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Abstract

Despite having a relatively high economic growth rate, West Java Province still faces severe
challenges in labor absorption, as reflected by the high Open Unemployment Rate (OUR). This
study aims to analyze the effect of Gross Regional Domestic Product (GRDP), investment, and
minimum wages on OUR in West Java Province during 2018-2022. This study uses a panel data
approach by combining time series and cross-sectional data from several districts/cities in West
Java. The data were analyzed using the panel data regression method with a fixed effect model
(FEM) selected based on the results of the Hausman test. The results showed that GRDP had a
negative and significant effect on OUR, indicating that economic growth was correlated with a
decrease in the unemployment rate. On the other hand, investment did not significantly affect
OUR in West Java during the study period. Meanwhile, the minimum wage also did not
significantly affect. This study recommends encouraging inclusive economic growth, especially
in labor-intensive sectors, and directing investment policies to create quality jobs. Training
programs and workforce skills must also be improved to suit industry needs.

Keywords: Gross regional domestic product, investment, open unemployment rate, minimum
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INTRODUCTION

West Java, the province with the largest population in Indonesia (Afandi et al., 2023; Barwanto &
Ramadhan, 2024; Putri et al., 2023; Wilantari et al., 2022), has complex employment dynamics
(Sya’bana & Al Muizzuddin Fazaalloh, 2023). Indeed, this population density can play an
essential role in economic growth (Purnamasari, 2024). Research also reveals that West Java
province has a reasonably advanced growth rate (Widiyarto, 2024). However, on the other hand,
West Java is still faced with a high open unemployment rate (OUR) (Adipratomo et al., 2024;
Ardiansyah et al., 2024; Fatmawati et al., 2024; Utomo & Prajanti, 2022; Vikia et al., 2023), above
the national figure (Septiyanto & Tusianti, 2020), which indicates serious challenges (Triatmanto
& Bawono, 2023) and an imbalance between economic growth and labor absorption.

Various factors influence the dynamics of labor absorption in West Java, including
economic growth as reflected in GRDP (Hafiz et al., 2021; Perdana & Gunarto, 2024; Prastyadewi
et al., 2013), minimum wage levels (Prastyadewi et al., 2013; Purnomo, 2021; Rasyid & K, 2022),
and investment flows (Hafiludin et al., 2024; Ummabh, 2021). Based on empirical research, GRDP
has a significant influence on labor application (Hafiz et al., 2021; Perdana & Gunarto, 2024;
Prastyadewi et al., 2013), although other studies have found the opposite (Rasyid & K, 2022;
Ummah, 2021). High economic growth is expected to encourage the creation of new jobs.
However, economic growth that is not accompanied by an increase in the quality of human
resources and an equal income distribution can widen the gap and worsen the unemployment
rate.

The minimum wage level, as one of the policy instruments to protect workers' rights, also
has a significant influence on labor absorption (Hafiz et al., 2021; Prastyadewi et al., 2013;
Purnomo, 2021; Rasyid & K, 2022), although other studies have shown otherwise (Perdana &
Gunarto, 2024). Setting a minimum wage that is too high is feared to hamper investment
(Nasution & Siregar, 2020) and reduce employment opportunities, especially in labor-intensive
sectors. Meanwhile, a minimum wage that is too low can reduce people's purchasing power and
have a negative impact on economic growth.

Domestic and foreign investment are the main driving forces behind job creation.
Research also shows that investment can positively affect labor absorption (Hafiludin et al., 2024;
Ummabh, 2021). However, the flow of investment is not necessarily in line with the need for labor
in West Java. Investment in capital-intensive sectors, for example, tends to absorb less labor than
investment in labor-intensive sectors. Based on the explanation above, this study attempts to
analyze the influence of GRDP, minimum wages, and investment on OUR in West Java Province
using a panel data approach.

METHOD

This research is quantitative that aims to analyze the effect of Gross Regional Domestic Product
(GRDP), investment, and minimum wages on the Open Unemployment Rate (OUR) in West Java
Province from 2018 to 2022. The data used is panel data, which combines time series data and
cross-sectional data from several districts/cities in West Java. Using panel data allows for more
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in-depth and comprehensive analysis because it can capture variations between time and regions
and overcome potential problems of unobserved heterogeneity.

The data was collected through secondary sources, such as the West Java Central Statistics
Agency (BPS) and official reports from related local governments. The independent variables in
this study include GRDP, investment, and minimum wages, while the dependent variable
studied is the Open Unemployment Rate (OUR). Data analysis uses the panel data regression
method, which consists of two main models: the fixed effects model and the random effects
model. The selection of the most appropriate model is done through the Hausman test, which
will determine whether a fixed or a random effects model is more appropriate.

RESULTS AND DISCUSSION
Table 1: Least Squares Panel Data Regression Results (2018-2022)

Dependent Variable: TPT

Method: Panel Least Squares

Date: 02/07/24

Time: 07:14

Sample: 2018 - 2022

Periods included: 5

Cross-sections included: 27

Total panel (balanced) observations: 135

Variable Coefficient Std. Error t-Statistic Prob.
C 2.430609 1.237912 1.963474 0.0522
PDRB -0.066201 0.016001 -4.137170 0.0001
INV 0.004060 0.026840 0.151072 0.8802
UM 4.001186 0.577958 6.922971 0.0000

Effects Specification
Cross-section fixed (dummy variables)

R-squared 0.822983  Mean dependent var 8.569333
Adjusted R-squared 0.774093  S.D. dependent var 2.319683
S.E. of regression 1.025239  Akaike info criterion 3.226137
Sum squared resid 127.6371  Schwarz criterion 3.489193
Log likelihood -170.1727  Hannan-Quinn criterion 3.341856
F-statistic 16.83323  Durbin-Watson stat 1.694728
Prob(F-statistic) 0.000000

Based on the model selection test, the estimation with the fixed effect model was selected for this
research model. Based on the results of the Chow Test and Hausman Test that have been carried
out, the following FEM equation is obtained:

OUR = 2.43060857498 - 0.0662005916007PDRB + 0.00640638892185INV + 4.00118568386 MW

A t-test was conducted to see the level of significance of the independent variables
individually in influencing the variation of the dependent variable. Based on the t-test results, the
Prob value for the GRDP variable was 0.0001, meaning that partially, the GRDP variable
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significantly affected the number of unemployed in Regencies/Cities in West Java in 2018-2022.
While the Investment variable produced a Prob value of 0.8802, this indicates that the Prob value>
a (0.05). This means that the investment variable does not significantly affect the open
unemployment rate in Regencies/ Cities in West Java Province in 2018-2022. As for the Minimum
Wage (MW) variable, it produced a Prob value <a (0.05), which is 0.0000, meaning that partially,
the MW variable had a significant effect on the open unemployment rate in Regencies/ Cities in
West Java Province in 2018-2022.

The Influence of GRDP on OUR

The regression results show a significant negative influence between GRDP and OUR in West
Java between 2018 and 2022. GRDP in West Java in 2018-2022 shows significant economic
development, reflecting an increase in production output and community income that can
encourage community welfare. At the same time, OUR in West Java shows a downward trend
during the same period. It can be concluded that economic growth reflected in the increase in
GRDP has succeeded in creating more jobs and absorbing a larger workforce.

The regression analysis results show that the significant negative coefficient between
GRDP and OUR supports the hypothesis that an increase in GRDP contributes to a decrease in
OUR. This means an increase in economic output correlates with a decrease in OUR in West Java.
Gross Domestic Product (GDP) is the market value of final goods and services produced in a
country in a certain period (Michael, 2014). Several supporting factors that strengthen this
relationship include infrastructure improvements and pro-business policies implemented by
local governments. Further analysis shows that specific sectors, such as manufacturing and
services, play a vital role in this context. Increased output in the manufacturing sector, which is
labor-intensive, tends to have a more significant impact on reducing unemployment than other
sectors that absorb less labor.

The Influence of Investment on OUR

Investment is often considered one of the main drivers of economic (Destefanis & Rehman, 2023;
Islam & Beloucif, 2024) and employment growth (Dao et al., 2023) and opportunity (Le et al.,
2022) that results in job creation (Dao et al., 2023). However, the results of the latest research in
West Java in 2018-2022 show that investment does not significantly affect OUR. This in-depth
analysis aims to explain this phenomenon by supporting economic theory and previous research
and using accurate data. According to Keynes, unemployment is a spillover effect from
imbalances in the product market (Coen et al., 1987). One of the components of aggregate demand
in Keynes' theory is investment.

According to classical and Keynesian economic theory, investment should positively
impact labor absorption (Bortis, 2023). Investment increases production capacity and labor
demand. However, some theories also show that not all investments lead to decreased
unemployment. This depends on the type and efficiency of the investment. During 2018-2022,
West Java experienced fluctuations in investment, with significant investment peaks in specific
years.
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Oliver Blanchard provides a more detailed view of corporate investment. According to
Blanchard, investment decisions are based on expected future profits (Blanchard & Johnson,
2013). This study confirms that investment does not significantly affect OUR in West Java in 2018-
2022. Although investment is essential for economic growth, policies that support job creation
need more attention to reduce OUR. The government must develop a more holistic approach,
covering various economic and social aspects, to achieve sustainable unemployment reduction.

The Influence of Minimum Wages on OUR

Minimum wages are one of the policy instruments used by the government to protect workers
from exploitation (Mansoor & O’Neill, 2021) and ensure that they get a decent income. The
minimum wage policy in West Java is often updated to adjust to dynamic economic conditions.
From 2018 to 2022, there was a significant influence on the minimum wage policy, which is
expected to affect the OUR.

In economic theory, increasing the minimum wage can increase the OUR because
companies may not be able to bear higher labor costs, thus reducing the number of workers
employed. Higher wages force companies to reduce the number of workers they employ to
control the costs they will incur. This study uses secondary data from BPS West Java in 2018-2022.
Panel regression analysis is used to analyze whether the minimum wage affects the OUR.

CONCLUSION

This study examines the effect of GRDP, investment, and minimum wages on OUR in West Java
for the period 2018-2022 using a fixed effects model (FEM). The results show that GRDP has a
negative and significant effect on OUR. An increase in GRDP, which reflects economic growth,
correlates with a decrease in OUR, indicating that economic growth has created jobs and absorbed
labor. Supporting factors such as infrastructure improvements and pro-business policies have
contributed to reducing unemployment, especially in the manufacturing sector, which has high
labor intensity and is more significant in reducing OUR. On the other hand, investment does not
significantly affect OUR. Although classical and Keynesian economic theories emphasize that
investment drives labor absorption, these findings show the opposite in West Java during the
period studied.

The study’s recommendations include promoting inclusive economic growth, especially
in labor-intensive sectors such as manufacturing, to create jobs. The government also needs to
direct investment policies to focus on creating quality jobs and review minimum wage policies to
maintain a balance between worker welfare and company capabilities. In addition, workforce
training and skills enhancement programs should be improved to meet industry needs.

REFERENCES

Adipratomo, Y. A. R, Hutagaol, M. P., & Tanjung, D. (2024). Penyebab Tingginya Angka
Pengangguran di Jawa Barat. SEIKAT: Jurnal Ilmu Sosial, Politik Dan Hukum, 3(2), 158-165.
https:/ /doi.org/10.55681/seikat.v3i2.1274

Afandi, M. N., Tri Anomsari, E., Novira, A., & Sudartini, S. (2023). Collaborative governance in a
mandated setting: shifting collaboration in stunting interventions at local level. Development


https://doi.org/10.59631/sshs.v2i2.227

Challenges and Opportunities for Labor Absorption: Case Study in West Java Province through Panel Data Approach

SSHS Rizka Rahmayani | 118

Studies Research, 10(1). https:/ /doi.org/10.1080/21665095.2023.2212868

Ardiansyah, M. F. H., Amany, N., Anugrah, C. I., & Syafitri, U. D. (2024). K-Means Clustering
Application of Open Unemployment in 2020 Caused by COVID-19 in West Java Province.
Enthusiastic: International Journal of Applied Statistics and Data Science, 1-12.
https://doi.org/10.20885/enthusiastic.vol4.iss1.art1

Barwanto, L. A., & Ramadhan, A. (2024). Identifying the Demographic Pattern of West Java Using
Spatial Autocorrelation: Preparing for the Demographic Dividend. CR Journal (Creative
Research For West Java Development), 10(1), 1-15. https:/ /doi.org/10.34147/ crj.v10i1.327

Blanchard, O., & Johnson, D. R. (2013). Macroeconomics (Sixth). Pearson Education Limited.

Bortis, H. (2023). Classical-Keynesian Political Economy, not Neoclassical Economics, is the
Economic Theory of the Future. Review of Political Economy, 35(1), 65-97.
https:/ /doi.org/10.1080/09538259.2022.2063512

Coen, R. M., Hickman, B. G., Goldfeld, S. M., & Tobin, J. (1987). Keynesian and Classical
Unemployment in Four Countries. Brookings Papers on Economic Activity, 1987(1), 123.
https:/ /doi.org/10.2307 /2534515

Dao, T. B. T., Khuc, V. Q., Dong, M. C., & Cao, T. L. (2023). How Does Foreign Direct Investment
Drive Employment Growth in Vietnam’s Formal Economy? Economies, 11(11), 266.
https://doi.org/10.3390/economies11110266

Destefanis, S., & Rehman, N. U. (2023). Investment, innovation activities and employment across
European regions. Structural Change and Economic Dynamics, 65, 474-490.
https://doi.org/10.1016/j.strueco.2023.03.013

Fatmawati, A., Raja, S. V., & Guk, G. (2024). Analisis Determinan Tingkat Pengangguran Terbuka
Di Provinsi Jawa Barat. Innovative: Journal Of Social Science Research, 4(1), 7515-7525.
https://doi.org/10.31004/INNOVATIVE.V411.8416

Hafiludin, A., Zuhroh, 1., & Anindyntha, F. A. (2024). Analysis Absorption of Labor in the ASEAN
Region. Jurnal Ilmu Ekonomi JIE, 8(03), 282-293. https:/ /doi.org/10.22219/]IE.V8103.34126

Hafiz, E. A., Meidy Haviz, & Ria Haryatiningsih. (2021). Pengaruh PDRB, UMK, IPM terhadap
Penyerapan Tenaga Kerja Kabupaten/Kota Jawa Barat 2010-2020. Jurnal Riset Ilmu Ekonomi
Dan Bisnis, 1(1), 55-65. https:/ /doi.org/10.29313 /jrieb.v1i1.174

Islam, M. S., & Beloucif, A. (2024). Determinants of Foreign Direct Investment: A Systematic
Review of the Empirical Studies. Foreign Trade Review, 59(2), 309-337.
https:/ /doi.org/10.1177/00157325231158846

Le, T. T. H,, Nguyen, V. C., & Phan, T. H. N. (2022). Foreign Direct Investment, Environmental
Pollution and Economic Growth—An Insight from Non-Linear ARDL Co-Integration
Approach. Sustainability, 14(13), 8146. https:/ /doi.org/10.3390/su14138146

Mansoor, K., & O’Neill, D. (2021). Minimum wage compliance and household welfare: An
analysis of over 1500 minimum wages in India. World Development, 147, 105653.
https:/ /doi.org/10.1016/j.worlddev.2021.105653



119 | Strata Social and Humanities Studies, 2024, Vol. 2, No. 2, 113-120
Doi: 10.59631/sshs.v2i2.227

Michael, P. (2014). Economics. Pearson.

Nasution, Y. S. J., & Siregar, R. (2020). The Influence of Minimum Wage and Manpower toward
Domestic Investment in North Sumatra. Accounting and Business Journal, 2(2), 44.
https://doi.org/10.54248 / abj.v2i2.1006

Perdana, F. S., & Gunarto, T. (2024). The Effect of GRDP, Minimum Wage, And The Number of
Industrial Enterprise Units on Labor Absorption in The Manufacturing Sector in Lampung
Province 2017-2022. Journal of Economic, Bussines and Accounting (COSTING), 7(5), 4618-4626.
https:/ /doi.org/10.31539/ COSTING.V715.12340

Prastyadewi, M. I, Suman, A., & Pratomo, D. S. (2013). Labor Absorption and Its Impact on Gross
Regional Domestic Product. Jurnal Ekonomi Pembangunan: Kajian Masalah Ekonomi Dan
Pembangunan, 14(2), 147-159. https:/ /doi.org/10.23917 /jep.v14i2.127

Purnamasari, E. N. I. (2024). Analisis Pengaruh Jumlah Penduduk, Jumlah Pengangguran Dan
Tingkat Pendidikan Terhadap Pertumbuhan Ekonomi Di Pulau Jawa. Jurnal Ilmu Ekonomi
JIE, 8(01), 123-133. https:/ /doi.org/10.22219 /jie.v8i01.31768

Purnomo, S. D. (2021). Analysis of Labor Absorption in Central Java Province. Ekonomis: Journal
of Economics and Business, 5(1), 240. https:/ /doi.org/10.33087 / ekonomis.v5i1.311

Putri, D. I. P., Agustian, D., Apriani, L., & Ilyas, R. (2023). Spatial and Temporal Analysis of
COVID-19 Cases in West Java, Indonesia and Its Influencing Factors. International Journal of
Environmental Research and Public Health, 20(4), 3198.
https://doi.org/10.3390/ ijerph20043198

Rasyid, H. Al, & K, A. T. I. (2022). Pengaruh Produk Domestik Regional Bruto dan Upah
Minimum Kabupaten Terhadap Penyerapan Tenaga Kerja Di Kabupaten Bogor Dari Tahun
2010 - 2020. Owner, 6(4), 4167-4174. https:/ /doi.org/10.33395/ owner.v6i4.1157

Septiyanto, W. G., & Tusianti, E. (2020). Analisis Spasial Tingkat Pengangguran Terbuka di
Provinsi Jawa Barat. Jurnal Ekonomi Indonesia, 9(2), 119-131.
https://doi.org/10.52813 /jei.v9i2.40

Sya’bana, A., & Al Muizzuddin Fazaalloh. (2023). Analisis Faktor-Faktor yang Mempengaruhi
Penyerapan Tenaga Kerja Sektor Industri Pengolahan pada 17 Kabupaten/Kota Di Jawa
Barat. Journal of Development Economic and Social — Studies, 2(4), 952-965.
https:/ /doi.org/10.21776 /jdess.2023.02.4.20

Triatmanto, B., & Bawono, S. (2023). The interplay of corruption, human capital, and
unemployment in Indonesia: Implications for economic development. Journal of Economic
Criminology, 2, 100031. https:/ /doi.org/10.1016/j.jeconc.2023.100031

Ummah, S. S. (2021). The Effect of Minimum Wage, Investment, GRDP, And Technology Index
On Indonesian Labor Absorption. Jurnal Ilmu Ekonomi Terapan, 6(1), 82-96.
https://doi.org/10.20473 /jiet.v6i1.26553

Utomo, B. A., & Prajanti, S. D. W. (2022). Determinant Analysis of Open Unemployment Rate in
West  Java Province. Journal of  Economic Education, 11(2), 328-334.
https://doi.org/10.15294/JEEC.V1112.68641


https://doi.org/10.59631/sshs.v2i2.227

Challenges and Opportunities for Labor Absorption: Case Study in West Java Province through Panel Data Approach
SSHS Rizka Rahmayani | 120

Vikia, Y. M., Prasetyo, F. H., & Sa’adah, S. (2023). Unemployment, Economic Growth, and
Government Expenditure in West Java: Perspectives from Dynamic Panel Model. Jurnal
Ekonomi Pembangunan, 21(02), 161-178. https:/ /doi.org/10.22219/jep.v21i02.28801

Widiyarto, T. (2024). Pengaruh Investasi, Jumlah Penduduk, dan Inflasi terhadap Produk
Domestik Regional Bruto Di Provinsi Jawa Tengah Periode 2014-2018. Diponegoro Journal of
Economics, 11(1), 13-25. https:/ /doi.org/10.14710/ djoe.32355

Wilantari, R. N., Latifah, S., Wibowo, W., & Al Azies, H. (2022). Additive mixed modeling of
impact of investment, labor, education and information technology on regional income

disparity: An empirical analysis using the statistics Indonesia dataset. Data in Brief, 45,
108619. https:/ /doi.org/10.1016/].dib.2022.108619



