their job properly.  This can happen because no 

political power or other party can punish this kind of political behavior. Reflecting on the 

case of DKI Jakarta, a research participant further explains:   

But sometimes it is just a political image, how to disturb the executive leader. 

Perhaps you can look at the DKI Jakarta. Need not for me to tell you again. You 

know it, the Governor is continuously disrupted (BC3DIK). 

The third aspect of the political rivalry is about political reputation (pencitraan) or 

goodwill (nama baik). Approaching the general election, politicians seek to raise their 

political image and reputation. They realize that all issues are open to politicking. When 

the local budget is enacted on time after many years experiencing budget delays, it can be 

capitalized on by politicians as their achievement to improve their political image and 

political reputation. For example, one politician participant argued that when the local 

budget is enacted on time, the incumbent or the rival candidates will get the benefit, thus 
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those candidates will calculate who is get the most benefit. A senior politician also reported 

that there is a perception that timely budget enactment is goodwill for the incoming general 

election: 

When the budget was enacted on time, who then would get the goodwill? The 

chairs of the local council might think the regent would get the goodwill to give 

him a way for the incoming general election. Or the regent might consider that 

the chairs of the local council would get the goodwill to come forward for the 

incoming general election. Both the regent and the chairs of the local council 

looked for goodwill (PC1DW_K).   

This research also confirms that money politics is a salient practice in the general election 

at the local government level in Indonesia (Aspinall & Sukmajati 2016; Hadiz 2001, 2003, 

2004c; Hadiz & Robison 2005; Mietzner 2010; Rinakit 2005; Sulaiman 2016; Ufen 2008). 

Some political and bureaucratic participants say that money politics are common practices 

during general elections for the local council members. Politicians need money to win the 

election and settle in office. By money politics, interview participants mean vote buying 

or cash payments to voters on the day of an election and payments to the successful team 

and sponsors. The size of money politics for a candidate to be elected can vary from 

hundreds of millions of rupiah up to about AU$100,000 to AU$200,000 (Rp1 billion to 

Rp2 billion), or even more, according to both political and bureaucratic participants. 

Another cost for politicians is the contribution to political parties for their candidacy in the 

general election and regular contributions as party members.  The money politics has put 

politicians in a conflicting interest between representing their constituency and personal 

interests. The money politics is also common in a general election for the regent or the 

mayor. In summary, politicians require initial capital to be in office and in turn they want 

their money back. One senior politician argued that this pragmatism is due to the 

underdeveloped democracy and socio-economic conditions at the local level of 

government in Indonesia.       
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6.3.4 Political communication 

Both bureaucratic and political participants believe that political communication, or the 

lack of it, drive budget delays. Both political and bureaucratic participants stated that bad 

political communication drives budget delays. This finding is in-line with a study 

undertaken by Subechan, Hanafi and Haryono (2014) in Kudus regency, Indonesia. Both 

politicians and bureaucrats argued that good communication between the executive and the 

local council tends to enable more direct and successful budget discussions, while bad 

political communication tends to drive budget delays. By bad communication, participants 

mean unwillingness to come, to talk, to listen, to understand, and to accommodate other 

people’s views and intentions. While other participants saw arrogance, disrespect, 

selfishness, intimidation, and stubbornness as bad communication. All these negative 

forms of communication resulted in increased political conflict among budget actors and 

thus driving budget delays.  

Some political participants from Singkawang City claimed that bad communication is 

triggered by the executive’s behaviour, such as unwillingness of the key person to attend 

the budget committee sessions. For example, a participant said: 

So, lucky if the secretary of local government came... The leader of the executive 

budget team is the secretary of local government. But, most of the time the 

secretary of local government just drops by, see, and leave... The mayor has 

never come... never (PC2DFGD). 

This quote shows that politicians in the local council want the key person from the 

executive to come, to talk and to decide, but this key person has a record of questionable 

attendance at the meetings. The local council members want to talk, to listen, to be heard, 

as well as to share and have a common understanding with the key person from the 

executive. Politicians in the local council claim that they also represent their constituency 
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as well as the regent. Politicians in the local council perceive that that the absence of the 

regent or the key person from the executive means they are not respected. Thus, the 

response of the local council members is not to discuss the local budget draft by delaying 

the schedule of the meetings. In addition, the absence of the regent or even the secretary of 

local government means that there is no one from the executive who can make crucial 

decisions on the local budget. At the budget review commission level, the absence of the 

heads of department (SKPDs) is also reported by the council members. Other than that, the 

regent can also be perceived to be arrogant by the local council members, as said by one 

politician:  

When we argued that our proposal was for the benefit of society, it was for the 

interest of the people. The mayor replied that he was elected by more people. I 

was elected by more people than the council members. What could we say? We 

just could not talk to each other (PC2DFGD). 

On the other hand, bureaucratic participants from Blora Regency argued that the chair of 

the local council was arrogant, tended to impose his will, and did not want to budge in 

discussions. Furthermore, one bureaucratic participant from Blora Regency said that due 

to arrogance, the local council members did not want to listen to others even the Provincial 

Council. According to a bureaucratic participant from Blora Regency, “Yes, it was 

arrogance. The chairs of the local council perceived to have the authority to manage the 

local budget. The regent is perceived to be under the control of the local council". 

Arrogance may also take place on both sides. The regent and the chairs of the local council 

have their own egos, do not want to talk and do not want to compromise with each other.  

 The Specific Institutional Issues in the Politics of Local Budget 

The participants all disclosed that there are several specific issues that contribute to the 

politics of local budget. The following section explains how the bureaucratic participants 
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see the aspiration funds, how the political participants see the Musrenbang, and the 

difficulty experienced by the bureaucracy in balancing the conflicting interests among 

politicians and the mayor or the regent. Bureaucratic participants may approve aspiration 

fund proposals that follow the formal procedures in the Musrenbang. Meanwhile, 

politicians in the local council may point out some weaknesses of the Musrenbang and 

argue that the Reses mechanism is an alternative solution. Through this mechanism, the 

politicians ask the aspiration fund proposals for their constituents to be accepted and 

allocated in the local budget or let the budget discussion deadlock. The regulations cannot 

prevent a budget from delays because each individual politician in the local council is a 

potential veto player as their approval is necessary. The role of the provincial government 

in supervising the local budget process is also limited partly because the provincial 

government can only get involved in local budgeting after the local budget draft is 

approved by the executive and the local council and submitted to the provincial 

government for evaluation. 

6.4.1 The problem of the aspiration funds  

The most problematic issue during the budget discussion is over the aspiration funds (dana 

aspirasi). From the bureaucracy standpoint, this is problematic because there is a huge gap 

between normal administrative procedures and the practices around the aspiration funds. 

This huge gap prevents bureaucratic participants from accepting the aspiration fund 

projects and this leads to deadlocked budget discussion. First, some bureaucratic 

participants criticize politicians for their lack of participation in the deliberative 

development planning process, called the Musrenbang. The lack of politician participation 

in the Musrenbang is confirmed by one political participant. This means politicians lose 
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their chance to promote and support proposed projects of their constituents during the 

Musrenbang.   

Second, even if politicians attended the Musrenbang, they are often unprepared and 

unwilling to discuss their proposals. They are not prepared because they have not consulted 

their constituents yet in the Reses. Politicians prefer to discuss their proposals later on, 

directly in the budget discussion session in the local council. Without having those 

proposals in the planning documents, bureaucratic participants argue that this practice is 

un-procedural and unacceptable. Meanwhile, political participants assume that this practice 

is acceptable. One senior bureaucratic participant from Bengkalis Regency comments on 

the practice of submission of the aspiration funds proposal: 

Yes, it was always submitted in the last moments. We've reminded them many 

times. We had the SKPD forum, we invited them, but they usually did not come. 

Just one or two people (come). Later on, when we discussed the budget at the 

local council, they suddenly proposed the aspirations projects. We said you 

cannot. It's supposed to be before the budget discussion (BC3SDA).  

Third, bureaucratic participants report that some aspiration funds projects are not in line 

with the development priority in the medium-term plans (RPJMD) and the annual work 

plans. However, politicians insist on putting those proposed projects into the local budget 

even though they are not in line with the development priority. Musrenbang is understood 

by the bureaucratic participants as the only deliberative planning process that already 

combines top-down bureaucratic-technocratic planning and bottom-up community-based 

planning. Bureaucratic participants argue that Musrenbang collects so many proposed 

projects from the community, thus, the local government must set up budget priorities to 

select those proposals. If the local government is supposed to accommodate all those 

proposals, that would exceed the budget capacity. One bureaucratic participant says “… 
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the reference should be the local government strategic plan, the medium-term plan 

(RPJMD), and the annual plan (RENJA/RKPD) then we put in the local budget…” 

(BC2DPK).   

Fourth, most of the aspiration funds projects are not covered in the planning document. 

Politicians usually put forward their proposals at the very end process of the local budget 

discussion in the local council. A bureaucratic participant argued that these new proposals 

increase the amount of expenditure and the budget deficit. If the bureaucracy is supposed 

to accommodate those new proposals of the aspiration funds, the planning documents and 

the agreed KUA-PPAS must be amended. Some bureaucratic participants also claimed that 

the executing agencies (SKPDs) have no idea about the aspiration funds projects and have 

no plan to undertake those projects. The aspiration funds projects suddenly appear in their 

budget, and the SKPDs are asked to execute those projects without preparation in advance. 

Thus, the process is upside down or reversed as the SKPDs have to prepare the technical 

design after receiving the budget allocation. One technical level participant stated the 

following about the process of aspiration funds in the implementation stage:    

…the amount of aspiration funds suddenly appeared in our budget. We knew 

nothing about that budget allocation, so we came to the council member. First, 

he states his preferred allocation. For example, he decided a certain project at 

a certain location. Then, we prepared the technical aspects... So, that is a win-

win solution. Nevertheless, the point is, the executing agency planned the 

technical parts ... while they decided which project in which location to be 

funded by the aspiration funds (BC1DPU_T).    

Bureaucratic participants argue that these administrative issues put them in a vulnerable 

position of being legally prosecuted. This is because as the implementing agencies, they 

are supposed to take responsibility of the budget execution. Hence, they are the first subject 

of internal and external audit as well as investigations by the police and the attorney, even 
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though those proposals initially come from the politicians.  Thus, bureaucrats will make 

sure that the entire process is clear and follows the regulations from the planning process 

up to the budget execution process. In other words, bureaucratic participants try to protect 

themselves from being accused of misconduct or to be blamed of others’ misconduct. 

Therefore, the bureaucracy tends to reject the aspiration funds proposals and even if they 

accept those proposals, they execute reluctantly. One senior bureaucratic participant 

argued that it is better to enact the local budget late but legally more appropriate than 

enacting it on time but creating legal problems in the future. 

The perceived misconduct of the aspiration funds goes beyond the budget approval process 

which can have a stressful effect on the bureaucracy. Bureaucratic participants reported 

some issues related to the implementation of the aspiration funds. These issues put the 

bureaucracy in risky and difficult situations. First, bureaucrats identified that the politicians 

have strong control over the implementation of the aspiration funds. For example, 

politicians have the control over the preferred location, preferred beneficiaries, and even 

preferred contractors of the projects. The preferred locations of the aspiration funds are 

often the regions (Daerah Pemilihan - Dapil) of their constituency; the preferred 

beneficiaries are the politician’s constituency. The preferred contractors are the 

businesspeople who have a connection to the politician. Some aspiration funds projects are 

broken into a smaller unit of up to Rp200 million because the current regulation on 

procurement says that in selecting the contractor, a project up to Rp200 million Rupiahs 

can have a direct appointment method. Secondly, what really makes the bureaucracy worry 

is the kickbacks from either the contractors or beneficiaries of the aspiration funds to the 

politicians or their affiliations. One bureaucratic participant said: 
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So, for example, the audit sample from Supreme Audit Body [BPK] or our own 

collected data, confirmed the kickback took place, up to 50% of the amount was 

cut ... The local council member did not work alone. He used intermediaries 

(BC1INS).  

Another participant said: 

This means that the forty-four council members have in effect their own 

aspiration fund. It's known that the council members need a lot of money. Thus, 

from what we hear, not just a story but near to a fact, when the fund is cashed 

out, it should be say 50 million. But the amount received by their constituents 

was not that amount (BC3INS).  

Participants from the three cases also reported that some politicians and bureaucrats have 

been prosecuted for corruption in relation to the aspiration funds. One participant disclosed 

that even though no money may go into the bureaucrat’s pocket, when there is a corruption 

case, the bureaucrats are possibly dragged into the corruption vortex. This is due to the 

definition of corruption as “not simply receiving money, receiving the material…, but also 

it means helping to facilitate the corruption” (BC3DIK). Another bureaucratic participant 

from Blora Regency said:  

I threatened them, yes, please. Are we going to save ourselves or going to the 

jail? That was all I said. If we are going to be safe, let us obey the rules. But if 

you want to go to the jail, do not bring us together (BC1INS).    

6.4.2 Politicians’ criticism on the executive planning  

The earlier section describes the bureaucratic participants’ criticism over the aspiration 

funds. This section describes the political participants’ criticism over the executive 

planning process. Political participants show some weaknesses of the Musrenbang. They 

argue that the local budget draft submitted by the executive only accommodates the 

interests of the executive and the constituents of the executive leader. Therefore, politicians 

in the local council do not approve the local budget draft and let the budget discussion 
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deadlocks. They argue that the local budget draft submitted by the executive disregards the 

interests of the local council members and their constituents. They claim that the Reses 

mechanism is the proper mechanism to collect the needs and the interests of their 

constituents. The main criticism is on the Musrenbang process. Some political participants 

argued that the current Musrenbang process is executive-centred and useless. According 

to them, the Musrenbang process is supposed to be bottom-up planning starting from the 

village level, up to district level and the local government level. However, political 

participants argued that most of the community villages’ proposals are cut, gone, or even 

never accepted at all; only about five to ten percent are accommodated in the local budget. 

They argued that this is due to conflict of interest of the village leader who use their power 

to select proposals or due to the top-down planning approach of local government 

departments. Local government departments are criticized for their own priority activities. 

Therefore, community members propose projects to the local council members as their 

representative during the Reses Mechanism. However, the local council members also find 

it difficult to put projects proposed by the community into the local budget. Thus, some 

political participants have disbelief and apathy toward the Musrenbang process. 

The Musrenbang is also criticized for its technical issues. First, the Musrenbang is 

scheduled before the Reses, thus, politicians have not yet met their constituency and 

absorbed their needs to be presented in the Musrenbang. Second, even though the 

politicians are invited in the Musrenbang, there are limited chances for them to speak up 

and provide their views due to the time constraints of the Musrenbang. Third, if the 

previous budget is delayed, there are no funds yet allocated in the budget to hold the 

Musrenbang. Lastly, there are no guidelines on how to select among so many proposed 

projects.  
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Lastly, the Musrenbang is criticized for its transparency. Each local ministry (SKPD) has 

their respective partner (the budget review commission) in the local council and should 

talk to their respective partners. Political participants argued that they should be involved 

in developing the SKPD's strategic plans as well as the annual plans. They claimed that 

they invited the head of SKPDs in commission meetings but some of them were absent. 

Political participants also argued that there was no chance to discuss the departmental 

annual work plans or budget (RKA SKPDs) in the budget review commission sessions 

(Komisi) because of late submission of those documents or absences of the local ministries 

(kepala dinas) during the sessions. Moreover, a senior politician from Bengkalis Regency 

also argued that the establishment of development priority itself was not transparent, less 

objective and dominated by the executive. Political participants further argued that the 

general budget policy and the initial budget priorities and ceilings (KUA-PPAS) are not 

fixed documents and can be changed during the commission sessions and budget 

committee sessions. Political participants also indicated that the SKPDs also have their 

own preferred contractors. One political participant said: 

“… local departments have different programs, and please excuse me, the local 

departments also have a “pet” in quotation marks. This means they had 

preferred contractors. So, departments have programs that are easy to 

implement and have preferred contractors who receive a special fee” 

(PC2DFGD).  

All those criticisms have made the political participants argue that the local budget is not 

ideal yet and only represents the needs of the bureaucracy and the executive leader. 

Political participants also argued that the local budget draft is not in line with the planning 

documents. Lastly, the political participants claimed that aspiration funds are more 

representative of the actual community needs and it was more effective in encouraging the 

prosperity. Moreover, they argued that they have the legal basis for collecting the needs of 
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their constituents and it is their proud duty as the representative of their people to pursue 

the aspiration funds.     

6.4.3 Balancing the conflicting interests between the regent or the mayor and the local 

council members 

The conflicting interests between the elected leader in the executive and elected politicians 

in the local council as well as among elected politicians in the local council put the 

bureaucracy in a difficult position. Bureaucratic participants see themselves as squashed 

in the middle of two political powers, a situation in which bridging and balancing those 

conflicting political powers is found to be very difficult. A bureaucratic participant 

explained: 

So, I assume there are two pressures, pressure from the above, meaning from 

our leaders ... to realize or to prepare or to ensure the program, the things that 

he wants to build ... On the one hand is the local council and their Key Thoughts. 

This means when the budget is drawn up, and when it is set up, the nuances of 

bargaining become extraordinary matters, and quite frankly, we are very 

worried (BC2DPK).   

The bureaucracy is captured within those two political powers and wants to escape from 

this political trap, but is unable to do so. They perceive the local budget as a big pie to be 

divided among the different interests of the political actors; the regent or the mayor in the 

executive, the local council members in the legislature, and their respective political 

supporters. At a certain point, the bureaucracy must accommodate these conflicting 

political interests. Inability to balance those conflicting interests among budget actors leads 

to budget enactment delays. 

The bureaucracy must balance between the technocratic-bureaucratic planning through the 

Musrenbang process and the conflicting political interests of politicians in the local council 
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and the regent or the mayor. Too much accommodation of these conflicting political 

interests can lead to unsustainable local budgets. For Blora Regency, the unsustainable 

local budget meant a high level of mismatch between the agreed KUA-PPAS and the local 

budget (APBD) due to many new initiatives of the aspiration funds from politicians during 

the budget discussion in the local council. While participants of Singkawang City pointed 

out an inconsistency between the RPJP/RPJMD and the proposed budget draft (RAPBD), 

mainly due to top-down direction from the mayor. Furthermore, newly elected politicians, 

both in the local council and in the executive, tend to fundamentally change the 

development plan document. This practice substantially disconnects the new plan from the 

previous one. One respondent describes this process of revision as follows:    

What has been made previously... with the current executive leader... is changed. 

If we look at ... the regulations ..., no matter who is the regent, when we have 

developed a blueprint, the long-term plan (RPJPD) and the medium-term plan 

(RPJMD), there is no need to be so many changes. It is also affected by the local 

council. The local council members also think that there must be something 

different (BC2DPK). 

Bureaucratic participants argued that popular motives of the politicians (the local council 

members and the regent or the mayor) drive them to propose projects that are not in-line 

with the development priority of the long term and medium-term plans. Politicians tend to 

propose physical projects because such projects immediately produce outputs, are easily 

seen and can be claimed as a development success of their era. For example, pertaining to 

health and education services, politicians proposed to build many community health 

services (Puskesmas) and school buildings (Sekolah), while they do not consider the need 

for new doctors, nurses, and medical stocks, teachers and school operational costs. 

Furthermore, there are also many real social problems still left behind such as displaced 

persons, illegal drugs, and intoxication. Another bureaucratic participant criticized the 

proposed projects as usually tackling a short-term problem instead of a strategic issue, 
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fulfilling the wishes instead of needs, and producing less multiplier effects in the local 

economies.  

However, the most difficult decision for the bureaucracy is the risk of being exposed to 

auditing and legal prosecution. The bureaucracy tends to avoid the risk of being audited 

and prosecuted. If a project proposal is predicted to lead to a legal problem, the bureaucracy 

uses their best effort to reject it, including taking the risk of budget delays. This is due to 

the bureaucracy being the first people to be audited and to be investigated for any legal 

problems. 

 Summary  

After presenting the above discussion, this section provides some conclusions. All the three 

cases experienced budget delays for many years. Bengkalis Regency also experienced 

budget enactment without the local council approval. Like previous studies, this thesis 

finds that politics plays the most important role in shaping budget problems, in the three 

cases being studied, in a similar way. In all the three cases, disagreement among budget 

actors caused budget enactment delays. There are three main budget actors and those 

budget actors are fragmented among individual politicians in the local council, the 

executive leader, and bureaucracy members. Politics are central to the budgeting processes 

and are also the centre of the problem of budget delays. There are many varieties of 

political problems, namely conflicting interests among politicians over economic and 

financial resources, different political party, political rivalry, and political communication.  

This thesis finds that money politics drove disagreement among those budget actors during 

budget discussion. As discussed in Section 3.4.1, money politics mean patronages and 
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clientelism (Aspinall & Sukmajati 2016). Patronage refers to a divisible benefit that 

politicians distribute to individual voters, campaign workers, or contributors in exchange 

for political support. Patronage increases the political campaign costs. The huge costs of 

political campaign can eventually lead to predatory behavior of individual politicians in 

the local council and the executive leader toward local budget resources for personal 

interests. Clientelism refers to a personalistic relationship of power within which a material 

benefit is exchanged for political support. Political promises during a political campaign 

tends to drive politicians and the executive leader to pursue the preferred projects of their 

respective constituents to avoid the political costs of not being re-elected in the next general 

election. These preferred projects are called the aspiration funds projects. The patronage 

and clientelism or the money politics in Indonesian terms resulted in disagreement among 

those budget actors during budget discussions which then led to budget delays. This means 

that money politics was the main driver of budget enactment delays in the three cases being 

studied. The regulations cannot prevent budgets from delays because each individual 

politician is a potential veto player and their electoral accountability is narrowed on the 

specific aspiration fund projects rather than the overall local budget. 

Turning back to the existing literature on budget delays, this current research contributes 

to the academic debate on the institutionalism theory. This chapter shows that although the 

responses on politics as the main cause of budget problem is relatively uniform, as shown 

in Table 6.1, the experiences among the three cases are different. This chapter shows how 

institutions; patterned interactions, formal and informal codes of conduct, written 

contracts, established law, custom, and practices; do matter in government policy, 

including the local budget (Besley & Case 2003; Lowndes & Roberts 2013; MacIntyre 

2003; Rhodes 1995; Tsebelis 1995).  The institutional structure for budgeting in Indonesian 
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local government is designed to ensure contest between the executive and the local council. 

This research finds that at the heart of this structure, in fact, there are three main groups of 

local budget actors. Those are the elected local leaders as the executive, the elected 

politicians in the local council as the legislature, and civil servants as the bureaucracy, as 

shown in Figure 6.1. Both the behaviour of politicians in the local council as well as the 

elected local leaders, nevertheless, are driven by their respective constituencies. 

Meanwhile, the bureaucracy has no specific constituency.   
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Figure 6.1 Main budget actors in the three local governments in Indonesia 

 

Generally, the role of the bureaucracy is to prepare the local government planning. The 

bureaucracy prepares the long terms plans (RPJP Daerah) for a 20-year period. Combined 

with the visions and mission of the elected local leader, the bureaucracy prepares the 

medium terms plans (RPJMD) for a 5-year period and the annual plans (RKPD) for a one-

year period. All of this planning is undertaken through the Musrenbang process involving 

all stakeholders. In conducting the Musrenbang, the elected local leader will consider the 

best interests of his or her constituency as well as his or her personal interests. Based on 

the annual planning, the executive submits a budget proposal to the local council. The role 

of the local council members is to scrutinize the budget proposal. Other than the 

Musrenbang, the local council members also have the “Reses Mechanism” in which they 
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visit their constituency to absorb their aspirations. In scrutinizing the budget proposal, each 

politician will consider the best interests of their respective constituency as well as his or 

her personal interests. The role of the bureaucracy is then to balance these conflicting 

interests. 

Some positivist scholars introduced the divided government (Alesina & Rosenthal 1996; 

Alt & Lowry 1994; Baumgartner et al. 2014; Coleman 1999; Edwards III, Barrett & Peake 

1997; Kartiko 2012; Rogers 2005; Wu & Huang 2007), and party polarization (Cummins 

2010, 2012; Hughes & Carlson 2015; Jones 2001; Kistner 2015; Speer 2016) as causes of 

budget delays. However, this research finds that each individual budget actor can be a 

potential veto player and the bargaining over financial resources among those local budget 

actors is the main driver of budget delays across the three cases of focus in this research. 

Those local budget actors try to protect their respective interests. Their backgrounds and 

motives have a strong impact on their behaviour during budget discussion processes. 

Therefore, the budget discussion basically is a contest of interests among those local budget 

actors. Balancing those competing interests is a challenging process among those budget 

actors. A detailed discussion on this finding will be presented later in the discussion 

chapter.    
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CHAPTER 7  

NON-POLITICAL ISSUES SURROUNDING LOCAL 

BUDGET PROBLEMS 
 

 

 Introduction 

This chapter is the second chapter of two chapters that try to answer the second research 

question of “What are the causes of those local budget problems?”. Although the 

participants from all three local governments saw politics as the main drivers of budget 

problems, they also reported other issues driving their budget problems. Complicated 

budget administration, the notion of fears and worries of corruption, human resources 

capacity, and fiscal transfer challenges are the other issues listed by participants when 

asked, “What are the causes of those local budget problems?”. This chapter aims to draw 

out and explain the understanding of research participants on the non-political causes of 

local budget problems. Table 7.1 summaries the participants’ responses to the interview 

questions of the causes of budget problems among the three cases.  

Each of these themes is discussed below, starting with the most important as identified by 

participants and working to those themes which were felt to be less important to 

participants. Understanding how those factors cause budget problems provides some new 

insights that contribute to the body of existing literature, providing information for policy 

makers and budget practitioners. 
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Table 7.1 Participants’ responses on non-political causes of budget problems 

 BLORA  

 

SINGKAWANG  

 

BENGKALIS  

 

Political 

Participants 

Had limited concerns 

about human 

resources and 

economics. 

Had limited concerns 

about budgetary 

institutions, economic, 

and human resources 

issues. 

 

Had some concerns 

about budgetary 

institution, economic, 

and human resources 

issues. 

 

Bureaucratic 

Participants 

Highly concerned 

about economic, and 

human resources 

issues. 

 

 

Had some concerns 

about fears and 

worries and 

budgetary institution 

issues. 

Highly concerned about 

budgetary institutions, 

fears and worries, 

economics, and human 

resources issues. 

 

 

Highly concerned 

about budgetary 

institutions, fears and 

worries, economics, 

human resources 

issues. 

 

 Rigid and Complicated Budgetary Institutions 

Rigid and complicated budgetary institutions are the main non-political causes of budget 

problems in the three cases studied. Bureaucratic participants from the three cases, 

supported by political participants from Singkawang City and Bengkalis Regency, reported 

these issues. Rigid and complicated budgetary institutions mainly cause budget execution 

delays and underspent budget appropriations. More specifically, some bureaucratic 

participants from Bengkalis Regency and Singkawang City point to the local government 

financial administration. They argue that the rigid and complicated financial administration 

gives less flexibility for the executive to implement the budget and to respond to new 

emerging public demands. Looking at the number of participants and their concern about 

this issue, Bengkalis Regency experienced the most challenges, followed by Singkawang 

City and Blora Regency. Moreover, Singkawang City and Bengkalis Regency provided 
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samples of budget execution documents to show the rigidity of budget administration. The 

following paragraphs explain in more detail.   

A senior bureaucratic participant from Bengkalis Regency felt strongly that the 

bureaucracy is trapped in the administrative processes, according to his first response when 

being directly asked “Why do you experience challenges with the local budgeting 

process?”. Furthermore, he argued that: 

But today... it's better for the bureaucracy to be reviled by the people than to be 

summoned by the law enforcement officers… no matter what the people said, the 

bureaucracy did not care... In the past, the administration used to support the 

programs and policies. But now it is reversed. The administration becomes 

precedence. The administration is the main priority” (BC3SDA). 

This sentiment, which is also supported by other bureaucratic participants, shows that 

currently the bureaucracy focuses on fulfilling the administrative requirement, instead of 

achieving the main goals of providing public services. When those bureaucratic 

participants were directly asked for more detail, they referred to the very rigid and 

complicated financial administration; the existing local financial administration provides 

no flexibility for the executive in undertaking budget execution. For example, one 

bureaucratic participant from Bengkalis Regency said: 

I agree that the financial administration should be able to prevent corruption. 

However, the existing financial administration is too complicated, too rigid. As 

the local government, we are supposed to respond to and serve our community. 

The President said, the local government should exist, present to solve the 

problems of the community. However, the existing financial administration does 

not support those goals. There should be a policy flexibility so the leaders can 

respond to the needs of the community … a budget flexibility (BC3SDA). 

This quote shows that the existing financial administration is complicated and rigid. There 

is no room for budget flexibility. This participant sees a strong need for budget flexibility 
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to better serve the community. Another bureaucratic participant from Singkawang City 

responded: 

… Budget revision… any changes in volume or units are allowed… but must be 

put in the budget revision… for example … canceling to buy ballpoints or 

reducing the volume… needs revision … (BC2DPK_S). 

This quote shows that the existing financial administration is very rigid. He picks up an 

example that any changes in volume or unit of purchases of goods and services is allowed 

only after budget revision. This is because the number of volume or unit of goods and 

services to buy is stated in the attachment of the local budget which is legally binding. His 

reference is the Ministry of Home Affairs Decree No. 13/2006. This ministerial decree 

provides guidelines on the local government financial management.   

Bureaucratic participants from Singkawang City and Bengkalis Regency provide further 

explanation of this issue. Their responses can be classified into; inability to accommodate 

subsequent needs and events that emerge after the budget enactment date, complicated 

budget execution processes, and complicated budget execution documents, as discussed in 

the following paragraphs.       

First, some bureaucratic participants from Bengkalis Regency argued that the existing local 

government financial administration does not accommodate subsequent needs or events 

following the budget enactment date. They reported that it is almost impossible for local 

government staff, with their limited capacity, to plan in detail every single event and 

condition in the future and to prepare very detailed budget and planning documents. 

Moreover, they argued that many new conditions, events, and needs emerge after the 

budget enactment date. Since those new needs are not in the budget, while the budget is 

the legal basis for the bureaucracy to undertake activities, responding to those new 
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conditions and events is not allowed. The local budget must be revised first. Meanwhile, a 

budget revision requires the whole process of budget approval involving the executive and 

the local council. This condition puts them in a very difficult situation. One bureaucratic 

participant argued that the existing budget administration is only suitable for routine 

activities, while, certain policies require some room for budget flexibility.  Those 

participants also saw an alternative, that is to put new proposals into the following year’s 

budget. However, this means preventing them from being responsive to solving any 

unforeseen community problems due to changes in conditions or new needs, during budget 

implementation. A senior participant provided an example: 

The public came to the office and held a demonstration. They said the road was 

damaged. I said it was not budgeted yet, next year will be allocated. The public 

replied, the government should be able to fix it. I said if we fixed it, we go to the 

jail. That’s the public. They do not understand the local government financial 

administration. The public just sounds their needs and it is their real needs 

(BC3SDA).  

This quote shows that he, as a senior bureaucrat, cannot respond to a new public demand 

that may emerge after the budget enactment date. Some bureaucratic participants from 

Singkawang City and Bengkalis Regency argued that the situation is even more 

complicated because law enforcement officers perceive planning and budget documents as 

laws. Thus, responding to the emerging needs other than that stated in planning and budget 

documents is breaking the law. For example, one bureaucratic respondent from Blora 

Regency said planning documents are the source of references. When there was an issue 

with an activity in the budget execution stage, the law enforcement officers traced back to 

planning documents to see and check whether such activity was in the planning documents 

or not. If such activity was not in the planning documents, it would be a big problem. 

Another respondent from Bengkalis Regency supported this view and argued that the law 

enforcement officials treat planning documents (RPJP, RPJMD, KUA-PPAS, and RKPD) 
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as laws. In his words, currently the local government budget planning is like “God’s 

planning”, as if the local government could know everything in the future in minute detail, 

with no room for adaptation. The God’s planning, he said, was “trapping and killing the 

bureaucracy”. Furthermore, he argued that a good plan should be flexible and adaptive to 

the most current conditions. This view is supported, with a slightly different perspective, 

by another bureaucratic participant from Bengkalis Regency. He argued that the long-term 

plan documents (RPJP) and the medium-term plans documents (RPJMD) should be 

legislated as local law. The issue is in how detailed those planning documents should be.  

Second, two bureaucratic participants from Singkawang City and Bengkalis Regency 

revealed that the existing budget execution document has two focuses; achieving the 

performance indicators and complying with the spending items classification at the same 

time. Achieving performance indicators means achieving program performance (capaian 

program), input (masukan), output (keluaran), outcomes (hasil), and target group activities 

(kelompok sasaran kegiatan). Complying with spending items means a budget allocation 

for a specific item cannot be spent for another item. Thus, those bureaucratic participants 

argue that achieving two different goals (performance indicators and complying with 

spending items) at the same time is challenging. In relation to that issue, some bureaucratic 

participants from Singkawang City and Bengkalis Regency felt that the budget 

classifications are very detailed and complicated. A small change in the budget requires 

budget revision, which requires approval from the local council. Those bureaucratic 

participants also said that the very detailed and complicated budget document makes the 

bureaucracy focus on fulfilling financial administrative requirements. They argue that the 

existing budget execution documents have a tradeoff. On one hand, it is clear and firm on 
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what to do and what to buy within the budget, however, on the other hand, it is time 

consuming and requires much paperwork. For example, one participant said: 

I think it is one of our difficulties during the implementation. The budget 

execution document (dokumen pelaksanaan anggaran – DPA) is so detailed that 

it is difficult to implement. It requires lots of paperwork and is time consuming 

(BC2DPK_S).  

To support their claim, those participants from Singkawang City and Bengkalis Regency 

further explain that spending items are broken down into very detailed items up to four 

levels (eight digits), as shown in Appendix 7.1 and Appendix 7.2. For example, at the 

expenditure side, the direct expenditures (52 Belanja Langsung) are broken down into 

second level of the goods and services expenditures (522 Belanja Barang dan Jasa), 

further broken down into third level of the consumable expenditures (52201 Belanja Bahan 

Pakai Habis), and further broken down into fourth level of the office stationary 

expenditures (52201001 Belanja Alat Tulis Kantor). Moreover, for each expenditure item, 

there is more detailed information on items to buy (for example, paper, paper clips, 

ballpoint pens, and glue), their units or volume, and their prices. In addition to that, 

activities are also broken down into the smallest unit of activity, for example, “supply of 

the office stationary” (“Penyediaan Alat Tulis Kantor”).  

For comparison, Appendix 7.3 shows an example of the Indonesian central government 

budget execution document. Information on performance indicators and expenditure 

classification are also available in this document. Such information on performance 

indicators are the executing unit, the activity, the performance indicators, and the official 

responsible for this budget. Information on expenditure classification are the name of 

expenditure category and the amount of money allocated for those categories. Thus, it is 

also a combination of performance budgeting and line items budgeting. However, the 
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expenditure is broken down into just one level or two digits. In this example, the 

expenditures are broken down into employee expenditures (51 Belanja Pegawai), 

procurement expenditure (52 Belanja Barang), and capital expenditure (53 Belanja 

Modal). Thus, the executing agency at the central government has more flexibility to 

implement the budget than that of the local government. For example, the procurement 

expenditures (52 Belanja Barang) can be spent on office supplies and official travels. 

Furthermore, the activity is also stated in a broader category, not in detail and smaller 

category, allowing even more flexibility. In this example, the activity is “empowering the 

administrative and financial management of the administrative affairs agency” 

(“Pembinaan Administrasi dan Pengelolaan Keuangan Badan Urusan Administrasi”) 

which also covers “supply of the office stationary” (“Penyediaan Alat Tulis Kantor”) sub-

activity.  

Lastly, some bureaucratic participants from Singkawang City and Bengkalis Regency 

argued that the process of budget execution is overly complicated, which leads to additional 

delays of budget execution. For example, the budget execution process of infrastructure 

projects takes months before the actual implementation. Local governments are required 

to follow laws, regulations, and procedures during budget execution processes. The budget 

execution processes consist of the administrative preparation, the tender process, and the 

actual implementation of activities.  

The administrative preparation includes the enactment of the details of the local budget 

(Perda tentang Rincian APBD) by the regent, the enactment of budget execution document 

(DPA) by the secretary of the local government, the enactment of the cash budget 

(Anggaran Kas) by the secretary of the local government, and the enactment of the budget 

authorization (surat penyediaan dana - SPD) by the regent. At the local departmental level, 
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administrative preparation includes the appointment of the budget execution officials, 

namely the proxy budget user (kuasa pengguna anggaran - KPA), the treasurer (Bendahara 

SKPD), the commitment officers (pejabat pembuat komitmen - PPK), and the technical 

activities execution officers (pejabat pelaksana teknis kegiatan - PPTK). One participant 

from Singkawang City said: 

On average, the budget enactment is in April, adding some months for 

administrative preparation, then the tender can be held around July. The tender 

winners are announced later in August, then the contracts are signed around 

September. Thus, it leaves the three months of October, November, and 

December to undertake the physical project developments (BC2INS). 

The quote shows that the administrative preparation adds additional delays on top of the 

budget enactment delays. In Singkawang City, it takes about three months to complete the 

administrative preparation. Following the administrative preparation, the tender or the 

procurement process can be undertaken. The tender process usually takes about two 

months in Singkawang City and at least one and a half months in Bengkalis Regency. One 

bureaucratic participant from Bengkalis Regency argued that the administration process is 

even worse when it relates to the aspiration funds. This is because the local ministries, as 

the implementing agency, have no technical design yet to implement those activities. He 

elaborated: 

For aspiration funds … we have no technical design yet. We prepare the 

technical planning after the budget execution document (DPA) process. The 

preparation of technical design takes at least two months. After it is ready, we 

prepare for tender documents. The tender at least takes one and half months 

(BC3DPU).  

This quote shows that the local ministry (Dinas) has no technical design yet for the 

aspiration funds projects because some of those activities do not follow the normative 
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procedure of the local government planning process. The preparation of the technical 

design for those activities takes another two months before the tender can commence.  

The tender itself takes at least one and half months. If the first tender process fails, it takes 

another two months for the second tender process. In relation to the tender process, another 

bureaucratic participant from Singkawang City observed that the budget size also affects 

the budget execution. For example, the Education Department and the Public Works 

Department, which have a lot of activities, experience delays in budget execution because 

they must prepare a lot of tender documents. Some bureaucratic participants from 

Bengkalis Regency also reported some challenges pertaining to the implementation of the 

centralized e-tender service (layanan pengadaan secara elektronik - LPSE). The 

implementation of the e-tender service is argued to increase the number of tender 

participants. The increased number of tender participants potentially increases the number 

of tender complaints, thus causing an additional period for clarification. The local 

government tender process follows the Presidential Decree No. 54/2010 as the latest update 

of the Presidential Decree No. 95/2007 and Presidential Decree No. 80/2003.  

To revisit the above discussion, the budget execution process is complicated and leads to 

additional delays. The administrative preparation takes about three months, the tender 

process takes about two months, and the preparation of technical design for the aspiration 

funds projects takes about two months. Assuming the physical implementation takes about 

four months, thus, in total the budget execution process takes about nine months for non-

aspiration funds projects and eleven months for the aspiration funds projects. If the first 

tender process fails, then it can take another two months to implement activities. Therefore, 

on top of budget delays, these administrative processes are argued to cause additional 

delays on the budget execution. Though Blora Regency also experienced the rigid and 
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complicated budget execution process, this issue was raised by only a few participants. It 

seems that participants from Blora Regency were more concerned with other issues.   

Some political participants from Singkawang City and Bengkalis Regency were also aware 

of this rigid and complicated budget administration issue. They saw that it takes many 

months for the executive to implement activities after the local council approved the local 

budget. During the budget accountability sessions, the local council have raised this issue 

and questioned the executive. However, these political participants argued that they cannot 

do anything, and expressed frustration at their limited power in controlling the executive 

in relation to the budget execution delays. Thus, political participants from Singkawang 

City argued that each year the local council have provided recommendations but the 

executive have not taken any further actions.  

In summary, some bureaucratic participants from Singkawang City and Bengkalis Regency 

reported that local government financial management is rigid and complicated, allowing 

limited flexibility for the executive to implement the budget and to respond to new 

emerging public demands. Some political participants from Singkawang City and 

Bengkalis Regency also experienced this issue. On the other hand, a limited number of 

participants from Blora Regency raised this issue. Rigid and complicated budgetary 

institutions create constraints during the budget execution process and leads to budget 

executions delays. This finding is in-line with previous research by Lewis and Oosterman 

(2011) and by Blöndal, Hawkesworth and Choi (2009) whose studies also found that the 

budget execution process is cumbersome.  
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 The Notions of Fears and Worries of Corruptions 

Fears and worries of corruptions is the second main non-political cause of budget 

problems. Bureaucratic participants from all the three cases saw these notions of fears and 

worries and reported these issues. Fear and worries mainly cause budget execution delays 

and underspent budget appropriations. They argued that the excessive law enforcement 

efforts caused these fears and worries. Their involvement in a corruption case also caused 

these fears and worries. In addition, some participants from Bengkalis Regency reported 

that the current condition contradicts the previous conditions that existed during the New 

Order era. Civil servants during the New Order era scrambled to become project leaders 

(pimpinan proyek), but now many civil servants refuse selection as budget execution 

officials. Similar to the complications in budget administration, Bengkalis Regency 

reported the most challenges experienced by interviewees, followed by Singkawang City 

and Blora Regency. Individually, this can also be seen from their cautions in presenting 

their views, such as using quoted words, low intonation and even whispering, and their 

gestures indicated their fears and worries. To deeply understand participants’ perceptions 

on fears and worries, participants were directly asked, “Why do you or your staff 

experience fears and worries?”. Their responses can be classified into; excessive law 

enforcement efforts, criminalization, previous and on-going corruption cases, imbalanced 

power between local government officials and law enforcement officials, and the un-

procedural budgeting process of the aspiration funds projects. The following paragraphs 

explain in more detail. 

Some bureaucratic participants from the three cases argued that the main cause of fears and 

worries is excessive law enforcement efforts. By excessive law enforcement efforts, those 

participants meant all public complaints are followed up with investigations by the law 



253 
 

 
 

enforcement officers. During the investigation process some of the prosecuted were 

intimidated and blackmailed by disreputable law enforcement officers to ‘voluntarily’ pay 

some bribes. Those participants argued that some of those public complaints are just false 

reports made by some personal actors (oknum) from journalists, non-government 

organizations, or even losing contractors. Participants also stated that some of these reports 

were invalid, contradicted audit reports, or even just demonstrated a personal dislike of a 

local government official. Two participants from Blora Regency and Singkawang City 

speculated that some personal actors (oknum) from non-government organizations and 

disreputable law enforcement officers worked together to discredit the local government 

officials. For example, one key bureaucratic participant from Singkawang City said: 

… it seemed like a symbiotic mutualism. Supposed playing volleyball … the NGO 

took part as the feeder and the law enforcement officers smashed it.  So, this 

symbiotic mutualism caused fears and worries of local government officials to 

execute the budget… (BC2DPK). 

By this quote, this bureaucratic participant shows how some NGO members and 

disreputable law enforcement officers worked together to discredit local government 

officials and took advantages of the investigated cases. The NGO members provided some 

input and submitted public complaints to law enforcement officers. Based on that input and 

the public complaints, the law enforcement officers investigated local government 

officials. This also indicates that some disreputable law enforcement officers were bias in 

their actions.   

Regarding public complaints that lead to excessive law enforcement, one bureaucratic 

participant from Blora Regency argued that all public complaints during the project 

implementation must be directed to the executing agency, not to the law enforcement 

officers.   The argument is that public complaints during project implementation are part 
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of the Administrative Law (Hukum Administrasi), not part of the Criminal Law (Hukum 

Pidana).   

The ensuing investigations, resulting from public complaints, lead to another set of fears 

and worries. Some bureaucratic participants complained that some investigations also took 

place even before the projects were finished and audited by the Inspectorate General, the 

Finance and Development Supervisory Agency (Badan Pengawasan Keuangan dan 

Pembangunan – BPKP), or the Supreme Audit Body (Badan Pemeriksa Keuangan– BPK). 

These investigation processes are time-consuming, pestering, and disrupt the project 

implementation. Some bureaucratic participants from Singkawang City and Bengkalis 

Regency also reported that some investigation processes were ‘costly’. For example, 

during investigation processes some of the prosecuted were bullied and intimidated to 

‘voluntarily’ pay some bribes. One bureaucratic participant from Singkawang City referred 

to it as makan ayam keluar sapi (eating chickens losing cows), meaning the bribery cost is 

higher than the amount of money being corrupted. This indicates that the bureaucracy 

members were not clean in executing the local budget and might have been involved 

corrupt practices. For example, in May 2016, a national media group12 reported that two 

senior bureaucratic participants from Bengkalis regency were arrested by the attorney 

general for participation in a corruption case. In summary, participants perceived that 

excessive law enforcement efforts occurred when the law enforcement officers followed 

up all public complaints with investigations. The excessive law enforcement efforts 

increase the fears and worries. Nevertheless, some bureaucracy members might have been 

involved corrupt practices.      

                                                           
12 https://nasional.kompas.com/read/2016/05/02/19501671/Kejaksaan.Agung.Tahan.Sekda.Bengkalis.Terkait. 

Kasus.Pembangkit.Listrik 

https://nasional.kompas.com/read/2016/05/02/19501671/Kejaksaan.Agung.Tahan.Sekda.Bengkalis.Terkait
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Some bureaucratic participants from the three cases argued that the second driver of fears 

and worries is criminalization. By criminalization, one participant meant law enforcement 

officers process and treat public complaints under the Criminal Law. This participant 

provides his view:  

... law enforcement officers always viewed a case from the Criminal Law. Hence 

the term ‘criminalization’ arose, because all cases were taken into the Criminal 

Law. I argued that cases during project implementation fell into the 

Administrative Law (Hukum Administrasi) or the Civil Law Engagement 

(Hukum Perikatan Perdata). A project cost markup was an example of the 

Criminal Law case (BC1INS).  

By this quote, this bureaucratic participant argued that not all cases are criminal cases. 

Some cases are just due to administrative mistakes. An administrative mistake should be 

processed under the Civil Law Engagement. However, when public complaints are 

submitted to the law enforcement officers, law enforcement officers process those public 

complaints as if they were criminal cases.    

Two bureaucratic participants from Bengkalis Regency explained that criminalization also 

occurs because the definition of corruption is multi-interpretative. One of them said that:     

Because the definition of corruption… was multi interpretive… to enrich 

ourselves, group, community, and other people… For example, I signed a decree 

letter, worked over by my deputy, further down by the head of a division. I should 

take all the responsibility, though no money comes to me (BC3DIK). 

By this quote, this participant argues that the definition of corruption is multi interpretative. 

According to him, corruption does not only mean to enrich ourselves but also to enrich 

other people. Thus, by signing a document, he worries that he should take all the 

responsibility even if he does not commit any corruption but other people may do. In 

addition to this multi interpretative definition, two bureaucratic participants argued that the 
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law enforcement officers neglect the ladder of authority in the bureaucracy. Thus, a 

corruption case at the lower level of bureaucracy is assumed to involve the highest level of 

the bureaucracy. A senior bureaucratic participant from Bengkalis Regency provided an 

example of a very recent corruption case: 

… The bureaucracy considered authority in each level of bureaucracy. But the 

law officers did not, in fact, they considered shared responsibility… It was 

impossible for the regent to check one by one… wasting time… the government 

would collapse. But the law enforcers neglected it. The law officers perceived if 

the regent signed means the regent was fully responsible (BC3SDA).   

Some bureaucratic participants from the three cases argued that the third reason for fears 

and worries is the previous corruption cases and the ongoing investigations involving 

colleagues and key persons in the local government. A high penalty for corruption and the 

immediate justice by the media prior to the court case increases fears and worries. Lately, 

the higher level of people being prosecuted, and the more people involved also increases 

fears and worries. For example, the former regent, the former head of finance division, and 

some former local council members of Bengkalis Regency were arrested for corruption.  

For Singkawang City, the former head of the Tourism Department, the former acting 

secretary of the local council, the former treasurer of the local council, and two heads of 

divisions were arrested for corruption. Meanwhile for Blora Regency, the former chair of 

the local council was arrested for corruption a few years earlier. Thus, it makes sense that 

bureaucratic participants from Bengkalis Regency expressed the most severe fear and 

worries, while bureaucratic participants from Blora Regency express less fears and worries.  

One participant reported: 

Mr. JK said that policy cannot be criminalized. That was what Mr. JK said but 

the law officers said no… there was no guarantee. During the Suharto era, we 

asked for protection from the regent and the regent used to protect us. But 

nowadays, if we ask for protection from the regent, the regent was not able to 

protect himself …  he went to the jail (BC3INS).   



257 
 

 
 

This quote means that bureaucratic participants perceive that when their top leaders are 

being prosecuted, their risk of being prosecuted is higher because no one can protect them 

at the lower level of bureaucracy. Thus, in summary, previous corruption cases and the 

ongoing investigations involving their colleagues and key persons increased participants’ 

fears and worries regarding the execution of the local budgets.   

The fears and worries are also driven by an imbalance of power between the law 

enforcement officers at the region (especially the attorney and the police) functioning as 

the judicative branch and the local government officials (especially the governor, the 

regent, and the mayor) functioning as the executive branch. A bureaucratic participant from 

Bengkalis Regency argued that during the centralized era of the New Order regime, there 

were better checks and balances between the executive and the judiciary. In his 

understanding, the governor, the regent, and the mayor used to be highly respected.  But 

now ironically, he argues that during this decentralization era, the governor, the regent, and 

the mayor have lost their powers and respects. Furthermore, he argued that currently the 

governor, the regent, and the mayor look like small kings, but in fact, they are just objects 

to be squeezed, scrutinized for fault, imprisoned, and colonized by bad law enforcement 

officers. In dealing with law enforcement officers, two bureaucratic participants argued 

that the good will of local government officials is wiped away by a small mistake. Thus, 

in participants’ understanding, it is better for local government officials to do nothing than 

make breakthroughs with the risk of being accused of faults and prosecuted. For example, 

one bureaucratic participant said:  

Because when we do something even with good intentions, it certainly has some 

mistakes. However, law enforcement officers look for our mistakes... So, there is 

no point to do good things… it is better for us to do nothing. Precisely, if we do 

nothing, there is no mistake, no question (BC3SDA). 
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Furthermore, one bureaucratic participant from Bengkalis Regency also argued that there 

is an irony of a good person in a bad system. In a bad system, a good person is perceived 

as a threat by bad person. Another bureaucratic participant provided an example. Referring 

to the national cases, some bad law enforcement officers look for mistakes to fight back 

against good officials. Thus, in his understanding, it is better not to initiate a reform or a 

breakthrough unless the reformer has made absolutely no mistakes.  

Many bureaucratic participants from the three cases experienced the fifth driver of fears 

and worries to be the un-procedural budgeting process of the aspiration funds projects. 

Bureaucratic participants explained that the aspiration funds are commonly used for the 

grant expenditures (belanja hibah), social assistance expenditures (belanja bantuan sosial) 

and small sized physical capital expenditures (belanja modal fisik). All these budget 

allocations are executed by the bureaucracy as the executing agency, not by the politicians. 

Those participants reported that according to the Ministry of Home Affairs Decree 

32/20011, all proposal requests for grant expenditures (belanja hibah) and social assistance 

expenditures (belanja bantuan sosial) must be submitted in advance before the general 

budget policy and the initial budget priorities and ceilings (KUA-PPAS). Each individual 

proposal must be submitted to the local government, evaluated in detail including by name 

and address of the recipients, recommended to the executive budget team (TAPD) and 

posted in the KUA-PPAS which is usually in June. Meanwhile, the aspiration funds 

proposals are usually submitted later by the local council members during the local budget 

draft (RAPBD) discussion in October or even later. Thus, some bureaucratic participants 

argued that the practices of grant expenditures (belanja hibah) and social assistance 

expenditures (belanja bantuan sosial) from the aspiration funds is un-procedural.  They 

further argued that the un-procedural process of the aspiration funds projects can put the 
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bureaucracy at risk of being audited and prosecuted. This has made the bureaucracy, as the 

executing agency, experience fears and worries over the execution of the aspiration funds 

projects. Thus, not only causing budget enactment delays, the aspiration funds also causes 

bureaucrats to experience fears and worries which can ultimately lead to budget execution 

delays.  

The above finding is triangulated using document analysis technique. Further exploration 

of the regulations reveals that according to the Ministry of Home Affairs - MoHA Decree 

No. 32/2011, new proposals for grant expenditures (belanja hibah) and social assistance 

expenditures (belanja bantuan sosial) must be submitted prior to the KUA-PPAS. This 

means any new proposals after the agreement on the KUA-PPAS date must be put into the 

next round of the KUA-PPAS discussion, either during the budget revision or the following 

year’s budget discussion. In 2012, the MoHA Decree No. 32/2011 was revised by the 

MoHA Decree No. 39/2012. The revision introduced the concepts of planned and 

unplanned social assistance expenditures for individuals and families. The unplanned 

social assistance expenditures for Individual and Families seems to accommodate the 

subsequent needs or proposals following the budget enactment date by allowing new 

proposals after the budget enactment date. Thus, it is more flexible than the previous 

decree. However, the MoHA Decree No. 39/2012 still did not accommodate subsequent 

needs or proposals for social assistance expenditures for community and non-government 

organizations and grant expenditures. The second revision in 2016, the MoHA Decree No. 

14/2016 also does not accommodate subsequent needs or proposals for social assistance 

expenditures for community and non-government organizations and grant expenditures 

after the budget enactment date. Thus, document analysis supports the claim presented by 

the bureaucratic participants interviewed.    
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Some participants within the bureaucracy from the three cases also argued that the 

experiences of fears and worries are due to them assuming full responsibility over the 

budget execution. Those participants speculated that there are some corruption cases in 

relation to the aspiration funds projects. Those participants also speculated that there are 

fees, compensations, and other sundry payments that can be extracted from the aspiration 

funds projects directly and indirectly to politicians or their affiliations. As the executing 

agency, the bureaucracy assumes full responsibility over the budget execution, including 

all administrative matters. Executing aspiration funds projects may put the bureaucracy at 

risk of being dragged into a corruption vortex created by other people, even though they 

may receive no money. For example, when a senior bureaucratic participant from 

Singkawang City was asked whether any politician has been prosecuted, he replied: 

Up till now, no politician has been prosecuted... because they can play a hands-

off attitude. At the end of the day, the aspiration funds projects are executed by 

the local technical departments (SKPDs). The local technical departments 

assume full responsibility over the projects, this makes local department officials 

worried. When I was at the City Planning department, I rejected the aspiration 

funds project. I talked to the Secretary of the City and the mayor, ‘I am ready to 

quit my position, please replace me’ (BC2DPK). 

 

Another senior participant from Bengkalis Regency said: 

The most severe case was our budget of 2012. If the local council members were 

prosecuted … well, that was perfectly fair… because they enjoyed and got some 

portion from the aspiration funds projects... However, the regent enjoyed 

nothing, he got nothing. But he was considered guilty by signing the budget 

execution documents…  (BC3SDA). 

This quote shows that participants within the bureaucracy experience fears and worries 

because as the executing agency, they assume full responsibility of the aspiration funds 

projects, even if they may not practice corruption or receive money.  
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In summary, this research finds that bureaucracies of the three cases experience fears and 

worries over the execution of the local budgets. This is mainly due to combination of the 

excessive law enforcement efforts and the bureaucracy involvement in corrupt practices; 

the un-procedural budgeting process of the aspiration funds and the assuming full 

responsibility of the bureaucracy over the budget execution of the aspiration funds; multi-

interpretative regulation and criminalization; and the previous as well as ongoing 

investigation of corruption cases. Comparatively, bureaucrats from Bengkalis Regency 

experienced the most fears and worries, followed by Singkawang City and Blora Regency. 

On the other hand, political participants from the three cases did not raise this issue. The 

experiences of fear and worries leads to budget execution delays and underspent budget 

appropriations. This finding is in-line with previous studies undertaken in Indonesia at the 

sub-national government level by Lewis and Oosterman (2009) and at the central 

government level by Blöndal, Hawkesworth and Choi (2009).  

 Human Resources Capacity, Discipline and Work Ethic   

Lack of capacity, lack of discipline, and weak work ethic are understood by bureaucratic 

participants from the thee cases to cause budget problems. This view is also supported by 

political participants from the three cases. These human resources conditions cause budget 

enactment delays, budget execution delays, and underspending of budget appropriations. 

Looking at the number of participants and their concern about this issue, Singkawang City 

experienced the most challenges, followed by Bengkalis Regency and Blora Regency. The 

following paragraphs explain in more detail.  

Some bureaucratic participants from the three cases voiced the opinion that lack of 

discipline and weak work ethics of various actors involved in the budget processes have 
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led to one specific budget problem, the budget enactment delay. This view is also supported 

by some political participants from the three cases. The lack of discipline and weak work 

ethic is mainly due to weak rewards and punishments. In this case, those participants saw 

that the General Allocation Funds postponement sanction (sanksi penundaan DAU) is 

weak. Firstly, it is weak because it is not assertive. For example, one bureaucratic 

participant from Blora Regency said: 

Every year we got a warning from the Ministry of Finance to postpone the 

General Allocation Funds (DAU). Sometimes, in one year we got two warnings.  

But, the warnings had never been implemented so we did not get any affect at all 

(BC1BPD). 

This quote shows that Blora Regency had been warned many times, but the sanction was 

never really implemented. This unassertive sanction is argued to have no deterrent effect, 

mainly on politicians in the local council. Secondly, it is weak because it is unspecific, 

meaning the sanction is imposed on the local government, not to the person directly 

involved in the budget discussion. Some bureaucratic participants from Blora Regency and 

Bengkalis Regency saw that if there was no direct personal impact, it means nothing is 

wrong with the budget delays, thus, budget delays become common. One bureaucratic 

participant from Singkawang City added that even if a local government was sanctioned, 

the executive leader and politicians would still receive their full salary.  

Some political and bureaucratic participants from Singkawang City also felt that the weak 

sanction drives the mayor and the executive budget team (TAPD) members to be 

undisciplined and not committed. For example, the executive of Singkawang City did not 

follow schedule of planning and budgeting so that the submissions of the KUA-PPAS to 

the local council were late. One political participant from Singkawang City said: 
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... The problem was a lot. One of them was the discipline, the timely submission 

of budget documents. To discuss the budget, we had to have complete supporting 

documents. When the supporting documents were incomplete… there was 

always a delay (C2DW_FDG).  

This quote shows that the executive had been undisciplined in submitting the budget 

documents. Thus, this political participant mainly points to the poor discipline of the 

executive. The lacking discipline and weak work ethic of the key actors in the executive is 

exacerbated by the lack of initiative of subordinates. Two bureaucratic participants from 

Singkawang City argued that this lack of initiative is due to unsatisfactory supervision and 

no punishment from the leader, and the low financial incentives. Thus, it was generally 

understood that budget delays in Indonesian local government can be linked to an 

insufficient system of rewards and punishment. This claim is supported by the reality that 

the budget delays disappeared with the introduction of such a system of direct penalties in 

2016. As mentioned in Section 5.5.1, according to Law 23/2014 article 312 point (2), the 

local council members and the regent or the mayor will not be paid their financial rights 

for six months if they are unable to establish their local budget on schedule. 

Meanwhile, as mentioned in Chapter 6, some bureaucratic participants from the three cases 

argued that the elected politicians have different education levels, different previous job 

experiences, and different familiarity and understandings on the local budget and 

bureaucracy. This view was also supported by some political participants from Blora 

Regency and Singkawang City. Those bureaucratic participants argued that the limited 

abilities of some politicians in the local council drive budget enactment delays.   

In relation to budget execution, participants from Singkawang City and Bengkalis Regency 

argued that human resource conditions also drive budget execution delays. When 

participants were probed with the question “Do you experience human resources 
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challenges during budget execution stage?” the first response of participants from 

Singkawang City and Bengkalis Regency was yes. Then, participants were asked, “What 

do you mean by that” or “Could you explain in more detail?” and their responses can be 

classified into the sub-categories of; indiscipline, lack of quality and quantity of the human 

resources, side effect of improper incentive, and job rotation.    

First, bureaucratic and political participants from Singkawang City and Bengkalis Regency 

saw low commitment and discipline of the executive. Some bureaucratic participants of 

Singkawang City argued that limited control and supervision from the top leader 

significantly reduced the commitment and discipline of the bureaucracy in implementing 

the budget. In their view, the top leader plays a significant role in shaping the commitment 

and discipline of the employees. Furthermore, one bureaucratic participant from 

Singkawang City explained that low commitment of the mayor as the top leader lowers the 

commitment of the middle management, and low commitment of the middle management 

lowers the commitment of the operational employees. For example, some operational 

employees were suspected of not monitoring, and checking the progress of the contractors 

in undertaking individual project activities. The low commitment and discipline of the 

executive was also raised by some bureaucratic and political participants from Bengkalis 

Regency. For example, political participants criticized the low commitment of some high-

level officials and the regent for living outside the regency area. They also suspected that 

the operational employees were not doing their jobs right. This latest view was also 

supported by one bureaucratic participant. In summary, low commitment and discipline of 

the executive of the three cases can drive budget execution problems.  

Second, some bureaucratic participants from Singkawang City argued that limited capacity 

of the human resources challenge budget executions. They argued that their local 
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government has sufficient quantity of human resources but inadequate quality. The quality 

issue of Singkawang City relates to the recruitment and promotion of the employees. One 

bureaucratic participant explained that during the establishment of Singkawang City in 

2001, most of the employees were transferred from the ‘parent’ local government. 

Naturally, the parent local government maintained qualified employees and transferred the 

less qualified employees. As a newly established local government, Singkawang City had 

many vacant structural posts, and those less qualified employees were promoted to the new 

positions. Thus, some of those newly appointed officials lack experience and leadership 

capacity. At the operational level, two participants argued that Singkawang City 

experiences a lack of qualified budget execution officials. One interviewee from 

Singkawang City said that more technical training for the existing employees is needed. 

This includes certified goods and supplies administrators, certified tender officials, 

certified treasurers, and certified internal auditors. This lack of human resource capacity at 

the managerial and operational level in Singkawang City leads to budget execution 

problems. Meanwhile, one participants from Bengkalis Regency claims that the Public 

Works Department experiences a lack of quantity of employees rather than a lack of 

quality. Currently, the Public Works Department has about 70 employees who handle 

about 1,300 activities.  

Third, some bureaucratic participants from both Singkawang City and Bengkalis Regency 

argued that the implementation of improper single incentive has some negative impacts on 

the discipline and work ethic. Single incentive means the same amount of incentive for the 

same post levels. This issue relates to rewards and punishments. Some bureaucratic 

participants from Singkawang City argued that the implementation of single incentive 

without taking into account the workloads and job risks, creates unfairness and resentment 
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among employees and reduces the overall performance. For example, one participant 

argued that:  

... the employees’ performance recently has dropped, because there was a single 

incentive salary policy. All Head of Sections receive AUD 100 (Rp1 million), 

Head of Divisions receive AUD 150 (Rp1.5 million), Directors receive AUS 400 

(Rp4 million) per month. All operational employees receive AUD 50 (Rp500 

thousand). We are not allowed to receive overtime payment, nor honorarium. 

All honorariums and overtime have been eliminated. All employees with the 

same level receive the same incentive without any difference. Meanwhile, the 

workloads are different… (BC2INS).   

This quote shows that a single incentive is considered by interviewees an improper 

incentive. This is because a single incentive creates unfairness that the overall impact of 

single incentive is lowering the employees’ performance. A single incentive means all 

employees receive the same amount of incentive for the same post levels, distributed 

without considering the workloads and risks. After implementing the single incentive, no 

additional benefit is allowed for employees appointed as the budget execution officials 

including commitment officers (pejabat pembuat komitment – PPK), treasurers 

(bendahara SKPDs), or technical activities execution officers (pejabat pelaksana teknis 

kegiatan – PPTK). The budget execution officials receive the same amount of incentive as 

other operational employees while exposed to a higher risk job, a higher risk of being 

audited, prosecuted and even jailed for faults. Moreover, those bureaucratic participants 

also argued that the amount of this single incentive bonus is also insignificant in relation 

to the job risks and responsibilities. This issue was also raised by one bureaucratic 

participant from Bengkalis Regency.  

Lastly, job rotation also has an impact on the budget execution. Bureaucratic participants 

from Singkawang City and Bengkalis Regency argued that some qualified budget 

execution staff are rotated to other positions for many reasons. While the new staff often 



267 
 

 
 

have no certified training necessary for implementing the budget, this practice of job 

rotation creates budget execution problems.  

In summary, this research finds that human resources conditions affect budget enactment 

and budget executions at Indonesian local government in the three cases studied. First, the 

weak rewards and punishments drives budget enactment delays. In this research context, 

weak punishment means unassertive and unspecific penalties of the General Allocation 

Funds postponement sanction (sanksi penundaan DAU). This weak punishment reduces 

the discipline and work ethic of politicians, the executive leader and bureaucracy of all the 

three cases, leading to budget enactment delays. Second, limited capacity of some 

politicians in the local council in the three cases also drives budget enactment delays. In 

relation to budget execution, poor discipline, quality, and work ethic of the bureaucracy 

has driven budget execution problems in Singkawang City. This is mainly due to 

recruitment, promotion, rotation and rewards and punishment. Lastly, low commitment, 

the inadequate number of employees and work ethic of the bureaucracy has driven budget 

execution problems in Bengkalis Regency. This is mainly due to job rotation and rewards 

and punishment. This finding is in line with previous studies in developing countries 

(Olowu 2003), including in Indonesia at the local government level (Lewis & Oosterman 

2009, 2011; Subechan, Hanafi & Haryono 2014; Turner, Imbaruddin & Sutiyono 2009) 

and at the central government level (Blöndal, Hawkesworth & Choi 2009). These studies 

also found human resource problems relating to recruitment, promotion, training, 

remuneration, and performance management.  
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 Lack of Funds and Fiscal Transfer Challenges 

Despite no participant specifically pointing out deficit, they recognized that economic 

conditions can drive local budget problems. The fiscal transfer challenges, related to the 

unclear information and uncertainty of funds, can lead to budget delays and underspending 

of budget appropriations. Even though lack of funds is more a reflection of economic 

scarcity, the lack of funds increases the intensity of budget discussions that lead to budget 

delays, especially when the national economy experienced a down turn, affecting the 

amount of fiscal transfers. Those two issues are discussed further as follows.  

7.5.1 Lack of funds and information on fiscal transfers 

Lack of funds and unclear information on the fiscal transfer are understood by bureaucratic 

participants from Singkawang City and Bengkalis Regency as the first issue of economics 

to cause budget problems. This view is supported by some political participants from 

Bengkalis Regency. The lack of funds and unclear information on the fiscal transfer 

increases the bargaining and lengthy budget discussions and can lead to budget delays. The 

following paragraphs explain in more detail.   

Two bureaucratic participants from Bengkalis Regency stated that during budget 

discussions, the information on the fiscal transfer is still unclear. It is unclear because at 

the same time, the central government is also discussing the national budget for the 

upcoming year, including the amount of fiscal transfers to local government. Those 

participants reported that Bengkalis Regency is highly dependent on the oil and gas - 

revenue sharing (Bagi Hasil Minyak dan Gas Bumi) whereas the contribution of the own 

source revenue (Pendapatan Asli Daerah – PAD) is limited. Meanwhile, the oil and gas – 

revenue sharing in general is more unpredictable and more volatile over time compare to 
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the general allocation fund and specific allocation funds. Thus, the Bengkalis Regency 

cannot make proper estimation of the budget revenues. This unclear information has made 

the local budget discussion become more difficult because both the executive and the 

legislature were in doubt about setting the budget figures for the upcoming fiscal year.  

Although lack of funds reflects the economic scarcity, some participants argued that the 

lack of funds could also drive budget problems. They argued that when the national 

government reduced the amount of fiscal transfers to local governments due to economic 

down turn, the budget discussion at the local government tends to be more difficult and 

can lead to budget delays. By the lack of funds, those participants mean the gap between 

the needs and the availability of funds. For example, based on the Musrenbang, 

Singkawang City in 2016 needed about AU$190 million up to AU$300 million, meanwhile 

the available fund was just about AU$90 million. For Bengkalis Regency, the maximum 

available funds in 2016 was just about AU$45 million while the needs were about AU$800 

up to AU$2 billion. Furthermore, they argued that many projects activities collected from 

the Musrenbang were rejected due to the lack of funds. The lack of funds had increased 

the bargaining among local technical departments (SKPDs), among politicians in the local 

council, and between the executive and the local council over this limited economic 

resource.  Thus, the budget discussion became more intense and led to budget delay. This 

bureaucratic view is supported by political participants from Bengkalis Regency. This 

finding links to the findings of existing literature on budget problems (Andersen, Lassen 

& Nielsen 2012; Cummins 2012; Fowler & Rudnik 2015; Yi Lu & Chen 2016). 
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7.5.2 Low collection of local taxes and levies 

Low collection of local taxes and levies is understood by bureaucratic participants from 

the three cases to contribute to budget problems.  This view is also supported by two 

political participants from Singkawang City and Bengkalis Regency. The low collection of 

local taxes and levies mean that the three cases depend on the fiscal transfer from the 

central government. This issue is also known as low contribution of the Own-Sources 

Revenues (pendapatan asli daerah – PAD) to the Total Revenue. The low collection of 

local taxes and levies leads to the lack of funds. The following paragraphs explain in more 

detail.     

To clarify the issue, firstly this section briefly explains the structure of the local budget. 

The local government budget consists of three main components, namely revenues, 

expenditures, and financing. Typically, the revenue consists of three main groups, the Own 

Sources Revenues (pendapatan asli daerah - PAD), the Transfer of Balancing Funds 

(Dana Perimbangan), and Other Revenues (Pendapatan Lain-lain). The Own Sources 

Revenues (PAD) then is broken down into local taxes, local levies, dividends from local 

government owned enterprises revenues, and other own sources revenues.  

Bureaucratic participants argued that the contribution of the own sources revenues, more 

specifically the local taxes and levies, to the local government revenues is still low. This 

claim is also supported by political participants from Bengkalis Regency. One bureaucratic 

participant from Singkawang City said:   

“If we look at … the financial capacity of the regent, by relying only on the PAD of 

the city government of [Case 2], is only a few percent ... less than 20% of the total 

budget. This means that with this we still expect too much from the Transfers Funds 

disbursed by the central government” (BC2DPK). 
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Another bureaucratic participant from Blora Regency said: 

The degree of fiscal autonomy of our regent was less than 8%. That means our 

dependence on the central government was extraordinarily high... local 

government is necessary to think that we should be able to seek income from our 

own region. There are many things that can be done (BC1AS3). 

The two quotes show that those local governments experience low collection of local taxes 

and levies so that they heavily depend on the fiscal transfer. Financial statements of the 

three cases confirmed this claim. As shown in Table 7.2, at the national average, the 

contribution of the local taxes and levies for cities increased substantially throughout 2008 

to 2014. Though in general, the figure for Singkawang City increased throughout 2010 to 

2014, but it is still under the national average for city governments. The figure for Blora 

Regency shows substantial decreases in 2011 and 2012 then reverted in 2013 and 2014, 

but in general it is still under the national average for regency governments. The figure for 

Bengkalis Regency in general shows an improvement but it is also still under the national 

average for regency governments.   
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Table 7.2 Percentage of the local taxes and levies to the total revenue 

 2008 

 

2009 2010 2011 2012 2013 2014 

Singkawang City 3.96% 4.19% 4.59% 6.03% 6.22% 6.28% 4.51% 

City on average 9.02% 9.08% 9.91% 13.37% 14.26% 15.48% 16.83% 

        

Blora Regency 4.02% 4.38% 4.12% 1.98% 1.80% 2.10% 2.75% 

Bengkalis Regency 1.56% 2.20% 1.42% 1.65% 1.78% 2.68% 4.11% 

Regency on average 3.31% 3.58% 3.70% 3.72% 3.81% 4.39% 5.25% 

Sources: Audited Financial Statements and Ministry of Finance, data processed by author 

There are several reasons for this low collection of local taxes and levies. The first reason 

relates to the human resources. Some bureaucratic and political participants from Blora 

Regency and Bengkalis Regency argued that self-satisfaction with the fiscal transfers from 

the central government drive low collection of local taxes. Other bureaucratic participants 

from Blora Regency and Singkawang City argued that the low collection of local levies is 

due to lack of incentive, lack of revenue targets applied to the SKPD, and a lack of tax 

audit capacity.  

The second reason for low tax collection relates to the regulations. One bureaucratic 

participant from Singkawang City argued that the local taxes, such as hotel tax, restaurant 

tax, parking tax, do not have as much potential as the national taxes, such as income tax, 

sales tax, and value-added tax. Another bureaucratic participant from Singkawang City 

argued that the tax rate stated in existing local regulations is lower than the other local 

governments in their provinces. In more detail, one participant said: 

“Our internal constraint is local regulation … there are some rules regarding the 

tax… regarding the application of tax rates and levies ... that we set still not in 

accordance with proper [law]. For example, hotel tax, restaurant, amusement, and 

so on. The law sets that the maximum could be 10% so… We still refer to the lower 

of 8%. So, on that side, in our calculations could boost the revenue” (BC2DPK).  
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This quote shows that the local tax rate is settled lower than that stated in the new laws.  

This low tax rates contributes to the low collection of local taxes.  

The third reason relates to coordination problems. Two bureaucratic participants from 

Blora Regency and Singkawang City argued that they had experienced coordination 

problems between the local ministry of finance (DPPKAD) and the local technical 

departments (SKPDs) in collecting local levies. The existing function of the DPPKAD was 

to coordinate the revenue collection of local levies while the actual collection of levies was 

fragmented in many local technical departments. This specific structure is argued to create 

a coordination problem among DPPKAD and SKPDs. Those participants argued that it is 

more effective if the DPPKAD was also responsible for actual collection of the local levies 

than just to coordinate the SKPDs. Thus, SKPDs as the technical units are more focused 

on undertaking their technical responsibilities other than the financial responsibilities to 

collect revenues, as said below: 

The [function of] the local ministry of finance (DPPKAD) … is just the 

coordinator... in [Case 1]. Elsewhere may have somewhat changed. It may not only 

be the coordinator, but at the same time also the executor. Well, that is good… 

Currently here [DPPKAD is] just to coordinate while the executors are other 

SKPDs, moreover the structural positions are the same... so for example the 

DPPKAD and the Dinas Perindagkop are equal… Well, there are other interests 

... This is a hassle (BC1AS3). 

This quote shows that the existing function of the local ministry of finance is just to 

coordinate. This participant proposes to extend its function to collect the local taxes as 

well.  

The last reason for the low rate of tax collection relates to tax regulations. The self-

assessment system in the current regulation is argued by a bureaucratic participant from 

Singkawang City to cause low tax compliance.  
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It is ... because as we already know, the rules of tax payments have been self-

assessment, meaning they decide themselves, those who count themselves and they 

pay for themselves ... so we plan we educate ... thus we are also prepared tax 

audits... (BC2DPK).  

This quote shows that local tax compliance is still low because of the self-assessment 

system in the current tax regulation. The self-assessment system requires the taxpayer to 

know how to calculate their taxes. Accordingly, the same participant also argues that to 

know how to calculate taxes, tax payers must have tax education. Furthermore, the self-

assessment system also requires tax supervision and tax audits from the tax authority. Low 

tax education, supervision and tax enforcement causes low tax compliance.  

7.5.3 Fiscal transfer challenges 

The fiscal transfer challenges are understood by two bureaucratic participants from 

Bengkalis Regency as the third economics issue that can lead to budget problems. Fiscal 

transfer challenges cause budget execution problems and underspent budget 

appropriations. The fiscal transfer challenges have been experienced by participants in 

Bengkalis Regency due to its specific conditions. When participants were directly asked 

“What are the most challenging budget problems experienced by your local government?”, 

two bureaucratic participants from Bengkalis Regency mentioned fiscal transfer 

challenges. Participants were then asked, “Could you explain in more detail?” and their 

responses can be divided into; high dependence on the Revenue Sharing, unpredictability 

of the Revenue Sharing, unachieved target of the central government revenues, and limited 

information and transparency of the fiscal transfer. The combined impacts of those fiscal 

transfer challenges have created severe budget problems for Bengkalis Regency. The 

following paragraphs explore a deeper understanding of those fiscal transfer challenges. 
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One bureaucratic participant from Bengkalis Regency argued that as an oil-production 

region, Bengkalis Regency is highly dependent on the Oil and Gas - Revenue Sharing (Bagi 

Hasil Minyak dan Gas Bumi) from the central government. Furthermore, he thought the 

regency should receive both the General Allocation Fund on top of the Revenue Sharing. 

The 2015 audited financial statement of Bengkalis Regency reveals that 84.5% of the total 

revenue comes from the Revenue Sharing, 6.5% from the fiscal transfer from the provincial 

government and the adjustment fund, and only 9% from the Own-source Revenues. In 

addition to that, Bengkalis Regency also did not receive the General Allocation Funds 

(DAU) for two years consecutively in 2015 and 2016. Therefore, Bengkalis Regency is 

highly dependent on the Revenue Sharing.  

The above participant also argued that the Revenue Sharing (Dana Bagi Hasil - DBH) is 

more unpredictable compared to the General Allocation Fund (DAU). Further investigation 

of the regulation reveals that the unpredictability of the Revenue Sharing is due to an 

inherent issue with the transfer mechanism of the Revenue Sharing. According to the Law 

33/2004 on Fiscal Transfer, the Revenue Sharing is transferred based on the actual revenue 

of the central government of the existing fiscal year. Meanwhile the General Allocation 

Fund is transferred based on a fixed allocation fund in the National budget. Consequently, 

the Revenue Sharing is not fixed and unpredictable, following the actual revenue of the 

central government. 

According to the Ministry of Finance Decree 48/2016, the Oil and Gas Revenue Sharing 

is transferred to the local government accounts in four payments. When the national budget 

is set up, the Ministry of Finance calculate the allocation of the Oil and Gas Revenue 

Sharing for local governments based on the proposed revenue of the oil and gas revenue in 

the national budget. Based on this allocation, the Ministry of Finance transfers to the local 
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government accounts as much as 25% in March, 25%in June, and 30% in September. 

Following the audit report of the Indonesian Central Government Financial Statement, the 

Ministry of Finance recalculates the allocation of the Oil and Gas Revenue Sharing for 

local governments based on the actual revenue. For each local government, then the 

Ministry of Finance calculates the differences between the allocation based on the actual 

revenue and the total amount already transferred. Any under payment received by local 

government will be compensated in December. Any over payment to each local 

government will be calculated in the following year’s allocation. Thus, the last payment in 

December is the most unpredictable payment. Some bureaucratic participants from 

Bengkalis Regency argued that the unpredictability of the Revenue Sharing disturbs the 

local government’s cash flow management and budget execution. They also thought that 

this transfer mechanism is more complicated because the last payment in December is 

approaching the closing day of the fiscal year. 

One participant described how, in December 2015, Bengkalis Regency experienced a 

financial disaster.  This was due to the central government being unable to achieve the oil 

and gas revenue target. Thus, on the 30th December 2015, the central government decided 

not to transfer the fourth payment of the Revenue Sharing. This central government policy 

severely affected the cash flow and the budget execution at the very moment of payments, 

causing some disputes between the local government and contractors. One participant 

recalled:   

… it was on 30 December 2015. The Revenue Sharing should have been 

transferred. But then, during midnight of 30 December 2015, the Ministry of 

Finance suddenly decided not to transfer the Revenue Sharing. Thus, some local 

governments collapsed, defaulted, unable to pay contractors, meanwhile the 

projects were already completed… (BC3REV). 
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This participant also criticized the Ministry of Finance for providing limited information 

on the Revenue Sharing. According to this participant, the Ministry of Finance now is less 

transparent than in the past. The Ministry of Finance used to have data reconciliation 

involving local governments. However, the data reconciliation mechanism was removed 

in the three years leading up to this study. He argued that local governments need data 

reconciliation by which local governments get information on the Revenue Sharing in 

advance, especially for the last payment in December. Having this information, local 

governments can anticipate and adjust the cash flow. Having no information in advance, 

local governments worry about having no money to execute the local budget. Furthermore, 

he also criticized the transparency of the Revenue Sharing allocation. According to him, 

some information such as mining location, cost of production, oil price and oil production 

are not transparent to local governments. In summary, limited information and 

transparency of the Revenue Sharing caused budget problem in Bengkalis Regency.  

It is also worth noting that there is an additional source of uncertainty for local governments 

in Indonesia. It is because since 2018,  the budget ceiling for the general allocation fund 

(Dana Alokasi Umum – DAU) is flexible and can be revised depending on the actual central 

government net revenue in relation to the macro economic conditions (Gonschorek & 

Schulze 2018, p. 154). 

 Summary and Conclusion 

After presenting the above discussion, this section provides summary and conclusions. In 

addition to political factors as discussed in the previous chapter, this chapter shows how 

budgetary institutions, corruption, human resource conditions, and economic conditions 

can undermine the local budgeting process. As shown in Table 7.1, those conditions cause 
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budget enactment delays, budget execution delays, and create underspending of budget 

appropriations, especially in Bengkalis Regency and Singkawang City. Blora Regency is 

slightly different among the three cases. Blora Regency has less challenges compared to 

the other two cases. This is likely to be because Blora does not have as much constraint in 

local income problems. 

A rigid and complicated budget administration causes budget execution delays and 

underspent budget appropriations. It is because budget classification is very detailed 

leaving no room for flexibility in the implementation. Once the budget is enacted, several 

lengthy budget execution processes are required before the activities can be implemented. 

The rigid financial administration traps the bureaucracy and prevents them from 

responding to the real needs of the community. A rigid and complicated budgetary 

institution creates constraints during the budget execution process and leads to budget 

executions delays. This finding is in-line with previous research by Lewis and Oosterman 

(2011).  

Fears and worries of corruption and low incentives cause budget execution delays and 

underspending of budget appropriations. Some civil servants are reported to refuse 

selection as budget execution officials, even some have resigned from their positions 

because as budget execution officials, they assume full responsibility. These fears and 

worries are due to excessive law enforcement efforts, criminalization, previous corruption 

cases, and imbalance of power between the local government officials as the executive and 

the law enforcement officials, and un-procedural budget processes.  The experiences of 

fears and worries leads to budget execution delays and underspent budget appropriations. 

This finding is in-line with previous studies undertaken in Indonesia at the sub-national 
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government level (Lewis & Oosterman 2011) and at the central government level (Blöndal, 

Hawkesworth & Choi 2009).  

Limited human resources capacity, lack of discipline, and weak work ethic causes budget 

enactment delays, budget executions delays, and underspending of budget appropriations. 

Weak sanctions from the central government can cause lack of discipline and weak work 

ethics of the top leaders. Low commitment, control and supervision from the top leader as 

well as limited financial incentives undermine the discipline and work ethics of civil 

servants at the low and middle level. Moreover, in general, the local governments in the 

three cases studied, also experienced limited human resources capacity. This finding is in 

line with previous studies in developing countries (Blöndal, Hawkesworth & Choi 2009; 

Olowu 2003), including local governments in Indonesia (Subechan, Hanafi & Haryono 

2014; Turner, Imbaruddin & Sutiyono 2009). 

In terms of economics, lack of funds increases the intensity of budget discussions that lead 

to budget enactment delays especially when the amount of fiscal transfer reduced due to 

the down turn of the national economic condition. This finding is in line with the existing 

literature on the subject of economics causing budget delays (Andersen, Lassen & Nielsen 

2012; Cummins 2012; Fowler & Rudnik 2015; Klarner, Phillips & Muckler 2010). The 

limited contribution of local taxes and levies have led the three cases to be heavily 

dependent on fiscal transfers from the central government. The fiscal transfer challenges 

related to the uncertainty of funds has led to underspending of budget appropriations. An 

economic downturn caused the central government to fail to collect revenue targets in 

2015. Failed collection of revenue targets can lead to uncertainty of the payment of fiscal 

transfers to local governments. The Bengkalis Regency experiences of the fiscal transfer 

challenges is a new and contextual issue of this research. In addition, the dynamics of the 
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budget ceiling for the general allocation fund creates an additional source of uncertainty 

for local governments in Indonesia (Gonschorek & Schulze 2018, p. 154).  
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CHAPTER 8  

   DISCUSSION 
 

 

 Introduction 

The aim of this chapter is to further understand budget problems and the causes of those 

budget problems as experienced by three local governments in Indonesian. In general, the 

responses from participants supported by data analysis show that local contexts have 

shaped budget problems as well as their causes. Although Chapters 5, 6, and 7 showed 

some different perceptions among different groups of participants and among cases, in 

general this thesis has found strikingly similar budget problems and causes of those budget 

problems among the three cases being studied. The three cases suffered from interrelated 

budget problems of budget enactment delays, budget execution delays, and underspending 

of budget appropriations. These interrelated issues have been experienced by all three cases 

and perceived as problems due to the negative impacts on government activities, internal 

administration, and social-economy. 

This thesis found that most participants point their finger at politics as the main driver of 

these budget problems, especially for the budget enactment delays. In addition, this thesis 

found that rigid and complicated budget administration, the notions of fears and worries of 

corruption, uncertainty of budget revenues, and human resource conditions also drove 

budget problems. This chapter further discusses these findings into a broader context to 

analyze how unique the budget problems in the three case studies are and what can be 

learnt from the differences and similarities between these cases and those examined in the 

existing literature. 
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The structure of this chapter consists of a discussion of the experiences of budget problems 

and whether the Indonesian local government contexts differentiate the problems and their 

consequences from the existing literature. Following will be a discussion about how this 

specific context of Indonesian local government affects the causes of the problems, which 

are mostly determined to be political issues. Next, this chapter also discusses non-political 

issues such as rigid and complicated budgetary institutions, economic situations, fears and 

worries of corruption cases, and human resource challenges. The last section of this chapter 

is the summary.  

 Interrelated Budget Problems Experienced by the Three Cases  

This thesis found that interrelated budget problems were experienced by the three cases of 

Blora Regency, Singkawang City, and Bengkalis Regency, as shown in Figure 8.1. Within 

the budget process, the main budget problem faced by these cases was budget enactment 

delays, with this budget problem being caused by the budget preparation process in the 

executive and budget discussion process in the local council. Budget enactment delays then 

caused budget execution delays. Budget execution delays were worsened by the 

procurement problems as well as some intrinsic problems of certain activities. These 

budget execution problems then caused underspending of budget appropriations and led to 

substantial amounts of ending balances. Those budget problems have negative impacts on 

local government activities, the internal administration of local governments and social 

economies.  

The interrelationship of budget problems may not be a specific issue for these Indonesian 

local governments, but they have rarely been strongly linked in previous studies. As 

mentioned in Chapter 2, typical budget problems discussed in the existing literature are 
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budget deficits, budget delays, fiscal policy volatility, and underspending of budget 

appropriations. Those budget problems are distinct from each other, meaning one budget 

problem did not lead to other budget problems, as shown in Figure 8.1. The quantitative 

approach used by other studies may contribute to the lack of discussion about the 

interrelationship among budget problems. This is because the quantitative approach puts 

the focus on how each of the budget problems could be determined by various 

characteristics in the government observed in the studies, such as politics, economics, 

budgetary institutions, human resource conditions, and corruption and anti-corruption 

programs (see Figure 8.1). In contrast, in-depth interviews of this qualitative thesis have 

enabled the identification of the interrelationship among budget problems in different 

budget stages. In addition, different research contexts may also contribute to the lack of 

discussion about the interrelationship among budget problems. For example, a 

parliamentary government system seems to be more resistant to budget delay problems 

than a presidential government system. This could possibly be due to the roles of legislature 

in presidential systems being different from the roles of legislature in parliamentary 

systems (Fozzard 2001, p. 36).  
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Figure 8.1 The experience of budget problems in three local governments in Indonesia 
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8.2.1 Budget enactment delay is the main local budget problem  

This thesis found that the delay in budget enactment is the main budget problem. This is 

because the existence of this budget problem leads to other budget problems such as budget 

execution delays, underspending of budget appropriations, and a huge amount of fiscal 

slack or ending balances. Those budget problems in turn have serious negative impacts on 

local government activities, internal administrations, and the social economy, which then 

undermines the main reason for decentralization.  

Having budget enactment delays as a budget problem is relatively common and has been 

discussed in many other studies. Just like in the Indonesian local government cases, some 

states in the USA also experienced frequent budget enactment delays (Andersen, Lassen & 

Nielsen 2010, 2014; Klarner, Phillips & Muckler 2010, 2012), more specifically the state 

of California  (Cummins 2010, 2012; Fowler & Rudnik 2015; Speer 2016), and  New York 

state (Yi Lu & Chen 2016). However, those states in other previous studies may not have 

the same number of consecutive years of budget enactment delays. The three cases of local 

government in Indonesia, of focus in this thesis, experienced continues budget enactment 

delays for many years, with the longest facing budget delays for fifteen consecutive years 

since the implementation of decentralization in 2001.  

This thesis argues that a presidential system is more prone to budget enactment delays than 

a parliamentary system. By definition, local governments in Indonesia are parts of a 

presidential system meaning that the executive leader is popularly elected and holds office 

for a fixed term (Mainwaring 1993, pp. 202-3). The mayor and the regent as the executive 

leader in Indonesian local government separately involve in the budget enactment process. 
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One of the reasons for a presidential system to have a greater tendency for budget delay, is 

due to the different roles of the legislatures in a presidential system compared to a 

parliamentary system. It is because the roles of the legislature in a presidential system are 

collegiate (Fozzard 2001, p. 36). This means a local budget proposed by the executive must 

be jointly agreed by the executive and the local council and thus, local council members 

are allowed to vote for amendments to the budget proposal from the executive as well as 

propose expenditures of their own. In contrast, the roles of the legislature in a parliamentary 

system are hierarchical, and so the parliamentarians can usually only approve or reject the 

proposed budget (Fozzard 2001, p. 36). Rejecting budget proposals means a vote of no 

confidence to the government and will entail new elections. This discourages legislators in 

a parliamentary system from rejecting budget proposals. Budget scrutiny in parliamentary 

systems is said to be superficial and parliamentary approval becomes a formality (Fozzard 

2001, p. 36).  

This thesis argues that a combination of multiparty and a presidential system is more prone 

to frequent budget delays than a parliamentary with two-party system. This is because  a 

combination of multiparty and a presidential system is more likely to immobilize the 

executive and legislative deadlock due to difficulty in building coalition (Mainwaring 

1993, p. 200). A presidential system means the executive leader is popularly elected, has 

its own mandate to run the government and hence, execute the budget (Mainwaring 1993, 

pp. 202-3) while the parliamentary system have their executive leader from the parties that 

win the election. The three Indonesian local governments studied, experienced continued 

budget enactment delays, more so than the states in the USA studies. This could possibly 

be due to the three local governments in Indonesia having a combination of multi-party and 

a presidential system.  
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In addition, this thesis argues that human resource issues also contribute to budget problems 

(Lewis & Oosterman 2009, 2011; Subechan, Hanafi & Haryono 2014). More specifically, 

that lack of human resource capacity, lack of discipline, and weak work ethic has driven 

budget enactment delays in the three Indonesian local government cases. This thesis found 

that the weak rewards and punishments is the main driver behind the lack of discipline and 

weak work ethic of local budget actors. In contrast, previous studies in the USA context 

did not raise the human resource issues as a contribution to budget delays.  

It is also important to note that the Indonesian central government did not experience 

budget enactment delays though both the central and local governments have a combination 

of multi-party and a presidential system. It may be due to different fiscal capacity, 

budgetary institutions, and human resource capacity. Firstly, the Indonesian central 

government has a larger fiscal space relative to the three local governments. For example, 

the salary expenditures in general were about fifteen to twenty percent of the total 

expenditure (see Note to the National Budget 2014 page 4-42). In contrast, according to 

the 2014 financial reports of the three local government case studies, the salary 

expenditures in general were about forty-five to seventy five percent of the total 

expenditure. A larger fiscal space at the central government provides more room for the 

executive to accommodate politicians’ interests, which is most likely why the central 

government in Indonesia did not experience budget enactment delays. Secondly, even 

though it was not stated in the law, the national parliament practiced an approval on the 

executive budget proposal with a note on specific items (persetujuan dengan ‘tanda 

bintang’). Thus, the budget proposal was officially approved but further discussions and 

legislature’s approvals on specific items were needed prior to the execution. Thirdly, in 
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general the central government has better human resource capacity than that of the three 

cases of local governments.  

This thesis found that the three local governments successfully managed to get 2016 

budgets on schedule. It is argued that a proper rewards and punishments mechanism was 

main driver for this success. The most important initiative that contributed to overcoming 

budget delays was the newly implemented financial sanction stated in Law 23/2014 on 

Local Government. The Article 312 point (2) of the Law 23/2014 states that the local 

council members and the regent or the mayor will be not paid their financial rights for six 

months if they are unable to achieve a joint agreement on the local budget on schedule. 

This thesis found that the new financial sanction was more effective to overcome budget 

delays than the previous financial sanction stated in Law No. 33/2004 on Fiscal Balance. 

This is because the new financial sanction is firm, assertive, and directed at the person 

responsible for budget delays. The Article 102 of the Law No. 33/2004 states that the 

Ministry of Finance postpones the payment of the General Allocation Fund for those local 

governments that fail to submit financial information which includes enacted local budget. 

This thesis found that the previous financial sanction stated in Law No. 33/2004 was weak 

because it was not really implemented, not assertive, and imposed on the local government 

instead of the person directly involved in the budgeting process.     

8.2.2 Budget execution problems are the secondary local budget problem  

This thesis found that budget enactment delays, budget execution delays, and 

underspending of budget appropriations are interrelated with each other, as shown in Figure 

8.1. In fact, this thesis argues that the underspending of budget appropriations is mainly 

just an impact of budget enactment delays. This is because budget enactment delay shifted 
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the budget execution to the last budget period, reduced the available time for local 

governments to implement hundreds of project activities and created time constraint, which 

then prevented many project activities from being implemented or fully implemented. 

Subsidiary to budget enactment delays, procurement problems and some intrinsic problems 

of aspiration funds activities during the budget execution stage have also caused budget 

execution delays and underspending of budget appropriations. Underspending of budget 

appropriations suggests inefficient use of financial resources (Blöndal, Hawkesworth & 

Choi 2009). In addition, underspending and  fiscal slack of the Indonesian sub-national 

government have also caused significant concern among central government officials, 

especially since the central government struggles to cut its own budget deficit (Lewis & 

Oosterman 2009, p. 28). As mentioned in Chapter 1, the size of fiscal transfers from the 

central government to sub-national governments has grown rapidly since the 

decentralization in 2001. However, the Indonesian sub-national governments have 

experienced underspending and have a significant amount of fiscal slack.   

A previous study found that the combination of lack of human resource capacity, budgetary 

institutions, and anti-corruption program contributed to underspending of budget 

appropriations and fiscal slack in Indonesian sub-national governments (Lewis & 

Oosterman 2009). However, this study did not point to budget enactment delays as causing 

fiscal slack. This suggests that Lewis and Oosterman (2009) saw budget delays and 

underspending of budget appropriations as not interrelated to each other. In contrast, this 

thesis found that budget enactment delays, budget execution delays, and underspending of 

budget appropriations are interrelated. A similar study found that a sharp increase in budget 

appropriations, cumbersome budget execution process, and caution resulting from the 

government’s anti-corruption efforts drove underspending of budget appropriations in the 
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Indonesian central government budget (Blöndal, Hawkesworth & Choi 2009, p. 11). 

However, they did not point to budget enactment delays as driving the underspending of 

budget appropriations. This is due to the Indonesian central government budget normally 

being enacted on schedule.  

The underspending of budget appropriations problem was also found in other developing 

countries. The underspending of budget appropriations in the Solomon Islands is driven by 

lack of human resource capacity, poor planning, and changes in development visions 

(Coventry 2009, p. 5). Meanwhile, the underspending of budget appropriations in the 

Philippines is driven by inability of bureaucracy in keeping up with its own ambitions 

(Monsod 2016). Monsod (2016) showed that actual disbursements were increasing but the 

budgeted disbursements were increasing at a much faster rate. The budgeted disbursements 

reflected the bureaucracy ambition while the actual disbursement reflected the 

bureaucracy’s capacity. 

8.2.3 Why were budget deficit and fiscal volatility not perceived as budget problems?  

While the Indonesian central government, particularly the Ministry of Finance, is very 

concerned about budget deficit, this thesis found that budget deficit was not perceived as a 

budget problem by the three local governments. The central government is very concerned 

about budget deficit because Indonesia had experienced financial crisis in 1997/1998 due 

to excessive amounts of public and private debts. Thus, the Law No. 17/2003 on Public 

Finance mandates the Ministry of Finance to maintain the cumulative deficit level of the 

national budget and sub-national budget up to 3% of the gross national product. From the 

local government point of view, deficit is not a problem because the mandate to maintain 

deficit level is on the central government, instead of local governments.  
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This thesis argues that the lack of recognition of budget deficit by participants from the 

three case studies also closely relates to the regulations on fiscal transfers and how local 

budget deficits are financed. It is because budget deficits are usually financed by previous 

ending balances of local government budgets without incurring new debts. As discussed in 

Section 3.6, low contribution of local taxes and levies to local budgets have made fiscal 

transfers become the main sources of revenue for local government budgets. According to 

the Law No. 33/2004 on Fiscal Balance, the local governments are not required to transfer 

back to the central government account the underspent budgets of fiscal transfers (the 

Revenue Sharing, the General Allocation Fund, and the Specific Allocation Funds). Once 

the fiscal transfer funds are sent to local governments’ account, any fund balance will be 

kept by local governments and added to the ending balance of local government accounts 

(saldo lebih perhitungan anggaran – SiLPA). The budget deficit of local governments is 

then generally financed by these ending balances. In addition, the Law No. 33/2004 also 

does not consider the underspent fiscal transfers as the fiscal capacity of local governments 

for calculating the fiscal transfers (the General Allocation Fund and the Specific Allocation 

Funds). Thus, any underspent fiscal transfers will not affect the allocation of fiscal transfers 

for the following year. Lastly, prior to 2016 the allocations of the General Allocation Fund 

and the Specific Allocation Funds are fixed. This mean once the allocations are established 

in the national budget, the central government must make transfer payments to local 

governments without considering the negative impact of macro-economic changes to the 

national budget (see Section 3.6). Therefore, local governments are unaware of budget 

deficits because they can utilize the underspent fiscal transfers (the previous ending 

balances) to finance deficits without incurring new debts. In contrast, the national budget 

deficits are commonly financed by incurring new debts, thus larger deficit means larger 

debt. Excessive debt can lead to fiscal and financial crisis. The lack of recognition of deficit 
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problems could be the reason for local governments to have little interest in incurring debts 

to finance infrastructure development. Poorly managed public debt in the past may also 

contribute to local governments being unwilling to incur new debts. As Lewis and 

Oosterman (2011, pp. 156-7) argued, borrowing has been insignificant in recent years due 

to poor repayment on earlier loans. This is despite the Law No.17/2003, Law No. 32/2004, 

and Law No. 33/2004 allowing sub-national governments to have debts and deficit 

financing.   

Some participants did mention that local governments experienced resource gaps between 

the needs and the available funds. Those participants referred to the needs for infrastructure 

developments such as building roads, bridges, ports, and traditional markets. Local 

governments experienced resource gaps particularly due to salary expenditures of the three 

local governments already absorbing about forty-five to seventy five percent of the total 

expenditure. Nevertheless, instead of incurring debts, local governments usually rely on 

de-concentration and co-administration funds (dana dekonsentrasi dan tugas pembantuan) 

from the central government ministries to finance infrastructure developments. Thus, local 

governments are less aware of budget deficit problems. Nevertheless, from the central 

government point of view, these practices eventually become an extra burden for the 

national budget and lead to higher deficits.  

In contrast, budget deficit is the most prominent budget problem in other places. As 

discussed in Chapter 3, the current literature suggests that budget deficit is the main budget 

problem in developed countries both at the national level (Alesina & Perotti 1994, 1999; 

Barro 1979; Haan 1997; Hallerberg & von Hagen 1999; Leachman et al. 2007; Perotti & 

Kontopoulos 1999, 2002; Roubini & Sachs 1989; Roubini et al. 1989; von Hagen 1992) 

and at the sub-national level (Alt & Lowry 1994; Ashworth, Geys & Heyndels 2005; Bohn 
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& Inman 1996; Borge 2005; Luechinger & Schaltegger 2013; Solé-Ollé 2006). It is because 

budget deficits are financed by incurring new debts. Poorly managed deficits and public 

debt can lead to a serious problem for governments. Excessive deficits and public debts can 

lead to fiscal stress and fiscal crisis. Fiscal stress means the governments are unable to 

support their expenditure with their revenues and thus are forced to increase taxes or 

undertake deficit financing (Block 1981, p. 1). Fiscal crisis means the governments are in 

an emergency situation due to inability to meet their obligations to pay salaries, bills, and 

debt repayment (Honadle 2003, p. 1433). Thus, fiscal prudence, meaning low and stable 

fiscal deficit, is essential for governments. It is because fiscal prudence is a crucial and pre-

condition for economic development (Sousa & Agnello 2013). The general rule of thumb 

of deficit is maximum at 0.5% to 1% of GDP and debt level is maximum of 60% of GDP 

(Luechinger & Schaltegger 2013). Nevertheless, some countries still experienced excessive 

budget deficit and this leads to financial crisis (see Chapter 2).  

Considering the serious negative impacts of budget deficits, inefficient use of financial 

resources by local governments, and lack of local governments’ awareness of budget deficit 

problems, the Indonesian central government needs to raise the awareness of local 

governments on these issues. This thesis proposes a policy to raise the awareness of local 

governments on deficit problems by linking the underspending of budget appropriations 

and allocation of fiscal transfers. This can be done by treating underspent budget 

appropriations of fiscal transfer funds as fiscal capacity of local governments. Currently 

Law No. 33/2004 does not treat underspent budget (fiscal slack) as fiscal capacity of local 

governments. Thus, by implementing this proposed policy, local governments having fiscal 

slack due to underspending of budget appropriations of the fiscal transfers will receive less 

fiscal transfers from the central government in the following year. It is important to note 
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that treating fiscal slack as fiscal capacity of local governments is fair for local governments 

if and only if the local governments themselves plan those fiscal slacks, not the central 

government or uncontrolled delay in the budget process. It is also important to note that the 

decision-maker who is responsible for causing fiscal slack should publicly state the reason 

and take the responsibility. It is expected then that local governments would be more aware 

of budget deficit problems and be more efficient and effective in consuming financial 

resources. At the same time, it is expected to reduce deficits and burden on the national 

budget. However, this proposed policy could potentially increase the tension between the 

central and the sub-national governments. To reduce this potential tension, this policy need 

to be implemented in stages. For example, in the first five years only ten percent of fiscal 

slack should be treated as fiscal capacity of local governments, then in the second five 

years, twenty percent of fiscal slack should be considered as fiscal capacity of local 

governments, and so on.       

Another budget problem commonly discussed in the existing literature (see Chapter 2) but 

was not considered crucial by research participants of this thesis, is fiscal policy volatility. 

The main issue of fiscal policy volatility is in the discretionary fiscal policy, that is, changes 

in fiscal policy that do not represent reaction to economic conditions (Fatás & Mihov 2003, 

p. 1422). It is a budget problem because discretionary fiscal policy volatility has a negative 

impact on economic stability and economic growth (Fatás & Mihov 2003, p. 1421; 2013, 

p. 375). The argument is that the aggressive use of discretionary fiscal policy amplifies 

business cycle fluctuations (Fatás & Mihov 2003, p. 1421; 2013, p. 375). However, the 

discussion in Chapter 2 shows that fiscal volatility is not common at sub-national level. 

This thesis supports this argument that fiscal policy volatility is not viewed as a real budget 

problem by research participants. Participants saw that spending volatility in their budget 
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was reflecting the need to respond to the changing local conditions. Thus, it was seen as a 

normal condition not a problem.  

 The Negative Impacts of Budget Problems  

The previous section confirms that what has been perceived as budget problems in the 

Indonesian context are also commonly found as problems elsewhere. However, the main 

issue that is considered to be a huge problem in the literature, the budget deficit, is not 

considered to be a problem in Indonesian local government. Therefore, it is necessary to 

see whether the budget problems have the same consequences or impacts in different 

contexts. This thesis found that local budget problems have serious consequences on 

government activities, internal administration of local government, and social-economy as 

shown in Figure 8.2.  

First, this thesis found that budget problems affected government activities. The budget is 

the legal basis for a government to operate; without a budget, a government is forced to 

suspend its non-essential activities and programs (Fowler & Rudnik 2015). This thesis 

found that budget enactment delays have forced local governments to postpone the 

implementation of non-routine but crucial public service activities (such as capital projects 

and infrastructure developments) into the second semester or even into the last quarter of 

the fiscal year. The limited time created time constraints for the implementation of 

hundreds of activities and jeopardized the quality of outputs. The limited time also caused 

unfinished outputs and even un-implemented activities up until the end of the fiscal year. 

At the conceptual level, low quality outputs, unfinished outputs, and unimplemented 

activities undermined the arguments for decentralization. As mentioned in Chapter 2 and 

Chapter 3, one main argument of decentralization is the need to improve local service 
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delivery (Litvack, Ahmad & Bird 1998, p. 1). However, instead of improving public service 

delivery, many crucial public service activities were not properly delivered. It is because 

local governments experienced budget problems. In contrast, prior to the decentralization 

era, local governments in Indonesia did not experience budget delay problems.  

This thesis also found that budget problems negatively affect the internal administration of 

the local government. Continues experiences of budget delays causes local bureaucracy to 

be less disciplined. The local bureaucracy practically has nothing to do until the budget is 

enacted. In addition, budget enactment delays also cause overlapping processes between 

budget execution of current year and budget preparation of incoming year which in turn 

undermines the quality of planning and budgeting of the incoming year. Budget delays can 

also cause the bureaucracy to break the law because some government activities have been 

financed by personal cash or personal loans to be reimbursed when the local budget is 

enacted. The closest of previous studies looking at the impact of budget delays on the 

internal administration is about the impact of budget delays on state borrowing costs 

(Andersen, Lassen & Nielsen 2010, 2014; Cummins 2010). Budget delays had prevented 

the US state governments to make payments to creditors, thus, state government 

creditworthiness suffered and led to substantial increases in interest rates of borrowing 

(Andersen, Lassen & Nielsen 2010, 2014; Cummins 2010). Fowler and Rudnik (2015) 

argued that markets “punish” states which fail to pass budgets on time more harshly during 

periods of fiscal and economic strain. 
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Figure 8.2 Why local budget becomes problematic 
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Lastly, this thesis found that budget delays have a negative impact on local economy. It is 

because local budgets in the three cases studied play a significant role in the local economy. 

Budget delays mean less government projects because no development project can be 

executed prior to budget enactment. In addition, some local government projects failed to 

be implemented even after the local budget was finally established. Less local government 

projects significantly reduced GRDP and GRDP growth rates especially when the private 

sector still plays a limited role in the local economy. Less local government projects also 

created unemployment for those dependent upon government project activities. In turn, 

unemployment, combined with poverty and natural challenges, can increase local crime 

(Bourchier 1990). This finding supports other previous studies which found that budget 

delays caused job insecurity for government employees and those dependent upon state 

funding (Cummins 2010; Klarner, Phillips & Muckler 2012). For example, budget delays 

caused the California State Government to layoff state workers (Speer 2016). Budget 

delays also caused state governments to be unable to meet their financial obligations to 

their employees (Andersen, Lassen & Nielsen 2010, 2012, 2014).  

In addition, budget problems also have a negative impact on social life (Callan et al. 2011; 

Karanikolos et al. 2013). This thesis found that budget problems caused some local 

government policies and activities, such as basic education, health and public 

infrastructure, are not implemented. Since those unimplemented policies and activities 

negatively affected public service delivery in basic education, health and infrastructure, 

thus budget problems eventually have negative impacts on economic capacity, wellbeing 

and hence, social life as indicated by the Human Development Index. In different research 

context, the large budget deficit and financial crisis has forced some EU countries to 

introduce strict fiscal austerity (Callan et al. 2011; Karanikolos et al. 2013). Strict fiscal 
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austerity posed major threats to health in Greece, Spain, and Portugal such as with suicides 

and outbreaks of infectious diseases (Karanikolos et al. 2013). The burden of fiscal 

austerity was shared differently across the income distribution. For example, in Greece, the 

rich lose a higher proportion of their incomes than the poor, meanwhile in Portugal, the 

poor lose a higher proportion than the rich (Callan et al. 2011).   

 Politics as the Main Driver of Budget Problems 

As shown in Figure 8.3, previous studies found that budget problems are driven by politics, 

economics, budgetary institutions, human resources conditions, and corruption as well as 

anti-corruption programs (see Chapter 2). One main similarity of this thesis to other 

previous studies is that politics plays the most important role in shaping budget problems 

besides economics, budgetary institution, and human resources condition. As shown in 

Chapter 6, the overwhelming majority of respondents stated that politics was the main 

driver of budget problems. This is also common in other places as discussed in the existing 

literature. Nevertheless, the local contexts of this thesis shape the understanding of how 

politics drives budget problems across the three cases.  

This thesis found that disagreement among budget actors is the main political issue. Budget 

actors are fragmented among politicians in the local council, the executive leader, and 

bureaucracy members. Although the fragmentation at the institutional level is expected, the 

disagreement among the individual within parties or within institution is also high. This 

thesis argues that disagreement increases the number of budget actors and the costs of 

money politics. This is because money politics are the salient practices of candidates to win 

the general election.  The following sections discuss these political issues in more detail.   
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Figure 8.3 Budget problems and their causes 
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8.4.1 Money politics as the main driver of disagreement  

This thesis argues that instead of party ideology, money politics is the main driver of 

disagreement among budget actors during the local budget process. As discussed in Chapter 

3, several political conditions following decentralization in Indonesia, shape the local 

context of this thesis. Those contextual conditions are political liberalization, money 

politics, and the presidential system. Political liberalization has increased the number of 

political parties, but political liberalization has also increased political competition among 

candidates. Without a firm regulation and enforcement, this can lead to the practices of 

money politics.  

This thesis found that money politics are salient practices in general elections of the local 

council members and the executive leader, especially after the implementation of direct 

elections for the regent or the mayor. Aspinall and Sukmajati (2016, p. 2) described money 

politics in the 2014 legislative general election as the most massive, brutal, and capitalist. 

The salient practices of money politics are partly due to the failure of a government party’s 

financial system since the subsidies from the state to political parties was reduced in 2005 

(Mietzner 2012; Ufen 2008). Initially all political parties participated in the general election 

were given subsidies. The basis for the state subsidies were based on the number of 

politicians sitting in the local council. Therefore, the reduction of subsidies would 

encourage parties to not only raise revenue from legal donations and membership fees but 

also push hard for their candidate to sit in their local council (Mietzner 2012). As a 

consequence, the salient practices of money politics have become to the pragmatic 

approach of candidates to win the general election. Furthermore, the devolution of political 

power, fiscal power, and administrative power to local governments resulted in local 

politics becoming more attractive and competitive (Ufen 2008, p. 32). The direct impact is 
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increased political competition among candidates since more politicians seek new and more 

powerful positions at the local level, for achieving new social status, and new prestige 

(Hadiz 2003, p. 597). At the executive side, the introduction of direct elections for the 

regent or the mayor fails to eliminate the practices of money politics, instead it just shifts 

the locus of the money politics to a broader electorate and even increases the cost of money 

politics (Aspinall & Sukmajati 2016, p. 14). Money politics increases the cost of politicians 

to be in office and to remain in office. Money politics has made the primary function of 

political parties merely become a vehicle for individual politicians to have access to the 

financial resources and spoils of state power. This means political parties fail in undertaking 

their functions in aggregating and articulating public interests (Robison and Hadiz, 2004 in 

Ufen 2008). This findings is in line with previous studies in Indonesia which argue that 

politics in Indonesia are driven by the logic of money politics (Hadiz 2001, p. 119; 2003, 

p. 607; 2004c, p. 711; Hadiz & Robison 2005, p. 231; Ufen 2008, p. 25).  

This thesis argues that money politics drives political conflicts and disagreement among 

budget actors and leads to budget delays. Money politics, in terms of political promises and 

pork barreling, drives the political conflicts and disagreement between politicians in the 

local council and buraucracy over the legal clarity of the planning process. This is because 

the bureaucracy claims that the Musrenbang is the only formal deliberative planning 

process, while politicians claim that the Reses is the proper mechanism to collect the 

aspirations from the constituency. Politicians in the case studies preferred the Reses 

mechanism over the Musrenbang because they can exercise more political power in the 

Reses mechanism than in the Musrenbang. Though the proponents of the Musrenbang have 

a stronger legal basis as discussed in Section 6.4, the proponents of the Reses mechanism 

also have a sound legal basis, namely the Government Regulation No. 16/2010. To 
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overcome this dispute in the budgeting process, legal clarity from the court is called for, as 

in the Californian case (Yi Lu & Chen 2016) where legal clarity from the court on the 

authority of the governor and the legislator, the budget lateness in California reduced (Yi 

Lu & Chen 2016).   

This thesis argues that money politics also drives political conflicts and disagreement 

between politicians in the local council and the bureaucracy due to the speculated abuse of 

powers in relation to the aspiration funds. This is because bureaucracy members speculated 

that some kickbacks were extracted from the aspiration funds activities. Furthermore, they 

speculated that those kickbacks were used to pay off the costs of money politics (vote 

buying) of the previous election and to finance the future election. The speculated abuse of 

powers drives bureaucrats to oppose the aspiration funds which then drives budget delays. 

For politicians, the high cost of money politics is their personal costs to be in office or to 

remain in office, which eventually leads to budget delays. In contrast, other studies in the 

USA state contexts found that high personal costs reduced the probability of budget delays 

(Andersen, Lassen & Nielsen 2012; Klarner, Phillips & Muckler 2010). According to those 

previous studies, personal cost meant the time spent for battling over the budget rather than 

financial costs of vote buying.  

This thesis argues that money politics, in terms of distributive spending and political 

promises, also drives political conflicts and disagreement between individual politicians in 

the local council and the regent or the mayor. Mostly the political conflicts and 

disagreement are about budget allocation for their respective aspiration funds. This is 

because each politician in the local council, as well as the regent or the mayor, tend to 

pursue the preferred projects of their constituents to avoid the political costs of not being 

re-elected in the next general election. For politicians, it is their electoral accountability to 
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pursue the preferred projects of their constituents, which subsequently can drive budget 

delays. This finding contradicts studies in the USA state context. Andersen, Lassen and 

Nielsen (2010, 2012)  and Klarner, Phillips and Muckler (2010, 2012) found that electoral 

accountability drove politicians to establish local budgets on time.   

The issue of money politics in terms of promises made in general elections is quite common 

in other countries as well. In different contexts, it is known as pork barreling or distributive 

spending (Samuels 2002). This thesis argues that money politics, in terms of distributive 

spending and political promises to bring the projects close to contituents (pork barreling), 

drives budget delays. This is because for bureaucrats, pork barelling means extracting 

public funds for the personal interests of politicians, thus bureaucrats tend to oppose pork 

barrel projects. Meanwhile politicians argue that pork barelling were just credit claiming 

for successfulness in bringing projects to their constituency. Chapter 3 shows that the issues 

of pork barrelling is not exclusive to Indonesia. For example, politicians in Brazil trade 

pork barrell projects for money, meaning successful pork barrel projects help politicians 

raise funds from the private sector that profit from pork barrel projects (Samuels 2002). 

Instead to budget delays, pork barrelling in Brazil leads to budget deficits because of 

permisive debt rules (Samuels 2002). The net public debt of Brazil in 2002 was 60.0% of 

GDP and remains high at 30.1% of GDP in 2015 (de Albuquerque 2012).  

The above discussion of this chapter argues that the main issue of politics that drive budget 

delays, according to the three case studies representing patterns of behavior in the 

Indonesian local government context, is the money politics. To overcome this budget 

problem, the Indonesian central government needs to implement policies to minimize the 

practices of money politics. First, the government must strengthen the party financing 

system by providing proper subsidies because money politics are partly due to the failure 
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of the government’s party financing system (Mietzner 2012; Ufen 2008). Concurrently, all 

political parties must be audited by the Supreme Audit Body (Badan Pemeriksa Keuangan 

– BPK) to improve their accountability and transparency. In addition, a proper reward and 

punishment mechanism can be designed and implemented for the misuse and misconduct 

of government subsidies. For example, the court could decide that a political party would 

not be allowed to participate in a general election if previous found guilty of government 

subsidy misuse and misconduct. Third, a semi-closed-list proportional representative 

system is proposed to replace the existing open-list proportional representative system. A 

semi-closed list proportional representative system means that the political parties decide 

the rank order of their candidates and make it public, and the people elects the political 

parties instead of candidates. These suggestions are expected to reduce the need of each 

candidate to opt for money politics to advertise themselves to the public in the election of 

the local council and the executive leaders. This thesis found that money politics practices 

are partly due to political competition among candidates even within the same political 

party (Ufen 2008). This political competition among local council candidates significantly 

increased following the implementation of a fully open-list proportional representative 

system (see sub Section 3.4.1). This increased political competition tends to drive 

candidates to cheat the competition by undertaking money politics practices. The current 

regulation on a fully open-list proportional representative system is stated in Law No. 

8/2012 Article 5 Point (1). Thus, to reduce political competition among candidates, this 

thesis proposes the Ministry of Home Affair to implement an alternative semi-closed-list 

proportional representative system by revising the Law No. 8/2012 on the General 

Election. A closed-list proportional representative system would improve the party 

cohesiveness and discipline, nevertheless, making public the list of candidates is expected 

to affect the preference of the people on which political parties to be elected. Third, the 
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high costs of money politics are also due to the implementation of direct election for the 

regent and the mayor (Ufen 2008). This is because the candidates bare a significantly higher 

cost under direct election than under the previous electoral system (elected by the local 

council). The regulation on direct election for the regent and the mayor is stated in Law 

No. 32/2004 Article 24 Point (5) (see sub Section 3.4.2). Thus, to reduce the practices of 

money politics, this thesis proposes that the regent or mayor should be elected by the local 

council, instead of being directly elected in a general election. If the local executive leader 

were to be elected by the local council, it may not eliminate the practice of money politics, 

but at least it would reduce the costs of a regent or mayor’s money politics.  However, it is 

important to note that a closed-list proportional representative system reduces the freedom 

and option of the people to choose their candidates. This is because, the order of the list of 

the candidates is set up by the elites. It was argued that the introduction of direct elections 

for the executive leaders has potential effect to enhance the accountability of the candidates 

and empowering the electorate (Mietzner 2010, p. 174). Nevertheless, this argument seems 

to be difficult to realize. 

8.4.2 Disagreement at individual level and party level  

This thesis found that disagreement among budget actors take place at the individual level, 

party level as well as at the institutional level. At the individual level, disagreement 

increases by the number of budget actors and the bargaining over economic and financial 

resources. The bargaining is among individual politicians in the local council, the regent or 

the mayor, and the bureaucracy. At the surface, the bargaining over economic and financial 

resources is driven by disputes over the planning process, the budget allocations, and the 

abuse of powers. However, this thesis argues that the bargaining over economic and 

financial resources in fact is driven by the money politics. This is because the disputes over 
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the planning process, the budget allocations, and the abuse of powers can be traced back to 

the money politics practices of the politicians. Money politics practices include patronage 

and clientelism (Aspinall & Sukmajati 2016). Patronage means a divisible benefit that 

politicians distribute to individual voters, campaign workers, or contributors in exchange 

for political support (Aspinall & Sukmajati 2016). This thesis found vote buying is a 

common practice of patronage. While clientelism means a personalistic relationship of 

power within which a material benefit is exchanged for political support (Aspinall & 

Sukmajati 2016). This thesis found that the distribution of the aspiration funds (which is 

basically pork barreling) is a common practice of clientelism. All the practices of patronage 

and clientelism eventually drive the bargaining over economic and financial resources. The 

bargaining increases political conflicts among individual budget actors. As political 

conflicts increase, the consensus on the local budget is also more difficult to achieve and 

leads to budget delays.  

This thesis argues that political rivalry approaching a general election is the second aspect 

of politics that shape disagreement among budget actors. This is especially real when the 

incumbent is head to head with candidates from the local council or the bureaucracy. This 

is because approaching a general election year, budgeting becomes the arena of political 

battle among candidates for the position of regent or mayor. Each candidate utilizes local 

budget issues to discredit and strike the opponent, such as, by revealing the corruption cases 

or any other cases that have negative impacts to the opponent. In addition, each candidate 

also attempts to get access to public money for his or her benefits, and at the same time 

limit the access of the opponent. This political rivalry approaching a general election year 

increases disagreement among budget actors and leads to budget delays. This finding 

contradicts previous studies that found budget delays were avoided nearer to an election 
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year because budget delays reduce the credibility of the candidate who is considered as the 

culprit or the cause of the delays (Andersen, Lassen & Nielsen 2010, p. 5; Klarner, Phillips 

& Muckler 2010, p. 8; 2012, p. 995), (see Chapter 2). 

This thesis argues that the third aspect of politics to shape disagreement is bad political 

communications (Subechan, Hanafi & Haryono 2014). Bad political communication is 

poor oral communication and even more so regarding poor attitudes. Bad political 

communication covers unwillingness to attend, to talk, to listen, to understand, and to 

accommodate other people’s views and intentions. For example, the absence of a key 

person in the budget discussion is understood as bad political communication and the 

unwillingness to attend budget meetings shows arrogance and disrespectful behavior. Bad 

political communication also covers imposing wills and being uncooperative with others. 

Bad political communication increases disagreement and leads to budget delays.  

At the party level, this thesis found that the increased number of different political parties 

in the local council also drives fragmentation of the council. Budget actors in the local 

councils are fragmented among different political parties. Again, disagreements among 

political parties is basically driven by money politics and personal interests instead of party 

ideology. It is because most political parties suffer from financial problems after the cut in 

state subsidies in 2005 so that parties have intensified their efforts to exploit public funds 

as an alternative source of income (Mietzner 2007). This thesis argues that political 

liberalization succeeds in increasing the number of political parties, but those political 

parties fail in undertaking the aggregating and articulating functions. Political 

liberalization, which took place in 1999, significantly changed the structure of power in 

Indonesia marked by a dramatic increase in the number of political parties. The number of 

political parties increased from three political parties to one hundred and forty-one political 
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parties (see Chapter 3). Those political parties have participated in the general election both 

at national and sub-national levels. Subsequently, local councils consist of many different 

political parties. Those political parties in the local council participate in the budgeting 

process. Instead of driven by party ideology, the budgeting process is usually driven by 

money politics and personal interests among politicians. This is because most political 

parties fail in undertaking the aggregating and articulating functions (Robison and Hadiz, 

2004 in Ufen 2008). As a result, local budgeting is currently more challenging which can 

eventually lead to budget delays.  

Political liberalization has also happened in other developing countries. For example, 

Heller (2001) studied the politics of democratic decentralization in Kerala state of India, 

South Africa, and Porto Alegre city of Brazil. Heller (2001) found that the new political 

parties in those three cases were successful in carrying out the aggregating and articulating 

functions, marked by the presence of strong labor federations and influential left-to-center 

political parties. This is because those political parties showed high levels of organizational 

capacity and cohesiveness (Heller 2001). In the context of developed countries, political 

parties are generally able to carry out the aggregating and articulating functions. Lijphart 

(1969) argued that the best aggregators are parties in a two-party system like the Anglo-

American democracies. Nevertheless, Lijphart (1969) also acknowledges that the larger the 

number and the smaller the size of the parties in a system, the less effective the parties are 

in performing the aggregation function, such as in Continental Europe. Thus, the 

effectiveness of aggregating function links to the small number of political parties, the size 

of the political parties in a system, organizational capacity, and cohesiveness of political 

party.   
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Indonesian scholars did acknowledge differences in party ideology between nationalist-

secular and religious orientation (Liddle & Mujani 2007). At present it seems that political 

parties are still not yet able to connect party ideology and budgeting. Political parties need 

to translate their party ideologies into budget allocations. Research participants tended to 

say that different parties naturally have different interests in budgeting regardless of their 

ideology. Nevertheless, different parties are an important factor when the executive leader 

comes from a different political party to the chairman or the majority of the local council. 

Budget enactment tends to be delayed in that situation.   

This finding is in line with party polarization hypothesis (Cummins 2010, 2012; Jones 

2001). High party polarization was argued to cause legislative gridlock and budget delays 

due to compromise being extremely difficult (Cummins 2010, 2012; Jones 2001). Previous 

studies defined party polarization as the ideological spread between parties so that parties 

occupy different ends of the ideological continuum and have distinct preferences 

(Cummins 2010, 2012; Jones 2001). More recent studies found that the combined presence 

of divided government and polarization increases legislative gridlock due to inter and intra 

institutional conflicts (Hughes & Carlson 2015; Kistner 2015, p. 15). However, as 

mentioned in Chapter 2, party polarization hypothesis is underpinned by a basic assumption 

of differences in party ideology. Thus, polarization discussed in the previous studies is 

driven by ideological differences among parties. In contrast, this thesis found that 

disagreement among budget actors is not driven by party ideology. Disagreement is mainly 

driven by the cost of money politics. Secondary to the cost of money politics, disagreement 

is also driven by political rivalry, and bad political communication.   
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8.4.3 Disagreement at the institutional level 

Divided government has often become the reason for budget problems, especially budget 

delays, in the existing literature (Andersen, Lassen & Nielsen 2012, 2014; Cummins 2010, 

2012; Fowler & Rudnik 2015; Klarner, Phillips & Muckler 2010, 2012; Meyers 1997; 

Speer 2016; Yi Lu & Chen 2016). Budgeting is traditionally understood as a contest 

between the executive and the legislature. In contrast, this thesis argues that the executive 

is also fragmented between the executive leader and the bureaucracy. This thesis identified 

three fragmented groups of budget actors in the three cases respectively. The legislature, 

the executive leader, and the bureaucracy are not just a representation of the separation of 

power, but they are fragmented. Disagreement and conflict of interests among the 

legislature, the executive leader, and the bureaucracy derail the budget process and lead to 

budget delays. Within the executive branch, the executive leader and the bureaucracy have 

different interests over financial resources.  

There are several factors that differentiate the bureaucracy from the executive leader. As 

mentioned in Chapter 3, since 2005 the executive leaders (the regents and the mayor) are 

directly elected by the public separately from the local council, while the bureaucrats are 

not elected by the public and often not appointed by the regent or the mayor. The 

bureaucracy has its own rules and regulations for putting its members in positions which 

are totally different from the elected politicians and the regent or the mayor. The 

bureaucracy has no specific constituency interests to pursue in budgeting, unlike the regent 

or the mayor. The bureaucracy also tends to be more procedural, and more inclined to 

follow the normative procedures of local budgeting than politicians. Those factors make 

the bureaucracy different from the executive leader in budgeting. Both the bureaucracy and 

the executive leader have different interests over the local budget proposals. The practices 
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of patronage and clientelism drive the executive leader to pursue the Aspiration Funds for 

their constituency as well as to pursue their personal interests. On the other hand, 

bureaucracy members were aware of the risks of being involved in corrupt practices in 

relation to those Aspiration Funds and personal interests. Thus, the bureaucracy members 

tend to reject those budget proposals from the executive leader especially in relation to the 

Aspiration Funds and personal interests. Thus, the budget negotiation within the executive 

takes time and can lead to delays in the submission of the budget proposal to the legislature. 

In line with this issue, existing literature also suggests different key values between 

politicians and bureaucracy.  For example, Lacasse (quoted in Norton & Elson 2002, p. 13) 

argued that:  

“Stability, clarity and carefully planned and costed changes constitute key values 

for the budget office, and lie at the heart of its modus operandi, being embraced 

by the people who run it… The policy center, on the other hand, is where the 

demands for policy changes …“  

Another factor that can differentiate the bureaucracy and politicians in budgeting is 

bureaucracy profits (Fozzard 2001). Bureaucracy profits are defined as the personal goals 

of the bureaucracy in budgeting to maximize the allocation for salaries, office, public 

reputation, and the potential for patronage (Fozzard 2001, p. 36). It is because while 

politicians have a crucial role in deciding budget allocations, the bureaucracy also play a 

crucial role in transforming these allocations into budgetary outcomes. In doing so, the 

bureaucracy will pursue their own interests such as salaries, office, public reputation, and 

the potential for patronage. It is because those budget allocations are in the control of the 

bureaucracy. The bureaucracy profit is important because the existing salary expenditures 

of the three local governments studied, were about forty-five to seventy five percent of the 

total expenditure. This bureaucratic profit is not explicitly mentioned by research 

participants, but it is also likely to drive disagreement.  
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It is also worth noting that the combination of a ‘presidential’ and a multi-party system was 

argued as a difficult combination (Mainwaring 1993). By implementing a direct election 

for the executive leader who then serves in office for a fix term, the local governments 

currently have a ‘presidential’ system. This combination is more likely to produce 

executive-legislative deadlock, ideological polarization, and difficulties in building and 

maintaining interparty coalitions (Mainwaring 1993, p. 200). Thus, this thesis found that 

there are three main groups of local budget actors. Those are elected politicians in the local 

council as the legislature, elected politicians in the executive (the regent or the mayor), and 

appointed civil servants in the executive as the bureaucracy. These local contexts shape the 

experiences of budget problems of local governments in Indonesia.  

8.4.4 Veto players in budget delays 

This thesis has shown how disagreement in various levels could cause budget delays and 

argues that these delays can be explained by veto player theorem. Those three groups of 

budget actors mentioned above, are basically institutional veto players (Tsebelis 1995, 

1999, 2000, 2002; Tsebelis & Chang 2004; Volkerink & de Haan 2001). A veto player is 

an “individual or collective decision maker whose agreement is required for a policy 

decision” (Tsebelis 1995, p. 295; 2000, p. 442).  As mentioned in Chapter 3, the laws say 

that the local budget documents are prepared by the bureaucracy to be submitted and 

approved by the regent or the mayor. Thus, both the bureaucracy and the regent or the 

mayor must agree on the budget documents. This means both the bureaucracy and the 

regent (or the mayor) are institutional veto players. Furthermore, the laws also state that 

the local budget documents must be jointly agreed on by the local council and the regent 

or the mayor. This means that both the local council and the executive leader are 

institutional veto players.  
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The local council itself consists of many different political parties. Those political parties 

are also potential veto players, especially for those political parties with strong party 

discipline and loyalty. Those political parties are able to direct their members to agree or 

disagree with a proposed local budget draft. Moreover, research participants of this thesis 

also pointed out that each individual politician in the local council is a potential veto player. 

Thus, the number of veto players in the context of in this research on Indonesian local 

government is much more than the number of veto players in the Australian context as 

discussed in Chapter 2. It is because all politicians in the local council are members of the 

budget review commissions as mentioned in Chapter 3. In the budget review commission 

sessions, the budget proposals are scrutinized and approved for specific local departments 

which puts each individual politician in the local council as a potential veto player. This 

could happen when political parties have low discipline and party loyalty. Low discipline 

and party loyalty drive individual politicians to pursue their personal interests out of the 

party line.  Again, the cost of money politics drives politicians away from party line policy 

and a politician can become a new veto player out of line from party policy direction. It is 

somewhat contradicted with the concept of veto player of Tsebelis (1995). According to 

Tsebelis, high party discipline and loyalty increases cohesiveness, and thus increases 

polarization among veto players because the driver of polarization is party ideology. 

Meanwhile, this thesis found that low party discipline and loyalty increase disagreement 

among budget actors, when disagreement among budget actors is driven by the cost of 

money politics. Thus, institutional disagreement is found to be more unpredictable in this 

study due to politicians not being bound by party ideology.     

At the institutional level, this thesis found that institutional disagreement among the 

executive leader, the local council, and the bureaucracy in the three districts of Indonesia 
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has led to budget enactment delays, as shown in Figure 8.4. This finding is in line with the 

divided government hypothesis (Andersen, Lassen & Nielsen 2012, 2014; Cummins 2010, 

2012; Kartiko 2012; Yi Lu & Chen 2016). Proponents of the divided government 

hypothesis argue that budget stalemates, gridlock, and delays are expected to be longer and 

more frequent during divided government than during unified government. They argue that 

discrepancies on policy preferences among budget actors are more likely to occur during 

divided government than during unified government. However, the same proponents did 

not further explain why those discrepancies were more likely to occur.   

This findings on the institutional disagreement is also in line with the Veto Player Theory 

(Tsebelis 1995, 1999, 2000, 2002; Tsebelis & Chang 2004). Veto player theory argues that 

an increase in the number of veto players and their distance from one another reduces the 

ability of government and parliament to produce significant laws (Tsebelis 1999, p. 591). 

In this thesis, an increase in the number of budget actors and the distance among budget 

actors drove budget delays. However, the distance among veto players, according to the 

veto player theory, is due to ideological differences. In contrast, this thesis found that the 

distance among budget actors is mainly driven by the cost of money politics, political 

rivalry, and political communication.  
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Figure 8.4 Main budget actors in the three Indonesian local government case studies 
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In addition, this thesis also found that a dynamic institutional disagreement between the 

executive leader and the political parties exists during a five-year term in office. A 

supporting party in a general election may become an opposing party after some period in 

a governing coalition. This dynamic institutional disagreement increases the challenges of 

local budgeting. This finding is novel, compared with the findings in the existing literature. 

 Non-political Issues Causing Budget Problems  

The political issues are found to be the main problem but in Indonesian local government 

there are other issues that are not political and can derail the government budget process 

as shown in Figure 8.3. This includes rigid and complicated budgetary administration, 

uncertainty of budget revenues, fears and worries of corruption cases, and human resources 

conditions. These will be discussed in the following section in more detail.  

 

8.5.1 Rigid and complicated budgetary administration 

This thesis argues that one of the non-political factors that delays budget execution and 

leads to underspending of budget appropriations is the budgetary institution, more 

specifically the rigid and complicated budget administrations (Lewis & Oosterman 2009, 

2011). Appendix 2.1, Appendix 7.1, Appendix 7.2 and Appendix 7.3 show different levels 

of rigidity of budget documents among the Australian Capital Territory, the Indonesian 

local governments and the Indonesian central government respectively. Among those three 

budget administration documents, the ACT budget document provides the most flexibility 

to execute their budget because it focuses on outcomes and the amount of expenditure is 

stated in total. In contrast, the Indonesian local budget document is the most rigid and 

complicated. It is because in addition to the requirement to state performance indicators, 
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the expenditures are required to be stated and broken down into five very detailed levels 

(8 digits), and the activity is stated in narrow categories. This local budget administration 

follows the Ministry of Home Affairs decrees. The latest regulations on local budget 

administration is the Ministry of Home Affair Decree No. 21/2011 (see sub Section 3.4.1). 

Meanwhile the Indonesian central budget document is less rigid or complicated as though 

performance indicators are required to be stated, the expenditures are stated and broken 

down into one level only (two digits), and the activity is stated in broader categories. The 

budget administration of the Indonesian central government follows the Ministry of 

Finance decrees. 

Some bureaucratic participants pointed out three consequences of the rigid and 

complicated budget administration. Those are complicated budget execution documents, a 

complicated budget execution process, and inability to respond to subsequent needs and 

events following the budget enactment date. It is surprising that even bureaucratic 

participants raise this issue. As mentioned in sub Section 8.4.3, the bureaucracy  normally 

prefers “stability, clarity, carefully planned and costed changes” (Lacasse 1996 p.36 quoted 

in Norton & Elson 2002, p. 13). Therefore, raising rigid and complicated budget 

administration issues means the local government budget administration is frustrating.  

This finding is in line with a previous study by Lewis and Oosterman (2009, 2011). Budget 

administration of local governments in Indonesia is very rigid and complicated. It is 

because local governments are required by regulations to prepare very detailed budget 

expenditure proposals by type (or object) and by function to be approved by local councils 

(Lewis & Oosterman 2009, p. 43). Moreover, local governments are not allowed to spend 

more than the limits imposed by budget ceilings or reallocate proposed expenditure without 

council approval (Lewis & Oosterman 2009, p. 43). A similar problem is also experienced 
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by the Indonesian central government (Blöndal, Hawkesworth & Choi 2009, p. 11). Highly 

specified procurement regulations make budget execution a cumbersome process that leads 

to budget underspending problems (Blöndal, Hawkesworth & Choi 2009, p. 11).  

This thesis argues that the rigid and complicated budget administration is mainly caused 

by the regulations on the local budget administration. As discussed in Chapter 3, the 

budgetary reforms complicate the local government budget administration not only due to 

the introduction of new budgetary techniques but also due to the contradictions among 

regulations. Law 17/2003 on State Finance, introduces new budgetary techniques, such as 

performance-based budgeting, unified budgeting, and public-sector accounting, as part of 

new public management. However, some lower level regulations contradict the Law 

17/2003. For example, the Ministry of Home Affairs Decrees No. 29/2002, 13/2006, and 

21/2011, maintain the very detailed traditional line items budgeting. Traditional line items 

budgeting means its content in the form of line-items, cash as the unit of measurement, and 

an annual (repeated yearly) and incremental (departing marginally from the year before) in 

preparation (Wildavsky 1978). The very detailed line items budgeting has caused local 

public officials to focus on budget procedures rather than the results. Indeed, the main 

financial accountability report in Indonesia is the budget realization report (Laporan 

Realisasi Anggaran). This report basically juxtaposes the budgeted figures and the realized 

figures. The very detailed line items budget has also proven to cause underspending of 

budget appropriations. Underspending of budget appropriations not only suggests 

inefficient use of financial resources, but also causes concern about deficit problems of the 

central government budget (Lewis & Oosterman 2009, p. 28). To overcome this problem, 

the regulations on local finance should be reformed to reflect the spirit of new public 

management.   
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As discussed in Chapter 2, new public management concepts shift the focus of government 

from budget administration to budget management. This means public officials should be 

more concerned with and committed to achieving results rather than following budget 

procedures. This is done by providing public officials with more discretion on spending, 

but at the same time, requiring them to have more responsibility for achieving performance 

targets (Zapico-Goni 1997, p. 71). This thesis proposes that the Indonesian government 

undertake budgetary reforms with the aim to shift the focus of public officials’ 

accountability from inputs to results. Table 8.1 presents the basic idea of this budgetary 

reform. Table 8.1 shows three budgetary institution conditions. The red color at the bottom 

represents the existing conditions of local government budget administration in Indonesia. 

It is characterized by very a detailed statement of inputs in the planning documents, budget 

document, execution documents, and reporting documents. Meanwhile, the result 

statements are unclear in all those budgetary stages. This budgetary administration has led 

local public officials to focus on complying with budgetary procedures and input 

classifications. In turn, the accountability focus of local public officials is on inputs 

utilization rather than on results. The yellow color in the middle of Table 8.1 represents the 

budgetary institution in transition. It may represent the budgetary institution of the 

Indonesian central government. Inputs classification are stated in less detail, but the results 

statement is still unclear. This budgetary institution also leads accountability of the 

Indonesian central government on the inputs utilization rather than the results. The green 

color at the top of Table 8.1, is the proposed budgetary reform. The inputs classifications 

are broadly stated in the planning documents, budgeting documents, and execution 

documents. The input statements may need to be detailed in reporting documents, for 

analysis purposes. Since the input is stated in broad category, it gives clear incentive to 

public officials, in terms of budget flexibility, during the budget execution stage. 
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Nevertheless, results are stated very clearly in the planning documents, budgeting 

documents, execution documents, and reporting documents. The budget realization report 

basically is then a comparison between the targeted results and the realized results. In 

addition, audits also focus on the results. By doing so, the public officials are directed 

toward achieving results rather than consuming inputs or money. This means the focus of 

accountability of government would be on results.  

Table 8.1 Budgetary reform: toward performance-based accountability 

 Planning Budgeting Executing Reporting Focus 
Accountability 

Stated Results Very Clear Very Clear Very Clear Very Clear 
Results 

Stated Inputs Broad Category Broad Category Broad Category Detailed 

Stated Results Unclear Unclear Unclear Unclear 
Inputs 

Stated Inputs Less Detailed Less Detailed Less Detailed Less Detailed 

Stated Results Unclear Unclear Unclear Unclear 
Inputs 

Stated Inputs Very Detailed Very Detailed Very Detailed Very Detailed 

8.5.2 The uncertainty of budget revenue 

This thesis argues that the fiscal gap and fiscal transfer challenges have also caused budget 

enactment delays in Bengkalis Regency and Singkawang City. Fiscal gap means the gap 

between the needs and the available funds for infrastructure development. The challenges 

exist because, in the three cases, the salary expenditures in general already account for 

about forty-five to seventy five percent of the total expenditure. The Musrenbang data 

shows that local governments are in huge need for infrastructure development funds, such 

as for roads, bridges, irrigation, sanitation, health infrastructure, and schools. Thus, local 

taxes and levies are unable to support these needs for infrastructure developments. As 

discussed in Chapter 3, both cities and regencies in Indonesia show low performance in 

collecting local taxes and levies. The contribution of local taxes to local budget is about 

less than five percent for regencies and seventeen percent for cities. This is because the 

type of local taxes and levies are not as potential as the central government taxes. 
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Nevertheless, some internal factors, namely human resource capacity, local laws on taxes 

and levies, and coordination problems, also cause low collection of local taxes. Those three 

conditions cause local governments to be dependent on fiscal transfers from the central 

government. However, unclear information on fiscal transfers during budget preparation 

have made the local budget process more challenging, especially when the national 

economy experienced a down turn, affecting the allocations of fiscal transfers. It is unclear 

because at the same time the central government is preparing the national budget including 

the fiscal transfers. The fiscal gap, combined with high dependence on fiscal transfers and 

unclear information on fiscal transfers increase the bargaining over the resource scarcity 

among budget actors. All those factors eventually lead to budget enactment delays. 

This finding links to other studies in different context. Cummins (2010, p. 8) argues that 

revenue volatility in terms of personal income tax creates shock for the budgeting process 

and increases the probability of budget delays in California. A shock to fiscal climate 

increases the probability of budget delays (Andersen, Lassen & Nielsen 2012, p. 16; 2014, 

p. 29). Fowler and Rudnik (2015, p. 14) found that changes in revenue, expenditures, and 

debt are the strongest economic variables to cause budget delays. Their finding is 

somewhat in line with this thesis in the sense that the bargaining over limited resources 

drives budget delays. However, the difference is that resource scarcity in the context of 

local government in Indonesia is mainly due to fiscal transfers from the central 

government, instead of local tax collections. This means in the Indonesian case, the impact 

of the economic conditions to the local budget is transferred indirectly through the fiscal 

transfers, as discussed in Chapter 2.   
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This thesis also argues that difficulty in cash flow management drives budget execution 

problems. The combined impact of high dependency on revenue sharing, unpredictable 

revenue sharing, and un-achieved central government revenue drive cash flow 

management problems. This difficulty in cash management challenges budget execution 

and leads to underspent budget appropriations. For example, in this research, the Bengkalis 

Regency is highly dependent on revenue sharing (DBH). In 2015, about eighty-five percent 

of the total revenue came from revenue sharing. In addition, revenue sharing is more 

unpredictable compared to the General Allocation Fund (DAU). It is because revenue 

sharing funds are transferred to local governments’ accounts based on the actual revenue 

of the central government, while the General Allocation fund is transferred to local 

governments’ account based on a fixed allocation. Moreover, the Bengkalis government 

must allocate about forty percent of its revenue for local government salaries. The 

uncertainty about the transfer payment of revenue sharing funds has caused the Bengkalis 

government doubt to execute their budget and to spend the money. This in turn has led to 

budget execution delays and underspending of budget appropriations. For example, in 

December 2015, when the central government decided not to transfer the last portion of 

the revenue sharing funds, the Bengkalis government had no available money to pay some 

contracted projects. Again, it shows that the impact of macro economy on the local budget 

is transferred through fiscal transfers. The macro economy indirectly affects local budget.  

This thesis argues that the burden of economic shocks experienced by the central 

government should to be shared with sub-national governments. Large fiscal transfers are 

argued to have a delinking effect of local government expenditure with local economic 

prosperity, meaning local officials tend to ignore the financial consequences of their 

decisions on local economy (Jin, Qian & Weingast 2005). It is expected that sharing the 

tel:2005
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burden of economic shocks will minimize the delinking effect of large fiscal transfers. 

Sharing the burden of economic shock is expected to increase fiscal responsibility of sub-

national governments. Sub-national governments are expected be more aware of the macro 

economic conditions. This thesis proposes that the allocation of fiscal transfers, except for 

the General Allocation funds (DAU), can be adjusted to the actual revenue of the central 

government. Nevertheless, to minimize the negative impact of this transfer mechanism, the 

fiscal relationship between the central and sub-national governments need to be improved. 

The central government needs to develop a more transparent, accountable and closer 

relationship with the sub-national governments. By doing so, trust and partnership between 

the central and sub-national government can be built in facing the economic challenges. 

8.5.3 The notions of fears and worries of corruption  

This thesis argues that fears and worries of corruption have caused budget execution delays 

and underspending of budget appropriations.  The perceived fears and worries are due to 

some excessive law enforcement efforts, criminalization, imbalanced positions, and 

ongoing and previous corruption cases involving key persons in the local governments. 

The law enforcement effort is considered excessive by the participants because all public 

complaints are followed up with investigations by the law enforcement officers. This could 

be a normal procedure, but the case study participants also complained about 

criminalization where law enforcement officers processed and treated all public complaints 

under the Criminal Law without considering the ladder of authority in the bureaucracy. In 

this situation, the participants argued, there is an imbalance of powers since the law 

enforcement officers act as if they have higher power and authority compared to local 

government staff. Therefore, it is almost impossible for the local government staff to 

defend themselves in the court of law. This is especially true when the corruption case 
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involves the executive top leader; the fears and worries increase because the risks of lower 

level bureaucracy members being prosecuted also increases. Fears and worries are 

particularly experienced by the bureaucracy because they assume full responsibility for 

budget executions.  The fears and worries are particularly related to the aspiration funds 

due to the un-procedural process. 

The heavy-handed approach that has been complained about by the local government staff 

is not without reason. As discussed in Chapter 3, corruption is a big issue in Indonesia.  

Corruption in Indonesia is a cancer (King 2000), and is driven by economic factors, 

political factors, cultural and religious factors (King 2000; Mietzner 2007; Singgih 2012). 

Decentralization was hoped to curb  corruption by balancing power, but this hope appears 

to be failing (Singgih 2012, p. 312). In fact, as Hadiz (2004c, p. 711) argued, 

decentralization in Indonesia is characterized by the emergence of new patterns of 

corruption. In addition, this thesis found that the decentralized corruption involving local 

politicians is driven by the costs of money politics. In seeking the efforts to curb corruption, 

however, the anti-corruption programs have had some side effects on local budgeting.   

This notion of corruption fears that hamper the budget process, supports previous studies 

undertaken in Indonesia at the sub-national government level by Lewis and Oosterman 

(2009) and at the central government level by Blöndal, Hawkesworth and Choi (2009). 

They found that officials were reluctant to serve in procurement committees because 

procurement had been identified as high risk for corruption with stiff penalties established 

for offenders. Furthermore, they argued that this anti-corruption effort had negative 

impacts on public infrastructure investment, causing underspending of budget 

appropriations and fiscal slack. The literature review in Chapter 2 indicates that curbing 

corruption has a low negative impact when both preventive and curative actions are 
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undertaken. The preventive actions include strengthening the structures, strengthening the 

process, and assigning competence and well-motivated people (Waldersee 2012). At the 

same time, the curative actions should be undertaken by an independent anti-corruption 

commission which continuously undertakes robust anti-corruption efforts through 

investigation (David 2010). Reflecting the on the case in New South Wales, Australia, both 

preventive and curative anti-corruption efforts should be undertaken in Indonesia. 

8.5.4 Human resources 

This thesis argues that the limited capacity of politicians, low commitment and discipline 

of politicians and the executive leader, as well as low commitment, discipline and work 

ethic of the bureaucracy drive budget enactment delays. This thesis found that limited 

capacity of politicians and the executive leaders as well as the bureaucracy is mainly due 

to bad practices of recruitment and lack of training. In addition, low commitment and 

indiscipline of politicians and the executive leaders were mainly due to unassertive and 

unspecific previous sanctions for budget delays. Meanwhile, low commitment and 

indiscipline of the bureaucracy are due to little supervision and control from the leaders.  

In Singkawang City, low commitment and indiscipline of the bureaucracy are also due to 

side effects of an improper single incentive. A single incentive means all bureaucracy 

members receive an incentive payment on top of their basic salary and they are not allowed 

to receive any other payment in relation to their jobs such as project honorarium. All 

bureaucracy members at the same level position receive the same amount of incentive 

payment. This single incentive is criticized to be unfair because it does not consider 

different workload and job risk. Some participants argued that the implementation of a 

single incentive eventually has negative impacts on the overall performance of the 

bureaucracy.  
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This finding is in line with previous studies in Indonesia. At the local government level, 

Subechan, Hanafi and Haryono (2014) found that unqualified people involving in local 

budgets had caused budget delays in Kudus regency. Subechan, Hanafi and Haryono 

(2014) also found a general lack of commitment of budget actors, however they did not 

elaborate on the factors that had driven this lack of commitment. At the national level, 

Blöndal, Hawkesworth and Choi (2009) found that the capacity of the Indonesian National 

Parliament members to review budget proposal was weak. They found this to be because 

of high turnover of the members, limited resources allocated, and insufficient specialized 

experts. Tjiptoherijanto (2007) argues that the Indonesian bureaucracy is badly in need of 

reform. The Indonesian bureaucracy is slow, lacks transparency, accountability, initiative, 

and is sometimes corrupt (Tjiptoherijanto 2007, p. 31). To some extent, this is a result of 

some problems in relation to recruitment, promotion, training, remuneration, and 

performance management (Turner, Imbaruddin & Sutiyono 2009). Nevertheless, other 

developing countries also experience these human resources challenges which lead to 

several governance problems (Olowu 2003).   
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This thesis found that the limited capacity, low commitment, indiscipline and weak work 

ethic drive budget execution delays and underspending of budget appropriations. In a 

previous study, a lack of capacity to plan, design and implement investment projects was 

argued to cause underspending of budget appropriations (Lewis & Oosterman 2009, 2011). 

It was found that limited capacity of the bureaucracy was due to bad practices of 

recruitment and promotion, lack of training, and job rotations. This finding is in line with 

previous studies on Indonesian local government (Lewis & Oosterman 2009, 2011; Turner, 

Imbaruddin & Sutiyono 2009). Turner, Imbaruddin and Sutiyono (2009, pp. 244-5) argue 

that the human resource management at the local government level in Indonesia has some 

problems with recruitment, promotion, training, remuneration, and performance 

management. More specifically, Blunt, Turner and Lindroth (2012) argue that corruption 

of basic human resource management functions and processes was widespread by 

patronage networks. However, those previous studies did not explain why such corruption 

practices still existed in the decentralization era. During the interview process of this thesis, 

participants were reluctant to discuss corruption in detail because it is a sensitive issue. 

Thus, this thesis suspects that any limited capacity of human resources may be due to 

corruption in recruitment and promotion. Again, local context, which is the economic 

crisis, decentralization, district fragmentation, and money politics, is a good reservoir to 

understand this phenomenon.  

 Summary 

This discussion shows the interrelated budget problems experienced by the three cases 

studied which have not commonly been discussed in previous studies. Although all these 

causes are similar to findings discussed in the literature review, the Indonesian local 

government context shapes the local government budget problems and their causes. In the 
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Indonesian context, politics play the most important role in causing budget problems. This 

thesis argues that money politics drives disagreement among budget actors which then lead 

to budget problems. At the institutional level, this thesis found that institutional 

disagreement among the executive leader, the local council, and the bureaucracy leads to 

budget enactment delays. In addition, a dynamic institutional disagreement between the 

executive leader and the political parties in the local council can exists during a five-year 

term in office. Again, money politics practices in terms of patronage and clientelism are 

the main driver of disagreement at the institutional level. In contrast, previous studies argue 

that divided government and party polarization driven by party ideology between the 

executive and the legislature leads to budget delays. In addition to politics, this thesis found 

that the existing regulations on the local budget itself are also the problem. The very 

detailed line items budgeting, as mandated in the existing regulations, have caused local 

public officials to focus on budget procedures rather than the results. This thesis proposes 

that the Indonesian government undertakes budgetary reforms to shift the focus of public 

officials’ accountability from inputs to results. Besides those problems, there are also 

problems related to cash flow, fears of corruption, and human resources.  
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CHAPTER 9  

  CONCLUSION  
 

 

 Summary of the Study 

This thesis looked at budget problems as experienced by three local governments in 

Indonesia. A budget problem is defined as a matter or situation pertaining to a budget, 

regarded as unwelcome or harmful and needing to be dealt with and overcome. The thesis 

employed multiple case studies to enable an in-depth understanding of a relatively bounded 

phenomenon. This thesis purposively selected three local governments in Indonesia as case 

studies that showed a history of budget problems and the potential for future budget 

problems, which are Blora Regency of the Central Java Province, Bengkalis Regency of 

the Riau Province, and Singkawang City of the West Kalimantan Province. The three cases 

studied provide a unique context to study budget problems because of their specific 

conditions in terms of politics, budgetary institutions, economics, corruption, and human 

resources. Even though some other local governments in Indonesia might experience 

similar budget problems, since this thesis is a case study, the findings of this thesis may 

not represent the whole population.  

Underpinned by a constructivism-interpretivism research paradigm, the ontological stance 

of this thesis is relativism which then informs the interpretivism epistemology. The 

methodology of inquiry is dialectical, in which the investigator closely interacts with 

participants so that individual constructions can be elicited and refined. Semi-structured 

interviews were the main data collection method, corroborated with document analyses to 

elicit the subjective meanings of budget problems. This study collected qualitative data, 
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thus a qualitative thematic data analysis was utilized in this study to identify themes, 

categories and classifications from the qualitative data. The emerging themes were then 

triangulated with document analysis. A further cross analysis was to look for differences 

among different groups of participants and different cases. Lastly, the findings of this thesis 

were also compared with the practices around the world or within the existing body of 

literature to determine the similarities and differences. 

The purpose of this study was to explore budget problems and the causes of those budget 

problems suffered by the three local governments in Indonesia. This thesis presented two 

research questions: What budget problems are experienced by the three cases of local 

governments in Indonesia? and What are the causes of those local budget problems? This 

thesis has found that there were similar budget problems among the three cases studied. 

The three cases suffered from the interrelated budget problems of budget enactment delays, 

budget execution delays, and underspending of budget appropriations. Those interrelated 

budget problems may not be a specific issue for these three cases but those budget problems 

have rarely been strongly linked in previous studies. These persistent interrelated budget 

problems have negative impacts on government activities, internal administration, as well 

as socio-economics.   

In relation to the second research question, this thesis has found that politics were the main 

driver of budget problems. Money politics drove disagreement among budget actors which 

in turn led to budget enactment delays. Money politics led to questionable behaviors of 

individual politicians in the local council and the executive leader toward local budget 

resources. In addition, this thesis has found that rigid and complicated budget 

administration, the notions of fears and worries of corruption, uncertainty of budget 
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revenues, and human resource conditions also drove budget problems. In general, the 

findings of this thesis are shaped by the local Indonesian contexts.  

 Main Findings  

This section presents the main findings of this thesis by answering the two research 

questions posited in Chapter 1. Chapter 5 specifically addressed the first research question 

of: What budget problems are experienced by local governments in Indonesia? Chapter 6 

and Chapter 7 addressed the second research question of: What are the causes of those 

local budget problems? The following sections present the summary of Chapters 5, 6 and 7.   

9.2.1 Interrelated budget problems experienced by the three cases  

This thesis has found that the three local governments studied suffered from interrelated 

budget problems of budget enactment delays, budget execution delays, and underspending 

of budget appropriations, which then led to a substantial amount of ending balance. The 

interrelationship of budget problems may not be a specific issue found in Indonesian local 

governments, but previous studies have rarely linked these budget problems. The 

qualitative method of this thesis enabled the disclosure of the interrelation of those budget 

problems. Budget enactment delay was the main budget problem which was due to the 

budget preparation process in the executive and budget discussion process in the local 

council. Budget enactment delays then caused budget execution delays. Budget execution 

delays were worsened by the procurement problems as well as some intrinsic problems 

during budget execution of aspiration funds. These budget execution problems then caused 

underspending of budget appropriations which then tended to lead to a substantial amount 

of ending balances (see Chapter 5 and Chapter 8).   
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While deficit is a typical budget problem in developed countries, this thesis found that 

deficit was not perceived as a budget problem by research participants. This is because 

budget deficits in the three cases studied were generally financed by previous ending 

balances resulted from underspending of budget appropriations. This thesis also found that 

fiscal policy volatility was not viewed as a budget problem by research participants. 

Participants saw spending volatility in their budget as reflecting the need to respond to the 

changing conditions. Thus, spending volatility in the three cases was perceived as a normal 

condition (see Chapter 5 and Chapter 8).  

This thesis also reveals several reasons for those interrelated issues to be recognized as 

budget problems. This is because those interrelated issues have negative impacts on 

government activities, internal administration, and the social economy of the three cases 

studied. On government activities, this thesis found that budget enactment delays forced 

the three local governments to postpone the implementation of non-routine but crucial 

public service activities, such as capital projects and infrastructure developments, into the 

second semester or even into the last quarter of the fiscal year. The suspension in turn 

caused time constraint problems that hampered the implementation of hundreds of 

activities. The limited time to implement hundreds of activities then jeopardized the quality 

of outputs, produced unfinished outputs and un-implemented activities up until the end of 

the fiscal year. Thus, persistent budget problems jeopardized public service delivery in the 

three case studies, which goes against the main arguments for decentralization in 

Indonesia. On the internal administration, persistent budget problems caused indiscipline, 

low quality of budget administration, and a susceptibility to illegal activities by the 

bureaucracy. On social economy, persistent budget problems lowered employment and 

economic growth rates. Persistent budget problems also caused unimplemented local 
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government policies and activities related to basic education, health and public 

infrastructure. These in turn have negative impacts on the Human Development Index (see 

Chapter 5 and Chapter 8).    

9.2.2 Politics as the main driver of budget problems  

Like previous studies, this thesis found that politics played the most important role in 

shaping budget problems in a similar way in the three cases studied. This thesis found that 

disagreement among budget actors caused budget enactment delays. Budget actors were 

fragmented among individual politicians in the local council, the executive leader, and 

bureaucracy members. Money politics drove disagreement among those budget actors. 

Money politics in terms of vote buying led to questionable behavior of individual 

politicians in the local council and the executive leader toward local budget resources for 

personal interests. Money politics in terms of political promises tended to drive politicians 

and the executive leader to pursue the preferred projects of their respective constituents to 

avoid the political costs of not being re-elected in the next general election. This means 

money politics was found to be the main driver of budget enactment delays in the three 

cases studied (see Chapter 6 and Chapter 8).  

At the institutional level, budgeting is traditionally understood as the contest between the 

executive and the legislature. In contrast, this thesis found that it was institutional 

disagreement among the local council, the executive leader, and the bureaucracy that drove 

budget enactment delays. The local executive was found to be fragmented between the 

executive leader and the bureaucracy due to different interests toward local budget 

resources. In addition, this thesis also found a dynamic political coalition between the 
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executive leader and the political parties in the local council during a five-year term in 

office (see Chapter 6 and Chapter 8).  

9.2.3 Nonpolitical issues causing budget problems  

This thesis found that nonpolitical issues also drove budget problems in the three cases 

studied. First, this thesis found that rigid and complicated budget administrations delayed 

budget execution and led to underspending of budget appropriations. Budget documents 

and the budget execution process were perceived to be so rigid and complicated that the 

bureaucracy was unable to respond to the subsequent needs, events and changes following 

the budget enactment date. For example, expenditures and activities were stated in very 

detailed and narrow categories in which any small changes during budget execution were 

allowed only after budget revision was approved by the local council. This means the focus 

of budget administration is on input and process instead of on results. This thesis argues 

that the rigid and complicated budget administration was mainly due to the regulations on 

the local budget administration. The budgetary reforms initiated by the central government 

introduced new public management concepts as well as new budgetary techniques, but 

some lower level regulations were out of line and contradicted the law (see Chapter 7 and 

Chapter 8). 

Second, this thesis found that the notions of fears and worries of corruption, as perceived 

by the local government bureaucrats also drove budget execution problems. It is because 

the bureaucrats are assumed to take full responsibility for budget executions. Looking at 

the three cases studied, corruption was still a major issue even after decentralization. Some 

bureaucratic respondents pointed out that corruption involving politicians and the 

executive leader were driven by the cost of money politics. The notions of fears and worries 
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perceived by the bureaucracy was also due to excessive law enforcement efforts, 

criminalization, imbalanced positions, and ongoing and previous corruption cases 

involving key persons in the local governments (see Chapter 7 and Chapter 8).  

Third, this thesis found that local budgets that are highly dependent on fiscal transfers from 

the central government can lead to budget problems. At the budget approval stage, 

uncertainty of the fiscal transfer allocation was pointed out as causing budget delays in 

Bengkalis Regency.  This is because fiscal transfers were the main financial sources for 

local budgets. Thus, uncertainty of fiscal transfers allocation especially during the 

economic shock of 1998 experienced throughout Asia increased the bargaining over the 

resource scarcity among budget actors and eventually led to budget enactment delays. At 

the budget implementation stage, uncertainty of transfer payment of revenue sharing funds 

was identified as causing cash flow problems and budget execution delays in Bengkalis 

Regency. This is because the government of Bengkalis was in doubt about the availability 

of money to pay government projects even though they had a subtantial amount of previous 

ending balance. This thesis also reveals the opinion that the uncertaintly of transfer 

payment of revenue sharing funds was due to the challenges in macro-economic conditions 

suffered by the central government (see Chapter 7 and Chapter 8). 

Lastly, this thesis found that limited capacity in budgeting, low commitment, indiscipline, 

and weak work ethics of politicians and the executive leader led to budget enactment 

delays. On the bureaucracy side, this thesis also found that the limited number of people 

who have adequate knowledge in budgeting, low commitment, indiscipline, and weak 

work ethic led to budget execution problems. The limited capacity of human resources of 

the three local governments studied was mainly due to poor practices of recruitment, 

promotion, and lack of training. Meanwhile, the low commitment and indiscipline of 
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politicians and the executive leader was due to unassertive and unspecific previous 

sanctions for budget enactment delays. The low commitment, indiscipline and weak work 

ethic of the bureaucracy was due to little supervision or control from the leaders as well as 

improper financial incentives (see Chapter 7 and Chapter 8).  

 Contributions to Knowledge  

The overall contribution of this thesis is an understanding of budget problems and the 

causes of those budget problems experienced by three local governments in Indonesia. This 

study adds some information to reduce the literature gap of limited understanding of budget 

problems in developing countries at sub-national government level.  

Most of the findings in this thesis supported the results of previous studies on budget 

problems at sub-national government level (see Chapter 8). For example, this study 

supports that budget delay is a typical budget problem suffered by sub-national 

governments in developed and developing countries, more specifically in presidential 

systems (Andersen, Lassen & Nielsen 2010, 2012, 2014; Cummins 2010, 2012; Fowler & 

Rudnik 2015; Kartiko 2012; Klarner, Phillips & Muckler 2010, 2012; Speer 2016; 

Subechan, Hanafi & Haryono 2014; Yi Lu & Chen 2016). The findings indicate that a 

presidential system is more prone to budget delays than a parliamentary system. This is 

due to the different roles of the legislature in a presidential system and a parliamentary 

system.  Since the roles of the legislature in a presidential system are collegiate, thus the 

legislators are allowed to vote for amendments to the budget proposal. In contrast, the roles 

of the legislature in a parliamentary system are hierarchical, thus the legislators can usually 

only approve or reject the budget proposal (see sub Section 8.2.1). This opens further 

questions on the best role of legislature in the budget process. This study also confirms that 
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underspending of budget appropriations is another typical budget problem suffered by 

governments in developing countries (Coventry 2009; Lewis 2005; Lewis & Oosterman 

2009; Monsod 2016). This budget challenge seems to be more specific to sub-national 

governments in developing countries than sub-national governments in developed 

countries and therefore, needs further acknowledgement when discussing sub-national 

budget problems in developing countries. 

This study also supports that politics play the most important role in driving budget 

problems, in addition to economics, budgetary institutions, corruption and human 

resources conditions (Andersen, Lassen & Nielsen 2010, 2012, 2014; Cummins 2010, 

2012; Fowler & Rudnik 2015; Kartiko 2012; Klarner, Phillips & Muckler 2010, 2012; 

Speer 2016; Yi Lu & Chen 2016). Therefore, it is necessary to deal with those political and 

non-political conditions to overcome budget problems. For example, this study supports 

that a combination of a presidential system and a multi-party system, such as in Indonesian 

local governments, is a difficult combination (Liddle & Mujani 2006; Mainwaring 1993). 

This is because a multiparty presidential system is more likely to produce executive-

legislative deadlock, ideological polarization, and difficulties in building and maintaining 

interparty coalitions (see sub Section 8.4.3). Thus, these two political conditions of 

presidential systems and multi-party systems need to be dealt with to overcome budget 

problems.    

However, looking more closely at the causes of budget problems in the three cases, some 

findings of this study highlight differences between the results of studies in developed 

countries and developing countries (see Chapter 8). For example, this thesis found that 

money politics drove disagreement among budget actors which then led to budget 

enactment delays. In contrast, the existing literature focusing on developed countries 
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suggests that polarization causing budget delays is driven by party ideology (Cummins 

2010, 2012; Jones 2001; Kistner 2015; Speer 2016; Tsebelis 1995, 1999, 2000, 2002; 

Tsebelis & Chang 2004). This provides an understanding that politics in Indonesia is driven 

by the logic of money politics instead of party ideology. This also suggests that it is not 

possible to expect political parties in Indonesia to carry out the aggregating and articulating 

functions of community demand on the budget, especially if parties have no clear ideology 

that directs their demands on the budget. Thus, instead of utilizing party ideology, political 

candidates tended to utilize money politics to win the general election (see sub Section 

8.4.1) and this is likely to have a major impact on the budget process especially, with the 

existence of the aspiration fund in the context of Indonesian sub-national governments.  

At the institutional level, divided government in developed countries involving the 

executive and the legislative has been argued to cause legislative gridlocks and budget 

delays (Andersen, Lassen & Nielsen 2010, 2012, 2014; Cummins 2010, 2012; Fowler & 

Rudnik 2015; Kistner 2015; Klarner, Phillips & Muckler 2010, 2012; Speer 2016; Yi Lu 

& Chen 2016). In contrast, this thesis found that institutional disagreement among the local 

council, the executive leader, and the bureaucracy drove budget delays (see Chapter 8). 

This means more research is needed on the extent of the bureaucracy’s involvement in 

shaping the budgetary problems, in addition to the legislature and the executive leader.   

This thesis also highlights rigid and complicated budget administration as causing budget 

execution problems in the three cases.  This is due to the focus of budget administration 

being on input and process (see Chapter 8). In contrast, rigid and complicated budget 

administration is not an issue that leads to budget problems in developed countries. This is 

because new public management concepts in developed countries put the focus of budget 

administration on results instead of on input and process (see Chapter 2). The implication 
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of this study is that local budget administration, in terms of how the budget items are 

planned and recorded, need to be reformed.  

In addition, this thesis highlights that the impact of macro-economic conditions indirectly 

affects local budgets in the three cases studied, through fiscal transfers from the central 

government. This is because the design of fiscal decentralization has caused local 

governments to be highly dependent on fiscal transfers (see Chapter 8). The design of fiscal 

decentralization in Indonesia is similar to that of China’s (see Chapter 2). In contrast, extant 

studies focusing on developed countries, especially in the USA, showed that the impact of 

macro-economic changes directly affects state government budgets (Andersen, Lassen & 

Nielsen 2012, 2014; Cummins 2010; Fowler & Rudnik 2015). This is because taxes are 

the major sources of income of state governments instead of fiscal transfers (see Chapter 

2).  Therefore, macro-economic changes directly affect state government budgets in 

developed countries. In relation to this issue, the central government of Indonesia needs to 

develop a more transparent, accountable and closer fiscal relationship with the sub-national 

governments so that trust and partnerships between the central and sub-national 

governments can be built in coping with economic challenges (see sub Section 8.2.3).  

Lastly, this thesis highlights that the notion of fears and worries of corruption drove budget 

execution problem in the three cases studied, which supports the findings of the limited 

number of studies undertaken on Indonesian local governments (see Chapter 8). In 

contrast, curbing corruption has a low negative impact on budgeting in the New South 

Wales Government of Australia because of both preventive and curative actions being 

undertaken to curb the corruption (Waldersee 2012). Therefore, local governments should 

be more active in curbing corruption by taking preventive actions while law enforcement 

officers take more part in curative actions (see sub Section 8.5.3). 
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 Policy Recommendations 

This section presents the policy recommendations based on the findings and discussion in 

previous chapters. Mainly, the policy recommendations are to solve budget problems 

experienced by local governments by tackling the underlying causes at the fundamental 

level. The last policy recommendation is presented in relation to the national budget and 

sub-national budget due to the serious negative impacts of budget deficits.  

 

9.4.1 Minimizing the practice of money politics  

This thesis argues that disagreement among budget actors is the main political issue that 

drive budget delays. Budget actors are fragmented among individual politician in the local 

council, the executive leader, and the bureaucracy members. Instead of party ideology, 

disagreement among budget actors is mainly driven by money politics  (see Section 8.4). 

Thus, to overcome budget delays this thesis proposes to minimize the practice of money 

politics. 

The salient practices of money politics in Indonesia are partly due to the failure of a 

government party’s financing system following the reduction of state subsidies in 2005 

(see Section 8.4.1). Thus, the government, led by the Ministry of Law and Human Rights 

and the Ministry of Home Affairs, must strengthen the party financing system by providing 

proper subsidies to all political parties. Concurrently, all those political parties must be 

audited by the Supreme Audit Body (BPK) to improve their accountability and 

transparency. Then, the court can decide whether a political party will be allowed to 

participate in the general election if penalized for misconduct or misuse of government 

subsidies. The practices of money politics are also partly due to the current electoral system 
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increasing the political competition among candidates even within the same political party 

(see Section 8.4.1). This political competition among candidates of the local council 

members was mainly due to the implementation of a fully open-list proportional 

representative system as mandated by Law No.8/2012 Article 5 Point (1) (see Section 

8.4.1). To reduce political competition among candidates of the local council members, the 

implementation of a semi-closed-list proportional representative system is proposed. The 

Ministry of Home Affair and the Ministry of Law and Human Rights should revise the 

Law No. 8/2012 on the General Election. A closed-list electoral system is expected to 

improve the party cohesiveness and discipline, and at the same time, making the list of 

candidates public is expected to have an effect on the people’s preference for which 

political parties should be elected. In addition, the practices of money politics also 

increased due to the introduction of direct election for the executive leaders (the regent and 

the mayor). This is because the regent and the mayor candidates bear a significantly higher 

cost under the direct election system, than under the indirect election system in the local 

council (see sub Section 8.4.1). Therefore, the efficiency and the implication of direct 

election (Law No. 32/2004 Article 24 and Law No. 7/2017) needs to be reviewed to 

minimize the cost of money politics borne by the regent and the mayor. Nevertheless, it is 

important to note that the introduction of direct elections for the mayor and the regent has 

potential effect in enhancing the accountability of the candidates and empowering the 

electorate (see Section 8.4.1). 

9.4.2 Shifting the focus of accountability of local public officials from inputs to results  

This thesis argues that rigid and complicated local budget administration has led to 

underspending of local budget appropriations. This is because the rigid and complicated 

budget administration causes the bureaucracy to have trouble in implementing the budget. 
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In addition, the existing local budget administration leads the bureaucracy to focus their 

accountability on inputs and processes rather than on result as the existing local budget 

administration follows regulations set up by the Ministry of Home Affairs. In contrast, 

budget administration in developed countries is more flexible to execute. Budget 

administration in developed countries leads public officials to focus their accountability on 

results rather than inputs and processes (see sub Section 8.5.1).  

This thesis proposes that the Indonesian Central government should lead budgetary reforms 

to shift the focus of public officials’ accountability from inputs to results. The Ministry of 

Home Affairs should take more part in reforming the regulations on local budget 

administration as the ministry is responsible for providing the guidelines for local 

governments in managing their financial administration (currently the Decree No. 21/2011 

as discussed in sub Section 8.5.1). The guideline should state how the inputs and results 

are stated in the planning, budgeting, and budget execution documents. The inputs 

classifications in the planning documents, budgeting documents, and execution documents 

should be broadly stated to give clear incentive to public officials during the budget 

execution stage. Nevertheless, results are stated very clearly in the planning documents, 

budgeting documents, execution documents, and reporting documents so that public 

officials are directed toward achieving results.    

9.4.3 Minimizing the negative impact of efforts in curbing corruption   

This thesis found that the notions of fears and worries of corruption, as perceived by the 

bureaucracy, has driven budget execution problems and led to underspending of budget 

appropriations. This is because the focus of efforts in curbing corruption is on curative 

actions (see Chapter 7 and 8). Reflecting on the case in New South Wales, Australia, both 
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preventive and curative anti-corruption efforts should be undertaken in Indonesia because 

when both preventive and curative actions are undertaken, the negative impacts of curbing 

the corruption is low. The local governments should take more part in preventive actions 

by strengthening the structures, the processes, and assigning competent and well-motivated 

employees. Strengthening the structure is undertaken by assigning accountabilities, 

coordination mechanisms, and chains of command. Improving the process is undertaken 

by reducing the opportunities for corruption in the normal process and by controlling 

activities out of the normal process. On the other hand, an independent anti-corruption 

commission should take robust curative actions not only on local governments but also on 

the law enforcement offices at the regions (see sub Section 8.5.3).  

9.4.4 Continued capacity building for local governments  

This thesis has found that human resource conditions of the local governments are 

problematic. The limited capacity and low commitment, discipline and work ethic of 

politicians and the bureaucracy contributed to budget problems (see Chapter 3, Chapter 7 

and Chapter 8). To overcome this problem, the three local governments should improve 

their human resources capacity. Local governments are also advised to implement fairer 

and more appropriate financial incentives. Also, the Ministry of Finance and the Ministry 

of Home Affairs should collaborate to design and implement continued capacity building 

to help local governments to improve their human resource capacity (see Section 8.5.4). 

For the local council members, the area of capacity building is public finance management 

which includes the revenue management, expenditure management, debt and financing 

management, as well as asset management. For the bureaucracy members, in addition to 

public finance management, the capacity building area cover certified goods and supplies 

administrators, certified tender officials, certified treasurers, and certified internal auditors. 
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9.4.5 Raising the awareness of local government on budget deficit  

This thesis argues that budget deficit can lead to a serious problem for governments. The 

central government currently struggles to cut budget deficits. It is because, in addition to 

financing its own activities, the central government must also allocate fiscal transfers to 

local governments. The amount of fiscal transfer to sub-national governments has 

increased continuously since decentralization. In contrast, local governments currently are 

unaware of the issue of budget deficit. This is because local governments can utilize fiscal 

slack (the underspent budgets of previous years) to finance budget deficits. Currently, local 

governments maintain a substantial amount of fiscal slacks due to underspent budgets. 

These fiscal slacks show inefficient and ineffective use of public funds. This thesis argues 

that the existing regulation on fiscal transfers has no mechanism to encourage the efficient 

and effective use of fiscal transfer funds (see sub Section 8.2.3). Thus, it is necessary to 

raise the awareness of local governments on budget deficit and to improve the efficient and 

effective use of fiscal transfer funds.  

This can be undertaken by improving the regulation on fiscal balance. For example, the 

regulation should have a reward and punishment mechanism to encourage an efficient and 

effective use of public funds. This is done by stating that fiscal slack, due to underspent 

budgets, should be considered as fiscal capacity of local governments. This means local 

governments having larger fiscal slack due to underspent budgets will receive less fiscal 

transfers and vice versa. Thus, it is expected that local governments will be more effective 

and efficient in consuming public funds. In addition, the regulation also states that the 

burden of economic shocks suffered by the central government will be shared with sub-

national governments. This is done by stating that the allocation of fiscal transfers, except 

for the General Allocation Funds (DAU), can be adjusted to reflect the actual revenues of 



347 
 

 
 

the central government. Sharing the burden of economic shock is expected to reduce the 

deficit as well as to improve the efficient and effective use of fiscal transfer funds (see sub 

Section 8.2.3).  

 Study Limitations   

As mentioned in Chapter 1, this thesis has some limitations due to the approach of this 

study. Some limitations of this thesis are as follows:   

(1) This thesis purposively selected three local governments in Indonesia to be studied. 

The three local governments may not represent the whole population of local 

governments in Indonesia. The findings of this thesis may not be generalized to other 

local governments in Indonesia. Meaning, the scope of this study is only related to 

these three local governments. Nevertheless, some lessons from the three local 

governments in Indonesia pertaining to budget problems can be drawn.  

(2) This thesis may not cover all budget problems suffered by the three-local governments 

in Indonesia. Nevertheless, this thesis covers the most significant budget problems and 

their causes according to the responses of research participants.  

(3) Research participants of this thesis were purposively selected from a mix of 

bureaucrats and politicians. Those participants may not represent the whole population 

of stakeholders. Nevertheless, those participants were the key persons involved in local 

budgeting. Given that some political participants preferred focus group discussion 

instead of individual interview, those participants might not have fully presented their 

views on sensitive topics.  



348 
 

 
 

 Future Research   

In relation to the limitations of this thesis, future studies are recommended as follows: 

(1) Considering limited studies on budget problems in the context of developing countries 

and the uniqueness of each government, it is recommended to study budget problems 

in different local governments or provincial government in developing countries.  

(2) This thesis supports previous studies which found that money politics is a salient 

practice in general elections. However, this study only highlights the impact of money 

politics on budget problems. Further study on the impact of money politics on other 

governance problems in Indonesian local governments or other developing countries 

is recommended.  

(3) This thesis was unable to collect data from research participants on why corruption in 

relation to human resources management is still widespread in the decentralization era. 

Thus, further study on this topic is recommended. 

(4) Further study on budget problems involving different groups of research participants 

such as members of civil society, businesspeople, law enforcement officers, and public 

figures is also recommended. Their perspectives on budget problems can enrich the 

existing body of knowledge as well as improve policy on fiscal decentralization.   
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Appendix 2.1 An example of appropriation documents of the Australia Capital Territory 
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Appendix 3.1 A typical budget summary format of Indonesia local governments  
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Appendix 7.1 An example of budget execution documents of Singkawang City 
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Appendix 7.2 An example of budget execution documents of Bengkalis Regency 
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Appendix 7.3 An example of the Indonesian central government budget execution documents 

 

 

 

 



 
 

I 
 

 


