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Abstract

Decentralization in Indonesia is an unfinished reform and to date, its implementation has not been maximized
especially fiscal decentralization. This study aims to investigate the dilemma of fiscal decentralization in Indonesia,
between accountability and the probability of corruption at the local level. Data collection in this research is in the
form of documentation study to collect secondary data. Secondary data, this study will rely on documentary analysis of
official documents from government, NGOs and news items from the media. For data analysis, the study will run analysis
processes such as coding, combining emerging codes into themes, verifying themes through theory and follow-up
interviews, and drawing conclusions. Whereas the validity mechanism applies member checks, triangulation, multiple
sources of data, and looking for counterexamples. This research empirically found that the implementation of fiscal
decentralization in Indonesia not only had a positive impact on the financial accountability of local governments but also
had a positive impact on the occurrence of corruption in local governments. This means, fiscal decentralization is like
two sides of a coin, on the one hand, it is able to increase the financial accountability of local governments, but on the
other hand the greater the balance of funds provided by the central government to the regions, the higher the probability
of corruption in local governments. Therefore, the supervision of the implementation of fiscal decentralization in order

to create good financial governance and minimize corruption in the local government body in Indonesia.

Keywords: Regional Autonomy, Regional Government, Fiscal Decentralization, Budget Corruption.

I. INTRODUCTION

The administration of regional government
in Indonesia has experienced a sharp leap from
centralization to decentralization, namely the
transfer of power from the central government to
local governments. The transfer of power to local
governments aims to improve the stability of the
democratic system, increase effectiveness and
efficiency, stimulate the formation of local and
national economic development bases, increase
government transparency and increase community
involvement in decision making ( ).

The implementation of decentralization is
expected not only to reduce the burden of duties and
responsibilities of the central government butalso to
increase the number and quality of public services so

that the welfare of the community can also increase
( ; ;
).

Decentralization is defined as a process of
political, fiscal devolution, and decision making from
the central government to regional governments
( ; ;

). Fiscal decentralization is a core component of
decentralization because, in order to exercise the
authority that has been transferred, adequate sources
of financing are needed ( ). Without being
followed by fiscal and political decentralization,
administrative decentralization will not be valid
( )-

Fiscal decentralization is defined as the transfer
of expenditure and income functions from the central
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government to regional governments (

; ; )- The existence
of fiscal decentralization has a clear and strict
separation in financial matters between the central
government and regional governments.

Fiscal decentralization produces economic
benefits for the country, such as increased growth
rates, increased effectiveness and efficiency in
resource management, and increased community
participation in decision making ( ;

).

Fiscal decentralization is also able to improve the
quality of decision making by using local information,
increasing accountability and increasing the ability to
respond to local needs and conditions (

)- Also, local governments are more responsive
to their citizens than the central government so that
decisions taken reflect more the needs and desires
of the people so that their participation will also be
greater ( ; )-

In the Indonesian context, decentralization is
marked by changes in the pattern of relations between
the central and regional governments after the
enactment of Law No. 22 of 1999 concerning Regional
Government which was later refined to become Law
No. 32 0of 2004 concerning Regional Government and
Law No. 33 of 2004 concerning Financial balance
between the central and regional governments, and
the latest is Law No. 23 of 2014 concerning Regional
Government. The implementation of regional
autonomy raises various problems because regions
have different capacities and capabilities in terms
of finance, infrastructure availability, and human
resource capacity ( ).

The implementation of regional autonomy, which
is followed by the transfer of power and authority
to manage some central government affairs to the
regions, requires reform of government management
on various aspects, including regional financial
management ( )- With fiscal
decentralization, there was a significant flow of funds
from the central government to regional governments
( ). Ideally, fiscal decentralization can
improve efficiency, effectiveness, transparency, and
accountability in government financial management
( )- This condition is proven in some areas
where fiscal decentralization increases economic
growth, increases public participation in decision
making, and improves the quality of public services
( )- However, in some countries, it is found
that the level of corruption is getting higher after
the implementation of fiscal decentralization (

).

) , and , in his
research, found that fiscal decentralization has a
positive impact on increasing corruption in the
regions, rather than producing improvements in the
quality of public services. Fiscal decentralization
without support supported by Good Public
Governance mechanism will only produce a corrupt
government. In contrast, the findings of

,in a cross-country study, found that fiscal
decentralization is negatively related to corruption,
meaning that fiscal decentralization has led to the
creation of good governance. Good governance in the
government sector is vital to increase accountability,
participation, transparency, and public performance
in government affairs ( ; )

This proves that the implementation of
decentralization in Indonesia has an ambiguous
impact. On the one hand, the implementation of
decentralization makes regions more responsive and
flexible in providing public services, but on the other
hand, the application of this policy makes corrupt
practices occur not only in the central government
but also spread to local governments ( ;

’ ’ )’

; ; ).

Decentralization has led to corrupt practices
in local government mostly carried out by local
officials ( )- This is evidenced by the
rampant corruption cases that have befallen regional
head and legislative leaders. From 2004 to 2019,
124 regional heads in Indonesia were entangled in
corruption ( ). Finally, there were 41 of
the total 45 members of the Malang City DPRD who
were suspected in corruption cases by the Corruption
Eradication Commission (KPK) of the Republic of
Indonesia ( )-

Massive corruption still occurs in Indonesia,
despite significant improvements to changes
in regulations, law enforcement, and regional
government autonomy that have been implemented
after institutional reforms after the economic damage
and political crisis in the late 1990s, which pushed the
country to become more democratic, decentralized,
and deregulated ( ;

).

Changes in the political structure and multiparty
system have increased the number of corruption cases
involving local political figures in the executive and
legislative branches because the local parliamentary
control mechanism is not functioning correctly. One
phenomenon, prevalent in almost all regions in
Indonesia as a result of sizeable regional autonomy,
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is the “small king,” in which local political figures
have the political power to play a dominant role in all
aspects of life and also create corrupt bureaucracies
( )-

Not only in Indonesia, the results of research on
the relationship between fiscal decentralization and
corruption in various countries also provide mixed
findings. This encourages research to re-examine
the effects of fiscal decentralization on corruption in
different contexts. So far, decentralization research
in Indonesia has only focused on discussing political,
administrative, and economic decentralization (

; ; ).
However, research on fiscal decentralization is
still a few. Some previous research has tried to
link fiscal decentralization and corruption with
quantitative approvals, but the results are still
inconclusive because fiscal decentralization is a
complex multidimensional construct ( ;

; ; ).
Thus, it is necessary to re-analyze the relationship
between fiscal decentralization with accountability
and the probability of corruption at the local (local
government) level with a different method, namely a
qualitative approach.

Investigating the relationship between fiscal
decentralization and elite corruption opportunities in
local government is essential and exciting for several
reasons. First, fiscal decentralization relates to the
flow of funds belonging to the community, which
must be accounted for by their use and management
returned to the public as the ultimate owner of the
government ( ; ;

)- Second, the effectiveness and
efficiency of decentralization as a whole are greatly
influenced by the welfare of the people in the region
( )- Therefore, this research aims to
investigate the dilemma of fiscal decentralization in
Indonesia between accountability and opportunities
for corruption at the local level.

II. METHOD

This research uses a qualitative method that
aims to understand the objects studied in-depth
( ; ; ;

)- Data collection in this research is in the
form of a documentation study to collect secondary
data. Secondary data, this research will rely on the
documentary analysis of official documents from the
government, NGOs, and news from the media.

For data analysis, this research will carry out
analysis processes such as coding, combining code
that appears into the theme, verifying the theme
through theory and follow-up interviews, and drawing
conclusions ( ; )- While

the validity mechanism applies to member checking,
triangulation, many data sources, and looking for
examples of counterpoints ( )

III. RESULTS AND DISCUSSION

A. Fiscal Decentralization and Regional

Financial Accountability

The implementation of fiscal decentralization
in the Reformation era officially began on January
1, 2001. The process began with the enactment of
Law No. 22 0f 1999 concerning Regional Government
and Law No. 25 of 1999 concerning Financial Balance
Between Central and Regional Governments (PKPD).
Until now, the two regulations have been revised
several times until the latest Act No. 23 of 2014
concerning Regional Government and Act No. 33 of
2004 concerning Financial Balance Between Central
Government and Regional Governments.

Initially, the implementation of fiscal
decentralization in Indonesia was aimed at creating
aspects of independence in the regions. As a
consequence, the regions then received the delegation
of authority in all fields, except authority in the fields
of foreign policy, defense, security, justice, monetary
and fiscal, as well as religious matters. The delegation
of authority was also followed by the surrender of
funding sources in the form of handing over-taxation
bases and funding assistance through the Transfer
to Regions mechanism under the principle of money
follows function. The existence of the Transfer to
Regional mechanism is based on the consideration
of reducing inequality that may occur both between
regions (horizontal imbalances) and between central
and regional governments (vertical imbalances).

Ideally, fiscal decentralization can
improve efficiency, effectiveness, transparency,
and accountability in government financial
management. Accountability is one of the principles
of good governance of great concern today. Public
accountability for local governments includes
providing information on government financial
activities and performance to parties with interestin
financial statements. The realization of accountability
is the main objective of public sector reform, especially
financial reform. The government is responsible to
the community directly or indirectly because the
source of funds used by the government in running
the government comes from the community.

Public sector accounting cannot escape from
the influence of the tendency to strengthen the
demands of public sector accountability. Public
sector accounting that has the final results of financial
statements is demanded to be a tool for planning and
controlling the public sector that is the government
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effectively and efficiently and facilitates the creation
of accountability, which is part of the embodiment of
good governance.

Accountability of government financial
statements is evidence of whether or not the
government meets existing standards. As an
obligation which strengthens the accountability of
a financial report, the report is accountable not only
to the internal organization but also to the external
organization. The internal organization that is most
competent in the flow of an implementation of
accountability in the regions is the DPRD (Regional
People’s Representative Council). In contrast,
the external organization can refer to an official
institution that is independent, namely the BPK
(Supreme Audit Agency) representative in the region.

Accountability, in addition to being part of good
governance and related to the objectives of financial
statements, also affects the need for Government
Accounting Standards, which are guidelines for the
presentation of financial statements. The setting
of Government Accounting Standards in Indonesia
in 2005 was a significant leap in the regulation of
Indonesia’s financial history because it provided
a new working foundation for the bureaucratic
apparatus to regulate government financial affairs.

Government Accounting Standards provide
criteria in assessing the information presented,
whether it is following generally accepted accounting
principles or not. It is considered capable of
encouraging the realization of good governance in
the field of government finance because the existence
of mutually agreed and legal standards can ensure
consistency in financial reporting. The absence of
adequate accounting standards will lead to negative
implications in the form of low objectivity of the
information presented, inconsistencies in financial
reporting, and difficulties in auditing so that
accountability is difficult to define.

Transparent financial management is a demand
of stakeholders in order to realize the prosperity of
a just society. As a regional financial manager, the
Regional Head has asked for the mandate to manage
regional finances to the publicin the general election.
Therefore, transparency in financial management is
an absolute demand for regional financial managers.

Transparent financial management is a demand
of stakeholders in order to realize the prosperity of a
just society. The Regional Head, as a regional financial
manager, has asked for the mandate to manage
regional finances to the publicin the general election.
Therefore, transparency in financial management is
an absolute demand for regional financial managers.

Transparency, namely openness in government,
environmental, economic, and social management,
where the public can access information relating to

financial management carried out by the government
on the use of public funds. Government Accounting
Standards (SAP) explain that transparency implies
“providing financial information that is open and
honest to the community based on the consideration
that the public has the right to openly and
comprehensively acknowledge the responsibility
of the local government in managing the resources
entrusted to him and his adherence to regulations of
the Constitution.”

Transparency in regional financial management,
as stated by , will provide four essential
benefits. First, it can detect irregularities in the
management of regional finances in the form of
fraud, non-compliance, management of laws and
regulations, and non-compliance to minimize regional
losses. Second, the weaknesses and strengths of
policies can be identified earlier so thatimprovements
can be made immediately so that the achievement of
organizational goals can be achieved. Third, increase
the confidence of stakeholders, especially the
public, so that their adherence to local government
regulations can be increased. Finally, creating a
conducive investment climate so that investors are
interested in investing in the region so that it can
revive the economy of the local community.

At present, the need for accountability
is increasing because of the high demands of
stakeholders to realize good governance. The
conditions for the creation of good governance are
transparency in the implementation of participatory
and accountable governance for the community.

The issuance of the Law package, namely Law
No. 17 of 2003 concerning State Finance and Law No.
1 0of 2004 concerning the State Treasury and Law No.
33 0f 2004 concerning Central and Regional Financial
Balances, brought about a fairly fundamental change
in regional financial governance. Local governments
are required to be more transparent and accountable
in managing and accounting for regional money and
goods.

The regional government is also required to
hold regional financial management accountable
by presenting regional financial reports as a
form of accountability for the implementation of
regional finances. The responsibility of the regional
government is to prepare more transparent and
accountable financial statements that can describe
revenue and expenditure as well as regional cash
flows during one period and describe the financial
position at the reporting date.

The preparation of financial statements is a
form of transparency needs that is a requirement
that regional financial management can be said to be
accountable. The form is in the form of openness of
the regional government to the activity of managing
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public resources. Transparency of information,
primarily financial and fiscal information, must
be carried out in a form that is relevant and easily
understood.

Transparency is providing open and honest
financial information to the public. The basis for
consideration is that the public has the right to know
openly and comprehensively the responsibility of the
government in managing the resources entrusted
to it and its compliance with laws and regulations
(Government Regulation No. 71 of 2010 concerning
Government Accounting Systems). Transparency
can be measured at least using three indicators.
First, a mechanism that guarantees a system of
openness and standardization of all public service
processes. Second, a mechanism that facilitates
public questions about various policies and public
services as well as processes within the public sector.
Third, the mechanism that facilitates reporting and
irregularities in the actions of public officials in public
service activities.

One indicator of financial statements that
are said to be transparent is BPK’s opinion on the
Regional Government Financial Reports (LKPD). If
the Fair Opinion without Exception (WTP) can be
said that the financial statements are transparent,
on the contrary, if the WTP does not yet mean it is not
transparent. The increase in the percentage of PAP
opinion generally reflects an improvement in financial
accountability by regional governments in presenting
financial reports following applicable accounting
principles and standards. The tendency towards
positive is shown by local government entities.

The number and percentage of WTP opinion
recipients from the BPK have increased from year to
year. Based on BPK’s first semester 2019 examination
of 504 Regional Government Financial Statements
(LKPD), the percentage of those who received WTP
opinion in LKPD in 2018 increased rapidly from
29.7% in LKPD in 2017 t0 49.8% (251 LKPD) in 2018
LKPD. Increase This was mainly due to the improved
quality of LKPD from previously obtaining a Fair with
Exception (WDP) opinion to WTP. Still referring to the
comparison in the same two years, the percentage
of LKPD who obtained WDP opinion (230 LKPD)
fell from 59.35% to 45.64%. The rapid increase in
the percentage of WTP opinion due to the increase
in opinion from LKPD, which previously obtained
WDP opinion, generally illustrates the improvement
achieved by local government entities. Especially in
presenting a reasonable financial statement following
applicable principles.

The implementation of regional autonomy
and fiscal decentralization has brought significant
developments in the financial management of the
regional government in Indonesia. The change

includes centralization to decentralization, from a
traditional budgeting system to a performance-based
budgeting system, from a vertical accountability
system to a horizontal accountability system.
At present regional financial management and
accountability refer to Law No. 17 of 2003.
These arrangements include the preparation
of performance-based Regional Revenue and
Expenditure Budgets (APBD) and comprehensive
financial reports as a form of accountability that must
be examined by the Supreme Audit Agency (BPK).

If we consider the existing set of rules, it can
be seen that the existing policy is demanding the
implementation of government functions, specifically
public financial management, to be more transparent
and accountable. This is one of the critical lessons
from the experience of government management
in the New Order era. The next important thing
is to ensure the realization of transparency and
accountability in the management of regional finances
with established policies.

Through government financial reports, the
information needed by various parties such as the
public, representatives of the people, supervisory
institutions, and inspection institutions, those
who give or play a role in the process of donations,
investments, and loans, as well as the government
itself for decision making will be presented
comprehensively. The need for financial information
at this time, especially among the community is
increasingly significant. The information presented
by the public sector must be able to make useful
contributions, not just fulfilling obligations, but
must be compliant and following the provisions or
regulations that have been set.

Financial reporting from all local government
entities must be done in a consistent, timely, and
transparent manner. If this can be done, it indicates
that the local government has held accountability
( )- A similar opinion was expressed
by , which states that there are two
generally accepted goals of annual reporting of the
public sector, namely accountability and decision
usefulness.

Concerning the presentation of regional financial
reports, there have been fundamental reforms since
the enactment of Government Regulation No. 58 of
2005 concerning Regional Financial Management. The
Government Regulation requires regional heads to
prepare financial reports, namely: Budget Realization
Reports, Regional Balance Sheets, Cash Flow Reports,
and Notes to Financial Statements. However, efforts to
improve regional financial reporting are not yet fully
implemented by the regional government. In reality,
local governments cannot immediately compile
financial reports, especially the Balance Sheet. The
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fact that local governments do not have a balance
sheet is due, among other things, to the fact that the
existing system and reporting are not conducive to
this direction ( )- Another problem is the
publication of financial reports by local governments
(through newspapers, the internet, or in other ways)
does not seem to be an everyday thing.

According to , the
inability of financial statements to carry out
accountability is not only because the annual report
does not contain all relevant information needed
by users, but also because the report cannot be
directly available and accessible to potential users.
As a consequence, the presence of incomplete and
inaccessible financial statements can reduce the
quality of transparency and accountability in regional
finances.

Several previous studies have proven that fiscal
decentralization can provide economic benefits
for a country. found that fiscal
decentralization can increase a country’s economic
growth. The increase in economic growth is probably
due to fiscal decentralization, which provides an
opportunity for regions to build independence in
obtaining funding. A similar sentiment was also
expressed by and

, that in Indonesia, fiscal decentralization
increases the efficiency of public services and
economic growth. found that fiscal
decentralization improved the quality of public
services. Fiscal decentralization also resulted in the
provision of public goods under the specifications
needed by the community.

From various empirical evidence in the previous
literature, it can be concluded that the independence
of funding through fiscal decentralization has a
positive impact on financial accountability. Some
literature reveals that fiscal decentralization increases
the efficiency, effectiveness, and accountability of
public services and reduces the level of corruption.

explains the main characteristic of a
region that has implemented decentralization well is
that the region has the ability and authority to explore
financial resources, manage and use it to finance
governance, and reduce dependence on the central
government. Ideally, with fiscal decentralization that
is complemented by a set of rules on management and
adequate regional financial audits, the independence
of regional funding through fiscal decentralization can
improve the accountability and management of local
government financial reporting.

B. Fiscal Decentralization and Local

Government Corruption

Fiscal decentralization gives regions the
freedom to develop their work programs and
reallocate budgets according to the needs and
capacities of regions aimed at improving regional
economic economies and reducing disparities
between regions. Local governments respond to
decentralization in two ways: (1) increasing revenue
(revenue side) through intensification and expansion
of taxes, regional levies and utilizing resources that
have not been optimal through revenue sharing;
and (2) increasing the effectiveness/quality of the
expenditure side to stimulate the business world
through the development of a better business climate.

Most cities and regencies in Indonesia respond
inappropriately to fiscal decentralization by boosting
the increase in PAD through taxes and fees without
being offset by increasing APBD expenditure
effectiveness. This method can adversely affect
regional trade and investment activities, which in-
turn will reduce regional income and employment
opportunities.

In the course of the implementation of fiscal
decentralization in Indonesia incised a good story
even though not a few also had terrible records,
such as the rise of corrupt practices. Corruption is
one of the biggest problems faced by the Indonesian
people to date. Even corruption in Indonesia has
been regarded as endemic, systemic, and widespread.
Ideally, fiscal decentralization can improve efficiency,
effectiveness, transparency, and accountability in
government financial management. However, in some
countries, the level of corruption is getting higher
after the implementation of fiscal decentralization.

The issue of decentralization and corruption
itself has indeed attracted the attention of many
experts. On the one hand, there are those who believe
that decentralization can have a positive impact on
minimizing corrupt practices, but there are also those
who say that fiscal decentralization is remedial for
corruption.

In the era of President Joko Widodo's
administration, the budget for central government
transfers to the regions has increased every year. In
2014 TKDD (Regional Transfer and Village Fund)
was Rp573.7 trillion, up to Rp832.3 trillion in 2019,
or an increase of 45.1% over five years. For the first
time, in 2016, the TKDD was higher (Rp776.3T) than
the expenditure of the Ministry and Institutions
(Rp767.8T). The following is the development of
TKDD (Transfer to Regions and Village Funds) in the
2014-2019 period in

The relatively significant increase in transfer
funds each year has improved the performance of
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Table 1.
Transfer to Regions and Village Funds Growth Chart 2014-2019

Year TKDD
(Trillion)
2014 Rp573.7
2015 Rp664.6
2016 Rp776.3
2017 Rp759.2
2018 Rp766.2
2019 Rp832.3

Source: Directorate General of Fiscal Balance (analyzed, 2019)

public services, which is reflected in the improvement
in public service indicators, including

1. the gap index between regions improved from
2014-2019, from 0.759 to 0.668,

2. household access to sanitation from 61.1% to
67.9%,

3. and the number of deliveries handled rose from
87.1% t0 93.3%,

4. underdeveloped villages decreased by 6,518
villages, exceeding the target of 5,000 villages
inthe 2015-2019 RPJMN,

5. rural infrastructure development increased
from 39.21% in 2014 to 44.63% (DJPK, 2019).

In addition to the positive side, the negative note
is the rampant cases of corruption of regional heads
and corruption in congregations in various regions
involving the executive. Regional heads or executive
officials involved in legal issues due to corruption are
very alarming. In the 2014-2019 period, there were
105 corruption cases involving high-ranking regional
officials in 22 provinces. Of the 105 cases, 90 of them
involved regents and mayors, and 15 other cases
involved governors ( ). Decentralization
causes corruption practices in local governments,
mostly carried out by local officials ( ).

The following 22 provinces and the number of
corruption cases: Aceh 4 cases, Bengkulu 3 cases,
West Java 16 cases, Central Java 8 cases, East Java 13
cases, South Kalimantan 1 case, Central Kalimantan
1 case, East Kalimantan 5 cases, North Maluku 3
cases, NTB 3 cases, NTT 2 cases, Papua 5 cases, Riau
5 cases, Riau Islands 2 cases, South Sulawesi 2 cases,
Central Sulawesi 1 case, Southeast Sulawesi 5 cases,
North Sulawesi 3 cases, South Sulawesi 6 cases, North
Sumatra 12 cases, Jambi 1 case, and Lampung 3 cases

( ).

The data shows that there have been many
cases of corruption by regional heads during
the implementation of fiscal decentralization in
Indonesia. This finding is in line with the findings of

,and , which also found
that fiscal decentralization had a positive effect on
increasing corruption in the regions, not resulting
in an improvement in the quality of public services.
Fiscal decentralization without support supported
by Good Public Governance mechanism will only
produce a corrupt government.

Fiscal decentralization in Indonesia is like
two sides of a coin. On the one hand, it can improve
public services, but on the other hand, the higher
the balance of funds provided by the central
government to the regions, the higher the probability
of corruption in local governments. This proves that
the implementation of decentralization in Indonesia
has an ambiguous impact. On the one hand, the
implementation of decentralization makes regions
more responsive and flexible in providing public
services, but on the other hand, the application of
this policy makes corrupt practices occur not only
in the central government but also spread to local
governments ( ; ;

IV. CONCLUSION

This research empirically found that the
implementation of fiscal decentralization in Indonesia
not only had a positive impact on the financial
accountability of local governments, but also had a
positive impact on the occurrence of corruption in
local governments. This means, fiscal decentralization
is like two sides of a coin, on the one hand, it
can increase the financial accountability of local
governments, but on the other hand the higher the
balance of funds provided by the central government
to the regions, the higher the probability of corruption
in local governments. Therefore, the supervision
of the implementation of fiscal decentralization
in order to create sound financial governance and
minimize corruption in the local government body
in Indonesia. The findings of this research are in
line with the findings of previous research that
the implementation of fiscal decentralization can
improve regional financial accountability, but new
findings from this study that fiscal decentralization
also increases cases of corruption in the regions if not
adequately monitored.
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