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1. Summary 
 
1. The Boosting Productivity Through Human Capital Development Program augments 
ADB’s lending program in Indonesia by supporting initiatives which address chronic and acute 
problems with the country’s health, education, and related social safety provisions. It is 
motivated both by the severe economic impact of the coronavirus disease (COVID-19) 
pandemic as well as a need to address structural problems with the accessibility of health care 
and the productivity of the labor force. The subprogram delivers a wide range of benefits and, 
in so doing, it advances Indonesia’s pursuit of its Sustainable Development Goals (SDGs). 
 
2. Economic Context 
 
2. Prior to COVID-19, Indonesia’s economic growth had been brisk, by world standards, 
at between 5% and 5.5% per annum. Yet, it was substantially and persistently below the 7% 
or 8% annual growth that will be needed to achieve national aspirations of high-income status 
by 2045.1 
 
3. COVID-19 has since made the Government’s aims more challenging. GDP shrank 
by 2.1% in 2020. Although most sectors have suffered from the pandemic, the effects have 
been uneven. For example, ‘Transportation and Storage’ has detracted considerably more 
from GDP than it usually adds, while ‘Agriculture, Forestry and Fisheries’ and ‘Information and 
Communication’ have both been restraining the slowdown. 
 

Figure 1: Sectoral composition of GDP growth, 2010–20202 

 
 
4. The prevalence of COVID-19 in Indonesia augurs poorly for any near-term resolution 
of the economic crisis. The country’s COVID-19-related death was around 24 per 100,000 
people in early-July 2021 – a rate comparable to that of the Philippines and considerably 
higher than elsewhere in the Southeast Asia region. A second wave of infections has recently 
taken hold, and a lockdown was implemented in July 2021. With the vaccination rate remaining 
low – Indonesia’s rate ranks 23rd of 24 countries in developing Asia3 – the ADB has recently 
reduced its growth forecast for 2021 to 3.5%, down from 4.5% in the April ADO and 4.1% in 
the July ADO Supplement. 

 
1 Government of Indonesia (2019), National Medium-Term Development Plan: RPJMN, 2019–2024. Jakarta. 
2  Source: Statistics Indonesia, Statistics Indonesia (bps.go.id). 
3 ADB, “Asian Development Outlook – July 2021”, p2. 

http://www.adb.org/Documents/RRPs/?id=54461-001-3
http://www.adb.org/Documents/RRPs/?id=54461-001-3
https://www.bps.go.id/indicator/11/554/1/-2010-version-growth-source-of-2010-version-gdp.html
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5. The effects of the pandemic in the labor market have been acute. By August 2020, 
around 5.1 million workers had lost jobs because of COVID-19,4 and the formal unemployment 
rate increased from 4.9% at the start of the pandemic to over 7% in the second half of 2020. 
Although this jump in unemployment has since reversed slightly, the decline may owe more 
to labor force participation, which has now dropped by around 2.5 percentage points to 67%, 
than to economic recovery.  
 
6. Labor market dislocation has been particularly serious for younger Indonesians. 
Almost 2 million youth jobs were lost in 2020, because of the pandemic, and the impact 
appears to have been significantly more severe for younger workers.5  Employment conditions 
have also become more volatile. On some measures, turnover in the market for youth labor 
almost tripled in early 2020 over the same period in the previous year. Youth employment had 
already been tenuous prior the pandemic – between 31% and 40% of young workers had 
been in their jobs for less than a year prior to the onset of COVID-19 – and employment 
conditions for the young are now adverse.6 In terms of participation, approximately 300,000 
Indonesians who would normally have entered the workforce in 2020 have not done so. Others 
have reportedly graduated from education to the workforce prematurely in response to 
economic hardship. Having done so when wages are depressed, this cohort may now face a 
lifetime of reduced income. The World Bank notes a high degree of path-dependency in 
permanent incomes for those entering employment during downturns, and it projects 
substantial income impairment for the cohort of Indonesians entering the workforce during the 
pandemic.7  
 
3. Constraints on Human Capital Development 
 
7. Even before the onset of COVID-19, Indonesia was facing inter-locking labor market 
constraints on its income growth. The age-distribution of the population, the health and 
productivity of the labor force, the effectiveness of labor market conventions and practices, 
and the changing sectoral output mix are all major underlying issues. 
 
8. Age demographics frame the longer-term challenges. Indonesia’s population is 
young. Over 25% of it is below the age of 14, and the median age of Indonesians is just 30.8 
Yet, as Figure 2 shows, the population will age appreciably in the timeframe over which the 
government is planning the national transition to high-income status. Between 2020 and 2049, 
the ratio of people of dependent age (older than 65)9 to those of working age will have risen 
by around 7 percentage points to 54%. Much of this increase reflects an increase in elderly 
dependency. Indonesia currently enjoys a low elderly dependency ratio. But by 2049, the ratio 
of those older than 65 to the total population is expected to have risen by over 9 percentage 
points. The impact of this transition will be exacerbated at a macroeconomic level by the falling 
rate of population growth, which is projected to decline from its current rate of 1.4% to around 
0.2% in 2049. 
 
  

 
4 World Bank (2021), “Pathways to Middle Class Jobs in Indonesia”, p.55. 
5 ADB and ILO (2020), “Tackling the COVID-19 youth employment crisis in Asia and the Pacific,”, p.vii. 
6 Ibid. 
7 World Bank. 2020b. “The Jobs Response to Covid-19 in East Asia Pacific.” Note prepared by Social Protection 

and Jobs Global Practice, World Bank. Version May 27, 2020. 
8 World Bank (2021: 92). 
9 The statutory retirement age in Indonesia is 55 for both men and women. The age of 65 has been used for 

consistency with World Bank definitions of ‘elderly’. 
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Figure 2: Age distribution of Indonesia in 2020 and 2049 
Top – 2049 │ Bottom – 2020 

 
Source: World Bank, Population Estimates and Projections Database 

 
9. Indonesia has not taken advantage of the growth opportunities offered by a 
young population, and the labor force lacks the productivity to support a rising elderly 
dependency ratio. To attain high income status while its population is ageing, Indonesia will 
need a productive working-age labor force. However, Indonesia ranks 96th of 173 countries in 
the World Bank’s most recent Human Capital Index. The Health and Education components 
of the Index both contribute to Indonesia’s relatively low standing. The country is currently 86th 
in terms of education and the 66th lowest rated country on health.  
 
10. In relation to education, both quantity and quality need improvement, 
particularly for the poor. Only 30% of Indonesians in the poorest quintile complete 
secondary education.10 Although completion rates have increased sharply in the last two 
decades, the benefits accrue only to the most recent cohorts and so it will take a long time to 
lift the average skill levels of the workforce. Furthermore, the overall quality of education 
remains poor. The average Indonesian student entering the school system in 2020 could 
expect to complete 12.4 years of schooling, but the quality of that schooling would only be 
equivalent to 7.8 years on an internationally standardized basis.11 As indicated in the 
accompanying RRP, this compares poorly with Indonesia’s regional peers. 
 

11. Indonesia’s problems with education will continue to impede its integration with 
global value chains. Figure 3 indicates that, over the long run, productivity growth has been 
stronger (in relative terms) in the declining agricultural sector than in sectors that are more 
likely to attract investment and deliver growth in future. The two purple segments in the left-
chart show that agricultural employment fell from around two-thirds, to less than half, of 
employment across the four key sectors over 28 years. Yet the decline in Agriculture’s share 
of value added (right chart) has been much smaller, and this indicates strong productivity 

 
10 World Bank “Education Statistics – All Indicators”. Latest observations from 2017. 
11 World Bank (2021), “Pathways to Middle Class Jobs in Indonesia”, p.189. 
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growth in what is essentially a declining sector. The opposite is true of Trade Services: 
absorption of labor has been increasing as the sector has grown (left chart), and by more than 
the growth in the sector’s share of output (right chart). This indicates relatively weak 
productivity growth. To summarize these observations, the rising share of secondary and 
tertiary industries in value added and employment confirms the modernization of Indonesia’s 
industrial structure. But the positive effects of that modernization have been offset by a 
sectoral distribution of productivity gains which is unfavourable to long run growth. 
 

Figure 3: Relative shares of employment & value added by key industries 
Inner Circle – 1980 │Outer Ring – 2018 

 

 

Agriculture 

Trade Services 

Manufacturing 

Government Services 

Source: de Vries, Gaaitzen, Linda Arfelt, Dorothea Drees, Mareike Godemann, Calumn Hamilton, Bente Jessen-

Thiessen, Ahmet Ihsan Kaya, Hagen Kruse, Emmanuel Mensah and Pieter Woltjer (2021). "The Economic 

Transformation Database (ETD): Content, Sources, and Methods". WIDER Technical Note 2/2021.’ DOI: 

10.35188/UNU-WIDER/WTN/2021-2. 

 

12. Poor productivity in secondary and tertiary industries will discourage 
investment, and survey data attribute this problem to workforce education. Indonesia is 
only ranked 61 out of 133 on the Economic Complexity Index.12 Its continued development will 
require extensive investment in high value adding industries – particularly from foreign direct 
investors. Yet survey data consistently show prospective investors are discouraged by the 
limitations of Indonesia’s relatively uneducated workforce. For example, nearly 14 percent of 
respondents to the World Bank’s Doing Business 2015 survey in Indonesia report that 
“workforce education” is a major or severe obstacle to doing business. This rate compares 
unfavourably with the country’s ASEAN peers. 
 
13. The health of the labor force is also a major impediment to growth. Indonesia’s 
spending on health represents less than 3% of GDP – about one-third of the proportion spent 
by OECD countries and one of the lowest proportions in ASEAN. Globally, around 60% of 
health care is funded publicly. But in Indonesia, where privately funded health is relatively 
inaccessible to the poor, the rate was only 38%. The country performs poorly in terms of a 
range of debilitating or fatal diseases including malaria, tuberculosis, HIV and a set of maternal 
health indicators. On the World Economic Forum’s calculations, Indonesia ranks 103rd in terms 
of its performance on health.  
 

14. From a policy perspective, the issues of health and education are mutually 
reinforcing and should be addressed jointly. The lack of access to public health in 
Indonesia has established a self-reinforcing relationship between poor health and low income. 
For poorer economies, in which the problem of weak public health service provision has been 
more ingrained, the problems become mutually reinforcing as poor access to health means 

 
12 The Atlas of Economic Complexity (harvard.edu). 

https://atlas.cid.harvard.edu/countries/103
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that low income often leads to worse health outcomes. Evidence for Indonesia suggests that 
unemployment induces a range of health problems, resulting in shorter life expectancy.13 

 

15. The literature on stunting in Indonesia highlights inter-generational aspects of 
the relationship between health and labor market outcomes. Stunting is associated with 
Sustainable Development Goal 2 (SDG2, hunger) and SDG3 (health), and it affects 27.7% of 
Indonesian children.14 Studies involving Indonesian data clearly identify factors associated 
with poverty as causes of stunting; namely, low purchasing power, poor maternal nutrition, 
inadequate sanitation, and low levels of parental education.15 Survivors of the disease have 
weakened immune systems and are more susceptible to degenerative diseases later in life. 
In addition to reducing life expectancy, stunting is thought to reduce the lifetime earnings of 
afflicted Indonesians by at least 10%.16  
 
16. Indonesia’s labor market institutions also contribute to the vulnerability of many 
workers. Indonesia has strong labor protection laws, and in some sectors, this weakens the 
labor market. The World Economic Forum places Indonesia 96th in terms of labor market 
efficiency, and 123rd for labor market flexibility. Yet for most workers, security and wage 
outcomes are highly inconsistent with the workforce being over-protected. Around 43% of 
workers with employment contracts earn less than the legally mandated minimum wage, and 
only half of the 23% of wage earners who have indefinite employment contracts receive their 
full range of entitlements.17 
 
17. These structural weaknesses in the labor force stifle worker engagement. 
Female labor force participation is conspicuous in this regard. For the adult population, it is 
only around 53%, and among younger workers it is only 38%. Even among males, for whom 
participation is higher at around 81% (for all adults), there are distinct pockets of under-
utilisation. Most notably, participation among those aged 15 to 24 is only 55%.18 This might 
not be as concerning if it were not a reflection of the numbers of youth not in employment, 
education or training (NEET). After dropping sharply from a peak in 2005, NEET male youth 
(15–19) has been stubbornly flat for the last 7 years, at around 15% of the labor force. The 
longer-run implications of this for Indonesia are considerable. Weak patterns of labor market 
engagement for youth mean that Indonesia has not maximized the benefit of its current 
demographic structure and that it will not be able to generate the aggregate income necessary 
to support an ageing population.  
 
4. Reform Program 
 

4.1. Main Transmission Channels 
 
18. The overall purpose of the subprogram is to accelerate the development of 
human capital in Indonesia. Human capital development is a major source of labor 
productivity and, ultimately, of economic growth19 The share of income that is invested inter-
generationally is foundational to that capital. Education is particularly important in this regard. 
Recent ADB research into Indonesia shows, for example, that primary enrolment rates in 
education are a significant driver of the country’s labor productivity.20 However, resourcing of 

 
13 World Bank (2021), p.188. 
14 Most recent data on prevalence of stunting comes from the Government of Indonesia and is different from ones 

provided by the World Bank at: World Bank Open Data: Prevalence of Stunting, Height for Age (% of children 
under 5)—Indonesia. 

15 Ty, B et al (2018), “A Review of Child Stunting Determinants in Indonesia”, Maternal and Child Nutrition, 14(4). 
16 World Bank (2020), “Spending Better to Reduce Stunting in Indonesia”, Findings from a Public Expenditure 

Review; World Bank (2015), “The Double Burden of Malnutrition in Indonesia”. 
17 World Bank (2021), pp.211–215. 
18 World Bank, “World Development Indicators”. 
19 Ehrlich, I. (2019), “Human Capital and Economic Development”, ADB. Mimeo. 
20 ADB (2019, p29). 
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education, in a narrow sense, is often insufficient to guarantee a quality outcome since 
educational capacity is usually constrained by environmental factors in poorer economies.  As 
the previous section shows, in Indonesia’s case, the most significant of these factors is health. 
Malnourished, or otherwise unhealthy children are unable to take proper advantage of parental 
or government investment in their education. The challenge for the subprogram is therefore to 
establish a transmission process in which improved health outcomes are conducive to better 
education and higher rates of human capital formation. 
 
19. The subprogram itself has three general themes which are related to human 
capital development, and their outcomes in terms of specific benefits are presented in 
Figure 4 below. Each of these themes and outcomes are cross-cutting, and they map to three 
reform areas. At a high level, the thrust of these reforms is to promote stronger engagement 
with the workforce (improved inclusion, improved NEET, improved TVET) through wage and 
productivity-boosting initiatives (income protection, inclusive and sustainable health 
insurance, reduced stunting, learning Outcomes). SDG governance initiatives are in place to 
ensure that the reforms are inclusive with respect to women and the poor, as well as to ensure 
that the programs are delivered with maximum efficiency. The higher level of workforce 
engagement and productivity ultimately drives the final outcomes in the right column of the 
figure.  
 

Figure 4: Transmission channels for the benefits of the program 

 
HCD – Human Capital Development 

TVET – Technical and Vocational Education and Training  

NEET – Not in Education or Training 

Source: ADB 

 
20. The subprogram offers broad and comprehensive support for the achievement 
of SDGs. In total, seven of the seventeen SDGs are targeted by the Subprogram (Table 1). 
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Most of the reforms specifically target the key thematic areas of health, education, and 
governance. There are overlays within each of the corresponding reforms to ensure that the 
measures are suitably targeted toward gender parity and poverty alleviation. For example, in 
Reform Area 1, initiatives to address stunting make allowance for education for women in 
relation to nutrition. Reform Area 1 also includes specific job training initiatives which benefit 
women, in that female uptake will exceed the overall proportion of the labor force which is 
female.  Poverty alleviation measures have similar overlays. Social assistance measures for 
both unemployment and health insurance are calibrated to the needs of vulnerable workers 
and the poor.  
 

Table 1: Mapping Reform Areas to SDGs 
Development 

Constraint 
Reform Area SDGs 

Targeted 
Key Policy Action 

Low quality 
health outcomes 
and inadequate 
public service 
delivery 

Strengthening 
Policies to 
Monitor and 
Finance SDGs 

• Poverty (SDG1) 

• Health (SDG3) 

• Gender (SDG5) 

• Hunger (SDG2) 

• Increase provision of social 
insurance 

• Improve productivity by 
increasing expenditure on 
health measures 

• Encouraging female 
participation 

Low levels of 
unemployment 
support and 
under-resourced 
education  

Boosting 
Educational 
Attainment and 
Skills 
Development  

• Education (SDG4) 

• Decent work (SDG8) 

• Inequality 

• Improve training opportunities 
for youth and women 

• Provide social insurance for 
the unemployed 

• Increase accessibility to higher 
education 

Inadequate 
social protection 
against 
unemployment 

Enhancing 
Social 
Protection and 
Public Health 
Systems 

• Health 

• Poverty 

• Inequality (SDG10) 

• Stronger public sector 
efficiency in targeting health 
sector goals 

• An enhanced commitment to 
anti-stunting initiatives 

• Unemployment benefits 
program 

 
21. The reforms partially localize the pursuit of these objectives. For example, Reform 
Area 2 includes provision for training in the specific regions of Bandung and Makassar. Labor 
force participation is around 5 percentage points lower in Bandung than in Indonesia as a 
whole, and unemployment in Makassar is almost 4 percentage points higher than the national 
average. Other locally oriented reforms include the establishment of a national network of 
research institutes, and an increased emphasis on disbursement of social assistance through 
the Village Fund.  
 
22. Reform Area 1 delivers stronger governance, better public sector financial 
management, and infrastructure for the achievement of SDG targets. The measures 
enacted by the government include financial management initiatives relating to governance. 
This focused on increased health insurance premia and, for low-income non-wage 
participants, subsidies to improve the level of healthcare. This is expected to increase 
coverage of non-wage participants which were recently only a little over 50% of eligible 
beneficiaries.21 In addition to these initiatives, Reform Area 1 features a provision to establish 
a partnership with over twenty SDG centres at a range of universities. The purpose of this 
network is to localize analysis of SDG issues and to carry out collaborative research initiatives 
in pursuit of Indonesia’s SDG goals. 

 

 
21 Ministry of Finance, Increased National Health Insurance Contribution Must Be Followed by Improving Health 

Services (kemenkeu.go.id). 

https://www.kemenkeu.go.id/en/publications/news/increased-national-health-insurance-contribution-must-be-followed-by-improving-health-services/
https://www.kemenkeu.go.id/en/publications/news/increased-national-health-insurance-contribution-must-be-followed-by-improving-health-services/
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23. Reform Area 2 refreshes the government’s commitment to training and 
education. It supports better training of youth via the Pre-Employment Card Program.22 The 
government has allocated $1.4 million to this initiative which provides digital training and 
incentives for adults not employed or in education. Reform Area 2 also supports the 
government’s training programs for teachers and trainers themselves.23 Discrepancies 
between the average number of school years and the standardized international equivalent 
years (highlighted earlier) strongly suggest the need for an improvement in the quality of 
teaching and learning across the education system in Indonesia. Recent ADB research has 
also identified a need to better link TVET training with changing demand for labor.24  
 
24. Reform Area 3 strengthens the social safety net for the unemployed and delivers 
a range of health benefits. It includes support for Indonesia’s first unemployment benefit 
program, which provides cash stipends and training to the unemployed. Co-funded by 
employers and the government, the measures provide cash benefits, as well as career 
guidance and training to eligible workers who have lost employment. The benefits and 
eligibility criteria have been calibrated to maximize the benefit for low-income earners.  
Delivery of social assistance will then be enhanced by linking benefits to the identification 
system. Finally, the Reform Area includes further support for the initiatives of Reform Area 1 
which target stunting. It specifically extends the National Strategy to Accelerate Stunting 
Prevention. Formulated in 2017, this program unites 23 different ministries, regional 
governments, the private sector, and civil society groups. The government has allocated $3 
billion to ensure its continuation by including the National Family Planning Agency in the co-
ordination effort. This reform area focusses on linking broader health care strategy with human 
capital development goals in education and nutrition.  

 
4.2. Quantifiable Benefits of the Subprogram 

 
25. The subprogram delivers higher wages and better employment outcomes than would 
otherwise have been observed. Because the Reform Areas are cross-cutting and 
interdependent, benefits are best quantified and reported in terms of thematic areas rather 
than as reform area benefits. For example, there are initiatives on stunting in both Reform 
Areas 1 and 3. The benefits of these initiatives are therefore reported collectively as health 
benefits. 
 

A. Methodology  
 
26. The methodology for measuring the benefits of the subprogram involves the use 
of trend analysis. Most of the major quantitative benefits of the program arise from 
government initiatives which have either been completed or are underway. A natural principle 
for evaluating their effects is to assume that key variables would have followed a trend in the 
absence of the subprogram and that the most recent departures from the trend express the 
impact of the reforms. Thus, for example, the most recent observations on the female youth 
participation rate are higher than their long run trend. The benefit of this in terms of 
employment follows by mapping the higher actual participation rate to the current youth cohort 
and comparing it with the employment outcome that is implied by the trend. Deeper inferences 
about the impact on incomes may then be drawn by assuming that those who have obtained 
employment because of the reform earn the average annual wage.25 This implies an 

 
22 Cabinet Secretariat of the Republic of Indonesia (2020), “Pre-Employment Card Online Registration Expedited 

to Second Week of April”, Pre-employment Card Online Registration Expedited to Second Week of April 
(setkab.go.id). 

23 See Sawada (2019, p.45) “Education and Human Capital” for a discussion of common issues with teaching 
practices in emerging economies. 

24 ADB, 2021b. Skills development in high growth industries in Cambodia, Indonesia, Philippines and Viet Nam. 
25 This is a blended average wage corresponding to ILO estimates of wages corresponding to different levels of 

educational attainment. 

https://setkab.go.id/en/pre-employment-card-online-registration-expedited-to-second-week-of-april/#:~:text=For%20the%20record%2C%20Pre-employment%20Card%20is%20a%20competency,attending%20school%2C%20and%20directly%20affected%20by%20COVID-19%20pandemic.
https://setkab.go.id/en/pre-employment-card-online-registration-expedited-to-second-week-of-april/#:~:text=For%20the%20record%2C%20Pre-employment%20Card%20is%20a%20competency,attending%20school%2C%20and%20directly%20affected%20by%20COVID-19%20pandemic.
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aggregate uplift in annual youth income that can be attributed to the reforms in the 
subprogram. With some variations, this general method is applied to other labor market 
initiatives in the subprogram.26 

 
27. The benefits from upskilling of the workforce through the Pre-employment Card 
Program are slightly different, and they can be estimated directly and more simply. The 
Pre-employment Card program aims to supply vocational training to 5.6 million retrenched 
workers (of whom 45% are women). If these workers have the same unemployment and labor 
force participation rates as the general workforce, then the effective number of beneficiaries 
can be estimated from aggregate data.27 The individual wage benefits can then be calculated 
from the fact that the program delivers one-third of a year of training and the World Bank’s 
estimate that a full year of extra education would increase income by 6.8% (Table 2). If the 
training is as effective as formal education, then its expected benefit to an individual is 
approximately 2.2% of the average wage. The overall benefit of the program is therefore 2.2% 
of the average wage, multiplied by the number of effective beneficiaries. The program is not 
assumed to generate any employment per se. Its benefits accrue because the unemployed 
who benefit from it renter the workforce at a higher wage than they would otherwise have been 
able to earn. 
 
28. The measurable benefits of improvements to health that accrue through the 
subprogram reflect the emphasis on reducing stunting rates. Benefits from reduced 
stunting are durable across the lifetimes of those for whom they accrue. However, they only 
become readily measurable once the first cohort to benefit from them reaches working age. In 
other words, the benefits begin to phase in fifteen years after the reform was initiated. At this 
time, the first children who avoided stunting because of the reforms enter the workforce at a 
higher wage than they would otherwise have earned, and they sustain this benefit over their 
working lives. A summary estimate has been derived by applying the difference in trend and 
actual stunting rates to the existing adult workforce. A wage benefit of ten percent is then 
applied to those members of the workforce who have avoided stunting. This figure represents 
the annual wage benefit, across the entire workforce, from a lower stunting rate. The benefits 
have been applied to the entire workforce – and not just to the initial cohort of beneficiaries – 
on the assumption that the improvement in stunting rates is permanent and that it does not 
accrue to a single cohort. 
 

Table 2: Key Assumptions – Values and Sources 

Assumption Value Notes 

USD/IDR exchange rate 0.000069USD = 1IDR Market value 

Average annual wage 
USD  

Male 
2826 

Female 
1928 

 

Wages are assumed to grow in line 
with model predictions of income 
per employed person. Source: ILO 

Annual reduction in income 
due to stunting 

10% Source: World Bank 

Annual returns to an 
additional year of education 

6.8% World Bank (2021, p196).28  

 
 
 

 
26 Trends were estimated with a Hodrick-Prescott filter, with a standard smoothing parameter of 400. This is a 

common fitting technique for univariate cyclical macroeconomic time series.  
27 An ‘effective beneficiary’ for these purposes is someone who, having received the training, goes on to participate 

in the workforce and secure employment. 
28 For comparison, slightly lower estimates have recently been reported in Yulianto (2020), “Return to education 

and financial value of investment in higher education in Indonesia”, Journal of Economic Structures (9). This 

study finds a return for an additional year of junior high school of about 4.5%. 



10 

B. Assumptions and Benefits  
 
29. The wage levels in Table 3 represent an unweighted arithmetic average of income 
tabled for both sexes across different levels of education in a recent publication by the ILO. 
For benefit calculations, and for the sake of a conservative calculation, they have been held 
constant. The increase in income attributable to the avoidance of stunting is an estimate 
reported by the World Bank. It is used to scale up the incomes of those who would otherwise 
have been victims of the disease. On the annual returns to education, an average, or headline, 
estimate has been used for the analysis.  
 
30. The quantifiable benefits of the subprogram are tabled below. All have been 
associated with either Reform Area 2 or Reform Area 3. This is partly because Reform Area 
1 supplies necessary over-arching support for the subprogram, and many of its benefits are 
not directly quantifiable. However, the deeply cross-cutting nature of the subprogram also 
means that some of the reforms in health and education are explicit in Reform Area 1 but they 
are not readily separable from related benefits in reform areas 2 and 3. The two main instances 
of this are Policy Actions 1.2 and 1.3 of the policy matrix. These relate to health transfers, 
which are best quantified within Reform Area 3. The timing for all benefits is within the 
timeframe for SP1, except for the benefits associated with stunting reduction. As indicated 
above, these benefits are a long run estimate. 
 

31. The number of beneficiaries in terms of youth labor force participation and youth NEET 
are derived from single point estimates based on average deviations of actual employment 
and NEET outcomes from trend over the last two years. They are assumed to persist for the 
three years of the subprogram. 
 

Table 3: Benefit Estimates* 

 Reform Area 2 - Labor 

With Subprogram Without Subprogram 
Change Due to 
Subprogram 

Youth Labor Force 
Participation 

25,260,798 25,123,056 137,742 

Employed 21,532,304 21,414,892 117,412 

In Education  10,994,260 10,919,443 74,817 

NEET 9,170,756 9,383,315 (-)212,559 

Pre-Employment Card 
Wage Benefit from 

Training 
$3.2 billion $3.0 billion $ 206,642,250  

 Reform Area 3 – Health  

With Subprogram Without Subprogram 
Change Due to 
Subprogram 

Stunting in Workforce 79,934,598  85,410,407 5,475,809 

Annual wage uplift $1.30 billion 0 $1.30 billion 

*Benefits for Reform Area 2 are annual for each of the three years of the program. Benefits for reform Area 3 accrue 
over a longer time frame 

 
4.3. Qualitative and Indirect Benefits 

 
32. The subprogram delivers a range of benefits that are difficult to quantify within the 
framework above. These benefits are referenced in Figure 4 and summarized below. 
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33. The foremost non-quantifiable benefits concern the potential impacts of the 
reforms on stunting. The longer-term benefits of lower stunting rates have been quantified 
in terms of incremental wages which accrue to beneficiaries once they reach working age. In 
addition, there are both shorter- and longer-term benefits to reduced stunting that are less 
quantifiable. The shorter-term benefits accrue to parents of the affected cohorts, and they 
include lower health expenditure on child medical care, higher parental (predominantly female) 
labor force participation, and higher family income. Longer term benefits accrue to subsequent 
cohorts, because the higher incomes of the generation that initially avoids stunting is 
conducive to the better nutrition and health outcomes of succeeding generations.  
 
34. The employment reduction impacts of the subprogram are also expected to have a 
range of non-quantifiable benefits. By supporting employment, the program will have positive 
effects on a range of social indicators that are not represented in aggregate wage outcomes. 
These include poverty alleviation, improved general health rates, and lower crime rates.  
 
35. Income stabilization is another unquantifiable benefit of the subprogram. The provision 
of unemployment and health benefits stabilizes income across the business cycle. Awareness 
of these benefits also provides a measure of security for beneficiaries, even when they are 
not in receipt of benefits. The reforms may also empower employers to undertake risks that 
would be otherwise unacceptable in the absence of protection for their employees.  
 

36. Improvements in teaching productivity are also beneficial, but difficult to quantify. The 
digital marketplace for in-service training (Reform Area 2) will improve the skills of teachers 
and ultimately lift the quality of education in Indonesia and, in the longer term, average wages 
for new entrants to the workforce. A more highly skilled labor force will also encourage the 
foreign direct investment that Indonesia needs for its ongoing industrial development.  
 
37. A final set of non-quantifiable reforms involves public sector governance. Each of the 
reform areas emphasizes improvements in the mode of service delivery – a focal problem for 
the Indonesian government and an overarching feature of the ADB’s policy initiatives in 
Indonesia.29 Most notably Reform Area 1 includes second-order benefits around 
improvements to public administration. Several of the initiatives will increase the efficiency 
with which social services are delivered. In addition to the direct benefits of the social 
assistance and health services, the public sector will benefit from lower cost delivery 
mechanisms. 

 
5. Sensitivities and Risks  
 
38. Sensitivities relate to those variations in quantitatively estimated outcomes that 
might arise if assumptions are inaccurate. The greatest of these are associated with the 
macroeconomic environment. A quicker recovery from COVID-19, accompanied by an 
increase in wages, would magnify many of the benefits listed in Section 4. On the other hand, 
a poor response to COVID-19, accompanied by weaker or delayed economic recovery, would 
not only reduce hours worked; it may also exacerbate the low levels of workforce engagement 
that prevail in some demographic segments. 
 
39. The main risk concerns the ability of the government to implement and sustain 
reforms to maximum effect. Public sector administration at the national level is often 
inefficient. Although the program elements themselves are well designed, their long-term 
efficacy is not guaranteed. For example, a recent World Bank review identified significant 

 
29 Most recently, these include Fiscal and Public Expenditure Management Program, Project Number 50168, and 

Republic of Indonesia: Building Inclusive Social Assistance, Project Number: 51313-001 Knowledge and Support 
Technical Assistance (KSTA). 
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shortcomings in the way that funding for stunting relief had been allocated and spent.30 The 
chances of poor outcomes can be mitigated through ongoing monitoring and support by 
external agencies, such as the ADB and the World Bank, but some residual risks will remain.  
 

40. Government spending at lower levels of government has been hampered by a 
different set of issues. Lower tiers of government generally understand the needs of local 
communities better than national government, and so the subprogram supports funding 
bodies, such as the Village Fund, in relation to certain initiatives (Reform Area 1). A limitation 
of delegating to lower tiers of government is the deficit of administrative capability that they 
manifest, as shown by low absorption rates on government expenditure at both regional and 
municipal levels. As a result of these issues, the performance of local government is carefully 
monitored and, although expenditure is unlikely to be delivered with maximum efficiency, 
controls are in place. 
 
6. Conclusion  
 
41. The first subprogram of Boosting Productivity Through Human Capital Development 
Program delivers durable benefits to poorer and vulnerable Indonesians. It recognizes the 
interdependence of health and education and their joint importance to economic growth. It 
does this in a way that supports the realization of Indonesia’s SDG goals, and it is consistent 
with the ADB’s long run policy priorities. 
 
42. There are execution risks to the subprogram, but they are familiar and manageable. 
The subprogram relies heavily on delivery by the Indonesian public sector, which is often 
inefficient. Yet public sector administrative capability appears to be improving in response to 
broader reform measures and it remains a government priority. It is also being supported 
externally by multilateral agencies, including ADB. This support substantially mitigates the 
execution risks around the subprogram.  
 

43. The near-term risks around Indonesia’s macroeconomic performance through the 
COVID-19 epidemic present a greater, short-term, concern. If the economic impact of COVID-
19 proves deeper and more protracted than expected, wages may remain low, and some of 
the modelled income benefits would then be less than forecast. By that same token, protracted 
experience with COVID-19 would make the subprogram’s social assistance and income 
support measures the more urgent. 
 

 
30 World Bank (2020). 


