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ABSTRACT

This report aims to evaluate the potential of developing or investing in direct real estate sector in
Jakarta. In doing so, firstly, it presents some of the macroeconomic indicators of Indonesia and Jakarta
which serve as the foundations for deeper property market analysis. Secondly, it examines the real
estate market in Jakarta — the supply and demand, occupancy, price or rent, and future market outlook.
The asset class discussed in this report is limited to high-rise residential, CBD and non-CBD office, as
well as retail. Thirdly, it describes the institutional or political framework on foreign property
development or investment in Indonesia which is increasingly opened to international players but still
constrained to certain limitations. This report subsequently analyses the strength, weakness,
opportunity, and threat (SWOT) of real estate development or investment in Jakarta. Other crucial
topics such as the national capital relocation from Jakarta to East Kalimantan and the issue of recent
coronavirus pandemic (COVID-19) and its effect to global recession are also considered. Finally, this
report is concluded by presenting the key insights on the subject, including an increasingly popular
notion in Transit Oriented Development (TOD) in Jakarta.
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1. INTRODUCTION Today, more than 10 million people live in

Jakarta, which makes it as not only the largest

Indonesia is a trans-continental archipelago
country in South East Asia (SEA) that stretches
over 1.9 million square kilometres of land with
more than 17,000 islands, 300 native ethnic and
linguistic groups, and a total population of
around 273 million as of March 2020 — which
makes it the fourth most populous country on
earth, after China, India and the United States
(US). Currently, 56.4% of Indonesian live in an
urban area, including in the capital city of
Indonesia, Jakarta. Figure 1 shows Indonesian
rapid urbanization since 1955.

Indonesia Urban vs. Rural Population from 1955 to 2020
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Figure 1. Urban vs rural population in Indonesia

city in the country but also in the entire SEA.
Furthermore, it is one of the fastest-growing
cities with a population density of 15,342 people
per square kilometre (see Figure 2). Jakarta itself
consists of five administrative municipalities,
namely: North, South, East, West and Central
Jakarta (see Figure 3). The official metropolitan
area, known as Jabodetabek (Jakarta-Bogor-
Depok-Tangerang-Bekasi), is the third largest in
the world and its suburbs extend even further.

Figure 2. Population density map of Indonesia
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2,687,027 2,817,994 14,290 14,987
Central Jakarta 4813 898,883 910,281 18,676 18,915
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East Jakarta 188.03

North Jakarta 146 66

Figure 3: Jakarta’s administrative municipalities map
and details

Therefore, Indonesia as a whole and Jakarta in
particular contain a massive consumer force
which forms a potentially huge market for a
whole range of products and services. This force
has been the driver of national economy and the
trigger of rising domestic and foreign investment,
including in real estate sector.

2. LITERATURE REVIEW
2.1 GROSS DOMESTIC PRODUCT (GDP)

After the peak in 2010, Indonesia’s GDP growth
started to decline between 2011 to 2015 amid
country’s economic slowdown and remained at
approximately 5% since then (see Figure 4).
While a consistent annual expansion of 5% is
fairly good in today’s low-growth environment
and is competitive with other SEA countries (see
Figure 5), Indonesian government still persists to
enhance the national economy even further. For
instance, Bank Indonesia (BI) has cut interest
rates by 125 basis points and eased lending rules
since mid-2019. In addition, President Jokowi,
who began his second term in October 2019, has
also structured his cabinet and economic policy
packages to place a special emphasis on creating
a more conducive environment for both domestic
and foreign investment. However, recent global
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developments such as slowing international trade,
stagnant household consumption growth and
COVID-19 situation have led to Indonesia’s
weakest GDP growth in 3 years with just 4.97%
in Q4 20109.

Jakarta individually has performed better than the
national average with GDP growth hovering
around 6% over the last few years (see Figure 4).
Information-communication  technology  and
corporate services have shown the fastest
expansion in 2019 with 11.6% and 11.2% growth
rate respectively. Meanwhile, real estate sector
has been advancing steadily around 6% and
contributing consistently to 6-7% of the total
GDP.

Forecasts for Indonesia's and Jakarta’s economy
are positive with modest economic growth in the
short run before accelerating more rapidly after
2020. Figure 4 shows a forecast by International
Monetary Fund (IMF).

INDONESIA AND JAKARTA GDP

Figure 5: GDP growth rate comparison among SEA
countries

2.2 POPULATION

It is important to know the characteristics of a
country’s demographics in order to understand its
economy. This is especially true for Indonesia
where household consumption accounts for 55-
58% of the total GDP. Some statistics of
Indonesia’s and Jakarta’s population are as
follow:
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As mentioned in section 1, Indonesia have more
than 273 million people with around 10 million
reside in Jakarta, making it the most populated
city in SEA today. This certainly creates a huge
market pool for investors to tap into. The total
number and growth of population in Indonesia
and Jakarta are shown in Figure 6 and 7
respectively

Indonesia Population (1850 - 2020)

—— Indonesia Population
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Figure 6: Indonesia’s population and population
growth rate
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Figure 7: Jakarta’s population and population growth
rate

Indonesia is dominated by a young population
with a median age of 28.6 years. Figure 8 shows
Indonesia’s population pyramid in 2020.
Likewise, Jakarta has a very young demographic
composition: 39% are below 20 years old, 42%
are between 20 and 35 years old, 15% are
between 35 and 50, and only 4% are over 50
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Figure 8: Indonesia’s population pyramid in 2020

Currently, about 67.6% of Indonesian are in
productive age (15-64 years old) and hence can
function as the engine of the national economy.
This number is expected to rise to 70% by 2030

Around 7 million Indonesian join the middle-
class segment every year. The number of people
in this class is expected to double by 2030 which
creates a great potential for economic expansion

2.3 CURRENT ACCOUNT
TRADE SURPLUS,
IMPORT

The current account balance is the broadest

measure of a country’s international trade.

Although countries with a current account deficit

(CAD) are more vulnerable to capital outflows

when there is a global economic turmoil, a

negative balance is not necessarily bad when it is

used for productive investment purposes such as
industrial and infrastructure development like in

Indonesia.

Indonesia started to post a CAD in Q4 2011, and
it has remained in deficit ever since (see Figure
9). However, the deficit has steadily sustained
with a contracting oil and gas trade deficit
as imports declined, stable non-oil and gas trade
surplus, and a narrowed primary income deficit.
Indonesia’s CAD compressed slightly from
2.98% of GDP in 2018 to 2.72% of GDP in 2019.
Generally, a CAD at a maximum of 3% of GDP
is considered sustainable (Indonesia-investments,
2020). As for Jakarta, the import level has always
been higher than its export but within a healthy
level. This is expected because the consumption
level in the central hub of business and trade
activity of the country is definitely high. Details

BALANCE,
EXPORT AND
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of Indonesia’s and Jakarta’s trade balance, export
and import level can be seen in Figure 10 and 11
respectively.
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Figure 9: Indonesia’s current account balance as a
percentage of nominal GDP

INDONESIA TRADE BALANCE (in milllon USD)

Figure 10: Indonesia’s trade balance, export and
import

JAKARTA TRADE BALAY

iCE (i usD)

igure 11: Jakarta’s trade balance, export and import

2.4 INFLATION RATE
BENCHMARK INTEREST RATE

AND

Traditionally, inflation rate in Indonesia was
volatile and deviated largely from BI’s projection
which led to a higher borrowing costs as
compared to other emerging markets. However,
after Indonesia’s subsidized fuel price reform in
2013-2015, one could see a steadier inflation rate
of 2-4% in recent years. Similar level of inflation
can be seen locally in Jakarta. In 2019,
Indonesia’s and Jakarta’s inflation rate stood at
2.82% and 3.23% respectively (see Figure 12 and
13).
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Figure 12: Indonesia’s inflation rate
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Figure 13: Jakarta’s inflation rate

When inflation targets are not met, Bl reacted
accordingly with its monetary policy by adjusting
its benchmark interest rate in order to ensure
local currency (Indonesian Rupiah, IDR)
stability. Currently, with stabilizing rupiah,
relatively low inflation rate at 2.68% in Jan 2020
and national CAD under control, Bl has lowered
down its benchmark rate from 6% to 4.75% in
order to encourage more economic activity (see
Figure 14).

2012 2014 2016 2018 2020

Figure 14: Indonesia’s benchmark interest rate (by
BI)

25 FOREIGN DIRECT
(FDI)

INVESTMENT

FDI flows into Indonesia have grown and their
base has been expanding consistently over the
last few years (see Figure 15). Recent FDI rise is
attributed to deregulation, law enforcement and
business certainty, interest rate tax cuts for
exporters, energy tariffs cuts for labour-intensive
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industries, tax incentives for investment in
special economic zones and lowered tax rates on
property acquired by local REIT. In 2019,
Indonesia gained USD 28.2 billion of FDI, a
6.4% y-0-y increase. China, Hong Kong and
Singapore were the top sources of investment.
Base metal, utilities, mining, and real estate
sectors were the biggest beneficiaries. Jakarta
alone has consistently contributed to more than
10% of the national FDI which indicates the
extensive investment opportunities in the city.
Having said that, according to the latest ASEAN
investment report (2019), Indonesia still fails to
draw a fair share of the foreign investment
dollars flowing into SEA (see Figure 16). A
number of reasons that discourage investors to
invest in Indonesia will be elaborated further in
section 4.5.2.

FOREIGN DIRECT INVESTMENT (in billion USD)
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Figure 15: Indonesia’s FDI
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Figure 16: FDI flows into ASEAN (2018)

2.6 PUBLIC DEBT

Indonesia’s public debt has improved since the
Asian financial crisis in late 1990s. It declines
from over 150% of GDP in 1998 to around 30%
in 2019 (see Figure 17). This recovery is
particularly due to the prudent fiscal policy
approach of the Indonesian government
and compliance with fiscal rules that set limits on
the upper level of debt. This number represents a
healthy condition as compared to many
developed countries that are currently in trouble
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to ease public debt. Figure 18 shows SEA
countries’ national debt to its GDP.
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Figure 17: Indonesia’s public debt as percentage of
GDP
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Figure 18: SEA countries’ national debt as percentage
of GDP

2.7 INTERNATIONAL RESERVES

Foreign exchange reserve is essential in
managing volatile capital flows and providing a
safeguard against possible external shocks..
Indonesia’s foreign reserves have been increasing
quickly from USD 51.6 billion in 2008 to USD
129.2 billion in December 2019, the highest level
in 22 months (see Figure 19). The current reserve
level is enough to support 7.6 months of import
which is above the international adequacy
standards of about 3 months.

20000
2001 2004 2007 2010 2013 2016 2019

Figure 19: Indonesia’s foreign exchange reserves
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3. METHOD

Methods used in this study are literature
review, observation, and desktop review

4. RESULT AND DISCUSSION
4.1 RESIDENTIAL (APARTMENT)

4.1.1 SUPPLY AND DEMAND

The high-rise residential market in Jakarta has
been dormant since 2016. The recorded sales in
the last four years barely reach 5,000 units
annually, much less than 2013-2014 period when
the sales could hit 20,000 units in a year (see
Figure 20). One underlying reason of the soft
demand in recent years is affordability issue.
Rapid price hike from 2011 to 2014 led to an all-
time high per sgm prices and relatively
unaffordable for many. Indonesian Finance
Minister Sri Mulyani Indrawati (2017) said that
only 40% of families could afford to buy houses,
another 40% could only buy with government
subsidies and the remaining 20% could not afford
to buy without significant assistance from the
government.

Weakening demand. |
Sales barely hit 5,000 units |
per year in the last 4 years |

[

Streng demand as the market recovered |
In 2013-2014 period, sales almost hit
20,000 units per year

Impact of global
financial crisis felt
strongest in 2009
25,000 1

nnnnn

, 15000 i
5 |
10,000 i i
nm . . - |
©2010 Janes Lar

2010 2011 | | 2012 2013 2014 2015 2016 2017 2018 2019 |

2019 Janes Lang LaSalla IF. Inc. All fights reserved.

Figure 20: Annual apartment sales in Jakarta

From the supply side, the overall apartment
supply rose by 4.8% to 211,944 units in 2019.
The location of new apartments has been shifting
away from the CBD to a less crowded area at
South and East Jakarta (see Figure 21). The
supply level has been dampened recently due to
the weak demand which may cause financial
issue and thus delaying the project delivery.
Recent survey by Colliers found that 6,052 units
from the total projected supply in 2019 will be
shifted to 2020 or 2021. Subsequently, the
limited supply also leads to the contraction in
sales, making it even more dormant. Although
developers have been offering smaller units to
lower the price and giving various discounts or

2006
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East Jakarta,
0.4%

CBD, 28.4%

Central Jakarta,
19.9%

M Westlakarta M Eastlakarta W MNorthlakarta

 South Jakarta @ Central lakarta m CBD
incentives to clear the unsold units, much cheaper
prices in secondary market or a more affordable
landed residences sometimes draw the buyers
away from primary apartment units.

Q2 2019
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West Jakarta,
25%

Central Jakarta,
14%

East Jakarta,
10%
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West lakarta,
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Figure 21: Apartment distribution in Jakarta by
location

4.1.2 OCCUPANY AND PRICE

The take-up rate for both existing project and
project under construction have been relatively
stagnant (see Figure 22). In Q4 2019, the overall
absorption rate remained at 87.2%, only a slight
increase of 0.3% y-o0-y, leaving around 27,000
unoccupied units from the total stock.
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Figure 22: Apartment take-up rate of existing project
and project under construction in Jakarta

As a result of soft demand, few supplies and a
stagnant take-up rate, the asking price across all
segment has been flat (see Figure 23). The
average asking price only rose slightly by 2.9%
y-0-y to IDR 34.8 million (USD 2,219) per sqm
in Q4 2019. This is mainly due to investors’
strong interest at sites nearby the newly
completed MRT and upcoming LRT.
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Figure 23: Apartment price across segments in
Jakarta

413 MARKET OUTLOOK

In the next 5 years, there will be an average of
8,050 new apartment units per year in Jakarta,
lower than its historical average (see Figure 24).
A list of the upcoming apartment projects in
Jakarta and its location distribution can be seen in
Figure 25 respectively.
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Figure 24: Annual apartment supply in Jakarta

JAKARTA APARTMENT FUTURE PIPELINE (2020-2023)
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Figure 25: Future apartment pipeline in Jakarta by
location

Meanwhile, the Indonesian government has been
trying to boost the residential market. For
instance, the Ministry of Finance (MoF) rolled
out a new regulation on luxury tax which raises
the price threshold of the tax object from IDR10
billion (USD 637,500) to IDR30 billion (USD 1.9
million) (for buyer) and reduces the luxury tax
rate from 5% to 1% (for seller). This reduces the
amount of leviable tax quite significantly. At the
same time, Bl also cuts its benchmark interest
rate (as explained in section 2.4) and eases LTV
rules by adding 5% from the current limit (see
Figure 26). However, the residential market still
needs more time to see the effectiveness of these
regulations. A more fundamental issue today is
the provision of easy access to affordable funding
and the capability to pay instalment (Colliers,
2019).
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Figure 26: LTV relaxation by Bl and its impact to
credit growth

On another note, the ongoing trade war and
COVID-19 outbreak are pushing the global
economy to the brink of recession and causing
investors to be very cautious in making decision.
On that basis, sales growth of apartments in
Jakarta are expected to move in the same
direction. Take up rate could still contract by 1-
2% and price could inflate slightly by 1-2% at
best in 2020. However, as the worldwide dreary
condition comes to an end, Indonesia’s economy
will also recover and yield momentum for a
resurrection in the property market.

4.2 OFFICE

Office development in Jakarta is concentrated in
its CBD area, or widely known as the golden
triangle of Jakarta. It includes areas such as
Sudirman, Kuningan, Gatot Subroto and Thamrin
(see Figure 27). As time goes by, office spaces
also spread out to non-CBD area in different
parts of Jakarta.

¥ indah Kapuk Séa World/Ancol

Temen impien @ ()
Jaya Ancol

North Jakarta

Ol s
Q i THAMRIN GOLDEN TRIANGLE OF JAKARTA
Museum MACAN.  Memterl 9

(Modern and.

Jaki ria
East Jakarta
GATOT SUBROTO ®

South Jakarta

% South % TB SIMATUPANG

%, Tangerang U

A - Taman Mini
) 4 haresgy

ind
Ragunan Zoo Q Google

West Jakarta

Bekasi

Figure 27: CBD areas in Jakarta
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421 SUPPLY AND DEMAND

Office supply in Jakarta, both in CBD and non-
CBD area, have increased significantly since the
wave of supply beginning in 2015 (see Figure 28
and 29 respectively). In 2019, the supply has
been relatively moderate with a total completion
of 360,000 sgm and 160,000 sgm of space in
CBD and non-CBD respectively. It brings the
existing office stock to 6.66 million sqm in CBD
and 3.49 million sgm in non-CBD. Cumulative
office supply can be seen in Figure 30.
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Figure 28: Net absorption, new supply and occupancy
rate of office space in Jakarta CBD
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Figure 29: Net absorption, new supply and occupancy
rate of office space in Jakarta non-CBD area
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Figure 30: Cumulative office supply in Jakarta CBD
and non-CBD

Meanwhile, office space demand in Jakarta
remains strong. In 2017-2019 period, the net
absorption in CBD reached 200,000 sgm
annually as compared to 50,000 sgm absorption
per year in 2014-2016 period (see Figure 27).
Likewise, non-CBD demand performed well
even in 2015 and 2016 when CBD demand was
weak. In 2019, the non-CBD office recorded a
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net absorption of more than 125,000 sgm which
is 73% more y-0-y and the highest since 2013.
Recent completion of a couple of grade A quality
office and improved connectivity via the MRT
have further increased the attractiveness of areas
outside CBD. Technology and flexible space
providers have been the most active in the market
nowadays, picking up the slack left by the
downsizing in oil, gas, and mining sectors after
commodity prices fell in 2015.

422 OCCUPANCY AND RENT

A huge influx of office space since 2015 has
affected the occupancy rate badly. At the end of
2014, only 5% of office space was unoccupied,
but it has now escalated to about 20%. This trend
can be observed in both CBD and non-CBD
offices (see Figure 31 and 32).

Grade C: 90%
Grade B: 85%
CBD Average: 76%
Premium: 73%
Grade A: 67%

Figure 31: Office occupancy rate across various
segments in Jakarta CBD

TB Simatupang: 79%
West Jakarta: 73%
East Jakarta : 93%
North Jakarta: 62%
South Jakarta: 82%
Central Jakarta: 80%

segments in Jakarta non-CBD

On the back of huge supply volume, rents have
also fallen every quarter since mid-2015 by
approximately 30% from peak to trough (see
Figure 33). In extremely well-located buildings,
however, some landlords have been able to hold
the rents steady or even moderately increase
them. Rents outside of the CBD have also
compressed substantially in recent years with a
relatively high vacancy rate (see Figure 34). In
2019, CBD office rent declined by 2.7% y-o0-y
while non-CBD office rent recorded a slight
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increase of 1.9% y-o-y.

Figure 33: Office space rent across various segments
in Jakarta CBD
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Figure 34: Office space rent across various segments
in Jakarta non-CBD

423 MARKET OUTLOOK

In 2020, the office market supply remains
moderately high in expectation (see Figure 28).
Therefore, occupancy rate and price are expected
to bottom out. With this tenant-favourable
market, occupiers are expected to take advantage
by looking for a better-quality premise with
attractive rental rates. However, the office market
supply is likely to drop with an average of just
80,000 sgm per year between 2021 and 2023. As
such, the occupancy rate is expected to rebound
and subsequently improve the rent moderately
(see Figure 35). CBD and South Jakarta still
house most of the office space pipeline (see
Figure 36)
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Figure 35: Office space rent expectation in CBD

JAKARTA OFFICE FUTURE PIPELINE (2020-2023)
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Figure 36: Future office pipeline in Jakarta by
location

Meanwhile, office demand is anticipated to
remain strong over the next few years with



technology and flexible workspace companies
continue being the two driving demands.
Furthermore, the MRT and LRT that will connect
South Jakarta to the city centre have generated a
buzz.

Having said that, Jakarta office market needs to
be aware of the forces that may inhibit its
advancement. Challenges such as stagnant
exports volume, uncertainty surrounding the US-
China trade war and weak global growth would
reduce business activities and indirectly impact
the property sector, specifically making it
difficult for office demand to recover quickly.

4.3 RETAIL

As the hub of business and trade in Indonesia,
Jakarta is a launch pad for major local retailers
and international players to establish their
business in SEA’s biggest market. Over the past
decades, shopping centres in Jakarta have
evolved with improving quality and amenities.
However, technology and innovation in
combination with the dynamic shift in urban
lifestyles and the rise of millennials have changed
the retail landscape even faster.

43.1 SUPPLY AND DEMAND

The retail market in Jakarta has remained
extremely stable over the past few years with
limited new supply and healthy occupancy level.
The lack of supply in Jakarta is primarily due to
the mall moratoriums which was implemented in
2011 and extended in 2013. The moratoriums
basically limit retail space developments as it was
deemed to tax the city's infrastructure and
adversely affect the quality of life in the city.
Research shows that retail supply only grew at
90,000 sgm a year from 2013 onwards, a
significant drop from 2005-2013 period that can
reach 160,000 sgm annually. As of Q4 2019,
there were 4.74 million sqm cumulative supply of
retail in Jakarta, up 1.9% y-0-y (see Figure 37)

Sigma Teknika, Vol. 4, No.1 : 167-186
Juni 2021

E-ISSN 2599-0616

P ISSN 2614-5979

Cumulative Retail Supply

6,000,000

5,000,000

4,000,000

3,000,000

2,000,000

1,000,000 I
0

2014 2015 2016 2017 2018 2019 2020E 2021E 2022E 2023E
B)akarta M Greater Area
Source: Colliers International
Figure 37: Cumulative supply of retail space in
Jakarta and greater Jakarta

With decreasing available space, the net
absorption is also much lower in recent years as
compared to period prior to 2014 (see Figure 38).
F&B, entertainment, fast fashion, supermarket
and grocery stores are the major tenants today,
taking some of the space vacated by department
stores which appear to be a dying retail format in
Jakarta.
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Figure 38: Net absorption, new supply and occupancy
rate of retail space in Jakarta

4.3.2 OCCUPANCY AND RENT
Upper-class shopping centres continue to propel
Jakarta’s overall retail performance with a
relatively stable occupancy of above 90%.
Meanwhile, the performance of middle and mid-
low-class shopping centres dropped by around
2% g-0-g and stood at 76.6% and 69.7%
respectively in Q4 2019

Given the lack of new supply, rents have
increased moderately. In prime malls, at least,
few landlords face compelling vacancy pressure
which drive the rents upwards. In 2019, the rent
increased by approximately 3% y-o-y (see Figure
39).
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Figure 39: Retail rental rate in Jakarta

433 MARKET OUTLOOK

Retail space development nowadays is more
consumer-driven than ever whereby it needs to
quickly adapt to the rapidly changing retail
landscape. For instance, one could observe the
shift in buyer preference from an actual physical
store to digital shops (Colliers, 2019). To
accommodate this market, digital transformation
involving modern technologies and social media
are playing an important role in making the
shopping experience as easy and personalised as
possible. Moreover, Indonesian consumers are
now more attracted into experience than
commodity (Savills, 2019). A shopping centre is
no longer merely a commercial facility where
retailers display and sell products, but a place for
community where people can enjoy spending
their time with fusion of entertainment and
common space. In addition, the grab-and-go
concept is likely to become a trend in the retail
industry, particularly in view of the future
integrated transportation system that shall give
rise to TOD.

Having said that, retailers are still concerned
about the current situation where profit margin
squeezed amid softening demand and increasing
operating cost. The outlook in the near future is
still the same - moderate vacancy rate and lack of
supply are likely to persist and support rental
growth. There is a possibility for occupancy to
slightly decrease (before recovering
subsequently) and rent to rise 4-4.5% primarily
because new malls usually charge higher rents.
Future retail pipeline in Jakarta for the next three
years are mainly in Central (40%), West (32%)
and South Jakarta (25%) as shown in Figure 40
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JAKARTA RETAIL FUTURE PIPELINE (2020-2023)
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Central Jakarta, 138,000 sqm, 32%
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South Jakarta,
110,420 sqm, 25%
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Figure 40: Future retail pipeline in Jakarta by location

44 INSTITUTIONAL OR POLITICAL
FRAMEWORK ON FOREIGN
PROPERTY DEVELOPMENT OR

INVESTMENT IN INDONESIA
Understanding the institutional or political
framework of a country’s foreign property
regulations is an essential component before
embarking on the development or investment
journey in that country. Previously, Indonesian
law had a very restricted access for foreign
individuals or companies to own, develop or
invest in Indonesian property. However, in 2015,
the Indonesian government set forth a new
regulation on foreign property ownership to
support Indonesia’s domestic economic growth
and attract foreign investors. The new set of
regulation is Government Regulation No.103 of
2015 on Ownership of Dwelling of Residency
House by Foreigner Domicile in Indonesia which
is further supported by the Ministry of Land
Regulation No. 29 of 2016 on Procedure for
Granting, Releasing, or Transferring Land Rights
over Residential Houses to Foreign Nationals in
Indonesia.

Prior to examining foreign property ownership in
Indonesia, one should understand the three most
relevant rights on the subject, namely:

Right to Own (Hak Milik): Right to Own is a
freehold title that can only be held by Indonesian
citizens. This title gives a right to the owner to
use the land in any way, except capitalizing on
the natural resources under the land

Right to Use (Hak Pakai): Right to Use is the
right to use and/or to collect the product from
land as far as it is not conflicting with the spirit
and the provision of the law. The right is valid for
an initial period of not longer than 30 years and
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can be extended twice by not longer than 20
years and a further 30 years. As long as the
property is not part of a government subsidised
housing, individual foreigners are allowed to
invest in commercial and residential real estate
under this right

Right to Build (Hak Guna Bangunan): Right to
Build is the right to build and to own buildings
on land which is not one’s property for a period
of not longer than 30 years and can be extended
by a period of not longer than 20 years. In other
words, the owner is given the right to develop the
land for a limited period of time. Developers
usually hold this title when undergoing a
construction or development of a property. This
title can only be held by Indonesians or limited
liability company established under the laws of
Indonesia, be it local or foreign company (also
known as PT. PMA).

Under the new regulations, Indonesian
government allows foreigners who work or reside
legally in Indonesia to own houses or apartments
in the country under the right to use. Although
some foreigners insist to buy a land or property
under the right to own through Indonesian
nominee structure, the safest way for a foreigner
to invest in Indonesia’s property is still to do it
through a PT. PMA. PT. PMA who is a property
developer may buy a land in Indonesia to develop
the property under right to build and
subsequently sell it to a local or foreign buyer.
After selling the units, the right to build can be
kept or can be upgraded / downgraded to right to
own / use for local / foreigner buyer respectively.
Some limitations when foreigners own a property
in Indonesia are as follow:

Foreigners must maintain their stay permit visa
during the course of property ownership period

The foreigner must release or transfer the right of
use to another person who meets all requirements
to own property in Indonesia (Indonesian or
foreigner) within one year after his or her
departure from Indonesia

There is a fixed minimum price for a property
bought by foreigners based on region. For
apartment in Jakarta, the limit is IDR 3 billion
(USD 190,000)

Foreigners and their families are only allowed to
have a maximum of one property
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The property is capped to a maximum of 2,000
sgm land size

The property can only be mortgaged in a bank or
Indonesian financial institution

45 SWOT ANALYSIS on DEVELOPING
OR INVESTING IN DIRECT REAL
ESTATE SECTOR IN JAKARTA

451 STRENGTH
As highlighted in section 2.2, Jakarta has an
opportune demographics with substantial amount
of population, dominated by young people,
largely in productive age, and many are joining
the middle class segment every year. Such strong
demographics are not only boosting the economy
of the city and the country but also attracting both
domestic and foreign property developers to meet
the extensive need for space

As an indirect consequence of the point above,
coupled with the fact that Jakarta is the capital
city of Indonesia where the central hub of
business, trade, finance and government
functions are, this city has always been the first
choice when companies, local or international,
want to expand their footprint in Indonesia. This
certainly results in an immense derived demand

Indonesia has a relatively positive economic
environment such as stable GDP growth amid

today’s slow global economy, steady low
inflation rate, sustainable CAD, contracting
public debt, as well as rising FDI and

international reserves. These are favourable
macroeconomic indicators for real estate
development or investment which are striving for
a sustainable growth

Jakarta’s rental yield is moderate to attractive,
especially for the high-end apartments. Although
it has decreased due to significant price hike in
recent years, the gross rental yield still ranges
from 5.2% to 7.7%

452 WEAKNESS

Political or legal issue has always been one of the
most fundamental problems that discourage
investors to invest in Indonesia. The matters vary
from complex legalities, red tape (bureaucracy)
issue, widespread corruption and weak
coordination between central and regional
government institutions. As such, legal certainty
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and government’s policies have always been
precarious. Demonstration is not an unusual sight
in Jakarta

OECD’s 2019 review cites Indonesia as one of
the most restrictive countries in a number of
benchmarks, including ceilings on foreign
ownership, approval procedures, restrictions on
key foreign personnel, and other rules ranging
from land ownership to corporate structure. That
is why deregulation has been one of the most
prioritized agenda of President Jokowi

With a large population and lack of quality
infrastructure,  Jakarta is  plagued by
overcrowding city problem such as bad traffic
congestion, dreadful air pollution, flash flood
almost every other year, black out, electricity and
water supply cut-off, etc. Moreover, Jakarta is
struggling under a huge environmental burden
including the lack of clean water which leads to
excessive underground water extraction and
eventually sink the city at a rate of 10-20 cm per
year. Coupled with climate change issue, Jakarta
is one of the fastest sinking cities in the world

Despite a high rental yield, Indonesia has a
relatively high tax rate and transaction cost which
depress investment. The base transaction cost
(excluding luxury tax, withholding tax, value
added tax, annual property tax and capital gains
tax) is already 16.7-17.7%.

453 OPPORTUNITY

The first phase of Jakarta MRT that connects
South and Central Jakarta has recently started
operation in April 2019. In the next few years,
the subsequent phases of MRT and LRT
development are going to follow which will
further improve the connectivity between the
hotspots and enhance the accessibility to different
areas across Jakarta. Figure 41 shows the MRT
and LRT future integrated network. From urban
planning and real estate point of view, this will
stimulate the growth of TOD as well as grab-and-
go concept that can enhance the value of public
transportation hub even wider by connecting it to
residential areas, offices and shopping malls.
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Figure 41: Jakarta MRT and LRT future integrated
network

Indonesian government has recently rolled out
several appealing measures to advance the
national economy and bring investors into the
country. For instance, Bl has cut its interest rate
and eased LTV rules to make houses more
affordable. MoF has also reduced the levy on
luxury tax which greatly affect property sector.
Furthermore, President Jokowi has released a
series of supportive economic policy packages as
described in section 2.1 and 2.5. Although the
effect may not be immediate, such policies will
be a pull factor for investors, developers and
consumers to participate in the market

454 THREAT

Jakarta is located in Java island which sits right
on top of the Ring of Fire, an area with a high
degree of tectonic activity (see Figure 42). As
such, Jakarta has to constantly cope with the risk
of volcanic eruptions, earthquakes, floods and
tsunamis which could resulted in thousands of
fatalities and destructive effects on the land, real
estate and infrastructure, thus incurring bizarre
economic costs. In fact, the threat of natural
disasters is one of the reasons why the capital city
of Indonesia is going to be relocated from Java
island to Kalimantan
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Figure 42: The Ring of Fire

The impact of COVID-19 to the real estate
market in Jakarta has been moderate. The most
significant impact is currently felt by the retail
and hospitality sector because they are heavily
reliant on tourism. Meanwhile, the impact of the
virus to Jakarta’s residential market has been
minimal as sales are less dependent on foreign



buyers. However, property viewing has declined
by 80% and the total transaction until mid-March
2020 is only 15% of the previous month’s
transaction. The impact on the office market and
construction pipeline have also been limited thus
far. However, supply chain and logistics issues
arising from a disruption in manufacturing and
transport in China could hamper the construction
progress. Having said that, it is important to note
that the pandemic situation is still evolving very
rapidly with positive case in Indonesia has just
emerged in early March 2020 and has yet to
peak. A global economic recession is also now all
but guaranteed in 2020 as the rapid spread of
COVID-19  outside  China  results in
unprecedented containment measures and a rising
number of businesses in crisis (Tan, 2020). More
details on the worldwide impact of COVID-19
will be discussed in section 4.6.2.

4.6 OTHER ISSUES
46.1 THE RELOCATION OF CAPITAL
CITY OF INDONESIA

In August 2019, President Jokowi announced a
plan to move the national capital from Jakarta (on
the island of Java) to Penajam Paser Utara and
Kutai Kartanegara (on the island of Borneo /
Kalimantan). If the $32.7billion plan receives
parliamentary approval, construction could begin
as soon as 2020, with a view to a physical
relocation of government functions by 2024. The
shift presents an opportunity to let Jakarta grows
sustainably and relieve it from the overcrowding
problem and overwhelming environmental
burdens that have been plaguing the city for
decades.

Although Jakarta will no longer be the capital
city of Indonesia, it will still be the focal point of
business, trade and economy of the country. On
that basis, land and residential prices are unlikely
to be negatively affected by the move. While
some office demand will shift to the new capital,
the relocation of government function will
provide more opportunities for developers or
investors to cooperate with the government in
utilising the assets left at the prime area of
Jakarta for a greater and more profitable use
under  different  collaboration  schemes.
Alternatively, Indonesian government may
monetize these assets which worth IDR 1,123
trillion (USD 79 billion) as of 2018.
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46.2 COVID-19
RECESSION
A recent outbreak of novel coronavirus, COVID-
19, has pushed the global economy to the brink
of recession. The virus, which has now been
declared as a global pandemic by World Health
Organization (WHO), has spread in 188
countries, infected more than 300,000 people
worldwide and caused more than 13,000 deaths
as of mid-March. The scene in Indonesia is also
evolving rapidly. Just in a span of three weeks
from its first positive case on 2nd March,
Indonesia already has more than 500 cases and
40 fatalities with majority of the cases are in
Jakarta.

AND GLOBAL

Cities around the world has locked themselves
down, closed schools and retail stores, cancelled
major sporting, cultural and business events,
banned incoming and outgoing travels, and shut
part of its economy and supply chain in order to
fight further spread of the virus. The current
situation has called for a coronavirus-driven
recession in 2020 that could mean lost jobs,
income and wealth for billions of people. China
is already on course for what could be its first
quarterly contraction in decades. Bloomberg
Economics model also suggests a 53%
probability that the 11-year expansion in the US
will end within a year. The economies of Japan,
Germany, France and Italy were already
shrinking even before the virus outbreak, and the
UK is wobbling amid Brexit uncertainty (Curran
and Jamrisko, 2020). Major equity indices such
as S&P 500, Dow Jones, Nasdaq-100, Nikkei 225
and FTSE 100, have fallen miserably by 28-33%
in just a month. Furthermore, analysts said that
today’s pandemic is hammering the economy in
complicated ways that could be even more
difficult to combat.

Despite a powerful package that was being
announced by the US Federal Reserve System
(FED) recently (including slashed its interest to
near zero and provided an additional of USD 700
billion in bond purchases), there are limits to
what central banks can do in such extraordinary
situation where news have been unremittingly
bleak and people are barricading themselves at
home. At this stage, a global economic recession
is virtually certain. Nonetheless, FED’s action
will still lessen the chances of a financial
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catastrophe on top of the economic and human
damage brought by the virus.

5. CONCLUSSION AND SUGGESTION

Based on the facts presented above, Jakarta
is indeed a challenging city to be penetrated.
However, one must not overlook the huge
potential market and massive opportunity that the
city could offer, be it in residential, office and
retail market.

In residential market, sales have been
dormant, supply has been limited and occupancy
has been stagnant recently, but rental yield
remains attractive  for  investors. More
opportunity is coming from developing a smaller
and cheaper unit as well as affordable housing.
However, it will still be a challenging task for
private developers considering the land scarcity
and the existing competition from secondary
market and landed housing. Government
interventions in affordable funding and lending
easement are vital.

In office market, the demand has grown
much stronger in recent years with technology
and co-working companies being the major
drivers. Although it might not be wise to develop
more office space in the short run considering the
ample supply pipeline in 2020, developers and
investors can be more hopeful from 2021
onwards when the supply grows thinner. The
phased relocation of Indonesia’s capital city will
also release some office space in the CBD area,
up for various collaboration  schemes.
Furthermore, the completion of MRT and LRT
will increase the appeal of area outside CBD.

In retail market, upper-class shopping malls
continue to sustain the overall performance of
retail market in Jakarta in the middle of evolving
retail trends and technology advancement. In
view of the limited permission of stand-alone
mall development, podium retailing seems to be a
prominent approach in Jakarta. It has evolved
from just a simple and basic scheme decades ago
to an advance and complete retail offering.
Nevertheless, it is important for retailers across
all segment to keep up with the latest market
movements in order to arrange a good tenant mix
and create a holistic retail experience that would
bring tenants and crowds into the mall.
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A rising concept that encompasses the
current property market condition in Jakarta is a

TOD-based planning, which is an urban
development that  maximizes the  amount
of residential, business and leisure space  within

walking distance of public transport. One
research investigated the potential for TOD along
the Jakarta MRT corridor and found that 3 out of
13 existing stations have a high suitability for
such development, namely Istora, Dukuh Atas,
and Senayan Station (see Figure 43).
Subsequently, the research defines strategies for
TOD improvement based on each station’s
characteristics.  Having  said  that, the
implementation of TOD must be supported by the
government especially in terms of the
development policy as well as the business model
between the government, operators, and the
private sector to assure the operations. Beyond
that, Indonesian government also plays a very
crucial role in creating a conducive environment
for real estate development / investment and
opening up its border to international players.

] 0y 17
| R <

Figure 43: TOD indicators along 13 completed MRT
stations in Jakarta

Overall, the property market in Jakarta is
expected to be slow-moving in the short run amid
sluggish global economic outlook. However,
analysts are positive that the global and local
economy will recover, property market cycle will
rebound and thus giving a new breath of life into
the real estate industry in Jakarta.
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