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Abstract

High income inequality is generally accompanied by unequal access to
education, job training, and business opportunities, limiting
employment opportunities for the poor. One approach that can be
applied to resolve this problem is by implementing a fiscal
decentralization policy. Papua is one of the regions categorized as 3T
(Underdeveloped, Frontier, and Outermost). This condition indicates
serious challenges in development in Papua, especially in the aspects of
basic infrastructure and fiscal independence. The main contribution of
the study is to analyze the role of fiscal decentralization on development
in Papua province. Fiscal decentralization plays an important role in
promoting regional development, particularly in disadvantaged areas.
The study used a panel data approach that combines time-series data
(2019-2023) and cross-sectional data (29 regencies and cities) in Papua
Province. The results of the study indicate that fiscal decentralization
through the General Allocation Fund (DAU) and Special Allocation Fund
(DAK) has no effect in reducing inequality rates in Papua Province. It is
due to geographical challenges and the unconditional transfer nature of
DAU and DAK. In this case, DAU is mostly used for regional routine
expenditures, while the DAK has a long-term effect on infrastructure
development, which is the major obstacle in reducing inequality in
Papua. This research implies that local governments need to improve the
effectiveness of DAU and DAK utilization by prioritizing productive
sectors.
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Introduction

Economic development is a planned process that optimizes natural and human resources to
improve people's standard of living. However, achieving this goal still faces various challenges,
particularly income inequality, which reflects the unequal distribution of development outcomes
(Konstantinou, 2024). High income inequality is generally accompanied by unequal access to
education, job training, and business opportunities, which ultimately hinders employment
opportunities for the poor (Putri & Aminda, 2024). Income inequality is particularly pronounced in
regions that thrive in capital-intensive sectors but lack labor absorption. This results in unequal
income distribution despite economic growth. Therefore, development strategies need to be
integrative (Gu & Zhang, 2024).

According to Rasbin (2016), one approach that can be applied to resolve this problem is by
implementing a fiscal decentralization policy, which involves delegating financial management
authority from the central government to regional governments. This is expected to improve the
quality of public services in the regions and reduce disparities between regions. Regional
governments have the power to manage the Regional Revenue and Expenditure Budget (APBD). One
component of the APBD is through Transfers to Regions (TKD), which is made up of several types of
funds, one of which is the Balancing Fund, which includes the General Allocation Fund (DAU), Special
Allocation Fund (DAK), and Revenue Sharing Fund (DBH). These funds are expected to reduce income
inequality (Latifah & Rahayu, 2019). The DBH is the smallest component of the balancing fund, with
an annual tendency to decrease. The researcher assumes that DBH has limitations in the income
inequality model, while the open unemployment rate, particularly in Papua Province, has a limited
influence. Therefore, the analysis focuses on the General Allocation Fund (DAU) and the Special
Allocation Fund (DAK), whose contributions are larger and more stable (Directorate General of Fiscal
Balance, 2024).

Various studies have confirmed that fiscal decentralization has a strategic role in supporting
equitable development, particularly by reducing income inequality. Fiscal instruments such as the
DAU and DAK enable regions to obtain greater funding to expand public services, build basic
infrastructure, and create jobs. Anggraeni et al. (2022) state that fiscal decentralization contributes
significantly to reducing income inequality and poverty in Indonesia, particularly through increasing
the DAU and DAK, which encourages interregional resource redistribution supported by effective
regional spending that can reduce interregional disparities and stimulate local economic activity,
which has a directimpact on employment and a more equitable income distribution (Siburian, 2020).
Marlin & Hukom (2023) stated that fiscal decentralization has a positive impact on job creation,
particularly in regions with good fiscal capacity and effective financial governance. This affects not
only employment, but also interregional income inequality. Borissov & Hashimzade (2022) stated
that this will provide space for regions to grow independently through the management of strategic
sectors such as infrastructure. This policy encourages investment and allows regions to design more
contextual economic strategies, resulting in increased economic activity and equitable development.

There are pros and cons regarding the role of fiscal decentralization on inequality. Fiscal
decentralization policies are considered to encourage economic growth and equitable development
in some regions (Madakarah & Makaliwe, 2023). However, some other studies indicate the contrary.
Ashfahany et al. (2020) and Zhang et al. (2025) stated that the implementation of fiscal
decentralization actually increases income inequality between regions. According to Shahbaz et al
(2022), income inequality in Papua remains very high, with the Gini Index consistently higher than
the national average. Furthermore, the open unemployment rate remains relatively stagnant,
resulting in low local labor absorption. According to the Ministry of Finance data, TKD has a positive
correlation with rising poverty. Furthermore, more than 85% of General Allocation Fund Transfers
are allocated to cities or districts, reinforcing the suspicion that fiscal decentralization is more
focused on urban areas. Papua's inequality is spatial in nature, with urban areas being more

Fita Prasapawidya Purna et.al (The Role of fiscal Decentralization on Inequality........) 62



Journal of Asset Management and Public Economy (JAMPE)
Vol. 5, No. 1, pp. 59-72

developed than inland and mountainous areas. A study in Papua by Burdam & Laka (2022)
emphasizes that special autonomy funds and other transfer funds are more concentrated in
provincial and district capitals.

The challenges of conducting research in the 3T (Underdeveloped, Frontier, and Outermost)
regions are worth investigating, particularly the role of fiscal decentralization in inequality and its
role as a research gap. Previous studies have examined the role of fiscal decentralization in all
provinces in Indonesia, as well as several provinces in Java and disadvantaged regions. This study
focuses on the role of fiscal decentralization in Papua Province, which is classified as a 3T region. It
also focuses on the role of fiscal decentralization in reducing inequality in Papua Province, which has
not received much attention in previous studies. Papua is one of the regions categorized as a 3T
region. This condition indicates substantial challenges to Papua’s growth, particularly in terms of
basic infrastructure and fiscal independence. Despite receiving considerable transfer amounts from
the central authority through the Special Autonomy Fund (Otsus), DAU, and DAK, development
achievements remain stagnant. Income inequality remains high, and the open unemployment rate
has not decreased significantly, as evidenced by regional connectivity and unequal quality of public
services (Umar et al., 2021). Fiscal allocations in the form of DAU and DAK, as part of the balancing
fund mechanism, remain the primary source of regional financing in Papua (Melmambessy, 2022).
This dependency reflects the region's weak fiscal capacity, which also hampers Papua's ability to
independently fund infrastructure development and public services. The real picture of Papua's fiscal
dependence is seen in the following graph, which shows the contribution of PAD to the total APBD of
districts/cities in Papua. The contribution of the research is related to the development of fiscal
decentralization studies in a broader context on a national scale in Indonesia, Papua, as a 3T region,
faces challenges not only in terms of large budgets, but also from global geopolitical challenges,
geographical conditions, and economies that are different from other regions. Infrastructure lag and
high dependence on central funds make the challenge even more difficult because the role of fiscal
decentralization not only faces technical issues, but also has to adapt to situations that are often
unstable.

Literature Review

Theoretically, the effects of decentralization policies on inequality yield inconclusive conclusions.
Stigler (1998) believes that the government's role in raising funds through taxation and flexible
budget allocation can help to reduce inter- and intra-regional inequality. Canavire-Bacarreza et al.
(2020) emphasize that decentralization supports smaller government sizes both in terms of
expenditure and revenue as well as higher inequality among individuals, ultimately leading to higher
intra-regional income inequality. In contrast, research by Zhang et al. (2025) found that fiscal
decentralization exacerbates inequality due to the greater allocation of public resources to urban
areas. Winchester & King (2018) explain that a country's restricted budget can worsen inequality by
reducing transfer funding to regions and providing fewer public goods.

Research on the link between fiscal decentralization and inequality in Indonesia has been
developed, such as in the study by Huynh et al. (2023) which explains that the reduced share of the
mining sector has an impact on the spatial distribution of the manufacturing sector, causing
inequality in Sumatra and Kalimantan. Jakarta shows strong dominance supported by urbanization,
globalization, and financial and trade liberalization, causing increasing intra-regional inequality,
especially in the Java-Bali region. Aulia & Sari (2025) show evidence of decreasing inequality
(Williamson Index) in Indonesian provinces during the period 2000-2022, despite short-term
fluctuations. Rachmawati et al. (2025) explained that the growth of gross regional domestic product
per capita also widens inequality in Indonesia. Fiscal decentralization presents new issues as
economic instability, budget inefficiency, and national political influence grow. According to Putri et
al. (2023), found that the level of fiscal decentralization variable was not significant on income

Fita Prasapawidya Purna et.al (The Role of fiscal Decentralization on Inequality........) 63



Journal of Asset Management and Public Economy (JAMPE)
Vol. 5, No. 1, pp. 59-72

inequality between provinces in Sumatra, while other factors such as economic growth and economic
openness had different impacts on regional disparities. Fiscal decentralization aims to empower
regional governments, particularly district governments, to manage education, health, and public
works (Hyunh & Nguyen, 2020). Indirectly, district governments have the authority to improve
public welfare through education and health, and decentralization policies are expected to effectively
bring the government closer to the community. Each district or city has a different population, natural
resources, infrastructure, and economic activity, resulting in varying fiscal revenues. Based on the
results of previous studies, a hypothesis can be developed stating that fiscal decentralization can
reduce inequality in Papua Province. All of the studies used show that there are still inconclusive
conclusions regarding the role of fiscal decentralization in inequality. This study focuses on the role
of fiscal decentralization in inequality in Papua Province, which is classified as a 3T region.

Method

The study used a quantitative approach, combining time-series and cross-sectional data. The time-
series data used covers the years 2019-2023, and the cross-section consists of 29 regencies and cities
in Papua Province. Panel data regression was applied because it can integrate information from two
data dimensions: time series and cross-section (between individuals or regions). This model enables
researchers to observe relationships between variables in the context of changes over time as well
as differences between entities (such as districts/cities, countries, companies, or individuals) (Ilyasa
et al,, 2025). The use of panel data has the advantage of addressing heterogeneity issues and
providing more efficient estimation results (Baltagi, 2021). The variables used in this study are
explained in the Table 1.

Table 1. Definition of Variables
No Variable Definition Source
1  Gini Ratio (Gini) The Gini ratio is a coefficient that BPS
measures the degree of inequality.
2 General Allocation DAU is a fund sourced from the APBN,  Ministry of Finance
Fund (DAU) which is allocated for the purpose of
equalizing financial capacity between
regions to fund regional needs in the
context of implementing decentralization.
3  Special Allocation DAK is a fund allocated in the state  Ministry of Finance
Fund (DAK) revenue and expenditure budget (APBN)
to certain regions to help fund special
physical activities that are regional affairs
in accordance with national priorities.

4 Road Infrastructure Road length infrastructure is the total BPS
(RL) length of roads, including district and city
roads, to measure the level of
transportation infrastructure
development in a region.
5 Gross Regional GRDP uses constant prices specifically for BPS
Domestic Product the mining sector

(GRDP) of the mining
sector (GRDPM)

This study examines the relationship between independent variables, specifically the DAU and
DAK variables, as part of decentralization policies, and inequality in Papua Province. Other
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independent variables, RL and GRDPM, serve as control variables in the model. The equation
developed in this study is as follows:

The research also applies the interaction between the DAU and DAK variables as a proxy for
fiscal decentralization, so the research equation becomes:

giniit =y + BlDAUit + BZ DAKit + B3DAU * DAKit + B‘l-RLit + BSGRDPMlt + Eit (2)

Filippetti & Sacchi (2016) explain how the government implements a fiscal decentralization policy
by increasing its capacity for state spending and revenue to reduce inequality. According to Causa &
Hermansen (2018), government engagement in the redistribution of resources through taxes and
social payments can play a significant role in escalating inequality. Porta et al. (2022) explain that
increasing inequality within a country is a major driver of the rise of populism in various parts of the
world. In order to reduce inequality, a nation's fiscal capacity which is utilized for transfers to
regions—becomes an essential policy (Hayat et al., 2023).

Result and Discussion
Descriptive Statistics

Descriptive statistics are used to provide a general summary of the characteristics of the research
data. Table 1 reveals that the income distribution inequality, or the value of the Gini index, has an
average of 32.96%, with a standard deviation of 0.64%, indicating significant imbalances in income
distribution between regions. The large standard deviation suggests significant variations in the level
of inequality across regions, with some regions experiencing income concentration in certain groups,
while others show a more equal distribution. High income inequality has the potential to impact
economic stability, such as limited public access to economic resources. Furthermore, this inequality
might limit opportunities for social mobility and increase the potential for social conflict due to
perceptions of economic injustice.

Table 2. Descriptive Variables

Variable Min Max Mean St. Dev
Gini 13.500 46.000 32.964 0.648
DAU 19.876 32.779 27.487 2.938
DAK 17.739 32.458 25.817 3.783
RL 4.796 13.421 8.279 1.279
GRDPM 13.451 18.519 14.857 10.976

DAU has an average of 27.48 billion rupiah with a standard deviation of 2.93 billion rupiah,
reflecting the inequality in the budget distribution received by each region. Some regions may receive
larger funds depending on their fiscal needs. This variation in the DAU indicates the differences in
capacity levels between regions in managing fiscal resources. Poorer or developing regions may
require more funds to develop properly and catch up with more developed regions. This imbalance
can affect the speed and quality of development in each region.

The average of DAK is 25.81 with a standard deviation of 3.78. This figure indicates variation in
fund distribution. This standard deviation indicates that the DAK received by each region is not the
same, but is adjusted to the specific needs of each region. Generally, regions with limited
infrastructure or basic public services tend to receive larger allocations. This variation also reflects
differences in physical development priorities between regions, demonstrating the government's
efforts to adjust budget distribution based on objective conditions and the urgency of development
in each region. Table 3 shows that DAU does not affect reducing income inequality in districts/cities
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in Papua Province; rather, it tends to increase income inequality between regions. The significant
DAU allocation is intended to balance the gap between fiscal capacity and regional funding needs.
Geographical challenges are a major obstacle because Papua Province has mountainous and coastal
areas, with coastal areas being more developed than mountainous areas. Santoso & Mukhlis (2021)
explain that the DAU is an unconditional transfer; hence, it is used for routine spending rather than
productive development programs. Adriana (2024) stated that the DAU depends on good governance
in the regions. If its management is not transparent, it will not have a significant impact on improving
public services, which ultimately leads to a significant impact on reducing inequality.

Panel Data Estimation

DAK, as a special allocation fund, has shown no significant impact on inequality in Papua. The large
budget allocation has not been optimally managed by the regional government, and it does not fully
align with its original purpose of funding special development in accordance with national priorities.
The uneven distribution of funds, along with the lack of adjustment to the specific needs of each
region, particularly mountainous regions with significantly more complex structural challenges,
requires larger funds than coastal areas. Furthermore, the DAK is not specifically designed for income
redistribution. Sari (2025) explains that the DAK's ability to reduce inequality is determined by a
region's geographic conditions, sectoral advantages, and economic activity. In regions with high
geographic challenges, the DAK plays a minor role in income redistribution.

Table 3. Result of Panel Data

Variable CEM FEM REM CEM FEM REM
0.002 0.001 0.004
DAU (0.77) (0.30) (1.78) i i )
0.003 0.004*** 0.003 - - -
DAK (1.55) (2.75) (1.92)
RL 0.003 0.003 0.0001 0.025 0.030 0.001
(0.64) (0.88) (0.03) (0.64) (0.86) (0.04)
GRDPM 0.013%¥  0.115%*  0.018%  0.130%**  1.131%*  (0.172**
(3.07) (3.87) (2.48) (3.06) (3.76) (2.44)
0.0006 -0.005 -0.005
* - - -
DAUTDAK 0.08)  (-0.78)  (-0.80)
Cons -0.131 -1.539 -0.110 0.418  -1.922%*  _1,748%**
(-0.15)  (3.52)**  (-0.95) (0.06) (2.92) (3.18)
F-stat 19.62 20.18
Hausman test 0.0547 0.1521

Table 3 presents the panel data regression results examining the effects of fiscal transfers, road
length, and economic growth on income inequality across districts/cities in Papua Province. The
findings indicate that road length (RL) has no significant effect on income inequality in these regions.
Although infrastructure is important to support economic growth, mobility of goods and services,
and access to markets in the Papua region, road infrastructure has little impact on the economy with
Papua's difficult geographical conditions that must pass through mountains, swamps, and dense
forests causing road infrastructure development to be uneven and more concentrated in urban areas
that are more easily accessible while the interior is still left behind and has not felt the same benefits.
In addition, this condition has an impact on high logistics costs in remote areas, resulting in increased
income inequality (Nie et al., 2024).

GRDPM as the gross the domestic product of the mining sector on income inequality with a
coefficient value of 0.018 with a t-statistic of 2.48, a significant effect at the 1% level. These results
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indicate that the mining sector affect income inequality in the districts/cities of Papua Province,
GRDP as the proxy for economic growth with a significant contribution from the mining sector is not
followed by income equality across all levels of society. The majority of the benefits of this sector are
concentrated in specific areas, such as coastal districts and city centers with active mining sectors.
As a result, mountainous areas continue to fall behind in terms of access to and participation in
economic activity. Indrawati et al. (2020) stated that the increase in GRDP of the mining sector has a
significant effect on poverty levels in Papua. Economic growth is uneven and is more managed by
certain groups that depend on the mining sector, while poor areas and sectors such as agriculture
receive less benefit. Therefore, economic growth is not effective in reducing poverty as a whole,
eventually increasing inequality (Liu & Dong, 2025).

According to Table 3, the interaction of DAU and DAK does not affect income inequality in districts
or cities in Papua Province. Although fiscal decentralization aims to provide more authority in
managing funds to the Papua regional government, the practice has not shown that the allocation of
these funds is in accordance with the target of reducing inequality in Papua Province. Fiscal
decentralization through intergovernmental transfers remains problematic due to low local tax
ratios, inefficient regional spending, and weak fiscal coordination between central and regional
governments (Basia etal., 2025). Chandra et al. (2017) argue that balancing funds do not significantly
affect income inequality because they are not allocated based on regional needs, resulting in indirect
overall impacts.

Table 4. Intercept Value for each district

No. Regency/City Code Intercept
1. Jayawijaya 2 -1.7197
2.  Jayapura 3 -1.66265
3.  Nabire 4 -1.69007
4.  Kepulaun Yapen 5 -1.81747
5. Biak Numfor 6 -1.80162
6.  Paniai 7 -1.81555
7.  Puncak]aya 8 -1.91194
8.  Mimika 9 -1.41663
9.  Boven Digoel 10 -1.83367
10. Mappi 11 -1.90867
11. | Asmat 12 -1.87686
12.  Yahukimo 13 -1.87497
13. Pegunungan Bintang 14 -1.8906
14. Tolikara 15 -1.90214
15. Sarmi 16 -1.90456
16. Keerom 17 -1.88561
17. Waropen 18 -1.88675
18.  Supiori 19 -1.94336
19. Mamberamo Raya 20 -1.87434
20. Nduga 21 -1.8183
21. Lanny Jaya 22 -1.82899
22. Mamberamo Tengah 23 -1.87995
23. Yalimo 24 -1.90883
24.  Puncak 25 -1.83888
25.  Dogiyai 26 -1.89732
26. Intan Jaya 27 -1.887
27. Deiyai 28 -1.85865
28. Kota Jayapura 29 -1.51995
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The interceptin a linear regression model represents the initial value or baseline of the dependent
variable when all other independent variables are zero. In other words, the intercept indicates the
average prediction of the outcome variable without any influence from other factors included in the
model. Analysis of the intercept value is important because it can provide a general overview of the
baseline conditions of each region or observation unit before considering other variables
(Moundigbaye et al., 2018). Table 4 shows that the highest intercept was found in Mimika Regency
with a value of -1.41663, while the lowest intercept was recorded in Supiori Regency with a value of
-1.94336. This intercept value indicates the average value of the dependent variable of income
inequality in each district/city when all independent variables are assumed to be zero. In other
words, the intercept represents the initial condition or baseline of each region before the influence
of the explanatory factors in the model (Tang & Sun, 2022). These differences in values are crucial to
analyze because they provide a general overview of the initial position or basic tendencies of each
region in the context of the indicators being observed, whether in the social, economic, educational,
or public service fields.

Mimika Regency has the highest intercept value, indicating that this region tends to have a higher
initial value than other regencies/cities in Papua. This suggests that structural advantages or better
underlying conditions in Mimika, for example, are due to infrastructure development, concentration
of economic activity, or stronger policy support. Conversely, Supiori Regency's low intercept value
reflects less favorable initial conditions, which could be caused by limited access, geographic
remoteness, or a lack of basic facilities. This intercept analysis can provide the basis for formulating
more equitable and targeted region-based policies, particularly in efforts to achieve equitable
development and improve welfare in eastern Indonesia (Siburian, 2022). Previous studies also
highlight that variations in regional fiscal performance and the effectiveness of public financial
management significantly influence development outcomes at the local level (Erica et al,, 2025).
A’yun etal. (2022) further demonstrate that local taxes, regional levies, and investment play a crucial
role in strengthening original local government revenue (PAD) in Indonesia, emphasizing the
importance of regional fiscal capacity in supporting local development.

Furthermore, Zhang et al. (2025) emphasize that decentralized fiscal policy strengthens
inequality due to biased public resource allocation more to urban than rural areas. Moreover, local
governments' dependence on transfers from the central government makes them vulnerable, as they
lack sufficient resources to increase their revenue, which causes them to fall further behind.
According to Song (2013) and Feld et al (2021) fiscal decentralization is neither always equalizing
nor anti-equalizing; nonetheless, how fiscal decentralization is pushed is significant in determining
how it affects regional inequality.

Conclusion

High income inequality in Papua Province reflects persistent disparities in access to education,
employment, and economic opportunities, particularly in 3T (Underdeveloped, Frontier, and
Outermost) regions, despite substantial fiscal transfers from the central government through the
Special Autonomy Fund (Otsus), General Allocation Fund (DAU), and Special Allocation Fund (DAK).
The results indicate that fiscal decentralization through DAU and DAK has not been effective in
reducing income inequality, largely due to geographical constraints, the unconditional nature of DAU
transfers, the dominance of routine expenditures, and the long-term orientation of DAK toward
infrastructure development, which limit their immediate impact. These findings imply that regional
governments should enhance the effectiveness of DAU and DAK utilization by prioritizing productive
sectors and infrastructure projects that generate multiplier effects on employment and regional
connectivity. Overall, this study demonstrates that fiscal transfers alone are insufficient to address
inequality in remote regions without improvements in spending efficiency and development
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strategies, and future research is encouraged to incorporate institutional capacity, governance
quality, and sectoral expenditure efficiency to better explain inequality dynamics.
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