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1. EXECUTIVE SUMMARY
Despite slowing world economic growth, according to the latest study by the World Bank
(2018), the Indonesia economy outlook will continue to be positive with the growth of around
5,27% in 2017. The Gross Domestic Product (GDP) in Indonesia was worth USD 1015,54
billion US in 2017, which represents 1,64 percent of the world economy. As one of the main
contributors to the economy, the construction industry has been for decades the engine of
National economic growth, contributing around 6% to the GDP. In the last decade construction
industry in Indonesia has enjoyed a relatively steady growth at roughly 5% per year, in
particular, boosted by the government spending, in the last five years, significant increase in
spending in infrastructure development has led to notable expansion on the size of construction
works in Indonesia. In 2018, it is estimated that construction will hit a record high of IDR 471
trillion or USD 32 billion, with 65% for civil infrastructure and 35% for real estate and building
constructions. From 2015 to 2019 the Government has allocated infrastructure spending up to
USD 95 billion, a significant increase from USD 65,5 billion from 2009 to 2014. In 2018, the
government has allocated IDR 410,7 trillion (USD 28,3 billion), part of USD 72 billion
construction investment, for national infrastructure spending, for 832 km new roads, 33 km toll
roads, 15,4 km of bridges, 8 airports, seaports and 639 km of railroads. The remaining budget
are allocated for local infrastructure spending. For 2019, these figures are up to USD 29 billion
and expected to continued growing for the next years.

2. MACRO ECONOMIC REVIEW & OUTLOOK
2.1 Overview of National Economy
Indonesia is the largest economy in Southeast Asia, and the fifth in Asia after China, Japan,
India, and Korea. As the fourth largest population country in the world, Indonesia is expected
to be one of the largest economic countries in the world. It is currently the seventh largest
economy with a USD 3,24 trillion GDP in terms of purchasing power parity. while currently
only placed 16th in the world, it is predicted that by 2030 Indonesian economy will expand to
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USD 10,5 trillion and become the fourth largest economy in the world, trailing China, India
and USA.
Table 1 The Top 20 World Economic Power

After fallen into a victim of Asian economic crisis in 1997, Indonesia economy is recovering.
Due in part to various politic and regulation changes, since its national reform in 1998, over
the last two decades Indonesian economy has shown great progress. The World Bank cites
its enormous progress on poverty reduction “cutting the poverty rate to more than half since
1999, to 10.9% in 2016.” Its GDP per capita at USD 3,875 is way higher than USD 857 in
2000. Indonesia, the fourth most populous nation is the seventh largest economy with USD
3,24 trillion GDP in terms of purchasing power parity. Amongst all sectors, agriculture
contributes about 14% to its GDP while industry and services add approximately 43% each
to its output.
2.2 Main of Economic Indicator
The strength of the economy is reflected by the dynamic of its sizes and growth. GDP in
Indonesia averaged USD 255,54 billion from 1967 until 2017, reaching an all-time high of USD
1015,54 billion in 2017. Despite increasing GDP volume, after reaching highest growth of
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6,4% in 2010, the economy tends to be slowing down and reaching its slowest point in 2015.
Boosted by government spending and private consumption, the economy seems to be
recovering since 2015 onward. It is estimated that by the end of 2018, GDP will worth USD
1070 billion, at a growth rate of 5,2%.
According to a study by OECD Development Center (OECD, 2018), in 2017 the Gross
Domestic Product (GDP) in Indonesia grew 5,1% from last year, worth 1015.54 billion USD,
which account to 1,64 percent of the world economy. The inflation was 3,61%, slightly higher
than previous year. In term of contribution to GDP, agriculture, forestry, and fishing sector
added 13%, while industry (including construction), added 43% of the value of GDP.
Construction sector continued to be the main contribution the GDP, only second after process
industry. Employment growth in construction sector contributes to 0,72% of GDP for the first
quarter of 2018.
Table 2 Main Economic Indicators

Figure 1 Indonesia GDP (USD billion)
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Table 3 Indonesia Economic Indicators

As shown in table 3, in the las five years GDP growth for construction sector is steadily
increasing, far higher than agriculture, forestry and fishery or mining sector which are
traditionally the main contributor to the DGP. On the second quarter of 2018, construction
sector has contributed 1,85% to GDP, only second after manufacturing sector (3,98%) and
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ahead of mining sector (1,45%). Not only from the government spending in infrastructure
development, the growth will also benefit from private consumption and better economic
indicators. With the growing number population of over 260 million and increasing sizes of
urbanisation, demands for infrastructure and building constructions will further contribute to
the GDP.

3. OVERVIEW OF THE COSNTRUCTION INDUSTRY
3.1 Construction Investment
Construction investment in Indonesia continued to be the largest in Asia, and significantly
leading amongst South East Asian countries. Rapid development in all industry sectors as
well as increases in domestic demands for public services, has driven the construction
investment.

Figure 3 Asia Construction Market Size (USD billion)
Construction investment in all sectors in have been growing steadily at roughly 5% per
year. The size of construction market has grown from USD 35,5 billion in 2010 to USD
64,2 billion in 2017. In public infrastructure alone, the construction market is estimated to
worth USD 72 billion in 2018, whereby approximately USD 32 billion will be government
spending for public infrastructure. In the last four years, under the current administration,
the government has extensively invested in various infrastructure projects, ranging from
local and regional airports, seaports, dams and irrigation, highways, bridges and toll roads,
as well as railways. Government, some with foreign loans, has also invested in building
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construction for education and health. Public infrastructure investment are part of the
government’s 5 years strategic development (2015-2019, which aims at spending up to IDR
3.386 trillion (USD 251 billion) for strategic infrastructure development and IDR 1.500 trillion
(USD 110 billion) for basic infrastructure programs.
Table 4 Types of Construction Investment in Indonesia (all sectors)
Construction

2010

2011

2012

2013

2014

2015

2016

2017

Building Works (USD billion)

10,573

12,055

13,127

12,314

13,635

13,764

17,195

18,890

Civil Works (USD billion)

18,838

22,423

24,203

22,476

24,762

24,896

31,757

35,279

6,082

7,207

7,636

7,033

7,689

7,667

9,286

10,063

35,492

41,685

44,966

41,823

46,085

46,328

58,239

64,232

Special Construction (USD billion)
TOTAL (USD billion)

In private sector, construction investments are mainly for infrastructures for energy, oil
refinery, transportation, toll roads, real estate and commercial buildings. Amid limited public
funding, to satisfy the growing needs for infrastructure, the government are encouraging
private sector to engage in public private partnership (PPP). Some notable private sector
investment includes Jakarta-Bandung Highspeed Rails, in the form of B-to-B between China
construction and railways companies and some state-owned companies of Indonesia.
3.2 Construction Companies
Compared to other countries, the number of contractors in Indonesia is extra-ordinarily high.
In 2016, the total registered construction companies were 141.959, whereby only 3% or 987
companies and 8% or 18.631 companies were categorized as large and medium,
respectively. The sheer number of small construction companies is indeed a particular
problem for the industry. Most of the small size construction companies are in critical
condition, unable to sustain in business, where the competition is extremely fierce. They only
accounted to less than 10% of the construction market. One of the reasons is because
infrastructure projects tend to be capital and technological intensive that are not favourable
for small contractors.
Table 5 Number of National Construction Companies - Contractors
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In the meantime, the number of national consultant companies remains the same in the last
four years, 7850, 8633, 9044 and 8093 companies for 2015, 2016, 2017 and 2018,
respectively.
Just as experienced by national construction companies, over the past three years, the
number of foreign companies registered and working in Indonesia has declined. however, the
diversity of countries that invest in Indonesia actually increases.
Table 6 Foreign Construction Companies.

China remains the country that have the most construction companies in Indonesia, followed
by South Korea and Japan. As requited by the regulations, foreign companies must establish
and registered as local business entity.

In 2017 there were 547 foreign construction

companies registered at the National Construction Service Development Board. However,
only 189 companies are actively in operation, whereas 358 companies have yet to re-register.
3.3 Construction Personnel and Labors
With the increment construction size, in the last 5 years, the total number of people working
in construction sector has increased. On average construction employs around 7% of the
national workforces. In 2017 over 1 million people employed permanently in construction,
whereas 7,6 million free labors contributed to almost 2 billion man-days of construction works.
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Table 7 Construction Workforces.

Despite the positive trend in the number of construction employment, the actual absorption
of labors in construction sector continued to decline. Statistic Indonesia recorded a lower
labor absorption in the first quarter of 2018 (7,06 million or 5,55%) from 8,14 million people
or 6,72 % in August 2017.
As required by Law no 2 on Construction Services, anyone wishing to work in the construction
must be certified and registered, and these include engineers and labors. The number of
registered construction personnel and workers are show in the following table.
Table 8 Registered Construction Personnel and Labors

.
In the last three years, the number of registered personnel and labors has increased
significantly from around 300.000 in 2015 to 567.000 in 2016 and decrease subsequently in
2017 and 2018. In addition, 53 foreign licenced engineer are registered in National
Construction Service Development Board.
3.4 Construction Cost
Changes in construction cost is shown in table 8, indicated by changes in construction cost
index. After a sharp increase in 2015, cost index is higher in the average of 2,5 point per
year
Table 8 Construction Cost Index (based: 2010, index 100)
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3.5 Construction Outlook
Though many are concerned over the effect of rate of exchange, low inflation and good credit
rating will continue draw investment to Indonesia Amid dynamic of global economy and
political situation in Indonesia, the construction industry is expected to continue to grow in
year to come. Owing to the solid economic foundation, prudent economic policy and strong
infrastructure investment, the construction will continue grow and contribute to the national
economy.
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