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Abstract

The transfer funds from the central government which is not followed by own source revenues, causes
the autonomous district too dependent on the central government funds. This study aims to determine the
effect of own-source revenue and balance funds on public welfare by capital expenditure and economic
growth as an intervening variable in Special District of Yogyakarta. The source of data is secondary data
during 2006 to 2013 and using Partial Least Square to test hypotheses. The result showed that own-source
revenue has not significant effect on capital expenditure but has significant effect on economic growth and
public welfare; balance funds has significant effect on capital expenditure but has not significant effect on
economic growth and public welfare; capital expenditure has significant effect on economic growth but has
not significant effect on public welfare; and economic growth has not significant effect on public welfare.
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Introduction

The implementation of regional autonomy to
meet the goals of democratization and the public wel-
fare, the balance of financial resources is a guarantee
of the implementation of government affairs were
delegated to the regions (Badrudin, 2011). When the
area has the financial capacity is insufficient to
finance government affairs, particularly the manda-
tory government affairs related to basic services, the
central government can use instruments balanced
fund to help the region in accordance with national
priorities to be achieved (Setiaji & Adi, 2007).

In general, the source of funding in the imple-
mentation of regional autonomy consists of budget re-
venue and other legitimate acceptance (Hirawan,
2007). The region that has potential as natural resour-
ces and human resources will generate huge revenue.
Funding from the own-source revenue, a big plus
with the form of balanced funds, general allocation
fund, and special allocation fund from the central go-
vernment, it will affect economic growth of the
region. This indicates that the development in the area
went smoothly because of the development budget is
fulfilled (Badrudin, 2015).

Based on the description in the introduction, the
study objectives were to be achieved is to test and
analyze the effect of 1) own-source revenue on capital
expenditures; 2) own-source revenue on economic
growth; 3) own-source revenue on public welfare; 4)
balance funds on capital expenditure; 5) balance funds
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on economic growth; 6) balance funds on public
welfare; 7) capital expenditure on economic growth;
8) capital expenditure on public welfare; and 9)
economic growth on public welfare in districts/city
Special District of Yogyakarta.

Literature Review

According to Susanto and Badrudin (2016),
fiscal decentralization with a number of strong gover-
nment spending and will significantly impact on the
low level of corruption. This happens because the
legislation to support fiscal decentralization is very
clear that there is no doubt the government apparatus
to conduct government spending (Abdullah &
Asmara, 2007). According to Badrudin and Siregar
(the national political 2015), forces to significantly
increase the yield of fiscal decentralization as eco-
nomic growth, the quality of government, and the
provision of public goods. Instead, the subordination
of the administration by appointing local politicians is
not through with the elections it will lower results for
fiscal decentralization. Thus, the Regional Repre-
sentatives Council (DPRD) was instrumental in rea-
lizing the goal of regional development to improve
the public welfare (Jensen & Meckling, 1976).

The region that has adequate facilities and
infrastructure will affect the level of productivity of
society and will attract investors to invest in the
region. The increase in revenue is expected to have a
significant effect on capital expenditure. The increase
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in capital expenditure will be able to improve the qua-
lity of public services and will ultimately enhance the
level of public participation on development (Badru-
din, 2015). Research by Darwanto and Yustikasari
(2006) showed that the own-source revenue has signi-
ficant effect on capital expenditure. Based on these
descriptions then compiled the research hypothesis as
follows:
Hi: The own-source revenue has positive significant
effect on capital expenditure in the districts/city
Special Region of Yogyakarta.

Research by Badrudin (2016) showed that the
own-source revenue influences positively to econo-
mic growth in the region. It also supports the
statement of National Planning Agency (Bappenas)
which asserts that economic growth should be
sensitive to the increase in economic growth
(Badrudin & Siregar, 2015). According to Setyawati
and Hamzah (2007), the own-source revenue has
positive and significant effect on economic growth.
According to Nanik (2015), the own-source revenue
influence on public welfare that measured by the
Human Development Index (HDI). Based on these
descriptions then compiled the research hypothesis as
follows:

H,: The own-source revenue has positive significant
effect on economic growth in the districts/city
Special Region of Yogyakarta.

Hs: The own-source revenue has positive significant
effect on public welfare in the districts/city
Special Region of Yogyakarta.

The balance funds to support the implementation
of the authority of local governments to achieve
improved services and public welfare According to
Ferdian (2013), the balance funds a significant po-
sitive effect on regional spending. According to
Azzumar and Handayani (2011), the balance funds
not significant effect on economic growth. Research
by Lugastoro and Ananda (2013) showed that con-
tribute the balance funds have little influence in
improving the HDI. Based on these descriptions then
compiled the research hypothesis as follows:

H,: The balance funds have positive effect on capital
expenditure in the districts/city Special Regi on
of Yogyakarta.

Hs: The balance funds have positive effect on econo-
mic growth in the districts/city Special Region of
Yogyakarta.

He: The balance funds have positive effect on public
welfare in the districts/city Special Region of
Yogyakarta.

Research by Mawarni and Abdullah (2013)
showed that capital expenditure has not significant ef-
fect on economic growth. Research by Mirza (2012)
showed that government-issued capital expenditure
has significant positive effect on the HDI in Central
Java province. Based on these descriptions then com-
piled the research hypothesis as follows:

H;: The capital expenditure has positive effect on
public welfare in the districts/city Special Region
of Yogyakarta.

According to Setyowati and Suparwati (2012),
the economic growth has significant positive on
public welfare. The increase in economic growth
impact on improving of the public welfare, Based on
these descriptions then compiled the research
hypothesis as follows:

Hg: The economic growth has positive effect on
public welfare in the districts/city Special Region
of Yogyakarta.

Research Method

The population used in this study was all local
government in districts or city Special Region of
Yogyakarta with a population of four districts and one
city in the period 2006 to 2013. The sample in this
study is Kulon Progo, Bantul, Gunung Kidul,
Sleman, and Yogyakarta City which did not undergo
pansion area since regional autonomy implemented as
of 2001, so that the originality of the region can be
maintained. The research model is Partial Least
Square (PLS) follows the pattern of structural equati-
on modeling (SEM) based variance is WarpPLS that
can simultaneously perform testing at the measure-
ment and structural model. Construction path diagram
can be seen in Figure 1.

Figure 1
Research Model Line

Information:
PAD: own-source revenue
DP : balance fund
BM : capital expenditure
PE :economic growth
KM : public welfare
: Observation variables
: The relationship between the variables
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Table 1

Descriptive Statistical of Variables in Districts/City Special Region of Yogyakarta

Descriptive  Own-Source Revenue Balance Fund  Capital Expenditure  Economic  Public Welfare
Statistical (Rp million) (Rp million) (Rp million) Growth (%)

Mean 124,043 627,578 112,024 4.66 75.19
Minimum 28,878 361,777 40,810 2.02 69.44
Maximum 449,270 992,782 302,760 5.76 80.51

Source: Secondary data, processed.

Table2

Research Hypothesis Testing Results
Relatlsln:rr;g%igtween Coefficient P-Value Prediction Finding Conclusion
PAD - BM -0.18 032 + - Rejected
PAD - PE 0.62 <001 + + Accepted
PAD > KM 1.06 <001 + + Accepted
DP > BM 0.52 <001 + + Accepted
DP - PE -0.04 041 + - Rejected
DP > KM 0.11 0.35 + + Accepted
BM - PE 0.37 0.01 + + Rejected
BM > KM 0.00 0.50 + + Rejected
PE > KM -0.15 0.24 + - Rejected

Source: Figure 2 (data processed).

Results and Discussions

Descriptive statistical analysis results are shown
in Table 1. Based on Table 1 seemed average of own-
source revenue for all districts/city per 8 years amoun-
ted to Rp 124,043 million. The own-source revenue
lowest in Gunung Kidul in 2007 amounted to Rp
28,878 million and highest in Sleman in 2013
amounted to Rp 449,270 million. The own-source
revenue describes the ability of the districts/city in
Special Region of Yogyakarta to achieve the public
welfare. The average of balanced fund for all districts/
city per 8 years amounted to Rp 627,578 million. The
balance fund lowest in Yogyakarta City in 2006
amounted to Rp 361,777 million and highest in
Sleman in 2013 amounted to Rp 992,782 million. The
higher the balance funds illustrates the degree of
dependency on funds transfers from the central
government is getting higher and shows that the lower
the degree of independence. Based on Table 1 seemed
average of capital expenditures for all districts/city per
8 years amounted to Rp 112,023 million. The capital
expenditure lowest in Kulon Progo in 2009 amounted
to Rp 40,810 million and highest in Bantul in 2008
amounted to Rp 302,760 million. The average of eco-
nomic growth for all districts/city per 8 years
amounted to 4.66%. The economic growth lowest in
Bantul in 2006 amounted to 2.02% and highest in
Yogyakarta City in 2012 amounted to 5.76%. The
average of public welfare for all districts/city per 8

years amounted to 75.19. The public welfare lowest
in Gunung Kidul in 2006 amounted to 69.44 and
prosperity occurred in Yogyakarta City in 2013
amounted to 80.51.

This study does not test models outer covering
validity and reliability test because the data used in
this study was measured data. Goodness of Fit Inner
Model on PLS analysis using sizes Stone-Geisser Q-
Square test. The size of this form of Q-Square
predictive relevance is calculated based on the value
of R? each endogenous variable, capital expenditure
(Ren?) amounted to 0.246; economic growth (Ree?)
amounted to 0.614; and public welfare (Ruu’)
amounted to 0.778. Thus, the value of the Q-Square
predictive relevance for:

Q" =1-(1-Ren’) (1-Ree’) (1-Runs)

=1—(1-0.246) (1-0.614) (1-0.778)

=1-(0.754) (0,386) (0,222)

=1-0.065

=0.935

Based on these calculations, the value of the Q-
Square predictive relevance of 93.5%, so the model is
said to have a strong predictive value for variables in
the model that includes own-source revenue, balance
funds, economic growth, and public welfare are able
to explain the variable at 93.5%, while the remaining
6.5% is a variation other variables outside the model.
Figures and table hypothesis testing research results
are presented in Figure 2 and Table 2.
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Figure 2.
Results of the PLS Output Hypothesis Testing

Based on the results of hypothesis testing known
that own-source revenue has significant negative
effect on capital expenditure in the districts/city
Special Region of Yogyakarta, It can be seen from the
coefficient (f) of -0.18, which indicates that own-
source revenue has negative effect on capital expen-
diture. The significance level of 0.32 is greater than the
significance level 5%. The test results showed that H;
is rejected. The local government has not been able to
allocate revenue to capital expenditure effectively. Vi-
ewe from the expenditure side the largest expenditure
component used for personel expenditure. Compo-
nents of expenditures for goods and services expen-
ditures ranged between 12-29 percent, while expendi-
ture on capital expenditure ranges between 10-15
percent. This is the phenomenon of flypaper effect
(Maimunah, 2006).

Based on the results of hypothesis testing known
that own-source revenue has significant positive effect
on economic growth in the districts/city Special
Region of Yogyakarta, It can be seen from the co-
efficient (5) of 0.62, which indicates that own-source
revenue has positive effect on economic growth. The
significance level of <0.01 less than that significance
level 5%. The test results showed that the H, is ac-
cepted. The economic growth in Special Region of
Yogyakarta is an exclusive economic growth. It can
be seen from the development that shows the Gini
index of income inequality that occurred in Special
Region of Yogyakarta. The Gini index of Special
Region of Yogyakarta has a tendency to increase
from 0.366 in 2007 to 0.439 in 2013. By comparing
the rate of economic growth and development of the
Gini index shows that the rise in per capita income
growth accompanied by rising income inequality.

Based on the results of hypothesis testing known
that own-source revenue has significant positive effect
on public welfare in the districts/city Special Region of
Yogyakarta, It can be seen from the coefficient ()
1.06, which indicates own-source revenue has positive

effect on public welfare. The significance level of
<0.01 less than the significance level (5%). The test
results indicate that the Hs is accepted. The quality of
life in Special Region of Yogyakarta which is reflected
in the HDI tends to increase. The HDI figures quite
high and shows the development of the increase. In
2013, the HDI is (76.75) that are ranks fourth after
DKI Jakarta (78.33), North Sulawesi (76.95) and Riau
(76.90).

Based on the results of hypothesis testing known
that balanced fund has significant positive effect on
capital expenditure in the districts/city Special Region
of Yogyakarta. It can be seen from the coefficient (5)
0.52, which indicates that balanced fund has positive
effect on capital expenditure. The significance level of
<0.01 less than the significance level 5%, the test
results indicate that the H, is accepted. The local
government can allocate the balance fund of central
government in the capital expenditure effectively. The
higher proportion of balanced fund in the budget
structures of the district/ city shows that the greater the
degree of dependency on funds transfers from the
central government and shows that the lower the
degree of independence. The significant balance
funds on capital expenditure are also influenced by
the indication of the phenomenon of flypaper
(Maimunah, 2006).

Based on the results of hypothesis testing known
that balanced fund has significant negative effect on
economic growth in the districts/city Special Region
of Yogyakarta. It can be seen from the coefficient (5)
of -0.04, which indicates that balanced funds have
negatively affected on economic growth. The sig-
nificance level of 0.41 is greater than the significance
level 5%. The test results showed that Hs is rejected.
View from the expenditure side, the largest expen-
diture component used for personel expenditure. Com-
ponent expenditure on goods and services ranging
from 12-29% while capital expenditure ranged bet-
ween 10-15%, a high proportion of personel expen-
diture would reduce the proportion of capital expen-
diture in Special Region of Yogyakarta. The propor-
tion of capital expenditures to build the infrastructure
area is only about 10-15% less than optimal and less
able to boost economic growth in Special Region of
Yogyakarta. Flypaper phenomenon seen from the
DAU obtained, so the impact on the allocation of
balanced fund are not optimal. Exclusive economic
growth occurred in Special Region of Yogyakarta
seen from the Gini index has a tendency to increase
from 0.366 in 2007 to 0.439 in 2013. That is the
increase in per capita income growth accompanied by
rising income inequality.
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Based on the results of testing the hypothesis in
mind that balance fund has not significant positive
effect on public welfare in the districts/city Special
Region of Yogyakarta. It can be seen from the coef-
ficient () of 0.11, which indicates that balanced fund
has positive effect on public welfare. The significance
level of 0.35 is greater than the significance level 5%.
The test results indicate that Hg is rejected. The
proportion of capital expenditures to build the
infrastructure area is only about 10-15 percent less
than optimal and less boost economic growth in
Special Region of Yogyakarta. The exclusive econo-
mic growth occurs because the portion of capital
expenditure is relatively low. This indicates the phe-
nomenon of flypaper in Special Region of Yogya-
karta impact on the optimization of the balance funds
(Maimunah, 2006).

Based on the results of testing the hypothesis in
mind that capital expenditure has significant positive
effect on economic growth in the districts/city Special
Region of Yogyakarta, it can be seen from the
coefficient (8) of 0.37, which indicates that capital
expenditure has positive influence on economic
growth. The significance level of 0.01 less than the
significance level 5%. The test results showed that the
H; is accepted. The local government is able to
allocate capital expenditure effectively to regional
economic growth. Utilization of expenditure allocated
to productive things, for example for infrastructure
development. However, economic growth is still
going to be exclusive. This is shown by the Gini
Index figures Special Region of Yogyakarta which
has a tendency to increase from 0.366 in 2007 to
0.439in 2013.

Based on the results of testing the hypothesis in
mind that capital expenditure has not significant posi-
tive effect on public welfare in the districts/city Special
Region of Yogyakarta, It can be seen from the co-
efficient (5) of 0.00, which indicates that capital
expenditure has positive influence on public welfare.
The significance level of 0.50 is greater than the
significance level 5%. The test results showed that the
Hg is rejected. The construction is expected to increase
the rate of economic growth and ultimately improve
the public welfare. The proportion of capital expen-
ditures in districts/city Special Region of Yogyakarta
is relatively low at around 10-15%, less than optimal
and less able to encourage improvement of public wel-
fare in the districts/city Special Region of Yogyakarta.

Based on the results of hypothesis testing known
that economic growth has not significant negative
effect on public welfare in the districts/city Special
Region of Yogyakarta, It can be seen from the coef-
ficient (#) -0.15, which indicates that economic

growth negatively affect public welfare. The signifi-
cance level of 0.24 is greater than the specified
significance level 5%. The test results showed that the
Ho is rejected. This can be seen from the development
of the Gini index shows the income inequality that oc-
curred in Special Region of Yogyakarta. The Gini
index has a tendency to increase is from 0.366 in 2007
to 0.439 in 2013. That is, the increase is in per capita
income growth accompanied by rising income inequ-

ality.
Conclusion and Implication

Based on the discussion, it was concluded in the
study. First, own-source revenue can not affect capital
expenditure. Local government can not allocate
revenue on capital expenditures effectively. Second,
own-source revenue can affect economic growth.
This is demonstrated by the increasing rate of eco-
nomic growth every year. Third, own-source revenue
can affect public welfare. This is demonstrated by the
increased number of HDI which explains the increase
in public welfare. Fourth, balance fund can affect
capital expenditure. The local government can allo-
cate the balanced fund of the central government in
the capital expenditure effectively. Fifth, balanced
funds can not affect economic growth. The proportion
of capital expenditures to build the infrastructure area
is only about 10-15 percent less than optimal and less
boost economic growth. Sixth, balanced fund can not
affect public welfare. Lack of balance funds role on
economic growth as an indication that the local
government is not maximized in the area of financial
management. Seventh, capital expenditures affect
economic growth. The local government has allocated
capital expenditure effectively to regional economic
growth. Eighth, capital expenditure can not affect
public welfare. The proportion of capital expenditures
is relatively low. Ninth, economic growth can not
affect public welfare. This can be seen from the
development of the Gini index shows the income ine-
quality. The Gini index has a tendency to increase
from 0.366 in 2007 to 0.439 in 2013.

The data of capital expenditure in this study is a
capital expenditure in the sense of quantity. Therefore,
the authors have limitations to unravel how the
allocation of capital expenditure in influencing inclu-
sive growth. Those meaning economic growth in this
research more towards exclusive rather than inclusive.
Subsequent research in order to use the capital
expenditure data in quantity and qualitative sense, this
is important in measuring the success of the quality of
economic development. This study shows the phe-
nomenon of flypaper in the districts/city Special
Region of Yogyakarta. Therefore, further research ne-
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eds to consider the analysis of the phenomenon of
flypaper that influences the allocation of sources of lo-
cal revenue for local development activities in order
to achieve public welfare in the districts/city of Spe-
cial Region of Yogyakarta
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