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ABSTRACT. What explains the patterns of local government proliferation in Indonesia? I argue

that ethnic heterogeneity, paired with the political ability to lobby for boundary changes,
explains territorial reform. Using data on Indonesian district splits from 2001 to 2012 and
information at the district and sub-district levels, I provide evidence in support of these
propositions. To further trace the logic of district splitting, the paper draws on census data, as
well as information on local violent conflict, to show that newly created districts have higher
levels of ethnic homogeneity and experience less political violence. These findings provide new
and important insights to existing debates on optimal federalism and the emerging literature on

the politics of administrative unit proliferation.
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1. INTRODUCTION

Starting in 1999, after the transition to democracy and the beginning of wide-ranging
decentralization reforms, Indonesia not only relocated essential government functions to the
district level, but also significantly increased the number of local governments, from 292 in 1999
to 497 in 2012 — dramatically reshaping the territorial structure of the archipelago. Such a
proliferation of territorial administrative units, while especially explosive in the Indonesian
context, is not uncommon in the developing world, and often takes place in the wake of
decentralization reforms or transitions to democracy.' What explains the patterns of this

proliferation of local governments in Indonesia and beyond?

The size and territorial structure of a polity has been an important topic of theoretical discussion
since the early beginnings of political theory.” Present-day theoretical research on territorial
boundaries emphasizes the trade-off between market size and efficient public goods provision on
the one hand, and the negative effects of an increasingly heterogeneous population on the other.?
This trade-off between preference homogeneity and jurisdictional size also plays an influential
role in Tiebout’s classic model of “voting with your feet”, in which the redrawing of

jurisdictional boundaries can be a substitute for population mobility.*

Yet emerging scholarship on the politics of administrative unit proliferation® has emphasized the
political incentives for national elites to expand their patronage opportunities® or improve
political prospects at the national level as explanations for territorial boundary changes. More
recently, Grossman and Lewis® and Kimura® have identified the convergence of local and
national elites’ political incentives as drivers of the creation of new administrative units. I build

on these literatures to identify a series of factors that explain the motivation and political



capacity to pursue administrative boundary changes.

Indonesia’s radical decentralization process, while unique in many ways, is an ideal empirical
setting in which to investigate the interplay of optimal decentralization and local political
concerns in a data-rich environment.'” Starting in 2001, local districts were allowed to lobby the
central government and legislature to split existing districts (pemekaran daerah). Understanding
the motives behind district creation has important implications for the study of politics in

Indonesia and theories of decentralization more generally."'

I analyze the trade-off between the efficiency of public goods provision, preference homogeneity
and local political incentives empirically, using newly collected data on all district splits in
Indonesia between 2001 and 2012. Leveraging information at the district and sub-district levels,
I show that district splits are largely driven by ethnic heterogeneity within administrative units.
In addition, political capabilities to effectively lobby for district splits shape the likelihood of
jurisdictional boundary changes. To further examine the importance of ethnicity, I show that
newly created districts are indeed more ethnically homogenous — and even experience less

political violence.

These findings speak to three ongoing and interconnected debates. First, while the main results
suggest that both the homogeneity of local preferences and efficiency concerns matter for
jurisdictional boundary changes, the former exerts a disproportionate influence on the degree of
administrative proliferation. This is in line with prior findings from the United States,'> but
extends the result to a developing country context. This finding highlights that understanding
ethnic politics is essential in order to fully grasp the implementation of decentralization reforms

across the developing world. Second, the analysis contributes to the emerging debate on the



politics of administrative unit proliferation. Joining Grossman and Lewis'"” and Kimura,'* I
emphasize the importance of /ocal elites in shaping the outcomes of this decentralization process.
Third, the analysis adds to the ongoing policy discourse on pemekaran in Indonesia. The current
popular debate views the extent of unit proliferation as extreme, and concludes that it has created
largely weak administrative units.'” Yet, the analysis here suggests that increased ethnic
homogeneity at the district level has also potentially contributed to a reduction in communal

violence.
2. DISTRICT CREATION IN INDONESIA

Up until President Suharto left office in 1998 and Indonesia suddenly transitioned to democracy,
Indonesia’s territorial make-up had remained more or less stable.'® Despite the creation of some
new provinces and districts over the years, Suharto’s Indonesia was a staunchly unitary and
centralized state. One of the main post-Suharto demands was increased regional autonomy,
especially for resource-rich regions, and improved local accountability.'” Two laws drafted under
the Habibie presidency (1998-99), Law 22/1999 and Law 25/1999, outline the core elements of
decentralization reform: relocating the main government responsibilities to the district level,
paired with a system of revenue sharing and regional redistribution.'® After the reforms, local
legislatures were allowed to elect the district head, authorize the budget, and vote on local laws

and regulations.

An important feature of Indonesia’s decentralization is the process of province and district
creation. To better reflect the large diversity across the archipelago, the decentralization laws
created a provision that allows new regions to be formed on the initiative of parliament or the

executive. The former simply needs to pass a law creating new regions, while the latter needs the



prior approval of the originating region, an evaluation report by the Regional Autonomy
Advisory Council and, eventually, parliamentary approval. Both processes are often initiated at

the behest of local interests. '’

In the pre-decentralization period from 1999 to 2001, the number of districts grew from 292 to
341. From 2001 to 2012 the number of districts grew to a staggering 497, a total increase of
approximately 44%.?° At the same time, parliament increased the total number of provinces to

34.

Overall, the decentralization laws, and the decision for a bottom-up process of jurisdictional
change, had their roots in the concerns of national-level leaders about national integrity, paired
with local leaders’ desire for better representation and political access.?’ An important
consequence of this decision was the creation of an institutional environment that allowed for the
bottom-up reform of jurisdictional boundaries without jeopardizing the power of the central
state. Importantly, relocating important powers to the district level, leapfrogging the provinces,
also avoided a direct electoral connection between the creation of new districts and national-level
politics. While these aspects of Indonesia’s decentralization are in many ways sui generis, they
offer the unique opportunity to test the ideas of the decentralization literature and improve our

understanding of the politics of administrative unit proliferation.
3. THE LOCAL POLITICAL ECONOMY OF DISTRICT SPLITTING

Many decentralization reforms in the developing world are predicated on the insights of the
optimal federalism literature.”> While large parts of this literature focus on the allocation of fiscal
and political authority across levels of government to achieve efficient public goods provision, a

smaller subset engages the question of optimal jurisdictional size.*®



3.1. Optimal Federalism.

Determining the appropriate size and number of jurisdictions tasks an optimal planner to trade
off the efficiency of public goods provisions with local preferences and access to information.*
Given the fixed costs of public goods provision, local governments covering a larger population
can reap larger efficiency gains than smaller jurisdictions. Yet, covering larger populations often
leads to increased heterogeneity in the population’s preferences regarding public goods. Catering
to a more heterogeneous population can offset efficiency gains and exert a downward pressure
on jurisdictional size. Population heterogeneity is usually conceptualized by either ethnic and
racial diversity, or income inequality, the important theoretical mechanism being an increase in
the variation in preferences over public goods. One of the few empirical studies of this trade-off,
implemented in the US context, finds a preference for ethnic and racial homogeneity at the
expense of efficiency concerns or heterogeneity along an income dimension.*> Ethnic
homogeneity might be particularly relevant, not only because of shared preferences regarding

public goods and taxes, but also due to a direct preference for living among co-ethnics.

Given that Indonesia has been a “weakly ethnicized polity”,* it is particularly interesting to test
whether ethnic heterogeneity has played an important role for district creation. Work on Uganda
suggests that ethnic groups that are marginalized in existing administrative units are especially
prone to seeking out jurisdictional boundary changes.*’ For Indonesia, Mietzner*® suggests that
pemekaran has contributed to the “non-violent renaissance of local identities,” suggesting an
important link with ethnic groups’ desire to create their ‘own’ local government. Alternatively,
this “renaissance of local identities” might also be manufactured by active elite efforts,

exploiting local heterogeneity for political and economic gains.”



Discussions of Indonesia’s decentralization law emphasized both the desire for efficient local
governments and popular demands for better local representation. Creating new provinces and
districts was (and still is) lauded as an important and integral policy tool in this endeavor. Hence,
the first two theoretical expectations capture the trade-off between efficiency in public goods

provision and a demand for increased homogeneity:
Hypothesis 1a: District splits are more likely in districts with inefficient public goods provision.

Hypothesis 1b: District splits are more likely in districts with higher levels of preference

heterogeneity.
3.2. Political Incentives.

While the literature on optimal jurisdictions provides an important basic theoretical framework
for understanding the rearrangement of district boundaries, this approach neglects the political
incentives of important decision-makers at the local or national levels. A growing literature on
the unintended consequences of decentralization identifies the pervasive role that misaligned

incentives can play in subverting carefully designed decentralization reforms.*’

In particular, current research has emphasized the role of national-level actors in shaping the
bargaining process over decentralization. Central government actors value the control of fiscal
resources, policies and electoral strategy, often portraying the details of decentralization reforms
as the outcome of national-level interest. Existing work on administrative unit proliferation has
identified national leaders’ need for patronage®' or the desire to affect the national-level electoral
balance of power with changes in jurisdictional boundaries.’* Neither channel operates directly

in Indonesia though. In the Indonesian case, national-level actors, while in charge of the overall



design of the process®, have played a much less influential role in shaping the specific patterns
of district creation. Since Indonesian government districts are not directly linked to national-level
electoral districts, there is less reason for national-level party cadres to use boundary changes as
a political strategy to improve national electoral outcomes®* —although in some cases local elites
have used such considerations to forge alliances with national-level legislators.” Furthermore, in
Indonesia the large fiscal costs of district creation incurred by the central government create
opposition to the excessive proliferation of districts within the national executive. Each newly
created district is entitled to a minimum amount of fiscal transfers and additional funding
allocations for the construction of basic government infrastructure. Splitting an existing district
creates fiscal transfers for the two new units that together surpass transfers to the original
district.’® Hence, the vast majority of district proposals were accepted after the national
legislature was lobbied, rather than by decisions of the executive, which often fails to stop

legislation to creation of new units.”’

While not being driven by the national level, district splitting might be an integral tool for local
political gerrymandering. In 1999, citizens elected representatives to national, provincial and
district parliaments. From 1999 to 2004 local legislatures elected district heads, while starting in
2005 electoral reform introduced the direct election of district heads.’® Redrawing administrative
boundaries allows political actors to form a local electoral district that reduces competition from
rival factions and maximizes their chances of being re-elected. Some case studies have identified

this as a motivation for district splitting.*®

What are potential observable implications of such gerrymandering incentives? In order for local
elites to engage in successful gerrymandering they need accurate information on the political

geography of electoral support. Without knowing which localities in a district are clear



strongholds of certain elite groups, redrawing boundaries to carve out less competitive districts is
impossible. One way local actors are able to gain information on the vote distribution is to learn
from prior elections. While Indonesians voted for local legislatures in 1999, 2004 and 2009, it
was less clear how electoral allegiances would affect the direct district head elections. Since
district heads were selected indirectly via the local legislatures before 2005, local elites had
much less information about the district’s geography of electoral support. After directly electing
the district head, though, local elites are able to update their information and propose politically
advantageous district splits. For example, in Papua a number of district split proposals emerged
in direct succession to the first round of local elections, after local actors learned about the
potential to ensure electoral survival and control of local governments far into the future.*’

Hence, I expect that district splits are more likely after the first local district head election:
Hypothesis 2: District splits are more likely in districts with directly elected district heads.
3.3. Fiscal Incentives.

Returning to rent-seeking, while fiscal concerns dampen support for district creation at the
national level, the opposite is true at the local level. Fitrani, Hofman and Kaiser*' argue that the
expectation of fiscal spoils is likely to fuel the demand for local government. New governments
offer ample opportunity for corrupt politicians to divert funds and engage in rent-seeking. Once
Suharto and his closest allies were removed from power, democratic reforms did not sweep away
the majority of elite actors involved in the “New Order,” but rather created a system of oligarchic
competition for access to power. Old elites in the party system, military, business, judiciary and
bureaucracy entrenched their hold on power and decentralized the access to spoils.*> At the same

time, new actors entered the stage and, through electoral politics, fought to receive their share of



rents. The introduction of elections has created a system of competition at the local and national
levels that is still largely an affair of elites, and is prone to cartelization.” Public office is treated
as an access point to state resources, which has to be capitalized on in order to repay the various
debts incurred during the election process.”* Controlling a district government offers access to
various monetary resources, and bestows the power to sell valuable licenses and hand out highly
sought-after jobs in the bureaucracy.*’ Hence, the prospect of fiscal revenue might spur elite
capture and give local oligarchic elites an incentive to maximize access to rent-seeking resources
by creating new district governments. Qualitative accounts of district creation in Papua and
Central Sulawesi seem to suggest as much.*® The demand for increased fiscal resources is likely

to be especially strong in districts that currently receive lower per capita fiscal transfers.

While access to new fiscal resources (such as fiscal transfers like DAU/DAK, and the right to
issue regulations) provides a strong incentive to seek a district split and offers an explanation for
the overall explosion of districts, the same might not be true for natural resource-related
revenues. While general fiscal transfers are determined by current personnel expenditures, fiscal
needs and tax capacity, districts rich in natural resources also receive a share of locally generated
revenue. Districts with higher resource revenue, under the control of local elites, might be less
likely to pursue a district split if that entails a loss of control over geographically concentrated

natural resources.

In summary, given the prominence of corruption and rent-seeking incentives identified by the
qualitative literature, it is important to test to which degree fiscal rent-seeking can explain

geographic variation in district creation:

Hypothesis 3a: District splits are more likely in districts with lower total revenue.
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Hypothesis 3b: District splits are less likely in districts with higher levels of natural resource

revenue.
3.4. Political Capability.

While existing arguments from the optimal federalism literature and emerging work on the
politics of administrative unit proliferation identify several factors that affect the demand to
create new units, so far less attention has been paid to factors that enable local actors to push for
boundary changes. This is an important omission, since even with a high local desire to create a
new district changes might not materialize in the absence of the institutional and political
resources to facilitate the necessary planning, organization and lobbying. Kimura®’ highlights the
importance of “territorial coalitions” between regional- and national-level elites in the creation of
provinces in Indonesia. Similar to provinces, district splitting requires the careful drafting of a
legislative proposal that contains minimally viable new district lines, which in turn requires the
support of national-level legislators. Districts that can draw on a sufficient level of political

48
"% across levels

capacity, conceptualized as the ability to forge successful “territorial coalitions
of government, are more likely to facilitate a district split. Political capacity for district splitting
is naturally multi-faceted. Political capacity can operate via ethnic, religious, and personal

networks.* I argue that one important dimension though is strong connections to parties in the

national legislature.

Given that a district split eventually requires the passage of a national law, connections to
national legislators are an important element in the process.”® Local elites need access to
members of the national legislature, especially members of Commission II, which deals with

regional autonomy. Having strong ties to party representatives with legislative clout at the
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national level makes it more likely that effective coalitions are formed to push for legislation —
often facilitated by bribes.”' In the Indonesian context, the established parties of Golkar and PDI-
P are likely to be important vehicles in that regard. Golkar, President Suharto’s former ruling
party, and the PDI-P, successor to one of the two opposition parties during Suharto’s New Order
regime, are both able to draw on a long organizational history and important resources that reach
many parts of Indonesia.”> They also wield substantial legislative power at the national level.
Having received the largest and second-largest vote share in the 1999 and 2004 legislative
elections — combining for 55.4% and 40.1% of the vote, respectively — both parties’ local
branches can tap into an established network of national legislators. For example, Tans>
discusses the case of Tapanuli Selatan in North Sumatra, in which the local Golkar party
machine successfully exploited its connections to national elites in order to facilitate district
splits. While the same mechanisms might also operate for other parties, it is likely that effects are
most clearly observable for Golkar and PDI-P, both of which feature a comparatively high
degree of national legislative clout and local organizational reach.>* Also, given that party system
fragmentation has increased in district legislatures from 1999 to 2009, which has benefited
parties with a weaker national presence, having a large contingent of local legislators with strong
connections to powerful national-level party leaders is a crucial political asset in the process of
district splitting. Hence, districts that can draw on national party networks are more likely to

experience district splits:

Hypothesis 4: District splits are more likely in districts with stronger links to nationally powerful

parties.

4. RESEARCH DESIGN AND DATA
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4.1. Data Sources.

To test hypotheses 1-4, I use data on Indonesian district splits from 2001 to 2012. I utilize
Indonesia’s district configuration at the start of 2001 and official district lists from Indonesia’s
statistical service (BPS) for the years 2001-2012 to determine which districts split during the

study period.”®

As Grossman and Lewis”’ point out, analyzing district splitting poses a difficult question in
terms of levels of analysis. Early research on administrative unit proliferation largely relied on
unit-level characteristics to estimate the probability of a split.”® Yet doing so ignores potentially
important processes operating at the level of the smaller, constitutive units of a district. At the
same time though, some variables operate solely at the level of the splitting unit and cannot be
measured for sub-units. Consider fiscal revenues that are allocated at the district level or the
electoral status of district heads, both of which are only meaningful for the unit as a whole.
Hence, either type of analysis runs the risk of ignoring important processes. To address these
concerns, I rely on a research design that utilizes data both at the district and sub-district levels to

tease out the determinants of district splits.

I first construct a district-level panel of the 341 original districts in 2001. I trace each district
until it splits or, alternatively, the end year of the panel (2012). Information on covariates comes
from various sources: the SUSENAS household survey, the general population census, the World

Bank’s DAPOER database, the electoral commission and the PODES village census.

Hypothesis 1a and 1b represent the basic expectations of the optimal federalism literature. To
measure the efficiency of public goods provisions, I rely on two variables. First, Alesina, Baqir

and Hoxby™ identify population density as the most important empirical referent to capture scale
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economies.”’ Very densely populated districts can supply public goods to a large number of
citizens, and thus realize economies of scale. In contrast, districts with low population density
have a more difficult time recouping fixed costs in public goods provision, given the lower
number of citizens per area. Alesina, Bagir and Hoxby®' furthermore suggest that the effect of
population density might be non-linear. To test Hypothesis 1a, I include a cubic polynomial of
population density in the model. I also construct a simple, standardized additive index of public
services provisions. The index aggregates five distinct measures of services provision: share of
villages with an asphalt road, share of the population with access to safe sanitation, share of the

population with access to a safe water source, average school enrollment across school types, and

share of births attended by skilled staff.®*

Hypothesis 1b suggests that heterogeneity in the population should increase the probability of a
district split. I focus on two specific forms of heterogeneity: identity and income. Heterogeneity
in identities, in the Indonesian context described by ethnicity and religion, is likely a strong
driver of jurisdictional changes, since members of the same identity group often share
preferences regarding public goods, have a direct preference for living with co-members, or
desire ethnic and religious gerrymandering. I use a standard Herfindahl index of ethnic or
religious fractionalization, based on data from the 2000 population census. This is a time-
invariant measure that provides information on the level of ethnic and religious homogeneity at
the outset of the decentralization process. It is also plausible that heterogeneity along other
dimensions could affect the desire to adjust jurisdictional boundaries. For an additional measure I
focus on income, since poorer individuals are likely to demand a different mix of public goods
than richer segments of society. I use a simple Gini index of consumption inequality at the

district level, based on household data from the SUSENAS survey. All three variables measure
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the likelihood of preference heterogeneity in the general population.®

To test for the informational effect of the first wave of direct elections (Hypothesis 2), I use a
simple binary variable that measures whether a district had a directly elected district head, lagged
by one year. The data come from the Ministry of Home Affairs. Since the scheduling of direct
elections was determined exogenously,’* this measure has the added advantage of providing a

plausible causal estimate.

To measure rent-seeking incentives generated by total and natural resource-based fiscal
allocations, I use data from the World Bank’s DAPOER database. The data are based on detailed
information from the Ministry of Finance and cover all fiscal transfers from the central
government to the districts. I calculate total revenue per capita and resource revenue per capita to

measure the diverging effects of each revenue type.”

Local elites’ ability to lobby for a district split is hard to capture empirically. This paper focuses
narrowly on legislative connections between local district legislatures and the national
parliament. To measure this legislative linkage, I simply use the legislative strength of the Golkar
and PDI-P (Hypothesis 4) at the local level. While imperfect, this measure should indicate
whether party strength at the local level plays any role in facilitating the construction of
“territorial coalitions”. I use data on vote shares for the local legislatures from the 1999 and 2004

legislative elections to measure local party strength.®

In addition to these theoretically motivated variables, I include a small number of additional
basic controls. In all models I include logged GDP per capita and the share of the local
population below the poverty line to account for socio-economic development. I also control for

the density of local non-governmental associations per capita. The presence of local non-
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governmental organizations can create an institutionalized forum to regulate and bind together
distinct societal groups, which counteract the effects of a heterogeneous population. Summary

statistics for all variables can be found in the Online Appendix.

For the district-level analysis, the dependent variable y;; is defined as a simple dummy, taking a

value of 1 if district i split in year ¢, and 0 otherwise. Throughout, I include a polynomial of time
to account for duration dependence.’’ I start with a simple linear probability model and then
successively estimate a standard logit model, a logit random-effects model, and a linear
probability model with district fixed effects. The latter, due to the inclusion of district fixed
effects, cannot simultaneously include measures of ethnic and religious fractionalization or the
density of associations, but controls for any time-invariant unobserved district characteristics. I
cluster standard errors at the district level to account for heteroskedasticity and arbitrary serial

correlation.

A secondary analysis uses sub-districts as the level of analysis. Since new district lines are
generally drawn along existing sub-district boundaries, they form the constituent parts along
which splits can occur.®® This allows a more detailed analysis of the effects of preference het-
erogeneity, since marginalized groups may pursue splits along a district’s periphery. Using data
on the ethnic composition of sub-districts allows me to identify regions in which the constituent
units of a district are most distinct from the rest of the district. For the sub-district level analysis,
I rely on a single source of information: the official village census (PODES). The village census
regularly collects information on all of Indonesia’s villages. I use the 2002 wave of the PODES
and aggregate variables from the village to the sub-district level. This data source forces me to
construct different measures for the main variables of interest as compared to the district-level

analysis. To test the effects of preference heterogeneity I use several variables. First, the PODES
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provides information on the major ethnic group in each village, which allows me to identify the
plurality group in each sub-district. I then determine whether the plurality group in each sub-
district is different from the plurality group in the district as a whole. Sub-districts with a
different major ethnic group are more likely to lobby for a re-drawing of jurisdictional
boundaries to increase ethnic homogeneity. Another data source on preference heterogeneity
uses information on the number of ethnic Javanese in off-Java regions. The Javanese, the
politically and culturally dominant ethnicity in Indonesia, entered other regions of the
archipelago due to over-population concerns on Java. Aided by an official transmigration
program, the presence of Javanese minorities in other provinces has often led to political strife. I
also use information from the PODES on the share of officially designated transmigration
communities in a sub-district, and how the sub-district differs from the district as a whole on that

dimension.

To proxy for the efficiency and quality of public goods provision at the sub-district level I use
three measures: distance to the district capital, since availability of services is likely to decline
with geographic distance from service providers; a simple measure of availability of streetlights
in sub-district villages, representing simple infrastructural quality; and the number of local
schools per capita. Although rent-seeking is largely affected by district-level fiscal transfers, I
nonetheless include the share of sub-district villages with natural resources as a control. To
capture political capacity at the sub-district level I use information on the share of villages in

which Golkar or PDI-P received the most votes in the last election.

I include a number of additional control variables: the local poverty rate, the presence of slums,
the existence of a political party office, incidents of mass fighting, the number of non-

governmental associations per capita, and the presence of agricultural or manufacturing industry.
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Information on which specific sub-districts formed new “daughter” districts is more difficult to
obtain from official sources than the list of splitting districts. To determine which of the existing
sub-districts in 2002 formed new units, I have to rely on a master list of villages and sub-districts
from 2007. This inherently limits the time frame for the analysis, since district splits after 2007
cannot be integrated. Based on the information from the official BPS list, I define the dependent

variable y; as a dummy, which takes a value of 1 if sub-district k£ in district i was located in a

newly created district later in the 2002-2007 time period, and 0 otherwise. The general model for
the sub-district analysis is a simple cross-sectional linear probability ordinary least squares

(OLS) or logit specification. Again, I cluster standard errors at the district level.

5. RESULTS

5.1. District Level.

Table 1 shows results for the four main models of the district-level analysis. Model (1) presents
estimates from the basic linear probability model. With regard to the theoretical expectations
outlined in Hypotheses 1-4, there seems to be clear evidence in favor of optimal federalism,
ethnic heterogeneity and political capacity concerns. Starting with Hypothesis la, two of the
three components of the cubic polynomial of population density are statistically significant
below the 5% level. While the size and signs of the coefficients suggest a non-linear relationship
between population density and the probability of a district split, the effect is largely negative for
the majority of observed population densities across districts. In other words, with increasing
population density, the probability of a district splits decreases, as expected by optimal
federalism arguments. Similar results are obtained in the logit and logit random effects

estimations. Including district fixed effects renders all three coefficients statistically insignificant
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at conventional levels. The secondary measure of efficiency in public goods provision, the index
of services provision, is only weakly significant (below the 10% level) in the logit and logit
random effects models, while reaching statistical significance below the 5% level in the fixed-
effects model. The sign of the coefficient conforms to theoretical expectations: districts with
better services provision are, on average, less likely to split. Hypothesis 1b posits a positive
relationship between ethnic and religious heterogeneity, income inequality and district splits. The
data show clear support for Hypothesis 1b in terms of ethnic heterogeneity. The coefficient for
the ethnic fractionalization score is positive and significant below the 0.1% and 5% levels in the
linear probability and logit models, respectively. Religious fractionalization, on the other hand, is
only significant at the 10% level in the standard logit and logit random effects model, and is

negatively associated with district splits.

TABLE 1 ABOUT HERE
Similarly, the effect of income inequality also contradicts standard theoretical expectations.
Statistical significance ranges from the 10% to the 1% levels across specifications, and the
coefficient suggests a reduction in the probability of a split. Learning about the political
geography of political support via direct district head elections only has a weakly statistically
significant effect on district splits. The coefficient is positive and significant at the 10% level in
the random-effects logit and fixed-effects linear probability models. Similarly, Hypothesis 3a
finds only limited support in the data — total revenue per capita has a positive effect on district
splits, but only attains statistical significance below the 10% level in two models. On the other
hand, the effect of natural resource revenue exerts a negative and statistically significant effect in
Models (1)-(3). Turning to the political capacity variables, both the Golkar and PDI-P vote

shares have a strong positive and highly statistically significant effect on district splits across all
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models.

To better adjudicate the substantive significance of each variable, I simulate the first-difference
effects of a move from the 25th to the 75th percentile of each of the factors of theoretical interest
in the first column of Table 1, holding all other variables at their means. Figure 1 plots the effects

on the probability of a split and the associated 95% confidence intervals.

FIGURE 1 ABOUT HERE

The strongest effect on district splitting is due to the level of ethnic fractionalization, for which a
change from the 25th to the 75th percentile, on average, increases the splitting probability by
roughly 4.4 percentage points. Given the baseline probability of 2% in each district-year, this
suggests a more than 200% increase in the splitting probability. The second- and third-most
important effects are the PDI-P and Golkar vote shares, which have an implied effect of 1.5 and
1.4 percentage points, respectively. A comparable shift in population density implies a reduction
in the split probability by roughly one percentage point. Fiscal incentives, represented by natural
resource revenue, while statistically significant, are in comparison substantively meaningless (a
reduction of 0.1 percentage points). Finally, districts with inequality at the 75th percentile are
about 1.1 percentage points less likely to experience a jurisdictional boundary change. The
curious absence of strong evidence for rent-seeking as a determinant of district splitting might be
due to two reasons. First, both empirical measures of fiscal rent-seeking might be too coarse to
capture subtle variations in rent-seeking opportunities within districts. Second, while fiscal rent-
seeking might have created a uniform incentive for district creation that explains the fotal
increase in the number of units, fiscal variables might offer less leverage for understanding the

specific geographic or temporal patterns of pemekaran.
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The evidence so far suggests that both the demand for district creation and the political capacity
to lobby for district splits are important factors for understanding changes in the territorial
configuration of Indonesia. If that is truly the case, it seems likely that the effect of ethnic
fractionalization should be particularly salient for districts that also have high levels of political
capacity — suggesting a positive interaction effect. I test for this possibility by first collapsing the
Golkar and PDI-P vote share into one variable and then including an interaction term with the
ethnic fractionalization score. I simulate the effect of a change in the ethnic fractionalization
score from the 25th to the 75th percentile in two scenarios: when the sum of the PDI-P and
Golkar vote share is at the 25th percentile of its distribution, and when the summed vote share is
at the 75th percentile. As expected, the effect of ethnic fractionalization is positive in both cases,
but on average is more than three times as large for districts that have high levels of political
capability. Note that the 95% confidence intervals overlap slightly, though (see Online Appendix

for details).

It is also important to note that the effects of the Golkar and PDI-P vote share do not extend to
other political parties or the overall degree of fractionalization in the legislature. The Online
Appendix presents additional models in which I also control for the vote share of the third- and
fourth-most important parties in terms of vote shares (the National Awakening Party, PKB and
the United Development Party, PPP) and the overall effective number of parties in the local
legislature. Neither variable has a statistically significant effect on district splitting, while the
coefficient for the Golkar and PDI-P vote share remains positive and statistically significant at
conventional levels. The results are also robust to controlling for city status or replacing

population density with logged population counts.

5.2. Sub-District Level.
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The results of the sub-district analysis are presented in Table 2. For presentational purposes I
omit coefficient estimates for the control variables (a full table is presented in the Online
Appendix). Overall, this secondary analysis clearly confirms the prior findings. In terms of
public goods provision, both distance to the district capital and availability of street lights are
statistically significant and have the expected signs. For preference heterogeneity, the sub-district
analysis substantiates the main finding of the district analysis. While Javanese off Java and the
transmigration status of the village have no clear effect, ethnic differences to the rest of the
district have a positive and statistically significant effect on the creation of new districts. Again, I
also find that sub-districts with stronger support for Golkar or PDI-P at the sub-district level are

more likely to form new districts.

TABLE 2 ABOUT HERE

6. TESTING OTHER OBSERVABLE IMPLICATIONS

If demand for ethnic homogeneity is the main driver of district splits, newly created districts
should be more ethnically homogenous than the originating districts. I use data from the 2000
and 2010 population census to compare average levels of ethnic fractionalization in three sets of
districts: the original “mother” districts, the newly created “daughter” districts, and, for
comparison, non-splitting districts. Districts that split over the 2001 to 2012, time period had, on
average, a 0.622 ethnic fractionalization score. Newly created districts only have a
fractionalization score of 0.518 — a substantial difference of nearly 17% (or more than half a
standard deviation). In addition, the remainder of the splitting districts had a fractionalization
score of 0.554 after the split. In contrast, non-splitting districts, while more homogenous to begin

with (0.38), did not experience a dramatic change over the same time period (a detailed table is
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available in the Appendix). Hence, administrative unit proliferation has created much more

ethnically homogenous districts in Indonesia.

Another possible consequence of increased ethnic homogeneity is a reduction in social conflict
and violence within districts. The literature on communal violence has investigated the link
between ethnic heterogeneity and political violence.”” In the Indonesian context, research on
communal riots has also emphasized the importance of ethnicity for conflict.”’ If communal
violence 1is, at least partially, driven by grievances between identity groups within the same
district, e.g. over access to public services, regulations of religion, or control of the district
government, it stands to reason that new districts, created at the behest of local ethnic groups,
will assuage a host of such potential grievances and reduce the likelihood of social conflict and

political violence.

To test this implication I draw on geographically disaggregated data on violence in Indonesia.
The National Violence Monitoring System Indonesia (NVMS), created by the Coordinating
Ministry for People’s Welfare, the Habibie Center and the World Bank, collects information on
violence in 14 of Indonesia’s 34 provinces for the years 1997 to 2013. The database records
incidents of political violence based on local newspaper and NGO reports. The 14 provinces
were selected to represent the regions most affected by violence.”' An early pilot study related to
the NVMS found substantially more violent events in local newspaper sources, as compared to
existing datasets.”” The NVMS data represents the best available source of information for

violence in Indonesia.

To test the effect of district splitting on violence, I estimate negative binomial count models for

the panel of districts covered by the NVMS from 2001 to 2012. I control for standard conflict
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predictors like socio-economic development, population counts, and ethnic fractionalization (for
a full list, see the Online Appendix). The main variable of interest is a simple dummy variable
indicating whether a district was newly created during 2001-2012. I use the count of conflict
events by sub-type as a dependent variable. I distinguish between total violence, and violence
related to resource issues, governance, elections, or identity. The effect of the new district
dummy is negative across all categories of violence, and is statistically significant below the 5%,
1% or 0.1% levels for all but election-related violence (a complete table is available in the
Online Appendix). Note that the model controls for prior levels of violence to account for the
possibility that the reduction of violence in newly created districts is a mere reversion effect, i.e.
that violence spikes right before the creation of new districts and then falls back to typical levels
afterward.” The findings add to the ongoing discussion on violence and district creation. While
some case studies see the emergence of new conflicts associated with jurisdictional boundary
changes’® others are more in line with the findings of this study. For example, a study of Luwu
district, located in South Sulawesi, found that after splitting the district into four new units social
conflict was reduced. This was largely achieved by allowing effective district heads to emerge
and by lessening a perception of political marginalization in the local population.” It is no
coincidence that communal violence, which gripped Indonesia in the early 2000s, has waned in

the aftermath of the first wave of district splits.”
7. CONCLUSION

The empirical analysis of district splits in Indonesia shows that district proliferation is driven by
a mix of efficiency concerns, political capacity, and ethnic heterogeneity. The latter two emerge
as the strongest predictors of district splits. Moreover, I also show that newly created districts are

more ethnically homogenous than their originating units (or non-splitting units) and that

24



boundary changes have reduced incidents of identity-related forms of violence.

The analysis of Indonesia’s district proliferation adds important new insights to several research
debates. First, the findings speak to the decentralization literature more generally. The empirical
findings clearly show that both efficiency concerns and ethnic heterogeneity mattered in the
redrawing of district lines. As such, it represents a test and general confirmation of “voting with
your feet models.” Importantly, the results of this study confirm and extend the findings of
Alesina, Bagir and Hoxby'’: that ethnicity is the crucial dimension along which jurisdictional
boundary changes transpire. Other potential indicators of preference heterogeneity, like income
inequality or religious diversity, have no clear or countervailing effects on district splitting. Why
ethnicity interacts so strongly with questions of territoriality, as opposed to other plausible
identity dimensions, deserves further attention. It is also unclear to which a degree a preference
for ethnic homogeneity created a bottom-up demand for district splitting or whether local elites
exploited ethnic divisions to manufacture political support for district splits. Future research will
have to disentangle these two causal mechanisms. Moreover, rent-seeking, despite being one of
the most prominent concepts in the decentralization literature, does not seem to add much
leverage for understanding the geographic variation in district splits. This is not to say that rent-
seeking plays no role for district creation — far from it, given the plethora of qualitative evidence.
The present null finding might be due to either inadequate measurement or because the desire for
rent-seeking applies uniformly across districts. This is likely to have contributed to the overall
increase in the number of units, but cannot easily explain the geographic patterns of district

creation.

Second, studies on decentralization outcomes in Indonesia and growing concern about corruption

and elite dominance in local elections indicate a general sense of the decentralization reforms
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having potentially fallen short of the initial goals.” For pemekaran specifically, a 2007
evaluation by the Ministry of Home Affairs found that the vast majority of newly created
districts is providing worse public services than their non-splitting counterparts.”” On the other
hand, some more recent studies tell a more positive story. For example, [lmma and Wai-Poi find
evidence of an accelerated reduction in poverty rates in newly created districts.*® This study
suggests that district creation, while clearly the outcome of a highly politicized process, has
produced more homogeneous and more peaceful districts. It is unclear, though, how public
services provision in general will evolve in response to the creation of new district governments
in the long run, how patterns of electoral accountability in local elections will change in
ethnically homogeneous districts, or whether the creation of new districts will reify ethnic
identities across districts, and create new fault lines of ethnic violence. This study offers an
important, albeit limited, glimpse into the effects of administrative unit proliferation for socio-

political outcomes in the Indonesian context.

Finally, this paper also adds an important layer of evidence for the emerging literature on the
politics of administrative unit proliferation. Building on arguments by Grossman and Lewis®'
and Kimura™, T argue that local elites are essential contributors to the process of jurisdictional
boundary change. Above and beyond a local demand for boundary changes, local elites’ capacity
to facilitate institutional change at the national level is a crucial component of understanding the

process of administrative proliferation.
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TABLE 1. District-Level Determinants of District Splits

&) (@) 3 “
OLS Logit RE-Logit FE-OLS
Controls
log GDP pc 0.00545 0.222 0.222 0.227**
(0.00796) (0.321) (0.356) (0.0707)
Poverty Share 0.220" 2.016% 2.016 -0.0728
(0.115) (1.186) (0.879) (0.265)
Association Density -2.852* -118.8** -118.9** -
(1.135) (43.52) (44.83)
Efficiency of Public Goods
Pop Density -0.0000123*  -0.00908* -0.00908*  -0.0000146

(0.00000741)  (0.00353) (0.00277)  (0.0000198)

Pop Density? 2.60e-09*  0.00000530* 0.00000530**  2.20e-09
(1.29e-09)  (0.00000233) (0.00000198)  (2.54e-09)

Pop Density? -1.17e-13* -8.06e-10* -8.06e-10* -7.98¢-14
(583¢-14)  (3.75¢-10)  (3.72e-10)  (9.35¢-14)

Services Provision -0.000380 -0.0165™ -0.0165™ -0.000845*
(0.000246) (0.00890) (0.00902) (0.000402)

Preference Heterogeneity

Inequality -0.00202** -0.0793+ -0.0793* -0.00220**
(0.000775) (0.0438) (0.0475) (0.000785)

Ethnic Fract 0.0728** 1.797* 1.797* -
(0.0194) (0.802) 0.777)

Religious Fract -0.0332 -1.743% -1.743+ -
(0.0386) (0.895) (0.951)

Rent Seeking

Total Revenue pc 10.19* 196.3 196.3 20.34%
(5.621) (279.4) (252.2) (11.02)

Resource Revenue pc -31.32%* -2058.5** -2058.8* -21.56
(9.806) (772.9) (1042.5) (13.68)

Political Capacity

Directly Elected Dist Head 0.0154 1.202 1.202* 0.0192+

(0.00938) (0.782) (0.691) (0.00994)

Golkar Share 0.1000** 3.958** 3.959* 0.115**
(0.0355) (1.447) (1.566) (0.0431)

PDI-P Share 0.0824** 5.457* 5.458** 0.170***
(0.0300) (1.698) (1.670) (0.0450)

Constant 0.129* 1.910 1.911 1.146*
(0.0629) (2.947) (3.470) (0.399)

Time Polynomial Yes Yes Yes Yes

District FE No No No Yes

Observations 2044 2044 2044 2044

Log-Likelihood 1028.4 -151.5 -151.5 1848.1

AIC -2022.9 339.0 341.0 -3668.2

Clustered standard errors in parentheses
*p<0.10, * p < 0.05, ** p < 0.01, *** p < 0.001
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TABLE 1. Sub-District-Level Determinants of District Splits

(D (@)
OLS Logit

Efficiency of Public Goods

Distance to District Capital 0.000363** 0.00248"**
(0.000110) (0.000575)

Street Lights -0.0829%  -1.365%**
0.0254)  (0.369)

Schools pc -6.808 -57.77
(16.67) (168.3)

Preference Heterogeneity
Ethnic Difference 0.0474* 0.522*
(0.0226) (0.221)

Transmigration 0.0351 0.136
(0.145) (1.361)

Javanese off Java 0.0228 0.640
(0.0440) (0.530)

Rent Seeking

Natural Resources 0.165 3.154"

0.189)  (1.726)

Political Capacity

Golkar 0.0652*  1.180*
(0.0246)  (0.465)

PDI-P 0.0706*  1.362**
0.0285)  (0.467)

Controls omitted - -
Observations 4821 4821

Log-Likelihood -320.8 -1134.2
AIC 675.7 2302.4

Clustered standard errors in parentheses
T p<0.10,* p < 0.05, ** p < 0.01, *** p < 0.001
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