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Government Interventions
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Failed Structural Transformation

* Declining industry replaced by service sector since 2000
* Higher growth of Agriculture compare than industry lately
* Four different areas with two “red districts”

Growth of GDP by Sector: Agriculture, Manufacturing and Services, 1993-2009 (%)
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Trade and Employment

* Weak link between Trade and Employment
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Labor Market Dynamics

Working age (15+) population
accounts for 172 million in 2010,
grew by 4om during 1993-2010.

Labor force participation rate
was relatively stable at 66-68%

Unemployment rate is relatively
low and stable.

Wage earners remain lower vs.
pre-AFC level as Self employed
still dominant.
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Employment by sector and education

Employment Rates by Sector, 1993-2009 (%)

» Agriculture remains

dominant, followed by >/\:3:>_4
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Workers by Education Level, 1993-2009 (%)

mmmmmmmmmmmmmmmm
oooooooooooooooo
oooooooooooooooo
NNNNNNNNNNNNNNNN

Source: Calculated from Sakernas




Underemployment

Underemployment Rates by Working Hours, 1993-2009 (%)

* Underemployment is [~ —
massive. e S~——~
e Mostly in rural and among
woman.
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Employment rate in formal and informal
and by sector

Formal Informal
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Informal Employment

Formal and Informal Employment Rates, 1993-2009 (%)

* Relatively widespread and

tends to increase. e _— _
w
* Higher in rural and among ‘
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* Gender gap narrowing but . T
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Wage: Nominal and Real

Nominal and Real Wages, 1993-2009 (%)

* Real Wage is stagnant.

 Service sector is the highest,

Women earn less and the
gender gap remains.

followed by industry and
agriculture sectors.

Real Monthly Wage by Sector, 1993-2009 (O00Rp)
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Real Monthly Wage by Gender, 1993-2009 (000Rp)
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Monthly wage of employee by sector
(000)

Nominal wage rate Real wage rate (CPI deflator)
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Merchandise trade (% of GDP)

*Low trade-led growth
‘Relatively flat, lack of a big improvement
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VOLUME INDEX (2000=100)

*Exports: relatively flat

‘Imports: tend to increase but small

Export
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Tariff rates

* Already low and decreasing

Tariff rate, applied, simple mean (%)

9

8 LN

/\

7 \

——3ll products

Simple mean, %
1

4
— manufactured products \
3 ——primary products
2
1
o
2000 2001 2002 2003 2004 2005 2006 2007 2009 2010

Source: World Development Indicator Online




e o00d

ADB



ADB



Production trade networks: importance of
global supply chains

*Not at the inner circle of GTN
*Relatively weak trade connections

All industries

Source: Ferrarini (2011)



Automotives industry

*Part of auto GTN but weak link to JPN
*Worse than THA

UsaA 3
i .
L k.. rd .
= “ :
PRC
(37

Source: Ferrarini (2011)



Electronics industry

At the periphery with weak link to GTN
*Worse than SIN, THA, MAL, and PHI

Source: Ferrarini (2011)



Export Sophistication (EXPY)

Average 2001-2007

Panel A: Non-high income countries Panel B: High income countries
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*Less sophisticated
*Improve sophistication
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Diversification of Export Basket

* Low level: need to improve diversification
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Level of Diversification

Average 2001-2007

Panel A: Non-high income countries
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* Better than sophistication
* Still need for improvement
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Ease of doing business index

* Worse than comparable countries

(1=most business-friendly) . getting worse

* Need some improvements
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|_ead time to trade, median (days)

* Exports: Relatively good and improving
* Imports: Worsening and need more improvement
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*Lower than THAI and MAL

* Decl
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Logistics performance index
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Key Government Policies: Minimum Wage

Ratio of Minimum wage to median and average wage 1993 — 2009 (%)

* Key Problems:

1. Increasing significantly 100.00
regardless of other factors; i.e. 20.00
higher than Average and

. 60.00 ——
Median Wages. ‘F._._.'.i._._.,.—l-l
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istricts: rse eff f
3 stricts ladve se effects O 20.00 =f—Ratio MW to average wage
Ecentra 1Zation worsening _ Ratio MW to median wage
t e matter. I I T I T I T I T T I

1993199519971999 2001 2003 2005 2007/ 200

3. Increasing non-compliance to
MW especially after 2003.

4. Not an effective tool for social

Non-compliance to minimum wage by sector,1993-2009 (%)

protection and poverty 00 -

reduction, creating adverse 600 %Qﬁv

effects. >0 N— .
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Severance Pay

Receipt of Severance Pay, as reported by terminated workers

* Key Problems:
1. Firing is the most expensive.

2. Firms response by changing the

labor contracts: Nor<ompliant
. employees
. output based or other more flexible receivedless
ntitled amount,
arrangements. ot

3. Low enforcement .
4. High non-compliance.

5. Ineffective and creating adverse
effects.

Compliant;
employees
receivedfull
entitled amount or
more, 7%

Source: Alatas and Newhouse (2010, p. 15)




Reality of the Policies

Doing Business and Enterprise Survey

* Minimum Wage Redundancy Cost
* Severance Pay =
Result: = u _
A cross-country  survey 2 100 BAN
comparing labor regulation t _ e
rigidity, Indonesia ranked 3 P
157 out of 181 countries. %0
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Compared with its “de facto” perspective

neighbors in the East Asia

and Pacific, Indonesia Doing Business arjq Enterprise Survey
ranked 23 out of 24 i} Labor Rigicty Index

countries with no other

country in the region has s m wm
. . i o PAK
firing costs as expensive as 2 2 T m .
Indonesia (WB 20m). o VE  PHI BAN
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Adverse Impacts

» Adverse effects of inconsistent rigid labor market
regulations:

1. Driving away new investments (good firms), which are
more likely to generate good jobs.

2. Encouraging existing (and new firms) to hire workers in
short and less-permanent terms.

3. Creating more uncertainties, worsening governance
(corruption) issue and investment climate.

4. Discouraging existing firms to expand and improve the
quality of working relationship.

5. Lowering potential growth.




Concluding Remarks

The economy: needs to grow faster and generate more good
jobs to cater the growing number of labor force and to improve
the overall quality of employment.

Trade : second generation of reforms
Employment:

As LM is very fragmented, improving the quality of employment must include
addressing informality and underutilization issues, in addition to gender,
urbanity etc.

Labor Market: workers always bear the costs of any economic downturns and
the existing growth does not guarantee for quality employments. Therefore, a
separate policy intervention is needed to improve LM and the quality of
employment.

Moreover, workers and self employed are trapped in “lose-lose situation” and
reforming LM only will not solve the problem. A more comprehensive reform
is needed including improving the investment climate and revamping the
industrial policy to strengthen the performance of industry sector.

ADB




Thank You!




Additional Shides: LM Policies

Increasing labor productivity: higher labor productivity
leads to increased employment and higher wages that
would be beneficial to workers.

Improving industrial relation: unions and collective
bargaining to maximize aggregate utility.

Improving labor quality at entry, including improving
quality of education and training and reducing
education and skill mismatch to improve skill and
competitiveness of workers.

Improve regulations and increase the role of public
employment services to get a better labor market
outcome.




Social Protection and Programs

* Social protection to formal sector only will miss
target. Need to move to a combination of
different social insurances.

* Developing informal and formal social system
such as unemployment benetits, better public
services, and microfinance.

* Three cluster systems of social programs: Social
assistance and protection, Community
empowerment, and Micro and small enterprise
development.




