8/8/2019 IJEM - International Journal of Economics and Management

" International Journal of

Economics & Management

CURRENT ISSUE (Volume 13 No. 1 June 2019)

Ownership Structures, Control Mechanism and Related Party Transaction: An Empirical Study of the Indonesian HOME
Public Listed Companies

Berto Usman*

Download >>

Determinants of Consumer Attitudes toward Mobile Advertising: A Cross-border Study between Malaysia and GUIDE FOR AUTHORS

Indonesia using PLS-MGA
Raimi Nur Hakimi, Xin Jean Lim*, Jun-Hwa Cheah, Hiram Ting, Santirianingrum Soebandhi, Sudiyanti Sudiyanti and
Norazlyn Kamal Basha

Download >> ABSTRACTING and INDEXING

Export Expansion and Production Sharing in Malaysian Manufacturing
Choong, Pai Wei* and Noor Aini Khalifah
Download >>
FORTHCOMING PAPERS

Industrial Development, Subsidy Reform and Export Behaviour: An Evidence from ASEAN-5 Economies
Dzul Hadzwan Husaini* , Shazali Abu Mansor, Bakri Abdul Karim, Chin-Hong Puah, Jerome Kueh and Evan Lau
Download >>

CURRENT ISSUE
Factors of E-service Quality among Malaysian Millennial Streaming Service Users
Shafique Mohamed Khatib, Lim Chui Seong*, Wong Siew Chin and Hong Kay Tze
Download >>

Role of Foreign Exchange Exposure in determining Hedging Practises in Malaysia PREVIOUS ISSUE

Adilah A. Wahab, Ruzita Abdul Rahim* and Hawati Janor
Download >>

Modelling Volatility in the Presence of Abrupt Jumps: Empirical Evidence from Islamic Stock Markets SUBMIT YOUR PAPER
Ng Sew Lai*, Chin Wen Cheong and Chong Lee Lee
Download >>

Are Executive Directors Paid Enough? Evidence from Conflicting Related-Party Transactions
Mohd Mohid Rahmat*, Nor Suhaila Mohd Ghazali and Nurhidayah Nordin
Download >>

EDITORIAL BOARD

Does Financial Openness Tell Much about Fertility Transitions?
Zhi Khei Lim, Siow Li Lai* and Tuck Cheong Tang SPECIAL ISSUE DOCUMENTS
Download >>

Factors Affecting Rebudgeting in Local Government: From Organizational Feature to Political Variables
Wahyu Widyaningrum, Doddy Setiawan Rayenda Khresna Brahmana*
Download >>

Dynamic Average-Forecast Value-at-Risk by Using High Frequency IPC Mexican Index
Chin Wen Cheong*, Liu Chengzhi, Jing Shengzheb and Ye Zhiqing
Download >>

The Role of Autonomous Motivation in the Relationship between Social Capital Dimensions and Tacit Knowledge
Sharing among Academics

Khawar Naheed and Rosmah Mat Isa*

Download >>

Manpower Requirements for Selected Services Subsectors in Malaysia: An Input-Output Analysis
Bawani Lelchumanan*, Rahmah Ismail and Noorasiah Sulaiman
Download >>

Non-linear Effects of Public Debt on Economic Growth in Southern Africa Development Community (SADC) Countries
Sanusi, K.A., Hassan, A.S. and Meyer, D.F.*
Download >>

Income Inequality and Convergence in Central Java under Regional Autonomy
Daryono Soebagyo, Mohd Fahmy-Abdullah, Lai Wei Sieng* and Jihad Lukis Panjawa
Download >>

Social Intention Model: The Effect of Self and Social Facets on Students€ Social Intention
Chui Seong Lim and Nor Asiah Omar*
Download >>

Heterogeneity of Opinion, Shareholder Retention Ratio and Lockup Period: Malaysian Evidence

Ali Albada, Low Soo-Wah, Othman Yong, Annuar Md Nassir, Fakarudin Kamarudin* and Nazratul Aina Mohamad
Anwar

Download >>

www.ijem.upm.edu.my/curr_issue.htm 1/2


http://www.ijem.upm.edu.my/vol13no1/1)%20Ownership%20Structures.pdf
http://www.ijem.upm.edu.my/vol13no1/2)%20Determinants%20of%20Consumer%20Attitudes.pdf
http://www.ijem.upm.edu.my/vol13no1/3)%20Export%20Expansion.pdf
http://www.ijem.upm.edu.my/vol13no1/4)%20Industrial%20Development.pdf
http://www.ijem.upm.edu.my/vol13no1/5)%20Factors%20of%20E-service%20Quality.pdf
http://www.ijem.upm.edu.my/vol13no1/6)%20Role%20of%20Foreign%20Exchange%20Exposure.pdf
http://www.ijem.upm.edu.my/vol13no1/7)%20Modelling%20Volatility.pdf
http://www.ijem.upm.edu.my/vol13no1/8)%20Are%20Executive%20Directors.pdf
http://www.ijem.upm.edu.my/vol13no1/9)%20Does%20Financial%20Openness.pdf
http://www.ijem.upm.edu.my/vol13no1/10)%20Factors%20Affecting%20Rebudgeting.pdf
http://www.ijem.upm.edu.my/vol13no1/11)%20Dynamic%20Average.pdf
http://www.ijem.upm.edu.my/vol13no1/12)%20The%20Role%20Autonomous.pdf
http://www.ijem.upm.edu.my/vol13no1/13)%20Manpower%20Requirements.pdf
http://www.ijem.upm.edu.my/vol13no1/14)%20Non-linear%20effects.pdf
http://www.ijem.upm.edu.my/vol13no1/15)%20Income%20Inequality.pdf
http://www.ijem.upm.edu.my/vol13no1/16)%20Social%20Intention%20Model.pdf
http://www.ijem.upm.edu.my/vol13no1/17)%20Heterogeneity%20of%20opinion.pdf
http://www.ijem.upm.edu.my/index.html
http://www.ijem.upm.edu.my/submission.htm
http://www.ijem.upm.edu.my/indexing.htm
http://www.ijem.upm.edu.my/forthcoming_papers.htm
http://www.ijem.upm.edu.my/curr_issue.htm
http://www.ijem.upm.edu.my/prev_issue.htm
https://mc.manuscriptcentral.com/upm-ijem
http://www.ijem.upm.edu.my/editorial.htm
http://www.ijem.upm.edu.my/special_issue.htm

8/8/2019 IJEM - International Journal of Economics and Management

The Causal Direction of Equity Returns Volatility: Evidence From Selected Developed and Emerging Markets
Economies

Sharmila Thinagar, Norlin Khalid and Zulkefly Abdul Karim*
Download >>

Composite Index of Thailand@s Bond Market Efficiency in Terms of Transparency and Liquidity

Saowanit Pulpet*, Saksit Budsayaplakorn, Supachart Sukharomana and Thana Sompornserm
Download >>

www.ijem.upm.edu.my/curr_issue.htm 2/2


http://www.ijem.upm.edu.my/vol13no1/18)%20The%20Causal%20Direction.pdf
http://www.ijem.upm.edu.my/vol13no1/19)%20Composite%20Index.pdf

8/19/2019

" International Journal of

IJEM - International Journal of Economics and Management

Economics & Management

EDITORIAL STRUCTURE

Editor-in-Chief
Siong Hook Law, Universiti Putra Malaysia

Managing-Editor

Wan Azman Saini Wan Ngah

Associate Editors (14)
Abdul Rahim Abdul Samad
Muzafar Shah Habibullah
Wan Azman Saini Wan Ngah
Lee Chin
[Economics, Universiti Putra Malaysia]

Azmawani Abd Rahman
Ng Siew Imm
Ho Jo Ann
[Management, Universiti Putra Malaysia]

Ridzwana Mohd Said
Fakarudin Kamarudin

[Accounting and Finance, Universiti Putra Malaysia]

Lean Hooi Hooi
[Universiti Sains Malaysia]

Zulkefly Abdul Karim
[Universiti Kebangsaan Malaysia]

Lim Kian Ping
[Universiti Malaya]

Teo Wing Leong.
[University of Nottingham]

Irwan Trinugroho
[Universitas Sebelas Maret]

Board Members

Azali Mohamed, Universiti Putra Malaysia Roland Kirstein, Otto-von-Guericke University
Ahmad Zubaidi Baharumshah, Universiti Putra Malaysia Patrick A. McNutt, Manchester Business School
Annuar Mat Nassir, Universiti Putra Malaysia Marco J. Menichetti, University of Liechtenstein

Mansor H. Ibrahim, International Centre for Education in Muhsin KAR, Necmettin Erbakan University

Islamic Finance

Mayadutta H. Sharma, The University of the South Pacific

James Ang, Nanyang Technological University of Singapore Udo E. Simonis, Social Science Research Center Berlin
Giovanni Barone-Adesi, University of Lugano Mosad Zineldin, Linnaeus University

Vivien Beattie, University of Glasgow

James Connelly, University of Hull

Meryem Duygun, University of Nottingham

International Advisory Board Members
Edward I. Altman, Henry Kaufman Management Center
Nirvikar Singh, University of California, Santa Cruz
Ali Kutan, Southern Illinois University at Edwardsville
Hal Hill, The Australian National University
George G. Kaufman, Loyola University Chicago
Yong H. Kim, University of Cincinnati
Mervyn K. Lewis, University of South Australia
David T Llewellyn, Loughborough University
Andy Mullineux, Birmingham Business School
Peter Reichling, Otto-von-Guericke University Magdeburg
Clement Tisdell, The University of Queensland
Hai-Chin Yu, Chung Yuan Christian University

www.ijem.upm.edu.my/editorial.htm

HOME

GUIDE FOR AUTHORS

ABSTRACTING and INDEXING

FORTHCOMING PAPERS

CURRENT ISSUE

PREVIOUS ISSUE

SUBMIT YOUR PAPER

EDITORIAL BOARD

SPECIAL ISSUE DOCUMENTS

7


http://www.econ.upm.edu.my/upload/dokumen/20170906103152CURRICULUM_VITAE_Law_Fep_2017.pdf
http://www.econ.upm.edu.my/upload/dokumen/20170815170931VITAE-Wan_Azman.pdf
http://www.econ.upm.edu.my/upload/dokumen/2017090610453114417-Format_CV_Pensyarah_(2).pdf
http://www.econ.upm.edu.my/upload/dokumen/20170906103242CV2017_MuzafarShahHabibullah_July2017_latest.pdf
http://www.econ.upm.edu.my/upload/dokumen/20170815170931VITAE-Wan_Azman.pdf
http://www.econ.upm.edu.my/upload/dokumen/20170406123441cv-Lee-Chin-2017-March.pdf
http://www.econ.upm.edu.my/upload/dokumen/20170919180455CURRICULUM_VITAE_(cv)-_Azmawani_Abd_Rahman_(for_FEP).pdf
http://www.econ.upm.edu.my/upload/dokumen/20170919180923C.V.FORMAT_GUPM_Serene_Mac2017.pdf
http://www.econ.upm.edu.my/upload/dokumen/20170919180645NEW_CV_updated_15_8_2017_(1)_Ho_Jo_Ann.pdf
http://www.econ.upm.edu.my/upload/dokumen/20170915165749CV_untuk_ridzwanaweb_fep_180817.pdf
http://www.econ.upm.edu.my/upload/dokumen/20180220080845CV_fakarudin_kamarudin(2017).pdf
http://www.soc.usm.my/index.php/academic-profile/economics/188-lean-hooi-hooi
https://ukm.pure.elsevier.com/en/persons/zulkefly-abdul-karim
https://umexpert.um.edu.my/kianpinglim
https://www.nottingham.edu.my/Economics/People/wingleong.teo
http://feb.uns.ac.id/id/people/irwan-trinugroho-s-e-m-sc/
http://www.econ.upm.edu.my/upload/dokumen/20171008100102CV_Format_RMC_SEPT2017_Azali.pdf
http://www.econ.upm.edu.my/upload/dokumen/20170816152833Curriculum_Vitae_prof_dr_annuar_nassir_pdf.pdf
http://www.ijem.upm.edu.my/index.html
http://www.ijem.upm.edu.my/submission.htm
http://www.ijem.upm.edu.my/indexing.htm
http://www.ijem.upm.edu.my/forthcoming_papers.htm
http://www.ijem.upm.edu.my/curr_issue.htm
http://www.ijem.upm.edu.my/prev_issue.htm
https://mc.manuscriptcentral.com/upm-ijem
http://www.ijem.upm.edu.my/editorial.htm
http://www.ijem.upm.edu.my/special_issue.htm

Int. Journal of Economics and Management 13 (1): 139-152 (2019)

e IJEM

ﬁ”i?’ International Journal of Economics and Management

Journal homepage: http://www.ijem.upm.edu.my

Factors Affecting Rebudgeting in Local Government: From

Organizational Feature to Political VVariables

WAHYU WIDYANINGRUM? DODDY SETIAWAN?
RAYENDA KHRESNA BRAHMANA®"

aUniversitas Sebelas Maret, Indonesia
bUnivesiti Malaysia Sarawak, Malaysia

ABSTRACT

This study aims to examine the determining factors of rebudgeting in Indonesia local
government. Incrementalism degree, political variables, organizational feature, local
government financial condition, and local socioeconomic environment are tested as the
factor for Indonesia local government rebudgeting for period of 2010-2014. Using panel
regression approach, the findings show that internal factors as well as external factor do
affect rebudgeting in various ways. Degree of incrementalism has negative effect; political
variable has positive effect during election years, but has negative effect according to
regent/mayor gender; organizational feature and local government financial condition have
negative effect for current surplus. Meanwhile, financial autonomy and net borrowing has
positive effect for accumulated surplus; and lastly, local socioeconomic environment has
negative effect on rebudgeting.
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INTRODUCTION

Annual Budget is an important planing tool for public sector or government-based organizations. This budget
is guidance for targeted economy growth plan and policy formulation as previously stated in the government
visions and missions (Forrester and Adams, 1997; Mardiasmo, 2002). However, as the economy ecosystem
becomes more uncertain, the budget is less predictable. Those uncertainties could arise from many factors such
as an annual perspective, problems in forecasting, centralization and bureaucratic controls, size and complexity,
and erosion of accountability (Caiden, 1981; Mardiasmo, 2002). One of the major sources of those uncertainties
is revenue forecast (Cornia et al., 2004). The shocks from revenue forecast force local government to do
rebudgeting. Intriguingly, that rebudgeting process is closely associated with non-market factors such as
incrementalism degree, political variables, organizational feature, local government financial condition) and
local socioeconomic environment (Anessi-Pessina et al., 2013). In a more decentralistic system, the process
may have more red-tape process due to the conflict of interest between federal politicians and local politicians,
the legislature issue, and the differences in tastes for public spending from federal targets (Besley and Coate,
2003), especially, if that system is adopted in developing countries with less governance, bad monitoring system,
and open opposition like Indonesia.

Indonesia adapted decentralistic government system, hence, the budget system accomodates two
rebudgeting process, which are: (1) state budget (Anggaran Pendapatan dan Belanja Negara, henceforth
APBN), and (2) local government budget (Anggaran Pendapatan dan Belanja Daerah, henceforth APBD). As
shown in Figure 1, APBN and APBD portray rebudgeting trends over the period 2010-2014. APBN rebudgeting
trend tends to increase from 2010-2012, then decrease for the next two years. This trend appears for all
specifications (current spending, capital spending, transfer spending, and total spending). Meanwhile, APBN
rebudgeting on transfer spending has been decreased from 2010-2014. In the other hand, the local government
rebudgeting - APBD rebudgeting - show increasing trends from 2010-2011, decreasing for 2012, then increasing
from 2013-2014. This trend appears for all specifications in rupiah and also for current spending rebudgeting in
percentage. Other specifications in percentage have different pattern: rebudgeting on capital spending has
decrease-increase-decrease pattern, transfer spending has decrease-then-increase pattern, and total spending has
increase-decrease pattern.

Panel A Trend of Rebudgeting in APBN
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Panel B Trend of Rebudgeting in APBD
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Figure 1 Trend of Rebudgeting in APBN and APBD

Indonesia offers unique research setting for this public sector finance issue in three ways. First, even
though Indonesia is not a federal-state country (e.g., US or Malaysia), it allows the local government to have
full authority in budgeting process. The central government (more known as federal in US or Malaysia) gives
rights, authorities and obligations for the autonomous regions to regulate and manage their own governmental
affairs. Even though so, the interests and public financing of local communities have to be tally and have to
follow the legislations and acts made by both central government and local government. This system gives the
delegation of authority by the central government to the central government's fittings located in the area to hold
certain affairs with a power deconcentration, which is rarely found in other countries. Second, local government
budget has to be audited annually by the auditors from central government. Even though local government has
rights and authorities in managing their budget, central government may intervene the process through the
domestic/home affair ministry based on the auditor’s report. Third, Indonesia has interesting institutional setting
where there are lot conflict of interests among the stakeholders of the local government. This causes the huge
gap between one local government and other local governments. For example, several local governments in
Indonesia are leaded by family-based politicians, have big size of organization with limited source of income,
have enormous income sources, or have established public infrastructure compared to other local governments.
This may lead to different rationale for rebudgeting of one local government to another local government.

Those unique characteristics from Indonesia may give new insight for this area of research considering
most of rebudgeting research findings were conducted within developed countries countries such as USA
(Forrester and Mullins, 1992; Forrester, 1993; Dougherty et al., 2003) and Italia (Anessi-Pessina et al., 2013;
Annesi-Pessina and Sicilia, 2015; Sedmihradska and Hruza, 2014). This study is different from previous studies
in several ways. First, most studies have investigated the magnitude of rebudgeting in the sense of exploratory
perspective (i.e. Dougherty et al., 2003; Forrester and Mullins 1992), this study is go beyond exploratory
perspective but includes the explanatory of rebudgeting as the continuous process of budget execution and
revisions. Therefore, this study investigates the explanatory variables that have been identified as relevant by
the literature on public sector finance. Second, this study offers more interesting background in regards of
political factors. For instance, the rebudgeting in a local government may have a suddent incremental due to
corruption. There were several case where incremental expenditure was followed by the arrested of governors/
heads of local government. In fact, several local governments had more than four times of arrested governors
leading to disruption in budgeting process.

In sum, this research aims to test some hypothesis on the potential factors which might affect rebudgeting
practices in local government. We follow research conducted by Anessi-Pessina et al., (2012) to test that
hypothesis about the effect of internal and external factors on rebudgeting. The rest of this paper is structured
as follows. First, we reviews the relevant literature and develop the hypothesis. Second, we discuss the
background on Indonesian local government and their budgeting rules. Third, we present the specifies data and
methods, followed by an explanation of the finding. Lastly, we conclude the findings of the study.
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LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT

Schick (2015) and Miller (2018) defines budgeting as a process for systematically relating the expenditure to
the accomplishment of planned objectives. This process determines how the organization collects the resources
and allocates them in accordance to the organization’s goals. Generally, budget system has three functions,
which are: planning function, management of ongoing activities, and spending control (Schick, 2015; Miller,
2018). From the view of budget process, it includes some steps from preparation, collection, submission,
execution, to audit and evaluation (Lu and Facer, 2004). Planning is linked most closely to budget preparation
and formulation, management process is spread out over the entire budget cycle, and control is dominant during
budget execution. However, over the entire budget process, all processes are rarely given equal attention; budget
execution often received less attention compared to the budget formulation process (Anessi-Pessina et al., 2012;
Schick, 2015).

One step of budget execution is rebudgeting. Dougherty et al., (2003) explain that during budget
execution, administrators are given some flexibilities to ensure whether they consistently comply the efficiency
and effectivity rules or not. Those flexibilities are visible through a process called rebudgeting. Another
important role of rebudgeting is to allocate unexpected revenues or to cut the expenditure due to certain
circumstances or shocks (Cornia et al., 2004).

Alesani (2012) defines rebudgeting as a process in which a management orientation toward planning and
emergency response is displayed. Further, he also characterized rebudgeting as power struggle between elected
representatives and managers. This power struggle is often informal and elusive. Meanwhile, Anessi-Pessina et
al., (2013) defines rebudgeting as a way used by government to meet the objectives of budgeting, including
flexibility and predictability. Annesi-Pessina and Sicilia (2015) argue that the rebudgeting process in Italy is
less transparent compare to the initial process of local government budgeting process.

This local government rebudgeting topic has been extensively conducted within developed countries
context. For instance, Forrester and Mullins (1992) conducted a research in 91 U.S. central cities in 1990 and
found that rebudgeting tend to be less visible compared with the budget itself and primarily generated by
technical problems, not political concerns. They also stated that the minicipalities government used rebudgeting
to adjust the program and to accomplish management’s needs in a changing environment. Forrester (1993)
examined rebudgeting in Missouri U.S., and its finding indicated that rebudgeting at the state level is done
primarily for managerial and environmental reasons. Dougherty et al. (2003) used data from cities in West
Virginia U.S. in 1997 and found that budget adjustment during the fiscal year followed an ‘increase then
decrease’ pattern. This research also explained that budget adjustment resulted from a need to balance the budget
in facing uncertainty of revenue forecast. Anessi-Pessina et al. (2013) investigated municipalities in Italia and
found out that the main reason of doing rebudgeting correlated with the policy decided by the higher level
government. This study also stated that rebudgeting is perceived as a favourable contribution to the
municipality’s planning and control system. Further, Annesi-Pessina et al. (2016) argue for more research on
the public budgeting such as rebudgeting process, especially engage it with political context.

The effect of degree of incrementalism on the formulation of initial budgeting on rebudgeting

Incrementalism is defined as adherence to the budgetary norms (Boyne et al., 2000; Anessi-Pessina et al., 2016).
Theoretically, the description of budgetary outputs, description of budgetary processes, and the impact of
processes on outputs are the common approach to identify incrementalism. Our hypothesis follows Alesani
(2012) and Anessi-Pessina et al. (2016) who argue that it is common for budgeting to be incremental. The more
incremental the budgeting process, the more the rebudgeting process is done to face organization’s emerging
needs and initiatives. Here, we use budget deviation to capture the degree of incrementalism. The less budget
deviations present, the more incremental the budgeting process, the more rebudgeting process needed.
Therefore, we hypothesize:

Hypothesis 1: Negatively budget deviation affects rebudgeting

The effect of political variables on rebudgeting

Shi and Svensson (2006) argue that budget process is affected by political cycle. Sjahrir et al. (2013), and

Setiawan and Rizkia (2017) support it by showing that political budget cycles do present in Indonesian local
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government, especially when direct election applied. Chortareas et al. (2016) show the presence of political
budget cycle in Greece as an increasing investment spending, total spending, and debt revenue; which is
perceived as an favourable for the incumbent when he run for reelection again. Management has also been done
rebudgeting because of political priority change (Anessi-Pessina et. al., 2013). Therefore, this research
hypothesizes:

Hypothesis 2a: election year positively affects rebudgeting

Norris (2000) and Funk and Phillips (2019) explained the concept of gender-gap which has been used to
cover a diverse range of political phenomenon at mass and elite levels. Gilens (1988) stated that there is gender
difference in policy preference. Men tend to support increasing defense and military spending, while women
prefer an increase in government service, employment, and health spending for people. Meanwhile, Funk and
Phillips (2019) found that women mayors spent more budget on traditionally women issues such as education
equality, health care, social assistance rather than budgeted for transportation and urban development. Hence,
we hypothesize:

Hypothesis 2b: regent/mayor’s gender positively affects rebudgeting.

The effect of organizational features on rebudgeting

According to Anessi-Pessina et al. (2012), big organization tends to be more complex and less organized because
of its wide scale and variety of its activities. As a consequence, it needs more rules and procedures which in
turn make it slower to reach the consencus required to revise the budget. The big and complex government
organizations also face the same problems; they tend to need to revise the budget but the rules and procedures
hampered them. Therefore, we hypothesizes:

Hypothesis 3: personnel expenditures negatively affect rebudgeting.

The effect of local government financial condition on rebudgeting

Dougherty et al. (2003) concludes that the surpluses accumulated to the next year’s budget affect rebudgeting
in current spending as well as capital spending. The biggest rebudgeting amount comes from current spending,
while the biggest rebudgeting percentage comes from capital spending. Those surpluses resulted in more fiscal
space in the formulation of initial budget. Fiscal space could be generated from two types of surplus: one type
of surplus is implicitly written into revenue estimates, the other type is not evident until the end of the fiscal
year. First type is classified as current surplus, the latter is classified as accumulated surplus. The larger fiscal
space gives budget administrator more flexibilities which caused smaller rebudgeting possibilities. Hence, this
study hypothesizes

Hypothesis 4a: accumulated surplus negatively affect rebudgeting;
Hypothesis 4b: current surplus negatively affect rebudgeting;

Higher degree of financial autonomy defined by the more local own-source revenue scaled to total
revenue. Total revenue could be sourced from local own-source revenue, transfer revenue, and other lawful
local revenue resources. Higher revenue, in this case is local own-source revenue from tax and fees charged for
service provided, would give the government sufficient revenue to fund their expenditures. Higher local own-
source revenue would support the local government to formulate initial budget with higher degree of certainty,
which in turn would decrease mid-year adjustment.

Hypothesis 4c: financial autonomy negatively affect rebudgeting;

Additionally, less nondiscretionary spending might also generate larger fiscal space. (Heller, 2005;
Azzimonti et al, 2016). Nondiscretionary spending characterized with higher degree of rigidity, such as
personnel expenditures, interest expenditures, and debt repayment expenditures. Lesser nondiscretionary
spending generates larger fiscal space, gives budget administrator more flexibilities which caused smaller
rebudgeting possibilities. Hence,
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Hypothesis 4d: expenditure rigidity negatively affect rebudgeting;

Local governments also rely on other source of revenue: local government borrowing. Anessi-Pessina
and Sicilia (2015) found that the more net borrowing made, the more flexibilities present; it gives the budget
administrator more spaces which caused smaller rebudgeting possibilities. Therefore, we hypothesize:

Hypothesis 4e: net borrowing negatively affect rebudgeting.

The effect of local socioeconomic environment on rebudgeting

Bingham (1978) conducted a study about public policy in municipalities in U.S. and found that socioeconomic
characterictics could impact policy decided by the government. The characteristics defined by geographical
location, race, and size of municipalities. Lu and Facer (2004) examined several factors affecting budget change,
classified as internal and external factors. Internal factors include number of employees, number of budget
analysts, form of government, and the fiscal health of the government; external factors include technological
conditions, legal conditions, demographic conditions, ecological conditions, and cultural conditions.

In this study, local socioeconomic environment defined by regional GDP and geographical location (Java
region/non-Java region). Regional GDP describes economic condition of local government, which might affect
rebudgeting. Regional GDP has been used as economic indicator to determine the rate of economic
development. Local government with higher regional GDP tends to have better infrastructure and human
resources, as well as better quality of planning and budget formulation; which in turn might decrease mid-year
adjustment.

Hypothesis 5a: net GDP affect rebudgeting negatively;

Geographical location difference affected infrastructure condition. Here, we use proxy Java region and
non-Java region. According to the data of Statistics Indonesia (Badan Pusat Statistik, BPS), regional GDP of
2014-2016 period in Java region averaged Rp279,194 million; while regional GDP in non-Java region averaged
Rp43,131 million. Further, Human Development Index of 2010-2015 for Java region and non-Java region
averaged 70.96 and 66.31 respectively. Hence, we assume that local governments in Java region tend to have
better infrastructure and human resources, as well as better quality of planning and budget formulation. Those
geographical gap would bring differences in rebudgeting.

Hypothesis 5b: geographical location affect rebudgeting positively;

BUDGETING AND REBUDGETING IN INDONESIAN LOCAL GOVERNMENT

Indonesia has some levels of government: the central government, 34 provinces—including two special regions
and a special capital city region—, approximately 510 regencies and cities (henceforth local government), 7.094
subdistricts, and 82.445 villages®. Each local government has a regent/mayor and a region/city council
representing the executive and legilative power in local authorities. Those the regents/mayors and the region/city
councilors are elected directly by the people in every five years.

Indonesia local governments have some sources of revenues, which are: (a) local own-source revenue
(Pendapatan Asli Daerah, henceforth PAD), (b) transfer revenue, and (c) other lawful local revenue. PAD
includes local taxes and fees charged for service provided. Transfer revenue could be sourced from central
government as well as from provincial level. It also can be in the form of special grant. Between 2010 and 2014,
PAD of local governments in Indonesia averaged only 8.35 percent of their total revenues.

Indonesia started adopting performance-based budgeting since 2003 as enacted in National Acts No.
17/2003 about National Finance (Undang-undang Keuangan Negara). This law urges government organizations
to formulate the budget consistent with the planned program. As for local government, they need to comply
with another enactment? leading to more red-tape process. However, though the law has ruled everything about

! According to the Minister of Home Affairs Regulation namely: Peraturan Menteri Dalam Negeri No. 56/2015).
2 For instance is Minister of Home Affairs Regulation namely: Peraturan Menteri Dalam Negeri No. 21/2011
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performance-based budgeting, one still can view an emphasis on a great level of detail on an input basis in the
budget document (Blondal et al., 2009).

As for formulation process of APBD?, each local government work unit is required to prepare its budget
and work plans before it is drafted for higher level in regent/mayor and city council. The budget from each unit
will be compiled and checked in regent/mayor office, then used as draft. Note that this draft has to be
transformed as a regulation. Regent/mayor submit draft of APBD to city council to get approval. That approved
draft is enacted to be regulation on APBD. In short, that APBD will be a single regulation made and approved
by both executive and legilative of local government. Therefore, the rebudgeting process may take political and
non-market factors to be done.

Interestingly, the decentralistic policy in Indonesia allows each local government to have different
rebudgeting regulation and rebudgeting draft from other local governments. Yet, the classification of
rebudgeting includes funds transferred between expenditure object detail, funds transferred between expenditure
object, also rebudgeting arose from laws and regulations as well as central government strategic policy.

RESEARCH METHODSAND DATA

To test the hypotheses presented earlier, we employed a panel data set of 485 local government in Indonesia
over the period of 2010-2014. Final sample consists of 1,680 local government-year observations due to missing
or unobserved data.

The budget-related data sets, consist of initial budget and year-end statement from audited financial
statement, are collected from various sources. The initial budget for each local government was downloaded
from the Directorate General of Fiscal Balance’s web site, while the audited financial statement was published
every year by Supreme Audit Agency (Badan Pemeriksa Keuangan). This study analyzed rebudgeting separately
for operational spending, capital spending, transfer spending, and total spending except for unforeseen spending.
Unforeseen spending was disregarded because its rebudgeting depends on external circumstances such as
natural and social disaster. For each of the rebudgeting titles, the dependent variable was defined as the
percentage change between the year-end statement (revised) and the initial budget. The measurement of
rebudgeting refers to Anessi-Pessina et al. (2012).

The independent variables were classified as internal and external factors. Internal factor consists of
degree of incrementalism, politics variable, organizational feature, and local government fiscal condition; while
external factor consists of local socioeconomic environment.The degree of incrementalism in the formulation
of initial budget was measured by the budget deviation, defined as the initial budget scaled by the previous
year’s actual expenditures (Anessi-Pessina et al., 2012).

For political variable, the election cycle was measured by one year before regent/mayor election year,
election year, and one year after election year (Anessi-Pessina et al., 2012; ; Setiawan dan Rizkia, 2017; Sjahrir
et al., 2013). Those three variables are operationalized through a set of dummy variables. To capture the effect
of regent/mayor’s gender, we introduced the gender variable, which also operationalized through dummy
variable.

For organizational feature, this study used personnel expenditures to capture organization’s size and
complexity. This variable defined as actual personnel expenditures scaled by actual total expenditures (Anessi-
Pessina et al., 2012).

For local government financial condition, this study used five variables. Accumulated surplus is
operationalized through accumulated surplus (or deficit) from previous year to the actual current revenues
(Anessi-Pessina et al., 2012). Current surplus is defined as difference between revised budget of total revenues
and revised budget of total expenditures to the revised budget of total revenues. Financial autonomy is measured
by sum of actual tax revenues and actual fees charged for service provided revenue to the actual revenues.
Expenditure rigidity is defined as sum of actual personnel expenditures and actual interest expenditures to the
actual total revenues. Last variable in this category is net borrowing, measured by the revised budget of debt
repayment scaled by revised budget of PAD.

3 The local government budget
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For local socioeconomic environment, this study used regional gross domestic product and geographical
location. Regional gross domestic product is operationalized through log of regional GDP and used database
from BPS. Geographical location was defined as dummy variable for the location of local government—Java
region or non-Java region.This study takes into account one control variable: a dummy variable of president’s
election year.

Therefore, the research model for the study is

ER=a+ BlBD + BzEY + [33MG + B4PE + BsAS + BGCS + ﬁ7FA + ﬁgER + ﬁgNB + BlONB + BllRG + B12PY +¢€

ER = rebudgeting, there are 4 four measurement for rebudgeting. The first one is TTR (total expenditure
rebudgeting), and divide into CRR = current expenditure rebudgeting, CPR = capital expenditure rebudgeting
and TRR = transfer expenditure rebudgeting; BD = budget deviation; PE = personnel expenditure; AS =
accumulated surplus; CS = current surplus; FA = financial autonomy; ER = expenditure rigidity; NB = net
borrowing; RG = regional GDP; EY = election year; EY-1 = one year before election year; EY+1 = one year
after election year; MG = regent/mayor’s gender; PY = presidential election year

The data presented earlier were analyzed using fixed-effects model. This model were chosen over Pooled
Least Square Method on the basis of the Chow test. Further test to determine the model used in this hypothesis
testing had been done on the basis of Hausman test, which encompass fixed-effects model over random-effects
model. For all types of spending, this test confirmed the presence of multicolinearity. The Variance Inflation
Factor (ViF) has the mean less than five implying there is no multicollienarity issue (Law, 2019). The issue was
consequently solved by dropping geographical location variable from all specifications.

ANALYSIS

Descriptive Statistics

Table 1 panel A and B provide descriptive statistics of variables. The average of current spending, capital
spending, transfer spending, and total spending are 0.088, 0.251, 0.040, and 0.110, respectively. This data shows
that the biggest revised expenditure is capital spending. Mean for budget deviation is 0.154. Mean for personnel
expenditure is 0.519. Mean for local government financial condition: accumulated surplus, current surplus,
financial autonomy, expenditure rigidity, and net borrowing are 0.044, -0.094, 0.047, 0.504, ad 0.095,
respectively. The data shows that the percentage of PAD* collected by local government covers 4.7% of total
revenues. Besides, the amount used for repaying the debt equals to 9.5% of total PAD. Table 1 panel B also
shows that most of the regents/mayors are men, and most of local government located in outside Java region.
Table 1 below provides information regarding descriptive statistics of this study.

Table 1 Descriptive Statistics
Panel A Continuous Variables

Mean Maximum Minimum Std. Dev. Obs.
Dependent variables
CRR 0.088 0.625 -0.409 0.077 1686
CPR 0.251 2.189 -0.494 0.322 1686
TRR 0.040 2.932 -0.974 0.217 1686
TTR 0.110 0.664 -0.724 0.091 1686
Independent variables
BD 0.154 1.232 -0.350 0.145 1686
PE 0.519 0.798 0.111 0.111 1686
AS 0.044 0.043 -0.381 0.087 1686
CS -0.094 0.729 -1.342 0.104 1686
FA 0.047 0.711 0.000 0.063 1686
ER 0.504 0.792 0.116 0.109 1686
NB 0.095 2.640 0.000 0.294 1686
RG 3.938 5.562 2.049 0.498 1686

Note: CRR = current expenditure rebudgeting; CPR = capital expenditure rebudgeting; TRR = transfer expenditure rebudgeting; TTR =
total expenditure rebudgeting; BD = budget deviation; PE = personnel expenditure; AS = accumulated surplus; CS = current surplus; FA =
financial autonomy; ER = expenditure rigidity; NB = net borrowing; RG = regional GDP.

4 As stated in earlier section above, PAD is local government revenue
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Panel B Dichotomous Variables

Mean Std. Dev. Obs.
EY 0.186 0.389 1686
EY-1 0.073 0.261 1686
EY+1 0.212 0.409 1686
MG 0.959 0.198 1686
GL 0.716 0.450 1686
PY 0.249 0.432 1686

Note: EY = election year; EY-1 = one year before election year; EY+1 = one year after election year; MG = regent/mayor’s gender; GL =
geographical location; PY = presidential election year

Table 2 provides the trend of rebudgeting from 2010 to 2014. From the data shown, rebudgeting is
generally used to increase spending appropriations. The average increase for current spending, capital spending,
transfer spending, and total spending is 92.37%, 88.17%, 54.84%, and 94.24%, respectively. For downward
rebudgeting, the average for current spending, capital spending, transfer spending, and total spending is 7.37%,
11.31%, 20.13%, and 5.30%. Thus, the rest do have the same amount between initial budget and revised budget,
which is 0.26%, 0.52%, 25.03%, and 0.47% for current spending, capital spending, transfer spending, and total
spending, respectively.

Table 2 Trend of Rebudgeting

CRR CPR TRR TTR
Downward revision 7,37%% 11,31% 20,13% 5,30%
Upward revision 92,37%% 88,17% 54,84% 94,24%
Constant 0,26% 0,52% 25,03% 0,47%

Note: CRR = current expenditure rebudgeting; CPR = capital expenditure rebudgeting; TRR = transfer expenditure rebudgeting; TTR =
total expenditure rebudgeting

Table 3 provides information regarding correlation between variables. In table 3, it is exhibited that the
local government financial condition variables do not have significant correlation with election cycle year,
except for expenditure rigidity. The correlation between budget deviation and local goverment financial
condition variables are significant, except for financial autonomy and net borrowing. Personnel expenditure and
local government financial condition variables have significant correlation except for accumulated surplus.
Regent/mayor’s gender do not have significant correlation with local government financial condition variables
except for current surplus and financial autonomy. Budget deviation have significant correlation with
geographical location and personnel expenditure. Regional GDP have significant correlation with geographical
location, regent/mayor’s gender, and personnel expenditure.

Table 3 Correlation Table

CS FA RG AS BD GL MG ER PE EY EY-1 EY+1 PY NB
CSs 1
FA -0.099*** 1
RG -0.122%**  0.5622*** 1
AS 0.026  0.049** 0.075*** 1
BD -0.234*** 0.018 0.025 0.297*** 1
GL -0.000 -0.198*** -0.449*** -0.024  0.132*** 1
MG 0.042* -0.115*** -0.157*** -0.009 0.027 0.182*** 1
ER 0.268*** 0.040*  0.205*** -0.131*** -0.224*** -0.356*** -0.035 1
PE 0.333*** 0.045*  0.214*** 0.031 -0.206*** -0.365*** -0.042* 0.968*** 1
EY 0.016 -0.017 -0.014 -0.094***  -0.048** -0.031 -0.011 0.097***  0.078*** 1
EY-1 0.032 -0.012 0.018 -0.078*** -0.097*** -0.085***  0.015 0.079***  0.071*** -0.107*** 1
EY+1 0.039* 0.001 -0.019 0.124*** 0.044* 0.026  -0.023 -0.026 0.008 -0.224*** -0.147*** 1
PY -0.043*  0.065***  0.057**  0.058** 0.073*** 0.061*** -0.034 -0.188*** -0.163*** -0.253*** -0.160*** 0.074*** 1
NB 0.127 -0.129*** -0.141*** 0.082*** -0.018  0.163***  0.011 -0.107*** -0.081*** 0.022 0.025 0.029 -0.058** 1

Note: CRR = current expenditure rebudgeting; CPR = capital expenditure rebudgeting; TRR = transfer expenditure rebudgeting; TTR =
total expenditure rebudgeting; BD = budget deviation; PE = personnel expenditure; AS = accumulated surplus; CS = current surplus; FA =
financial autonomy; ER = expenditure rigidity; NB = net borrowing; RG = regional GDP; EY = election year; EY-1 = one year before
election year; EY+1 = one year after election year; MG = regent/mayor’s gender; GL = geographical location; PY = presidential election
year . *, ** ***=gjgnificant at 10%, 5%, 1% respectively

Hypothesis Testing

From an explanatory viewpoint, table 4 report the regression coefficient and the significance thresholds for the
fixed-effect.
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From table 4, there is negative effect of budget deviation on rebudgeting. Budget deviation is negative
and strongly significant (p < .01) accross all specifications. Here, hypothesis 1 is generally supported. This result
implies that rebudgeting is a complement process to the budget formulation.

Hypothesis 2a and 2b is supported by election year and regent/mayor gender, but only for partial budget.
More specifically, election year has significant effect on capital spending rebudgeting, one year before election
year has significant effect on transfer spending rebudgeting, one year after election year has significant effect
on total spending rebudgeting, and regent/mayor gender has negative effect on current spending
rebudgeting.Hypothesis 3 is generally supported. Personnel expenditure is negative and significant (p < .1)
accross all specifications except on transfer spending rebudgeting.

Hypothesis 4 is partially supported. For hypothesis 4a, accumulated surplus is significant (p <.1) accross
all specifications except on transfer spending rebudgeting. For hypothesis 4b, current surplus is negative and
significant (p <.1) on current spending and total spending rebudgeting. For hypothesis 4c, local government
financial condition is negative and significant (p < .05) on current spending and total spending rebudgeting. For
hypothesis 4d, expenditure rigidity is negative and strongly significant (p < .01) on transfer spending, but
positively significant (p < .1) on capital spending rebudgeting. For hypothesis 4e, net borroowing is negative
and significant (p < .1) only on transfer spending rebudgeting.Hypothesis 5a is confirmed by the negative and
statictically significant coefficient (p < .1) of regional GDP for capital spending and total spending rebudgeting.

Table 4 Hypothesis Testing

Variable CRR CPR TRR TTR
BD -0.154*** -0.502*** -0.119*** -0.263***
(-10.369) (-7.836) (-2.318) (-18.251)
EY -0.002 0.029* 0.003 0.001
(-0.524) (1.503) (0.183) (0.154)
EY-1 -0.004 0.000 0.039** 0.002
(-0.551) (0.006) (1.749) (0.387)
EY+1 0.002 -0.005 -0.008 0.007**
(0.392) (-0.271) (-0.572) (1.808)
MG -0.020* 0.0187 -0.005 -0.002
(-1.411) (0.297) (-0.103) (-0.145)
PE -0.278*** -1.630*** 0.132 -0.480***
(-3.017) (-4.095) (0.427) (-5.366)
AS 0.205%** 0.862*** 0.106 0.379***
(7.036) (6.858) (1.082) (13.426)
CS -0.115%** -0.075 -0.059 -0.475***
(-3.798) (-0.579) (-0.591) (-16.181)
FA -0.163** -0.009 -0.152 -0.167**
(-1.750) (-0.022) (-0.469) (-1.837)
ER -0.014 0.962*** -0.430* -0.079
(-0.154) (2.396) (-1.382) (-0.876)
NB 0.006 -0.028 -0.063*** -0.001
(0.751) (-0.833) (-2.369) (-0.137)
RG 0.006 -1.743%** -0.101 -0.228***
(0.184) (-12.339) (-0.897) (-7.184)
PY -0.004 0.064*** 0.020 -0.008**
(-0.811) (3.043) (1.229) (-1.709)
Observations 1831 1825 1692 1831
R? 0.535 0.482 0.369 0.687
Adjusted R? 0.362 0.289 0.117 0.569
F-statistic 3.087 2.489 1.462 5.874
Prob (F-Stat) 0.000 0.000 0.000 0.000

Note: CRR = current expenditure rebudgeting; CPR = capital expenditure rebudgeting; TRR = transfer expenditure rebudgeting; TTR =
total expenditure rebudgeting; BD = budget deviation; PE = personnel expenditure; AS = accumulated surplus; CS = current surplus; FA =
financial autonomy; ER = expenditure rigidity; NB = net borrowing; RG = regional GDP; EY = election year; EY-1 = one year before
election year; EY+1 = one year after election year; MG = regent/mayor’s gender; PY = presidential election year. *, **, ***=gjgnificant at
10%, 5%, 1% respectively.

DISCUSSION

From the descriptive part showing how rebudgeting’s trend is, the results of this study indicate that upward
revisions to the budget are more frequent than downward revisions. It presences in all specifications with highest
upward revision percentage (94.24%) goes to total expenditure budget, while the lowest percentage (54.84%)
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goes to transfer expenditure budget. These results are in line with Dougherty et al. (2003). The increases indicate
that the budget administrator tend to set the initial expenditure budget low. Time available to formulate the
initial budget could also contribute to this matter; short period given in formulating the budget could lead the
planner and budget administrator to copy previous year’s budget then add or cut some activities for next year’s
budget. Boyne et al. (2000) defines this behavior as incrementalism, mainly for the first description: budget are
usually characterized as incremental if the departure from the previous year’s expenditure base is small.

In this regard, we measure degree of incrementalism by budget deviation. Our result indicates that degree
of incrementalism significantly affects rebudgeting negatively. This result confirms the previous study of
Anessi-Pessina et al. (2012) who find significnat association between budget deviation and rebudgeting. They
also state that the result is in line with the fact that rebudgeting is complementary to initial budget formulation.

The result of this study provides evidence that election year singificantly contributes to different parts of
rebudgeting: (1) election year significantly influences current spending rebudgeting, (2) one year before election
year has significant effect on transfer spending rebudgeting, and (3) one year after election year significantly
affects total spending rebudgeting. These results partially prove the presence of political budget cycle and
slightly different from Sjahrir et al. (2013) who find the relationship between years elapsed after election and
current expenditure rebudgeting. Toward the election, regent/mayor attempts to raise public’s vote by increasing
transfer expenditure for community-village fund and for political parties aid. After the election, elected
regent/mayor tends to revise the initial budget to catch with his/her vision and mission statements. This study
also provides that regent/mayor’s gender negatively affects current spending rebudgeting. This result confirms
Fox and Schuhmann (1999) who find that as local government manager, women and men act differently. In
decision making process, women managers consider more about budgetary constraints, accordance with city
norms, and public opinion; while men manager rely on input from their staffs. By considering city norms and
public opinion, women emphasize on preserving the community and serving what residents want. Those
alignment results in more employment for women in local government environment. Saltzstein (1986) points
out about the benefit of having female mayors: more municipal government employment for women. Increasing
female staffs in government employment might lead to higher current spending needs; thus rebudgeting on
current expenditure is needed.

Previous study conducted by Anessi-Pessina et al. (2012) found that personnel expenditure, which reflect
the organization’s size, do not affect rebudgeting. The result of this study provide the different evidence. The
result shows that personnel expenditure negatively affect rebudgeting on current, capital, and transfer spending.
The amount of personnel expenditure might indicate the complexity scale of one organization. Bigger
organization tends to be more rigid and overly bureaucratic, thus slower the rebudgeting process which might
cause fewer rebudgeting.

The result of this study provides evidence that accumulated surplus positively affects rebudgeting on
current, capital, and total spending. This study confirms Dougherty et al. (2003) that budget surplus is used
significantly for capital spending activities. However, Anessi-Pessina et al. (2012) find that accumulated surplus
and rebudgeting have negative correlation.

For current surplus, the result shows that it negatively affects rebudgeting on current and total spending.
Thus, the bigger difference between revenue and expense, the fewer rebudgeting has done on current and total
spending. The more flexibilities hold by the local government in initial budget planning and formulation which
lead to fewer rebudgeting on current year can be the explanation.

In their study, Anessi-Pessina et al. (2012) point out negative relationship between financial autonomy
and rebudgeting on capital spending. It provides evidence about negative effect of financial autonomy on current
rebudgeting and total spending rebudgeting. Local governments with higher PAD is more likely to enjoy well-
build infrastructure and adequate human resources. Thus, budget planning and formulation would be well-
targeted and fewer rebudgeting would be done on current year.

This study provides evidence about positive effect of expenditure rigidity on capital spending but
negative effect on transfer spending rebudgeting. It is tally with Anessi-Pessina et al. (2012) who found positive
effects between expenditure rigidity and rebudgeting on current spending. This study also povides evidence
about negative effect of net borrowing on transfer spending rebudgeting. It is more likely that borrowing drives
the local government to be more conservative in formulating the initial budget, including transfer spending.
However, Anessi-Pessina et al. (2012) point out negative offect of net borrowing on capital spending
rebudgeting.
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Further, the result of this study provides evidence that regional GDP has negative effect on capital and
total spending rebudgeting. As an indicator to evaluate how far the economic development has been done in an
area, regional GDP could also capture the infrastructure in that area. Local government with lower regional
GDP does more mid-year adjustment on capital and total spending. This might arise from obstacles emerged
from less-adequate human resource and infractructures in formulating the initial budget.

CONCLUSIONS

The purpose of this study is to investigate the determining factors of rebudgeting using a panel data set of local
governments in Indonesia over a period of 2010-2014. The findings shows that both internal and external factors
have significant effects on rebudgeting. The findings document degree of incrementalism negatively affects
rebudgeting. Planning and formulation of the initial budget has been accomodate budget needs, thus fewer
rebudgeting has been done on current year. For political variable, election years positively affect rebudgeting
but not for all specification; while regent/mayor’s gender has negative effect on rebudgeting. Toward the
election, regent/mayor attempt to raise public’s vote by increase transfer. After the election, elected
regent/mayor tend to revise the initial budget to catch with his vision and mission statements.Organizational
feature has negative effect on current, capital, and total expenditure rebudgeting. Bigger organizations are likely
to be more rigid and more procedural in doing mid-year adjustment.

For local government financial condition, accumulated surplus has positive effect on current, capital, and
total expenditure rebudgeting; current surplus and financial autonomy has negative effect on surrent and total
expenditure rebudgeting; expenditure rigidity has positive effect on capital expenditure but negative on transfer
expenditure rebudgeting; and net borrowing has negative effect on transfer expenditure rebudgeting. Local
socioeconomic environment negatively affect capital and total expenditure rebudgeting. Regional GDP reflects
the infrastructure condition of a local government. Local governments with smaller regional GDP tend to have
less adequate human resource and infrastructure. Thus, insufficiency in the initial budget formulating is common
for those regions.

The current study extends the findings from Anessi-Pessina et al (2012) into four aspects: current
spending, capital spending, transfer spending and total spending. Therefore, the current study contributes to the
more comprehensive understanding of rebudgeting, especially in the context of developing countries like
Indonesia. The result of the study also confirms that budget deviation have significant effect on total spending
rebudgeting and also for each component current, capital and transfer spending. Thus, it is important to analyze
budget deviation for rebudgeting process.

The results of the study also have practical implications. First, rebudgeting has yearlong process (Anessi-
Pessina et al., 2012). Therefore it is important to consider the effect of internal and external factors on the
rebudgeting process. Second, budget deviation has negative effect on rebudgeting process. Thus, the higher
budget deviation will decrease the rebudgeting of local government spending. It is important to consider budget
deviation to predict rebudgeting. Further, total spendings are affected by several factors such as personnel
expenditure, accumulated surplus, current surplus, presidential election year and regional GDP. Thus, there is
significant effect of presidential election year on the rebudgeting process.

REFERENCES

2011, Peraturan Menteri Dalam Negeri Nomor 21 Tahun 2011 tentang Perubahan Kedua atas Peraturan Menteri
Dalam Negeri Nomor 13 Tahun 2006 Tentang Pedoman Pengelolaan Keuangan Daerah [Minister of Home
Affairs Regulation No. 21/2011 on Second Amendment of Minister of Home Affair Regulation No. 13/2006 on
Local Government Financial Management Guide]

2013, Undang-undang Nomor 17 Tahun 2003 tentang Keuangan Negara [Law No. 17/2003 on State Finance].

2015, Peraturan Menteri Dalam Negeri Nomor 56 Tahun 2015 tentang Kode dan Data Wilayah Administrasi
Pemerintahan [Minister of Home Affairs Regulation No. 56/2015 on Code and Data of Governmental
Administration Region].

150



Factors Affecting Rebudgeting in Local Government

Alesani, D 2012, ‘Rethinking Budgeting as Continuous Process’, Public Administration Review, vol. 72, no. 6, pp.
885-886.

Anessi-Pessina, E. & Sicilia, M 2015 ‘Biased Budgeting in the Public Sector: Evidence from Italian Local
Governments’, Local Government Studies, vol. 41, no. 6, pp. 819-840.

Anessi-Pessina, E, Barbera, C, Sicilia, M & Steccolini, | 2016, ‘Public sector budgeting: a European review of
accounting and public management journals’, Accounting, Auditing & Accountability Journal, vol. 29, no. 3,
pp. 491-519

Anessi-Pessina, E, Sicilia, M & Steccolini, 1 2012, ‘Budgeting and Rebudgeting in Local Governments: Siamese
Twins?’, The American Society of Public Administration, vol. 72, no. 6, pp. 875-884.

Anessi-Pessina, E, Sicilia, M & Steccolini, | 2013, ‘Rebudgeting: Scope, Triggers, Players’, Budgetary Research
Review, vol. 5, no. 1, pp. 15-29.

Azzimonti, M, Battaglini, M & Coate, S 2016, ‘The costs and benefits of balanced budget rules: Lessons from a
political economy model of fiscal policy’, Journal of Public Economics, vol. 136, pp. 45-61.

Besley, T & Coate, S 2003, ‘Centralized versus decentralized provision of local public goods: a political economy
approach’, Journal of Public Economics, vol. 87, no. 12, pp. 2611-2637.

Bingham, RD 1978, ‘Innovation, Bureaucracy, and Public Policy: A Study of Innovation Adoption by Local
Government’, Western Political Quarterly, vol. 31, no. 2, pp. 178-205.

Blondal, JR, Hawkesworth, |1 & Choi, HD 2009, ‘Budgeting in Indonesia’, OECD Journal on Budgeting, vol. 9, no.
2, pp. 49.

Boyne, G, Ashworth, R & Powell, M 2000, ‘Testing the Limits of Incrementalism: An Empirical Analysis of
Expenditure Decisions by English Local Authorities, 1981-1996°, Public Administration, vol. 78, no. 1, pp. 51-
73.

BPS 2016, (Metode Baru) Indeks Pembangunan Manusia Menurut Kabupaten/Kota [(New Method) Human
Development Index by Manucipality]. Badan Pusat Statistik [Statistics Indonesia], viewed 9 January, 2017,
<https://www.bps.go.id/linkTableDinamis/view/id/1211>.

BPS 2016, PDRB ADH Berlaku Menurut Pengeluaran (2010=100) [GDRP at Current Market Prices by Expenditure
(2010=100)], Badan Pusat Statistik  [Statistics Indonesia], viewed 9 January, 2017,
<https://www.bps.go.id/linkTableDinamis/view/id/1228>.

Caiden, N 1981, ‘Public Budgeting Amidst Uncertainty and Instability’, Public Budgeting and Finance, vol. Spring,
pp. 6-19.

Chortareas, G, Logothetis, V & Papandreou, AA 2016, ‘Political Budget Cycles and Reelection Prospects in Greece’s
Municipalities’, European Journal of Political Economy, vol. 43, pp. 1-13.

Cornia, GC, Nelson, RD & Wilko, A 2004, ‘Fiscal Planning, Budgeting, and Rebudgeting Using Revenue
Semaphores’, Public Administration Review, vol. 64, no. 2, pp. 164-179.

Dougherty, MJ, Klase, KA & Soo, GS 2003, ‘Managerial Necessity and the Art of Creating Surpluses: The Budget-
Execution Process in West Virginia Cities’, Public Administration Review, vol. 63, no. 4, pp. 484-97.

Forrester, JP 1993, ‘The Rebudgeting Process in State Government: The Case of Missouri’, American Review of
Public Administration, vol. 23, no. 2, pp. 156-78.

Forrester, JP & Mullins, DR 1992, ‘Rebudgeting: The Serial Nature of Municipal Budgetary Processes’, Public
Administration Review, vol. 52, no. 5, pp. 467-73.

Forrester, JP & Adams, GB 1997, ‘Budgetary Reform through Organizational Learning: Toward an Organizational
Theory of Budgeting’, Administration & Society, vol. 28, no. 4, pp. 466-88.

Fox, RL & Schuhmann, RA 1999, ‘Gender and Local Government: A Comparison of Women and Men City
Managers’, Public Administration Review, vol. 59, no. 3, pp. 231-242.

Gilens, M 1988, ‘Gender and Support for Reagan: A Comprehensive Model of Presidential Approval’, American
Journal of Political Science, vol. 32, no. 1, pp. 19-49.

Heller, MPS 2005, Understanding fiscal space, International Monetary Fund.

Lu, H & Facer, IIRL 2004, ‘Budget Change in Georgia Counties: Examining Patterns and practices’, American Review
of Public Administration, vol. 34, no. 1, pp. 67-93.

Mardiasmo 2002, Akuntansi Sektor Publik, Penerbit Andi: Yogyakarta.
Miller, G 2018, Performance based budgeting, Routledge.

151



International Journal of Economics and Management

Norris, P 2000, ‘The Gender Gap: Old Challenges, New Approaches’, Women and American Politics: New Questions,
New Directions, pp. 146-170.

Saltzstein, GH 1986, ‘Female Mayors and Women in Municipal Jobs’, American Journal of Political Science, vol.
30, no. 1, pp. 140-164.

Schick, A 2015, ‘The road to PPB: The stages of budget reform’, in Public Budgeting (pp. 39-56), Routledge.

Sedmihradska, L & Hruza, F 2014, ‘Rebudgeting in Czech towns’, Ekonomicka Revue: Central European Review of
Economic Issues, vol. 17, no. 3, pp. 101-109.

Setiawan, D & Rizkia, F 2017, ‘Political Budget Cycles in Municipalities: Evidence from Indonesia’ International
Journal of Business and Society, vol. 18, no. 3, pp. 533-546.

Shi, M. & Svensson J 2006 ‘Political Budget Cycles: Do They Differ across Countries and Why?’, Journal of Public
Economics, vol. 90, no. 8, pp. 1367-1389.

Sjahrir, BS, Kis-Katos, K & Schulze, GG 2013, ‘Political Budget Cycles in Indonesia at The District Level’, Economic
Letters, vol. 120, pp. 342-345.

152



8/19/2019 International Journal of Economics and Management

International Journal of Economics and
Management

Country Malaysia - [[[] SIR Ranking of Malaysia 1 4
Subject Area and Category  Business, Management and Accounting
Business and International Management

Strategy and Management
H Index

Economics, Econometrics and Finance
Economics, Econometrics and Finance (miscellaneous)
Publisher  Universiti Putra Malaysia
Publication type  Journals
ISSN  1823836X

Coverage 2006-ongoing

@ How to publish in this journal

(D Join the conversation about this journal

Quartiles

EconomiCS’ Econometrics and Finance (mlsce"aneOUS) ..........

2007 2009 2011 2013 2015 2017

SJR + Citations per document +

a A

https://www.scimagojr.com/journalsearch.php?q=11300153718&tip=sid&clean=0 1/2


https://www.scimagojr.com/journalrank.php?country=MY
https://www.scimagoir.com/rankings.php?country=MYS
https://www.scimagojr.com/journalrank.php?area=1400
https://www.scimagojr.com/journalrank.php?area=2000
https://www.scimagojr.com/journalrank.php?category=1403
https://www.scimagojr.com/journalrank.php?category=1408
https://www.scimagojr.com/journalrank.php?category=2001
https://www.scimagojr.com/journalsearch.php?q=Universiti%20Putra%20Malaysia&tip=pub
http://www.ijem.upm.edu.my/submission.htm
https://www.scimagojr.com/journalsearch.php?q=11300153718&tip=sid&clean=0#wp-comments-response

8/19/2019 International Journal of Economics and Management

v

0.8
Total Cites Self-Cites +
80
0.6
40
0.4
0
2006 2008 2010 2012 2014 2016 2018 02
External Cites per Doc Cites per Doc + % International Collaboration +
0.8 40
0.4 /\N 20 M
0 0
2006 2008 2010 2012 2014 2016 2018 2006 2008 2010 2012 2014 2016 2018
Citable documents Non-citable documents -} Cited documents Uncited documents +
180 180
90 90 ‘
0 0
2006 2008 2010 2012 2014 2016 2018 2006 2008 2010 2012 2014 2016 2018
International Journal of Show this .W|dget in your
Economics and.. own website

Busi d
Q 3 |n:2:::;$a| Just copy the code below and

Management paste within your html code:
best quartila

S|R 2018
S

powered by sCimagajr.com

https://www.scimagojr.com/journalsearch.php?q=11300153718&tip=sid&clean=0 2/2



Doddy_Int Journal of Ec and
Management

by Doddy Setiawan

Submission date: 06-Jul-2019 07:14AM (UT C+0700)

Submission ID: 1149519739

File name: overnment_From_organizational_feature_to_political_variables .pdf (574 .31K)
Word count: 7918

Character count: 45618



Int. Journal of Economics and Management 13 (1) 139-152 (2019)

h ‘ International Journal of Economics and Management
| Journal homepage: http:/swww.ijem. upm. edumy

Factors Affecting Rebudgeting in Local Government: From

Organizational Feature to Political Variables

WAHYU WIDYANINGRUM?, DODDY SETIAWAN"
RAYENDA KHRESNA BRAHMANA"

“Universitas Sebelas Marel, Indonesia
"Univesiti Malaysia Sarawak, Malaysia

ABSTRACT

This study aims to examine the determining factors of rebudgeting in Indonesia local
government. Incrementalism degree. political variables, organizational feature, local
government financial condition, and local socioeconomic environment are tested as the
factor for Indonesia local govemnment rebudgeting for period of 2010-2014. Using panel
regression approach, the findings show that internal factors as well as external factor do
aflect rebudgeting in various ways. Degree of incrementalism has negative effect; political
variable has positive effect during election years, but has negative effect according to
regent/mayor gender; organizational feature and local government financial condition have
negative effect for current surplus. Meanwhile, financial autonomy and net borrowing has
positive effect for accumulated surplus: and lastly. local socioeconomic environment has
negative effect on rebudgeting.

JEL Classification: H11; H72; D73: P16

Keywords: Rebudgeting; Degree of Incrementalism; Organizational Feature; Local

Government Financial Condition; Local Socioeconomic Environment

Article history:

19 October 2018

Accepted: 2 May 2019

" Corresponding author: Email: brkhresna@unimas.my

139




International Joumnal of E icsand M

INTRODUCTION

Annual Budget is an important planing tool for public sector or government-based organizations. This budget
1s guidance for targeted economy growth plan and policy formulation as previously stated in the government
visions and missions (Forrester and Adams, 1997. Mardiasmo, 2002). However, as the economy ecosystem
becomes more uncertain, the budget is less predictable. Those uncertainties could arise from many factors such
as an annual perspective, problems in forecasting, centralization and bureaucratic controls, size and complexity,
and eroston of accountability (Caiden, 1981; Mardiasmo, 2002). One of the major sources of those uncertainties
is revenue forecast (Cornia et al., 2004). The shocks from revenue forecast force local government to do
rebudgeting. Intriguingly, that rebudgeting process is closely associated with non-market factors such as
incrementalism degree, political variables, organizational feature, local government financial condition) and
local socioeconomic environment (Anessi-Pessina et al., 2013). In a more decentralistic system, the process
may have more red-tape process due to the conflict of interest between federal politicians and local politicians,
the legislature issue, and the differences in tastes for public spending from federal targets (Besley and Coate,
2003), especially. if that system is adopted in developing countries with less governance, bad monitoring system,
and open opposition like Indonesia.

Indonesia adapted decentralistic government system. hence, the budget system accomodates two
rebudgeting process, which are: (1) state budget (Anggaran Pendapatan dan Belanja Negara, henceforth
APBN), and (2) local government budget (Anggaran Pendapatan dan Belanja Daerah, henceforth APBD). As
shown in Figure 1, APBN and APBD portray rebudgeting trends over the period 2010-2014. APBN rebudgeting
trend tends to increase from 2010-2012, then decrease for the next two years. This trend appears for all
specifications (current spending, capital spending, transfer spending, and total spending). Meanwhile, APBN
rebudgeting on transfer spending has been decreased from 2010-2014. In the other hand, the local government
rebudgeting - APBD rebudgeting - show increasing trends from 2010-2011, decreasing for 2012, then increasing
from 2013-2014. This trend appears for all specifications in rupiah and also for current spending rebudgeting in
percentage. Other specifications in percentage have different pattern: rebudgeting on capital spending has
decrease-increase-decrease pattern, transfer spending has decrease-then-increase pattern, and total spending has
increase-decrease pattern.

Panel A Trend of Rebudgeting in APBN
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Panel B Trend of Rebudgeting in APBD
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Figure 1 Trend of Rebudgeting in APBN and APBD

Indonesia offers unique research setting for this public sector finance issue in three ways. First, even
though Indonesia is not a federal-state country (e.g., US or Malaysia), it allows the local government to have
full authority in budgeting process. The central government (more known as federal in US or Malaysia) gives
rights, authorities and obligations for the autonomous regions to regulate and manage their own governmental
affairs. Even though so, the interests and public financing of local communities have to be tally and have to
follow the legislations and acts made by both central government and local government. This system gives the
delegation of authority by the central government to the central government's fittings located in the area to hold
certain affairs with a power deconcentration, which is rarely found in other countries. Second, local government
budget has to be audited annually by the auditors from central government. Even though local government has
rights and authorities in managing their budget, central government may intervene the process through the
domestic’home affair ministry based on the auditor’s report. Third, Indonesia has interesting institutional setting
where there are lot conflict of interests among the stakeholders of the local government. This causes the huge
gap between one local government and other local governments. For example, several local governments in
Indonesia are leaded by family-based politicians, have big size of organization with limited source of income.
have enormous income sources, or have established public infrastructure compared to other local governments.
This may lead to different rationale for rebudgeting of one local government to another local government.

Those unique characteristics from Indonesia may give new insight for this area of research considering
most of rebudgeting research findings were conducted within developed countries countries such as USA
(Forrester and Mullins, 1992: Forrester, 1993 Dougherty et al.. 2003) and Italia (Anessi-Pessina et al., 2013:
Annesi-Pessina and Sicilia, 2015; Sedmihradska and Hruza, 2014). This study is different from previous studies
in several ways. First, most studies have investigated the magnitude of rebudgeting in the sense of exploratory
perspective (i.e. Dougherty et al., 2003: Forrester and Mullins 1992), this study is go beyond exploratory
perspective but includes the explanatory of rebudgeting as the continuous process of budget execution and
revisions. Therefore, this study investigates the explanatory variables that have been identified as relevant by
the literature on public sector finance. Second. this study offers more interesting background in regards of
political factors. For instance, the rebudgeting in a local government may have a suddent incremental due to
corruption. There were several case where incremental expenditure was followed by the arrested of governors/
heads of local government. In fact, several local governments had more than four times of arrested governors
leading to disruption in budgeting process.

In sum., this research aims to test some hypothesis on the potential factors which might affect rebudgeting
practices in local government. We follow research conducted by Anessi-Pessina et al., (2012) to test that
hypothesis about the effect of internal and external factors on rebudgeting. The rest of this paper is structured
as follows. First. we reviews the relevant literature and develop the hypothesis. Second. we discuss the
background on Indonesian local government and their budgeting rules. Third, we present the specifies data and
methods, followed by an explanation of the finding. Lastly, we conclude the findings of the study.
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LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT

Schick (2015) and Miller (2018) defines budgeting as a process for systematically relating the expenditure to
the accomplishment of planned objectives. This process determines how the organization collects the resources
and allocates them in accordance to the organization’s goals. Generally, budget system has three functions,
which are: planning function, management of ongoing activities, and spending control (Schick, 2015; Miller,
2018). From the view of budget process, it includes some steps from preparation. collection. submission,
execution, to audit and evaluation (Lu and Facer, 2004). Planning 1s linked most closely to budget preparation
and formulation, management process is spread out over the entire budget cycle, and control is dominant during
budget execution. However, over the entire budget process, all processes are rarely given equal attention; budget
execution often received less attention compared to the budget formulation process (Anessi-Pessina etal., 2012;
Schick, 2015).

One step of budget execution is rebudgeting. Dougherty et al., (2003) explain that during budget
execution, administrators are given some flexibilities to ensure whether they consistently comply the efficiency
and effectivity rules or not. Those flexibilities are visible through a process called rebudgeting. Another
important role of rebudgeting is to allocate unexpected revenues or to cut the expenditure due to certain
circumstances or shocks (Cornia et al., 2004).

Alesani (2012) defines rebudgeting as a process in which a management orientation toward planning and
emergency response 1s displayed. Further, he also characterized rebudgeting as power struggle between elected
representatives and managers. This power struggle is often informal and elusive. Meanwhile, Anessi-Pessina et
al., (2013) defines rebudgeting as a way used by government to meet the objectives of budgeting, including
flexibility and predictability. Annesi-Pessina and Sicilia (2015) argue that the rebudgeting process in Italy is
less transparent compare to the initial process of local government budgeting process.

This local government rebudgeting topic has been extensively conducted within developed countries
context. For instance, Forrester and Mullins (1992) conducted a research in 91 U.S. central cities in 1990 and
found that rebudgeting tend to be less visible compared with the budget itself and primarily generated by
technical problems, not political concerns. They also stated that the minicipalities government used rebudgeting
to adjust the program and to accomplish management’s needs in a changing environment. Forrester (1993)
examined rebudgeting in Missouri U.S., and its finding indicated that rebudgeting at the state level is done
primarily for managerial and environmental reasons. Dougherty et al. (2003) used data from cities in West
Virginia U.S. in 1997 and found that budget adjustment during the fiscal year followed an ‘increase then
decrease’ pattern. This research also explained that budget adjustment resulted from a need to balance the budget
in facing uncertainty of revenue forecast. Anessi-Pessina et al. (2013) investigated municipalities in Italia and
found out that the main reason of doing rebudgeting correlated with the policy decided by the higher level
government. This study also stated that rebudgeting is perceived as a favourable contribution to the
municipality’s planning and control system. Further, Annesi-Pessina et al. (2016) argue for more research on
the public budgeting such as rebudgeting process, especially engage it with political context.

The effect of degree of incrementalism on the formulation of initial budgeting on rebudgeting

Incrementalism is defined as adherence to the budgetary norms (Boyne et al., 2000; Anessi-Pessina etal., 2016).
Theoretically, the description of budgetary outputs, description of budgetary processes, and the impact of
processes on outputs are the common approach to identify incrementalism. Our hypothesis follows Alesani
(2012) and Anessi-Pessina et al. (2016) who argue that it is common for budgeting to be incremental. The more
incremental the budgeting process, the more the rebudgeting process is done to face organization’s emerging
needs and initiatives. Here, we use budget deviation to capture the degree of incrementalism. The less budget
deviations present, the more incremental the budgeting process, the more rebudgeting process needed.
Therefore, we hypothesize:

Hypothesis 1: Negatively budgel deviation affects rebudgeting

The effect of political variables on rebudgeting

Shi and Svensson (2006) argue that budget process is affected by political cycle. Sjahrir et al. (2013), and

Setiawan and Rizkia (2017) support it by showing that political budget cycles do present in Indonesian local
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government, especially when direct election applied. Chortareas et al. (2016) show the presence of political
budget cycle in Greece as an increasing investment spending, total spending, and debt revenue; which is
perceived as an favourable for the incumbent when he run for reelection again. Management has also been done
rebudgeting because of political priority change (Anessi-Pessina et. al., 2013). Therefore, this research
hypothesizes:

Hypothesis 2a: election year positively affects rebudgeting

Norris (2000) and Funk and Phillips (2019) explained the concept of gender-gap which has been used to
cover a diverse range of political phenomenon at mass and elite levels. Gilens (1988) stated that there is gender
difference in policy preference. Men tend to support increasing defense and military spending, while women
prefer an increase in government service, employment, and health spending for people. Meanwhile, Funk and
Phillips (2019) found that women mayors spent more budget on traditionally women issues such as education
equality, health care, social assistance rather than budgeted for transportation and urban development. Hence,
we hypothesize:

Hypothesis 2b: regent/mayor’s gender positively affects rebudgeting.

The effect of organizational features on rebudgeting

According to Anessi-Pessina et al. (2012). big organization tends to be more complex and less organized because
of its wide scale and variety of its activities. As a consequence, it needs more rules and procedures which in
turn make it slower to reach the consencus required to revise the budget. The big and complex government
organizations also face the same problems; they tend to need to revise the budget but the rules and procedures
hampered them. Therefore, we hypothesizes:

Hypothesis 3: personnel expenditures negatively affect rebudgeting.

The effect of local government financial condition on rebudgeting

Dougherty et al. (2003) concludes that the surpluses accumulated to the next year’s budget affect rebudgeting
in current spending as well as capital spending. The biggest rebudgeting amount comes from current spending,
while the biggest rebudgeting percentage comes from capital spending. Those surpluses resulted in more fiscal
space in the formulation of initial budget. Fiscal space could be generated from two types of surplus: one type
of surplus is implicitly written into revenue estimates, the other type is not evident until the end of the fiscal
year. First type is classified as current surplus, the latter is classified as accumulated surplus. The larger fiscal
space gives budget administrator more flexibilities which caused smaller rebudgeting possibilities. Hence, this
study hypothesizes

Hypothesis 4a: accunlated surplus negatively affect rebudgeting;
Hypothesis 4b: current surplus negatively affect rebudgeting;

Higher degree of financial autonomy defined by the more local own-source revenue scaled to total
revenue. Total revenue could be sourced from local own-source revenue, transfer revenue, and other lawful
local revenue resources. Higher revenue, in this case is local own-source revenue from tax and fees charged for
service provided, would give the government sufficient revenue to fund their expenditures. Higher local own-
source revenue would support the local government to formulate initial budget with higher degree of certainty,
which in turn would decrease mid-year adjustment.

Hypothesis 4c: financial autonomy negatively affect rebudgeting;

Additionally, less nondiscretionary spending might also generate larger fiscal space. (Heller, 2005:
Azzimonti et al, 2016). Nondiscretionary spending characterized with higher degree of rigidity, such as
personnel expenditures, interest expenditures, and debt repayment expenditures. Lesser nondiscretionary
spending generates larger fiscal space, gives budget administrator more flexibilities which caused smaller
rebudgeting possibilities. Hence,
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Hypothesis 4d: expenditure rigidity negatively affect rebudgeting;

Local governments also rely on other source of revenue: local government borrowing. Anessi-Pessina
and Sicilia (2015) found that the more net borrowing made, the more flexibilities present; it gives the budget
administrator more spaces which caused smaller rebudgeting possibilities. Therefore, we hypothesize:

Hypothesis 4e: net borrowing negatively affect rebudgeting.

The effect of local socioeconomic environment on rebudgeting

Bingham (1978) conducted a study about public policy in municipalities in U.S. and found that socioeconomic
characterictics could impact policy decided by the government. The characteristics defined by geographical
location, race, and size of municipalities. Lu and Facer (2004) examined several factors affecting budget change,
classified as internal and external factors. Internal factors include number of employees. number of budget
analysts, form of government, and the fiscal health of the government; external factors include technological
conditions, legal conditions, demographic conditions, ecological conditions. and cultural conditions.

In this study, local socioeconomic environment defined by regional GDP and geographical location (Java
region/non-Java region). Regional GDP describes economie condition of local government, which might affect
rebudgeting. Regional GDP has been used as economic indicator to determine the rate of economic
development. Local government with higher regional GDP tends to have better infrastructure and human
resources, as well as better quality of planning and budget formulation; which in turn might decrease mid-year
adjustment.

Hypothesis 5a: net GDP affect rebudgeting negatively;

Geographical location difference affected infrastructure condition. Here, we use proxy Java region and
non-Java region. According to the data of Statistics Indonesia (Badan Pusat Statistik, BPS), regional GDP of
2014-2016 period in Java region averaged Rp279.194 million: while regional GDP in non-Java region averaged
Rp43.131 million. Further, Human Development Index of 2010-2015 for Java region and non-Java region
averaged 70.96 and 66.31 respectively. Hence, we assume that local governments in Java region tend to have
better infrastructure and human resources, as well as better quality of planning and budget formulation. Those
geographical gap would bring differences in rebudgeting.

Hypothesis 5b: geographical location affect rebudgeting positively;

BUDGETING AND REBUDGETING IN INDONESIAN LOCAL GOVERNMENT

Indonesia has some levels of government: the central government, 34 provinces—including two special regions
and a special capital city region—, approximately 510 regencies and cities (henceforth local government), 7.094
subdistricts, and 82.445 villages'. Each local government has a regent/mayor and a region/city council
representing the executive and legilative power in local authorities. Those the regents/mayors and the region/city
councilors are elected directly by the people in every five vears.

Indonesia local governments have some sources of revenues, which are: (a) local own-source revenue
(Pendapatan Asli Daerah, henceforth PAD), (b) transfer revenue, and (c) other lawful local revenue. PAD
includes local taxes and fees charged for service provided. Transfer revenue could be sourced from central
government as well as from provincial level. It also can be in the form of special grant. Between 2010 and 2014,
PAD of local governments in Indonesia averaged only 8.35 percent of their total revenues.

Indonesia started adopting performance-based budgeting since 2003 as enacted in National Acts No.
17/2003 about National Finance (Undang-undang Keuangan Negara). This law urges government organizations
to formulate the budget consistent with the planned program. As for local government, they need to comply
with another enactment® leading to more red-tape process. However, though the law has ruled everything about

' According to the Minister of Home Affairs Regulation namely: Peraturan Menteri Dalam Negeri No. 56/2015).
? For instance is Minister of Home Affairs Regulation namely: Peraturan Menteri Dalam Negeri No. 21/2011
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performance-based budgeting, one still can view an emphasis on a great level of detail on an input basis in the
budget document (Blondal et al., 2009).

As for formulation process of APBD?, each local government work unit is required to prepare its budget
and work plans before it is drafted for higher level in regent/mayor and city council. The budget from each unit
will be compiled and checked in regent/mayor office, then used as draft. Note that this draft has to be
transformed as a regulation. Regent/mayor submit draft of APBD to city council to get approval. That approved
drafl is enacted to be regulation on APBD. In short, that APBD will be a single regulation made and approved
by both executive and legilative of local government. Therefore, the rebudgeting process may take political and
non-market factors to be done.

Interestingly, the decentralistic policy in Indonesia allows each local government to have different
rebudgeting regulation and rebudgeting draft from other local governments. Yet, the classification of
rebudgeting includes funds transferred between expenditure object detail, funds transferred between expenditure
object, also rebudgeting arose from laws and regulations as well as central government strategic policy.

RESEARCH METHODSAND DATA

To test the hypotheses presented earlier, we employed a panel data set of 485 local govemment in Indonesia
over the period 0f 2010-2014. Final sample consists of 1,680 local government-year observations due to missing
or unobserved data.

The budget-related data sets, consist of initial budget and year-end statement from audited financial
statement, are collected from various sources. The initial budget for each local government was downloaded
from the Directorate General of Fiscal Balance’s web site, while the audited financial statement was published
every year by Supreme Audit Agency (Badan Pemeriksa Keuangan). This study analyzed rebudgeting separately
for operational spending, capital spending, transfer spending, and total spending except for unforeseen spending.
Unforeseen spending was disregarded because its rebudgeting depends on external circumstances such as
natural and social disaster. For each of the rebudgeting titles, the dependent variable was defined as the
percentage change between the year-end statement (revised) and the initial budget. The measurement of
rebudgeting refers to Anessi-Pessina et al. (2012).

The independent variables were classified as internal and external factors. Internal factor consists of
degree of incrementalism, politics variable, organizational feature. and local government fiscal condition; while
external factor consists of local socioeconomic environment. The degree of incrementalism in the formulation
of initial budget was measured by the budget deviation. defined as the initial budget scaled by the previous
year’s actual expenditures (Anessi-Pessina et al., 2012).

For political variable, the election cycle was measured by one year before regent/mayor election year,
election year, and one year after election year (Anessi-Pessina et al., 2012; ; Setiawan dan Rizkia, 2017; Sjahrir
etal., 2013). Those three variables are operationalized through a set of dummy variables. To capture the eflect
of regent/mayor’s gender, we introduced the gender variable, which also operationalized through dummy
variable.

For organizational feature, this study used personnel expenditures to capture organization’s size and
complexity. This variable defined as actual personnel expenditures scaled by actual total expenditures (Anessi-
Pessina et al., 2012).

For local government financial condition, this study used five variables. Accumulated surplus is
operationalized through accumulated surplus (or deficit) from previous year to the actual current revenues
(Anessi-Pessina et al., 2012). Current surplus is defined as difference between revised budget of total revenues
and revised budget of total expenditures to the revised budget of total revenues. Financial autonomy is measured
by sum of actual tax revenues and actual fees charged for service provided revenue to the actual revenues.
Expenditure rigidity is defined as sum of actual personnel expenditures and actual interest expenditures to the
actual total revenues. Last variable in this category is net borrowing, measured by the revised budget of debt
repayment scaled by revised budget of PAD.

* The local government budget
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For local socioeconomic environment, this study used regional gross domestic product and geographical
location. Regional gross domestic product is operationalized through log of regional GDP and used database
from BPS. Geographical location was defined as dummy variable for the location of local government—IJava
region or non-Java region. This study takes into account one control variable: a dummy variable of president’s
election year.

Therefore, the research model for the study is

ER = o+ BiBD + BEY + BsMG + BiPE + BsAS + BeCS + PrFA + BsER + BoNB + B1oNB + BiiRG + BaPY + ¢

ER = rebudgeting, there are 4 four measurement for rebudgeting. The first one 1s TTR (total expenditure
rebudgeting), and divide into CRR = current expenditure rebudgeting, CPR = capital expenditure rebudgeting
and TRR = transfer expenditure rebudgeting. BD = budget deviation: PE = personnel expenditure; AS =
accumulated surplus; CS = current surplus; FA = financial autonomy; ER = expenditure rigidity: NB = net
borrowing: RG = regional GDP: EY = election year: EY-1 = one year before election year; EY+1 = one year
after election year; MG = regent/mayor’s gender; PY = presidential election year

The data presented earlier were analyzed using fixed-effects model. This model were chosen over Pooled
Least Square Method on the basis of the Chow test. Further test to determine the model used in this hypothesis
testing had been done on the basis of Hausman test, which encompass fixed-effects model over random-effects
model. For all types of spending, this test confirmed the presence of multicolinearity. The Variance Inflation
Factor (ViF) has the mean less than five implying there is no multicollienarity issue (Law, 2019). The issue was
consequently solved by dropping geographical location variable from all specifications.

ANALYSIS

Descriptive Statistics

Table 1 panel A and B provide descriptive statistics of variables. The average of current spending, capital
spending, transfer spending, and total spending are 0.088,0.251, 0.040, and 0.110, respectively. This data shows
that the biggest revised expenditure is capital spending. Mean for budget deviation is 0.154. Mean for personnel
expenditure is 0.519. Mean for local government financial condition: accumulated surplus, current surplus,
financial autonomy, expenditure rigidity, and net borrowing are 0.044, -0.094, 0.047, 0.504, ad 0.095,
respectively. The data shows that the percentage of PAD* collected by local government covers 4.7% of total
revenues. Besides, the amount used for repaying the debt equals to 9.5% of total PAD. Table 1 panel B also
shows that most of the regents/mayors are men, and most of local government located in outside Java region.
Table 1 below provides information regarding descriptive statistics of this study,

Table 1 Descriptive Statistics
Panel A Continuous Variables

Mean Maximum Minimum Std. Dev. Obs,
Dependent variables
CRR 0.088 0.625 -0.409 0.077 1686
CPR 0.251 2.189 -0.494 0.322 1686
TRR 0.040 2932 -0.974 0.217 1686
TTR 0.110 0.664 -0.724 0.091 1686
Independent variables
BD 0.154 1232 -0.350 0.145 1686
PE 0.519 0.798 0.111 0.111 1686
AS 0.044 0.043 -0.381 0.087 1686
CSs -0.094 0.729 -1.342 0.104 1686
FA 0.047 0.711 0.000 0.063 1686
ER 0.504 0.792 0.116 0.109 1686
NB 0.095 2.640 0.000 0.294 1686
RG 3.938 5.562 2.049 0.498 1686

Note: CRR = current expenditure rebudgeting: CPR = capital expenditure rebudgeting: TRR = transfer expenditure rebudgeting: TTR
total expenditure rebudgeting: BD = budget deviation: PE = personnel expenditure; AS = accumulated surplus; CS = current surplus, FA
financial autonomy: ER = expenditure rigidity: NB = net borrowing: RG = regional GDP.

* As stated in earlier section above, PAD is local government revenue
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Panel B Dichotomous Variables

Mean Std. Dev. Obs.
EY 0.186 0.389 1686
EY-1 0.073 0.261 1686
EY+1 0.212 0.400 1686
MG 0.959 0.198 1686
GL 0.716 0.450 1686
PY 0.249 0.432 1686

Note: EY = election year; EY-1 = one year before election year; EY+1 = one year after election year. MG = regent/mayor’s gender; GL
geographical location: PY = presidential election year

Table 2 provides the trend of rebudgeting from 2010 to 2014. From the data shown, rebudgeting is
generally used to increase spending appropriations. The average increase for current spending, capital spending,
transfer spending. and total spending is 92.37%. 88.17%. 54.84%, and 94.24%, respectively. For downward
rebudgeting, the average for current spending, capital spending, transfer spending, and total spending is 7.37%,
11.31%.20.13%, and 5.30%. Thus, the rest do have the same amount between initial budget and revised budget.
which is 0.26%, 0.52%, 25.03%, and 0.47% for current spending, capital spending, transfer spending, and total
spending, respectively.

Table 2 Trend of Rebudgeting

CRR CPR TRR TTR
Downward revision 7.37%% 11,31% 20,13% 5.30%
Upward revision 92.37%% 88,17% 54.84% 94,24%
Constant 0,26% 0,52% 25,03% 0.47%

Note: CRR = current expenditure rebudgeting: CPR — capital expenditure rebudgeting: TRR = transfer expenditure rebudgeting; TTR
total expenditure rebudgeting

Table 3 provides information regarding correlation between variables. In table 3, it is exhibited that the
local government financial condition variables do not have significant correlation with election cycle year,
except for expenditure rigidity. The correlation between budget deviation and local goverment financial
condition variables are significant, except for financial autonomy and net borrowing. Personnel expenditure and
local government financial condition variables have significant correlation except for accumulated surplus.
Regent/mayor’s gender do not have significant correlation with local government financial condition variables
except for current surplus and financial autonomy. Budget deviation have significant correlation with
geographical location and personnel expenditure. Regional GDP have significant correlation with geographical
location, regent/mayor’s gender, and personnel expenditure.

Table 3 Correlation Table

Cs FA RG AS BD GL MG ER PE EY EY-1 EY+l PY NB

(] 1

FA -0.009 %> 1

RG S0.122%*%  ().522%%+ 1

AS 0026  0.049%%  0075%** 1

BD -0.234 %> 0.018 0025 0297%** 1

GL S0.000 -0 198%%F ) 449%e* <0024 0.132% 1

MG 0.042% -0.115%** -0.157%** -0.009 0.027 0.182%** 1

ER 0.268%** 0.040%  0205%** 0.131%** -0224%** .0356%** -0.035 1

PE 0.333%%* 0.045%  0.2]4%** 0,031 -0.206%** -0.365*** -0042* 0.968*%* 1

EY 0016 -0.017 -0.014 -0.094%*%  0048%* -0.031 0011 0.097***  (Q(TE*** 1

EY-1 0.032 -0.012 0.018 -0.078*** -0.007*** -0085*** 0015 0.079***  0Q.071*** -0.107*** 1
EY+1 0.039* 0.001 -0.019 0.124%%* 0.044% 0026 -0.023 -0.026 0008 -0224%%* .0 |47%** 1

PY -0.043*  0.065%**  0.057**  0.058**  0.073***  0.061*** 0034 -0.188*** 0 ]63*FF 0233%* 0. 160%** 0.074%** 1
NB 0127 -0.129%** (. 141%** (.082%** S0.018  0.163*** 0011 -0.107***  .0.081*** 0.022 0.025 0.029  -0.058%* 1

Note: CRR = current expenditure rebudgeting: CPR = capital expenditure rebudgeting: TRR = transfer expenditure rebudgeting: TTR
total expenditure rebudgeting: BD = budget deviation: PE = personnel expenditure: AS = accumulated surplus; CS = current surplus: FA
financial autonomy; ER = expenditure rigidity: NB = net borrowing: RG = regional GDP: EY = election year. EY-1 = one year before
election year: EY+1 = one year afier election year; MG = regent/mayor’s gender; GL = geographical location: PY = presidential election
year ., ¥, ¥* ***ogoanificant at 10%, 5%, 1% respectively

Hypothesis Testing

From an explanatory viewpoint, table 4 report the regression coefficient and the significance thresholds for the
fixed-effect.
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From table 4, there is negative effect of budget deviation on rebudgeting. Budget deviation is negative
and strongly significant (p < .01) accross all specifications. Here, hypothesis 1 is generally supported. This result
implies that rebudgeting is a complement process to the budget formulation.

Hypothesis 2a and 2b is supported by election year and regent/mayor gender, but only for partial budget.
More specifically, election year has significant effect on capital spending rebudgeting, one year before election
year has significant effect on transfer spending rebudgeting, one year after election year has significant effect
on total spending rebudgeting, and regent/mayor gender has negative effect on current spending
rebudgeting Hypothesis 3 is generally supported. Personnel expenditure is negative and significant (p < .1)
accross all specifications except on transfer spending rebudgeting.

Hypothesis 4 is partially supported. For hypothesis 4a, accumulated surplus is significant (p <.1) accross
all specifications except on transfer spending rebudgeting. For hypothesis 4b, current surplus is negative and
significant (p < .1) on current spending and total spending rebudgeting. For hypothesis 4¢, local government
financial condition is negative and significant (p < .05) on current spending and total spending rebudgeting. For
hypothesis 4d, expenditure rigidity is negative and strongly significant (p < .01) on transfer spending, but
positively significant (p < .1) on capital spending rebudgeting. For hypothesis 4e, net borroowing is negative
and significant (p < .1) only on transfer spending rebudgeting Hypothesis 5a is confirmed by the negative and
statictically significant coefflicient (p < .1) of regional GDP for capital spending and total spending rebudgeting.

Table 4 Hypothesis Testing

Variable CRR CPR TRR TTR
BD 0. 15455 05027+ -0.119%4» -0.263%+
(-10.369) (-7.836) (-2.318) (-18.251)
EY -0.002 0.029+ 0.003 0.001
(-0.524) (1.503) (0.183) (0.154)
EY-1 -0.004 0.000 0.0394+ 0.002
(-0.551) (0.006) (1.749) (0.387)
EY+l 0.002 -0.005 -0.008 0.007+»
(0.392) (-0271) (-0.572) (1.808)
MG -0.020+ 0.0187 -0.005 -0.002
(-1.411) (0.297) (-0.103) (-0.145)
PE 0,278~ n 16307 7" 0.132 -0.4807#»
(-3.017) (-4.095) (0.427) (-5.366)
AS 0.2054 %+ 0.862%%# 0.106 0.3794 %+
(7.036) (6.858) (1.082) (13.426)
cs 0115+ -0.075 -0.059 0475+
(-3.798) (-0.579) (-0.591) (-16.181)
FA -0.163%* -0.009 -0.152 -0.167++
(-1.750) (-0.022) (-0.469) (-1.837)
ER -0.014 0.962%%# -0.430% -0.079
(-0.154) (2.396) (-1.382) (-0.876)
NB 0.006 -0.028 0,063~ = -0.001
(0.751) (-0.833) (-2.369) (-0.137)
RG 0.006 17437 %% -0.101 0.228%#%
(0.184) (-12.339) (-0.897) (-7.184)
PY -0.004 0.064%%# 0.020 -0.008*
(-0.811) (3.043) (1229) (-1.709)
Observations 1831 1825 1692 1831
R? 0.535 0.482 0369 0.687
Adjusted R? 0.362 0.289 0.117 0.569
F-statistic 3.087 2.489 1.462 5.874
Prob (F-Stat) 0.000 0.000 0.000 0.000

Note: CRR = current expenditure rebudgeting: CPR = capital expenditure rebudgeting: TRR = transfer expenditure rebudgeting: TTR
total expenditure rebudgeting: BD = budget deviation: PE = personnel expenditure: AS = accumulated surplus; CS = current surplus: FA
financial autonomy; ER = expenditure rigidity: NB = net borrowing: RG = regional GDP: EY = election vear; EY-1 = one year before
election year: EY+1 = one year after election year; MG ~ regent/mayor’s gender; PY — presidential election year, *, **, #**—gianificant at
10%0, 5%, 1% respectively.

DISCUSSION

From the descriptive part showing how rebudgeting’s trend is, the results of this study indicate that upward
revisions to the budget are more frequent than downward revisions. It presences in all specifications with highest
upward revision percentage (94.24%) goes to total expenditure budget, while the lowest percentage (54.84%)
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goes to transfer expenditure budget. These results are in line with Dougherty et al. (2003 ). The increases indicate
that the budget administrator tend to set the initial expenditure budget low. Time available to formulate the
initial budget could also contribute to this matter; short period given in formulating the budget could lead the
planner and budget administrator to copy previous year’s budget then add or cut some activities for next year’s
budget. Boyne et al. (2000) defines this behavior as incrementalism, mainly for the first deseription: budget are
usually characterized as incremental if the departure from the previous year’s expenditure base is small.

In this regard, we measure degree of incrementalism by budget deviation. Our result indicates that degree
of incrementalism significantly atfects rebudgeting negatively. This result confirms the previous study of
Anessi-Pessina et al. (2012) who find significnat association between budget deviation and rebudgeting. They
also state that the result is in line with the fact that rebudgeting is complementary to initial budget formulation.

The result of this study provides evidence that election year singificantly contributes to different parts of
rebudgeting: (1) election year significantly influences current spending rebudgeting, (2) one year before election
year has significant effect on transfer spending rebudgeting, and (3) one year after election year significantly
affects total spending rebudgeting. These results partially prove the presence of political budget cycle and
slightly different from Sjahrir et al. (2013) who find the relationship between years elapsed after election and
current expenditure rebudgeting. Toward the election, regent/mayor attempts to raise public’s vote by increasing
transfer expenditure for community-village fund and for political parties aid. After the election, elected
regent/mayor tends to revise the initial budget to catch with lis/her vision and mission statements. This study
also provides that regent/mayor’s gender negatively affects current spending rebudgeting. This result confirms
Fox and Schuhmann (1999) who find that as local government manager, women and men act differently. In
decision making process, women managers consider more about budgetary constraints, accordance with city
norms, and public opinion; while men manager rely on input from their staffs. By considering city norms and
public opinion, women emphasize on preserving the community and serving what residents want. Those
alignment results in more employment for women in local government environment. Saltzstein (1986) points
out about the benefit of having female mayors: more municipal government employment for women. Increasing
female staffs in government employment might lead to higher current spending needs; thus rebudgeting on
current expenditure is needed.

Previous study conducted by Anessi-Pessina et al. (2012) found that personnel expenditure, which reflect
the organization’s size, do not affect rebudgeting. The result of this study provide the different evidence. The
result shows that personnel expenditure negatively affect rebudgeting on current, capital. and transfer spending.
The amount of personnel expenditure might indicate the complexity scale of one organization. Bigger
organization tends to be more rigid and overly bureaucratic, thus slower the rebudgeting process which might
cause fewer rebudgeting.

The result of this study provides evidence that accumulated surplus positively affects rebudgeting on
current, capifal, and total spending. This study confirms Dougherty et al. (2003) that budget surplus is used
significantly for capital spending activities. However, Anessi-Pessina et al. (2012) find that accumulated surplus
and rebudgeting have negative correlation,

For current surplus, the result shows that it negatively affects rebudgeting on current and total spending.
Thus, the bigger difference between revenue and expense, the fewer rebudgeting has done on current and total
spending. The more flexibilities hold by the local government in initial budget planning and formulation which
lead to fewer rebudgeting on current year can be the explanation.

In their study, Anessi-Pessina et al. (2012) point out negative relationship between financial autonomy
and rebudgeting on capital spending. It provides evidence about negative effect of financial autonomy on current
rebudgeting and total spending rebudgeting. Local governments with higher PAD 1s more likely to enjoy well-
build infrastructure and adequate human resources. Thus, budget planning and formulation would be well-
targeted and fewer rebudgeting would be done on current year.

This study provides evidence about positive effect of expenditure rigidity on capital spending but
negative effect on transfer spending rebudgeting. It is tally with Anessi-Pessina et al. (2012) who found positive
effects between expenditure nigidity and rebudgeting on current spending. This study also povides evidence
about negative effect of net borrowing on transfer spending rebudgeting. It is more likely that borrowing drives
the local government to be more conservative in formulating the initial budget, including transfer spending.
However, Anessi-Pessina et al. (2012) point out negative offect of net borrowing on capital spending
rebudgeting.
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Further, the result of this study provides evidence that regional GDP has negative effect on capital and
total spending rebudgeting. As an indicator to evaluate how far the economic development has been done in an
area, regional GDP could also capture the infrastructure in that area. Local government with lower regional
GDP does more mid-year adjustment on capital and total spending. This might arise from obstacles emerged
from less-adequate human resource and infractructures in formulating the initial budget.

CONCLUSIONS

The purpose of this study is to investigate the determining factors of rebudgeting using a panel data set of local
governments in Indonesia over a period of 2010-2014. The findings shows that both internal and external factors
have significant effects on rebudgeting. The findings document degree of incrementalism negatively affects
rebudgeting. Planning and formulation of the initial budget has been accomodate budget needs, thus fewer
rebudgeting has been done on current year. For political variable, election years positively affect rebud geting
but not for all specification; while regent/mayor’s gender has negative effect on rebudgeting. Toward the
election, regent/mayor attempt to raise public’s vote by increase transfer. After the election, elected
regent/mayor tend to revise the initial budget to catch with his vision and mission statements.Organizational
feature has negative effect on current, capital, and total expenditure rebudgeting. Bigger organizations are likely
to be more rigid and more procedural in doing mid-year adjustment.

For local government financial condition, accumulated surplus has positive effect on current, capital, and
total expenditure rebudgeting; current surplus and financial autonomy has negative effect on surrent and total
expenditure rebudgeting: expenditure rigidity has positive effect on capital expenditure but negative on transfer
expenditure rebudgeting: and net borrowing has negative effect on transfer expenditure rebudgeting. Local
socioeconomic environment negatively affect capital and total expenditure rebudgeting. Regional GDP reflects
the infrastructure condition of a local government. Local govermnments with smaller regional GDP tend to have
less adequate human resource and infrastructure. Thus, insufficiency in the initial budget formulating is common
for those regions.

The current study extends the findings from Anessi-Pessina et al (2012) into four aspects: current
spending, capital spending, transfer spending and total spending. Therefore, the current study contributes to the
more comprehensive understanding of rebudgeting. especially in the context of developing countries like
Indonesia. The result of the study also confirms that budget deviation have significant effect on total spending
rebudgeting and also for each component current, capital and transfer spending. Thus, it is important to analyze
budget deviation for rebudgeting process.

The results of the study also have practical implications. First, rebudgeting has yearlong process (Anessi-
Pessina et al., 2012). Therefore it is important to consider the effect of intemal and external factors on the
rebudgeting process. Second, budget deviation has negative effect on rebudgeting process. Thus, the higher
budget deviation will decrease the rebudgeting of local government spending. It is important to consider budget
deviation to predict rebudgeting. Further, total spendings are affected by several factors such as personnel
expenditure, accumulated surplus, current surplus, presidential election year and regional GDP. Thus, there is
significant effect of presidential election year on the rebudgeting process.
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