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Abstract
This study aims to examine, test and analyzing empirically: (1) direct effect of revenue sharing fund on expenditure
structure; (2) direct and indirect effect of revenue sharing fund on income disparity and economic growth; (3)
direct effect of expenditure structure on income disparities; and (4) direct and indirect effect of expenditure
structure on economic growth. This study used pooled-data of 14 district / city in East Kalimantan Province for
2004-2011 periods. The analysis model used is Structural Modelling Analysis. The study results show that: (1)
revenue sharing fund (DBH) directly have a negative and significant effect on expenditure structure; (2) revenue
sharing fund (DBH) have a direct negative and indirect positive effect on income disparities and negative but
insignificant on economic growth; (3) expenditure structure has a direct negative effect on income disparity and
positive but insignificant effect on economic growth; (4) income disparity has a significant and positive effect on
economic growth.
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L. INTRODUCTION

There are various implications the implementation of Local Autonomy based on Law Number 32 Year 2004 on
Local Government and Law Number 33 Year 2004 on Fiscal Balance between the Central and Local Governments,
to put districts / cities as the focus of local autonomy. The district / city are not only faces the problem of autonomy
related to decentralization for authority implementation of government and development, but also faces the
problem of decentralization in development financing.

Implementation of district / city development planning in local autonomy era should accommodate various
weaknesses of planning approach of previous era of centralization, by involving all components of community
development. But on other hand, consequences of financing also need public participation, ability of local
government apparatus, availability of infrastructure to support more local income to improve development
financing optimally.

The local autonomy aims to increase economic growth and reduce local disparities and strongly affected by
local macroeconomic conditions (Waluyo, 2007). The matching grant policy to regions is aimed to strengthen the
local fiscal conditions and reducing local imbalances (horizontal imbalances) while at same time reducing the
vertical imbalances between the center and regions.

Local revenue (PAD) is important factor to create local independence within local autonomy framework.
However, the reality shows that PAD is only able to finance local government Expenditure at a maximum of 20%
(Kuncoro, 2004). Data published by Central Statistics Agency show that of PAD contribution to total district / city
revenue in Indonesia is less than 7.5% but the contribution matching grant to all district / city revenue in Indonesia
reaches more than 70 %.

The PAD of East Kalimantan Province for 2004-2011 periods showed higher contribution to total district /
city revenue in East Kalimantan Province, although fluctuating. The PAD contribution to total district / city
revenue in 2004 was 4.45% and increased to 4.82% for 2011.

Fiscal decentralization in the implementation relates with mechanism of fund allocation represented through
financial balance in revenue sharing fund (DBH), general allocation fund (DAU) and special allocation fund
(DAK). The matching grant component, especially DBH, is still being debated, both from fairness and
proportionality aspect. Apart from debate, most important thing is how the regions can allocate the DBH as a driver
of local economic growth to converge the per capita income and decomposition of inequality between regions.

DBH as one component of local development financing aims to increase local economic growth and reduce
disparities between districts / cities caused by differences in potential and ownership of natural resources between
regions. Therefore, this study put DBH as a dependent variable that will affect economic growth (PE) and income
disparity (DPEN) as a dependent variable through the expenditure structure variable (SB).
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II. LITERATURE REVIEW

2.1. Fiscal Decentralization, expenditure structure and Economic Growth

The paradigm changes of central government to encourage development acceleration and improving public
services in a fair and equitable way to whole community creates a policy shift from centralization to
decentralization.

One important aspect related to fiscal decentralization at local level is allocation policy. Fiscal
decentralization has a significant effect on various macroeconomic variables in region. Experts believe that fiscal
decentralization will have a positive effect on growth, but theoretically the relationship between the two is still
being debated. In fact, direct effect of fiscal decentralization on economic growth through allocation efficiency is
also still being debated in theoretical and empirical literature (Khusaini, 2006).

Gupta et. al. (2005) found that composition of public expenditure that concentrated on wages tended to have
low growth, while allocations on capital expenditure and non-wages showed faster output expansion. This study
concludes that overall composition of public expenditure on more productive usage is very important to drive the
economic growth.

Alesina and Perotti (1996) found that budget composition can explain the response of private sector to public
policy which in turn has an effect on growth. If fiscal policy is applied to composition of expansive Expenditure,
it will have a positive effect on economic growth.

Several studies explored the effect of expenditure composition on economic growth of a region. This study
put expenditure composition as structure of expenditure despite differences in proxies. Easterly and Rebelo (1993),
and Kneller, et al. (1999), Kneller (2000) found that investment in transportation and communication consistently
correlated with growth in low-income countries. Furthermore, Nurudeen and Abullahi (2010), Cooray (2009), Al-
Yousif (2000) and Abdullah (2000) concluded that expansion of government Expenditure positively promotes
economic growth, through expenditure in health and education. Muhammed and Asfaw (2014) also found that
expenditure composition in health and capital expenditure had positive and significant effect on economic growth
in Ethopia.

Akai and Sakata (2002) found that Fiscal Decentralization measured by indicators of income and production
had a significant positive effect on economic growth in United States, while the autonomy indicators did not show
a significant effect. A study conducted by Shah (2006) using the same method, found that Fiscal Decentralization
improve the macro economy of 40 countries. Wibowo (2008) found that decentralization had a positive effect on
local development in Indonesia during the period 1999-2004. This study results theoretically reinforce the
economic reasons of fiscal decentralization to improve the efficiency of public goods supply to ultimately drive
economic growth (Oates, 1993; Martinez-Vazquez and McNab, 2003). Davoodi and Zou (1998) showed that fiscal
decentralization had a negative and significant effect on economic growth in developing countries during the 1970-
1989 periods. This finding was supported by Baskaran and Feld (2009) that fiscal decentralization negative affect
on economic growth, but insignificant.

The findings of previous study confirm that the effects of fiscal decentralization depend on expenditure
structures design for local governments decisions based on objective conditions of their respective regions, so that
expenditure allocation policies appear to be more important to affect on economic growth than the decentralization
size as reflected in nominal amount of the budget.

2.2. Fiscal Decentralization and income disparity

Fiscal decentralization is expected to improve efficiency in resource allocation. Local governments tend to have
accurate information about the needs and preferences of people in their area. The application of fiscal
decentralization in addition to encourage local economic growth is to reduce income disparities between regions.
The government expenditure instruments must function to reduce local disparities.

The Kwon and Spilimbergo study (2005) in Russia found evidence that federal government expenditure
reduce the level of local inequality. Adversely, Tselios, et. al. (2011) found indications that greater fiscal
decentralization in Europe had contributed to reduce inequality among people in a region, even though as income
rose, its contribution to reduce inequality was reduced.

Rodriguez-Pose and Ezcurra (2010) found the effect of fiscal decentralization on inequality depends on level
of inequality and fiscal capacity. Te local gap in developed countries are lower than in developing countries. This
shows that local government role to reduce inequality is very important, because the government has distributive
functions.

Lewis (2001) and Hoftman, et. al. (2002) analyzed the relationship between fiscal decentralization and
income distribution in Indonesian. They found that General Allocation Fund (DAU) as a proxy for fiscal
decentralization reduces inequality. Different study by Resosudarmo and Vidyattama (2006) found that disparities
between regions in Indonesia were still severe after fiscal decentralization between the periods of 1993 and 2002.
The same study by Aritenang (2010) and Hartono and Irawan (2008) found that decentralization encourages
positive growth for all provinces except Papua, but does not have much effect to reduce inequality.
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Another study by Savitri (2012) using revenue sharing fund proxy as fiscal decentralization and Gini Ratio
as a proxy for inequality found that fiscal decentralization had a positive and significant effect on income inequality.
It means that large fiscal decentralization tended to increase income inequality. Therefore, fiscal decentralization
in local government policies has consequences on distributive function as reflected by income inequality (Savitri,
2012; Beramendi, 2003; and Martinez-Vasquez, 2010).

III. METHODS, DATA AND ANALYSIS MODELS
3.1. Research methods
This study uses a positive approach, using secondary data that published officially. The research type is
explanatory research to explore measure and test the causality relationship between variables. This method is also
suitable for research that aims to test hypotheses about the causal relationship between various variables studied
based on data obtained to obtain conclusions and implications systematically. Hypothesis testing is done to
strengthen the theory used as a basis for thinking in solving research problems.

The nature of study is verification to examine the effect of exogenous variables on endogenous variables,
both directly and indirectly through mediation variable. Statistical test is done to get a conclusion and research
implications, both theoretically and for policy.

3.2. Data Types and Sources
The secondary data of this research is officially published by Central Statistics Agency (BPS), Ministry of Finance,
Ministry of Development Planning Agency, consists of:

e Gross Regional Domestic Product (GRDP) excluding oil and gas based on a constant price of 2000
districts / cities in East Kalimantan Province for period 2004-2011.

e Revenue sharing fund (DBH) and Tax revenue sharing fund (BHP) and Non-Tax / natural resource
revenue sharing (BPSDA), according to districts / cities in East Kalimantan Province for 2004-2011
periods.

e District / City Government Financial Statistics for 2003-2012.

e  Midyear population by district / city in East Kalimantan Province during the period 2004-2011.

3.3. Analysis Model

The quantitative analysis uses panel data (pooled data) as a combination of time series data and cross-section data.
The DBH variable is measured by the ratio between Capital Expenditures and revenue sharing fund, while the
Structure Expenditure variable is measured by ratio between Direct Expenditures and Capital Expenditures. The
measurement of local economic growth variables is used as a real Gross Local Domestic Product (GRDP) based
on constant 2000 prices, excluding oil and gas.

The Path Analysis is used to estimate the effect of revenue sharing fund (DBH). This path analysis technique
is used to test the contribution of path coefficient on each path diagram of causal relationship between exogenous
variables to endogenous variables (Riduwan and Kuncoro, 2011).

DBH is treated as an exogenous variable to estimate the partial or simultaneous effect, directly or indirectly
with other variables. The expenditure structure (SB) and economic growth (PE) variables have multiple functions,
namely as an intervening variable and an exogenous variable. The income disparity variable (DPEN) is treated as
an endogenous variable.

Configuration of indirect effect of exogenous variables on endogenous variables mediated b mediation
variable will serve to clarify the relationship between exogenous and endogenous variables (MacKinnon, 2008).
Mediation variables or intervening variables mediates variables relationship between explanatory variables to
dependent variables.

The equation for the relationship between endogenous variables and exogenous variables are below.
1. Equations to test the direct relationship of DBH (X1) variable to SB (Y1), DPEN (Y2), and PE (Y3) variables,
respectively:
Yi=pyixiX1 + pic € wooceevveiiiaiiiiiiicceee 3.D
Where:
Yi = mediation variable, 1= 1,2 and 3
X1 = revenue sharing fund (exogenous variable)
p = path coefficient between variables
€i = Error (error)
2. The equation to test the relationship of DBH (X1) variable to PE (Y?2) variable, through the mediation variable
SB (Y1), is:
Y2 =pY2XIX1+pY2YIY1+PY2EE3 oo (3.2)
3. The equation to test the relationship of DBH (X1) variable to PE (Y3) variable, through the mediation variables
SB (Y1) and DPEN (Y2) is below.
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Y2=pvxiXi + pr2vi¥1 + Py2e €3 coovvoveeeeeieeee e, (3.2)

IV. RESULTS

4.1. Hypothesis testing

Hypothesis testing is done on structural model completely and classified by forming several sub-structures of
model to describe the relationship between variables to measure the direct and indirect effects. The path
coefficients of each variable are analyzed through statistical tests partially and simultaneously.

Partial test (t-test) examines effects of a variable to others to test hypothesis with 2-tailed and based on sub-
structure path. Overall structure model is divided into 3 sub-structures and each sub-structure consists of 1 model.
The result is shown in table 1.

Table 1. Testing the Significance of Effect Between Variable Sub-Structure Models

Effect Between Variables | Path Coefficients | Teount | Decision | Description
Model of Sub Structure 1
DBH on SB | -0.3394 | -3.6969 | Ho: Rejected | Significant ***

Coefficient of other variables (the rest) = 0.8848 or 88.48%
Determination Coefficient (R?) = 0.1152 or 11.52%
trable 0.0 = 2.617

Model of Sub Structure 2
DBH on DPEN -0.0544 -0.5282 |Ho: Accepted Insignificant
SB on DPEN -0.1293 -1.2558 |Ho: Accepted Insignificant
Coecfficient of other variables (the rest) = 0.9851 or 98.51%
Determination Coefficient (R?) = 0.0149 or 1.49%
Fiable 0.05:2:104) = 3.0837; tiable 0.05) = 1.983 and Feoune = 0.7865 = p =0.458

Model of Sub Structure 3

DBH on PE -0.0043 -0.0419 |Ho: Accepted Insignificant
SB on PE 0.0202 0.1970 [Ho: Accepted Insignificant
DPEN on PE 0.1963 2.0358 [Ho: Rejected Significant **

Coecfficient of other variables (the rest) = 0.9618 or 96.18%
Determination Coefficient (R?) (R?) = 0.0382 or 3.82%
mee (0.05;3;103) = 2.6928; tiable 0.05) = 1.983 and Fcoum =1.362 -> pP= 0.261
** Significant at 95% level (a = 0.05)
*** Significant at 99% level (0. = 0.01)
Source: Research Data Processing Results
The test results for the significance level of variables relationship can be explained below.
1. There are 4 effects between variables that statistically insignificant, indicated by tcount <tiapie = 1.983, at error
rate (o = 0.05) or the significance level of 95%, namely:
a. Effect of DBH on income disparity (tcount = -0.5282);
b. Effect of DBH on economic growth (tcount = -0.0419);
c. The Effect of SB on income disparity (tcount = -1,2558);
d. The Effect of SB on economic growth (teount = 0.1970);
2. There are 2 effects that are not consistent with initial prediction, namely:
a. The relationship between revenue sharing fund and economic growth show negative path coefficient (-
0.0419).
b. The relationship between economic growth and income disparity shows positive path coefficient (0.1963).
3. There are 2 effects between variables that are statistically significant, indicated by tcount > twble = 1.983, at a
significance level of 95% (a = 0.05), namely:
a. Effect of DBH on SB (tcount = -3.6969);
b. Effect of DPEN on PE (tcount = 2.0358);

4.2. Goodness of Fit Model

Goodness of fit test evaluates the compatibility level or Goodness of Fit (GOF) between the data and model. GOF
of a structural model assessment cannot be done directly. The structural model does not have the best statistical
test that can explain predictive "strength" of model, so several GOF measurements have been developed that can
be used together. This led to debate and controversy (Bollen and Long, 1993).

Capital fit test contains two important things, namely: First is overall model fit test. This test is closely related
to generalization the model parameters to population, using the GFT (Goodness of Fit Test) measure. Model fit
test means "no difference" between the parameter covariance matrix and statistical covariance matrix.

The test results absolutely meet the model fit criteria, with a probability value (p) of Chi-square (3%) of 0.7611>
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0.05 (p = 0.05), RMSEA value of 0.0000 (RMSEA < 0.08 ) with degrees of freedom (df) = 1. Incremental test is
indicated by estimated AGFI value of 0.9948> 0.90 (AGFI > 0.90) and CFI value of 1.0000> 0.90 (CFI > 0, 90)
and other GOF measurements as a whole fulfil the model's fit criteria. It can be concluded that overall results of
GOF evaluation shows model fit with data to estimate the relationship between DBH, SB, DPEN and PE. The
estimation results from model have a good level of validity.

V. DISCUSSION

5.1. The Effect of Revenue Sharing Fund on Income Disparity

The effect of revenue sharing fund and expenditure structure on income disparity is shown by income disparity
model (Sub-Structure 2 Model 1). The test results show that two variables simultaneously have no significant
effect on income disparity. The hypothesis test for partial test showed that revenue sharing fund has a negative and
insignificant effect on income disparity at 95% confidence level.

This finding confirms that fiscal decentralization with revenue sharing fund proxy has a direct but
insignificant effect to decrease in revenue disparity between districts / cities in East Kalimantan Province for 2004-
2011 periods. Although the effect of DBH is insignificant, relationship between revenue sharing funds (DBH) and
income disparity (DPEN) is negative. It means that higher the DBH / BM ratio will cause a decrease in income
disparity. The increasing of DBH / BM ratio illustrates that revenue sharing fund (DBH) increases is higher than
Capital Expenditure (BM). The higher revenue sharing fund (DBH) than Capital Expenditure (BM) indicates that
majority of revenue sharing fund increase is not allocated to Capital Expenditure (BM) but to other expenditures
outside of Capital Expenditures.

The ratio between DBH and BM will illustrate the change in Capital Expenditures due to changes in revenue
sharing fund, the ratio between the two decreases if the change in Capital Expenditure is higher than the change in
revenue sharing fund. This study findings support previous research of Rodriquez-Pose and Ezcurra (2010) and
Prudhomme (1995) that fiscal decentralization has negative relationship with local disparities in developing
countries. Akai and Sakata (2002) found that autonomy in fiscal decentralization has a negative effect on inequality
between regions, Gil Canaleta, et. al. (2004) also found a negative relationship between fiscal decentralization and
local disparities in developed countries.

Adversely, Savitri study (2012) found that fiscal decentralization with DBH proxy has a positive and
significant effect on income inequality with Gini coefficient proxy. This indicates that high fiscal decentralization
tends to increase proxy inequality.

The implication is the expenditure structure should become an important instrument for local governments to
determine the local expenditure allocation policies. It should consistent with development goals and priorities of
each region in order to achieve the efficiency in providing optimal public services.

Higher fiscal decentralization will be more beneficial for regions that have greater economic potential than
regions with less economic potential. Rich regions use fiscal decentralization to use local expenditure efficiently
to develop this potential as a driver of economic growth through the policy of expenditure allocation to productive
sectors. Adversely, relatively poor regions have a tendency to allocate fund to less productive expenditure,
although this trend still needs a deeper study.

The revenue source from revenue sharing fund should be used as an instrument to improve public services,
especially after the government implements a policy of decentralization and wider local autonomy to districts /
cities. Therefore, revenue sharing fund as a component of matching grant has a strategic position to fill fiscal gap
or fiscal deficit caused by low local revenue on one hand. On other hand the larger funds is needed to execute the
authority from central government to local government.

5.2. The Effect of Revenue Sharing Fund on Economic Growth

Hypothesis test for economic growth model shows that simultaneously, revenue sharing fund, expenditure
structure and income disparity have no significant effect on economic growth at a 95% confidence level. The
hypothesis test results through partial tests indicate that revenue sharing fund has a negative and insignificant effect
on economic growth at a 95% confidence level.

This finding confirms that decentralization with revenue sharing fund proxy has insignificant direct effect to
increase economic growth at district / city areas in East Kalimantan Province for 2004-2011 periods. The
hypothesis results implicitly show that revenue sharing fund does not affect on economic growth in studied area.

This finding illustrate the sensitivity of direct effect of revenue sharing fund on economic growth is relatively
weak. Hypothesis test results indicate that expenditure structure has a positive but insignificant effect on economic
growth. It means that an increase in ratio of direct expenditure to capital expenditure to reflect expenditures
structure will reduce the level of economic growth in each district / city.

This test results provide an indication that composition of local expenditure allocated in form of Capital
Expenditures has not been effective to promote economic growth. This is very possible because the budgeting
policy has not been efficient, namely budget allocation is more dominant in unproductive sectors as a determinant
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of local economic growth. This study, although the relationship direction between the Structure of Expenditure
and economic growth is positive, but there is no significant empirical evidence to explain that both capital
expenditure and direct expenditures encourage the economic growth of each district / city in East Kalimantan
Province for 2004— 2011 period.

Inefficiency in public sector should not occurred, because it will cause counterproductive to economic growth,
even if viewed from characteristics of public goods are non excludable and non-valid. It has implications for
market mechanisms that do not necessarily provide efficient pareto solutions for allocation of public goods supply
(see: Gruber, 2007; Rosen and Gayer, 2008).

The structure of local expenditure becomes important, when public resources are limited. The government
has budget constraints and considering the benefits of one type of expenditure with another type of expenditure.
Some literature generally predicts that productive expenditure will have a positive effect on long-term growth and
unproductive expenditure will have a negative effect (Barro, 1991).

The empirical argument seems to confirm that decentralization of expenditure through allocation of
government expenditure have an effect on growth, although the direction of effect and the significance still causes
debate.

Several previous studies have found a directional relationship that supports this research, although with
different levels of significance. The study of Zhang and Zou (1998), found a significant negative effect of fiscal
decentralization on economic growth in developing countries. Afonso and Furceri (2010) also found that public
expenditure has negative and significant effect on economic growth (measured real GDP per capita growth). This
shows an inconsistency between economic theory and empirical evidence.

Barro and Salai-i-Martin (1992); Fisher (1993) and Lopez (2004) found that government Expenditure has a
negative effect on economic growth. The theoretical argument was the larger role and government intervention in
economy tend to distort the market, which in turn will worsen the economic growth. The study results are
contradictory to this study, Lin and Liu (2000); Akai and Sakata (2002); and Carrion, et al. (2008) who found a
positive relationship between fiscal decentralization and economic growth.

The weak effect of revenue sharing fund on economic growth is related to effectiveness of budget allocation
policies to non-productive allocations. The available data shows that DBH received by each district / city can
accelerate the provision of adequate public service facilities and infrastructure, local governments budgeting still
tend to be oriented to indirect expenditure (employee salaries, wages, honorarium, official travel and other
apparatus expenditure) which tends to increase faster than the increase in capital expenditure. DBH cannot play
an optimal role as an instrument to provide public goods in accordance with local preferences as a goal of
decentralization and local autonomy.

The low allocation of capital expenditure causes the need to increase educational facilities and infrastructure
and health services. It makes the quality of human resources does not increase significantly. The provision and
improvement of infrastructure should increase accessibility in productive businesses, which theoretically and
empirically can drive economic growth.

The high goods and services expenditures indicate the tendency of district / city governments to invest in
short term. In fact, it plays a relatively lower role to provide physical infrastructure and other public goods, so the
effect on local economic activities at macro level is also low.

5.3. Effect of Income Disparity on Economic Growth

The effect of income disparity on economic growth is shown by economic growth model (Sub-Structure 3 Model
1). This model uses three independent (exogenous) variables of revenue sharing fund, expenditure structure and
income disparity. Simultaneous test results indicate that all three variables have no significant effect on economic
growth. The partial hypothesis test results show that income disparity has a positive and significant effect on
economic growth, with coefficient of 0.1963.

This test results confirm that higher inequality it will increase the economic growth in each district / city in
East Kalimantan Province for 2004-2011 period. This is inconsistent with initial prediction hypothesized that
inequality in per capita GRDP would negatively affect on economic growth in each region.

Theoretical arguments and some previous empirical estimation provide contradictory conclusions, whether
the distribution of income (inequality) benefits the economic performance of a country / region or actually becomes
an obstacle to economic growth.

Some previous findings that support the results of this study include Forbes (2000) to conclude that in short
and medium term, inequality (measured by Gini ratio) positively and significantly affects on economic growth.
Garbis (2005), confirmed Forbes's findings and also found a positive and statistically significant effect of
inequality and growth, while Charles-Coll (2013) found a positive relationship between inequality and growth in
long term.

Positive relationship between income disparity and economic growth in this study findings contradicts with
some previous studies, such as Perotti (1993); Persson and Tablelini (1994); Alesina and Rodrik (1994); Clarke
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(1995); Birdsall, et. al. (1995); Alesina and Perotti (1996).

Galor and Moav (2004) stated that in endogenous growth model, replacement of physical capital
accumulation into accumulation of human capital as an engine of growth has changed the effect of disparity on
growth. This opinion justifies that a transition process occurs in determinants of economic growth. It means that
determinants of economic growth are not solely driven by ability of a country / region to accumulate capital, but
the role of human capital is important as a driving factor in economic growth. This also strengthens the theoretical
argument, that endogenous growth model can be accepted as a broad model in analysis of economic growth.

Bengoa and Sanchez-Robles (2005) tested a sample of middle and high-income countries (developed
countries). The results of his study concluded that in middle-income countries the relationship between inequality
and growth was inconsistent (ambiguous), but in developed countries found a positive and statistically significant
relationship. They conclude that effect of inequality on growth seems to differ based on development stage of a
country. In addition to above findings, several studies also found no correlation between income disparity and
economic growth, for example Roemer and Lee (1998); Castellé and Domenech (2002); Panizza (2002).

5.4. Research Limitations

This study limitation is DBH indicator to measure the fiscal decentralization and measurement of income disparity
can use additional variables that can identify inequalities in regions that are the domain of local governments in
setting budget allocation policies orient to reduce income disparity, ie using the Gini Ratio as an indicator
measurement of income disparity, as a comparison.

VI. CONCLUSIONS AND SUGGESTIONS

6.1. Conclusion

Based on hypothesis testing and analysis results, the conclusions are stated below.

1. Revenue sharing fund as the implementation of fiscal decentralization only functions to reduce fiscal
imbalance between regions (horizontal imbalance) and between the center and regions (vertical imbalance)
but has no significant effect on income disparity and economic growth. This shows that local budget allocation
policy is more oriented to government consumption expenditure (salary and other employee expenditure) than
government investment expenditure (capital expenditure and goods), which can encourage economic growth
and reduce income disparity.

2. The effectiveness of revenue sharing fund is not solely determined in quantity, but its effect on disparity of
revenues and economic growth depends on budget allocation reflected in local expenditure structure. This
shows that local government budget allocation structure has not been able to stimulate private investment, and
even tends to have a bad effect (crowding-out effect) on private investment.

3. The positive and significant effect of income disparity on economic growth has implications for process of
"trade off" between economic growth and income disparity.

6.2. Suggestion

The government needs to comprehensively review efficient budget allocation policies to encourage economic
growth and enhance human development, especially in terms of providing infrastructure, increasing investment in
education and health sectors.
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