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Abstract: Controlling the Unemployment Rate in South Sulawesi
Province through Economic Growth, Provincial
Minimum Wage (UMP) and Inflation

Unemployment in South Sulawesi is very worrying and quite disturbing economic
performance in this area. Although the government has made efforts to achieve growth
based on employment and increase the minimum wage, conditions have not been able to
reduce the unemployment rate itself. The novelty of this research is to try to dig deeper into
the interrelationship of minimum wage setting policies, efforts to increase economic growth
and efforts to control inflation by the government, to the unemployment phenomenon that
occurs in South Sulawesi Province. This study aims to determine how the influence of
economic growth, the provincial minimum wage and inflation on unemployment in South
Sulawesi Province, Indonesia in 2005-2019. The type of research used is quantitative,
namely the research method which is a scientific approach to economic decisions by using
multiple linear regression analysis to find out how much influence the variables studied are.
The results show that simultaneously economic growth, provincial minimum wages and
inflation have a significant effect on unemployment in South Sulawesi Province. Partially,
economic growth and provincial minimum wages have a significant negative effect on
unemployment in South Sulawesi Province. Meanwhile, inflation has a positive and
insignificant effect on unemployment in South Sulawesi Province. The implication of this
research is that the government needs to increase quality and more inclusive economic
growth based on expanding job opportunities and increasing human capital.
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INTRODUCTION

South Sulawesi is one of 6 provinces on the island of Sulawesi that are not free from
unemployment problems. The number of labor force in South Sulawesi in August 2019 was
4,030,400 people, an increase of 42,371 people when compared to August 2018. The
number of people working was 3,830,096 and those who were unemployed were 200,304.
South Sulawesi's unemployment rate in the last 5 years has fluctuated from year to year
although in aggregate unemployment decreased from 220,636 people in 2015 to 200,304 in
2019 or decreased by 20,332 people, but from 6 provinces on Sulawesi Island, South
Sulawesi is in 2nd position with the highest unemployment rate (BPS Sulawesi Selatan,
2020). This confirms that unemployment in South Sulawesi is very concerning and quite
disturbing economic performance in the area.

Figure 1. Provincial Unemployment Rate on Sulawesi Island in 2019
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Based on the graph above, it can be seen that South Sulawesi Province is in the 2nd
position, the highest unemployment rate is 4.97%, 0.91% adrift from Gorontalo in the 3rd
position. If in order the highest unemployment rate on Sulawesi Island is North Sulawesi
with 6.25%, South Sulawesi 4.97%, Gorontalo 4.06%, Southeast Sulawesi 3.59%, West
Sulawesi 3.18%, and Central Sulawesi 3.15% (BPS Sulawesi Selatan, 2020). The large
number that is publicly available will affect the economy in South Sulawesi.

The graph also shows that the unemployment problem in South Sulawesi is still in an

alarming condition. In fact, South Sulawesi's Gross Regional Domestic Product (GRDP) is the
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highest and even very far compared to other provinces in Sulawesi Island, as shown in the

figure.
Figure 2 Province Gross Regional Domestic Product (GRDP)
in Sulawesi Island in 2019
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The Gross Regional Domestic Income (GRDP) of South Sulawesi Province when
compared to other provinces on the island of Sulawesi, the difference is very striking, where
the Gross Regional Domestic Income (GRDP) of South Sulawesi Province in 2019 is 504.7
Trillion, very far from the Province of South Sulawesi. Central Sulawesi is in second place
with Gross Regional Domestic Revenue (GRDP) of 166.4 Trillion in the same year, followed
by North Sulawesi Province at 130.2 Trillion, Southeast Sulawesi Province at 129.3 Trillion,
West Sulawesi Province at 46.4 Trillion , and Gorontalo Province of 41.1 Trillion (BPS
Sulawesi Selatan, 2020).

In addition to economic growth, several variables that also influence the
unemployment rate are the minimum wage, this is found in various countries (Aisyah, 2020;
Jager et al., 2020; Leung, 2020; Chu et al., 2021; Fialova and Mysikova, 2021; Sotomayor,
2021). Generally, wages are rewards offered by entrepreneurs or investors for participation
in production activities. The amount of wages depends on a nhumber of factors, including the
state of the company, political stability, security and the general economy, besides that

wages are also regulated according to him which of course varies by region, from one
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company to another (Averett, et.al, 2020; Bossler, et.al, 2020; Health, 2020; Jager et al.,
2020; Renkin, et.al, 2020; Siregar, 2020; Thustrup et.al, 2020).
Figure 3 Total Minimum Wage for South Sulawesi Province 2015-2019

3.500.000

2.860.382

2.647.000
2.500.000 /
2.500.000 - 250

2.000.000 %
2.000.000

1.500.000

3.000.000

1.000.000

500.000

0 T T T T 1
2015 2016 2017 2018 2019

Source: BPS South Sulawesi (2020)

It can be seen that in the last 5 years the minimum wage of South Sulawesi Province
has continued to increase, where in 2015 the minimum wage of Rp. 2,000,000 continued to
increase until 2019 to Rp. 2,860,382 or an increase of Rp. 860,382. In determining the
minimum wage, they must meet the standard of living (KHL) by taking into account
productivity and labor growth, so it can be concluded that productivity and the economy in
South Sulawesi continue to grow and encourage wage growth.

Another factor contributing to unemployment is inflation. Inflation is the process of
increasing price growth in the economy. The inflation rate is the percentage increase in
prices from one period to another. The higher the inflation rate, the lower the growth rate of
a region. Based on the existing picture, it can be seen that in the last 5 years, the inflation
rate of South Sulawesi Province has fluctuated quite a lot. Where in 2015 the inflation rate
was 4.48%, decreased in 2016 to 2.94%, again increased in 2017 to 4.44%, then decreased
in 2018 to 3.57% and again decreased in 2019 to 2.97%. This study aims to re-examine the
effect of economic growth, Provincial Minimum Wage (UMP) and Inflation to determine
unemployment in South Sulawesi Province. The novelty of this research is to try to dig
deeper into the interrelationship of minimum wage setting policies, efforts to increase
economic growth and efforts to control inflation by the government, to the unemployment

phenomenon that occurs in South Sulawesi Province.
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Figure 4 South Sulawesi Province Inflation Rate 2015-2019
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LITERATUR REVIEW

Rioux (2020) revealed that the problem of labor is a problem of productivity.
Unproductive workers will be trapped in unemployment. As in the view of the classics, as
emphasized by Adam Smith that labor productivity is the most important thing. From his in-
depth observations, Smith concludes that labor productivity can be increased through the
division of labour. The division of labor will encourage specialization; people will choose to
do the best according to their respective talents and abilities. The existence of specialization
can actually mean that each person does not need to produce every item needed
individually. However, it only produces one type of product. Excess goods for their own
needs are exchanged (traded) in the market. Smith suggests that manufacturers divide the
production process in a factory into different tasks for higher benefits. Each person performs
a specific task. Due to the focus on one area, their productivity can increase. As a result,
output will also increase. They are faster at doing tasks and do better because they have
learned from past mistakes. Specialization leads to increased productivity and quality of
finished products (Sidorovich, 2018; Van and Huu, 2018; Delanty, 2019; Smith et a/., 2019;
Stahl, 2019; Wallerstein, 2019; Wandel, 2019; Gennaioli et a/., 2020; Rioux, et.al, 2020).

Unemployment is a complex problem that occurs in many countries in the world,
which can be attributed to several economic indicators that influence the increase and

decrease in unemployment (Islam et al., 2021; Khalid et al., 2021; Kitov, 2021; Maneejuk
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and Yamaka, 2021; Ningtias and Anwar, 2021; Padder and Mathavan, 2021; Ramzan, 2021;
Vukmirovic et al., 2021). Indicators that affect unemployment are economic growth, inflation
and wage levels. According to research, Acharya and Mia (2020) stated that a high inflation
rate could affect the increase in the number of unemployed in Indonesia. According to
Mankiw (in Tumanoska, 2020) unemployment is a macroeconomic problem that affects
humans directly and is the most severe. For most people, losing a job means a decrease in
standard of living and psychological companions (Han, et.al, 2020; Jager et a/., 2020; Mansi
et al., 2020; Papadakis et al., 2020; Parolin, et.al, 2020; Prasetyo and Kistanti, 2020;
Tumanoska, 2020).

So it is not surprising that unemployment is a frequent topic of political debate and
politicians often claim that the policies they propose will help create jobs. A person who
does not work, but is not actively looking for work does not fall into the unemployment
category. For example, a woman who has become a housewife chooses not to work because
she prefers to take care of housework and her family rather than looking for work outside
the home. Louail and Riache, (2019) Unemployment is a condition where someone who
belongs to the labor force wants to get a job but has not been able to get it. According to
the ILO (International Labor Organization) concept, open unemployment is known as
unemployment. This unemployment includes residents who are looking for work, residents
who are preparing for business, residents who are not looking for work because they feel it
is impossible to get a job but have not started work (Aisyah and Sulastri, Al-Haddad et al.,
2019; Cigu, Agheorghiesei and Toader, 2019; Grotlischen et al, 2019; Kronauer, 2019;
McArthur and Reeves, 2019; Terziev, 2019).

Contrary to Keynes' view (in Henrique et al., 2020) states that macroeconomic trends
can influence the behavior of microeconomic individuals. In contrast to the classical
economist theory which states that the economic process is based on the development of
potential output. Keynes emphasized the importance of aggregate demand as the main
driving factor for the economy, especially in a sluggish economy (Aspromourgos, 2019;
Crotty, 2019; Fuller, 2019; Petrovi¢, 2019; Sari Aksakal, 2020). Keynes argued that
government policies could be used to increase demand at the macro level in order to reduce
unemployment and inflation. If the government increases its spending, the money
circulating in the community will increase so that people will be encouraged to shop and
increase their demand, aggregate demand will increase (Modulates and Baviour, 2015;
Franke et al, 2016; Khairuzzaman, 2016; Singerman, 2016, 2016; Spiritus and Approach,
2016; To and Of, 2016; Usenmez, 2017; Cémert, 2019; Festré, 2019; Han and goleman,
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daniel; boyatzis, Richard; Mckee, 2019). In addition, savings will also increase so that it can
be used as investment capital, and economic conditions will return to normal levels. The
conclusion from Keynes's theory is that there is no automatic tendency to move output and
employment to conditions of full employment (Beaud; Quiggin, Crotty, 1983; Heilbroner,
1984; BLINDER, 1988; Davis, 1994; Eisenschitz and Gough, 1996; Dau-Schmidt, 2012;
Bellofiore, 2013; 2014; Oner, 2015; Modulates, 2015).

METHODS

This type of research is quantitative research, namely research methods which are a
scientific approach to economic decisions. This quantitative data is in the form of time
series data, which is data arranged according to time on a certain variable. In this study,
quantitative data sources were collected through secondary data from the Central Statistics
Agency (BPS) of South Sulawesi. In addition, there are also literature studies, both books,
journal publications, and data sources published by certain agencies. Unemployment rate
data becomes the dependent variable. Meanwhile, the independent variables include
economic growth in percent units, the Provincial Minimum Wage (UMP) based on rupiah
units, and inflation based on percent units. The location of this research is South Sulawesi
through the Central Statistics Agency (BPS) of South Sulawesi from 2009 — 2019.

The analytical method used in this research is the Multiple Regression model
analysis. The aim is to calculate the estimated parameters and to see whether the
independent variable is able to explain the dependent variable and has an effect. The
variable to be estimated is the dependent variable, while the influencing variables are the
independent variables. This method shows the relationship between the independent
variable and the dependent variable, used to see the research problem being studied. The

technique used is the Exponential Function equation with Multiple Regression, as follows;
Y =0+ B1IX1 + B2X2 + B3X3 + €eeeeeieeeeeeen (D)

To estimate the regression coefficient, a transformation is carried out to linear form
using the partial natural logarithm (In) into the model so that the following equation is

obtained:

LN Y = BO+B1INX1+B2INX2-+B3INX3+ Hervvrrrrrrrreerreeesnenes )

181 ‘ ®

BY



Murtiadi Awaluddin, Ilham, Rulyanti Susi Wardhani, Andi Sylvana, Controlling the Unemployment Rate
in South Sulawesi

Where, Y is unemployment. 0 is the Intercept or constant number, 1, 2, 3 is the value of the
Regression Coefficient, X1 is economic growth; while X2 is Minimum Wage, X3 is inflation ;

Ln is Natural Logarithm, t is Time Series/cross section; is the residual.

RESULT AND DISCUSSION

Based on the existing partial test table (t test), the coefficient of Economic Growth is
-1.154 with a significance value of 0.005 and is stated to be smaller than the significance
level used in this study, namely 0.05 (0.005 < 0.05), which means Economic Growth has a
significant negative effect on unemployment. The comparison between the tcount value and
the ttable value, with a significance level of 0.05 with a degree of freedom (df) 15 -4 = 11
is 2.200 so that tcount < ttable (-3.451 < 2.200) so it can be concluded that the variable
Economic Growth has a significant negative effect. against unemployment. The value of the
coefficient of Economic Growth is -1.154, which means that every 1% increase in Economic
Growth will reduce Unemployment by 1.154%.

Table 1. Multiple Regression Analysis Results

Unstandardized Standardized
Model T Sig.

Coefficients Coefficients

B Std. Error

(Constant) 20.294 1.245 16.297 .000
Growth -1.154 .334 -.378 -3.451 .005
Minimum Wage -.402 .079 -.072 -5.056 .000
Inflation .057 .085 .091 .670 517

Source: Primary data output after processing, 2020; (Murtiadi, 2020)

Associated with the variable Provincial Minimum Wage (UMP) of -0.402 with a
significance value of 0.00 and is stated to be smaller than the significance level
used in this study, namely 0.05 (0.00 < 0.05), which means that the Provincial
Minimum Wage variable has significant negative effect on unemployment. The
comparison between the tcount and ttable values with a significance level of 0.05
with df 15 -4 = 11 is 2,200 so that tcount ttable (-5.056 < 2.200) so that it can be
concluded that the Provincial Minimum Wage (UMP) variable has a significant
negative effect on unemployment. The coefficient value of the Provincial Minimum
Wage is -0.402, which means that every 1% increase in the Provincial Minimum

Wage will reduce Unemployment by 0.402%.
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Next, the inflation variable is 0.057 with a positive sign meaning that the inflation
variable has a positive effect on unemployment, while the significance value is 0.517 and is
stated to be greater than the significance level used in this study, which is 0.05 (0.517 >
0.05) so it can be concluded that Inflation variable has a positive and insignificant effect on
unemployment. The value of the inflation coefficient is 0.057, which means that every 1%
increase in inflation will increase unemployment by 0.057.

Figure 5. of Data Normality Test Results

Normal P-P Plot of Regression Standardized Residual
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Source: Primary data output after processing, 2020; (Murtiadi, 2020)

Normal P-P Plots can be detected by the spread of the data (points) on the diagonal
axis in the graph. If the data is spread around the line, it indicates that the regression model
meets the assumption of normality. On the other hand, if the data spreads far from the
diagonal line in the graph, the regression model does not meet the assumption of normality.
The results of the P-Plot test above the data spread around the diagonal line so that it
meets the assumption of normality.

Multicollinearity Test

The multicollinearity test aims to test the correlation between independent
(independent) variables, to see whether there is multicollinearity with the following
conditions: The tolerance value commonly used to indicate the presence of multicollinearity
is the Tolerance value > 0.10 or equal to the VIF value < 10.

The table shows the results that the VIF value of the Economic Growth variable is

1,081 Provincial Minimum Wage is 1,740, Inflation is 1,647, all variables show a humber less
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than 10 (VIF value < 10). Meanwhile, the Tolerance value > 0.10, namely Economic Growth
of 0.925, Provincial Minimum Wage of 0.575 and Inflation of 0.607, so it can be concluded
that the three independent variables do not experience multicollinearity.
The results of the multicollinearity test referred to in this study are as follows:
Table 2 of Multicollinearity Test Results

Correlations Collinearity Statistics
Model
Zero-order  Partial Part Tolerance VIF
(Constant)
Growth -.582 -.721 -.363 925 1.081
Minimum Wage -.862 -.836 -.532 .575 1.740
Inflation .586 .198 .071 .607 1.647

Source: Primary data output after processing, 2020; (Murtiadi, 2020)
Heteroscedasticity Test

The purpose of heteroscedasticity testing is to see whether in a regression model
there is an inequality of variance from the residuals of one observation to another
observation. It can also be interpreted that this test aims to see whether the confounding
variables have the same variance or not. Detecting heteroscedasticity by looking at the
graph plot between the predicted value of the dependent variable, namely ZPRED and the
residual SRESID. Detection can be proven by looking at the scatterplot graph between the
predicted Y-axis ZPRED and the actual X-axis SRESID. The test results are shown in the
following graph.

Figure 6. Heteroscedasticity Test Results
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The analysis results contained in the scatterplot graph do not show a clear pattern
and there are dots that spread randomly above and below the number 0, and do not form a
certain clear pattern. So it can be concluded that there is no heteroscedasticity between
variants of the residuals of an observation.

The Effect of Economic Growth on Unemployment

The results of this study indicate that the variable economic growth has a significant
negative effect on unemployment. So it can be concluded that any increase in economic
growth will reduce unemployment in South Sulawesi Province. Economic growth, namely an
increase in production or an increase in national income. The higher the national income,
the greater the expectation of opening new production openings which of course will absorb
new workers, meaning that if employment increases, unemployment will automatically
decrease.

This is in line with research Saputri and Anwar (2019) who found that the variable
economic growth, often cannot be an absolute barometer in terms of looking at
unemployment. Both can run linearly, if the growth that occurs is exclusive and unable to
reduce the unemployment rate itself. As a result, the unemployment rate remains high, in
the midst of achieving growth. Ideally, accelerated growth should be able to contribute to
efforts to reduce unemployment (Arabiyat et al., 2020; Geiger et al., 2020; Jakob et al.,
2020; Kuki¢, 2020; Rahman and Velayutham, 2020; Saputri and Anwar, 2019b)

The Effect of Provincial Minimum Wage on Unemployment

The variable of the provincial minimum wage has a significant negative effect on
unemployment. So it can be ascertained that the increase in the Provincial Minimum Wage
(PMU) will reduce the unemployment rate in South Sulawesi Province. According to Phillips
on the characteristics of changes in the wage rate by the British between 1861-1957. The
study looked at the relationship between the unemployment rate and the wage level. The
conclusion of this study is that there is a negative relationship between wage growth and
the unemployment rate (Adelowokan et al., 2019; Angus C Chu et al., 2021; Islam et al.,
2021; Khalid et al., 2021; Kitov, 2021; Louail and Riache, 2019; Papadakis et al., 2020;
Ramzan, 2021; Terziev, 2019; Tumanoska, 2020)

This is in line with research Panjawa (2015) where the minimum wage variable has a

significant negative effect on unemployment, it seems that the minimum wage is able to
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reduce unemployment. It is undeniable that the minimum wage, which is based on the
welfare of the workforce, is able to move the economy of a region. The minimum wage,
which is able to represent the welfare of the workforce, can certainly have a positive impact
in terms of reducing unemployment (Aisyah and Sulastri, n.d.; Grotlischen et al., 2019;
Gufron and Utomo, 2020; Health, 2020; Mansi et al., 2020; Padder and Mathavan, 2021;
Panjawa, 2015; Parolin et al., 2020).

The Effect of Inflation on Unemployment

The inflation variable has a positive and insignificant effect. This means that the
inflation variable cannot explain the significant effect on unemployment in South Sulawesi
Province. In the Philips curve it is clear that there is a negative relationship between the
inflation growth rate and the unemployment growth rate (unemployment rate). The Philips
curve shows that price stability and high job opportunities cannot occur at the same time,
because there must be a trade-off. If you want to get high job opportunities, it means that
every worker must also be willing to accept the burden of high inflation (Ahmed, 2020;
DERELI, 2019; Petrosky-Nadeau and Valletta, 2019; Sahnoun and Abdennadher, 2019;
Selim and Hassan, 2019; Tenzin, 2019).

This is in line with research Qomariyah, (2013) where the inflation variable has a
positive effect on unemployment. Based on a descriptive analysis of East Java's inflation in
general, based on rising commodities, rising oil prices and health costs, not as a result of
increased demand, as in recent years, with inflation as the main effect. The findings of this
study are not in line with the theory behind the research, namely the Phillips curve theory
which explains that there is an inverse/negative relationship between inflation and
unemployment. Milton Friedman in 1976 stated that the basic theory of the Phillips curve
only applies in the short run because it applies a sticky price, whereas in the long run
inflation has a positive effect in the flexible period with respect to price-yield inflation (Azam
and Khan, 2020; Bernd and Neumeier, 2020; Lv et al., 2019; Mansi et al., 2020; NGOC,
2020; Szafranek and Hatka, 2019; Wahyuningsih et al., 2020).

CONCLUSION

Based on the research results. Based on the research that has been done, it can be
concluded that the research results are as follows: 1). Economic Growth and Provincial
Minimum Wage (UMP), each have a negative and significant effect on unemployment in

South Sulawesi Province so that every increase in Economic Growth and Provincial Minimum
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Wage (UMP), will reduce unemployment in South Sulawesi Province, 2). On the other hand,
inflation has a positive and insignificant effect on unemployment so that the inflation
variable cannot explain its significant effect on unemployment in South Sulawesi Province.
Simultaneously economic growth, the Provincial Minimum Wage (UMP) and inflation have a
significant effect on the unemployment rate in South Sulawesi Province, which means that
simultaneously the three independent variables can explain their significant effect on
Unemployment in South Sulawesi Province.

The implications of this research include; 1). The government is expected to increase
and create quality economic growth, namely economic growth that is not only high, but also
able to make real sectors develop so as to create public welfare and expand job
opportunities, 2). The government is expected to be able to improve the quality of human
capital of the workforce by providing training and improving the quality of education. By
improving the quality of the workforce, it is hoped that it will increase labor productivity so
that they can get higher wages and further increase economic activity so that they can

create new jobs.
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