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Abstract: This study aims to examine the effect of Local Financial Independence, Last Year 

Budget Balance, LGs Size, and Local Revenue Growth on Education Expenditure by using data 

from districts and cities in Aceh for 2011-2015. The results of the study show that the Local 

Financial Independence and the Previous Budget Fund have a negative effect on the Education 

Expenditure, while the other two variables have no effect.  
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I. Introduction  
  

Education is the responsibility of the Nation to the people, so as to fulfill this obligation 

the central and local should require the allocation of resources in the state budget, amounted to 

20 percent for education. The Fourth Amendment 1945 Constitution Article 31 Paragraph (4) 

explicitly states that "prioritize the educational budget of at least twenty percent of the total 

national/local government (LG) budget to meet the need for national education."   

The process of resource allocation into education expenditure at least 20 percent in the 

local budget is not a simple matter given their limited resource base area (Fahlevi, et al., 2018), 

especially their political interests are not always in line with the interests of public in the 

discussion at the local parliament (Abdullah, 2012). Budget bias, one of which can be seen 

from the budget variance, will affect the decisions of budget information users (Larkey & 

Smith, 1989; Jones & Euske, 1991; Mayper, et la., 1991).   

Compliance with the orders of the 1945 Constitution and Law No. 20/2003 in the local 

budget is a necessity. The draft local government (LG) regulation on proposed local budget 

must first be evaluated by the Minister of Home Affairs (for provincial government) or the 

provincial government (for districts/city). The evaluator must sure there is the adequacy amount 

of the budget allocation for education spending. If it does not reach 20 percent, it can be 

ascertained that the draft budget is returned to the LGs for revising so the minimum allocation 

amounts were covered. According to Fahlevi, et al. (2018), this regulatory policy is a form of 

central government intervention on local governments and sometimes it is not in accordance 

with the conditions and needs of the local government, but becomes an important strategy in 

strategic public policy (Savage, 2001).   

Investment in education will increase the economic growth of a country (Jalil & Idrees, 

2013). Education expenditure is very important to improve the quality of human resources 

(Jabbar & Selvaratnam, 2017). The finding of Fatmayanti (2017) shows that LGs compliance 

with the minimum allocation for education expenditure uneven field in all districts and cities 

in Aceh. PECAPP study (2014) found that higher education spending in Aceh have no 

correlation with the quality of education output. Boateng (2014) states that any ambiguity in 

the determination of the determinants of educational outcomes is the cause of the decline in the 

quality of educational outcomes at the moment of education spending increases.    
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II. Literature Review  
  

2.1 Budget and Budgeting for Education Expenditures   

The budget is the most important document in public financial management, including 

local government, while budgeting is the process of preparing the budget (Abdullah, 2018). The 

budget is the basis for the implementation of government functions and public services while at 

the same time demonstrating the government's priority in using public funds. Setiawan & 

Rizkiah (2017) and Ritonga & Alam (2010) states that government budgeting is strongly related 

to the political cycle, namely the period before, during, and after the general election. According 

to them, a tendency that the allocation of resources is affected by the presence or absence of 

elections in a fiscal year, especially when there are incumbents who run for re-election as local 

officials.   

A resource allocation for the education sector is an important factor in improving the 

quality of human resources, eradicating poverty, and socio-economic development of the 

community (Hanushek & Wößmann, 2007). However, budgeting for education is not always 

went well and according to the rules, so that can be effective and efficient in its implementation 

(Dufrechou, 2016), even an allocation for education is often associated with corruption (Haque 

& Kneller, 2015). Ablo & Reinikka (1998) found a misallocation and misrepresentation in 

government budgets, which can affect education outcomes in the longterm. According to them, 

in the Africa countries, allocation for education is often misleading in explaining outcomes and 

public policy making when institutions is weak.   

   

2.2 Education Expenditure Budget   

Budget performance can be interpreted as achievement of predetermined budget targets 

that can be measured by variances (Mayper, et al., 1989). Empirical evidence suggests that the 

size and efficient budget for education affects the quality of education (Gupta, et al., 1999). 

Determination of budget performance targets is based on systematic calculations through the 

planning process with the approach of technocratic, top-down, bottom-up, participatory, and 

political, and based on the needs and conditions of the local citizens at the time of determining 

priorities (Abdullah, 2018). Budget performance is a measure of the success of the LGs and the 

agencies in carrying out its duties and functions related to the sacrifice of public resources for 

the achievement of performance target.   

Expenditure variance occurs because of imperfections in predicting budgetary needs. In 

addition to the weaknesses of human resources in predicting uncertainty, forecast errors or 

biases can occur due to the behavior of forecasters/budget makers who expect the budget to be 

inaccurate (Cassidy, et al., 1989). This behavioral aspect is very important in public budgeting, 

especially because it has to do with individual and political interests (Jones & Euske, 1991; 

Abdullah, 2012 a).   

   

2.3 The Effect of Local Independence on Education Expenditure   

The fiscal decentralization policy in Indonesia based on Law No. 33/1999 and Law No. 

17/2003 has placed the LGs in a more independent position in making decisions for its financial 

management, especially for budgeting. The follow-up of these two laws is Government 

Regulation No. 58/2005 which states that local governments establish local regulations (Perda) 

and the regulation of local head (Perkada) as local regulations for budgeting, implementation, 
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accountability, and its financial reporting. Therefore, local independence in financial 

management is a necessity as a result of the implementation of local autonomy and fiscal 

decentralization in Indonesia (Junita & Abdullah, 2016). The manifestation of local financial 

independence is an effort to increase local revenues from local own revenue, especially in the 

form of local taxes and local charges (Abdullah & Halim, 2003).   

The financial independence of LGs in the region demonstrate the ability to self-finance 

government activities, construction, and services to using funds obtained by its own efforts 

(Halim, 2002). On the national average, the region's autonomy in Indonesia is relatively low 

when measured by the percentage of local own revenue to total expenditure area (which reflects 

the burden of the budget for the implementation of government functions and public services), 

namely about a 10 per cent.   

The results of the research by Haq (2017) show that the contribution of local own revenue 

to local expenditure after local autonomy is significantly lower than before the implementation 

of local autonomy. The growth of local own revenue (PAD) after local autonomy is higher than 

before local autonomy. According to Haq (2017), the decrease in PAD contribution occurred 

because after local autonomy, the LGs tended to rely more on Transfers or Grants than the use 

of local own revenue (Abdullah & Halim, 2003). Mawarni, et al. (2013) found that local own 

revenue had a positive effect towards capital expenditure and economic growth, while Transfer 

had negative effect on capital spending and affect positively on economic growth.   

Fazella (2016) found that the local autonomy negatively affected the compliance of  

LGs in the allocation of mandatory education expenditure field, but did not find any effect of  

SiLPA and LG size in compliance with LGs in the allocation of education spending. 

Hypotheses about the effect of LGs independence on education expenditure can be expressed 

as follows:   

H1: LG Independence has an effect on the education expenditure.   

   

2.4 The Effect of Last Year Budget Balance on Education Expenditure   
The last year budget balance (SiLPA) is cash inflows for local governments at the 

beginning of the fiscal year which is recognized as part of revenues in local financing budgets 

(Abdullah, 2013 b). The remaining budget is the government-owned funds that have not been 

used for one fiscal year or remaining at the end of the fiscal year. SiLPA may include funds 

that do not have specific use in the current fiscal year and already bonded with further activities 

that the budget has been set in the previous year.   

SiLPA is different from SILPA (Abdullah, 2013b). If SiLPA synonymous with the 

remaining funds coming from the budget, then SILPA is the realization at the end of current 

year (n) that will become SiLPA budget in the next financial year (n + 1). This means that 

SiLPA is a balance fund at the end of the year and be a source of funds for financing the 

activities in the next year.  

Funds sourced from SiLPA can be used to cover budget deficits (occurs when the 

realization of revenues is less than the realization of spending), contributes to the 

implementation of the follow-up activities, and for paying other liabilities that cannot be 

realized until the end of the previous fiscal year. SiLPA can come from exceeding the revenue 

target of PAD, transfers, other legitimate local revenues, and receipt of financing, expenditure 

savings, liabilities to third parties until the end of the year have not been resolved, and the 

remaining funds for continued activity.   



Budapest International Research and Critics Institute-Journal (BIRCI-Journal)  

Volume 2, No 4, November 2019, Page: 334-343 e-ISSN: 
2615-3076 (Online), p-ISSN: 2615-1715 (Print)   

www.bircu-journal.com/index.php/birci  
emails: birci.journal@gmail.com birci.journal.org@gmail.com  

__________________________________________________________________________________________  

  

_______________________________________________________  

DOI : https://doi.org/10.33258/birci.v2i4.595
  

337  

  

Findings in the study of Abdullah, et al. (2015) shows that SiLPA has a negative effect 

on budget absorption. This means that the greater the remaining amount of the previous year's 

budget will add to the burden of LGs for the realization of the current budget, so the more likely 

to not be absorbed. Activities financed from SiLPA in initial budget are activities that have not 

been completed in the previous fiscal year so that they are continued in the current fiscal year 

to achieve the performance targets that have been set. Because these follow-up activities have 

already provided funds (from SiLPA) and their performance targets have been set in the 

previous fiscal year, then at the beginning of the fiscal year can be carried out without 

conditions. This means that the follow-up activities can be carried out without being related to 

the current year budgeting which must be approved by the local parliament (DPRD).   

SiLPA existence will increase the budget ceiling of the current year for the determination 

of incremental budget or tended increased from the previous year's budget. SiLPA carries the 

workload of the previous year to the current year. The greater SiLPA of the LGs in the budget 

year, the absorptive capacity of the relevant LGs budget for the current year will be lower. 

Based on this understanding, the second hypothesis can be stated as follows:   

H2:  The SiLPA has an effect on Education Expenditure.   

  

2.5 The Effect of LGs Size on Education Budget Absorption   

The government size is an important factor in policy development and conducting public 

services in the local government. The size of the LG illustrates how much the burden of 

responsibility must be carried out by the LG to provide services to the community and carry 

out government functions. Some studies using total government spending as indicator of 

government size, both for the central/federal, and local governments (provincial and 

district/city).   

Demography or population is important in allocating resources to the LGs (Poterba, 1997; 

Drew, et al., 2014; Wati & Dawn, 2017). As an important component in the formula of block 

grant calculation, population is main element for determining spending amount in central 

government budget, directly related to the public service, including allocations to education 

(Ablo & Reinikka, 199 9), and the poliatical cycle budget (Setiawan & Rizkiah, 2017), as well 

as opportunistic behavior of legislatures (Abdullah, 2012). So, Hypothesis about the effect of 

the LG Size on Education Expenditure can be stated as follows:  H3:  LGs Size has an effect on 

Education Expenditure.  

   

2.6 The Effect of Local Own Revenue on Education Expenditure   
Revenue is the main source for financing the operational and public service of local 

government. Society needs for services is increasing in line with population growth and 

inflation that occurred continuously, and a variety of public services increases. Policy and 

prioritization in the allocation of resources for expenditure related to the source, especially local 

income, which has several types. The behavior of the budget actor in allocating budgets often 

lead to flypaper effect (Abdullah & Halim, 2003; Rahmawati & Suryono, 2015), i.e. differences 

in the response of expenditure on local revenue sources derived from their own revenue with 

the funds provided by the central government (grants).   

Fiscal decentralization policy in Indonesia gives authority to local governments to collect 

revenue that comes from the potential that exists in the area, mainly in the form of taxes and 
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levies.  Own revenue is an important source to fund activities that are directly related to the 

local and public services, including to education (Jabbar & Selvaratnam, 2017).   

When LG revenue grows, then the space to allocate resources into spending is more open. 

Revenue growth associated with the development of infrastructure and public services for 

education (Faguet & Sanchez, 2008). The amount of mandatory allocation according to 

government regulations will also be even greater, even with a fixed percentage. That is, revenue 

growth will lead to better levels of LG compliance, because the benchmark allocation targets 

for the current year tend to imitate the budget or target of the previous year (Junita & Abdullah, 

2016) and regulations set by the government at a higher level (Fahlevi, et al., 2018). So, the 

hypothesis about the effect of Local Revenue Growth on Education Expenditure can be stated 

as follows:   

H3:  Local Revenue Growth has an effect on Education Expenditure.   

   

III. Research Method  
  

This study uses secondary data obtained from local budget documents and LGs financial 

reports (LKPD) that have been audited by the Supreme Auditor of Republic of Indonesia (BPK 

RI) for districts and cities in Aceh for the period 2012-2015 with a total of 92 observations. 

Selection of a sample based on several criteria, namely: (1) districts and cities in Aceh receive 

the benefits of special autonomy allocation of funds (Otsus) and additional oil and gas sharing 

(TDBH) which can substitute the grants funds of the DAU or PAD to finance activities with a 

large value; (2) recognizing Zakat as PAD, thereby increasing the budget burden of the LGsin 

carrying out activities related to zakat recipients; and (3) the availability of complete data.   

  

IV. Discussion  
  

 4.1 Descriptive statistics   
Table 1 presents descriptive statistics based on the results of data processing.   

  

Table 1. Descriptive Statistics  

No.   Variables  Min.   Max.   Mean   Deviation Std.   

1.   Local Independence (KD)   0,02   0,25   0,0855   0,05052   

2.   Budget Remaining (SA)   0,00   0,15   0,0493   0,03788   

3.   LGs Size (BP)   4,50   5,77   5,2360   0,28870   

4   Local Revenue Growth (PPD)   -1,00   0,41   0,1758   0,18196   

5.   Education Expenditure (KA)   0,03   0,49   0,2772   0,10322   

   

4.2 Regression Results   

The results of data processing using multiple linear regression models to examine the 

effect of Local Independence, Budget Remaining, LG Size and Local Revenue Growth on 

Education Expenditures in Aceh are shown in Table 2 below.   

  

Table 2. Multiple Linear Regression Results Y 

= 0.029 - 0.603KD - 0.554SA + 0.063 B P - 0.017PPD + e   
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t- value   0.131   -2,491   -1,835   1,498   -0,302  

    

Sig. value   0.896   0.015 *   0.070 **   0.138    0.763   

    

R = 0.407                    R 2 = 0.166 A dj. R 2 = 0.127     

F - value =   

0.127   

      Sig. = 0.09643     

* Significant at α = 5%.   
** Significant at α = 10 %.   

 4.3 Local Independence Effect on Education Expenditure   
The Local Self-Reliance regression coefficient value is -0.603, which means that every 

100% increase in local independence will reduce the performance of the LGs in realizing 

mandatory expenditure in education by -60.3%. These results indicate that the independence of 

LGs negatively affects Education Expenditure. The significance value of 0.015 which is smaller 

than 0.05 or α = 5% indicates that this variable has a significant negative effect on education 

expenditure.   

Local independence as measured by the percentage of PAD in total local revenues reflects 

the ability of local governments to fund their programs and activities independently. PAD with 

significant negative relationship that funding Education does not use the PAD, but other sources 

such as grants (general allocation, revenue-sharing, and Otsus). When the PAD increases and 

the budget allocation for Education p does not increase or even decrease, the funding for the 

Education does not use the PAD, but from other sources, such as the special autonomy funds.   

   

4.4 Effect of Last Year Budget Balance on Education Expenditure  
The regression coefficient for the Budget Remaining variable is -0.554 which means that 

any increase in the remaining 100% of the budget will reduce the performance of the LG in 

realizing the education budget of -55.4%. Statistically, this effect is expressed as significant 

with a significance value (Sig. value) of 0.070 or lower than the 10% significance level or α = 

10%. This negative relationship shows that when the rest of the higher budget, the education 

expenditure will decrease.   

The remaining budget of the previous year will add to the current year's budget burden 

(Abdullah, et al., 2016, 2017) so that it has an impact on the ability of local governments/SKPD 

to absorb or achieve budget performance. This relates to the concept of performance 

management explaining that organizational capacity is not increasing, while the burden of the 

relevant organization is getting heavier, the performance of the organization is predicted to 

decline. That is, for a LG/agency, a large budget is not always beneficial when the capacity to 

realize the budget is not enough. Niskanen's prediction (1971) that agency tends to be a budget 

maximizer does not always hold when organizational resources cannot account for its 

performance.   

Education expenditure is indirectly linked with the politics of the budget, especially for 

the incumbent (Ritonga & Alam, 2010). The increase in budget allocations for grants and social 

assistance during the campaign period and the incumbent local elections participate competition 

for another term implications for the decrease in the budget allocation for education 

expenditure. When at the end of the year there are the rest of the budget comes from thrift 

expenditure or overrun on the revenue target area, then at the beginning of the next year (the 
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year of the campaign and local elections) will increase the amount for grants and social 

assistance.   

   

4.5 The Effect of LG Size on Education Expenditure  

The regression coefficient of the LG Size variable is 0.063 which means that every 

increase of 100% the size of the LG will increase the performance of LGs in realizing the 

education budget of 6.3%. However, the amount of Sig. value 0.138 indicates that this variable 

has no significant influence on the 5% level. That is, the magnitude of LG Size variable does 

not affect the education expenditure variable in Aceh.   

The results of this study are different from the findings of Liando & Hermanto (2017) 

who find that the greater number of the population, the greater the budget required for 

improving the quality and quantity of public facilities. Previously, Sasana (2011) also found 

the positive effect on the number of population on public expenditure.   

Public finance theory states that the greater the LG Size (the total population), then the 

amounts of money that allocated to education expenditure will be increase. It is caused by 

demand to vary the shape and quality of public service that must be met by the Government, 

especially for education (Poterba, 1997). On the other hand, the population has a connection 

with the largest local revenue in the block grants form in the form of General Allocation Funds 

(DAU) received from the central government, which are the main sources for financing local 

expenditures (Blackley, 1986). DAU massive implications for the amount of total expenditures, 

including expenditures for the education, which can be financed by local governments by using 

local own revenue.   

   
4.6 The Effect of Local Revenue Growth on Education Expenditure  

The value of coefficient of Local Revenue Growth is equal to -0.017, which means that 

every 100% increase in local revenue growth, will reduce the level of LGs compliance to the 

allocation of mandatory expenditure in education by -1.7%. However, statistically, the value of 

Sig. value of 0.763 indicates this variable has no significant effect.   

Local revenue is the main source of funding for local expenditure, including education 

expenditure. When it is required to allocate the resources of local governments about 20 percent 

for education, with the assumption that another funding source is constant, then local revenue 

change will be having an effect on the amount of education expenditure. That is, the local 

revenue growth has a positive correlation with growth and the relative percentage of 

expenditure for education. However, the results of this study did not find a significant influence 

on local income growth on education expenditure. These results are different from previous 

studies, such as Apriliawati & Handayani (2016) and Solikin (2016) who found that DAU and 

PAD had a positive effect on local spending.   

Vision and mission are political messages that are conveyed and offered by the mayor to 

the stakeholders of the city of Banda Aceh to be understood in conference so that stakeholders 

in the city of Banda Aceh understand and provide support to the mayor in carrying out their 

duties, obligations and authorities in building the area in accordance with the commitments 

political communication of the mayor of Banda Aceh, so that the development vision and 

mission that has been determined can run in accordance with the common goals and 

expectations that are able to reflect the factual conditions of the region (Nasution, et al, 2019).  
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There are several explanations that can be stated for the results of this study. First, 

revenue growth is very small, so it does not quite mean to change the education expenditure.  

The increase of income correlated with the increase in spending, but the increase is not 

necessarily related to the increase in education expenditure, although there was an increase in 

the budget for education expenditure. The increase in the education expenditure budget is likely 

not strongly correlated with the increase in realization due to the limited capacity of agencies 

to implement the budget (Fahlevi, et al., 2017).   

Second, there is a bias in budgeting by the bureaucracy and budget politics by parliament 

(Jones & Euske, 1991; Abdullah, 2012a). Increase in revenue budget will encourage an increase 

in the overall amount of expenditure and allocation in some expenditure functions, but not 

always with the intention to be fully realized during the current year (Abdullah, et al., 2018). 

The remaining fund at the end of budget year will be realized at the beginning of the next fiscal 

year or to fund new activities that are not budgeted in a pure APBD.   

Third, the measurements used may not be appropriate. The growth of local revenue using 

the percentage value increase in revenue, rather than a percentage of revenues over 

expenditures, while the measurement for budget performance of education does not use growth 

ratio, but the ratio of expenditure of education on realization of the total expenditure. Revenue 

growth should be associated with the allocation or expenditure growth for education.   

Fourth, changes in local revenue of the districts/cities in Aceh is have small impact on 

expenditure when there is a special autonomy fund with a relatively large number of outputs 

and outcomes it is accepted by the districts/cities. The incentive of LGs in Aceh to increase 

their revenues, especially from local own revenues, are relatively low with the availability of 

special autonomy funds and additional oil and gas transfer funds, which amounts far above the 

average own revenues of these LGs. However, the effect of the special autonomy fund needs 

to be analyzed more deeply considering the changing policies in terms of its management, so 

that there is a hidden background from the public which is the reason for budget actors in the 

Aceh Government, specifically the Aceh Province House of Representatives (DPRA) and the 

Governor of Aceh.   

  

V. Conclusion  
  

This research is the determinant test performance Education Budget in Aceh, namely the 

Local Financial Independence, Previous Fund Balance, LG Size, and Growth of Revenue using 

data districts and cities in Aceh for the years 2011-2015. Based on the results can be concluded 

that the Local Financial Independence and the Previous Fund Balance negatively affect 

education expenditure, while LG Size and Local Revenue Growth has no effect on Education 

Expenditure.   

Some limitations of this study were (1) Data that used in this research are secondary data 

from districts and cities in Aceh whit the special autonomy status for the year 2012 to 2015, so 

it should not be generalized to areas that do not implement special autonomy status; (2) the low 

value of the coefficient of determination of 16.60% indicates that there are many other variables 

that have not been included in this research model; and (3) the selection of research variables 

and operational definitions it is not perfect, especially variable LG Size and Local Revenue 

Growth, so that it is not successfully proven to have a significant effect on Education 

Expenditure.   
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