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A widespread phenomenon
It is 2020, and yet you still find it hard to buy your first house? Don’t worry – you are not alone. From New
York to Tokyo, all megacities around the world are facing an unprecedented housing crisis. Millions of people,
especially the first-time buyers, will agree that affordability remains the primary and widespread factor that
caused the housing crisis in many big cities.
There is a unique situation
Jakarta, the most populous metropolis in Southeast Asia, is home to at least 12 million people. Yet, that figure
has not included those who live in the suburban area that is spanning as far as 10 to 20 kilometers away from
the heart of the city’s central business district (CBD). If you see it from the above, the city’s spatial pattern
clearly shows a massive urban sprawling phenomenon. Vacant lands and empty housing units are prevalent,
even in the city center. The apartment sub-sector perhaps is a good example of this situation. Citing from one
research that is available to the public, the vacancy rate of the apartment sub-sector in the Greater Jakarta Area
is as high as 50% by the end of 2019.
You will not find a similar situation in another internationally recognized city, like London, where the real
estate’s utility rate is almost 100% at the city center. However, despite all the vacant lands and empty housing
units within the city center, Jakarta still cannot evade the housing crisis occurrence. Therefore, this unique
situation provides a perfect time to raise a question: what caused the unaffordable housing in Jakarta?
The free market mechanism is not perfect
Housing units and real estate assets are the economic products that abide by the general principle of the
economy. The most famous and widely understand economic theory that also applies to the real estate sector
is the interaction of supply and demand and their impact on the price of commodities or goods. In Indonesia,
the real estate sector adopts the free-market concept with low to moderate intervention by the government.
The government controls the real estate market, mainly through imposing regulations and policies. As we
know, the government’s regulations and controls were there to safeguard the free market from its imperfection.
Over time if it is left unchallenged, the imperfection of the free market will lead to a market failure. However,
in reality, the housing units are not only serving as a consumption good but also as an investment asset. This
kind of economic motive cannot be found in another real estate class elsewhere, thus giving the uniqueness of
the housing sector and shape the behavior of its stakeholders.
There is a mismatch
When looking at Jakarta, where vacant lands and empty housing units are abundant, we believe that the supply
exceeds the demand, at least by the numbers. But we noticed there is a pricing mismatch between the available
stock and the existing demand. Most of the vacant lands and empty housing units in the city center are
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completely out of reach for the most first-time buyers, as the price has gone beyond the capability of those
first-time buyers. Take, for example, a great amount of the apartment units is currently empty as no one can
even afford to rent the unit, let alone buy them. Meanwhile, most of the demand, especially among the firsttime buyers, still largely came from the lower to a middle-class income.
In our opinion, the housing’s unaffordability issue arises when there is a mismatch between the household’s
disposable income and the housing unit price. Either for buying or renting, it eventually came down to a single
yardstick to measure the housings affordability, known in the standard arbitrage theory as the user cost of
capital. This user cost of capital is a monetary value that a household spent on their housings annually. In real
life situation, it would be comparable to the amount of money that a household should pay annually for
mortgage or rent.
Efforts were taken, but...
While many efforts have been taken by governments in various countries to make housing more affordable
for people by narrowing the mismatch gap, their options to tackle the housing crisis are limited if not
powerless. As evidenced in many countries, who adopted a free market system in their real estate sector, the
contribution of the private sector is greatly out weight the public sector (i.e., government). For example, the
government can provide social housings for the people, but their capacity to provide such housings is
extremely limited.
Even the government is subject to the market forces when they want to solve the housing crisis by means of
building social housings. From the land supply required to build those social housings to the limited budget,
are some major constraints that hindered the government to fully solve the housing crisis. Consequently, it is
inevitable to acknowledge the contribution of the private sector is paramount to solve the housing crisis,
especially in a country where the real estate asset can be transacted freely in the market.
How to make it works?
Who controlled all the abundant housing units supply in the market? Is it the government? No, it is the private
sector. Who are they exactly? Most probably individual real estate investors, people like us. Given these
circumstances, can the government alone solve the housing crisis in Jakarta? Of course not, we need the private
sector’s help as well and working on the solution together. In this instance, for example, the government may
reform the existing regulations and policies, which will enable the private sector to solve the housing’s
unaffordability issue by itself within the free-market context.
However, regardless of the recent COVID-19 pandemic situation, why the private sector investors let the
abundant supply lay idly, thus not producing any income at all? Would it not impact their investment
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performance? These are the fundamental yet trickling questions that we intentionally leave remain unanswered
in this article and reserved for the future.
What is next?
We have identified that to some extent, the free-market imperfection in the real estate sector and the mismatch
between the supply and demand as represented by the housing unit price and the household’s disposable
income are the problems that responsible for the unaffordable housing issue in Jakarta. Then, the next logical
question would be: how to address those problems through a comprehensive approach to eventually solve the
unaffordable housing issue in Jakarta?
Find out what we think might solve the unaffordable housing issue and any remaining unanswered questions
in our next article: managing free-market imperfection and reducing supply-demand mismatch to solve the
unaffordable housings issue in Jakarta.
***
Date published: 3 June 2020
This article is the first in the series about Indonesia’s real estate sector that we will release in the future. We created this
series to convey our internal view and concern regarding what we perceived as the fundamental and structural problems
in Indonesia’s real estate sector. We hope those who read our article will have a better understanding of the way the real
estate market works, and together we can propel Indonesia’s real estate sector in the right direction.
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