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Abstract
A provincial financial independence is one of indicators to implement regional
autonomy. The existence of regional autonomy provides flexibility for local
governments tomanage resources and accountable to the community in a transparent,
effective and efficient manner. The sources of financial independence are derived
from the Own Source Revenue (PAD). In order to reduce the fund dependency, local
governments should seek potential alternatives to increase its own source revenues.
Therefore, the purpose of this study is to analyze the effect of capital expenditure,
special allocation fund, inflation and financing expenditure on own source revenue
in Central Java Province. Until recently, its the general allocation fund increases
annually even though its own source revenue increases. The type of data applied
was a secondary data from 2010 until 2014. An observation method was employed
to collect data from the budget realization report published by the Ministry of Home
Affairs, Ministry of Finance, and the Central Statistics Agency of Central Java. Data
processing was carried out by employing multiple regression analysis. The findings
indicated that significant factors affecting own source revenue of Central Java were
capital expenditures (α 1%; coeff. = 0.690), inflation (α 5%; coeff. = 0,095), special
allocation fund (α 10%; coeff. = -0.093), and financing expenditure (α 1%; coeff. =
0.424). Further managerial implications were discussed.
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1. Introduction

Regional autonomy is an effort of regional empowerment tomanage its own resources
in accordancewith importance, priority and potency of the area itself [1]. The existence
of regional autonomy provides flexibility for local governments to manage resources
and accountable to the community in a transparent, effective and efficient manner.
Regional independence is one of the main elements in the implementation of regional
autonomy, where it is supported by the financial capacity of a region. The financial
support can be obtained from the own source revenue. Therefore, it is important to
identify the source of own source revenue by analyzing the factors that can increase
the regional revenue and manage the local financial funds. The increasing of own
source revenue in an area is expected to reduce a regional dependency on the gov-
ernment funds.

Central Java is a province in Indonesia whose financial resources are still dependent
on the central government and receive General Allocation Funds which increase in
number every year. The allocation of General Allocation Funds from the central gov-
ernment to the province of Central Java in 2010 amounted to Rp. 18,648,202,083,073,
then in 2011 the fund amounted to Rp.16,316,000,883,000, in 2012 the fund was
increased by Rp. 25,062,798,431,000, in 2013 the fund amounted to Rp.
24,220,018,505,000 and in 2014 the fund amounted to Rp. 29,179,012,675,000. The
increase in general allocation fund was also accompanied by the increase in provincial
own source revenue from 2010 to 2014 [2]. This fact indicated that Central Java has
not been able to realize the independence of regional financing sources, despite the
increase in its own source revenue. In order to reduce the dependency of funds
from the central government, local governments should seek to increase their own
source revenues, and analyze potential sources from which to increase local revenues
by increasing capital expenditures, inflation, the use of special allocation funds and
financing expenditures for infrastructure support and investments in local investment
as well as reducing the acceptance of direct and indirect costs that are less productive.

Several studies have been analyzed in terms of factors affecting local revenues
in some regions of Indonesia [3], [4], [5], [6], [7], [8]. This research contributes to
creating long-term strategies and creating policies to advance the local government
of Central Java Province through the increase of own source revenue and as a reference
for making a good budget in budgeting capital expenditure, and using the realization

DOI 10.18502/kss.v3i6.2396 Page 424



IRCHE 2017

of regional expenditure for activities which contribute to public services, and long-
term investments. For the literature, this study contributes to empirical evidence of
the determinants of local income in one province in Indonesia.

2. Objectives of the Study

This study aims to analyze the effect of capital expenditure, special allocation fund,
inflation and financing expenditure on own source revenue in Central Java Province.

3. Methods

3.1. Source and type of data

The sample employed in this study consisted of 20 districts/municipalities of Central
Java and 1 Central Java Province sourced from the Central Java provincial financial
report consisting of 20 districts/cities and 1 province of Central Java obtained from
Kemendagri from 2010-2014, the website of www.djpk.kemenkeu.go.id and Central
Bureau of Statistics of Central Java. Methods of data collection employed observation
method of budget realization report published by related institutions.

3.2. Data analysis

A multiple regression was carried out to test the effect of all independent variables
(capital Expenditure, population, financing expenditure and special allocation fund) on
own source revenue of Central Java Province. The data were processed with the using
of SPSS software version 11.5 for Windows. Based on the data analysis method, the
regression equation was written mathematically as follows:

𝑌 = 𝛼 + 𝛽1𝑋1 + 𝛽2𝑋2 + 𝛽3𝑋3 + 𝛽4𝑋4 + 𝑒

In which, Y = Own source revenue

α = Constant

X1 = Capital expenditure

X2 = Inflation

X3 = Special allocation fund

X4 = Financing expenditure

e = error
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4. Results

The test results of the fulfillment of classical assumptions indicate that the data is
normal, free of multicolinearity, autocorrelation, and the data are homogeneous. The
result of multiple regression test is denoted in the following table:

Table 1: Output statistics.

Model Unstandardized Coefficients Standardized
Coefficients

t Sig.

B Std. Error Beta

(Constant) -1.547E11 1.934E11 -.800 .426

BM 5.628 .320 .690 17.615 .000

IF -6.286E10 2.151E10 -.095 -2.923 .004

DAK -6.927 2.469 -.093 -2.806 .006

PP 12.531 1.091 .424 11.482 .000

From the table 2, it is indicated that capital expenditure, inflation, special allocation
fund, and financing expenditure significantly affect own source revenue of Central Java
Province (β = 5.628; β = -6.286; β = -6.927; β = 12.531). Furthermore, simultaneous test
results on the model (F test) indicate the following results (Table 2).

Table 2: F-test output statistics.

Model Sum of
Squares

df Mean Square F Sig.

Regression 2.202E26 4 5.504E25 232.635 .000𝑎

Residual 2.366E25 100 2.366E23

Total 2.438E26 104

From the table 2 it can be summarized that the F-value of 232.635 is greater than
F-table of 2.46 with n = 105 and K = 4 and the significance value is 0.000 or less
than 0.05 (alpha α = 5%). Therefore, capital expenditures, inflation, special allocation
fund, and financing expenditures simultaneously affect the realization of own source
revenue of Central Java Province. Furthermore, based on t test calculation, it was
proven that capital expenditure has a t-value of 17,615 which was higher than a t-table
of 1,660 (α = 5%), therefore capital expenditures had a significant positive effect on the
realization of own source revenue. This indicated that the amount of realization fund
of own source revenue could be determined from capital expenditures. The amount
of contribution of capital expenditure to realization of own source revenue was 47.61
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%. The inflation variable has a t-value of 2.923 which was higher than a t-table of
1,660 (α = 5%), therefore it was summarized that inflation significantly affected the
realization of own source revenue in a negative way. The amount of contribution
of inflation to realization of own source revenue was 0.9%. The variable of special
allocation fund had a t-value of -2.806 which was higher than a t-table of 1,660 (α =
5%), therefore it was summarized that special allocation fund has a negative effect
to realization of own source revenue. The amount of contribution of special allocation
funds to the realization of own source revenue decreased by -0.67%. The variable of
financing expenditure had a t-value of 11,620 which was higher than a t-table of 1,660
(α = 5%), therefore it was summarized that financing expenditure had a significant
effect to realization of own source revenue. The amount of contribution of financing
expenditure to realization of own source revenue is 0.86%. The adjusted R square of
0.899 indicated that the realization of own source revenue could be explained by the
variation of the four independent variables of capital expenditure, inflation, special
allocation fund, and financing expenditure.

5. Discussions

5.1. The effect of capital expenditure on the own source revenue

The results of this study stated that capital expenditures have a significant effect on
own source revenue. The role of capital expenditures for own source revenue is very
significant to create a good investment climate, and to increase the regional revenue.
The government can increase the revenue through taxes on infrastructure that has
been built for public servants sourced from funds that have been allocated in the form
of capital expenditure in Regional Revenue and Expenditure Budget. With the rapid
development of the allocation of capital expenditure, the increase of regional financial
independence is highly expected. Expenditures should be allocated for productive pur-
poses, ie. to conduct development activities [9], in line with that opinion, [10] stated
that government revenue should be allocated more for public service programs. This
is consistent with the results of previous research conducted by [11] and [12] stating
that capital expenditure has a significant effect on own source revenue.
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5.2. The effect of inflation on the own source revenue

According to [13], inflation is the tendency of prices to rise generally and continuously.
An increase in the price of one or two items is not called inflation, unless the increase
extends to (or causes an increase) in most of the price of other goods. Inflation can
occur because people’s demand for goods is too strong. This inflation is called demand
inflation. Inflation may also occur as production costs rise, this is called cost inflation.
The money supply determines the rate of inflation, the more money in circulation, the
higher the inflation. Inflation is considered a problem in the economy because of the
declining purchasing power of the people. Rising wages still cannot keep pace with
rising inflation, therefore people tend to be economical and spending on consumption
associated with the addition of taxes and levies is reduced. The significant effect of
inflation on own source revenue is in accordance with previous research by [7] and
[14].

5.3. The effect of special allocation fund on
the own source revenue

The results of this study indicate that the special allocation fund has a significant
negative effect on the own source revenue, signifying that the higher the special
allocation fund, the lower the realization of the own source revenue. This can be due to
the types of special allocation fund, which are used for basic community services such
as education, boss funds, health, family planning, housing, basic services which have
no direct impact to be able to generate revenue that can be used to meet the needs
of facilities and infrastructure of basic community services. The significant effect of
special allocation fund on own source revenue is in accordance with previous research
by [15].

5.4. The effect of financing expenditure on
the own source revenue

The results of this study indicated that financing expenditure has a significant positive
effect on the realization of own source revenue, signifying that the higher the financing
spend, the higher the realization of the own source revenue. This is consistent with
Permendagri no 13/2006 on regional financial management guidelines where article
60 states that financing expenditures are used for the establishment of reserve funds,
local government investment, and debt principal payments.
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6. Conclusions

Partially, capital expenditure has a significant positive effect on own source revenue
of Central Java Province. Inflation has a significant negative effect on the own source
revenue indicating that the higher the inflation, the lower own source revenue will be.
The special allocation fund has a significant negative effect on the own source revenue
indicated that the higher the special allocation fund, the lower the own source revenue
will be. The financing expenditure has a significant positive effect on the own source
revenue, indicating that the amount of own source revenue can be determined from
the financing expenditure.

Simultaneously, capital expenditures, inflation, special allocation funds, and financ-
ing expenditures simultaneously affect the own source revenue of Central Java
Province. As much as 89.9 % of own source revenue realization can be explained
by the variation of the four independent variables of capital expenditure, inflation,
special allocation fund, and financing expenditure. The addition of other independent
variables such as total investment in Central Java Province is strongly recommended
for further research.
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