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Abstract Abstract Indonesia's economy has grown quickly in the previous few decades, but keeping 

up an 8% growth rate per year is still a huge problem. This research investigates the feasibility of 

achieving such significant increase through a systematic literature review (SLR) and modeling 

methods. We examine periods of rapid GDP growth in Indonesia using 35 academic sources, 
including policy papers, empirical research, and macroeconomic models. We identify the primary 

factors contributing to this development and using econometric modeling to forecast future 

economic expansion. The results show that Indonesia can achieve steady 8 percent annual GDP 

growth if it improves productivity in agriculture, industry, and services, builds better infrastructure, 

and invests more in developing its people. Policy options include improvements to education, the 

way people invest, and how they employ new technologies.  
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1 Introduction  

Indonesia is a member of the G20 and has the largest economy in Southeast Asia. It has 

proved that it can bounce back and grow consistently during the last twenty years. But 

since 2010, the country's GDP has grown by an average of 5% to 6% a year. This has 

made the country feel increasing pressure to hurry up its development in order to satisfy 

rising expectations for job creation, poverty reduction, and regional leadership. 

 

The principal question this article investigates is: Can Indonesia sustain an annual GDP 

growth rate of 8 percent? Emerging economies have historically achieved substantial 

growth rates during periods of structural transformation, as demonstrated by South 

Korea in the 1970s, China from the 1980s to the 2010s, and Vietnam in the 2000s. 

Indonesia has never been able to hold up 8% growth for more than one year, even 

though it came close to these levels during oil booms and times of industrialization. 

 

Not only would the outside conditions have to be ideal for this aim to be reached, but 

there would also have to be big changes in sectors, institutions, and policy frameworks. 

This study investigates the feasibility of 8% annual GDP growth through a systematic 

literature review (SLR) and macroeconomic simulation. We analyze historical 

precedents, identify critical growth drivers, simulate potential situations, and provide 

policy suggestions based on empirical facts. 

 

The rest of the paper is put up like this: Section 2 includes a detailed assessment of the 

literature on how Indonesia's economy has grown over time. Part 3 talks about the 

economic model and research approach that were used. Section 4 talks about what was 
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found and what it signifies. At the end of Section 5, there are some suggestions for 

policy. 

 

 

2 Literature overview 

More and more scholarly and policy papers have looked at Indonesia's economy and 

found both difficulties and opportunities that could hinder its growth. 

 

2.1. Times in the past when things grew quickly 

Indonesia's economy increased quickly at different times: 

 

Because oil prices were so high in the 1970s, the government made a lot of money, 

which let them make big investments in infrastructure, education, and modernizing 

farming (Hill, 2000). Public spending and growth based on exports pushed the average 

annual growth rate up to 7.5%. 

In the early 1990s, structural reforms, financial liberalization, and foreign direct 

investment (FDI) inflows propelled expansion in the industrial sector, with GDP 

expanding by more than 7% per year (World Bank, 1993). 

After the Asian Financial Crisis (2000–2007), the economy grew at an average rate of 

6.1%, and by 2007, it had grown to 6.3% (BPS, 2008). This was because of better 

government, a stable economy, and exports of goods. 

These occurrences illustrate that Indonesia can expand by approximately 8% when the 

time is perfect. 

 

2.2. Things that Affect Long-Term Growth 

Empirical research delineates four major factors influencing sustainable high growth in 

Indonesia: 

 

(a) Total Factor Productivity (TFP) 

Siregar and Rajan (2020) emphasize that total factor productivity (TFP) is more crucial 

for sustained growth than factor accumulation. Indonesia's TFP growth from 2000 to 

2020 was only 0.8% per year on average (ADB, 2021), which is substantially lower 

than that of other East Asian countries. 

 

(b) Investment and Capital Formation 

The investment-to-GDP ratio has remained stalled at roughly 33%, which is lower than 

the 38–40% seen in economies that are rising strongly (IMF, 2020). There are still 

challenges with gaps in infrastructure, ambiguous laws, and a lack of investor 

confidence. 

 

(c) Building up human capital 

Even if more people are joining up, the results of the learning are still bad. According to 

UNDP (2023), just 48% of young people in Indonesia know how to use computers. This 

makes it harder for industries that need a lot of expertise to get more done. 

 

(d) Change in the Sector 

There is a consensus among studies that transitioning workers from low-productivity 

agriculture to higher-value manufacturing and services is essential. Setiawan and 

Managi (2021) show that increasing the value-added of manufacturing by 10% raises 

GDP growth by 0.6 percentage points. 
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2.3. The Function of Digital Economy and Innovation 

McKinsey (2023) says that Indonesia's digital economy might add $130 billion to GDP 

by 2025. This is because of e-commerce, fintech, and digital platforms. According to 

ITU (2022), it is vitally crucial to have access to broadband and be able to use digital 

technology. 

 

2.4. The quality and governance of institutions 

OECD (2021) believes that some of the major difficulties are corruption, bureaucratic 

inefficiency, and laws that are too similar. The Asian Development Bank (ADB) says 

that making it easy to do business might bring in up to 25% more foreign direct 

investment (FDI). 

 

This literature confirms that Indonesia has a lot of room for growth, but it will take 

coordinated efforts on many fronts to make it happen. 

 

3 Research 

3.1. Systematic Literature Review (SLR) 

We conducted an SLR following PRISMA-inspired guidelines. Sources were identified 

via Scopus, Google Scholar, and EBSCO using keywords: "Indonesia economic 

growth", "GDP projection", "productivity", "structural transformation". Inclusion 

criteria: 

 Published between 2000–2024 

 Focus on Indonesia 

 Peer-reviewed or institutional reports 

From 127 initial results, 35 met quality and relevance thresholds. 

3.2. Macroeconomic Growth Model 

We employ a Cobb-Douglas production function extended with sectoral components: 

Y=A⋅Kα⋅L(1−α) 

Where: 

Y : GDP 

A : Total Factor Productivity (TFP) 

K : Capital stock 

L : Labor force 

α=0.4 : Estimated elasticity of capital (based on national accounts) 

Model parameters were calibrated using data from BPS, World Bank, and IMF (2000–

2023). The model was then simulated under three scenarios: 

    

Baseline 0.8% 33% Current trends 

Optimistic 1.5% 36% Moderate reforms 

Ambitious 2.0% 38% Deep reforms + tech adoption 

3.3. Simulation Results 
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Baseline 5.3% 

Optimistic 7.8% 

Ambitious 8.2% 

The ambitious scenario shows that 8%+ growth is achievable if Indonesia enhances 

productivity, increases investment, and implements structural reforms. 

 

4 Discussion 

The simulation results demonstrate that Indonesia can surpass 8% annual GDP growth 

under an ambitious reform agenda. However, achieving this will require overcoming 

deep-seated structural and institutional challenges. 

First, total factor productivity must be prioritized. As the model shows, even with high 

investment, growth remains below 6% if TFP grows slowly. Policies should focus on 

innovation, education quality, and technology diffusion. 

Second, investment climate needs urgent improvement. Despite incentives, FDI inflows 

remain volatile due to regulatory uncertainty and land acquisition issues. Streamlining 

licensing and strengthening contract enforcement are critical. 

Third, sectoral transformation is non-negotiable. Agriculture employs 28% of workers 

but contributes only 12% to GDP (BPS, 2023). Moving labor into higher-productivity 

sectors like manufacturing and digital services will amplify growth effects. 

Fourth, human capital development lags behind demand. Only 12% of vocational 

graduates match industry needs (Kementerian Pendidikan, 2022). Aligning curricula 

with market demands and expanding apprenticeship programs can close this gap. 

Fifth, digital infrastructure must be expanded. Rural areas still lack reliable internet, 

limiting digital inclusion. Public-private partnerships can accelerate fiber optic rollout 

and 5G deployment. 

Finally, macroeconomic stability must be preserved. High inflation or fiscal deficits 

could derail growth momentum. Central bank independence and prudent debt 

management are essential. 

While ambitious, the 8% target is not unrealistic. Countries like Vietnam (average 6.8% 

growth 2015–2019) and India (7.4% pre-pandemic) show that structural reforms yield 

results. With political will and institutional coordination, Indonesia can follow suit. 

 

5 Conclusions 
This analysis finds that Indonesia may achieve and sustain 8% annual GDP growth 

through structural reforms, enhanced investment, and increased productivity. The 

country has grown this much previously, especially when the government was spending 

a lot of money and the cost of goods were high. 

 



LEX LOCALIS-JOURNAL OF LOCAL SELF-GOVERNMENT  
ISSN:1581-5374 E-ISSN:1855-363X   
VOL. 23, NO. 11(2025)                  

 

274 

With a 2% rise in TFP and a 38% investment-to-GDP ratio, our economic model says 

that Indonesia can grow its GDP by 8.2% a year. Some of the most essential policy aims 

are: 

 Modernizing agriculture and improving rural connectivity 

 Revitalizing manufacturing through industrial clusters and FDI incentives 

 Accelerating digital transformation and fintech adoption 

 Strengthening education and vocational training 

 Enhancing governance and reducing bureaucratic red tape 

There are issues, but they can be fixed. If Indonesia's economy increased by 8% a year, 

it would become a high-income economy in 20 years. This would raise millions of 

people out of poverty and make it a leader in the area. 

 

Future study should examine regional inequalities in growth potential and the impact of 

transitions to a green economy on promoting long-term development. 
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