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Positive reform in labour law

m  The new labor law will be a breakthrough with major changes on foreign
worker, outsourcing worker, minimum wage and severance scheme.

m  We think the overall labour costs may potentially decline with the new
law, which shall positively impact both domestic and foreign investments.

m  Given the complexity and the number of laws that needs being changed,
we see the new labour law to be effective in 2021 at the soonest.

Easier access for foreign worker

In the new submitted law, it will be easier for foreigner to work in Indonesia.
Foreign worker wishing to have role in various job types may also do so
without consent from the government. Previously, the company must submit
work plan and justification on using foreign worker. We see this to be positive
for knowledge transfer and capacity building.

Outsourcing will potentially gain more traction

The former labour law article 59 indicates that permanent type work is
forbidden from using a contractual or outsourced worker. Deletion of article
59 in the new labour law, to our understanding, could be interpreted as every
job could be done via outsourcing. This is positive, in the sense that
companies fixed labour costs may drop in the future.

New minimum wage formula

The minimum wage formula was never been specified in the previous labour
law, now it is clearly stated that the new formula is not allowed to be modified
and/or altered for practical or political use. The new minimum wage formula
shall use the regional economic growth (real growth instead of nominal
growth previously), this is positive as growth varies from region to region.

More certainty for business owners especially during downturn period
Significant breakthrough also applied in compensation and severance
payment if a company wants to exit and/or bankrupt. The new labour law
deletes 12 articles regarding the compensation for worker in an event of
bankruptcy/closing down. This shall promote more investment as it gives
more certainty and clarity during downturn period.

Fig. 1: Indonesia labour costs is the highest in the region
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Fig. 2: Summary of the New Labour Law

Omnibus Law Previous Law Our Take
Article 42 - 47: foreign worker
= Relaxation of Article 42 regarding foreign worker hiring Exemption only for diplomatic affairs
Adding an exemption for: Submission and permission of work plan to the
= Board of director or commissioners with share government regarding foreign worker hiring
ownership Article 46: foreign worker is forbidden to have a human
= Diplomatic affairs resource position/role
= Technician, vocation, start-up companies, business Positive
visitation and researcher for a certain time period
All the above can now be hired without any permission
from the government
= Deletion of article 46
Article 56 - 61:
= Duration of work contract based on both parties’ Duration of work contract based on specific time period
agreement and settlement. Article 59: Permanent type work is forbidden to use a
= Work-contract hiring can be used also for permanent-type work-contract hiring
work. (Deletion of article 59) Article 64 - 65: outsourcing rule Positive
= Deletion of article 64
= Deletion of article 65
Article 61a:
= |f the work contract is ended due to time or completion of Not defined
work, employer must give compensation to worker with
minimum 1 year duration Negative
= The amount and size of the compensation will be
formulated with government regulation
Article 77 — 77a:
= Working hour is 8 hours a day and 40 hours a week 6-days or 5-days per week type, with consecutive 7 hours
= The execution of working hour is decided with agreement and 8 hours’ work length
(day or night) Maximum overtime 3 hours a day or 14 hours a week Positive
= Maximum overtime is 4 hours a day or 18 hours a week.
More than that, employer must pay severance or overtime
Article 88 -90
= Minimum wage decided by governor No specific formulae for Minimum wage.
= The formula: Wagew., = Wage; + (Wage: x Economic Sectors could be exempted from the minimum wage
growthy). The economic growth figure used in the formula according to governor regulation
is the provincial economic growth Neutral
= SME wage is exempted from the minimum wage
calculation. Wage is decided by employer and employee
= Labor intensive industries minimum wage used a separate
formula, decided by governor
Article 156
= Compensation and severance payment rule in relation to Work duration above 24 years is eligible to have a reward
duration of work. Basically the same, only a deletion on money of 10months salary Positive
the reward for work duration above 24 years
Deletion of Article 161 - 172 Article 161 — 172:
= Company may exit the industry for whatever reason and Specific rules for firing and the entitled compensation
pay fair compensation regarding the duration of work. No Situation and condition regarding compensation multiplier
multiplier of compensation or severance payment to For example: (i) if worker is absent for five days without Positive
worker reason, may still applicable for severance payment. (i) if a
company filed bankruptcy, closed due to force majeure,
etc. worker still eligible for compensation and severance
payment and its multiplication
Sources: Government, IndoPremier
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Fig. 3: Growth of output per worker Fig. 4: Output per worker in nominal terms
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The views expressed in this research report accurately reflect the analyst’s personal views about any and all of the
subject securities or issuers; and no part of the research analyst's compensation was, is, or will be, directly or
indirectly, related to the specific recommendations or views expressed in the report.

DISCLAIMERS

This research is based on information obtained from sources believed to be reliable, but we do not make any
representation or warranty nor accept any responsibility or liability as to its accuracy, completeness or correctness.
Opinions expressed are subject to change without notice. This document is prepared for general circulation. Any
recommendations contained in this document do not have any regard to the specific investment objectives, financial
situation and the particular needs of any specific addressee. This document is not and should not be construed as an
offer or a solicitation of an offer to purchase or subscribe or sell any securities. PT Indo Premier Sekuritas or its
affiliates may seek or will seek investment banking or other business relationships with the companies in this report.



