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ABSTRACT

The main objective of this research is to show the relationship between General
Allocation Fund (DAU), Own-Source Revenue (PAD), Capital Expenditure, Economic
Growth, Human Development Index (IPM), and Income per Capita of
regencies/municipality in Bali. The other objective is to provide empirical evidence on
the occurrence of flypaper effect in DAU and PAD on Capital Expenditure. Data is taken
from audited local budget and revenue report and from Bureau of Statistic (Badan
Pusat Statistik-BPS) Bali Province. Result of analysis indicates that the variable of DAU
and PAD is positively related to Capital Expenditure, Capital Expenditure is positively
related to Economic Growth, Capital Expenditure is negatively related to Income Per
Capita, and Capital Expenditure is positively related to Human Development Index. DAU
and PAD are separately influenced Capital Expenditure, but the coefficient of PAD is
greater than DAU. It indicates that there is no flypaper effects occurred on Capital
Expenditure. Flypaper effect is defined as local response (expenditure) that is greater
than transfer. The results still require confirmation through future researches.

Keywords: Capital Expenditure, Economic Growth, Flypaper Effect, General Allocation Fund
(DAU), Human Development Index (IPM), Income per Capita, Own-source Revenues (PAD).

INTRODUCTION
The implementation of regional autonomy in Indonesia since 2004 is a reformation in the
relationship between central government and local government in order to decrease
dependency of local to central. Through regional autonomy, regions are not only implementing
the instructions given by central government but also demanded to develop creativity and
innovation of regional potential that less optimized before the implementation of autonomy
[12,18]. In addition, the autonomy has required local government to be more independent. One
of indications for the independence is the increase in the contribution of own-source revenue
(Pendapatan Asli Daerah-PAD) in regional funding [8,3].

One of obstacles faced in the implementation of regional autonomy is fiscal gap among regions
[17]. Result of research by Adi and Laras & Adi [3, 27] shows differences in the readiness of
regions in entering regional autonomy era. To overcome the obstacle, central government
gives assistance (transfer) to local government in form of, for example, general allocation fund
(Dana Alokasi Umum-DAU) and specific allocation fund (Dana Alokasi Khusus-DAK). Baskaran
[6] and Gan [16] concluded that DAU is an important source of income for local government
since it can be distributed to overcome horizontal and vertical gap in income among regions.
Bird & Smart [9] in their research concluded that in general, the role of DAU and DAK is similar
to grant. Based on both giver and receiver’s viewpoint all resources distributed in DAU will be
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set in a stable but flexible way, which is a percentage of central tax adjustable for every few
years.

Lewis [29] concluded that local government has the authority to set regional regulation on
local tax and levies. The strategic role of local tax and levies has given significant contribution
to source of revenue of PAD [4]. This role, however, is not strong enough in supporting overall
regional budget (Anggaran Pendapatan dan Belanja Daerah-APBD). The demand for changing
in expenditure structure is getting stronger, especially in regions with low fiscal capacity
[22,19]. In order to increase regional independency local government is required to optimize
their own revenue potential and one of way in doing it is by giving bigger proportion of capital
expenditure for development in productive sectors in the regions. Conducted a research on the
impact of fiscal decentralization on economic growth and income inequality among regions in
Indonesia and found that the impact could either be positive or negative [43].

The industrial infrastructure development affect the increase in own-source revenue (local
tax) [44]. Higher capital investment level is expected to be able to increase the quality of public
services and in turn, it able to increase public participation level in development that reflected
in the increase in PAD [33]. Economic growth is often measured by gross domestic product
(GDP). Another measurement, however, that can be used to measure economic growth is
income per capita [25]. Bali Province is one of 34 provinces in Indonesia and it consists of 8
regencies and 1 municipality. The expenditure of the regions has increased every year since
2010 to 2014. The increase, however, is not in line with the increase in own-source revenue
(PAD).

The aim of the research was to find out and analyze flypaper effect of general allocation fund
(DAU) and own-source revenue (PAD) on capital expenditure (BM) and on regional economic
growth (PED), income per capita (PPK) and human development index (IM) of regencies and
municipality in Bali.

LITERATURES REVIEW AND HYPOTHESES DEVELOPMENT

The Influence of General Allocation Fund (DAU) on Capital Expenditure (BM)

In some regions, the role of DAU is significant since regional expenditure policy is dominated
by the number of DAU than PAD [37]. With DAU aiming for regional expenditure funding,
which is unable to be funded through own-source revenue, regions try to create expenditure
planning that tends to be optimistic in hoping to gain higher DAU. A study [28] found empirical
evidence that in long term, transfer influences capital expenditure and the decrease in the
number of transfer will cause decrease in capital expenditure.

Prakoso [35] found the same empirical finding indicating that the number of capital
expenditure is influenced by DAU received from central government. Research result of Adi &
Harianto [2] confirmed the tendency. They found that regional independency is not getting
better; on the contrary, the dependency of local government on central government’s DAU
transfer is higher. Studies by Maimunah [32] in Sumatera Island using sample of 95
regencies/municipalities in 2004, Darwanto & Yustikasari [11] in regencies/municipalities in
Aceh, and Christy & Adi (2008) and Andirfa (2008) in regencies/municipalities in Aceh
concluded that DAU had positive influence on regional capital expenditure. A research [45],
however, found different empirical evidence that DAU transfer by central government had no
significant influence on regional capital expenditure.

Copyright © Society for Science and Education, United Kingdom 61



Suardana, I. B. R., & Astawa, |. P. (2017). Flypaper Effect of General Allocation Fund (DAU) And Human Development Index (IPM) (A Case Study In
Regencies and Municipality In Bali). Archives of Business Research, 5(5), 60-71.

The above various researches give strong indication that regional expenditure behavior,
especially capital expenditure, will be strongly influenced by central government transfer
(DAU). Based on the description, following research hypothesis is developed:

Hypothesis 1 (H1): The higher the general allocation fund (DAU), the higher the capital
expenditure (BM)

The Influence of Own-source Revenue (PAD) on Capital Expenditure (BM)

The ability of regions to provide funding from their own region will depend on the ability to
realize the economic potential into forms of economic activity that able to create revolving
fund for regional sustainable development. Central government expects local government to
optimize their potential to reduce fiscal gap [38].

Some studies found empirical evidence on the linkages between own-source revenue (PAD)
and regional capital expenditure. Studies by Maimunah [32] in Sumatera Island with sample of
95 regencies/municipalities in 2004, Darwanto & Yustikasari [11] in regencies/municipalities
in Aceh, Andirfa (2009) in regencies/municipalitis in Aceh, and Yudani [45] in Bali Province
found empirical evidence that PAD has significant influence on regional capital expenditure.

Based on the above studies, a research hypothesis can be developed as follow:
Hypothesis 2 (H2): The higher the own-source revenue (PAD), the higher the capital
expenditure (BM)

The Influence of Capital Expenditure (BM) on Regional Economic Growth (PED)

A research [23] gave empirical evidence that capital expenditure has positive influence on
regional economic growth (PED). The fundamental requirement for economic development is
level of development capital procurement that equal to population growth. The capital
formation should be broadly defined to cover all expenditures that are increasing productivity
[21]. Based on PP (government regulation) No. 71, 2010 on Governmental Accounting
Standard (Standar Akuntansi Pemerintah-SAP) and a research on the influence of capital
expenditure (BM) on regional economic growth (PED), a research hypothesis can be developed
as follow:

Hypothesis 3 (H3): The higher the capital expenditure (BM), the higher the regional economic
growth (PED)

The Influence of Capital Expenditure (BM) on Income per Capita (PPK)

According to Kuncoro [23], the development of facilities and infrastructures by local
government has positive impacts on economic growth. Sustainable increase in public sector
services will increase public facilities and infrastructure, government investment as well as
improvement in education, health, and other supporting facilities. Ismerdekaningsih & Rahayu
[21] stated that government spending in form of infrastructures expenditure should always be
adjusted to population growth so that it gives increase in the productivity of society. With the
increase in infrastructure and infrastructure improvement by central government, it is hoped
that it encourages economic growth in the area. Regional economic growth will stimulate
increase in people’s income in the related area and along with it income per capita will also
increase [30].
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A research [20] gave different result where allocation of capital expenditure of local
government has significant negative influence on income per capita. Based on the research on
the influence of capital expenditure (BM) on income per capita (PPK), following research
hypothesis is developed:

Hypothesis 4 (H4): The higher the capital expenditure (BM), the higher the income per capita
(PPK)

The Influence of Capital Expenditure (BM) on Human Development Index (IPM)

Capital expenditure (BM) consisting of capital expenditure of land, equipment & machineries,
buildings & constructions, roads, irrigation & network, and other physical capital expenditures
is used to increase human development index (IPM) of the local society. IPM is measured by: 1)
length of life, 2) level of knowledge, and 3) decent living standard. Capital expenditure is
expected to increase IPM through improvement in various above indicators.

The influence of capital expenditure (BM) on human development index (IPM) and concluded
that the amount of capital expenditure (BM) allocation has positive influence on human
development index (IPM) [10,31]. However, gave different result where capital expenditure
has no significant influence on IPM [40]. Based on the research on the influence of capital
expenditure (BM) on human development index (IPM), a research hypothesis can be developed
as follow:

Hypothesis 5 (H5): The higher the capital expenditure (BM), the higher the human
development index (IPM)

Flypaper Effect in the influence of DAU and PAD on Capital Expenditure (BM)

The amount of general allocation fund (DAU) and own-source revenue (PAD) has significant
positive influence on regional expenditure [32]. In the research, flypaper effect was found that
influence the prediction of regional expenditure in the future period. Another finding is there
was no flypaper effect on regional expenditure of education sector; on the contrary, flypaper
effect occurred in regional expenditure for health and public works sectors.

A research [28] gave empirical evidence on the existence of flypaper effect in long term for
sample of municipalities in Italy. They stated that local governments consistently increase their
expenditure more with respect to increase in State transfer rather than increase in own
revenues. Another study that supports the presence of flypaper effect in responding DAU on
regional expenditure is a research [1] where flypaper effect occurred in responding DAU on
regional expenditure in the island of Java and Bali.

Another research conducted by Kusumadewi & Rahman [26] using sample data of 270
regencies/municipalities in Indonesia in the period of 2001 to 2004 found empirical evidence
that flypaper effect was occurred in responding DAU and PAD on regional expenditure of
regencies/municipalities in Indonesia for the period. A research [36] using data of regencies
and municipalities in Indonesia in the period of 2006-2008 found different result that flypaper
effect occurred in municipalities/regencies in Java but not for municipalities/regencies outside
the Java Island due to the differences in income potential between Java and outside Java.

Based on those researches, a research hypothesis can be developed as follow:
Hypothesis 6 (H6): Flypaper effect is occurred in the influence of general allocation fund (DAU)
and own-source revenue (PAD) on capital expenditure (BM)
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RESEARCH METHOD

Framework in the research was conducted through processing of data on DAU, PAD, regional
capital expenditure, regional economic growth, regional income per capita, and IPM of
regencies and municipality in Bali Province in 2010 to 2014. All data was secondary data and
processed with AMOS (Path Analysis) Version 20 program. Data used in the research was
population data, which were all regencies/municipality in Bali Province. The regencies
consisted of: Badung, Gianyar, Buleleng, Jembrana, Klungkung, Tabanan, Bangli and
Karangasem; whereas the city is Denpasar.

Identification of Variables

Exogenous Variable: DAU (X1) and PAD (Xz) from 2010 to 2014 of regencies/municipality in
Bali Province contained in the Report of Regional Budget (APBD) Realization audited by the
Audit Board of the Republic of Indonesia (BPK-RI).Moderating Variable: Capital expenditure
(Y1) from 2010 to 2014 of regencies/municipality in Bali Province contained in the Report of
APBD Realization audited by BPK-RI. Endogenous Variable: regional economic growth (Y32),
income per capita (Y3), and IPM (Y4) of regencies/municipality in Bali Province from 2010 to
2014 contained in Bureau of Statistic (BPS) Report of Bali Province [7].

Operational Definition

DAU (X1) is the transfer of central government to local government determined by the regions’
fiscal needs and fiscal capacity. Own-source revenue (PAD) (Xz) is the realization of local tax
income, levies income, local wealth management result and other legitimate PAD.

Capital expenditure (Y1) is the realization of expenditure for land, equipment and machineries,
buildings and constructions, roads, irrigation and network, other fixed assets and other assets.
Regional economic growth (Y2) is the level or rate of economic growth of each
regencies/municipality calculated based on gross national product (GNP) in form of gross
domestic product (PDRB). Income per capita (Y3) is gross domestic product (PDRB) of each
regions divided by the number of population of each regencies/municipality in Bali Province.
Human development index (Y4) is the simple average of the three components:

IPM =1/3 (Index X + Index X+ Index X3)
X1 = length of life, X2 = level of education, and X3 = level of decent life

DATA ANALYSIS TECHNIQUE
The analysis technique used in the research was qualitative technique with path analysis to
find out about the relationship between variables [39]. The analysis was conducted using
Software AMOS version 20. Path analysis of variables of the influence of DAU, PAD, and capital
expenditure (BM) on economic growth (PED), income per capita (PPK), and IPM into a
structural equation in direct effect are as follow:

DAU > BM =viXi+&
PAD - BM =v1X2+%&
BM - PED =v2Y1+&
BM >  PPK =y3Yi+5
BM - IPM  =vy4Y1+&
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Hypothesis one to five (based on the above variable relationship) would be tested with AMOS
(path analysis). The flypaper effect test (hypothesis six) was conducted by comparing the effect
of DAU on BM to the effect of PAD on BM. Flypaper effect will occur with the following
conditions: (1) if the effect (coefficient value) of DAU on BM is higher than the effect of PAD on
BM and both are significant, or (2) PAD is not significant [32].

RESEARCH RESULT AND ANALYSIS

Refer to hypothesis one to six, data on DAU, PAD, BM, PED, PPK and IPM would be processed
with path analysis. The result of the development of path diagram built based on theoretical
study that explains causal relationship between variables in the research is described in
Appendix 1. Result of model testing that was conducted using regression coefficient is
described in Appendix 2. Based on the criteria of chi square test, relative chi square, RMSEA,
GFI, CFI, and goodness of fit value of the result of data processing using AMOS version 20.0,
model feasibility test is described in Appendix 3.

The Influence of DAU on Capital Expenditure (BM)

Result of data processing shows the value of standardized regression weight of 0.16 and
significance of less than 0.05. It means that DAU had significant positive influence on capital
expenditure of regencies/municipality in Bali Province. An increase in DAU of 1 unit is only
able to increase capital expenditure (BM) of 0.16 unit [42.43]

The result supports the research [28,35,32,20, 11, 10, 5] that stated that DAU had significant
positive influence on capital expenditure (BM). The result, however, is in conflict with the
result of Yudani’s (2008) research that found that central government transfer (DAU) had no
significant influence on regional capital expenditure. The amount of DAU given by central
government to regencies/municipality in Bali for 2010 to 2014 influenced the capital
expenditure of the regencies/municipality. The contribution of DAU allocation on BM was only
0.16.

Hypothesis 1 (H1) stated that the higher the DAU, the higher the BM. The result of path analysis
shows coefficient value of 0.16. It indicates that DAU had significant positive influence on BM.
The result accepts the first hypothesis.

The Influence of PAD on Capital Expenditure (BM)

Result of data processing shows the value of standardized regression weight of 0.79 and
significance of less than 0.05. It means that PAD had significant positive influence on capital
expenditure (BM) of regencies/municipality in Bali Province. An increase in PAD of 1 unit will
be able to increase capital expenditure (BM) of 0.79 unit.

The result supports the research [45,32,11,5] that stated that PAD has significant positive
influence on capital expenditure (BM). The amount of PAD obtained by regencies/municipality
in Bali Province during 2010-2014 had great influence on the amount of capital expenditure of
regencies/municipality in Bali Province.

Hypothesis 2 (Hz) stated that the higher the PAD, the higher the BM. Result of path analysis
shows coefficient value of 0.79. It indicates that PAD had significant positive influence on BM.
The result accepts the second hypothesis.

The Influence of Capital Expenditure (BM) on Regional Economic Growth (PED)
Result of data processing shows the value of standardized regression weight of 0.87 and
significance of less than 0.05. It means that BM had significant positive influence on PED of
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regencies/municipality in Bali Province. An increase in BM of 1 unit will be able to increase
0.87 unit of regional economic growth (PED). The result supports the research [23,21 that
stated that capital expenditure (BM) had significant positive influence on regional economic
growth (PED). The amount of BM of regencies/municipality in Bali Province during 2010-2014
had great influence on the amount of regional economic growth (PED) of
regencies/municipality in Bali Province.

Hypothesis 3 (Hz) stated that the higher the BM, the higher the PED. Result of path analysis
shows coefficient value of 0.87. It indicates that BM had significant positive influence on PED.
The result accepts the third hypothesis.

The Influence of Capital Expenditure (BM) on Income per Capita (PPK)

Result of data processing shows the value of standardized regression weight value -0.06 and
significance of less than 0.05. It means that capital expenditure (BM) had insignificant negative
influence on PPK of regencies/municipality in Bali Province. Every increase in BM of 1 unit will
decrease 0.87 unit of PPK.

The result supports the research [20] that the allocation of capital expenditure of local
government had insignificant negative influence on income per capita. It is, however, in
conflict with the research [23, 21] that stated that capital expenditure (BM) had significant
positive influence on income per capita (PPK). The amount of BM of regencies/municipality in
Bali Province during 2010-2014 had no influence on the amount of income per capita (PPK) of
regencies/municipality in Bali Province.

Hypothesis 4 (H4) stated that the higher the BM, the higher the PPK. Result of path analysis
shows coefficient value of -0.06. It indicates that BM had insignificant negative influence on
PPK. The result rejects the fourth hypothesis.

The Influence of Capital Expenditure (BM) on Human Development Index (IPM)

Result of data processing shows the value of standardized regression weight of 0.64 and
significance of less than 0.05. It means that capital expenditure (BM) had significant positive
influence on IPM of regencies/municipality in Bali Province. An increase in BM of 1 unit will
cause the increase of 0.64 unit in IPM. The result supports the research [10,31] that stated that
the allocation of capital expenditure had significant influence on IPM. It is, however, in conflict
with [40] research. The amount of BM of regencies/municipality in Bali Province during 2010-
2014 had great influence on the amount of human development index (IPM) of
regencies/municipality in Bali Province.

Hypothesis 5 (Hs) stated that the higher the BM, the higher the IPM. Result of path analysis
shows coefficient value of 0.64. It indicates that BM had significant positive influence on IPM.
The result accepts the fifth hypothesis.

Flypaper Effect in the influence of DAU and PAD on Capital Expenditure (BM)

Result of data processing shows the value of standardized regression weight of DAU of 0.16
and significance of less than 0.05. PAD, on the other hand, had value of 0.79 and significance of
less than 0.05. It means that DAU and PAD were equally significant on BM. However, the value
of standardized regression weight of PAD (0.79) was higher than those of DAU (0.16). Based on
the criteria of the occurrence of flypaper effect, which are (1) the effect (coefficient value) of
DAU on BM is bigger than the effect of PAD and both are significant or (2) PAD is not significant
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(Maimunah, 2008), it can be concluded that there was no flypaper effect of DAU on BM of
regencies/municipality in Bali Province.

The result supports the research [36], where there was no flypaper effect in outside Java
regions (difference in regions potential). No occurrence of flypaper effect is due to the average
of PAD of regencies/municipality in Bali Province was categorized as high category PAD
[23,24,25]. 37 observation data were categorized as high PAD where the level of fiscal
autonomy (DOF) is higher than 5%, whereas only 8 observations with PAD in low category.
The result is in conflict with the research [28,1,26,32] that stated that flypaper effect was
occurred in responding DAU and PAD on regional capital expenditure.

Hypothesis 6 (Hs) stated that flypaper effect is occurred in the influence of general allocation
fund (DAU) and own-source revenue (PAD) on capital expenditure (BM) of
regencies/municipality in Bali Province in 2010 to 2014 is rejected based on the research
result.

CONCLUSION

First, based on hypothesis test, first hypothesis was accepted where the amount of DAU had
significant positive influence on capital expenditure. Second, based on hypothesis test, second
hypothesis was accepted where the amount of PAD had significant positive influence on capital
expenditure. Third, based on hypothesis test, third hypothesis was accepted where the amount
of capital expenditure had significant positive influence on regional economic growth (PED).
Fourth, based on hypothesis test, first hypothesis was rejected where the amount of DAU had
insignificant negative influence on income per capita (PPK). Fifth, based on hypothesis test,
fifth hypothesis was accepted where the amount of capital expenditure (BM) had significant
positive influence on human development index (IPM). The sixth research purpose was to find
out the occurrence of flypaper effect in general allocation fund (DAU) and own-source revenue
(PAD) on capital expenditure (BM). The test result was rejecting the sixth hypothesis since
flypaper effect did not occur in general allocation fund (DAU) and own-source revenue (PAD)
on capital expenditure (BM).
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APPENDIX 1.

Causality Relationship Between Variables
DAU, PAD, BM, Local Economic Growth, Income Per Capita, and IPM

Standardized estimates

.16
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-33 Belanja
79 Modal
1
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CMIN=0,42

DF=1
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CMIN/DF=0,42
GFI=1,00

AGFI=,98

TLI=1,00

CFI=1,00
RMSEA=,00

D

Pendapatan
Per Kapita

Indeks
Pertumbuhan
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1

-23
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Source: Amos Statistical Data Processing Program For Windows Version 20.0
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APPENDIX 2.

Model Measurement Structure Unstandardized and
Standardized Regression Weight

Unstanda | Standar Exolainati
rdized dized | SE. | CR. | P p . a
Estimate | Estimate 0

BM | <--- | DAU ,13 16 | ,04 | 3,63 ** 1 Sig

BM | <--- | PAD ,25 ,79 ,02 13’2 *x 1 Sig

PED | <--- | BM ,00 87| ,001| 6,92 % | Sig

PPK | <--- | BM ,00 -06 | ,00 | 06’ ,29 | non Sig.

I[PM | <--- | BM ,00 ,64 | ,00 1 4,99 % | Sig

Source: AMOS statistical data processing program for Windows version 20.0

APPENDIX 3.
Tabel Goodness of Fit
Good.ness of Fit Cut of Value Hasil Model Keterangan
index

. Diharapkan
Chi Square Kecil 0,42 good
Relative Chi Square < 3,00 0,42 good
Probability > 0,05 0,52 good
RMSEA <0,08 0,00 good
GFI >0,90 1,00 good
AGFI >0,90 0,98 good
CFI >0,95 1,00 good
TLI >0,95 1,00 good

Source: AMOS statistical data processing program for Windows version 20.0
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