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Property Outlook: Challenges and Opportunities

Analyst: Qorri Aina

We are of the view that outlook for property industry will be stable in the near to medium term. Our view
is supported by several positive catalysts, including government incentives such as the extended value-
added tax (VAT) rebate for homebuyers and development projects in the Capital City of Nusantara (IKN).
We also view that the industry will also benefit from Indonesia's economy condition, which remains resilient
amid increasing global uncertainty. Indonesia’s gross domestic product (GDP) still grew by 5.1% year-on-
year (YoY) in the first quarter of 2024 (1Q2024), which is an increase compared to 5% growth in the first
quarter of 2023 (1Q2023). Our assessment has also incorporated several headwinds, such as real interest
rates higher for longer and a weaker rupiah currency resulting in weaker purchasing power and potentially
higher property price due higher cost of raw materials for property construction.

Despite the expectation that the general election would put the market in a wait-and-see position due to
concerns over uncertainty ahead of it, property developers still booked a positive marketing sales growth
in 1Q2024. For instance, PT Ciputra Development Tbk (CTRA, not rated) booked marketing sales of IDR3.3
trillion in 1Q2024, or 30% of the target in 2024 of IDR 11.1 trillion. This also exceeds the historical average
in the last five years, which was at the level of 24% in the first quarter. PT Bumi Serpong Damai Tbk (BSDE,
idAA/Stable) also booked a 3% YoY presales growth in 1Q2024 to IDR2.2 trillion or around 23% of the
target in 2024 of IDR 9.5 trillion. The players’ performance is also in line with survey report from BI, where
residential property sales grew by 31% YoY, a significant increase compared to the previous quarter of
only 3% YoY, driven by increased sales of all types of houses.
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We view that the Government's policy to provide VAT rebates may support property developers in achieving
their presales target. In February 2024, the Ministry of Finance decided to extend the VAT incentive that
was provided by the government in November and December 2023 through the Minister of Finance
Regulation (PMK) Number 7 of 2024 on VAT borne by the government in 2024. The VAT incentive is only
applicable to newly landed house or apartment unit with a maximum selling price of IDR5 billion and a tax
base of IDR2 billion. The government will bear 100% of the VAT for the house or apartment unit that was
handed over from January 2024 to June 2024 and 50% for one that was handed over from July 2024 to
December 2024. In addition, through the Meeting of the Board of Governors of Bank Indonesia in October
2023, BI has also decided to extend the loan-to-value/financing-to-value (LTV/FTV) ratio relaxation for
credit or property financing to the end of 2024. The maximum ratio is 100%, which allows prospective
buyers not to pay any down payment or, in other words, have a 0% down payment when utilizing their
mortgage loans. We believe the incentive contribution to the property industry is reflected in the double-
digit growth of mortgage loans of 14% YoY in both March and April 2024, as reported by BI.
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We also view the development project in IKN as having the potential to introduce property developers to
new sources of revenue by accommodating the potentially high number of immigrants, especially state civil
servants (ASN), and higher economic activities in the surrounding area. IKN plans to become a superhub
with six main economy clusters and two supporting clusters with a long development plan from 2045
onward. The good prospect in IKN is also reflected in major property developers' involvement in the IKN
project. CTRA is one of the players that has already revealed its grand plan to develop an integrated area
in IKN, which is expected to be carried out in stages over the next three years, with the first phase covering
an area of up to 150 hectares. The integrated area will consist of residential, hotel, golf course, MICE, and
botanical gardens. PT Pakuwon Jati Tbk (PWON, not rated) also plans to complete the first phase of its
superblock project, which consists of a mall and hotel, in 2025. Meanwhile, BSDE is already submitting a
proposal to develop a residential area in the IKN. In addition, the IKN project is also expected to boost the
development in other cities, such as Samarinda with its role in renewable energy and Balikpapan as a node
for downstream oil and gas and logistics in East Kalimantan.

Mandatory Public Housing Savings (Tapera) for employees may also boost the performance of property
players, especially those that engage in the lower-income segment. This policy is stated in Government
Regulation (PP) Number 21 of 2024, which amended PP No. 25 of 2020 concerning the Implementation of
Public Housing Savings. The amount of savings is set at 3% of the participant's salary, of which 0.5% will
be borne by the employer while the remaining 2.5% will be borne by the participant. Tapera can only be
used for housing financing and/or returned after the participation ends.

On the other hand, Bank Indonesia (BI)’s rising interest rate, in addition to the weakening of Rupiah, may
affect consumers’ spending and confidence. Bank Indonesia continued to raise the BI rate from 3.75% in
August 2022 to 6.25% in April 2024, and we anticipate a further increase given amid weakening Rupiah.
The increase in interest rate is to strengthen the stability of the Rupiah exchange rate due to the impact of
worsening global risks and as a pre-emptive and forward-looking measure to ensure inflation remains within
the target. Although the increase in BI rate may not immediately be followed by the increase in mortgage
interest rates as it still needs to consider other factors such as liquidity position, customer profile, and
competition with other banks, we still note that this policy may contribute to a potential increase in
mortgage interest rates in the near to medium term, which in turn may affect the decision to buy property.
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DISCLAIMER

The rating contained in this report or publication is the opinion of PT Pemeringkat Efek Indonesia (PEFINDO) given based on the rating result on the date the rating
was made. The rating is a forward-looking opinion regarding the rated party’s capability to meet its financial obligations fully and on time, based on assumptions made
at the time of rating. The rating is not a recommendation for investors to make investment decisions (whether the decision is to buy, sell, or hold any debt securities
based on or related to the rating or other investment decisions) and/or an opinion on the faimess value of debt securities and/or the value of the entity assigned a
rating by PEFINDO. All the data and information needed in the rating process are obtained from the party requesting the rating, which are considered reliable in
conveying the accuracy and correctness of the data and information, as well as from other sources deemed reliable. PEFINDO does not conduct audits, due diligence,
or independent verifications of every information and data received and used as basis in the rating process. PEFINDO does not take any responsibility for the truth,
completeness, timeliness, and accuracy of the information and data referred to. The accuracy and correctness of the information and data are fully the responsibility
of the parties providing them. PEFINDO and every of its member of the Board of Directors, Commissioners, Shareholders and Employees are not responsible to any
party for losses, costs and expenses suffered or that arise as a result of the use of the contents and/or information in this rating report or publication, either directly
or indirectly. PEFINDO generally receives fees for its rating services from parties who request the ratings, and PEFINDO discloses its rating fees prior to the rating
assignment. PEFINDO has a commitment in the form of policies and procedures to maintain objectivity, integrity, and independence in the rating process. PEFINDO
also has a “Code of Conduct” to avoid conflicts of interest in the rating process. Ratings may change in the future due to events that were not anticipated at the time
they were first assigned. PEFINDO has the right to withdraw ratings if the data and information received are determined to be inadequate and/or the rated company
does not fulfill its obligations to PEFINDO. For ratings that received approval for publication from the rated party, PEFINDO has the right to publish the ratings and
analysis in its reports or publication, and publish the results of the review of the published ratings, both periodically and specifically in case there are material facts or
important events that could affect the previous ratings. Reproduction of the contents of this publication, in full or in part, requires written approval from PEFINDO.
PEFINDO is not responsible for publications by other parties of contents related to the ratings given by PEFINDO.
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