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Factors Affecting Labor Absorption: Case Study In South Sumatra Province

Abstract. The study was conducted to analyze the influence of the provincial minimum wage, economic growth,
investment, agricultural sector minimum wage and non-agricultural sector minimum wage on labor absorption in South Sumatra
in 1998-2017. The data used in this study is secondary data sourced from the Statistical Center of South Sumatra and publications
from previous studies that were related to this study. Data were analyzed by multiple regression analysis and collected from 1998-
2017 (20-year period) The results of the study are expected to be a reference for further research and considered in implementing
policies of labor issues in South Sumatra.

Purpose. The purpose of this study is to determine the factors that influence labor absorption in South Sumatra in 1998-2017.

Result. The results of this study indicate that the provincial minimum wage has no effect on labor absorption in South
Sumatra. However, economic growth, investment, and minimum wages in the agricultural and non-agricultural sectors affect labor
absorption in South Sumatra.

Conclusion. The results of the study showed that the government in South Sumatra should be concerned in preparing
wage policies both for the provincial minimum wage and the sectoral minimum wage by considering various related parties such
as companies and workers themselves. Also, economic growth and the investment value which distributed evenly can increase labor
absorption and create prosperity for workers.

Keywords: Provincial Minimum Wages; Economic Growth; Investment; Agricultural Sector Minimum Wages; Non-
Agricultural Sector Minimum Wages; Labor Absorption.
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dakTopH, 0 BIVIMBAIOTh HAa NPALEMiCTKIiCThb:
TeMaTU4He AOCAixeHHs B npoBiHuii [liBgenna CymaTpa

AHomayisa. [locaidxiceHHs1 6y/10 Npo8edeHO 3 Memor aHANi3y enaugy MIiHiMAa/AbHOI 3apo6imHoi naamu 8 nposiHyisx,
E€KOHOMIYH020 3pOCMAHHS, Heecmuyill, MiHIManbHOI 3apo6imHOi naamu azpapHo2o0 cekmopy ma MiHimMaabHOI 3apobimHoi
naamu HecibCbko20cnodapcbkoz2o cekmopy Ha hpayemicmkicms y Ilisdenniti Cymampi 6 1998-2017 pokax. [awi, ujo
BUKOPUCMOBYIOMbCST 8 YbOMY 00CAIONCEHHI, € 8MOPUHHUMU OAHUMU, OMPUMAHuUmMu 3i cmamucmuyHozo yeHmpy IliedeHHoi
Cymampu ma 3 gidnogidHux ny6aikayiil nonepedHix docaidxceHv. JaHi Gyau npoaHanizoeaHo 3a donoMoz0i0 MHOHNCUHHO20
pezpeciliHozo aHanidy ma 3i6pari 3a 20-piuHuill nepiod. Ouikyembcs, wo pezyabmamu 00CAIOHCEHHS CmaHyms 0o8idkosuMm
mamepiaaom 01 hodaabwux 0ocAidxiceHb ma 6ydymbsb 8paxo8aHi npu 8nposadHceHHi noAimuku mpyoosux ioHocuH y IligdeHHili
Cymampi.

Memoto docaidxceHHs € sUHaYeHHs pakmopis, wo enausaroms Ha npayemicmkicme y Iliedenniii Cymampi ¢ 1998-
2017 pokax.

Pezyabmamu docaidaceHHs1 cgiduamy, wjo MiHiMa/AbHA 3apo6imHa nJAama HA pieHi nposiHyili He enausedae Ha
npayemicmkicmo y Iliedenniii Cymampi. EkoHomiuHe 3pocmaHHs, iHeecmuyii ma MiHiMa/bHa 3apo6imHa naama 8 azpapHomy
cekmopi ma HecinbcbkozocnodapcbkoMy cekmopi enausaroms Ha npayemicmkicmo y Iliedenniii Cymampi.

Omoice, Ha OCHOBI OMPUMAHUX Pe3y/bMamie MOXCHA 3pobumu 8UCHOB0K, wjo yps0 IlisdenHoi Cymampu mae Gymu
3ayikaseseHull y po3po6yi noaimuku 3apobimHoi naamu sk wodo MiHiMaAbHOI 3apo6imHoi naamu 8 npogiHyisx, mak i
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MiHIMabHOT 3apo6imHOi naamu 8 cekmopax, epaxosylyu noeg’sizani cmopouu (i komnaHii, i npayieHukig). Kpim moeo,
eKOHOMIYHe 3pocmaHHsl ma piBHOMIpHO po3nodineHa iHeecmuyilina eapmicmb MoxCymb nidguwjumu npayemicmkicme ma

cnpusimu do6pobymy npayieHuKie.

Kamwwuosi caoea: nposinyilina MiHiMaabHA 3apo6imHA naama; eKOHOMIYHe 3PpOCMaMHs,; iHeecmuyii; MiHimManbHa
3apobimHa naama azpapHo2o cekmopy; MiHiMa/abHA 3apo6iMHA N1amMa HeCibCbko20cnodapcbko2o cekmopy; npayemicmkicme.

Statement of problem. Labor Absorption is
fundamental to human life and consists of economic and
social aspects because labor is one of the supporting
factors of economic development in a country that aims
to achieve equitable economic development.
Employment is still a problem that cannot be solved. It
happens because the population increases faster than the
number of jobs. According to classics by authors such as
Adam Smith, David Ricardo and Thomas Robert Malthus,
there is always a competition between the available jobs
and the increasing population, regardless of the fact that
the human population will eventually exceed the available
jobs (output). People tend to have difficulties in getting
jobs. Getting jobs may be able to increase people’s
welfare, but unemployment will push them to lower the
standard of living in their country (Irawan and Suparmoko,
2002).

The development of the structure of labor forces in
South Sumatra from 2010 to 2017 demonstrated better
transformation of the number of working-age population
in South Sumatra which fluctuatively increased. From
Table 1, it can be seen that there was an increase in
employment opportunities from 2010 to 2017. The high
demand for labor means that there were opportunities for
unemployed people.

By examining the relationship between the production
of goods and the demand for labor, it was found that the
determining factor is wages. In general, wages have a
strategic position, both for workers and their families, for
companies and for national interests. For workers, wages
are needed to support themselves and their families and
to increase their productivity. For companies, wages are
one component of production costs which can reduce
their profits.

Table 1 Labor Conditions in South Sumatera

Year Population (15+) Workforce Employed Unemployed
2010 5218600 3665044 3421193 243851
2011 5299957 3770673 3553104 217569
2012 5385732 3746373 3532932 213441
2013 5848251 3646996 3464620 182376
2014 5643636 3885674 3692806 192868
2015 5741308 3934787 3695866 238921
2016 5837451 4178794 3998637 180157
2017 5933755 4123669 3942534 181135

Source: Statistical Center of South Sumatra (BPS, 2017)

Based on fig. 1, the minimum wage in South Sumatra
Province has increased by 8.2 percent, at Rp182,000, — on
the average, compared to the previous year. Increasing
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minimum wages tends to make employers reduce the
amount of labor in the production process.
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[ South Sumatra Minimum Wage

Figure 1 — Minimum Wage from 2010-2017 in South Sumatra (in Rupiah)

Source: Statistical Center of South Sumatra (BPS, 2017)

The unemployment rate is caused by fluctuating
economic growth since the rate of economic growth goes

hand in hand with the absorption rate of the labor force,
especially in South Sumatra. The economic growth from
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2013 to 2014 decreased by 0.52%, from 5.31% to 4.79%.
But in the following year (2014 to 2015), the rate of
economic growth in South Sumatra increased by 1,09%,
from 4,42% to 5,51%. The development rate of economic
growth in the province of South Sumatra today has a
major influence on the number of workers and can reduce
the number of unemployed.

The improvement of this economic growth was not
followed by an increasingly conducive economic situation,
coupled with overlapping central and regional policies,
which eventually will affect investors’ interest in investing
their capital and will thus delay the creation of new jobs.
The level of investment in South Sumatra has increased
with a focus on several sectors such as agricultural and
non-agricultural sectors, which increase labor productivity
with a fairly minimal increase in employment. The
realization of investment will create jobs in each sector. In
South Sumatra Province, labor absorption in the
agricultural sector decreased from 54.74% in 2015 to
48.25% in 2017, while labor absorption in the non-
agricultural sector experienced an increase from 45.31%
in 2013 to 51.75% in 2017. Data showed that labor
absorption in the agricultural sector is lower than in the
non-agricultural sector. The development of the provincial
sectoral minimum wage in South Sumatra, both in the
agricultural and non-agricultural sectors, continues to
increase from year to year, in opposite to the labor
absorption rate. Based on the description, this study aims
to analyze the effect of the provincial minimum wage,
economic growth, investment, and agricultural and non-
agricultural sector minimum wage on employment in
South Sumatra Province.

Literature Review. Labor absorption is related to the
amount of workforce which is required by the
company/institution. According to the study from
Gindling dan Terrell (2006), the wage rate has an effect on
labor absorption. Wage is determined by involving the
evaluation from employees’ contributions, as a form of
direct and indirect appreciation, based on the capability of
the organization and law (Fopuhunda, et al, 2011).
Danziger (2009) mentioned that the decreasing minimum
wage rate has good effects on the country in a long term,
of which the unemployment may be decreased due to
absorbed labor in the labor market.

Magruder (2013) mentioned that minimum wage rate
has a negative relation with the labor demand, of which
the increasing minimum wage rate will reduce the amount
of labor demand and decrease the labor absorption as
well.

Labor absorption may be affected by an increase in
gross regional domestic product (GRDP). It was supported

by the study from Junaidi (2013) that GRDP has influenced
working opportunities in North Sulawesi province. GRDP
is a reflection of economic growth (increased output). If
GRDP increased, the amount of working opportunities
would be increased too.

According to a study about labor absorption and public
welfare from Miar (2014), the change in the output of
economic activities showed that economic growth will
always be followed by the amount of labor absorption,
and an increase of the economic growth would increase
public welfare. Agrawal (1996) considered that labor
forces in Indonesia are the beneficiary of achieved
economic growth. Industries have been growing rapidly
and creating more working opportunities with relatively
higher wages.

Islam (2004) stated the importance of identifying the
elements of economic growth which side with poor
people and alleviate poverty by increasing labor
absorption and the productivity rate. The relationship
between poverty alleviation, labor elasticity, and
economic growth has shown its impacts from labor forces
and labor market towards the alleviation of poverty. A
study from Boltho dan Glyn (1995) found that there was a
variation of labor elasticity, which showed the interaction
between economic growth and labor absorption was
affected by macroeconomic policy and the national
economic situation. The fluctuation of labor absorption
can be explained, for example, by a company that would
decrease the number of their employees as the company
deteriorated, and would increase them as the company
improved.

Sulistiawati (2012) concluded that wages have
influenced labor absorption. Labor forces in primary
sectors generally have lower education as well as lower
productivity. Therefore, an increase of minimum wage will
reduce the labor forces in this sector. Based on the study
from SMERU (2001) about the impact of minimum wage
policy on minimum wage rate and labor absorption in
urban cities in Indonesia, an increase of minimum wage
rate would replace half of blue-collar labor with white
collar workers (educated/professional workers). A study
from Kapos (2005) has utilized labor elasticity as a tool to
detect larger employment opportunities, productivity
growth, and structural economic growth. By investigating
historical trends on the intensity of employment and
population growth, a clearer picture of various
employments can be described.

Conceptual Framework. Based on the literature
review and previous studies, the framework of this study
is shown in the following figure:
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Provincial Minimum Wage (1)

‘ PDRB (X3)

‘ Investment (X3)

Agricultural Sector Minimum
Wage (X4)

Non-Agricultural Sector
Minimum Wage (2{s)

Labor
Absorption (Y)

Figure 2 — Conceptual Framework

Source: author’s calculations

Figure 2 is a research plan to be followed in analyzing
the factors that influence labor absorption in South
Sumatra in 1998-2017. Based on the literature review, the
hypotheses constructed from this research are:

1. Hypothesis 1: Provincial Minimum Wage has a
negative and significant effect on Labor Absorption in
South Sumatra Province

2. Hypothesis 2: Economic Growth has a positive and
significant effect on Labor Absorption in South Sumatra
Province

3. Hypothesis 3: Investment has a positive and
significant effect on Labor Absorption in South Sumatra
Province

4. Hypothesis 4: The Agricultural Sector Minimum
Wage has a negative and significant effect on Labor
Absorption in South Sumatra Province

5. Hypothesis 5: Non-Agricultural Sector Minimum
Wages has a negative and significant effect on Labor
Absorption in South Sumatra Province.

Model and Method Analysis. Data used in this study
are secondary data sourced from the Central Statistics
Agency of South Sumatra Province and relevant previous
studies, from 1998 to 2017. The analysis technique used
in this research is descriptive analysis techniques and
guantitative methods using multiple linear regression,
testing classic assumptions, and hypothesis testing. The
following is the analysis of the model used:

PTK=Ro+R1UMP+R2PE+R3INV+RBsUMPT+RsUMNPT+e
Where:

5000 000
4000 000
3000 000
2 000 000
1000 000

f1- 85: regression coefficient;

JSo: constants;

PTK: labor absorption;

UMP: provincial minimum wage;

PE: economic growth;

INV: investment;

UMPT: agricultural sector minimum wage;
UMNPT : non-agriculture sector minimum wage;
£: error term.

Provincial Minimum Wage (UMP) is the provincial
minimum wage that applies in South Sumatra Province
and is measured in Rupiah. Economic growth which is
proxied by the Gross Domestic Product (GRDP) of South
Sumatra Province according to the constant prices in 2010
as a measure to assess economic growth. The unit used is
million Rupiah (IDR — Indonesian Rupiah). Investment is
the value of real investment received in South Sumatra
Province in 1998 - 2017. In the form of billions of Rupiah.
The agricultural sector minimum wage is the sectoral
minimum wage based on the main employment in the
applicable agricultural sector, and the non-agricultural
sector minimum wage is the average sectoral minimum
wage rate based on the main employment in the
applicable non-agricultural sector measured in Rupiah.

Results. The population in South Sumatra Province has
increased and this also occurs in the population of working
age. If the additional workers are not absorbed by the
existing economic sectors, it will increase the rate of
unemployment.

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 20

Years

Labor Absorption

Figure 3 — Labor Absorption in South Sumatra

Source: Statistical Center of South Sumatra (BPS, 2017)
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Figure 3 illustrates the rate of employment in the labor absorption in South Sumatra occurred in 2016 at
province of South Sumatra in 1998-2017. The highest approximately 3,998,637 people.

2010 2011 2012 2013 2014 2015 2016 2017

Years

—&— Economic Growth Rate in South Sumatra

Figure 4 — Economic Growth Rate in South Sumatra

Source: Statistical Center of South Sumatra (BPS, 2017)

Figure 4 illustrates that the improvement of economic  influence on the number of workers and can reduce
growth in the province of South Sumatra has a big unemployment.
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Figure 5 — Provincial Minimum Wage and Sectoral Minimum Wage in South Sumatra

Source: Statistical Center of South Sumatra (BPS, 2017)

Figure 5 illustrates annual data on provincial minimum Econometric Analysis. The normality test aims to test
wages, agricultural and non-agricultural minimum wages  whether the standardized residual values in the regression
in South Sumatra, which tend to increase every year. model are normally distributed or not. This normality

assumption test is carried out using the Jarque-Bera test.

10



EarekTpoHHE HaykKoBe (paxoBe BUIAAHHS 3 eKOHOMIYHHX HayK «Modern Economics», No18 (2019), 6-14
https://modecon.mnau.edu.ua | ISSN 2521-6392

Series: Residuals
Sample 1999 2017
Observations 19

Mean 2.40e-15
Median 0.008215
Maximum 0.070217
Minimum -0.103213
Std. Dev. 0.043699
Skewness -0.718921
Kurtosis 3.118639
Jarque-Bera  1.647825
Probability 0.438712

-0.10 -0.05 0.00

0.05

Figure 6 — Normality Test

Source: Outcome data

Figure 6 illustrates normality test, The normality test
results show that the value of Prob. JB count is 0.438712>
0.05. It can be concluded that the residuals are normally

distributed which means the classical assumptions about
normality have been fulfilled.

Table 2 Multicollinearity Test

Model UMP PE INV UMPT UMNPT
UumMp 1.000000 0.141245 0.198254 -0.553699 -0.526178
PE 0.141245 1.000000 -0.510599 0.131477 0.109380
INV 0.198254 -0.510599 1.000000 -0.339082 0.082019
UMPT -0.553699 0.131477 -0.339082 1.000000 0.100196
UMNPT -0.526178 0.109380 0.082019 0.100196 1.000000

Source: Outcome data

Table 2 shows a multicollinearity test is performed to
determine whether the regression model correlates with
independent variables. The results of the multicollinearity
test above indicate that for the variables provincial
minimum wage, economic growth, and investment, the

minimum wage in the agricultural and non-agricultural
sector minimum wage have a value less than 0.80. Hence,
it shows that the five variables do not experience
multicollinearity.

Table 3 Heteroscedasticity Test

Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic 0.952391
Obs*R-squared 5.093873
Scaled explained SS 2.526123

Prob. F(5,12) 0.4806
Prob. Chi-Square(5) 0.4045
Prob. Chi-Square(5) 0.7726

Source: Outcome data

The heteroscedasticity test is used to determine if the
variance is not constant and there is a strong relationship
between residuals.  Table 3  illustrates the
heteroscedasticity test. The heteroscedasticity test results

above indicate that the value of prob.obs * r-squared has
a value> alpha 0.05 which is equal to 0.4045. It can be
concluded that the regression model in this study did not
experience heteroscedasticity problems.

Table 4 Autocorrelation Test (LM Test)

Breusch-Godfrey Serial Correlation LM Test:

1.510645
4.094096

F-statistic
Obs*R-squared

0.2632
0.1291

Prob. F(2,11)
Prob. Chi-Square(2)

Source: Outcome data

11
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The autocorrelation test is used to determine whether there is a correlation between the error of the intruder in
period t and the error of the intruder in period t-1. The method used in this study is the LM (Langrange Multiplier) test
method. Table 4 shows LM test, the results indicate that the value of prob.obs * r-squared is 0.1291> 0.05, so it can be
concluded that the data in this study has no autocorrelation problems.

Table 5 Model Summary Multiple Regression Output Results

Variable Coefficient Std. Error t-Statictic Prob.

C 16.94875 0.190952 88.75944 0.0000

UMP -0.188995 0.316247 -0.597619 0.5604

PE 0.209692 0.038104 5.503088 0.0001

INV 0.020272 0.007523 2.694681 0.0184

UMPT -0.208104 0.090615 -2.296583 0.0389

UMNPT -0.259963 0.027792 -9.353836 0.0000
R—squ;jure.d 0.850599 Mean dependent var 15.00251
F-statistic 14.80283 Durbin-Watson stat 1.462650

Prob(F-statistic) 0.000057

Source: author’s computation

Based on the estimated model of the minimum wage
variable, economic growth, investment, and agricultural
and non-agricultural sector minimum wages, the
estimation results are obtained using the multiple
regression equation model. Then based on the results of
the regression that has been done, the simultaneous
equation model for the equation can be formulated as
follows :

PTK=B0+81UMP+8:PE+B3INV+B84sUMPT+85sUMNPT+e

PTK=16.94875-
0.188995UMP+0.209692PE+0.020272INV-
0.208104UMPT-0.259963UMNPT

From the calculation results obtained that the Prob (F-
statistic) value of 0.000057. Thus it can be concluded that
the independent variables jointly affect the dependent
variable. Processing results found that the value of R2 is
0.79 or 79%, which means that the contribution of the
variable minimum wage, economic growth, investment,
and minimum wage in the agricultural and non-
agricultural minimum wage in labor absorption is 79%,
while the remaining 21% is caused by other factors.

The Relationship of The Provincial Minimum Wage to
Labor Absorption. The provincial minimum wage variable
coefficient of -0.188995 shows a negative and insignificant
sign with a probability value of 0.5604. The absence of the
influence of the provincial minimum wage on
employment in this study is due to the fact that there are
still many companies that provide wages to employees
below the provincial minimum wage standard so that the
impact on the declining work productivity of the labor
force results in decreasing output growth and ultimately
employment opportunities will not be created.

The Relationship of Economic Growth To Labor
Absorption. The coefficient of economic growth variable
is 0.209692 which shows a positive relationship with the
variable of employment. If economic growth rises by 1
percent, then employment will increase by 0.209692

percent. Assuming other factors outside the model are
considered constant. T test results show that economic
growth has a significant effect on employment with a
probability value of 0.0001. The results of this study are
consistent with research conducted by Miar (2014) and
Pardi (2007) who mentioned that changes in outputs of
economic activity indicate that economic growth is always
followed by a large amount of employment. Increased
economic growth as seen from the value of GRDP in South
Sumatra indicates that the amount of value added output
or sales in all economic units in South Sumatra also
increased, where the greater output or more sales made
by the company will encourage companies to increase
their labor demand so that production output can be
increased. Hence, labor absorption will be increased as
well.

The Relationship of Investment to Labor Absorption.
The coefficient of the investment variable is 0.020272
which shows a positive relationship with the variable
employment. If investment rises by 1 percent, then
employment will increase by 0.020272 percent. T test
results indicate that economic growth has a significant
effect on employment with a probability value of 0.0184.
According to the theory by Harrod Domar, the increase in
the level of output and employment can be done with the
accumulation of capital (investment) and savings.
Investment not only creates demand but also enlarges
production capacity. This research is supported by the
results of research conducted by Javed et al (2001), which
shows that a positive relationship between investment
and employment due to investment refers to spending on
business expansion and new equipment that is managed
and driven by human labor, so that increased investment
can increase employment.

The Relationship Between The Agricultural Sector
Minimum Wage to Labor Absorption. The coefficient of
the variable minimum wage in the agricultural sector is -
0.208104, which shows a negative relationship with the
variable employment. If the minimum wage in the

12
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agriculture sector rises by 1 percent, then employment
will experience a decrease of 0.208104 percent. T test
results show that economic growth has a significant effect
on employment with a probability value of 0.0389. The
results of the analysis can be seen that the negative
relationship between the minimum wage in the
agricultural sector and employment shows compatibility
with the theory. According to Simanjuntak (1985) wages
are considered as a burden by employers, since the
greater the wage level the smaller the proportion of
profits to be gained by employers.

The Relationship of Non-Agricultural Sector Minimum
Wages to Labor Absorption. The coefficient of the variable
minimum wage in the non-agricultural sector is -0.259963,
which shows a negative relationship with the variable
employment. If the minimum wage in the agricultural
sector rises by 1 percent, then employment will
experience a decrease of 0.259963 percent. T test results
show that economic growth has a significant effect on
employment with a probability value of 0.0000. The
results of this study are supported by a study conducted
by Magruder (2013), who concluded that minimum wages
have a negative relationship with labor demand, where
the rise of minimum wage in non-agricultural sector can
result in decreasing amount of labor demand in South

Sumatera. This is because if wages rise while the prices of
other inputs are fixed, then the price of labor is relatively
more expensive than other inputs, thus encouraging
employers to replace workers with relatively higher wages
with other workers who accept lower wages, or reduce
the number of total workers.

Conclusions. The results showed that the provincial
minimum wage did not significantly influence
employment in South Sumatra. Economic growth and
investment have a significant influence on employment in
South Sumatra. The minimum wages in the agricultural
and non-agricultural sectors have significant influence on
employment in South Sumatra. Some suggestions can be
given to provide input on employment policies in the
province of South Sumatra. The government should pay
attention to establish wage policies for both provincial
minimum wages and sectoral wages to increase labor
productivity and production growth, in order to absorb
more labor. Also, the government should encourage an
increase in economic growth in each economy sector so
that labor absorption and investment in labor-intensive
sectors can be improved. Moreover, the government
should be more selective in granting licenses to capital
owners which result in higher labor absorption.
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