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ABSTRACT 

Fiscal independence is the goal of implementing regional autonomy. Through independence, the budget can regulate 

local government can give authority that has been given properly or not. The phenomenon that occurs in Indonesia 

according to the Minister of Finance Sri Mulyani, depending on the region on TKDD is still very high. This study 

aims to discuss and study regional transfers and funds towards financial independence with capital expenditure as an 

intervening variable. This type of research is causal comparative with quantitative research. The technique of 

collecting data in this study uses documentary techniques. The sample selection method uses census techniques. The 

samples used in this study were 28 districts and 8 cities in East Java Province. The analysis technique used in this 

study is path analysis (path analysis). Based on the results of the analysis, it can be concluded that the Regional Own 

Revenue (PAD) affects the fiscal independence, the transfer of funds affects the fiscal independence, regional original 

income is not related to capital expenditure, the transfer of funds is not to capital expenditure, capital expenditure is 

not appropriate to the independence of the PAD tax does not influences fiscal independence through capital 

expenditure, and transfers of funds do not agree to fiscal independence through capital expenditure. 
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1. INTRODUCTION 

Fiscal decentralization in Indonesia began to be 

implemented in line with the implementation of regional 

autonomy in the reform era, to be precise on January 1, 

2001. The implementation of fiscal decentralization is 

an opportunity for local governments to gain greater 

authority in regional financial management. The central 

government places high trust in the regions with the 

hope that the autonomous regions are able to 

independently carry out the authority that has been 

delegated to them. This strengthening of fiscal 

decentralization is marked by planning the allocation of 

transfers to regions and village funds (TKDD) in the 

2019 Draft State Budget. Transfers from the central 

government to regional governments consist of the 

General Allocation Fund (DAU), the Special Allocation 

Fund (DAK), the Revenue Sharing Fund (DBH). ) 

Taxes and Natural Resources DBH, and Special 

Authority Funds. However, the expected conditions 

were inversely related to reality. This situation actually 

makes regions dependent on transfer funds from the 

central government. 

According to Minister of Finance Sri Mulyani, 

regional dependence on TKDD is still very high. In 

addition, business records show that the regional 

average fiscal capacity index issued in 2018 was still 

very low. Only 4 or 11.7 percent of 34 provinces have a 

very high regional fiscal capacity index (KFD). Three 

provinces with a very high KFD index are in Java, 

namely DKI Jakarta, West Java and East Java. 

Meanwhile, those outside Java are only Papua Province. 

Even though data from the Ministry of Finance shows 

that East Java Province is in third place in the category 

of regions with a very high regional fiscal capacity 

index, this does not mean that all districts and cities in 

East Java Province have optimal regional fiscal 

independence. This can be recognized by one example 

of a region, namely Malang City. Mayor of Malang 

Sutiaji, who said that currently Malang City's regional 

dependence on transfers from the government in the 

form of General Allocation Funds (DAU) is still large. 

But gradually, this dependence is expected to decrease 

Advances in Economics, Business and Management Research, volume 173

Proceedings of the 7th Regional Accounting Conference (KRA 2020)

Copyright © 2021 The Authors. Published by Atlantis Press B.V.
This is an open access article distributed under the CC BY-NC 4.0 license -http://creativecommons.org/licenses/by-nc/4.0/. 111



  

 

by encouraging local tax revenues, especially from the 

tourism and trade sectors. This year, Malang City's PAD 

revenue is estimated to reach Rp. 601 billion, with Rp. 

501 billion coming from local tax revenue. With this 

amount of PAD revenue, Sutaji acknowledged that the 

Malang City Government's dependence on central 

government transfers was still high because the 2019 

APBD volume was IDR 2.2 trillion. Therefore, the 

Malang City Government encourages regional fiscal 

independence by continuing to strive to increase 

revenue from PAD. With a large contribution of PAD, 

the Malang City Government is more flexible in 

spending the APBD for direct regional interests. For 

example, providing welfare to employees and other 

infrastructure development. (www.bisnis.com, 2019). 

2. LITERATURE REVIEW 

According to Siregar (2015: 31), PAD is revenue 

received by local governments from sources within their 

own territory which is collected based on regional 

regulations. According to Law no. 33 of 2004 

concerning the Financial Balance between the Central 

Government and Regional Government, the objective of 

PAD is to give authority to local governments to fund 

the implementation of regional autonomy in accordance 

with regional potential as a manifestation of 

decentralization. PAD originates from local taxes, 

regional levies, proceeds from the management of 

separated regional assets, and other legal PAD. The 

results of Novalistia's research (2016) in the districts / 

cities of Central Java Province concluded that local 

taxes have a significant positive effect on the level of 

regional independence, local levies have a positive and 

insignificant effect on the level of regional 

independence, and other legal income has a significant 

positive effect on the level of independence. regional 

finance. However, the research of Orocomna, et al. 

(2017) concluded that taxes and levies partially have no 

effect on regional independence in Bintuni Bay 

Regency. Meanwhile, Lestari et al. (2016) concluded 

that PAD has a positive and significant impact on 

regional financial independence of Southeast Sulawesi 

Province. The definition of regional transfers in 

Herlinah (2017), transfers to regions are part of state 

spending in the context of implementing 

decentralization sourced from the APBN allocated to 

regions to reduce inequality in funding sources between 

the center and regions, reduce the gap in funding for 

government affairs between regions, reduce service gaps 

public between regions, funding the implementation of 

special autonomy and regional privileges. According to 

Law no. 23 of 2014 concerning Regional Government, 

central to regional government transfers consist of 

balancing funds, special autonomy funds, privileges 

funds, and village funds. Meanwhile, inter-regional 

transfers consist of revenue sharing and financial 

assistance. According to Law no. 33 of 2004 concerning 

Financial Balance between the Central Government and 

Regional Governments, the balance funds are funds 

sourced from APBN revenues allocated to regions to 

finance regional needs in the context of implementing 

decentralization. According to PP No.12 of 2019 

concerning Regional Financial Management, balancing 

funds are divided into two types, namely general 

transfer funds and special transfer funds. General 

transfer funds are funds allocated in the APBN to 

regions to be used in accordance with regional authority 

to finance regional needs in the context of implementing 

decentralization, where general transfer funds consist of 

Profit Sharing Funds (DBH) and General Allocation 

Funds (DAU). Meanwhile, special transfer funds are 

funds allocated in the APBN to regions with the aim of 

helping to fund special activities both physical and non-

physical which are regional affairs, where the special 

transfer funds consist of Physical General Allocation 

Fund (DAK) and Non-Physical DAK. 

Research by Nasution et al. (2018) reinforces this 

explanation that central government transfers have a 

significant effect on the regional financial independence 

of district / city governments in North Sumatra Province 

in 2011-2013. Other studies have partially tested each 

type of transfer fund from the central government. 

Research by Lestari et al. (2016) concluded that DAU 

has a significant and negative influence on the regional 

financial independence of Southeast Sulawesi Province. 

In contrast to Aisyah's research (2019) in Banyuwangi 

Regency which states that DAU has no effect on 

regional financial independence and DAK has a 

negative effect on regional inancial independence. 

Meanwhile, Kiak and Nuro's research (2018) concluded 

that the DAU and DAK had no significant effect on the 

level of regional financial independence in Banyuwangi 

Regency in 2012-2016. Novalistia's research (2016) 

states that DBH has a significant positive effect on the 

level of regional financial independence. However, the 

research of Purnima et al. (2015) concluded that DBH 

partially has no effect on fiscal independence in districts 

and cities of East Java Province. With regional 

independence, regions are given the authority to explore 

financial sources in their respective regions so that they 

are able to pay for their own regional expenditures, 

which consist of (routine) operational and capital 

expenditures. According to Siregar (2015: 167), capital 

expenditure is expenditure for the procurement of fixed 

assets. If capital expenditure increases, regional 

financial independence will also increase because larger 

capital expenditures are financed by local revenue, so 

the region can be said to be independent (Darwis, 2015). 

Based on this explanation, regions should be able to 

independently manage their finances by maximizing 

PAD and as best as possible make use of transfer funds 
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in the form of balanced funds with proportional 

spending allocations. However, when compared with 

existing phenomena, in the end the question arises, why 

is the level of regional fiscal dependence still so high? Is 

the transfer of funds to the regions insufficient? 

Shouldn't regions be more independent with the 

allocation of transfer funds from the central 

government? Or are the regions not ready to implement 

fiscal decentralization? From this phenomenon and 

research gap, this study re-examines the effect of PAD 

and Transfer Funds on Fiscal Independence through 

Capital Expenditures. The conceptual framework of this 

research is built from a theoretical study of regional 

fiscal (financial) independence and the relationship 

between variables. In addition, the conceptual 

framework of this research is also built on the results of 

studies on previous studies. Based on this explanation, 

the conceptual framework in this study can be described 

as follows: 

 

DT    (X2) 

PAD  (X1) 

 

Kemandirian 

Fiskal (Y) 
BM  (Z) 

 

H1 

H2 

H3 

H5 

H6 

H7 
H4 

 

Information: 

X1 = Regional Original Income (PAD) 

X2 = Transfer Funds (DT) 

Y = Fiscal Independence 

Z = Capital Expenditure (BM) 

 = Direct influence 

 = Indirect influence 

From this conceptual framework, the following 

research hypothesis can be formulated: 

H1: PAD affects fiscal independence 

H2: Transfer funds have an effect on fiscal 

independence 

H3: PAD affects capital expenditure 

H4: Transfer funds affect capital expenditure 

H5: Capital expenditure affects fiscal independence 

H6: PAD affects fiscal independence through capital 

spending 

H7: Transfer funds affect fiscal independence 

through capital expenditures. 

3. RESEARCH METHOD 

3.1 Research Design 

The research design describes the type of research in 

accordance with the characteristics of the variables and 

research objectives. This type of research is comparative 

causal with a quantitative approach. 

3.2 Population and Sample 

The population in this study were all municipalities and 

regencies in the province of East Java which reported 

their APBD reports which included all funds, both from 

PAD and transfer funds in the form of balance funds. 

The sampling technique is also called the sampling 

technique. The sampling technique used in this study is 

the census technique, where all members of the 

population are used as samples because the research 

subjects are less than 100 (one hundred). Thus the 

samples in this study were 28 districts and 8 cities in 

East Java Province. 

3.3 Operational Definition of Variables Fiscal 

Independence (Y) 

The dependent variable in this study is Fiscal 

Independence. Fiscal independence is a reflection of the 

ability of local governments to finance their own 

government activities, including development and 

public services. Fiscal independence can be measured 

by the ratio of independence according to Halim (2007: 

232) as follows:  

 

 

3.4 Operational Definition of Variables Regional 

Original Income (X1) 

Regional Original Income is regional revenue that 

comes from levies on regional sources itself according 

to applicable laws. Regional Original Income can be 

measured using the ratio of Regional Original Income to 

total income. According to the Directorate General of 

Fiscal Balance in the 2018 APBD Summary, the 

comparison of Regional Original Income to total 

revenue shows the level of independence of a region. 

Thus, the ratio measurement formula is: 
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3.5 Operational Definition of Variables 

Transfer Funds (X2) 

The transfer funds referred to in this research are 

balancing funds. Balancing funds are a form of central 

government transfer to regions where these funds come 

from APBN revenues with the aim of helping finance 

regional needs in the context of implementing 

decentralization. The composition of the balancing fund 

is divided into 3 (three) main parts, namely the Revenue 

Sharing Fund (DBH), the General Allocation Fund 

(DAU), and the Special Allocation Fund (DAK). 

Balanced Funds can be measured using the ratio of 

Balanced Funds to total income. According to the 

Directorate General of Fiscal Balance in the 2018 

APBD Summary, the ratio of balanced funds to regional 

revenues illustrates the level of regional dependence on 

funds from the center. The ratio calculation formula is: 

 

3.6 Operational Definition of Variables 

Capital Expenditure (Z) 

Capital expenditure is one type of regional expenditure 

for the acquisition of fixed assets and other assets that 

provide benefits for more than 1 (one) accounting 

period. According to the Directorate General of Fiscal 

Balance, capital expenditure can be measured using the 

capital expenditure ratio, where the portion of capital 

expenditure spent on total regional expenditure is in the 

context of providing services to the public. So that the 

capital expenditure ratio can be formulated as follows: 

 

 

3.7 Path Analysis 

The structural equation developed in this study refers to 

(Yamin and Kurniawan, 2009) as follows: 

Z = P1X1 + P2X2 

Y = P3X1  + P4X1+ P5Z 

Information: 

Z = Capital Expenditure 

Y = Fiscal Independence  

P = Path Coefficient 

X1 = Regional Original Income (PAD) 

X2 = Transfer Funds (DT) 

4. RESULTS AND DISCUSSION 

4.1 The Effect of Pad on Fiscal Independence 

Sig value. path X1 to Y (P1) of 0.000 smaller than 

the alpha value of 0.05. This means that local revenue 

has an effect on fiscal independence. Thus, the first 

hypothesis which states that PAD affects fiscal 

independence can be accepted. 

4.2 Effect of Transfer Funds On Fiscal 

Independence 

Sig value. path X2 to Y (P2) of 0.000 is smaller than 

the alpha value of 0.05. This means that transfer funds 

have an effect on fiscal independence. Thus, the second 

hypothesis which states that transfer funds have an 

effect on fiscal independence, is acceptable. 

4.3 The Effect of Pad on Capital Expenditure 

Sig value. path X1 to Z (P3) of 0.906 is greater than 

the alpha value of 0.05. This means that local revenue 

has no effect on capital expenditure. Thus, the third 

hypothesis which states that PAD has an effect on 

capital spending is rejected. 

4.4 Effect of Transfer Funds on Capital 

Expenditures 

Sig value. path X2 to Z (P4) is 0.174 greater than the 

alpha value of 0.05. This means that transfer funds have 

no effect on capital expenditure. Thus, the fourth 

hypothesis which states that transfer funds have an 

effect on capital spending is rejected. 

4.5 The Effect of Capital Spending On Fiscal 

Independence 

Sig value. path Z to Y (P5) of 0.332 is greater than 

the alpha value of 0.05. This means that capital 

expenditure has no effect on fiscal independence. Thus, 

the fifth hypothesis which states that capital spending 

affects fiscal independence is rejected. 

4.6 The Effect of Pad on Fiscal Independence 

Through Capital Spending 

Sig value. path X1 to Z (P3) of 0.906 is greater than 

the alpha value of 0.05. This means that local revenue 

has no effect on capital expenditure. While the value of 

sig. path Z to Y (P5) of 0.332 is greater than the alpha 

value of 0.05. This means that capital expenditure has 

no effect on fiscal independence. Thus, the sixth 

hypothesis which states that PAD affects fiscal 

independence through capital expenditures is rejected. 

4.7 Effect of Transfer Funds on Fiscal 

Independence Through Capital Spending 

Sig value. path X2 to Z (P4) is 0.174 greater than the 

alpha value of 0.05. This means that transfer funds have 

no effect on capital expenditure. Meanwhile, sig. path Z 

to Y (P5) of 0.332 is greater than the alpha value of 

0.05. This means that capital expenditure has no effect 
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on fiscal independence. Thus, the seventh hypothesis 

which states that transfer funds have an effect on fiscal 

independence through capital expenditures is rejected. 

5. CONCLUSIONS 

The results of the analysis prove that, first, local 

revenue has an effect on fiscal independence. Thus the 

first hypothesis can be accepted. Second, the transfer 

funds have an effect on fiscal independence. Thus the 

second hypothesis can be accepted. Third, local revenue 

has no effect on capital spending. Thus the third 

hypothesis is rejected. Fourth, the results of the analysis 

also prove that transfer funds have no effect on capital 

spending. Thus the fourth hypothesis is rejected. Fifth, 

capital spending has no effect on fiscal independence. 

Thus the fifth hypothesis is rejected. 

The next conclusion in this study is the Regional 

Original Income (PAD) and Transfer Funds have a 

direct effect on Fiscal Independence. This is because the 

regression coefficient value between the PAD variable 

and direct fiscal independence is greater than the 

regression coefficient value between the PAD variable 

on fiscal independence through capital spending. In 

addition, the regression coefficient value between the 

variable transfer funds on fiscal independence is directly 

greater than the regression coefficient value between the 

variable transfer funds on fiscal independence through 

capital expenditure. So it can be said that this research 

model is not suitable for the capital expenditure variable 

as an intervening variable. 
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