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Abstract. Financial independence has a significant influence on handling unconditional
situations. The COVID-19 pandemic, as a true shock situation, brings a new perspective
to managing local finances. Indonesia’s local government heavily depends on transfers
of funds from the central government. The autonomy system has been implemented for
twelve years; however, local financial independence has not changed. The central
government transferred 86.36 Trillion Rupiah to the local government to help it cope with
the pandemic. This research aims to analyze financial independence's responses to
shocks from three dimensions: anticipatory capacities (AC), coping capacities (CC), and
vulnerabilities. This research used a qualitative approach and archival data analysis from
2014-2021 with 93 samples of municipal governments. Research findings indicate that
municipal governments have limited capabilities to anticipate and cope with unconditional
situations. The municipal government's budget capacity and financial resilience are low
to cope with the unconditional situation. Local financial independence has not changed
significantly while fiscal decentralization has been implemented for 20 years
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1. INTRODUCTION

The Indonesian system of regional autonomy uses local government as a tool for
decentralization, deconcentration, and support tasks (Keintiem et al.,, 2019).
Decentralization is the principal instrument for implementing regional autonomy.
Decentralization is the transfer of government affairs from the central government to
autonomous regions on the basis of the principle of autonomy. Fiscal decentralization is
one form of this instrument, in which local administrations manage their economic
resources to strengthen fiscal capacity. Regional economic expansion is enhanced by
fiscal decentralization (Anggraeny et al., 2017). Since 1994, China, one of the world’s
greatest economies, has implemented fiscal decentralization. This policy has had a
positive effect on the regional economy, public service quality, political participation, and
budget efficiency (Fajria et al., 2021) (Lapsley & Miller, 2019)

In 1998, several Latin American nations, including Colombia, Brazil, and Peru,
implemented fiscal decentralization in addition to China. This policy had a positive impact
on regional economic growth, the quality of public services, and political participation
(George & Pandey, 2017). The implementation of fiscal decentralization can increase the
authority of regional leaders to determine resource management policies (Holtz et al.,
2020). Since the regional autonomy policy was adopted, Indonesia has implemented
fiscal decentralization (Elim et al., 2014). In Indonesia, fiscal decentralization is governed
by Law No. 28 of 2009 pertaining to Regional Taxes and Regional Levies. The provincial,
district, and municipal governments of Indonesia are authorized to administer their entire
economic potential. Regional taxes and levies are economic resources that must be
managed optimally to strengthen regional fiscal capacity. Increasing regional fiscal
capacity will foster regional development and enhance community services (Kurnia
Indriani et al., 2022)
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In Indonesia, fiscal decentralization has no significant effect on the proportion of
APBD realized. Outside of Java Island, the proportion of APBD is still comparatively low.
The regional administrations of DKI Jakarta, West Java, East Java, and Central Java
have the highest proportion of APBD in Indonesia, based on the realization of the 2022
APBD (I. K. Indriani, 2022a) (I. K. Indriani, 2023).

The APBD conditions influence the degree of regional financial autonomy. The ratio
of PAD to APBD remains extremely low. This is the purpose of this study. After 20 years
of implementing the regional autonomy system, the condition of the regional fiscal
capacity will be described in an evaluation of regional financial autonomy at the city level.
Financial autonomy is indicative of effective regional financial administration during the
period of autonomy.

2. LITERATURE REVIEW

Financial independence is the condition that ensures that local governments are not
vulnerable to national or international sources of funds beyond their control or influence.
In calculating the financial independence ratio, PAD is therefore one of the primary
categories utilized. PAD will be compared to the local government's total expenditures
for one budget period. Regional PAD is comprised of local tax revenues, local retribution
revenues, dividends from local government investments, and additional regionally
generated revenues (Ritonga, 2015). Financial independence will emphasize the
regional budget's capacity to generate local revenue (PAD), DAU, DAK, and total
revenue and expenditures. Financial autonomy will provide information about the APBD's
capacity to execute all work programs outlined in the Regional Revenue and Expenditure
Budget Plan (RAPBD) (Adriana & Ritonga, 2018).

3. RESEARCH METHODS

This research employed a quantitative methodology and archival research. The
research is predicated on collecting data by first identifying variables as fundamental
notions that will be related to the existing theory and utilizing massive amounts of data
(Sugiyono, 2017). Financial independence indicators focused on this study's evaluation
of the financial condition. Indicators of financial independence approach to accurately
characterize the local government finances of unconditional situation response. To cope
with the unconditional situation, some municipal governments devised short-term
initiatives (Padovani et al., 2020). The population of this study consists of local
governments in Indonesia. This study's sample is the municipal governments of
Indonesia. There were 93 municipal governments sampled. The data used in this
investigation are secondary data. The information represents the APBD implementation
report from 2014 to 2021. This information was gathered from the Directorate General of
Monetary Balance of the Ministry of Finance of the Republic of Indonesia.

The initial financial condition study included ratio indicators of financial
independence (Ritonga, 2015). Financial independence demonstrates the capacity of the
regional budget to be unaffected by national and international sources of funding
(Ritonga, 2015).

4. RESULTS AND DISCUSSION
Table 1. Statistic Descriptive Analysis

Rasio A Rasio B Rasio C Rasio D

N Valid 744 744 744 744
Missing 0 0 0 0
Mean .1936 .1970 .4566 .1036
Median .1651 .1676 .5143 .1040
Minimum .02 .02 .00 .00
Maximum .64 1.23 1.97 40




The Third International Conference
on Innovations in Social Sciences Education and Engineering (ICoISSEE)-3
Bandung, Indonesia, July 08", 2023

For the period 2014-2021, the financial independence of municipal governments in
Indonesia is 0.16, 0.16, 0.51, and 0.10. This value is based on the median value derived
from descriptive statistics. Consequently, the proportion of PAD to total municipal
government revenue during 2014-2021 is expected to reach approximately 16%. The
ratio of PAD to total expenditures is only 16%; therefore, the quantity of PAD that
could cover total municipal government expenditures is only 16%. Currently, the ratio of
DAU to total income has reached 51%. This condition suggests that the municipal
government in Indonesia is still highly reliant on the transfer of funds from the central
government. 10% of the municipality's total revenue is contributed by DAK. This can be
interpreted as an indication that the transfer of funds from the central government to the
regions for physical development is relatively modest.
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Figure 1. The Proportion of PAD and Total Revenue

According to the results of calculating the ratio a, the proportion of PAD to total
regional income remains extremely low. PAD accounts for 10% to 40% of municipal
administrations' total revenues in Indonesia. Since 2021, the 20-year implementation of
regional autonomy has had little effect on regional financial independence.
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Figure 2. The proportion of PAD and Total Expenditure

As the main instrument of fiscal decentralization, PAD has a small proportion of
regional expenditures. Based on these indicators, the assessment of financial
independence reveals that PAD accounts for 10% to 40% of total expenditures. The
majority of city governments in Indonesia rely on other sources of income to fund their
budgets.
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Figure 3. The Proportion of General Allocation Fund and Total Expenditure

The ratio of DAU to regional expenditures is extremely high. In Indonesia, city
administrations continue to rely on central government transfers to fund regional
expenditures. The APBD of the city administration is 50 percent dependent on DAU.
From 2014 to 2021, this condition has remained unchanged.
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Figure 4. The Proportion of Special Allocation Funds (DAK) and Total
Expenditure

During 2014-2021, the level of municipal governments' dependence on DAK
remained quite high.10% to 30% of the municipal budget is dependent upon DAK. DAK
is designated for funds for tangible development, such as road infrastructure, schools,
hospitals, and other public services.

Local government budgets are impacted by the number of regional revenues and
expenditures. Own revenue (PAD) is a form of revenue produced from taxes and levies
that significantly impacts the provincial government's budgetary capacity. The
government's management structure determines the number of budget realizations.
Local governments can cultivate the local capacity to expand PAD (Alfi & Nuraini, 2018).
PAD plays a significant role in the regional budget system, yet the proportion of PAD
allocated to each APBD is minimal (Harjito et al., 2020). The implementation of PAD will
be significantly impacted by the covid 19 pandemic, and it is anticipated that the
provincial administration will struggle to implement PAD during the pandemic. The
COVID-19 pandemic has decreased revenue as a result of a downturn in the economy,
resulting in a decline in taxes (Temenggung et al., 2020). Due to COVID-19, local
governments faced a revenue loss. The local budget was affected by a decline in taxes,
non-tax fees, and public service user fees (Padovani et al., 2020).

The pandemic reduced tax income for local governments (I. K. et al Indriani, 2022).
The decrease in tax revenue will affect the local government budget in the following year
(I. K. et al Indriani, 2021). The proportion of PAD realization for the 2019 fiscal year in
Indonesian provincial governments varies greatly. Java had the highest PAD realization,
while provincial governments outside of Java were quite minor (Kurnia Indriani et al.,
2022). This condition is anticipated to hinder the region's ability to combat the pandemic.
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The budgetary capacity of PAD can impact a region's capacity to combat a local
pandemic. A decline in local government revenues will negatively impact the budget (de
Jong & Ho, 2021). Therefore, a financial management strategy is required to prevent the
accumulation of debt (OECD, 2020).

Financial independence is an assessment of the local government's ability to handle
financial resources, implying that it is accessible to both domestic and international
investment (Ritonga, 2015). As a result, the financial condition is expected to be capable
of dealing with the COVID-19 pandemic (OECD, 2020).

Local governments saw a drop in revenue as a result of COVID-19. Reduced tax,
non-tax, levy, and user fees are causing financial misery. Reduced local government
revenue will have a negative impact on the budget. As a result, strong financial
management is not required to accumulate debt (Heald & Hodges, 2020). To control the
recession and expedite economic recovery, state and municipal governments must
change their budgets to lessen the monetary impact of revenues and expenditures
(Lucianelli et al., 2017). During the pandemic, local governments lost tax revenues,
received deferred tax payments from the public, and decreased taxes (Green &
Loualiche, 2021). The local government's financial independence in dealing with COVID-
19 is limited (Onimbala, 2021). Increased measures of financial independence enable
local governments to explore new revenue streams (Maizunati, 2017). Local
governments with greater financial independence may be able to optimize economic
growth in promising areas such as construction, manufacturing, and trade (I. K. Indriani,
2022b).

The redistributed funding originates from pandemic-related non-priority and capital
expenses (Hasibuan et al., 2020). Local governments have budgetary challenges as a
result of COVID-19, including the need for public programs and services, rising costs,
and greater public demand for public services (l. K. Indriani et al., 2019). In dealing with
COVID-19, the provincial government in Indonesia primarily relies on funding conditions
from PAD and DAK. Meanwhile, the financial condition for capital and operational
expenditures represents a genuine effort in dealing with the covid 19 pandemic. Local
governments' financial performance in meeting the need for funding for development,
social services, and the accomplishment of government activities still has to be improved
(Miller, 2020).

Meanwhile, the financial independence of local governments has a considerable
impact on how pandemics are handled in provinces. According to the findings of this
study, the local government budget plays a significant role in coping with the pandemic.
The budget realization of local governments changed during the pandemic (Ashfaq &
Bashir, 2021).

CONCLUSION

In Indonesia, fiscal decentralization has had an insignificant impact on regional
financial autonomy. With percentages of 50% and 30%, respectively, the city's
dependence on central government transfer funds in the form of DAU and DAK remains
extremely high. 10% to 40% of expenditures are administered directly by the local
government from PAD as a revenue source. 10% to 40% of the total regional income
may be allocated to PAD. The majority of municipal governments in Indonesia lack
adequate budgetary capacity. This indicates that future regional financial management
must be more optimal. The fiscal decentralization system has been effective in a number
of nations, thus it can contribute to national economic expansion.
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