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addition, in general the new autonomous regions show
higher fiscal dependencies than the old regions. Thus, it
can be stated that the establishment of the new
autonomous regions has caused pressure on the state
finances due to the large amount of funds that must be
transferred to new regions.

INTRODUCUTION

The relationship between the central government and regional
government is inseparable from the discussion of the form of the state,
because the relationship between the two is strongly influenced by the form of
the state. According to modern political theories, the form of the state is
broadly divided into two main forms, namely a single tiered state, called the
unitary state and the plural state, called the federal state (Soehino, 1999). C.F.
Strong states that a unitary state is a form of state in which the highest
legislative authority is centralized within a national legislative body. Power
lies with the central government and does not lie with local governments. The
central government has the authority to hand over part of its power to the
regions based on the right of autonomy (a unitary state with a decentralized
system), but in the final stage the highest power remains in the hands of the
central government, both inward and outward sovereignty, entirely resting
with the central government (Budiardjo, 2013).

Indonesia as a unitary state in the administration of its administration
in the regions is based on the principles of decestralization, deconcentration,
and co-administration. The second amendment to constitution of the
Republic of Indonesia states that "The Unitary State of the Republic of
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Indonesia is divided into provincial regions and the provincial region is
divided into regency and city areas, each of which has a regional government
regulated by law". In accordance with this clause the Indonesian government
system recognizes the existence of a central government and regional
governments. The division of territory is divided into provinces, districts and
cities that have their own government, so the relationship between the central
government and regional governments (provincial, district and city) is vertical-
hierarchical. Constitution states that regional governments carry out the
broadest possible autonomy, except governmental affairs which by law are
determined to be the affairs of the central government.

The implementation of regional autonomy as clearly mandated in the
1945 Constitution, is intended to organize the regional government system
within the framework of the Republic of Indonesia. The implementation is
done by giving freedom to the regions to carry out governmental authority at
the regional level. The autonomy granted to regencies and cities is carried out
by giving proportional, broad, and accountable authority to regional
governments. This means that the delegation of responsibilities will be
followed by arrangements for distribution, equitable use of national resources,
and financial balance. Since the reform era, several laws have been enacted
governing local governments ranging from Law Number 22 Year 1999, Law
Number 32 Year 2004 and Law Number 23 Year 2014. Since the enactment
of Law Number 22 Year 1999 to Law Number 23 Year 2014 there have been
many autonomous regions formed by the government, both provincial and
district / city.

Philosophically, the aim of regional expansion is three interests,
namely improving public government services to the community and
improving the welfare of local communities, and shortening the range of
government control (Siswanto, 2012). Regional expansion is a phenomenon
that accompanies the administration of regional government in Indonesia.
This can be seen from the increase in the number of new autonomous regions
in the territory of the Republic of Indonesia. To date there are 542
autonomous regions consisting of 34 provinces, 415 districts and 93 cities
(excluding 1 administrative district and 5 administrative cities in DKI Jakarta
Province). Therefore, the presence of the new autonomous regions is expected
to be able to improve services and welfare for the community. This is as
mandated by the spirit of regional autonomy contained in Law Number 23 of
2014 in conjunction with Law Number 09 of 2015.

Based on data from the Directorate General of Regional Autonomy,
the period 1999-2004 has formed 7 provinces, 115 districts and 26 new cities.
In 2005-2014 a new autonomous region was formed, consisting of 1 province,
67 districts and 7 cities. Since the taps for the formation of a new autonomous
region were opened in 1999 until now, the state has authorized 237 new
districts / cities. Not only does it stop at the formation of new regions, the
regional autonomy policy also encourages accelerated regional development
through the transfer of funds from the center to the regions that continues to
increase (Ministry of Internal Affairs, 2017).
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Facts that occur in the regions actually say differently, every year the
public of the homeland is treated to more facts about the corrupt practices of
regional officials. Data on the rampant corruption carried out by regional
officials shows that funds transferred to the regions actually become easy
targets to be misused. On the other hand, in the eyes of some economists, the
country's finances are currently very worrying. The burden of infrastructure
projects that absorb large funds does not offset the abundant revenues. This
condition can widen the budget deficit to above 3% of Gross Domestic
Product (GDP) by the end of this year, or exceed the maximum threshold set
by the Law on State Finance (Wijaya, 2017).

This condition will be seen as a fiscal risk that makes Indonesia's
finances fragile and easily arises. Such conditions, both directly and indirectly,
have made state finance more burdened from year to year. Based on these
data and facts, the government has taken an important step in 2014 by
establishing a policy to memorize the formation of new autonomous regions.
Although the division is a regional constitutional right, but the government
stated that the current state finances are still focused on financing
development infrastructure and resolving the problem of a large budget deficit
before re-issuing permits for the formation of new autonomous regions. The
formation of new autonomous regions is carried out if the state finances are
sufficient because a large budget is needed to build facilities and infrastructure
that will support the new autonomous regions

Several studies have tried to examine what happened in some new
autonomous regions. Ministry of National Development Planning has
conducted a study on accelerating the development of new autonomous
regions. The study specifically examines issues related to new autonomous
regions development and sectors that are a mainstay in economic
development. The study took place in Serdang Bedagai Regency (North
Sumatra), Sekadau Regency (West Kalimantan), West Sumbawa Regency
(West Nusa Tenggara), Tomohon City (North Sulawesi) and Tasikmalaya
City (West Java). The results of the study showed that regional own-source
revenue increased, but the dependency on the General Allocation Fund
remained high. There has also been an increase in development spending,
although the proportion of routine expenditure is still small. It 1s not
surprising if the respondents said the quality of community services had not
improved. This was apparently due to the new autonomous regions regional
government in the early years prioritizing the improvement of the
Institutional, institutional infrastructure, personnel and regional finances
(National Development Planning Agency, 2008).

The Ministry of Interior's Regional Autonomy Research and
Development Center (2013) also studied the effectiveness of regional
expansion in the era of regional autonomy in nine new autonomous regions.
This study concludes that in general there is no new autonomous regions that
can be grouped into the category of able, even though the arrangement of
various aspects of government to support governance is in accordance with
existing guidelines. The study found that the institutions that were formed had
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not yet been fully adjusted to the functions that had been designated as
regional affairs (Ministry of Internal Affairs, 2013).

Based on data from the Ministry of Home Affairs, the preparation
process for the formation of the new autonomous regions has so far required
funds of up to trillions of rupiah. In addition to the large cost factor, the
government is currently completing the draft government regulation on the
great design of regional arrangement as the legal basis for implementing
regional expansion. The pattern of forming new regions is not like in the past
where regions were formed and released just like that. At present, before
becoming a new autonomous regions, the division must go through
preparatory areas for at least three years. During the three years the area will
be seen its development to later see whether it is worthy of being a new
autonomous regions or not. Reflecting on the previous division, there are still
parent regions that have not yet submitted their grant funds for new regions.
This has caused many new autonomous regions to depend on funding from
the state budget. These problems also have an impact on state finances.

This study aims to answer the question of the factors that led to the
formation of new autonomous regions during the reform era and their impact
on state finances comprehensively. From the two studies above as well as
several other related studies, in general it discusses the evaluation of new
autonomous regions performance or the ability of the economy and its
development. While this study focuses more on the driving factors for the
formation of new autonomous regions and the impacts that arise on state
finances in general.

So, this study is expected to be useful as input for policy makers both
in the executive and legislative branches in making the grand design of
regional structuring. In addition, this study is also useful as a reference for
academics who are interested in the issue of regional structuring. It is hoped
that this study can elaborate more deeply and can improve existing studies.

As with the background above, this study is important to do because it
seeks to examine more deeply the division of regions and their impact on state
finances. In addition to the current national issues regarding the growing state
budget deficit, increasing the number of new autonomous regions will
certainly add to the budget plot for the new region, the authors determine the
title in writing this study 1s factors for forming a new autonomous region and
its impact on state finance.

METHOD

This study is a policy study that is designed to understand one or more
aspects related to the policy process, including decision making, policy
formulation, policy implementation, which is conducted using descriptive
qualitative study methods. This literature review is carried out by collecting
data from the publication of agencies / institutions which are juxtaposed with
various literary sources of experts and legislative documents for later analysis
to become a conclusion and recommendation. The intended literature and
documents can be in the form of books, journals, institutional reports,
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legislation, clauses, media news, academic texts, policy papers and other
literature relating to the focus of the study.

The technique for obtaining data in this study is the literature review
method and holding discussions with competent officials / experts and
documentation. The discussion was carried out by involving the Regional
Representative Council of the Republic of Indonesia, the Ministry of Home
Affairs, the Ministry of Finance and the National Development Planning
Agency in the form of Focus Group Discussions.

The data analysis process in this study starts from the preliminary
study to the preparation of the study proposal. The next step, deeper data
processing is done by processing the results of the research library and the
results of discussions and documentation of various field information. After
that, checking the validity of the data used as study informants and comparing
the data with various other relevant information. The validity of the data is
needed to measure the extent to which the interpretation made by the
researcher can be trusted. In qualitative research methods, researchers'
interpretation of data is a major strength. This study uses data validity
techniques formulated by John Cresswell (2016).

RESULT AND DISCUSSION
Formation of a Massive New Autonomous Region in the Reformation Era

The formation of new autonomous regions from 1999 to 2014 showed a
significant development, because the number of provinces in Indonesia
increased by 23% and the number of districts /cities increased by 67%. If
broken down by district /city, the number of new autonomous regions
increases by 205 new districts /cities. So, if calculated on average from 1999-
2014, each year the province's new autonomous regions and regencies /cities
increase by 13 new autonomous regions per year.

Graph 1. Development of the New Autonomy Region 1999-2014
@ Province m District/ City »Number of autonomous regions
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The formation of a new autonomous region was a euphoria after reform.
This is caused by the existence of very strict rules that apply in the very
centralized New Order era. This changed when the new order collapsed and a
decentralized system began to be implemented, which in turn made the trend
for the formation of new autonomous regions even more intense. The
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Ministry of Home Affairs conducted a study in 2010 to estimate the addition
of new autonomous regions until 2025, the results of which are as follows:

Table 1. Estimated Number of Autonomous Regions 2010-2025 in

Indonesia
Daerah Otonom 2010 Penambahan 2025
Provinsi 33 11 44
Kabupaten/Kota 491 54 545
Jumlah 524 65 589

Source: Ministry of Home Affairs

Until now, given the large demands for the formation of new
autonomous regions from various provinces throughout Indonesia, it is not
impossible that such estimates will occur and create new autonomous regions.
This condition certainly has its own impact on government finances, both the
central and regional governments.

Drivers Of The Formation Of A New Autonomous Region

The formation of new autonomous regions through the process of
expanding autonomous regions has been known since the founding of this
republic. During the New Order administration, regional expansion occurred
in very limited numbers. Most of the formation of autonomous regions at that
time was the formation of municipalities as a consequence of the process of
urbanizing a part of a Regency. The process also begins with the formation of
an administrative city as an administrative territory, which can then be
formed into a municipality as an autonomous region. The process of regional
expansion is more top-down or centralized, dominated by technocratic
administrative processes. Since the implementation of decentralization
through the enactment of Law Number 22 Year 1999 concerning Regional
Government which was later revised to Law Number 32 Year 2004, the
regional expansion policy has experienced significant changes.

Although the conditions for the formation of regions in Government
Regulation No. 78/2007 have been made even more stringent, they have not
been able to stem the demands of the regions to expand and form new
Regions. According to Eko Prasojo, there are a number of driving factors for
making demands for regional expansion so far (Prasojo, 2011), namely:

a. First, the demand for expansion is a legal way to encourage the
government to channel state finances to the regions. As long as the
financial incentives are in the form of general allocation funds,
allocation funds or other balancing funds from the central government
continue to flow into the new autonomous region, so long as the
demands for expansion will occur. In other words, expansion is a tool
for new regions to pressure the central government to give money to it.

b. Secondly, besides having a dimension of state finance, expansion also
has a political dimension. Expansion is a political way to provide
greater space for cadres of political parties in the region to take part in
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representative institutions and other regional government institutions.
The formation of a new autonomous region was clearly followed by
the formation of a number of structures and positions in the region
such as regional heads, deputy regional heads, members of the
Regional People's Representative Council and other positions. Not
surprisingly, members of the House of Representatives have a high
interest in continuing to take the initiative to draft a bill for the
formation of a new autonomous region.

Third, expansion can also have the dimension of the promise of
politicians to the people in their constituencies. Especially before the
election, the promise of the formation of a new autonomous region
will be an effective campaign tool to boost votes in the election. The
counter opinion of the division can be seen as not pro-regional and not
pro-people.

Fourth, of course it is very legitimate to state that from the area and
range of services, expansion is a way to bring services closer together
while increasing the prosperity of the people.

In line with this argument, as a consequence of the enactment of the

regional autonomy system, there are several factors that can trigger regional
expansion, including:

a.

Administrative Dispersion (overcoming the range of government
control), this reason is increasingly strong considering that the regions
of expansion are quite large areas while the center of government and
community services are difficult to reach. The position of the
government capital is a determining factor. It is also evident that the
newly created regions are underdeveloped and poor areas with very
little support for public services and supporting infrastructure.

Inequity Resistance (injustice factor), injustice is also a trigger factor
for demands for regional expansion. The party who proposes the
burning of the region feels that the amount of regional income is not
proportional to the welfare of the people in the region and this creates
an imbalance in welfare between one region and another.

Bureaucratic and Political Rent Seeking (political reasons and to seek
important positions). Political reasons where with the existence of new
territories will bring up new areas of political power so that people's
political aspirations are much closer. At the regional level, of course,
this opportunity will arise through executive and legislative powers. At
the national level, the emergence of new territories will be utilized as
an opportunity for greater support for certain political forces.

Fiscal Spoil (fiscal incentives for self-expansion, the existence of
guarantees of transfer funds, especially the General Allocation Fund
from the central government to regional governments, generate
confidence that the newly formed regions will be funded.

Preference of Homogeneity, reasons for differences in identity (ethnic
or cultural) also often appear as one of the reasons for expansion. The
desire to form new territories is in line with the increasingly strong
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tendency of ethnic groupings in the old territories. The demand for
expansion arises because usually the people domiciled in the expansion
area feel as a separate cultural community different from the parent
cultural community (FGD results).

Of the five factors above, when juxtaposed with the theory of
decentralization as revealed by The Liang Gie, then:

a. The area wide factor can be seen from the perspective of organizational
technical governance in which to achieve an efficient government, the
range of control between the central government and its people must
be shortened.

b. Factors of injustice and political reasons for seeking important
positions can be seen from a political standpoint, where the
implementation of decentralization 1is seen as an act of
democratization, to attract people to participate in government and
train themselves in using democratic rights.

c. Factors of ethnic and cultural differences can be seen from the
perspective of culture, where decentralization needs to be held so that
there is attention to the specificity of a region.

The various political economy interests in the formation of new
autonomous regions often make it difficult for the government to withhold the
formulation of the law on the expansion of initiatives from the House of
Representatives. In the end, regional technical, administrative and physical
measures as stipulated in government regulation No. 78/2007 were defeated
by political interests and decisions. In other words, that the purpose of
expansion for prosperity and welfare of the people is replaced by the interests
of the political elite, both at the central and regional levels.

Actually, the phenomenon of expansion needs to be seen from the side
of proposers (why they want to form a new autonomous region) and the
formulation of policies in the central government. In terms of proposing the
formation of a new autonomous region from the region, the enthusiasm &
energy to propose and fight for regional expansion is driven by several
reasons, namely:

a. Arguments for bringing government closer to the people, improving
the quality of public services, economic development and democracy
in the regions. Through the formation of new autonomous regions,
isolated regions can then develop into centers of government activities,
services and economic activities.

b. Second, often the formation of new autonomous regions is driven by
the subjective interests of actors in the regions can also be a motivation
for proposing the formation of new autonomous regions, such as
politicians and bureaucrats who get wider promotion space, people
who feel more politically and culturally valued, and business people
who expect activities. Therefore, the proposed expansion of new
autonomous regions will continue if there is no clear and firm policy
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Then, from the perspective of policy makers in the central government
(why it was divided), there is a long policy process, both technocratic and
political processes, which must be surpassed by proposals for the formation of
autonomous regions. In addition to meeting the technocratic requirements set
out in Government Laws and Regulations, the expansion proposal must be
politically supported by the Trusteeship Council. Therefore, in order to
understand the expansion policy process, it is necessary to track why and how
the national government passed the proposed expansion of autonomous
regions. Looking at the results of the formation of new autonomous regions
which were almost one hundred percent compared to the number of
autonomous regions before 1999, it can be said that the government is
relatively easy to pass the proposed expansion of the region. There are several
possibilities why this might happen:

a. A technocratic process that is easily fulfilled, tricked or ignored. This
can happen because of several things, such as the eligibility criteria of
expansion that are easily penetrated.

b. Political processes that tend to be bottom-up provide great
opportunities, including to propose, mobilize, or politicize proposals
for the formation of new autonomous regions. It was also made worse
by politicians who tended to support the division of political
arguments, as well as the formulation process taken over by the House
of Representatives as a proposal for the House of Representatives
initiative. (FGD Results)

Formation of a New Autonomous Region and Its Impact on Transfer
Funds

As explained in the theoretical framework related to fiscal
decentralization, that fiscal decentralization is one of the consequences of
applying the principles of decentralization and regional autonomy. This is
reflected in the majority of the state budget which annually flows to all regions
of the country. As stated by (Mardiasmo, 2009), related to the initial objective
of fiscal decentralization is to reduce the fiscal gap between the central
government and regional and regional governments. It is also expected to
increase the quality of public services in the regions and reduce the gap in
public services between regions.

One of the instruments of fiscal decentralization policy is the policy of
transfer to the regions. In 2012, the transfer policy to the regions was
implemented through a funding system that paid more attention to aspects of
the fiscal gap between the center and the regions, the division of government
affairs between the center, provinces, and districts /cities, the quality and
disparity of public services between regions, development of regional
economic potential, efficiency utilization of national resources,
synchronization of national and regional development planning, accelerated
development in the most remote, outermost, frontier, and former conflict
areas.
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The funding system is in the form of a budget allocation for transfers to
the regions in the State Budget, which consists of: (1) Balancing Funds, (2)
Special Autonomy Funds and Adjustments. The Special Autonomy and
Adjustment Fund is allocated to the regions based on the revenue of the State
Expenditure Budget to fund regional needs in the context of implementing
decentralization. The Special Autonomy and Adjustment Fund is sourced
from the state revenue that is collected, in the form of tax revenue and natural
resource revenue. The Special Autonomy Fund and Tax Adjustment consist
of Clause 21 income tax (Income tax Clause 21) and Clause 25 income tax
and Clause 29 Domestic Personal Taxpayer (Income tax Clause 25/29), Land
and Building Tax, and Tobacco Product Excise (FGD Results) ).

The general allocation fund is allocated to minimize interregional fiscal
imbalances in funding governmental affairs which are under regional
authority. General allocation funds are allocated to provinces and districts /
cities based on the total amount of the general allocation funds (nationally)
which are finally determined in the State Budget, which is at least 26 percent
of net domestic revenue. The proportion of the general allocation funds
between provinces and districts / cities is determined based on the balance of
authority between the provincial and district / city governments. The
proportion of the general allocation fund for provinces is set at 10 percent and
for districts / cities at 90 percent.

Meanwhile, the special allocation fund is allocated to assist regions in
funding programs / activities that are the authority of the regions and become
national priorities. The goal is that the regions can provide adequate
infrastructure and public service infrastructure in accordance with the
minimum service standards in each field (FGD Results).

Graph 2. Development of Transfer Funds 2004-2018
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In line with the increasing number of new autonomous regions formed,
funding needs for the provision of public service infrastructure and
infrastructure in the regions also continue to increase. This causes the transfer
budget to the regions from year to year also increased. In 2004, the allocation
of the transfer budget to the regions consisting of the Balancing Fund, Special
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Autonomy and Adjustment Funds amounted to Rp129.7 trillion, then now in
2018 it became 697.6 trillion. More detailed changes can be seen in the table
below.

Table 2. Percentage of Increase in Transfer Funds 2004-2018

Year Allocation of Transfer Funds %
(in Trillions of Rupiah) Increase
2004 129.7 -
2005 150.5 13.82
2006 226.2 33.47
2007 253.3 10.70
2008 292.4 13.37
2009 308.6 5.25
2010 344.7 10.47
2011 411.3 16.19
2012 480.7 14.44
2013 513.2 6.33
2014 596.4 13.95
2015 637.9 6.51
2016 729.3 12.53
2017 697.1 (4.62)
2018 697.6 0.17

Source: Ministry of finance

Furthermore, based on the analysis of the Indonesian State Budget over
the past 10 years, it can be seen that due to the state budget policy in that time
span, the state finances experience a deficit every year because the state
budget is always greater than state revenues. In covering the annual budget
deficit, the government's decision to owe money is indeed very logical to
cover the entire deficit.

Although the budget allocation for transfer to regions in the last five
years has always increased in the aggregate, but since 2017 the growth trend
has tended to decline. Transfer funds increased by only 0.17 percent from
rp697.1 trillion (2017 state budget) to rp697.6 (state budget 2018). In fact the
allocation of general transfer funds consisting of general allocation funds and
revenue sharing funds decreased 2.6 percent compared to the allocation in the
previous year. This condition is caused by the realization in the field that is
not massive enough. The government claims that the funds have succeeded in
reducing poverty and gini ratios in the regions, but the impact on improving
people's living standards is still not significant enough
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Graph 3. Development of the 2008-2017 National Budget
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Forming a New Autonomous Region Requires a Large Budget

In discussing this problem, the theory of decentralization and the
concept of regional autonomy are considered suitable to see the paradigm that
develops in the formation of new autonomous regions. According to Law No.
23 of 2014, the principle of regional autonomy uses the principle of broad
autonomy in the sense that the region is given the authority to administer and
regulate all government affairs outside those of the government. On the other
hand, to look at it from a financial perspective, the formation of new
autonomous regions is an effect of decentralization which aims to reduce the
fiscal gap between the central government and regional governments.
Therefore, based on the count of the Ministry of Home Affairs, the
preparatory process for the formation of new autonomous regions requires
funds of up to trillions of rupiah. In fact, the state budget deficit is increasing
from year to year (as previously explained). This is similar to what Anwar
(2014) found that with an imbalance between expenditure and revenue
(budget deficit), then it automatically becomes a burden on state finances.
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If the formation of a new autonomous region is not moratorium, based
on data from the proposed regional preparation for a new autonomous region,
the total estimated funding requirement for the formation of a new
autonomous region is Rp22,112,500,000,000. At present there are at least 101
regions that have been proposed to be formed until 2025. All of these regions
comprise 11 provinces, 78 districts and 12 cities throughout Indonesia. It's just
that the expansion effort is currently suspended (moratorium) by the
government (FGD Results). The breakdown of the cost of establishing a
preparation area for the province is Rp. 30,250,000,000, Rp. 156,000,000,000
districts and Rp. 24,000,000,000 cities. As for the cost of conducting the
preparation area of Rp21,902,349,000,000. For the province of Rp.
4,546,938,000,000, Rp15,041,356,000,000 districts, and Rp24,000,000,000
cities. Therefore, the formation of new regions should not be carried out
without in-depth study. (FGD results).

Apart from that, it is certain that each new autonomous region will still
depend on funding from the state budget, while the original regional revenue,
the new autonomous region will only average 5-10%. Not only the new
autonomous regions, even the majority of old regions still depend on the state
budget. Only DKI Jakarta has genuine regional income (FGD Results).
Basically, regional expansion is a constitutional right owned by each region.
That is, as long as it meets the requirements, in fact each region may only
propose the formation of a new autonomous region. However, in a state
where financial difficulties are occurring, the momentum is very improper if
the division is renewed at this time. In addition, the government 1s currently
still evaluating the implementation of the new autonomous region that was
formed until 2014 so that a moratorium on expansion is currently being
established. The government said that the temporary division could not be
continued. The reason is the unstable economic conditions. Therefore for the
2018 budget discussion has not been included on the new autonomous
regions. This is to anticipate that the formation of new autonomous regions
will no longer be a burden on state finances.

The moratorium on regional expansion is carried out so that the
government can focus on improving the economy without having to worry
too much with additional spending on new regions. The postponement of the
formation of new autonomous regions is used as a preparation period for
regions that want to form new autonomous regions. More careful preparation
must be done so as not to negatively impact the country's finances. The
ministry of home affairs stated that if after the discussion of the new
autonomous region it could immediately produce the newly created region, it
would now have to wait three years. Even then, after an assessment
conducted by the central government to assess the feasibility of forming new
regions.

The moratorium was carried out to prevent new regions failing due to
lack of preparation. During the preparation period, several requirements were
prepared, starting from the legal umbrella, regional boundaries, maps, to asset
and financial management. Meanwhile the director general of regional
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autonomy at the ministry of home affairs also stated that the moratorium on
the formation of a new autonomous region will continue to take effect this
year due to budgetary problems. During the moratorium period, the ministry
of home affairs will further optimize existing funds for the needs of
infrastructure development and border areas (FGD results).

Formation of a New Autonomous Region in a Cost and Benefit Perspective

The rearrangement of the new autonomous region is still very identical
to regional expansion, none of which have led to the elimination and merger
of regions as regulated in regulation Number 129 of 2000 concerning
requirements for the establishment and criteria for expansion, elimination and
merger of regions which were then replaced with regulation Number 78 Year
2007 concerning procedures for formation, elimination and merger of regions.
The establishment of new autonomous regions since 1999 shows a significant
development, because the number of provinces in Indonesia increased by
21%, the number of districts increased by 41%, and the number of cities
increased by 37%.

In the regulation prerequisites for the formation of a provincial region
must cover a minimum of five districts / cities, while for districts consisting of
five districts and cities with only four districts. On the other hand, the
formation of subdistricts, wards and villages is only determined through local
regulations. So it is unable to be monitored by the government, given the
absence of a continuous reporting or recording system of regional regulations
at the central level. Based on the recording of the ministry of home affairs in
2008, it is known that on average each month 18 sub-districts, 30 villages and
60 villages are formed.

Considering the purpose of regional autonomy is to improve the welfare
of the community, bring public services closer and strengthen regional
competitiveness, the flooding of the level of regional expansion threatens the
decline in the quality of regional government administration. The results of
the evaluation of the performance of the new autonomous region conducted
by the ministry of home affairs stated that only 58.71% had high performance.
The remaining 34.19% under-performing, and 4.16% under-performing. Even
President Susilo Bambang Yudhoyono himself once launched 80% of the new
autonomous regions failed to improve welfare. Another fact from the
evaluation results of the ministry of development of disadvantaged regions
shows that 34 regions have become disadvantaged or poor after being divided.

In the period 1999-2009, there were 205 new autonomous regions
consisting of 7 Provinces, 164 Regencies and 34 Cities. As a result in 2003, the
government had to provide a general allocation fund of Rp1.33 trillion for 22
new autonomous regions resulting from the division which was carried out in
2002. That number doubled in 2004, where the government had to transfer
Rp2.6 trillion of the general allocation fund allocation for 40 new autonomous
regions. In 2010, the government disbursed Rp.47.9 trillion in funds as general
allocation funds for new autonomous regions. Since the motivation for the
birth of a new region is more political and based on the spirit of taking a
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bigger budget, the only way to control the pace of regional expansion is to
revise the rules regarding general allocation funds. Through the momentum of
the revision of the financial balance law, a binding arrangement must be
affirmed that the new autonomous region cannot automatically obtain general
allocation funds (FGD results).

The number of regulations relating to regional expansion in a relatively
short period of time is an "extraordinary" achievement, while raising several
big questions in our minds. First, is the formation of new autonomous regions
important as a solution to improve people's welfare? Second, are there really
so many interests from regional stakeholders that regional expansion is
considered able to accommodate these different interests? Third, did regional
expansion occur because new autonomous regions received less attention
from parent regions?

Let us try to examine again, what benefits will be obtained from an area
expansion. The main advantage is surely to shorten the span of control
between local government and the community, especially in areas that are not
yet covered by government facilities or infrastructure. In addition, regional
expansion also improves the distribution of development. Based on past
experience, the regions that were the initial focus of development were only
areas that were close to the government capital.

Another advantage is of course for the political elite in the region and
the regional officials themselves. With expansion, an area can get a general
allocation fund, the amount of which can reach twice the previous level,
because a new region will get a general allocation fund that is relatively the
same as its parent region. Factors like this are often the reasons for proposing
the formation of regions never stop. In addition, expansion also opens
opportunities / opportunities to benefit from regional expansion, both funds
from the Government and from the region's own revenues.

Conversely, when viewed from the side of the state's financial burden to
finance this, the formation of a new autonomous region makes the general
allocation fund that must be prepared by the government to be bigger. This
has not been added to the additional budget of the state budget which must be
prepared to finance the salaries and allowances of newly appointed regional
officials, while the amount of costs incurred does not necessarily guarantee an
increase in the welfare of the people which is the main objective of the
formation of the new autonomous region itself .
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Table 3. Composition of the 2014 Autonomous Regional Budget (Before
The Moratorium On New Autonomous Regions)

319 Old Regions % 213 New Regions %

Total 359.177.321.880.740 100 119.920.844.221.726 100
Income
Locally- 81.513.189.343.563 23 8.880.068.568.928 7
generated
revenue
Balance 230.605.355.723.188 65 96.755.922.712.435 81
Funds
Other 47.058.776.813.988 12 14.284.852.940.362 12
Income

Source :Ministry of Internal Affairs

From the table above it can be seen that the balancing fund is the largest
revenue contributor of the total 2014 regional expenditure budget. The total
funds for 213 autonomous regions have only reached 81% of total revenue,
while the old regions are 65%. The new autonomous region is still unable to
explore its original regional revenue, as seen from the total regional original
income which is only 7% of the total amount. From the table above shows the
amount of original regional income is smaller than the amount of regional
income so that regions are even more dependent on the central government
through funds transfers to the regions in the state budget every year. From
other data we can also see, for example in the 2012 - 2014 time frame 12 new
regions have been formed. But, if we look generally at regional finance in the
same timeframe, it can be concluded that many regions still depend on
equilibrium funds from the center, and are inversely proportional to the
region's original revenue.

Graph 4. Regional Expenditures / Defist 2013-2015
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Graph 5. Realization of Regional Revenues 2013-2015
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To finance the running of government and development, local
governments are still largely dependent on the central government such as
general allocation funds and special allocation funds. Most of the general
allocation funds have been absorbed by employee expenditure of around 50%
(in the indirect expenditure group). In fact, when seen from the criteria for a
healthy regional budget structure, the direct expenditure is higher than the
indirect expenditure. Therefore, from the stipulation of Law Number 6 Year
2014, the structure of regional income and expenditure budget is not healthy /
not ideal, because direct expenditure will be low compared to indirect
expenditure.

From these data it can be stated that the ideal balance of central and
regional finances is if each government can be independent in the financial
sector to finance the exercise of their respective authorities. Therefore, the
central assistance which has been the main source of revenue from the
regional revenue and expenditure budget should start to reduce its
contribution and the main source of revenue is from the region's own original
revenue. However, most regions have not been able to increase their own
sources of income. So it can be said that the regional / regional government is
still not independent, because in general it still depends on the balance fund.

In this era of decentralization, the performance of the formation of new
autonomous regions has not been in accordance with its objectives, namely to
improve people's welfare. This is due to the financial performance of new
regions as a means to achieve these goals, in fact decreasing along with the
increase in the formation of new autonomous regions. On average in each of
the new autonomous regions, the receipt of balance funds from the center is
more directed at the development of government infrastructure such as
government offices, official housing, and other expenses related to employee
spending.

Expenditures related to spending on civil servants clearly have little
effect on the surrounding community. Provision of public goods to the public
will certainly be reduced because in the early years of the formation of the
new autonomous region, development is more focused on the construction of
government facilities. Therefore, the flow of general allocation funds to the
newly created regions becomes an opportunity loss for the provision of
infrastructure and public services. Thus, the financial investigating body has a
strategic role to assist the house of representatives, the regional representatives
council and the regional people's representative council in overseeing the
budget to be more effective and efficient so that a clean government is created
by carrying out an examination of financial management and responsibility in
accordance with the mandate of Law Number 15 of 2004 concerning the
Audit of Management and Responsibility of State Finances.

CONCLUSION

The formation of a new autonomous region in reality cannot be an
alternative in accelerating development. But on the other hand, the formation
of new autonomous regions is also not something that should be avoided

il



Factors Of The Formation Of New Autonomous Regions And Its Impact On

. Maul,
State Finances auana

forever. It is important for the central government to pay special attention to
new autonomous regions. In this case the attention to the areas that had
already been dislocated and did not show progress.

In general, the financial performance of new autonomous regions is
lower than in parent regions. So far, the financial performance of new
autonomous regions tends to be constant, while the financial performance of
parent regions tends to increase. That causes the new autonomous regions to
have higher fiscal dependence compared to parent regions with widening
inequalities. The division also encourages greater dependence in the area of
expansion compared to the parent region and other districts in general.

The formation of new autonomous regions often uses normative
reasons to be realized, such as shortening the range of control between local
government and the community and creating equitable development. In fact,
it shows factually that most of the formation of new autonomous regions is
only for 'sharing' power at the local level. As a result, the administration of
government in the new autonomous region has become ineffective and the
country is increasingly burdened by a growing budget deficit.

Apart from the pros and cons, the moratorium on regional expansion
that has been implemented by the government from 2014 still needs to be
continued. This 1s because the preparatory process for the formation of new
autonomous regions requires funds of up to trillions of rupiah. Though the
country's finances are still experiencing a deficit that is increasing every year.
The situation will be further aggravated if the formation of new autonomous
regions continues to emerge.

Increasing local own revenue is one of the right efforts to build
financial independence. Many studies show that efforts to increase local
revenue are to increase capital expenditure and infrastructure to drive greater
economic growth, which in turn will increase sources of income. With a
significant increase in local revenue, it will certainly reduce the dependence of
new autonomous regions on balancing funds so it will not overburden state
finances.
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