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A B S T R A C T 
Human capital development and labor law protection are essential 
components in building a fair, productive, and sustainable 
employment ecosystem. In Indonesia, rapid economic 
transformation, technological advancement, labor market flexibility, 
and the emergence of new employment models have created 
opportunities as well as challenges for workers and employers. This 
study aims to examine the relationship between human capital 
development and labor law protection in Indonesia and to analyze 
how both dimensions can contribute to the establishment of a fair 
and sustainable employment ecosystem. This research employs a 
qualitative approach using normative juridical and conceptual 
analysis, focusing on Indonesian labor regulations, human capital 
development policies, and relevant academic literature. The analysis 
indicates that human capital development should not be limited to 
improving workers' knowledge and technical competencies but must 
also encompass access to decent employment, social protection, 
equal opportunities, occupational safety, and legal certainty. 
Meanwhile, effective labor law protection serves as an institutional 
foundation for ensuring that investment in human capital generates 
equitable benefits for workers, employers, and the broader economy. 
Weak regulatory implementation, disparities in access to skills 
development, informal employment, and the changing nature of 
work remain significant challenges. Therefore, stronger 
harmonization between human capital policies and labor regulations 
is required through competency-based education, lifelong learning, 

International Journal of Economics, Business and Social 
Sciences 
ISSN: 3124-8217 
https://athallahpublishing.com/index.php/jadsco/index 

https://doi.org/10.64845/ijebss.v1i1
mailto:yusufsetyadi@lecturur.unsia.ca.id
https://issn.perpusnas.go.id/terbit/detail/20260312460901309


International Journal of Economics, Business and Social Sciences, 2 (2), 2026, pp. 202-225. | 203 

 

effective labor inspection, social protection, and adaptive legal 
frameworks. The study concludes that integrating human capital 
development with labor law protection can strengthen worker 
productivity, reduce employment inequality, enhance legal 
certainty, and support an inclusive and sustainable labor market in 
Indonesia. 
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INTRODUCTON 

Human capital development has become one of the most important 
foundations of economic transformation, particularly as labor markets 
are increasingly influenced by technological change, digitalization, 
globalization, demographic shifts, and new forms of employment. 
Human capital is no longer understood merely as the level of formal 
education attained by workers, but also encompasses competencies, 
professional experience, health, creativity, digital literacy, adaptability, 
and the capacity to engage in lifelong learning. In this context, the quality 
of human capital determines not only individual employment 
opportunities but also the productivity and competitiveness of firms and 
the broader economy. For Indonesia, strengthening human capital is 
particularly important because the country is seeking to transform its 
economic structure toward higher-value activities and achieve the 
national development vision of becoming a high-income economy by 
2045. Investment in education and skills, therefore, needs to be 
accompanied by an employment environment that allows workers to 
utilize and continuously develop those capabilities (Ollivaud, 2021; 
World Bank, 2021). 

The development of human capital also has an important 
relationship with labor productivity. Higher levels of education and skills 
can increase workers’ productivity, but the benefits of human capital 
investment depend significantly on the institutional and economic 
environment in which workers operate. A highly educated workforce 
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may not generate optimal economic returns when workers are employed 
in low-productivity activities, experience skills mismatch, or have limited 
access to opportunities for professional development. In Indonesia, the 
challenge is therefore not simply to increase the number of educated 
workers but also to create employment opportunities capable of 
absorbing and utilizing their competencies. The World Bank (2021) 
emphasizes that improvements in labor-market information are 
necessary to connect workers with employment opportunities and to 
ensure that education and training respond to actual market demand. 
This connection is essential because mismatches between workers’ 
competencies and employer requirements can reduce productivity, 
income, and career opportunities. 

The issue becomes more complicated when human capital 
development is considered together with labor law protection. Labor law 
provides the institutional framework governing the relationship between 
workers and employers, including employment contracts, wages, 
working hours, occupational safety, social security, termination of 
employment, and mechanisms for resolving industrial disputes. Effective 
labor law can provide workers with legal certainty and protection while 
simultaneously creating predictable rules for employers. Consequently, 
labor law should not be perceived solely as an instrument for restricting 
employers or protecting workers from exploitation. It also serves as an 
institutional mechanism for creating stable employment relationships, 
encouraging investment in workers, and supporting productivity. A 
balanced labor-law framework can therefore contribute to the 
development of a more productive and sustainable labor market. 

In the Indonesian context, the relationship between human capital 
and labor law has become increasingly relevant following substantial 
changes in employment regulation. The implementation of the Job 
Creation regulatory framework has altered several aspects of 
employment relationships, including fixed-term employment, 
outsourcing, working arrangements, and termination of employment. 
These reforms were intended, among other objectives, to improve 
economic competitiveness, attract investment, and increase employment 
opportunities. At the same time, they generated debates concerning the 
extent to which labor-market flexibility should be balanced with workers’ 
rights and employment security. This tension illustrates the central policy 
challenge in contemporary labor governance: creating sufficient 
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flexibility for businesses to adapt to economic changes while maintaining 
minimum standards of worker protection. 

The legal dimension of employment became even more significant 
following Constitutional Court Decision No. 168/PUU-XXI/2023. The 
decision addressed several provisions of Indonesian employment law 
and emphasized the importance of legal certainty, worker protection, and 
clearer regulation. The Court's interpretation illustrates that employment 
regulation is not simply an administrative matter but concerns 
fundamental issues relating to workers’ welfare and their right to a 
decent livelihood. From the perspective of human capital development, 
legal certainty is important because workers are more likely to invest in 
their skills and remain productive when employment relationships 
provide reasonable security, fair treatment, and opportunities for 
development. Thus, labor law and human capital should be regarded as 
complementary elements within a broader employment ecosystem. 

The development of skills is particularly important because the 
Indonesian labor market is undergoing structural transformation. The 
expansion of manufacturing, digital services, financial technology, 
creative industries, logistics, and other knowledge-intensive sectors 
creates new opportunities but simultaneously raises the demand for 
specialized competencies. ILO (2024) demonstrates that technological 
change in Indonesia's electronic sector is already generating new 
requirements for technical competencies and creating pressure for 
workers and firms to engage in reskilling and upskilling. Such 
developments indicate that human capital policy needs to move away 
from a narrow emphasis on formal qualifications toward a broader 
system of continuous competency development. 

The importance of continuous learning is also reinforced by changes 
in the nature of employment relationships. Traditional employment 
generally assumes a relatively stable relationship between one employer 
and one worker, with a clearly defined workplace and working schedule. 
Digital platform work, remote work, freelancing, outsourcing, and other 
flexible employment models increasingly challenge this traditional 
structure. These forms of employment may provide workers with 
flexibility and additional sources of income, but they can also create 
uncertainty regarding employment status, minimum wages, social 
security, working hours, and access to collective representation. The 
expansion of such employment models therefore requires labor law to 
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become sufficiently adaptive while preserving fundamental standards of 
worker protection. 

The emergence of artificial intelligence introduces another layer of 
complexity. AI can improve recruitment, workforce planning, 
performance management, and productivity, but its application may also 
create risks associated with algorithmic discrimination, privacy, 
workplace surveillance, and automated decision-making. Human capital 
development in an AI-driven economy consequently requires workers to 
acquire new digital competencies while legal institutions develop 
appropriate safeguards. Tjokro et al. (2025) argue that legal frameworks 
need to adapt to the transformation toward Industry 5.0 and the 
increasing importance of digital human capital. The challenge is not to 
resist technological development but to ensure that technology 
contributes to human development rather than creating new forms of 
exclusion. 

The relationship between human capital and labor protection can 
also be understood through the concept of institutional quality. Human 
capital generates greater economic value when workers operate within 
institutions that provide legal certainty, fair competition, effective labor-
market governance, and access to social protection. Conversely, weak 
institutions can reduce the returns to education and skills by limiting 
workers’ opportunities to use their capabilities productively. Recent 
research on Indonesia indicates that institutional conditions and human 
capital are interconnected in supporting structural transformation and 
labor-market development (Erwin et al., 2026). This suggests that policies 
aimed at improving workforce quality should be accompanied by 
reforms that strengthen the institutional environment of employment. 

Another important issue is the protection of vulnerable groups 
within the labor market. Women, young workers, older workers, persons 
with disabilities, informal workers, and workers in geographically 
disadvantaged areas may experience unequal access to education, 
training, employment, and social security. Human capital development 
that fails to address these disparities can potentially increase rather than 
reduce inequality. Labor law therefore has an important redistributive 
and protective function by establishing minimum standards and 
preventing discrimination. At the same time, human capital policies need 
to provide targeted opportunities for disadvantaged groups to acquire 
the skills required by emerging sectors. 
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The concept of sustainable employment offers a useful framework 
for integrating these dimensions. Sustainable employment can be 
understood as employment that provides adequate income, decent 
working conditions, social protection, opportunities for competency 
development, and long-term employability while simultaneously 
allowing enterprises to remain productive and competitive. Such 
employment contributes to SDG 8, which emphasizes productive 
employment and decent work. Human capital development contributes 
to the productivity component of this objective, while labor law 
protection contributes to the fairness, security, and sustainability 
dimensions. 

The Indonesian labor market provides an important context for 
examining this relationship. BPS data show that Indonesia had 
approximately 154 million people in the labor force in August 2025, with 
146.54 million people employed and an open unemployment rate of 4.85 
percent (BPS, 2025). These figures indicate that the central challenge is no 
longer simply the creation of employment opportunities but also the 
improvement of employment quality. A large labor force represents a 
substantial economic asset if supported by appropriate skills, productive 
employment, and effective institutions. However, it can also become a 
source of structural inequality if workers remain concentrated in low-
productivity employment with limited access to protection and career 
development. 

The central challenge, therefore, is to establish an integrated policy 
framework that places human capital development and labor law 
protection within a single employment ecosystem. Human capital 
development without legal protection may produce highly skilled but 
vulnerable workers, while labor protection without sufficient investment 
in skills may produce secure but low-productivity employment. The two 
dimensions must operate together. Workers need capabilities to become 
productive, and they need institutional protection to ensure that the 
benefits of productivity are distributed fairly. Employers need skilled 
workers to remain competitive, while they also require regulatory 
certainty to make long-term investments. The government needs to 
facilitate both objectives through coherent policies. 

The novelty of this perspective lies in positioning labor law 
protection not merely as a mechanism for resolving employment disputes 
but also as an institutional component of human capital development. A 
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worker who receives adequate legal protection is more likely to 
experience employment stability, invest in skills, participate in 
organizational learning, and develop long-term productivity. Similarly, 
an employer operating under clear and predictable regulations is more 
likely to make long-term investments in workforce development. Thus, 
labor law can function not only as a protective mechanism but also as an 
enabling institution for human capital accumulation. Ultimately, 
Indonesia's transition toward a high-income and sustainable economy 
requires a shift from a quantity-oriented employment paradigm toward 
a quality-oriented human capital and employment paradigm. The success 
of this transition will depend on the country's ability to create 
employment that is productive, inclusive, legally protected, adaptable, 
and sustainable. Human capital development and labor law protection 
should therefore be treated as two sides of the same development 
strategy. By strengthening workers' capabilities while ensuring effective 
legal protection, Indonesia can develop an employment ecosystem that 
supports productivity, reduces vulnerability, promotes social justice, and 
contributes to the achievement of inclusive and sustainable economic 
development. 

 
 

METHOD  

This study employs a qualitative approach using a library research 
method to examine the relationship between human capital 
development, labor law protection, and the creation of a fair and 
sustainable employment ecosystem in Indonesia. A qualitative approach 
is considered appropriate because the study focuses on interpreting 
concepts, policies, legal frameworks, and previous scholarly findings 
concerning workforce development and labor protection. Through this 
approach, the research seeks to obtain an in-depth understanding of how 
improvements in human capital can be integrated with effective labor law 
protection to promote decent, inclusive, and sustainable employment 
(Creswell & Creswell, 2021). The study relies primarily on secondary data 
obtained from peer-reviewed national and international journal articles, 
academic books, government publications, international institutional 
reports, policy documents, and relevant Indonesian labor regulations. To 
ensure the relevance and contemporaneity of the analysis, the literature 
is primarily limited to publications issued between 2021 and 2026, 



International Journal of Economics, Business and Social Sciences, 2 (2), 2026, pp. 202-225. | 209 

 

particularly studies addressing human capital development, labor rights, 
decent work, employment protection, workforce skills, digital 
transformation, and sustainable employment (International Labour 
Organization, 2022; World Bank, 2023). 

Data collection was conducted through a systematic process 
involving literature identification, selection, classification, and 
interpretation. Relevant publications were identified using keywords 
such as human capital development, labor law protection, employment 
ecosystem, decent work, labor rights, workforce development, employment 
sustainability, and Indonesia. The selected literature was subsequently 
assessed based on its relevance to the research objectives, academic 
credibility, publication period, methodological quality, and contribution 
to understanding the relationship between human capital and labor 
protection. The data were analyzed using a descriptive-analytical 
approach, in which information from various sources was organized, 
compared, interpreted, and synthesized to identify major patterns and 
relationships. Particular attention was given to the interaction between 
workforce competencies, access to employment, workers' rights, social 
protection, and the legal mechanisms governing employment relations. 
The study also applies a normative legal analysis to examine the extent to 
which Indonesia's labor regulations provide adequate protection for 
workers while simultaneously supporting productivity, skills 
development, industrial relations, and sustainable employment. The 
analytical framework incorporates the principles of decent work, equal 
employment opportunities, social protection, labor rights, lifelong 
learning, and skills development as important dimensions for assessing 
the sustainability and fairness of the employment ecosystem 
(International Labour Organization, 2024; OECD, 2023). 

To strengthen the credibility of the findings, the research applies 
source triangulation by comparing information obtained from academic 
literature, Indonesian legal and policy documents, and reports published 
by international organizations. This process enables the study to identify 
areas of convergence and divergence between theoretical perspectives, 
empirical evidence, and existing labor policies. The analysis subsequently 
synthesizes these findings to formulate a conceptual understanding of 
how human capital development and labor law protection can mutually 
reinforce one another. Accordingly, the research is expected to provide a 
comprehensive perspective on the need to integrate investment in 
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workers' knowledge, skills, capabilities, and employability with effective 
legal and institutional protection. Such integration is essential for 
establishing an Indonesian employment ecosystem that is fair, inclusive, 
resilient, technologically adaptive, and sustainable, while simultaneously 
supporting productivity and long-term economic development. 

 

RESULTS AND DISCUSSION 

Human Capital Development as the Foundation of a Competitive and 
Sustainable Indonesian Workforce 

The findings indicate that human capital development has become 
an increasingly important foundation for strengthening the quality, 
productivity, and resilience of Indonesia's workforce. Human capital 
should not be understood merely as the accumulation of formal 
educational qualifications, but rather as a combination of knowledge, 
technical skills, cognitive abilities, health, work experience, adaptability, 
and continuous learning capacity. In the context of Indonesia's rapidly 
changing labor market, these dimensions determine whether workers are 
able to participate productively in economic transformation and respond 
to technological, demographic, and environmental changes. The World 
Bank emphasizes that human capital—including people's health, skills, 
knowledge, and experience—is fundamental to economic growth, 
poverty reduction, and preparedness for future employment 
opportunities (World Bank, 2026). Consequently, investment in human 
capital needs to be positioned as a long-term economic strategy rather 
than simply an educational policy. 

The analysis further shows that Indonesia has made substantial 
progress in expanding access to education and employment, but 
significant quality and productivity gaps remain. The development of 
human capital is influenced not only by years of schooling but also by the 
quality of learning outcomes and the relevance of acquired skills to labor-
market demand. Available human capital indicators demonstrate that 
Indonesia's expected years of schooling are relatively substantial, while 
learning outcomes remain an important challenge. World Bank data 
indicate that Indonesia has expected schooling of approximately 12.4 
years, while its harmonized test score remains below the average of East 
Asia and the Pacific (World Bank, 2024). This finding suggests that 
expanding educational participation without simultaneously improving 
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learning quality may not be sufficient to produce a highly productive 
workforce. 

The relationship between education and employment has also 
become more complex because technological transformation is changing 
the nature of work. Digitalization, artificial intelligence, automation, 
platform-based employment, and the expansion of the green economy 
are generating new occupations while reducing demand for some 
traditional tasks. Therefore, human capital development must 
increasingly emphasize adaptability and lifelong learning. The labor 
market information system is particularly important in this regard 
because workers need accurate information regarding emerging 
occupations and the skills demanded by employers. The World Bank 
argues that a high-quality labor market information system can reduce 
information asymmetries between job seekers and employers and 
improve the allocation of educational and training investments (World 
Bank, 2021). 

This finding is particularly relevant for Indonesia because of the 
country's geographical, demographic, and economic diversity. 
Differences between urban and rural labor markets, Java and non-Java 
regions, formal and informal employment, and high-skilled and low-
skilled occupations create different human capital requirements. A 
standardized approach to workforce development may therefore 
generate unequal outcomes. Policies should instead promote flexible and 
context-sensitive skills development that responds to regional economic 
structures and local labor demand. Vocational education, 
apprenticeships, professional certification, digital skills, 
entrepreneurship education, and industry-based training can contribute 
to reducing the mismatch between education and employment. 

The analysis also demonstrates that human capital development 
must move beyond initial education toward continuous skills upgrading. 
In rapidly changing labor markets, skills acquired at the beginning of a 
person's career may become insufficient over time. Workers therefore 
require opportunities for reskilling and upskilling throughout their 
working lives. This is particularly important for workers affected by 
automation, industrial restructuring, digital transformation, and the 
green transition. The ILO's recent work in Indonesia emphasizes the need 
to strengthen skills development systems and improve the 
responsiveness of education and vocational training to private-sector 
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needs (International Labour Organization, 2026). The development of 
sectoral skills councils and improved apprenticeship programs illustrates 
the importance of closer interaction between educational institutions, 
employers, government, and workers. 

The findings further reveal that human capital development has an 
important relationship with productivity. A workforce with better skills 
is more capable of adopting new technologies, improving production 
processes, increasing innovation, and adapting to changing market 
conditions. However, productivity gains cannot be achieved solely 
through worker training. Employers must also provide appropriate 
working conditions, organizational support, career development, and 
opportunities to use newly acquired skills. In this sense, human capital 
development should be understood as a shared responsibility among 
individuals, firms, educational institutions, and the state. An important 
implication is that human capital policies need to be integrated with 
industrial and employment policies. Training programs that are 
disconnected from actual labor demand may produce certificates without 
significantly improving employability. Therefore, workforce 
development should be based on labor-market intelligence, employer 
demand, occupational standards, and future skills forecasting. The 
integration of labor-market information with education and training 
systems can help policymakers identify skills shortages and direct 
resources toward areas with higher employment potential (World Bank, 
2021). 

Furthermore, human capital development should incorporate 
social inclusion. Women, young people, persons with disabilities, older 
workers, migrant workers, and workers in informal employment often 
experience greater barriers to training and decent employment. A 
sustainable human capital strategy therefore needs to ensure equitable 
access to education, vocational training, digital infrastructure, 
employment services, and social protection. The ILO's work in Indonesia 
increasingly emphasizes extending social protection and improving 
employment conditions for vulnerable groups, including women, 
persons with disabilities, older persons, and care workers (International 
Labour Organization, 2026). The findings suggest that human capital 
development is ultimately inseparable from the quality of the 
employment ecosystem. Highly educated or highly skilled workers may 
still experience vulnerability when labor institutions fail to protect wages, 
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working hours, occupational safety, social security, and employment 
stability. Consequently, human capital investment should be 
accompanied by labor-market institutions that allow workers to translate 
their capabilities into decent and productive employment. The ILO's 
Decent Work Country Programme for Indonesia similarly places job 
creation, youth employment, social dialogue, and protection of 
vulnerable workers among its strategic priorities (International Labour 
Organization, 2021). 

From a broader development perspective, strengthening human 
capital is also essential for Indonesia's ambition to achieve higher-income 
economic status. Economic growth alone does not automatically produce 
high-quality employment. The World Bank's recent assessment indicates 
that Indonesia's economy has achieved significant progress, including 
becoming an upper-middle-income economy in 2023, but productivity 
constraints, regulatory barriers, and skill gaps continue to limit the 
expansion of higher-value employment (World Bank, 2025). Therefore, 
the transition toward a more productive economy requires simultaneous 
investment in people, firms, institutions, and labor-market infrastructure. 
The overall finding of this section is that human capital development 
should be treated as a strategic component of employment sustainability. 
Education, skills, health, experience, and adaptability form the 
productive foundation of the labor force, while institutions and 
enterprises determine whether these capabilities can be effectively 
utilized. Indonesia therefore requires an integrated human capital 
strategy that connects education, vocational training, digital 
transformation, industrial development, employment services, and social 
protection. Such integration can increase productivity while 
simultaneously improving workers' ability to adapt to structural changes 
in the labor market. 
 
Labor Law Protection and the Realization of Decent and Fair 
Employment 

The second major finding concerns the central role of labor law in 
transforming economic growth and human capital development into fair 
employment outcomes. Human capital investment cannot produce 
sustainable social and economic benefits if workers remain exposed to 
excessive employment insecurity, inadequate wages, unsafe working 
environments, discrimination, and insufficient social protection. Labor 
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law therefore functions not only as a mechanism for resolving disputes 
but also as an institutional framework for balancing the economic 
interests of employers with the fundamental rights and welfare of 
workers. 

Indonesia's labor regulatory framework has experienced significant 
transformation in recent years. The introduction of the Job Creation Law 
and its implementing regulations generated extensive debate concerning 
employment flexibility, worker protection, minimum wages, fixed-term 
employment contracts, outsourcing, dismissal, severance pay, and social 
security. Mahy (2022) observes that the labor cluster of Indonesia's Job 
Creation Law introduced substantial changes to employment regulation, 
including provisions relating to fixed-term contracts, outsourcing, 
minimum wages, dismissals, severance payments, working time, leave, 
and foreign workers. These changes illustrate the tension between the 
objectives of increasing labor-market flexibility and maintaining 
adequate worker protection. 

From the perspective of economic development, labor-market 
flexibility can contribute to investment and job creation by reducing 
regulatory uncertainty and allowing firms to adjust employment 
arrangements in response to economic conditions. However, excessive 
flexibility may increase employment insecurity when workers lack 
effective bargaining power and social protection. The central policy 
challenge is therefore not whether Indonesia should choose flexibility or 
protection, but how flexibility can be combined with effective rights 
protection. A sustainable employment ecosystem requires a balance 
between enterprise competitiveness and worker security. The findings 
indicate that this balance becomes increasingly important in an economy 
characterized by technological transformation. Employers require 
flexibility to reorganize production, adopt digital technologies, and 
respond to market changes. At the same time, workers affected by 
restructuring require adequate protection, retraining, income support, 
and access to new employment opportunities. This is why employment 
protection should not be interpreted narrowly as preserving a particular 
job. Instead, it should also include protection of workers' employability, 
income security, occupational health, social security, and ability to 
transition into new forms of employment. 

The concept of decent work provides an important framework for 
evaluating this balance. Decent work encompasses productive 
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employment, fair income, workplace security, social protection, rights at 
work, and opportunities for workers to participate in decisions affecting 
their employment. Indonesia's Decent Work Country Programme for 
2020–2025 identified effective social dialogue, sustainable business and 
workers' welfare, job creation and youth employment, and protection for 
vulnerable workers as key priorities (International Labour Organization, 
2021). These priorities demonstrate that labor protection should be 
integrated with employment creation rather than treated as a separate 
policy area. Recent evidence indicates that Indonesia has achieved 
meaningful progress in implementing decent-work policies. The ILO's 
2025 review of Indonesia's Decent Work Country Programme found that 
60 percent of program outcomes were assessed as sustainable, with 
significant contributions to regulatory reform, job creation, youth 
employment, social dialogue, and protection of vulnerable workers 
(International Labour Organization, 2025). This suggests that institutional 
interventions can generate lasting effects when supported by cooperation 
between government, employers, and workers. 

Nevertheless, the existence of regulations does not automatically 
guarantee effective protection. The implementation gap remains an 
important concern. Labor rights may be formally recognized but 
inadequately enforced because of limited institutional capacity, 
information asymmetry, weak bargaining positions, or workers' fear of 
retaliation. This is particularly relevant for workers in informal 
employment and non-standard employment arrangements. Therefore, 
strengthening labor law requires not only improving legislation but also 
improving inspection, dispute-resolution mechanisms, legal awareness, 
access to justice, and institutional accountability. Social dialogue 
represents another important element of effective labor protection. 
Tripartite cooperation among government, employers, and workers can 
improve the legitimacy and effectiveness of labor policies. Policies 
developed without sufficient consultation may generate resistance and 
weaken implementation. Research on Indonesia's Job Creation Law has 
highlighted concerns regarding worker and trade-union participation 
during the legislative process (Aryani, Danyathi, & Hermanto, 2022). This 
demonstrates the importance of participatory policymaking in ensuring 
that labor reforms balance competing interests. 

The findings also indicate that social protection should be treated 
as an essential component of labor law protection. Workers need 
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mechanisms that protect them from income shocks resulting from 
unemployment, illness, workplace accidents, maternity, disability, and 
retirement. The ILO emphasizes that social protection enables workers to 
participate in decent and productive employment while strengthening 
their resilience to economic, technological, demographic, and 
environmental change (International Labour Organization, 2024). 
Therefore, social protection is not merely a welfare instrument but an 
economic institution that supports labor-market adjustment. 

This perspective is particularly important for Indonesia because 
structural transformation can generate both employment opportunities 
and employment displacement. The green transition provides an 
illustrative example. The ILO's analysis of Indonesia's just energy 
transition shows that changes toward a greener economy can create new 
employment opportunities while simultaneously displacing workers in 
existing sectors. Appropriate social protection and labor-market policies 
are therefore necessary to ensure that workers can transition successfully 
between sectors (Tsuruga & Brimblecombe, 2024). Gender equality 
represents another dimension of labor law protection. Women's 
participation in the labor market may be constrained by unequal care 
responsibilities, occupational segregation, wage disparities, and 
insufficient maternity and childcare support. A sustainable employment 
ecosystem therefore requires labor policies that recognize the relationship 
between paid employment and unpaid care work. Current ILO initiatives 
in Indonesia emphasize improved social protection and employment 
conditions for care workers as well as policies supporting women's labor-
force participation (International Labour Organization, 2026). 

The findings also highlight the importance of occupational safety 
and health. Human capital cannot be considered sustainable if workers' 
physical and psychological well-being is compromised by unsafe 
working conditions. Occupational safety should therefore be integrated 
into the broader concept of workforce productivity. Employers that 
invest in safe workplaces may reduce accidents, absenteeism, turnover, 
and associated economic costs while improving employee morale and 
productivity. Another important dimension is wage protection. 
Adequate wages contribute to worker welfare, household consumption, 
poverty reduction, and economic stability. At the same time, wage 
regulation must consider enterprise productivity and competitiveness. 
This creates another policy balancing challenge. Wage-setting 
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mechanisms should ideally reflect productivity, cost-of-living conditions, 
regional economic differences, and the need for workers to achieve a 
decent standard of living. 

The latest policy development in 2026 further demonstrates the 
continuing evolution of Indonesia's labor-law framework. On 6 October 
2026, Indonesia's parliament approved a new labor law that strengthens 
several aspects of worker protection, including severance arrangements 
and restrictions on dismissal for cost-efficiency purposes. The reform also 
provides for an employer-funded severance guarantee mechanism 
through BPJS. The development illustrates the continuing attempt to 
rebalance employment flexibility and worker protection in the 
Indonesian labor market. This development is significant because it 
suggests that labor law in Indonesia is not static. Instead, it evolves in 
response to economic conditions, constitutional review, social pressures, 
technological changes, and the changing structure of employment. 
Therefore, the effectiveness of labor protection should be assessed 
dynamically rather than based solely on the formal existence of 
regulations. 
 
Integrating Human Capital Development and Labor Law Protection 
toward a Fair and Sustainable Employment Ecosystem 

The third major finding is that human capital development and 
labor law protection should not be treated as separate policy domains. 
The two are mutually dependent and jointly determine the quality and 
sustainability of Indonesia's employment ecosystem. Human capital 
development increases workers' productive capabilities, while labor law 
protection establishes the institutional conditions under which those 
capabilities can be used fairly and sustainably. When combined, these 
policies can strengthen productivity, employment quality, social 
inclusion, and economic resilience. The analysis demonstrates that a 
highly skilled workforce without adequate labor protection may still 
experience precarious employment. Conversely, strong labor protection 
without sufficient investment in skills may reduce workers' ability to 
adapt to technological and structural change. The appropriate policy 
approach is therefore an integrated model in which capability 
development and rights protection operate simultaneously. 

This integrated approach is consistent with the broader ILO 
perspective that productive employment, social protection, labor rights, 
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and social dialogue should reinforce one another. The ILO's recent work 
emphasizes that social protection must be coordinated with employment 
policies, labor-market institutions, occupational safety and health, wage 
policies, collective bargaining, and formalization strategies (International 
Labour Organization, 2024). This framework is highly relevant to 
Indonesia because employment transformation increasingly involves 
multiple forms of work, including formal employment, informal 
employment, platform work, outsourcing, temporary contracts, and self-
employment. One important implication is the need to strengthen the 
connection between skills development and employment protection. 
When workers lose employment because of technological or economic 
restructuring, the policy response should not be limited to 
unemployment compensation. Workers should also receive access to 
retraining, career counseling, employment services, and skills 
certification. This approach transforms social protection from a passive 
income-support mechanism into an active instrument for labor-market 
transition. 

The Indonesian labor market information system can play a crucial 
role in this integration. Accurate and timely labor-market data can 
identify emerging occupations, skill shortages, wage trends, regional 
employment opportunities, and vulnerable worker groups. Such 
information can then be used to design education and training programs 
that correspond to actual labor-market demand. The World Bank's work 
on Indonesia's labor-market information system emphasizes that 
improved information is essential for reducing skills mismatch and 
improving the allocation of education and training investments (World 
Bank, 2021). The integration of human capital and labor protection is also 
important for addressing the informal economy. Informal workers often 
have limited access to social security, skills training, employment 
contracts, occupational protection, and legal remedies. Their exclusion 
can weaken the overall sustainability of the employment ecosystem. 
Therefore, formalization policies should be accompanied by incentives 
and support rather than relying exclusively on regulatory enforcement. 
Simplified business registration, affordable social insurance 
contributions, access to finance, skills training, and digital platforms can 
facilitate transitions from informal to formal economic activities. 

The development of digital employment further reinforces the need 
for integrated policies. Platform workers and other digitally mediated 
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workers may possess considerable skills and entrepreneurial capabilities 
but remain exposed to uncertainty regarding income, working hours, 
social protection, and employment status. Traditional labor-law 
categories may not always adequately capture these new employment 
relationships. Consequently, policymakers need adaptive regulatory 
frameworks that protect fundamental labor rights without preventing 
technological innovation. The green transition provides another 
important area for policy integration. As Indonesia moves toward a low-
carbon economy, new green jobs may emerge in renewable energy, 
sustainable agriculture, environmental services, circular economy 
activities, and green manufacturing. However, workers in carbon-
intensive sectors may face displacement. Human capital policies must 
therefore anticipate future skill requirements, while labor and social 
protection policies must support affected workers during transitions. The 
ILO's analysis of Indonesia's just energy transition confirms the 
importance of social protection in facilitating workers' movement 
between sectors and supporting the broader transition toward a 
sustainable economy (Tsuruga & Brimblecombe, 2024). 

A sustainable employment ecosystem must also be inclusive. 
Human capital policies should address unequal access to education, 
training, technology, and employment services, while labor law should 
ensure equal treatment and protection. Particular attention is needed for 
women, youth, persons with disabilities, older workers, migrant workers, 
and workers in vulnerable employment. Current Indonesian initiatives 
supported by the ILO explicitly seek to expand social protection coverage 
and improve employment conditions for vulnerable groups, including 
care workers (International Labour Organization, 2026). The role of 
employers is equally important. Firms are not simply users of human 
capital; they are active producers of skills. Through workplace training, 
apprenticeships, mentoring, career development, and innovation, firms 
can contribute directly to workforce development. At the same time, 
firms have an obligation to provide safe and fair working environments. 
This creates a reciprocal relationship in which employers invest in 
workers while workers contribute productivity and innovation. 

The findings therefore support a human-capital-centered labor 
governance model. Under this model, government policy would 
integrate five major components: education and skills development, 
employment services and labor-market information, labor rights and 
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enforcement, social protection, and social dialogue. These components 
should not operate independently. Instead, they should form a 
continuous policy cycle in which workers acquire capabilities, enter 
employment, receive legal and social protection, upgrade their skills, and 
transition to new opportunities when economic conditions change. Such 
a model is particularly relevant to Indonesia's long-term development 
objectives. The country's transition toward a higher-value economy 
requires productivity growth and innovation, but productivity cannot be 
sustained through capital investment alone. Human capital is necessary 
to absorb technology, generate innovation, and improve organizational 
performance. At the same time, social stability requires that productivity 
gains be accompanied by equitable employment opportunities and 
adequate worker protection. 

The findings also suggest that decent work should become a 
measurable outcome of human capital policy. Conventional education 
indicators, such as enrollment and graduation rates, should be 
complemented by employment outcomes, wage quality, job stability, 
social-security coverage, occupational safety, career progression, and 
access to lifelong learning. Similarly, labor-law effectiveness should be 
evaluated not only through the number of regulations enacted but also 
through actual worker outcomes. The BPS publication Decent Work 
Indicators in Indonesia 2025, released in 2026, provides an important 
foundation for this approach. The publication presents eight principal 
decent-work indicators based on labor-force survey data and is intended 
to monitor Indonesia's employment conditions and government efforts to 
promote decent employment (BPS-Statistics Indonesia, 2026). This type 
of measurement can help policymakers move from regulatory 
approaches toward evidence-based employment governance. 

The relationship between human capital and decent work can also 
be understood through productivity. Workers with adequate education, 
training, health, and social protection are generally better positioned to 
contribute to productive employment. However, productivity should not 
be pursued at the expense of worker welfare. A sustainable productivity 
strategy must recognize that worker well-being, job quality, and 
productivity can reinforce one another. Investments in occupational 
safety, training, fair wages, and employee participation can therefore be 
understood as investments in long-term organizational performance. 
Social dialogue is particularly important in maintaining this balance. 
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Government, employers, and workers have different interests, but they 
also share a common interest in maintaining a productive and stable labor 
market. Institutionalized dialogue can facilitate the negotiation of wages, 
working conditions, training priorities, social protection reforms, and 
responses to technological change. The ILO's assessment of Indonesia's 
2020–2025 Decent Work Country Programme shows that social dialogue 
and cooperation among tripartite actors have contributed to policy and 
institutional outcomes (International Labour Organization, 2025). 

The analysis further suggests that Indonesia needs stronger 
coordination among ministries and institutions responsible for 
education, labor, industry, social protection, and economic development. 
Fragmented policymaking may result in training programs that do not 
correspond to industrial needs or labor regulations that do not account 
for technological transformation. An integrated governance approach 
would allow human capital investment and employment regulation to 
support common national objectives. Digital transformation can also 
improve the implementation of labor policies. Digital employment 
services, online skills platforms, electronic certification, labor-market 
databases, and integrated social-protection systems can improve access 
and reduce administrative barriers. However, digitalization must also 
address digital inequality. Workers in remote and disadvantaged areas 
may lack reliable internet access, digital devices, or digital literacy. 
Consequently, digital labor-market transformation should be 
accompanied by investments in digital infrastructure and inclusive 
digital skills. 

The concept of sustainability also requires an intergenerational 
perspective. Human capital policies should prepare younger generations 
for future employment while ensuring that older workers are not 
excluded from economic transformation. Lifelong learning therefore 
becomes essential. Older workers should have access to retraining and 
flexible employment arrangements that allow them to remain 
economically active where appropriate. Similarly, young workers need 
apprenticeships and work-based learning opportunities that facilitate the 
transition from education to employment. The findings ultimately 
indicate that the fairness and sustainability of Indonesia's employment 
ecosystem depend on the interaction of three levels. At the individual 
level, workers need education, skills, health, adaptability, and access to 
lifelong learning. At the organizational level, firms need to provide 
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decent working conditions, training, occupational safety, fair 
remuneration, and opportunities for career development. At the 
institutional level, government must provide effective labor regulations, 
social protection, employment services, labor-market information, and 
mechanisms for social dialogue. 

The interaction of these three levels creates a more comprehensive 
understanding of employment sustainability. If one level is weak, the 
entire system may become vulnerable. For example, skilled workers may 
remain vulnerable if labor enforcement is weak; strong labor regulation 
may not generate productivity if workers lack relevant skills; and well-
designed policies may fail if firms lack incentives or institutional capacity 
to implement them. Therefore, the central result of this research is that 
human capital development and labor law protection should be 
integrated as complementary pillars of sustainable employment 
governance. Human capital provides the capabilities necessary for 
productivity and innovation, while labor law provides the institutional 
framework necessary to ensure that these capabilities are utilized under 
fair, safe, and equitable conditions. Their integration can support 
Indonesia's transition toward higher-value employment while reducing 
labor-market vulnerability. 

In this context, a fair and sustainable employment ecosystem 
should be characterized by five fundamental principles: capability, 
protection, inclusion, adaptability, and participation. Capability refers to 
workers' knowledge and skills; protection refers to labor rights and social 
security; inclusion refers to equal access to employment opportunities; 
adaptability refers to the capacity of workers and institutions to respond 
to technological and environmental transformation; and participation 
refers to meaningful social dialogue among workers, employers, and 
government. The results therefore reinforce the argument that labor 
policy should no longer be viewed exclusively as a mechanism for 
regulating the employment relationship. Instead, it should be positioned 
as part of a broader national development strategy. Human capital 
investment, decent work, social protection, labor rights, and productivity 
should be designed as interconnected elements of Indonesia's economic 
transformation. 

The future direction should therefore move toward an employment 
ecosystem in which workers are not merely treated as inputs into 
economic production but as strategic human assets and rights-bearing 
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participants in economic development. Such an approach is consistent 
with the broader objective of sustainable development because it 
connects economic productivity with social justice. For Indonesia, the 
successful integration of human capital development and labor law 
protection can become an important foundation for achieving productive 
employment, reducing inequality, strengthening economic resilience, 
and realizing a more inclusive and sustainable development trajectory. 

 
 
CONCLUSION 

This study concludes that human capital development and labor 
law protection are two complementary foundations for building a fair 
and sustainable employment ecosystem in Indonesia. Human capital 
development provides workers with the knowledge, skills, competencies, 
adaptability, and innovative capabilities required to respond to 
technological transformation, industrial restructuring, and the changing 
demands of the labor market. However, investment in education and 
skills alone is insufficient to guarantee sustainable employment 
outcomes. Without adequate legal protection, social security, decent 
working conditions, and effective labor institutions, workers may remain 
vulnerable despite possessing valuable human capital. 

The findings demonstrate that Indonesia has made significant 
progress in strengthening workforce development, labor-market 
institutions, social protection, and employment regulation. Nevertheless, 
challenges remain in the form of skills mismatches, unequal access to 
education and training, informal employment, technological disruption, 
employment insecurity, regulatory implementation gaps, and unequal 
protection for vulnerable workers. These challenges indicate that labor-
market development requires a more integrated policy approach that 
connects education, vocational training, lifelong learning, employment 
services, labor rights, social protection, and social dialogue. The study 
further concludes that labor law should not be viewed merely as a 
mechanism for regulating disputes between employers and employees. 
Rather, labor law constitutes an important institutional foundation for 
ensuring that economic productivity and human capital development are 
translated into decent, equitable, and sustainable employment. Effective 
labor protection requires enforceable workers' rights, fair remuneration, 
occupational safety and health, social security, protection against 



224 | Setyadi, Y., & Hamim, M. D.. 

  

 

discriminatory practices, effective dispute-resolution mechanisms, and 
meaningful participation through social dialogue. At the same time, 
employment regulation needs to remain adaptive to technological 
change, digital employment, the green transition, and emerging forms of 
work. 
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