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Slow Trend in Property Sector  
Based on Bank Indonesia survey data of residential property, from 2Q14 - 2Q17 average 
residential property sales growth was 14.20%. However, during the past 3 years growth of 
residential property sales has stalled, far below that figure: as of 1H17, property sales growth 
stood at 3.61% (QoQ). Sales are declining, as reflected through the pre-sales (marketing) revenue 
of several property companies that are experiencing a downward trend. The decline in pre-sales 
(marketing sales) affects the financial performance of property companies, and was driven by 
factors such as weak public purchasing power, high loan interest rates, government regulations, 
among others. 
 
Infrastructure Development & Economic Policy Become a Property Sector Booster 
The growth potential of the property sector will be driven by: 1) Property near Toll Roads & Transit 
Oriented Developments (TODs) will be attractive; 2) Low interest rates; 3) Loan to Value (LTV) 
easing; 4) The Rupiah exchange rate remaining at an average of 13,400; 5) positive impact of 
‘Investment Grade’ for Indonesia, awarded by S&P Rating Agency. These driver assumptions will 
have an impact on the property sector if all factors are realized, such as the completion of 
infrastructure development, lower-than-double-digit loan interest rates, and LTV easing. 
 
Risks from Land Acquisition & Regulatory Uncertainty  
In general, property companies often encounter obstacles in areas that are already getting 
crowded with buildings and residents. Land acquisition that’s going to be developed is usually 
also encounter obstacles such as an agreement of a fair price on land to be released by 
landowners. In addition, government regulations often change suddenly, and this can have a 
positive or negative impact on the property sector. A negative policy on property may increase 
risk for property companies. 
 
NEUTRAL Outlook with Top Picks : MDLN and PWON 
We see the FY17 property sector as still stuck in low gear, so we recommend NEUTRAL. However, 
there are several interesting property stock options to observe, as they are driven by: 1) High 
recurring income; 2) Positive sentiments, such as corporate actions that can drive financial 
performance; 3) Undervalued valuation, reflected in the NAV of the listed property issuer, has 
been substantially discounted, at about 60%. We recommend MDLN (BUY; TP: Rp550), which is 
able to maintain residential and industrial land sales positions, and PWON (BUY; TP: Rp790) with 
the portion of recurring income up to 50% of total revenue. 

PROPERTY SECTOR UPDATE 
Still Struggling with Uncertain Regulation 

Sources: MNCS Estimate (as of 06 September 2017) 
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Slow Trends in Property 
Sector 

Based on survey data of residential property by Bank Indonesia, residential property 
sales growth averaged 14.20% from 2Q14 - 2Q17, while for the last 3 years the 
growth of residential property sales has been far below that figure. Up to 1H17, 
property sales growth market 3.61% QoQ. Sales growth was driven by property sales 
for the middle and lower class segments. This segment is still strong and 
encouraging growth of the property sector. This indicates that the upper class 
segment has not yet recovered. 

Source : Bank Indonesia  

Exhibit 01. Residential Property Sales Growth 

Property growth is declining, as reflected through the pre-sales (marketing sales 
revenue from companies that experienced a downward trend in the last 3 years. The 
declining trend was driven by: 1) Weak purchasing power; 2) High interest rates; 3) 
Government policy, etc. 

Source : Companies  

Exhibit 02. Marketing Sales 2014-2016 
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A decrease in pre-sales (marketing sales) affects the financial performance of 
property companies. The net profit of several publically-listed property companies 
has been declining over the last 3 years. This may indicate that the weakening 
financial performance of property companies is due to weakening purchasing power 
in the property sector. 

Exhibit 03. Net Income 2014-2016 

Source : Companies  

Property near Toll Roads & 
Transit Oriented 
Development (TODs) will be 
Attractive 

Currently the development of infrastructure and public transport is based on LRT and 
MRT in the area of Jakarta and surrounding areas. The path that’s developed is linked 
to the city center and the suburbs. The goal is easy access from the suburbs to the 
downtown area, so it will reduce the level of traffic in both areas. The impact of 
development of public transport is that the area of the development will turn into 
potential for property development. Construction companies are trying to develop 
areas around the construction of LRT and MRT, so-called ‘Transit Oriented 
Development’ (TOD). Meanwhile some property companies are trying to develop in 
the areas around TODs or highways. 
 
We see this as a positive catalyst for the property sector, going forward. Increasingly 
easy access encourages people to have permanent residence and a place of business 
with convenient transportation access. With the heavy traffic, people will choose their 
residential place based on easy and fast transportation access. So, property around 
the TOD area and toll road areas will be in great demand.  

Exhibit 04. Property Development 

Source : Companies  
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Project Location 
Completion 

Schedule 
Developer with Exposure 

JORR Seksi E3 Greater Jakarta 2017 MDLN 
LRT Jakarta Jakarta 2018 SMRA , Adhi Property 

MRT Jakarta Line (North-South) Jakarta 2019 PWON 
Trans Java Toll Road Major Cities in Java 2019 CTRA, PWON, SMRA 

JORR 2 Toll Road Greater Jakarta 2019 BSDE, CTRA, LPKR, SMRA 

Trans Sumatra Road Major Cities in Sumatra 2019 / 2020 CTRA 

Jakarta - Bandung High Speed Rail Jakarta, Bandung 2020 SMRA, Wika Property 
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According to data from Bank Indonesia, up to 1H17, most Indonesians still use 
property payment credit schemes: 75.54% of total buyers made use of the property 
credit scheme from banks. So, interest rate is sensitive for people who want to buy 
property. Until now the interest rate has decreased gradually. However, the decline 
was not accompanied by significant reductions in mortgages and KPA rates. 
Currently KPR and KPA interest rates are still above 10%. We assess the mortgage 
and mortgage rates will drop below 10% in stages, as the decline in interest rates fell 
earlier. Nevertheless, we believe that a low interest rate era with a 7% Reverse Repo 
Rate (7DRRR) reference rate at 4.5% will potentially end, along with the upward trend 
in interest rates for the FED. 

Exhibit 05. 2011-2017 Interest Rates 

Source : Bank Indonesia, OJK 

End of Low Interest Rates? 

With most people buying property relying on credit schemes, this will affect the 
amount of Down Payments (DP). Changes in LTV (Loan to Value) that were previously 
quite burdensome have been changed to 85% for first property ownership of a 
certain type. Relaxation of this rule provides loosening in credit financing, so that 
people can take out property loans with a minimum down payment of 15%. 
 
However, since the decline of 7 Day Reverse Repo Rate (7DRRR) at 4.5% level on 
August 23, 2017, there is a discourse about spatial LTV loosening for the property 
sector. The easing is done with different quantities, depending on the region. Thus, 
the relaxation of LTV for one area will be different from another. Currently, Bank 
Indonesia is reviewing this matter, considering the condition of property sales. 
 
We believe that LTV easing will be one solution to increase property purchasing 
power if accompanied by improvements in economic welfare, such as minimum wage 
increases and extensive employment. LTV easing will lower Down Payments (DP) for 
property loans. The decline in the DP does not necessarily attract people to buy 
property, because prices have soared and this will burden purchasing power with 
high monthly credit payments. 

Will LTV (Loan to Value) 
Easing Continue? 
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Rupiah Rate Averages 
around Rp13,400 

The stability of the rupiah also dominates the property sector in Indonesia. Until 
period, most property companies have foreign currency debt. This is underpinned by 
the fact that almost all property companies require substantial funds to expand. The 
funds are mostly obtained from external borrowing. Inexpensive financing is certainly 
the focus of property companies, with expectations of more attractive profit margins. 
Bank Indonesia predicts that the Rupiah exchange rate against the US dollar will be 
stable in the range of Rp13,300 to Rp13,600 in 2017. We believe that this stability will 
be a positive catalyst for the financial position of the property companies in FY17E.  

Exhibit 06. Loan To Value (LTV)  

Source : Bank Indonesia 

Exhibit 07. Rupiah Exchange Rate against US Dollar  

Source : Bank Indonesia 
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Source : MNCS Estimate (as of 06 September 2017) 

Positive Impact of 
Investment Grade Indonesia 
by S&P Rating Agency 

International rating agency Standard & Poor's (S&P) upgraded Indonesia to BBB- /
Stable Outlook on May 19, 2017. Prior to Standard & Poor's (S&P), other rating 
agencies such as Moody's and Fitch Ratings also had a positive outlook on 
investment valuation in Indonesia. The positive impact is a potential increase of 
capital inflow to Indonesia, especially in the real sector. The potential of foreign funds 
can enter into the property sector with consideration of relaxation of property 
ownership rules by foreign investors. The current ownership rules for foreign 
investors require that minimum property prices are allowed. For example in DKI 
Jakarta it should be more than Rp10 billion for free-standing homes and Rp5 billion 
for flats. In addition, the ownership status for foreigners who purchase property in 
Indonesia is a right-of-use which can only be passed on to the heirs who have 
residence permits in Indonesia.  

Risk from Land Acquisition & 
Uncertainty Regulations 

Property development permits in an area often conflict with urban planning plans 
that have been set by municipal or provincial governments. In general, property 
companies often encounter obstacles in areas that are already getting crowded with 
buildings and residents. Land acquisition to be developed is usually also constrained 
by the agreed price before being released by landowners. In addition, government 
regulation is often volatile, which can have a positive or negative impact on the 
property sector. A negative policy on property may increase the risk for property 
companies. By 2017, the government has issued progressive taxes on vacant or 
untapped land. We view that if this rule comes into effect it will have an impact on 
property companies that have large reserves of land. 

Exhibit 08. Valuation  

NEUTRAL Outlook with Top 
Picks : MDLN & PWON 

We believe the FY17 property sector will continue to stall, so we recommend 
NEUTRAL for the property sector. The slowdown will affect the performance of listed 
property companies. Nevertheless, we believe that there are several interesting 
property stock options to be considered, as they are driven by: 1) high recurring 
income; 2) Positive sentiments, such as corporate actions that can drive financial 
performance; 3) Undervalued valuation, reflected in the NAV of the listed property 
issuer, has been substantially discounted at about 60%. We recommend MDLN 
(BUY; TP: Rp550), which is able to maintain residential and industrial land sales 
positions, and PWON (BUY; TP: Rp790) with recurring income of up to 50% of total 
revenue. 
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FY17E FY18F FY17E FY18F
ASRI 6,524             10.22       9.25         9.36 7.06 HOLD 326         
BSDE 35,125           17.35       15.37       11.18 10.32 BUY 2,220      
LPKR 16,616           14.00       12.24       10.40 9.80 HOLD 760         

MDLN 3,334             5.78         3.43         5.90 4.61 BUY 550         
PPRO 13,445           31.11       26.96       27.64 26.17 HOLD 210         
PWON 31,063           16.42       15.01       11.86 10.83 BUY 790         
SMRA 14,138           40.57       35.18       11.71 10.86 BUY 1,090      
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MNC Research Investment Ratings Guidance 
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 
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