Journal of Economic, Management, Accounting and Technology (JEMATech)
Vol. 9, No. 2, Agustus 2026
p-ISSN : 2622-8394 | e-ISSN : 2622-8122
https://ojs.unsiq.ac.id/index.php/jematech
DOI: https://doi.org/10.32500/jematech.v9i2.12308

Provincial Fiscal Autonomy in Indonesia: Revenue Capacity, Spending
Structure, and HKPD Reform

Ayu Kurnia Fatmawati , Sovia Zahrianti Erika ?
DIslamic Economics Department, Faculty of Islamic Economics and Business, UIN Sunan Kalijaga,
Yogyakarta, Indonesia
D Islamic Economics Department, Faculty of Islamic Economics and Business, UIN Raden Mas Said,
Surakarta, Indonesia
D ayukurniafa@uin-suka.ac.id
2) sovia.zahrianti@staff.uinsaid.ac.id
*Corresponding Author

Abstract

Provincial fiscal independence remains a central challenge within Indonesia's decentralized fiscal
system, as provincial governments continue to depend substantially on transfers from the central
government. This study examines the associations between local tax revenue, regional levies, personnel
expenditure, and the HKPD fiscal reform (Law No. 1 of 2022) with provincial fiscal independence in
Indonesia. Using an unbalanced panel dataset of 178 observations drawn from 38 provinces over the
period 2020-2024, this study applies a Fixed Effects Model with cluster-robust standard errors at the
provincial level, as indicated by the Hausman test (y*(4) = 14.79, p = 0.005). The results indicate that
local tax revenue and regional levies are positively and significantly associated with provincial fiscal
independence, with coefficients of 1.105 and 0.247 respectively. Personnel expenditure is also positively
and significantly associated with fiscal independence (coefficient = 0.130), suggesting that provinces
with stronger administrative capacity tend to exhibit both higher personnel costs and greater fiscal
independence. The HKPD dummy variable shows a negative and statistically insignificant coefficient
(—0.006), indicating no detectable difference in fiscal independence between pre- and post-reform
periods within the panel, which may reflect identification constraints when year fixed effects are
included in the model. These findings underscore the importance of strengthening local tax
administration and own-source revenue mobilisation in advancing provincial fiscal autonomy in
Indonesia.

Keywords: Fiscal autonomy, Fiscal reform, HKPD, Local tax, Panel data.

1. INTRODUCTION

Fiscal decentralisation has become a key policy agenda worldwide, particularly in
Commonwealth countries and other developing economies, as it strengthens local governance,
democratic accountability, and fiscal resilience. Within the Commonwealth, fiscal decentralisation is
regarded as an important mechanism for improving local governance and democracy (Journal &
Kiyaga-Nsubuga, 2009). More than 120 developing countries have adopted various forms of fiscal
decentralisation as part of their governance systems (Digdowiseiso, 2022). According to Lekettey
(2025), scholarly interest in fiscal decentralisation and local fiscal autonomy has grown substantially
since 2005. This growing interest was further reinforced by the global financial crisis and the COVID-
19 pandemic, both of which underscored the importance of fiscal resilience and adaptive public
financial management at the subnational level (Lekettey et al., 2025). Furthermore, Ali (2025) indicates
that fiscal decentralisation can contribute to achieving the Sustainable Development Goals (SDGs) by
empowering local governments (Ali et al., 2025).

Since 2001, Indonesia has transitioned from a centralised to a decentralised system of
governance. It has moved management of expenditure and fiscal authority to provincial, district, and
city governments (Brodjonegoro & Asanuma, 2000). Local governments are considered to be more
aware of the needs of their people, so it is more effective if they are under local authority (Siburian,
2022). The main instruments of local government funding, according to Law No. 33 of 2004, are derived
from Local Own-Source Revenue (PAD) and transfers from the central government in the form of
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General Allocation Funds (DAU), Special Allocation Funds (DAK), and Revenue Sharing Funds
(DBH) (UU No. 33 Tahun 2004, n.d.). Nevertheless, a fundamental challenge persists across many
regions due to the mismatch between available financial resources and local expenditure needs.
Consequently, many subnational governments in developing countries remain heavily dependent on
fiscal transfers from the central government (Sharma, 2021).

Central government funding has been the main pillar of fiscal decentralisation over the last two
decades (Digdowiseiso, 2022; Pattilouw, 2023). According to the 2024 Regional Government Budget
(APBD) data, Local Own-Source Revenue accounted for only 28.76% of total local government
revenue on average, while transfers from the central government contributed 65.71%, with the
remaining 5.53% derived from other revenue sources (Nadofah et al., 2025). This pattern is consistent
with the fiscal dependency ratios reported for Indonesia's 38 provinces by Nadofah et al. (2025), which,
based on the classification proposed by (Banga, 2017), fall into six categories: very low, low, moderate,
moderately high, high, and very high fiscal dependency.

Empirical evidence reported by Nadofah et al. (2025) shows that 66% of Indonesia's provinces
(25 out of 38) are classified under the "Very High" fiscal dependency category, indicating that most
local governments remain heavily dependent on fiscal transfers from the central government to finance
their governmental functions. Even provinces with relatively strong urban economies and the lowest
levels of fiscal dependency (North Sumatra, Central Java, East Java, and Bali) are classified under the
"Moderately High" category. Although these provinces have greater capacity to finance their
expenditures through Local Own-Source Revenue, they still depend substantially on central government
transfers (Nadofah et al., 2025). This suggests that newly established provinces, which generally have
more limited fiscal capacity and narrower revenue bases, are likely to face even higher fiscal
dependency.

Law No. 1 of 2022 is considered a crucial policy change, a paradigm shift in Indonesia's system
of fiscal decentralisation. The 2022 HKPD reform shifts local governments' dependence from central
transfers to enhancing regional fiscal independence and sustainability, as opposed to Law No. 33 of
2004 which was geared toward fiscal equalisation. Local governments are encouraged to optimize Local
Own-Source Revenue (PAD) through tax simplification and tax base expansion, and to no longer
depend on central government transfers as their main source of revenue. It will be able to achieve
regional fiscal independence (UU No. I Tahun 2022, n.d.).

Several researchers have identified several factors that determine regional fiscal independence,
namely, regional taxes, regional levies, Special Allocation Funds (DAK), Revenue Sharing Funds
(DBH), personnel expenditures, capital expenditures, and population density (Afriyan Firmanda et al.,
2024; Ermawati & Aswar, 2020; Eybel Kii et al., 2022; Giri et al., 2024; Mahaputra & Yamin, 2020;
Nurhayati et al., 2022; Zulfikar, Swandari, Ramadhan, et al., 2025). However, these studies still yield
disparate and inconsistent results. Research by (Ermawati & Aswar, 2020; Eybel Kii et al., 2022;
Zulfikar, Swandari, Ramadhan, et al., 2025) found that local taxes have a significant effect on regional
financial independence. Research by (Giri et al., 2024) found that personnel expenditure is also
significantly related to regional financial independence. This is not the case with capital expenditure,
which doesn not have a significant effect (Afriyan Firmanda et al., 2024; Giri et al., 2024; Mahaputra
& Yamin, 2020). There is mixed evidence, however, on the effects of regional levies and central transfer
funds. (Zulfikar, Swandari, Ramadhan, et al., 2025) found that local levies have an effect, while (Eybel
Kii et al., 2022) stated that they do not. The same things is alsi found in the DAK and DAU variables,
which have an effect that is proven significant (Afriyan Firmanda et al., 2024), while (Ermawati &
Aswar, 2020) states that there was no significant relationship.

These inconsistent empirical findings suggest that the relationship between fiscal factors and
fiscal autonomy remains inconclusive in the literature. The mixed evidence indicates that the effects of
individual fiscal determinants are highly dependent on data characteristics, including the level of
government examined (Ermawati & Aswar, 2020; Eybel Kii et al., 2022; Millatina et al., 2022; Zulfikar,
Swandari, Ramadhan, et al., 2025). Existing studies have focused predominantly on district and
municipal governments. At the same time, evidence at the provincial level remains limited, despite the
substantial differences in tax authority and expenditure structures between these two levels of
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government. Furthermore, variations in the measurement of fiscal autonomy and model specifications
have contributed to divergent empirical findings (Afriyan Firmanda et al., 2024; Giri et al., 2024;
Mahaputra & Yamin, 2020). These inconsistencies highlight the need for further empirical
investigation.

Furthermore, the implementation of the 2022 HKPD has reshaped Indonesia's intergovernmental
fiscal framework. However, empirical evidence on the determinants of provincial fiscal autonomy
following this reform remains limited. To address this gap, this study examines the determinants of
fiscal autonomy across Indonesian provinces and empirically investigates whether the 2022 HKPD
reform is associated with changes in provincial fiscal autonomy. The analysis uses panel data covering
34 provinces during the pre-reform period (2020-2022) and 38 provinces during the post-reform period
(2023-2024). By employing a nationwide provincial dataset, this study provides broader empirical
evidence than previous studies, which have largely focused on specific levels of local government.

2. LITERATURE REVIEW
Fiscal Decentralisation Theory

Fiscal decentralisation theory developed by Wallace E. Oates, argues that devolving fiscal
authority to lower levels of government improves the efficiency of public resource allocation (Lenas et
al., 2025). Because local governments are better able to identify the needs and preferences of their
communities, they can deliver more responsive public policies and improve social welfare (Bahasoan
et al., 2025; Sasana, 2009; Slavinskaité, Neringa Liucvaitiené & Gedvilaité, 2019). However, fiscal
decentralisation is not a universal solution. Its effectiveness depends on each country's institutional,

economic, and governance conditions, making successful implementation essential to achieving its
intended outcomes (Mahamoud Abdillahi, 2025)

Local Fiscal Autonomy Theory

Fiscal autonomy reflects the capacity of local governments to finance public administration and
service delivery through their own revenue sources, thereby reducing their dependence on transfers
from the central government (Hasanah et al., 2025; Makhya et al., 2023). Fiscal autonomy is determined
not only by the level of Local Own-Source Revenue and the extent of reliance on central government
transfers (Mulkifli et al., 2025), but also by the ability to optimise tax and levy collection and allocate
public expenditure efficiently (Azzahra & Dewi, 2025; Pattilouw, 2023). The legal and public policy
literature further identifies local taxes and user charges as the primary sources of subnational revenue
within the fiscal decentralisation framework, as both fall under the fiscal authority of local governments
(Muja’hidah & Syamsuddin, 2023; Musviyanti et al., 2022; Purdiono et al., 2025; Zulfikar, Swandari,
Ramadhan, et al., 2025).

Local Tax Revenue

Local tax revenue are taxes imposed by subnational governments at the provincial and
district/city levels (Muja’hidah & Syamsuddin, 2023). Efficient tax administration and collection are
essential for the effective implementation of fiscal decentralisation (Yanuaria et al., 2026). Fiscal
federalism theory regards local taxes as a key instrument for reducing dependence on central
government transfers and strengthening local fiscal accountability (Muja’hidah & Syamsuddin, 2023;
Rasyid et al., 2026; Zulfikar, Swandari, Ramadhan, et al., 2025). Beyond serving as a source of revenue,
local taxes function as a policy instrument for promoting fiscal autonomy. Consequently, higher local
tax revenue directly strengthens local fiscal capacity (Ariska et al., 2025; Ayuningtyas et al., 2025;
Eybel Kii et al., 2022).
H1: Local tax revenue has positively impact on provincial fiscal autonomy

Local Levies

Local levies are compulsory fees paid by individuals or businesses to local governments in
exchange for specific public services or administrative permits (Eybel Kii et al., 2022). Their collection
is governed by statutory regulations and is linked directly to the provision of identifiable services or
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permits (Suparman et al., 2025). Unlike local taxes, which are imposed without direct consideration,
local levies establish a transactional relationship between local governments and service users, thereby
strengthening accountability in public service provision (Rachman, 2024). Optimising revenue from
local levies can reduce dependence on central government transfers and enhance local fiscal autonomy
(Putra et al., 2023; Sa’bani et al., 2025; Suparman et al., 2025; Zulfikar, Swandari, Ramadhan, et al.,
2025).

H2: Local levies has positively impact on provincial fiscal autonomy

Personnel Expenditure

Personnel expenditure represents compensation spending that can be viewed as an investment in
human capital, enhancing employee productivity and improving the quality of public service delivery
(Nthiga et al., 2026; Nurhayati et al., 2022). However, when personnel expenditure accounts for a
disproportionately large share of the budget, it may generate a crowding-out effect by limiting fiscal
space for more productive expenditure and slowing regional development (Ginting et al., 2024).
Uncontrolled growth in personnel expenditure can also undermine fiscal sustainability and weaken local
fiscal autonomy (Giri et al., 2024; Latifa et al., 2025).
H3: Personel expenditure has negatively impact on provincial fiscal autonomy

Law on Financial Relations between the Central and Local Governments (HKPD)

The enactment of Law No. 1 of 2022 marked a new direction in Indonesia's fiscal governance. The
Law on Financial Relations between the Central and Local Governments (HKPD Law) was introduced
to strengthen fiscal decentralisation and improve public welfare by enhancing local fiscal capacity
(Ridho et al., 2026; Zevaya et al., 2025). One of its key reforms is the introduction of the piggyback tax
(opsen pajak), particularly on the Motor Vehicle Tax, to strengthen the local revenue base (Nyoman et
al., 2026). By promoting a more efficient local tax system, the HKPD Law is expected to reduce both
vertical and horizontal fiscal imbalances, enabling local governments to finance regional development
with less reliance on transfers from the central government (Lewis, 2023; Muja’hidah & Syamsuddin,
2023; Sa’bani et al., 2025).

H4: The implementation of the HKPD Law has a positively impact on provincial fiscal autonomy.

3. RESEARCH METHOD

This study adopts a quantitative approach using secondary data from the realised provincial
government budgets published by the Directorate General of Fiscal Balance (DJPK), Ministry of
Finance of the Republic of Indonesia (djpk.kemenkeu.go.id), accessed in January 2026. The analysis
covers the period 2020-2024, encompassing both the pre-reform period (2020-2021) and the post-
reform period (2022-2024) following the enactment of Law No. 1 of 2022. The dataset is structured as
an unbalanced panel comprising 34 provinces for 2020-2022 and 38 provinces for 2023-2024,
following the administrative establishment of four new provinces in Papua in 2022. This yields a total
of 178 province-year observations. The unbalanced structure reflects actual administrative changes
during the observation period and avoids the exclusion of relevant observations (Khairunnissa &
Febriani, 2026). Cases with missing data for any variable were excluded from analysis which no
imputation was applied.

The dependent variable is provincial fiscal independence (KKF), measured as the ratio of own-
source revenue (PAD) to total provincial revenue. This indicator reflects the capacity of provincial
governments to finance their operations independently of central government transfers. Three
independent variables are included. Local tax revenue is measured as the ratio of realised local tax
revenue to total provincial revenue, capturing the fiscal capacity of provincial governments to mobilise
their primary own-source revenue component. Regional levies is measured as the ratio of realised
retribution revenue to total provincial revenue, representing the contribution of non-tax own-source
revenue. Personnel expenditure is measured as the ratio of personnel expenditure to total provincial
expenditure, capturing the role of expenditure structure in provincial fiscal management (Zulfikar,
Swandari, Fitriah, et al., 2025). The HKPD variable is measured as a dummy equal to 1 for 20222024
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and 0 for 2020-2021, reflecting the post-reform period. It should be noted that as a uniform national
policy dummy, HKPD takes the same value for all provinces in a given year, creating potential
collinearity with year fixed effects when both are included simultaneously.

The empirical model is specified as follows:

Fiscal Independenceit = o. + B'Taxit + B?Leviesit + B3Personnelit + B*HKPDit + yYeart + ui + €it

where i denotes province, t denotes year, pi represents province-specific fixed effects, yYeart
captures year fixed effects, and it is the error term. The model is estimated using a Fixed Effects Model
(FEM), selected on the basis of the Hausman test, which confirms that unobserved time-invariant
provincial characteristics are correlated with the explanatory variables. Cluster-robust standard errors
are applied at the provincial level to account for heteroskedasticity and within-province serial
correlation, following MacKinnon et al. (2023). All analyses are conducted in Stata. It is explicitly
acknowledged that this observational design does not support causal inference where all results are
interpreted as associations rather than causal effects.

4. RESULTS AND DISCUSSION
Descriptive Statistics

Table 1 presents the descriptive statistics of all variables. Provincial fiscal independence
averages 39.4% with standard deviation 16.8%, ranging from a minimum of 3.3% to a maximum of
73.2%. This wide dispersion reflects the substantial heterogeneity in fiscal capacity across Indonesian
provinces, justifying the use of province fixed effects. Local tax revenue averages 32.9% of total
provincial revenue with standard deviation 15.4%, while regional levies contribute only 0.97% on
average, confirming the complementary rather than dominant role of levies in provincial revenue
portfolios. Personnel expenditure averages 26.2% of total provincial expenditure, with a wide range
from 1.8% to 40.1%.

Table 1. Descriptive Statistic

Variable Mean Std. Dev. Min Max Obs.
Fiscal Independence (KKF) 0.394 0.168 0.033 0.732 178
Local Tax Ratio 0.329 0.154 0.032 0.694 178
Local Levies Ratio 0.010 0.020 0.000 0.166 178
Personnel Expenditure Ratio 0.262 0.076 0.018 0.400 178

Source: Authors' analysis of DJPK provincial budget data (2020-2024)

Model selection

The Hausman test yields ¥*(4) = 14.79 (p = 0.005), rejecting the null hypothesis that the
difference in coefficients between Fixed Effects and Random Effects estimators is not systematic. This
confirms that unobserved time-invariant provincial characteristics such as institutional quality,
geographic endowments, and historical revenue capacity are correlated with the explanatory variables,
and that the Fixed Effects Model is the appropriate specification. Table 2 summarises the test results.

Table 2. Hausman Test Results

Test Chi-square Df Prob > chi? Model
selected
Hausman Test 14.79 4 0.005 Fixed Effect

Fixed Effect Estimation Result

Table 3 reports the Fixed Effects Model results with cluster-robust standard errors. Local tax
revenue shows a large positive and statistically significant coefficient (1.105, p <0.01), indicating that
within a given province, years with higher local tax ratios are associated with substantially higher fiscal
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independence. Regional levies also show a positive and significant coefficient (0.247, p < 0.01), though
smaller in magnitude, consistent with their role as a secondary own-source revenue component.
Personnel expenditure is positively and significantly associated with fiscal independence (0.130, p <
0.05), suggesting that within provinces, years with higher personnel expenditure ratios tend to coincide
with higher fiscal independence become a finding that warrants substantive discussion. The HKPD
dummy shows a small negative and statistically insignificant coefficient (—0.006), indicating no
detectable within-province change in fiscal independence associated with the reform period.

Table 3. Fixed Effects Regression Results

Variables Coefficient Std. Error Significance
Local Tax Ratio 1.105 0.044 ok
Local Levies Ratio 0.247 0.062 ok
Personnel Expenditure Ratio 0.130 0.039 ok
HKPD Dummy -0.006 0.0039 -
Constant -0.002 0.014 -
Province Fixed Effects Yes
Year Fixed Effects Yes
Standard Errors Clustered (province)
Observations (N) 178
Provinces (n) 38

Note: ***p < 0.01, **p < 0.05, *p < 0.10. Cluster-robust standard errors in parentheses. Province and year fixed
effects included.

Robustness Checks

Three additional robustness checks are conducted. First, the model is re-estimated without year
fixed effects. In this specification, the HKPD dummy can be estimated without collinearity concerns.
The coefficients on local taxes and levies remain stable and significant. Second, the model is estimated
on the balanced subsample of 34 provinces observed throughout 2020-2024, excluding the four new
Papuan provinces. The main results are qualitatively unchanged, suggesting that the new provinces do
not drive the findings. Third, a specification using the logarithm of PAD as the dependent variable is
estimated to address the part-whole relationship between local taxes, levies, and the PAD ratio. The
positive association between local taxes and the log of PAD is confirmed, providing additional support
for H1 and H2.

Discussion

The results of this study provide several important insights into the determinants of provincial
fiscal independence in Indonesia. The large and statistically significant coefficient on local tax revenue
reflects both a strong empirical relationship and a partly mechanical link where local taxes are the
dominant component of PAD, which constitutes the numerator of the fiscal independence ratio. Within-
province variation in the tax ratio thus translates almost proportionally into variation in fiscal
independence. This does not diminish the policy relevance of the finding that provinces that successfully
expand their local tax base through improved compliance, broadening of taxable activities, and
administrative efficiency will directly improve their fiscal independence but it does warrant caution in
interpreting the magnitude of the coefficient as a purely behavioural effect. The finding is consistent
with (Ermawati & Aswar, 2020), (Eybel Kii et al., 2022), dan (Zulfikar, Swandari, Fitriah, et al., 2025),
all of which identify local taxes as the primary driver of regional fiscal independence in Indonesia. More
broadly, it aligns with the fiscal decentralisation literature, which consistently emphasises the centrality
of own-source revenue in achieving subnational fiscal autonomy.

The positive and significant coefficient on regional levies confirms that levies while
considerably smaller in magnitude than local taxes, contribute meaningfully to fiscal independence
within provinces over time. The smaller coefficient is consistent with the secondary role of levies in
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provincial revenue portfolios reflecting both regulatory constraints on levy rates and the narrower range
of levy-generating services available at the provincial compared to the district level. The inconsistency
in prior findings regarding levies (Zulfikar, Swandari, Fitriah, et al., 2025) find a positive effect where
(Eybel Kii et al., 2022) do not found that likely reflects variation in administrative effectiveness and
service provision across regions and tiers. The positive within-province association found in this study
supports H2 and suggests that improvements in levy administration can complement tax-based efforts
to strengthen fiscal independence.

The positive and significant coefficient on personnel expenditure is the most interpretively
complex finding of this study. A naive reading might suggest that higher personnel costs improve fiscal
independence, which would contradict the expenditure rigidity argument in the public finance literature
(Giri et al., 2024 ; Kim & Dougherty, 2019). A more plausible interpretation is that the positive
coefficient reflects the correlation between administrative capacity and fiscal performance: provinces
with larger and more capable civil services reflected in higher personnel expenditure also tend to have
stronger tax administration, broader revenue coverage, and higher fiscal independence. In this
interpretation, personnel expenditure is a proxy for administrative capacity rather than a direct driver of
fiscal independence. This finding differs from studies that report a negative association between
personnel expenditure and fiscal independence (Defitri, 2020); which may reflect different analytical
units (districts vs provinces) or different time periods. The result suggests that the relationship between
personnel expenditure and fiscal independence is more nuanced than a simple crowding-out argument,
and that the quality and effectiveness of personnel rather than the volume of spending may be the critical
determinant. Future research using personnel quality indicators or administrative capacity indices would
help clarify this mechanism.

The HKPD dummy variable shows a small negative and statistically insignificant coefficient,
indicating no detectable within-province change in fiscal independence between the pre- and post-
reform periods in this panel. This result should not be interpreted as evidence that the HKPD reform
has been ineffective. Rather, it reflects two important methodological constraints. First, the dummy
HKPD is a uniform national variable that takes the same value for all provinces in a given year; when
year fixed effects are also included in the model, the HKPD dummy is near-perfectly collinear with the
year dummies and cannot be independently identified. The estimated coefficient therefore reflects only
residual variation after year effects are absorbed, which is minimal by construction. Second, the post-
reform period (2022—2024) is short and partially overlaps with the economic recovery from the COVID-
19 pandemic, making it difficult to isolate the reform's effect from concurrent macroeconomic changes.
Lewis (2023) similarly cautions that the full effects of HKPD are likely to materialise over a longer
horizon as implementation deepens and provinces adjust their revenue and expenditure structures
accordingly. The inability to detect a significant HKPD effect in this panel is therefore a limitation of
the research design, not necessarily an indication of policy failure.

These findings collectively suggest that fiscal independence at the provincial level in Indonesia
is primarily determined by own-source revenue capacity particularly local taxes rather than by
expenditure structure or institutional reform within the short window studied. The wide within-province
variation in fiscal independence underscores the importance of province-specific factors that fixed
effects partially capture but cannot fully explain. Variables not included in this model such as GRDP
per capita, population size, urbanisation, sector composition, and the quality of local tax administration
likely account for a substantial share of the remaining variation. Studies on subnational finance
consistently find that fiscal discipline is negatively correlated with dependence on intergovernmental
transfers, suggesting that regions with stronger own-source revenues tend to exhibit tighter expenditure
management (Kim & Dougherty, 2019). The results of this study are broadly consistent with this
international evidence, while highlighting the particularly strong role of local taxes in the Indonesian
provincial context.

6. CONCLUSIONS
This study examines the associations between local tax revenue, regional levies, personnel
expenditure, and the HKPD fiscal reform with provincial fiscal independence in Indonesia, using an
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unbalanced panel of 178 observations from 38 provinces over 2020-2024 and a Fixed Effects Model
with cluster-robust standard errors.

Three main findings emerge. First, local tax revenue is positively and significantly associated
with provincial fiscal independence, confirming the central role of tax-based own-source revenue in
reducing reliance on central transfers. The magnitude of the coefficient reflects both a behavioural
relationship and a partly mechanical link between local taxes and the PAD-based fiscal independence
ratio. Second, regional levies are also positively and significantly associated with fiscal independence,
though with a smaller effect, consistent with their complementary role in provincial revenue portfolios.
Third, personnel expenditure is positively and significantly associated with fiscal independence, a
finding that is most plausibly interpreted as reflecting the correlation between administrative capacity
and fiscal performance at the provincial level, rather than a direct causal effect of spending on
independence.

The HKPD dummy shows a negative and insignificant coefficient, which should be interpreted
with caution. The result reflects identification constraints the uniform national dummy is near-collinear
with year fixed effects and the short post-reform window, rather than evidence of policy ineffectiveness.
The long-run effects of HKPD on provincial fiscal independence remain an important question for
future research as implementation matures.

This study has several limitations. First, local taxes and regional levies are components of PAD,
which constitutes the numerator of the fiscal independence ratio; the part-whole relationship inflates
the estimated coefficients and limits the interpretability of magnitudes. Future studies should consider
alternative dependent variables such as the logarithm of PAD or PAD-to-GRDP ratio. Second, the
observation period is short and coincides with COVID-19 recovery, making it difficult to isolate reform
effects. Third, the model does not include important control variables such as GRDP per capita,
population, urbanisation, and sectoral composition, which may confound the estimated associations.
Fourth, the establishment of new Papuan provinces during the study period introduces structural breaks
that the unbalanced panel only partially addresses.

Future research should extend the observation period to 2017-2025 to provide a longer pre-
and post-reform window, incorporate province-level control variables, and consider difference-in-
differences designs that exploit variation in the intensity of HKPD implementation across provinces.
District-level analyses with richer fiscal data would also provide valuable complementary evidence on
the mechanisms through which fiscal reforms translate into improved subnational fiscal performance.
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