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Abstract 

Considering the structure of its population, Indonesia has the potential to enjoy advantages that 
are associated with a demographic dividend in the not too distant future. Nonetheless, there are 
challenges the country is facing, one of which is the coming into being of the ASEAN Economic 
Community (AEC). This research describes the state of the labor market in Indonesia to identify 
how best it can benefit from the demographic dividend, including problems, and how to resolve 
them.  The research uses Multiple Linear Regression with backward elimination method.  Re-
sults of the research indicated that independent variables in the model showed a negative and 
significant influence on the economy. To that end, working below 15 hours, and unemployment 
of the educated are the two most important problems facing in Indonesian labor market.  Rec-
ommended solutions to the problem is to encourage educated unemployed to participate in Mi-
cro and Small Manufactures that deal in processing agricultural commodities to become ready-
to-consumer goods.  
 
Keywords: demographic dividend, disguised unemployment, educated unemployed, labor 
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INTRODUCTION 

The establishment of the ASEAN Eco-
nomic Community (AEC) in 2015 is the re-
alization of the ultimate goal of achieving 
the vision of economic integration in 2020, 
which among other goals aims to accelerate 
and improve economies of ASEAN member 
states (Chia, 2013). One of the consequences 
of higher economic integration is an increase 
in competition, which implies that there is 
need for enhancing human resources of 
member states.  Thus, the AEC regime, in-
creases the importance and role of quality 
human resources (Tambunan, 2015).  To 
that, since 2015 a single market that links 
ASEAN member economies is in place, 
which implies low import and export cost. 
To that end, there is need to improve the 
quality of domestic products to compete 
with products from other member states in 
AEC. 

Indonesia, as the country that boasts 
the fourth largest population in the world, 
draws a lot of interest from many countries, 
especially other ASEAN member states. Its 
large market makes it a target from produc-
ers of products in other ASEAN member 
states. That implies that unless Indonesian 
takes the necessary measures, there is a like-
lihood that the largest market may only serve 
interests of other ASEAN countries. To that 
end, having a large population is very im-
portant, but more important for the local 
economy, is the need to put in place 
measures to strengthen production capacity 
in the domestic economy to produce quality 
goods that will have a competitive edge over 
other products from other ASEAN member 
states on one hand, as well as compete in 
other AEC economies. 

Fortunately, the structure of the Indo-
nesian population has huge potential that can 
be exploited to the benefit of the Indonesian 
economy. Based on data obtained from the 
Population Project 2010-2035, published by 
Statistics Indonesia, Indonesia dependency 
ratio has been under fifty since 2012. The 
implication of that is that the number of peo-
ple of productive age will be double that of 
those who fall into the unproductive age 
bracket (under fifteen and above 65 age 
groups). This phenomenon is called the De-

mographic Dividend. Demographic dividend 
is a gift with huge potential to contribute to 
the acceleration of the economy (Hayes & 
Setyonaluri, 2015). This is because, with the 
population of people in the population who 
are working higher than those who are de-
pendents, country can enjoy higher savings, 
higher investment, both which contribute to 
higher economic productivity, faster eco-
nomic growth and development. 

Based on the two facts above, it is 
clear that since 2016 Indonesia, which is a 
member of the newly established AEC, has 
been experiencing a demographic dividend.  
Labor is one of the meeting points between 
the ASEAN Community and the demograph-
ic dividend, because the latter creates surplus 
labor, which if well prepared can enable the 
country to reap the benefits that are associat-
ed with being a member of the former. Thus, 
the best way the Indonesian economy can 
derive benefits from AEC is by improving 
the quality of its human resources (labor 
market), which to a large extent depends on 
the quality of the country’s population in the 
productive age bracket.  Thus, the over-
reaching goal of this research was to deter-
mine the extent to which productive age 
population is having an effect on the labor 
market in Indonesia. In that backdrop, the 
objectives of this research were 1) to de-
scribe the composition of Indonesian labor 
market, 2) to identify key problems affecting 
the labor market, and 3) to identify the best 
solutions to key problems affecting the Indo-
nesian labor market. 

Key Issues affecting the Indonesian Labor 
Market 

The 13th International Conference of 
Labor Statisticians (ICLS) propounded a 
concept that has since become the basis used 
in compiling labor market indicators in the 
world. There are at least three basic indica-
tors that are used in conducting labor analy-
sis, inter alia, labor force, employment and 
unemployment.   

Labor force refers to all people who 
are of working age both employed and un-
employed. Meanwhile, the employed popu-
lation refers to people who are aged fifteen 
and older, who are working and earn wages 
from their labor within a week. To that end, 
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people who are temporarily absent from 
their jobs because of waiting harvest, injury, 
illness or a vacation are classified as em-
ployed. The unemployed population refers to 
people who are not currently working and 
are not looking for a job , do not have any 
intension to  establish their own business, 
exhibit hopeless in gaining gainful employ-
ment or have been  accepted for a job but  
have yet to begin working  (International 
Labour Organization, 1982)  

Manpower has a strong relationship 
with a country’s human resources.  With re-
spect to some of the main issues affecting 
manpower in Indonesia, a key official in the 
Ministry of Manpower and transmigration 
identified three, which include quality, quan-
tity and the distribution of manpower. The 
quality of human resources is strongly relat-
ed to education, productivity and wages. 
Productivity also affects the quantity of 
workers. Meanwhile, manpower distribution, 
relates to the fact that agriculture is still the 
largest source of employment for Indonesian 
population (Kementerian Keuangan, 2018). 

Impact of Demographic Dividend on Eco-
nomic Growth 

Demographic Dividend is a demo-
graphic transition that is characterized by the 
condition whereby the growth of the work-
ing age population is faster than that of the 
total population, which can be discerned 
from the trend of the dependency ratio. The 
decrease in the dependency ratio, implies 
that the proportion of the population that 
falls under the under 15 areas and older than 
64 years is smaller than the population that 
falls under 15-64 years old age bracket.  
That leads to a situation whereby the produc-
tive age population is larger than the depend-
ents (under 15 and over 64 years old popula-
tion). It is the potential that a country that 
has a larger productive age population than   
dependents can contribute to economic im-
provement, which is also referred to as the 
demographic dividend (Marone, Heloisa, 
2016). 

Based on neo-classical growth model, 
which was introduced by Solow (1956), high 
population growth undermines economic 
growth due to the capital dilution effect. 
Nonetheless, subsequent research on the 

subject showed that it is not population 
growth that affects   economic growth, but 
change in age structure of the country’s pop-
ulation.  A study that regressed GDP per 
capita growth rate on the growth rate of the 
working age population and the growth rate 
of total population, produced a positive and 
significant effect (Feng & Mason, 2005). 
Prskawetz et al., (2007) also showed that the 
demographic dividend occurred at a time 
when the baby boomer generation entered 
the labor market, because of the higher rate 
of growth of the working age population 
than growth of the total population. Such a 
condition leads to growth in output per capi-
ta or productivity. 

A research by Adeyeye (2015) on 
Manpower Development and Economic 
Growth in Nigeria concluded that investment 
in education increases labor capacity. This is 
attributable to the fact that expenditure on 
education contributes to human capital im-
provement, which in turn positively affects 
economic growth. Therefore, for a country 
to accelerate economic growth, it should re-
structure its educational system.  Meanwhile, 
Diar (2017) in a study on factors that influ-
ence economic growth in Indonesia between 
1986-2014 showed that unemployment and 
investment have positive effect on economic 
growth. Thus, the research underscored the 
importance of manpower in economic 
growth. Robert, Library & Yang (1967) cor-
roborated the finding that an economy will 
face economic stagnation if it does not im-
plement necessary and appropriate manpow-
er improvement and development policies. 
Higher human resource quality triggers an 
increase in consumption and production, 
which in turn contributes to growth in in-
come per capita. Two good examples are 
China and Japan.  Japan and China used to 
import most of their equipment from abroad 
in the past, but later implemented policies 
that increased the quality of its manpower by 
among others, sending some members of 
their population abroad. Consequently, en-
hancement in the quality of manpower has 
since propelled rapid increase in economic 
productivity, higher wages, and higher per 
capita incomes. Today, both Japan and Chi-
na are powerful economic powerhouse in the 
World.    
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METHODS 

  This research used descriptive statis-
tical analysis of the labor market condition 
in Indonesia in 2016, which was supple-
mented by backward elimination multiple 
linear regression model to identify the key 
problems affecting the Indonesian labor mar-
ket.  Multiple Linear regression (Timm, 
2002), consisted of  the Gross Domestic 
Product (GDP) in the third quarter in 2016 
as the dependent variable, and  five  inde-
pendent variables that comprised  labor mar-
ket indicators. The five independent varia-
bles included  average labor wages,  which 
describes the quality of the labor; workers  
who are employed for below  fifteen hours 
which represents worker productivity;  peo-
ple who have above high school education 
but are facing open unemployment and  un-
employment, to represent potential workers 
(quantity and quality);  and also percentage 
of workers employed in the agricultural sec-
tor to total labor force to represent contribu-
tion of agricultural employment in total la-
bor force. The variables was limited to date 
for August 2016 as reported and published in 
“The Laborer Situation in Indonesia 
2016” (BPS-Statistics Indonesia, 2016b) and 
“Indicators of The Labor Market in Indone-
sia 2016” (BPS-Statistics Indonesia, 2016a).  
 

FINDINGS AND DISCUSSION 

The Condition of the Labor Market in In-
donesia 

Indonesian labor force shows a trend 
that fluctuates during 2010-2016 period 
(Figure 1). Nonetheless, it is evident that 
there is an annual pattern which is character-
ized by an increase in labor force in Febru-
ary and a decrease in August. A closer look 
at labor force data by main industry, shows 
that the pattern of an increase in labor force 
in February and a decrease in August is very 
apparent in the agricultural sector.  The im-
plication of that is that the agricultural sector 
is the main source of employment for Indo-
nesian labor force, which is why seasonal 
fluctuations in the sectors are reflected in the 
pattern of the entire Indonesian labor force. 
The seasonal variation in the labor force in 
the agricultural sector is because in February 
most farmers are involved in harvesting their 
plants crops such as rice and corn, which 
absorbs a lot of manpower.  

If we observe the month-to-month 
trend (Figure 1), the labor force decreases 
during February 2010-February 2016. Alt-
hough the percentage of people aged above 
15 years and 64 years continues to grow, 
working age population in February 2016 
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was the lowest compared to previous years. 
This means that there is a tendency for some 
members of the labor force not to be in-
volved in gainful employment such as 
providing home making services, attending 
higher education and training, and other ac-
tivities.  

The trend in non-labor force employ-
ment shows that a pattern that is akin to 
household activities (Figure 2). In other 
words, the pattern of non-labor force em-
ployment is strongly influenced by employ-
ment in household activities.  It is worth re-
membering that the pattern also fluctuates as 
is the case with employment in the agricul-
tural sector. One of the reasons is that during 
harvest in February, women who generally 
work on household activities get involved as 
well. This explains the decrease in non-labor 
force employment during February.   

Figure 2 shows that the trend in the 
number of people who attend school has 
been rising since 2012 before in decreased 
slightly in 2016. On the contrary, people 
who are involved in other activities in-
creased in 2016. The rise in not attributable 
to developments in the trend of people in-
volved in other activities, as the pattern is 
similar to that exhibited by non-labor force 
employment. This indicates that there is a 

shift or movement of people who are em-
ployed in other activities. Such activities 
may involve leisure.  Based on an article 
written by Fau, Rizal, Fin, & Rachman 
(2017), there is shift in recreation activities 
that starts in the second quarter of 2015 and 
ends in 2017. Such an argument is corrobo-
rated by other data that shows that Indonesi-
ans show increasing preference to consume 
leisure by traveling and other leisure activi-
ties such as shopping. This phenomenon par-
ticularly affects young people the most as 
they are fond of enjoying leisure instead of 
searching for jobs.  

Based on Figure 3, the trend of people 
attending school has been increasing during 
2012-2016 period. Nonetheless, despite the 
decrease, the percentage of people attending 
school during 2012-2016 period, is still 
higher than that for years prior to 2012.  
That development attests to the demographic 
dividend phenomenon which begun in 2012. 
That said, starting with 2016, there is a down 
ward trend in the number of people attending 
school. It takes between three and four years 
for people who achieved primary education 
in 2012 to join the labor force in 2016. How-
ever, that does not happen. To that end, the 
phenomenon may be attributable to the be-
havior of people to shift from working to 
leisure (as explained earlier), especially 

Figure 2. The Percentage of Non-Labor Force Based on The Activites in Indonesia between 2010 – 

2016  

Source : Data analysis 
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young people who have higher preference 
for travelling activities. In other words, if the 
increase in the number of people of produc-
tive age ends up feeding into leisure activi-
ties instead of joining the labor force, Indo-
nesian will not derive anticipated benefits 
from the demographic dividend. That is why 
there is need for the Indonesian government 
to take action.  

The Labor Market Equation 

The best equation which is produced in 
this research is as followed: 

  

 

Where- by : 

Y = GDP based on constant 
price in the third quarter 2016 

X1 = Percentage of under fifteen 
hours’ workers 

X2 = Percentage of the unem-
ployed with high education 

The equation above has been proved to 
be robust statistically because it fulfills all 
the multiple regression assumptions. Data 

normality assumption has been met, based 
on the histogram that attested to data nor-
mality with an average 0 and variance 1. In 
addition, data trend is free from heterosce-
dasticity as attested by scatter plot of the 
prediction value and the residual that does 
not show a specific form. Moreover, the 
Glejser test, showed that the error from the 
equation was constant, which proved that 
there was no heteroscedasticity in the data. 
Tests also showed that the data series were 
free from serial correlation. This was proved 
by the Durbin Watson (DW) test that had the 
value of 1,495. The magnitude of the DW 
test statistic was within the range of dU-4du 
for the 1 percent significant error. In addi-
tion, VIF of each variable falls below 5 
which attested to absence of serial correla-
tion among independent variables.  Thus, the 
model specification fulfilled all the multiple 
regression assumptions. 

Overall Test showed that all the inde-
pendent variables simultaneously had signif-
icant influence on the dependent variable. 
The R2 Adj value is  0.304, which means  
that all the independent variables are able to 
explain 30.4 percent variance of the depend-
ent variable, leaving the remainder of the 
variance (1-0.304) unexplained by the mod-
el. Meanwhile, partially, each variable has 
significant influence on the dependent varia-
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ble.  The under fifteen hours-worker’s varia-
ble significantly influence GDP only at the 
10 percent level of significance, while the 
variable of educated unemployed has signifi-
cant influence on GDP at 5 percent level of 
significance. An increase in the variable of 
educated unemployed by 1.01 percent induc-
es an increase in GDP by as much as one 
million rupiahs. Meanwhile, an increase of 
0.85 percent in the under fifteen-hour work-
ers induces an increase the GDP by one mil-
lion rupiahs.   

As the other variables in the model 
were not significant, they were removed 
from the model. Thus, the two variable mod-
el is the best equation for the Indonesian la-
bor market, inter alia, the percentage of un-
der fifteen-hour workers variable and the 
percentage of educated unemployed varia-
ble. Other variables were removed from the 
model (average labor wage, the percentage 
of the agricultural workers and open unem-
ployment variables). 

Disguised Unemployment 

Disguised unemployment according to 
Robinson (1973) in Majid (2012) refers to a 
condition whereby workers are employed on 
jobs that do not march their skill level and 
capabilities. According to the United Na-

tions (Ducoff & Hagood, 1957), disguised 
unemployment reflects a state of under-
unemployment. In other words, disguised 
unemployment is one manifestation of under
-unemployment.  Meanwhile, under unem-
ployment itself refers to a condition where 
the number of hours a worker serves is lower 
than the optimum. To that end, determining 
disguised unemployment can be done by 
identifying workers who work for hours that 
are lower than the optimum.   Based on re-
sults of this research, it is evident that the 
rise in the number of workers who are em-
ployed for less than a weak contributes to 
lower economic growth.   This is because 
workers who are employed for less than fif-
teen hours in a week do not contribute to the 
economy in accordance with their potential. 
In other words, workers serving for less than 
fifteen hours reflect attest to low productivi-
ty that in turn undermines economic growth 
and development.  

Based on Figure 4, it is apparent that 
trend of people working for less than 15 
hours is constant but experienced a steep de-
crease in August 2013, when the percentage 
reaches fourteen percent.  The steep decrease 
was attributable to the fact that labor survey 
was conducted in the fasting month of Ram-
adhan, a time when many workers reduce 
the number or workers they serve while 
some chose not to work at all.  This develop-

Figure 4. Percentage of The Under  Fifteen Hours Workers in Indonesia dur ing 2010-2016 period  

Source : Data analysis 

Siecto Dicko Pratama,Rizal Rahadiana — The Evaluation of Indonesian Labor Market …. 

http://u.lipi.go.id/1445500185


91 

 

Copyright © 2018, JKAP, ISSN  0852-9213 (Print), ISSN 2477-4693 (Online)   

ment also underscores the reality that Indo-
nesian labor force has a large percentage of 
workers who are employed in the informal 
sector where they can choose to reduce the 
number of hours they serve or decide not to 
work at all. Informal employment is more 
flexible than formal employment.  

An even in-depth analysis of the Indo-
nesian labor market shows based on BPS 
report on labor in Indonesia titled, “The La-
borer Situation in Indonesia August 2016”, it 
becomes apparent that the number of work-
ers working for less than fifteen hours, fall 
under the 25-29-year-old age bracket, and 
are mostly employed in the agricultural and 
services sectors. In Indonesia, people who 
are employed in the agricultural sector and 
services sectors (especially the informal sub 
sector), are generally low skilled.  Nonethe-
less, given the fact that most workers who 
work for less than 15 hours fall under the 25-
29 old age bracket, underscores the potential 
through training and skill enhancement.  
With more training, such workers will be 
able to enhance the contribution they make 
toward the economy. Besides, the govern-
ment can increase job opportunities in areas 
that employ low skilled labor as well as cre-
ate opportunities for such labor to enhance 
their development through on job training 
exercises.  

Educated Unemployment 

The problem of educated unemploy-
ment is another issue that today characteriz-
es Indonesian labor force. Apparently, the 
problem of educated unemployment has an 
even larger effect on the economy than that 
attributable to underemployment (workers 
working less than fifteen hours a week). The 
existence of high educated unemployment 
reflects a weakness in the labor market in 
absorbing skilled workers. Besides, high ed-
ucated unemployment also attests to the fact 
that the Indonesia is not taking advantage of 
the demographic dividend as it should. To 
that end, there is need for the government to 
devise ways of identifying the underlying 
causes of the problem so that the economy 
can derive the benefits that are associated 
with the demographic dividend.  

The percentage of people who have 
high education attainment but are also unem-
ployed showed a downward trend during 
2010-2013 period but has since 2014 re-
versed to an increase (Figure 5).   Thus, de-
spite a slight decrease by the end of 2016, 
the rate of unemployment of people with 
high education attainment has been increas-
ing since August 2014.  One possible reason 
for the upward trend in educated unemploy-
ment is the moratorium the government im-
posed on recruitment of civil servants which 
has been place since 2015.   The same policy 
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was in effect during 2011-2013 period.  
Based on figure 5, the moratorium policy 
seems to have contributed to an increase in 
educated unemployed. To that end, the ef-
fect of the imposition of a moratorium on 
recruiting civil servants has been an  in-
crease in  the percentage of educated unem-
ployed as people with high education attain-
ment tend to prefer working in civil service, 
state owned enterprises and in the private 
sector.  This fact also underlies the high per-
centage of people with high education at-
tainment who are employed in the four sec-
tors, inter alia electricity, gas, drinking wa-
ter; finances, real estate, leasing and corpo-
rate services; and social services, social and 
individual services. 

Nonetheless, a closer look at the com-
position of the educated unemployment 
(Figure 5), reveals the fact that the pattern of 
the educated unemployment is similar to the 
pattern of those people who are uneducated 
and have under graduate education. Mean-
while, the percentage of educated unemploy-
ment for diploma holders, is relatively sta-
ble. To that end, the sub sector of educated 
manpower that is problematic is people who 
have higher education other than diploma 
holders, which is the focus of the analysis in 
this research.  

Based on Table 1, it is evident that 
most of the labor force in Indonesia is em-
ployed in sectors eight and nine above. The 
distribution data for workers holding diplo-
mas is smoother than that for educated 
workers with non-diploma and under gradu-
ate education. The variance of data also un-
derscores the difference in variability be-
tween data for diploma holders and non-
diploma holding under graduate workers. 
The variance of workers with diploma edu-
cation is smaller than that for non-diploma 
holding under graduate educated workers, 
10.31 and 145.86, respectively. The smaller 
variance for workers with diplomas than that 
for workers with non-diploma under gradu-
ate education is due to the relatively even 
distribution of the former in almost all eco-
nomic activity compared with the latter. The 
underlying factor for that may be the curric-
ulum used in diploma education that is com-
patible and suitable to skillsets that are re-
quired in various economic activities. On the 
contrary, the specialized and theoretical na-
ture of curricula used in non-diploma under 
graduate education makes them inappropri-
ate for employment in other economic activ-
ities than the few activities where such spe-
cialized skills meet job requirements. 

Based on Table 2, 25.51 percent of the 
educated unemployed were categorized em-

Business Field Diploma Undergraduate 

1 Agriculture, Plantation, Forestry, Hunting and Fisheries 0,39 0,90 

2 Mining and Excavation 1,62 5,84 

3 Industry 1,62 3,91 

4 Electricity, Gas and Drinking Water 8,08 16,36 

5 Construction 1,01 3,24 

6 Trade, Restaurants and Accommodation Services 2,88 5,15 

7 Transportation, Warehousing and Communication 2,36 6,48 

8 Finances, Real Estate, Leasing and Corporate Services 9,28 35,13 

9 Social Services, Social and Individual Services 8,50 34,73 

Total 2,88 9,36 

Variance 10,31 145,86 

Table 1. The Percentage of The Workers Based on The Business Field and Their  Last Education 

in Indonesia in August 2016  

Source : Data analysis 
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ployees, followed by employer assisted by 
permanent/paid workers (17.74 percent). To 
that end, if the state of employment contin-
ues to be as depicted in Table 2, solving un-
employment problem will be difficult to 
achieve. The educated unemployed must be 
trained and educated in such a manner that 
they have the requisite skills to work in vari-
ous economic activities. Achieving that re-
quires introducing changes in the education 
curriculum for non-diploma under graduate 
education, to make skills learned in high ed-
ucation relevant and on demand on jobs in 
the labor market. 

The Development of Agroindustry by 
Young People 

Economic transformation as postulated 
by Breisinger and Diao (2008) has at least 
three main points: 1) fundamental economic 
structure changes that are reflected in the 
increasing importance of the industrial sec-
tor and decrease in the contribution of the 
agricultural sector to the economy; 2) a de-
crease in the number of workers employed 
in the agricultural sector and an increase in 
workers employed in industry and services 
sector. Nonetheless, the decrease in the labor 
force employed in the  agriculture sector 
tends to be slower than the decrease in the 
share  of the  agricultural sector to GDP;  
and 3) a significant increase in the urbaniza-
tion rate that is followed by a  shift in cen-
ters of economic  growth from  rural to ur-
ban areas (Breisinger & Diao, 2008).  It is 

important to note that economic transfor-
mation induces a fundamental change in the 
share of the agricultural sector in terms of 
contribution to GDP and labor force. Wise 
management of the process can promote 
economic development, while failure to do 
so in others, creates low economic growth 
traps that are characterized by a decline in 
the share of agricultural sector to the econo-
my while at the same remains major source 
of employment for the population.  

Based on Figure 6, the share of the ag-
ricultural sector in the GDP has been declin-
ing during 2000-2014, while that for the ser-
vice and industrial sectors has shown an up-
ward trend.  Since 2007, the service sector 
has become the largest contributor to GDP. 
The trend is not unexpected and must be 
welcome since it is typical of an economy 
that is undergoing transformation from de-
pending on agriculture to manufacturing and 
services sectors. The problem, however, is 
that in the case of Indonesian labor market, 
the trend in labor shows a shift from the 
manufacturing sector to agriculture and ser-
vices sectors (Figure 7). The pattern of labor 
movement reflects the growing importance 
of the services sector as both the largest con-
tributor to the economy and major source of 
employment.  While that would not be prob-
lem if services sector activities had high val-
ue added and quality jobs as the case in de-
veloped countries, it is a problem in Indone-
sia because the services sector largely com-
prises informal sector activities that employ 
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Employment Status Workers 

1 Self employed 4,18 

2 Employer assisted by part time/unpaid workers 3,12 

3 Employer assisted by permanent/paid workers 17,74 

4 Employees 25,51 

5 Agricultural freelance 0,24 

6 Non agricultural freelance 0,46 

7 Family or unpaid workers 3,35 

Total 12,25 

Table 2. The Percentage of Workers with High Education Based on Job Status in Indonesia in  

August 2016  

Source : Data analysis 
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low skilled labor. That means that the econ-
omy will not benefit from the demographic 
dividend as long as the services sector re-
mains the major source of employment for 
the productive age population.  

Thus, for Indonesia to derive benefits 
from the demographic dividend, it must em-
ulate the experience of developed countries 
that focused their development efforts on 
developing the manufacturing sector which 
induced improvement in the agricultural sec-
tor through back ward linkages as well as 
spurred productivity enhancement that led to 
movement of labor from the agricultural sec-
tor to industrial sector, fueled quality urbani-
zation, and eventually the development of 
quality services sector. Today, the manufac-
turing sector is experiencing contraction in 
both contributions to GDP and employment, 
which is having a negative impact on the 
absorptive capacity of the economy, and by 
extension, ability to produce processed and 
final products.  If such a trend continues, 
Indonesia faces the grim prospect of becom-
ing a market for products that are produced 
in other countries, and the death of the 
source of economic productivity and produc-
tion-industrial sector.   

To that end, to prevent that scenario 
from occurring, there is need for the Indone-
sian government to design and implement a 
policy that emphasizes the development of 

agro-industry production, with the focus 
placed on micro, small and medium enter-
prises (MSMEs). The policy, if implement-
ed, will increase economic production from 
the micro level, achieve inclusive   and equi-
table growth objectives, reduce poverty and 
inequality through higher labor absorption at 
both the household level and in rural areas.  
In addition, increase in production of agro-
industry MSMEs will contribute to higher 
local and domestic GDP, incomes, produc-
tivity, and welfare of producers, workers, 
local and national economy. All of those 
will lead to better welfare.  

The involvement of young people in 
agro-industry development will also spur 
innovation in production processes, interme-
diate products that will be sold to industries 
for further processing, as well as final prod-
ucts that will be sold to final consumers. The 
increase in economic activities will contrib-
ute to more jobs for educated unemployed, 
thereby enabling the economy to benefit of 
demographic dividend that is currently un-
derway.    

Some good examples of agro-industry 
activities that have been initiated and devel-
oped by educated youth include one that is 
managed by Firmansyah, which uses inter-
esting designs and product promotion tech-
niques to process and package cassava chips 
that are sold to retailers in many parts of In-

Figure 6. The Development of GDP in Three Main Business Field in Indonesia  

Between 2000-2014 

Source : Data analysis 
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donesia (Wartawirausaha, 2014). Rofif, is 
another young entrepreneur, who operates a 
cafe that produces banana cakes, drinks and 
ice cream. Today, the business employs 20 
employees (DetikFinance, 2017).  To har-
ness the vast unexploited potential,  govern-
ment should conduct of mapping of  the po-
tential of the agro-industry, with respect to 
the raw materials needed, existing state of 
raw materials required and possibility for 
expansion and growth in future, and how 
best to ensure that suppliers of raw materials 
are linked to small and medium size agro 
processors and producers. Such a policy will 
help to ensure the continual available of raw 
materials that agro producers need to operate 
their business now and in future.   

Conducting competition for funding is 
one of the ways that can cultivate the inter-
est of the youth in agro-business activities. 
Such competition should take the form of 
submission of agro-business proposals with 
winners awarded seed capital and technical 
assistance and supervision to implement 
their business proposals. Such activity entic-
es and motivates young people to come up 
with creative ideas in the field of agro-
industry. That way, the educated youth will 
contribute to the growth and development of 
agro-industry activities that will turn in-
crease employment activities, incomes, and 

purchasing power. With higher purchasing 
power coming from agro-industry activities, 
will create spillover effects to other sectors 
of the economy such as manufacturing, 
transportation, and financial and tourism ser-
vices sectors.  That way, agro-industry poli-
cy by empowering MSMEs, will not only 
increase the contribution productive age 
population contribute to local and national 
economy, but more importantly, will reduce 
underemployment and unemployment of 
both the educated and uneducated youth, 
mitigate poverty and income inequality, 
which by implication will enable Indonesia 
to take advantage of the demographic divi-
dend.   

CONCLUSION 

Agriculture is still the dominant source 
of employment in Indonesian economy. This 
is reflected in the trend of the labor force in 
Indonesia, which shows an increase in Feb-
ruary and a decrease in August of each year.  
Nonetheless, the demographic dividend, 
which has been touted for having various 
economic benefits for the economy, is yet to 
have such anticipated impact on the labor 
force.  One of the problems, is the prefer-
ence of the youth to spending a lot of their 
useful time travelling for entertainment pur-
poses, forsaking searching for gainful em-
ployment. Such behavior constitutes a major 
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Figure 7. The Percentages of the Man Power  in Three Main Business Field in Indonesia (2000-

2014)  

Source : Data analysis 
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obstacle that continues to stand in the way 
for the country to take advantage of the de-
mographic dividend. On the contrary, the 
youth, are prolonging the dependency bur-
den on the economy. 

Based on the quantitative model, two 
key variables explain the Indonesian labor 
market, inter alia, the under 15-hour workers 
variable and educated unemployed variable. 
The influence of the educated unemployed 
variable is larger than that of the under 15-
hour workers variable on GDP.  A decrease 
of 1.01 percent in educated unemployed var-
iable, induces an increase of one million ru-
piah in GDP. Meanwhile, for the under 15-
hour workers variable has significant influ-
ence on GDP at 10 percent significance lev-
el.  A decrease of 0.85 percent in the under 
15-hour workers variable induces an in-
crease one million rupiah in GDP. 

The variable of workers working un-
der 15 hours, comprises low skilled workers 
who fall under the 25-29 age bracket, and 
employed largely in informal services and 
agricultural sectors.  To that end, the policy 
to empower them to work should encompass 
provision job skills that are appropriate to 
enable them to participate in gainful em-
ployment. Meanwhile, for the educated un-
employed, tend to prefer employment in the 
public sectors where job security is assured. 
To that end, moratorium on the recruitment 
of civil servants which is still in place since 
2015 has in part played an important role in 
the high unemployment rate. To reduce un-
employment of the educated youth, requires 
efforts and programs that orient them toward 
entrepreneurship in MSMEs agro-industry 
activities.  

However, there are areas for further 
research in this area. One area that needs 
further research is the behavior of leisure 
activities that continue to attract a good pro-
portion of young people. The importance of 
the research lies in the fact that its results 
will help to shed more light on mitigating 
the problem as a way to enable the economy 
to benefit from the ongoing demographic 
dividend. Research on the problem of man-
power development and how that affects the 
economy, is an equally important area for 
further investigation.   
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