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UNLEASHING THE POTENTIAL OF THE INDONESIAN TIMBER LEGALITY ASSURANCE
SYSTEM FOR LEGALITY ASSURANCE, PERFORMANCE, AND GLOBAL COMPETITIVENESS.
Indonesia has responded to the timber certification obligation imposed by importing countries, particularly
the European Union, by implementing the Indonesian Timber Legality Assurance System (Susternz 1V erifikasi
Legalitas Kayn-SVLK). This study aimed to evaluate the impact of the SVLK policy on the state of the
Indonesian forestry industry and the performance of Indonesian wood goods, mostly plywood, in the
international market. Secondary data on Indonesian wood product exports, classified under HS Code 4412,
were utilized in this investigation. The analysis revealed that comparative advantage (RCA) analysis was
used to assess the competitiveness of Indonesian wood products, while panel data analysis was utilized to
assess the impact of the SVLK policy on Indonesian wood export performance. The implementation of
SVLK enhanced the value of Indonesian plywood exports; however, the increase was still relatively small
compared to other major exporting countries. According to the estimation results, the use of SVLK had a
positive impact on the Indonesian plywood trade in the international market. However, Indonesia's ability
to increase its market share was still critical so that the Indonesian plywood industry could maximize the
potential for expansion in demand for plywood.
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MENGGALI POTENSTKEBIJAKAN SISTEM VERIFIKAST LEGALITAS KAYU UNTUK JAMINAN
LEGALITAS, KINER]A, DAN DAY.A SAING GLOBAL. Indonesia telah merespon kewajiban sertifikasi kayn
yang diberlaknkan oleh negara-negara pengimpor, Rbhususnya Uni Eropa, dengan menerapan kebijakan Sistem Verifikasi
Legalitas Kayn (SV'LK). Tujuan dari penelitian ini adalah untuk mengevaluasi pengarnb kebijakan SVILK terhadap
kondisi industri kebutanan Indonesia dan kinerja produk kayn Indonesia, terutama kayn lapis, di pasar internasional. Data
sekunder ekspor produk kayn Indonesia dengan HS Code 4412 digunakan dalam penelitian ini. Analisis yang digunakan
adalah: Analisis revealed comparative advantage (RCA) digunakan untnk menilai daya saing produk kayn Indonesia,
dan analisis data panel dignnakan untuk menilai dampak kebijakan SVIK terbadap kinerja ekspor kayn Indonesia.
Penerapan SVIK meningkatkan nilai ekspor kayn lapis Indonesia, namun peningkatan tersebut masib relatif feci!
dibandingkan dengan negara-negara pengekespor utama lainnya. Berdasarkan hasil estimasi, penggunaan SV'LK berdampatk
positif terbadap perdagangan kayn lapis Indonesia di pasar internasional. Namun demikian, kemanpuan Indonesia untuk
meningkatkan pangsa pasarnya masih sangat diperlnkan agar industri kayu lapis Indonesia dapat memaksimalkan potensi
ekspansi permintaan kayn lapis.

Kata kunci: Espor, FLEGT-1"PA, Kayu Lapis, Sistem | erifikasi 1.¢galitas Kayn
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I. INTRODUCTION

Indonesia is the world's leading producer
of tropical timber (Prasada et al, 2022).
Investment in the forestry sector has increased
economic output, income, and employment,
but limited domestic raw materials, such as
logs, hamper export optimization and increase
dependence on raw material imports (Sahara et
al., 2022). Non-timber forest products (NTFPs)
can offer business diversification opportunities
in Indonesia to increase exports, primarily by
optimizing exports through products such
as resins, rattan, and honey (Hazari et al,
2023). Indonesia is ranked third in terms of
tropical forest area, trailing only Brazil and the
Democratic Republic of the Congo. Indonesia's
tropical timber has the potential to benefit the
economy. The tropical forests of Indonesia are
estimated to cover 109 million hectares (Sati
& Widyastutik, 2015). This area provides an
opportunity for Indonesia to utilize its forest
resources. In 2021, according to data from the
International Tropical Timber Organization
(ITTO), Indonesia could produce as much as
81,300 thousand m3 of timber (ITTO, 2024).
Sumatra is the largest producer of logs in
Indonesia, with a production contribution of
67.57% of Indonesia's total log production in
2023, followed by Kalimantan (17.73%) and
Java (12.70%) (BPS, 2024). Industrial plantation
forests (Hutan Tanaman Industri-HTT), which
accounted for 88.45% of Indonesia's total
timber production, contributed the majority of
the country's timber production (KLHK, 2023).
Most forestry products produced by Indonesia
are exported as various wood derivatives to
countries such as China, Russia, and United
States of America (USA).

The export value of Indonesian wood
products will reach US$ 4,9 billion in 2021,
with a market share of 3% in the international
market (Trade Map, 2023). This market niche
has positioned Indonesia among the top 10
exporting countries for wood products in the
international market. The most popular wood
product Indonesia exports to the international
market is plywood (Malau et al., 2022). Export
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contribution reached 43.44% of Indonesia's
total processed wood exports in 2023 (Trade
Map, 2024). Indonesia also exports several
other types of processed wood, but in relatively
small quantities compared to plywood, such
as chips and particles, pulp, sawn timber, and
wood charcoal (Trade Map, 2024). In 2023,
Indonesia's plywood exports reached US$
1,7 millions of all Indonesian exported wood
goods internationally. Plywood exports from
Indonesia are increasing worldwide (Trade
Map, 2024). This demonstrates the enormous
potential for Indonesian plywood exports.
Demand for plywood in the international
market is rising along with Indonesia's plywood
exports. This the
international plywood market's potential for

circumstance illustrates
growth.

While conducting international trade in
wood products, Indonesia always needs help
with various problems. One of them is the
issue of illegal logging. This issue has forced
Indonesia to ratify importing countries' policies
to ensure that Indonesian wood products are
produced legally and sustainably. Sustainable
forest management is important in supporting
high-quality wood production, strengthening
Indonesia's position in the global export
market (Dwiyanti et al., 2024). This condition
is also driven by an increased understanding of
environmental issues and the sustainable use
of natural resources among consumers. From
an environmental standpoint, the current state
of the world is quite concerning. Many plant
and animal species have vanished from the face
of the globe, while others are on the verge of
extinction (Klikovac-Katani¢c & Kosanovié,
2012). Therefore, consumers want the products
to have exceptional standards, such as eco-
labelling on wood commodities (Ekananda,
2017).

One of the
currently being implemented is the Forest
Law Enforcement, Governance and Trade
(FLEGT) policy. The FLEGT policy began to
develop after the implementation of the Bali
Declaration in 2001, a significant international

eco-labelling  policies
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agreement that aimed to address the issue of
illegal logging and its impact on global forests. It
is hoped that applying this policy would directly
protect exporting and importing countries of
forest products from crimes and damage that
occur in forest areas (Kunkunrat & Hariyadi,
2018). One of the regions that focuses on
the implementation of this policy is the
European Union. The European Union is very
serious about carrying out the results of this
declaration by developing various regulations.
The European Union, as an importing country
for Indonesian wood products, wants to ensure
that the wood products used by the European
Union are produced from legal forests and
sustainable production. In 2003, the European
Union launched the FLEGT Action Plan,
which oversees two major policies, namely
timber policy in the European Union and a
timber industry governance agreement called
the Forest Law Enforcement, Governance
and Trade-Voluntary Partnership Agreement
(FLEGT-VPA).

The implementation of this FLEGT-VPA
is in the form of a voluntary partnership
agreed upon by each country in enforcing
laws, governance, and trade standardization
instruments (Kunkunrat & Hariyadi, 2018).
The primary purpose of this strategy is to
improve forestry sector industry governance
and provide certainty for timber and wood
products imported into the European Union
based on partner countries' policies. In addition,
FLEGT-VPA has several other objectives,
namely regulating the production of sustainable
forestry products, improving the economy
of communities around the forest (Erbaugh,
2019), fighting illegal logging (Maryudi, 2017)
and increasing timber trade (Giurca et al,
2013). In 2009, Indonesia began the process
of ratifying the FLEGT-VPA policy with the
Indonesian SVLK policy as Indonesia's effort
to improve forest governance, reduce illegal
logging practices, build a brand image of legal
and sustainable Indonesian timber products, and
increase the competitiveness of wood industry
products in Indonesia (Ekananda, 2017). Unlike

FLEGT, SVLK is a mandatory policy for every
industry. SVLK implementation in Indonesia
involves the Ministry of Environment and
Forestry (MoEF) on the upstream side,
responsible for overseeing the legality of wood
production, and the Ministry of Trade on the
downstream side, responsible for regulating
the trade of wood products (Suryandari et al.,
2017).

The SVLK policy is expected to be a
the trade
process. Importing countries' certification
obligations, particularly those imposed by the

counterbalance in international

European Union, can have positive and negative
consequences. Implementing this policy has
positively impacted Indonesian  plywood
products' competitiveness and market access
internationally. However, the implementation
of this policy can be classified as one of the
non-tariff barriers (Ekananda, 2017; Khaligi
et al., 2018). This study aims to investigate
the impacts of the SVLK policy, implemented
as a result of the ratification of the FLEGT-
VPA policy, on the Indonesian forestry sector
and the international market performance
of Indonesian wood products, particularly

plywood.

II. MATERIAL AND METHOD
A. Types and Sources of Data Study

This analysis relied on secondary data
from 2002 to 2021. Data were acquired from
various sources, as detailed in Table 1. This
study will concentrate on plywood, Indonesia's
most significant export commodity in the
international market (52%), with HS Code
4412. In Indonesian, wood species used for
plywood production include surian (Toona
sinensis), jabon (Anthocephalus cadamba), gmelina
(Gmelina arborea), manglid (Manglietia glanca),
rubber wood (Hevea brasiliensis), and sengon
(Paraserianthes falcataria) (Sutrisno et al., 2020).
The data used is Indonesian export statistics,
with the five leading export destination nations
for Indonesian plywood in the international
market accounting for 80% of the market,
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namely Japan, USA, South Korea, Malaysia,
and Saudi Arabia. The competitiveness of
Indonesian plywood was assessed by comparing
its export performance to that of the five
major exporting countries for plywood in the
worldwide market, namely Canada, China,
Germany, and Russia.

B. Method of Data Analysis

Analysis of  Revealed
Advantage (RCA)

RCA was employed as an analytical method
in this study to examine the competitiveness of
Indonesian plywood in the international market.
RCA demonstrated the comparative advantage
of forestry sector products. Most importantly,
RCA demonstrated the competitive advantage
of plywood goods by comparing the export
value of Indonesian plywood to 5 (five) other
plywood exporting countries. Balassa (1977)
explains who was responsible for developing
RCA. The relative commodity competitiveness
index, or RCA, measures a nation's overall
standing in the global market for specific goods.
The ratio of an exporting nation's market niche
to total global exports is called the relative
competitive advantage (RCA). Calculating RCA
requires utilizing the following formula, which
may be seen below (Jamil, 2019; Lindung &
Jamil, 2018; Supriana et al., 2022):

Comparative

RCA; = Yo, /%,

Table 1. Sources of Research Data
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In the current scenario, X, is the export value
of j product in i nation or region; x is the entire
export volume of all products in i country or
area; XWi is the global output of j product; and
X is the global export value of all products.
The RCA index can be interpreted as follows:
if the RCA wvalue is greater than 2.5, then the
competitiveness of Indonesian plywood is very
strong; if the RCA value is between 1.25 and
2.5, then the competitiveness of Indonesian
plywood is strong; if the RCA value is between
0.8 and 1.25, then the competitiveness of
Indonesian plywood is moderate; and if the
RCA value is 0.8, then the competitiveness of
Indonesian plywood is non-existent (Wang,
2015).

Analysis of Panel Data

The method of causal analysis known as
panel data regression uses both cross-sectional
and time series data. A more precise estimation
can be obtained using panel data regression
analysis (Gujarati, 2011). A panel data
regression analysis was utilized from 2002-2021
to investigate the impact of the SVLK policy
on the trade of Indonesian plywood on the
international market. This market comprised
five major export destination nations: Japan,
USA, South Korea, Malaysia, and Saudi Arabia.
The following is an example of the data panel
model that was created:

InEX;; = By + B, InGDPI; +8. InPOF; + f;InERy;;
ByInCOT; \B.D SVIK +&5  woem @

No. Data Types of Data Sources of Data
1. Indonesian Plywood Export Ratio UN Comtrade
Value
2. Importer Country GDP Ratio World Bank
3. Population Ratio World Bank
4. Exchange Rate Ratio FX Sauder
5. Trading Fee Ratio UNESCAP
6.  Competitiveness (RCA) Interval Processed by authors
7. SVLK Policy Nominal Indonesian Ministry of

Environment and Forestry
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Where:

EX;;+ : Indonesian exports to main importing
countries (in millions of US dollars) in
natural log (In)

GDPI; : Importing countries” GDP (millions of

US$) in natural log (In)

: Importing countries’ population (people)

in natural log (In)

POP;

ER;; : The real exchange rate of the exporting
countries against the importing country's
currency (Rp/LCU) in natural log (In).

COT;
incurred by importing countries to carry out
trading activities between countries (US$) in

natural log (In)

: Cost on Trade is a cost that must be

D _SVLK: Dummy SVLK policy implementation
(0: Not yet implemented; 1: Already
implemented)

By Constants/ intercepts
B1.655, B3, Bs. 85: Estimated Parameters

£ : Error term

IV. RESULT AND DISCUSSION
A. Result

Indonesian plywood exports to the foreign
market grew in value (Figure 1). Indonesia's
plywood exports increased in pace with the
global demand for plywood. Indonesian
plywood exports had a 3% market share in 2021,
with a total export value of US$ 4,9 billion. As
a result of this good trend, Indonesia's plywood

200

120

World Export Value (US$ Billion)
- .
3

exports presented a chance for the country to
expand its market niche in the international
market. The obligation to fulfil the SVLK
standard for timber products began with the
Minister of Forestry’s Regulation on standards
and guidelines for assessing forest management
performance and timber legality verification in
20009.

These provisions
with the standards, criteria, and indicators of
sustainable production forestry and timber
legality for Timber Utilisation and Industrial
permit holders. The regulation applies to large-
scale timber harvesting and industrial permit
holders, and small-scale or community forestry
operations (Astana et al., 2014). As seen after
the SVLK policy was implemented in Indonesia
(in 2009), the export value of Indonesian
plywood continued to experience a relatively
significant  increase to before
the implementation of the SVLK policy in
Indonesia. This indicates that implementing the
SVLK policy can catalyse trade in Indonesian
plywood on the international market (Neupane
et al,, 2019).

Furthermore, the the
implementation of the SVLK policy on the
plywood trade in Indonesia was examined
further by comparing the competitiveness of
Indonesian plywood to that of the five central
plywood e xporting countries in Indonesia
(Figure 2). According to the RCA findings,
Indonesia's competitiveness declined from 2002

require  compliance

compared

influence of

w
Indonesia Export Value (US$ Billion)

mmmm \World Export — ======Indonesia

Figure 1. Indonesian Plywood Export in the International Market (Trade Map, 2023)
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Figure 2. Competitiveness of Indonesian Plywood with Other Main Exporting Countries
(Trade Map, 2023)

to 2011. This decrease in competitiveness is due
to the increasing attention of global consumers
and producers to green products, which
encourages the developmentof environmentally
friendly manufacturing. Consumer attention
to green products is growing in various
countries with programs such as EU-Ecolabel
in Buropean Union countries, Environmental
Choice in New Zealand, EPA Energy Star in
the USA, and EcoMark Africa in Africa (Razif
& Persada, 2016). While Indonesia's SVLK
policy only began in 2009 due to the slow pace
of stakeholders in Indonesia in formulating the
timber legality definition, the SVLK policy in
Indonesia still needs to be implemented (Prasada
et al., 2022). As a result, Indonesian products
are considered environmentally unfriendly,
and their competitiveness has decreased. On
the other hand, Indonesia's exports have also
decreased due to the reduction in Indonesia's
timber production in the early 2000s (Sari &
Widyastutik, 2015).

Establishing Indonesia's SVLK policy in
2009 was expected to boost the competitiveness
of Indonesian plywood in the international
market. This was not optimally realized since the
implementation of the SVLK policy; Indonesian
plywood's competitiveness increased until 2015.
The competitiveness of Indonesian plywood
thus tended to be poor from 2016 to 2021. This
scenario suggests that the SVLK strategy has
not considerably increased the competitiveness
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of Indonesian plywood in the international
market. Other exporting countries, such as
Canada, experienced a favorable trend in
competitiveness. A positive trend in a country's
competitiveness suggests that the exporting
country was able to develop new markets and
capitalize on rising demand in international
markets.

The reductionin Indonesia's competitiveness
was caused by an increase in the price of
Indonesian plywood on the international market
(Widyastutik & Arianti, 2014). As a result, in the
wortldwide market, importing countries sought
alternative exporting countries for plywood.
The rise in the selling price of Indonesian
plywood resulted from a policy requiring
SVLK for all Indonesian wood products
exported. The export price of SVLK-certified
processed wood products is 7 % higher than
that of similar non-certified products (Aziz &
Adrisson, 2020). This assertion is backed by
UN Comtrade (2023), as seen in Figure 3.

Impact of SVLK Policy on Indonesian
Plywood Trade

The impact of the SVLK policy was
assessed using panel data collected from 2002
to 2021. This data included cross-sectional
information from Indonesia's five primary
export destinations: Japan, USA, South Korea,
Malaysia, and Saudi Arabia. During the analysis,
various models were evaluated to determine
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Figure 3. International Market Price of Indonesian Plywood (UN Comtrade, 2023)

Table 2, Estimation Results of the Random Effect Model

Variable Coefficient Std. Error t-Statistic Prob.
Ln IMGDP 0.857707 0.064218 13.35627 0.0000*
Ln POP -0.264880 0.072045 -3.676621 0.0004*
Ln EXRATE -0.271947 0.041797 -6.506377 0.0000*
Ln COT 1.279000 0.189995 06.731770 0.0000*
DUMMY_SVLK 0.321317 0.132346 2.427852 0.0171*
C -5.559096 1.920132 -2.895163 0.0047
R-squared 0.806112 Mean dependent var 18.62463
Prob(F-statistic) 0.000000

Note: Sig. 0.05

the best fit. Specifically, the fixed effects model

(FEM), common effects model (CEM), and

random effects model (REM) were considered.
The analysis included six variables:

* the value of Indonesian plywood exports to
each importing country (EX)

e the GDP of the
(IMGDP)

e the population of the importing country
(POP)

* the exchange rate (EXRATE)

* the cost of trade (COT)

* a dummy variable for the SVLK policy
(DUMMY_SVLK)

To compare the CEM and FEM, the Chow
testwas employed, resultingin a p-value of 0.000,
indicating that the FEM model was superior to
the CEM. Additionally, the Hausman test was
conducted to compare the FEM with the REM,
yielding a p-value of 0.1039. This suggests that
the REM was the most appropriate model for

importing country

the data. Thus, the Random Effects Model
estimation was adopted for the analysis in this
study.

B. Discussion

Table 2 presents the estimated impact of
the SVLK policy on Indonesian plywood
commerce. All of the variables investigated in
this study can show the effect of the SVLK
policy on Indonesian plywood exports to
overseas markets. The GDP wvariable for
importing countries describes the economic
position of the importing countries. According
to estimations, the GDP of the importing
countries would have a beneficial impact on
Indonesian plywood exports in the international
market. According to the parameter coefficient,
a 1% increase in the importing country's GDP
increases Indonesia's exports by 0.857%. This
is because an increase in a country's GDP
promotes demand in importing countries
(Ardiyanti & Saputri, 2018; Lubis, 2010).
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Both the population and the exchange rate
harm Indonesian plywood exports on the
international market. The population does not
significantly affect the demand for plywood
exports, despite the decline in furniture
production and home construction using
plywood, even as the population in importing
countries, such as the United States, continues
to increase. The demand for plywood in the
United States also starts to decrease with an
increase in the demand for lumber, veneer,
and flooring (Luppold & Bumgardner, 2016).
Furthermore, if the value of the Indonesian
rupiah increases, the price of Indonesian
products will be greater than that of plywood
from other exporting countries (Ginting, 2013;
Malau et al., 2024; Purba & Magdalena, 2017).

The estimation results, on the other hand,
demonstrate that an increase in trade costs
will raise the trade value of Indonesian wood
products in the international market. According
to the estimation criteria, a 1% rise in trading
expenses raises the transaction value by 1.29%.
'This is because Indonesia, one of the world's
top timber exporters, has a comparative
advantage over other exporting countries.
Consumers favor Indonesian wood goods over
those from other exporting countries because
of the distinctive qualities of Indonesian wood,
which comes from tropical forests and is of
high quality. Indonesia has been a major source
country for plywood products since the 1990s,
with the majority of its production originating
from the tropics, thereby distinguishing it from
products from other countries, such as Taiwan,
whose product materials are derived from
temperate species (Luppold & Bumgardner,
2010).

The estimation results also revealed that the
SVLK policy positively impacted international
trade in Indonesian plywood. The estimation
results show that the implementation of SVLK
will increase exports of Indonesian wood
products by 0.321% compared to the absence
of SVLK. This suggests that a certification
policy would allow the country to increase
consumer trust in its products. SVLK legalizes
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forest products and encourages business actors
to conduct reforestation using reforestation
funds collected from SVLK fees paid by
plywood industry players in Indonesia.

The adoption of SVLK has become a
gateway for timber products in Indonesia to
access the European Union market. Without
the SVLK, wood products
European Union market must undergo due
diligence regarding their origin (Maryudi,
2017).
schemes

entering the

In general, voluntary certification
implemented the EUTR-
required provenance test procedures, including
information collection, risk assessment, and
hazard prevention (Saunders, 2014; Trishkin et
al.,, 2015).

Following the 2001 Bali Declaration to
eliminate illegal logging and indiscriminate
processing of forest products, FLEGT-VPA has
become a significant EU initiative (Jose, 2021).
Even though the terms of an FLEGT-VPA
are voluntary but legally binding in perpetuity,
Indonesia and the European Union still have

have

a few non-synergistic areas of coordination
where market participants are not sufficiently
informed (Lung, 2018). Nonetheless, Indonesia
and the European Union maintained the
reciprocity of their cooperation, as evidenced
by the implementation of the Indonesian
SVLK, which aims to ensutre the administration
and legality of imports of forest products, as
well as best practices (Jose, 2021).

Certification for forest management is
intended to forest
through market-based incentives (Mayers et
al., 2002). It is based on evaluating foreign
management's and
economic elements (Parajuli et al., 2017).
It has also been demonstrated that SVLK
implementation

enhance management

social, environmental,

can increase community
participation, transparency, and accountability
within the forest management system (Kandel,
2007). Since SVLK was implemented in 2009,
Indonesian government regulations governing
the legality of wood products have been updated
several times. The latest policy is contained in

the Regulation of the Minister of Environment
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and Forestry Number P.30/MenLHK/Setjen/
PHPL.3/3/2016 concerning Petformance
Assessment of Sustainable Production Forest
Management and Timber Legality Verification
in License Holders, Management Rights, or
Forest Rights. In 2020, the SVLK policy was
declared invalid by the stipulation of Minister
of Trade Regulation Number 15 of 2020
concerning Export Requirements for Forestry
Industry Products. Finally, the SVLK policy
returned to force after Minister of Trade
Regulation Number 45 of 2020 revoked the
regulation and restored Indonesia's timber
export policy by Permendag No. 84 of
2016 concerning Export Requirements for
Forestry Industry Products (Ma'ruf, 2021).
The Ministry of Environment and Forestry
issued decree no. 1179/MENLHK/PHPL/
HPL.3/11/2021 on Determination of SVLK
Marks and Decree No. 9895/Men.LHK-PHIL./
BPPHH/HPIL..3/12/2022 on Standards and
Guidelines for Implementing the Verification
and Sustainability System.

V. CONCLUSION

The implementation of the SVLK policy, as
part of Indonesia's FLEGT-VPA ratification
process, has notably affected the country's
primary plywood export within the international
This policy has contributed to
enhancing the value of Indonesian plywood

market.

exports, reflecting improved performance in
this sector. However, it is important to note that
the growth rate of Indonesia's plywood exports
has not kept pace with that of other major
exporting countries. Consequently, the revealed
comparative advantage (RCA) value, which
indicates the competitiveness of Indonesian
plywood, remained negative following the
introduction of this policy, primarily due to
rising selling prices in the global market.
Estimates suggest that the SVLK policy
has the potential to positively impact the
international trade of Indonesian plywood.
for the
Indonesian plywood industry to focus on

However, it remains imperative

increasing its market share to leverage its
growth potential in plywood demand fully.
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