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Abstract. This reseach aims to explore the implication of middle income trap on Indonesia’s
economic growth and fiscal policy between 2014 till 2024 period, where economic growth tends
to stagnate at around 5 percent per year outside the pandemic. The data’s based on qualitative
content analysis by using literature and secondary data. In 2024, Indonesia's economic growth
was recorded at 5.03 percent, slightly slower than in 2023 which reached 5.05 percent, and still
below the government's target of 5.2 percent. This stagnation indicates a real risk of Middle
Income Trap, characterized by slowing growth in the manufacturing sector, household
consumption, and exports. To overcome MIT (Middle Income Trap) in addition to spurring
economic growth, fiscal policy also plays an important role, especially through optimizing the
allocation, distribution, and stabilization functions in the State Budget (APBN), increasing
human capital, productive investment, economic diversification, and developing the service
sector and technology-based industries. To outside MIT phenomenon, Indonesia needs to focus
on increasing human capital, productive investment, economic diversification, and developing
the service sector and technology-based industries. This strategy will encourage an inclusive and
sustainable fiscal policy direction
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1. INTRODUCTION

The Middle Income Trap phenomenon in Indonesia began to receive serious atten-
tion since 2014, when the growth of national income per capita began to show signs of
a significant slowdown. According to research using provincial GRDP per capita data
for the 2010-2020 period, it appears that Indonesia had risen to the upper-middle in-
come level, must back to lower middle income level in 2020 from Covid-19 pandemic,
which indicates that Indonesia's economic pattern failed to lead to the income of high-
income countries. This condition is exacerbated by the low innovation and productivity
of the manufacturing sector as well as the element of dependence on raw commodity
exports which are vulnerable to global price fluctuations. Middle income trap are char-
acterized by a tendency for income stagnation and growth slowdown when a country is
in a middle-income trap has reached the classification of middle income countries [1].
So it can be said that MIT is a condition that describes countries has reached middle
income level but has stagnated so that the country has difficulty triggering economic
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growth to become a high income country, due to a lack of competitiveness in industrial
sector resulting in an inhibition of the country's economic growth which affects the
country's income status which cannot become a developed country.

Indicators related to the middle income trap include economic growth, low
labor productivity, high production costs, limited industrial diversification, high in-
come inequality, limited investment in technology and innovation, low quality of hu-
man resources, unprepared economic structure, corruption and bureaucracy that hinder
economic growth, climate change and the environment [2]. This condition is character-
ized by slowing economic growth stagnant productivity and low competitiveness.
World bank data shows that in 2022 Indonesia's per capita income will be US$ 4,580
with economic growth only around 5% per year .

Table 1.Classification of countries by national income per capita 2021 (USD)

Middle income
Year Low-in- Hig
come Lower-middle Upper-mid- h-in-
income dle income come
2021 <=1,045 1,046 — 4,095 4,096 - >
12,695 12,695

Source: Wotld Bank, 2025

Based on World Bank's classification, the formation of MIT can be seen based on
per capita income [3] where the benchmark is suspected to provide an overview by
looking at low income, middle income and high income areas. The situation that arises
now is predicted that there are several provinces in Indonesia experienced decrease
income to economic sector activity that tend to stagnate and slow down due to unstable
economic wheels. If you look at the classification of the World Bank, Indonesia has
been included in a country with lower middle income for the last 15 years, its mean
Indonesia's economic growth has not experienced significant changes in the range of
4%-5% [4]. So to see whether a region is experiencing a middle income trap, it needs
an in-depth calculation analysis, but in general it probably seen by using level of eco-
nomic growth and the direction of fiscal policy carried out by policy holders.

From decade before, the economic growth shown relatively stable trend with an av-
erage of around 5% per year, despite experiencing various challenges from both do-
mestic and global sides. In the period 2014 to 2019, Indonesia's economic growth was
around 5%, driven by strong household consumption, investment, and the manufactur-
ing sector. In 2020, the Covid-19 pandemic caused an economic contraction of -2.07%,
which was the largest decline in recent decades. After the pandemic, Indonesia's econ-
omy started to recover with positive growth of 3.7% in 2021 and again reached around
5% in 2022 to 2024. In 2024, economic growth was recorded at 5.03%, a slight slow-
down compared to 5.05% in 2023, and still below the government's target of 5.2% [5].
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Fiscal policy is the government's main instrument in managing the national econ-
omy, especially to maintain macroeconomic stability, promote growth, and overcome
various structural challenges such as the Middle Income Trap. Figure 1 shows that dur-
ing the period 2014 to 2024, Indonesia faces significant fiscal dynamics, influenced by
stagnant economic growth at around 5% per year, Covid-19 pandemic impact and need
for increased development financing [6]. The government seeks to maintain fiscal sus-
tainability by prudently managing the deficit, debt, and allocation of state expenditure,
although it continues to face pressures in terms of tax revenue and spending overruns,
especially for infrastructure and debt interest payments.

a0

Defisit Fiskal (% terhadap PDB)
»
]

0.0
2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Tahun

Figure 2. Fiscal Deficit 2014 — 2024
Source: Kemenkeu, 2025

Figure 2 shows that Indonesia's fiscal deficit was relatively stable at around 2.2-2.3%
of GDP at the beginning of the period, declined in 2017, then increased sharply during
the 2020-2021 pandemic, reaching a peak of around 3%. After the pandemic subsided,
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the deficit declined again and in 2024 was recorded at 2.29% of GDP, in line with the
government's fiscal consolidation efforts. Over the past decade, state spending has con-
tinued to increase from IDR 1,777.2 trillion (2014) to IDR 3,412.2 trillion (2024), while
the ratio of tax revenue to GDP has actually decreased from 13.7% (2014) to 10.1%
(2024). This causes deficit financing and state debt to also increase, with the debt-to-
GDP ratio rising from 24.7% (2014) to 38.49% (2024). Overall, Indonesia's fiscal pol-
icy in the 2014-2024 period shows an effort to keep the deficit within safe limits, but
still faces challenges in terms of state revenue and spending that have implications for
increasing debt and interest expenses. The fiscal deficit curve is an important illustra-
tion for evaluating the effectiveness of fiscal policy in supporting sustainable economic
growth.

2. THEORY, LITERATURE REVIEW

2.1 Middle Income Trap Theory

MIT or abbreviated was the situation of a country slowdown in middle income level
and not being to able increase revenue to high category income countries [4]. [6] ex-
plains that when reaching the middle income point, an economy faces great challenges
to successfully transition to high income. The starting point of the country reaching
middle income according to [7] is a turning point if adjusted to the Lewis structural
change model. At this point there is an increase in real wages along with a shift in labor
surplus towards a state of labor shortage. Labor must be more productive so that pro-
duction can keep up with the increase in wages. When wages rise and people buying
power increases for goods and services will rise than the supply or capacity side must
be encouraged to avoid overheating. An unfavorable situation, [8] states that middle
income countries will experience a decline in productivity. This can lead to failure of
economic growth and cause the country to experience the middle income trap.

2.2 Economic Growth Theory

This theory is a theory coined by classical economists including Adam Smith, David
Ricardo. Another theory that explains economic growth is the modern economic theory.
The Harrod-Domar growth theory is one of the modern economic growth theories. This
theory emphasizes the importance of investment formation for economic growth. The
higher the investment, the better the economy, investment not only has an influence on
aggregate demand but also on aggregate supply [9]. Economic growth is an effort to
increase production capacity to achieve additional output, which is measured using
Gross Domestic Product (GDP) or Gross Regional Domestic Product Economic growth
is the process of increasing output per capita in the long term. The emphasis is on three
aspects, namely: process, output per capita and long term. Economic growth is a pro-
cess, not a snapshot of the economy at any one time. Here we look at the dynamic
aspects of an economy, i.e. how an economy develops or changes over time. Economic
growth is the long-term increase in the capacity of the country concerned to provide
various economic goods to its population. The increase in capacity is made possible by
the progress or adjustment of technological, institutional and ideological adjustments
to various existing conditions.
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2.3 Fiscal Policy Theory

Fiscal policy based on Keynes' economic theory states that an increase or decrease
in revenue (taxes) and spending levels affects inflation, employment and the flow of
money through a country's economic system.. The success of a country's economy is
usually measured by factors such as gross domestic product (GDP) and aggregate de-
mand. There are two main types of fiscal policy namely: 1). Expansionary fiscal policy
2). Contractionary fiscal policy.There are fourth main components of fiscal policy,
namely a) Taxation Policy where the government gets revenue from direct and indirect
taxes b) Expenditure policy is a government policy related to income and capital ex-
penditure, c¢) Investment and disinvestment policy is the optimal level of domestic and
foreign investment needed to maintain economic growth, d) Debt / surplus manage-
ment, the government manages revenue, to finance deficits the government must bor-
row from domestic or foreign sources. [10]

3. LITERATURE REVIEW

Based on research conducted by [11] with the title The Middle Income Trap A Case
Study of Korea and Lesson For Vietnam suggests that the phenomenon of the middle
income trap, which is a condition in which middle-income countries fail to transition
into high-income countries. The case study of South Korea, which managed to get out
of the middle income trap, is analyzed to provide lessons for Vietnam, which currently
faces the risk of being trapped in the middle income trap. The focus of the discussion
on the role of government, capital control, human resources, and technology as the key
to South Korea's success. South Korea managed to get out of the middle income trap in
about three decades through flexible five-year economic planning and effective gov-
ernment intervention. Furthermore, [12] with research entitled Avoiding the Middle
Income Trap: Renovating Industrial Policy Formulation in Vietnam, discusses qualita-
tive descriptive analysis of data on economic growth, industrial structure, and govern-
ment policies, as well as a study of the concept of the middle income trap and the ex-
perience of other countries. Vietnam experienced rapid growth thanks to liberalization
and FDI, but is still dependent on foreign capital and labor with low local value-added.
Furthermore, [13] with the research title “An alternative to the middle-income trap”
discussed “An alternative to the middle income trap”, namely the liberalization trap.
This research compares the experiences of countries in Latin America and Asia related
to economic liberalization reforms. The main argument is that liberalization reforms
(especially trade and financial liberalization) have led to a slowdown in economic
growth.

4. RESEARCH METHODS

This study uses data based on literature review analysis where data obtained from
the World Bank, the Central Bureau of Statistics, the Ministry of Finance, data analysis
of the DPR RI and scientific publications [18]. By using data taken from scientific
literature, it is expected that it can be described systematically and structured by using
data, theories, and findings that have been published in previous scientific works as the
main source for analyzing, testing, or developing a problem or hypothesis. The use of
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library research with a descriptive approach is expected to understand the phenomena
that occur and by describing and telling in the form of words and language in a partic-
ular context using qualitative analysis based on books, journals and other documents
that are in accordance with the theme of this research.

5. RESULTS AND DISCUSSION

5.1 The Implication of Middle-Income Trap towards Indonesia's Economic
Growth

Based on data figure 3 showed that Indonesia has been in the middle-income trap for
almost 30 years, from 1993 to 2022, according to Bappenas. Indonesia briefly rose to
an upper-middle income country in 2019-2020, but fell back due to the Covid-19 pan-
demic. To get out of the middle-income trap and become a developed country before
2045, Indonesia is required to achieve economic growth of at least 8 percent per year,
which is considered difficult to achieve when viewed from an economic point of view.
Actually, if Indonesia wants to get out of the middle-income trap, Indonesia must have
growth above 8 percent in accordance with the calculation standards of the World Bank

regarding the criteria of the middle-income trap.
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Figure 3. Indonesia GDP 2014-2024
Source: BPS, 2025

Indonesia had been trapped in the Middle-Income Trap for quite a long time, this
can be seen from the tendency of Indonesia's economic growth to experience a long-
term slowdown, one of the causes is declining productivity and innovation, so that eco-
nomic capacity is unable to grow significantly. Studies in Indonesia show that eco-
nomic growth has been quite stagnant for more than a decade, indicating a risk towards
the Middle-Income Trap [19]. One of the impacts is the emergence of the Middle-In-
come Trap, namely a situation when economic growth is not accompanied by a strategy
that can encourage a sustainable increase in per capita income [20]. This phenomenon
occurs when a country fails to adjust its growth strategy to its economic structure [21].
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[22] describes the Middle-Income Trap as a growth slowdown, namely a growth slow-
down that inhibits a significant increase in per capita income even though the country
has achieved middle income status.
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Figure 4. Indonesia GDP, 2014-2024
Source: Data processed, 2025

From Figure 4, it can be observed that reflections on economic growth and resili-
ence over the past 18 years highlight the need for improvements in key government
policies, such as reducing import dependence, by taking into account past achieve-
ments and lessons learned [23]. Second, reflection on GDP per capita and the quality
of growth; while the third, monetary and financial stability. Fourth, expressing reflec-
tions on fiscal resilience and sustainability and tax ratios; while the fifth (last) explains
reflections on competitiveness, manufacturing industry contributions, and productiv-
ity. It can be said that the implications of the middle income trap on economic growth
in Indonesia can be indicated by looking at several factors, namely first, the occur-
rence of stagnation in economic growth which can be seen from Indonesia's economic
growth from 2014 to 2024 which is still around 5% per year, as well as the GRDP
level of 38 Provinces in Indonesia does not exceed 300 trillion per year and even then
only a few can reach that nominal figure, the rest of the provinces in Indonesia find it
difficult to develop and always depend on the balancing funds given to regions that
have difficulty meeting PAD targets
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Figure 5. Indonesia’s Unemployment Percentage 2014 till 2024
Source: BPS, 2025
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Then secondly, the large economic inequality and the large number of unemployed
are closely related to welfare, the impact of which can hinder long-term economic
growth and social stability [24]. This condition worsens the Middle-Income Trap be-
cause it reduces the purchasing power and innovation capacity of the middle class as a
motor of growth and finally, dependence on exports of primary commodities without
industrial diversification hinders the growth of added value and innovation, increasing
the risk of the Middle-Income Trap. Therefore, increasing the added value of the tech-
nology-based industrial and service sectors is the key to driving sustainable economic
growth.

5.2 The Implication of Middle-Income Trap Towards Indonesia Fiscal Policy.

Fiscal policy is an important instrument in managing the Indonesian economy. In the
context of economic growth, effective fiscal policy can contribute significantly to im-
proving people's welfare and poverty alleviation. The Middle-Income Trap (MIT) re-
quires the Indonesian government to design a more strategic and sustainable fiscal pol-
icy to encourage economic transformation [25]. Stagnant growth in the range of 5 per-
cent, low productivity, and dependence on raw commodities require fiscal policy to be
focused on improving the quality of human resources (HR), innovation, and infrastruc-
ture. Fiscal policy must prioritize education and health spending to improve the quality
of HR.
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Figure 6. IPM 2014-2024
Source: data Processed, 2025

The figure above shows an increase in the human development index in Indonesia
from 2014 to 2024, meaning that there is a government effort to improve the quality of
its human resources so that government spending can be focused on the education and
health sectors must be directed to improve the quality of human resources, which is the
foundation of long-term economic growth and also as one of the indicators of healing
from the Middle Income Trap. The government must focus on efficient budget man-
agement, tax reform, investment in research and development, and strengthening the
education and health sectors [26]. Effective fiscal policy, integrated with monetary pol-
icy, will be the key for the country to escape the Middle-Income Trap and achieve de-
veloped country status.
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Increased tax revenues can encourage the government to increase spending [27].
However, society has a tolerance for taxes, namely the level at which they can accept
the amount of tax levy to finance government spending. Government spending is one
of the key variables that influences economic growth and efforts to escape the Middle-
Income Trap. The tax sector has a significant impact on per capita income, but Indone-
sia's tax ratio is still low (9.8% of GDP in 2024) [28]. Tax reforms, such as expanding
the digital tax base and incentives for MSMEs, are needed to increase revenue without
hampering growth [29].
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Figure 10. Indonesia Tax Income 2014-2024
Source: Data Processed, 2025
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The high budget deficit was occurred during the pandemic, namely -6.09% in 2025,
is projected to also experience a budget deficit of IDR 616.2 trillion (APBN, 2025)
[30]. This is a challenge, but infrastructure investment remains a priority. The construc-
tion of toll roads, ports, and industrial areas is expected to reduce logistics costs and
attract investment. According to the Ministry of Finance, infrastructure contributes
1.2% to economic growth. However, the budget deficit must be managed carefully so
as not to burden long-term debt [31]. Government debt needs to be managed so that the
debt-to-GDP ratio remains below 40%. Expansionary fiscal policy during the pandemic
increased debt, but stable economic growth and strengthening tax revenues helped re-
duce the debt ratio from 41% (2021) to 38% [32] A well-managed budget deficit can
be an opportunity to escape the middle-income trap, provided that the fiscal space cre-
ated is used for productive investment and structural reform. On the other hand, exces-
sive efficiency pressures and strategic spending cuts can actually strengthen the MIT
trap. The balance between fiscal stability and economic transformation is key to ensur-
ing that the budget deficit contributes positively to efforts to escape the middle-income
trap.

6. FINDING AND CONCLUSION

Indonesia's stagnant economic growth in the 2014-2024 range of 5 percent is a real
reflection of the challenges of the middle-income trap. Without a significant growth
leap, especially through productivity, innovation, and economic transformation, Indo-
nesia is at risk of remaining trapped in the middle-income country group. Extra efforts
and structural reforms are needed so that Indonesia can move up to become a developed
country before 2045. The middle-income trap forces Indonesia to design a fiscal policy
that is not only expansive, but also of high quality. Structural transformation through
investment in human resources, infrastructure, and down streaming is key, although it
requires coordination between institutions and strict supervision of spending effective-
ness.

Without inclusive and sustainable fiscal reform, the 8% growth target to escape the
middle-income trap will be difficult to achieve. Likewise, the middle-income trap fiscal
policy has a negative impact on Indonesia's fiscal policy, which can be seen through
productivity stagnation, slow structural transformation, and socio-economic problems
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such as unemployment and inequality, budget deficit management, unstable tax reve-
nues, increasing debt ratios, and so on. To escape the Middle-Income Trap phenome-
non, Indonesia needs to focus on increasing human capital, productive investment, eco-
nomic diversification, and developing the service sector and technology-based indus-
tries. This strategy will encourage an inclusive and sustainable fiscal policy direction.

7. IMPLICATION, LIMITATIONS AND SUGGESTIONS

The implications obtained are that the middle-income trap is one way to see the level
of economic growth of a country, in general the middle-income trap has a positive im-
pact so that the country can try to minimize the bad things that cause a country's econ-
omy to not develop. If this is not immediately fixed, the country will be trapped in the
middle-income trap, where economic growth slows and the country cannot rise to a
higher income level. The suggestion for further research is to be able to use more com-
prehensive calculations, with the addition of significant variables and data management
techniques. And it is also expected to be able to use data based on the classification of
regional potential by mapping the demographics of the region specifically in order to
get better analysis results.
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