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This is commonly known as the grease hypothesis.
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This study for the first time combined the various governance and political risk indices that measure

variables such as political rights, civil liberties, government effectiveness, regulatory burden, rule of

law, and graft/corruption into a single index.
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For example, the creation of a new bankruptcy court and the appointment of ad hoc judges from

outside the bureaucracy.
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Objectives and Specific

Rationales
Commodities Policy Instruments

A. Efficiency and Value Added

1. Market power Oranges and nutmeg Export quota coordinator and

marketing board

2. Increase export quality Cocoa, coffee,

pepper, and vanilla

Export and inter-trade ban on

unprocessed commodities

3. Infant industry Cashews and

sandalwood

Export and inter-trade ban on

unprocessed commodities

4. Value added Cocoa, cashews, and

rattan

Export and inter-trade ban on

unprocessed commodities

B. Equity

1. Increase farmers� income Cloves, oranges, and

swallow bird�s nests

Requirement to sell through

cooperatives

2. Reduce marketing chains Oranges, cloves, tea Requirement to sell through

cooperatives

Zoning

3. Raise local revenue Cocoa, oranges,

coffee, cattle, copra,

nuts, vanilla, and

swallow bird�s nests

Local taxes and fees

C. Resource management

1. Population sustainability Cattle Inter-island quota
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The financial audit report of BPPC has never been released to the public.
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Description Original Number After Law 18/1997

Local Taxes 42 9

Fees for Public and Business Services 130 23

Licenses/Permit Fees 62 7
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5
The last point has received a lot of criticism due to its ambivalent nature.

6
The authority of the provincial governments is regulated in Government Regulation No. 25/2000 on

the Authority of the Central Government and the Authority of the Provinces as Autonomous

Regions.
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*) Note: The table shows the number of new local tax laws passed between 2000 and

mid 2001. There is a possibility the number may have already increased or will

increase in the future. For instance, the District of Gorontalo had a target to draft 75

local tax laws in 2001.

Source: Usman et al. 2001a, 2001b, 2002. �
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The authority to regulate the fisheries industry has now fallen to the province of Gorontalo.

8
Summarized from Usman et al. (2001b).
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Province Number of
Stations

Fines Remarks

1. North Sumatra 4 Rp5,000� 10,000 for
each tonne of excess
weight.

Per tonne of excess weight

2. Riau 2 Rp60,000, paid by all,
irrespective of weight.

Fines have to be paid by both
complying and non-complying
vehicles,in addition toroad
levies:

-Rp2,500 (6-tonne trucks)
-Rp3,500 (8-tonne trucks)

3 .Jambi 2 Rp60,000, paid by all
trucks.

Plus additional road levies:
-Rp2,500 (6-tonne trucks)

-Rp3,500 (8-tonne trucks)

4. South Sumatra 5 A fine of Rp15,000 for
each tonne of excess

weight.

In addition to the possibility of
being fine, there are also road

levies:
-Rp2,500 (6-tonne trucks)
-Rp3,500 (8-tonne trucks)

5. Lampung 3 A fine of Rp15,000 for
each tonne of excess
weight

In addition to the possibility of
being fine, there are also road
levies:
-Rp2,500 (6-tonne trucks)

-Rp3,500 (8-tonne trucks)
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Summarized from Usman et al. (2001a).
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Activities Types of levies Tariff and Location Remarks/Problems

1. Land and

Building Tax

Rp60,000-130,000 /hectare Land valuation too high,

annual increases

2. Street lighting Tax 10% of total electricityused,
in certainkabupaten/kota

Tax baseis too high. Also
applies to electricity
generators installedon the

premises.

3. Ground and
Surface Water Levies

Rp2-5.4 million/month

Production
support

4. Disturbance/Noise
Levy (Hinder
Ordonantie)

Rp4.2 million/year in Deli
Serdang
Rp1.75 million/extension

Processing
5. Chargesfor taking
Effluent Samples

Rp450,000 /sample,limit of3
samples/month in South
Tapanuli

The official charge from
the Department of Health
Laboratory is only

Rp44,000 /sample.

6. Market Levies Rp6/kg in Asahan
Rp20/kg in Langkat

Rp3/kg in Deli SerdangMarketing

7. Compulsory
Contributions from
Plantation Estates

Rp10/kg in Asahan

8. Levies on the
logging or use of
rubber trees or rubber

timber

Rp300/m
3
in Deli Serdang

9. Compulsory Third
Party Contributions

Voluntary atthe provincial
level

Others

10. Levies from the Department of Manpower

�
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Summarized from Usman et al. (2002).



The SMERU Research Institute, March 2004(.�

0<�����������#C�"�����#�#��$�����5�#������5�������������9�����������������,�#��

��#�����99���
11
��

�
��� �&"$�--#:� "/�� !�("�� "� 6�����+��"� �����("� ��+1�<� �+&/�(�7�(� �� ���(��6� "/��
3�-.���� �.� "/�� &���� "/��$6/� &$1-� � &�-� #
� �/�(� �(� !���� 1#� ("���6"/����6� /$+���
 �&�"�-� "/��$6/� ����("+��"� ��� /��-"/� ��!� �!$ �"���� �(� 3�--� �(� �+&�����6� "/��
� ���+� �  ��!�"���(��.� "/��&���� "/��$6/�I"/��&��&-�C(� � ���+#K:�3/� /� ����-�"�(�
3�"/�"/��&$�&�(���.���6����-��$"���+#
�=�3����:����&�� "� ��"/�(���1-��+�((����/�(�
��"�1���� �����!��$"��(�&-����!:���!�"/�(� ���1��(�������"/��1$!6�"��--� �"����"/�"�
&�����"�7�(�"/����"���("(��.�1$���$ ��"(
���

�
	�� 2�( �-� ����� ?2�@� �>>�:� "/����("� ��+1�<� !�("�� "� 6�����+��"� �--� �"�!� �&�
,�
1�--����.����..� ��-� ���&$� /�(�(���!��&09>�+�--����.����..� ��-�+�"��1�<�(�&$� /�(�(
�
	�� �!!�"���:� "/����3�(� �� /$6�� �� ���(�� ��� "/�� �--� �"���� .��� "/�� !�("�� "� &��-��+��"�
?
��
@� .��+� �&�� 1�--���� ?�G$�-� "�� �&�
9� +�--���� &��� +��"/� .��� �� /� 
��
�
+�+1��@� ��� 2���>>>� "���&�
%� 1�--���� ?�G$�-� "���&,
%�+�--���� &���+��"/� .��� �� /�

��
�+�+1��@����2���>>�
��
�
�"� "/�� (�+�� "�+�:� "/�� 1$!6�"� �--� �"���� .��� 6�����-� &$1-� � ��"���("(� "/�"� 3����
($&&�(�!� "�� 1�� "/�� +���� &�����"#� �.� "/�� !�("�� "� 6�����+��"� "��!� "�� /���� 1����
�6����!:�.�����("�� ����
�
�
� �/���--� �"����.�����--�6��!���-�&+��"�.$�!(�3/� /�3�(��&�>�+�--�������"/���>>>�

1$!6�"�3�(��; -$!�!� .��+�"/���>>��1$!6�":�3�"/�"/���; $(��"/�"�"/��6�����+��"�
I.��6�"K� "�� �� -$!�� �"
� 	�� "/�� �>>�� 1$!6�"� #���:� +���#� 3�(� �--� �"�!� "�� ��--�6��
!���-�&+��"�.$�!(:�1$"�$&�$�"�-��&��-���--�6�(�/�!���"��� ����!�"/��.$�!(
��
�

1
� 	�� �>>�:� "/����("� ��+1�<� !�("�� "� �--� �"�!� �
'M� �.� �"(� 1$!6�"� "�� "/�� /��-"/�
(� "��:� 3/� /� �(� +$ /� (+�--��� "/��� "/�� �+�$�"� (�"� ��� "/�� �6���+��"� +�!��
1�"3���� "/�� =��-"/� 
�&��"+��"� ��!� �--� "/�� !�("�� "� /��!(� ��!� +�#��(� ���
	�!���(�������$6$(":��>>�
��/�(��6���+��"�("�"�(�"/�"�"/��!�("�� "���!�+$�� �&�-�
6�����+��"(� +$("� �--� �"�� �"� -��("� �'M� �.� "/���� 1$!6�"� "�� "/�� /��-"/� (� "��
�
�  ��!��6� "�� /��-"/� �;&��"(:� "/�� 1$!6�"� �--� �"�!� "�� "/�� /��-"/� (� "��� 1#� "/��
!�("�� "���!�+$�� �&�-�6�����+��"(�/�(�(/��&-#�!� ���(�!�.��+��&%)'�1�--����&���
#����"����-#��&�)��1�--����&���#���
��/�(�!� ���(��/�(�/�!���!��� "��+&� "����"/��
(���� �(�&����!�!�1#� �++$��"#�/��-"/ ���� ��"��(�?���'
��
�@���

�
��
�("��1$"�����.�+�!� ���� "�����'
��
�� "�<�(� -��6�����3� "/��� �"� !�!�1�.����

��6����-��$"���+#:���!�"/��G$��"�"#��.�+�!� ���(�(/�&&�!��(�+����-�+�"�!
��
�

���� /� ���'
��
�� �� ����(� ���$�!� �&�'� +�--���� ��� �&���"����-� .$�!(
�
������$(-#:� �� /� ���'
��
�� �� ����!� �&'>� +�--���� ��� �&���"����-� .$�!(:�
3/� /��� -$!�!�&��6��+��((�("�� ��.��+�"/�� ��"��-�6�����+��"
�
�

��*�("��.�"/��!�("�� "(������("��$(�����66�������� -�((�.��!��(�����(�&�����"��
+�-����� ��!� !��6$�� .����� ��!�+� (
� �/$(:� �"� �(� ����� � "/�"� "/�� !�("�� "�

                                                 
11
Summarized from Mawardiet al. (2002).
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Statistically, the large numbers of reduction of poor residents in each district/city category and their

inter-district/city differences are not significant.

13
Because the business permits fees index used continuous numbers from 0 to 100, the districts/cities in

the sample are divided into 4 quartiles.
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Independent Variable Coefficient Standard

Error

Dummy of conducive bureaucratic culture -0.0652 0.0273

Dummy of very conducive bureaucratic culture -0.0444 0.0347

Log of GDRP per capita -0.0128 0.0139

Log of routine budget per capita 0.0049 0.0251

Log of development budget per capita 0.0176 0.0173

Log of local revenue per capita 0.0075 0.0089

Constant -0.3272 0.2163

Number of observations 87

R-squared 0.0986

F-test 1.46
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Besides positive potential, the decentralization also has negative potential in relation to poverty

reduction policy. This could happen if local governments create their own centralistic policy to

promote elite interests.
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No. Commodity District, Province
Before

Deregulation

After

Deregulation
Changes

A. Food and Horticultural Plants � �
1. Red Onions Bima, West Nusa Tenggara 2.3% 13.2% 10.9%

Kerinci, Jambi � Padang 14.0% 11.0% -3.0%2. Potatoes

Gowa, South Sulawesi �

Blkppan

20.6% 6.7% -13.9%

3. Oranges Luwu, South Sulawesi �

Ujung Pandang

11.5% 5.4% -6.1%

B. Plantation and Forestry Plants

4. Tea leaves Sukabumi, West Java 18.5% 12.0% -6.5%

Polmas, South Sulawesi 7.9% 1.8% -6.1%5. Cocoa beans

Bone, South Sulawesi 6.4% 5.5% -0.9%

Polmas, South Sulawesi 5.6% 3.1% -2.5%

Temanggung, Central Java 3.0% 1.1% -1.9%

Karo, North Sumatra 18.4% 13.6% -4.8%

Malang, East Java 10.0% 4.8% -5.2%

6. Coffee [arabica]

[robusta]

Kerinci, Jambi 2.6% 1.5% -1.1%

7. Copra Minahasa, North Sulawesi 32.9% 14.3% -18.6%

8. Nuts Minahasa, North Sulawesi 27.5% 8.5% -19.0%

9. Cloves Minahasa, North Sulawesi 12.5% 0.6% -11.9%

Temanggung, Central Java 7.4% -34.3% -41.7%10. Rajang Tobacco

Sampang, East Java 9.2% 3.9% -5.3%

Bengkalis, Riau 18.1% 13.2% -5.0%

Central Hulu Sungai, South

Kalimantan

7.0% 5.5% -1.5%

Central Hulu Sungai, South

Kalimantan

11.6% 3.1% -8.5%

11. Rubber/ Scrap

RSS

Scrap

�

Muba, South Sulawesi 30.0% 11.0% -19.0%

12. Cashew nuts Sampang, East Java 5.2% 0.3% -4.9%

13. Cinnamon Kerinci, Jambi 1.0% 2.0% 1.0%

Bima, West Nusa Tenggara: -

Mataram

7.6% 7.9% 0.3%14. Candlenuts

- Banjarmasin 26.2% 16.2% -10.0%

15. Rattan Luwu, South Sulawesi 6.0% 5.3% -0.7%

C. Fisheries

Gunung Kidul, Yogyakarta 3.1% 13.5% 10.4%16. Fish

Gorontalo, North Sulawesi 29.3% 12.8% -16.5%

17. Shrimp Bone, South Sulawesi 11.1% 10.8% -0.3%

D. Animal Husbandry

18. Dairy Farming Sukabumi, West Java 28.8% 19.5% -9.3%

Bone, South Sulawesi 12.3% 8.9% -3.4%

Gorontalo, South Sulawesi 31.0% 10.9% -20.1%

Bima, West Nusa Tenggara 11.5% 7.3% -4.2%

East Lombok, West Nusa

Tenggara

3.8% 2.2% -1.6%

19. Cattle

Sampang, East Java 12.0% 10.6% -1.4%

20. Duck Eggs Central Hulu Sungai, South

Sulawesi

21.2% 11.7% -9.5%

Average -6.7%

Median -4.9%

Source: SMERU 1999
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*)

Note : *) Highest value: 31,9%; Lowest value: -5,7%, Average: 8,8%; Median: 6,5%

Source: SMERU 1999

Proportional Price Changes

(PH)
Types of Farm Commodity Sample

Proportion

PH > 20% 1. Nuts (Minahasa) 11%

2. Shredded Tobacco (Temanggung)

3. Fish (Gorontalo)

4. Cattle (Gorontalo)

10%< PH <20% 1. Red onions (Bima) 22%

2. Potatoes (Gowa)

3. Copra (Minahasa)

4. Cloves (Minahasa)

5. Rubber/Scrap (Muba)

6. Candlenuts (Bima, destination Banjarmasin)

7. Rattan (Luwu)

8. Cow�s milk (Sukabumi)

0%< PH <10% 1. Potatoes (Kerinci) 58%

2. Oranges (Luwu)

3. Tea leaves (Sukabumi)

4. Cocoa beans (Polmas)

5. Coffee (all regions, 5 cases)

6. Shredded Tobacco (Sampang)

7. Rubber /RSS/Scrap (Bengkalis & HST, 3 cases )

8. Cashew nuts (Sampang)

9. Candlenuts (Bima, destination Mataram)

10. Shrimp (Bone)

11. Cattle (Bone, Bima, East Lombok,Sampang)

12. Duck Eggs (HST-South Kalimnatan)

(21 cases)

PH < 0% 1. Cacao beans (Bone) 8%

(negative) 2. Cinnamon (Kerinci)

3. Fish (Gunung Kidul)

Total 100%
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