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Abstract - This study aims to examine the influences of fiscal decentralization on the welfare level of the people (which is 
proxied by Human Development Index) in several Kalimantan provinces. The variables included revenue decentralization, 
expenditure decentralization, and SMEs credit realization. The research object comprised of 4 districts/cities in Kalimantan 
between 2013 and 2017. The findings indicated that both revenue and expenditure decentralization significantly influence the 
welfare level; while credits for SMEs hold no influence on the increase of Human Development Index value.  
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I. INTRODUCTION  

 

Human Development Index (HDI) as one of the 

measurement tools for society welfare has placed East 

Kalimantan province at the highest rank in HDI rate 
among the other provinces in Kalimantan, namely 

West Kalimantan, South Kalimantan, Central 

Kalimantan, and North Kalimantan. East Kalimantan 

province ranked first in HDI rate in Kalimantan and 

placed third nationally for HDI rate in 2017 [1]. HDI 

rate in East Kalimantan province was averagely 

recorded at 73.36, followed by North Kalimantan with 

68.89 average point. Central Kalimantan followed at 

the third place with an average score of 67.70, 

followed by South Kalimantan with an average score 

of 67.46. The last rank was achieved by West 

Kalimantan Province with an average score of 64.33 
[1]. Differences in HDI rate might be caused by 

different capability of each provincial government in 

developing their region.  

Each region obtains authority from the central 

government to carry out regional development. It is in 

line with the principle of decentralization, which is 

characterized by a balance between central and 

regional finances. Currently, decentralization becomes 

an integral part in the economic development process 

and government strategy in developing nations and 

transitional economy [2, 3]. Financial balance between 
central and regional government under the framework 

of fiscal decentralization implementation indicates 

that the regional government is given the authority to 

regulate and utilize their own financial resources and 

supported by financial balance between central and 

regional government. This policy also refers to the 

distribution of authority (money follows function) in 

which the task delegation toward regional government 

(expenditure assignment) shall be followed by the 

distribution of authority to the regional government in 

terms of revenue/expenditure (revenue assignment) 

[4]. Some previous studies revealed positive 

relationship between fiscal decentralization and 

economic growth, because fiscal decentralization can 

drive efficiency and effectiveness of economic 

activities, and dynamically improve a region’s 

economic growth [5 – 8]. In line with these studies, 
other studies also mentioned that fiscal 

decentralization also has positive relationship with 

society welfare, as measured by fulfillment of society 

members’ basic needs [9]. It is feasible for regional 

government to satisfy their people’s needs, because 

they know better about the preferences of people in 

their own regions.  

On the contrary, some other studies found some 

opposite results in which the relationship between 

fiscal decentralization and economic growth were 

negative. It is caused by the measurement of fiscal 

decentralization through government expenditure 
[10]. The higher the fiscal decentralization is, the 

lower economic growth will be; because central 

governments limit the allocation of resources for 

public investment in their national priorities [11]. 

Moreover, the influence of fiscal decentralization on 

economic growth will be different in developed and 

developing economics [12]. It might be caused by the 

differences in the quality of human resources and 

economic resources of regional governments in each 

country in terms of budget management [9].  

In addition to the decentralization of expenditure, the 
implementation of decentralization also requires 

regional government’s improvement in their ability to 

explore the sources of regional income. For instance, 

tax is a potential source of regional income. However, 

increasing tax rates by regional government to the 

people can negatively influence regional economy 

[13] because the higher the tax burden for the people, 

the lower people’s purchasing power will be. In 

addition, an attempt to increase tax revenue through 

progressive taxes will also impact economic 

efficiency, because such taxes are seen as a 

disincentive to public productivity and it will reduce 
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the welfare of the people. On the contrary, another 

study found different results that the taxes imposed on 
the people have positive effects on people’s welfare in 

the long-run, though it does have a negative effect in 

the short-term [14].   

The improvement of people’s welfare in a country 

shall be achieved when there is a harmony between 

fiscal and monetary policy. Fiscal decentralization is a 

part of fiscal policies in Indonesia. In addition, the 

government of Indonesia also formulates monetary 

policy to improve the welfare of the people. One of the 

monetary policies is to provide micro credit or credit 

for small and medium enterprises (SMEs). For more 

than three decades, microfinance program has been 
considered as a crucial development policy all over the 

world, particularly in developing countries. The 

government and non-governmental organizations 

(NGOs) in some countries has introduced and 

operated various microcredit programs, targeting the 

less privileged people [15]. The research findings 

discovered that microfinance institutions can create 

jobs and encourage women’s empowerment which 

will subsequently improve the welfare of the 

community. The increase in household income can 

also be translated to an increase in purchasing power 
of households for goods and services, including 

education and health care. Continual increase of 

access to both services can improve the quality of life 

of the people in the long-run. This kind of life quality 

in economic development is often referred to as 

Human Development Index.  

 

II. LITERATURE REVIEW 

 

The economic theory of welfare is a part of social 

welfare which can be directly and indirectly correlated 

using approaches related to welfare refers to a system 
implemented by a nation and contain some benefits 

and services to provide state services to the people, so 

that they can obtain their economic, education, social 

and health needs for their well-being [16].  

Fiscal decentralization concept was initially based on 

Tiebout (1956) model which criticized solutions of 

public goods provision through market mechanism, 

because public goods should have been provided by 

the government as tax compensation. However, the 

concept of government here refers to central 

government, not regional government [17 – 18]. 
Provision of public goods by regional government 

should be more in line with the public’s needs, 

compared to goods provided by central government 

which tend to be uniform. It will also impact on the 

level of satisfaction from the public toward their 

regional government [19} including health care sector 

[20]. Fiscal decentralization in an area can be 

measured by two general variable, namely regional 

income and expenditure. There are various indicators 

to measure decentralization between one and another 

region. Although studies employ similar variables, but 

they may produce different results. It is due to 

different variables which were used by various 

researchers [21]. 
Transfer of authority from central to regional 

government implies that regional government shall 

develop their region more creatively, because they are 

finally given full rights to explore all potential sources 

of regional revenue so that the benefits of economic 

development can really be spilled-over to each 

community member. Fiscal decentralization is an 

embodiment of regional autonomy in the delegation of 

functions, tasks, authorities, and affairs from the 

central government to regional government [22]. The 

independence of a region can be achieved if fiscal 

decentralization can be properly managed. Fiscal 
decentralization includes four main scopes, namely 

responsibility for expenditure, assignment of revenue, 

intergovernmental transfers, and regional loans [23].  

Each development activity in each region needs 

funding, so that along with decentralization efforts, 

regional government is given some discretion to fund 

their regional development. One of the measurement 

tools for fiscal decentralization is expenditure 

decentralization. The more rapid a region’s 

development is, the higher the funding shall be; 

however, development generally improves society 
welfare. Besides expenditure decentralization, 

revenue decentralization is also one of the instruments 

in fiscal decentralization. Tax revenue is the most 

crucial revenue to improve and maintain the level of 

economic growth [14]; however, imposing higher tax 

has always been a controversial topic among 

economists and decision-makers. Some studies found 

correlation between tax and economic growth. The 

differences in tax instruments also have different 

impacts, according to the theory of Endogenous and 

Exogenous Development (neoclassical theory). 

Neoclassical economic growth theory suspected that 
some changes in tax policies do not have long-term 

impacts, only short-term and temporary ones [24 – 

26]. In other words, the supporters of Endogenous 

Economic Growth Theory deemed that changes in tax 

policies might influence long-term economic growth 

and improve economic activities [27 – 29]. However, 

another research found the negative relationship 

between tax and economic growth. The decrease in 

economic growth might also reduce the welfare of the 

people [30]. Improvement of society welfare shall 

always be the focus of development in each region. 
The people act as the receivers of public service from 

the government and the government shall attempt to 

increase people’s income to improve society welfare 

by providing microcredit for SMEs, for instance. 

These facts are in line with the findings of previous 

studies [15] which stated that microfinance institutions 

can create employment and enhance women 

empowerment. Therefore, in the future, all SMEs shall 

be embraced and encouraged to develop their 

business. Supporting the channeling of funds from 

banks and microfinance institutions for SMEs are 

expected to drive SMEs’ development.  
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For more than three decades, microfinance programs 

are being considered as an important development 
strategy all over the world, especially in developing 

countries. Government and NGOs in some countries 

have introduced and operated various credit programs, 

targeting at the less privileged [15]. Generally, SMEs 

comprises of households which do not hold enough 

capital to establish and develop their business. The 

success of SMEs in Indonesia is inseparable from the 

support and role of government to encourage 

microlending to SMEs. Various SMEs’ lending and 

funding schemes are launched by the government and 

they are linked with economic development’s tasks 

and programs in certain business sectors, namely food 
security, animal husbandry, and plantation [31].  

Until the end of 2018, microcredit for SMEs has kept 

growing. It is evidenced from the data of Money 

Supply Analysis from the Indonesian Central Bank 

which stated that total microfinance credit for SMEs 

has reached IDR 970 trillion, increasing 9.9 percent 

from the previous year (or on year-on-year basis). 

Based on the credit type of the total credit to SMEs, 

most of it were Working Capital Credit (WCC) and 

amounted to IDR 728.2 trillion, increasing 10.5 

percent on year-on-year basis. The rest of them was 
Investment Credit (IC) with 8 percent growth to IDR 

241.8 trillion [31].  

 

III. MATERIALS AND METHODS 

 

This research was conducted in 56 districts and cities 

in Kalimantan using secondary data which 

encompassed five years period between 2013 and 

2017. The data were published by the National 

Statistics Bureau (NSB) and the Central Bank of 

Indonesia. 

 
The variables in this research are listed as follows:  

1. People’s Welfare (W) 

The people’s welfare referred to people’s standard of 

living as indicated by economic and social conditions. 

In this research, it is proxied by Human Development 

Index,  referred to a composite index encompassing 

three basic human development, namely life 

expectancy and healthy life, knowledge, and a decent 

standard of living in any districts/cities in Kalimantan 

Island during 2013 – 2017.  

2. Expenditure Decentralization (Decent) 
Expenditure decentralization referred to regional 

governments’ authorities to fund development in their 

regions. In this study, expenditure decentralization 

was proxied by the ratio of regional/municipal 

government’s expenditure in any districts/cities in 

Kalimantan Island against central government’s 

expenditure during 2013 – 2017. The unit of this 

variable was measured in percentage. 

3. Revenue Decentralization (Rtax) 

Revenue decentralization referred to central 

governments’ authorities to explore the possible 

sources of revenue in their regions. In this study, 

revenue decentralization was proxied by tax ratio in 

various districts/cities in Kalimantan Island against 
their Local Own-Source Revenue (LOSR) during 

2013 - 2017. The unit of this variable was measured in 

percentage. 

4. Credit realization for Small Medium 

Enterprises (Cred) 

The realization of Total credit for Small Medium 

Enterprise in any districts/cities in Kalimantan Island 

during 2013 - 2017. The unit of this variable was 

measured in Million IDR.  

 

The research model was estimated with pooled least 

squares using the data of 56 districts/cities in 
Kalimantan between 2011 and 2017.   

The model is formulated as follows:  

 

Wit = α0 + α1 Decentit + α2 Rtaxit + α3 lnCredit + εit   

  

Notes: 

W = People’s welfare  

α0 = Constant  

α1 – α3 = Parameter coefficient 

Decent = Expenditure decentralization (the ratio 

of districts/municipal governments’ expenditure in 
Kalimantan against central government’s expenditure)

  

Rtax = Expenditure decentralization (the ratio 

of tax revenue in Kalimantan’s districts/municipal 

governments against Local Own-Store Revenue in 

Kalimantan)  

Cred = credit for Small Medium Enterprises 

ɛ = standard error 

i = districts/municipal 

t = time period 

 

IV. ESTIMATION RESULT AND DISCUSSION 
 

Based on estimation model above, we obtain the 

following results in Table 1. 

 

 
Table1: Estimation Results of Common Effect, Fixed Effect, 

dan Random Effect Models 

 

Based on the estimation results, it is evidenced that 

fixed effects are the best model. In order to test which 
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models have the best fit, we conducted Chow Test and 

Hausman Test. The results of both tests are presented 
in Table 2.  

 

 
Table 2: Results of the Chow Test and Hausman Test 

 
Based on Table 4.2, we determined that the best model 

for this study was the fixed effect model. The 

estimation results with fixed effects model are 

illustrated in Table 3. 

 

 
Table 3: Estimation Results for Fixed Effects Model 

 

Based on Table 3 above, we identified that revenue 

and expenditure decentralization both significantly 

influenced the welfare of the people. While SMEs 

variable held no significant value on the welfare of the 

people. Based on F-statistics value, all regression 
variables significantly influenced the variations of 

people’s welfare variables. Based on the results above, 

we can also affirm that there are significant influences 

from expenditure decentralization on the welfare of 

people in various districts and cities in Kalimantan. 

Government policies through expenditure 

decentralization have significant influence on people’s 

welfare in Kalimantan’s districts and policies, as 

measured by the Human Development Index. It might 

be because government expenditure has a positive 

impact on increasing human resources and 

productivities. This finding is in line with the 
principles of economic theory in which government 

expenditure is expected to improve the quality of 

human resources in order to improve regional 

economic activities (through economic expansion). If 

the policy is implemented, it will increase society 

members’ income, and automatically, their welfare. 

Expenditure decentralization aims to improve both 

quality and quantity of public facilities and 

infrastructure, as well as direct programs which can 

generate higher productivity level in society and 

business entities at the regional levels. In addition, the 
budget of regional government also aims to provide 

basic services for the people, namely education and 

health care [32]. 

The variable of expenditure decentralization showed 
positive and significant influences on the welfare of 

the people. It indicates that along with expenditure 

decentralization, the people’s welfare shall improve; 

and vice versa. In addition, an increase in government 

revenue from tax also positively influences the 

people’s quality of life. It might be caused by 

distinctive capability of regional government to 

manage their local revenue so that the people’s income 

is higher than their taxes.   

Moreover, the variable of SMEs showed a positive 

influence, yet insignificant value. The reason was that 

the increased number of credits to SMEs is possibly 
caused by the increase in the number of credits, not the 

amount of credits received by each SME. Therefore, 

the increase in credit does not actually influence the 

development of SMEs business itself. The increase in 

credit also has not resolved the issue of limited 

funding to develop SMEs so that the management for 

credit fund for SMEs cannot be heightened to improve 

the welfare level of the people residing in various 

districts/cities in Kalimantan. This finding is not in 

line with some of the previous studies [15].  

 

V. CONCLUSION AND SUGGESTIONS 

 

Expenditure decentralization, which is measured by 

the ratio of regional government expenditure, recorded 

positive and significant influence with the welfare 

level of people in districts/cities in East Kalimantan, 

Central Kalimantan, South Kalimantan, and West 

Kalimantan provinces. It is because the expenditure of 

regional government positively impacts the increase in 

productivity of the human resources in those 

provinces. 

Further, revenue decentralization, which was 
measured by the ratio of regional tax revenue showed 

positive and significant influences on the welfare level 

of the people in the districts/cities of East Kalimantan, 

Central Kalimantan, South Kalimantan, and West 

Kalimantan provinces. It is because the measurement 

for welfare was human development index which 

reflects the quality of human resources in various 

districts/cities in Kalimantan.  

Meanwhile, SMEs credit evidently had positive, yet 

insignificant influence on the level of welfare in the 

districts/cities of East Kalimantan, Central 
Kalimantan, South Kalimantan, and West Kalimantan 

provinces. It is because the credits for SMEs have not 

been optimized to improve the welfare of the people 

the districts/cities in Kalimantan provinces.  

Based on the simulation with fixed effects model using 

few scenarios. First, if there is an increase in the 

regional government’s expenditure by 10 percent, 

provision of funds from central government by 5 

percent, and an increase in regional tax revenue by 5 

percent, it indicates that the welfare of the people can 

be improved by 0.760366 percent. The increase also 

signals an improvement of average welfare from 
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1.645698 percent to 2.406065 percent. Second, if there 

is an increase in regional government’s expenditure by 
10 percent and it is fully funded by an increase in 

regional tax revenue, it indicates that the level of 

welfare can be increased by 0.834250 percent. The 

average welfare can also be improved from 1.645698 

percent to 2.479948 percent.  

Based on two scenarios above, fiscal policy in 

Scenario 2 is better to be implemented. It is because 

the delegation of authority to regional government is 

expected to enhance the implementation of revenue 

decentralization. Regional government is also 

expected to explore the sources of income in their 

respective regions and fully use it to meet the 
community needs; hence, it is expected to drive an 

increase in the welfare level of the people. Based on 

the results of the two scenarios above, in order to 

improve the welfare level, regional government 

should put some efforts to optimize expenditure 

allocated for human resources development. The 

revenue can be obtained from regional taxes; hence, 

the regional government also need to increase their 

taxes. However, in order to find out to what percentage 

tax shall be increased to fully improve the welfare 

level, further study needs to be conducted.  
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