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Recent changes to Indonesian labour law: why the country's workers are
protesting

On 5 October 2020, the Indonesian Parliament passed an ‘Omnibus’ law. At the time of
writing, the legislation has not yet been signed into law by President Widodo and reportedly
has gone through further revisions since being passed by Parliament. The draft law remains
the subject of extensive street protests across Indonesia. This was met with a significant
security force crackdown in response, including violence committed against demonstrators labour and environmental activists and students - while making arrests.1
This law is dressed up as part of a drive for ‘job creation’. However, it represents a serious
diminution of the current rights of workers. It has wide-ranging provisions across many
areas, also including the weakening of environmental protections and indigenous rights
which we will focus on in a future briefing. Here, we provide an overview of the proposed
labour reforms, including how they set back the reforms achieved over the past 20 years.
The Omnibus law encompasses three main laws, including laws on taxation and ‘developing’
the economy and the finance sector. The most potentially far reaching, however, is a ‘job
creation’ law (UU Cipta Kerja). This law reduces the severity of sanctions on employers
contained in previous labour laws, including those that fail to pay (or underpay) the
minimum wage. It reduces limitations on overtime work, makes it much easier for workers
to be dismissed, including without recourse to an industrial relations dispute agency, and it
effectively permits indefinite contract work.
Furthermore, UU Cipta Kerja generally follows a pattern of returning power to central
government. For example, working hours previously were regulated on a sectoral basis by
the responsible Minister. Now, decisions on this will be taken at the central government
level, as will wage policy2 as we discuss further below.

Previous reforms to Indonesian labour law
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During the economic crisis in Indonesia in 1998, the country received support from the
International Monetary Fund (IMF), which sought to liberalise Indonesia’s economy as a
condition for this support. Aside from the attempted break-up of conglomerates run by
business people with close connections to leading political figures in the New Order regime
(1966-1998), the IMF, investors and other pro-market lobbyists, foreign and domestic,
sought to promote liberalisation through the weakening of labour protections. Alongside
this, however, the Habibie Government (1998-1999) signed into law four additional ILO
(International Labour Organisation) Conventions, meaning that all seven applied in
Indonesia. These Conventions theoretically signalled a commitment to labour protections
and were translated into three laws.
The first, the Trades Union Law 2000 (Undang-undang No. 21 tahun 2000 tentang Serikat
Pekerja/Serikat Buruh) was relatively progressive and guaranteed that unions could operate
in the workplace, and that workers could determine the form and operation of their union,
and it even did not require the workforce to be balloted on strike action.3 Another, signed in
2004, was focussed on industrial dispute resolution.
The Manpower Law passed in 2003 (UU 13/2003), however, had more mixed provisions. The
law stipulated a ‘decent standard of living’ and raised severance pay and long-term leave
but also permitted more contract work and outsourcing beyond ‘core’ activities. Collective
bargaining was encouraged at the level of individual firms, but not at the sectoral level.4
Yet employers and elements of the Government saw these modest provisions as excessive
and in early 2006 President Yudhoyono issued a regulation which aimed to revise the law
that year. This was met with resistance including street protests by trade unions and NGOs.
The Government climbed down, appointing a committee of university academics to write a
report on reform. In 2008, based partly on the report’s findings, the Government again
attempted to reform the Manpower Law, only to be rebuffed again in street protests.5
Another effect of the Manpower Law of 2003 was to formalise a three-tier employment
system: permanent workers who had a right to the minimum wage and benefits; contract
workers employed by a workplace, often in ‘core’ professions (for example machine
operators in the textile industry); and outsourced workers, employed by employment
agencies and not provided with any insurance or benefits. The use of outsourced and
contract workers caused the wages of all workers to be increasingly subject to downward
pressure. After the 2008 global financial crisis, companies tried to maintain their
competitive position by cutting wages and jobs, and employing more outsourced and
contracted workers.
The response from labour was to form stronger alliances between trade unions which
increasingly carried out industrial action. In October 2012, an alliance of unions began a
general strike involving two million workers in 35 cities. The main aim of these actions was
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to ensure that basic provisions of law were met. For example, the Indonesian Employers'
Association (Apindo, Asosiasi Pengusaha Indonesia) had refused to implement the
Government’s minimum wage legislation. In addition, the Ministry of Manpower was not
providing enough inspectors to ensure that minimum wage and other provisions were being
observed. Through factory sit-ins (or ‘occupations’), the 2012 general strike succeeded in
ensuring that around 100,000 factory workers (many in industrial estates in the Bekasi
region east of Jakarta) were recognised as permanent staff rather than contract workers,
and won a 48 percent increase in the minimum wage. This increase was essential because
the minimum wage had not kept pace with high inflation for several years.6
In recent years, the Government has halted further increases in minimum wages and
designated industrial estates, often sites of sit-ins, as ‘strategic vital objects’, effectively
preventing strikes there.7

Key Provisions of the 2020 'Omnibus' Law relating to employment conditions

Wages
Minimum wages have been altered in key ways in the draft Omnibus law. In general terms,
the new legislation abandons the stipulation that a minimum wage should be set with “the
aim towards fulfilling a decent life”.8 Beyond this, it removes specific protections afforded to
workers, such as prohibitions on employers underpaying the minimum wage9 or fines on
employers for late payment of wages.10 Employers are also no longer subject to penalties if
they pay less than union-brokered minimum wage requirements.11 Instead, employers can
negotiate contracts with employees individually. As a result, workers’ rights to engage in
collective wage bargaining will be effectively expunged.
While minimum wages are still set at a provincial and district level, the minimum wage will
now depend on a ‘formula’ to be set out in a later government regulation, which will take
into account “the condition of the economy and labour” at the provincial level,12 which in
the Omnibus law is defined as being according to “economic growth and inflation”.13 This
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provision makes minimum wages very unpredictable because it ties wages to market forces.
Although the exact nature of the formula remains to be clarified in the regulations, there
will be clear problems with this provision if wages are later deliberately reduced during
periods of ‘low growth’ or high inflation, which are at exactly the time when workers require
better wages.14

Overtime and leave
The new legislation also increases the amount of overtime work that employers can require
of workers. Previously the maximum amount of overtime work under law was three hours a
day or 14 hours a week.15 This has now been extended to a maximum of four hours a day or
18 hours a week.16
Additionally, the right to long paid leave of two months’ duration after every six years of
continuous service has been abolished. One of the reasons that long leave is important is
because Indonesian workers are currently entitled to relatively short periods of annual
leave: 12 working days leave during 12 continuous months of work.17 Long-serving workers
may well have relied on this provision as a substitute for the relatively low entitlement to
paid annual holidays.
Dismissals
One of the most far-reaching aspects of the new law concerns dismissals. It empowers
employers to dismiss workers for a very wide range of reasons, and removes or reduces
workers’ protections.
For example, the new law essentially eliminates industrial dispute resolution institutions
from dismissal processes.18 There is now no obligation on employers to negotiate their
reasons for terminating employment after previous attempts to avoid dismissal (between
government, company and union) have been exhausted,19 and no recourse for workers to
demand that their dismissal cases be heard by an industrial dispute resolution agency.20
Employers can now give employees notice of termination of employment merely by
providing a ‘reason’ (maksud dan alasan) for it,21 and there is no requirement on employers
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to give employees prior written warnings.22 Employers also do not need to provide a reason
to workers for dismissing them by simply not renewing their contract.23 Indeed, the scope of
‘reasons’ for dismissal has now been expanded to include amalgamations, takeovers,
separation of companies or mergers,24 company closure due to losses,25 and even
‘efficiency’,26 a very abstract and subjective term which gives employers great leeway to
dismiss their workforce and may easily be open to abuse.27
Another set of changes involves severance pay. One notable change is that workers were
previously entitled to severance pay according to a benchmark that took into account not
only their wages but also any entitlements such as holiday pay. These are now excluded.28
The new provisions for severance pay are also likely to be particularly hard on workers
whose primary income is calculated according to units produced (“satuan hasil”) which
applies, for example, to many textile and other manufacturing workers, whether formal or
informal. Severance pay for these workers now is not calculated to include any commission
earned (potongan/borongan) which can be a significant part of these workers’ income. It is
calculated on the basis of average monthly pay in the previous 12 months, rather than daily
wages - inclusive of commission - in the previous 12 months. And whatever that average
monthly rate is, it is no longer guaranteed to be at least the provincial minimum wage, but
rather a minimum wage where a company is located. This may provide an incentive to
companies to relocate to areas with even lower minimum wage levels.
Many changes made in the Omnibus law involve deleting articles of the Manpower Law UU
13/2003 which had obliged employers to pay severance to employees if a company got into
financial trouble. Now they are absolved from doing so. In essence, employers can cite
“efficiency”, “merger”, a “company change of status”29 or another aspect of legal or
financial change to the company as reason for dismissal, and are now not obliged to pay
severance to workers. Employers are not absolved from paying unpaid wages to employees
ahead of creditors in the event of liquidation, but workers no longer have the right to sue
employers for any outstanding wages.30
Contract work and outsourcing
Previously, contract work was only legally possible in jobs or activities that were
non-permanent or seasonal.31 Contracted workers could be employed for a maximum of
two years, which could be renewed with a maximum of a one year extension.32 The new
draft law removes these requirements on employers and allows contract provisions to be
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applied to any work that is “not fixed” (tidak tetap) . This will have the effect of formalising
contract work indefinitely. Furthermore, it stops the process of making contract workers
permanent staff after a period of more than three years, as was the case under the previous
law.33
As noted above, failing to make long-term contract workers permanent staff was the subject
of widespread industrial action in 2012 and on other occasions. These very significant
changes to Indonesia's labour laws in 2020 are already being met with thousands of the
country's workers taking to the streets and solidarity from the global trade union
movement.34
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