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Abstract
The middle-income trap is when a country has reached a middle-income level but 
struggles to transition to high-income status. Countries in this situation often face 
economic stagnation, low productivity, and difficulties competing globally despite 
having experienced rapid growth. This paper examines the strategies necessary 
to overcome this condition and how Indonesia can learn from countries that have 
successfully escaped the middle-income trap. Key strategies include developing the 
MSME sector, improving human resource quality, maintaining macroeconomic 
stability, promoting innovation and technology, and fostering collaboration 
between the government, the private sector, and the community. The DPR RI, 
particularly Commission X of DPR RI and the Budget Committee of DPR RI, need 
to oversee the implementation of government programs to improve human resource 
quality. Indonesia’s success in escaping the middle-income trap relies heavily 
on collaboration between the executive and legislative branches and their shared 
commitment to achieving long-term development goals.

Introduction
The middle-income trap is a 

situation in which middle-income 
countries cannot compete in pro-
ducing low-labor-intensive goods 
due to relatively high wages while 
also lacking the productivity need-
ed to compete in high-value-added 
activities. This leads to prolonged 
economic stagnation and difficulty 
achieving high-income status (Yu-
suf, 2023).

Indonesia, a middle-income 
country since 1985, now faces signifi-
cant challenges in avoiding this trap. 
Economic growth in Indonesia has 
stagnated at around 3.5 percent per 
year, well below the growth target 
needed to achieve developed coun-
try status, around 5.42 percent per 
year (Ayu, 2018).

The World Bank has stated that 
developing countries like Indonesia 
need to achieve near-miraculous re-
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sults to avoid getting trapped in the 
middle-income category. A mature 
strategy is essential for these coun-
tries to transition into developed or 
prosperous nations. According to 
Mohammad Faisal, Executive Direc-
tor of the Center of Reform on Eco-
nomics (CoRE), Indonesia requires 
an extraordinary breakthrough to 
achieve consistent economic growth 
above six percent. Such growth is 
necessary for Indonesia to remain 
a middle-income country, making 
progress difficult (Hasan, 2022).

Countries caught in the mid-
dle-income trap face prolonged eco-
nomic stagnation, which can stymie 
long-term growth and exacerbate 
social inequality. This stagnation 
occurs when a country cannot tran-
sition from middle-income to high-
income status, resulting in a loss 
of global competitiveness. This, in 
turn, can lead to reduced foreign in-
vestment and hinder the potential 
for innovation and domestic indus-
trial development. Prolonged stag-
nation can also increase unemploy-
ment and poverty as the creation of 
new high-quality jobs becomes more 
difficult, thereby worsening social 
and economic conditions.

Based on this, the paper exam-
ines the strategies the government 
needs to implement to overcome the 
middle-income trap and explores 
how Indonesia can learn from coun-
tries that have successfully escaped it.

Strategy to Escape the Middle-
Income Trap

During the ten years of 
Jokowi’s administration, Indone-
sia’s economic growth rate has been 
stagnant at five percent per year. Not 
only has it stagnated, but growth 
has also relied heavily on natural 
resources. In the industrial sector, 

the government has prioritized the 
development of mineral smelting, 
which is also resource-based. This 
focus has come at the expense of im-
proving the investment climate in 
stronger processing or manufactur-
ing industries, which should be able 
to spur job creation and boost pro-
ductivity (Hidayat, 2024).

Due to job cuts in various sec-
tors, the middle class has decreased 
from 21 percent to 17 percent in the 
last five years. The opening of im-
ports for labor-intensive industrial 
commodities has made it difficult for 
domestic products to compete with 
cheaper goods from abroad. Mean-
while, the increase in investment 
value has primarily benefited entre-
preneurs, as it has been concentrated 
in capital-intensive upstream indus-
tries, especially the mining sector. 
The downstreaming of mineral re-
sources has yet to be accompanied 
by the development of derivative in-
dustries that could generate greater 
added value (Tempo, 2024).

The Indonesian government 
needs to implement an integrated 
strategy to escape the middle-in-
come trap. First, developing the Mi-
cro, Small, and Medium Enterprises 
(MSMEs) sector is essential. Current-
ly, MSMEs contribute around 61 per-
cent to the gross domestic product 
(GDP) and absorb 97 percent of the 
workforce in Indonesia (Nurprabo-
wo, 2023). To maximize this poten-
tial, the government needs to im-
prove access to financing, provide 
skills training, and support digital 
marketing for MSMEs. These efforts 
are expected to help MSMEs grow, 
participate in the global supply 
chain, and ultimately increase in-
comes and drive economic growth.

Second, improving the quality 
of human resources (HR) needs to 
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be a top priority. Indonesia has been 
experiencing a demographic bonus 
since 2015, with its peak period es-
timated to occur between 2020 and 
2035. Comprehensive education re-
form is crucial to preparing a skilled 
and innovative workforce. The gov-
ernment needs to ensure that the 
education curriculum aligns with 
industry needs and encourages rel-
evant vocational training programs. 
By enhancing HR quality, Indonesia 
can boost productivity and competi-
tiveness in the global market.

Third, maintaining macroeco-
nomic stability through prudent fis-
cal management is vital. A high bud-
get deficit can hinder investment in 
infrastructure and social programs 
essential for economic growth. The 
government needs to keep inflation 
below three percent and the current 
account deficit below three percent. 
This policy will create a more favor-
able investment climate and stimu-
late faster growth.

Fourth, the government needs 
to encourage innovation and tech-
nology as part of its economic di-
versification strategy. Investment 
in research and development needs 
to be increased to create innovative 
products that can compete interna-
tionally. By embracing high technol-
ogy, sectors such as manufacturing 
and digitalization can grow rapidly, 
reducing dependence on natural re-
sources. This is key to ensuring sus-
tainable long-term economic growth.

Fifth, collaboration between 
the government, private sector, and 
civil society is crucial for escaping 
the middle-income trap. Mapping 
economic drivers will help the gov-
ernment formulate more effective 
policies.

The Prabowo Subianto admin-
istration needs to implement this 

strategy. By consistently applying 
these measures, Indonesia stands a 
strong chance of escaping the mid-
dle-income trap and achieving high-
income status by 2035–2040.

Other Countries’ Success in 
Escaping the Middle-Income 
Trap

The success of a country in es-
caping the middle-income trap pro-
vides important lessons for Indone-
sia in formulating its development 
strategy. One successful example is 
South Korea, which has transformed 
from a low-income country into one 
of the most advanced economies 
in the world over the past few de-
cades. Key to South Korea’s success 
has been its substantial investment 
in education and technology and 
its industrial policies promoting in-
novation. Through initiatives like 
the five-year economic development 
plans, South Korea has been able to 
drive the growth of its manufactur-
ing sector and enhance its global 
competitiveness, achieving an aver-
age economic growth rate of around 
seven percent per year.

Another successful case is Tai-
wan, which demonstrated that eco-
nomic diversification and human 
resource development are effective 
strategies. Taiwan has emphasized 
technical and vocational education 
and encouraged research and de-
velopment in the high-tech sector. 
By building technology-driven in-
dustries, Taiwan has increased the 
added value of its products and cre-
ated high-quality jobs. As a result, 
Taiwan’s per capita income signifi-
cantly increased, reaching around 
USD34,000 in 2023, marking its suc-
cessful transition to high-income sta-
tus (Primadhyta, 2024).
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A relevant example is Singa-
pore, which escaped the middle-
income trap through a pro-business 
policy approach and strong infra-
structure investment. Singapore ad-
opted open policies toward foreign 
investment and created a favorable 
business climate through efficient 
regulation. Additionally, the Sin-
gaporean government actively in-
vested in education and training to 
ensure its workforce possessed the 
necessary skills to compete in the 
global market.

The success of these three 
countries highlights that a combina-
tion of human resource investment, 
innovation, and supportive econom-
ic policies is essential for emerging 
from the middle-income trap. Indo-
nesia can learn from these experi-
ences by focusing on improving the 
quality of education, fostering an in-
novation ecosystem, and creating a 
better investment environment.

Conclusion
In facing the challenges of the 

middle-income trap, Indonesia needs 
to learn from countries that have 
successfully escaped this condition 
by implementing appropriate and 
sustainable strategies. The success 
of countries such as South Korea, 
Taiwan, and Singapore shows that 
investment in education, innovation, 
and infrastructure is key to increas-
ing productivity and competitive-
ness. In addition, comprehensive 
structural reforms, including simpli-
fying regulations and strengthening 
institutions, can create an environ-
ment conducive to inclusive econom-
ic growth. Indonesia can achieve 
high-income country status by har-
nessing the potential of quality hu-
man resources and encouraging col-

laboration between the government, 
private sector, and civil society.

Through its oversight function, 
the DPR RI, especially Commission 
X, oversees implementing govern-
ment programs to improve the qual-
ity of human resources. Quality 
education is one of the main pillars 
of overcoming the middle-income 
trap. Improving the quality of edu-
cation is directly related to economic 
growth, making the role of DPR RI 
crucial in creating a skilled work-
force ready to compete in the global 
market. The Budget Committee of 
DPR RI also needs to play an active 
role in promoting transparency and 
accountability in managing the state 
budget. By ensuring that the budget 
is allocated to programs that truly 
support economic growth, the DPR 
RI can help create an environment 
conducive to investment and innova-
tion. Indonesia’s success in escaping 
the middle-income trap relies heav-
ily on collaboration between the ex-
ecutive and legislative branches and 
a shared commitment to achieving 
long-term development goals.
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