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ABSTRACT

Indonesia is well-endowed with land, natural resources and available labor. Because it is
the fourth most populous country in the world, it has huge market potential. Indonesia has
also experienced rapid GDP growth, at an average rate of 7.26%, since 1992, and has
benefited from a high level of domestic and foreign investment. As a result, it has become
one of the most favorable locations in Asia for real estate investment.

Greater Jakarta is comprised of Jakarta itself, the capital city and center of economic
development, and the supporting regions of Bogor, Tangerang, and Bekasi. The demand
for real estate in Greater Jakarta, either residential, retail, office, or industrial, is strong,
supported as it is, by increased income and high investment.

Strong demand for real estate has also stimulated buyer and developer speculation, which
has created problems, such as inflated demand, increasing land costs, delays, cancellation,
defaults, sub-standard construction, and even fraudulent projects. All of which has led to an
atmosphere of dishonesty and bad debt in the development field.

To create a healthier real estate market, the government has intervened directly with new
regulations. In general, these interventions have been positive, but others seem biased,
ineffectual, or at best poorly implemented. Moreover, government intervention has created
a high level of government dependency and of uncertainty in the business environment.
Even worse, some sectors are now dominated by the government.

The real estate market is also afflicted with problems of no legal assurance, an unfavorable
agrarian system, illegal fees, and complicated permit processes. Since most of these
problems are inherent in a developing country, immediate solutions to them are not going to
be found without a greater government commitment to them. More germane, however, is
the issue of political stability, a necessity for the country’s well-being. Unfortunately, the
Indonesian political system is vulnerable because the issue of presidential succession has
yet to be resolved.

Thesis Supervisor : Blake Eagle
Title : Chairman, MIT Center for Real Estate
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Chapter

L

INTRODUCTION

l. Background

Indonesia has become a favorable location for real estate investment in Asia.’
That country is well-endowed with land, natural resources and available labor.
Because it is the fourth most populous country in the world, Indonesia with its
increasing number of affluent people, has a steadily growing market for housing and
retail development. With the support of enormous domestic and foreign investment,
the country is also experiencing rapid economic growth at an average rate of 7.26%
per annum (1992-96 figures).

Most of the foreign real estate investors in Indonesia are Asian investors,
notably from Japan, Hong Kong and Taiwan. 2 The main reason for this is a different
perception of risk between Asian and non-Asian investors. The risks in Asian
countries are more familiar to Asian investors than to non-Asian investors.®

Since non-Asian investors are not familiar with such risks, they often demand
much higher returns as compensation for them. Moreover, because they feel
insecure in that environment, they normally prefer short-term investments and
anticipate high short-term capital gains.* Asian investors tend to invest with a longer
view and greater confidence. 5

It is possible that non-Asian foreign investors in Indonesia could be

encouraged to expand their long-term investments if they became more familiar with

! Interview with Trevor J. Peach, Managing Director of PT. Colliers Jardine Indonesia, Jakarta, June
21, 1997.

2 “pMA Properti Asia Ekspansi ke Indonesia,” Bisnis Indonesia, April 22, 1997.

% Interview with lan David, Consulting Director of PT. Procon indah JLW, Jakarta, June 27, 1997.
* Interview with C.Stewart Forbes, President of Colliers International, Boston, May 21, 1997.

® Interview with Trevor J. Peach.
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the country and the true nature of its real estate market. Hopefully, such an

increased awareness would also lead to an adjustment in return demands.

Il. Objective

Despite the attractiveness of Indonesian real estate, there has been little
research done in the West, especially in the U.S., to investigate that market. In his
thesis Analysis of Demand and Investment Outlook in the Office Market in Jakarta -
Indonesia, Chandra Makmoen of MIT analyzed only the office market in Jakarta.
Later, in 1997, the Urban Land Institute analyzed the total Jakarta real estate market
for the first time in UL/ Asia Pacific Market Profiles, but only in very general terms.

The purpose of my thesis is to fill in the information gap in the area of
Indonesian real estate, by providing a comprehensive analysis of that market. This
thesis offers a specific analysis of the real estate in the Greater Jakarta Area, which

is comprised of Jakarta, Bogor, Tangerang, and Bekasi.

I1l. Methodolog

In order to undertake this study, | have reviewed and evaluated market
research and analysis made by property consultants, research agencies, and mass
media analysts both in Indonesia and internationally.

As the leading property consultants in Indonesia, Procon Indah JLW and
Colliers Jardine Indonesia are the most reliable data sources for this purpose. Their
data are widely used by local and international agencies as well as newspapers and
magazines to analyze the market. Therefore, although there may be many other
data sources, the data for this thesis is mainly taken from analyses made by these
two property consultants. To gain a more accurate and up-to-date view of the
market, interviews with staff members of these companies were also conducted.

Additional data resources include:

e commercial research from international agencies such as Dresdner Kleinwort
Benson, Economist Intelligence Unit, First Boston Credit Suisse, Fuji Research
Institute, ING Barings, Jardine Fleming, Morgan Stanley, Schroders, SocGen-
Crosby, and W.I.Carr Far East;
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commercial research from local agencies such as CAPRICON Indonesia
Consult, Data Consult Indonesia, First Pacific Davies Indonesian, Pusat Studi
Properti Indonesia, and Indonesian Business Data Centre;

data from government agencies such as the Central Bureau of Statistics, the
Investment Coordinating Board, the Department of Public Housing, the National
Land Agency and the Department of Finance;

articles from international and local magazines such as Asian Business, Far
Eastern Economic Review, Property Link Asia Pacific, Economic & Business
Review Indonesia, Kontan, Properti Indonesia and Swa; - and -

articles from local newspapers such as Bisnis Indonesia, Media Indonesia,

Republika, and Suara Pembaruan.

| have divided the analysis in this thesis into three parts:

Analysis of the main variables that have influenced and that will influence the
real estate market in Indonesia in general and in the Greater Jakarta Area in
particular. These main variables include: demography, the political system, the
legal system, foreign and domestic investment, economic growth, inflation,
interest rates, and government policy.

Analysis of the structure of the Indonesian real estate market. This includes
the agrarian system as well as urban development planning in Jakarta.
Problems in the Indonesian real estate market and government solutions to these
problems are also discussed here along with the capital structure of Indonesian
real estate companies.

Analysis of each sector of the Greater Jakarta real estate market: retail, office,
residential, and industrial. Included in this section are analyses of supply and

demand for each sector based on recent figures and other related variables.
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2

INDONESIA

l. Introduction

This chapter provides general information about Indonesia and about the
Greater Jakarta Area.

Il. Geograph

Indonesia is the largest archipelago in the world, consisting of 13,667 islands.
The main islands are Java, Kalimantan (Western Borneo), Sulawesi (Celebes), Irian
Jaya (Western New Guinea) and Sumatra (see Figure 2.1). Indonesia occupies an
area of 5 million km?2, of which 2 million are land and the remainder are the sea
water dividing its islands. The country is divided into 27 provinces with a total of 246
regencies (Kabupatens), which in turn are divided into 3,539 sub-districts

(Kecamatans) and 67,534 villages.'

lll. Demograph

As seen in Table 2.1, Indonesia had a population of 194 million people in
1995, making it the fourth most populous country in the world. Although the island of
Java accounts for only 7% of the total land area, almost 60% of the total population
resides on that island, and four of the five major cities in Indonesia are also located
there.

' Tan Cheng Leong and Terence Lim, Indonesia: Business and Investment Opportunities (Singapore:
Cassia Communications, 1992), 3.
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There are over 300 ethnic groups living in Indonesia. Chief among these are
the Javanese (45%), the Sundanese (14%), the Madurese (8%), and the coastal
Malays (7.5%). The remaining ethnic groups are indigenous Malaysians or ethnic
non-indigenous Chinese (3%). About 85-90% of all Indonesians are Muslims and
only 7.5% are Christians. There are also small groups of Hindus, Buddhists and
animists. Although there are approximately 365 languages and dialects spoken
within the boundaries of Indonesia, most Indonesians understand Bahasa Indonesia,

which is the national language.

Table 2.1 Indonesian Demography Profile

Source: Central Bureau of Statistics

IV. Political System

Under the 1945 Constitution, the People’s Consultative Assembly (MPR)

became the highest authority in the nation, and it now provides for the establishment
of 4 independent entities within the government: the President, the House of
People’s Representatives (DPR), the Supreme Audit Board and the Supreme Court.
The MPR elects a President and a Vice President for a term of five-years and
establishes the Broad Outlines of State Policy (GBHN). Half of the MPR members
are from the DPR and the other half are nominated by the government in direct
proportion to the results of national elections.?

The DPR has 460 members, 360 of whom are elected, while the other 100
are appointed from military and non-military groups. The DPR meets four times a
year and is responsible for drafting legislation and approving Presidential degrees

and budgets.

? Price Waterhouse, Doing Business in Indonesia (Jakarta, 1993), 5.
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Executive power lies in the hands of the President, who is also the Prime
Minister and the leader of the cabinet. Since 1945, Indonesia has had only two
presidents: Soekarno, who was the first, and Soeharto, who is the current
President. President Soeharto has been in office since 1968. As a result, the
presidential succession process has never really been tested, and there is no
obvious successor at this time. Because President Soeharto is now 76 years old,
presidential succession is now a key issue influencing the stability of the future

political environment in Indonesia.?

Most Indonesian laws are based on Dutch law, except for a few more recent
ones which apply to companies with limited liability, foreign investments, taxation
and specialized industries. Law enforcement and litigation are often difficult
because they can be time-consuming and unpredictable. According to a decree
passed by the Provisional National Assembly (MPRS) in 1966, Indonesian law is
structured according to the following hierarchy:*

The 1945 Indonesian Constitution (UUD 1945).

A decree made by the National Assembly (TAP MPR).
A government regulation replacing a law (PERPU).

A government regulation (PP).

A presidential decree (KEPPRES).

A ministerial regulation.

N o o b=

A ministerial directive.

VI. Econom
A. Overview

Indonesia has experienced serious economic problems in the past. Before
1966, the country was suffering from hyperinflation, a stagnant economy and
depleted foreign exchange reserves. Even in 1967, Indonesia was still one of the

® “Shaking the Family Tree,” Asian Business, February 1997, 32.
* Price Waterhouse, 6.
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world’s poorest countries, with a GDP per capita of US$70. When General Soeharto
took office in March 1966, top priority was given to economic rehabilitation and the
reduction of the rate of inflation, which at that time was almost 650%. With the
economy somewhat restored by 1969, it became possible to implement a plan with
new economic objectives. Five 5-year plans known as Repelita |-V were
successively implemented from April 1969 to March 1994. As a result of this
strategy, the country began to enjoy a GDP growth with an average rate of 7.2% per
annum throughout the 70s. When the price of oil fell in 1982, however, the GDP
growth rate fell to 2.3% but rose again to 7% and has fluctuated between 7% and
5% since that time (See Figure 2.3).

Real GDP Growth (%)
O =2 NWMMOTON®O©

1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997F
1998F

Figure 2.3 GDP Growth

Source; Central Business of Statistics

Indonesia has a free-market economy which is dominated by its private sector
although the government does play a role through state-owned firms and the
imposition of price controls in selected industries. The public enterprise sector
represents an estimated 15% of the GDP and employs about 1.2 million people
(1.4% of the labor force). The government’s share with its 181 state-owned firms
has declined gradually as a result of strong private sector growth.

Table 2.2 shows the origins of Indonesia’s GDP. As seen in this table, the
construction industry is one of the fastest growing sectors. The rate of construction
growth was 12.89% in 1995, 12.37% in 1996. Other fast-growing sectors include the

electric industry, manufacturing, trade, finance and transportation.
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Table 2.2 Origins of Gross Domestic Products
(In Billion Rupiah)

Source: Central Bureau of Statistics

B. Inflation

Inflation was a major problem in Indonesia in the 60s and 70s; as a result,
tight monetary measures and careful fiscal actions were taken to keep it down in the
1980s. As seen in Table 2.3, during the period 1986-96, the government
successfully maintained an inflation rate below 10%, and in 1996, inflation had

declined to 6.47%, approaching the targeted government rate of 5% or below.

Table 2.3 Inflation Rate in Indonesia

Source: Central Bureau of Statistics

Table 2.3 shows that the inflation rate in the housing sector has also been

fluctuating. This fluctuation has more or less followed the housing market itself:



Indonesia 17

when housing demand was strong in 1993, the inflation rate in the housing sector
rose to 15.48%, but when housing demand was weak in 1996, it fell to 4.72%.

C. Interest Rates

Interest rates are an important variable in any analysis of the Greater Jakarta
real estate market. From the perspective of supply, interest rates determine the
return of new projects. From the perspective of demand, interest rates determine
mortgage rates for new house loans. Since 70% of all middle- to high-income
housing sales in Indonesia are financed by mortgages®, the middle- to high-income
housing market is strongly effected by the fluctuation of interest rates.

As shown in Figure 2.4, during the period 1982-96, the average mortgage
rate in Indonesia was 22.2%; the average lending rate was 18.2%. In 1990, when
the government was implementing a tighter monetary policy by increasing the prime

money market rate, the mortgage rate rose to a high of 28%

I 28.0%
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Figure 2.4 Mortgage, Lending and SBI 90-Day Rates

Source: ING Barings, Dresdner Klienwort Benson

D. Exchange Rate

The Indonesian currency unit is the rupiah. It is on a managed float,

depreciating slowly against a basket of trading partners’ currencies. The policy of
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Bank Indonesia (Bl), the Central Bank, is to depreciate the currency slowly to
compensate for differences in the rates of inflation in Indonesia and in the currencies
of its major trading partners, and to maintain the competitiveness of Indonesian
exports. Rupiah are traded in an inter-bank market in Jakarta. Indonesia maintains
no capital controls, and foreign exchange may flow freely in and out of the country.
As shown in Table 2.4, the rupiah has steadily depreciated against the US dollar at
an average rate of 3.54% per year.

Table 2.4 Exchange Rate

Source: Capricon Indonesia Consult

VIl. Domestic and Foreign Investment

One of the important sources of GDP growth is domestic and foreign
investment. As seen in Figure 2.5, the value of domestic investment approvals has
increased steadily since 1987. Figure 2.6 shows that since 1994, foreign direct
investment (FDI) approvals also increased significantly. During the period of 1990-
93, the average value of FDI approvals was around US$9 billion U.S., but the value
of FDI approvals increased to $30 billion U.S. in 1994 and US$40 billion U.S. in
1995. This high value of domestic and FDI approvals has supported the increasing

demand for office and industrial real estate.

® Schroders, Indonesian Property Market (Jakarta, January 15, 1997), 9.
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Figure 2.5 Domestic Investment Approvals
Source: Investment Coordinating Board (BKPM)
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Figure 2.6 Foreign Direct Investment Approvals
Source: Investment Coordinating Board (BKPM)

Both foreign and domestic capital investment, which are welcomed by the
Indonesian government, are managed by a government agency known as the
Investment Coordinating Board (BKPM). Every year, this agency reviews its
regulations in an effort to encourage new investment. The government recognizes
the importance of FDI to the continuous growth and development of the national

economy. Because of budgetary constraints and development requirements, the
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government hopes that foreign investment will provide new technology and technical

training for Indonesians. Over the past few years, there have been a significant

number of deregulation measures designed to facilitate international

competitiveness and stimulate the economy. Major deregulations for FDI include

the following:®

e 100 percent ownership in most businesses and 95 percent ownership in the
public sector.

e No minimum requirement for investments.

e Easier divestment.

o Elimination of duties on goods for re-export.

¢ Incentives for export-oriented investment.

e Streamlining of investment application procedures.

VIIl. Polic
A. Fiscal Policy

The government has maintained a balanced budget policy which balances
expenses and the combined assets of domestic revenue and foreign assistance.
The chief governmental fiscal policy is to improve its non-oil-related tax collecting

and to reduce its dependence on foreign assistance.
B. Monetary Policy

From mid-1990 to early 1992, the Central Bank had tightened its monetary
policy in order to help curb inflation and a widening current account deficit. The
government also asked private banks and businesses to limit offshore loans after a
rapid expansion of the private sector into foreign liability. As inflation pressures

abated, the government began to relax its monetary policy.

® “Government Moderately Successful in Attracting Investors, Despite Drop in Value of Foreign
Investments,” Indocommercial, January 13, 1997, 15-17.
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C. Labor Policy

Private sector workers have the freedom to form or join unions. However, a
union has to register with the Department of Home Affairs and meet the
requirements of the Department of Manpower if it wants to be able to bargain for
employees. This rule has effectively restricted the labor movement in Indonesia

because it gives the government control over most labor activities.

IX. Greater Jakarta Area

Jakarta is the capital of Indonesia and the center of the Indonesian
government. It is the only city in Indonesia with a population of over 9.5 million. It
covers approximately 650 km? and includes the islands of Pulau Seribu in the Bay of
Jakarta.

The dynamics of Jakarta’s economic development cannot be separated from
the economic development of the surrounding regions, Bogor, Bekasi and
Tangerang (See Figure 2.2), which comprise an area loosely known as Greater
Jakarta or Jabotabek.” Greater Jakarta covers a total of 6,342 km? and is located
in the provinces of DKI Jakarta and West Java. It is an important focus for
demographic growth in Western Java as well an indicator of overall economic growth
of Indonesia.

As seen in Table 2.5, the population of Greater Jakarta will be approximately
25 million in the year 2000, with an estimated annual growth of 4.01%. This high
growth rate will undoubtedly support an increasing residential demand.

As shown in Figure 2.7, Greater Jakarta has a high concentration of young
people; 74% of the population is below the age of 34. Since most young people in
Indonesian do not have their own homes, they constitute a large potential housing

market.

7 Indonesian Business Data Centre. Real Estate Indonesia. (Jakarta, 1995), 125.
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Table 2.5 Estimated Population in Greater Jakarta

Source: Procon Indah/JLW Research
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Figure 2.7 The Demographic Profile of Greater Jakarta
Source: Procon Indah/JLW Research

As seen in Table 2.6, the population density of Greater Jakarta has increased
from 1,837 per/ha in 1980 to 2,513 per/ha in 1990. This table also shows that
although metropolitan Jakarta represents only 10% of Greater Jakarta, its population
accounts for 49% of the total population. As a result, the population density of that
area, which was 12,392 per/ha in 1990, has remained greater than that of the
surrounding region. However, since the populations of Bogor, Tangerang and
Bekasi have been increasing more rapidly than that of metropolitan Jakarta, the
demographic distribution has begun to change.

Table 2.7 shows that significant increases in the Gross Domestic Regional
Product are projected for East Jakarta, Bogor and Tangerang.

As the focal point of economic development in Indonesia, Jakarta is the chief
area targeted for urbanization. As shown in Figure 2.8, in 1995, 33% of the total

Indonesian population was living in urban areas, as compared to 22% in 1980 and
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19% in 1970. Urbanization is likely to reach 37% by the year 2000, and 45% by the
year 2010. Given this trend, rapid urbanization will be one of the crucial factors in

the demand for housing, especially in Greater Jakarta.

Table 2.6 Land Area, Population and Density of Greater Jakarta Area

Source: Procon Indah/JLW Research

Table 2.7 Gross Domestic Regional Product by Current Value

Source: Procon Indah/JLW Research
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Figure 2.8 Urbanization Trend in Indonesia
Source: Schroders, January 1997

X. Conclusion

Indonesia is geographically dispersed and has an uneven distribution of
income and ethnic affiliations among its 195 million people. Political stability is,
therefore, very important for the country’s well being. Nevertheless, the Indonesian
political system is vulnerable as long as the issue of presidential succession remains
unresolved, and this has cast a shadow on the country’s future.

Because of its big market potential and rapid GDP growth, Indonesia has
become attractive for both domestic and foreign investment. Inflation, exchange
rates and interest rates are carefully controlled by the government. Unfortunately,
however, the Indonesian legal system remains weak and ineffectual.

Greater Jakarta is comprised of metropolitan Jakarta, the capital city and the
center of economic development, as well as the supporting regions of Bogor,
Tangerang, and Bekasi. Greater Jakarta contains more than 21 million people; the
majority of these are under 34 years, and are therefore, potential first-time home-
owners. Furthermore, the population of Greater Jakarta is continuously growing,

and this has already created a strong demand for residential and retail development.
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THE STRUCTURE OF THE
INDONESIAN REAL ESTATE MARKET

l. Introduction

This chapter discusses some important issues in the Indonesian real estate
market, including land planning and capital structure. Also discussed are problems
such as licensed undeveloped projects, speculative development, speculative
acquisition, bad debt, houses without deeds, and complicated permit processes.
Government efforts to solve these problems are also mentioned in connection with

each one.

II. Land Planning

A. General

All land planning is handled at the municipal level. The government has
come under increasing pressure to liberalize its land laws, especially the Basic
Agrarian Law, which is the foundation of the country’s agrarian system. This law is

felt to be at odds with the needs of foreign investors.’

B. Urban Plan for Jakarta

The general plan for Urban Jakarta for the period 1985-2005 prioritizes
residential development in the west and east parts of the city. These areas are
perceived as under-utilized, and land prices there are also lower than they are in the
Central Business District (CBD) and in the northern and southern parts of Jakarta,

and since July 1995, the government has stopped issuing new land permits for

! Urban Land Institute, UL/ Asia Pacific Market Profiles: 1997 (New York, 1997), 17.

25
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residential development in Greater Jakarta. On the other hand, the government is
encouraging residential development by those developers who have already
acquired permits and has given them the opportunity to build and manage their own
infrastructures. Furthermore, any large-scale residential development greater than

100 hectares has been accepted as a part of the national urban development

policy.

C. Basic Agrarian Law

The Basic Agrarian Law of 1960 defines four types of land ownership titles:?
1. Hak Milik (HM), ownership by Indonesian citizens and certain other legal entities;
2. Hak Guna Bangunan (HGB), the right to build, which can be granted to legal
entities according to the terms of the foreign investment law for 30, with a
possible 20 year extension (See Appendix A);
3. Hak Pakai, the right to use land for construction or for agricultural purposes,
rewritten in 1996;°
4. Hak Pengelolaan, the right to manage land, which can also be granted to foreign

companies or other legal entities.

D. Strata-title Law

The strata-title law was passed in 1985. It permits the sale of individual units
in high-rise buildings located on HGB land. A strata-title can be transferred or sold
after the HGB title to the land has been issued. Upon issuance of the strata-title,
developers can apply for separate deeds to common areas, properties and/or land.
Ownership of the new unit normally includes ownership of any common areas,

properties and/or land, which constitute an inseparable part of that unit.*

E. Regulation of Collateral Rights (UU No. 4 of 1996)

On April 9, 1996, the National Land Agency issued Regulation No. 4 to define

collateral rights. Lands used for collateral must be formally registered as such to

2 schroders, Indonesian Property Sector (Jakarta, January 15, 1997), 20.
® Regulations Nos. 4, 40, and 41. See Appendix A for a comparison of HGB and Hak Pakai.
* Schroders, 20.
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give creditors the necessary legal rights. In the past, foreclosures were difficult
because rights to the original collateral were not always clear. With this new
regulation, the legal assurance of collateral rights became a necessary part of most
bank loans. Moreover, the regulation permits creditors to bypass court processes

and foreclose directly. Anything of value located on the land can be used as

collateral.

F. Right-to-Use Titles (UU Nos. 40 and 41 of 1996)

In June 1996, the government issued regulations Nos. 40 and 41 to increase
the value of right-to-use titles. Regulation No. 40 extends the term from 10 to 25
years, with an additional 20 year option followed by possible a renewal. Regulation
No. 41 allows qualifying foreigners® to buy property in Indonesia as long as the
property is developed with a right-to-use title.°

lll. Several Problems in the Indonesian Real Estate Market

A. Under-utilized Licenses

Table 3.1 Permits in Botabek

Source: National Land Agency, August 1995

As shown in Table 3.1, only 16.35% of the licenses in Botabek (Greater
Jakarta excluding Jakarta itself) had been used for development by August 1995.
According to the National Land Agency, the unused licenses could provide
3,396,400 homes, enough to supply the needs of the entire Greater Jakarta Area

until 2018. Many of these unused licenses were taken out for the purpose of land

® Defines as foreigners who own and maintain an economic interest in Indonesia; however, the

definition is too wide and bias.
8 “Sekitar Peluang dari PP 41/1996 Masih Perlu Tindak Lanjut,” Media Indonesia, January 3,1997.
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speculation; unfortunately, this practice has created large stagnant areas and
inflated land costs.

In November 1996, in response to the under-utilization, the National Land
Agency restricted the issuance of new location permits in Botabek (Official Memo
No.410-2784). Instead of allowing licenses to remain inactive and land
undeveloped, the government agreed to review licenses annually and revoke them if
necessary, hoping to weed out speculators and encourage genuine developers.’

In February 1997, however, this regulation was revised (Official Letter
No0.400-370 of 1997). The revision now allows for the issuance of new or extended
location permits if an application meets the necessary requirements. 8

Applications for new location permits must be one of the following:

e an application with a previously existing principal (before October 3, 1996)

e an application with foreign direct investment facilities

e an application to develop RS/RSS with a maximum land area of 50 hectares

e an application to develop military housing not in irrigation areas

e an application for a location with a location permit that cannot be extended if the
land has not been acquired

e an application for a land area of less than 200 hectares

To apply for extended location permits, a developer must be:

e a developer with foreign direct investment facilities

e someone who wishes only to develop RS/RSS

e a developer who follows Regulation 1:3:6

e a credible developer

e someone who can only acquire land below 25% of the total location permit, but
not through any fault of his/ her own

e approved by the Director of the National Land Agency if he/she is developing
more than 200 ha.

’ “Cukup Untuk Botabek,” Properti Indonesia, November 1996, 15.
8 “Botabek Dibuka Kembali,” Properti Indonesia, March 1997, 78.



The Structure of the Indonesian Real Estate Market 29

B. Speculative Development

1. General

From 1992-95, the real estate market was booming. This activity was related
to deregulation in October 1993, which made it easier to get development permits
and which encouraged banks to increase their loans. As a result, many new
developers entered the market with expectations of high returns. There was a flood
of new speculative development projects. The real estate market was oversupplied
and many developers could not sell. This, in turn, led to delays, defaults, under-
specification, and even fictional projects, and created an overall bad images for
developers in general. As of September 1996, speculative development had created
approximately 5.25 trillion rupiah in bad debts, a figure that represented more than

10% of all national property loans. °

2. Overgrowth Property Loans

As seen in Table 3.2, property loans grew at an annual rate of 37% from
1993-96 while industry and trading loans grew only at rates of 19.4% and 16.1%,
respectively. Because the property sector normally supports or reflects other
sectors, especially industry and trading, property loans are clearly in a period of
overgrowth.'°

3. Increasing Share of Property Loans

As seen in Figure 3.1, the share of property loans increased from 13.3% in
1993 to 19.0% in 1996. Although these figures are still below those of Hong Kong
(30%) and Malaysia (30%), they should be a warning sign to Indonesia where

property loans have a much higher debt equity ratio."

% “Gelombang Proyek Bermasalah,” Properti Indonesia, September 1996, 18.
' «“Ada Apa Kredit Properti,” Properti Indonesia, October 1996, 30-31.
"' “Ada Apa Kredit Properti,” 30-31.
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Table 3.2 Property Loan

Source: Bank Indonesia
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Figure 3.1 Ratio of Property Loans to National Loans
Source: Properti Indonesia, Bank Indonesia

4. Mis-allocation Loans

Table 3.2 shows that only a small share of development loans are used for
low-income housing (simple house), the biggest housing demand. Such mis-
allocation can endanger the market because the supply is not responding to the right
demand and the demand for low-income hosing remains unfulfilled.'

'2 “Ada Apa Kredit Properti,” 32.
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C. Government Efforts to Reduce Speculative Development

To protect the public from irresponsible developers, the government has
tightened up its procedures and now requires building permits before any marketing
can be done."

Moreover, in July, 1997, to respond to overgrowth property loans and the
increased share of such loans and to deal with the increase in bad debts, the
government prohibited domestic loans for land acquisition and middle- and high-

income housing developments.

D. Speculative Buyers

The 1992-95 boom attracted not only developers but also speculative buyers
to the market. As a result, demand was exaggerated and developers overestimated
it. Once the market was oversupplied, the speculators disappeared or even
increased the oversupply by selling their properties, and the situation became
critical.

In January 1995, to reduce further speculative acquisition, the government
introduced new tax regulations: luxury property taxes, which were 10% of the sale
price; and secondary sales taxes, which were 2% for low-income housing, 6% for
rental income from investment properties and 5% for all other housing (See Table

3.3). This secondary sales tax replaced the existing 30% capital gains tax.'*

Table 3.3 Tax Regulations Governing the Property Sector

Source: Department of Finance

BING Barings, Property Sector Review (August 1996), 26.
" ING Barings, 22-24.
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E. Complicated Permit Application Processes

Permit application processes in Indonesia are very complicated. Developers
have to register for many types of permits, such as a principal permit (IP), a location
permit, a permit for advice planning, a block plan permit , a permit to develop (IMB),
a permit to use the building (IPB), and a principal certificate. Applications for these
involve numerous government agencies: the National Land Agency, the Department
of Public Works, the Department of Public Housing, the Department of
Transportation, and even the military. To make matters worse, there is very little
coordination among government agencies, and big projects have additional
problems. For these projects, developers usually need several years. Nonetheless,
they must renew all permits annually, and new approvals are not guaranteed. As a

result, permits for big projects are often tenuous.'

Table 3.4 Legal and lllegal Costs for Permit Applications

Source: Properti Indonesia, November 1996

For obvious reasons, the permit application process has frequently frustrated
developers. Many of these prefer to solve the problem or accelerate the application
process by paying additional illegal costs, which can be 3-4 times higher than official
costs (See Table 3.4).

'S “Benang Kusut Perizinan,” Properti Indonesia, November 1996, 20.
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F. Houses Without Deeds

Buyers often do not get their house deeds immediately even after paying off
their mortgage. The main reason for this is that developers usually wait to register
deeds until they can sell all of the houses in a single project. Moreover, they
sometimes use the whole project, including houses that have been paid for, as
collateral. In 1996, to curtail this abusive practice, the government passed
Regulation No. 4 which made this practice illegal, and required developers to

register deeds directly after the mortgages were fully paid.'®

IV. Capital Structure

Traditionally, most of the financial sources for real estate development are
banks."”” Consequently, the fluctuation of interest rates and available funds have a
significant effect on the real estate market.

However, since July 1997, local banks have been prohibited by law from
financing land acquisitions and middle- and high-income housing developments.
Consequently, developers have to use their own equity or seek other sources for
funding.

Companies developing low-income housing can borrow from Bank Tabungan
Negara, a government agency established for that purpose. Another possible
source of funding is the stock market. In 1997, 20 real estate companies offered
equity shares on the Jakarta and Surabaya Stock Exchanges. Since only
established real estate companies with long-term experience can meet the
requirements of these markets, small companies are seldom able to raise funds in
this way. Other possible financial sources, such as secondary mortgages or workers’
savings, have also been considered'®, and several big developers have utilized

foreign loans and foreign equity. '°

'® “Kalau Sertifikat Tak Kunjung Datang,” Properti Indonesia, October 1996, 116-117.
'” Ada Apa Kredit Properti,” 38-39.

'8 “PR Model Baru dari Bakrie-REI,” Properti Indonesia, January 1997, 88-89.

' “Tumpuan Baru Kala Kredit Makin Irit,” Properti Indonesia, November 1996, 32-33.
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V. Conclusion

The Indonesian real estate market still has many problems: illegal costs, high
land costs, undeveloped licensed projects, an unfavorable agrarian system, a
complicated permit process, an excess of speculative development, and increasing
bad debt. Some of these problems are the usual problems of a developing country,
and therefore, immediate solutions to them are not possible. Greater government
commitment to such solutions is needed.

Other problems are clearly the result of speculative development, and the
government has actively intervened to solve these problems in an effort to create a
healthier real estate market. The deregulation of July 1997, represents a significant
intervention. It prohibits domestic loans for land acquisitions and development with
the exception of loans for low-income housing. This regulation is designed to reduce
speculative development as well as its negative effects. In general, government
interventions are positive efforts, but others seem biased, ineffectual, or poorly
implemented.

Traditionally, banks are the main financial sources for real estate
development. Big companies can raise funds through the stock market and foreign
investors; low-income housing developers can borrow funds from Bank Tabungan
Negara. The deregulation of July 1997, makes it illegal for other developers to
borrow from banks, so that these are now forced to find other sources. This
situation may be a good opportunity for foreign investors to enter the Indonesian real
estate market.



Chapter

4

GREATER JAKARTA: REAL ESTATE
MARKET OUTLOOK

. Introduction

This chapter analyzes supply and demand in each sector of the Greater
Jakarta real estate market: housing, office, retail and industrial.

A. Demand

1. General

Rising incomes, increased population, a decline in household size, a growing
middle class and rapid urbanization are the main forces behind the strong demand
for housing in Greater Jakarta.

In 1996, Jakarta’s GDP per capita was US$3,016 per annum, while the
National GDP was only US$1,100. As a result, affordability has increased as the
middle class continues to expand. Increased demand is also the result of growth in
the number of households (See Table 4.1) because of increased population (See
Table 2.5), rapid urbanization (See Figure 2.8) and the decline in household size.’

Landed house demand is strong because Indonesian people still prefer
detached one-level houses to apartments, condominiums, or townhouses. They

prefer to live further from the city in affordable and less congested communities.

' The household size has decreased from 5.6 people in 1980 to 4.7 people in 1990, and is expected
to reach 3.8 by the year 2000 (Schroders, Indonesian Property Market, 6).

35
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First-time home-buyers dominate the market because 74% of the population
is still below the age of 34 (See Figure 2.6) and living with parents. Many of these

people will be potential buyers when they have saved enough money.

Table 4.1 Estimated Number of New Households in the Greater Jakarta Area

* Data from Procon Indah/JLW (Table 2.5)
** Assuming that the average household size is 4.9 people

The demand for new houses will be concentrated in and around Greater
Jakarta for the next few years because Greater Jakarta has easy access to the
Jakarta-Merak toll road. Toll roads have become increasingly important because

traffic congestion in Greater Jakarta has become much worse.

2. Affordability

Although demand is high, there is still a lack of affordable housing.? Most
houses offered can be afforded by only 28% of the population (See Table 4.2 and
Figure 4.1). Affordability itself has increased (See Figure 4.2), but this is because
income levels are increasing while the increase of land and house cost is coming
down, a trend that began in 1994 (See Figure 4.2).

According to ING Barings Research, affordability could be improved by
lowering mortgage rates and increasing down-payments (See Figure 4.3).

Mortgage rates significantly effect the sales of high- to middle-income houses,
because 70% of those sales are financed by mortgages. Consequently, their sales
pattern is roughly correlated with the fluctuation of mortgage rates. When the base

lending rate was around 20% in 1988, total sales of middle- to high-income houses

‘ Properti Indonesia, Rumah Untuk Anda (Jakarta, 1995), 31-32.
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were approximately 8,000 units. When the rate rose to 29.6% in 1991, the figures
fell to 6,800 units, and when rates declined to 17.6% in 1994, they rose again to
14,000 units. ®

Table 4.2 Definition of Landed House Category

* Assumptions:
B down payment is less than 30% of total price
B mortgage rates of 21.5%
B financing periods of 15 years
** Monthly installment maximum limits is 1/3 of monthly salary

Source: ING Barings, August 1996

c D EF
10‘%, 1°/01°/(;°/°

72%

Figure 4.1 Affordability by Category
Source: ING Barings, August 1996

* Schroders, Indonesian Property Market (Jakarta, January 15, 1997), 9.
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Figure 4.2 Effective Land and House Price Index with Affordability Index

* Affordability here is based on household income divided by mortgage payment.
Affordability improves as the index increases

Source: ING Barings, February 1997
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Figure 4.3 Adjusted Affordability by Category

* Assumptions:
B down payment is less than 30% of total price
B mortgage rates of 19.5%
B financing periods of 15 years

Source: ING Barings, August 1996

A decrease in mortgage rates has a greater impact than an increase in
mortgage rates (See Figure 4.4) because a decreasing attracts not only home
buyers but also speculators. Conversely, increased mortgage rates drive out

speculators, but not necessary home buyers because most of them are first-time
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home buyers and their decisions to purchase a house are more based on their

affordability than profitability.*

15.0%
10.0%
5.0% 1
0.0%
-5.0%
-10.0%
-15.0%

% Change of Mortgage Rate
l % Change of Affordability (in - %)*

% Change

17.5% 18.5% 19.5%  20.5% 21.5% 22.5% ‘
Mortgage Rate

Figure 4.4 Sensitivity Analysis (Mortgage Rate versus Affordability)
* In negative %: affordability decreases when mortgage rate increases

Source: ING Barings, February 1997

B. Supply

1. General

The public sector and the private sector have supplied 25% and 75% of the
housing demand, respectively. About 50% of the existing housing in Jakarta is
considered substandard, 40% fair and 10% good. Jakarta, therefore, needs large
investments for housing developments which will include social facilities and

infrastructure, and occupy about 600 hectares of land per year.’

2. Distribution

Population growth and the growth of commercial sector in Jakarta have
pushed new residential development farther out on the fringes of the city and into
Tangerang, Bogor and Bekasi, where land prices are lower. The majority of the
new housing development in Greater Jakarta are located in Tangerang, while a
smaller number are located in Bogor, Bekasi and Jakarta, respectively (See Figure

* ING Barings, Asean Property Sector Review (Singapore, February 1997), 16.
® Urban Land Institute, UL/ Asia Pacific Market Profiles: 1997 (New York, 1997), 17.
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4.5). Tangerang has become a new residential district while Bekasi is now largely
considered an industrial area. Another major development area is Bogor, but

primarily for resort-type houses.®

25,000
20,000
15,000
10,000

Residential Estate Area
(hectares)

O‘%

Bekasi Bogor Tangerang Jakarta

[l Developed Area lUndeveloped Area ]

Figure 4.5 Distribution of Residential Estate Area Planned for Development
Source: Procon Indah/JLW Research, March 1997
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Figure 4.6 Distribution by Income Segment
Source: Procon Indah/JLW Research, March 1997

As seen in Figure 4.6, middle-income housing accounts for 37% of all houses
offered. This figure is followed by lower- to middle- and low-income housing at 30%

and 22%, respectively. Jakarta itself has a greater concentration of middle-income

® ING Barings, Property Sector Review (Jakarta, August 1996), 38.
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housing, while Tangerang has more lower- to middle-income housing and Bekasi
has more low-income housing. Almost 81% of the supplies in Botabek are small
houses, whereas in Jakarta, 42% of the total supply is medium-sized houses (See

Figure 4.7).

Supply Take Up

Jakarta Jakarta

Tangerang Tangerang
Bogor Bogor

Bekasi Bekasi

0 50,000 100,000 150,000 0 50,000 100,000 150,000
House (Units) House (Units) |
[ISmaII B Medium OLarge ‘ B Small BMedium OlLarge |

Figure 4.7 Distribution by Size
Source: Procon Indah/JLW Research, March 1997

3. Residential Estate

The high residential land prices in metropolitan Jakarta have stimulated the
development of self-contained cities outside of Jakarta (See Table 4.3). The
development of residential estates is still at an early stage, accounting for only 20%
of the total supply of new houses.’ However, the desire to live in a large-scale self-
contained development in a satellite city is growing rapidly because of such
advantages as location, quality of access, quality of living environment, protection
from arbitrary zoning laws, and provision of social and recreational facilities within

the residential estate.®

” Schroders, 9.
® Properti Indonesia (1995), 35-36.
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Table 4.3 Large-scale Housing Projects

Source: Data Consult, 1996

4. Low-Income Housing (RS/RSS)

To supply enough low-income housing, the biggest housing demand, the
government has promoted the concept of “simple and very simple houses”
(RS/RSS). The government encourages the development of RS/RSS by subsidizing
RS/RSS mortgage rates and taxes as well as by creating a favorable investment
climate for RS/RSS development.® The interest rates on RS/RSS mortgages are
subsidized, 11% for RS and 8.5% for RSS (See Table 4.4); these are much lower
than market-rate mortgages at 20-22%. RS/RSS mortgages also do not require
sales tax. For RS/RSS development, the costs for certificate application has been

reduced.

i arget Repelita VI Insya Allah Terlampaui,” Properti Indonesia, January 1997, 19.
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Table 4.4 Interest Rate on BTN's Home Ownership Credits (1991-96)

* RS is Simple House, RSS is Very Simple House and KSB is ready to build house
Source: Data Consult, June 1996

Some regulations have been issued to force development of RS/RSS.
Regulation 1:3:6 obliges developers who get permits for more than 200 ha of lands,
to build at least three middle-income houses and six units of RS/RSS for each high-
income house they construct. Moreover, new and extended location permits in
Botabek are prioritized for developers who implement Regulation 1:3:6 or who
develop RS/RSS (See 3.11L.A).

Implementation of Regulation 1:3:6 at the present time is still far from what
might have been expected. The chief obstacles are the low profit margin for such
development, the high cost of land and the fluctuation cost of raw materials, as well
as time-consuming activities of land acquisition and bank loan approval.'®

As seen in Figure 4.8, during 1969-94, more than 950,000 units of RS/RSS
had been developed; 75% were built by REI, an association of Indonesian

developers, and the rest were built by Perumnas, a government agency whose

' “RS/RSS: Menagih Janji Pengembang Besar,” Properti Indonesia, February 1997, 54.
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chief purpose is to provide RS/RSS. It is estimated that the existing supply of low-

income housing will meet only 15% of the demand."

350,000

300,000
250,000
£ 200,000
S 150,000
100,000
50,000
0

1969-74 1974-79 1979-84 1985-89 1989-94 1994-99*

[ ERE| B Perumnas O Cooperation Agency " Target

Figure 4.8 RS/RSS Development in Indonesia
Source: REI

5. Small Houses

Since 1994, the sales of high-income houses have decreased chiefly because
of increasing mortgage rates (See Figure 2.3). On the other hand, sales of low-
income houses are unaffected and are increasing (See Figure 4.9). The main
reason for this is that the sales of these houses are based more on affordability than
on mortgage rates. Responding to this situation, developers have begun to offer
houses at lower prices either by reducing quality or by offering smaller houses (See
Figure 4.10).

Small houses are more attractive than RS/RSS because they offer a better
profit margin for developers. As a trade off, these houses are better quality, and
have better designs and facilities than RS/RSS."® Moreover, since most of them are
parts of large scale developments, they often have better urban designs, facilities
and infrastructures.” Nonetheless, these large scale developments usually are

located far away from metropolitan Jakarta.

"' “Real Estate Business Sluggish,” Indonesian Commercial Newsletter (Jakarta, June 10, 1996), 3.
"2 “Rumah Munggil Yang Kian Menarik,” Properti Indonesia, August 1996, 18-36.
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Figure 4.9 House Sales in Greater Jakarta Area

* Sales data is compiled from Ciputra, Dharmala Intiland, Duta Pertiwi, Jaya Real, KI
Jakabeka and Modernland

Source: ING Barings, February 1997
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Figure 4.10 Trend of Size and Price per Unit
Source: ING Barings, August 1996

lll. Apartments and Condominiums
A. Demand

Most of the customers for these are foreigners who work in Indonesia.
Indonesian people still prefer detached one-level houses, in preference to
apartments and condominiums, because one-level houses provide more space and
are more suitable for large families. Moreover, almost all middle- to high-income
households have live-in domestic help such as nannies, housekeepers, etc.
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Figure 4.11 Rental Apartment Cumulative Supply, Demand and Occupancy
Rate

Sources: ING Barings and JLW Research, March 1997

In 1985, the strata-title law clarified the ownership of strata-title for high-rise
buildings (See 3.11.D). This clarification increased the demand for strata-title
buildings, including apartments or condominiums. The demand was primarily from
middle- to high-income people looking for ways to avoid traffic congestion and stay
near the CBD. As a result, the condominium market strengthened after 1992 (See

Figure 4.11), but the demand was also amplified by buyer speculators. ™

B. Supply

1. General

Before 1992, the supply of apartments was meant mainly to fulfill the demand
from foreigners. The increased demand from Indonesian people, triggered by the
strata-title law, has led to a boom in the condominium market, characterized by
enormously successful pre-sale activities. However, the boom also attracted
speculative developers and buyers. Both of these created inflated demand and

triggered high supply (See Figure 4.11). Even worst, since projects that were

" ING Barings, Property Sector Review (Jakarta, August 1996), 42.
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launched from 1993 to 1995 will be completed in the next few years, the market will
continue to be oversupplied and need a long time to recover; this long recovery
period is based on the fact that the demand is mainly from foreigners and that the
demand from Indonesian people is still relatively small.

The oversupply market has created many problems: late, canceled, defaulted
and below-specification projects, as well as defaulted loans.'®> Some developers
convert their strata-title condominiums into service apartments while others have
asked for foreign assistance, hoping that foreigners can attract a greater foreign

demand or increase the project credibility.'®

2. Supply Profile

Rental Townhouse Strata-title Townhouse
Serviced Apartment 79, 1%
8%

Rental Apartment
14%

Strata-title Apartment
70%

Figure 4.12 Existing Multifamily House Supply Distribution
Source: Procon Indah/JLW Research, March 1997

Strata-title apartments or condominiums dominate the number of available
multifamily houses; rental and service apartments account for only 22% (See Figure
4.12). Most existing units are located in central Jakarta, CBD and south Jakarta
(See Figure 4.13). Despite the oversupply market, the average rent for an
apartment (See Figure 4.14) and the average price of a condominium in a prime
location (See Figure 4.15) are still high. This may be due to the fact that availability

in prime location is still proportional to demand.

'> “Gelombang Proyek Bermasalah,” Properti Indonesia, September 1996, 18.
'8 “Berlindung di Bawah Bendera Asing,” Properti Indonesia, August 1996, 96-97.
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Figure 4.13 Existing Multifamily House Supply Distribution by District
Source: Procon Indah/JLW Research, March 1997
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Figure 4.14 Prime Apartment Average Rentals
Source: Procon Indah/JLW Research, March 1997

C. Lower-to Middle-Income Condominiums

In 1996, lower- to middle-income condominiums performed well; about 80-
95% could be sold during the launching period. Although they usually were not in
prime locations, their prices were low; some even costing less than landed houses



Greater Jakarta: Real Estate Market Outlook 49

in the same areas."” The prospects of these condominiums may inspire further
development of a similar kind and change the distribution of condominium supply,
which is still dominated by middle- to high-income developments (See Figure 4.16).

.
—Prime Location |
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Average Price (US$ per m2)

0
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*Based on selected basket condominiums

Figure 4.15 Condominium Average Price
Source: Procon Indah/JLW Research, March 1997
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Figure 4.16 Existing Condominium Supply and Demand by Price Segment
Source: Procon Indah/JLW Research, March 1997

D. Low-Income Apartments

The character of low-income apartments is uniquely different. The main

market for them is middle- to low-income people or people who have relocated

'7"Apartemen Turun Kelas,” Properti Indonesia, June 1997, 18-35.
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because of fire, illegally development, or neighborhood deterioration.'® These
people usually have a mixed demography and can be, but not necessary, are low-
income people. As a result, crime and other community problems are common.
Combined with bad maintenance and poor facility, all this has created bad images

for these low-income apartments.'®

E. Town Houses

Since 1996, town houses have become more popular because of their good
locations and low maintenance costs. Town houses can be built near prime
locations because the high cost of the land is distributed among the occupants. They
also have low maintenance cost, often the same as those of landed houses,

because town houses do not have luxurious lobbies, elevators or swimming pools.?
IV. Office
A. General
1. Demand
High economic growth and strong investment have fueled office demand.

This demand comes mainly from financial, telecommunications, computer software,

manufacturing, trading and service companies.?’

2. Supply

In 1996, 84% of total supply was located in the CBD.?* As seen in Figure
417, since 1990, the market has been oversupplied. Vacant space increased from
19,475 m? in 1990, to 526,800 m? in 1996. As a result, average net prime office

rents and capital values have declined (See Figure 4.18). However, the pre-

'® “qunian Vertikal Belum Menjadi Pilihan Utama,” Suara Pembaruan, May 21, 1997.

' pane, Libertus S., Membangun Rumah Susun Dengan Nalar Ganda, Suara Pembaruan, May 2,
1997.

2 “Rumah Bandar Strata Title,” Properti Indonesia, February 1997, 52-53.

2! schroders, 13

22 Urban Land Institute, 20.
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commitment level of supply (83% in 1996) was still high; this figure has encouraged

further office development despite the steady increase of vacant space.*

18.00%

600,000 T
:» 16.00%
500,000 14.00%
400,000 + 12.00%
o ; 10.00%
¥ 300,000 + 8.00%
6.00%

200,000 +
100,000 +
0+

4.00%
4 2.00%
4 0.00%

&
2] [=]
[+s] [=2]
o (2]

1982

1983

1984
1985
1986
1987
1988
1992
1993
1994
1995
1996

1991
1997F
1998F

’ EEEE Annual Supply (left axis) I Annual Take Up (left axis) —&— Vacancy Rate (right axis) ‘ ‘

Figure 4.17 Jakarta Office Supply, Take Up and Vacancy Rate
Sources: Colliers Jardine Research and Procon Indah/JLW Research, March 1997
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Figure 4.18 Average Net Prime Jakarta Office Rent and Capital Value
Source: Jones Lang Wootton Research, April 1997

B. Central Business District (CBD)

1. Area

The Central Business District (CBD) in Jakarta is well known as Jakarta’s
Golden Triangle. It is bounded by M.H. Thamrin Ave. and Gen. Sudirman Ave. to its
west, Gen. Gatot Subroto Ave. to its South and H.R. Rasuna Said Ave. to its east

23 First Pacific Davies, Office: Jakarta Market Overview, (Jakarta, 2™ Quarter 1997), 2.
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On M.H. Thamrin Ave., the Jakarta’s first high-rise building Gedung Sarinah
was built, and this was soon followed by other high-rise office developments in the
late 60s and 70s. A proliferation of major government office buildings was later
erected at the northern end of this through fare.

On North Gen. Sudirman Ave., in the 1980s, several office developments
went up. Financial deregulation in 1988 also resulted in several grade-A office
developments which responded to the growing needs of large local private and
international banks. A concentration of banking institutions has caused this street to
be known as Jakarta’s financial strip.**

On South Gen. Sudirman Ave., many recent grade-A offices have also been
built. Since the Jakarta Stock Exchange Building is located here, many major
financial investment institutions and securities firms have relocated their offices in
the vicinity. The development of Sudirman Business District Center in this area has
gradually moved the center of the CBD from M.H. Thamrin Ave. to Gen. Sudirman
Ave.®

On H.R. Rasuna Said Ave., there are many embassies. Other mid-rise and
high-rise offices along this street were built in the 80s and early 90s. Many recent
strata-title office buildings have been built there.

Without any particular emphasis on trade, Gen. Gatot Subroto Ave. is not a
prime area for office development

As seen in Figure 4.19, most CBD offices are located on Gen. Sudirman Ave.;
others are located on H.R. Rasuna Said Ave. , Gen. Gatot Subroto Ave., and M.H.

Thamrin Ave. in diminishing numbers.

2. Demand

The majority of CBD tenants are financial service companies, banks,
telecommunication companies, construction companies, and real estate and

manufacturing companies (See Figure 4.20). Around 55% of these use their

24 «“The Golden Triangle of Indonesia”, Property Link Asia Pacific, July/Aug 1996.
%5 Urban Land Institute, 20.
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buildings as corporate headquarters, while 21%,13% and 6%, respectively, use

them for representative offices, regional offices and branch offices.?®

M.H. Thamrin Ave. Otrlers H.R. Rasuna Said Ave. i
7% 8% 20% .

Gen. Gatot Subroto
Ave.
12% ‘
|

Gen. Sudirman Ave.
53%

L —

Figure 4.19 CBD Office Distribution
Source: Procon Indah/JLW Research, March 1997

3. Supply

Since 1990, the CBD office market has been oversupplied (See Figure 4.21).
Consequently, CBD office-base rentals, capital values (See Figure 4.22) and yields
(See Figure 4.23) have declined.

Of the total supply, 54% is grade-A buildings, 31% grade-B, and 15% grade-
C.2” Most new buildings are premium and/or grade-A. This new supply has been
accompanied by a high pre-commitment rate, e.g. 76% in March 1997.%

The removal of the CBD height limit in 1994 triggered the development of 50-
story buildings with the latest in building and engineering technologies.

In the established areas of CBD, vacant lands are scarce. However, the
development of super-blocks has provided ample land for prime commercial use.
These super-blocks offer land with prices ranging from US$2,500 to US$5,000/m?
and construction costs from US$700 to US$900/m?>.

?® Schroders, 15.
%7 Procon Indah/JLW Research, Property Market Outlook, 4.

% procon Indah/JLW Research, 5.
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Figure 4.20 CBD Office Cumulative Demand Profile
Source: Procon Indah/JLW Research, March 1997
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C. Non-CBD Office

1. Demand

Due to high rents in the CBD, some tenants who do not need a prime
location, relocate their offices. Their average rental rate is much lower than that of
CBD prime offices (See Figure 4.24). Secondary locations have become more

attractive because their accessibility has been improving.
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Figure 4.23 Jakarta CBD Office Yields
Source: Procon Indah/JLW Research, March 1997
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Figure 4.24 Greater Jakarta Area Non-CBD Office Base Rental Rate
Source: Procon Indah/JLW Research, March 1997

Some banks, insurance companies, and automobile manufactures have
relocated their supporting offices in these areas. It is predicted that manufacturing
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companies will follow this trend, but that the financial, banking and service sector will

stay in Jakarta’s CBD area.”

2. Supply

Several regional centers are likely to be established.* In North Jakarta, an
old airport with an area of 454 hectares, Kota Baru Kemayoran, has been re-zoned
as a commercial area with several or more proposed office developments. Basic
infrastructures, such as wide-bodied roads, street lighting and water supply, have

already been developed. The area will become a self-contained regional center.
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Figure 4.25 Non-CBD Office Space Distribution by Commercial Area
Source: Procon Indah/JLW Research, March 1997

In West Jakarta and East Jakarta, there are several satellite cities, typically
with land areas from 700 to 6,000 ha. Most are located in Tangerang and Bekasi.
In Tangerang, there are two notable township developments, Bumi Serpong Damai

and Lippo Karawaci. Some local companies have planned to relocate their

?% Schroders, 14.
%0 “The Golden Triangle of Indonesia”, Property Link Asia Pacific, August 1996.
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headquarters or supporting office operations there.*’ In Bekasi, most offices support

the industrial located there.
In South Jakarta, the development of medium-size office projects has
emerged. This area is less congested than the CBD with good accessibility to the

outer ring roads and therefore, easy linkage to other parts of the city.
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Figure 4.26 Non-CBD Office Tenancy Status
Source: Procon Indah/JLW Research, January 1997
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Figure 4.27 Greater Jakarta Area Non-CBD Office Market
Source: Procon Indah/JLW Research, March 1997

3 Schroders, 14.
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The distribution of existing non-CBD offices is widely dispersed (See Figure
4.25). Of the total supply, 40% are occupied by owners (See Figure 4.26). After
1991, non-CBD offices performed better than CBD offices, but the attraction of non-
CBD offices created a big supply in 1996, and pushed the occupancy rate down
(See Figure 4.27).

A. Demand

The emerging middle class, new foreign retailers, rising income levels, strong
economic growth and changing lifestyles have fueled the increasing demand for
retail space.

In 1996, Jakarta’s GDP reached US$3,016 while the national average GDP
was only US$1,100.% The entry of foreign retailers and the evolution of lifestyles
have further energized this sector.

As seen in a survey on the retail market in Greater Jakarta (See Appendix D),
people are accepting malls as place for recreation; only 29.6% people go there for
shopping and 76% go there at least three times a month. This will gradually change
the tradition; people traditionally look for recreation at the beach, on the islands, or

out of town.
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Figure 4.28 Base Retail Rental Rate in Ground Floor Prime Space
Source: Procon Indah/JLW Research, March 1997
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Since 1989, the strong demand for retail has supported an increase in rental
rates (See Figure 4.28) and a high pre-commitment level for new supplies, 93% in
1997.%

B. Supply

1. General

Modern shopping centers in Jakarta first appeared in 1980 with the opening
of Ratu Plaza. Afterward, the supply grew very slowly. The largest incremental
growth in retail space began in the early 1990s (See Figure 4.29).
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Figure 4.29 Jakarta Retail Supply, Demand and Occupancy Rate
Source: Procon Indah/JLW Research, March 1997

Existing retail space is unevenly distributed (See Table 4.5). Unlike shopping
malls in Singapore and Hong Kong which are centralized because they are
international shopping hubs with tourists for customers, the shopping malls in
Jakarta are designed to serve city dwellers.

Of the total supply, 74% targets middle- to upper-income people.** As seen
in Table 4.5, the supply of shopping malls has increased more than 70% since 1993.

As a result, retail competition has become intense.

% Procon Indah/JLW Research, Property Market Outlook, 12.
3 Schroders, 16.
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Table 4.5 Greater Jakarta Area Shopping Mall Distribution Profile

Source: Properti Indonesia, February 1997

2. Located in Housing Areas

To deal with the competition, in 1996 developers concentrated their retail
development in growing residential suburban areas (See Table 4.6), mainly at the
eastern and western ends of Greater Jakarta. These malls have their own captive
markets, and since they are usually located outside Jakarta, land costs for them are
low. They can occupy larger areas with fewer levels and therefore, they can function
as family recreation centers and even attract customers from outside the residential

areas.

Table 4.6 Shopping Malls in Housing Areas

Source: Properti Indonesia, February 1997
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3. Following the Global Retail Trend

New malls usually have more sophisticated designs and layouts. As we have
seen, they are also larger (See Appendix C) and offer a full range of shopping
facilities as well as recreation and entertainment. With these advantages, they can

outperform the old malls.

4. Using Foreign Anchor Tenants

Some new shopping malls also use foreign anchor tenants (See Table 4.7),
to attract middle- to high-income people.** The contribution of foreign retailers is
positive because they not only provide high-quality products and premium brands
but they also transfer technology and know-how to the Indonesian retail market.

Table 4.7 Foreign Anchor Tenants

Source: Properti Indonesia, February 1997

Nevertheless, the role of foreign retailers is restricted. To protect Indonesian
retailers, the government prohibits foreign direct investment in the retail sector.
Foreign retailers are allowed to enter the market only through franchises or technical
assistance agreements with Indonesian companies.®® It is predicted that the
government will release this restriction by 2003, when the agreement on free trade

among Southeast Asian countries goes into effect.

% “Asing Masuk, Lokal Tak Gentar,” Properti Indonesia, September 1996, 82-83.
% Colliers Jardine Indonesia, 19.
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5. Developing Mixed-Use Sites in CBD Area

Since most retailers are located in the CBD area (See Table 4.5) and that
area is relatively small, the competition there is very intense. To deal with this,
developers have shifted their new shopping malls in the CBD from stand-alone
shopping malls to malls with large mixed-use sites or “super-blocks”, which also

include offices, hotels and apartments.*

6. Protecting Traditional Retailers

The fast growth of retail has also pushed out traditional retailers, usually small
businesses owned by low- to middle-income people. To protect them, the
government, through regulations® has obliged big retailers to form partnerships with
small retailers. Moreover, big retailers who want to operate in sub-district must have

special permits from the government.*

VI. Industrial Estate
A. Demand

The demand here is mostly related to investment. While investment
approvals grew at a rate of 43.5% per annum between 1985 and 1990, the demand
for industrial land grew at a rate of 22% per annum. After 1991, a tighter
governmental monetary policy slowed investment down, and reduced demand.
When the rate of investment recovered (1993-1995), the demand also recovered
(See Figure 4.30).

Government policies has a strong influence. After the collapse of oil prices in
1980, the Indonesian government encouraged other kinds of development, and
many regulations were issued to attract new investment in the manufacturing sector
(See 2.VII).*°

7 Procon Indah/JLW, Property Market Outlook, 13.

%8 SKB Nos.145/MPP/Kep/5/1997 and 57/1997

% “Serbuan Menjelang Pasar Bebas,” Kontan, (Jakarta: July 7, 1997), 5.

*0 “perkembangan dan Prospek Kawasan Industri di Indonesia,” Indocommercial (Jakarta, April 26,
1994), 21.
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Most domestic factories are located on the industry-zoned land because that
land is often lower than land in industrial estates.*’ However, since November 1996,
the government has forced industries to relocate from the industry-zoned land to
designated industrial estates when their operation permits expire (Official Memo No.
462-3040).

(hectares)

Industrial Land

1990 1991 1992 1993 1994 1995 1996 1997F

[—Cumulative Supply (left axis) mmmmm Cumulative Demand (left axis) —A— Take Up Rate (right axis)

Figure 4.30 Greater Jakarta Area Industrial Market
Source: Procon Indah/JLW Research, March 1997

The government has also taken stringent steps to curb industrial activities in
Jakarta and Tangerang areas in order to encourage new development in other areas
where industrial estates and sound infrastructure facilities already exist.
Consequently, the demand for and price of industrial estates in other places,

especially in Bekasi*? and Karawang, have increased (See Figure 4.31).

B. Supply

The supply entered a new stage when a Presidential Decree in 1989 allowed
developments by the private sector. Before 1989, state-owned companies had
developed only eight industrial areas, which totaled 2,870 hectares. Since that time,
however, 136 licenses have been issued for developing industrial estates covering

of 44,000 hectares of lands.*® Most of these are located in Tangerang, Bekasi and

* “Kawasan Industri - Bisnis Mikro atau Makro,” Informasi (Jakarta, August 1993).
*2 Bekasi has good infrastructure and good location, closed to Jakarta and to the harbor.
* Schroders, 18.
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Karawang (See Figure 4.32). The restriction of new developments in Tangerang
has made Bekasi a favored location. However, as land prices in Bekasi increase,

developers are being forced to find land in locations further to the east, e.g.,
Karawang, etc.**
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“ ING Barings, Property Sector Review, 52.
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VIl. Conclusion

Rising incomes, increasing population, a decline in household size, a
booming middle class, and rapid urbanization are the main driving forces in the
demand for housing. Since traffic congestion has become much worse and easy
access to toll roads is increasingly important, the demand for new houses is now
concentrated in the Greater Jakarta Area.

This market is dominated by first-time home-buyers, who are beginning to
prefer residential estates. Mortgage rates significantly effect the sales of middle- to
high-income homes. There is a lack of affordability and an oversupply of middle- to
high-income housing, because the demand is largely from low-income buyers.

The main buyers for apartments and condominiums are foreigners.
Indonesian people still prefer detached one-level houses because they are more
spacious and, therefore, suitable for large families. The strata-title law of 1985
created a condominium boom in 1993. This boom also attracted buyer and
developer speculation. As a result, the condominium market has been oversupplied
ever since. It will need a long period of recovery because local demand is weak
and the market remains flooded with unwanted properties.

Since 1996, lower- and middle-income condominiums attracted buyers
because of their low price, even in comparison with that of landed houses located in
the same areas. This may trigger further development and alter the character of the
condominium and apartment market.

The demand for office space is supported by high economic growth and
strong investment. It comes mainly from financial, telecommunications, computer
software, manufacturing, trading and service companies. Since 1990, vacant space
has been increasing and rents have declined.

Most CBD tenants are financial service companies, banks,
telecommunications, construction, real estate and manufacturing companies, who
use their buildings for corporate headquarters. Grade-A buildings dominate the
market. The most recent buildings in the CBD usually have 50 stories and all the
latest technologies.
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Due to high rents in that area, tenants who do not need a prime location,
often relocate to secondary locations. Many of these locations have become
attractive because of their improved accessibility. Some banks, insurance
companies and automobile manufacturers have opened supporting offices in these
areas. It is predicted that manufacturing companies will follow this trend while the
financial, banking and service sectors will continue to prefer Jakarta’s CBD area.

The emerging middle class, rising income levels, strong economic growth,
entering foreign retailers, and a changing lifestyle are all creating an increasing
demand for retail. The supply of retail space has grown rapidly since 1990, and
competition has become intense. To deal with this, retailers have resorted to
suburban locations, sophisticated designs and layouts, complete shopping facilities
with recreation and entertainment, foreign anchor tenants, and mixed-use sites.

To protect Indonesian retail, the government prohibits foreign retailers from
investing directly in the market, although they can enter it through franchises and/or
technical agreements. To protect small businesses, the government has obliged big
retailers to accept them as partners. Moreover, big retailers who want to operate in
a sub-district must get a special permit from the government.

The industrial sector has been significantly influenced by government policies.
The permission given to private entities to develop industrial estates has triggered a
boom in industrial estate development, and since 1980, many regulations have been
issued to attract new investment to the manufacturing sector. Since November 1996,
the government has forced industrialists to relocate to designated industrial estates
upon the expiration of their permits. The government has also taken drastic steps to
curb new industrial activities in residential Jakarta and Tangerang. This too has

increased the demand for industrial estates in Bekasi and Karawang.
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CONCLUSION

As the fourth most populous country in the world, Indonesia has a huge

market and abundant labor. With 2 million km? of land and 3 million km? of sea,
Indonesia is also well-endowed with land and natural resources. It has experienced
rapid economic growth with an average yearly rate of 7.26% since 1992. The
Indonesian GDP per capita per annum reached US$1,100 in 1996, while Jakarta’s
GDP per capita rose to US$3,016 in the same year. This increase in income has
created increased domestic affordability.

The new rapid economic growth is mainly the result of foreign and domestic
investment. To attract more investment, the Indonesian government is still making
efforts to improve the investment environment with deregulations. The value of
domestic investment approvals reached more than 100 trillion rupiah in 1996, and
the value of foreign direct investment (FDI) approvals jumped from US$ 8.1 billion in
1993, to more than US$ 28.6 billion in 1996. These high figures for investment
approvals have fueled the continuously strong demand for office and industrial real
estate.

The Indonesian government has also intervened in the real estate market to
reduce speculative buying and developing, and has influenced demand in several
sectors and promoted low-income housing. Furthermore, through direct
intervention, the government has also made efforts to protect domestic retailers,
notably small businesses. Some new regulations have had significant effects. The
newest and most important example of these is the July ‘97 deregulation which
prohibits local bank loans for land acquisition and/or development. In general, the
effects of government intervention are positive, but some efforts have been labeled

inconsistent, biased, or even useless.

67
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There are severe problems with Indonesian real estate: weak legal
assurance; an unfavorable agrarian system; illegal fees; and unnecessarily
complicated permit processes. Since most of these problems are common problems
in developing countries, immediate solutions to them are unlikely, but there is a
visible government commitment to minimize them.

A more fundamental issue is the stability of the future political system. Since
the country has a significantly uneven distribution of wealth, population and ethnic
groups, political stability is crucial for continued economic development.
Unfortunately, the current political system is not stabile. President Soeharto has led
the country for more than 30 years and is now very old. A succession process,
which has never been tested will determine the future of Indonesia and its economic
growth.

Population growth and expanding commerce in Jakarta have pushed real
estate development toward the fringes of the city and even into other cities (Bogor,
Tangerang, and Bekasi) where land prices are lower. The combined areas of
Jakarta, Bogor, Tangerang, and Bekasi are now known as Greater Jakarta. Jakarta
is the capital city and the economic center of Indonesia, and Bogor, Tangerang, and
Bekasi have gradually become integral parts of Jakarta’s development, which supply
additional real estate for industrial and residential development , secondary
locations, and malls. All of Greater Jakarta contain promising real estate, because
incomes there are rising and so is investment both foreign and domestic.

The demand for new housing in Greater Jakarta is strong because of the
rising incomes and increased population, and because of a decline in household
size. The entire area is characterized by a booming middle class and rapid
urbanization. Although most of the demand is for low-income housing, supply is still
far below demand, despite government efforts to promote such development. An
abundant supply of middle- and high-income homes is not responding to this need,
and at the same time, is flooding the market with housing that few can buy.

The main customers for apartments and condominiums are still foreigners.
Indonesian people tend to prefer detached one-level houses and like to live in

landed property which provides spacious living areas suitable for a large families
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with domestic help (nannies, drivers, servants, etc.). From 1993-94, the strata-titie
law stimulated a boom in condominiums, but this was overshadowed by speculative
developers and buyers, and since 1995, the condominium market has been
oversupplied.

In the office market, high economic growth as well as strong foreign and
domestic investments have supported the demand mainly from financial,
telecommunications, computer software, manufacturing, trading and service
companies. Most of the new offerings in the CBD are premium and/or grade-A
buildings with the latest building and engineering technologies. The supply of these
has also been accompanied by a high pre-commitment rate. High rents in the CBD
have encouraged some offices to move to secondary locations. It is predicted that
manufacturing companies will follow this trend but that the financial, banking and
service sectors will remain in Jakarta’s CBD area.

In the retail sector, an emerging middle class, rising income levels, changing
lifestyles, foreign retailers, and strong economic growth have created an increasing
demand. The retail supply grew very slowly until the late 1980s, the largest
incremental growth taking place in the early 1990s. As a result, the retail sector too
has become oversupplied, and retail competition has become intense. To stay
competitive, new shopping malls have followed global retail trends with sophisticated
designs and layouts. Larger shopping malls offer a full range of facilities as well as
recreation and entertainment areas, and more recently, foreign anchor tenants.
Despite prohibition on direct investment in Indonesia, foreign retailers have entered
the market through franchises and technical assistance agreements with Indonesian
companies.

In the industrial sector, the government has a strong influence, and many new
regulations have been issued to attract investment in manufacturing. Furthermore,
in November 1996, the government forced industries to relocate in designated
industrial estates upon the expiration of their previous operation permits. To
encourage supply, the Presidential Decree of 1989 allowed the development of
industrial estates by private entities. In 1989, there were only eight areas in 1989,

but by 1995, 136 areas had been given licenses for development. A ban on further
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industrial park development in Tangerang has made Bekasi a favored location for
new ones, because it is located near the port and near Jakarta and has a good
infrastructure. High economic growth, as well as new investment, supported by a
better investment environment made possible by the government, should continue to

fuel the demand for industrial estates.



APPENDIX A

COMPARISON BETWEEN RIGHT-TO-USE AND RIGHT-TO-
BUILD TITLES

_Lands with buildings and lands Lands with buildings

Develop buﬂdlng e Build and own buidlngs on other
Agriculture lands

Usage

Indonesians ¢ Indonesians

Legally Indonesian agencies e Legally Indonesian agencies
Foreigners who stay in Indonesia

Foreigner agencies who stay in

Indonesia

Government agencies

Religious and social agencies

Foreign representatives

Subject

Burden Collateral Rig Collateral Right

71




APPENDIX B

SURVEY ABOUT HOUSING IN GREATER JAKARTA

Source ; Properti Indonesia, December 1996
Sample : 666
Sampling Error : 3.8% (Confidence Level of 95%)
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APPENDIX C

SHOPPING MALLS IN CENTRAL JAKARTA (UNTIL 2000)

Sources: Prolease and Properti Indonesia, February 1997
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APPENDIX D

SURVEY ON THE RETAIL MARKET IN GREATER JAKARTA

Source : Properti Indonesia, February 1997
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