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Demographic dividend has essential relationship with the economic performance, and it can be a source of both
opportunities and challenges in terms of economic growth. Moreover, the demographic transition has causal
effect in labor market and society. Meanwhile, Indonesia has a demographic dividend and follows the digital
era, but in the labor market in Indonesia low educated workforce dominates that will facing several challenges.
Therefore, this study identifies the problems of urban labor market in Indonesia, assesses the current policies
and prospect of new policy related to labor in cities. The study conducted is based on data obtained from many
professional reports and studies carried out by government institutions, enterprises, consortia, journals, and
previous research, systemized and calculated by author, as well as literature related to this research. The result
showed the significant effect of demographic factors in forming labor policies and the labor market in Indone-
sia. However, to harness the benefits of demographic dividend and a labor surplus, there is a need for significant
investment in enhancing the capabilities, skills, and education of the workforce. In current labor structure in
Indonesia only 10 % of employees have high education. Hence, the urban areas are facing the poverty and high
disparity caused by the low educated labor that migrate to urban for getting high salary.
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Introduction

According to Puga [1], massive population and dense area trigger the economy and
become a gem in a nation. Thus, Indonesia, with the highest population in ASEAN and fourth
in the world, has a great chance with a vast population. Based on the report of the BPS census
57 % of Indonesian population lives in Java, and 50 % — in cities. Inevitably, Firman [2]
called Java the island of mega-urban regions. Maryaningsih et al. [3] asserted that the Java
economic corridor is legitimately dominant among other provinces, and Jakarta has become
the center of it. Demographically, Indonesia has a demographic dividend, so that it will affect
the labor market. Bohm et al. [4] underlined that demographic transition has a causal effect on
the labor market and society. Gribble and Bremner [5] formed that demographic dividend re-
fers to accelerated economic growth that begins with changes in the age structure of a coun-
try's population as its transitions from high to low birth and death rates. In addition, BPS [6]
projected that by 2030 Indonesia's labor supply will increase due to the demographic divi-
dend, and most are living in cities. Prognostically, in 2030, the share of young people in the
workforce will be 34,26 %, or 69,130 thousand people. Nevertheless, the population share
living in cities will increase to 63,4 %. Hence, the changing demographic structure in Indone-
sia could impact the labor market and simultaneously economic growth, particularly the sur-
plus labor market and imbalance labor market will not be avoided.
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In line with studies of Gribble and Bremner [5], the surplus labor market is like two
sides of a knife; it can be a burden or an advantage, particularly in dense areas. As a bowl of
immense labor gathered, a lush area or city has attractive things, such as high salaries, econ-
omy, and education. As a consequence of magnificent things, people migrate, creating causal
effects and agglomeration in that area. On the one hand, the enormous labor in the city can
create an agglomeration that rapidly boosts economic activity, urbanization, high productivi-
ty, and knowledge transfer [1, 7-10]. On the other hand, this circumstance could be a disaster
if the labor demand can’t balance it and the available labor has an insufficient qualification
required by the demand side [8, 11, 12]. Moreover, several studies claimed that cities in de-
veloped countries benefited from dense areas. But how about the developing countries, such
as Indonesia, with a demographic dividend? Hence, it is necessary to understand the possibil-
ity of urban benefits occurring or not in Indonesia’s cities.

Yet, if the population dynamics are not followed by condition of current knowledge
(e.g., STEM education) or skill, undeniable, some countries can experience calamity, such as
unemployment and under-skilled labor. Henceforward, Indonesia, as a place of 270 million
people and the fourth most populous country in the world with a demographic dividend, will
face the advantages or disadvantages. Hence, managing the dense area is essential because it
can impact the national economy and society. Based on those several things, the objectives of
this study are: 1) to confirm the theoretical and methodological approach to the study of high-
density labor markets of the largest cities; 2) to comprehensively reflect the specifics of the
demographic transition; 3) to discover the position of the labor market density for the devel-
opment of the national economy; 4) to reveal a demographic dividend with an abundant of
working-age young workers and composition of under-educated and unskilled labor in cities;
5) to identify the premium wages and growing differentiation level of payment and labor
productivity both in urban and rural areas and within the boundaries of the urban labor market.

Research methodology

The quantitative analysis of the methods used in this investigation was carried out. Ac-
cording to Creswell [13. P. 183; 14. P. 234], data analysis is a descriptive assessment of the
scale of reporting patterns and significant deviations. The inferential analysis to evaluate con-
fidence intervals, measure effect sizes, and test hypotheses was used. Tables, figures, discus-
sion of the major conclusions, and interpretation of the data analysis results are all included in
the results. Creswell [14. P. 175] gives the examples of how the data is organized, changed,
and rearranged to offer descriptive information and convert raw data into easily grasped and
analyzed formats. These statistics and their descriptions can provide valuable details about the
traits of specific social groups. The research is based on secondary data gathered from a wide
range of expert reports and studies undertaken by government organizations, groups, or busi-
nesses.

Furthermore, this study has several stages of identifying numerous aspects, such as la-
bor market and economic characteristics, the relation of wage premium and knowledge spill-
over in labor density, the poverty and disparity in dense areas, and the policies related to those
problems. Based on Fig. 1, on the first identification, we analyze the situation of the metro-
politan area regarding the economy and labor. This stage includes analysis of the economic
growth and contribution of the metropolitan regions, the labor market, and the demographic
structure to urban and the essential relation of the economic and labor situation there. There-
fore, we can confirm that the labor structure supports the economy in urban area.

Next, to recognize the relation between wage premium and knowledge spillover in labor
density observations of the trend of existing wages by education were made. This stage aims
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to reveal the relationship between wages, productivity, and education in urban, how personal
background, particularly education, influences the salary in metropolitan area. Further, to
acknowledge the poverty and disparity in labor density areas were calculated the Gini ratio
and the poverty rate. This step is observing whether the existence of urban and premium wage
lead to the advantage or not. Hence, in this stage we observed Gini ratio and poverty rate in
urban. The last phase identifies the policies related to these problems in urban areas. There-
fore, all those stages are summarized in Fig. 1 as follows:
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Fig. 1. Conceptual scheme for analyzing the labor markets of the largest cities in Indonesia
Puc. 1. Konyenmyanvhas cxema ananusa polHko8 mpyoa Kpynueuuwux 2opooos Mnoonesuu
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Demographic transition and labor market in Indonesia

According to Donkin [8. P. 54], having a solid understanding of demographics is crucial
when creating labor policy. Employees can use this knowledge to find employment opportu-
nities, and economists and the government can generate labor laws and systems. Consequent-
ly, the demographic shift in Indonesia is a crucial process. Current indicators of the change
include declining birth rates and mortality rates (Fig. 2). We can infer from Fig. 2 that the
population's continuing transformation slowly altered the age composition of the Indonesian
population. Hence, Fig. 3 demonstrates that the ratio of young people is decreasing, the pro-
portion of people of working age is multiplying, and the portion of people over 65 is steadily
increasing. Indonesia's population is unquestionably relatively young and enjoys a favorable
demographic situation. The resulting labor surplus will have a good effect, but it also needs a
lot of investments.
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Fig. 2. Indonesia's demographic shifting [15]
Puc. 2. /lemoepaguueckuii cdsue 8 HHdoHe3uu [15]

According to McKinsey reported by Das et al. [16], the future workforce should be ca-
pable of meeting demand and technological requirements. Protecting the expanding sector is a
crucial component of the economy's future, according to San Francisco Planning and Urban
Research (SPUR) [17]. Indonesia's demographic dividend could be a blunder in the automat-
ed digital era. According to Das et al. [16], this catastrophe occurs whenever human resources
lack the skills to support the digital age, worsening disparities between Indonesian districts. A
demographic revolution in Indonesia was established with the family planning act of 1970 to
combat the rising birth rate, as shown in Fig. 2. The population growth in Indonesia then saw
a downward trend over several years. However, since 1990, the death rate has increased
(Fig. 2). As a result, Indonesia's high rate of productive age affects this issue. People of pro-
ductive age (15-64) reach 65 % and higher in 2030 [18]. It referred to a window of opportuni-
ty that can increase economic growth and societal welfare.

In addition, Indonesia will benefit significantly from the fact that 190 million of its 297
million people are in the productive age group, or 64 % of the population (Fig. 3). However,
the surplus of working-age people requires symmetry with better capabilities, including high
skills and education, and is supported by labor market openness [12, 17, 19. P. 76]. In the
USA, young people are enrolling in college in more significant numbers to meet the demand
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for high-skill workers, according to Karoly [19. P. 76]. Conversely, if Indonesia's youthful
population does not act quickly, the demographic dividend could become dangerous, leading
to technological unemployment. Numerous economists, including Donkin [8], Keynes, Frey,
and Osborne [20], and Biihrer and C. Hagist [21], recognized this situation. Demographic div-
idends are important assets if people, especially in metropolitan areas, have the necessary
skills for industry revolution 4.0. Urban areas produce the newest, fastest-growing technology
and information, agglomeration economies, developing regions, high salaries, etc. [7-10, 16,
17, 19, 20]. As a result, the skills gap in the job market can persist in a cosmopolitan city.
Owing to the city's facilitation of expanding knowledge, predictably, possible for new period
with many entrepreneurs, particularly in urban areas.
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Fig. 3. Working-age, old and children population in Indonesia, 1950-2050 [15]
Puc. 3. Yucrennocms nacenenus Hnoonesuu mpyoocnocobono2o eo3pacma, oemeti u noo-
pocmkos u cmapuie2o noxoaenus, 1950-2050 [15]

Fig. 4 depicts the evolution of the labor force or labor market condition by province in
Indonesia. In 2008, more than 3,276 million workers were available, most of whom were con-
centrated on the island of Java and various regions of Sumatra. Areas with a large workforce
have remained the same after 11 years. As North Kalimantan was founded only in 2012, the
data for this region was unavailable in 2008. Nonetheless in 2019, this region contributed
356,282 to the labor force. Overall, there has been a tremendous improvement in the work-
force's development during the past 11 years. West Papua, the youngest province, now occu-
pies the lower limit side, which increased from 344,205 to 356,282, while the upper limit
climbed from 20,117,245 to 23,835,770. The increase in the labor force reflects workers' po-
tential resources for boosting economic activity on the labor supply side or supply effect.

Undisputedly, compared to other islands, Java Island has the highest density —
1,055 persons per km®. In addition, most of Indonesia's economic activity and population have
been centered on Java Island since 1985, according to Akita [23]. Furthermore, Firman [2]
identified Java as an island of megacities with Jakarta as the hub of the Java economic corri-
dor [3]. Legitimately, Jakarta is ruling among other provinces, Resosudarmo and Vidyattama
[24] added that provinces outside Java are behind other areas in per capita income. In an ide-
alized world, Indonesia's population density creates a disparity between the provinces and in-
creased economic activity.
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Fig. 4. Indonesia labor workforce, spatial distribution, 2008 and 2019 [22]
Puc. 4. [Ipocmpancmeennoe pacnpeodenenue paboueti cunvt Mnoonesuu, 2008 u 2019 22. [22]

According to BPS data, the working-age population in Indonesia, in 2022, reached
143,72 million people, or 52,12 % of the country's population. The number increased by
18,28 million, related to the 2016 position of approximately 125,44 million people. The labor
force participation rate increased from 66,34 % in 2016 by 2,29 % (Fig. 5). In other words,
there is a large pool of resources in Indonesia's workforce. If the government misses this
chance, it will be a waste of time. Therefore, Indonesia must invest in human capital and im-
plement the proper strategies, policies, and laws to raise the standard of living to compete in
the new industrial era.

However, education that resonates with all facets of the industrial revolution ecosystem
is required to accomplish these objectives. Indonesia is referred to with the demographic divi-
dend presence as a valuable market for industry players. However, if human resources are not
ready, Indonesian society will become observers or consumers in the new era, not actors, and
will be helpless to fight globally. As a result, urban labor has a significant impact on strength-
ening Indonesia's economic sustainability and helping the country escape poverty. Further-
more, the state of the labor market also affects how well an urban area is doing. The market
size will determine how productive, creative, and sustainable an urban area is.

Additionally, Indonesia's urbanization skyrocketed during the 1970s, boosting the coun-
try's active development [24]. Since that time, rural-urban migration has intensified Indone-
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sia's rapid urbanization rate. Around 36,1 % of Indonesia's population lived in cities in 1995.
This figure has nearly doubled to 55,99 % in the subsequent 25 years (Fig. 6). According to
the BPS forecast, Indonesia's urban population will reach 66,6 % [26] in just another 16 years,
or by 2035.
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Fig. 5. Working-age and participation labor force rate, 2016-2022 [25]
Puc. 5. Tpydocnoco6Hblll 803pacm u ypogeHb yuacmusl HaceseHusl 8 cocmase pabouetl cu-
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Fig. 6. Population in rural and urban, 1995-2021 [27]
Puc. 6. Cenvckoe u 2opodckoe HaceneHue, 1995-2021 [27]

In the meantime, according to World Bank data (2022), Indonesia's population in-
creased from 196,9 to 273,75 million over the course of the past 25 years, while the number
of urban residents increased from 71,48 to 156,83 million over the same period, with an annu-
al growth rate of 0,8 %. In addition, the rate of urbanization increased significantly over that
time, from 36,1 to 57,29 %. In other words, metropolitan areas are home to about half of In-
donesia's population. The fact that Java is home to 56,82 % of Indonesia's population, or
around 145,14 million people, while the remaining population is spread throughout other is-
lands causes the strikingly unequal distribution of the urban population [6]. Investments from
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both local and foreign sources are a significant driver of urban development, particularly in
large cities like Jakarta, Surabaya, and Bandung.

With over 70 % of its population living in cities, Java is undoubtedly the most urban-
ized region. Kalimantan, Bali and Kep. Nusa Tenggara are next with 48,43 and 47,47 %, re-
spectively [6]. Scientists predicted that Java becomes the Cities Island in the meantime, and
nowadays it is expanding with enormous metropolitan zones connecting major cities. The
population growth rate fell from 1,38 % between 2010 and 2015 to 1,19 % between 2015 and
2020. However, the annual growth rate of urban residents, which peaked at 4,40 % from 1990
to 2000, dramatically decreased to 2,41 % from 2015 to 2019 [6, 28]. The trend of urban pop-
ulation growth is declining, from 2000 to 2010, Java reached point of 3,17 % of urban popula-
tion growth, while other islands slightly higher — 3,66 %. Additionally, the BPS reported that
city population growth from 2010 to 2021in Java reached 3,06 % and on the outer islands —
3,54 %. The number of cities with more than a million population has increased significantly.

Furthermore, cities are essentially labor marketplaces. Undoubtedly, resisting the temp-
tations offered by a city's amenities is impossible. As a result, the urban labor market consists
of people looking for work and firms looking for employees. According to Idson and Oi [29],
significant labor competition makes workers in big businesses more productive. This reason-
ing is akin to the idea that workers in big cities are more productive[30-32]. In their study,
Melitz and Ottaviano [33] employed variable price-cost markups to demonstrate how more
significant marketplaces draw in more businesses and strengthen competition. Therefore, the
concentration of businesses and employees in one location increases their productivity [1, 34].
As a result, the enormous productivity of more expansive labor markets promotes urban ex-
pansion.

The significance of demographic factors in shaping labor policies and the labor market
in Indonesia. Furthermore, Indonesia relatively young population and favorable demographic
situation offer a demographic dividend and a labor surplus. However, to harness the benefits
of this surplus, there is a need for significant investment in enhancing the capabilities, skills,
and education of the workforce.

Local labor market, wage and skill in demographic dividend cir cumstance Indonesia

Following the idea of some scientists, dense area produce premium wages [7-10, 17,
34-37]. Table clarifies that urban areas in Indonesia have premium salary. In 2015, the urban
pay was 12,776 rupiah/hour, while the rural wage was 8,785 rupiah/hour, or a 45,43 % differ-
ence. The following year, the variety slightly drop to 44,31 %, or 4,803 rupiah/hour. In 2017
it was getting bigger by 53,37 %, or 5,869 rupiah/hour and in 2018 50,44 %, or 5,830 rupi-
ah/hour. The global economic crisis is to blame for this phenomenon. Additionally, it affects
2019-2020, decreasing the wage difference between urban and rural areas to 46,05 % and
37,97 %, respectively. The disparity between urban and rural areas is greater than 40-50 %
from 2015 to 2018, although it has been gradually declining since 2018 due to the global fi-
nancial crisis. The statement made by Glaeser and Maré [7] regarding firms’ propensity to
pay high wages in cities is relevant in this circumstance. The policy project in Indonesia
named KebijakanPembangunan Desa (Rural Development Policy) is also responsible for
lowering the gap in rural area. The objective of this policy was to increase rural areas' welfare.
This policy encouraged people to return to their hometowns since they could not cope with
the high levels of competition in cities.
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Table. Average wage per hour in urban and rural in Indonesia, 2015-2020 [38]
Ta6auya. Cpeduss nouacosas onsiama mpyada 8 20po0dax U ceAbCKol MecmHocmu
HHooHesuu, 2015-2020 2. [38]

) Average wage per hour (Rupiah/hour)
Location Cpennss 3apaboTHas ruiata B 9ac (pynuii/dac)
Pacronokerie 2015 2016 2017 2018 2019 2020
Urban/T"opozckoii 12,776 15,643 16,865 17,389 17,825 19,651
Rural/[lepeBenckuit 8,785 10,840 10,996 11,559 12,205 14,242

Cities have always been acknowledged as densely inhabited areas. Local productivity
using knowledge-based resources, was always included in urban growth models, proves a
city's competitive advantage. Local productivity typically depends on regional knowledge
since it is a strong link between the primary human capital in an area and the economy's ex-
pansion. The abundance of skills in a place is one of the best predictors of where metropolitan
area will prosper, especially in the old communities. Indirect evidence has made it difficult for
economists to conclude that disparities in locational productivity are likely related to the ben-
efits that competent individuals derive from interacting with and learning from one another [7,
9, 39, 40].

Additionally, according to BPS [41, 42], the ratio of gross university enrollment is more
prominent in rural than in urban areas, but the rate of ICT (Information and Communications
Technology) skill is higher in urban than in rural areas (Fig. 7). A need for more ICT infra-
structure and the disparity between urban and rural perceptions brings on this situation. How-
ever, this supports the claim in some studies [7-9, 16, 20, 40] that metropolitan areas promote
advanced technological expertise. Theoretically, the higher expense of attending a university
in an urban region results in a lower enrolment rate than in a rural area. Presumably, the mi-
gration flows to urban areas attract more under-educated people, hence, suppress the rate of
university enrollment.
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Fig. 7. ICT skill and university gross enrollment rate by living area, 2017-2022 [41, 42]
Puc. 7. Hasviku 6 o6aacmu UKT (UHgopmayuoHHble u KommyHukayuoHHbsle TexHo02uU)
u 06w utli nokazame/1b NOCMynJ/eHus 8 yHU8epcumembl 8 3a8UCUMOCmu
om mecma npoxcusarus, 2017-2022 [41, 42]
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More competent or educated workers are typically drawn to larger, more prominent ur-
ban areas. In the meantime, a factor like schooling and other observable characteristics (wage,
experience, marriage status, etc.) affect productivity, but unobservable factors of labor attrib-
utes can also influence the productivity, might change orderly outside of communities. Also,
unobservable factors of labor attributes can also influence the productivity. According to
Glaeser and Maré¢ [7] and Combes et al. [34], the conventional method is to carry labor fixed-
effects when relating personal incomes to density. Density has a productivity advantage, evi-
dent in wage changes associated with changing vocations and labor expertise. Higher unob-
served abilities may be fundamental to a laborer because of upbringing or innate aptitude, but
they may also progressively develop over time as the laborer gains work experience.

Establishing Indonesia's human resources concerning labor abilities (experience and
knowledge) is a crucial problem for which the government is responsible. Therefore, improv-
ing healthcare and education can help increase regional human resources' quality. Since inves-
tors like to invest in states with exceptional labor quality, strong human capital may attract
investors. Therefore, the Indonesian government should be worried about our human devel-
opment to maintain the opportunities for job creation, particularly in the demographic divi-
dend period.

Miserably, the level of education among Indonesian employees is low. According to
BPS (Fig. 8), approximately 90 % of Indonesian workers don’t have a university degree. Ex-
acerbated in 2019, 56,47 % of Indonesian workers lack a high school diploma. Since 2017
labor that under or graduated from elementary school is declining, yet, after the pandemic in
2022 is growing up. At that moment, the vocational graduated is improving, while in 2022 is
diminishing by 1,2 %. In other words, the country employs many people who lack the neces-
sary education and skills. Undoubtedly, this situation has contributed to Indonesia's under-
educated labor market. Furthermore, about 10 % of laborers have a university education level.
The major challenge when sustaining investment in school is how much time spent is used to
study. Overestimating one's degree might increase the likelihood of landing a fantastic future
job while posing significant financial risks to investors.
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Fig. 8. Worker education level in Indonesia, 2015-2022 [43]
Puc. 8. YposeHb 06pa3zosaHusi pabomHukos 8 HHdoHesuu, 2015-2022 [43]

Unavoidably, the exceptional collaboration between the commercial sector and educa-
tional institutions is required to guarantee that graduates meet labor market requirements.
Significantly, Indonesia is undergoing a severe skills gap, with most workers needing to catch
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up on the necessities of their professions and the job market. Despite this, between 2015 and
2019, there has been an improvement in educational achievement (Fig. 8), despite many older
workers, particularly those who have not yet completed secondary school. The inability of
Indonesian youngsters to obtain appropriate skill education to compete in the domestic job
market is another vulnerability. As a result, the authorized action is reviving the student talent
for responsiveness and adjusting the educational policy. Meanwhile, there is a significant in-
come disparity between those with a high level of education and those with no education
(Fig. 9). Supposedly, one factor in pay determination is education.
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Fig. 9. Average wage per hour based on education level in Indonesia, 2015-2022 [44]
Puc. 9. CpedHsist noyacosast onama 8 3a8uUcumMocmu 0om ypog8Hsl 06pa308aHuUsl
8 UHdoHe3uu, 2015-2022 [44]

The local labor market is established by the collaboration of firms and labor with heter-
ogeneous abilities in several areas [35]. Likewise, Barufi and Haddad, Wheaton and Lewis
[45] demonstrate the role of the local labor market as the foundation for rising returns. Sala-
ries must be competitive if employees are very productive. Additionally, they discussed how
workers choose to deepen rather than increase their human capital, which leads to productivi-
ty and innovation when there are more workers in a given industry or vocation, and the
matching is higher.

Beyond increased productivity in large cities, Duranton and Puga [1] defined three sys-
tems: quicker learning and better dimensions of knowledge, compatibility between enterprises
and workers, and sharing facilities and hazards. According to Duranton and Puga [1] better
compatibility is a crucial component of economic agglomeration. The matching of labor and
firm quality proved higher compatibility in urban regions. This phenomenon, according to
Glaeser and Maré¢ [7] and Glaeser and Resseger [9], is the result of skilled workers being
drawn to urban areas, making them better at making personal relationships and contributing to
a more rapid and productive increase in human capital. They emphasize that in all cosmopoli-
tan areas, individual abilities (measured by education) account for one-third of the variation in
income inequality (proxied by the Gini index) [1, 5]. Subsequently, there is a positive associa-
tion between the employee's educational level and the likelihood of moving. Because highly
educated workers are likely to be more systematic in examining employment prospects in al-
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ternative labor, the enormous impact of education on migration may become even more pro-
nounced [7-9, 35, 40, 46-48]. Notwithstanding, it caused the brain-drain phenomenon in the
rural area, but improved the cities’ gains.

There are various aspects related to urban and rural areas in Indonesia, focusing on fac-
tors such as wages, productivity, education, and the labor market. This highlights that densely
populated urban areas tend to offer higher wages compared to rural areas. Undeniable, the
importance of local productivity conducted by knowledge-based resources and the connection
between human capital and economic expansion in urban areas. Skilled individuals tend to
benefit from interacting and learning from one another in metropolitan areas, fostering the
development of advanced technological expertise. However, it notes that there are disparities
in terms of education and skills, with a lower enrollment rate in universities in urban areas
compared to rural areas.

Local labor market, poverty and inequality in Indonesia

The rapid urbanization and increased population density in Indonesia have resulted in
numerous challenges and hazards, including poverty, inequality, unemployment, slum areas,
pollution, congestion, overcrowding, high costs of renting, limited green spaces, and other
disadvantages [1, 9, 10, 47, 49-51]. As a result, community or labor density is often used as a
concise measure to indicate the spatial concentration of economic activity. The population
density in Java, for example, demonstrates a significant concentration of economic activity,
particularly in urban areas.

Specifically, the imbalanced labor market in urban areas contributes to higher
unemployment rates. Unemployment is significantly more prevalent in urban areas compared
to rural ones. This disparity is evident in the unemployment rate, which is 2 % higher in
urban areas than in rural areas (Fig. 10). In line with Davis et al. [47], jobless poor is
happening in thick labor market. However, the unemployment rate in rural areas has been
decreasing since 2015, reflecting the positive impact of the government's rural human
empowerment program (Pemberdayaan Masyarakat Desa) in reducing unemployment. Over
the past four years, the gap in unemployment between urban and rural areas has widened due
to a more rapid decline in rural unemployment. One explanation for this trend is that many
people from rural areas migrate to urban areas in search of employment opportunities.
However, these individuals often struggle to compete with others due to lower levels of
education or skills, compounded by the higher cost of living in urban areas. Consequently,
urban areas in Indonesia are also grappling with the threats of inequality and poverty.

Simultaneously, the Indonesian government is concerned about the labor issue,
especially considering the large population, particularly in urban areas. However, population
density also offers significant advantages in the labor market [1, 54]. On the demand side,
firms can easily access highly qualified labor. On the supply side, households face challenges
such as competition, high cost of living, and congestion in urban areas. Thus, Indonesia's
demographic transition and dividend present a massive opportunity for the labor market,
particularly on the supply side. However, to achieve equilibrium, Indonesia needs to stimulate
the demand side. Excess labor supply can have positive effects if appropriately managed but
can also be detrimental if not managed well. Urbanization is characterized by self-
organization, collectivity, informality, illegality, and social struggles [50]. It is gradually
developed through the steady growth of residences and communities [50]. Unfortunately, this
urban process and the migration of labor to cities have led to the emergence of slum areas
[49, 50]. The term «slum» typically describes neighborhoods with poor living conditions but
fails to encompass the progressive aspects of urbanization [49]. Instead, it has become
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synonymous with precarity and poverty, contributing to the marginalization of these areas and
obscuring the diversity of urban experiences [1, 37, 47-51]. In essence, the combination of
urbanization, rapid population growth, and high employment density may hinder sustainable
economic development in metropolitan areas.

Unemployment Rate (2019)

?l?)fgl Unemplovment Rate (2018)
44?511 Unemplovment Rate (2017)
Rura] TN 4.93 30,14 Unemployment Rate (2016)
I 27 61 ¥ Unemployment Rate (2015)
] 2267.%58 Employment (2019)
I 25,62 = Employment (2018)
631 ®m Employment (2017)
6,45 ® Employment (2016)
g:g 9 ® Employment (2015)
Urban TN 731 5508

- 56,71
I 57,28
" 56,31
T 57,81

Fig. 10. Employment and unemployment rate in urban and rural (2015-2019) [52, 53]
Puc. 10. YposeHb 3aHsimocmu u ypogeHsb 6e3pabomuljbl 8 20p00CcKoll U ceAbCKOU MECMHO-
cmu (2015-2019) [52, 53]

Hereinafter, based on Sugiyarto et al. [55], most provincial governments have
overlooked crucial aspects such as human resource development and poverty reduction
agendas. Fig. 11 shows that pre-pandemic poverty rate in urban was declining from 8,22 to
6,56, and similar with rural trends. Meanwhile the post-pandemic level is increasing and
becomes stable in point 7,5. Nevertheless, the Gini ratio in urban is higher than in rural area,
hence, the disparity in urban is so wide and following by the relatively stable poverty
(Fig. 11). Thus, the rapid development of cities coupled with limited resources creates
significant challenges in meeting the increasing demand for services, job opportunities, and
other essential human needs [55-57]. In cities like Jakarta, for example, the rapid population
growth has led to the emergence of slum districts due to housing shortages [49, 51, 55-58].
The residents of these slums are often economically and socially marginalized within the
thriving city economy. It is widely recognized that high levels of absolute poverty are
associated with urbanization [55-58]. The impact of urbanization on city employment also
raises concerns. In response, the Indonesian government has plans to relocate the capital city
to Borneo.

Undeniably, urban areas have problems, such as disequilibrium labor market, poverty
and inequality [37, 50, 55]. Hence, those complexities create the difference of productivity in
each area. Therefore, it is inevitable that urban can facilitate the adjustment speed between
labor readiness and the developing era to ensure a sustainable economy.Furthermore, several
studies demonstrate a positive relationship between productivity, economic growth, the
proportion of highly educated individuals in a society, and population density [1, 7-9, 39].
Hence, based on Glaeser [7] human capital, measured by educational attainment, plays a
significant role in productivity and contributes to population density. However, this density is
also associated with negative externalities such as poverty and inequality [47]. Several studies
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indicate that one of the side effects of urban agglomeration is the proliferation of sprawl areas
that attract unskilled workers [9, 39, 47, 49, 50]. This leads to increased inequality within
cities and poverty among individuals who struggle to compete in the labor market and
expansion of sprawl areas [39, 47, 49]. Therefore, Indonesia government is creating a large-
scale «Kampus Merdeka» program. This program aims to integrate education and business so
graduates have theoretical knowledge and practical skills that can be useful in workplace.
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Fig. 11. Gini ratio and poverty rate in Indonesia, 2015-2022 [59, 60]
Puc. 11. Koagpgpuyuenm /[ixcuHu u yposeHb 6edHocmu 8 HndoHe3uu, 2015-2022 [59, 60]

Conclusion

Indonesia makes significant economic and societal contributions to ASEAN. The rapid
urbanization, especially in Java Island, supports the economy's growth rate. This island is also
home to several major cities, including Jakarta and Surabaya. The significance of demographic
factors consists in two factors: 1) shaping labor policies and the labor market in Indonesia,
2) restructuring the education policy for creating the skillful labor. Indonesia relatively young
population and favorable demographic situation offer a demographic dividend and a labor
surplus. However, to harness the benefits of this surplus, there is a need for significant
investment in enhancing the capabilities, skills, and education of the workforce. Nevertheless,
Indonesia's endowment might be disastrous if it is poorly managed and poor quality. Regarding
the labor market structure in Indonesia, only 10 % of employees have degrees from colleges or
universities, while nearly half have only completed kindergarten or elementary school.
Therefore, educated workers are lacking in the Indonesian labor market.

Several aspects are relevant to urban and rural areas in Indonesia and focus on factors
such as wages, productivity, education and the labor market. This underlined that densely
populated urban areas tend to have higher wages than rural areas. The importance of local
productivity driven by knowledge-based resources and the link between human capital and
economic growth in urban areas cannot be denied. Qualified individuals tend to benefit from
interacting and learning from each other in metropolitan areas, which facilitates the
development of advanced technical expertise. However, it has been pointed out that there are
disparities in terms of education and skills, such as the university enrollment rate being lower
in urban areas than in rural ones.
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The challenges and complexities related to wurbanization, population density,

demographic transition and the labor market in Indonesia are inventible. Poor management
and decision-making can have adverse implications for labor market outcomes. Hence,
government is emphasizing the need for effective management and policies to address issues
of poverty, inequality, and unemployment. In order to provide sustainable economic goals,
metropolitan areas will inevitably be able to speed up the adjustment process between the
labor ready and the developing age.
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HCCJIEAOBAHME JIOKAJIbBHOI'O PbIHKA TPY/IA B YC/IOBUAX
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WUHCTUTYT 3KOHOMHUKH Y YIIpaBJIeHUs],
Ypanbckuil pesepanbHbii yHUBepcUTeT, EkaTepunoypr, Poccus, 620002, ya. Mupa, 19

®deGpu BuaxasaHTH, HHXXEeHeP-HUCCe0BaTe b, YpanabCKUH pesiepabHbIN yHUBEPCUTET.

Hemozpaguueckuii dusudeHd umeem cyujecmeeHHyr €853b ¢ IKOHOMUYECKUMU NOKA3AmesasiMu U Modxcem
6blmb UCMOYHUKOM KAK 803MOXCHOCMEU, MakK U npobsem ¢ MOYKU 3peHusl IKOHoMu4eckozo pocma. bosaee
moeo, demozpaguueckuli nepexod okaszvigaem 2/y60K0e NPUHUHHO-C1edcmeeHHoe 8o3delicmeue Ha PbIHOK
mpyoda u o6wecmeo 8 yesom. Ce2co0Hss HHOoHe3ust o6s1adaem demozpaguveckum dusudeHdom u cmpemum-
€51 pa3suUBaMbCS 8 pyc/e npuopumemos Hosoll Yugpposoli anoxu, 00HaKo HA pblHke mpyda cmpaHsl 0oMU-
HUpyem Ma/z006pa3oeaHHasl paboyasi cuad, Ymo Modcem cmambs NpuUYUHoOl cepbe3Hbix npobaem. Takum
o06pasom, daHHOe uccsed08aHue 8blsigs1em Npob.aembl 20p00CK020 pblHKa mpyda 8 HHOOHe3uu, oyeHusaem
meKywyr u paccmampusaem nepcnekmugsl Ho80l NOAUMUKU 8 OMHOWeHUU paboyetll cubl, CKOHYyeHmpu-
pPOBAHHOU 8 KpynHellwiux 2opodax. [IposederHoe ucc/e008aHUe OCHOBAHO HA OAHHbLIX U3 PA3/JAUYHLIX NPO-
eccuoHabHbIX 0muemoe U ucc/1edo8aHull, 8bINOJHEHHbIX 20CY0apPCMBEHHbIMU yUupexcieHusIMU, npednpu-
AMUSIMU, KOHCOPYUYMAMU, HCYPHAAAMU, CUCMEMAMUIUPOBAHHbIX U 06pAGOMAHHbBIX ABMOPOM, A MAKKHCe
Jumepamype, C8513aHHOU € aHa/auzupyemol memamukoll. Peysibmambl ucciedogavusi nokasaau 3Ha4u-
mesbHOe 8ausiHue demozpaduueckux gakmopos Ha popMmuposarue mpydoeoll NOAUMUKU U PbIHKA mpyoda
8 HHOoHe3uu. O0HaKO, Umo6bl 80CNO.16b308AMbCS NpeuMyujecmeamu demozpaguyeckozo dugudeHda u us-
6vimka pabouell cuavl, He06x00UMbl 3HAHUMEAbHbIE UHBECMUYUU 8 NO8bluleHUe K8AAUPBUKaAyuu U YposHs
00pazo8aHusi pabomHukos. B HuiHewHell cmpykmype paboueli cuisl 8 HHOoHe3uu moavko 10 % pabomHu-
Kos umerom 8vicuiee obpasosaHue. CaedosamesnbHo, 20podckue patioHbl CMa/aKkuearmcs ¢ 6edHoCmbio U
8bICOKUM HEpAa8eHCMB0M, 8bI38AHHbIMU HAAUYUEM MA/1000pA308aHHOL pabouell cubl, Komopas Muzpupy-
em 8 2opoda 3a 60.1ee 8bICOKOU 3apnaamoll.

Katoueesle ci08a: 10kanbHbIl poiHOK mpyda, demozpaduueckuli dusudeHd, «<nepemok» 3HaHull, 20podckas
Hadbaska k 3apabomHoll niame, 6edHOCMb, HEPABEHCMEO.

Hocmynuna 12.03.2023 e.
Ipunama nocne peyenzuposanus: 20.06.2023 e.
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