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4M17 Cement Consumption Driven by Bulk Growth 
Up until 4M17, national cement consumption grew 3.40% (YoY), with the highest figures 
emerging from Java, where total demand increased by 7.30% (YoY), followed by Nusa 
Tenggara with 5.6% (YoY), and Sumatra at 0.5%. Strong demand for bulk cement saw 6.3% 
growth (YoY), supported by profuse development of ongoing Government infrastructure 
projects. Meanwhile, bagged cement only rose by 2.0% (YoY), an effect of the slowdown in 
property demand lingering over the last 2 years.  
  
Prices Hammered by Oversupply  
We believe, there will be around 37.2 mn tons in FY17E in cement industry. Production 
capacity is estimated to increase 13.68% to 102.2 mn tons, but demand can only reach 65 
mn tons. Along with oversupply, cement prices got weakened and compounded by 
regrettable price war among 15 cement producers. However, the price war has currently 
calmed somewhat because: 1) The decline in cement price has burned out in last two  
years, hitting its lowest level in the last 8 years; 2) New cement players have already 
gained a slice of market share; 3) Limited room for most cement players to sacrifice their 
own margins any longer, as it will crater Company cash flow and profits; 4) Demand is 
predicted to continue increasing, albeit slowly.  
  
NEUTRAL Outlook  with Top Pick : SMGR and INTP 
We are staying NEUTRAL on this sector on account of the oversupply issue in FY17E/
FY18F. Our top picks for the Indonesian cement sector are SMGR (HOLD; PT: Rp 9,200) 
and INTP (HOLD; PT: Rp 20,000). Currently SMGR is traded at PE17E/18F of 9.27x - 8.83x 
and EV to EBITDA17E/18F of 7.43x - 6.94x, while INTP is traded at PE17E/18F of 20.88x - 
17.30x and EV to EBITDA17E/18F of 16.48x - 13.60x. We believe that SMGR and INTP will 
be the first to benefit from the anticipated turnaround story of the sector. 

CEMENT SECTOR UPDATE 
Lukewarm Outlook 

Sources: Companies, MNCS Estimate 

Ticker 
Market Cap 

(Rp bn) 
PER EV / EBITDA 

Target Price 
FY17E FY18F FY17E FY18F 

 INTP 66,906 20.88 x 17.30 x 16.48 x 13.60 x 20,000 

 SMGR 55,163 9.27 x 8.83 x 7.43 x 6.94 x 9,200 

Rec. 

HOLD 

HOLD 
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Excessive Supply Still 
Haunting The Growth 
Expectations 

Cement production capacity in Indonesia has surpassed 100 mn tons nowadays, 
steadily growing to more than double output in the past eight (8) years. Moreover, 
this figure is predicted to grow significantly by 17.90% YoY, to 102.2 mn tons in FY17E. 
The spike in production capacity was exacerbated by additional production capacity 
from both old factories and several new production facilities. what's more, new 
producers are also continuing to add domestic cement capacity, looking ahead: total 
in 2017 includes a completed plant from Hao Han, Semen Jakarta and Sun Fook, but 
excludes the Semen Indonesia (SMGR) Rembang Plant, as its fate is still unclear, with 
social issues. Meanwhile, more than 50% of supply remains in Java; Sumatra is second
-biggest, with 21.9% of cement production. 

Exhibit 01. Indonesia’s Cement Capacity  

Source: Indonesia Cement Association 

Over the last 3 years, production capacity rose massively, thanks to the erection of 
new factories and a trend toward increasing investment in the cement industry, 
beginning in 2011-2013. At that time, growth in demand was very high, at an average 
12.56% per annum (p.a.) This in turn stretched into a utilization rate reaching 92.00%, 
when production capacity was around 60 mn tons/year.  
 
Huge demand had encouraged many cement producers in Indonesia to expand their 
business aggressively, building new factories and optimizing production in their older 
facilities. Setting up new cement mills was not only planned and carried out by 
established producers but also saw new players entering competition, particularly 
foreign cement firms intrigued by the huge demand evident at that time. As the full 
cycle of development of new cement factories took approximately 3-5 years, 
production capacity began to grow rapidly in 2015, and continues to date. Therefore, 
we assess the oversupply issue as still one of the main factors that haunts prospects of 
the Indonesian cement industry in FY17E/FY18F.      
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Demand Still Dominated by 
Property Sector 

Up until the beginning of 4M17 cement consumption in Indonesia has been 
dominated by bagged cement trade (around 76.60%) with bulk cement as the 
remainder (reportedly 23.40%). Such figures point to the property sector as the 
backbone of national cement sales, as construction has been the biggest consumer of 
bagged cement. However, bagged cement sales growth has been slower than that of 
bulk cement in recent years. This is reflected by the 6.3% YoY year to date (YTD) 
higher growth rate of bulk cement, compared to only 2% YoY for bagged cement in 
4M17. Higher growth of bulk cement sales was supported by the development of 
numerous ongoing Government infrastructure projects, scheduled for 2015 - 2020. 
Against this, sluggish demand growth for bagged cement is still dragged down by the 
property industry, which has not yet recovered in the short run. 

Exhibit 02. Indonesia’s Cement Consumption, per Segment 

Source: Indonesia Cement Association 
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Cement Demand in Java Still 
Outperforming 

Apart from the brighter demand prospect of bulk cement, which has a high 
correlation with trends in infrastructure development, it is also sold at a more 
competitive price compared to bagged cement. Hence, it is preferable and more 
economical for the consumer to buy bulk cement in wholesale volumes rather than 
bagged cement of similar quality.   

Exhibit 03. Indonesian Cement Demand, By Region 

Source: Indonesia Cement Association 

Nationally, cement consumption is growing 3.40% (YoY), with the highest figure 
registered in Java (7.30% increase), followed by Nusa Tenggara (5.6%), and Sumatra 
(0.5%). Against this, demands in Kalimantan, Sumatra, and Eastern Indonesia demand 
sank by -8.1%, -4.0%, and -0.4%, respectively. The pattern of cement consumption in 
Java shows a tendency to expand at the eastern part of this Island, where it surged by 
15.15% in 4M17. Banten and West Java increased slightly, by only 0.2% and 1.9%, 
while three (3) other provinces still had high demand growth with over than 10% on 
average. (Central Java recorded 14.0%, Yogyakarta 19.1%, and East Java 15.2%). 

Area 
January-April (Mt Tons) 

2017 2016 % 

JAKARTA 1.53 1.59 -3.66 
BANTEN 0.97 0.97 0.21 
WEST JAVA 2.80 2.75 1.85 
CENTRAL JAVA 2.52 2.21 14.03 
YOGYAKARTA 0.34 0.28 19.11 
EAST JAVA 3.01 2.61 15.15 
TOTAL JAVA 11.17 10.41 7.25 
SUMATRA 4.13 4.11 0.47 
BORNEO 1.24 1.35 -8.11 
CELEBES 1.63 1.70 -4.03 
NUSA TENGGARA 1.15 1.09 5.59 
EAST INDONESIA 0.50 0.51 -0.41 
TOTAL INDONESIA 19.82 19.16 3.42 

We believe that Java will continue to play a major role in the Indonesian cement 
industry, as more than 50% of total demand is derived from this island, with more 
than a half of the Indonesian population concentrated there. Moreover, 58.5% of 
Indonesia GDP is contributed by people in Java, which indicates high potential for 
infrastructure and housing development. Many cement producers are therefore 
competing tightly to seize market share in Java.  
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Demand Outlook : Looks 
Better, but… 

Exhibit 04. Indonesia’s GDP per Region - 2017  

Source: Statistics Indonesia  

We estimate bulk cement consumption will pick up in 2017 compared to last year. 
This assumption is supported by: 1) Better expectation of Indonesia GDP growth after 
Indonesia's rating upgrade to ‘investment’ level by S&P; 2) Ongoing development of 
infrastructure projects, already in the 3rd year of Jokowi's Government; 3) Greater 
infrastructure development in 2018, as Indonesia will host the ASEAN Games. 

Exhibit 05. Total Estimated Development Value of Infrastructure Projects in 
Indonesia, up until 2020 

Source: Indonesian Ministry of National Development Planning 
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.... Still Burdened by the 
Gloomy Outlook of Property 
Sector 

Indonesia needs around Rp 4,800 tn to finance infrastructure project development from 
2015 - 2020. If we rely on a conservative estimate, projecting that only 1% of the total 
investment will be allocated to cement and precast concrete, around Rp 48 tn will be 
budgeted for cement purchase, equal to Rp 9.6 tn p.a. If we assume the average price of 
cement to be around Rp 850,000 - 1,000,000 per ton, a realistic 9.6 mn - 11.3 mn tons 
p.a. is projected. 
 
Meanwhile, based on Public Works and Public Housing Ministry data, there is a 
potential FY17E demand for 3.2 mn tons of cement and 11.9 mn tons of precast 
concrete. This breaks down as 2.9 mn tons for Water Resources Directorate General and 
3.6 mn tons of precast concrete; Bina Marga Directorate General needs 1.8 mn ton of 
cement; and Cipta Karya Directorate General will require 1.65 mn tons of cement and 
2.05 mn tons of precast concrete. Lastly, Housing Development Directorate General will 
require 3.2 mn tons of cement and 4.02 mn tons of precast concrete. If all these 
development plans can be realized, bulk cement consumption will potentially surge by 
41% YoY, from only 15.26 mn tons in FY16 to 21.53 mn tons in FY17E.  
 
However we view that the consumption realization of 21.53 mn tons could be tough in 
FY17E, on account of a shortfall in the State budget. Overall, the total budget for 
infrastructure development is Rp 291.72 tn in FY17E.  This will cover infrastructure 
development needs such as cement, precast concrete, steel beams, heavy equipment, 
etc. Meanwhile, the projected ceiling of the State budget for infrastructure development 
will only reach Rp 170.3 trillion, or 58.4% of the total budget required. This is why 
synergy with domestic and foreign private players will assume an important role in 
realizing the goal.  
 
If bulk cement consumption still has chance for growth, we have a different angle view 
for the bagged cement consumption prospect. Bagged cement sales are heavily 
influenced by the property consumption growth. Unfortunately the demand for 
property is still weakening in the last two (2) years.  
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Exhibit 06. Indonesia’s Property Sales  

Source: Bank Indonesia Survey 

From the graphic above, we note that from 2012 until 2014 there was a property 
boom, where in every quarter property sales surged between 15% YoY and 29% QoQ. 
Nevertheless, this trend stalled significantly as property sales growth fell to below 10% 
QoQ on the average by FY15. The lowest point was 1.51% QoQ in 1Q16 after which 
sales started to recover slightly but have yet to reach 10%. The weakening Indonesian 
GDP (which was under 6%) and policies such as tightening in LTV and property tax 
played a role in sluggish property sales. Along with the drop in property sales, cement 
consumption rate is also stagnant, with a subdued growth rate from the end of 2014 
until end-2016.  
 
We assume the stance that there will be no significant trend toward reversal of the 
property sector in the short term. A Bank Indonesia survey showed residential property 
in 1Q 2017 growing only by 4.16% QoQ, considerably slower than the 5.06% QoQ in 
4Q16. Moreover, this was far from the 15.1% average growth of the latest three (3) 
years. We attribute this to buying power as a whole still being subdued. This is 
reflected by the paradox where mortgage loan distribution is still stagnant, while the 
government has launched plenty of stimuli for the property industry – such as a 
diminishing interest rate and LTV relaxation, none of which encourage people to buy 
property. This is seen from the low growth of mortgage loans, which are unable to 
grow by double digits, as happened from 2012-2014. 
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Exhibit 07. Indonesia’s Home Loans 

Sources: Bank Indonesia, Indonesian Cement Association 

The sluggish trend of property sales makes us doubt that total cement consumption 
(bagged & bulk) will recover significantly in FY17E. Over the long term, cement 
consumption still has a good growth opportunity: Indonesia has been gifted with a 
demographic bonus, namely, a productive population of more than 240 mn (4th  
largest in the world). What’s more, a better expectation of economic growth ahead 
plays a key role in increasing per capita income. Along with increased infrastructure 
development, middle class income in Indonesia will manifest greater purchasing 
power. All of these factors will definitely be a positive catalyst for the cement sector in 
the long run. Currently, per capita cement consumption in Indonesia is still low 
compared to that of other ASEAN countries. This means that there is still a high upside 
potential for the sector. 
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Exhibit 08. Indonesia’s population pyramid  

Source: CIA Factbook 
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Exhibit 09. Cement Consumption in ASEAN (kg/capita)  

Source: CIA Factbook 

Oversupply Exerts 
Downward Pressure on 
Cement Prices  

National cement production capacity is estimated to reach 102.2 mn tons in FY17E. 
Meanwhile, demand is projected to stay stagnant, growing by just 5% YoY, from 62 mn 
tons in FY16 to 65 mn tons in FY17E. This means that there will potentially be around 
37.2 mn tons of overcapacity this year. We believe that this trend will potentially exert 
downward pressure on cement prices in FY17E. ASP is estimated to grow at 0%, with 
low demand utilization rate of just 63% in FY17E.  
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Exhibit 10. Indonesia’s Cement Demand, Supply and Utilization Rate 

Source: Indonesia Cement Association 
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Exhibit 11. Indonesia’s Cement Demand, Supply and Utilization Rate Estimate 

Sources: Indonesia Cement Association, MNCS Estimate 
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Within our sensitivity analysis, the issue of oversupply will be potentially eased by 
2023, with at least 5% p.a. growth in demand CAGR, with conditional on supply not 
increasing as well. The long-term outlook for cement prices will be normalized with 
very limited upside potential, as competition tightens. This will become a key 
consideration for cement producers to refrain from adding any new capacity in the 
next several years. 
 
The Government of Indonesia is also committed to curb the issue of oversupply in the 
cement industry, and plans to pass several regulations to inhibit new factory 
development, particularly in Java, at least until overcapacity eases. This plan is still 
being studied by the government. If it can be realized soon, it will effectively limit the 
rate of growth of cement production, which is good for the cement industry.  

In order to handle the issue of oversupply, the demand utilization rate should ideally 
be at 85%, which means demand must increase at least by 33% YoY to 22 mn tons in 
FY17E. This is definitely a challenging goal to realize in the short term. If it wants to 
settle down by 2020, demand has to grow by 10.15% p.a., with the assumption of no 
additional production capacity after 2017. Such a growth expectation must be 
supported by higher demand from property sector. With a slower outlook for the 
property sector, 10.15% annual growth until 2020 is seen as a ‘super-optimistic’ 
scenario. 
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Exhibit 12. Indonesia’s Total Cement Players 2017 

Source: Indonesia Cement Association 

Domestic Capacity (2017) 

1 Semen Indonesia 34.2 
2 Indocement TP 24.2 
3 Lafarge Holcim Indonesia 14.0 
4 Semen Merah Putih 6.5 
5 Semen Bosowa 6.5 
6 Semen Anhui Conch 4.8 
7 Semen Baturaja 2.8 
8 Semen Pan Asia 1.9 
9 Siam Cement Group 1.8 
10 Semen Jui Shin 1.9 
11 Semen Serang (Haohan) 1.2 
12 Semen Jakarta 1.0 
13 Semen Hippo (Sun Fook) 0.6 
14 Semen Kupang 0.3 
15 Semen Puger 0.5 

Total 102.2 
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The easiest way for new players has been to  dump product onto the market at a 
bargain price, even sacrificing profit margin. Their main goal is only to seize the market 
share first, and then gradually build a competitive margin. On the other hand, the old 
players prefer to stick to their grand strategy of not lowering their ASP or even 
producing cheaper cement brands to maintain their market share.  Tougher 
competition has inevitably led to a price war among producers, which has hampered 
the growth of a healthy cement price over the last several years. 
 
However, the existing price war has currently started to calm down, because: 1) The 
decline in cement price has burned out in last two (2) years, hitting its lowest level in 
the last 8 years. Based on data from SMGR, the price dropped almost 20% by the end 
of 2014. Therefore producers were forced conditionally to ‘at least’ maintain their 
current price; 2) New cement players already secured market share, so they started to 
charge a bit more, gradually securing a margin; 3) Limited room for most cement 
players to sacrifice their own margin any longer, as it will devastate Company cash flow 
and profits. In the end, it will potentially backfire on expansion of the Company; 4) 
Demand, which is predicted to keep increasing, albeit slowly. Therefore, we believe that 
without further supply increases, the price can begin its recovery, although the upside 
potential is limited. 

ASP Outlook: Price is hard to 
increase, but also difficult to 
depress? 

In recent years, the cement price has been weakening, as a corollary of oversupply in 
the cement industry. Increased supply was achieved by existing players through adding 
production capacity at existing factories or setting up new facilities. What's more, 
oversupply was also exacerbated by new players piling in: from only 9 brands of 
cement from 9 producers initially, today there are 19 brands from 15 producers – in 
only 2 years. Consequently, the cement industry has transformed into a stormy ocean 
of red ink, with really tough competition fighting for market share.  
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We are being NEUTRAL for this sector, on account of the oversupply issue in FY17E/
FY18F. The downward trend of the property sector continues to burden the recovery of 
the sector this year. In the short term, demand is still predicted to grow, limited by 5% 
YoY in FY17E. On the bright side, the risk of cement prices decreasing has already faded, 
and has started to bottom out. Our top picks for the Indonesian cement sector are 
SMGR (HOLD; PT: Rp9,200) and INTP (HOLD; PT: Rp20,000). Currently SMGR is traded 
at PE17E/18F of 9.27x - 8.83x and EV to EBITDA17E/18F of 7.43x - 6.94x, while INTP is 
traded at PE17E/18F of 20.88x - 17.30x and EV to EBITDA17E/18F of 16.48x - 13.60x. We 
believe that SMGR and INTP will benefit initially from the turnaround story of the sector. 

NEUTRAL Outlook with Top 
Picks: SMGR and INTP 

www.mncsekuritas.id   MNC Sekuritas  1-500-899 research@mncsecurities.com 

Exhibit 13. Semen Indonesia’s Selling Price 

Source: Semen Indonesia 

Exhibit 14. Semen Indonesia PE Ratio Band 

Source: Bloomberg, MNCS 
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Exhibit 14. Indocement PE Ratio Band 

Source: Bloomberg, MNCS 
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BUY : Share price may exceed 10% over the next 12 months 

HOLD : Share price may fall within the range of +/- 10% of the next 12 months 
SELL : Share price may fall by more than 10% over the next 12 months 

Not Rated : Stock is not within regular research coverage  

PT MNC SEKURITAS 
MNC Financial Center Lt. 14 – 16 

Jl. Kebon Sirih No. 21 - 27, Jakarta Pusat 10340 
Telp : (021) 2980 3111 
Fax : (021) 3983 6899 
Call Center : 1500 899  

Benny Narendro 
Head of Institutional Client  
benny.narendro@mncgroup.com 
(021) 2980 3111 ext. 52198 

Sri Laksamanawati 
Head Marketing of Institutional Client 
sri.laksamanawati@mncgroup.com  
(021) 2980 3111 ext. 52173 

Nesya Kharismawati 
Equity Sales Manager 
nesya.kharismawati@mncgroup.com 
(021) 2980 3111 ext. 52182 

Okhy Ibrahim 
Manager Equity Trader 
okhy.ibrahim@mncgroup.com  
(021) 2980 3111 ext. 52180 

Harun Nurrosyid 
Manager Equity Trader 
harun.nurrosyid@mncgroup.com  
(021) 2980 3111 ext. 52187 

Anastasia Pratiwi 
Manager Equity Institution 
anastasia.pratiwi@mncgroup.com  
(021) 2980 3111 ext. 52181 

Agus Eko Santoso 
Manager Equity Trader 
agus.santoso@mncgroup.com  
(021) 2980 3111 ext. 52185 

Gilang Ramadhan 
Manager Equity Trader 
gilang.ramadhan@mncgroup.com  
(021) 2980 3111 ext. 52178 

Iman Hadimulya, ST 
Manager Equity Institution 
iman.hadimulya@mncgroup.com  
(021) 2980 3111 ext. 52174 
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