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Once in a hundred years
Many people will agree that COVID-19 is not a “black swan event” but rather a fit to an event that occurs
“once in a hundred years.” The appearance of COVID-19 has been long predicted by the scientist, and this is
not the first time in human history such flu pandemic ravaging across the continents around the world. The
social and economic impact of past pandemics has been written in the history book, and we can learn not to
fall into the same situation as our ancestors, although now we realized it is not that easy.
Reflecting from history, we know it would take some time for humankind to win over COVID-19. The main
problem is we cannot predict how long it would take for us to prevail. The battle with viruses is something
that only science can solve and nothing else. Of course, the social and economic measures can also help to
slow or prevent the pandemic went further; however, it cannot be a complete win.
Given the nature of science which possesses great uncertainty, all measures imposed by the government
around the world were meant to buy humankind extra time until science can find a cure or the collective
healthcare systems can contain the pandemic effectively. However, those measures came at a great cost, both
socially and economically. With the end of the COVID-19 pandemic nowhere within sight, how will it impact
our society way beyond the anticipated lockdown period?
Severe global impact
Since COVID-19 made its way to the world stage somewhere in January 2020, people’s responses vary across
countries, social classes, and business sectors. Despite the delayed ripple effect, by the end of March 2020,
the impact of the pandemic has finally reached nearly every country around the world. International travels
have ground to halt, the tourism sector went down as quickly as the pandemic spreads, and stricter measures
have been put in place by governments around the world. To make it worse, the extensive globalization in the
past decades has left the international supply chain without redundancy as an alternative option in times of
global pandemic like this, effectively crippling the economies.
Inevitably, the fundamental businesses that primarily there to support the business, like real estate, are among
the sectors that hit hardest by this pandemic. We cannot ignore that real estate is still one of the most dominant
and valuable asset classes; therefore, a large portion of the world’s wealth is currently under threat from this
pandemic. How will the real estate sector perform and react over the due course of the next several months or
years to come? Indeed, it is an imperative question to ask by any business actors in the sector.
The elasticity of real estate’s demand and supply
We have known that the real estate’s demand is fairly elastic compared to the supply in the short term,
indicating signs of higher sensitivity to changes. In the COVID-19 pandemic context, we can expect at least
the economic ripples will last longer than the definitive lockdown period in many countries. Judging from the
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history and considering the scale of this pandemic, perhaps two years is a reasonable estimated recovery period
for business in general, obviously with some conditions to be met. By knowing the real estate’s typical
business cycle, two years period still could be considered and fall within the short-term category. Therefore,
the important determinant, in this case, would be the demand side rather than the supply side.
As evidenced in many countries, real estate demands drop significantly after a country announced its first
positive COVID-19 case. Later, it followed by a complete stop when more rigorous measures such as physical
distancing or even lockdown took place. Although not the entire real estate sector got affected, in the case of
Indonesia, we can observe that the commercial real estate such as offices and retail sector like shopping malls,
as well as those in the hospitality sector like hotels, are the most impacted by this situation. On the contrary,
some resilient sub-sector such as warehouses for the third-party logistics and owner-occupier residentials are
relatively stable for the moment.
Real estate assets prices and values
To cope with the current economic situation and knowing there is a prevalent abundant supply in Indonesia’s
real estate market, we can expect to see the real estate prices fall in the short term while the economy is
recovering. However, that condition is subject to when the pandemic is finally eradicated or at least safely
contained.
The first thing that we can observe in the following months is the changes in rental prices across various real
estate sub-sectors. In a reasonable market, the changes in rental prices will affect the capital value of the real
estate assets too. Further, the changes of comparable investment asset’s yield or expected return, such as bonds
and equity, will also affect the real estate assets pricing in the market. For example, we can observe that the
volatility in the equity market has risen significantly; therefore, indicating greater risk and investors would
want to compensate that risk by higher yield or expected return.
Although it might not happen overnight, if this pandemic situation prolonged long enough and those
businesses can no longer sustain their losses, we could expect some distressed sale of real estate assets in the
future. While the fall of rental prices and capital values are something that we already anticipated in the coming
months, it can lead to a systemic default in the real estate market and financial system if not mitigated properly
by the real estate sector’s stakeholders.
Risk of default
Not yet seen on the surface, but the threat from the risk of default is looming at the corner. As of today, the
real estate market in Indonesia remains calm, perhaps due to the light measures imposed by the government.
However, either if soon stricter measures were implemented or the government failed to contain the pandemic,
it will prolong this situation and the uncertainty. If that is happening, we believe that we will be facing waves
of defaults among the real estate actors, both from the demand side (occupiers) and the supply side (landlords).
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Even further, if the real estate assets’ capital values do go down, it will have a larger implication on our real
estate market and financial system. The impact will be real, both financially and contractually, for real estate
asset that is held as collateral by lenders such as banks. If the real estate assets value goes down, then it will
increase the existing loan-to-value (LTV) ratio, which will have a huge implication to the borrower’s
compliance with the terms in the loan agreement. While compliance with the LTV ratio is at stake, the
compliance to the level of debt service coverage ratio (DSCR) is also might be at risk as the income received
by landlords from tenants is also under threat from this pandemic.
One that should be wary about such a situation is the investor who used leverage in their real estate investment.
Although it is predominantly used in the commercial real estate sector, it could also happen in the more stable
tenant-occupier or owner-occupier residential sector who used leverage in their purchase. Therefore, this
situation is multi-faceted and extremely delicate, thus needs greater attention from the relevant stakeholders,
including the government.
What is next?
We can expect the COVID-19 pandemic situation will last for months to come. The aftermath ripple effect on
the economy can go easily as far as two years after the pandemic is over until we are reaching the full economic
recovery. There is evidence that the real estate demand is more elastic in the short term compared to the supply
side, and it can significantly impact the real estate prices. We can expect that in this case, the real estate prices
will most likely be going down.
The implication of the overall economic situation plus the drop in real estate prices will increase the risk of
default for the real estate actors, especially those who leveraged their investment or purchase using a loan.
Despite not immediately, it is most likely that we will see the real estate assets’ values fall at any point within
the next two years. Robust policies from the relevant stakeholders, including the government, are paramount
to prevent a prolonged economic crisis in the real estate market and financial system.
***
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