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Abstract
Purpose of this research is to prove whether there is a fiscal illusion in the regional financial
performance of districts/cities in West Papua and to capture asymmetric response of regional
spending. Period in this research from 2010-2019 in West Papua Province which consists of nine
districts/cities considering the availability of data, data sources from the Central Statistics Agency
(BPS) and the Ministry of Finance (KEMENKEU) Dependent variable is regional financial
performance as measured by regional spending and independent variable consists of general
allocation funds, special autonomy funds, regional gross domestic product, population, local
taxes, local retribution and dummy variables. Analysis methods is panel data regression fixed
effect approach, fiscal illusion detection refers to the model developed by Borcherding and
Deacon, and response asymmetry refers to the Gennari and Messina model. Findings/Originality:
Proving the existence of fiscal illusions and asymmetry responses in a panel data model, results
show that there are fiscal illusions in the regional financial performance of districts/cities in West
Papua Province as seen from the negative and significant correlation of regional spending with
local taxes. There is an asymmetrical response to regional spending in increasing the balancing
fund, seen from the negative and significant dummy variable value in the model.
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INTRODUCTION
Act Number 32 of 2004 concerning
regional governance states that regions are given
rights, powers and obligations to independently
regulate and manage government for the benefit
of local community. In essence, regions are given
greater authority including budget management.
Sow and Razafimahefa (2015) that fiscal
decentralization can improve the efficiency of
public services with an adequate political and
institutional environment, sufficient expenditure
seems necessary to obtain favourable outcomes
and adequate revenue. Optimization of regional
potential, both human resources and other
resource wealth, has opportunity to push the
region towards a better direction and will have a
positive impact on regional independence and
development. This condition indicates that more
developed a region, the lower level of dependence
on the central government is assumed.
Makreshanska and Petrevski (2019)
revealed that fiscal decentralization in terms of
regional expenditures is important to be adjusted
to the size and capacity of the region in order to
explore sources of income. Distribution of
balancing funds by central government is
expected so that regions can increase their own
regional income. Oates (2008) that occurrence of
a fiscal gap or inequality in regional income and
expenditure caused by decreased regional fiscal
independence, it is detected that government
transfers constitute the largest part of regional
revenue. Das and Skidmore (2017) revealed that
there tends to be an asymmetric response to
central government assistance in supporting
regional financial performance, proving that local
government spending is greater than central
assistance even when economic growth and
population decline. Gallo and Dufrechou (2018)
in a study in Uruguay concluded that there is an
asymmetric response to central government
transfers. Responses shown by each region to
central government transfers differ in relation to
the readiness and ownership of potential revenue
sources so that tends to be an asymmetrical

behavior towards central government transfer
funds.
In other words, fiscal decentralization is
the delegation of fiscal management authority in
the context of managing and improving regional
performance where in fiscal management there is
a tendency for different local government
responses. Different ways of responding to the
main fiscal indicators can lead to behavior that
ends up being symmetrical or asymmetrical, this
asymmetrical response causes the phenomenon of
fiscal illusions. Heyndels and Smolders (1994)
theoretically, fiscal illusions refer to biased
perceptions of fiscal parameters, either from the
ignorance of the demand side or the misuse of the
supply side, the results of research from 302 areas
in Flemish show that there is a fiscal illusion.
Levaggi and Zanola (2003) analyze whether there
is an asymptomatic response to the reduction in
grants from the central government to local
governments, the findings indicate that there is a
stronger asymmetric response from grants while a
lower response from local resources means that
the government prefers to experience a deficit
rather than reduce spending. Gerard and
Ngangue (2015) examined the relationship
between fiscal illusions and budget policy in 15
countries in Africa, empirical results show that
there is a positive and significant relationship
between fiscal illusions and public deficits, which
means that fiscal illusions affect budget policy.
Guziejewska et al. (2021) revealed the
contribution of external funds to local
government expenditures sourced from central
government transfers with a larger amount than
local government contributions, different income
categories tend to affect the response of regional
spending.
Further developments, performance of
regional financial capacity in Indonesia generally
still relies on balancing funds, including the West
Papua Province. The performance of regional
financial capacity is one indicators to measure the
ability of the regions to regional autonomy. The
development of regional spending and balancing
funds in West Papua Province as follows.
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Regional Spending and Balancing Funds in West Papua Province
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2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Regional Spending 6,011, 6,181, 7,041, 8,472, 9,595, 10,907 10,643 10,534 10,807 12,623
Balancing Funds

4,876, 5,536, 6,228, 7,854, 8,039, 8,915, 9,222, 9,035, 9,335, 11,107

Source: BPS and Kemenkeu, 2020
Figure 1. Regional Spending and Balancing Funds in West Papua Province in 2010-2019
Figure 1 shows that the development of
regional spending and balancing funds in West
Papua covers 8 districts and 1 city, namely Fakfak
District, Kaimana, Teluk Wondama, Bintuni,
Manokwari, South Sorong, Sorong, Raja Ampat
and Sorong City. Regional spending and
balancing funds tend to increase, the average
increase for each district and city is 8-14 percent.
The highest growth in regional spending and
balancing funds was Bintuni District with 14.8
percent and 15 percent. Meanwhile, the lowest
was Manokwari District at 5 percent and 6
percent. Share of balancing funds to regional
spending reaches 83-91 percent, indicates that
districts/cities in West Papua still rely on central
assistance in regional financial management or
have high dependency. This condition illustrates
that local governments are very reactive to central
government assistance. The large contribution of
balancing funds to West Papua's regional income
should be an impulse factor in managing the
potential local resources to increase local revenue.
The regional economy that tends to increase can
be seen through the indicators of gross regional
domestic product showing that West Papua has
increased every year, meaning that West Papua is
able to improve management and performance
but this condition is not followed by the

development of West Papua's regional
independence which in fact tends to decline, this
is indirectly. indicates that the regions have a high
dependence on the central government.
Exploration of regional potential in
increasing revenue must be carried out in
increasing regional independence. Local income
is the main indicator that the regional government
should focus on to reduce degree of dependence
on the center government. In fact, share of local
income to regional spending in West Papua
Province averaged 4.5 percent for each
district/city. The small share of regional spending
is not significant for regional independence.
According to Soo (2013) revealed that central
government grants increased rapidly compared to
local tax revenues in the regions. In line, Travis
(2017) observes the response of local governments
to central government that grants vary between
regions and tend to be larger even for areas with
less dense populations. With the increase in
grants, local governments tend to spend more,
asymmetric effect causes local government
spending to be inefficient. Growth of local
revenue in each district/city of West Papua tends
to fluctuate by an average 25 percent per year,
with the highest being Manokwari District 37
percent and the lowest Kaimana District 12.5
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percent. The significant percentage growth in
local revenue indicates that the motivation of the
West Papua government to explore regional
potential is fairly good. West Papua's regional
revenue has increased year to year with the largest
contribution from central government transfers
through the general allocation fund component.
However, it shows that the development of local
revenue has fluctuated quite sharply, meaning
that it has a large increase or decrease. This
phenomenon by Dollery and Worthington (1995)
indicates a fiscal illusion. Increasing government
spending should benefit in the future with the
increase in regional revenues, this condition
indicates a symmetrical effect and if the opposite
occurs then an asymmetrical effect occurs.
The fiscal illusion was introduced by
Amilcare Puviani in 1903, occurs when
authorized part in making decisions in an
institution creates an illusion in financial
preparation so that it is able to direct other parties
to respond and assess. Furthermore, Adi and
Ekaristi (2009) stated that budget engineering
actions were carried out by local governments in
order to stimulate and motivate the public to
contribute more and encourage a larger allocation
of funds from the central government. If there is
an asymmetrical response, this indicates a fiscal
illusion. Guziejewska (2016) that fiscal illusions
arise as a result of decentralization, the budget
system between the central government and local
governments in Poland supports the occurrence of
fiscal illusions, because regional budgets are
mostly derived from central government transfers.
Baekgaard and Hansen (2016) generally see fiscal
illusions through standard arguments about
policy objectives based on the value of benefits
and costs. By trying the special case of the fiscal
illusion attention model where the opinion of this
model depends on the importance of policy
objectives, it can be concluded that the
mechanism behind the occurrence of the fiscal
illusion of attention and framing is not incomplete
information. Kusuma (2017) in his research in
East Java Province in 33 districts/cities obtained
the result that there is a fiscal illusion shown by

the elasticity of grants which is higher than local
government revenues. Ilmiyyah et al. (2020)
detected a fiscal illusion in South Sumatra
Province in 15 districts/cities that there was a
fiscal illusion in South Sumatra both in using the
spending approach and the expenditure approach.
Onyango-Delewa (2020) using fiscal illusion
theory in 182 regions in Northern Uganda, the
results obtained that fiscal imbalances, politics,
tax inefficiency affect changes in spending
efficiency.
If the use of balanced funds by local
governments shows inefficiency, it indicates that
there is a fiscal illusion. Asymmetry response to
budget management will have a negative impact
on local government efforts to increase local
revenue. Melo (2002) analyzes the asymmetrical
response and flypaper effect in Colombia during
the decentralization process with different levels
of autonomy in managing transfers, tax and debt
expenditures, the results show that the flypaper
effect occurs when sub-nationals are highly
dependent on intergovernmental transfers and
asymmetric analysis in responding. transfers
show that it attempts to compensate for the
reduction in transfers when the percentage of
transfers in the income area is high. Deller and
Maher (2006) examined the fiscal relationship
between state and local governments, the results
indicated that there was an asymmetrical
relationship. It was proven that there was a fiscal
replacement effect. It also found that changes in
grant assistance had an impact on different types
of expenditure, meaning that if the assistance was
reduced there was a tendency for fiscal
reimbursement to occur. Sour (2013) analyzes
regional transfers in Mexico where it is confirmed
that there is an asymmetric effect, meaning that
the authorities increase expenditure by a large
amount in response to increased transfers and
reduce in response to decreased transfers.
Bourdeaux and Warner (2015) analyzed the
federal government's stimulus funds for education
in the face of a recession, but this grant
phenomenon found that there was an asymmetry
in response to the increase and decrease in the
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types of grants between jurisdictions. Olaoye,
et.al. (2020) examines the asymmetrical
phenomenon of the relationship between
government spending and economic growth in
ECOWAS (Economic Community of West
African States), the results of the analysis reveal
that there is evidence of asymmetry in the
relationship between government spending and
economic growth. Hussain et al. (2020)
investigates the asymmetric effect of the fiscal
deficit on economic growth in Pakistan, the
results show that in terms of public spending there
is an asymmetric effect of the fiscal deficit in the
short term while in terms of public income there
is an asymmetric effect in the short and long term.
The research objective to be achieved is to
analyze the presence or absence of fiscal illusions
and asymmetrical responses in regional financial
performance in West Papua Province. The
limitation in this study is that it only includes 9
districts/cities from 13 existing districts/cities,
namely Fakfak, Kaimana, Wondama Bay,
Bintuni, Manokwari, South Sorong, Sorong, Raja
Ampat and Sorong districts. Due to data
availability.

RESEARCH METHODS
Data sources from Central Bureau of
Statistics and the Directorate General of Fiscal
Balance, Ministry of Finance of Indonesia. Type
of data in this research is panel data which is a
combination of time series data from 2010 - 2019
and a cross section of 9 districts/cities in West
Papua Province. Some advantages using data
panels are being able to overcome individual
heterogeneity, providing more complete
information and capturing data dynamics and
efficiency (Gujarati, 2003). Hsiao (2014) revealed
that panel data increases degree of freedom, data
variability is greater and reduces collinearity
between independent variables. Using panel data
regression, the detection of fiscal illusions with
revenue enhancement refers to Borcherding and
Deacon model (1972) where the model in this
research formulated in form of the following
natural logarithmic equation.

lnYit = α0 + α1lnX1it + α2lnX2it + α3lnX3it +
α4lnX4it + α5lnX5it + α6lnX6it + α7Ait + eit ........ (1)
where: Yit = regional spending; X1it =
general allocation funds; X2it = special autonomy
funds; X3it = gross domestic regional product; X4it
= population; X5it = local tax; X6it = local
retribution; α0 = constant; α1, α2, α3 α4, α5, α6, α7 =
regression coefficient, and; e = error term. Ait to
determine asymmetry response. Furthermore,
referring to Gennari and Messina (2014), the Ait
value could be obtained by equations as follows:
𝐴𝑖𝑡 = 𝐷𝑡 (𝑍𝑡 − 𝑍𝑡−1 ) ................................ (2)
Dt is dummy = 1, if central government
transfer component is reduced and; 0 otherwise.
Null asymmetry hypothesis is rejected (H0: α7 =
0) proves α1, α2 is response of regional spending
to an increase in central government transfers,
while (α1+α2)+α7 is the coefficient on decrease in
central government transfers, if α7 < 0 indicates
that there is asymmetry temporary fiscal
replacement if α7 > 0 occurs super flypaper effect.
Dependent variable is regional spending,
which is the expenditure of the district/city
government in West Papua in one fiscal year, in
rupiah; Independent variables consist of: X 1 is the
general allocation fund for districts/cities in West
Papua, which is a fund with aim of equalization
to fund regional needs, in rupiah; X2 is a special
autonomy funds, to help fund special activities
which are regional affairs, in rupiah; X 3 is gross
domestic regional product, in rupiah; X 4 is
population; X5 is local tax, in rupiah; X6 is a local
retribution, in rupiah, and; A is the dummy.
The hypothesis developed in this study
that it is assumed that the general allocation fund
variable (X1) has a positive and significant effect
on regional spending; it is assumed that the
special autonomy fund variable (X2) has a
positive and significant effect on regional
spending; it is assumed that the gross regional
domestic product variable (X3) has a significant
and positive effect on regional spending; it is
assumed that the population variable (X4) has a
positive and significant effect; it is assumed that
the variables of regional taxes (X 5) and regional
retributions (X6) have a negative effect on
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regional spending, this supports the notion that
there is a fiscal illusion; while the balance fund
dummy variable is assumed to be negatively
correlated, supporting the assumption that there
is an asymmetric response.
In panel data regression, there are three
approaches to get best panel regression results,
namely the common effect, fixed effect and
random effect approaches. To determine best
approach, results of three approaches will be
compared using several tests. Chow test to
compare results of common effect with fixed
effects, Lagrange Multiplier test to compare
common effect results with random effects and
Hausman test to compare the results of fixed
effect with random effects.

RESULTS AND DISCUSSION
Panel regression testing to get best results.
As has been stated in the research methods that
in the application of panel data regression, three
approaches are used, namely the common effect
approach, fixed effect and random effect.
Furthermore, it will be tested, which is the best
approach among the three approaches which are
then used in this study. The test to determine
which is the better approach between the
common effects approach and the fixed effect
approach, the Chow test is used. The criteria for
the Chow test are that if the test probability value

is greater than 5 percent then the common effect
result is better than the fixed effect, but on the
contrary if the Chow test probability value is less
than 5 percent then the fixed effect approach is
better. Based on the results of the Chow test, it is
found that the probability value of 0.0000 is
smaller than 5 percent so that it can be concluded
that the fixed effect approach is better than the
common effect approach.
Because the fixed results on the Chow test
results are better, the Lagrange multiplier test,
which is a test to compare which is better
between the common effects approach and the
random effects approach, is deemed unnecessary,
so the next step is to carry out the Hausman test.
Hausman test was applied to compare the fixed
effect approach with the random effect approach,
which is the best approach in the panel regression
model. The Hausman test criteria in comparing
fixed effects with random effects is if the
probability value of the Hausman test is less than
5 percent then the best approach is fixed effect
and vice versa if the probability value of the
Hausman test is greater than 5 percent then the
best approach is the random effect approach.
Hausman test results show that the probability
value obtained is 0.0001 where this value is
smaller than 5 percent so that the best approach
in this study is the fixed effect approach. The test
results can be seen in the following table.

Table 1. Chow test and Hausman test Result

Test

Chi-sq Stats

Chow test
39,3902
Hausman test
29,0902
Source: Data Processed, 2021. Eviews

Probability

Description

0,0000
0,0001

< α 5 %, Fixed Effect
< α 5 %, Fixed Effect

Table 2. Estimation Results of Fixed Effect Approach
Variable
Coefficient
Std. Error
t-Statistic
LNX1
0.498709
0.060606
8.228674
LNX2
0.146169
0.029168
5.011348
LNX3
0.030569
0.167524
0.182478
LNX4
1.022000
0.486804
2.099405
LNX5
-0.002432
0.000917
-2.651423
LNX6
-0.001220
0.000637
-1.914991
A
-0.055310
0.023358
-2.367968
C
-1.311758
2.704719
-0.484988
R-squared
0.943274 Durbin-Watson stat
F-statistic
82.03419
Source: Data Processed, 2021. Eviews
385

Prob.
0.0000
0.0000
0.8557
0.0392
0.0098
0.0594
0.0205
0.6291
1.532306
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Table shows that variables general
allocation funds and special autonomy funds
have a positive and significant effect 1 percent on
regional spending, which means that if the
general allocation funds and the special
autonomy funds increase, regional spending will
also move in the same direction. Ewetan et al.
(2020) that fiscal federalism promotes economic
development by giving greater responsibility to
local governments. Halim (2014) revealed that
the general allocation fund is a transfer of funds
from the central government in the form of a
block grant which indicates that the funds are
transferred to the regions and become the full
authority of the regions to utilize and allocate in
accordance with regional priorities and needs to
improve services to the community in the context
of regional autonomy.
This condition gives regions the flexibility
to implement the use of general allocation funds
according to the needs and aspirations of the
region. It can be said that the general allocation
fund aims for financial equity that can provide
continuity and sustainability of providers of basic
service providers to the community. The general
allocation fund is a component based on the
fiscal gap, so that this instrument is to overcome
horizontal imbalances allocated for financial
equity between regions which serves to reduce
inequality in capabilities between regions and
seek stimulation in increasing the productivity of
regional original income. The average value of
the general allocation fund in West Papua
Province is 86 percent of the total regional
revenue and this value is increasing every year. It
can be seen that the regional dependence on the
center tends to be high and the increase in
regional fiscal capacity tends to be slow, this
condition is because the regions are less able to
increase the intensification and diversification of
local revenue capacity in this case through local
revenue so that it has an impact on the delay of
West Papua to increase regional independence.
The special autonomy funds variable has
a positive impact on regional spending, meaning
that it provides a significant additional power of
the regional budget in encouraging the
acceleration of regional economic movements.

Special autonomy took effect in Papua Province
in 2002 based on Act Number 21 of 2001
concerning Special Autonomy for Papua
Province, for West Papua Province the
implementation of special autonomy was granted
through Act Number 35 of 2008 concerning
Stipulation of Government Regulations in Lieu
of Act Number 1 In 2008 concerning
Amendments to Act Number 21 of 2001
concerning Special Autonomy for the Papua
Province to become a law, this provides a strong
legal basis for the implementation of special
autonomy in West Papua which is urgent in
accelerating development, especially in the socioeconomic sector and infrastructure.
The amount of funds in the
implementation of special autonomy is based on
statutory regulations, which is equivalent to two
percent of the ceiling of the national general
allocation fund which in its allocation is
prioritized for education and health which is at
least 30 percent and 15 percent, respectively, and
there is also additional funds for infrastructure
which amount determined between the
government and the House of Representatives
(DPR) every fiscal year to finance infrastructure
development.
The value of the special autonomy budget
in West Papua tends to fluctuate with an
increasing trend considering that this value is not
determined based on laws and regulations but
through a meeting mechanism between the
government and the DPR, the average growth
reaches 10 percent and the average contribution
to regional spending reaches 12 percent to 15
percent. In the health sector, the poverty severity
index in 2012 based on BPS data was 2.65 and
this figure was successfully reduced to 2.06 in
2020, the Gini coefficient value which shows the
level of income inequality in West Papua in 2012
was 0.43 in 2012. By 2020, the income inequality
rate can be reduced to 0.38. In the field of
education, the school participation rate, which
shows the ratio between the number of high
school students and the school-age population,
shows an improving trend, in 2012 the high
school enrollment rate was 67.18 and in 2020 it
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was 81.49. the development of education and
health developed positively and significantly.
Local tax variable has a negative effect
and significant 1 percent, while local retribution
also has a negative effect and significant 10
percent. Based on Act Number 28 of 2009
concerning regional taxes and regional levies,
that regional taxes are mandatory contributions
made by individuals or entities to the region
without any direct, balanced compensation that
can be imposed, which is used to finance the
administration of regional governments, while
levies Regional levies are regional levies as
payment for services or the granting of certain
permits specifically provided and/or granted by
the regional government for personal or
corporate interests.
Tax and retribution are variables that
theoretically have a positive effect on regional
spending because increasing taxes and
retribution will increase local revenue and have
an impact on financial capacity, especially on
regional spending instruments. Condition in
West Papua is that with the transfer of central
government funds, both balance funds and
special autonomy funds, it creates a high
dependency, the contribution of regional revenue
to regional expenditure is only 3.12 percent while
the contribution of tax and retribution to regional
expenditure is an average of 0.2 percent.
The small contribution is thought to be
correlated with the resulting effects, as expressed
by Levaggi and Zanola (2003) that the
government prefers to experience a deficit rather
than reduce spending. Buettner and Krause
(2020) reveal that income redistribution provides
incentives for states to increase rather than lower
taxes, the allocation of transfer funds to
developing countries is generally based on the
spending aspect and less focused on local tax
collection capabilities. Azolibe (2020) in his
research in Asia and Africa found that the
population has a significant effect on government
spending, in this study the population variable
has a significant and positive 5 percent effect on
regional spending in West Papua. While gross
regional domestic product is not significant. The
balanced fund dummy variable has a negative

and significant 5 percent effect on regional
spending.
To check whether regression coefficient
obtained is significant, t test and F test are used.
The t-test aims to see the effect of independent
variables individually in explaining variation in
dependent variable. Test criterion is to compare
the t-statistic with the t-table. At α = 5 percent, ttable value is 1.6636, while the estimation results
in table 2 show that the t-statistic of the variable
general allocation funds, special autonomy
funds, population, regional taxes and dummy has
a significant effect on α 5 percent on regional
spending. Meanwhile, the variables of gross
domestic regional product and local retribution
are not significant at α 5 percent of regional
spending.
The F test aims to see the effect of all the
independent variables in the model together on
dependent variable. Test criteria is to compare
the value of F-statistic with the F-table. Obtained
the F-statistic value is 82.034 while the F-table
value is 2.122. Because F-statistic is greater than
the F-table with a probability value of 0.000, it is
concluded that all the independent variables
together significantly affect regional spending.
The quality of the empirical model used is able to
explain the variation in the dependent variable by
94.3 percent, so the model is good.
As stated previously, the implementation
of regional autonomy has direct implications for
large budget requirements, so that local
governments receive funding grants from the
central government for this policy. Delegation of
authority is followed by fiscal responsibility
which aims to reduce fiscal disparities and
finance the authority. A common problem that
occurs in the provinces and districts/cities in
West Papua Province is the high dependence on
the allocation of central government grants in
financing capital expenditures and development
expenditures, this condition is not accompanied
by optimizing the development of local potentials
owned by the regions.
This phenomenon is what Dollery and
Worthington say is a fiscal illusion which can be
described that the greater government spending
in this case regional spending, the government
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should benefit from increased local government
revenues in the coming period, which in the era
of decentralization this has an impact on
increasing regional independence or can reduce
dependence. Results show that there is a fiscal
illusion in regional financial performance in
West Papua Province. Gemmel et al (1998) argue
that if there are variables that are negatively
correlated with government spending, it is
evident that there is a fiscal illusion, namely an
increase in central government transfers but not
offset by local revenue receipts. In table 2, there
is a negative correlation between local taxes and
local retribution with regional spending at
significant α 1 percent and 10 percent.
Wagner (1976)
in Dollery and
Worthington (1995) describes the fiscal illusion
in a model that explains that local governments
tend to prepare lower revenue budgets than the
realization of tax revenues that can be obtained,
this condition results in a fiscal illusion where the
central government allocates general allocation
funds. to meet the needs of regional expenditures,
which are not necessarily regional needs,
resulting in budget allocations that are greater
than what the regions should need. Adi and
Ekaristi (2009) show that there is a fiscal illusion
in the regional revenue and expenditure budgets
of districts/cities in Central Java Province, a
negative correlation between regional spending
and research variables indicates that utilization of
regional revenues is not optimal.
Adi (2007) states that regional expenditure
is the dependent variable the amount of which
depends on the source of regional financing, both
from the balance fund and regional revenue, so
that if there is a negative correlation between
income variables and regional expenditure, there
will be a fiscal illusion. Hapsoro and Yoduke
(2019) suggest that the contribution of general
allocation funds in Sulawesi, which is greater
than local revenue, indicates a fiscal illusion in
the form of a flypaper effect on regional spending.
Giegiel and Wasiluk (2020) the occurrence of
fiscal illusions in most countries in Europe and
around the world indicates that the larger the size
of the fiscal illusion, the lower the transparency
of public finances, which is reflected in

inadequate efficiency and effectiveness. Further
that in the long run fiscal illusions have a negative
impact on economic performance.
Value of the dummy variable to capture
asymmetry response to regional spending for an
increase in the balance fund. Results show a
negative and significant correlation of α 5
percent, indicating that there is an asymmetry
response to fiscal substitutes, namely that the
district/city governments in West Papua respond
to a decrease in the balance fund by increasing
local revenue. In the long term, the asymmetric
effect on budget management will have a
negative impact on local governments' efforts to
increase their own local revenue.
The proportion of general allocation funds
which is still high, reaching an average of 86
percent in West Papua Province towards regional
expenditures is not in line with the objectives of
regional autonomy which from the beginning has
encouraged regions to be able to spur local
potentials to achieve self-reliance by increasing
local revenue. lead to asymmetric behavior in the
West Papua regional government. Alderete said
that when central government grants are given to
regions to increase regional fiscal capacity, there
is a tendency to speculate that local government
spending responds to changes in transfers
asymmetrically.
In West Papua Province, all 9
regencies/cities
experienced
response
movements that tended to be similar, for example
when general allocation funds increased by 6
percent, regional expenditures for each
district/city responded by experiencing a larger
increase, reaching 10 percent or even 15 percent,
as well as On the other hand, if the general
allocation fund has decreased, for example by 5
percent, the response shown in regional spending
will experience a greater decline.
This shows an indication that the high
increase in spending is due to the inefficiency of
local government spending. It can be seen that
the occurrence of asymmetric behavior is partly
because the central government does not have or
obtain sufficient information about regional
capacities and local potentials for optimizing
revenues. This condition has prompted local
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governments to take advantage of existing
opportunities by not maximizing the potential for
development and increasing local revenue, this is
so that the general allocation funds given remain
large which then has an impact on decreasing
regional independence.
The general allocation fund is an
instrument to meet regional fiscal needs in the
context of decentralization and to cover fiscal
gaps. Local governments use this instrument as a
means or attempt to make grants provided by the
central government able to meet the needs of
regional expenditures. Levaggi (1991) says that
the relationship between the central government
and local governments is illustrated like that of a
principal and an agent. The central government,
in this case described as the principal, will give
authority to the local government, in this case
described as an agent to provide public goods and
services in the area.
The objectives of this grant are, among
others, that local governments are able to manage
and determine for themselves the most efficient
and effective management and utilization of
transfers in accordance with regional needs in the
context of decentralization. There is a tendency
for problems to arise when there is asymmetric
information between the central government and
local governments, which means that the central
government does not have control over the use of
the transfer funds. Asymmetric behavior also
occurs when local governments receive funds
from the center for general allocation funds,
which decrease compared to the previous period,
local government spending will decrease, but
when central government transfers are larger
than the previous period, local governments will
increase their regional spending, this condition is
not accompanied by by increasing the utilization
of local potential in spurring an increase in local
revenue which is expected to be greater.
This is in line with research conducted by
Adi (2007) that in the era of decentralization, the
contribution of local revenue in funding local
spending has decreased. Davey (1988) states that
transfers are grants that are not needed by the
local government if the local government
understands the needs of the region and its local

potential so that regional spending is used
efficiently and on target and is more diligent in
terms of taxation.

CONCLUSION
The estimation results show that there is a
fiscal illusion in the regional financial
performance of districts/cities in West Papua
Province. This indicates that the district/city
government is not optimal in efficiency in budget
management. It can be seen from the negative
correlation of regional spending with local taxes
and local retribution which are significant at α 1
percent and 10 percent. The positive correlation
between general allocation funds and special
autonomy funds. Asymmetry response that
occurs is a type of fiscal replacement, this effect
has a negative impact in the long run. Novelty in
this study proves that there is a fiscal illusion in
regional financial performance as indicated by the
negative correlation between regional spending
and taxes and the asymmetric response caught
from the negative dummy variable.
In determining the amount of balance
funds, central government should gather more
information in addition to regional fiscal capacity
and
needs,
good
communication
and
transparency with local governments is expected
to provide solutions in more efficient, effective
and sustainable budget management. Exploring
and managing regional potentials such as
intensification and extensification of taxes and
retribution should continue to be carried out in
realizing the spirit of regional independence of
districts/cities in West Papua Province.
This study has limitations in the West
Papua region by including 9 regencies/cities out
of 13 existing urban regencies, this is due to the
existence of new expansion areas. Further
research can be done by expanding the research
coverage area and including variables that have
regional characteristics.
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