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Abstract

Alongside the economic boom experienced in Indonesia during the
19805 and the early 1990s. a remarkable land development for
residential purposes has taken place. In Jakarta and its surrounding
areas. for instance, the formal private developers were able 1o sell an
average of more than twenty five thousand housing units annually and
to transform 16.6 thousand hectares of land into residential areas
within 20 years alone. However, due 10 the unsound loan management
this massive land development is believed to be one of the factors
triggering economic crisis in Indonesia. For almost four years now the
government intervenes with « measure attempling lo recover the
housing market that has been collapse since the economic crisis hil in
J997. The government set up an ad hoe institution and bailed out maost
of the debt created by the excessive housing development. The paper
attempls to evaluate the effectiveness of the goverament interveniion in
the housing market. The paper argues that the governnient iniervenlion
has never been effective particularly because the socio-political and
economic condition of the cowntry is still uncertain. In this circumstance
the intervention benefits only small minoriy developers and ignoring
the large majority of low-income potential biyers.
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1. INTRODUCTION

During the economic boom in Indonesia between 19702 and 1990s
housing development gained its momentum. Residential land development
companies were mushrooming. Housing market was blooming. It was
recorded that during the time the number of registered land development
companies were almost tripled from 907 companies in 1990 to 2312
companies in 1997 (Simanungkalit, 200 1) In Jabotabek a metropolitan area of
Jakarta, for instance, the private sector has urbanised 16.6 thousand hectares
of rural land far away from the built-up area of Jakarta, selling around twenty
five thousand housing units annually (Winarso and Firman 2002: Winarso and
Kombaitan, 2001).



The number of houses sold was remarkable from only 90.8 thousand
units in 1990 increased to 250 thousand units in 1997 (Simanungkalit, 2001)
Financial market also developed rapidly. But, this was followed by the
increasing size of the loans for property development. It was recorded that the
loan had reached almost 40 percent of total loan in Indonesia and was in
potentially bad debt. This, combined with the other external factors, (1,e. the
depreciation of Rupiah to US Dollars) has triggered the economic crisis in
Indonesia (Winarso and Firman, 2002) and culminated in the social-political
turmoil of the country in 1998. As the result, housing market was at the
bottom with almost no activities detected. Effort to recover from the economic
calamity has been developed; government has tried to intervene to gear up the
housing market with several policies.

In light of the above background, this paper attempts to evaluate the
effectiveness of the government intervention in the housing market
particularly after 1998 crash. The paper argues that the government
intervention has never been effective particularly because the socio-political
and economic condition of the country is still uncertain. In these
circumstances it seems that the intervention benefits only small minority
developers and ignoring the large majority of low-income potential buyers. in
doing so the paper is presented in five parts, part one is the introduction, part
two discusses the housing market in Indonesia before the economic crisis.
Part three highlights the effort of the Government to intervene the market;
Part four discusses the effectiveness of the intervention: at the end, a
conclusion is drawn out for the discussion.

II. HOUSING POLICY AND DEVELOPMENT IN INDONESIA

BEFORE THE ECONOMIC CRISIS

In Indonesia, where the total population has reached 206.6 million (BPS,
2000) those living in urban areas, in 2000, were 42.0 per cent of the total
population (BPS, 2000). Almost 71 per cent of the urban population were
those from the middle-low and low-income groups The current median
monthly household incomes (50" percentile) for urban areas with and without
DKI Jakarta are Rp.950,000 and Rp.$92,000, respectively. The median
household income in rural areas is Rp.579,300. (Hoek-Smit, 2002). The urban
population growth rate is estimated at 3.5 per cent per annum during 1990 to
2000 s considered high. It accounts for about two-thirds of the total
population growth from 1980 to 2000. Meanwhile the population living
bellow poverty line is estimated to reach 27% in late 1998 right after the crisis
(World Bank 2001). And only around 15% of urban population afford to buy
better house. The large majority 45% can only buy simple and very simple



house' in subsidies loan scheme. This pictures the significant of housing
development to house the ever-increasing population.

Formal housing policy in Indonesia was just started some 20 years ago
with the birth of the National Housing Authority in 1974%. This birth cannot be
separated from the more powerful advent of World Bank into the field of
urban development around the 1970s. The works of John Turner on the self
help housing (Turner, 1976) and the works of Otto Koenigsberger (1964) in
urban development planning have undoubtedly influenced the concepts for
housing development and housing policy in Indonesia.

In 1974, following a National Housing Workshop, the Government
created three important institutions to address housing problems
systematically. These institutions are National Housing Authority (Badan
Kebijaksanaan Perumahan Nasional) which is responsible for formulating the
overall housing policy; National Urban Development Corporation (PERUM
PERUMNAS) which is responsible for providing houses, particularly for low-
income people; and State Saving Bank (BTN) which was restructured to
provide mortgage finance. The creation of these institutions was a response to
the ever-increased demand for housing particularly for low-income people.
For the middle and high-income people, the private. sector had already been
starting to provide houses since 1971 (Winarso, 2002). This marked the
beginning of the creation of formal housing market in Indonesia. Private
sector housing developers had also established an association in 1972 {abelled
REI {Real Estate Indonesia). A private mortgage institution, PT Papan
Scjahtera (PTPS) was also established [ater in 1980 to serve the private sector
housing development. To further co-ordinate the various agencies involved in
housing production, the Ministry of Public Housing was created in 1977.

The work of Turner in Lima, Peru, and his famous book "Housing by
People" {1976) has made Popular Housing Development become one of the
accepled concepts for housing provision. This is what really has been
happening in developing countries. In the case of Indonesia, the popular’

Simple house is a 36 square meter house construcied on 60 square meter plot priced at around
Rp. 25 mitlion. While very Simple house is a 21 square house constructed on 60 square meter
plot priced al around Rp. 20 million

One of the reasons was the high economic growih expericnced in those years. During 1971 to
1981 the Indonesian economy grew at an average rate of 7.7 per cent. In the second half of
1973 the inlernational petroteum price quadrupled, conferring massive windfall revenue pain
in Indonesia (Hill, 1996; Winters, [991). The urbanisation rate also increased as an indirect
cause of the economic growth, Privaie sector development {lourished due to the increased
demand for offices and houses for the employees.

v

In Indonesia, the production of urban housing is targely donc by popular and professional
house builders, Popular housing is the one being developed by individuais withoul reliance
upen cither Government or formal private seclor institutions.. While the professional are
those created by private or Governmentl owned companies (Struvk, Hoffman and Katsura,



housing provision, the informal market, had, on the one hand, covered over 80
per cent of all housing needs (Struyk, Hoffman and Katsura, 1990). The
formal system, on the other hand, had covered only the remaining 20 per cent.
This latter system, which is often heavily subsidised. - through subsidised low
interest in mortgage system-, provides housing for the moderate to high-
income people.

Basically the Government of Indonesia has since 1974 adopted two
policy tools to address housing shortages. First is the direct intervention by
providing housing through development of new houses by PERUMNAS,
Second is the indirect intervention by encouraging the pecple to build or
upgrade their own houses through programmes like KIP, and mortgage
finance by State Saving Bank (BTN) and the Housing Finance Corporation
(PTPS - PT Papan Sejahtera). This latter strategy virtualty had been ahead
from what was known as ‘enabling strategy’ promoted by the World Bank in
1990 (UNHCS 1990).

Another indirect policy instrument to ensure the provision of low-income
housing is by selting a requirement to have a ratio of 6 small houses and 3
medium houses for every large or luxury house butlt by a private developer,
which is later became known as 1:3:6 ratio. The requirement was stipulated in
the decree issued by the National Housing Authority on 12 September 1974.
In 1992 the rule was further reinforced by an Inter-Ministerial Decree signed
by the Minister of Public Works, Minister of Home Affairs and Minister of
Public Housing. This Inter-Ministerial Decree  stipulates  that  private
developers whe carry out land development on an area of 200 hectares or
more, have to build houses in 1:3:6 ratio in their areas, whilst development of
smaller than 200 hectares can develop the 6 portion in other areas, but in the
same Kabupaten.”

With this strategy the Government sets a target to build 5060.000 to
600.000 simple houses units in the sixth five-year Development Plan starting
in 1995, In practice, however, this strategy has never been smoothly
implemented. The fact that the regulation needs to be reinforced in 1995 also
shows the difficulty in implementing the regulation. One survey indicates
that REI Developers have long tried to resist this 1:3:6 requirement (Leaf,
1991). One of the reasons stated by a developer is:

“It is difficudt to find land suitable for simple houses with the Government's
Jixed price... " (Properti Indonesia, August 1995).

These two policies were effectively started in 1974 and theoretically
could address all levels of income: KIiP, Land Consolidation, Inner city

1990). Formal housing development has to comply with certain building standards set up by
the Government.

* Kabupaten is an administrative area under Provinee



redevelopment would provide housing for low-income level; PERUMNAS
would provide housing for the low-middle income level. NGO and co-
operation would provide housing for low and middle-income level; Private
developer BTN would provide housing for middle-high income level and
REI/PTPS would provide housing for the high-income level plus some for
other levels.

Government’s policy on housing finance is focused on the formal finance
system, although it also encourages the informal system because this system
obviously serves the majority of the homebuyers particularly the low-incoine
people. The formal housing finance is basically relied on the BTNV and PTPS.
These two banks enjoy Government’s support to obtain funds below market
price so that these banks can provide mortgage at a subsidised interest rate to
encourage the people to buy house through a Housing Ownership Loan (KPR
— Kredit Pemilikan Rumak) Scheme. With this scheme the Government gives
financial assistance with subsidy component to house buyer to acquire house
in a regularised and serviced plot developed by PERUMNAS or private
developers. BTN would finance up to 95 per cent of housing price, repayable
within 5 to 20 vears at subsidised inferest rate lower than the market. The
remaining 5 per cent is (o be paid to PERUMNAS in instalments within |2 to
24 months without interest. Private developers who develop middle-high
housing obtain short-term construction loan from commercial banks. Re-
financing is done through BTN or PTPS. Buyers make down payment as
equity at minimum 10 per cent of house price; the remaining 90 per cent is to
be paid on mortgage at the subsidised interest rate. The emergence of
financial market in the 1980s developed further the housing finance in
Indonesia especially for formal housing development for middle to high-
income levels. The financial market provides funds needed by the private
residential developers to finance their large residential projects.

Together with the significant economic growth enjoyed by the country,
the overall policies have geared the formal housing market. Later in the 80s,
with a series of deregulation policies in Indonesia during the years 1983 —
1988°, housing market were started to flourish and massive development of
housing began. The deregulation policies were aimed at improving domestic
savings, improving resource allocation and developing a framework for
monetary management, in particular through indirect intervention rather than
direct regulatory controt (Hill, 1996). The most important deregulation policy
was perhaps the [988 financial, monetary, and banking reform.® This was of

* Winters (1991) dissertation provides a good account of this series of deregulations. He put it
under “Jaman Deregulasi” in which he analysed the dynamics power involved in the
deregulation. Mare detailed analysis of the reform can be scen in Hitl (1996) and Booth
(1992).

9 The package was aimed at increasing economic growth, non-oil export and to expanding job
opportunitics. This derepulation was also aimed al encouraging mobilisation of funds.



particular assistance to the development of real estate industries. The policy
enabled the entry of more foreign banks in the form of Jjoint ventures and thus
encouraged genuine competition (Hill, 1996:36). The banking system
expanded as a result of the competition. Hill (1996) noted that between March
1989 and June 1993, the number of private banks’ branches almost doubled,
while the state bank in the same period expanded only 24 per cent. (Winarso
and Firman 2002)

To cut the story short, this policy had made the housing development,
particularly for the middle and high income segments of the people,
mushrooming. However, these developments were not managed properly. At
the end this excessive housing development had been the trigger of the
monetary crisis of the country (Winarso and Firman 2002) and caused
calamity of the country as a whole.

The banking sector which was one of the important institutions
contributed in the growing housing market was in disarray. These banks have
made excessive loans to property firms, which many of the firms were their
own business groups (Winarso and Firman 2002).Firman (2002) wrote that the
total loans in 1998 was recorded as much as Rp. 545.6 trillion, out of thig
amount loan allocated for property development was Rp. 545.6 trillion
(13.3%), and almost three-fourth of this were non performing loans. Adding
with the foreign loan for the property which mostly short term and unhedged.
Were made the situation very volatile.

The world knows now that economic crisis which started in Thailand had
also swept away the promising high economic growth and blooming housing
market enjoyed in Indonesia before the crisis. It undoubtedly created great
losses to the Indonesian economy. Furthermore, the crisis has made a number
of major banks collapse and have been closed down or put under the
surveillance by the government (Firman,2002, Rachbini, 2001). Suddenly the
housing market is in chaos.

HI. THE GOVERNMENT INTERVENTION
3.1 Model of Government intervention

Although neo-classicalist belief that market will resolve the problems in
the market and that government intervention could distorted the market and its
performance in the long run (Bradbury, et all, 1982), this belief is not without
flaw. This is because a perfect market will never exists (Evans, 1985),
Winarso (2000) argued that due to restricted information, developers in
Jabotabek, Indonesia for instance, operate in a highly uncertain investment
environment. Experimentation, monitoring and learning thus become
important, and that makes a ‘process view’ more appropriate than a ‘market
view’ on land development (Monk et al., 1991). The tendency of monopoly or

elficiency of banks and non-banks institutions, and to developing capital markets {Winters,
1991).

20



oligopoly market is also the reality in the housing market (Mansfield. 1991,
Winarso, 2002). Thus, Zhu (1997) argues that government regulations and
interventions are necessary to ensure the well being of the market, particularly
to solve conflicts and achieve desirable social goals. However, due to the lack
of knowledge on the operation of residential market, intervention will,
sometimes creates unjust and unfair residential market. It is also observed
that government interventions are motivated by political target, to serve the
interest of politically influential groups (Dunkerley, 1983; Gilbert and Ward,
1985; Thirkell, 1994).

To see the possible intervention scholars have tried to construct models
to demonstrates the linkage between state and the others institutions involve
in the land development process. (Kaiser and Weis, 1969; 1970; Evans, 1987;
Drewet, 1973; Bryant et al, 1982; Massey and Catalano, 1978, Ambrose, 1986,
Zhu; 1997). However, such a model should be looked at cautiously if it is to
be used to explain the housing market in developing countries, particularly
because the links among the state, the construction industry and the financial
sector in developing countries are not as straightforward as implied by the
model. The links will include formal and informal processes which hardly
appear in the model. The informal processes may be the result of the
immature planning and housing policy instruments (Rakodi, 1996, Baken and
Van der Linden, 1992} and they enable market institution to take place outside
the legal system. (Angel et al., 1983). 1t is acknowledged, however, that this
informal process which produced an informal economic sector kept the
developing economies afloat during the 1980s (Jones and Ward, 1994).
Moreover, it was believed that this informal system housed millions of urban
dwellers (Jones and Ward, 1994; Struyk, Hoffman and Katsura, 1990; Baken
and Van der Linden, 1992). However, as noted by Jones and Ward (1994), the
informal sector rising from institutional and political constraints on the formal
sector, gave place to bribery, corruption. evasion of legal restrictions and the
arbitrary use of power.

The relationships among the financial sector, the state and the
construction industry and relationships within the construction industry itsell’
could be established through informal processes, particularly when dealing
with the regutation of land development. A formal action which is supposed
to be conducted according to certain laws and regulations could became
informal because of political interest, bribery and corruption. (Server, 1996).
Lee (1994), for instance, argued that in developing countries people have
three choices when dealing with the laws and regulations: to obey the law, and
to incur the financial cost that implies; to pay bribes so that faws are
suspended or ignored; or simple to break the law and, as a consequence often
to be obliged to live outside it, permanently.
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In Indonesia, such a model is constructed by Winarso (2002). Based on
the Equlibrium models’ the finkage between state action and market force can
be demonstrated (sce Figure 1). The model shows that residential land market
is closely linked to finance industry and the Government. The Government
provides regulations and policies to the housing industry and finance industry.
Finance industry supports the housing industry with the needed capital. The
growth of the housing industry, in return, will further develop the finance
industry, particularly by selling the portfolio in money market. It should be
noted here that, together with the formal process as pictured by the model, the
informal processes also take place, particularly in the housing industry and in
the relationships between the housing industry and the government. For this
industry, the informal process, through lobbying is, in some cases, more
important than the formal process itself.

As shown in the model!, the government has the possibility to intervenc
the market through financial regulation, fiscal policy, housing policy,
investment policy, land policy planning policy and standard, spatial planning
and permit systems. However, these interventions tools are under the
responsibility of different institutions. After several changes in the
Indonesian administration since the economy and political turmoil in 1998,
housing development is put under the responsibility of new department which
called  Department " of Settlements and Regional  Infrastructure
(KIMPRASWIL). Although this department, the only institution that formally
has direct responsibility for housing development, has launched its housing
and settlements policy and strategy for 2000-2004, (Departemen Permukiman
dan Prasarana Wilayah, 2001) in practical, there have been no systematic
integrated interventions made to recover the condition of formal housing
market.

What have been done so far are partial interventions that couid have
impacts on the formal market. These interventions among others are the
creation of IBRA and intervention to overcome the economic crisis trough a
series of financial policy.

3.2 The creation of IBRA
There were no direct interventions of the government to speedy recovery
of the housing market at least until the end of 1999. The government actions

7 bealey (1991), grouped models on land development process into four. E.g.: (1) Equilibrinm
models. which assume that the development activity is structured by cconomic signals about
cffective demand. This derives directly from the Neo-classical tradition of cconomy. (2)
Event-sequence models, which focus on the management stages in the developiuent process.
(3) Agency models, which focus on aclors in the development process and their relationship.
These have been developed to deseribe the development process from a bchavioural or
institutional point of view. (4) Structure models, which focus on the forces, which organise
the selationships of the development process and which drive its dynamics. These are grounds
in urban peliticai cconaomy and are mostly used by Marxist theorists.
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were focused in overcoming the negative impact of the economic crisis,
particularly for social and political concern®.  The important intervention
made by the government that couid have impact to the housing market is the
creation of ad hoc Institution, insisted by the IMF, labelled Indonesian
Banking Restructuring Agency (IBRA) in January 1998, Under the
Presidential Decree No. 27 of 1998 on The Establishment of IBRA, IBRA
main task is to restore the condition of national banking sector and to pay
back the state fund formerly extended to the banking sector.

The idea of this policy is merely to deal with the substantial amount of
non- performing loan. The Non-performing loans would be transferred from
the falling financial institutions or banks to 1BRA which would package and
resell at a discount in the market. To accomplish its mission, IBRA is
supported by a special mandate and authority with the Presidential Decree No,
34 of 1998 on the Duty and authority of [BRA, as the legal basis of
operations. The Banking Law specifies three fundamental duties of IBRA.
namely: restructuring the banks transferred to IBRA, recovering bank assets
including both physical assets and toans, and recovering state fund formerly
disbursed to the banking sector.

With such a power IBRA has taken over almost all utthealthy banks and
their assets and up to March 1998 54 banks had been kept under 1BRAs
surveillance (Rachbini 1999y, tn 2001, total property assets under IBRA
management is Rp. 70 trillion. {Simanungkaiit. 2001 . Out of that Rp. 45
Tritlion is a non-performing loans and Rp. 25 Trillion is in forms of land and
buildings. So far the ioan restructuring process is slowly progressing, 1t is
predicted that out of Rp. 70 trillion property assets under IBRA management.
only Rp. 15 Tritlion could be returned to banking svstems. The remaining Rp
55 tritlion will be sold. This undoubtedly witl influencing the formal housing
market as most of the assets under IBRA are in form of fand and buildings
(ncluding housing). In Its first Property Assets Disposal Program (Program
Penjualan Aset Properti =PPAP), 4.994 bidders participated 1o buy real
property assets such as lands, shop-houses and houses. (Property Indonesia,
December 2002),

Under the last chairmanship °, through second PPAP, IBRA will seli part
of its assets at the value of Rp. 2,4 Tritlion in mid 2003 {Properti Indonesia,
December 2002). This certainly will affect the housing market constdering
that the property offered are in various types mcluding housing, apartments.
and ready to build plots in strategic locations.

*In particular. the government launching a social safets net program witl the assistance ol
World Bank and the International Monctary Fund. (Finman., 2002)
7 Within three years five persons bave chaired [BRA.



Table 1. Non-performed Loan
under the Asset Management Credit of IBRA in 2001

Property Sector Qutstanding debt Yo
Hotel 17,553 37
Housing 9,320 20
Office Buildings 6,869 14
Apartment 5,107 11
Land bank 3,3287 7
Others 2,449 5
Retail 1,835 4
Industrial Estate 1,230 3
Total 47.678 10¢

Source IBRA, December 2001 quoted by Stmanungkalit, 2002.

3.3 Financial Policy

Financial and bank sectors in Indonesia are the institutions hit severely
by the economic crisis. Until March 1998 54 private banks had been in taken
over by IBRA to be restructured. Non-performed loan in IBRA increased
considerably. Form 9.021 billion Rupiah in 1997 increase up to 128.305
biflion Rupiah in 1998 in 1998, {(Rachbini, 2001) an increase of 1322.29
percent. The non-performing loan from property reached 67.55 percent of the
total bad debt. This condition is certainly not conducive for the housing
markel.

As it shown in the model, housing market is always influenced by
finance, i.e. the availability of capital or funds for producing and buying
houses. The avaitability of loans is important to induce the housing market.
Parallel to the creation of IBRA the government has also been evaluating the
macro economic condition of the country. The government increased the SBI
(Sertifikat Bank Indonesia = Bank Indonesia Certificate} interest rate and
controliing the supply of money. The inlerest rate for saving was at the peak
at around 40% in mid 1998 right after the crisis then slowing down to reach
12 in the year 2000. Meanwhile the supply of money is also controlled in
order to stabilise the money supply. (see Figure 2)

This apparent decreasing interest rate was the impact of government
policies in financial sector. However as the crisis is a multi dimension one, the
lowering interest rate did not caused the housing market worked well. Thus,
to reduce the burden of the developers who develop simple houses, in
April2001 (Kep.0 /K. KKSK/04/2001) the government made a policy which
enable developer who develop simple houses to cut up to 50% of their debt,
However, at the same time the government also reduce the subsidy for simple
house almost 50 %, from Rp. 956 billion in 2000 to Rp. 479 billion in 2001
(Simanungkalit, 2002) and as part of the IMF agreement, Bank Indonesia (BI)
liquidity funding for housing loan (KPR) subsidies was ceased and the
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Ministry of Finance had to carry the subsidy on its budget. It is supposed to
be phased out by 2004.This means that in 2002 the government could
subsidies the consumers of very simple house type 21 only for two years. This
new policy would have impact in the housing market particularly the simple
and very simple housing because the consumers has to get housing loan with
market rate interest, which is beyond their affordability.
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iV. THE EFFECTIVENESS OF THE INTERVENTIONS

What should be noted here is that all the government effort, if any. to
recover the housing market is done in a condition that is not differ from that
of the old ‘new order”. Corruption remains at the public concerns. In 2000
Indonesia was at 85" on the list of the country in relation with corruption
incidences as surveyed by Transparency International
(http://www .tranparency.org/ cpi/2001/cpi2001.html) In 2001 the position is
even worst. It listed at the 88" out of 91 countries surveyed. The macro
cconomic indicators also show un promising situations, it is said that in longer
term perspective, the cumulative impact of the crisis on Indonesia’s growth
has been significantly greater than that for others countries in the area, except
Thailand. (Athukorala, 2002). Politically, the condition is also still uncertain,
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within four years after the collapse of Suharto regime, three presidents have
been in the Indonesian administration with a harsh transfer of power.

Although the spirit of the reformation era was to tackle down corruption
problems, nevertheless, the new administration is unlikely to be less corrupt
than the previous one (Dick, 2001). No hard evidences, that the public
intervention in housing market now is contaminated by cronyism, collusion
and corruption, however, as [BRA manage such a huge amount of
government’s assets. IBRA may have attracted for corruption. And as
Redway (2002) said: Since IBRA lacks the operational expertises to manage
the assets under its control, it must continue fo rely upon the former owners
and management loyal to the former owners. Such a condition could open for
lobbies which will benefit the former owner.

The creation of IBRA is not directly intended to recover the housing
market, it is much more intended to recover the banking sector which in turn
it is hoped that the housing market will get the benefit from the recovery of
banking sector. Critics have been addressed to this IMF’s promoted
programme. Mostly blamed IMF for not properly analysing the nature the
cconomic and political problems of Indonesia. (For instance. Rachbini, 2001).
If the ‘culture” of lobbying and corruption were stili intake, what ever the
poticy of the government are, they would always fail. A prominent business
magazine “Investor™ in its article reporting that there is a possibility that the
debtors of the non performing loans which their assets are under the
management of IBRA will get their own assets in much cheaper price.
(Investor, July 2002). This will hampered the just and fair and sound housing
market.

The financial policy that has direct impact on the housing market is the
correction on the banks interest rate. If the interest rate is low, it will induce
more investments in the housing and could attract potential individual lenders
to buy house in a loan scheme. The policy that reducing housing loan subsidy.
as insisted by IMF, has burdened the low-income people to buy house so that
the construction of simple and very simple housing are far away from the
target set by the government. Up to October 2002 only 23.123 units were
constructed out of 130,000 units targeted. (Properti Indonesia, December
2002). A Recent housing studies in Indonesia (Hoek-Smith, 200{) reported
that the high interest-rates (20 percent) and high down-payment requirements
for mortgage lending will affecting the affordability linc of the low- income
people. Moreover, the borrower is constrained by the lack of down-payment
support for mortgage lending.

The latest available data on the transaction of housing shows an
unbalanced transaction between the simple housing and the large housing.
The data shows that the value of transaction and the absorption of house for
simple and very simple houses are still lower than before the crisis (See Table
2 and 3). The tables show that, although the total transaction is increase for



47% in 2002, which could be due to the inflation rate, the total housing unit
sold in 2002 is stifl 32% under the total housing unit sold before the crisis.

Even worst the tables also show that the market for simple and very
simple house ts not recover yet. It shows that the market absorption for simple
and very simple house is still decreasing, which implies that the majority of
the low-income people are still untouched by the intervention of the
government. Meanwhile, the medium and the large house have shown a trend
for recovery which perhaps is a-speculative move by large developer to gain
profit in near future. The table clearly shows that the policy is more effective
to push up the middle and large house for the minority people who could
afford to buy such types of house. White the majority, which is the poor,
could not afford to buy even for the very simple house.

Table 2. Housing Absorption by Market Segment in Indonesia 1998-2002.

. Change tn
Sold (unit) x 1000 .
Market Segment (unit Selling (%)

1998 | 1999 | 2000 | 2001 | 2002 | Total Yo 2001 20602

Very Simple hause-
8TN 422 13.3 1 283 9 5 88.8 17% 1 -79% | -B8%

Simple House -BTN{ 726 404 | 685 | 32.2 20 233.7 41% -56% | -72%

Other house - 8TN 8.5 1.5 5.6 182 | 276 51.4 1% | 114% | 225%
Simple House -

Private 15 14 1225 | 291 | 455 11259 | 22% | 94% | 203%
Medium House 5.4 45 | 69 8.7 9.4 36.2 5% 36% 1 4T%
Large House |14 13 1.9 23 2.9 88 2% 84% 1 107%
Total 146.1 | 753 | 135 | 99.5 | 110.4 | 565.8 | 100% | -32% | -24%

Source; PSPI(2002).

Table 3: Housing Transaction by Market Segment in Indonesia 1998-2002

Change in
Transaction {5}

1898 | 1989 | 2000 | 2001 | 2002 | Total %o 2001 2002

Transaction Value (1 Billien Rupiah)
Market Segment

Very Simple house-
BTN 2677 B597 221 623 35 8717 4%]  -330%| -38%

Simple House -BTN 789.20 51111 1187) 530.2] 3622 3379.2] 19% -49% 4%

Other house - BTN 2009 354 176] 6316 1073 21178 12% 68%| 94%
Simple House -

Private 472| 457.8] B03| 115G| 2025; 4907.91 28% 59%| 60%
Medium House 8711 581.3] 705 915.7] 1024; 4107.2| 24% 5%  35%
Large House 431.9] 310.5] 405 494.7 630; 2271.7 13% 13% 37%
Total 3032.8] 1993] 3496/ 3785] 5149 17455 100% 20% 47%

Source: PSPI{2002).



V. CONCLUSTON

Literature on housing market in developing countries mostly focuses on
the low-income segment of the market including that which is informal
{notably; Angel et al., 1983; Turner, 1967, 1972: Payne, 1977; Baros and van
der Linden. [990; Baken and Van der Linden, 1992). on the role of the
state/Government and the issues of access to land for the poor (Angel, et al..
1983; Durand, 1990; Farvaque and McAuslan, 1991: Devas and Rakodi.
1993), or on policy instruments for land management (Archer, 1992, 1994:
Devas, 1983, Yap and Angel, 1992; Dowall. 1991). it provides evidence that
there are many informal activitics and that the land development process can
casily be subverted 1o serve the interest of politically influential groups
(Dunkerley, 1983; Gitbert and Ward, 1985: Thirkell, 1994)

The lterature also suggests that the informal processes in land
development in developing countries may be the result of the immature
planning and housing policy instruments (Rakodi, 1996, Baken and Van der
Linden, 1992) This informality has been associated with those activitics in the
land development process which take place outside the legal system. {Angel et
al.. 1983). As noted by Jones and Ward (1994), the informal process often
means bribery, corruption, evasion of fegal restrictions and the arbitrary use of
power.

In indonesia this informal activities has influence the public intervention
in housing market. In the beginning it speeds the growing of the market. But it
is the informal activities that also caused the collapse of the market ereating
financial and political crisis. Now. four years afier the crisis. this informal
activities scem to be still intake in the relation between actors in housing
market.

Under these circumstances, whatever government policies will not be
effective and it will not achieve what it was intended. Not to mention that the
fact of the malter there is no integrative policies aimed to recover the housing
market. The government “s intervention by creating IBRA and lowering
interest rate benefit only small minority developers and ignoring the large
majority of low-income potential buvers.
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