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Abstract

This short communication describes the current experience of implementing village funds in Indonesia, with an empha-
sis on the impact on poverty reduction. The authors’ field observation is complemented by structured interviews and
regression analysis. Our findings suggest that the potential of village funds is not fully realized. We point out that officials
underestimated the significance of bottlenecks related to the capacity of local governments, to the implementation of
coordination mechanisms, and to the installation of feedback mechanisms, each of which critically hinge on adminis-
trative and technical policy processes. At the same time, we felt that the officials overestimated the importance and
effectiveness their own political agendas promoting community empowerment and corruption prevention.

1 Introduction

The research undertaken by our team was focused on the impacts of village funds on poverty reduction in Indonesia.
As is typical for many developing countries, Indonesia has a large population (270,20 million inhabitants) and a high
population density (141 people per km?) [1]. These demographic characteristics present one of the factors contributing to
pressing social problems, first of all poverty [1]. To tackle these problems, Indonesia implemented fiscal decentralization
reforms which were supposed to overcome the centralized system that existed during the 32 years of Soeharto presi-
dency. Under Soeharto, local governments lacked powers of self-development and ultimately failed to bring prosperity
to local communities. In the period between 2014 and 2019, the Indonesian government has been using village funds
policies for empowering the villagers’ economic wellbeing and achieving a reduction of rural poverty [1]. Data from the
Central Bureau of Statistics (2022) indeed show that, compared with the year 2015, the 2022 poverty rate decreased,
with the number of poor people falling from 28,51 million to 26,16 million, as of March 2022[1]. A look at the trend of the
previous years confirms that the reduction in poverty by 2022 is even greater, despite a setback induced by the Covid-19
pandemicin 2022 [1]. All in all, it seems fair to say that the village funds have considerably contributed to improving the
welfare of Indonesian rural villages by strengthening their infrastructures, such as schools, health service centres, and
clean water supply facilities.

At the same time, in the Western development literature, decentralization reforms in developing countries are known
to have brought a lot of frustration [2]. In Indonesia, these reforms were aimed at improving service delivery at the
lowest administrative tier in order to reduce social inequality and poverty [3]. Yet, as shown by [3], the funds allocation
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mechanisms used in the process took little account of the heterogeneity of villages and suffered from incompetency in
local financial management, lack of accountability for public service delivery, and high levels of corruption. Further stud-
ies confirmed that improving transparency and accountability remains the key governance challenge of the Indonesian
decentralization reforms, especially in view of the strong variation among Indonesian provinces [4], and the prevalence
of political and ideological biases in the Indonesian public sector auditing [5].

We can complement this state of art with our own subjective impressions and experiences of presenting the results
of our research on village funds to senior Indonesian government and other public officials. Briefly, we felt that officials
underestimated the significance of bottlenecks related to the capacity of local governments, to the implementation of
coordination mechanisms, and to the installation of feedback mechanisms, each of which critically hinge on administra-
tive and technical policy processes. At the same time, we felt that the officials overestimated their own political agen-
das related to issues such as community empowerment and corruption prevention. What we perceived as under- and
overestimation is necessarily subjective; but what may claim more objectivity is our observation that the village funds
policies tend to be based on the beliefs of officials rather than on hard scholarly evidence.

2 Village funds in Indonesia: background

The decentralization era in Indonesia was ushered in by the adoption of the Laws No. 22 and 25 in 1999, and the Law No.
33 in 2003, which regulated the balance of finance between the central and local governments [1]. The delegation of
financial management to local governments has been a powerful signal that local provinces were indeed given author-
ity to run their own households. In addition, the Law No. 28 of 2009 on Regional Taxes and Regional Levies regulated
the responsibility of Regional Governments for helping local communities to obtain funding for regional development.
Thus it seems fair to say that fiscal decentralization reforms in Indonesia are aimed at creating regional independence
through the delegation of authority in all fields, except foreign policy, defense, security, judicial, monetary and religious
affairs. The reforms are guided by the,,money follows function “ principle which serves to reduce horizontal and vertical
imbalances [6]. According to [7], the reforms contributed to improving the quality of public service delivery in the local
regions and to reducing disparities between them.

In the context of the decentralization reforms, village funds have been an effective instrument of the realization of the
governmental goal of promoting equitable development at the lowest level. This effect of the village funds is anchored
in the 3rd Cita in the President Jokowi Government Nawacita 2014-2019, under the title “Membangun Indonesia dari
pinggiran dengan memperkuat daerah-daerah dan desa dalam kerangka Negara Kesatuan Republik Indonesia” (Developing
Indonesia from the periphery by strengthening the regions and villages within the framework of the Unitary Republic
of Indonesia) [1].

Kartohadikoesoemo [8] traced the historical roots of the village funds in Indonesia back to the Dutch colonial era,
and more specifically to the adoption of the Inlandsche Gemeente Ordonnantie in 1906. At that time, the Pamong Praja
managed to arrange village funds in the Java to Madura area with the intention to make sure that village households
would be able to cover the necessary expenses [1]. The village funds were collected by withdrawing the contributions
from the villagers according to the sub-district head’s orders. Then, the funds that had been so collected were handed
over to the village head and used for the village infrastructure development.

In the current Indonesian practice, the village funds operate as conditional grants that are targeted at specific activi-
ties planned by the beneficiary and unavailable for any other activities. Operated in this way, the village funds promote
rural development and reduce poverty, particularly by encouraging the consumption of public goods according to the
needs of the village community. At the same time, the village funds, especially if they are substantial, pose a serious
governance challenge for the village council as well as for the central government which has to oversee the use of these
funds by village councils throughout the country [1].

In the period between 2014 and 2019, the Indonesian government has shifted the prioritization of the village funds away
from building infrastructure to empowering the villagers economic wellbeing, with the specific purpose of rural poverty
reduction. Data from the [9] indeed show that, compared with the year 2015, the 2022 poverty rate decreased, with the
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number of poor people falling from 28,51 million to 26,16 million, as of March 2022. A look at the trend of the previous
years confirms that the reduction in poverty by 2022 is even greater. This trend, however, was countered by the Covid-19
pandemic, which likely caused the increase of poverty in 2020 to 27,55 million people, from 24,79 million in 2019. All in all, it
seems fair to say that the village funds have considerably contributed to improving the welfare of Indonesian rural villages
by strengthening their infrastructures, such as schools, health service centres, and clean water suppy facilities. Following
fig.1 shows development of village funds in details.

3 Data and methods

For our research, we used a mixed method approach which was based on the following approaches structured interview,
econometric analysis, field research and personal observation. we believe that our approach based on a combination of
several methods will help us reduce the complexity of the problem under study.

The first step was to conduct structured interviews with policy makers. The Table 2 in appendix presents basic information
about the design of the structured interviews. Our strategy in delivering structured interview questions is through direct
communication that we do with the respondents via email. We presented twelve structured interview questions that have
been developed based on the research questions and their relationship to our research objectives. Therefore, with all these
questions, a complete picture of the management of village funds and their relationship to poverty reduction in Indonesia
is expected. All respondents are asked the same research questions. Our research questions were sent via email in May 2022.
Answers were received in the period from June to July 2022. In addition, to strengthen the results of the study, we conducted
field research from 2020 to 2022 which consisted of observations, discussions with local officials, the non-profit sector, and
the community. Direct observations to conduct field research were carried out from 2020 to 2022 in five villages consisting
of three villages in Bangkalan Regency, one village in Sumenep Regency, and one village in Indramayu Regency [1].

The econometric model that we use in this research is based on the IDM data. The research model approach offered by
[10] can be seen in the following model equation

Total Transfer fund of

Village Fund

Total Transfer Total Transfer fund of IDR175.494,90
fund of Village Village Fund Billion

Fund IDR162.786,30
IDR12'6:204,20 Billion Average received by

Billion village IDR2.347,60

Average received by Million
Average received village IDR2.177,60
by village Million
IDR1.688,30
Million

Fig. 1 Village fund details in 2015 to 2019. Source: [1]
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Y [poor families| =a + B, X, [share of village fund/pc|
+ p,X,|village fund/prop]
+ p5X;[spending] + B,X, [population|
+ PsXs[unemployment rate]
+ PeXe [drink water] + p;X;linternet access]
+ PgXg[school building]
+ PoXo[medical assistant]
+ ProX10[government bank]
+ P11 X4, |private bank|
+ p2Xq, |villagers education]| + f;3X;5[road quality]
+ PraXq4|market]|
+ Py15X5|gender|
+ f6X;6 [education level of head of village]
+ By6Xq [transparency and accountability]
+ p17%,7 [public participation| + &

The IDM data that we have consists of 3 years. Those are 2019, 2020, and 2021. We get a different number of data from
village samples each year. In the year 2019, We obtained data sampling of 48.702 villages. In 2020, we got data sampling of
71.106 villages. Meanwhile, in 2021, we collected 76.750 data samples. The full results of model are presented in appendix.

The last method used was personal observation. In August 2022, two members of our team visited Indonesia, where
they had the opportunity to meet with the country’s top officials and present the results of their research.

4 Results

In this section we present the empirical results of our research and a reflection on the personal observation. The empiri-
cal results are based on a linear regression model that uses official IDF data. The regression model is supplemented with
anonymized illustrative statements that represent the results of the structured interviews. The last section is illustrated
by the authors’ own reflection based on personal observation.

4.1 Empirical findings

Our qualitative and quantitative (see the full results of regression model in appendix Table 3)results confirm that the
village funds have an appreciable effect on poverty reduction, both in terms of direct cash assistance strengthening
people’s purchasing power and additional benefits for the village progress, such as infrastructure development. Regres-
sion show connection fund village (Village.funds.pc) with poverty significant negative on 2019, 2020, and 2021. That is,
every addition fund village one rupiah (Village.funds.pc) will lower poverty by -3.684e-05, -3.885e-05 and -8.130e-070n
2019, 2020 and 2021, ceteris paribus.

At the same time, our results shows that the effectiveness of village funds policies depends on several conditions. For
one, these policies must take account of the number of village residents, as this number influences the transfers from the
central government to the village. Furthermore, these policies may hamper village independence and actually increase
poverty if the village becomes too dependent on transfers from the central government. Based on our results, we draw
attention to the desirability of minimizing this dependence by increasing the village’s own income which is managed
by the village itself.

Anonymized illustrative clam from interview: ,Due to the misuse of the village fund budget will have a very negative
impact on the ideals of accelerating village development and improving the welfare of rural communities.”

We also note the asymmetric impacts of village funds in specific regions; whereas in some regions village funds
reduce the number of poor households, they worsen the situation in others. The provincial variable has a positive (+)
and negative (-) impact with significant results on the number of poor families at the rural community level in Indonesia.
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There are five provinces that have a positive impact, namely Central Java, East Java, West Java, DI Yogyakarta and Nusa
Southeastern West. While the other thirteen provinces have a negative relationship (for detailed results please see Table 3
in the appendix). Another interesting conclusion is that community participation in managing village funds does not
seem to have been maximized.

Anonymized illustrative claim from interview: ,There is still a lack of awareness and community participation in partici-
pating in the deliberation in the development planning process in the village.

The village heads seem to retain a privileged position in the village funds management. This is likely due to her own
vested interests as well as to the low level of public education in the community. Even though we observed community
participation in several villages, it did not have a significant impact on poverty in overall terms. It seems fair to say that
whereas the implementation of village funds has helped to reduce poverty level, it continues to suffer from persisting
problems with governance and accountability of local governments.

Our results lead us to believe that the most effective and simple step to improve the outcome of village funds is to let
the central government precisely specify their objectives, followed by the setting of control indicators by the Supreme
Audit Office.

Anonymized illustrative claim from interview: ,Audit office assesses that the village ministry does not yet have a clear role
and authority, so there is a potential for overlapping tasks and authorities between agencies in managing village funds.”

These steps will signify an improvement of accountability and transparency mechanisms in the village funds imple-
mentation. While our results show that the transparency variable is not statistically significant, we see evidence that
mayors and villagers have a better understanding of what needs to be financed with village funds than the central
government. Thus we conclude that the effectiveness of village funds in combating poverty will be strengthened by
bringing in a supreme audit office to provide external control.

Another significant problem in the management of village funds is the low administrative capacity of villages which
results in the inability of mayors to make effective decisions about the use of funds.

Anonymized illustrative claim from interview: ,The main tasks and functions that are not paid attention to at the village
level are the Village Head.”

The problems of the low administratiuve capacity are manifest in the considerable variation in the effects of village
funds across jurisdictions. We believe that these problems can be addressed by strengthening the coordinating role of
the central government, which could set minimum standards and provide public goods and services in each village.

4.2 Reflection on personal observation

In September this year, two of us, undertook a research trip to Indonesia and had a unique chance to talk to one of the
top officials of the Indonesian government, accompanied by several close advisers. We presented our research find-
ings about the impact of village funds on poverty reduction in this country, a topic in which our Indonesian colleagues
took genuine interest. Our results on the whole confirmed that village funds indeed had that impact, and that was the
message that our Indonesian hosts warmly welcomed. But that was not all that we said. We went on to present data
that showed the effects of village funds to strongly vary across provinces, and drew attention to the existence of some
bottlenecks of village fund administration, with issues of administrative capacity and accountability being particularly
crucial. Interestingly, these were the details that our highly respected Indonesian colleagues were less keen to hear. One
of the advisers remarked that the main purpose of village funds was to support the local communities by putting the
money as close to the people as possible. The very nature of this purpose implied, he instructed us, strict public controls,
high accountability requirements, and a virtual impossibility of any sort of corruption. The meeting ended on a friendly
note encouraging us to deepen our practical understanding of the subject-latter in such a way as to bring it closer to
the standpoint of our hosts. Thereafter, we continued our trip and visited some local provinces. At a meeting with one
of the local officials in a very poor and underdeveloped province, we could not help but notice his designer sneakers
worth several thousand dollars. He was in charge of the administration of local village funds.

Contemplating the official’s outfit, we were struck by the perseverance of a weird gap between the policymakers’
perceptions of the way village funds operate and the scholarly evidence of their effectiveness. The evidence was less
optimistic than the policymakers. Our qualitative and quantitative results confirmed that the village funds have an appre-
ciable effect on poverty reduction, both in terms of direct cash assistance strengthening people’s purchasing power and
additional benefits for the village progress, such as infrastructure development.

In the following Table 1, we summarize the main observed differences between policy makers’ perceptions and our
empirical results.
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5 Concluding remarks

We support the prevalent belief of the Indonesian policy-makers that village funds may promote povery reduction,
but we see a considerable need for adding nuance. Despite their salutary effects, village funds are not free of problems
related to asymmetric impacts and to the limited capacity of local governments to use them effectively. Problems of
accountability and transparency are no less serious. These results are consistent with recent empirical studies focusing
on research on the impact of village funds in Indonesia (see [15-18]).

All these problems have been addressed by much prior scholarly work, but strangely absent from the policy-makers
“mental models. Even though policy-makers did admit a lack of solid empirical evidence on the performance of village
funds, they were not ready to register the evidence if it did not fit the mental model. We felt that that was the case with
the evidence on corruption, lack of capacity, and lack of coordination.

Our analysis showed that there is considerable variation in the effects of village funds across jurisdictions. In some
places they improve the situation and in others they make it significantly worse. There is therefore a need to provide
local government support to reduce the variation in the quality of implementation. The creation of implementation or
support units within regions to assist individual mayors with implementation appears to be an appropriate tool.

Briefly, we felt that officials underestimated the significance of bottlenecks related to the capacity of local govern-
ments, to the implementation of coordination mechanisms, and to the installation of feedback mechanisms, each of
which critically hinge on administrative and technical policy processes. At the same time, we felt that the officials over-
estimated the importance and effectiveness their own political agendas promoting community empowerment and
corruption prevention. We believe that understanding the beliefs of the officials is important because the village funds
policies tend to be based precisely on these beliefs rather than on hard scholarly evidence.

In view of the interesting experiences that we made, we call on researchers to explore the process of how politicians
and policy-makers update their beliefs in the light of the results of academic studies [19]. Perhaps this updating is more
effective if the presentation of research findings puts less emphasis on regression coefficients and confidence intervals
and rather relies on lively stories and interactive discussions. We hope that the story that we present in this communica-
tion will stimulate a closer interaction of scholars and policy-makers.

Author contributions MP. prepared research design. CA. was responsible for qualitative and quantitative data gathering. VV. worked on discus-
sion and conclusion. CdC was responsible for econometrics modelling. All authors contributed equally to the study.
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Appendix

See Tables 2 and 3.
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