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This study analyzes the impact of employment status on
mental health by comparing self-employed and wage-
employed individuals in Indonesia. Using longitudinal data
from the Indonesia Family Life Survey (IFLS) waves 4 and 5, this
KEYWORDS study applies a fixed effects model to explore this relationship
Mental Health, Employment | while accounting for various demographic and socioeconomic
Status, Self-Employment, Wage- | controls. The findings reveal that self-employed individuals
Employment, Fixed Effect . have higher mental health scores, indicating poorer mental
health compared to wage-employed individuals. However, this
effect becomes insignificant after including control variables in
This is an open access article | the model. Job transition analysis indicates that individuals
under the CC-BY-5A license transitioning from self-employment to wage-employment tend
@ 0]0) to have higher mental health scores, while those remaining in
wage employment exhibit a lower risk of mental health issues.
Heterogeneity analysis reveals that self-employed women are
more vulnerable to mental health issues compared to men,
while individuals with disabilities demonstrate better mental
health in self-employment than in wage employment.

INTRODUCTION

Mental health is a crucial element in determining an individual's quality of life and
productivity. Mental health disorders, such as depression and anxiety, significantly impact social
and economic functioning (WHO, 2013; Xu et al., 2019). In Indonesia, the prevalence of mental
health disorders has reached 6.1% among individuals aged 15 years and above (Kemenkes,
2023), highlighting the urgency of addressing this issue in sustainable development (Patel et al.,
2018).

The trend of self-employment has continued to rise, driven by individuals seeking job
flexibility and independence. However, this increase does not solely reflect a shift in labor
preferences. Limited job opportunities in the wage-employment sector also play a crucial role.
The transformation of the digital economy, disruptions in traditional labor markets, and
macroeconomic pressures, such as a slowdown in formal job growth, may push more individuals
into self-employment as an alternative option (Bdgenhold, 2019). The following data illustrate
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the changes in the proportion of self-employment and wage-employment in Indonesia from
2019 to 2023.

Figure 1 Changes in the Proportion of Self-Employment and Wage-Employment in
Indonesia (2019-2023)
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Figure 1 shows that the proportion of self-employment increased from 47.39% in 2019 to
49.22% in 2023. Conversely, wage employment declined from 52.61% to 50.78% over the same
period. This reflects an increasing number of individuals opting for entrepreneurship or self-
employment rather than working as salaried employees. However, this shift may also impact
income stability and mental health in Indonesia. Self-employment is often accompanied by
income instability and higher mental pressure compared to wage employment, which offers
financial stability (Dixon et al., 2016).

Previous studies in developed countries have shown mixed results regarding the effect of
employment type on mental health, focusing on aspects such as job autonomy, income stability,
and work stress (Stephan & Roesler, 2010; Zhou et al., 2023). In Indonesia, similar studies remain
limited, particularly in the context of economic structural changes and self-employment trends.
Based on this background, this study aims to answer two main questions: (1) How does
employment status affect workers' mental health in Indonesia? (2) How does job transition
between self-employment and wage-employment impact workers' mental health?

This study seeks to fill the gap in the literature by analyzing and comparing the effects of
self-employment and wage employment on mental health in Indonesia. The findings are
expected to contribute significantly to policy-making by helping policymakers design appropriate
interventions to support workers' mental health in both employment types.

This research addresses the gaps in previous studies by employing the Center for
Epidemiologic Studies Depression Scale (CES-D) to comprehensively measure mental health.
Utilizing panel data and a fixed effects model, the study provides a longitudinal analysis of the
dynamic relationship between employment status and mental health.

LITERATURE REVIEW

Mental health is defined as an individual's well-being in realizing their potential, coping
with life's pressures, and working productively (WHO, 2004). Employment status, whether self-
employment or wage employment, affects mental health through factors such as job autonomy,
income stability, and work pressure (Blanchflower, 2004; Stephan & Roesler, 2010).

The Job Demand-Control (JDC) model explains that job demands and job control influence
work-related stress. Self-employment provides greater control but is often accompanied by high
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job demands, while wage employment offers stability but lower work autonomy (Karasek, 1979).
Self-employment refers to individuals who own and manage their own businesses. While it offers
greater autonomy and flexibility, self-employment is often associated with high workloads and
income uncertainty, increasing the risk of stress and mental health issues (Cardon & Patel, 2015;
Gonzalez-Mulé & Cockburn, 2017). Challenges such as financial uncertainty and significant
responsibilities are also major stressors (Stephan & Roesler, 2010).

Furthermore, studies indicate that self-employed individuals are more vulnerable to health
issues, especially in physically demanding jobs (Park et al., 2020). These conditions are
exacerbated by lower education levels and longer working hours compared to wage-employed
workers.However, some research highlights the benefits of self-employment, such as increased
psychological well-being due to greater decision-making autonomy and flexible work schedules
(Bradley & Roberts, 2004; Deci & Ryan, 2000). Self-employment is also associated with lower
blood pressure and reduced depressive symptoms, particularly among physically healthy
individuals (Zhou et al., 2023).

Conversely, wage employment provides income stability and job security, reducing
financial uncertainty despite a lack of flexibility and autonomy. These drawbacks can lead to job
dissatisfaction, potentially affecting mental well-being (Binder & Coad, 2013).

Other studies indicate that the relationship between employment status and mental
health is often statistically insignificant. Self-employed individuals tend to experience greater
fatigue than wage-employed workers, but this effect disappears after controlling for variables
such as education, marital status, and location (Andersson, 2008). This suggests that individual
characteristics and social conditions play a more significant role than employment status alone.
Although self-employment enhances job satisfaction, its impact on overall mental health remains
inconclusive (Parslow et al., 2004).

METHODS

This study utilizes longitudinal data from the Indonesia Family Life Survey (IFLS),
specifically waves 4 (2007-2008) and 5 (2014-2015). The IFLS provides detailed information on
employment status, mental health, and various individual and household characteristics. Wave 4
was selected as the baseline since mental health measurements using the Center for
Epidemiologic Studies Depression Scale (CES-D) began during this period. The CES-D short
version with 10 questions was used to measure depressive symptoms over the past week. The
study population includes individuals aged 15 to 64 who participated in both survey waves.
Employment status data were obtained from IFLS Book 3A, while mental health data were
sourced from Book 3B.

Mental health in this study is measured using the short version of the CES-D scale, adapted
to the available IFLS data. CES-D is widely used in epidemiological, social, and mental health
research to measure depressive symptoms (Murray, 2018; Zhou et al., 2023). Mental health is
treated as a continuous variable calculated from the total CES-D score, where higher scores
indicate greater severity of depressive symptoms.

The primary independent variable is employment status, classified into two categories:
self-employment and wage-employment. Self-employment includes individuals who work
independently, with or without permanent employees, including freelance workers in both
agricultural and non-agricultural sectors. Wage-employment refers to individuals working as
employees in government or private sectors. This variable is defined as a dummy variable, with 1
for self-employment and 0 for wage-employment.

Several control variables are included in the analysis to estimate the impact of
employment status on mental health. Individual characteristics include marital status, gender,
education level, age, disability status, and household head status. Household characteristics
include logged income, household size, homeownership status, health insurance ownership, and
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place of residence. Additionally, employment sector (agriculture, manufacturing, services) and
weekly working hours (continuous variable) are controlled to account for social environment,
economic stability, and access to healthcare.

The analysis employs two main models. First, the fixed effects (FE) model is used to identify
the impact of employment status on mental health while controlling for unobserved individual-
specific factors that remain constant over time. The FE model captures the influence of individual
characteristics that may affect mental health but do not change over the study period
(Wooldridge, 2003). The FE model equation is specified as follows:

MH;, = o + §,Employment Status; + X' 60 + u; + &

where MH;. represents Total Mental Health Score at time t, Employment Status;, is the
employment status dummy, X';. represents control variables, u;is individual fixed effects, and

g, is the error term.

Second, the Ordinary Least Squares (OLS) method is applied to evaluate the impact of job
transitions on mental health using cross-sectional data from IFLS waves 4 and 5. The OLS model
equation is given as:

MHinpy s = o + Gy JobTrantitionggr —opis T & jopis & + &

Job transitions are categorized into four groups: wage-to-wage, self-to-self, wage-to-self,
and self-to-wage. The total CES-D score from 2014 is used as the dependent variable in this
model.

RESULTS

The following table presents descriptive statistics illustrating the differences in
characteristics between self-employed individuals and those in wage employment.

Table 1 Descriptive Statistics
Employment Status = 0 Employment Status = 1
(Wage-Employment) (Self-Employment)

Obs Mean SD Mi Max Obs Mean SD Mi Max
n n

gceo“rteal Health 8502 4.426 4123 0 27 9100 4.806 4365 0 28
Age 8,502 36(')05 9835 15 64 9,100 42;)8 10296 15 64
, 22 22
Age 8502 139 748 0 409 9,100 1877 880 ° 409
Marital Status 8502 0.805 0397 O 1 9100 0874 0331 0 1
Education Level:
No Education 8502 0.011 0.103 0 1 9100 0050 0218 0 1
Primary School 8,502 0.205 0404 0 1 9100 0452 0498 0 1
Junior High 8502 0.149 0356 0 1 9100 5191 0393 o0 1
School
senior High 8502 0360 0480 0 1 2190 6046 0430 0O 1
School
Higher 8502 0275 0446 0 1 2190 6061 0240 0O 1
Education
Working Hours 8,502 4124 18163 0 126 9,100 3895 25196 0 126
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Employment Status = 0 Employment Status = 1
(Wage-Employment) (Self-Employment)
Obs Mean SD Mi Max Obs  Mean SD Mi Max
n n
Employment Sector:
Agriculture 8,502 0.084 0.278 0 1 9,700 0.376 0.484 0 1
Manufacturing 8,502 0.228 0.419 0 1 9,700 0.070 0.254 0 1
Services 8,502 0.688 0.463 0 1 9,100 0.554 0.497 0 1
Disability 8,502 0.103 0.304 0 1 9,700 0.078 0.268 0 1
Health Insurance 8,502 0.552  0.497 0 1 9,700 0.308 0.462 0 1
Household Head 8,502 0.567  0.496 0 1 9,700 0.682 0.466 1 16
Home Ownership 8,502 0.696  0.460 0 1 9,700 0.820 0.384 0 1
Ln Total Income 8,502 16é52 2.928 0 21682 9,100 15;0 3.891 0 21.419
Household Size 8,502 4.225 1.830 1 22 9,100 4.255 1.746 1 16
Location 8,502 0.700 0.458 0 1 9,700 0.467 0.499 0 1

Source: Authors' calculations based on processed IFLS data.

The descriptive statistics reveal that self-employed individuals have a higher average CES-D
score (4.806) compared to wage-employed individuals (4.426), indicating worse mental health
outcomes among self-employed workers. This suggests that self-employment may be associated
with higher psychological distress due to income uncertainty, lack of social protection, and
workload pressure.

Figure 2 Distribution of Total Mental Health Scores by Employment Status

—— Wage Employment
——— Self Employment

Density

Total Mental Health Scores

Source: Authors' calculations based on processed IFLS data.

Figure 2 presents the density distribution of total mental health scores based on
employment status, categorized into wage employment and self-employment. Both groups
display a relatively similar distribution, with most individuals having low mental health scores.
However, the density distribution for self-employment shows a slightly higher rightward tail,
indicating a larger proportion of individuals experiencing worse mental health outcomes.

The impact of employment status on mental health is estimated using pooled OLS and
fixed effects models. The results are presented in Table 2.
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Table 2 Comparison of Pooled OLS and Fixed Effects Models on the Effect of Employment
Status on Mental Health Scores

Dependent Variable: Total (1) \
Mental Health Score Pooled OLS
Employment Status 0.381™" 0.393"™" 1.102™ 0.085
(0.064) (0.077) (0.137) (0.126)
Age 0.052** 0.560™"
(0.023) (0.036)
Age? -0.001* -0.002™*
(0.000) (0.000)
Gender -0.019
(0.101)
Marital Status -0.688™* -0.637™*
(0.103) (0.160)
Education Level:
No Education (ref.) 0.000 0.000
() ()
Primary School 0.179 0.166
(0.192) (0.403)
Junior High School 0.089 0.117
(0.203) (0.473)
Senior High School -0.100 0.104
(0.200) (0.532)
Higher Education -0.747"" 0.492
(0.210) (0.598)
Working Hours -0.007"" -0.002
(0.002) (0.002)
Employment Sector:
Agriculture (ref.) 0.000 0.000
() ()
Manufacturing -0.197" -0.006
(0.117) (0.191)
Services 0.019 -0.009
(0.093) (0.156)
Disability 0.734™ 0.036
(0.118) (0.153)
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Dependent Variable: Total (1) \ ) \ \
Mental Health Score Pooled OLS Pooled Fixed
OLS Effect
Health Insurance 0.643™ 0.150
(0.071) (0.096)
Household Head -0.090 -0.040
(0.105) (0.162)
Home Ownership -0.423™" -0.313"
(0.084) (0.125)
Ln Total Income -0.007 0.001
(0.010) (0.012)
Household Size 0.021 -0.015
(0.020) (0.031)
Location 0.214™* -0.104
(0.072) (0.159)
Constant 4.426™ 4,152* 4,053 -12.904™*
(0.045) (0.484) (0.077) (0.825)
N 17602 17602 17602 17602
R2 0.002 0.019 0.007 0.218

*Significance levels: * p < 0.1, ** p < 0.05, *** p < 0.01
Source: Authors' calculations based on processed IFLS data

The study employs a Pooled OLS model as an initial step to analyze the relationship
between employment status and mental health. This model provides a preliminary overview of
the relationship between the independent and dependent variables. The results from the Pooled
OLS model indicate that self-employment status has a significant and positive relationship with
mental health scores in the initial model (Column 1), with a coefficient of 0.381, significant at the
1% level. After including control variables in the full model (Column 2), the coefficient increases
to 0.393, which remains significant at the 1% level. However, the primary limitation of the Pooled
OLS model is its inability to control for unobserved individual heterogeneity, which may
introduce bias in coefficient estimation.

Therefore, a Fixed Effects (FE) model is employed to provide a more accurate estimate by
controlling for time-invariant unobserved factors. The regression results in the FE model
(Columns 3 and 4) show that the effect of employment status increases and remains significant
before control variables are added, with a coefficient of 1.102, significant at the 1% level.
However, after incorporating control variables such as age, education level, marital status,
location, and household characteristics in the full model (Column 4), the effect of employment
status on mental health becomes insignificant. This finding suggests that the impact of
employment status on mental health can be explained by other factors, such as individual
characteristics and socio-economic conditions.
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Table 3 Job Transition and Total Mental Health Score: Model without and with Control
Variables

(1) (2)

Total Mental Health Score Total Mental Health Score
Wage to Wage (ref.) 0.000 0.000
() ()
Self to Self 0.293* 0.362™**
(0.112) (0.133)
Wage to Self 0.590™" 0.350™
(0.161) (0.163)
Self to Wage 0.668™" 0.597""
(0.223) (0.222)
Control No Yes
Constant 5.717" 12.315"*
(0.079) (1.007)
N 8.801 8.801
R2 0.002 0.028

*Significance levels: * p < 0.1, ** p < 0.05, *** p < 0.01
Source: Authors' calculations based on processed IFLS data

The analysis in Table 3 indicates that job transitions significantly affect the total mental
health score in both models: the uncontrolled model (Column 1) and the controlled model
(Column 2). In general, the reference category "Wage to Wage" (individuals who remain in wage
employment) has the lowest total mental health score, suggesting that these individuals have the
lowest risk of depression compared to other types of job transitions. Conversely, individuals who
remain in self-employment ("Self to Self") exhibit a higher total mental health score by 0.293
points in the uncontrolled model, increasing to 0.362 points in the controlled model, both
significant at the 1% level. This finding suggests that self-employment imposes additional stress
compared to wage employment, aligning with prior research that finds self-employed individuals
to be more prone to depression (Buttner, 1992; Park et al., 2020).

Transitioning from "Wage to Self" has a significant effect on the total mental health score,
increasing by 0.590 points in the uncontrolled model, which decreases to 0.350 points after
adding control variables, significant at the 1% and 5% levels, respectively. These results indicate
that transitioning to self-employment tends to increase the risk of depression, possibly due to
income instability or increased pressures of running a business independently.

Individuals transitioning from "Self to Wage" also exhibit an increased risk of depression,
with a higher total mental health score of 0.668 points in the uncontrolled model, decreasing to
0.597 points with controls, both significant at the 1% level. This finding may reflect adaptation
difficulties when shifting from self-employment to wage employment, such as adjusting to a
structured work environment, higher job demands, or the loss of flexibility previously enjoyed.
Furthermore, external factors such as financial necessity or business failure could contribute to
negative psychological impacts.

Heterogeneity analysis examines how the effect of employment status on mental health
varies across sub-samples. The results indicate differences in the impact of employment status
on mental health among these groups.
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Tabel 4. Heterogeneity Analysis of the Effect of Employment Status on Mental Health by

Gender and Location.

Female

Male

(6)

Disability

Employment 0.540™ -0.0902 0.0535 -0.205 0.127 -1.763"
Status

(0.245) (0.148) (0.172) (0.224) (0.136) (0.936)
control Yes Yes Yes Yes Yes Yes
_cons -13.49™ | -12.63™ | -13.03"" | -13.81™" -13.13"* -7.372

(1.437) (1.021) (1.221) (1.360) (0.879) (6.142)
N 5838 11764 10204 7398 16020 1582
R2 0.233 0.216 0.223 0.229 0.222 0.282

*Significance levels: * p < 0.1, ** p < 0.05, *** p < 0.01
Source: Authors' calculations based on processed IFLS data

The findings suggest that self-employment is significantly associated with a higher mental
health score among women (0.540), indicating poorer mental health compared to women in
wage employment. In contrast, for men, the relationship is insignificant, suggesting that
employment status does not directly affect their mental health. Women engaged in self-
employment often face dual burdens—work and domestic responsibilities—leading to greater
psychological stress than those in wage employment, who tend to have more structured and
stable job conditions ((Krantz & Ostergren, 2001; Stephan & Roesler, 2010).

By residence, employment status has a positive coefficient for rural individuals and a
negative coefficient for urban individuals; however, both are statistically insignificant. This
suggests that the effect of employment status on mental health is not significantly influenced by
residential location.

Regarding disability status, employment status does not significantly affect mental health
among individuals without disabilities. However, for individuals with disabilities, the relationship
is significantly negative, meaning that self-employment is associated with a lower mental health
score (better mental health) than wage employment. This finding suggests that self-employment
provides greater flexibility for individuals with disabilities, allowing them to manage work
schedules and daily activities according to their physical condition, thereby reducing
psychological stress.

DISCUSSION

The findings of this study reveal important insights into the relationship between
employment status and mental health. Initially, self-employment was found to be associated
with poorer mental health compared to wage employment. However, after controlling for
individual characteristics and socio-economic factors using the Fixed Effects model, this
relationship became insignificant, suggesting that other variables such as age, marital status, and
household income, may have a greater influence on mental health outcomes than employment
status itself.

The findings align with previous literature, which shows that the effect of employment
status on mental health becomes insignificant after accounting for control variables. Previous
studies have found that although self-employed individuals are more likely to experience fatigue
compared to wage-employed individuals, this effect becomes insignificant after controlling for
factors such as education, marital status, and location (Andersson, 2008). This suggests that
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other factors, such as individual characteristics and social conditions, play a more significant role
in influencing mental health than employment status itself. Another study supports this finding,
stating that there is no significant difference in mental health between self-employed and wage-
employed individuals, regardless of gender. While self-employment is often associated with
greater job autonomy, this advantage is not strong enough to produce a significant impact on
mental health (Parslow et al., 2004).

The heterogeneity analysis indicates that the impact of employment status on mental
health is not uniform across all groups. Among women, self-employment is significantly linked to
poorer mental health, possibly due to the dual burden of managing both work and domestic
responsibilities. This finding supports the idea that female entrepreneurs may experience
greater stress, particularly in settings where traditional gender roles place additional
expectations on them. For men, however, the relationship between employment status and
mental health was insignificant, suggesting that male self-employed individuals may not face the
same level of stress or challenges. For individuals with disabilities, the results were quite
different. Self-employment was associated with better mental health compared to wage
employment, likely due to the flexibility it offers in managing work schedules and
accommodating physical limitations. This finding suggests that self-employment may provide a
more supportive work environment for people with disabilities, allowing them to navigate their
work-life balance in a way that minimizes psychological strain.

CONCLUSION

The findings indicate that self-employment is positively and significantly associated with
higher mental health scores in the Pooled OLS model, suggesting that self-employment tends to
increase the risk of mental health disorders compared to wage employment. However, after
controlling for individual characteristics in the Fixed Effects model, employment status loses its
significance, indicating that other factors such as socio-economic conditions play a larger role in
determining mental health outcomes than employment status alone.

Heterogeneity analysis reveals variations based on gender and disability status. Among
women, self-employment significantly affects mental health, suggesting that female self-
employed workers experience greater mental health risks compared to their wage-employed
counterparts. For individuals with disabilities, self-employment is associated with better mental
health, likely due to the flexibility it provides.

Furthermore, job transitions significantly impact mental health, with wage-employed
individuals experiencing the lowest depression risk. In contrast, individuals remaining in self-
employment or transitioning to/from self-employment show a significant increase in depression
risk. This highlights the need for targeted support for individuals undergoing job transitions.

Based on these findings, it is recommended that policymakers implement capacity-
building programs for female entrepreneurs and disabled individuals to address mental health
challenges in self-employment. These programs should include both technical entrepreneurship
training and modules on stress management and work-life balance. To mitigate the mental
health risks associated with job transitions, government job training programs (e.g., Kartu
Prakerja and vocational training centers) should integrate stress management modules,
including coping strategies, emotional regulation techniques, and psychological counseling
services. This approach can help workers mentally prepare for job transitions, reducing the risk
of mental health issues during employment shifts.

LIMITATION
This study has several limitations, particularly related to the data used. The IFLS data only

includes two waves that contain mental health information. This may limit the ability to capture
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long-term variations and dynamics in mental health changes related to employment status
transitions. With the availability of more longitudinal data covering additional time points, a
deeper analysis of individual condition changes and the long-term effects of employment status
on mental health could be conducted.
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