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Foreword

The fifth issue of the Labour and Social Trends in Indonesia analyses progress towards the goal of
sustainable growth with equity. It is issued by the ILO’ Jakarta Office. The International Labour
Organisation is the organisation of 185 governments, workers’ and employers’ organisations worldwide
dedicated to the realisation of decent work. 2012 has seen Indonesia maintain economic growth, with
unemployment continuing to decline and formality progressively increasing. These trends are paving
the way for a more prosperous Indonesia in the future. Last yeat’s report looked at promoting job rich
growth from a provincial perspective as regional equality between the provinces in Indonesia has been
a concern, particularly as economic growth and employment creation can be spatially uneven in their
distribution.

This year we turn our attention to promoting sustainable growth with equity. Indonesia is fast
becoming a world leader in the promotion of sustainable development. It has not only committed
itself to achieving job rich economic growth, but has also set ambitious targets for the promotion of
development that is environmentally, economically and socially sustainable. Indonesia is renowned for
both its natural resources, which include attractions such as coral reefs, white sandy beaches, volcanoes,
tropical rainforests and peat lands, as well as an abundance in mineral resources and oil reserves. The
sustainable management of Indonesia’s natural wealth is of the utmost importance for the prosperity
of future generations and an imminent challenge for policy makers today.

While there is no ‘one-size-fit-all” policy model or ‘silver bullet’ that provides the optimal solution
for promoting development that is socially, environmentally and economically sustainable, it can be
argued that the fastest road to environment improvement is along the path of quality employment.
Economic activities provide people with livelihoods and also impact on the environment and climate
- and vice versa. A key point here is ensuring that employment is sustainable in the short, medium
and long term - which is intricately linked to the use of the environment and the decency of work.
Employment can also be used as a tool for achieving environmental objectives linked to the mitigation
of and the adaption to climate change adaptation. We hope that the ILO’s concept of “green jobs” can
be used to reduce the environmental impact of employment and be applied to support the achievement
of greenhouse gas emissions targets.

This report was prepared by Emma Allen, labour market economist for the ILO Office in Jakarta,
with support from colleagues and experts in Indonesia and throughout the region. The report benefited
from valuable comments provided by colleagues from the ILO Country Office for Indonesia and
Timor-Leste, as well as the Regional Economic and Social Analysis Unit of the ILO Regional Office
for Asia and the Pacific.

We hope that the report will generate fruitful discussions and support Indonesia to work towards
a more sustainable and equitable economy. We look forward to working with our Constituents in
Indonesia through both provision of technical expertise and technical cooperation projects in order
to support the realisation of a sustainable and job-rich path of economic growth that benefits citizens
today and tomorrow.

Peter van Rooij
Director
ILO Country Office for Indonesia and Timor-Leste
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Executive Summary

Indonesia is on track to achieve its mid-term poverty reduction
target (between eight and ten per cent) and unemployment reduction
target (between five and six per cent) by 2014. Poverty and unemployment
reduction targets are widely used as indicators for measuring socio-economic
development globally. However, these targets provide only limited insight into
the quality of growth and development and it is important to have a more
precise understanding of employment quality and livelihood development,
particularly for those who have managed to escape deprivation, in order
to ensure that policies are effective at promoting sustainable growth with

equity.

This report therefore shares an analysis of selected indicators that
provide further insight to the quality of employment and macro-economic
development in Indonesia. Particular focus is given to analysis of trends
and strategies that illustrate how Indonesia is working towards a sustainable
and equitable economy. The first half of this report highlights key socio-
economic trends and labour market performance, with a focus on gender,
youth and precariousness. The second half of the report provides more
detailed employment analysis as well as strategies for moving Indonesia closer
to decent work for all by looking at economic, social and environmental
sustainability in the world of work.

The overall outlook for Indonesia in 2012 was largely positive. The
economy continued to grow, with GDP growth at 6.23 per cent, despite a
backdrop of global uncertainty. Indonesia’s economic resilience in recent
years has been attributed to the country’s strong focus on the development
of economic infrastructure to address constraints to growth, as well as on
strengthening linkages with domestic and international markets to accelerate
investment.

A significant gain for the economy relates to emerging trends towards
formality. Trends over the last three years have seen a substantial shift
towards formality emerging in the Indonesian economy. In 2012 it was
estimated that 53.6 per cent of those employed were working in the
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informal economy; the lowest informality has ever been. Employment
growth has continued to outpace labour force growth, with employment
growing by 1.0 percentage and an additional 1,137,755 jobs added to the
economy between August 2011 and August 2012. Young people are also
delaying entry into the labour market in favour of participating in senior
high school education and vocational training courses, which is important
for strengthening labour productivity and employment quality for a more
prosperous future in Indonesia.

In 2012 the unemployment rate reduced to 6.14 per cent in August.
Trends in unemployment have been declining sharply among diploma and
university graduates, resulting in a stronger demand for skilled and educated
workers as the Indonesian economy modernizes. Despite the downwards
trend in overall unemployment, youth unemployment remains high. Youth
unemployment was estimated at 19.56 per cent in August 2012, down from
19.99 per centin August 2011. However, youth are still 5.97 times more likely
to be unemployed than those aged 25 years and above and youth account
for over 55 per cent of the unemployed population.

In 2012 the average minimum wage for Indonesia was estimated at
IDR 1,121,460, up 11.8 per cent from the previous year. Average nominal
wages have been increasing steadily over the last number of years. In
August 2012 average nominal monthly wages for employees and labourers
were estimated at IDR 1,630,193. Towards the end of 2012, significant
increases in minimum wages were passed in a number of provinces. The
highest increase took place in Jakarta, where minimum wages will increase
by 44 per cent or from IDR 1.5 million to IDR 2.2 million in 2013. This
increase in wages is causing firms to assess enterprise viability, particularly
in labour intensive manufacturing, As a result, firms are lodging applications
to delay the onset of minimum wages and considering relocation options.
2013 may see a decline in the overall employment situation in Indonesia as
wage adjustments take place.

In general wage increases in Indonesia have been keeping pace with the
consumer price index in recent years, but progress in adequate earnings and
productivity has been modest. A gender pay gap persists, with men receiving
wages that are approximately 26 per cent higher than those of women. Over
time the gap between average minimum wages and average nominal wages
has shrunk; average minimum wages were 70.8 per cent higher than the
minimum wage in 2001 but only 45.4 per cent higher in 2012. This indicates
that even though minimum wages and average wages have been growing
steadily, the overall position of workers may have declined. On the one
hand, part-time employment has been growing in Indonesia and has played
an important role in expanding employment opportunities and in reducing
unemployment. Underemployment has also been in decline. On the other
hand, the number of people working excessive hours remains consistent
with previous years, with 55.96 per cent of employed people working more
than 40 hours per week. This indicates a need to strengthen the monitoring
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of the minimum wage policy as well as a need to support industrial relations
and avenues for social dialogue between workers and employers.

Vulnerable employment, which refers to employment comprising of
own-account workers, casual workers and family workers, remains very
high in Indonesia. Between 60 to 63 per cent of all those employed could
be considered “vulnerable workers”. Analysis of vulnerable employment
by gender indicates that there are considerable differences in vulnerable
employment between the sexes, and that the nature and composition
of vulnerable employment is also vastly different for men and women.
Women are three times more likely than men to be considered vulnerable
workers due to their status as family workers, while men are more likely to
be considered in vulnerable employment due to their status as a casual or
own-account work. As it is much harder to transition from being a family
worker to other work external to the family unit, the gender dimension
of vulnerable employment in Indonesia requires particular attention from
policy makers.

In this context access to social protection is highly important, however
assessments have found that social protection in Indonesia is limited in terms
of coverage and services. Linkages between social protection programmes
and employment services are also limited. It is estimated that in order
to guarantee a minimum level of social protection to all or to “close the
social protection floor gap”, spending on social protection would need to
double. However, the degree to which different types of social protection
programmes stimulate the economy and create jobs for target groups is
unclear. For example, public works programmes and direct transfers both
stimulate the economy and reduce poverty, but the overall effectiveness and
impact of these tools needs to be better understood in order to optimize
results. Public works programmes tend to be better at stimulating growth
and creating jobs, while cash transfers tend to have better results when
targeted at poor households. Finding the best combination of both kinds
of programmes can help Indonesia to optimise development outcomes and
better promote sustainable growth with equity.

In addition to striving for job-rich economic growth, Indonesia has also
committed itself to the promotion of development that is environmentally
sustainable. Indonesia’s National Action Plan to reduce greenhouse gas
emissions by 26 per cent (or 41 per cent with international assistance) by
2020 has been supported through the commencement of demonstration
projects in Central Kalimantan - the REDD+ pilot province. These
initiatives seek to address issues related to conservation of forests and land
use change that are major source of carbon emissions in Indonesia through
improving access to sustainable livelihoods.

The need for decent livelihoods and quality employment are themes
that are central to the concept of environmental sustainability, due to the
connection between carbon emissions and economic activities. The ILO has
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therefore been working closely with constituents to promote the concept
of “green jobs” and estimates that approximately 3.9 million jobs or 3.8
per cent of all jobs could be considered to be “green jobs” (socially and
environmentally friendly). Green jobs have been recognized to provide a
strategic framework for promoting growth with equity in Indonesia. This
has led to the Ministry of Tourism and the Creative Economy launching
a Strategic Plan for Sustainable Tourism and Green Jobs in 2012, which
provides an integrated framework for the promotion of a job-rich sustainable
tourism industry. It is hoped that other ministries will take similar initiatives
in the future.

While in 2012 Indonesia continues to be on track to achieve its
unemployment rate target by 2014, much work remains to be done to
realize the objective of “sustainable growth with equity”. Most of the
employed population are still far from having a decent job that provides
adequate social protection, meets minimum labour standards and benefits
from social dialogue. Against this backdrop, Indonesia cannot afford to
concentrate only on reducing unemployment to support equitable socio-
enviro-economic development. Further attention should be given to the
quality and sustainability of livelihoods and employment, particularly for
those who have managed to escape the lowest measures of deprivation.
Indonesia has set targets for accelerating economic growth, reducing poverty
and decreasing carbon emissions. The challenge is to ensure that the policy
framework in place for achieving these targets provides the conditions for
realizing sustainable growth with equity.



Trends in the economy and

the labour

1.1. Economic trends

The Indonesian economy continues to grow and is one of the few
economies in the world that has managed to maintain growth against the
backdrop of global economic uncertainty. Annual GDP growth rates have
been higher than average global GDP estimates and growth continues to
trend upwards. As figure 1 illustrates, Indonesia’s GDP growth recovered
steadily after the Asian Financial Crisis in 1998 and has often achieved
growth rates well above global averages in recent times. In 2012 the trend
has continued, with GDP growth in 2012 at 6.23 per cent, falling just shy
of the Government’s GDP growth target of 6.3 per cent.

Figure 1:

market

The Indonesian
economy has
continued to grow in
2012

GDP growth for Indonesia and the World, 1962-2011

15 1

10 A

o wv
1962 [m
1970 [r—
S
1982 [
1988 #_
1992 |r—

Annual GDP growth in percentage points

210 4

15 4
[ Indonesia GDP growth (annual %) —1World GDP growth (annual %)

e [ndonesia decade average for GDP annual growth s WWorld decade average for GDP annual growth

T .I:qu T T T
S W1 YN g AN NN ONODQ Mg O DO o M 1 O DO HNMm T WO N ®© o
O W W WY o NININNNNNRNN ® 0 00 0 N0 0 0 O O DD DD DO 00000000 o o
QDA DD D DDHDH DN DN D DD Q00 a9 a o 0 Qa0 a0 OO0 000900 0o o o
oo A o - HoH A A o A o o o o o A A A AT A NNNNNNNNN N N

Source: World Bank (2012) World Development Indicators, World Bank, Washington D.C.



Labour and Social Trends in Indonesia 2012

Net exports have
been increasing
steadily.

However, volatility
in commodaty prices
continues to influence
outcomes.

Sectoral shifts
continue to unfold.

It is noteworthy that growth in the non-oil sector has been accelerating
(6.8 per cent), while the oil sector has been declining (-3.3 per cent).
Indonesia’s recent strong economic performance is therefore linked to
strong domestic consumption, as well as demand for primary resources
and strong investment growth in the non-oil sector.

Given global volatility, the Indonesian economy continues to be
exposed to risks associated with falling demand for its exports and reduced
foreign investment. However, conditions are still favourable, with net exports
(i.e. export less import) increasing and accounting for 11.3 per cent of
GDPin 2011, up from 9.4 per cent in 2007. It will be important that efforts
continue to focus on the development of economic infrastructure, linkages
with domestic and international markets and macroeconomic stability to
provide a supportive environment for economic growth.

Commodity prices have continued to be volatile in 2012 and this
has placed pressure on a number of key commodities that are integral
to Indonesia’s long term development strategy. The Master Plan for the
Acceleration and Expansion of Economic Development (MP3EI) has
identified 22 main economic activities to drive the nation’s prosperity,
including palm oil, nickel, copper, iron and steel, bauxite, coal, oil and gas.
In 2012 palm oil and coal prices declined by approximately 20 per cent
compared with 2011 prices.

Indonesia has recently putin place policies to support a transformation
of its sectoral structure. Trends indicate that the economy is shifting away
from the primary sectors and toward the tertiary sectors. In 2006 the primary
sectors accounted for 23.3 per cent of GDP, the secondary sectors for 34.6
per cent, and the tertiary sectors for 42.1 per cent. In 2011, the primary
sectors accounted for 20.4 per cent of GDP, the secondary sectors for 33.0
per cent, and the tertiary sectors for 46.6 per cent. In addition, policies are
supporting the acceleration of infrastructure investment, which is reflected
in the construction sectot’s increasing proportion of GDP.



Labour and Social Trends in Indonesia 2012

Figure 2:
GDP sectoral composition for 2006 and 2011 in per cent
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The adequacy and the quality of infrastructure has been a critical Investment in
constraint to the acceleration of growth in Indonesia. However, recent trends m fmstructure has
indicate that gross fixed capital formation, which includes infrastructure been accglgmtz'ng

investments, land improvements, plant, machinery, and equipment purchases,
has been increasing, This marks a shift in policy maker priorities and seeks
to accelerate development. In 2011, gross fixed capital formation amounted
to 32.0 per cent of GDP, which was higher than the proportion of GDP
spent on gross fixed capital formation in other ASEAN nations and also
higher than the global average of 19.4 per cent (see below).
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Figure 3:

Fixed capital formation for Indonesia and the world, 2002-2011
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Foreign direct investment (FDI) net inflows have fluctuated with trends
in the global economy, but have strengthened over the last couple of years.
In 2011 FDI net inflows were equivalent to 2.14 per cent of GDP, but
remain below global averages (2.32 per cent in 2011).

Remittance receipts from workers abroad have continued to grow in
2012. It is estimated that approximately USD 6.7 billion was remitted in
2011 and USD 6.8 billion in 2012. Workers’ remittances are often used to
support daily consumption and investment in small and medium enterprises,
and therefore play an important role in maintaining domestic demand and
accelerating growth.

Despite much public debate, Indonesia’s fiscal policy continued to
include high subsidies for fuel and energy in 2012. Given high spending
on subsidies and weaknesses in revenue collection, the budget deficit for
2012 was higher than expected. Indonesia’s taxation system includes income
tax, export taxes and value added taxes. Tax revenue was equivalent to
approximately 11 per cent of GDP per annum in 2010, which was lower
than global averages (approximately 14 per cent). The Government hopes
to achieve tax revenue equivalent to between 12.4 per cent and 14.2 per
cent of GDP between 2010 and 2014. Further support for implementing
reforms to the taxation systems will be needed in order to achieve targets.
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Consumer price inflation in Indonesia was estimated at 4.3 percentage Consumer price
points in 2012, which was similar to consumer price inflation rates in inflation continues to
ASEAN countries. Recent fluctuations have followed global trends, although fO llow international
the global average for consumer price inflation remains slightly lower than trends
that of Indonesia (see below).

Figure 4
Consumer price inflation for Indonesia and the world, 2006-2010
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Indonesia has developed a National Action Plan to reduce greenhouse Indonesia seeks to
gas emissions by 26 per cent (or 41 per cent with international assistance) reduce greenhouse
by 2020. The five main sectors that will be targeted are forestry and peat gas emissions by
land, agriculture, energy and transportation, industry, and waste. In 2005 26 per cent (or
it was estimated that total GHG emissions for the three main greenhouse 41 per cent with

gases (without Land Use, Land Use Change and Forestry (LULUCE))
reached 665,543 Gg CO2e. With the inclusion of LULUCE, total net GHG
emissions for Indonesia were estimated at 1,791,371 Gg COZ2e, 2.7 times

international
assistance) by 2020

higher.! This indicates that the major challenge for Indonesia in promoting
environmentally friendly development and reducing carbon emissions is
associated with conservation of forests and land use change.

1 Ministry of Environment — Republic of Indonesia (2010), Indonesian second communication
under the UNFCCC, accessible at http://unfccc.int/files/national_reports/non-annex_i_
natcom/submitted_natcom/application/pdf/indonesia_snc.pdf
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Without LULUCE, Indonesia’s major source of carbon emissions is
from fuel combustion. In 2010 it was estimated that Indonesia produced
410.95 million metric tonnes of carbon from fuel combustion, while
the world produced 29,327.7 million metric tonnes. Carbon from fuel
combustion was most commonly associated with energy from electricity
and heat production, followed by manufacturing industries and the transport
sector (see below). Methane emissions were estimated at 218,929 Kt of
CO2 equivalent in 2010 and nitrous oxide emissions were estimated at
91,312 thousand metric tons of CO2 equivalent in 2010, equivalent to 2.9
per cent of global methane emissions and 3.2 per cent of nitrous oxide
emissions respectively.

Figure 5:

Carbon emissions from fuel combustion for Indonesia and the world, 2010
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Methodologies for estimating carbon emissions are still developing,
particularly for land use change and forestry, and estimates provided by the
Ministry of Environment, the World Bank and the National Council for
Climate Change vary. However, Indonesia is considered to be one of the
largest contributors of green house gas emissions in the world, largely due
to rapid rates of deforestation and peat land degradation.

In both 2011 and 2012 the GINI ratio was estimated at 0.41,> up
from 0.35 in 2008. This highlights a need for further emphasis to be placed
on supporting equitable development. The provinces with the highest

2 Gini Index is the measure of income distribution calculated based on income classes. The Gini
ratio lies between null (zero), expresses ‘perfect equality’ and one (1), which expresses ‘perfect
inequality’.
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estimates of inequality were Papua and Gorontalo, while the provinces
with the lowest estimates of inequality were Kepulauan Bangka Belitung
and Sulawesi Barat.

The poverty line for 2012 was set at IDR 267,408 for urban areas and Poverty continues
IDR 229,226 for rural areas. There were approximately 10.65 million people to reduce, while
in urban areas and 18.49 million people in rural areas that fell below the inequality remains a
poverty line. The number of people living in poverty has declined steadily concern
over time, from 11.65 per cent in urban areas and 19.93 per cent in rural
areas in 2008. to 8.78 per cent in urban areas and 15.12 per cent in rural
areas in 2012. The poverty severity index, which measures inequality among
the poor, was estimated at 0.47 in 2012, down from 0.76 in 2008, which
also suggests that the situation among the poor is improving,

1.2 Labour market trends

In August 2012 it was estimated that the population of Indonesia Employment growth
consisted of 244.75 million people, with 118.05 million people classified continues to outpace
as economically active. The labour force participation rate in August 2012 labour force growt/z
was estimated at 67.9 per cent, slightly lower than 2011 estimates (see
figure below). However, employment growth continued to outpace labour
force growth, with employment growing by 1.0 percentage point and an
additional 1,137,755 jobs added to the economy between August 2011 and
August 2012.

Figure 6:
Labour force participation and unemployment in per cent, 2007-2012
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Unemployment
continues to decline,
but remains high

Sor high school
graduates suggesting
a need_for further
Jocus on school-to-
work transition.

In general, labour force participation and employment growth was
not as strong between 2011 and 2012 as it was between 2010 and 2011.
However this can be partly attributed to the increased participation of the
working age population in senior high school education and vocational
training courses, which is important for strengthening labour productivity
and employment quality in the future. Therefore the slight decline in the
economically active population aged between 15 and 24 years between
August 2011 and August 2012 is associated with preferences for increasing
educational attainment.

The labour force continues to be clustered around the islands of Java,
Sumatera and Bali (81.2 per cent in 2012). Indonesia exhibits persistent
regional inequalities in both its economic and employment outcomes.
Inequalities in regional development have been linked to factors such as
population density, resource endowment and geographic isolation. In general
employment and economic outcomes tend to be worse in the eastern parts
of Indonesia.

The employment-to-population ratio — the share of the working-age
population that is employed — ranged between 63 and 65 per cent in 2012,
which is higher than the 2012 global average of 60.3 per cent. However,
the employment-to-population ratio for people aged between 15 and 24
years was estimated at 39.7 per cent in August 2012, which is the lowest it
has been since 2006. The employment-to-population ratio for people aged
25 and above was estimated at 71.4 per cent in August 2012, which is the
highest it has been since the Asian Financial Crisis. There has also been
a slight fall in the youth unemployment rate and youth are increasingly
delaying labour market entry in favour of further education. Therefore,
the declining employment-to-population ratio for youth may be a positive
trend, if policies are in place to support demand for a more highly educated
labour supply.

In 2012 the unemployment rate declined from 6.32 per cent in February
to 6.14 per cent in August. Those most likely to report being unemployed in
2012 had senior high school as their highest level of educational attainment.
High unemployment among senior high school graduates can be attributed
to factors such as demand deficiency and skill mismatch. This means that the
quantity of jobs and the jobs available in the labour market may not match
well with the skill sets and skill levels of high school graduates. Improving
access to support services associated with school-to-work transition, such
as career orientation, employment counselling, internship opportunities
and employment supply-demand databases, can help to improve the labour
market prospects of senior high school graduates. Further reforms are
needed to strengthen the effectiveness of school-to-work transition policies,
in order to ensure that school leavers are job-ready.
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Figure 7:
Unemployment rate by educational attainment, 2010-2012
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Unemployment has also declined sharply among diploma and university
graduates, indicating that the demand for skilled and educated workers has
become stronger as the Indonesian economy modernizes.

Unemployment decreased in almost all provinces between August Unemployment in
2011 and August 2012, with the notable exceptions of Aceh and Sulawesi DKI Jakarta has
Tenggara. Unemployment increased in Aceh from 7.43 per cent in August reached 10 year lows

2011 to 9.10 per cent in August 2012, while unemployment in Sulawesi
Tenggara increased from 3.06 per cent to 4.04 per cent over the same period.
Reductions in unemployment rates were most notable in DKI Jakarta,
Banten, Java Barat, Riau, Kalimantan Timur and Papua Barat - all of which
have been identified as important growth centres in the Government’s
MP3EIL In particular, it is worth noting that unemployment in DKI Jakarta
was estimated at 9.87 in August 2012, which is the first time unemployment
in Jakarta has been under 10 per cent in over ten years.

Despite downwards trends, unemployment remains high for youth. Youth employment
2012 saw a slight decline in unemployment for people aged between 15 outcomes have been
and 24 years. Youth unemployment was estimated at 19.08 per cent in improving, however,

February 2012 and 19.56 per cent in August, down from 23.92 per cent in youth are still 5.97
February 2011 and 19.99 per cent in August 2011. Moreover, it is worth times more likely to

noting that youth are still 5.97 times more likely to be unemployed than be unemployed than
those aged 25 years and above, and that youth accounted for 56 per cent those aged 25 years
of the unemployed population in August 2012. and above
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Rapid gains

are needed in
educational
attainment to
tmprove the
compelitiveness

of the Indonesian
labour force within
the context of
ASEAN integration

Youth unemployment has declined from a peak of 33.4 per cent in
2005, and shifts in labour market outcomes for youth are strongly linked to
favourable economic conditions that have seen household incomes improve
and returns on education increase. Consequently youth labour market
participation rates have been declining, with young people increasingly
choosing to delay their entry into the labour market in order to improve
their education.

The educational attainment of the economically active population has
been gradually increasing over time (see table below). In particular, school
enrolment rates for secondary and tertiary education have improved among
the young generations. The average years of schooling of recent generations
in Indonesia is more or less on par with other countries in the South East
Asian region. However, Indonesia still has a large workforce with modest
educational attainment. For example, only approximately 9.0 per cent of
the economically active population in Indonesia have senior high school or
turther tertiary education. Indonesia needs to increase the proportion of the
economically active population with senior high school and post secondary
education rapidly in order to achieve the objectives outlined in the Master
Plan for the Acceleration and Expansion of Economic Development in
Indonesia (MP3EI) and to be competitive within the context of ASEAN
integration.

Table 1:

Educational attainment of the economically active population in per cent, 2010-2012
Educational Attainment August 2010 August 2011 August 2012

No schooling 4.6 5.1 4.6
Primary school and below 63.2 62.0 61.3

Junior high school 24.1 24.8 25.1

Senior high school and above 8.1 8.2 9.0

Total 100.0 100.0 100.0

Source: BPS (2012) Indikator pasar tenaga kerja Indonesia: Agustus 2012, Badan Pusat Statistik: Jakarta

Regional inequality
persists, requiring
both supply side
and demand side
interventions

Itis worth noting however, that interventions are needed that promote
functioning of both the supply side and the demand side of the economy.
Areas that have a history of depressed local economy may be caught in
situations where both demand side and supply side processes interact to
maintain prevailing conditions. High poverty and low levels of human capital
can make localities unattractive to investors and entrepreneurs. Experience
shows that efforts to support development through employability and
entrepreneurship initiatives need to be coupled with sound development
strategies so that skills training does not result in further ‘churning’” of
the labour market - that is, unaccompanied by sustainable improvements
in livelihoods and innovations in economic development. It is therefore
important that local actors be empowered to determine trajectories that
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both appreciate local conditions and identify feasible strategies to move
local economies toward more sustainable and equitable models. Both human
capital and enterprise development are an integral part of this.

The number of hours worked by employees has an impact on the Part time work
health, welfare and productivity of the working population and the cost has been increasing
of labour for enterprises. Understanding trends in the working hours of rapidly, while
individuals and different groups of workers is important for monitoring underemployment
working and living conditions. Part-time employment has been growing has been decreasing
in Indonesia and has played an important role in expanding employment steadily in Indonesia

opportunities and reducing unemployment. In August 2012, part-time
employment accounted for 19.42 per cent of the employed population,
revealing a continuing trend in the expansion of part time work in Indonesia.
Part-time employment was estimated at 19.21 per cent in 2011, illustrating
continued growth from 16.7 per cent in 2010, 15.4 per cent in 2009 and
15.7 per cent in 2008. Further research on this trend is needed in order to
better understand the profile of part-time workers as well as the extent to
which demand-side and supply-side factors play a role in the increase in
part-time work.

Part time employment, defined as employment that is less than 35
hour per week, can provide a stepping stone into more permanent, full-
time employment. It is worth noting, however, that part-time employment
is unlikely to stimulate consumption and aggregate demand in the same way
full time employment does due to wage differentials. The use of part-time
workers can be a consequence of economic uncertainties and indicative
of the need for greater levels of flexibility within the workplace in order
to reduce labour costs and cope with fluctuations in demand. Short-term
contracts and sub-contracting arrangements also allow employers more
flexibility in the work place.

People who are employed part time may choose to be so due to
preferences for greater work-life balance. Some workers want to work
additional hours and are considered to be part of the “time related”
underemployed (working less than 35 hours and willing to work additional
hours). In August 2012 11.52 per cent of the employed population were
considered underemployed, which is a decline from August 2011 (12.33
per cent) and August 2010 (14.10 per cent). Part time employment and
underemployment are more common amongst women than men and also
more common in rural areas than in urban areas.

Many people in Indonesia work long hours and also excessive hours.
Long hours are considered those totalling more than 40 hours per week as
specified by Indonesia’s Manpower Act No. 13/2003. Working hours of over
48 hours per week are considered excessive, as specified in ILO conventions
No. 1 and No. 30. In August 2012 29.4 per cent of employed people worked
between 40 to 48 hours per week, 15.09 per cent worked between 49 to 59
hours and 11.44 per cent worked 60 hours and above. In total 55.96 per
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In 2012 between 60
to 63 per cent of all
those employed could

be considered to be
“vulnerable workers”

cent of employed people worked more than 40 hours per week in August
2012, which is consistent with the proportion of the employed population
working long and excessive hours in previous years.

Vulnerable employment is a measure of work by employment status
that provides insight on employment quality and livelihood vulnerability.
Indonesia defines vulnerable employment as including own-account
workers, casual workers and unpaid family workers.” Vulnerable workers
are far less likely than waged and salaried workers to benefit from labour
market regulations and social protection systems. They typically work in the
informal economy, are vulnerable to fluctuations in income and are likely
to have limited purchasing power.

Global trends indicate that while working poverty has declined
substantially over time, the situation for vulnerable employment has
remained relatively stagnant. The ILO’s Global Employment Trends Report
released in 2013 estimated that in 2012, 59 per cent of those employed
in developing countries were vulnerable workers and 61.4 per cent of
all workers in South East Asia and the Pacific were vulnerable workers.
Vulnerable employment in Indonesia is estimated to be higher than both
these aggregate categories. In 2012 it was estimated that 60 to 63 per cent
of all those employed could be considered “vulnerable workers” (see table
below). The situation in 2012 demonstrates a solid improvement from 2011,
when vulnerable employment was estimated at 65.76 per cent in February
and 62.17 per cent in August.

Table 2:
Percentage of workers in vulnerable employment in 2012
Male and female February March August
a) Employee 33.81 34.05 36.36
b) Entrepreneur 48.91 49.24 47.49
i)  Employer 3.48 3.9 3.5
i)  Own account worker 35.38 34.81 33.57
iif) Casual worker 10.04 10.53 10.42
¢) Family worker 17.29 16.71 16.15
d) Vulnerable workers (ii + iii + ¢) 62.71 62.05 060.14

3 The Indonesian definition of vulnerable employment and the ILO definition of vulnerable
employment varies somewhat. ILO defines vulnerable employment as the sum of own-account
workers and contributing family workers, while Indonesia also includes casual workers and
employers assisted by temporary worker/unpaid worker in their definition of vulnerable
employment. This is because of the nature of casual employment in Indonesia, which is often
informal and lacking in decent working conditions, and characterised by inadequate earnings,
low productivity and working conditions that undermine workers’ fundamental rights.
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Male February March
a) Employee 35.65 35.8
b) Entrepreneur 56.88 56.92
i) Employer 4.52 5.03
i) Own account worker 40.2 39.06
iif) Casual worker 12.15 12.83
¢) Family worker 7.47 7.28
d) Vulnerable workers (ii + iii + ¢) 59.83 59.17
Female February March
a) Employee 30.85 31.23
b) Entrepreneur 36.12 36.81
1) Employer 1.82 2.07
i) Own account worker 27.65 27.93
iif) Casual worker 6.65 6.81
¢) Family worker 33.03 31.96
d) Vulnerable workers (ii + iii + ¢) 67.33 66.7

August

38.18
54.8
4.58

37.48

12.75
7.01

57.24

August

33.35
35.37

1.71
27.12

6.55
31.28
64.95

Source: BPS (2012) Indikator pasar tenaga kerja Indonesia: Agustus 2012, Badan Pusat Statistik: Jakarta.

Further analysis of vulnerable employment by gender indicates that
there are considerable differences in vulnerable employment between the
sexes, and that the nature and composition of vulnerable employment is also
vastly different for men and women. For example, vulnerable employment
rates for women are significantly higher than for men, with gaps ranging
between 7.5 and 7.7 percentage points in 2012. Women are also three times
more likely than men to be considered vulnerable workers due to their status
as family workers, while men are more likely to be considered in vulnerable
employment due to their employment status as a casual or own-account
workers. As it is much more difficult to transition from being a family
worker to work that is external to the family unit, the gender dimension
of vulnerable employment in Indonesia requires particular attention from
policy makers.

Between 2001 and 2009 the share of employment that was in the
informal economy remained relatively stable; 61 to 66 per cent of all jobs
were found within the informal economy during this period. However,
trends over the last three years have seen a substantial shift towards
formality emerging in the Indonesian economy. In 2010 it was estimated
that approximately 59.0 per cent of those employed were working in the
informal economy. In 2011 and 2012 the trend continued, with informal
employment estimated at 54.7 per cent and 53.6 per cent, respectively.

Women are also three
times more likely to
be considered to be

a vulnerable worker
due to their status as
a family worker than
men

Trends over the last
three years have seen
a slow shift towards
formality emerging
in the Indonesian
economy
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Formality has been an important issue for the Indonesian labour market, and
considerable efforts have been dedicated to education reform and reducing
barriers to formality over the last three years. For example, infrastructure
investment has been accelerating, access to primary education is now near-
comprehensive and teacher certification programmes have been rolled out.
The trend of increasing formality in Indonesia is extremely interesting and
may be informative for neighbouring countries in the region also seeking
to promote a shift to the formal economy.

Figure 8:

Formal and informal employment between 2001 and 2012, per cent
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Source: BPS (2012) Indikator pasar tenaga kerja Indonesia: Agustus 2012, Badan Pusat Statistik, Jakarta.

Trends also indicate that men and women’s access to formal employment
has improved considerably over time, but that outcomes are still uneven
for men and women. In 2001 67.5 per cent of employed women and 57.9
per cent of employed men were working in the informal economy. In
2012, 57.5 per cent of employed women and 51.2 per cent of employed
men were working in the informal economy. Informal employment for
women has fallen at a much faster pace than men, however, further efforts
are needed to bridge the gender gap and ensure that both male and female
workers have equal access to employment in the formal economy, as formal
employment is generally associated with higher levels of productivity and
better working conditions.

The degree to which economic activities take place in the formal or
informal economy also exhibits regional inequalities, with formality estimated
to be highest in DKI Jakarta (78.43 per cent), followed by Kepulauan Riau
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(74.10 per cent), and lowest in Papua (21.10 per cent) followed by Nusa
Tenggara Timur (23.75 per cent). The average size of the informal economy
in 2012 was 53.57 per cent and the formal economy 46.43 per cent.

Figure 9:
Formality by province in per cent, August 2012
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Source: BPS (2012) Indikator pasar tenaga kerja Indonesia: Agustus 2012, Badan Pusat Statistik: Jakarta.

Structural shifts in the sectoral composition of the Indonesian Sectoral adjustments
economy have continued to unfold in 2012, with employment in the have continued to
agricultural sector declining and jobs in the services sector on the rise (see unﬁ)ld

table below). Investments from the public and private sector have accelerated
development, and in turn employment growth, in the construction sector.
Employment in the finance, insurance, real estate and business services
sector has continued to expand, and now the sector employs almost double
the number of workers it employed in 2008. The growth can be attributed to
sectoral reforms that have successfully established stability and strengthened
governance. For example, regulations are being put in place that more
rigorously link expansion to capital base. Safeguards to ensure that at least
20 per cent of banks’ portfolios go to micro, small, and medium size firms

are also being introduced.
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Table 3:

Employment by sector 2008-2012 in per cent
Sector 2008 2009 2010 2011 2012
Agriculture, Forestry, Hunting 40.30 39.68 38.35 35.86 35.09
and Fishery
Mining and Quarrying 1.04 1.10 1.16 1.34 1.44
Manufacturing 12.24 12.24 12.78 13.26 13.87
Electricity, Gas and Water 0.20 0.21 0.22 0.22 0.22
Construction 5.30 5.23 517 5.78 6.13
Wholesale Trade, Retail Trade, 20.69 20.93 20.79 21.33 20.90
Restaurant and Hotels
Transportation, Storage 6.03 5.83 5.19 4.63 4.51
and Communication
Financing, Insurance, Real Estate  1.42 1.42 1.61 2.40 2.40
and Business Services
Community, Social, and 12.77 13.35 14.75 15.18 15.43
Personal Services
Total 100.0 100.0 100.0 100.0 100.0

Source: BPS (2012) Labour force situation in Indonesia: August 2012, Badan Pusat Statistik, Jakarta.

Employment in the Employment in the manufacturing sector has also been growing rapidly
manufacturing sector and is now higher (in terms of sectoral share and absolute numbers) than
has been growing it has been in over a decade. Policy makers have long sought to stimulate
and is now at a ten the manufacturing sector in order to return it to its pre-1998 status, when it
year high was a driver of economic and employment growth in Indonesia. However,

the structural composition of the manufacturing sector today is somewhat
different from 15 years ago. Many labour intensive activities, such as textile,
leather, garment and footwear manufacturing, have stagnated, while food
manufacturing (including palm oil processing) and more capital intensive
manufacturing (such as machine manufacturing and chemical processing),
have grown.

Average nominal Average nominal wages have been increasingly steadily over the last
wages were IDR 1.6 number of years; in August 2012 average nominal wages per month for
mn A ugust 2012, up employees and labourers were estimated at IDR 1,630,193. This is an increase
6.2 per cent from the of 6.2 per cent from the previous year. Average nominal wage increases are
previous year set to continue in 2013 with the passing of significant increases in minimum

wages during the last quarter of 2012 throughout Indonesia.
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Figure 10:

Average nominal wages for employees and labourers, 2007-2012
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Source: BPS (2012) Labour force situation in Indonesia: August 2012, Badan Pusat Statistik, Jakarta.

In general, wage increases in Indonesia have been keeping pace with
the consumer price index in recent years, with the exception of 2005 and
2008. For example, in 2012 the consumer price index was 4.3 per cent and
average nominal wage growth was higher, at 6.2 per cent. However, inflation
for daily commodities, particularly food, has been much higher than the
overall inflation rate, which has a substantial impact on the purchasing
power of poor workers. Further research on the consumption patterns
of poor workers and disaggregated measures of inflation are required to
better understand the relationship between wage growth and inflation for
different workers in Indonesia.

In terms of location, the province with the highest average of nominal
wage for employees and labourers in 2012 continued to be Papua, followed
by Kepulauan Riau, Kalimantan Timur, Jakarta and Papua Barat. The
province with the lowest average nominal wage for employees and labourers
continued to be Jawa Tengah, followed by Lampung and Jawa Timur. The
province with the highest growth in nominal wages for 2012 was Jambi at
8.8 per cent, which was likely due to increases in the provincial minimum
wage between 2011 and 2012. The provinces with lower growth rates in
nominal wages for 2012 included Suawesi Utara (2.2 per cent), Kepulauan
Riau (2.6 per cent) and Sulawesi Tenggara (3.8 per cent), all of which had
very high growth in average nominal wages (above 13 per cent) in the
previous year.

Achieving the
employment target by
2014 require a high
economic growth
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In 2012 average In 2012 the average minimum wage for Indonesia was estimated at
nominal wages per IDR 1,121,460 (BPS, 2012), up by 11.8 per cent from the previous year.
month_for employees The highest minimum wages were found in Jakarta, Papua, Papua Barat
and labourers were and Aceh, while the lowest minimum wages were found in Jawa Tengah

45.4 per cent higher and Jawa Barat.
than the average
minimum wage for
Indonesia

Table 4«
Average minimum wages and average nominal wages for Indonesia, 2010-2012

Average nominal wages Average nominal wages
for employees and for employees and
labourers (August) labourers (August)

2010 1,410,982 908,800
2011 1,529,161 988,829
2012 1,630,193 1,121,460

Source: BPS (2012) Indikator pasar tenaga kerja Indonesia: Agustus 2012, Badan Pusat Statistik: Jakarta.

Average nominal wages per month for employees and labourers were
45.4 per cent higher than the average minimum wage for Indonesia in 2012.
In 2011, the average nominal wage per month for employees and labourers
was 53 per cent higher than average minimum wages, indicating that wage
growth slowed in 2012.

Over time the gap between average minimum wages and average
nominal wages has been shrinking. To illustrate, in 2001 the simple average
minimum wage for Indonesia was IDR 286,100 and the average nominal
wage for employees and labourers was IDR 488,788; the average wage was
thus 70.8 per cent higher than the minimum wage. In 20006, the average
wage was 03.4 per cent higher than the minimum wage, and this narrowing
trend has continued into 2012. This indicates that even though minimum
wage increases have been keeping pace with inflation, the overall position
of workers has declined.
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Figure 11:
Trends in minimum and average wages for Indonesia, 2001-2012
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Wages of men and women increased gradually over the course of
2012, with average wages for male employees increasing by 2.9 per cent
and average wages for female employees increasing by 3.3 per cent between
February 2012 and August 2012. Despite higher growth rates in the wages
of women in 2012, a considerable pay equity gap persists between male and
female employees. In 2012, the wages of men were approximately 26 per
cent higher than the wages of women, with men receiving approximately
IDR 1.7 million in average wages throughout the year and women receiving
approximately IDR 1.3 million.

Table 5:
Average wages of employees by gender and location, 2012
Variable February March August
Men 1,707,229 1,727,777 1,756,606
Women 1,346,733 1,365,545 1,390,681
Urban 1,718,710 1,740,869 1,761,303
Rural 1,267,024 1,298,924 1,324,900
Total 1,580,882 1,600,808 1,630,193

Sonrce: BPS (2012) Indikator pasar tenaga kerja Indonesia: Agustus 2012, Badan Pusat Statistik: Jakarta.
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There are also wage disparities between urban and rural areas. On
average wages for employees in 2012 in urban areas were between 33 and
35 per cent higher than in rural areas. Rural wages also experienced seasonal
fluctuations; the average wages of urban employees increased by 2.5 per
cent between February 2012 and August 2012, while the average wages of
rural employees increased by 4.6 per cent.



Working for a sustainable
and equitable economy

2.1 The importance of employment quality
for equitable development*

Indonesia has become a strong player in the global economy. In
2011 Indonesia was elevated to the status of a middle income country as
per capita GDP had surpassed USD $3000 a year. Economic growth has
remained strong and the Global Financial Crisis of 2008 has had a limited
impact on macroeconomic indicators. Indonesia is on track to achieve its
poverty reduction target (between eight and ten per cent by 2014) and its
unemployment reduction target (between five and six per cent by 2014).

In spite of these positive indicators, research has found that Indonesia
has experienced a significant decline in growth-to-employment elasticity
across economic sectors since the 1998 Asian financial crisis (see table
below). Underemployment persists and formal economy employment
opportunities and social security coverage have been slow to expand. These
trends have important implications for equality and sustainable development
in Indonesia.

Table 6:
Output elasticities of employment by sector

While Indonesta 1s
on track to achieve tts
unemployment rate
reduction target, it
Jfaces challenges in
providing quality
employment

SBY 1st term

2005-09

Sector Pre-crisis Post-crisis

1993-97 2000-06
Agriculture, forestry, hunting and fisheries 1.576 1.132
Mining and quarrying 0 0.492
Electricity, gas and water 0

4 This section of the Labour and Social Trends Report has drawn upon contributions from
Tadjoeddin, Z. (2012) Decent work: On the quality of employment in Indonesia, University of
Western Sydney, Sydney (unpublished working paper); and ILO (2011) Decent work country
profile : Indonesia, International Labour Organization, Geneva.

0.653
0.287
0.825
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Sector Pre-crisis Post-crisis SBY 1st term
1993-97 2000-06 2005-09

Manufacturing 2.488 0.408 0

Construction 0.931 0.563 0.753

Wholesale trade, retail trade, restaurant 1.345 0.874 0.524

and hotels

Transportation, storage and communication 1.16 0.703 0

Financing, insurance, real estate and business 1.008 0.632 0

services

Community, social, and personal services 0.411 0.316 0.460

Sonrce: compiled from Tadjoeddin (2011) The Making and Implementation of National Employment Policy: Lessons
from Indonesia, International Labour Office: Geneva (Unpublished report).

Unemployment

and poverty have
been widely used to
measure the quality
of development;
however additional
measures are needed
to better understand
the dynamics

of growth and
development

For example, over the last decade progress in the expansion of
employment opportunities has been mixed, notably in three critical areas:
gender, youth, and informal employment. Young workers face serious
challenges in the labour market, even though the overall situation has
improved since 2005. Only small reductions in the share of workers engaged
in informal employment have been observed. Gender inequality in labour
market outcomes also persists.

Progress in adequate earnings and productive work has been modest.
Despite an overall positive increase in average real wages for both men
and women, the gap between the minimum wage and the median wage has
been narrowing, with increases in real wages limited when compared to
minimum wage trends. Monitoring of the minimum wage policy needs to be
strengthened to protect employees, particularly to address non-compliance
and enforcement problems.

Opver the last decade, a significant and increasing part of the employed
population has been engaged in casual work (from 6 million in 2001 to 11.5
million in 2012). The share of workers in informal employment fell slightly
but remains high, with nearly three out of five workers employed in the
informal sector. The real wages of casual employees remain approximately
two-fifths of the level for regular employees. The increasing number of
workers receiving low pay (two-thirds of the median wage) between 1996
and 2012 is also a worrying trend.
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Further efforts are needed to address hazardous employment and In order to move
child labour. Notable progress was made between 1996 and 2010 in raising closer to the goal
school enrolment and attendance rates, and the number of child labours in of achieving
the population aged 10 to 17 declined. Nevertheless, more than 1.5 million decent work for all,

children aged 10 to 17 were engaged in child labour in 2010, mostly in the emphasis should be
agricultural sector. Almost half of child labourers aged 5-17 engage in placed on the quality
hazardous work. With regard to forced labour, there has been some effort to

of employment
rather than solely
on reducing the

unemployment rate

eliminate trafficking in persons, especially of women and children. Further
measures are required to fully eliminate these abhorrent forms of work but
efforts are gravely hindered by poverty, access to secondary and tertiary
education, demand for child labour, as well as gaps in law enforcement.

Rates of poverty and unemployment are widely used as key indicators
for measuring socio-economic development globally. The Millennium
Development Goals include a target for achieving full and productive
employment and decent work for all, including for women and young
people. However these targets provide only limited insight to the quality of
growth and development. In order to ensure that growth is promoting the
principle of social justice, it is necessary to have a broader understanding
of deprivation and the quality of development, particularly the quality of
livelithoods for those who have managed to escape deprivation.

Indicators that could provide further insight to the quality of
employment and macro-economic development include underemployment,
formality, vulnerable employment, low income, and social security coverage.
Underemployment is defined as those working less than 35 hours a week
and seeking additional work. There has been some improvement to the level
of underemployment in Indonesia recently. Informal employment has also
been contracting, however there are considerable regional inequalities in
formal economy development. The proportion of workers in vulnerable
employment, which is a measure of workers who are own-account, casual
or family workers, remains at approximately 65 per cent of all those
employed.

Indonesia is on track to achieve its unemployment rate target by 2014,
however there is still much work to be done to improve employment quality.
Most of the employed population are still far from having a decent job
that provides adequate social protection, meets minimum labour standards
and benefits from social dialogue. Against this backdrop, Indonesia cannot
afford to concentrate only on reducing unemployment to support equitable
socio-economic development. Instead further focus should be given to the
quality of livelihoods and employment among those who have managed to
escape the lowest measures of deprivation. Emphasis should be placed on
the quality of employment rather than solely on reducing the unemployment
rate. Moreover, broadening the scope of the indicators used to measure
employment and unemployment would support the nation’s goal of
achieving decent work for all.
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The Indonesian
Constitution
recognizes the
right to social
security for all

Box 1:

The Vice President’s “Employment Action Plan”

In May 2012 the Office of the Vice President presented an Action
Plan for Job Creation for Indonesia consisting of five strategic pillars
including:

1. Labour market information and employment services;
Strengthening skills and workforce capacity;

3. Develop MSEs and entrepreneurship in order to create job
opportunities;

4. Labour intensive infrastructure programmes; and

5. Emergency employment creation programmes.

The Employment Action Plan seeks to improve the coherence
of and standards among labour market policies and programmes by
making strategic investments in systems and services to strengthen
employment outcomes. For example, it acknowledges issues related
to relatively limited private sector involvement in the development of
training programmes and secks to improve coherence and minimum
standards to promote the functioning of competency-based training
programmes. It plans to strengthen entrepreneurship by consolidating
business development services, increasing access to finance and further
involving the private sector in programme design. It will also reinforce
strategic linkages between employment creation programmes that
invest in infrastructure and broader economic development objectives.
It is intended that these efforts will strengthen both the capacity of
the workforce and employment outcomes for the labour market, and
promote growth with equity.

2.2 Social protection for economic
sustainability

The Indonesian Constitution recognizes the right to social security
for all, and the responsibility of the Government in the development of
a framework for provision of social security. Indonesia considers social
protection to be an important element of socio-economic stability and
sustainability. Though current social protection programmes tend to
be fragmented, progress is being made towards the provision of more
comprehensive social protection coverage. An important milestone is the
progressive implementation of the National Social Security Law (Law No.
40/2004 regarding the National Social Security System). The law mandates
the extension of social security coverage to the whole population in areas
of health, work injury, old age, and death of the household breadwinner.
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The Law includes provisions for non-contributory schemes for the poor,
contributory schemes for the self-employed, and statutory social security
schemes for formal economy workers. Another important piece of legislation
related to social protection is the Law on the Social Security Provider (BPJS).
BPJS Kesehatan (Health) is expected to commence operations in 2014, while
implementation of BPJS Ketenagakerjaan (Employment) is anticipated to
begin in 2015.

The ILO and the Government of Indonesia have been cooperating
to support the realization of social security for all using the ILO’s Social
Protection Floor (SPF) framework. From April 2011 to November 2012 the
11O, in close collaboration with relevant line ministries and the UNPDF
sub-working group on the social protection floor in Indonesia, engaged
line ministries, UN agencies, social partners, civil society organizations,
academia, and other relevant stakeholders to assess Indonesia’s social
protection situation, identify policy gaps and implementation issues,
and draw appropriate policy recommendations for the achievement of a
comprehensive social protection floor in Indonesia.

The assessment found a number of common gaps and issues across
social protection programmes in Indonesia, namely: limitation of coverage,
limited access to social services - particularly in the eastern parts of
Indonesia, limited linkages between social protection programmes and
employment services, almost no social security for workers in the informal
economy, high social security evasion in the formal economy, data limitation
and targeting issues, as well as issues of coordination and overlap among
various government programmes.

The assessment put forward a number of recommendations for
improving social protection in Indonesia, including:

¢ Designing and piloting a Single Window Service (SWS) for social
protection programmes at the local level;

*  Ensuring that the health care package includes an adequate level of
protection;

*  Extending the coverage of Program Keluarga Harapan (PKH), a cash
transfer programme that facilitates access to nutrition, education, and
care for children from poor families;

e Supporting the implementation of BPJS Kesehatan (BPJS I) and BPJS
Ketenagakerjaan (BPJS II);

¢ Conducting a feasibility study for unemployment insurance with links
to employment and skills programmes;

*  Extending the coverage of programmes for vulnerable elderly and for
people with severe disabilities;

e Developing a comprehensive database of individuals in target groups
such as people with disabilities.

The effectrveness
of social protection
programmes

in Indonesia s
influenced by
coverage and

access to services,
linkages between
social protection
services and
employment services,
and mechanisms
for monitoring
compliance
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Box 2:

Social Protection Floors Recommendation, 2012 (No. 202)

The social protection floor concept was articulated in the ILO’s
Recommendation Concerning National Floors of Social Protection (No.
202) which was adopted by an overwhelming majority of government,
employer and worker delegates attending the International Labour
Conference in June 2012. The Recommendation reaffirms social
security as a human right and a social and economic necessity. The
Recommendation provides guidance to countries for establishing and
maintaining national social protection floors as a fundamental element of
comprehensive social security systems. In addition, the Recommendation
offers direction to developing strategies for progressively ensure higher
levels of social security are available to as many people as possible over
time.

The social protection floor constitutes of a set of nationally defined
basic social security guarantees that enable and empower all members
of a society to access a minimum of goods and services at all times.
The social protection floor aims to achieve a situation where:

(1) All residents have access to affordable essential health care,
including maternity care;

(2) All children receive basic income security including access to
nutrition, education, care and any other necessary goods and
services;

(3) All persons of active age who are unable to earn sufficient income,
in particular in cases of sickness, unemployment, maternity and
disability, receive basic income security and;

(4) All residents in old age receive basic income security through
pensions or transfers in kind.

The components of the social protection floor are flexible and
should be aligned with social protection frameworks at the national
level. The four guarantees set minimum performance standards with
respect to the access, scope and level of income security and health
care rather than prescribing a specific architecture for national social
protection systems. While not all countries will be able to immediately
put in place all components of the social protection floor for the whole
population, it provides a framework to plan progressive implementation
of a holistic social protection system.

The social protection floor framework can be used to describe
existing social security, social protection, and poverty alleviation
programmes, identify policy gaps and implementation issues, and draw
recommendations for the further design and implementation of social
protection provisions. The cost of the proposed social protection
schemes can be estimated and projected using a simple economic model,
which can in turn provide important inputs for discussions on fiscal
space and possible social protection policy options.
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2.3 Estimating the cost of the extension of
social protection in Indonesia

The cost of extending social protection programmes in selected areas
can be estimated and projected by developing scenatios for input into a
simple economic model — named the Rapid Assessment Protocol (RAP).
The RAP model is based in excel and uses data from the system of national
accounts to calculate the cost of providing selected social protection
programmes to a target population. It does not provide recommendations
for the financing of such additional benefits, but acknowledges that social
protection may be fully subsidized by government, partially subsidized, or
fully contributory.

Scenarios were developed concerning access to health care and income
security for four target groups, namely:

. Children;

e The working age population;
e People with disabilities;

e The elderly.

The model was used to estimate additional provisions that would be
required to offer social protection and income security to all Indonesians
across their life cycle - to “close the social protection floor gap”. It was
estimated that it would cost 2.45 per cent of GDP by 2020 to guarantee a
minimum level of social protection for all. This is in addition to existing
social protection expenditure, which represented 1.2 per cent of GDP in
2009 and is relatively low compared to other ASEAN countries such as
Thailand (3.6 per cent) or Vietnam (4.7 per cent).

In regard to health care, closing the SPF gap for health care is estimated
to cost between 0.17 per cent of GDP (“low” scenario) and 0.98 per cent
of GDP (“high” scenario) by 2020. Both low and high scenarios for health
care provision correspond with packages currently being developed within
the implementation framework of the BPJS Kesehatan (BPJS I). The “low

scenario” includes:

*  The extension of a third-class moderate level health insurance benefit
package for the poor, near poor, and vulnerable (bottom 40th percentile
by income);

*  Human Immunodeficiency Virus (HIV) testing for the most-at-risk
populations;

¢  Regular check-ups for all people living with HIV (PLHIV);

e Antiretroviral (ARV) treatment for those who are eligible; and

e The introduction of a universal package to reduce mother-to-child-
transmission (MTCT) for HIV and syphilis.
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The “high scenario” includes:

e The extension of a first class-high level health insurance benefit package
to the entire informal economy population;

e Inclusion of HIV testing for the general sexually active population
(age 15-49);

e  Regular check-ups for all PLHIV;

e ARV treatment for those who are eligible; and

e The introduction of a universal package to reduce MTCT for HIV
and syphilis.

In regard to securing income security for children, closing the SPF gap
is estimated to cost between 0.03 per cent of GDP (“low” scenario) and 0.18
per cent of GDP (“high” scenario) by 2020. The “low scenario” includes
the expansion of the PKH programme to cover all poor households. The
“high scenario” includes a universal child allowance for all children of
primary school age. The proposed allowance is similar to the current PKH
benefit.

Closing the SPF gap for the working age population through the
establishment of a public works programme linked with vocational training
is estimated to cost an approximate minimum of 0.47 per cent of GDP by
2020. However, more detailed feasibility studies of unemployment insurance
schemes, public infrastructure and public employment programmes need
to be conducted.

In regard to income security for the elderly and people with severe
disabilities, closing the SPF gap for the elderly and people with severe
disabilities is estimated to cost between 0.08 per cent of GDP (“low”
scenario) and 0.82 per cent of GDP (“high” scenario) by 2020. The “low
scenario” includes the extension of the existing non-contributory pension
scheme to all persons with severe disabilities and all vulnerable elderly. The
“high scenario” includes the extension of the existing non-contributory
pension scheme to all persons with severe disabilities and the establishment
of a universal pension for old age covering people 55 years of age (the legal
retirement age in the formal economy) and older.
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Box 3:
Healthcare provision for workers: Variations in productivity and

efficiency at the firm level: A case study of the apparel industry
in Greater Jakarta®

Existing policies and laws regarding the provision of universal
healthcare are designed to ensure that employers provide workers with
a minimum level of health care insurance. In the formal economy, firms
employing more than 10 workers, or having a cumulative payroll of IDR
1 million, are required to enrol workers and their dependants (spouse and
up to 3 children under the age of 21) in the Jamsostek Social Security
plan or get approval to use an alternative health care provider. Jamsostek
has the widest coverage and provides the most benefits to workers. It is
also the most expensive provider. Consequently, many firms in Indonesia
choose to fulfil their healthcare provision requirements through other
providers, particulatly as there has been little evidence to suggest that
spending more on the social security and healthcare for workers will
directly or indirectly benefit the firm.

Therefore BetterWork Indonesia® designed a study to examine the
connection between social benefits and productivity. Data gathered from
42 garment factories in the Greater Jakarta region between September
2011 and February 2012 was used to analyze the research question using
linear regression analysis.

Preliminary findings establish a connection between spending by a
firm on social benefits for its employees, including health insurance, and
the productivity and efficiency levels of the firm. It suggested that firms
that spend more on social benefits typically have lower production gaps
and lower workforce turnover rates. In particular it was found that:

*  Factories that have a higher quarterly workforce turnover typically
spend less on benefits for their employees, and the same is true for
factories that have a higher production gap.

e Factories using Jamsostek are associated with a lower production
gap and with a lower quarterly workforce turnover.

Further research using a panel data set is needed to examine the
nature of the relationship between provision of benefits, such as health
care programmes, and firm productivity.

5  Sarwar, I (2012) Healthcare Provision for Workers: Variations in Productivity and Efficiency
at Firm Level - A Case-Study of Apparel Industry in Greater Jakarta, ILO Country Office for
Indonesia and Timor-Leste, Jakarta (unpublished).

6 BetterWork Indonesia aims to improve working conditions and productivity in targeted
employment-intensive sectors by improving compliance with international core labour standards
and Indonesian labour law. In tandem, the project will promote productivity and competitiveness
of enterprises linked to the Indonesian global supply chain. BetterWork Indonesia is funded
by AusAID between 1 July 2010 - 30 June 2015.
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Indonesia has

a number of
soctal protection
programmes
that to support
the progresstve
empowerment of
poor households

The economy
wide effects of
social protection
programmes can
be estimated using
economic models

2.4 The economy-wide impacts ot public
works programmes and cash transfers
in Indonesia

Indonesia’s current social protection system comprises a range of
social security, social assistance and government subsidy schemes. These
programmes include subsides for food and fertilizers, provision of social
security and health insurance, conditional and unconditional cash transfers,
public works and community empowerment programmes, and microfinance
services. Indonesia’s range of social protection programmes can be clustered
into three groups, namely:

e Cluster 1: Household social assistance;
¢ Cluster 2: Community empowerment, and;
* Cluster 3: Micro and small enterprise development.

Cluster 1 on household social assistance seeks to support very poor
households through universal and targeted interventions. Programmes
include health insurance for the poor (Jamkesmas), rice for the poor
(Raskin), conditional cash transfers (PKH), scholarships for the poor, and
social assistance for the disabled, the poor elderly and abandoned children.
Cluster 2 on community empowerment is intended to improve the capacity
and income of poor households, while involving poor communities in the
development process. Programmes in cluster 2 include PNPM Mandiri,
Padat Karya and Jalan Pertanian, among others. Cluster 3 on small and
micro-enterprise empowerment aims to support the development of
small and micro-enterprises, and its flagship programme is known as KUR
(microcredit).

The three intervention clusters are designed to support the progressive
empowerment of poor households, with the idea that beneficiaries will
progress from social assistance, to community empowerment, to enterprise
development, and subsequently be able to move out of poverty in a
sustainable manner. However, the overall effectiveness and success of the
programmes supporting households to transition out of poverty is still
being determined.

The economy-wide effect of these programmes is also unclear.
For instance, providing a direct cash transfer to households stimulates
household consumption, while providing a wage-income through a public
works programme stimulates the construction sector and the income of
certain house holds.The degree to which each programme stimulates the
economy and creates jobs for target groups is unknown. Public works
programmes entail certain benefits, but their targeting efficiency is not well
understood. Similarly, direct transfers can effectively target poor households,
but the implications for stimulation of the economy are currently not well
known.
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The role of cash transfers and public works programmes in the
Indonesian economy can be better understood through application of a
tool known as a ‘Dynamic Social Accounting Matrix’. The term ‘Dynamic
SAM’ (DySAM) describes an instrument based on an existing ‘static’ Social
Accounting Matrix (SAM) for any economy and the available up-to-date time
series of national accounts (SNA), which provides the basis for estimating
SAMs in future years. The DySAM that has been created in Indonesia
includes a very detailed employment satellite account as well as information
on technology choice in the construction sector. This makes it a useful tool
for examining the effectiveness of social protection programmes.

In order to examine social protection programmes with a DySAM, it is
necessary to define a simulation. In terms of case transfer programmes, the
Government plans to upscale its cash transfer programme (PKH) so that
it will reach 3 million households by 2014. Currently the PKH programme
covers one million households and costs approximately IDR 1.6 trillion per
year. The average payment per household is 1,300,000 IDR per year and the
expansion of the programme would entail additional administrative costs. It
is therefore estimated that to reach three million households, the PKH would
require an additional injection of IDR 2.9 trillion per year. In addition, it is
known that approximately two-thirds of the programme’s beneficiaries work
in rural areas in the agricultural sector and that the programme targets the
poorest households in Indonesia. Based on this information, the scenario
mapping for the simulation is outlined in the table below.

Table 7:
Scenario mapping for a cash transfer simulation
Household classification Share of Budget estimate
PKH (billions IDR)
Rural Agricultural Labourer 33% 957
Rural Agricultural Smallholder (<0.5 Ha) 33% 957
Rural Agricultural Medium Farmer (0.5-1 Ha) 0 0
Rural Agricultural Large Farmer (>1 Ha) 0 0
Rural Non Agricultural Low Income 17% 493
Rural Not in the Labour Force (NILF) 0 0
Rural Non Agricultural Medium-Upper Income 0 0
Urban Low Income 17% 493
Urban Not in the Labour Force (NILF) 0 0
Urban Medium-Upper Income 0 0
Companies 0 0
Total 100% 2900

Sonrce: ILO (2012)
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In order to examine the economic and employment impact of labour
intensive public works investments and to compare the impact of this
programme with the cash transfer programme of Indonesia, scenatio two
also injects 2,900 billion IDR into the construction sector in the commodity
account as shown in the table.

Table 8:
Scenario mapping for a public works simulation

DySAM commaodity sectors 1;:)111: (biL?Le::ifSR)
Labour Intensive Roads 60% 1740
Capital Intensive Roads 0 0
Irrigation 0 0
Rest Construction 40% 1160
Total 100% 2900

Sonrce: ITLO (2012)

The stmulation
indicates that the
upscale of both cash
transfer and public
works programmes
would be beneficial
for economic
growth and poverty
reduction

Cash transfer
programmes are
more effective at

reaching poor
households than

public works
programmes

In general, the results of the simulations indicate that an upscaling
of the cash transfer programme (Scenario 1) and an upscaling of the
public works programmes (Scenario 2) would be positive for the economy.
However, it is expected that the public works programmes will have a greater
impact on sectoral output than the cash transfer programme. The public
works programmes will increase total sectoral output by approximately
IDR 8.2 trillion or approximately 0.075 per cent, while the cash transfer
programme will increase sectoral output by approximately IDR 5.3 trillion
or 0.049 per cent.

Further analysis of the results by economic sector indicate that the
manufacturing sector is expected to receive a significant positive impact in
both scenarios. However, the upscaling of the public works programmes
would have a greater impact on the manufacturing sector than the upscaling
of the cash transfer programme. The public works programmes will
increase the output of the manufacturing sector by approximately IDR
2.2 trillion, which is moderately larger than the impact of the cash transfer
programme’s projected output increase of IDR 2.1 trillion. This is because
the construction sector has strong links with the manufacturing sector due
to its need for inputs (for example, supply of cement and steel parts).

The cash transfer scenario provides a cash injection to poor households.
These households typically use the additional income to finance the purchase
of commodities or to remit to their families. This will stimulate the economy
and create more demand in downstream and upstream sectors. The largest
percentage of low income household expenditure is on the food, drink and
tobacco sectors, which are part of the manufacturing sector. The food, drink
and tobacco sectors have a very strong backward linkage to the agricultural



Labour and Social Trends in Indonesia 2012

sector. Therefore, higher demand in the food, drink and tobacco sector -as
a result of money transferred to low income households under cash transfer
programmes - will create more demand in the agricultural sector as well.

In terms of household income, cash transfer programmes ate likely Public works
to have stronger impacts than public works options. The simulation results programmes are
suggests that the cash transfer programme will increase household income more effective at
by 0.11 per cent, while the public works programme will increases household creating new jobs
income by 0.07 per cent. Public works programmes are likely to have a than cash transfer
more even distribution of impact over all household groups, entailing that programmes

the intervention does not explicitly target poor households. Cash transfer
programmes can deliver more targeted impacts that benefit low income
households comparatively more.

In terms of employment, public works programmes are likely to have
stronger impact than cash transfer programmes. The simulation results
suggest that the up-scaling of the cash transfer programme will create
approximately 80,000 new jobs, while the up-scaling of the public works
programme will create approximately 103,000 new jobs. This means that
dollar-for-dollar, public works programmes will create 30 per cent more
jobs than cash transfer programmes.

The sectors that are predicted to benefit the most in terms of
employment from the up-scaling of social assistance programmes are the
agricultural sector, trade, hotel and restaurant sector and construction sectot.
It is estimated that the cash transfer programme will create over half of
its new jobs in the agricultural sector and approximately 15 per cent of its
new jobs in the trade, hotel and restaurant sector. Public works programmes
will create approximately half of their new jobs in the construction sector,
with the remaining jobs most likely to be found in agricultural sector and
trade, hotel and restaurant sectors.

Public works programmes will create more new jobs for youth than
cash transfer programmes. Most of the new job opportunities would go
to unskilled labour in both simulations. In terms of gender, the new jobs
are available mostly for male workers. It is estimated that more than 62 per
cent of new jobs in both simulations will go to men.

In summary, there are several important findings that we can draw
from the analysis:

e First, public works programmes are more likely to have a larger impact
on sectoral output relative to cash transfer programmes;

*  Second, cash transfer programmes are expected to be more efficient
at increasing the household income of poor households than public
works programmes. Furthermore, this initiative will also reduce the
income gap between high income and low income households;
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Infrastructure
nvestments creates
employment
opportunities for
communities

e Third, cash transfer programmes will create more jobs for unskilled
workers, informal workers and casual agricultural workers;

¢  Fourth, public works programmes will create more jobs than cash
transfer programmes.

2.5 Revitalising the Padat Karya Programme

The Vice President’s Employment Action Plan includes particular focus
on the Ministry of Manpower and Transmigration’s Padat Karya (Pillar 2)
Programme, a public employment programme that extends short-term
job opportunities to unemployed, underemployed and vulnerable workers
in the informal economy through investing in village level infrastructure.
Padat Karya or “labour intensive” is a programme concept that has been
implemented by various line ministries since the late 1960s, with the general
purpose of providing a wage income transfer to vulnerable households,
particularly in times of crisis.

The current Padat Karya Programme, which is implemented by the
Ministry of Manpower and Transmigration, includes two programmes,
namely:

e Padat Karya Infrastructure: builds village level roads and tertiary
irrigation infrastructure; and

e Padat Karya Productive: builds economic infrastructure such as goat
stalls, fish ponds, small buildings for SME operations in villages.

It is intended that these investments will produce multiplier effects
which impact on local economic development and lead to the creation and
development of new employment opportunities for communities after the
initial investment.

In 2012, the Padat Karya Programme provided 360 infrastructure and
834 productive projects for villages, with an average allocation of IDR 136
million for infrastructure packages and IDR 150 million for productive
projects. In 2013, Padat Karya is providing 1,025 infrastructure projects and
296 productive projects. The average budget per package is set to increase
from IDR 136 million to IDR 252 million to allow for the use of equipment
to improve the quality of the infrastructure investments. In 2012 the two
components of the programme were worth approximately IDR 202 billion
and in 2013 this will increase to IDR 372 billion.

In 2011 during the preparation of the G20 Country Policy Briefs for
the meeting of Labour and Employment Ministers held in Paris between
26-27 September, the Ministry made a request to the ILO to support them
in undertaking a review of the Padat Karya Programme. The objective of
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the study was to review the current performance of the programme in
relation to its strategy, objectives and implementation arrangements, and
to provide strategic recommendations that could be used to strengthen its
impactin the future. The ILO was then asked to support the development of
a “Grande Design” for the new Padat Karya programme. Throughout 2012
the ILO collected data from eight districts in Indonesia, with specific focus
given to reviewing the planning, implementation and post implementation
phases of the programme.

In general, it was found that there is considerable diversity in Strengthening
programme implementation. One of the notable challenges of Padat Karya capacities will
is its cooperation with other technical line ministries, as well as development improves programme
of linkages and coordination with other labour market/poverty reduction transparency

programmes. Improvements in quality control for both social safeguards
and infrastructure standards would help to optimise both the short and
long term impacts of the programme, even without a change in technology
ot approach. Therefore investments in both technical training and project
administration are needed to strengthen programme outcomes. Such
investments would also help to strengthen programme transparency.

More specifically it was found that the Ministry of Manpower
and Transmigration has limited access to technical expertise, tools and
databases, to support them in planning. Human resource capacity needs
to be strengthened (both in quantity and quality) to support the systematic
review of proposals and reports that are received each year, especially if
there is to be a goal of improved technical quality of infrastructure works
undertaken.

At the local level, it was noted that the programme is fully integrated
with the musrenbang processes, but that due to the limited number of grants
that are available for Padat Karya every year, the participation of village
government and communities in proposal formulation tends to be lower,
particularly when compared to programmes such as PNPM Mandiri.

The programme is often considered by villages to be a community
infrastructure programme, rather than a poverty reduction programme.
Community targeting lead by village government is used to identify the
project beneficiaries, however, as Padat Karya is not widely viewed to be
a poverty reduction programme, the inclusion of vulnerable groups in the
employment opportunities could be improved.

The programme sets national standards for daily wages that are based
on an eight hour day, with remuneration at IDR 40,000. However, at the
local level daily wages vary substantially, and it is reportedly difficult to find
labour (particularly youth) for the remuneration. To overcome this problem,
many of the sampled locations applied piece or task-rate approaches rather
than daily wages to compensate workers. In some locations workers had
chosen to forgo wages and use the allocations to purchase additional inputs
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Development of
a strategic plan is
vital to effective
programme
implementation

for extending the asset that they had chosen to build. While community
members may agree to this in principle, it is important that such trends don’t
result in vulnerable groups having reduced access to the wage income and
poverty reduction benefit from the project.

A national assessment is also needed to provide an inventory of
the Ministry’s existing capacities for implementing Padat Karya and for
developing a strategic plan for building capacity to effectively implement the
programme. Skills for planning, monitoring, reporting and evaluation need
to be strengthened or budgeted for and engaged from the private sector in
order to improve the overall impact of the programme.

The capacity of the Ministry to undertaking project socialisation
and targeting need to be improved to prevent corruption and improve
implementation of the programme as a poverty reduction programme.
While technical training has previously been provided to field staff, it has
been on an ad hoc basis. For example, 45 days training was provided on
a one-off basis through the National Vocational Training Development
Centre in Bandung. However, follow up-training and refresher courses
have been limited due to budget constraints. At the local level, district
offices compensate for this by developing stronger cooperation with the
Public Works officials. The programme would therefore benefit from
greater access to technical services and from skills training programmes
to strengthen the capacity of the ministry to implement a programme
incorporating elements of the ILO’ LRB approach and to achieve quality
and cost effective results.

The ILO has recommended that a technical assessment be undertaken
that reviews human resource capacities in order to develop a strategic
plan for strengthening programme implementation in the future. It is
recommended that synergies between the Padat Karya programme and other
labour market and poverty reduction programmes be identified in order to
strengthen the overall effectiveness of the government spending, To improve
the efficiency of the programme’ contribution to poverty reduction, it
may consider introducing targets for the inclusion of disadvantaged and
vulnerable groups and using planning tools to ensure that disadvantaged
areas are being targeted.

To improve the quality of infrastructure that is created through the
Padat Karya programme, the Ministry plans to gradually introduce the ILO’s
“Local-Resource-Based” (LRB) approach. Technical assistance is needed to
ensure the successful introduction of the approach. Itis also recommended
that asset maintenance be an integral part of the cooperation, with reforms
that assess the capacity of communities to undertake asset maintenance,
provide training on asset maintenance and ensure that communities will
undertake asset maintenance after the Padat Karya investment is complete.
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This would ensure that the infrastructure investment helps to stimulate the
local economy in the longer term, and may also create some additional short
term job opportunities for villagers involved in maintaining assets.

In order to optimize the employment and poverty reduction impact It is recommended
of the Padat Karya programme, an economic analysis will also be essential, that asset
including consideration of additional costs for essential technical support maintenance become
and quality assurance, the purchase of quality materials, and the hire of an integral part of
appropriate equipment needed to achieve minimum technical quality results the Padat Karya

for the infrastructure works. This analysis will also need to assess the impact programme
of rising minimum wage levels and the overall employment impact that

changes in technology choices and methodologies have on the number of

beneficiaries that are able to participate in the programme.

Box 4:

A unified database for accelerating poverty reduction

A unified database for supporting the targeting of social protection
programmes has been developed by the Office of the Vice President.
Itis an electronic database containing information on social, economic,
and demographic variables for the 24.5 million households or 96 million
individuals with the lowest welfare status in Indonesia. The unified
database is designed to support planning processes in order to improve
the use of budgets and the efficiency of targeting of social protection
programs. Government ministries at the national, provincial and district
level that are involved in poverty reduction and social protection can
use the data from the unified database maintained by the Secretariat
of the National Team to Accelerate Poverty Reduction (TNP2K) to
increase the effectiveness of their programmes and projects.

2.6 Green jobs for a green economy

In June 2011, the Indonesian President stated at the 100th International
Labour Conference that “Indonesia intends to advance a national green skills
development strategy, plans to pursue a decentralized youth apprenticeship
program for green jobs and take measures to foster entrepreneurship
and self-employment in the green sector”. The ILO Country Office for
Indonesia and Timor-Leste in cooperation with the ILO’s Regional Office
for Asia and the Pacific has been supporting implementation of this
vision through a project titled “Green Jobs in Asia”. The project sought to
increase access to reliable sources of data and information on green jobs
and therefore commissioned a study to identify and estimate green jobs
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across the economy in Indonesia. The study sheds light on linkages between
the environment, the economy and employment and provides baseline
information on green jobs in Indonesia, as well as recommendations that
could support the country to progress towards a job-rich green economy.

Green jobs are The ILO and UNEP have jointly defined green jobs as direct
defined to be the employment created in different sectors of the economy and through
direct employment related activities that reduces the environmental impact of those sectors and
created in activities, and ultimately brings it down to sustainable levels. Understanding
different sectors green jobs at the national level involves a step-by-step process of examining
of the economy trends that promote green development and connecting this information

which reduce the with standard methodologies for estimating employment within a given

environmental country. Criteria for defining what is “environmentally friendly” and what is
impact of those a “decent job” need to be identified in collaboration with the government,
sectors employers’ organizations and workers’ organisations, as well as other

stakeholders including specialized national institutions, academia and civil
society groups. The methodology for estimating green jobs in Indonesia
can be described as a process of “zooming in” from the macro-economy
to the green economy, to sustainable employment and finally to green jobs
(see figure below).

Figure 12:
Framework for identifying green jobs

Sustainable

Macroeconomy Green economy Greenjobs

employment

Source: 1LO Country Office for Indonesia and Timot-Leste

The first step in the methodology for estimating green jobs involves
understanding the structure of the economy and its links to employment
as per the international standard classification of industry. Each sector of
the economy is examined to determine the particular sub-sectors that are
strongly integrated with the environment. In Indonesia it was determined
that there were nine core environment-related sectors where green jobs
were clustered, namely: agriculture, forestry, fisheries, mining and energy,
manufacturing, construction, transportation, tourism and waste.

Environmentally friendly sub-sectors that exist within these parent
sectors were determined through a combination of focus group discussions
with key focal points from each of the sectors as well as a thorough literature
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review of national laws and regulations, national or voluntary standards and
activities that are associated with each sector. This was a challenging task,
as it required a thorough and comprehensive understanding of economic
sectors and often involved researching trends towards sustainability that
were either not well documented or not accessible in the public domain.

Once the environmentally friendly sub-sectors were identified and
further defined, the labour force survey was used to generate estimates
for employment that could be considered environmentally friendly within
each environmentally friendly sub-sector. The methods applied to estimate
green jobs in Indonesia used standard data sets and were consistent with
prevailing methods for estimating employment.

After this, “decent work” criteria were introduced to provide insight on
employment quality. Focus group discussions with the ILO’s constituents
determined that variables providing insight on adequate earnings, formality,
safe working environment, access to social security, social dialogue and
employers’ and workers’ representation were highly relevant for the
estimation of the decency of work in each selected sub-sector. Estimates
for green jobs were then derived using a combination of insights collected
from focus group discussions and data from the labour force survey.

In aggregate the study found that in 2008 Indonesia had approximately
8.7 million jobs (8.5 per cent of jobs across all sectors) that could be
considered “environmentally friendly”, and among them 3.9 million jobs
or 3.8 per cent of all jobs could be considered “green jobs™ (socially and
environmentally friendly). Most green jobs were found in agriculture,
followed by transport and manufacturing (see table below).

Table 9:
Estimates for Green jobs in Indonesia, 2008

In 2008
approximately 8.5
per cent of all jobs
could be considered
“environmentally
Sfriendly” and 3.8 per
cent of all jobs could
be considered “green
Jobs”

Economic sectot Er;:;zg;;“;‘;asuy Gteen jobs
Agriculture 4,809,000 2,434,000
Forestry 214,000 97,000
Fisheries 550,000 242,000
Mining and energy 7,000 5,000
Manufacturing 1,063,000 331,000
Construction 415,000 187,000
Transport 1,659,000 603,000
Tourism 21,000 11,000
Total 8,738,000 3,911,000

Sonrce: ILO (2013) Green Jobs— a key concept for sustainable growth with equity: Identifying and estimating green jobs
in Indonesia, ILO Office for Indonesia and Timor-Leste: Jakarta
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In the agricultural sector the study identified seven green sub-sectors,
namely: low impact rice farming, low impact crops cultivation, smallholder
rubber, sustainable palm oil, organic plantations for beverages, low impact
poultry, and combination farming. The total number of environmentally
friendly jobs in the agricultural sector was estimated to be 4.8 million (12.3
per cent of jobs within the sector) and the total number of green jobs was
estimated to be 2.4 million jobs (6.24 per cent of jobs within the sector).
In order to increase the number of green jobs in the agriculture sector in
Indonesia it will be important to support further development of organic
and low-impact farming techniques in rice cultivation and other crops and
plantation beverages, as well as increasing access to organic certification
labelling for farmers. To promote green jobs in low impact poultry and
combination farming as well as for any other type of farming activities,
it will be important to focus on improving employment conditions and
developing the value chain with a view to improving incomes, productivity
and access to national and other markets.

In the forestry sector the study identified five green sub-sectors: natural
production forests that follow sustainable forestry management (SFM) law,
sustainable natural forest concessions, collection, harvesting and cultivation
of rattan, non-timber forest products and forest services, protection and
conservation. The total number of environmentally friendly jobs in the
forestry sector was estimated to be 214,000 (38.6 per cent of jobs within
the sector) and the total number of green jobs was estimated to be 97,000
(17.6 per cent of jobs within the sector). Many of the identified green sub-
sectors within the forestry sector, particularly jobs in non-timber forest
products, involve activities that are community based and provide lower
levels of remuneration. To improve employment quality in these areas it
will be important to support the development of value chains in order to
increase producer share of the border price. More generally, to increase the
number of green jobs in the forestry sector in Indonesia, it will be important
to promote sustainable natural forest concessions through certification and
inspection associated with the Eco-Labelling Institute (Forestry Stewardship
Council) and the Ministry of Forestry.

In the fisheries sector the study identified three green sub-sectors,
namely: sustainable fishing in the formal economy for export, seaweed
farming and good practices in aquaculture. The total number of
environmentally friendly jobs in the fisheries sector was estimated to be
550,000 (41 per cent of jobs within the sector) and the total number of green
jobs was estimated to be 242,000 (18.1 per cent of jobs within the sector).
To increase the number of green jobs in the fisheries sector in Indonesia it
will be important to support the implementation of fishery sector regulations
in order to ensure catch quotas and international treaties on fishing are
honoured and to improve employment quality. In the aquaculture sector it
will be important to ensure that valuable coastal habitats such as mangroves
are not depleted by the encroachment of fishing or the expansion of
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urbanization. It will also be important to ensure that the Maritime Labour
Convention is ratified so that employers and workers can engage formally
in industrial relations matters.

In the mining and energy sector the study identified three green sub-
sectors, namely: geothermal energy, renewable energy and biomass. The total
number of environmentally friendly jobs in the mining and energy sector
was estimated to be 7,000 and the total number of green jobs was estimated
to be 5,000. In order to expand the number of sustainable and decent
jobs in energy and mining, it will be important to commit to expanding
the geothermal, biomass and renewable energy sub-sectors more rapidly.
Presidential Decree No.5 / 2006 sets a target for the contribution of new
and renewable energy to the national primary energy mix —an increase from
4.3 per cent in 2008 to 17 per cent in 2025. This target could be accelerated
to support sustainable development and growth of green jobs.

In the manufacturing sector the study identified thirteen green
sub-sectors, namely: sustainable edible oils, green agro-processing,
lean manufacturing of garments, rattan and bamboo manufacturing,
manufacturing of materials that promote sustainability, production of
organic chemicals and fertilisers, organic soaps, sustainable essential oils,
green cement, manufacturing of pedicabs and bicycles, manufacturing of
machinery for steam, turbine and windmills, energy efficiency initiatives
and recycling. The total number of environmentally friendly jobs in the
manufacturing sector was estimated to be one million (8.5 per cent of
jobs in manufacturing) and it was estimated that 331,000 (2.6 per cent of
jobs within the sector) could be considered green jobs. In order to expand
the number of sustainable and decent jobs in manufacturing, it will be
important to develop and implement initiatives that focus on increasing the
sustainability of the sector, as well as initiatives to support improvements
in employment quality. There is potential to expand the number of green
jobs in sustainable edible oils and green agro-processing through provision
of incentives/disincentives to firms to support sound management of
waste and application of energy-saving practices that reduce environmental
impact. In the weave, textiles, garment and apparel sectors there is scope
to improve the social and environmental efficiency of factory processes
through the adoption of lean manufacturing approaches.

In the construction sector the study identified four green sub-sectors, Strengthening labour
namely: green buildings, labour intensive transport infrastructure, irrigation inspection in the
and water management and installation of renewables. The total number of construction sector
environmentally friendly jobs in the construction sector was estimated to be s z'mportant for
415,000 (7.6 per of jobs within the sector) and the total number of green improving working
jobs was estimated to be 187,000 (3.4 per cent of jobs in construction). conditions

In order to increase the number of green jobs in the “green buildings”
construction sector it will be important for contractors to participate in the
green building certification process and adopt green procurement standards
in their projects, as well as using certified “green products” and adopting
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environmentally sound waste management practices in construction.
There is considerable scope for strengthening employment conditions in
the construction sector through working with government and employers’
and workers’ organizations in application of minimum wages, inspection
of construction sites and in procurement and project design to ensure that
work in the labour intensive transport construction and green building
sub-sectors is decent.

In the transport sector the study identified three green sub-sectors,
namely: mass public transport, non-motorised transport and rail, river and
sea transport. The total number of environmentally friendly jobs in the
transport sector was estimated to be 1.6 million (26.9 per cent of jobs in
transport) and it was estimated that 603,000 jobs (9.8 per cent of jobs within
the sector) could be considered green jobs. In order to increase the number
of green jobs in transport it will be important to support the expansion
of the rail network and mass public transport on roads, and to focus on
improving the quality of current transport systems. There is considerable
scope for increasing employment quality in “non-motorised transport”,
which is currently largely informal and unorganised.

In the tourism sector the study identified four green sub-sectors,
namely, sustainable accommodation services, sustainable tourism services,
sustainable management of tourism destinations and green spas. The total
number of environmentally friendly jobs in the tourism sector was estimated
to be 21,000 jobs and the total number of green jobs was estimated at
11,000. To support the expansion of green jobs in the tourism industry, it
will be important to support the implementation of the Ministry of Tourism
and Creative Economy’s Strategic Plan for Sustainable Tourism and Green
Jobs, which seeks to apply a sustainable approach within tourism planning,
provide education and training that promotes sustainable tourism, and
promote employment standards in tourism.

Box 5:

Green livelihood access and REDD+

In acknowledgement of the great need to reducte emissions from
deforestation and forest degradation (REDD), the Government of
Indonesia issued an instruction on the freeze of native forest clearing
between 2011 and 2013 and an instruction (2/2007) requiring the
rehabilitation and conservation of the Ex Mega Rice Project (EMRP)
area in Central Kalimantan. In accordance with the EMRP’s Master
Plan, the ILO commenced a 12-month pilot project known as “Green
Livelithood Access for Central Kalimantan’s Inclusive Environmental
Response to Climate Change” (GLACIER), which seeks to improve
access to sustainable livelihoods for local communities in Central
Kalimantan through introducing participatory local resource-based
approaches and building local capacity to rehabilitate degraded forest
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land, promote sustainable livelihoods and improve access to socio-
economic facilities and markets.

In line with the ILO Convention on the Rights of Indigenous
Peoples (C. 169), the project has successfully completed a range of
consultation and participatory planning activities with the project
stakeholders, which have helped the project to jointly identify activities
that will increase access to sustainable livelihoods. By September
2013, the project will have rehabilitated 100 ha of degraded land in
the project area, improved access to sustainable livelihoods through
investing in infrastructure in five villages, and trained approximately
300 beneficiaries in relevant entrepreneurship and skills training based
on demand for developing green value chains.

2.7 Sustainable tourism”

Tourism and the creative economy play a crucial role in the Indonesian
economy. Altogether tourism and the creative economy contribute
approximately 11.8 per cent to GDP and provide approximately 14.7 per
cent of the labour force with employment. Much of Indonesia’s tourism
relates to the natural environment and it is recognised that the welfare and
quality of life of employees in the tourism sector are highly important for
the economic, social and environmental sustainability of the industry.

In 2012 the Ministry of Tourism and the Creative Economy launched
a Strategic Plan for Sustainable Tourism and Green Jobs, which provides an
integrated framework for the promotion of a job rich sustainable tourism
industry. The strategic plan emphasizes the importance of coordination and
partnerships between all stakeholders in the planning and implementation
of policies and programmes relating to sustainable tourism in Indonesia.
The effectiveness of policies must thus be supported by structures that
allow coordination between all stakeholders, and the adoption of a balanced
mix of instruments including market-based, regulatory and voluntary
approaches.

Complementing the existing national policy framework, set by the
Indonesian Government’s Long-Term National Development Plan (RPJP),
the Long-Term National Tourism Development Plan (RIPPARNAS),
and the tourism Mid-Term Strategic Plan (RENSTRA), the Strategic Plan
on Sustainable Tourism and Green Jobs 2012 proposes new key policy
dimensions as integral to sustainable tourism planning strategies.

7 This section of the Labour and Social Trends Report was prepared with inputs from Oliver
Ortis.
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e Inline with the pro-poor directive of the national development agenda,
tourism is expected to play an important role in poverty reduction;

*  The understanding of and commitment of Green Jobs to supporting
an adequate transition for workers and employers towards a low carbon,
climate change decelerating, socially and environmentally responsible
development in Indonesia is a crucial aspect of sustainable tourism
and should be mainstreamed into policy;

*  Youth is a strategic segment of the domestic market for socio-cultural
and sociopolitical reasons, but is also a potential workforce that can
meet the demand for dynamic labor to cater for the growing demands
of alternative tourism;

*  The achievement of Decent Work is an important part of sustainable
tourism and the pro-poor and pro-employment agenda;

¢ Gender mainstreaming and child labour prevention are two significant
goals to be further emphasized within the tourism development agenda
in Indonesia;

e Inorder to achieve a consistent path of development, guiding standards
for sustainable tourism operations and performance must be developed
and implemented.

The strategic framework for sustainable tourism development identifies
four key strategies that provide a basis for prioritising action, including
awareness-raising to change the mindsets of stakeholders, development
and use of sustainable tourism indicators, promotion of green jobs
for sustainable tourism and strategic management, and monitoring and
enforcement of sustainable tourism objectives.

Following the strategic framework, ten implementation strategies are
proposed to follow up on the new policy dimensions:

*  Mainstream and Promote Green Jobs through Sustainable Tourism;

e Prioritize Poverty Reduction in Tourism;

¢ Enhance Opportunities for Youth Employment in the Tourism Sector
and Youth Tourism;

e Support the Ministry for Women and Child Protection in Combating
Gender and Child Protection Issues;

*  Implement a System of Voluntary Codes/Standards for Sustainable
Tourism;

e Set Tourism Related Education, Training and Research as Priority in
the National Education and Research Agenda;

e Identify Potential and Committed Local Partners;

*  Conduct Selective and Creative Marketing;

e Apply a Sustainable Approach in Tourism Planning;

* Establish a Single Coordinative Body for Sustainable Tourism
Development.
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The Strategic Plan for Sustainable Tourism and Green Jobs has been
officially endorsed by the Indonesian Government. It has been integrated
into the national tourism policy and also distributed to all 33 provinces for
strategic guidance and regional implementation.

By mainstreaming green jobs within national tourism policies it is
hoped that the goal of achieving decent and productive work can be
accelerated, along with poverty reduction and enhancement of local
economic development.

2.8 Social sustainability: Pay equity

Differences in the houtly and monthly compensation of men and
women is a persistent feature of labour markets throughout the world. The
question, of course, is “why the gender wage gap?”. Research undertaken
by the ILO’s MAMPU, Access to Employment and Decent Work project
has investigated this question using Sakernas data from August 2010 as well
as data collected from the project’s baseline survey. The research, being
exploratory in nature, first looked at compensation as being determined by
factors including education, experience, and household responsibilities, and
then considered wage variation as a consequence of gendered industry and
occupation choices. Ultimately the research sought to identify the extent to
which variations in pay equity are driven by gender based discrimination.

Preliminary analysis using Sakernas data from August 2010 estimated
that the average monthly pay (including own account, employees and casual
labourers) typically earned by men is IDR 952,341 and that women on
average earn IDR 695,550. This means that women earned IDR 256,791 less
or approximately 35 per cent less than men. Therefore, on average, women
earn 73 per cent of the monthly wage of men. However, the reasons behind
these differences are not immediately apparent. For example, do women earn
less than men because they experience discrimination or do they possess
certain characteristics that lower their value to an employer?

Further analysis points to lower levels of educational attainment being a
significant driver of differences in remuneration between men and women. It
was also found that the pay-off for women from obtaining higher education
and years of work experience is smaller than for men. Household heads of
both sexes also tend to earn more, but again, the effect of this status on
women is less than for men.

Women appear to choose fields of study that lead to occupations
that tend to pay less than average. Further, breaks in labour market
participation impact on their years of experience and subsequently the
income earned by working women. Women earn less than men in every
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a persistent feature
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throughout the world

Factors such
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differences in pay
equity between the
genders
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industry and occupation. Factory work generally pays less than other forms
of employment, however for women, there is a pay premium for those
women who work in factories.

It is more common for men to receive overtime work, overtime pay
and to be associated with jobs that receive performance-based pay, whereas
women are more likely to work in part time jobs, for fewer hours (given the
bulk of domestic duties are performed by women in Indonesia). Women
are also concentrated in occupations that are not generally associated with
performance bonuses — such as secretarial work, administration, finance,
nursing and teaching, Differences in working hours and occupation help to
partly explain why remuneration levels between men and women vary.

Overall it is estimated that approximately 59 per cent of the gender
pay gap is unexplainable and could therefore be attributed to gender
discrimination. However, it was found that employment status and formality
play an important role in gender discrimination. Disaggregate analysis that
examines the gender pay gap for employees finds that only 31 per cent
of the gender pay gap is unexplained and could therefore be attributed to
discrimination. Therefore there are major differences in exposure to gender
discrimination between formal and informal labour markets.

Analysis from the 2012 MAMPU baseline data set identified some
distinct gender differential effects in factory work. In general it was found
that factory work pays a below average wage for the entire sample that
was surveyed in the baseline study. However, for women, the factory wage
effect was positive and large. This is likely because factories typically provide
employment that is in the formal economy. However, a tension between
formality and remuneration was found in the dataset, namely, pay premiums
are found in work that is undertaken in a special location in the home, work
on a farm, work in an employer’s home, and work in no specific location.
This suggests that the issue of pay equity is highly intricate, requiring a
complex understanding of what decent work actually is - far beyond the
paradigms of formality and gender disaggregated analysis.

Another of the most striking findings of the baseline study is that
women who supervise five or more subordinates earn less than those who
do not. Moreover, female supervisors earn less than their male counterparts.
This situation highlights the issue of equal pay for equal work and questions
the effectiveness of the application of this principle in the complex range
of working environments that exist in Indonesia.
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A final concern relates to the impact of social dialogue on wages.
Effective social dialogue can promote the rights of workers, including
freedom of association, collective bargaining and access to social protection.
However, the findings of the analysis regarding union membership and
working conditions are not statistically significant, suggesting a need to
strengthen the bargaining power of workers’ organizations in order to
improve their effectiveness.

To promote pay equity in Indonesia, the MAMPU, Access to
Employment and Decent Work Project is supporting the Ministry of
Manpower and Transmigration to develop Step-by-Step Guidelines for
Employers on Conduct Gender-Neutral Pay Evaluations. The Project is
also pursuing strategies to strengthen women home-based workers, who are
currently operating in the informal economy, to access decent work.

2.9 Working towards a sustainable and
equitable economy®

Countries across the globe use labour market interventions to promote
development that is socially and economically just. The Indonesian
government has been very active in this regard, and unlike in previous crises,
there were considerable efforts on behalf of the Government to mitigate
the impacts of the 2008-2010 global economic downturn. Not only did
Indonesia use expansionary fiscal and monetary policies to stimulate the
economy, they also directly intervened to protect and create employment.
In the future Indonesia may strengthen its resilience through efforts that
preserve skills, facilitate matching between job-seekers and employers,
and protect the incomes of the unemployed and vulnerable groups.
Labour market interventions can also increasingly be used to support
the achievement of environmental objectives due to links between the
environment and sustainable livelihoods. Such policies and programmes
should be developed in times of economic prosperity and designed in such
a way that that they may act in a countercyclical fashion.

There are many tools that can be used to support the effective and
coherent design of policies aimed at strengthening resilience. For example,
an online data tool known as “The ILO/World Bank Inventory of policy
responses to the global financial and economic crisis of 2008 provides a
detailed track record of policies enacted during the height of the financial
crisis (2008-2010). The tool includes details on the implications for the
design of policies to address future economic downturns. Policy makers and

8  This section of the Labour and Social Trends Report has benefited from inputs from the the
ILO/Wortld Bank Inventory of policy responses to the global financial and economic cisis of
2008.
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researchers are able to use such tools to develop evidence-based policies and
draw further lessons that will continue to be highly relevant in an uncertain
global economy.

Importantly, lessons from the crisis highlight the role of social dialogue
in the development of effective policy responses. Social dialogue becomes
even more important during crises, because it can speed up recovery and help
the economy move to a new equilibrium more quickly through information
sharing and communication. Social dialogue also builds trust and consensus
to implement policies required for economic recovery.

Overall, it is recommended that in order to work towards a model that
is framed by the principle of “sustainable growth with equity”, a country
should focus on:

*  Improving the coordination between macro and sectoral policies;

e Expanding the coverage of social insurance to all workers;

e Integrating and strengthening safety nets;

e Rethinking the design of active labor market programs including those
used to stimulate labor demand;

¢ Investing in labor market information systems; and

*  Promoting social dialogue and increasing vigilance to avoid violations
of rights at work.

Indonesia has prioritised investing in human capital and connectivity,
with a focus on sectoral development strategies. It is also positioning itself
as a global leader in transitioning to a greener economy. This framework
is moving the country towards higher levels of prosperity, sustainability
and human development. Many of the mid-term development targets that
Indonesia has set for itself are within reach, however, there is still much
work to be done to improve employment quality and livelihood sustainability.
Improving access to social protection, maintaining effective social dialogue
and sustaining developmental gains are ongoing challenges. Against this
backdrop, Indonesia can be more ambitious in setting targets to improve
the quality of livelthoods and employment, particularly among those that
have managed to escape the lowest measures of deprivation, in its next
mid-term development plan.
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