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There is a dream that has been around since Indonesia’s independence in 1945 that once initiated by the former
and first president of Indonesia, Soekarno, to build a new capital city of Indonesia. The new capital city will
not only demonstrate to the world that Indonesia is a great nation with advanced capabilities, but also driven
by politic, strategic, and economic factors. By the end of President Joko Widodo’s administration first term,
this dream might be finally coming true. An announcement by President Joko Widodo regarding the new
capital city of Indonesia was made on 26 August 2019 as the first little step of the capital city relocation grand
plan. As expected by most people, the location of the new capital would be in Kalimantan Island. The final
decision to put the pin on the map at East Kalimantan province is a bit surprising, although understandable
without the need for further debate.
Not long after the announcement, and even days leading up towards it, investors are rushing to purchase the
land around the ‘probable’ new capital city area. Inevitably, land and real estate prices in East Kalimantan,
especially around Balikpapan, went up astronomically. Sometimes, it is not uncommon that the price of a
single real estate around Balikpapan City can threefold within a day or two. As a result, the previous
landowners are reaping enormous windfall profit over their land, while for the new landowner it is the start of
their adventure in East Kalimantan with the hope that they could capitalize on their investment and gain a
windfall profit too in the future.
While the motives of the investors are quite clear and now the local real estate market around Balikpapan has
stabilized a little, it is time to hold on and take one step back to examine what has been done. Although it is
impossible to examine the investment criteria of those investors individually, it is possible to assess and try to
generalize whether their investment decision has considered the fundamental nature of the real estate business,
hence a rational approach, or purely speculative. For the time being, any other motives or reasons will not be
considered.
Looking up closely to President Joko Widodo’s statement, the new capital will be located on two regencies in
East Kalimantan province, namely Penajam Paser Utara regency and Kutai Kertanegara regency. As the
information and plan from the government began to get much clearer, it is known that the new capital city will
have 40,000 hectares of the core city area and 180,000 hectares of supporting area, totaling about 220,000
hectares and the majority of the land is under the government’s control. From these two pieces of information
alone, two important things can be identified. First, the location of the new capital city will, at one point, cross
the 82 kilometers long border between the two regencies. Secondly, the 220,000 hectares area is almost equal
to the Greater Jakarta Metropolitan Area, and that to some extent illustrates the scale of this capital city
relocation project.
From casual observations alone, it is easy to see that real estate prices went up evenly across East Kalimantan,
although some anomalies do occur at Balikpapan and the southern part of Penajam Paser Utara regency, just
across the Balikpapan Bay from Balikpapan. Meanwhile, the exact location of the new capital city, although
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it would be along the border of Penajam Paser Utara regency and Kutai Kertanegara regency, has not yet been
announced by the government. For all that is known, it could be somewhere between 30 to 70 kilometers from
Balikpapan City Center. To put that distance into perspective, at the farthest, it would be equal to the distance
from Jakarta City Center to Purwakarta City in West Java province or Serang City in Banten province. In
addition to the previous fact, since the 220,000 hectares of land for the new capital city will be as big as the
current Greater Jakarta Metropolitan Area, any land just slightly beyond the new capital city border will be
similar to parts of Banten province and West Java province today. But why it all does matter?
Real estate business fundamentals are relying on the economic theory where supply will interact with the
demand to create market price, and spatial distance between places will give an extra flavor to the equation.
From published statements, it is clear that the government controls the majority of the land, hence implies that
the government has control over the supply-side at the new capital city location. While the other land outside
the planned 220,000 hectares new capital city area is still available to investors for purchase in the free market,
the spatial distance will become the main factor for consideration. As stated earlier, spatial distance is
fundamental to real estate business and therefore will impact any real estate investment in the region.
Reflecting on the history of Jakarta, it took at least 40 years for the suburb and the surrounding areas to flourish.
Furthermore, that phenomenon was supported by another fact that Jakarta is located on Java Island, which
historically has been, and perhaps will always be the main powerhouse of Indonesia’s economy and culture.
Therefore, what is the real estate investment prospect from the recent ‘land rush’ phenomenon in East
Kalimantan?
By synthesizing all available information as well as some precedents from other cases in the past, there is a
good chance that any real estate investment outside the 220,000 hectares area will have to wait for decades
before the investment can materialize. As the government is in full control of the 220,000 hectares area, they
have absolute power to control and set the land prices for the unforeseeable future until all lands are released
to the free market, which is very unlikely or at least will take decades. Even if the benchmark of 40 years from
Jakarta’s case is used, the new capital city development’s direction in the future is extremely unpredictable.
Therefore, any real estate investment beyond the 220,000 hectares area will be most likely to fit the speculative
investment criterion. As a result, failure to deliver the expected return on real estate investment, monetary loss
of opportunity, and the so-called fire sale in the future are expected.
In summary, investors need to be wary about the inherent uncertainty when investing in real estate that is
dependent on such an ambitious project like the new capital city of Indonesia in East Kalimantan. While every
individual investor might have a different set of investment criteria, the uncertainty nature of such a prolonged
and long-term project will always exist and unavoidable.
***
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Hypothetical Probable Areas of the New Capital City in East Kalimantan Province
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