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ABSTRACT

A tax collected by one government for  the benefit of  another creates  an incentive 
problem that appears only at the margin of collection. While taxpayers comply, the 
arrangement functions and the split is invisible. Where they do not, the resulting arrears 
belong disproportionately to a party that cannot pursue them and only fractionally to 
the party that can. This article specifies the problem, shows that its severity is determined 
by the ratio of the collector's retained share to its marginal collection cost, and derives 
the  conditions  under  which  a  shared  instrument  will  under-collect  relative  to  an 
unshared one. Indonesia's surcharge mechanism, in force from 5 January 2025, provides a 
case in which the retained share is 34 per cent, the collecting province bears the whole 
marginal  cost  of  recovery,  and the  receiving jurisdictions  hold  no  recovery  power. 
Evidence from 35 jurisdictions is consistent with the predicted pattern: attainment on the 
annual vehicle tax was 90.0 per cent with wide dispersion, and six of 35 jurisdictions 
exceeded target, while the aggregate remained ten percentage points short. The article 
argues that the arrangement is defensible on collection-efficiency grounds and defective 
on collection-incentive grounds, that these are separate questions frequently conflated, 
and that a remedy exists which preserves the first while addressing the second.

1. INTRODUCTION

Shared tax instruments are recommended for a reason that is sound. Where one government has the 

administrative apparatus and another needs the revenue, having the first collect for the second 

avoids duplicating a costly machine. The efficiency case is strong and the arrangement is widespread.

The case is made, however, on the assumption of compliance. Collection efficiency concerns 

the cost of processing payments that are made. It says nothing about the effort required to obtain 

payments that are not, and it is at that margin that the sharing of the proceeds begins to matter.

This article specifies what happens there.  Where a collector retains a fraction of what it 

recovers but bears the whole cost of recovering it, the effort it will supply is determined by that 

fraction, and the beneficiary of the remainder has no means of supplying the difference. The article 

derives the condition under which this produces under-collection, examines a case in which the 

fraction is 34 per cent, and considers what would remedy the problem without abandoning the 

efficiency the arrangement delivers.
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2. LITERATURE REVIEW

2.1 The margin at which sharing bites

Consider a collector deciding whether to pursue an outstanding liability of value L. Recovery costs c, 

which rises as the case becomes harder. The collector retains share s of what it recovers. It pursues the 

case where sL exceeds c.

Where s equals one, the collector pursues every case for which L exceeds c. Where s is less than 

one, it pursues only cases for which L exceeds c/s. The threshold rises as s falls, and the cases excluded 

are precisely those with the least favourable ratio of value to difficulty — which is to say, the hardest 

arrears.

Three consequences follow. First, the shortfall attributable to sharing is not proportional to 

the shared fraction; it is concentrated in a tail. Second, the beneficiary’s loss exceeds its share of the 

excluded cases, since it loses the whole of what would have been recovered had the collector pursued 

them. Third, the effect is invisible in aggregate collection statistics, because the cases never enter the 

arrears recovered figure and the arrangement continues to perform well on the compliant majority.

2.2 What the tax literature establishes about effort

That enforcement effort responds to its return is well established. Slemrod (2019), reviewing tax 

compliance and enforcement, identifies enforcement effort as a principal determinant of collection 

and treats its supply as responsive to cost and return. Bagchi (2025) shows that collection at source  

raises compliance sharply, because withholding removes the payer’s discretion and so removes the 

need for effort altogether — which is  the design that makes vehicle taxation productive and, 

equally, means that the residual arrears are those withholding did not capture.

Sen and Wallace  (2022)  address  the shared-instrument case  directly,  showing for  India’s 

subnational value added tax that revenue productivity depends on collection effort the beneficiary 

may not control. Agrawal and Shybalkina (2024) show that the administrative rules determining 

where revenue is credited carry distributional force independently of economic activity — a related 

point, since the crediting rule here also determines who has an interest in enforcement. Baskaran 

(2021) finds that revenue and base respond differently to a change in the instrument’s parameters, 

which cautions against assuming that changing the shared fraction would have proportional effects.

Yabré, Loaba and Semedo (2025) supply the closest quantitative analogue. Across 104 countries 

they find tax revenue responding positively but non-linearly to the number of political veto players, 

with an optimum beyond which additional parties  impede mobilization.  A shared instrument 

multiplies the parties holding an interest in each liability, and their result predicts that beyond some 

number this reduces rather than raises collection.
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2.3 Why the beneficiary cannot supply the missing effort

The problem would be self-correcting if the beneficiary could pursue the cases the collector declines. 

Two conditions determine whether it can: legal power and administrative capability, and in the 

arrangement examined here it holds neither.

On capability, the public administration literature is consistent that enforcement capacity 

resides in apparatus rather than in entitlement. Pill (2024) argues that local capacity is a property of 

administrative machinery; Kim and Kang (2024) and Tran and Dollery (2022) find administrative 

intensity associated with fiscal performance; Collazos-Ortiz and Schakel (2023) show administrative 

efficiency conditioning whether municipalities convert entitlement into revenue; and de la Riva 

Agüero (2021) identifies capacity as the binding constraint on complex delivery in lower-income 

settings. A beneficiary that has never maintained a register or conducted an assessment cannot begin 

pursuing arrears because it has acquired an interest in them.

Zhu, Xiao and Wu (2022) and Lee (2022) indicate what would be required and what might 

work: information systems raise bureaucratic capacity at scale, and collaborative platforms produce 

outcomes where they allocate tasks rather than merely convene parties. Both point toward a shared 

enforcement arrangement rather than toward duplicated capability, which is the direction Section 5 

develops.

2.4 What the transfer literature adds

The incentive problem specified here has a counterpart in the literature on intergovernmental 

transfers, where the recurring finding is that arrangements alter behaviour in ways their design did 

not contemplate. Bury, Feld and Burret (2024), quantifying the German equalization scheme across 

five decades, show that formulas embed implicit marginal rates on subnational revenue effort. Alves 

and Araujo (2024) and Bernardelli, Paschoalino, Russo and Kortt (2026) find substantial fiscal-

incentive  effects  of  transfers  on Brazilian municipalities,  and Cohen (2023)  shows  subnational 

responses to external revenue running in both directions depending on setting.

Two features distinguish the present problem from that literature and make it sharper. In a 

transfer, the recipient receives money and adjusts its own effort in response; the incentive operates on 

the recipient.  In a  shared instrument,  the incentive  operates  on the collector,  who is  not  the 

recipient and whose adjustment the recipient cannot observe or influence. Saens, Cox and Villalobos 

(2026) find the flypaper effect conditioned by fiscal capacity, and Singh and Dubey (2026) find shock 

transmission depending on revenue composition — both indicating that behavioural responses in 

this field are contingent rather than uniform, which is a reason to specify the mechanism rather 

than to assume it.

The stress literature indicates when the problem will be most acute. Aikins (2023) shows that 

intergovernmental revenue shapes how far governments draw on reserves under fiscal pressure, and 

Yu, Kim and Sim (2022) find fiscal capacity conditioning the scope of local response to a shock. 

Porto,  Puig  and  Vidal  (2026)  show  subnational  budgets  adjusting  dynamically  rather  than 
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immediately. A collector under its own fiscal pressure faces a higher opportunity cost of enforcement 

effort, so the threshold derived in Section 2.1 rises further precisely when the beneficiary most needs 

the revenue.

3. METHOD

Under Article 83(1) of Law No. 1 of 2022, Indonesian regencies and cities levy a surcharge of 66 per  

cent on the principal motor vehicle tax and vehicle transfer duty arising within their territory, in 

force from 5 January 2025. Under Article 108 of Government Regulation No. 35 of 2023 the tax is  

assessed by the governor, payment into the district treasury occurs simultaneously with payment into 

the provincial treasury, recovery action is  vested in the governor, and proceeds of recovery are 

remitted to the district treasury within three working days.

The parameters of the model are therefore fixed by the instruments. The collector retains s = 

0.34 of the principal. It bears the whole of c, since recovery is its function alone. The beneficiary holds 

0.66 of every unpaid liability and no power to pursue it. Article 112 provides for synergy in collection 

and Article 114 for quarterly reconciliation of revenue data, but neither confers a recovery power on 

the beneficiary nor obliges the collector to pursue any particular case.

Data on attainment are from the provincial revenue agency dashboard for fiscal year 2025, 

aggregated to the 35 jurisdictions of Central Java Province, and are operational reporting rather than 

audited accounts. Table 1 reports attainment against the principal target.

4. RESULTS AND DISCUSSION

The model predicts a shortfall concentrated in hard cases rather than spread evenly, and therefore an 

aggregate below target with substantial dispersion across collection units and some units at or above 

target.

Table 1. Attainment of principal collection target, annual vehicle tax, FY2025

Measure Value Model prediction

Aggregate attainment 90.0% Below target

Mean across 35 jurisdictions 95.4% —

Median across 35 jurisdictions 88.8% —

Coefficient of variation 0.303 Substantial dispersion

Jurisdictions at or above target 6 of 35 Some units reach target

Weakest jurisdiction 63.6% Long lower tail

Source: Central Java Regional Revenue Agency dashboard, December 2025 cumulative. Attainment is realized principal divided by 
pure target. Figures are operational reporting and are not audited.
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The observed pattern matches the prediction in each respect. The aggregate falls 10 percentage 

points short; dispersion is substantial at 0.303; six units exceed target, showing that the target was  

attainable; and the lower tail extends to 63.6 per cent.

It  should  be  stated  plainly  that  this  pattern  is  also  consistent  with  explanations  having 

nothing to do with the incentive structure — differences in local administrative effort, in base  

composition, or in how targets were set across units. The evidence is consistent with the model and 

does  not  discriminate  between  it  and  those  alternatives.  What  the  model  contributes  is  an 

explanation for why the shortfall persists rather than being closed, and that claim is not tested here.

4.1 Discussion

Two questions are frequently conflated in assessments of shared instruments, and separating them is 

the article’s main contribution.

The first is collection efficiency: whether the arrangement processes compliant payments at 

low cost. On this the surcharge performs well. One counter, one transaction, one apparatus, no 

duplication across more than five hundred receiving jurisdictions. Bahl and Bird (2018) recommend 

the arrangement for precisely this reason and the recommendation is sound.

The second is collection incentive: whether the arrangement elicits the effort required at the 

margin. Here the design is defective, because it reduces the collector’s return without reducing its 

cost and gives the beneficiary an interest without a means of acting on it. The two questions have 

different answers, and an assessment addressing only the first will conclude that the instrument 

works.

A remedy is available that preserves the first while addressing the second, and it follows from 

the model. The problem is that s < 1 for the collector on the marginal case. It can be corrected either 

by raising s at the margin — allowing the collector to retain a larger share of arrears recovered than 

of current collections — or by transferring c, with the beneficiaries meeting the cost of recovery on 

cases they wish pursued. Either restores the condition sL > c without requiring the beneficiary to 

build an enforcement apparatus, and either can be implemented within the existing collection 

arrangement.

Of the two, raising the retained share on recovered arrears is simpler, since it requires no cost 

allocation between more than five hundred parties and no case-by-case decision. Its cost is that the 

beneficiary receives less of what is recovered — but it receives a share of a larger recovered sum, and 

on the model’s logic the additional cases recovered are cases that would otherwise have yielded 

nothing  to  anyone.  The  quarterly  reconciliation  already  required  by  Article  114  supplies  the 

reporting infrastructure such an arrangement would need.

Three limitations bound the argument. The model treats the collector as maximizing net 

revenue, which is a simplification of a public organization’s objectives. The evidence is a single-year 

cross-section that is consistent with the model without discriminating in its favour. And the article 

does not observe arrears directly — the aggregate stock of unpaid liabilities by jurisdiction is not 

published — so the mechanism is inferred from attainment rather than measured at the margin 
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where it is said to operate. Obtaining an ageing schedule of vehicle tax receivables by jurisdiction 

would permit a direct test and is the single most valuable extension available.

4.2 Why the problem is likely to be general

The configuration examined here is not peculiar to Indonesian vehicle taxation. Any arrangement 

in which one government collects for another creates the same wedge between the collector’s return 

and its cost, and three findings suggest that the resulting behaviour is detectable elsewhere. Vincent 

and  Osei  Kwadwo  (2022)  show  that  fiscal  flows  produce  spillovers  across  jurisdictions,  so  an 

enforcement decision taken in one place has consequences in another that neither party internalizes. 

Krishna Chaitanya and Roberto (2026) document unintended consequences of externally funded 

flows on fiscal transfers, and Masi, Savoia and Sen (2024) find fiscal capacity conditioned by political 

institutions rather than by resources — both indicating that formal entitlements translate into 

revenue only through arrangements the entitlement itself does not create.

Two further results bear on how quickly the problem would show. Apeti and Edoh (2023) find 

payment  infrastructure  raising  tax  revenue,  which  implies  that  improvements  unrelated  to 

enforcement can mask an incentive deficit in aggregate figures. Lucidi (2022) shows fiscal effects 

varying regionally within one country, so an aggregate attainment figure averages across units 

whose enforcement conditions differ. Both are reasons to expect the mechanism specified in Section 

2.1 to be visible only in disaggregated arrears data, which is where Section 5 recommends looking.

4.3 The threshold expressed as a quantity

The model’s central inequality can be given a numerical form using the parameters of the present 

arrangement, which makes the size of the distortion visible rather than merely its direction.

Let L be the liability outstanding on a given case and c the marginal cost of recovering it. An 

unshared collector pursues the case whenever L exceeds c. A collector retaining a share s pursues it 

whenever sL exceeds c, that is whenever L exceeds c/s. With s equal to 0.34, the threshold is c divided 

by 0.34, or approximately 2.94c. The recovery threshold is therefore roughly three times what it 

would be for an unshared instrument, and every case whose liability falls between c and 2.94c is one 

that a rational collector would pursue before the reform and decline to pursue after it.

The distributional character of that band matters. Liabilities on an annual vehicle tax are 

small individually and numerous, so the population of cases is concentrated at the low end of the 

liability distribution — precisely the region the widened threshold excludes.  The arrangement 

therefore does not merely reduce recovery proportionally; it removes a disproportionate share of the 

caseload, because the cases removed are the small ones and the small ones are most of them.

Two features of the design compound this. The collector’s marginal cost c does not fall when 

its share falls: the same visit, notice or enforcement action is required whatever the destination of the 

proceeds. And the beneficiary, which holds 66 per cent of every excluded case, cannot substitute its 

own effort, because Article 108 of the implementing regulation vests assessment, collection and 
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enforcement exclusively in the governor. The excluded band is therefore not merely unpursued by 

the collector; it is unpursuable by anyone.

4.4 Two objections

The first objection is that public revenue administrations do not maximize net revenue and so the 

model misdescribes them. Collection targets are set administratively, officials are assessed against 

them, and statutory duty rather than marginal  return governs whether a  case  is  pursued.  The 

objection is partly right and the article concedes it in the limitations. Two considerations limit its  

force. Targets are themselves set on the principal amount, of which the province retains 34 per cent, 

so the administrative incentive tracks the fiscal one rather than counteracting it. And the model 

does not require officials to compute a threshold; it requires only that effort be finite and allocated, 

which produces the same ordering whether the allocation is deliberate or emergent from workload 

pressure.

The second objection is that the attainment evidence is too weak to support the argument. 

This is accepted and stated in Section 4.1: the cross-sectional pattern is consistent with the model and 

does not discriminate between it and alternatives resting on local effort, base composition or target-

setting. The article’s claim rests on the structure of the arrangement rather than on the evidence,  

and the evidence is offered as consistency rather than as a test. A reader who rejects the empirical 

material entirely can still assess the argument, because the threshold result in Section 4.3 follows 

from the statutory parameters alone.

4.5 Limitations

Four limitations bound the analysis.  The arrears  stock by jurisdiction is  not published,  so the 

mechanism is inferred from attainment rather than observed at the margin where it is said to 

operate; Section 5 identifies an ageing schedule of receivables as the extension that would permit a 

direct test. The attainment data cover the first year of the arrangement, in which administrative 

novelty affects every unit, so the cross-section may reflect transition rather than steady state.

The model treats the collector as a single decision-maker with a well-defined objective, which 

abstracts from the internal structure of a revenue administration operating through dozens of 

service offices with their own targets and staffing. And the marginal cost c is not observed; the 

threshold  result  in  Section 4.3  is  expressed  as  a  multiple  of  c  rather  than in  currency,  which 

establishes the direction and relative magnitude of the distortion without establishing how many 

cases in fact fall within the excluded band. Estimating that would require case-level cost data that no 

revenue administration in this system publishes.

4.6 Summary of findings

The analytical  results  are three.  Where a  tax is  collected by one government and shared with 

another, the collector’s recovery threshold rises from c to c/s, where s is its retained share and c its 

marginal recovery cost. With s equal to 0.34, the threshold rises by a factor of approximately 2.94.  
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And because the excluded band lies at the low end of the liability distribution, where the caseload is 

concentrated, the proportion of cases excluded exceeds the proportion of liability value excluded.

The institutional findings are two.  The receiving jurisdictions hold 66 per cent of every 

affected receivable and no power to pursue any of it, since Article 108 of Government Regulation No. 

35 of 2023 vests assessment, collection and enforcement exclusively in the governor. And the three 

mechanisms the framework supplies  in place of  a  recovery power — the remittance duty,  the 

collection synergy provision and the quarterly reconciliation duty — impose obligations of conduct 

rather than conferring powers of enforcement.

The empirical material is consistent with the model without testing it: aggregate attainment 

of 90.0 per cent on the annual vehicle tax, a coefficient of variation of 0.303 across the 35 jurisdictions, 

six units at or above target and a weakest unit at 63.6 per cent. Section 4.1 states why this pattern does 

not discriminate between the model and its alternatives, and Section 4.4 repeats the concession.

4.7 The remedy assessed against its own costs

A  remedy  proposed  without  its  costs  is  an  incomplete  recommendation,  and  the  differential 

retention arrangement suggested above has three that should be stated.

The first is that it creates a boundary requiring definition. If the collector retains a larger share 

of arrears recovered than of current collections, the distinction between the two categories acquires 

financial consequence, and a collector holding some discretion over when a liability is classified as in 

arrears gains an interest in that classification. The remedy therefore requires the arrears definition to 

be fixed externally — by reference to a statutory due date rather than to administrative practice — 

and requires the classification to be reported in the quarterly reconciliation the framework already 

mandates.

The second is  distributional.  The receiving jurisdictions would receive a smaller share of 

recovered arrears than of current collections, and jurisdictions differ in the proportion of their 

entitlement that falls into arrears. Those with weaker compliance environments would bear more of 

the  cost  of  the  arrangement,  and  these  are,  on  the  evidence  of  the  companion  analysis, 

disproportionately  the  jurisdictions  with  lower  fiscal  capacity.  The  arrangement  corrects  an 

incentive defect and introduces a mildly regressive distributional one, which is a trade rather than a 

free improvement.

The third is that the remedy addresses only the margin. It restores the collector’s incentive to 

pursue cases in the excluded band; it does not give the receiving jurisdictions any power over their 

own revenue, and the structural position identified in Section 4.3 — 66 per cent of a receivable held 

by a party that cannot act on it — remains. Whether that position should be altered is a question of 

legal design rather than of incentive engineering, and it is not one this article resolves.

Taken together, the three costs do not defeat the proposal but they change its character. It is 

not a technical correction restoring an arrangement to its intended operation; it is a second design 

choice, with its own distributional consequences, made to compensate for a defect in the first.  

Presenting it as the former would repeat the error the article identifies in the original design, which 
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was  to  treat  a  question  with  distributional  and  incentive  content  as  though  it  were  purely 

administrative.

4.8 Policy implications

The analysis points to one change that is narrow enough to be implemented within the existing 

framework, and to two questions that are not resolved by it.

The change is the differential retention arrangement set out in Section 4.2 and costed in 

Section 4.7: allow the collecting province to retain a larger share of arrears recovered than of current 

collections, with the arrears boundary fixed by reference to the statutory due date rather than to 

administrative practice, and with the classification reported through the quarterly reconciliation 

that Article 114 already requires. This restores the condition sL > c at the margin without duplicating 

enforcement machinery in more than five hundred receiving jurisdictions, and it requires no new 

reporting infrastructure.

The first unresolved question is measurement. No test of the mechanism is possible while the 

stock of vehicle tax arrears by jurisdiction remains unpublished, and no calibration of the retained 

share is possible without it either. Requiring an ageing schedule of receivables by jurisdiction in the 

quarterly reconciliation would supply both, and would additionally give the receiving jurisdictions 

the only instrument they currently lack that is within the framework's gift: information about what 

is owed to them.

The second is structural and lies beyond incentive design. Sixty-six per cent of every affected 

receivable belongs to a government that cannot issue an assessment, compel payment, or commence 

recovery. Whether a revenue entitlement should be conferred without any means of realising it is a 

question of legal architecture rather than of collection economics, and the remedy proposed here 

mitigates its consequences without answering it.

5. CONCLUSION

A tax collected by a province and belonging two-thirds to its regencies and cities creates a recovery 

threshold higher than an unshared instrument would, because the collector retains 34 per cent of 

what it recovers and bears all of the cost. The cases excluded by the higher threshold are the hardest 

arrears, and the beneficiary that owns most of them holds no power to pursue them.

The general claim is that collection efficiency and collection incentive are distinct properties 

of a shared instrument, that the standard case for sharing establishes the first and is silent on the 

second, and that an arrangement can be simultaneously efficient and under-collecting. The severity 

is governed by the collector’s retained share relative to its marginal cost, which makes it estimable in 

advance of adopting such an arrangement.

The remedy the  model  implies  is  narrow:  raise  the  collector’s  retained share  on arrears 

recovered, leaving the share on current collections unchanged. This preserves the unified collection 
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that makes the design efficient, requires no new apparatus in the receiving jurisdictions, and uses 

reporting machinery the framework already requires.

That recommendation is narrow by design. The wider question — whether a government 

should hold a revenue entitlement it has no power to enforce — is a matter of legal architecture  

rather than of incentive design, and it is not answered here.
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