Wage trends in Indonesia

Indonesia has sustained over a decade of economic growth
and growth in wages and regular wage employment continue
to outperform most other countries in the world. To illustrate,
growth trends continue for regular employees,! with 42.4
million people or 37.0 per cent of those employed working as
regular employees (see Table 1). Growth in nominal wages has
been constant, while gains in real terms are still being realized.
Labour productivity has been increasing gradually. Gains in
labour productivity and constructive dialogue on gains sharing
are important for Indonesia, as they can translate into better
quality jobs, including better wages and working conditions that
are critical for raising living standards.

Table: Key labour market indicators

Variable 2012 2013

Regular employees (millions)

Simple average minimum wage 988.8

(IDR thousands)!

1,088.9 1,288.4

GDP (constant 2000 prices, trillions)

2,456.7 2,6189 2,770.3

Consumer price index 127.4 1329 142.2

(average annual, 2007=100)
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mechanism is still the most predominant mechanism through
which wage increases are achieved in Indonesia. This situation
has lead to a narrowing of the gap between average minimum
wages and average wages over time. To further emphasize, in
2001 the simple average minimum wage for Indonesia was
58.5 per cent of the average wage for regular employees and
by August 2014 this ratio had increased to 76.5 per cent (see
Figure 1).

Figure 1: Trends in minimum and average wages for Indonesia,
2001-2014
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Source: BPS (2014) Labourer situation in Indonesia: August 2014, Badan Pusat
Statistik, Jakarta. * ILO staff calculations based on revised population weights and
backcast for 2011-2014.
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Further analysis of wages shows that the situation

Source: BPS (2014) Labourer situation August 2014, Badan Pusat Statistik, Jakarta. 1 Simple national average of

provincial minimum wages in nominal prices. 2 Trillions, IDR constant 2000 prices.

While minimum wages noticeably increased between 2012 and
2014, average wages have not maintained the same pace of
growth.? This trend highlights that the minimum wage fixing

1 According to BPS an “employee is a person who works permanently for another
person or institution/office/company and gains some money/cash or goods as
wage/salary. Workers who have no permanent employer are not categorized as
an employee but casual labourer. A casual laborer can be considered to have a
permanent employer if he/she has the same employer during the past month or
3 months for the construction sector.”

2 In August 2014 the simple average national minimum wage was estimated at
IDR 1,494,134, while the average wage for regular employees was estimated at
IDR 1,952,589. In January 2015 the UN conversation rate was USD 1 = IDR
12,441. Therefore, the simple average national minimum wage was equivalent
to USD 120 and the average wage for regular employees was equivalent to USD
157. High inflation over the period has meant that gains observed in nominal
wages have not always translated well in real terms.

of those employed in more vulnerable forms of
employment, including casual work and own account
work, has been mixed. In August 2014, the average
earnings of casual workers and the self-employed was 51 per
cent and 68 per cent of regular employees’ average wage
respectively. While in 2001 it had been 45 per cent and 75 per
cent respectively.® This trend indicates that casual workers have
been able to improve their position over the period, mostly due
to increases in the number casual workers employed outside
the agricultural sector where wages are higher. However, the
situation for own account workers has declined in comparative
terms.

3 World Bank (2014) Indonesia Economic Quarterly, March 2014: Investment in
flux, World Bank Country Office for Indonesia, Jakarta.
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However, an important trend to note here is that the absolute
number and share of people working as casual or self-employed
workers (vulnerable employment) has decreased over time,
as regular wage employment has expanded throughout the
economy. Figure 2 depicts the trend over time. A related
point is that the number of employers that hire permanent
employees has also increased over time, from 3.0 per cent in
August 2006 to 3.6 per cent in August 2014. Trends related to
formal employers and regular employees therefore seem to be
positively related.

Figure 2: Status in employment, 2006-2014

August2006  August2007  August2008  August2009  August2010  August2011  August2012  August2013  August2014
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—— Unpaid Worker

Source: BPS (2014) Labour force situation: August 2014, Badan Pusat Statistik,
Jakarta

Trends in wage equality in Indonesia

In addition to reviewing trends on wage growth and regular wage
employment, it is important to understand the distributional
characteristics of wage trends. For instance, in August 2014 the
average wage for regular employees was IDR 1,952,589, and
66.4 per cent of regular employees earned below this wage.
The median wage for regular employees was IDR 1,425,000 in
the same period,* which is substantially lower than the average
wage - indeed it is closer to the prevailing levels of minimum
wages. The discrepancy between the two figures indicates that
the distribution of regular employees by wage level is highly
skewed, with a high incidence of regular employees earning
low pay.

Low pay is defined as the proportion of regular employees
whose wage equals less than two-thirds of the median wage
of regular employees. It is a measure that can help to gauge
growth in income gaps. Two-thirds of the median wage, the
benchmark for estimating low pay, was IDR 950,000 in August
2014. Analysis indicates that one in three regular employees
(33.6 per cent) in Indonesia receive a low wage, with low
wage employment accelerating in recent years, particularly

4 That is, half of regular employees earned below this level.

for women (see Figure 3). Low-wage workers also tend to be
disproportionately female, with this trend likely reflecting the
increasing number of women shifting out of unpaid family work
onto part-time contract work as an employee. The low pay
trend highlights that further efforts are needed to bridge the
gender pay gap in Indonesia.

Figure 3: Percentage of regular employees with low pay,
1996-2014

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
Year

Lowpay rate for regular female employees (per cent) M Low pay rate for regular employees (per cent) MLow pay rate for regular male employees (per cent)

Source: ILO staff calculations based on data from the labour force survey from
Badan Pusat Statistik for selected years.

The high incidence of low pay in Indonesia is a concern as low
pay increases the risk of vulnerability. In many countries low
wage employment often acts as a stepping stone to entering
into higher paying work, however for many Indonesian workers
low wage employment tends to be the norm rather than a
springboard. Analysis of low pay in Indonesia points to a
situation where wage growth has been lagging, rather than a
situation where minimum wage growth has been too high. In
a situation where a large proportion of workers are receiving
low pay, with little prospect of catching up to those in work
with higher levels of remuneration, there is a greater risk of
industrial conflict.

Specific policies are needed to address the high incidence
of low wage work in Indonesia, as higher rates of economic
growth do not alone guarantee progress in this area. Reducing
the incidence of low pay is also important for strengthening
the competitiveness and productivity of the Indonesian labour
force, as low wage work can be associated with the deterioration
of workers’ skill and can also signal to employers that such
workers have low productivity. Both of these factors reduce the
likelihood that low wage workers will gain access to employment
with higher levels of remuneration.

In addition, the high incidence of low pay in Indonesia may
be related to the issue of minimum wage compliance, with
459 per cent of regular wage employees receiving wages
below the lowest wage that is permissible by law in August
2014 (see Figure 4). Wage compliance displays a cyclical
pattern throughout the year, with compliance at its lowest in



B
February and highest in August, suggesting a lag time in the
application of adjustments in annual minimum wage increases
within enterprises. Policies to address the issue of low pay
and minimum wage compliance include strengthening labour
market institutions, particularly labour inspection and wage

bargaining institutions, to ensure compliance with minimum
wage levels and other labour regulations.

Figure 4: Percentage of employees below and above the provincial
minimum wage, 2011-2014
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Source: BPS (2014) Labourer situation in Indonesia: August 2014, Badan Pusat
Statistik, Jakarta.

Due to the nature of the labour market in Indonesia, which
is characterized by a high incidence of low pay, persistent
vulnerable employment, as well as limited capacities for labour
inspection, the minimum wage falls short of fulfilling its role as
a safety net wage. This means that the benefits of economic
growth and formal wage setting systems do not necessarily
trickle down to the working poor, who often work in the informal
economy in rural areas where it is difficult to enforce labour
regulations. Box 1 further discusses minimum wages in
Indonesia.

Trends in labour productivity

Box 1. Minimum wages in Indonesia

Gains in labour productivity are essential for the economy
as a whole to maintain competitiveness. With the majority of
those employed in Indonesia working long hours in jobs with
low wages, improving productivity is an essential ingredient for
moving towards a more competitive and prosperous economy.
Labour productivity, defined as GDP per employed person,
has been increasing gradually over time in Indonesia, with
productivity in the industrial sectors nearly double that of the
services sector and quadruple that of the agricultural sectors
(see figure below).®

6 Labour productivity defined as GDP per employed person is not an ideal
measure. It is preferable to use economic data on value added and
compensation of workers, however this is only available for selected years. The
latter measure provides a more robust assessment as it takes into consideration

5 The number of items included in the assessment for decent minimum living factors such as unpaid family workers, which comprise 16 per cent of
standards increased from 45 to 60 items in 2012. employed persons in Indonesia.
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For example, between 2005 and 2009 productivity expanded
at an average annual rate of 3.3 per cent. Between 2010
and 2013 productivity expanded by average annual rate of
4.3 per cent. This trend has been supported in part through
investments in infrastructure, as well as structural changes that
have seen the expansion of employment in higher value-added
industrial sectors and the contraction of employment in lower
value-added agricultural sectors.

Figure 5: GDP per employed person 2000-2013’
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Source: 1LO staff calculations based on data from the labour force survey and
national accounts from Badan Pusat Statistik for selected years.

As the manufacturing sector is a strong engine for both
economic and employment growth in Indonesia, it is important
to understand factors that are driving trends within the sector.
Box 2 therefore further discusses productivity trends in
manufacturing in Indonesia.

Box 2. Labour productivity - the case of manufacturing in Indonesia

2004 2005 2006 2009 2010 2011 2012

—Total

7 Defined as GDP (constant prices 2000) per employed person. Agriculture
includes the Agriculture, Forestry, Hunting and Fishery sector. Industry includes
i) Mining and Quarrying, i) Manufacturing, iii) Electricity, Gas and Water, and iv)
Construction. Services includes i) Wholesale Trade, Retail Trade, Restaurant and
Hotels, ii) Transportation, Storage and Communication, iii) Financing, Insurance,
Real Estate and Business Services, and iv) Community, Social, and Personal
Services.




This situation highlights several challenges for policy
makers. First is how to increase employment growth
in large and medium establishments, in order to open

Labour productivity has been increasing gradually over
time and it is important that gains in labour productivity are
shared between workers and employers. Productivity gains
sharing can be implemented through mechanisms such

as wage increases, improving working conditions, shorter
working hours and/or investment in human resources. For
employers, linking real wage growth to productivity gains
implies stable real unit labour costs (and profit growth in line
with productivity).

greater access to more quality jobs and in doing so
allow workers to move out of lower wage and lower
productivity sectors. For this, the overall expansion
of the large and medium establishments is critical.
Second is how to increase productivity of the micro

and small establishments, in hope that the productivity ¢ With the large share of people working in low-paid jobs that
gains would positively influence wage levels. have non-standard work arrangements, greater focus needs
to be given to addressing the challenge of employment
quality as progress in this area is likely to have significant
development dividends, including gains on gender equality.

To emphasize, the manufacturing sector remains
an important economic sector for the dynamism of
the economy and is a source of quality employment.
Within the sector, large and medium establishments
play an important role as they are better situated
in terms of achieving productivity growth and wage
growth, attracting skills investment and technology
transfers, providing social protection and fostering
social dialogue. The challenge is on creating sufficient
employment growth in these establishments. On the
other hand, while micro and small establishments have
higher employment growth, they are disadvantaged
on the other characteristics. Strategies strengthening
micro and small enterprises, particularly “home based
industries”, will be highly important for strengthening
competitiveness and productivity of the manufacturing
sector in the future.

Policy implications

The pattern of economic growth since 2010, coupled with
growth in wages and growth in regular wage employment, has
played an important role in the shift towards a formal economy
for Indonesia. However, it is clear that the recent gains made
in wages have not translated for all workers. To illustrate, one
in three regular employees in Indonesia still earns a low wage.
Specific policies are needed to address the high incidence of
low wage work, particularly as low compliance may be linked
to low pay.

¢ Labour productivity increases can be optimized through
building the capacity of tripartite constituents for engaging
with wage-setting institutions. Building capacity can help to
ensure that gains are shared, therefore reinforcing equitable
growth while supporting enterprises to upgrade and enhance
productivity.

+ |t will also be important to support coordination on wage
setting, along with strengthening the implementation of
regulations, in order to improve compliance and promote
equitable growth across provinces.

In summary, to sustain economic and labour market
momentum, a focus on employment creation, job quality and
labour productivity is needed.

For further information please contact

Emma Allen (allen@ilo.org)
ILO Office for Indonesia and Timor-Leste

A number of implications arise from review of wages and

L L ) Kee Beom Kim (kim@ilo.org)
productivity in Indonesia, including:

ILO Decent Work Technical Team for East and South-
East Asia and the Pacific

+ Growth trends in wages reflect the strong reliance on
minimum wage fixing and highlights the need to strengthen
collective wage bargaining in order to promote the growth of
average wages.
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