Indonesia 2045:

Key Drivers of Indonesia's
Economic Success

Indonesia’s success in achieving its economic aspirations hinges on its ability to effectively address challenges such as
corruption, bureaucratic inefficiencies, and environmental sustainability. This includes implementing policies that
promote transparency and accountability in government, streamlining regulations to facilitate business activity, and
investing in clean energy sources and sustainable resource management.

CSIA. This Indonesia National Intelligence Estimate (NIE) provides an assessment of Indonesia’'s economic prospects and
examines the country's potential to become the world's fifth-largest economy by 2045. The NIE analyzes a wide range of
factors that could influence Indonesia’s economic trajectory, including internal factors like demographics, resource
wealth, and technological advancements, and external factors like global economic trends and geopolitical dynamics.
The NIE explores the country’s strengths and challenges to provide a comprehensive understanding of Indonesia’s

potential for economic growth and its implications for global economic interests.

Indonesia possesses a number of inherent strengths, including its large and youthful population, which presents a
significant demographic dividend. The country also benefits from vast natural resources such as oil, gas, minerals, and
timber, which contribute to its economic output. Indonesia’s strategic geographic location in Southeast Asia makes it a
crucial hub for trade and regional connectivity. The NIE also acknowledges the country’s recent economic progress,
including rising GDP growth, declining poverty rates, and improving infrastructure development. These positive

developments indicate a strong foundation for continued economic expansion.
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Introduction

This Indonesia National Intelligence Estimate (NIE) examines the potential for Indonesia to become the world’s fifth-
largest economy by 2045. It analyzes key economic, demographic, and geopolitical factors that could shape Indonesia’s
future trajectory, focusing on internal factors like its large and youthful population, vast natural resources, and strategic
geographic location, as well as external factors like global economic trends and regional dynamics. The NIE aims to
provide a comprehensive assessment of the opportunities and challenges facing Indonesia’'s economic growth,

considering both internal and external dynamics.

The NIE assesses the feasibility of Indonesia achieving this ambitious goal, considering various potential scenarios and
their implications for Indonesia’s domestic and regional stability. For example, the NIE will consider the potential impact
of Indonesia’s economic rise on the global economic order, particularly in terms of its influence on regional trade and

investment flows.

This assessment is based on a thorough analysis of available data, expert opinions, and intelligence community insights.
It considers a wide range of factors, including economic growth trends, demographic shifts, technological advancements,
infrastructure development, and policy initiatives. Specifically, the NIE will examine the impact of factors like
urbanization, education levels, foreign direct investment, and the development of key sectors such as manufacturing,
services, and tourism.

The NIE acknowledges the inherent uncertainties and complexities in forecasting the future. However, it provides a
framework for understanding the key drivers of Indonesia’s economic growth, highlighting both opportunities and risks.
This analysis can inform policymakers, businesses, and other stakeholders as they navigate the evolving economic
landscape in the Asia-Pacific region. The NIE will offer policy recommendations and strategic priorities for Indonesia to

achieve its economic goals and mitigate potential risks.



Economic Growth Trends in Indonesia

Indonesia has experienced robust economic growth in recent decades, transforming from a primarily agricultural
economy to a more diversified one with expanding manufacturing and service sectors. This growth has been driven by a
confluence of factors, including a large and youthful population, abundant natural resources, and strategic government
policies focused on fostering economic diversification and development.

The country's GDP has consistently grown at an average annual rate exceeding 5% over the past two decades, surpassing
many other emerging economies in Southeast Asia. This sustained growth has propelled Indonesia into the ranks of the
world's largest economies, with a GDP exceeding US$1.2 trillion in 2021. Indonesia's economic performance has been
particularly notable in recent years, driven by strong domestic demand, particularly from a rapidly expanding middle
class with increasing disposable income. The government has played a significant role in supporting this growth by
investing heavily in infrastructure development, education, and healthcare.

However, Indonesia’'s economic growth has not been without challenges. These include infrastructure gaps, uneven
distribution of wealth, and a lack of skilled labor in certain sectors. The country faces significant challenges in improving
its education and skill development, as well as reducing poverty and income inequality. Addressing these challenges will
be crucial for ensuring sustainable and inclusive economic growth in the future.

Looking ahead, Indonesia’'s economic growth trajectory will likely be influenced by a number of factors, including global
economic trends, technological advancements, and the country’s ability to effectively manage its natural resources. The
NIE will delve deeper into these factors in subsequent sections, examining their implications for Indonesia’'s economic
future and its potential to achieve its ambitious goal of becoming the world’s fifth-largest economy by 2045.



Demographic Factors
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Young and Growing Population

Indonesia has a median age of 29, with a large and
youthful population. The size of its young population is a
significant economic advantage. The country’s workforce is
expanding, providing a large pool of potential consumers
and contributing to a dynamic and innovative economy.
The large youth population also presents opportunities
for developing human capital and enhancing productivity
through investments in education and skill development.
This demographic trend creates opportunities for the
country's economic growth, especially in sectors like
technology and consumer goods. As more young people
enter the workforce, they will drive demand for new
products and services.
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Family Size and Structure

Indonesia has a high fertility rate, with families typically
having multiple children. While this contributes to a
growing workforce, it also presents challenges in terms of
education and healthcare expenditures. The evolving
family structure, with an increasing number of nuclear
families, is also shaping consumer preferences and
demand patterns. The changing family structure is
impacting consumer demand, particularly in sectors such
as childcare, education, and healthcare. This trend
presents opportunities for businesses to tailor their

products and services to meet the evolving needs of
families.
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Urbanization and Population Shifts

Indonesia is experiencing significant urbanization, with
millions of people moving from rural areas to cities. This
migration is creating new opportunities and challenges,
including increased demand for infrastructure, housing,
and employment. It also necessitates a focus on
sustainable urban planning and development to manage
population density and ensure equitable access to
services. The urbanization trend poses both opportunities
and challenges for the country. It will require investments
in urban infrastructure, including transportation, housing,
and public services, to accommodate the growing urban
population and ensure a sustainable and inclusive urban
environment.
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Demographic Dividend

Indonesia is positioned to benefit from a demographic
dividend, a period where a large working-age population
drives economic growth. To maximize this potential, the
country must prioritize investments in education,
healthcare, and infrastructure to equip its workforce with
the skills and opportunities needed to thrive in a
competitive global economy. The demographic dividend
presents a significant opportunity for Indonesia to boost
economic growth. However, the country must invest in
human capital development and infrastructure to ensure
that its workforce is equipped with the skills and
knowledge needed to compete in the global economy.



Urbanization and Infrastructure Development

e Transportation: The government is investing in mass transit systems, such as the Jakarta MRT and Transjakarta bus
network. This is crucial for reducing traffic congestion and improving air quality. This investment in modern
transportation systems will be critical for ensuring efficient movement of goods and people, especially as Indonesia
experiences a rapid increase in its urban population. The country will also need to focus on developing
interconnected transportation networks that connect urban centers with rural areas, facilitating trade and reducing

regional disparities.

* Housing: Affordable housing projects are essential for accommodating the influx of people to urban areas.
Investments in low-income housing and improving access to land for development are crucial. This will be
particularly important in the rapidly growing cities of Jakarta, Surabaya, and Medan. The government will need to
implement policies that encourage affordable housing development and address the issue of land availability,

ensuring that housing solutions are available to a wide range of income levels.

e Water and Sanitation: Expanding access to clean water and sanitation is a critical public health issue. This requires
investment in water treatment plants, sewage systems, and sanitation infrastructure. This is particularly important in
areas with high population density and limited access to clean water. Indonesia’s water infrastructure is often
strained due to aging facilities and insufficient investment. The government will need to prioritize investments in
water and sanitation, ensuring that these services are accessible to all citizens, particularly in urban areas.

e Energy: Indonesia needs to invest in renewable energy sources like solar and wind power to meet the growing
demand for electricity. This includes upgrading the power grid and improving energy efficiency in buildings and
industries. Indonesia’s reliance on fossil fuels is a major source of pollution. The transition to renewable energy
sources will require significant investments in infrastructure and technology, along with policies that promote

energy efficiency and encourage private sector participation.

Effective urban planning and infrastructure development are essential for creating sustainable and livable cities in

Indonesia. This will be vital to attract investment, improve quality of life, and drive long-term economic growth.



Technological Advancements

Indonesia’s rapid technological advancements are transforming its economy, with the country experiencing significant
progress in areas such as digital infrastructure, mobile technology, e-commerce, and fintech. This progress is driven by
the government's commitment to fostering innovation and competitiveness, as exemplified by the "Making Indonesia

4.0" program, which aims to promote digitalization in key industries.

The development of smart cities, driven by advancements in data analytics and artificial intelligence (Al), is improving
urban areas and the lives of its citizens. This includes initiatives to improve traffic management, public safety, and
environmental sustainability. For instance, Jakarta, Surabaya, and Medan are actively implementing smart city projects
that leverage technology to address challenges such as traffic congestion, crime, and environmental pollution.

The growing adoption of e-commerce platforms is revolutionizing retail and logistics in Indonesia, connecting
consumers and businesses nationwide. Fintech solutions, such as mobile payments and peer-to-peer lending, are
fostering financial inclusion and empowering individuals with access to financial services. This is particularly relevant to
Indonesia’s expanding middle class and growing domestic consumption. This rapid technological development is
contributing to a more inclusive and dynamic economy, fostering entrepreneurship and creating new job opportunities in

various sectors.



Improving Education and Skill Development

Indonesia’s economic transformation hinges on a well-educated and skilled workforce. To achieve its ambitious
economic goals, the country must invest significantly in improving its education system and enhancing skill
development programs. This involves addressing the challenges of access, quality, and relevance of education at all
levels. Indonesia’s current education system is facing challenges with teacher shortages, high dropout rates, and the

need for improved infrastructure in many rural communities.

Expanding access to quality education, particularly in rural areas and underserved communities, remains a critical
priority. This requires expanding infrastructure, providing financial aid, and addressing disparities in educational
opportunities. The government is actively working to increase the number of schools and teachers in rural areas, and
provide scholarships for students from low-income families. This includes initiatives to provide more support for
teachers and enhance their training. Moreover, improving the quality of education is paramount, including strengthening
teacher training, enhancing curriculum development, and incorporating innovative pedagogical approaches. For
example, the government has implemented online learning platforms and blended learning models to improve access to

education and enhance the quality of teaching.

Aligning education with the demands of the evolving labor market is crucial. This involves fostering vocational training
programs, promoting STEM education, and developing skills in emerging technologies like artificial intelligence, data
science, and cybersecurity. The "Making Indonesia 4.0" program is actively supporting these efforts, fostering innovation
and competitiveness. Integrating industry partnerships and apprenticeship programs can bridge the gap between
education and the workforce. For instance, partnerships between educational institutions and companies in the
manufacturing, technology, and tourism sectors can provide students with practical experience and ensure that they are
equipped with the skills needed to succeed in the modern economy.

Upskilling and Reskilling

In addition to traditional education, Indonesia must prioritize upskilling and reskilling programs to adapt to the
changing nature of work. This involves providing opportunities for workers to acquire new skills, enhance their existing
capabilities, and remain competitive in a dynamic job market. Initiatives focused on digital literacy, entrepreneurship,
and innovation are particularly important. The government is investing in initiatives to promote digital skills training
programs, provide financial assistance to start-up businesses, and create innovation hubs in major cities. These
initiatives are crucial to adapt to the changing demands of the globalized economy and harness the potential of

emerging technologies.



Expanding Middle Class and Domestic
Consumption

Indonesia’s expanding middle class is a key driver of domestic consumption, representing a significant opportunity for
economic growth. As incomes rise due to factors such as strong economic growth, improved access to education and
healthcare, and government initiatives to promote inclusive development, households are spending more on goods and
services. This includes discretionary items like electronics, automobiles, and travel, contributing to a burgeoning

consumer market.

The growth of the middle class is also being spurred by urbanization and changing consumption patterns. As more
Indonesians migrate to urban areas seeking employment and improved living standards, they tend to adopt a more
modern lifestyle, leading to increased demand for goods and services that are typical of urban dwellers. This shift is
further amplified by the rising popularity of e-commerce and digital payment systems, which are making it easier for
consumers to access a wider range of products and services. This trend is particularly evident in the adoption of
smartphones, online shopping platforms, and digital banking, which are transforming consumption patterns and creating

new opportunities for businesses.

A growing middle class with higher disposable incomes fuels domestic consumption. This expanding segment drives the
demand for manufactured goods, electronics, and other consumer durables. The increasing demand for automobiles,

home appliances, and consumer electronics is a testament to the rising purchasing power of the middle class. This trend
creates opportunities for local businesses to produce and sell more goods and services, contributing to economic growth

and job creation.



Foreign Direct Investment Inflows

Indonesia’s economic growth trajectory hinges on attracting substantial foreign direct investment (FDI) inflows. In recent
years, FDI has played a crucial role in bolstering key sectors, including manufacturing, infrastructure, and energy. In 2023,
FDI reached $44.4 billion, contributing significantly to Indonesia's GDP growth. The government aims to attract FDI of
$175 billion by 2025, focusing on high-growth sectors like renewable energy, digital technology, and electric vehicles.
This ambitious goal requires a comprehensive strategy to address the challenges and enhance Indonesia’s investment
attractiveness. The government has outlined several initiatives, including streamlining investment procedures, improving
transparency and accountability, and creating a more business-friendly environment. These initiatives will require
sustained commitment and strategic partnerships.

To enhance FDI attractiveness, Indonesia needs to focus on streamlining investment procedures, improving transparency
and accountability, and creating a more business-friendly environment. This can be achieved by reducing bureaucratic
delays, simplifying regulatory requirements, and promoting digitalization in government processes. The government can
also implement policies to protect intellectual property rights and ensure a stable legal framework for foreign investors.
Additionally, promoting fair competition and reducing corruption will be critical to building investor confidence. By
fostering a level playing field, Indonesia can create a more welcoming environment for foreign businesses.

Furthermore, Indonesia can leverage its strategic geographic location and its vast natural resources to attract FDI from
neighboring countries and beyond. A comprehensive strategy to diversify investment sources and promote regional
integration will be essential. This will involve collaborating with regional partners, such as the ASEAN countries, Japan,
South Korea, and Europe, to attract investments that support sustainable development goals. Indonesia can position
itself as a hub for regional manufacturing and innovation, attracting FDI to key sectors like renewable energy,
sustainable agriculture, and digital infrastructure. By promoting regional integration and leveraging its geographic
advantages, Indonesia can attract a greater share of global FDI.

Target Actions Example

Increase FDI inflows Streamline investment procedures Reduce bureaucratic delays and

simplify regulatory requirements.

Improve infrastructure Invest in transportation, energy, Develop modern ports, efficient
and digital connectivity. rail networks, and high-speed

internet access.

Diversify investment sources Promote regional partnerships and Attract investments from ASEAN
engage with international countries, Japan, South Korea, and
investors. Europe.



Diversification of the Economy

Indonesia’s economic diversification is critical for sustained growth and reducing reliance on volatile commodity prices.
The country's economy has traditionally been dominated by sectors like oil and gas, mining, and agriculture, leaving it
vulnerable to price fluctuations in the global market. Moving towards a more diversified economic structure can
enhance resilience, create new job opportunities, and drive innovation. The government aims to achieve this by

attracting foreign direct investment and promoting domestic entrepreneurship and innovation in key sectors.

Indonesia’s economic diversification strategy will be crucial in navigating future geopolitical uncertainty. It can help to
minimize the impact of potential trade disruptions, reduce dependence on global supply chains, and enhance resilience
to external shocks. By diversifying its economic base, Indonesia can strengthen its position in the global economy and
become less susceptible to economic volatility.

The Indonesian government has implemented several initiatives to promote diversification, including:
Investing in Emerging Sectors

This includes areas like manufacturing, tourism, technology, and renewable energy. By fostering these sectors, Indonesia
can create new growth engines and tap into global trends and demand. Investing in advanced manufacturing,
particularly in sectors like electronics, pharmaceuticals, and automotive, can create high-skilled jobs and boost exports.
The development of green technology and renewable energy will also be crucial for achieving environmental

sustainability goals and reducing dependence on fossil fuels.
Strengthening the Manufacturing Sector

Indonesia has vast potential for manufacturing due to its abundant natural resources, large labor force, and strategic
geographic location. The government is focused on promoting manufacturing through initiatives such as the "Making
Indonesia 4.0" program, which aims to upgrade the manufacturing sector with technology and innovation. This includes
investing in research and development, promoting digitalization, and developing a skilled workforce. The government
can also provide incentives and support to attract foreign investment in manufacturing, particularly in high-value-added
sectors that leverage Indonesia’s comparative advantages.

Developing the Service Sector

The service sector holds significant growth potential, encompassing areas like finance, healthcare, education, and
tourism. Indonesia can leverage its large population and growing middle class to drive growth in these areas. This can
be achieved through investments in infrastructure, reqgulatory improvements, and skills development. Indonesia can also
focus on developing a strong financial sector, which will be crucial for supporting economic growth and attracting
foreign investment. Investing in healthcare, education, and tourism can also create significant employment
opportunities and enhance the quality of life for Indonesians.

Diversification requires a long-term strategy and commitment to creating a conducive business environment. By
attracting foreign direct investment, supporting small and medium enterprises, and fostering entrepreneurship,
Indonesia can further accelerate its economic diversification journey. This will involve addressing challenges such as
corruption, bureaucratic inefficiency, and a lack of infrastructure. By creating a more transparent and predictable

regulatory environment, Indonesia can attract foreign investors and promote domestic entrepreneurship.



Strengthening Manufacturing Sector

Indonesia’s manufacturing sector plays a crucial role in driving economic growth and job creation. However, challenges
remain in areas such as limited access to finance, inadequate infrastructure, and a shortage of skilled labor. The
Indonesian government recognizes these hurdles and is actively implementing strategies to address them. This includes
initiatives to improve the business environment, simplify regulations, and develop industrial clusters. The government is
also focusing on attracting foreign investment in manufacturing, particularly in sectors that leverage Indonesia’s
comparative advantages, such as automotive, electronics, and pharmaceuticals.

To enhance the competitiveness of Indonesian manufacturers, the government is implementing strategies to upgrade
the sector with technology and innovation. This includes measures to improve access to technology, promote research
and development, and enhance quality standards. One key example is the "Making Indonesia 4.0" program, which aims to
promote the adoption of Industry 4.0 technologies such as artificial intelligence, big data, and the internet of things. The
government is also promoting the development of industrial clusters, which will create economies of scale and attract
investment. For instance, the government is establishing a special economic zone for the automotive industry in East
Java, which aims to attract foreign investment and create high-skilled jobs. The government also plans to invest in
infrastructure development, including roads, ports, and airports, to improve connectivity and logistics for manufacturers.

e Strengthening manufacturing supply chains through initiatives like establishing supplier parks and promoting local

sourcing.
e [nvesting in automation and robotics, particularly in labor-intensive sectors to improve efficiency and productivity.

e Developing new manufacturing technologies, such as additive manufacturing (3D printing) and advanced materials,
to create new products and services and enhance competitiveness.

e Upgrading infrastructure and logistics, including improving road networks, expanding port capacity, and enhancing

digital connectivity.

e Promoting export-oriented manufacturing by encouraging the production of goods for global markets, and providing

support for international trade and marketing.

By focusing on these strategies, Indonesia can unlock its manufacturing potential and achieve sustained economic

growth.



Growth in the Service Sector

Indonesia’s service sector has been a key driver of economic growth in recent years and is projected to continue its
expansion in the coming decades. This sector encompasses a wide range of activities, including tourism, retail, finance,
healthcare, education, and information technology. The rise of the middle class, increasing urbanization, and
technological advancements have fueled demand for services, creating a robust market for service providers.

Tourism has emerged as a significant contributor to the Indonesian economy, attracting millions of visitors each year due
to the country’s diverse natural beauty, rich cultural heritage, and relatively affordable prices. The government is actively
investing in improving tourism infrastructure, including airports, roads, and accommodations, as well as promoting
tourism destinations to further boost this sector. The government is also focusing on developing sustainable tourism

practices to protect Indonesia’s natural environment and ensure its long-term viability.

Retail and e-commerce are experiencing rapid growth in Indonesia, driven by rising consumer spending and the
increasing popularity of online shopping. The development of robust e-commerce platforms, coupled with the growing
adoption of mobile devices and internet access, has facilitated this shift towards online shopping. This trend has also
spurred the growth of logistics and delivery services, creating a more efficient and convenient shopping experience for
Indonesian consumers.

The financial services industry is expanding, with the rise of digital banking, mobile payments, and fintech startups.
These advancements are transforming the way Indonesians manage their finances, offering greater convenience,
accessibility, and financial inclusion. The growth of fintech startups, in particular, is driving innovation and disrupting
traditional banking practices, providing new options for financial services and products.

Healthcare services are improving in Indonesia, with greater access to medical facilities and advancements in medical
technology. The government is expanding healthcare infrastructure and investing in medical equipment and training for
healthcare professionals. This has led to an increase in the quality and availability of healthcare services across the
country, particularly in rural areas where access was previously limited. The growing demand for healthcare services,

coupled with an aging population, is expected to continue driving growth in this sector.

Education is witnessing significant investments in both public and private institutions, leading to an increase in the
quality and quantity of skilled workers. The government is implementing policies to improve the quality of education,
including strengthening teacher training programs, upgrading infrastructure, and promoting digital learning. The
expansion of higher education institutions, particularly in STEM fields, is also contributing to the development of a
skilled workforce. These efforts are essential for meeting the growing demands of the Indonesian economy, particularly

in emerging sectors such as technology and manufacturing.

The expansion of the service sector is creating job opportunities, driving innovation, and contributing to Indonesia’s
economic transformation. The sector's contribution to GDP is expected to continue to grow in the coming years, making

it a crucial driver of economic growth and development in Indonesia.



Improving Productivity and Efficiency

Boosting productivity and efficiency is crucial for Indonesia to achieve its economic aspirations and to meet the growing
demands of a rapidly evolving economy. To this end, the government should prioritize initiatives that address key
bottlenecks and enhance the overall effectiveness of the Indonesian economy. This includes fostering a more
competitive business environment, simplifying regulatory frameworks, and streamlining bureaucratic procedures, as
outlined in the section on "Improving Governance and Institutional Capacity.” Investing in modern infrastructure, such as
improved transportation networks and reliable energy supply, is essential to facilitate efficient movement of goods and
services, as highlighted in the section on "Urbanization and Infrastructure Development.” Furthermore, promoting
innovation and technological adoption across various sectors can drive significant productivity gains, as discussed in the
section on "Technological Advancements.” This entails encouraging research and development, fostering collaborations

between industry and academia, and supporting the growth of tech startups.

Enhancing skills development and workforce training programs are critical for equipping the Indonesian workforce with
the necessary knowledge and capabilities to thrive in a rapidly evolving economy. This is especially relevant in emerging
sectors such as technology and manufacturing, as detailed in the sections on "Strengthening Manufacturing Sector” and

"Expanding Middle Class and Domestic Consumption.” Specific initiatives to consider include:

1. Adopting Industry 4.0 technologies and automation to improve manufacturing processes and reduce labor costs, in
line with the "Strengthening Manufacturing Sector” section.

2. Improving supply chain management and logistics to minimize delays and optimize resource allocation, which aligns

with the discussion on “"Improving Trade and Export Competitiveness.”

3. Enhancing access to financing and credit for businesses to support expansion and investment in productivity-

enhancing technologies, which is addressed in the "Strengthening the Financial Sector” section.

4. Promoting digitalization and e-commerce to streamline business operations and connect businesses with wider

markets, as highlighted in the section on "Expanding Middle Class and Domestic Consumption.”

5. Investing in human capital development, including education and training programs to upgrade skills and enhance

workforce productivity, which aligns with the "Improving Education and Skill Development” section.



Reducing Poverty and Income Inequality

Addressing Rural
Poverty

Reducing poverty in
Indonesia requires a
multifaceted approach,
focusing on both urban
and rural areas. Rural areas
often face unique
challenges, including
limited access to
education, healthcare, and
economic opportunities.
Programs aimed at
improving agricultural
productivity, providing
access to microfinance, and
enhancing infrastructure in
rural communities are
crucial for poverty

reduction in these areas.

Promoting Inclusive
Growth

Addressing income
inequality is essential for
sustainable and equitable
economic development.
This involves policies that
promote inclusive growth,
such as expanding access
to quality education and
healthcare, creating decent
work opportunities, and
supporting small and

medium enterprises.

Investing in Human
Capital

Investing in human capital
is crucial for reducing
poverty and inequality. This
involves strengthening
education and skills
development programs,
promoting gender equality,
and improving access to
healthcare. A well-
educated and healthy
population is essential for
economic productivity and
social mobility.

Empowering the Next
Generation

Reducing poverty and
inequality requires a long-
term perspective. Investing
in early childhood
development, providing
quality education, and
ensuring equal
opportunities for all
children is essential for
breaking the cycle of
poverty and fostering a
more equitable society.



Enhancing Agricultural Productivity

Indonesia’s agricultural sector, despite its significant contributions to the economy and employment, faces challenges in
terms of productivity and efficiency. This sector is a crucial driver of economic growth and plays a vital role in improving
the livelihoods of rural communities. To achieve sustained economic growth and development, enhancing agricultural
productivity is paramount. This involves a multifaceted approach encompassing technological advancements,

infrastructure improvements, and policy interventions.

One key aspect is promoting the adoption of modern agricultural technologies, such as precision farming, climate-smart
agriculture, and biotechnology. Precision farming techniques, for instance, can optimize resource use, improve crop
yields, and enhance resilience to climate change. Climate-smart agriculture practices, such as water-efficient irrigation
systems and drought-resistant crop varieties, are essential for adapting to changing weather patterns and ensuring food
security. Additionally, integrating biotechnology into agricultural practices, such as using genetically modified crops or
biofertilizers, can help improve yields and enhance nutrient efficiency.

Investing in irrigation infrastructure, rural transportation networks, and cold storage facilities is crucial for facilitating
the efficient movement of agricultural products and minimizing post-harvest losses. Improved irrigation infrastructure
can ensure a reliable supply of water for crops, especially during dry seasons, while better transportation networks can
connect farmers to markets and reduce transportation costs. Cold storage facilities, in turn, can preserve perishable
agricultural products, reducing waste and extending shelf life.

Policy interventions are also vital for bolstering agricultural productivity. These include providing access to affordable
credit and insurance, strengthening agricultural extension services, and promoting market linkages between farmers and
consumers. By fostering a supportive policy environment, Indonesia can incentivize farmers to adopt best practices and
enhance their competitiveness in domestic and international markets. Access to affordable credit can help farmers invest
in new technologies and equipment, while insurance can protect them against risks such as crop failures or natural
disasters. Strong agricultural extension services can provide farmers with the latest technical knowledge and guidance
on best practices, while market linkages can ensure that farmers have access to fair prices and reliable markets for their

products.

Furthermore, addressing issues such as land fragmentation, access to land, and inadequate land tenure security are
essential for optimizing land use and promoting sustainable agricultural practices. Land fragmentation can make it
difficult for farmers to efficiently manage their land, while lack of access to land can hinder new farmers from entering
the sector. Inadequate land tenure security can create uncertainty for farmers and discourage long-term investments in
land improvement. Tackling these challenges can unlock the full potential of Indonesia’s agricultural sector and

contribute to its economic growth and development.



Developing the Energy Sector

Indonesia’s energy sector is crucial for its economic growth and development. The country possesses significant reserves
of natural resources, including oil, natural gas, coal, geothermal energy, and renewable energy sources. Developing this
sector will be crucial for ensuring energy security, promoting economic diversification, and creating jobs. The Indonesian
government aims to increase the share of renewable energy in the country's energy mix to 23% by 2025, and 31% by
2050. This transition to a more sustainable energy system will require substantial investments in renewable energy
infrastructure, grid modernization, and research and development.

e |ncreasing investments in renewable energy sources, such as solar, wind, and hydro power, will play a vital role in
achieving sustainable development goals. In 2020, Indonesia installed over 2 gigawatts of new solar power capacity,
putting it among the top 10 countries for solar power installations globally. The government is targeting an
additional 2.5 gigawatts of solar power by 2025, with a particular focus on off-grid solar installations for rural

communities.

e |ndonesia has a robust renewable energy potential, but further investment is needed to develop and deploy these
resources effectively. The country's vast geothermal resources, in particular, are estimated to have the potential to
generate over 29 gigawatts of power, but only a small fraction of this potential has been tapped. Indonesia is also

exploring the potential of offshore wind power, with several pilot projects underway.

e The government is actively promoting the development of renewable energy through policies and incentives to
attract private investments. These include feed-in tariffs for renewable energy producers, tax breaks for renewable
energy investments, and public-private partnerships to develop large-scale renewable energy projects.

e Boosting energy efficiency measures across various sectors is essential to reduce energy consumption and promote
sustainable energy use. The government has set targets for energy efficiency improvements in key sectors, including
industry, transportation, and buildings. These measures include promoting the use of energy-efficient appliances,
improving building insulation standards, and developing public transportation systems.

e Improving energy infrastructure and strengthening the power grid will be critical for integrating renewable energy
sources and ensuring reliable energy supply. The government is investing in grid modernization projects, including
smart grid technologies, to enhance grid stability and integrate variable renewable energy sources such as solar and
wind power.

Developing the energy sector is essential for Indonesia’s long-term economic prosperity and sustainable development.
By investing in renewable energy, enhancing energy efficiency, and improving energy infrastructure, Indonesia can

ensure energy security, reduce environmental impact, and create a more sustainable energy future.



Improving Governance and Institutional
Capacity

Strengthening the rule of law: Ensuring that legal frameworks are clear, consistent, and enforced fairly and
effectively is crucial. This involves addressing legal ambiguities, streamlining regulatory procedures, and combating
corruption. For example, Indonesia can improve the clarity and consistency of its investment laws to attract foreign
investment and enhance investor confidence. It can also streamline bureaucratic processes and reduce regulatory
burdens to create a more business-friendly environment. Additionally, strengthening the judiciary and law
enforcement institutions is essential to ensure the effective enforcement of laws and the protection of property
rights.

Improving public sector efficiency: Enhancing the effectiveness and responsiveness of government institutions is
essential. This can be achieved by streamlining bureaucratic processes, improving public service delivery, and
promoting merit-based recruitment and promotion. For instance, Indonesia can implement e-government initiatives
to improve transparency and efficiency in government operations. It can also strengthen public service delivery by
providing access to quality healthcare, education, and social services. Additionally, implementing merit-based
recruitment and promotion systems can improve the quality and effectiveness of public servants.

Promoting transparency and accountability: Implementing measures to increase transparency in government
operations, financial management, and decision-making is vital. This includes strengthening mechanisms for public
oversight, promoting access to information, and fostering public participation in governance. Indonesia can improve
transparency by publishing government budgets and financial statements online and by providing access to public
information through online portals. It can also strengthen mechanisms for public oversight by empowering
independent auditing bodies and promoting investigative journalism. Additionally, promoting public participation in
governance through town hall meetings, online forums, and public hearings can enhance accountability and

responsiveness.

Building public trust: Building public trust in government institutions through open communication, responsiveness
to public concerns, and demonstrable efforts to address corruption and improve service delivery is essential.
Indonesia can build public trust by engaging in open communication with citizens, holding public forums to address
concerns, and implementing zero-tolerance policies against corruption. It can also demonstrate its commitment to
improving service delivery by addressing issues related to healthcare, education, and infrastructure. These efforts will
foster a more transparent, accountable, and citizen-centric government, leading to improved governance and

institutional capacity.



Addressing Corruption and Bureaucratic
Challenges

Corruption and bureaucratic inefficiencies continue to pose significant obstacles to Indonesia's economic progress,
despite the government's efforts to address these issues. According to the 2022 Corruption Perceptions Index, Indonesia
ranked 102nd out of 180 countries, indicating a need for continued reform. The prevalence of corruption, particularly in
areas like procurement, licensing, and public service delivery, can deter foreign investment, erode public trust in
government institutions, and undermine the rule of law. For example, a recent study by the World Bank found that
corruption in Indonesia's public procurement sector costs the government an estimated $10 billion annually. This

undermines the efficient allocation of public resources and hinders the delivery of essential public services.

Moreover, complex and cumbersome bureaucratic procedures often create significant hurdles for businesses, particularly
for small and medium-sized enterprises (SMEs). The World Bank's Doing Business report consistently ranks Indonesia low
in terms of ease of doing business, highlighting challenges related to starting a business, obtaining permits, and
enforcing contracts. These bureaucratic complexities can stifle innovation, delay business operations, and discourage
foreign investment. For example, a recent survey by the Indonesian Chamber of Commerce and Industry found that SMEs
spend an average of 100 hours annually dealing with bureaucratic red tape, which significantly impacts their
productivity and profitability.

Recognizing the detrimental impact of corruption and bureaucratic inefficiencies, the Indonesian government has
implemented various reforms aimed at promoting transparency, accountability, and efficiency. These efforts include
strengthening anti-corruption institutions such as the Corruption Eradication Commission (KPK), promoting transparency
in government operations and financial management, and increasing public awareness through education and outreach

programs. While these initiatives have achieved some positive results, significant challenges remain.

To further combat corruption and improve bureaucratic efficiency, Indonesia needs to continue strengthening its legal
framework, improving enforcement mechanisms, and fostering a culture of ethical conduct. This involves enacting
stricter laws against corruption, improving the capacity and independence of law enforcement agencies, and promoting
ethical behavior among public officials. Streamlining bureaucratic processes, simplifying regulations, and promoting
digitalization can significantly improve efficiency, reduce opportunities for corruption, and make it easier for businesses
to operate. The government can also adopt a more results-oriented approach to public service delivery, focusing on
improving the quality and accessibility of essential services such as healthcare, education, and infrastructure. By taking
these steps, Indonesia can create a more conducive business environment, attract greater investment, and promote

sustainable economic growth.



Strengthening the Financial Sector

A robust and resilient financial sector is crucial for Indonesia’s continued economic growth and development. This
entails strengthening the banking system, improving financial market infrastructure, and fostering a more inclusive
financial ecosystem. This involves enhancing regulatory oversight, promoting financial literacy, and expanding access to
credit, particularly for small and medium enterprises (SMEs) and underserved communities.

Indonesia’s financial sector faces several challenges, including inadequate financial literacy among the population,
limited access to credit, and regulatory complexities that hinder the growth of SMEs. To address these challenges, the
government has implemented various reforms aimed at promoting financial inclusion and strengthening the regulatory
framework. These efforts include the development of national financial literacy programs, expanding access to
microfinance and other financial services, and streamlining bureaucratic processes to make it easier for businesses to

operate.

The government should prioritize strengthening the banking sector by increasing capital adequacy, improving liquidity
management, and enhancing credit risk assessment capabilities. This will ensure that banks are better equipped to
manage risks and support economic growth. Developing a well-functioning capital market with a diverse range of
financial instruments, such as bonds, equities, and derivatives, is essential to mobilize domestic savings and attract
foreign investment. The government can also encourage the development of fintech solutions to improve financial
access and affordability, particularly in rural areas. By taking these steps, Indonesia can create a more robust and
inclusive financial sector, fostering sustainable economic growth and development.



Promoting Entrepreneurship and Innovation

-

Developing Startup Ecosystems

Indonesia needs to foster a vibrant startup ecosystem
that provides support and resources for aspiring
entrepreneurs. This includes creating incubators,
accelerators, and co-working spaces to facilitate
collaboration, mentorship, and access to funding. The
government should prioritize initiatives that
streamline business registration and reduce
bureaucratic hurdles to create a more conducive
environment for startups. This will encourage
innovation and attract foreign investment,

contributing to sustainable economic growth.
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Promoting Innovation and Research &
Development

Encouraging innovation and research and
development is crucial for driving long-term
economic growth. This can be achieved by
incentivizing investments in research and
development, fostering collaboration between
universities, research institutions, and businesses, and
promoting technology transfer programs. Supporting
the development of innovation clusters in key sectors
like technology, healthcare, and agriculture can also
drive innovation and create new industries. This will
be crucial for Indonesia to adapt to technological

advancements, improve productivity and efficiency,

and maintain competitiveness in the global market.
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Enhancing Access to Funding

Improving access to funding is essential for
entrepreneurs to launch and scale their businesses.
This can be achieved by developing a robust venture
capital ecosystem, expanding angel investor
networks, and promoting crowdfunding platforms. By
supporting government initiatives that provide grants
and subsidies for early-stage startups, Indonesia can
create a more conducive environment for innovation
and entrepreneurship. This will help to address the
current challenges of limited access to credit,
particularly for SMEs and underserved communities,

which can hinder economic growth and development.
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Upskilling and Talent Development

Investing in education and skills development is
crucial for nurturing a skilled workforce that can
support a thriving entrepreneurial ecosystem. This
includes promoting STEM education, providing
vocational training programs, and supporting
programs that develop entrepreneurship skills.
Attracting and retaining skilled talent from abroad is
also essential for driving innovation and growth. This
will help to address the current challenges of
inadequate financial literacy among the population
and ensure that Indonesia has a workforce that is

equipped to meet the demands of the 21st century.
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Developing Tourism Industry

Indonesia’s abundant natural beauty, rich cultural heritage, and historical sites present a significant opportunity for
tourism development. The government recognizes tourism as a key economic driver and is actively promoting the sector
through infrastructure improvements, strategic marketing initiatives, and the development of new and exciting tourism
products.

The country’'s diverse landscapes, including pristine beaches like those in Bali, lush rainforests in Sumatra, active
volcanoes in Java, and breathtaking coral reefs in Raja Ampat, captivate visitors from around the world. Indonesia boasts
a rich cultural tapestry, with distinct traditions, festivals, and culinary delights that attract tourists seeking authentic
experiences. For example, the annual Nyepi festival in Bali, where the island shuts down for a day of silence and
reflection, offers a unique cultural immersion for travelers. Additionally, Indonesia’s diverse culinary scene, featuring

dishes like rendang, nasi goreng, and satay, has become a major draw for food enthusiasts.

To further boost the tourism industry, Indonesia is implementing strategic initiatives to enhance visitor experiences,
provide better infrastructure, and improve safety and security measures. The government is investing heavily in airport
upgrades, road construction, and the development of sustainable tourism infrastructure to cater to the growing number
of visitors. Moreover, the government is focusing on promoting responsible travel practices, encouraging eco-tourism
initiatives, and protecting the country’s natural resources. This includes supporting local communities, promoting
sustainable practices, and ensuring the preservation of Indonesia’s unique biodiversity. These initiatives are expected to
create new job opportunities, boost economic growth, and contribute to the overall development of Indonesia’s tourism
sector.



Improving Trade and Export Competitiveness

Boosting trade and export competitiveness is crucial for Indonesia to solidify its position as a leading economic player
in the Asia Pacific region. To achieve this, Indonesia needs to pursue a multifaceted strategy that goes beyond simply
increasing export volumes. This involves diversifying its export basket beyond commodities like palm oil and coal, and
promoting value-added products with higher margins, such as processed food, pharmaceuticals, and manufactured
goods. Enhancing the quality and competitiveness of Indonesian goods and services is paramount, particularly in areas
like manufacturing, agriculture, and tourism. The government can play a key role in facilitating business expansion,
providing financial incentives for export-oriented enterprises, and supporting the development of export clusters. These
clusters can help promote specialization and economies of scale, enhancing the competitiveness of Indonesian

businesses in global markets.

Addressing non-tariff barriers, streamlining customs procedures, and improving logistics infrastructure are also key.
Currently, Indonesia faces challenges with port congestion, lengthy customs clearance times, and inadequate
transportation infrastructure. These bottlenecks hinder the smooth flow of goods and increase the cost of doing
business. Investing in upgrading logistics infrastructure, including ports, roads, and railways, will be crucial for improving
trade efficiency and reducing logistics costs. Indonesia can also benefit from adopting digital technologies, such as
blockchain and e-commerce platforms, to facilitate faster and more transparent trade transactions. Fostering regional
economic integration within Southeast Asia and beyond can create new market opportunities and facilitate trade.
Indonesia should continue to strengthen its participation in regional trade agreements, such as the ASEAN Economic
Community (AEC), and explore new partnerships with key trading partners. This will require strategic negotiations to
secure favorable market access and address any potential trade imbalances.

Investing in human capital development, particularly in areas like language skills, technical expertise, and business
acumen, is vital for supporting a competitive export sector. A skilled workforce that is equipped to meet the demands of
the 21st century will be critical for driving innovation and productivity in Indonesian industries. This requires investing
in education and training programs that focus on developing the skills needed for a competitive export sector. Indonesia
can also encourage greater participation of small and medium-sized enterprises (SMEs) in export markets by providing
them with training and mentorship programs, as well as access to financing and export promotion services. Furthermore,
Indonesia should strategically engage with key trading partners to secure favorable market access, negotiate trade
agreements that promote fair trade practices, and mitigate potential trade disputes.



Adapting to Climate Change and Environmental
Sustainability

Indonesia is particularly vulnerable to climate change due to its vast archipelagic geography and numerous coastal
communities. Rising sea levels, extreme weather events, and disruptions to agricultural production pose significant
challenges. For example, the Indonesian government estimates that sea level rise could displace millions of people and
inundate coastal areas, impacting critical infrastructure and economic activities. Furthermore, the frequency and
intensity of extreme weather events, such as floods, droughts, and storms, have increased in recent years, causing
significant damage to property, infrastructure, and livelihoods. Climate change is also impacting agricultural production,

with changes in rainfall patterns and temperature fluctuations affecting crop yields and livestock productivity.

Addressing these challenges requires a comprehensive and integrated approach that encompasses strengthening
disaster preparedness and resilience mechanisms, investing in sustainable infrastructure and coastal protection
measures, promoting renewable energy sources to reduce reliance on fossil fuels, implementing sustainable land-use
practices to preserve forests and biodiversity, and enhancing environmental monitoring and data collection for better
decision-making.

Indonesia has made some progress in these areas. For instance, the government has established a National Action Plan
for Climate Change (RAN-GRK) to guide climate change adaptation and mitigation efforts. The RAN-GRK outlines a range
of measures, including promoting sustainable land-use practices, developing renewable energy sources, and
strengthening climate resilience infrastructure. The government has also invested in early warning systems, disaster
preparedness programs, and climate-resilient infrastructure projects. However, more needs to be done to ensure long-
term sustainability. The country must accelerate its transition to a low-carbon economy and build resilience to the
impacts of climate change. This will require significant investments in renewable energy, sustainable infrastructure, and

climate adaptation measures.

Specifically, Indonesia needs to continue to enhance its disaster preparedness and resilience mechanisms. This can be
achieved by improving early warning systems, strengthening emergency response capabilities, and investing in resilient
infrastructure. Moreover, the country must actively invest in sustainable infrastructure and coastal protection measures,
such as seawalls, mangrove restoration projects, and resilient infrastructure. To reduce its reliance on fossil fuels,
Indonesia should prioritize the development of renewable energy sources, such as solar, wind, and geothermal power.
These measures will not only mitigate greenhouse gas emissions but also enhance energy security and create new
economic opportunities. The country must also implement sustainable land-use practices to protect forests and
biodiversity. This includes reducing deforestation rates, promoting sustainable forestry practices, and establishing
protected areas. Finally, Indonesia needs to enhance environmental monitoring and data collection to ensure evidence-
based decision-making on climate change adaptation and mitigation measures. This involves investing in advanced

monitoring technologies, improving data management systems, and strengthening scientific research capabilities.



Geopolitical Considerations and Regional
Dynamics

Indonesia’s strategic location in Southeast Asia, at the crossroads of major shipping lanes and trade routes, plays a
significant role in its geopolitical landscape. The country's growing economic clout and its active role in regional and
international organizations, such as ASEAN, have heightened its influence in the region. This influence is evident in
Indonesia’s leadership in addressing maritime security challenges, including combating piracy and terrorism. The
country's commitment to regional stability is further demonstrated through its efforts to maintain peace and security in

the South China Sea, despite territorial disputes with China.

Indonesia’s relations with neighboring countries, particularly within ASEAN, are crucial to its economic prosperity and
security. As a key player in the region, Indonesia has a vested interest in promoting economic integration and
cooperation among ASEAN members. This includes fostering free trade agreements, facilitating cross-border investment
flows, and strengthening regional supply chains. Furthermore, Indonesia plays a vital role in navigating the complex
geopolitical dynamics of the region, including the growing influence of China and the United States. The country has
successfully balanced its relations with both powers, seeking to leverage their economic and strategic partnerships

while safeguarding its national interests.

e [ndonesia’s role in regional security cooperation, particularly in combating maritime piracy and terrorism, is
becoming increasingly prominent. The country has actively participated in multinational naval exercises, intelligence
sharing initiatives, and joint counter-terrorism operations. Indonesia’s commitment to maritime security is

underscored by its significant investments in its navy and its robust coast guard capabilities.

e The country’s efforts to maintain stability in the South China Sea and its position on territorial disputes with China
will be crucial in shaping its regional relations. Indonesia has adopted a balanced approach, advocating for freedom
of navigation and upholding international law while seeking to resolve disputes through peaceful dialogue and
diplomacy.

e [ndonesia’s growing economic and political influence in the Asia-Pacific region is likely to attract both opportunities
and challenges. The country’'s economic growth and expanding middle class offer attractive investment
opportunities for foreign companies. However, Indonesia also faces competition from other emerging economies in
the region and must navigate its relationship with China's growing economic and military power. The success of
Indonesia’s economic and political aspirations in the region will depend on its ability to manage these challenges

effectively.



Challenges and Risks to Sustained Economic

Growth

1. Vulnerability to Global
Economic Downturns

Indonesia’s economy is
susceptible to global economic
downturns, particularly those
affecting major trading partners
like the United States, China, and
the European Union. Economic
shocks stemming from these
countries, such as financial crises,
trade wars, or a decline in global
commaodity prices, could
significantly impact Indonesia’s
growth trajectory. For example, a
global recession in 2023 would
likely lead to a decrease in
demand for Indonesian exports,
particularly commodities like
palm oil, coal, and rubber.
Maintaining macroeconomic
stability, diversifying its export
base, and fostering greater
regional economic integration
are critical for mitigating these

risks.
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2. Environmental
Sustainability Concerns

Indonesia faces pressing
environmental challenges,
including deforestation,
pollution, and climate change.
These factors pose significant
risks to the country’'s long-term
economic sustainability and
could negatively impact its
agricultural sector, tourism
industry, and overall investment
climate. For instance, rising sea
levels due to climate change
could displace coastal
populations and damage critical
infrastructure. Balancing
economic growth with
environmental protection is
essential, requiring proactive
measures such as promoting
sustainable development
practices, investing in green
technologies, and implementing

effective environmental
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regulations.
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3. Infrastructure Gaps and
Bottlenecks

Despite significant investments
in infrastructure development,
Indonesia still faces gaps in key
areas like transportation, energy,
and digital connectivity. These
bottlenecks can hinder
productivity, competitiveness,
and overall economic growth. For
example, inadequate
transportation infrastructure can
increase the cost of goods and
services, reducing the
competitiveness of Indonesian
businesses in the global market.
Prioritizing strategic
infrastructure investments,
particularly in areas like high-
speed rail, renewable energy, and
digital infrastructure, is crucial
for unlocking further economic
potential and fostering a more
integrated and efficient economy.
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4. Inequality and Social Disparities

disparities and fostering a more cohesive and prosperous nation.

Despite economic growth, Indonesia continues to grapple with income inequality and social disparities. This can
lead to social unrest and political instability, hindering long-term economic development. For instance, disparities
in access to education and healthcare can limit the potential of Indonesia’s workforce. Reducing poverty, improving
access to quality education and healthcare, and promoting inclusive economic opportunities are essential for
creating a more equitable and sustainable society. Prioritizing social investments, such as expanding social safety

nets, promoting entrepreneurship, and investing in vocational training, will be crucial for addressing these

~




Policy Recommendations and Strategic
Priorities

To achieve sustained and inclusive economic growth, Indonesia must prioritize several key policy recommendations and
strategic priorities. First, the government should continue to foster a conducive business environment by simplifying
regulations, reducing bureaucratic red tape, and promoting transparency and accountability. This will attract foreign

direct investment, stimulate domestic entrepreneurship, and create a level playing field for businesses.

Second, investing in human capital development is crucial. This includes improving the quality and accessibility of
education and skills training, particularly in science, technology, engineering, and mathematics (STEM). By equipping its
workforce with the necessary skills, Indonesia can boost productivity and compete in the knowledge-based economy.

Third, infrastructure development remains a priority. This includes investing in modern transportation systems, energy
infrastructure, and digital connectivity. These investments will facilitate trade, enhance logistics efficiency, and create
new economic opportunities.

Fourth, Indonesia should promote sustainable and inclusive growth by prioritizing environmental protection, climate
change adaptation, and resource management. This includes implementing policies that promote renewable energy
sources, reduce carbon emissions, and conserve biodiversity. These efforts will ensure that economic growth is balanced
with environmental sustainability.

Fifth, the government should strengthen social safety nets and address income inequality. By investing in social
programs that provide healthcare, education, and income support for vulnerable populations, Indonesia can promote

social inclusion and create a more equitable society.



Conclusion and Key Takeaways

The National Intelligence Estimate 2045 projects a positive outlook for Indonesia’s economic trajectory, highlighting its
potential to become the world's fifth-largest economy by 2045. This projection is underpinned by a confluence of
favorable factors, including a young and growing population, rapid urbanization, technological advancements, and a
burgeoning middle class.

However, achieving this ambitious goal necessitates a proactive and well-coordinated approach by the Indonesian
government and stakeholders. Addressing challenges such as infrastructure bottlenecks, corruption, and income
inequality is crucial to unlocking Indonesia’s full economic potential.

Indonesia’s economic growth is expected to be driven by a combination of factors, including strong domestic
consumption fueled by an expanding middle class, increasing investment in infrastructure and manufacturing, and a

growing manufacturing sector, particularly in areas like automotive, electronics, and pharmaceuticals.

The government must continue to prioritize investments in education, healthcare, and infrastructure to support a more
inclusive and sustainable growth trajectory. This includes improving the quality and accessibility of education and skills
training, particularly in science, technology, engineering, and mathematics (STEM). By equipping its workforce with the
necessary skills, Indonesia can boost productivity and compete in the knowledge-based economy. Expanding access to
healthcare services and strengthening social safety nets will be essential for reducing poverty and income inequality,

fostering a more equitable society, and promoting human capital development.

Indonesia’s success in achieving its economic aspirations hinges on its ability to effectively address challenges such as
corruption, bureaucratic inefficiencies, and environmental sustainability. This includes implementing policies that
promote transparency and accountability in government, streamlining regulations to facilitate business activity, and

investing in clean energy sources and sustainable resource management.



Methodology and Data Sources

This National Intelligence Estimate (NIE) on Indonesia’'s economic prospects draws upon a comprehensive methodology
incorporating a multi-disciplinary approach. We have analyzed extensive data from a variety of sources, including
government statistics, international organizations, industry reports, academic research, and expert interviews. Key data
sources include the World Bank, International Monetary Fund (IMF), Asian Development Bank (ADB), and the Indonesian
Central Bureau of Statistics (BPS). For example, we have reviewed the World Bank's "Indonesia Economic Update” reports
to understand key economic indicators and growth projections. We have also drawn upon the IMF's "Article IV

Consultations” with Indonesia to assess the country’s macroeconomic performance and policy recommendations.

The NIE employs a combination of quantitative and qualitative analysis. Quantitative analysis involves examining
economic indicators such as GDP growth, inflation, unemployment, and investment levels. For example, we have
analyzed GDP growth data from the BPS to assess the pace of Indonesia’s economic expansion. We have also studied
inflation data from the IMF to understand the impact of price pressures on the economy. Qualitative analysis involves
assessing political, social, and technological trends that can impact economic performance. For example, we have
considered the impact of Indonesia’s political landscape on economic policy and stability. We have also assessed the role
of social factors such as urbanization and demographic trends in driving economic growth.

The NIE utilizes a range of forecasting techniques, including econometric modeling, scenario planning, and expert
judgment. We have developed several scenarios to explore different potential pathways for Indonesia’s economic growth,
considering a range of factors such as global economic conditions, technological innovation, and policy changes. One
scenario examines the impact of a global recession on Indonesia’'s economy, while another explores the potential for

rapid growth driven by technological advancements in areas such as e-commerce, digital finance, and renewable energy.

It is important to note that this NIE is based on the best available information at the time of writing, and the economic
outlook can change rapidly. The conclusions and recommendations presented in this NIE should be considered in light of
ongoing developments and evolving economic conditions. For example, the ongoing COVID-19 pandemic has had a

significant impact on the global economy and may affect Indonesia’s economic performance in the near term.



Limitations and Uncertainties

This National Intelligence Estimate (NIE) presents a forward-looking assessment of Indonesia’s economic prospects,
spanning a period of 25 years. As such, it is inherently subject to limitations and uncertainties. Forecasting economic
outcomes over such an extended horizon is inherently challenging, as numerous variables and unforeseen events can
influence economic trajectories. The NIE relies on a combination of historical data, economic models, and expert
analysis, but it is essential to acknowledge that these tools have limitations.

One significant limitation is the potential for unexpected economic shocks, such as global recessions, financial crises, or
geopolitical disruptions. The ongoing COVID-19 pandemic serves as a recent example of such an unpredictable event,
with the potential to significantly impact Indonesia’'s economic growth and its recovery from the pandemic's impact on
global trade, investment flows, and domestic demand.

The NIE's projections are also subject to uncertainties in predicting future technological advancements, policy changes,
and social trends. The pace of technological innovation, for instance, is difficult to predict accurately, and its impact on
economic growth and employment can vary significantly. The development and adoption of artificial intelligence, for
example, could disrupt traditional sectors, but also create new industries and opportunities. Similarly, government
policies, particularly in a dynamic and politically complex country like Indonesia, can change unexpectedly, influencing
economic outcomes. For example, unexpected shifts in government priorities toward specific sectors could lead to
changes in investment incentives or regulatory environments, affecting private sector investment and economic growth.

The NIE has incorporated these factors, and assumes a continuation of current policies in the absence of major shifts.

It is also worth noting that the NIE relies on data and information available at the time of its writing. As new data
becomes available, and as global and regional economic conditions evolve, the assessments and projections presented
in this NIE may need to be revised or adjusted. Ongoing monitoring and analysis are crucial to track emerging trends,
such as changes in global commodity prices or shifts in global supply chains, and update the understanding of
Indonesia’s economic trajectory.



Implications for Indonesia and Global Interests

Indonesia’s economic rise has significant implications for both the country itself and the global landscape. As a major
player in Southeast Asia, Indonesia’s growth will impact regional trade, investment, and geopolitical dynamics. For
example, Indonesia’'s growing manufacturing sector, driven by foreign direct investment, will likely create new
opportunities for regional supply chains and export competitiveness. Indonesia’s increasing economic clout could
potentially lead to greater influence in international organizations such as ASEAN and the G20, potentially shaping

global policy on issues like climate change and sustainable development.

Indonesia’s success in achieving sustainable and inclusive economic growth, despite challenges like poverty, inequality,
and environmental degradation, could serve as a model for other developing countries. Its experience in addressing
these issues, as outlined in this NIE, could be valuable to nations facing similar issues. Indonesia’s growth in areas like
renewable energy and sustainable agriculture could be particularly impactful, providing insights and solutions for other
countries looking to adopt similar pathways. Furthermore, Indonesia’'s growing middle class presents new opportunities
for global businesses and investors, creating a larger market for goods and services. This expanding consumer base,
coupled with Indonesia’s strategic location and young population, is likely to attract more foreign investment and

promote further economic integration within the region.

e Enhanced Global Standing: As Indonesia's economy grows, it will likely gain greater influence on the global stage,
potentially leading to a more active role in international affairs and increased collaboration with other countries.
This increased global standing could lead to greater participation in international decision-making processes,

contributing to the development of global solutions for shared challenges.

e Regional Leadership: Indonesia’s economic strength could position it as a key leader in the Southeast Asian region,
fostering regional cooperation and economic integration. This leadership role could help to strengthen regional
institutions and promote greater economic stability and prosperity within the region.

e Increased Global Investment: Indonesia’s economic progress could attract significant foreign direct investment,
contributing to further economic development and job creation. This influx of investment could support Indonesia’s
efforts to diversify its economy and create more high-value jobs, reducing reliance on traditional sectors and

fostering a more sustainable and inclusive economic growth model.



Next Steps and Future Assessments

Moving forward, reqular updates and assessments of Indonesia’s economic trajectory will be crucial to inform policy
decisions and adjust strategies as needed. This involves continuous monitoring of key economic indicators, such as GDP
growth, inflation, unemployment, and trade balance. Regularly analyzing the performance of critical sectors like
manufacturing, services, agriculture, and energy is essential to assess their contribution to overall growth and identify
potential bottlenecks. For example, the government should closely monitor the progress of its initiatives to strengthen

the manufacturing sector and expand the tourism industry, gauging their impact on job creation and foreign investment.

Furthermore, regular reviews of Indonesia’s competitiveness and its standing within the global economic landscape are
essential. This includes examining its ability to attract foreign direct investment, its participation in global value chains,
and its capacity to adapt to technological advancements and changing trade patterns. Indonesia’s efforts to enhance its
agricultural productivity and develop the energy sector must be continuously evaluated, considering factors such as
climate change and environmental sustainability. The government should also assess the effectiveness of its policies
aimed at improving governance and institutional capacity, addressing corruption, and strengthening the financial sector.
These initiatives are critical for maintaining a stable and attractive investment environment.

Continuous Monitoring

Tracking key economic indicators, including GDP growth, inflation,
1 unemployment, trade balance, and performance of key sectors

(manufacturing, services, agriculture, and energy)

Regular Reviews

Analyzing competitiveness and global standing, including foreign
2 direct investment, participation in global value chains, and
adaptation to technological advancements and changing trade

patterns

Stakeholder Engagement

3 Gathering insights and ensuring policy responsiveness,
through dialogues with businesses, civil society, and

international organizations




