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But the stability of oil prices didnt stand longer, because in the budget 1988/1989 oil
prices was not stable even tended to decrease. In reality government income rose to IDR
26961 billion in 1987 to TDR 38.169 billion in 1989 billion. Then in 1989 govemment
expenditure also rose caused by the increase of routine expenditt  done by govemment
for civil servant salary since January 1989.

The civil servant salary enhancement was hard to conduct in the previous years,
because government faced big troubles to raise domestic income in one side, especially
as the consequence of the increase of government obligation to pay the interest and
foreign repayments. However the foreign repayments role to routine expenditure
decreased to 52.9 in budget draft 1988/1989 and 51.6% in budseet draft in 1989/1990. In
reality, goverminent expenditure rose in govermmnent income, ... R 47.450 billion.

In 1991 government income rose from the previous year, IDR 51.994 billion and
government expenditure, IDR 50.492 billion. In 1992 — 1995 government income and
expenditure kept rising.

In 1996 . emment income realization was DR 99.530 billion and government
expenditure was IDR 98.513 billion. Economic cmsis, which started in the middle of
1997 and rose to multi dimension crisis in 1998 and 1999, had af ted much to global
society. Economy condition was becoming harder, sense of secnrity and peace were
disturbed, and social anxiety rose. But for 3 years that was in 1997 -1998 government
income and grant showed an interesting development. Even though economic ecrisis
evoked the effect of the shrinking of base revenue tax, however vaiious steps were
taken and tax intensification was able to give positive result.

Unlike the non-tax revenue beyond natural resources revenues, the economic crisis

has led to decline in majority of state-owned enterprise (BUMN) rofits. Meanwhile,

3 froin several donor countries and institutions increased duning the crists, but its

real lion is not as big as it initially appears. Overall revenu and grants increased

from IDR 187.8 billion (16.6% of PDB) in fiscal year 1999/2000 be IDR 2999 billion
(20.3% of PDB) in fiscal year 2001.

In 2001 based on its realization that government income amountcd to 1DR 3011
billion while its spending TDR 341.6 billion. In 2002 income of 1DR 298.6 billion and

R 322 2 billion in government expenditure, The increasc cor 1 to occur every
year until 2004,

In the period 2005-2007, the realization of government revenue showed the strong
growth, namely, with an average growth of 19.6 perccnt. Most.of the revenues and
grants eotne {rom domestic income within three vears accounted for 99.7 percent, and
the remaining 0.3 percent is contributed by a grant.

In the same period, tax revenues grew an average of 18.9 percent, while the Non-Tax
Revenues grew an average 21.0 %. Government expenditure alse increased in this
period. The routine cxpenses of government subsidies caused the magnitude increase.
Whereas 1 2008 arcatly increased government expenditure IDR 1022 621 trithon. The
increase m government spending is out of subsidies for increased community at that
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Table 2. Granger Causality Qutput

Pairwise Granger Causality Tests
Sample: 1988 2011

Lags: 5

Null Hypothests: Obs F-Sta ic Prob.
GT & not Granger Cause GE 19 020273 09523
—— Joes not Granger Cause GI 11.6322  Q.0017

The results showed that the value of the F-statistic was greater (F-stat = 11.6322) and
a probability value was smaller than 5% (Prob = 0.0017) at lag = 5, which meant that
there was a unidirectional causality between government income variables with
govemment expenditure, namely causality from government exp  liture to government
income. But the effect of government expenditure on government come could not be
seen quickly. It took some time to feel the effect of spending on government income.
After testing at lag 1-4 showed no association between the two variables, but the lag 5
there was a correlation in the direction of expenditure to government income . In other
words, current expendifure would be visible to influence on government income in the
next five years.

The results were consistent with research conducted by Bataineh with the main

jective of the study was to test the causality between government income and
expenditure during the period 1980-2008 Jordan used cointegration test and error-
correction model. The empirical results showed that the direction of causality ran from
govermment spending to government income,

Obioma and Ozughalu (2010} provided a modest confribution to debate the

relation between government income and government expenditure. By using
empirical data to anal.  the correlation between government income and expendititre
tn Nigeria used tiine series data from 1970 to 2007. The empirical findings of this study
indicated, among others, that there was a long-term correlation between government
income and government expenditure in Nigeria. There was also 1dence of causality
in one direction from the goverminent income for government ex iture,

This study was also consistent with the expenditure theory proposed by Peacock and
Wiseman. They based it on an analysis of govemment expenditure receipts.” The
povemment was always trying to -increase 18 expenditure by relying increase  tax
revenue, but people did not like the large tax payments.

Peacock and Wiseman based their theory on a thec  that pcople had a tolerance
level of taxation, where people could understand the magnitude of the t  levy required
by the government to finance governmnent expenditure. So people reatized that the
govermment needed funds to finance goverunent activities so that they had the level of
people’s willingness to pay taxes. This tolerance level was a constraint for the
government to raise the tax coliection arbitrarily.
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