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I.
Theoretical Principles

The principle underlying this report is that the distribution of Indonesia’s timber resources, as well as the policies governing those resources, are shaped by the vast amounts of above-normal profit, or “economic rent,” that can be earned from the harvesting and exporting of timber.  Any firm making above-normal profits is said to be earning economic rent. 

Economics distinguishes between two types of profit.  The first is normal profit, defined as the opportunity cost of a business, the minimum amount necessary to attract a business to an activity, and to induce the business to remain in it.  Normal profit is defined in this report as the level of profit which yields a 25 percent return on the total amount invested by timber concessionaires to extract wood from the forest.  Any profit over that amount is defined as excess profit, or economic rent.

According to economics, 100 percent of economic rent may be captured by a government through taxation without having a deleterious effect on the competitiveness of the companies paying taxes.  But in Indonesia, the government has typically captured only a small portion of the economic rent in the timber sector through timber fees and corporate taxes.  The remainder of the economic rent in the sector has been pocketed by integrated timber concession-plywood companies, or transferred by them, usually in an under-the-table fashion, to their political patrons.

Economics holds that firms have the ability to earn above-normal profit, or rent, in the event that either of two conditions are met.  First, rent can be presumed to exist in all situations of imperfect competition.  Second, rent can be earned in conditions where there are barriers to entry.  Both of these hold true for the Indonesian timber industry.

Conditions of imperfect competition exist in Indonesia’s timber industry because it is a producers’ oligopoly, combined, until recently, with a sellers’ monopoly.  The industry has a producers’ oligopoly because five private firms control about thirty percent of the nation’s timber supply.   The industry also had – until about a year ago - a sellers’ monopoly because the export and sale of plywood, the nation’s most important forest product, was controlled by the coercive Indonesia plywood producer’s association, called Apkindo.

Barriers to entry also characterize the industry.  Any firm that wishes to harvest timber needs a license from the government.  However, such licenses are exceptionally difficult to come by.  Those seeking licenses are far more numerous than those who receive licenses. The need to buy machinery is also a barrier to entry.  Oligopolistic conditions within the industry, as well as barriers to entry, continue to ensure that rent is generated from the harvest of tropical timber in Indonesia. 

The timber industry has enjoyed particularly generous and sustained rent earnings.  The ITFMP has researched this phenomenon for over half a decade.  We estimate that the rent that can be earned by a timber company from exporting a cubic meter of tropical roundwood at current prices and export tariff levels is US$30. This finding is shown in the following table.

Table 1.1
Rents available from the sale of a cubic meter of Indonesian roundwood at current world prices (all figures in US$) 

Assumed Export Tariff on Roundwood (%)
Cost to Producer of Extracting Roundwood
Government Share of Rent
Rents Uncaptured by the Government

30
24
50
26

20
23
46
30

10
22
42
35

0
21
38
40

Notes related to above table:

The above table assumes a world price of US$100 for a cubic meter of Indonesian timber.  This price represents an average of the prices of red meranti (which sells for US$125/m3) and mixed hardwoods (which sell for US$75/m3).  

The table produces a series of calculations based upon what was until recently the roundwood export levy of 30%, the current levy of 20%, the projected year-end levy of 10%, and no export taxes at all.  

The numbers used for cost to producer include a profit rate of 25%, a discount rate of 25%, and an interest rate of 25%.  

Government share of rent includes revenues not only from export tariffs, but also from corporate tax, forestry royalties and reforestation fees.  

All figures in the table were calculated using the ITFMP’s Forest Concession Model (Scotland and Whiteman 1997a).

While the rents that could in theory be earned from the sale of Indonesian roundwood are huge, it should be pointed out that in reality Indonesian log exports have been forbidden since 1985.  Between 1985 and 1992, if timber companies wished to export forest products, they did so by primarily by selling rough sawn timber or plywood.  Then, since 1992, the government rendered the export of rough sawn timber impossible through the erection of a more-than-100 percent sawn timber export tax.  Throughout the 1990’s, plywood has been the main export option available to the Indonesian timber industry, although moldings and pulp exports have taken on a growing importance over time.  

However, before the onset of the monetary crisis, the economic rent that could be earned from the export of plywood did not all go to plywood manufacturers.  Some was raked off by Apkindo, the Indonesia plywood producers association.  The amount that did go to plywood manufacturers is shown at the bottom of the following table, while the amount that went to Apkindo is designated as “Association Fees” and “Marketing Fees.” 

Table 1.2
Rents available to plywood exporters before the krismon
Factory Costs

Labor  

Salary

Glue

Energy

Additional Materials

Buildings

Machines and Tools

Overheads

Association Fees

Total
8,060

11,844

54,144

10,551

89,770

775

21,972

32,571

11,562 

241,251

Office Costs
General Costs

Marketing Fees

Overheads

Total
7,144

42,981

282

50,407

Roundwood Costs
540,500

Total Costs
832,158

FOB Price of 1 m3 Plywood
989,937

Depreciation
51,888

Interest
46,706

Remaining Potential Resource Rent (Total Costs minus FOB Price) in Rp
59,185

Remaining Potential Resource Rent (Total Costs minus FOB Price) in USD
25.18

Remaining Potential Resource Rent per m3 of Roundwood (USD/m3)
12.59

Factory Costs and Office Costs are derived from Scotland and Whiteman 1997b, Table 6.3, page 24 (excluding figures for “Factory Costs – Operating and Maintenance” and “Office Costs – Other Costs,” which Scotland acknowledges were probably baseless figures).  

Roundwood Cost is derived from Scotland and Whiteman 1997b, Table 6.1, p. 23, using within group prices for two cubic meters of red meranti, the primary raw material input for Indonesian plywood.  Figures for Central Kalimantan are excluded, as the authors point out that they are anomalous. A log to lumber conversion ratio of 2:1 is assumed.  

Plywood Price is derived from Scotland and Whiteman 1997b, Table 3.2, p. 10, using export market prices, but excluding figures for Central Kalimantan. 

Depreciation figure assumes a plywood factory with machines costing US$26.5 million, which produces 80,000 m3 of plywood/year, and depreciates over fifteen years.   

Interest figure assumes that half of the cost of machines, US$13.25 million, is paid for through a dollar loan that charges 12% interest.  

Exchange rate is assumed to be Rp2,350/US$1.

Scotland and Whiteman 1997e, Table 4.6, p. 24, found that uncaptured resource rent from a cubic meter of plywood was even higher, $22.75.  The point is, much timber rent in Indonesia is uncaptured by the state.


The two foregoing tables show the extent to which Indonesia’s forest products sector has been a substantial rent earner.  As shown in Table 1.1, before 1985, if current prices and revenue rates are any guide, the export of raw logs earned exporters between US$26/m3 and US$40/m3.  

Then for over a decade between 1985 and 1998 - while the log export ban was formally in place - timber rents in the Indonesian plywood sector were largely divided between Apkindo and plywood manufacturers.  Table 1.2 shows that Apkindo captured at least US$15/m3 through association and marketing fees.  Assuming these fees were collected between 1985 and 1998 on an annual average of 6 million cubic meters of plywood exports, Apkindo captured US$1.2 billion in rent from these fees alone.

Even after Apkindo’s share of rent is taken into account, plywood manufacturers were still able to capture about US$12/m3 in rent, before corporate taxes, for every cubic meter of raw timber used for manufacturing that led to plywood exports.  
What the Table 1.2 does not show is that Apkindo also captured substantial rents downstream from the manufacturing process itself, from its shipping and insurance monopoly on plywood, and, it is alleged, from paying less to its members than the prices it charged to foreign buyers, and pocketing the difference (Pura 1995a, 1996).  For a more detailed treatment of Apkindo practices, see the discussion on Bob Hasan in Section III. 
Because it helps to explain the way in which timber resources were distributed in Indonesia, attention will be paid to the manner in which rents from selected timber companies, and by the plywood monopoly itself, were used to meet the political outlays and personal financial objectives of Indonesia’s former leader, President Suharto.

Political outlays are defined in this report as payments made by the former President in order to keep his supporters satisfied.  They included helping to finance the campaign expenditures of the ruling Golkar party twice every decade, and funneling national economic resources to - and therefore assuring the political loyalty of - powerful people in Indonesian society.  Many of these disbursements took place through the political and social expenditures of the former President’s 97 yayasan or “charitable foundations” (Time 1999: 23) but far more took the form of rent havens which were given to mostly Indonesian-Chinese businessmen who in turn passed these benefits along to key political supporters of the former President.  (This vast network is best described in Robison 1986).


However, what makes Indonesia particularly interesting - and what appears to set it apart from other nations – was the high degree to which former President Suharto was able to direct the flow of economic rent from most sectors in the economy (including timber) not only to political expenditures, but to himself and his family as well.  Estimates vary as to how much the Suharto family was worth by the end of the New Order era.  But the most recently published figure suggest that the former President, his children, and his relatives were able to amass US$15 billion (Time 1999: 16-29).


To summarize, two key concepts need to be kept in mind in attempting to  understand the distribution of Indonesian timber resources and the policies governing their use during the New Order period, and possibly beyond.  First, the production of raw and processed timber gives rise to a substantial amount of above-normal profits, or economic rent.  

Second, government officials in Indonesia tend to view economic rent not primarily in terms of how it can contribute to the development of the country, but rather how it can be used to assure their political longevity, and/or augment their personal financial holdings.  This in turn is due to the fact that Indonesia’s economy is not now, and never really has been, a capitalist economy like those in the United States and United Kingdom.  Rather, Indonesia more closely resembles a statist economy, where most major decisions with respect to the allocation of resources must be approved by senior officials.

The next chapter is a discussion of the methodology used in this study.

II. 
Methodology

The year 1995 was a high water mark for the Indonesian timber industry.  During that year 585 timber concessions were held throughout the country, and the price of Indonesian forest exports were strong.  But starting in early 1996, then-Minister of Forestry Djamaludin Suryohadikusomo began to revoke and reassign timber concessions to other uses.  

Because the area of concessions began to shrink in 1996, 1995 is used as a baseline year for the industry at its most robust.  This study examines the distribution of timber resources at mid-decade, and whether patterns of ownership changed in subsequent years, and if so, which companies lost or benefited.  


All the findings of this study are based on the output from a database designed by Dr. Adrian Whiteman, an economist with the ITFMP for many years. The database contains information on all known HPHs, and HPH-linked sawmills and plywood mills in Indonesia. The data on HPHs include name, location, the timber group to which they belong, and their total area. The data on mills include name, location, the timber group to which they belong, and the amount of roundwood the government says they are allowed to consume. 


The data entered into the database comes from the best available sources.  The first source was Profil Industri Pengolahan Kayu (Profile of the Wood Manufacturing Industry), published by the Direktorat Pemanfaatan dan Peredaran Hasil Hutan (Directorate for the Utilization and Distribution of Forest Products), located within the Direktorat Jenderal Pengusahaan Hutan (Directorate General of Forest Utilization) of the Departemen Kehutanan (Department of Forestry).  The publication shows the linkages between specific mills and HPHs in Indonesia and served as the basis of the database from which this study was produced.

The book was a valuable source of information, but had several limitations.  First, it was published in 1990, and is thus dated.  Second, it does not contain a full list of names of HPH-linked mills or HPHs. This is because the Direktorat Pemanfaatan dan Peredaran Hasil Hutan (PPHH) does not have direct access to such information.  For mill information, PPHH must rely on the Ministry of Industry; for HPH information, on another directorate within the Direktorat Jenderal Pengusahaan Hutan, Direktorat Penyiapan Pengusahaan Hutan (Directorate for Preparation of Forest Utilization).  Both the Department of Industry and Trade and the Direktorat Penyiapan Pengusahaan Hutan (PPH) recognize the value of the information they hold, and are not always forthcoming with information when PPHH comes knocking. 

The information contained in Profil Industry Pengolahan Kayu was updated using  Capricorn Indonesia Consult’s Company Profile:  Integrated Woodbased Industry in Indonesia (1994); and Pusat Data Bisnis Indonesia’s Forestry Indonesia (1994).  Considering the difficulty that must have been involved in obtaining the information contained in these books, it is quite exceptional that they were published at all, although their high price tags (just under US$1,000 each) resulted in their contents remaining unknown to all but a devoted and specialized readership. 

Information on mills and HPHs from Capricorn Indonesia Consult (CIC) and Pusat Data Business Indonesia (PDBI) was cross-referenced and harmonized with that from Profil Industri Pengolahan Kayu.  CIC and PDBI enabled us to identify hundreds of HPHs and mills that Profil Industri Pengolahan Kayu did not include, along with their corporate affiliations in many cases. 

It should be noted here that the ITFMP database organizes timber groups in a way that does not fit entirely with common notions of how these groups themselves are organized.  Indonesian timber conglomerates appear to do their best to hide their actual size from the public.  One tactic is for a company which has already acquired a number of timber concessions to spin them off to one or more family members, who then run these concessions under a different company name. 

This tactic has been used for some years in Burhan Uray’s Djajanti Group.  Sujono Varinata, Burhan’s son, initially ran the company’s eastern Indonesian operations, but now runs his own substantial timber company, the Budhi Nusa group.  On paper, Budhi Nusa is a separate entity from the Djajanti group, but in reality it is still a part of the latter group, and the Jakarta offices of all of Budhi Nusa’s HPHs are located within Djajanti headquarters.  This report combines their holdings for the purpose of calculating concession control.

This study also considers the two-concession Telaga Mas timber group as being included under the umbrella of the Barito Pacific conglomerate.  The Sumber Mas group was classified in this database as belonging to the Army.  The reasoning for this is that the Army’s Yayasan Kartika Eka Paksi and  PT. Tri Usaha Bhakti control minority or majority shares in virtually every one of Sumber Mas’s HPHs and mills.  Similarly, the Brata Jaya Utama group is classified as belonging to the national Police.  Sumber Mas is an Army company, and Brata Jaya Utama a national Police company (Indonesian Observer 1998).  Finally, this report considers the Jati Maluku group to be a part of the Bob Hasan group, and the Suharto family’s Harapan Kita Utama timber concessions as belonging to the Salim Group.  For the purposes of this study, “timber group” is defined as a company with more than one HPH.

Mutiara Timber (now Indonesia’s 19th largest concession holder) is operated and owned by the chief commodity buyer for the Salim Group (now Indonesia’s 12th largest concession holder).  But even though the two conglomerates do business together in the area of food commodities, it was decided to keep the two groups separate, largely because there appears not to be a large overlap of holdings between them. 

Once the process of constructing 450 inter- and intra-group mill-HPH linkages was completed, it was noticed that the database contained a large number of mills of unknown ownership linked to HPHs whose ownership was known, and an even larger number of HPHs of unknown ownership tied to mills of known ownership.

To accommodate this shortfall in information, unaffiliated mills and HPHs with supply or demand linkages to known groups were included in those groups.  The timber industry groups presented later on in this report are based on their supply and demand linkages, in addition to actual ownership, and are therefore in some cases slightly larger than they would be if they were determined on the grounds of ownership alone.

Due to this choice, approximately 200 additional inter- and intra-group HPH-mill linkages were identified.  Most of these appeared to confirm the importance of the major industry groups.  At this stage, only about 100 HPH-mill linkages outside the major industry groups remained in the database. The fact that approximately 650 out of the total of 750 HPH-mill links identified in the baseline study occurred within or between 64 timber groups suggests that there is a high concentration in the timber industry. 

A further difficulty stemmed from the fact that certain HPHs supply mills belonging to more than one industry group.  It was then decided that a single HPH could be attributed to more than one industry group with the areas of such HPHs apportioned equally between the mills it was known to supply. 

For example, Ratah Timber Company, a 125,000 hectare HPH belonging to the Roda Mas group, was listed as a supplier of both the Barito Pacific group’s Sangkulirang Bhakti plymill and Roda Mas’s own Tirta Mahakam plymill. It was therefore decided that the group affiliation for half of the Roda Mas HPH would be re-designated as Barito Pacific, with half remaining with Roda Mas.  

The group affiliations and hectarage of nine HPHs were partially re-assigned in this way from one group to another.  Four of the nine HPHs partially reassigned in this manner went to the Barito Pacific timber company.  The table below shows timber concessions whose hectarage has been, for the purposes of this study, divided between other timber companies and Barito Pacific as well as a single case where a timber concession belonging to the Air Force has its supply solely dedicated to Barito Pacific.  

Table 2.1
Timber concessions not licensed to Barito Pacific which partially or fully supply Barito Pacific mills

Name of non-Barito Pacific (BP) HPHs which supply BP mills
Group(s) to which the HPH is  licensed 
Total hectares of the HPH
Total hectares assumed  dedicated to Barito Pacific
Name of Barito Pacific mill supplied by the HPH

ITCI
Army
570,200
235,100
Sangkulirang Bhakti

Poleko Trading Co.
Poleko
56,500
28,500
Yurina Wood Ind.

Ratah Timber Co.
Roda Mas
125,000
62,500
Sangkulirang Bhakti

Green Delta*
Air Force
74,000
74,000
Yurina Wood Ind.

Yubarson Trading
Poleko
45,000
22,500
Yurina Wood Ind.

* While Barito Pacific officials maintain that Green Delta is owned by  the Air Force, company officials acknowledge that Barito is the only logging contractor for the concession, and the sole  purchaser of its output. Barito Pacific internal maps designate as a Barito concession Green Delta, the only timber concession on Morotai Island, located directly north of Halmahera Island in Maluku province.

A more common, although less complicated, problem were HPHs which supplied mills in other groups.  It was decided in such cases that, as long as the HPH from outside the mill's industry group had a sole-supplier relationship with the mill in question, the HPH would simply be re-assigned to the same industry group as the mill.  

For example, the Djajanti group’s mammoth Nusantara Plywood mill is supplied by thirteen Djajanti HPHs, and one Barito Pacific HPH (Sedia Mulia Utama). It was decided therefore that Barito’s Sedia Mulia Utama, and its entire 170,000 hectares would be re-assigned to the Djajanti group. The affiliation of a total of 24 HPHs were transferred in this manner from one group to another.

Again, the process of adjusting the database for HPHs which supply mills from more than one group, and for mills supplied by HPHs from more than one group resulted in a definition of industry grouping based not only on ownership, but on supply and demand linkages as well. The significance of these refinements is that they give a more accurate picture of  the total supply and demand for timber in each of the major timber groups.

Once these various data entry tasks were completed, the database was ready to run.  However, before assessing the supply and demand balance of the various timber groups, a final hurdle remained.  It became necessary to come up with a way to determine the amount of roundwood that each group’s HPHs were putting out.  One way to determine this would be to add together the total volume of wood entailed by each timber concessions’ annual cutting plan.  But such plans are not easily available.

ITFMP growth modeling studies in Indonesia’s forests indicate that sustainable production over an unlimited time horizon is equal to 0.8 to 0.9 m3/hectare annually.   Therefore, in theory, it should be possible to simply multiply the total hectarage of all Indonesia’s concessions by 0.8 to 0.9 in order to obtain the total annual roundwood output of the country.  However, according to the Department of Forestry’s official statistics, the total area of HPHs in Indonesia at mid-decade was 60 million hectares, while production from those same HPHs was only 22 million m3 (Statistik Kehutanan Indonesia 1994/1995: 5,7).  This suggests that a national multiplier closer to 0.4 would be in order.

Therefore, to estimate the roundwood output of each group, national forestry statistics were used to derive a series of “provincial multipliers” which could be used to calculate the average output per hectare for any given HPH, or any given province, in Indonesia.  This multiplier was calculated by taking the total area of HPHs in each province and dividing that number by total HPH roundwood production per province.  The results, including the multiplier for each province, are presented in the following table.

Table 2.2
HPH roundwood production per hectare by province, 1994/1995

Province
HPH area (in hectares)
Production (in m3)
Unit production (m3/hectare)

Aceh
1,834,100
982,301
0.42

North Sumatra
1,033,600
1,538,478
1.27

West Sumatra
561,900
200,332
0.32

Riau
5,032,858
1,919,563
0.17

Jambi
2,152,700
1,259,466
0.20

Bengkulu
352,900
196,997
0.28

South Sumatra
1,747,850
669,198
0.22

NTB
80,500
97,728
0.99

West Kalimantan
5,274,230
1,407,003
0.24

Central Kalimantan
11,152,564
4,680,811
0.36

South Kalimantan
1,217,950
355,301
0.26

East Kalimantan
12,770,215
4,700,111
0.30

North Sulawesi
676,650
194,575
0.29

Central Sulawesi
1,751,500
554,454
0.23

South Sulawesi
529,557
541,327
0.85

Southeast Sulawesi
651,000
187,524
0.24

Maluku
3,486,325
966,043
0.26

West Irian
9,734,770
1,774,355
0.17

Total
60,041,169
22,225,567
0.37

The table reveals a great discrepancy in HPH production between provinces.  For example, West Irian has a low average output of only 0.17m3/hectare.  This is due to the lower volumes of commercial species in the Australian flora found east of Lydekker’s line.  

Low levels of production elsewhere are less easy to explain.  For example, HPHs in once timber-rich Riau province produce on average only 0.17 m3/hectare.   This is, in all likelihood, the outcome of decades of forest clearing and unsustainable logging practices.  Concessions now have so little virgin forest left that the annual felling licenses cover relatively small areas and/or produce low volumes of timber.  

To summarize, a number of sequential steps were taken in order to determine how Indonesia’s timber concession holdings and mill capacities are divided between timber groups and provinces.  First, all known linkages between timber concession and concession-linked mills were entered into a database.  Next, the timber group affiliations of those concessions and mills were obtained from two authoritative private publications. 

Steps were then taken to smooth out the data.  Nominally unaffiliated concessions acting as sole suppliers to larger groups, and nominally unaffiliated mills acting as sole buyers from larger groups, were folded into those groups.  In the cases where it was claimed that two or more groups were affiliated with a given concession or mill, the output of that concession, or the consumption of that mill, was divided proportionally between the groups on whose behalf such claims were made.  

Finally, estimates were produced of the roundwood output of each concession, each timber group, and each province, based upon the use of a multiplier for each province.  These multipliers are listed in Table 2.2 above. 

By adding together the total estimated output of each concession in a group, a figure was arrived at of the total roundwood output of each timber group in Indonesia in 1995.  Similarly, by adding together the total hectarage of the concessions in a given province, and then multiplying that number by the multiplier for that province, a figure was arrived at for the total HPH roundwood output for each province.  

Knowing the raw material supply available from all timber concessions in each province, and then comparing that amount with the amount of raw material demanded by all sawmills and plymills in each province, gives us an idea of the probable contribution that each province’s sawmills and plymills made to the consumption of logs deriving either from legal but non-sustainable land-clearing, or from illegal sources at mid-decade.  Similarly, knowing the amount of raw material supply available to each timber group, and then comparing that amount to the raw material demanded by each group’s HPH-linked sawmills and plymills, gives us an idea of the probable contribution that each group’s sawmills and plymills made to the consumption of logs from either land clearing or illegal sources.  Timber group figures are conservative, as pulpwood consumption is not included.   Findings are presented in the following section.

III. 
Baseline Results:  1994/1995

A. Distribution of control of timber concessions


At the end of 1995, our study found that Indonesia had 585 timber concessions covering 62 million hectares.  These figures fit fairly closely with statistics published that year by the Department of Forestry which counted 565 concessions totaling 60 million hectares (Departemen Kehutanan, Sekretariat Jenderal dan Biro Perencanaan 1996).  In this section, we look at how concession holdings were divided amongst Indonesia’s various timber groups.  This section also looks at how timber concessions in each group correlate with the licensed plywood mill and sawmill capacities of each group, and each group’s ability to supply its own timber.  Finally, we look at the implications of the above for the supply and demand of timber in the country.

Indonesia’s timber concessions were divided amongst 64 timber groups, not including 98 concessions that were not a part of any timber group.  The following table ranks the concession holdings of these timber groups from largest to smallest.  The “Balance” column shows the net raw material deficit or surplus of each timber group, assuming that its sawmills and plymills were running at their full licensed capacity.

Table 3.1
Ranking of timber groups by HPH holdings, 1994/1995

Group
Number of HPHs
Area of HPHs (hectares)
Balance (m3)

Barito Pacific
68
6,125,700
-1,776,898

Djajanti
30
3,616,700
-1,049,268

Alas Kusuma
26
3,364,200
-1,351,823

KLI
21
3,053,500
-1,629,770

Inhutani I
1
2,422,000
718,258

Bob Hasan Group
12
2,380,800
-322,235

Korindo
15
2,225,000
-508,519

Surya Dumai
14
1,801,400
-433,543

Satya Djaya Raya
13
1,663,500
-243,123

Tanjung Raya
15
1,530,500
-639,320

Hutrindo
14
1,503,750
-849,861

Pakarti Yoga
6
1,376,000
-241,437

Uni Seraya
13
1,282,000
-650,020

Bumi Raya Utama
12
1,198,000
-901,094

Mutiara
5
1,179,000
-303,933

Salim
10
1,081,500
-931,625

Army
9
1,020,800
-506,536

Hanurata
4
949,000
29,030

Sumalindo
7
867,000
32,236

Kayu Mas
12
862,000
-438,167

Raja Garuda Mas
8
760,500
-1,074,035

Daya Sakti
8
742,000
-248,445

Iradat Puri
5
729,000
-665

Inhutani III
1
725,000
259,979

Inhutani II
3
704,000
154,379

Antang
9
685,000
-96,365

Benua Indah
6
634,000
-103,252

Yusmin Trading
7
629,500
-72,544

Roda Mas
8
618,500
-209,580

Dayak Besar
6
554,000
-175,344

Gunung Raya Utama
3
550,000
-352,506

Sinar Mas
6
526,000
-86,031

Kodeco
4
508,000
-907,984

Rimba Karya Indah
5
457,000
-347,383

Sola Gratia
6
445,000
-315,153

Dwima Manunggal
4
409,000
-139,736

Subago
3
398,500
32,928

Andatu
5
368,500
-44,897

Brata Jaya Utama
4
360,000
42,008

Kahayan
4
329,000
-188,024

Siak Raya
4
329,000
-259,101

Batasan
3
328,000
-50,673

Tanjung Johor
5
306,000
-237,353

Hendratna
4
286,500
-255,717

Loka Rahayu
4
278,000
-214,378

Katingan Timber
3
272,000
-50,871

Mujur
4
245,000
125,313

Sulwood
3
221,000
68,829

Kaboli
3
207,500
74,408

Sentosa Jaya
3
203,000
45,442

Rimba Ramin
3
189,000
-166,335

Giat
3
177,000
-80,529

Police
3
153,000
47,896

Sumber Kayon
2
141,000
-29,586

Kayon
3
125,000
-51,176

Medang Kerang
3
122,000
4,762

Segara Timber
6
118,000
34,994

Gulat
2
117,000
-60,935

Wijaya Kusuma
2
104,500
34,554

Jatirin
2
102,000
 -49,751

Hartati
3
94,750
-275,901

Surya Satria Timur
2
90,870
-129,415

Sari Hutan Permai
3
80,000
-46,164

Poleko
2
50,500
-187,638

Not in a group
98
7,558,900
-5,543,866

Total
585
62,534,370
-23,123,493

In 1995, the five largest private groups holding concessions were Barito Pacific, Djajanti, Alas Kusuma, Kayu Lapis Indonesia (KLI), and the Bob Hasan group.  Together, these five timber companies controlled 18 million hectares, or 30 percent of Indonesia’s total timber concession holdings of 62 million hectares. Inhutani I is a state-owned timber company, and is therefore not included in the following discussion of private timber companies.
What accounted for the concentrated timber concession holdings of Indonesia’s top five private timber groups?  The answer to this question depends on whether we are talking about those groups that are more or less political.  The more-political companies are the Barito Pacific and Bob Hasan groups.  These are well-diversified financial empires whose purposes were, and to some extent still are, to enrich the former President and his family, and to provide them with funds to dispense for the purposes of political patronage.  The Alas Kusuma and KLI groups are more straightforward timber companies, with little involvement in non-timber financial activities and few or no ties to the first family.  The Djajanti group may be thought of as an intermediate case.  We turn now to each of these five companies, starting with the more political ones.

Barito Pacific is the largest holder of HPHs in Indonesia.  The reason the  conglomerate was granted so many concessions was due, in part, to its willingness to provide shares and directorships in those concessions to members of the former first family.

Table 3.2
Barito Pacific timber concessions in which former first family members are either board members or shareholders

Name and province of Barito Pacific-linked HPHs
Size of the HPH (ha)
Name of board member or shareholder
Position in or % of shares held in company
Relationship to the former President

Barito Nusantara Indah, East Kalimantan
 95,000
Dr. Ibnu Hartomo
Komisaris Utama
Brother of now- deceased wife

Panambangan, Central Kalimantan
 65,000
Bernard Ibnu Hardojo
Direktur
Brother of  now-deceased wife

Sangkulirang Bakti, East Kalimantan
 110,000
Indra Rukmana
Presiden Direktur
Husband of eldest daughter

Note:  Sangkulirang Bakti’s operating license was withdrawn by the Department of Forestry because the concession had little timber left in it.  It is now in the hands of Inhutani I.

However, it is in the context of allowing the Barito Pacific conglomerate to possess the financial wherewithal to provide business services to the former first family that the conglomerate’s access to 68 timber concessions should be understood.  Detailing Barito’s ties to the former first family - on this and the next page - is an important undertaking because it demonstrates the extent to which rent from Indonesia’s forests was informally captured to meet the financial and personal objectives of the Suharto clan, rather than formally captured by the government.

The relationship between Barito Pacific and the former President got off the ground in the 1980’s when Barito bought the rights to 35 timber concessions belonging to other timber companies (PDBI 158-159).  Barito could not have secured the bank financing to purchase so many timber concessions had the former President not exerted influence upon a number of state banks.  Barito has taken loans from three of Indonesia’s six state-owned banks, Bank Bumi Daya, Bapindo, and Bank Dagang Negara.  Accounts differ as to whether Barito initially received state bank financing due to its strong balance sheet or its political connections but there is little doubt that the company’s political ties became more important over time, as in the case of the securing of a US$45 million subsidy from state-owned forestry corporation Inhutani II, and a US$550 million uncollateralized loan from state-owned Bank Bumi Daya, both in 1991 at the insistence of Suharto (Schwarz 1994: 141).  

Barito’s loans from Indonesia’s state banks are now so large that, according to a document reportedly leaked in 1994 by a joint Bank Indonesia-Ministry of Finance committee, Barito Pacific was the country’s single largest debtor to state banks, owing them Rp3.8 trillion at that time (Brown 1998: 5-6).  A more recent press report suggests that Barito has now slipped to the number three position in the queue of debtors to state banks, behind two of the former President’s sons (Jakarta Post 1999j).  The author’s own recent analysis of Indonesian Bank Restructuring Agency (IBRA) data suggests Barito is the sixth-most indebted conglomerate to Indonesian state banks.

Besides money borrowed from banks, Barito’s substantial concession holdings provided a continuous stream of revenues (Brown 1998: 8-9) that enabled it to pursue a broad range of business activities, mostly, it would seem, in partnership with the former President and his family.  

To begin with, in 1991 Barito helped the former President achieve his desire to be both a player, and chief arbiter, in the world of Indonesian high finance.  Barito provided around US$220 million to bail out Bank Duta, a bank owned by Nusamba, a holding company 80 percent controlled by the former President’s three largest yayasans (charitable foundations).  Another major timber conglomerate – the Salim group, Indonesia’s sixteenth largest concession holder at the time - matched Barito’s contribution million in the Bank Duta bailout (Schwarz 1994: 128; 141).

Barito also helped the former President to reign in the ambitions of the Astra group.  During the 1970’s Astra and Indonesia’s biggest corporate giant, the Salim group, were the two most important Suharto family-linked conglomerates in Indonesia (see Robison 1986).  While the Salim group has always remained close to the first family, Astra began to show increasing independence, a trend culminating in the decision of Astra’s Bank Summa to pursue a retail banking venture with cooperative banks linked to Gus Dur’s independent and secularist Nahdlatul Ulama movement.  When both Astra and Bank Summa were threatened with bankruptcy – due to currency trading losses by Bank Summa - former President Suharto reportedly asked Barito Pacific to bail out Astra, with a view toward being able to re-assert control over the conglomerate, this time through Barito Pacific’s Delta Mustika affiliate (Brown 1998: 10). The Salim group also contributed to the Astra bailout .

In addition to using the proceeds from its timber business to support the politico-corporate objectives of the former President, Barito has also used these funds to go into business with two of the former President’s children.  Barito’s US$1.1 billion Tanjung Enim Lestari pulp plant has given shares to Suharto’s daughter (and former Minister for Social Affairs) Siti Hardijanti Rukmana (a.k.a. Tutut) amounting to 15 percent (Brown 1998: 5).  Tutut also owns 36 percent of Musi Hutan Persada, the industrial pulpwood plantation that will feed the pulp mill.  Finally, Tutut and Prajogo have teamed up on a large sugar plantation in Sulawesi (Schwarz 1994: 141). 

The owner of Barito Pacific, Prajogo Pangestu, also has substantial joint business holdings with the former President’s son, Bambang Trihatmodjo.  Prajogo owned 50 percent of the former Bank Andromeda, while Bambang owned 25 percent.  The bank was shut down in part because – in violation of Indonesian banking laws - more than 20 percent of its loans went to its sister company, Chandra Asri, in which both Prajogo and Bambang hold shares.  Chandra Asri is an olefins facility which “cracks” naptha, an oil by-product, into ethylene and propylene, the basic building blocks for plastic compounds.  Chandra Asri holds the sole right to manufacture propylene in Indonesia, and is also

protected by a 40 percent import tariff.  The major buyer of Chandra Asri’s output is another Barito-linked company, Tripolyta, in which Prajogo is a 37 percent shareholder.  In what amounts to a sweetheart deal for Chandra Asri, Tripolyta is obligated to buy propolene from the company at 10 to 20 percent above the market price (Brown 1998: 11-12).  Chandra Asri now occupies the number four position on the list of debtors to Indonesian banks.


Barito continues to move in an agile fashion between business and politics.  A recent report says that of the Rp350 billion which the Golkar party spent in the June 1999 elections, nearly a quarter of that amount, or Rp80 billion, was a personal contribution from Barito’s owner Prajogo Pangestu (Cohen 1999: 17).  Pangestu is also alleged to have made a substantial transfer of funds to the personal bank account of former Attorney General Andi Ghalib, who before being asked to step down was investigating Pangestu for banking violations.  

The report turns now to a discussion of Bob Hasan, the owner of the second of two political timber groups that dominate the ranking of national timber concession holdings.  The reason Bob Hasan was granted so many concessions was due, in part, to his willingness to provide shares and directorships in those concessions to members of the former first family.  Members and associated businesses of the former first family serve on the boards and control shares in the following Bob Hasan timber concessions.  

Table 3.3
Timber concessions licensed to Bob Hasan group in which former first family members are either board members or shareholders

Name and province of  selected Bob Hasan HPHs
Size of the HPH (ha)
Name of board member or shareholder
Position or shares held in the company
Relationship to the former President

Alas Helau, East Kalimantan
152,000
Sigit Harjojudanto
Komisaris
Eldest son of the former President

Redjo Bumi Sari, East Kalimantan
  70,000
Siti Hardijanti Rukmana (Tutut); Sigit Harjojudanto; Probosutedjo
Komisaris; Direktur Utama; Komisaris Utama
Eldest daughter of; eldest son of; half brother of the former President

Santi Murni, East Kalimantan
 333,000
Hanurata; Redjo Bumi Sari
11% shareholder; 9% shareholder
Suharto family timber holding company; Suharto family argibusiness concern

Sumber Mari, East Kalimantan
 202,000
Sigit Harjojudanto; Bambang Trihatmodjo
10% shareholder;40% shareholder
Eldest and middle sons of former President

Again, in seeking to explain why Bob Hasan was given access to the fifth-largest private pool of timber concessions in the country, it is important not to overlook the fact that a steady stream of  income has accrued to the Suharto family over the years from its directorships and shareholdings in those concessions.   The Department of Forestry effectively acknowledged this when they announced the revocation of Alas Helau, one of the concessions in Table 3.3 (above), on the grounds that it had been controlled “jointly  by former president Soeharto’s children and their business associates and…because they were allegedly granted through corruption, nepotism and collusion” (Jakarta Post 1999n).   

However, it is equally if not more important to take note of the fact that Bob Hasan’s concession holdings have given him the ongoing financial wherewithal to provide business services to the former first family outside the forest products sector. The main vehicle for their shared interests was Nusantara Ampera Bhakti (usually referred to by its abbreviated name, “Nusamba”),  a Suharto family holding company.  Bob Hasan is the chairman, and a 10 percent shareholder in Nusamba.  The remaining shares of the Nusamba group are held by Suharto’s son Sigit Harjojudanto (10 percent), and the three largest and most prominent of the yayasans (“charitable foundations”) started by the former president, Darmais, Supersemar, and Dekab, which between themselves control the remaining 80 percent (Time 1999: 22).

The Nusamba group’s holdings include Bank Duta, whose shareholding structure mirrors that of  Nusamba itself (Time 1999: 22).  Hasan was one of seven directors of Bank Duta, but resigned that position in June, 1998.  Hasan (through Nusamba), Suharto’s second son Bambang Trihatmodjo, and the state oil company Pertamina also jointly control Bank Umum Tugu. 

Other Nusamba projects have included:  control of Indonesia’s tin plate manufacturing monopoly (Schwarz 1994: 141); a near-monopoly on the lucrative oil-sector indemnity insurance business, worth US$120 million a year in revenues, via the Nusamba affiliate Tugu Pratama Indo (Pura 1995a, Jakarta Post 1998g); 10 percent of the shares in Unocal production sharing contracts in two blocks off the coast of East Kalimantan - the national oil company Pertamina estimates that during the Suharto years, it entered into 159 contracts with companies owned by the Suharto family and friends (Jakarta Post 1998e); a 5 percent interest in Freeport Indonesia, whose copper and gold mine in West Irian is the world’s largest (Time 1999: 22).  

Nusamba was also used as the vehicle by the former President in his ongoing efforts to re-assert control over the Astra conglomerate.  Following by a few years the first Suharto-instigated buy-out of Astra shares with the help of Barito Pacific (as discussed in the final paragraph of page 15 of this report), the second Nusamba play was designed to prevent the quasi-independent cigarette magnate Putra Sampoerna from obtaining too large an interest in Astra, according to interviews conducted with officials from both the Astra and Sampoerna corporations.  Hasan engineered a buyout where Nusamba and Anthony Salim (son of Liem Sioe Liong, of the Salim group) matched Sampoerna’s buyout of shares, with the final result being that Bob Hasan was handed the title of President Director of Astra.  

The rent accruing to Hasan from his timber concession holdings also enable him to purse numerous partnerships with the former President’s children.  In addition to his partnership with Suharto’s eldest son Sigit Harjojudanto in the Nusamba group, Hasan and Sigit have other joint ventures as well.  Both men hold 25 percent shares of the Kertas Kraft Aceh paper mill, and the attached Alas Helau industrial timber plantation.  

Hasan and the former President’s second son Bambang Trihatmodjo also have a number of joint ventures.  The ITCI timber concession is 35% held by Bambang’s Bimantara conglomerate, 15% held by Nusamba, and 51% held by the Army’s Tri Usaha Bhakti foundation (PDBI 1994: 166-167).  Bambang, Nusamba and the state oil company Pertamina are co-shareholders in Bank Tugu (Australian Financial Review 1997).  

Hasan and the former president’s third son, Hutomo Mandala Putra (Tommy), jointly control a vast network of businesses.  Most prominent among them is the  monopoly on the import of crude oil and fuel products held by Perta Oil Marketing, in which the two men hold a 50% share, with Pertamina, the state oil company holding the 

remaining shares (Pura 1995a, Jakarta Post 1998a).  Pertamina recommended to the DPR that an end be put to the two men’s involvement in the monopoly, but had that recommendation denied when the former President told Pertamina that decisions on how oil imports and exports were handled was “my responsibility” (Jakarta Post 1998a).  Other Hasan-Tommy ventures included the soybean meal production monopoly Sarpindo, in which Liem Sioe Liong (the head of the Salim group) shared a controlling interest (Schwarz 1994: 133-135).  Hasan and Tommy also held 60 percent of the now-bankrupt Sempati airlines, one of only four domestic air carriers in Indonesia (Schwarz 1994: 143).  

Again, detailing Bob Hasan’s ties to the former first family – as has been done in the last few pages - is an important undertaking because it demonstrates the extent to which rent from Indonesia’s forests was used to meet the financial and personal objectives of the Suharto clan.

A similar inference can made regarding the Bob Hasan’s appointment by the former President to the head of the Indonesian plywood producers’ association (Apkindo) in 1983.  Apkindo became over the next decade-and-a-half the most powerful forest-related entity in Indonesia.  While the organization deserves credit for turning Indonesia into the undisputed world leader in hardwood plywood, it will more likely be remembered for the ruthlessness with which it squeezed economic rent from its membership.  A number of mechanisms were used by Apkindo toward this end.

The first and perhaps best-known rent-extraction ploy was the fees Apkindo required its members to pay to the organization for each cubic meter of plywood exported.  The fees totaled US$15/m3, and were comprised of a promotional fee of US$10/m3, and a handling fee of US$5/m3.  A rule of thumb is that the promotional fee alone put US$1 billion into Apkindo coffers between 1983 and 1993, including interest (Barr: 22,30).

A second rent-extraction mechanism was the requirement that all shipping of plywood to foreign markets be carried out through Hasan’s personal shipping agency.  To quote an internal Apkindo memorandum dated 8 January 1993, the “Booking of ships will be done directly through Karana lines and therefore mills may not book ships themselves.”  According to documents on file with the corporate registry, Karana is a company 33.2% owned by Hasan, 66.4% owned by two Hasan companies, with one of the two 0.2% minority positions held by Nanang Bambang Sardjono Gatot Subroto, presumably a relative of Hasan’s adoptive father.

A third Apkindo gatekeeping function was the requirement that its members use the insurance company Tugu Pratama Indo to insure their plywood shipments.  Tugu Pratama Indo was until early this year 35 percent owned by Nusantara Ampera Bhakti (usually referred to by its abbreviated name, “Nusamba”), the Suharto family holding company.  During the roughly four years they were in operation, Apkindo’s shipping and insurance requirements together netted an estimated US$250-350 million a year (Pura 1995a).

A measure of the costs associated with the various Apkindo fees and requirements is provided by the 1996 annual report of Barito Pacific Timber. As one of only four concession-plymill timber companies in Indonesia to sell shares to the public, Barito must adhere to more stringent reporting requirements than privately-held companies.  Barito’s 

annual report shows that in 1996, the company paid Rp3 billion for association charges, plus another Rp7 billion for freight and insurance. Together, these charges came to about 40% of what accountants classify as the “selling” component of Barito’s operating expenses, and 10% of the company’s net profits for that year (Brown 1998: 10).  Apkindo was located so precisely at the nexus of political and economic power that even a politically-connected company like Barito Pacific could not protect itself from Apkindo.

A fourth and final Apkindo rent extraction mechanism was its requirement that members sell their plywood through various Hasan-owned-or-linked marketing organizations. These organizations were located at the gateways to the world’s most important markets for Indonesian plywood, including Singapore (which handled all sales to Europe), Hong Kong (which handled all sales to China), South Korea and Japan.  Hasan was a 100 percent owner of the Singapore agency, and admitted that the other three were owned by nominee concerns that “represented” Apkindo’s interests.  It is believed that Hasan used these marketing organizations to pay his members rock bottom prices for their plywood, sell the plywood at a significant mark-up to buyers, and pocket the difference himself (Pura 1995a, 1996).  This was a situation that neither Indonesian producers nor foreign buyers were happy about, but could nothing to change, given that Indonesia accounted for 70 percent of the world’s hardwood plywood exports, and Apkindo was the gatekeeper by which all that plywood had to pass.  

Money from various Apkindo-erected tollgates were not the only source of timber wealth enjoyed by Hasan.  At various points, he was allowed to borrow money from the state reforestation fund, itself the single largest official source of timber revenue to the Indonesian government.  At one point, a presidential decree was handed down to lend Hasan Rp250 billion from the reforestation fund to finance a portion of his US$1.1 billion Kiani Kertas pulp plant (Borsuk 1997).  The Minister of Forestry at the time suggested that the loan from the reforestation fund could also be used by Hasan to repay his earlier borrowings from the same fund (Barr 1998: 23, footnote 76).  The Kiani Kertas plant was also given a ten year tax holiday by the government.  Finally, during the last two months of the Suharto government, as the international community pumped money into Indonesia’s central bank in an effort to stem the monetary crisis, the central bank extended Rp2 trillion to Hasan’s now-bankrupt Bank Umum Nasional (BUN), much of which Hasan used to finance his pulp plant (Jakarta Post 1998b).  

The report now turns to the other three of Indonesia’s top five private timber concession holders, the Djajanti, Alas Kusuma, and Kayu Lapis Indonesia groups.  Unlike their more political counterparts, the Djajanti, Alas Kusuma, and Kayu Lapis Indonesia (KLI) groups appear not be involved in a broad range of non-timber business and financial activities with the former first family.  Methodological problems emerge, of course, in attempting to “prove” the absence of non-timber financial ties to the former first family.  But until such time as evidence of this comes to light, it is sufficient to point to the lack of it.

Another fact that sets Djajanti, Alas Kusuma, and Kayu Lapis Indonesia apart from their more political counterparts is that concessions licensed to the three groups have a lower levels of representation of former first family members as board members or shareholders (Table 3.4).  The number of timber concessions controlled by both Djajanti and Alas Kusuma with former first family board members or shareholders is less than the number controlled by either Barito Pacific or the Bob Hasan groups .  Kayu Lapis Indonesia appears to have none at all.  Thus, while it is not accurate to say that Djajanti, Alas Kusuma and KLI are apolitical, they are, as a whole, far less political than either the Barito Pacific or Bob Hasan groups. 

Table 3.4
Timber concessions licensed to Djajanti and Alas Kusuma groups with former first family board members or shareholder representation

Name and group of  HPH
Size(ha) & province of HPH
Name of board member or shareholder
Position or shares held in the company
Relationship to Suharto

Djajanti Djaja I and II*, Djajanti group
284,757, Central Kalimantan
Sudwikatmono
1% shareholder
Cousin of the former President

Maju Jaya Raya, Alas Kusuma group
80,000, Bengkulu
Dr. Ibnu Hartomo
Presiden Komisaris and 10% shareholder
Brother of deceased wife of the former President

*Djajanti Djaja II was another of the concessions revoked by the Department of Forestry on 8 July 1999 (Jakarta Post 1999n).   


Djajanti does have a substantial number of board members or shareholders who, although not from the Suharto family, are nevertheless politically significant.  Djajanti has given shares in HPHs to former Minister of Agriculture Cosmas Batubara, and Minister of Foreign Affairs Ali Alatas.  In short, Djajanti may be thought of as a politically diversified company, occupying a middle ground between the overtly political Barito Pacific and Bob Hasan groups, and the less political Alas Kusuma and KLI groups. 


Indonesia’s remaining top twenty private timber concession licensees (numbers 7 through 20) are mid-sized (with HPH holdings of 1 to 2 million hectares).  The following table lists the owners, and where relevant, the salient features of the companies, including whether they have significant political connections.

Table 3.5
Indonesia’s mid-sized timber concession holders:  names of owners; salient characteristics

Ranking in terms of HPHs
Group name
Names of owners
Salient characteristics 

(if any)

7
Korindo
In Yong Sun
Political company:  three concessions 30 percent owned by Nusamba

8
Surya Dumai
Martias (Pun Kian Hwa); Irawaty (Un Tie)
Listed on Jakarta Stock Exchange (JSE)

9
Satya Djaja Raya
Susanto Lyman (Lie An Djian aka Lie Siong Thay) and Osbert Lyman (Lie Djwang Oei)
Linked in the past to Ali Murtopo, deceased head of now defunct Kopkamtib intelligence agency

10
Tanjung Raya
Pohan Budiman (Pho Boen Tjit)


11
Hutrindo
Alex Korompis (Kho Ten Kwee) and Akie Setiawan (Kho King Piang)


12
Pakarti Yoga
Holding company for Gemala Group (Jusuf and Sofyan Wanandi)
Owned by formerly-politically-connected Wanandi brothers

13
Daya Sakti
Windya Rachmat
Listed on JSE

14
Bumi Raya Utama
Adijanto Priosoetanto (Tan Lim Hian) and Soenaryo Priosoetanto (Tan Lim Hian)
Concessions and shares technically split with a second timber company:  Bumi Indah Raya

15
Mutiara (“Wapoga”)
Piet Yap (food commodities executive, Salim group)
Political company

16
Salim
Sudono Salim (Liem Sioe Liong), Anthony Salim 
Political company:  20-25% owned by Suharto family’s Hanurata Co.

17
Armed Forces/Army
Main shareholders are Army foundation Kartika Eka Paksi and Armed Forces foundation Maju Kerta
Political company

18
Hanurata
Main shareholders are  Suharto family foundations Harapan Kita and Trikora
Political company

19
Sumalindo Lestari Jaya
Winarto Oetomo
Listed on JSE, majority shareholder Astra group

20
Kayu Mas
Njoto Widjojo (Njoo Kiem Kie) and Ambarati (Tan Kiem Eng)



As is the case with Indonesia’s largest timber companies, the mid-sized companies are roughly evenly divided between those that are less political and those that are more political.  The seven less political, mid-size timber companies are Surya Dumai, Tanjung Raya, Hutrindo, Daya Sakti, Bumi Raya Utama, Sumalindo Lestari Jaya, and Kayu Mas.  These companies are owned by Indonesian Chinese businessmen and women.  


Of the seven mid-size political companies, two are companies linked to individuals who were political heavyweights in the old government but fell from favor, while five are still favorites with the former first family.  Of the two formerly-political companies, one is Satya Djaya Raya (SDR), which developed into a major timber conglomerate under the patronage of General Ali Murtopo, the former head of the now-defunct intelligence organization Kopkamtib (Samego 1992: 225).  SDR’s concession holdings have fallen precipitously over the past decade, a delayed response to the now-deceased Murtopo’s falling out of favor with the former President as a result of the former supporting the 1974 Malari riots.

The other mid-size timber concessionaire linked to individuals who fell from grace in the former government is Pakarti Yoga, the holding company of the Gemala group, the conglomerate owned by the Wanandi brothers, Sofyan and Jusuf  (CISI 1991:  265-269).  While Sofyan takes care of the family business, Jusuf handles the political side of things, and has for many years led the Center for Strategic and International Studies (CSIS), probably still Indonesia’s most visible and high-powered think tank.  CSIS was at one time quite close to the former regime, but has fallen increasingly out of favor in recent years.  The political fortunes of the Wanandi brothers reached a nadir when Sofyan was scapegoated initially for alleged political, and now business, crimes. 


The five remaining political companies retain more active ties to the former first family.  The first is Korindo, which shares control in three of its eight HPHs with Nusamba (PDBI: 164).  The second and third companies, Mutiara timber, and the Salim group, sit at the nexus of two of Indonesia’s largest rent constellations:  forestry and food products.  Piet Yap is not only an owner of Mutiara timber company, but is also a senior food executive within the Salim group (CISI:  484-487), where at one time he held the distinction of being the world’s single largest buyer of wheat.  The wheat was then turned into flour on which, until relatively recently, the Salim group held an Indonesia-wide monopoly (Robison 1986: 232-233).  

In addition to being Indonesia’s largest corporation, the Salim group was Indonesia’s 16th largest timber concessionaire in 1995.  The owner of the Salim group, Liem Sioe Liong, is one of the former President’s oldest friends, and there are considerable linkages between the timber holdings of the two families.  Yayasan Harapan Kita, a foundation chaired by Suharto and his former wife, sold four mills, and the timber concessions attached to those mills, to the Salim group in 1986 (PDBI: 169).  Two of those timber concessions – Dutarendra Muliasejahtera and Melapi Timber, are still identified as belonging to the Harapan Kita Utama group (PPHH 1998), although for the purposes of our report we include them under the Salim group.  The Suharto family owns 20-25 percent of the Salim group’s timber operations through their Hanurata timber company (CISI: 372-374), whose primary shareholders are Yayasan Harapan Kita and Yayasan Trikora,  two foundations chaired by Suharto and his deceased wife  (CISI 311-313). 

The primary shareholders in the fourth group are two foundations, the Army’s Yayasan Kartika Eka Paksi and the Armed Forces’ Yayasan Maju Kerta (Yamaker). 

The primary shareholders in the fifth company, Hanurata, are the two foundations mentioned above, Harapan Kita Utama and Trikora.  While there is much loose talk in Indonesia about various timber groups belonging to the Suharto family, Hanurata is the one timber group for which this is unambiguously the case.


Those who possess timber concessions - and at least one downstream plywood mill through which to channel exports of that timber - were in a position to collect substantial economic rent, roughly US$25 for each cubic meter of plywood exported prior to the onset of the monetary crisis (Table 1.2). Therefore, access to timber concessions has always been highly-sought-after, and required in many cases the direct intervention of the former President in exchange for money, shares, business partnerships, or at a minimum political support.   


Roughly half of the large and medium-size timber concession holding companies in Indonesia were politically-linked in one or more of these ways, as discussed in this section.  In the case of companies such as Barito Pacific, the Bob Hasan group, Korindo, the Salim group, and Hanurata, some or all of the rent captured through exporting logs initially, and subsequently through exporting plywood, went directly to the former first family.  This money was either used by the first family for political expenditures or to pursue other financial objectives.  In a slightly different category were politically diversified companies such as Djajanti, Satya Djaja Raya, Pakarti Yoga, and those belonging to the Armed Forces, which furnished funds to individuals or institutions who in turn provided political support to the President. 


In a different category again were the less political companies, including large companies such as Alas Kusuma and KLI, and mid-sized companies such as Surya Dumai, Tanjung Raya, Daya Sakti, Bumi Raya Utama, Sumalindo Lestari Jaya and Kayu Mas.  

Why were less-political companies like these allowed to exist at all, given the importance evidently placed by the former President on using the timber industry to generate funds for his political and financial objectives?  One possibility is that while the former leader may have viewed the timber industry primarily as a generator of funds for himself, he probably also recognized that the timber industry was a pillar of the national economy which would be unable to stand were it subjected entirely to his predation.   An argument can be made that provided they do not lose their timber concessions, the less-political companies are likelier to stay in business, given that they are, for the most part, more financially-sound, and less-indebted than their more political counterparts.

A second possibility is that Indonesia’s less political timber companies – while they appear not to have provided a great deal of informal revenues for the former first family – may still have done so for the major agency charged with overseeing the nation’s timber resources.  Field research conducted in conjunction with this and other studies shows that the Department of Forestry does not appear to discriminate between well-politically-connected companies and less-well-politically-connected companies when it comes to extracting informal payments from timber concessions, especially at the provincial level.  

B. 
Distribution of control of concession-linked mills
We now arrive at a question of equal importance to the distribution of timber concessions, namely, the distribution of plywood mills and sawmills.   After 1985, it was not possible to formally or informally capture a significant portion of timber rent without processing roundwood first in sawmills or plywood mills, and then exporting it.   After 1992, the export of plywood was the primary vehicle for the formal and informal capture of large amounts of timber rent.

Table 3.6  
Ranking of groups by mill roundwood consumption:  1994/95

Group Name
Number of mills
Licensed mill roundwood consumption (m3)
Balance (m3)

Barito Pacific
31
       3,402,800 
         -1,776,898

KLI
10
       2,481,000 
         -1,629,770

Alas Kusuma
13
       2,148,880 
         -1,351,823

Djajanti
15
       2,030,800 
         -1,049,268

Raja Garuda Mas

8
       1,574,800 
         -1,074,035

Bumi Raya Utama

13
       1,266,200 
            -901,094

Hutrindo
9
       1,264,800 
            -849,861

Salim
5
       1,227,600 
            -931,625

Tanjung Raya
10
       1,161,800 
            -639,320

Korindo
9
       1,128,200 
            -508,519

Kodeco
6
       1,036,000 
            -907,984

Bob Hasan Group

9
       1,014,200 
            -322,235

Uni Seraya
11
           873,400 
            -650,020

Army
6
           829,900 
            -506,536

Surya Dumai
8
           759,000 
            -433,543

Kayu Mas
4
           742,000 
            -438,167

Gunung Raya Utama

2
           710,800 
            -352,506

Satya Djaya Raya

7
           645,000 
            -243,123

Mutiara
3
           520,000 
            -303,933

Pakarti Yoga
4
           517,800 
            -241,437

Daya Sakti
5
           504,000 
            -248,445

Rimba Karya Indah

4
           440,000 
            -347,383

Sola Gratia
7
           407,000 
            -315,153

Roda Mas
2
           393,000 
            -209,580

Hendratna
4
           352,800 
            -255,717

Antang
6
           342,000 
              -96,365

Dayak Besar
3
           339,200 
            -175,344

Siak Raya
3
           316,000 
            -259,101

Tanjung Johor
2
           307,800 
            -237,353

Kahayan
6
           306,000 
            -188,024

Hartati
2
           304,000 
            -275,901

Dwima Manunggal

3
           286,400 
            -139,736

Loka Rahayu
3
           278,800 
            -214,378

Yusmin Trading

5
           276,000 
              -72,544

Benua Indah
2
           257,200 
            -103,252

Rimba Ramin
1
           216,000 
            -166,335

Sumalindo
1
           202,800 
                32,236 

Poleko
2
           201,000 
            -187,638

Mujur
1
           185,600 
              125,313 

Sinar Mas
4
           177,000 
              -86,031

Iradat Puri
2
           174,000 
                    -665

Katingan Timber

1
           173,200 
              -50,871

Surya Satria Timur

2
           162,000 
            -129,415

Giat
2
           144,000 
              -80,529

Andatu
1
           143,400 
              -44,897

Hanurata
2
           136,000 
                29,030 

Batasan
1
           128,000 
              -50,673

Sulwood
1
           120,000 
                68,829 

Kayon
2
             96,000 
              -51,176

Gulat
2
             88,000 
              -60,935

Jatirin
1
             80,000 
              -49,751

Subago
2
             72,000 
                32,928 

Sumber Kayon
1
             71,400 
              -29,586

Police
1
             60,000 
                47,896 

Sari Hutan Permai

2
             60,000 
              -46,164

Brata Jaya Utama
1
             40,000 
                42,008 

Wijaya Kusuma

2
             38,400 
                34,554 

Medang Kerang

1
             24,000 
                  4,762 

Inhutani I
-
                      -   
              718,258 

Inhutani II
-
                      -   
              154,379 

Inhutani III
-
                      -   
              259,979 

Kaboli
-
                      -   
                74,408 

Segara Timber
-
                      -   
                34,994 

Sentosa Jaya
-
                      -   
                45,442 

Not in a group
109
       8,212,200 
         -5,543,866

Total
385
     41,450,180 
      -23,123,493

1n 1995, Indonesia had a total of 385 HPH-linked plymills and sawmills with a total licensed capacity of 41 million cubic meters of roundwood. Between them, the Barito Pacific, Kayu Lapis Indonesia, Alas Kusuma, Djajanti, and Bob Hasan groups controlled more than a quarter of the nation’s licensed HPH-linked milling capacity.  

It should come as no surprise that HPH-linked plymills and sawmills were dominated by the same companies that controlled access to the nation’s timber concessions.  Controlling timber concessions in Indonesia is necessary, but not sufficient, to collect timber rents.   Since 1992, exporting plywood has been virtually the only way for timber companies to collect timber rents, as the export of rough sawn timber was effectively banned early in that year, and the export of raw logs banned in 1985.  

If these mills were running at full capacity, and assuming that the entire output of the country’s HPHs were being diverted toward them (two assumptions which will later be relaxed in this report), these mills operated with a non-HPH-sourced roundwood deficit of 23 million cubic meters per year.  Not a single one of the top half of the nation’s mill-owning groups managed to run a surplus in 1995.  Their deficit was compensated for by roundwood from either legal (but unsustainable) land clearing, or illegal (and also unsustainable) logging.

C.     Raw material shortfall of timber groups

Table 3.7:
Ranking of groups by net raw material supply, 1994/1995

Group
Capacity (m3)
Balance (m3)
Percentage of capacity met by group’s own HPHs

Poleko
           201,000 
        -187,638
                          7 

Hartati
           304,000 
        -275,901
                          9 

Kodeco
        1,036,000 
        -907,984
                        12 

Siak Raya
           316,000 
        -259,101
                        18 

Surya Satria Timur

           162,000 
        -129,415
                        20 

Rimba Karya Indah

           440,000 
        -347,383
                        21 

Sola Gratia
           407,000 
        -315,153
                        23 

Tanjung Johor
           307,800 
        -237,353
                        23 

Rimba Ramin
           216,000 
        -166,335
                        23 

Sari Hutan Permai

             60,000 
          -46,164
                        23 

Loka Rahayu
           278,800 
        -214,378
                        23 

Salim
        1,227,600 
        -931,625
                        24 

Uni Seraya
           873,400 
        -650,020
                        26 

Hendratna
           352,800 
        -255,717
                        28 

Bumi Raya Utama

        1,266,200 
        -901,094
                        29 

Gulat
             88,000 
          -60,935
                        31 

Raja Garuda Mas

        1,574,800 
     -1,074,035
                        32 

Hutrindo
        1,264,800 
        -849,861
                        33 

KLI
        2,481,000 
     -1,629,770
                        34 

Alas Kusuma
        2,148,880 
      -1,351823
                        37 

Jatirin
             80,000 
          -49,751
                        38 

Kahayan
           306,000 
        -188,024
                        39 

Army
           829,900 
        -506,536
                        39 

Kayu Mas
           742,000 
        -438,167
                        41 

Mutiara
           520,000 
        -303,933
                        42 

Surya Dumai
           759,000 
        -433,543
                        43 

Giat
           144,000 
         -80,529
                        44 

Tanjung Raya
        1,161,800 
        -639,320
                        45 

Roda Mas
           393,000 
        -209,580
                        47 

Kayon
             96,000 
          -51,176
                        47 

Barito Pacific
        3,402,800 
     -1,776,898
                        48 

Dayak Besar
           339,200 
        -175,344
                        48 

Djajanti
        2,030,800 
     -1,049,268
                        48 

Gunung Raya Utama

           710,800 
        -352,506
                        50 

Daya Sakti
           504,000 
        -248,445
                        51 

Dwima Manunggal

           286,400 
        -139,736
                        51 

Sinar Mas
           177,000 
          -86,031
                        51 

Pakarti Yoga
           517,800 
        -241,437
                        53 

Korindo
        1,128,200 
        -508,519
                        55 

Sumber Kayon
             71,400 
          -29,586
                        59 

Benua Indah
           257,200 
        -103,252
                        60 

Batasan
           128,000 
          -50,673
                        60 

Satya Djaya Raya

           645,000 
        -243,123
                        62 

Bob Hasan Group

        1,014,200 
        -322,235
                        68 

Andatu
           143,400 
          -44,897
                        69 

Katingan Timber

           173,200 
          -50,871
                        71 

Antang
           342,000 
          -96,365
                        72 

Yusmin Trading

           276,000 
          -72,544
                        74 

Iradat Puri
           174,000 
               -665
                      100 

Sumalindo
           202,800 
             32,236 
                      116 

Medang Kerang

             24,000 
               4,762 
                      120 

Hanurata
           136,000 
             29,030 
                      121 

Subago
             72,000 
             32,928 
                      146 

Sulwood
           120,000 
             68,829 
                      157 

Mujur
           185,600 
           125,313 
                      168 

Police
             60,000 
             47,896 
                      180 

Wijaya Kusuma

             38,400 
             34,554 
                      190 

Brata Jaya Utama
             40,000 
             42,008 
                      205 

Inhutani I
                       -   
           718,258 
                         -   

Inhutani II
                       -   
           154,379 
                         -   

Inhutani III
                       -   
           259,979 
                         -   

Kaboli
                       -   
             74,408 
                         -   

Segara Timber
                       -   
             34,994 
                         -   

Sentosa Jaya
                       -   
             45,442 
                         -   

Not in a group
        8,212,200 
     -5,543,866
                        32 

Total
      41,450,180 
   -23,123,493
                        44 


At mid-decade, assuming Indonesia’s HPH-linked plymills and sawmills were running at full capacity, and assuming that the entire output of the country’s HPHs were being diverted toward those mills, only a fraction of the roundwood consumed by these companies’ mills was supplied from their own HPHs.  Even though the distribution of timber concessions was at a high point, and the issuing of mill licenses had not yet peaked, a third of the country’s timber conglomerates were already operating with less than half of their timber supply coming from their own concessions.

The largest timber deficit was run by the Poleko group, the family company of senior Golkar politician A.A. Baramuli (CISI 1991: 542-543).  Only 7 percent of Poleko’s licensed output was met by its own timber concessions.  Baramuli now heads the “Black” Golkar faction which is trying to purge the leaders of the more reformist “White” faction from the party.

D. National raw material shortfall

Table 3.8
Implications for national supply of timber, 1994/1995
Province
Total  
Total area
Total estimated
Total prod’n
Total number of 
Total licensed
Estimated prod'n of
Total number 
Total licensed 
Estimated prod'n of
Balance


no. of HPHs
of  HPHs (ha)
production from  HPHs (m3)
from land clearing (m3)
HPH-linked mills
capacity of  HPH-linked mills (m3)
HPH-linked mills (m3)
non-HPH-linked mills 
capacity of  non- HPH linked mills (m3) 
non-HPH-linked mills (m3)


Aceh
14
       1,336,500 
           561,571 
           210,816 
                     12 
       1,422,600 
       1,066,950 
                   131 
           327,000 
           196,200 
-490,763

North Sumatra
17
       1,285,000 
       1,630,706 
           138,889 
                     15 
       2,150,600 
       1,612,950 
                                                                                                                                                                                                                   274
       1,287,000 
           772,200 
                    -615,555

West 

Sumatra
7
           587,000 
           188,724 
             19,668 
                       8 
           753,800 
           565,350 
                     39 
           171,000 
           102,600 
                       -459,558

Riau
66
       6,080,200 
       1,051,539 
           950,588 
                     48 
       4,817,600 
       3,613,200 
                   129 
           784,000 
           470,400 
                     -2,081,473

Jambi
29
       2,686,300 
           544,415 
           823,191 
                     22 
       2,136,000 
       1,602,000 
                   103 
       1,580,000 
           948,000 
                    -1,182,394

Bengkulu
6
           491,000 
           138,543 
             97,421 
                       2 
           120,000 
             90,000 
                     63 
           400,000 
           240,000 
                    -94,036

South Sumatra
21
       2,129,000 
           476,584 
           259,122 
                     19 
       1,589,600 
       1,192,200 
                   471 
       2,409,000 
       1,445,400 
                    -1,901,894 

Lampung
2
           138,000 
                      -   
             22,995 
                       3 
           239,400 
           179,550 
                     74 
           277,000 
           166,200 
                    -322,755

West Java 
-
                      -   
                      -   
                      -   
                       4 
           883,000 
           662,250 
                   138 
       1,231,000 
           738,600 
                    -1,400,850

Jakarta
-
                      -   
                      -   
                      -   
                      -   
                      -   
                      -   
                     49 
           548,000 
           328,800 
                    -328,800

Central Java
-
                      -   
                      -   
                      -   
                       6 
       1,932,400 
       1,449,300 
                     57 
           648,000 
           388,800 
                    -1,838,100

East Java 
-
                      -   
                      -   
                      -   
                       4 
           964,000 
723,000
                     70 
       1,815,000 
1,089,000
-1,812,000

West Nusa Tenggara
2
             90,500 
             89,611 
             16,842 
                       3 
           106,000 
79,500
28
34,000
20,400
6,553

East 

Timor 
-
                    -
                    -
             374 
                  -   
                   -   
                   -
                10 
           90,000 
        54,000 
-53,626

West Kalimantan
61
       5,991,800 
       1,412,586 
           163,585 
                     48 
       4,591,400 
       3,443,550 
                     26 
       1,757,000 
       1,054,200 
                    -2,921,579

Central Kalimantan
130
     12,592,370 
       4,515,512 
           681,601 
                     50 
       3,331,800 
       2,498,850 
                   121 
       1,030,000 
           618,000 
     2,080,263

South Kalimantan
16
       1,551,000 
           403,692 
             38,294 
                     39 
       3,891,400 
       2,918,550 
                   433 
       1,977,000 
       1,186,200 
                    -3,662,764

East Kalimantan
109
     12,745,400 
       3,779,723 
           913,029 
                     51 
       6,158,180 
4,618,635
84
1,666,000
999,600
-925,483

North Sulawesi
5
           505,000 
           144,374 
                   565 
                       2 
           162,000 
121,500
5
127,000
76,200
-52,761

Central Sulawesi
15
       1,432,500 
           331,377 
           149,283 
                     10 
           562,800 
           422,100 
                     32 
           207,000 
           124,200 
                    -65,640

South Sulawesi
10
           690,000 
           589,557 
             65,636 
                       6 
           419,200 
           314,400 
                     54 
           301,000 
           180,600 
160,193

Southeast Sulawesi
4
           615,000 
           146,797 
             32,134 
                      -   
                      -   
                      -   
                     41 
           136,000 
             81,600 
97,331

Maluku
37
       3,376,800 
           893,496 
             43,160 
                     19 
       2,216,000 
       1,662,000 
                     69 
           472,000 
           283,200 
                    -1,008,544

West Irian
33
       8,211,000 
       1,427,881 
             81,493 
                     14 
       3,002,400 
       2,251,800 
                       4 
             18,000 
             10,800 
                    -753,226

Total Indonesia
585
     62,534,370 
     18,326,687 
       4,708,686 
                   385 
     41,450,180 
     31,087,635 
               2,505 
     19,292,000 
     11,575,200 
                    -19,627,462

Notes regarding the foregoing table:

Total number of HPHs, total area of HPHs, and total estimated production of HPHs are a major subject of this study, and the means of calculating these figures are discussed at length in the methodology section of this report.   The figure for total area of HPHs in  this table differs from that given in Table 2.2 due to the fact that the figure in this table was independently derived, while the figure in Table 2.2 is a Department of Forestry figure.

Figures for total production from land clearing come from Departemen Kehutanan, Direktorat Jenderal Pengusahaan Hutan, Direktorat Bina Pengusahaan Hutan, 1995. 

Figures for total number of HPH-linked mills and total licensed capacity of HPH-linked mills are a major subject of this study, and the means of calculating these figures are discussed at length in the methodology section of this report.

Estimated production of HPH-linked mills is derived by taking the licensed capacity of HPH-linked mills and multiplying that figure by 0.75.  This multiplier, in turn, is derived by averaging two other numbers, ITFMP’s in-house rule of thumb for the minimum capacity at which plymills here can operate while still maintaining profitability (90 percent, or 0.9), and the minimum capacity at which sawmills can operate and still maintain profitability (60 percent, or 0.6). 

Total number of non-HPH-linked mills and total licensed capacity of non-HPH-linked mills comes from “Industri Pengolahan Kayu Hulu Tidak Terkait HPH,” on pages 131-178 of Departemen Kehutanan, Direktorat Jenderal Pengusahaan Hutan, Direktorat Pemanfaatan dan Peredaran Hasil Hutan 1997, or the data underpinning ITFMP 1999, whichever was higher.  

Total estimated production of non-HPH-linked mills is derived by taking the licensed capacity of non-HPH-linked mills and multiplying that figure by 0.6, or 60 percent, the minimum capacity at which ITFMP believes a sawmill can operate and still maintain profitability.  Nearly all of the non-HPH linked mills are sawmills, not plywood mills.  Hence, no plywood multiplier is used.

Balance is obtained by taking the sum of total estimated production of HPHs and total production from land clearing and subtracting from that number the sum of the total estimated production of HPH-linked mills and total estimated production of non-HPH-linked mills.  


Table 3.8 presents an even more nuanced view of the supply and demand situation in Indonesia’s plymill and sawmill industries in 1995, taking into consideration all land clearing.  Furthermore, the table assumes that all the wood obtained through land clearing is used by plymills and sawmills, and not by the fast-growing pulpmill sector.  In fact, this is an assumption that is quite generous to the plywood and sawmill sector, given that much of the forests cleared through IPKs do in fact go to the pulp and paper sector, which has a strong price preference for low-cost mixed tropical hardwoods obtained through forest clearing.  Data provided to ITFMP from a province it considers to be representative for the country – one neither too close to, nor too far from, the majority of the country’s pulp mills – shows that over the three year period between 1996-1999, only 53 percent of the wood from that state’s IPKs went to the plywood sector, while 47 percent went to the pulp and paper sector.  But again, the reason that this study uses an assumption that is so generous to the sawn timber and plywood sector – namely, that wood from land clearing is used by plymills and sawmills, and not by pulpmills - is so that every effort is made to extend the benefit of the doubt to the country’s plywood mills and sawmills in evaluating their raw material status.


Second, the demand side of the equation is made more realistic by introducing licensed but non-HPH linked plymills and sawmills:  Indonesia has a large number of mills licensed by the Department of Industry and Trade but not connected in any formal way to HPHs.  

Third, this report now relaxes the assumption that mills are operating at full licensed capacity, and instead assumes that they are operating at the minimum possible level at which they can remain profitable.  This report assumes that the minimum level at which HPH-linked plymills and sawmills can remain profitable is 75 percent of licensed capacity; non-HPH linked plymills and sawmills, 60 percent.  Another ITFMP study takes what is probably a more realistic position, namely, that plymills and sawmills operate at 80 percent of licensed capacity (ITFMP 1999).  However, this report, in order to extend every possible benefit of the doubt to the owners of HPH-liked and non-HPH-linked plymills and sawmills when evaluating their consumption of legal vs. illegal timber, assumes that these mills operate at slightly lower levels than they probably do.

As a result of this new set of assumptions, we are left with a realistic estimate of the bare minimum amount of illegal logging that was necessary at mid-decade to keep the country’s plymill and sawmill sector alive.  To summarize:

1. By the end of 1994, 25 percent of Indonesia’s legal log supply was coming from clear-cutting.

2. If we make the further simplifying assumption that all legally harvested timber in the country (23 million m3) was used solely to feed HPH-connected plymills and sawmills, the country’s legal supply would still fall short, even if the mills were running at the minimum possible capacity (31 million m3).  Using the same simplifying assumption, the entire non-HPH connected saw and plymill sector (which consumes a minimum of 11 million m3 of roundwood) was left dependent upon illegal logging for its wood supply.

3. The bare minimum possible log consumption of Indonesia’s plymill and sawmill sector vastly exceeds the country’s legal log supply.  The shortfall is made up by illegal logging.  The minimum amount of illegal logging possible in Indonesia was 19 million cubic meters, or nearly the size of the officially-sanctioned and recognized timber production of the time.  

IV.
  Changes made in timber concession distribution


When the first phase of the study was completed in the mid-90’s, the system of HPH distribution was relatively easy to understand.  If a company held a timber license, it could be assumed that they were logging the concession in a normal manner.  This is no longer the case, and the situation has become vastly more complicated.

The Department of Forestry has now divided Indonesian HPHs into two categories:  HPHs still running, and HPHs declared withdrawn.  The Department says there are 311 in the first category, and 344 in the second.   One might conclude from this that there are only 311 timber concessions still producing timber, with 344 shut down and inactive.  This is definitely not the case. 

Within the group of “withdrawn” HPHs, there are eighteen categories.  Of that total, there are five categories occupied by fully active HPHs.  The active categories are marked with a “(+)” sign in the table below. Of the 344 HPHs designated as “withdrawn”, 116 are still active.  However, HPHs grouped under the thirteen remaining categories can be considered as no longer functioning, and are marked with a “(-)” sign. 

Table 4.1
HPHs classified as “withdrawn” by the Department of Forestry

Status of  “withdrawn” HPHs
Number of HPHs
“+” = active HPH “-“ = inactive HPH 

HPHs expired, but will be extended…

     Temporarily

     In principle for 20 years

     Definitively for 20 years
24

45

16
+

+

+

HPHs withdrawn…

     But administered as HPHs by Inhutani


     And being rehabilitated by an Inhutani

     And being reserved


     And not yet assigned to a new use

     Which are changing function 
30

91

29

4

25
+

-

-

-

-

HPHs pulled because of misdeeds but…

     Administered as HPHs by an Inhutani

     And being rehabilitated by an Inhutani 

     Which are being reserved 

     Not yet assigned to a new use

     Which are changing functions
1

41

5

10

10
+

-

-

-

-

HPHs voluntarily given up…

     But administered as HPHs by an Inhutani

     And being rehabilitated by an Inhutani

     Which are being reserved

     And not yet assigned to a new use

     Which are changing functions
0

8

0

0

2
-

-

-

-

-

Total number of “withdrawn” HPHs that still function as active HPHs (designated “+”)
116



The meanings of the various Department of Forestry categories set out in the table on the previous page are not obvious in many cases, and are explained below.


HPHs expired, but extended temporarily, extended in principle for 20 years, or extended definitively for 20 years.  These categories are important because they contain the majority of HPHs which the Department considers “withdrawn,” but which are in fact still operating actively. The simplest way to describe these HPHs is that they were considered sufficiently problematic to be declared “withdrawn” from an administrative point of view, but for some reason the Department has decided to extend their licenses.  This group of HPHs is still operated by its original licensees.


HPHs administered by an Inhutani.   This category includes HPHs turned over partially to one of the five state Inhutani timber corporations.  In all 30 cases, the Inhutanis control only minority shares in the companies, while the original licensee remains the majority shareholder.  In practical terms, an Inhutani minority shareholding is believed to change nothing, nor to result in giving the Inhutanis additional  operational control.  Moreover, the Inhutanis do not in most cases wish to spend money to buy the minority shares that have been set aside for them by decree.  But in those cases where the Inhutanis do wish to buy in, shares become available only gradually, as they are purchased from what is, for accounting purposes, the Inhutanis share of the HPHs yearly earnings.  In all cases, then, these HPHs are forging ahead with operations, with the primary licensee still calling the shots.   These, too, are considered “withdrawn” HPHs by the Department.


HPHs being rehabilitated.  This category contains no less than 91 former HPHs which have been given to the Inhutanis, nominally for the purpose of rehabilitation.  It is widely assumed that these HPHs were so badly abused by their original licensees that the former Minister of Forestry turned them over to the Inhutanis, with the expectation that they would rehabilitate them.  Rehabilitation does not mean recreating original ecosystems, but rather replanting with fast-growing, exotic (usually non-Indonesian) species.

For the purposes of this report’s calculations, HPHs being rehabilitated are classified as inactive.  However, future researchers may wish to relax this assumption, as the most recent data available shows that in a Halmahera island concession it has recently acquired for the purposes of rehabilitation, Inhutani I is felling two hectares of virgin timber for every hectare it rehabilitates.  Given that the concession is still 60 percent covered in virgin forest (Inhutani I 1996: 3), it is not immediately apparent why it was given to Inhutani I for the purposes of rehabilitation.  

A Department of Forestry official estimated that of all the country’s IPKs, about half have gone to the Inhutanis in recent years.  IPKs are licenses to clear cut land, purportedly to prepare it for plantations, although this happens in only a quarter of those lands set aside for the purpose of industrial timber plantations.  

The official also said that proceeds earned from these IPKs are now the single most important emerging source of profit for the Inhutanis.  This was found to be true in the case of Inhutani I in 1997.  According to the company’s annual report, 643,023 m3 of its timber was obtained from selective cutting of natural forests, with a further 634,390 m3 obtained from clear cutting.  These figures represented an increase from 552,373 m3 and 369,949 m3, respectively, in the previous year of 1996 (Inhutani I 1997: x).


HPHs being reserved. These 37 HPHs have had their licenses pulled, and are, quite simply, being reserved by the Department of Forestry.  It is not clear what exactly most of these HPHs are being reserved for, however.  Five of the HPHs in Central Kalimantan and two in Jambi have been “reserved” for the purpose of being turned into industrial timber plantations (HTI).  Why these HPHs were simply not placed within the sub-category of HPHs changing functions is unknown.  


HPHs not yet assigned a new use. The nine HPHs in this category have not yet been assigned to one of the new, non-natural-forest-related functions approved by the Department of Forestry for former HPHs.  

HPHs changing function.  These 37 HPHs have been assigned to one of the new, non-natural-production-forestry-related functions approved by the Department of Forestry.  This category includes 16 HPHs whose former hectarage is thought to have been set aside for conservation purposes, seven for industrial timber plantations (HTI), one for agricultural crop plantation (perkebunan), one for a transmigration site, and 12 for the now-canceled, but substantially clear-felled and burned-over, million hectare rice cultivation project in Central Kalimantan.


The important fact to keep in mind is that 116 of the HPHs classified by the Department of Forestry’s Direktorat Penyiapan Pengusahaan Hutan (henceforth, “the Direktorat”) as “withdrawn” are in fact fully operating, functional equivalents of HPHs.  Therefore, a more realistic count of active HPHs, based on criteria given by the Direktorat is 427 – the sum of the 311 HPHs the Direktorat considers to be active, plus the 116 additional HPHs that fall into the more ambiguous categories discussed above.  Therefore, 427 HPHs is likely to be closer to the real number, and in fact this adjusted figure exactly matches the number of HPHs operating with valid decrees plus those operating with extended decrees in Statistik Kehutanan Indonesia 1997/1998.

On the basis of this, the number of HPHs whose operation have been withdrawn would be 228.  This is obtained by taking the Direktorat’s initial figure for the number of HPHs withdrawn (344) and subtracting from that figure the 116 HPHs that are still fully operating and functional equivalents of active HPHs, according to the Direktorat’s own information.  The resulting number, 228, is the adjusted Direktorat figure for withdrawn HPHs.

However, it should be noted that the adjusted figure of 228 withdrawn HPHs is at variance with the figure arrived at by scrutinizing the Direktorat’s raw data, in which only 140 withdrawn HPHs were recognizable.  This discrepancy is probably due to two factors.  

First, 56 of the HPHs which the Direktorat says were withdrawn were never a part of the original list of HPHs included in the author’s baseline study.  However, even  if the 140 HPHs identified in the baseline study and identified by the Direktorat as withdrawn are added to the 56 new HPHs not identified in the baseline study but identified by the Direktorat as withdrawn, a total figure of only 196 is arrived at, and not the 228 HPHs which the Direktorat claims were withdrawn.  In short, one reason the Direktorat’s adjusted figure for total withdrawn HPHs is still too high is that they have almost certainly mis-counted the number of HPHs which their raw data says were withdrawn.

A second reason why the adjusted Direktorat figures for withdrawn HPHs is higher than in this report is that the Direktorat’s raw data lists - and therefore, it may be assumed, counts - single HPHs multiple times.  In some cases, the Direktorat has listed a single HPH twice, once as active, and once as withdrawn.  In other cases, the Direktorat has listed a single withdrawn HPH as having been withdrawn in two, or even three, different ways.  In other cases, the Direktorat has listed a single HPH as active, and inactive in multiple ways – in one instance a single HPH is listed as withdrawn four different times.  Examples of all these types of multiple listing follow. 

An example of HPHs which the Direktorat simultaneously lists as active and withdrawn are HPHs in which the majority of the area remains active, but a minority of the area was withdrawn for conservation purposes.  Two in Riau province, Mapala Rabda and Wira Karya Sakti, were counted as withdrawn by the Directorate because they gave up a tiny portion of their hectarage for conservation purposes, 1,570 and 2,360 hectares respectively, while the remainder of their hectarage remained actively-functioning.  

An illustration of the Direktorat listing a single withdrawn HPH as having been withdrawn two times is Kayu Batang Karang, an unaffiliated 49,000 hectare concession in West Kalimantan, which the Direktorat lists twice on the same page as being under rehabilitation by Inhutani III.

A single illustration which captures all of the above types of multiple listing is the Tunggal Yudi HPH.  This single East Kalimantan HPH has been counted by the Direktorat once as active, and three times as withdrawn, for a total listing of four times. On page IC-9, Tunggal Yudi is said to be in the process of having its license extended (which therefore, according to the methodology used in this report, qualifies it as being an active HPH) .  However, on page 11.A.2.-13, the Direktorat says Tunggal Yudi has been withdrawn and is being rehabilitated by Inhutani I.  Then on page IIA.2.-14, Tunggal Yudi is listed two more times as being withdrawn and converted to an industrial timber plantation (HTI).  In one case the hectarage being converted to HTI is listed as 16,700 hectares, while in the other it is listed as 14,400.  The author recognizes that HPHs do now receive multiple designated uses, but this obviously causes multiple counting of HPHs for the purposes of Department of Forestry statistics. 

A final illustration of inaccuracies within the Direktorat publication is Djajanti Djaja, a HPH said to be located in East Kalimantan, and withdrawn and converted to HTI.  However, Djajanti Djaja is located in Central Kalimantan, not East Kalimantan, a fact confirmed by Department of Forestry counterparts in this study.

There are two points to remember from this discussion about active vs. withdrawn HPHs.  First, the Department of Forestry’s  Direktorat Penyiapan Pengusahaan Hutan uses a dubious methodology for categorizing HPHs.  As a result, the Direktorat has almost certainly understated the number of active HPHs in Indonesia, and overstated the number of withdrawn ones.  

Second, even if the Direktorat’s methodology for determining active and withdrawn HPHs is adjusted to reflect reality, it still appears that the numbers of withdrawn HPHs are too high. This is probably due to the Direktorat’s less-than-careful analysis of their own raw data, including an inaccurate totaling of HPHs, and multiple listing of individual HPHs.

Furthermore, while many are aware that a large number of timber concessions were rescinded by former Minister of Forestry Djamaludin between 1995 and 1997, few are aware that a substantial number were also handed out.  The following table shows the number and location of new timber concessions handed out by the former Minister, as well as of those that had their holdings substantially enlarged, either through the absorption of adjacent lands, or the absorption of adjacent timber concessions.  

Table 4.2  
Location and size of timber concessions enlarged, and new timber concessions awarded, between 1995 and 1997

Province
Number of existing timber concessions enlarged through the absorption of adjacent lands or by other means
Number of existing timber concessions enlarged through the injection of adjacent canceled timber concessions
Number of new timber concessions awarded.

North Sumatra 
2



West Sumatra
1



Riau

2


East Kalimantan
1
1


Central Kalimantan
1



West Kalimantan

1


Central Sulawesi


4

West Irian


10

Total
5
4
14

As the above table shows, the years 1995 to 1997 represented a tiny timber bonanza, with four new concessions being awarded in Central Sulawesi, and 10 in West Irian.  The awarding of new timber concessions during those years was a particularly surprising development, given former Minister Djamaludin’s pledge in late 1994 that all new timber concessions to be awarded would be given out not as HPHs, but as sustainable forestry management units (KPHPs).  While Djamaludin did approve a number of pilot KPHPs in the closing years of his tenure, these were usually experimental projects undertaken by foreign donors and existing, heavily-logged timber concessions, which in any case did nothing to change the distribution of timber lands among existing timber groups.  

The following table shows output per hectare under the revised distribution of HPHs.   As before, output was calculated using a series of provincial multipliers which were derived from data presented in Statistik Kehutanan Indonesia 1997/1998 (4,16). 

Table 4.3  
HPH roundwood production per hectare by province:  1997/1998

Province
HPH area (hectares)
Production (m3)
Unit production

(m3/ha)

Aceh
1,581,614
434,775
0.27

North Sumatra
821,990
648,807
0.79

West Sumatra
412,230
388,462
0.94

Riau
3,369,325
1,037,312
0.31

Jambi
1,231,850
369,161
0.30

Bengkulu
352,900
55,058
0.16

South Sumatra
1,231,850
251,939
0.20

West Nusa Tenggara
80,500
103,969
1.29

West Kalimantan
5,089,866
1,189,719
0.23

Central Kalimantan
8,283,119
3,524,694
0.43

South Kalimantan
956,870
238,227
0.25

East Kalimantan
10,731,624
3,158,540
0.29

North Sulawesi
676,605
290,721
0.43

Central Sulawesi
1,605,925
443,222
0.28

West Sulawesi
486,602
253,724
0.52

Southeast Sulawesi
491,500
115,438
0.23

Maluku
3,328,723
1,038,477
0.31

West Irian
11,582,673
2,279,144
0.20

Total
52,315,766
15,821,389
0.30

V.  
Results of Changes in Timber Concession Distribution:  1997/1998


The core of this study is an examination of the changes in the distribution of timber concessions and mill holdings among Indonesia’s timber groups over the course of the 1990’s.   Up to this point, the report has only presented the baseline findings, namely, who controlled what in 1995.  We turn now to the presentation of the distribution of timber concessions and mill holdings, and changes in the national supply and demand balance for timber, in the aftermath of the Department of Forestry’s closure and reassignment of a large number of timber concessions.  This section attempts to provide a snapshot of how timber concession and mill holdings are now divided between timber groups, and the implications of that division for the supply of timber in Indonesia.

A.
Distribution of control of timber concessions
Table 5.1 presents a ranking of the HPH holdings of Indonesia’s timber companies in 1998.  What is most remarkable is not what has changed since the mid-90’s, but what has not.  While the third and fourth ranking timber concessionaires have switched places, the commanding heights of the industry are still dominated by the same five private groups:  Barito Pacific, Djajanti, KLI, Alas Kusuma and Bob Hasan.  Prior to the re-organization, these five groups commanded between them 30 percent of the country’s timber resources.  After the reorganization, their share was 31 percent.


This growing control of timber concessions by the top five groups took place within the context of a shrinking number of timber concessions. This report estimates that the overall number of operating timber concessions has fallen from 585 to 464, while the area of timber concessions fell from 62.5 million to 51.5 million hectares.  A recent public statement by the Minister of Forestry confirmed that there are still 51.5 million hectares of operating timber concessions in the country, but curiously, the Minister said that the country’s concessions numbered only 146 (Jakarta Post 1999o).  It may have been that Minister was misquoted by reporters.  Again, the findings of this study are that the number of concessions and the total area of timber concessions shrank by a sixth in recent years.

The biggest companies remain unscathed by the sweeping cuts of 1995-1997, including those most recently undertaken on 8 July 1999, when the Department announced  that it would revoke eight timber concessions totaling 1.17 million hectares, and not extend the licenses of 13 other concessions totaling 1.36 million hectares (Jakarta Post 1999n).  The most recent cuts still amount to less than five percent of the country’s timber concessions.  Given that this relative handful of revoked and non-renewed concessions is spread across the five largest private concessions holders (as well as five mid- and small-sized ones), the positions of five largest groups at the commanding heights of the industry remains unshaken.

The Armed Forces/Army ranking given below reflects their total holdings at the end of 1997, before the Yamaker concessions were rescinded by the Minister to punish the group for illegally exporting logs to neighboring Malaysia.

Table 5.1  
Ranking of timber groups by HPH holdings, 1997/1998

Group name
Number of HPHs 
Area of HPHs (hectares)
Balance (m3)

Barito Pacific
52
5,043,067
-2,882,707

Djajanti
29
3,365,357
-1,380,463

KLI
19
2,806,600
-2,862,298

Alas Kusuma
19
2,661,376
-1,482,212

Inhutani I
3
2,609,785
273,397

Bob Hasan Group
12
2,131,360
-545,970

Armed Forces/Army
7
1,819,600
-692,332

Korindo
8
1,589,228
-1,073,811

Kodeco
3
1,081,700
-540,797

Sumalindo
9
1,057,678
-140,278

Salim
10
979,027
-563,860

Daya Sakti
8
919,925
-456,042

Surya Dumai
10
852,827
-935,112

Hanurata
3
796,754
39,380

Bumi Raya Utama
7
745,900
-1,210,235

Inhutani III
1
715,000
286,252

Uni Seraya
7
708,140
-696,135

Mutiara
4
649,600
-442,772

Tanjung Raya
8
630,481
-874,479

Benua Indah
6
596,100
-216,103

Inhutani II
5
594,500
153,375

Antang
6
588,240
-161,008

Police
6
572,720
147,823

Mujur
7
560,000
-431,359

Hutrindo
5
542,000
-1,078,518

Satya Djaya Raya
4
453,246
-690,352

Batasan
4
444,643
-131,761

Roda Mas
5
418,500
-270,057

Dwima Manunggal
4
395,900
-74,099

Rimba Karya Indah
5
395,043
-281,906

Kahayan
6
386,400
-152,911

Rimba Ramin
2
334,000
827

Iradat Puri
2
332,000
-230,051

Inhutani V
2
326,500
66,776

Siak Raya
6
323,513
-383,600

Tanjung Johor
5
316,450
-214,079

Sinar Mas
4
310,273
-47,476

Subago
1
296,000
-2,479

Yusmin Trading
4
289,700
-200,725

Kayu Mas
3
272,000
-591,807

Segara Timber
5
265,000
-102,325

Pakarti Yoga
3
257,524
-454,558

Raja Garuda Mas
2
255,500
-1,256,640

Sentosa Jaya
3
236,000
8,267

Bina Lestari
4
222,000
-138,282

Sulwood
4
216,870
39,587

Sola Gratia
3
214,509
-434,159

Sambu
2
149,000
45,873

Sampaga
2
149,000
53,692

Ubbi Mekar
2
148,000
-2,435

Kaboli
3
141,307
-35,870

Surya Satria Timur
3
136,477
-165,147

Air Force
1
130,000
25,319

Hendratna
1
125,000
-287,729

Katingan Timber
1
112,000
-96,341

Gulat
2
110,000
-17,494

Dayak Besar
2
109,000
-307,119

Wijaya Kusuma
2
104,500
52,688

Giat
2
96,000
-175,149

Loka Rahayu
2
95,060
-169,148

Sumber Kayon
1
65,000
-182,969

Jatirin
1
55,000
-63,812

Poleko
2
50,500
-128,245

Hartati
1
40,000
-292,227

Not in a group
96
7,732,550
-5,850,277

Total
464
51,251,052
-30,913,923

Four companies that were timber groups at the time of the baseline study – Andatu, Gunung Raya Utama, Kayon, and Medang Kerang – have now completely lost their HPH holdings.  (Andatu and Gunung Raya Utama had most of their HPHs acquired by, or have been merged for methodological purposes with, existing timber groups.)  

A further six companies that were timber groups at the time of the baseline study – Hartati, Hendratna, Jatitrin, Katingan Timber, Subago, and Sumber Kayon – have now been reduced to single concessions, and can no longer be considered to be timber groups.

Also of interest are the rising and falling fortunes of the 45 or so timber groups which are not among the half dozen giants that continue to dominate the industry, nor among the ten smaller companies that have fallen out of the bottom.  Table 5.2 (on the next page) shows the top five winners and top five losers as a result of the Department of Forestry’s closure and reassignment of timber concessions.  The positions which these ten companies occupy in the national ranking of timber concession holdings has risen or fallen by fifteen places or more.  

It is worth noting that the position of the National Police at the top of the winners list is due to the fact that when the baseline study was carried out, Police control of the Brata Jaya Utama timber group was overlooked.  Holdings of these two groups have now been merged under a single name, and this partly explains the apparent sharp rise in the timber concession holdings of the Police.  Kodeco’s position skyrocketed due to the acquisition of a single 691,700 hectare HPH in West Irian, now the country’s single largest HPH.   Mujur timber’s position shot up due to its acquisition of numerous HPHs which has formerly been licensed to Gunung Raya Utama. 

As was mentioned in section III, Pakarti Yoga and Satya Djaya Raya are two companies aligned with elements that fell out of favor with President Suharto in the closing years of his government.   This may explain their position as the first and fourth biggest losers in terms of timber concession holdings.

Table 5.2
Biggest winners and losers from the closure and redistribution of HPHs (timber concessions)

Group
1994 ranking in terms of total HPH holdings
1997 ranking in terms of total HPH holdings
Relative gain/loss in ranking

Biggest Winners




Police
53
23
+30

Kodeco
33
9
+24

Mujur
47
24
+23

Rimba Ramin
51
32
+19

Segara
57
41
+16

Biggest Losers




Pakarti Yoga
12
42
-30

Raja Garuda Mas
21
43
-22

Kayu Mas
20
40
-20

Satya Djaya Raya
9
26
-17

Loka Rahayu
45
60
-15


There are only two recent sets of rankings with which to compare the rankings presented in this report, those of the Direktorat Pemanfaatan dan Peredaran Hasil Hutan (PPHH) 1997, and those of the concessionaire’s association (APHI) reproduced in LATIN 1998.  While the rankings produced by the two groups vary with those produced in this study,  the rankings presented here are thought to be more thorough and thus likely to be more accurate.  For example, PPHH does not recognize the Salim group as a concession holder.  APHI does not recognize Kodeco or Hanurata as concession holders.  Neither PPHH nor APHI recognizes the Armed Forces/Army as a concession holder.  Only this study recognizes all these groups as important concession holders.  

Table 5.3
Comparison of ITFMP ranking of top fifteen private timber concession holders with those of the Direktorat Pemanfaatan dan Peredaran Hasil Hutan (PPHH)*, and Indonesia Association of Forest Concessionaires (APHI)**

Concession holder
ITFMP rank
PPHH rank
APHI rank
ITFMP  size
PPHH size
APHI size

Barito Pacific
1
4
2
5,043,067
1,819,100
3,356,800

Djajanti***
2
1
1
3,365,357
3,632,235
3,996,200

Kayu Lapis Indo.
3
2
3
2,806,600
3,358,700
3,142,800

Alas Kusuma
4
3
4
2,661,376
2,778,500
2,189,000

Bob Hasan
5
5
6
2,131,360
1,472,800
1,352,000

Armed Forces
6


1,819,600



Korindo
7
11
5
1,589,228
764,000
1,493,500

Kodeco
8
7

1,081,700
1,126,700


Sumalindo
9
9
11
997,800
852,300
796,300

Salim
10

9
979,027

969,500

Daya Sakti
11
12
12
919,925
671,625
672,000

Surya Dumai
12
10
8
852,827
832,773
1,080,000

Hanurata
13
13

796,754
487,893


Bumi Raya Utama****
14
6
7
745,900
1,264,500
1,036,455

Uni Seraya
15
8
10
708,140
959,050
885,000

*
Of the two most important Departemen Kehutanan, Direktorat Jenderal Pengusahaan Hutan sources consulted for this study, only the one produced by Direktorat Pemanfaatan dan Peredaran Hasil Hutan (PPHH) provides a list of  timber groups broken down by their timber concession holdings. The more exhaustive of the two reports, that produced by Direktorat Penyiapan Pengusahaan Hutan (PPH), produces no such list.  However, should the latter wish to re-issue its report with a list of each timber group’s concession holdings, it will first have to do a more thorough job of identifying the groups controlling the licenses to individual concessions.  In addition to the many shortcomings outlined earlier in this report, the author found that  PPH had failed to label the group owners of exactly 200 timber concessions, and had misidentified the group owners of a dozen more.

**
The aggregate APHI figures in this table are based on a study by LATIN (1998) which totals the area of the concessions that are members of APHI (APHI 1998a).  Our study found APHI’s list to be deficient in two ways.  First, our study identified 94 active HPHs which are not among APHI’s listed membership. This may explain why APHI’s list of timber groups (APHI 1998d) has only 49 as against the 56 found to still be in existence in our study.  Second, our study identified three HPHs among APHI’s list of active HPHs which have already been shut down according to PPH.PHPHHPHHPH
***
APHI considers the Djajanti group (which it ranks as the country’s 3rd largest concession holder) to be a separate entity from the Budhi Nusa group (which it ranks as the country’s 7th largest concession holder).  As already discussed in the methodology section, this report considers the two groups to be one, as their headquarters are located in the same building and they are owned by the same family.  In order to have standard units for comparison in the above table, the total hectarage designated for Djajanti and Budhi Nusa by APHI have been added together and combined under the Djajanti group.  

**** 
Both PPHH and APHI consider Bumi Raya Utama and Bumi Indah Raya to be separate companies.  This report combines the two, as they are owned by the same family.  For the purpose of having standard units for comparison, the total hectarage designated for Bumi Raya Utama and Bumi Indah Raya by PPHH and APHI are added together, and combined under the Bumi Raya Utama group.
B. 
Distribution of control of concession-linked mills

Table 5.4
Ranking of groups by mill roundwood consumption, 1997/1998

Group Name
Number of mills
Licensed mill consumption (m3)
Roundwood balance (m3)

Barito Pacific
31
4,342,420
-2,882,707

KLI
9
3,644,950
-2,862,298

Djajanti
15
2,398,500
-1,380,463

Alas Kusuma
13
2,136,638
-1,482,212

Korindo
9
1,486,000
-1,073,811

Bumi Raya Utama
13
1,397,500
-1,210,235

Raja Garuda Mas
8
1,326,875
-1,256,640

Hutrindo
9
1,205,207
-1,078,518

Bob Hasan Group
10
1,192,800
-545,970

Surya Dumai
11
1,191,000
-935,112

Armed Forces/Army
7
1,187,803
-692,332

Tanjung Raya
10
1,142,766
-874,479

Uni Seraya
12
914,150
-696,135

Salim
5
836,001
-563,860

Satya Djaya Raya
6
824,420
-690,352

Mujur
4
790,800
-431,359

Kodeco
6
774,000
-540,797

Daya Sakti
5
749,225
-456,042

Kayu Mas
4
707,550
-591,807

Mutiara
3
583,500
-442,772

Pakarti Yoga
5
530,600
-454,558

Inhutani I
3
508,600
273,397

Sola Gratia
7
500,200
-434,159

Siak Raya
3
483,200
-383,600

Sumalindo
1
440,400
-140,278

Antang
7
411,320
-161,008

Rimba Karya Indah
4
401,100
-281,906

Roda Mas
2
393,230
-270,057

Benua Indah
2
360,450
-216,103

Hendratna
4
340,920
-287,729

Dayak Besar
3
339,200
-307,119

Yusmin Trading
6
324,000
-200,725

Iradat Puri
3
321,680
-230,051

Tanjung Johor
2
316,550
-214,079

Kahayan
6
306,000
-152,911

Hartati
2
304,000
-292,227

Dwima Manunggal
3
242,565
-74,099

Batasan
1
231,750
-131,761

Loka Rahayu
4
225,000
-169,148

Giat
3
216,000
-175,149

Surya Satria Timur
3
214,000
-165,147

Bina Lestari
1
205,800
-138,282

Sumber Kayon
1
202,100
-182,969

Segara Timber
1
180,320
-102,325

Katingan Timber
1
144,000
-96,341

Poleko
2
144,000
-128,245

Sinar Mas
4
143,000
-47,476

Hanurata
2
136,000
39,380

Kaboli
1
96,000
-35,870

Police
2
88,000
147,823

Jatirin
1
80,000
-63,812

Subago
2
72,000
-2,479

Rimba Ramin
1
68,000
827

Sari Hutan Permai
2
60,000
-60,000

Sulwood
1
60,000
39,587

Gulat
2
54,000
-17,494

Ubbi Mekar
1
48,000
-2,435

Sentosa Jaya
1
40,000
8,267

Wijaya Kusuma
2
38,400
52,688

Air Force
1
30,000
25,319

Sampaga
1
24,000
53,692

Inhutani III
1
18,000
286,252






Not in a group
115
8,508,818
-5,850,277

Total
410
46,683,308
-30,913,923


In the few short years between the completion of this report’s baseline study and the present update, the size of the HPH-connected plywood and sawmilling sector in Indonesia grew from 385 mills with a legal processing capacity of 41.4 million m3 of logs in 1990 to 410 mills with a legal processing capacity of 46.7 million m3 in 1997.  This is due to the Ministry of Industry (now the Ministry of Industry and Trade) licensing the expansion of the processing sector with scant regard to the supply of timber in the country.  This is a problem that was highlighted last year by the Minister of Forestry, who quite rightly complained that the “Ministry of Industry and Trade issued permits to those wanting to develop wood-processing plants without checking the log supply with the Ministry of Forestry.”  The Minister added that the result was “rampant wood stealing and illegal trade” (Jakarta Post 1998d).

The runner-up for receiving increased production permission is Barito Pacific.  The annual amount of timber which Barito is allowed to consume has grown from 3.4 million m3 to 4.3 million m3, an increase of nearly a million cubic meters. Highest honors go to Kayu Lapis Indonesia, whose allowed consumption of timber has grown from 2.4 million m3 to 3.6 million m3, a hike of fifty percent.  

Levels of permission granted to other top timber processors – including Alas Kusuma, Djajanti, and Bumi Raya Utama – have remained constant.  But there has been a 10 percent increase across the board in the industry.  While the implications of a growing wood-processing sector are positive for Indonesia’s balance of trade, they are negative for the country’s forests.

Between completion of the baseline study and updating the work, the supply of roundwood from timber concessions fell from 18.3 million m3 to 15.8 million m3.  As a result the roundwood deficit of the HPH-connected saw and plymilling sector increased in the space of four short years, growing from 23.1 to 30.9 million m3.  The HPH-linked plymilling and sawmilling sector has gone from being 44 percent supplied by HPH timber to being only 34 percent supplied by HPH timber.

The growing log deficit for HPH-connected sawmills and plywood mills is expressed in an even more compelling way by looking at the ranking of the shrinking official log supply in many of Indonesia’s timber conglomerates.  Only a few years ago, the total number of timber conglomerates with less than a quarter of their total capacity met by their own HPHs was 12, but that number has now grown to 21.  High honors for a shrinking log supply go to the Raja Garuda Mas conglomerate, whose saw- and ply-mills fell from being over 30 percent supplied by logs coming from their concessions to only five percent.  

Remember, the figures in the table below are for sawmills and plywood mills only, and do not take account of the pulpwood consumption of four of the timber groups included in the table – Sinar Mas, Raja Garuda Mas, Bob Hasan, and Barito Pacific - who have, or soon will have – operational pulp mills.  

C.
Raw material shortfall of timber group 
Table 5.5
Ranking of groups by net raw material supply, 19971998

Group
Demand (m3)
Supply (m3)
Percentage of capacity met by group’s own HPHs

Hartati
304,000
-292,227
4

Raja Garuda Mas
1,326,875
-1,256,640
5

Dayak Besar
339,200
-307,119
9

Sumber Kayon
202,100
-182,969
9

Hutrindo
1,205,207
-1,078,518
11

Poleko
144,000
-128,245
11

Sola Gratia
500,200
-434,159
13

Bumi Raya Utama
1,397,500
-1,210,235
13

Pakarti Yoga
530,600
-454,558
14

Hendratna
340,920
-287,729
16

Satya Djaya Raya
824,420
-690,352
16

Kayu Mas
707,550
-591,843
16

Giat
216,000
-175,149
19

Jatirin
80,000
-63,812
20

Siak Raya
483,200
-383,600
21

KLI
3,644,950
-2,862,298
21

Surya Dumai
1,191,000
-935,112
21

Surya Satria Timur
214,000
-165,147
23

Tanjung Raya
1,142,766
-874,479
23

Uni Seraya
914,150
-696,135
24

Mutiara
583,500
-442,772
24

Loka Rahayu
225,000
-169,148
25

Korindo
1,486,000
-1,073,811
28

Iradat Puri
321,680
-230,051
28

Rimba Karya Indah
401,100
-281,906
30

Kodeco
774,000
-540,797
30

Alas Kusuma
2,136,638
-1,482,212
31

Roda Mas
393,230
-270,057
31

Tanjung Johor
316,550
-214,079
32

Salim
836,001
-563,860
33

Bina Lestari
205,800
-138,282
33

Katingan Timber
144,000
-96,341
33

Barito Pacific
4,342,420
-2,882,707
34

Yusmin Trading
324,000
-200,725
38

Daya Sakti
749,225
-456,042
39

Benua Indah
360,450
-216,103
40

Armed Forces/Army
1,187,803
-692,332
42

Djajanti
2,398,500
-1,380,463
42

Batasan
231,750
-131,761
43

Segara Timber
180,750
-102,325
43

Mujur
790,800
-431,359
45

Kahayan
306,000
-152,911
50

Bob Hasan Group
1,192,800
-545,970
54

Antang
411,320
-161,008
61

Kaboli
96,000
-35,870
63

Sinar Mas
143,000
-47,476
67

Gulat
54,000
-17,494
68

Sumalindo
440,400
-140,278
68

Dwima Manunggal
242,565
-74,099
69

Ubbi Mekar
48,000
-2,435
95

Subago
72,000
-2,479
97

Rimba Ramin
68,000
827
101

Sentosa Jaya
40,000
8,267
121

Hanurata
136,000
39,380
129

Inhutani I
508,600
273,397
154

Sulwood
60,000
39,587
166

Air Force
30,000
25,319
184

Wijaya Kusuma
38,400
52,688
237

Police
88,000
147,823
268

Sampaga
24,000
53,692
324

Inhutani III
18,000
286,252
1,690

Not in a group
8,508,818
-5,850,277
31

Total
46,683,308
-30,913,923
34

D.
National raw material shortfall

Table 5.6
Implications for national supply of timber, 1997/1998

Province
Total
Total
Total estimated
Total production 
Total number
Total licensed
Estimated prod'n of
Total number
Total licensed
Estimated prod'n
Balance


no. of HPHs
area of HPHs (ha)
production from HPHs (m3)
from conversion (m3)
of HPH-linked mills (m3)
capacity of HPH-linked mills (m3)
HPH-linked mills (m3)
non-HPH-linked mills
capacity of non-HPH mills
of non-HPH-linked  mills


Aceh
19
        1,398,914 
           384,552 
           242,747 
                    15 
        1,036,200 
                777,150 
                         131 
                  327,000 
           196,200 
-346,051

North Sumatra
10
           829,600 
           654,814 
           169,884 
                    18 
        2,389,450 
             1,792,088 
                         274 
               1,287,000 
           772,200 
-1,739,590

West Sumatra
8
           515,110 
           485,410 
           461,632 
                      8 
           709,000 
                531,750 
                           39 
                  171,000 
           102,600 
312,692

Riau
48
        3,586,199 
        1,104,081 
        1,855,700 
                    54 
        5,581,750 
             4,186,313 
                         129 
                  784,000 
           470,400 
-1,696,932

Jambi
14
        1,029,399 
           308,490 
           377,798 
                    23 
        2,068,573 
             1,551,430 
                         103 
               1,580,000 
           948,000 
-1,813,141

Bengkulu
3
           280,000 
             43,684 
             30,269 
                      2 
           105,000 
                  78,750 
                           63 
                  400,000 
           240,000 
-244,797

South Sumatra
13
        1,334,800 
           272,994 
           278,382 
                    21 
        1,689,975 
             1,267,481 
                         471 
               2,409,000 
        1,445,400 
-2,161,505

Lampung
-
                     -   
                     -   
               2,154 
                      3 
           301,800 
                226,350 
                           74 
                  277,000 
           166,200 
-390,396

West Java
-
                     -   
                     -   

                      4 
           849,656 
                637,242 
                         138 
               1,231,000 
           738,600 
-1,375,842

Jakarta
-
                     -   
                     -   

                     -   
                     -   
                          -   
                           49 
                  548,000 
           328,800 
-328,800

Central Java 
-
                     -   
                     -   

                      6 
        2,286,725 
             1,715,044 
                           57 
                  648,000 
           388,800 
-2,103,844

East Java
-
                     -   
                     -   

                      4 
        1,043,500 
                782,625 
                           70 
               1,815,000 
        1,089,000 
-1,871,625

West Nusa Tenggara
2
             80,500 
           103,969 
             10,218 
                      3 
           108,000 
                  81,000 
                           28 
                    34,000 
             20,400 
12,787

East Nusa Tenggara
-
                     -   
                     -   

                     -   
                     -   
                          -   
                            -   
                            -   
                     -   
-

East Timor
-
                     -   
                     -   

                     -   
                     -   
                          -   
                           10 
                    90,000 
             54,000 
-54,000

West Kalimantan
45
        5,587,966 
        1,306,146 
           156,569 
                    49 
        4,821,787 
             3,616,340 
                           26 
               1,757,000 
        1,054,200 
-3,207,825

Central Kalimantan
90
        8,518,397 
        3,624,811 
        1,605,631 
                    51 
        3,481,710 
             2,611,283 
                         121 
               1,030,000 
           618,000 
2,001,160

South Kalimantan
9
        1,115,210 
           277,648 
           198,875 
                    40 
        4,370,161 
             3,277,621 
                         433 
               1,977,000 
        1,186,200 
-3,987,298

East Kalimantan
81
      10,402,724 
        3,061,738 
        3,442,113 
                    54 
        7,460,333 
             5,595,250 
                           84 
               1,666,000 
           999,600 
-90,999

North Sulawesi
8
           646,850 
           277,936 
             38,333 
                      2 
           162,000 
                121,500 
                             5 
                  127,000 
             76,200 
118,569

Central Sulawesi
19
        1,824,795 
           503,628 
           325,421 
                    11 
           695,680 
                521,760 
                           32 
                  207,000 
           124,200 
183,089

South Sulawesi
12
           634,492 
           330,837 
           134,289 
                      8 
           483,020 
                362,265 
                           54 
                  301,000 
           180,600 
-77,739

Southeast Sulawesi
3
           491,500 
           115,438 
             48,185 
                     -   
                     -   
                          -   
                           41 
                  136,000 
             81,600 
82,023

Maluku
38
        3,126,423 
           975,365 
           346,594 
                    19 
        3,099,645 
             2,324,734 
                           69 
                  472,000 
           283,200 
-1,285,975

West Irian
42
        9,848,173 
        1,937,843 
           437,279 
                    15 
        3,939,343 
             2,954,507 
                             4 
                    18,000 
             10,800 
-590,185

Total Indonesia
464
      51,251,052 
      15,769,385 
      10,162,080 
                  410 
      46,683,308 
           35,012,481 
                      2,505 
             19,292,000 
      11,575,200 
-20,656,216

Notes regarding the foregoing table:

Total number of HPHs, total area of HPHs, and total estimated production of HPHs are a major subject of this study, and the means of calculating these figures are discussed at length in the methodology section of this report.  The figure for total area of HPHs in  this table differs from that given in Table 4.3  because  the figure in this table was independently derived, while the figure in Table 4.3 is a Department of Forestry figure.

Figures for  total production from land clearing come from Departemen Kehutanan, Direktorat Jenderal Pengusahaan Hutan, Direktorat Bina Pengusahaan Hutan, 1998. 

Figures for total number of HPH-linked mills and total licensed capacity of HPH-linked mills are a major subject of this study, and the means of calculating these figures are discussed at length in the methodology section of this report.

Estimated production of HPH-linked mills is derived by taking the licensed capacity of HPH-linked mills and multiplying that figure by 0.75.  This multiplier, in turn, is derived by averaging two other numbers, ITFMP’s in-house rule of thumb for the minimum capacity at which plymills here can operate while still maintaining profitability (90 percent, or 0.9), and the minimum capacity at which sawmills can operate and still maintain profitability (60 percent, or 0.6).  The author has taken note of other sources suggesting that the country’s mills are operating at less than 75 percent of licensed capacity.  For example, the chairman of the Indonesian Forestry Society (MPI) said in a recent interview that mills in Indonesia now operate at levels closer to 30 to 40 percent (Jakarta Post 1998).  ITFMP is not only skeptical of claims that HPH-linked mills are operating at below 75 percent of licensed capacity, but found in a recent study (ITFMP 1999) that the nations mills are operating at an average of 80 percent of licensed capacity.  This study assumes that HPH-linked mills continue to operate at 75 percent of licensed capacity so that an important variable is held constant across time, which aids in making comparisons.

Total number of non-HPH-linked mills and total licensed capacity of non-HPH-linked mills comes from “Industri Pengolahan Kayu Hulu Tidak Terkait HPH,” on pages 131-178 of Departemen Kehutanan, Direktorat Jenderal Pengusahaan Hutan, Direktorat Pemanfaatan dan Peredaran Hasil Hutan 1997, or the data underpinning ITFMP 1999, whichever was higher.  Further interrogation of these figures shows them to be accurate to within 1.4 percent.  An early reviewer of this study expressed concern that, due to the widespread cancellation of HPHs, there would be an overlap between HPH-linked mills and non-HPH-linked mills.  However, the data in this study has been tested for seven provinces, one each in Sumatra, Java, Kalimantan, Nusa Tenggara, Sulawesi, and all of Maluku and Irian.  From a total of 108 HPH-linked mills in these seven provinces, only two were double-listed as non-HPH-linked mills.   From a total licensed roundwood capacity of 9,298,020 m3 for HPH-linked mills in the seven provinces tested, only 132,000 m3 of that capacity, or 1.4 percent, was double listed as also being assigned to non-HPH-linked mills.

Total estimated production of non-HPH-linked mills is derived by taking the licensed capacity of non-HPH-linked mills and multiplying that figure by 0.6, or 60 percent, the minimum capacity at which ITFMP believes a sawmill can operate and still maintain profitability.  Nearly all of the non-HPH linked mills are sawmills, not plywood mills.  Hence, no plywood multiplier is used.

Balance is obtained by taking the sum of total estimated production of HPHs and total production from land clearing and subtracting from that number the sum of the total estimated production of HPH-linked mills and  non-HPH-linked mills.  

The foregoing table gives the most up-to-date view possible of the supply and demand situation facing Indonesia’s plymill and sawmilling industries for a number of reasons.  First,  land clearing is taken into consideration, although it is assumed that all the wood obtained through land clearing is used by plymills and sawmills, and not by the fast-growing pulpmill sector.  Second, licensed but non-HPH linked plymills and sawmills are also taken into account.  Third, it is no longer assumed that the country’s plymills and sawmills are operating at full licensed capacity, but rather at the minimum possible level to remain profitable.  As a result, a far more realistic estimate of the amount of illegal logging necessary to feed the country’s plymill and sawmill sector has been derived.  

As discussed at the beginning of this section, the total area of Indonesia’s active timber concessions has declined by about a sixth, from 62 million to 51 million hectares.   The actual production of the country’s concessions has declined by about the same rate, falling from 18 million m3 to 16 million m3.   

Another notable development is that the output from clear cutting the country’s conversion forest doubled in the period from when the baseline results were tabulated.  In 1994, only 5 million m3 per year of Indonesia’s official timber supply came from land clearing.  But in 1997, that figure had risen to 10 million m3 per year.  What four years ago could be dismissed as the exception has now nearly become the rule.  40 percent of the country’s legal supply of timber now comes from land clearing.  The implications of this fact are staggering.  If forest clearing continues to increase at its current rate of growth, in about one year a greater proportion of the nation’s official wood supply will come from forest clearing than from selective felling.  An entire generation of foresters whose paradigm for forestry in Indonesia was sustainable selective felling will have to adopt a new paradigm, terminal clear-cutting.  

Some have taken encouragement from the fact that starting in April, 1999 the Department of Forestry agreed to temporarily freeze the reclassification of the nation’s forest lands into areas designated for conversion to HTIs, crop plantations (such as oil palm), transmigration sites, and the like.  This decision is to be applauded.  However, there is still a very large loophole which allows for clear-cutting to continue.  

While the reclassification of new lands to conversion status has been frozen for the time being, clear-cutting of old lands already designated for conversion has not been banned.  Included among the lands on which clear-cutting is still allowed to proceed are over 6 million hectares of virgin forest in a single Indonesian province, West Irian (FAO 1996: 10).  A recent synopsis of reforms agreed to by the Department of Forestry agrees to a moratorium on “alteration of main land use patterns within state forest areas.”   But conversion via clear-cutting is now and has for many years been a main land use pattern in state forests areas, and hence can be presumed to be proceeding as normal, notwithstanding the moratorium.  No one knows how many palm oil and industrial timber plantations have been grandfathered in under this flexible arrangement.  The Department agreed to provide a list of all such companies, but failed to do so.

While debate will continue over whether the Department lived up to its agreement to freeze the conversion of forest lands, and whether the agreement was worded in sufficiently clear and meaningful way, these issues are being overshadowed by a new development.  Under the rubric of “integrated resource management,” a draft ministerial decree is pending to allow concessionaires to convert up to 40 percent of their HPHs into plantations.  If approved, this new decree will open the door to clear-cutting in Indonesia on an order of magnitude never before seen in Indonesia.

One final piece of evidence that clear cutting has become an accepted norm for Indonesian forestry is that industrial timber plantations (HTI) license holders now comprise a special membership group of the Indonesian Timber Concessionaire’s Association (APHI 1998a).  Sixty-three HTIs – most of whom receive annual licenses to clear fell the forests on the lands under their jurisdiction – are members of APHI.  HTI companies like to emphasize their tree planting, not their tree-felling, functions.  But the jury is still out on whether HTIs will be able to fill the void left by the disappearance of Indonesia’s natural forests.  Department of Forestry figures show that wood planted in (as opposed to clear-cut from) HTIs was responsible for less than 1 ½ percent of the country’s official timber harvest in 1998.  HTIs have so far replanted only 25 percent of the lands under their control, or 1.9 million out of  7.6 million hectares (Direktorat Penyiapan Pengusahaan Hutan 1998).

Early this year, the Department of Forestry finally started to publish figures on roundwood produced from land clearing.  But as recently as last year, Statistik Kehutanan Indonesia 1996/1997, saw fit to publish full-page, province-by-province statistical breakdowns on such topics as “Gully Plug Development,” “Silk Yarn Production,” and “Bee Honey Production,” while failing to differentiate between roundwood harvested from natural forests, and that originating from land clearing.  As a result, last year’s forestry statistics listed all log production by province as a single undifferentiated category in a single table on a single page.  This omission by the Department created the false impression that the country was producing on the order of 25-30 million m3 from selectively logging its natural forests, when in fact that number was only 18 million m3 at the time of the baseline study, and is only 16 million m3 now.  

The figures on total roundwood production from land clearing cited in this report come from internal, unpublished documents (Departemen Kehutanan, Direktorat Jenderal Pengusahaan Hutan, Direktorat Bina Pengusahaan Hutan 1995 and 1998).  These same figures were published in Statistik Kehutanan Indonesia Tahun 1997/1998 retroactive to 1994, but only for Indonesia in the aggregate, with no breakdown by province.  

Since the completion of our baseline study a few years ago, the minimum possible output of HPH-linked plymills and sawmills has shot up from 31 million m3/year to 35 million m3/year, or a total of 4 million m3/year. In short, the raw material consumption of the country’s plymill and sawmill sector continues to grow.

In spite of the fact that assumptions made in this report generally give the industry the benefit of the doubt -- by earmarking all wood production from HPHs and land clearing for plymills and sawmills, and assuming those mills operate at the minimum possible level -- we nevertheless reached the inescapable conclusion that since the baseline study was carried out, the amount of illegal logging necessary to meet the needs of the sawmill and plymill industry has remained constant at 20 million m3/year.

The ITFMP has also produced a more comprehensive estimate of the extent of illegal logging in the Indonesian forest products sector as a whole.  This estimate includes the pulp and paper sector, which is difficult to understand because of the complex issue of waste paper imports.  Although still in draft form, the report concludes that illegal logging is 32.6 million m3 per year.  

The Department of Forestry has begun its own attempts to estimate the amount of legal logging (and therefore, by a process of elimination, illegal logging).  Its efforts are summarized in the following table.

Table 5.7
Variation among  figures given by the Direktorat Pengusahaan Hutan (Directorate of Forest Utilization) on Indonesian roundwood production, 1997/1998

Direktorat Bina Pengusahaan Hutan  (1998) 
Direktur Pemanfaatan dan Peredaran Hasil Hutan, (Jakarta Post 1999c)

Category of Forest
Output (millions m3)
Category of Forest
Output (millions m3)

Natural Forests (RKT)
15.8
Natural Forests (RKT)
28.9

Conversion (IPK)
10.2
Conversion (IPK)
9.9

Hutan Rakyat
1.3



Perhutani 
1.8



Industrial Timber Plantations (HTI)
0.4
Industrial Timber Plantations (HTI)
7.0

Total
29.5
Total
45.8

On the more-well-informed end of the scale are the figures gathered by the Direktorat Bina Pengusahaan Hutan.  These figures conform exactly with those published in Statistik Pengusahaan Hutan Tahun 1997/1998, and suggest that the country’s total official supply of timber is in the order of 29 million m3/year (Direktorat Bina Pengusahaan Hutan 1998).  

On the less-well-informed end of the scale are those figures given by the former Direktur Pemanfaatan dan Peredaran Hasil Hutan (PPHH).  In an interview, he overestimated by 80 percent the total production of roundwood from the annual harvesting blocs (RKTs) of the nation’s timber concessions.  The former Direktur PPHH also overestimated the total output from the country’s industrial timber plantations by 1,600 percent, saying that the country’s annual output of industrial roundwood was 7 million m3/year, when the real figure is less than half a million (Jakarta Post 1999c).   

VI.
Policy in the reformasi era:  Creating new systems of patronage vs. getting prices and incentives right


In the aftermath of thirty years of unofficial draining of rents from the forest products sector, and with both illegal and non-sustainable logging on the rise, the Department of Forestry has responded with two sets of  reforms.  The two could not be more different from one another. 

The first set of policies – justified in terms of taking away timber resources from the politically-connected conglomerates and returning those resources to the people – nevertheless amounts to little more than a new, hastily-erected system of timber patronage.  The Department of Forestry has either issued, or will shortly issue, new regulations for a redistribution of shares in all newly-extended timber concessions, with 20 percent going to cooperatives (and another 10 percent to provincial government forestry corporations), as well as the distribution of concessions under 10,000 hectares to cooperatives at the discretion of governors.  (See Appendix 1 on page 86 for a complete list of reassigned timber concessions.)  At the same time, the government says it will issue limitations on all newly issued individual timber concessions of 50,000 hectares, on the overall concession holdings of timber groups of 100,000 hectares per province, and of 400,000 hectares nationwide. 

A second set of market-oriented policies are also being implemented by the government.   These policies focus on introducing prices and incentives which will encourage the sustainable management of Indonesia’s timber industry, and arose from more than of a decade of collaboration between academics, NGOs, international institutions, and the donor community.  With the advent of the monetary crisis, the government agreed to go along with this second set of reforms.  The cornerstone of this set of policies is bringing the depressed prices of Indonesian logs and rough sawn timber into line with higher world prices.  The prices of these two commodities have been artificially low for more than a decade because the government used high tariffs to discourage their export.  Last year the government agreed to remove these tariff barriers.  

This chapter explores the Department’s divergent reform-era agenda, characterized on one hand characterized by a new system of patronage, and on the other by an apparent willingness to re-introduce market discipline.  

A. The patronage agenda

1. 
Extending forest resources to cooperatives

The governments’ plan to redistribute timber resources to cooperatives has two components, the redistribution of minority shareholdings in existing HPHs, and the granting of full control of new concessions.  With respect to the former, no existing timber concession will be extended, nor any new concession assigned, unless 20 percent of the shares in that particular concession are sold to cooperatives “at relaxed terms” (Jakarta Post 1999l).  In addition, timber companies will be required to give at least 10 percent of their shares to provincial administration-owned timber companies for those concessions to be extended (Jakarta Post 1999p).

With respect to the outright granting of HPHs, one million hectares of former concessions will be reassigned nationwide by governors to cooperatives, in parcels of up to 10,000 hectares each.   The government has already begun to grant timber concessions to cooperatives.  The first publicly-reported turning-over of concessions to cooperatives took place in West Irian in April, where five concessions of 10,000 hectares each were given to cooperatives.  Three of those were taken from a single HPH identified only by its initials “YS” (in all likelihood a reference to Yotefa Sarana, a 182,000 hectare HPH located in the Bird’s Head, and licensed to the Kayu Lapis Indonesia group).  In addition, nearly 3 million hectares of concessions are being reassigned to institutions of higher learning (see Appendix 1 on page 86 of this report for a complete list).

On its face, the practice of giving timber resources to cooperatives appears to be an excellent way to achieve a modest redistribution of  Indonesia’s forest wealth to segments of society that have hereto been denied such benefits.  As this study has shown, Indonesia’s timber concessions have been, and continue to be, held primarily by a select group of timber conglomerates.  This was true both prior to the closing down of approximately a fifth of the country’s timber concessions (when the top five private timber conglomerates controlled 30 percent of the nation’s timber lands), as well as after (when the share of the top five timber conglomerates rose slightly to 31 percent of the nation’s timber lands).  Given this skewed distribution of a national resource said to be held by the government on the behalf of the people, any redistribution is attractive.

Furthermore, anyone who has experience with properly-functioning cooperatives can hardly fail to be encouraged by the notion of giving such groups a share in the nation’s timber resources.  Cooperatives have traditionally been an avenue for consumers and producers of modest means to pool their resources in order to achieve together what they could not achieve separately.  For more than a century in the United States, small family farmers have used cooperatives to pool their resources to purchase production inputs at reduced prices (such as fertilizers and farm machinery, which farmers would otherwise have to purchase at retail prices), and to build storage facilities (so that agricultural products could be sold during market peaks, rather than market troughs).    

The Department of Forestry has begun the process of granting 10,000 hectare concessions to cooperatives, and submitted a bill to the House of Representatives (DPR) requiring all newly extended concessions to give shares in those companies to cooperatives.  The chair of the DPR’s commission for forestry and plantations is optimistic the bill can be passed into law before the end of the August legislative session (Jakarta Post 1999r).  Given the exemplary functions served by cooperatives elsewhere in the world (of which American farm cooperatives are only one example), those unschooled in the intricacies of Indonesian patronage politics might find grounds for encouragement in the fact that the current Department is putting cooperatives at the center of its new forestry policy. 

However, up to this point in time, cooperatives in Indonesia have not so much been independent producers’ organizations as they have been an arm of the state.  Located under the Ministry of Cooperatives, and known as Koperasi Umum Daerah (KUD), their profile was raised dramatically under the New Order government (Schwarz 1994: 98-101), during which time cooperatives were used to channel state resources to village level Golkar cadres during elections (Van Zorge 1999c).  

KUDs re-emerged under the current transitional government as the centerpiece of its “people’s economy” concept.  KUDs and their resurrection under the people’s economy banner in part a tool of political rhetoric designed to appeal to Indonesia’s disenfranchised majority.  No one deploys this rhetoric more skillfully than the Minister of Cooperatives and Small Enterprises, Adi Sasono.   While officiating at a ceremony turning over five West Irian timber concessions to cooperatives, Sasono told those assembled, “Incredible.  Forest dwelling people are supposed to own the forest.  But it is people from Jakarta who enjoy the profits from millions of hectares.  This situation must change” (Kompas 1999a).

Umar Juoro, an advisor to Minister Sasono and President Habibie, explained that the people’s economy concept was one designed to build political support, “Adi is running an unconventional campaign at the grassroots level.  It’s very clear he wants to develop a constituency” (Pura 1998).  The President, as well, is politically invested in the cooperative movement.  He extended a sign of solidarity to 70,000 cooperative members at a recent rally, proclaiming, “Cooperatives’ goals are identical with national economic developmental objectives” (Jakarta Post 1999).  

Some observers believe that cooperatives could outlast a Habibie government, and that in this sense they actually embody of the political ambitions of Adi Sasono himself.  According to the head of an Indonesian-Chinese conglomerate:  “Adi thinks that when Habibie is elbowed out, he has a shot at being President on the basis that he has grassroots support and is not tainted by the Suharto era” (Pura 1998).  

Taking from the rich and giving the poor is a politically appealing idea.  But for Indonesians who need more than ideological inducements to lend their political support, cooperatives are also a patronage mechanism.  Under the transitional government, cooperatives are operating cooking oil distribution, and subsidized credit schemes, which in and of themselves serves as a cautionary tale about what, it may be hoped, forest cooperatives do not become.  

Cooking Oil Distribution:  During the Suharto years, state palm oil plantations produced crude palm oil (CPO), which was then sold to the state logistics agency (Bulog) in either its raw or refined form at rock bottom prices.  Bulog was able to make a significant mark-up and profit on its subsequent sales of cooking oil (Van Zorge 1998a,b). The difference was reportedly pocketed by key state officials, including the man who headed Bulog for many years, Bustanil Arifin, an archetypal Suharto era pribumi (native Indonesian) businessman who profited enormously from a variety of food rent havens run in cooperation with both the Salim and Mutiara groups (incidentally, now Indonesia’s 11th and 18th largest timber concession holders).

The current government has removed Bulog from its old role as middleman in cooking oil distribution and replaced it with Koperasi Distributor Indonesia (KDI).  KDI is a new association of cooperatives under the KUD.  KDI is charged with coordinating distribution activities, and includes Inkoppas, a cooperative designated as the primary distributor of cooking oil for Jakarta and West Java (Van Zorge 1998a,b).

The similarities between the new role of KDI and the old role of Bulog are striking.  First, KDI has been given Bulog’s old 40 percent share of the CPO market, amounting to Rp10 trillion in annual sales.  Second, KDI, like Bulog, has access to a substantial portion of the low cost production of the state oil palm plantations (called PTPN I-VII).  Finally, KDI has inherited Bulog’s financial and physical assets, worth Rp600 billion (Van Zorge 1998a,b).  

However, the differences between the new KDI and the old Bulog are just as striking.  Most notable, under the KDI, the rate of rent-extraction is higher.  For a time, a government CPO export tax of 60 percent provided KDI with a steady revenue stream of Rp25 billion to Rp35 billion a month, a benefit that never accrued to Bulog.  (The CPO export tax has, however, been lowered progressively over the course of 1999 to 10 percent, and will soon reportedly be scrapped altogether.)  In addition, KDI sells cooking oil at higher prices than Bulog ever did.  Under the old system, Bulog sold cooking oil at subsidized rates.  KDI now sells it at world prices, albeit within Indonesia.  Rents are accruing to a new set of political elites, those who occupy the top of the KDI power structure instead of those who occupied the top of Bulog (Van Zorge 1998a,b). 

Readers may experience a sense of déjà vu in seeing a quasi-state enterprise using prohibitively high export tariffs to drive down the price of a basic commodity, obtaining a cut of those export tariffs or fees, and profiting further from the spread between the artificially depressed domestic price of the commodity, and the far higher world price of the same commodity, refined and exported.  Apkindo did this with raw logs and plywood.  Until world CPO prices fell, KDI was doing it with CPO and cooking oil.

Subsidized credit:  The potential of using cooperatives as rent-channeling patronage devices is also demonstrated through their role in providing subsidized credit.   Making subsidized loans to small and medium sized businesses has historically been an important channel for distributing political patronage in Indonesia.  Subsidized credit can be used to reward current supporters, or to bring new ones on board.  

Subsidized credit amounts to putting cash in people’s pockets for two reasons.   First, subsidized credit is offered at below-market interest rates.  The government’s current scheme earlier this year made loans available to recipients at between 6 and 16 percent interest a year, compared with the 40 percent interest rate that normal Indonesians  paid if they wished to borrow money (Jakarta Post 1999d).  Second, because of the political grounds on which they are made available, and the political connections of their recipients, subsidized loans are frequently forgiven, and thus amount to little more than outright grants in many cases.

During the Suharto era, the majority of subsidized loans to small and medium sized businesses were made by state banks, and through KUDs.  Bad debts to KUDs are said to make up a substantial portion of Indonesian state banks’ non-performing loans.   Under the transition government, funds available for subsidized credit total between Rp10-20 trillion (between US$800 million and US$1.6 billion) this year.  The program is administered by the Ministry of Cooperatives.  Priority is being given to loans to village level cooperatives.  According to an official at the Department of Cooperatives, loans have already been channeled to 2.98 million farmers through 5,472 cooperatives (Jakarta Post 1999d, Van Zorge 1998b).

During the weeks leading up to the June 1999 election, reports emerged of farmers who, in exchange for receiving loans from cooperatives, were required to register as members of the Partai Daulat Rakyat (PDR), the political party nominating Adi Sasono as its prospective candidate for President of Indonesia (Jakarta Post 1999m).  Sasono has denied formal links with the PDR, and says charges against him are politically motivated.  

Whether or not the PDR had a vote-buying strategy, and whether or not Adi Sasono is linked to the party, the PDR did poorly in the June election, picking up only two seats in the DPR, the House of Representatives (Jakarta Post 1999q).  Nevertheless, cooperatives anachronistically remain on the main policy agenda of the Department of Forestry.

It remains to be seen whether - like their counterparts in cooking oil distribution and subsidized credit – the granting of timber resources to cooperatives will more characterized by a new egalitarianism, or political patronage. 

One piece of evidence suggesting that the nation’s cooperative movement may be guided by more egalitarian aims is a proposed regulation that top priority for 20 percent shares in extended timber concessions will be given to “adat law communities” (communities of indigenous peoples) who re-constitute themselves as cooperatives.   But even if this were to come to pass, it is not clear whether a majority of adat law communities could sustainably manage the country’s forests, or would wish to.  Although such assertions are hard to prove, field reports from KPHP social development advisors suggest that nearly all forest communities now tend to see the forest as a source of quick money, and traditional concepts of managing the resource have been all but lost.

Irrespective of whether or not adat law communities will sustainably manage the forests, it is not clear why the primary avenue for them to get back a share of the land taken away from them over the last thirty years is to change into cooperatives.  This suggests that adat communities who do not turn themselves into cooperatives will be out of luck.  In any case, adat communities will be hard-pressed to compete effectively with seasoned players in the patronage game, such as Apkindo.  A current Apkindo official  confirmed that the association is reinventing itself as a cooperative called Kopkapindo, in order to “improve relations with the Department.”  Interestingly, a former Apkindo official revealed that Kopkapindo was initially created to protect the personal shares held by the former head of Apkindo, Bob Hasan, in Banks Bukopin and Muamalat.

In comparison with obtaining shares in old timber concessions, obtaining outright ownership of new concessions, although less well codified under law at this time, is much further along in practice, and potentially more subject to being used as a tool for political patronage.  

Concessions of fewer than 10,000 hectares set aside for cooperatives are meant to be given through governors (Jakarta Post 1999p).  In addition, it has been reported the governor of one province, East Kalimantan, has given out concessions of up to 20,000 hectares (Media Indonesia 1999).  What explains this new policy?  One possible answer is that many current governors are loyalists of the former government who, for the moment, are not supporting the transitional government, due in part to the fact that it is not functioning as effectively as the old government to secure their material interests.  

But if new streams of patronage in the form of 10,000-20,000 hectare timber concessions are made available to them – as is now demonstrably the case - then governors might be persuaded to stay on board with the transitional government.  A similar observation applies with respect to the regulation that timber companies give at least 10 percent of their shares to provincial administration-owned timber companies for those concessions to be extended.

An additional development of interest is a press account which suggests the involvement of the Minister of Forestry’s relatives in the redistribution of new timber concessions.  After Bob Hasan’s 330,000 hectare Alas Helau (East Kalimantan) concession was rescinded in late June 1999, it was redivided into five smaller parcels ranging in size from about 40,000 to 50,000 hectares.  The recipient of these five parcels, Rachmat Timotius, was reportedly able to do so based on the intervention of a son and sister of the Minister of Forestry Muslimin Nasution (Media Indonesia 1999). 

Again, the problem inherent in such discretionary granting of timber resources to cooperatives and other politically-favored recipients appears to place a primary emphasis on using the country’s forest resources to achieve personal power and wealth for selected individuals, rather than using the sector for the benefit of society as a whole.  

Another dimension to consider is that the granting of small timber concessions to cooperatives could, unless managed with extreme caution, have serious consequences for the forests that fall within their boundaries, if the experience of the Malaysian state of Sabah is any guide.  Sabah also serves as a parable for the perils of decentralization.

By way of background, Sabah is a Malaysian state in the northern part of the island of Borneo, immediately north of the Indonesian province of East Kalimantan.  Because of a special deal Sabah struck at the time it entered into the Malaysian federation, Sabah (and its neighbor Sarawak) were given autonomy over their timber resources.  During the late 1960’s and early 1970’s, Sabah was the world’s leading exporter of tropical timber

Politics in Sabah have always been particularly volatile, not unlike the phase Indonesia is about to enter.  No Chief Minister in Sabah has ever stayed in office for longer than 9 years (and in recent years, not unlike the period of Indonesian parliamentary democracy between 1951-1957, power has changed hands every 18 months).  

In Sabah, like Indonesia, politics and timber have always gone hand in hand.  When Harris Salleh assumed the Chief Ministership in Sabah in 1976, he adopted a strategy of handing out small timber concessions to cement his political support.  As with today’s leaders in Indonesia who couch the redistribution of the nation’s timber concessions in terms of economic equity, Harris Salleh to this day defends his former administration’s system of taking away concessions licensed to conglomerates affiliated with his predecessor Tun Mustapha and handing them over to 2,000 to 3,000 of his political supporters.  Harris called the system the “ABC” scheme.  Those in the “A” category were awarded 3,000 hectare timber concessions; the "B” category, 500 hectares; the “C” category, outright cash grants to be used at the recipient’s discretion.  

In Sabah the division of the forest into mini-concessions resulted in the rapid destruction of the state’s timber resource.   Mini-concessions in Sabah were granted for only one to two years.  This short tenure virtually ensured that the recipients of the licenses would log or sell the concession as quickly as they could, with no intention of maintaining forest cover on the land.  While a long tenure is no guarantee of sustainability, a short tenure is a virtual guarantee of non-sustainability. Indonesian planners should avoid short tenures at all costs if they decide to go ahead with mini-concessions.

The toll taken by the mini-concession during the tenure of Harris Salleh is demonstrated by the loss of forest cover in Sabah during that time.  The following table shows the rate of loss of primary forests, the growth of “disturbed” forest and the total loss in forest cover overall in Sabah during Harris’s 1976-1984 term, and beyond. 

Table 6.1
Loss of forest cover in Sabah (in millions of hectares)

Category of Forest
1972
1980
1990

Primary Forest
4.5
1.9
0.5

Secondary Forest
1.3
2.1
2.7

Total
5.8
4.0
3.2

Source:  WWF Malaysia, 1997 interview.

Sabah will shortly reach the position where its timber resource has degraded to such an extent that mini-concessions will be the only kind of concession left to award.  Nearly all licensees in Sabah are mini-concession holders.  As of 1996, 92 percent of the state’s concessions were under 10,000 hectares, and 84 percent under 5,000 hectares.  Concessions of only a few hundred hectares were common (Sabah Department of Forestry 1996).  With the exception of the one million hectares held by the Sabah Foundation, of which only 200,000 hectares is virgin forest, the state has no more large concessions to give out.  

Indonesia, which during the last two to three years was still giving out concessions hundreds of thousands of hectares in size, may find it unimaginable that it will ever end up with depleted forests like Sabah.  And yet, with the appearance of the mini-concession, Indonesia is now taking the first steps down the same road.

It is, however, important to keep this matter in perspective.  While they can easily increase the amount later, and probably will, the Department is currently planning to grant only one million hectares of HPHs to cooperatives, or 2 percent of all HPHs nationwide.  In addition, given the less-than-salutary record of concession management by large timber groups, there is little to be lost by giving cooperatives a try.  Although the government has no intention of imposing such a restriction, if areas under management by cooperatives were restricted to non-mechanized logging, it is almost certain cooperatives would log in a more sustainable fashion than the timber groups who dominate the industry today.  The bottom line, however, is that if the experience of Sabah is any guide, Indonesia should be prepared to say goodbye to forests turned over to cooperatives.

2. 
Limiting the HPH holdings of timber groups

A new law limits the size of any new or extended timber concession to 50,000 hectares, and the overall concession holdings of any timber group to 100,000 hectares within a given province, and 400,000 hectares in the entire country.  The only exception to the law is West Irian, where individual concessions are limited to 100,000 hectares, and group holdings to 200,000 hectares.  

What this new law means for timber companies is this.  From now on, no timber company in Indonesia may obtain a new timber concession larger than 50,000 hectares, except in West Irian where the limit will be 100,000 hectares.  If  a company already has a concession larger than 50,000 hectares, when that concession’s license is extended (which ordinarily occurs after 20 years), then the concession will be reduced in size to 50,000 hectares (or 100,000 hectares in the case of West Irian).  

If a company already has timber holdings in excess of 100,000 hectares in a given province, then that company may not obtain a new concession, nor extend any of its existing concessions in that province, until such time as its provincial holdings fall below 100,000 hectares (except in West Irian, where the limit is 200,000 hectares).  Finally, if a timber company has national holdings that exceed 400,000 hectares, then it may not obtain any new concessions, nor extend any of its existing concessions anywhere in the country, until such time as its national holdings fall below 400,000 hectares. 

This report asks two questions about the limits on the size of concessions and on overall concession holdings.   First, what are the implications of these limitations on the ability of timber companies to turn a profit?  Second, how easily can these regulations be circumvented?

How concession limitations will affect the ability of companies to turn a profit is explored in Scotland 1998.  That report concludes that limits on the size of single concessions to 50,000 hectares would be a disaster.  In the current economic environment, assuming prices remain stable,  assuming that concessions contain, on average, 30 percent non-forested lands, and assuming a discount rate of 25 percent, it would be impossible over the long run for a typical fully mechanized concession under 70,000 hectares to remain profitable, give current levels of technology.

This is because up-front costs for machines and roads are so large that it is only possible to recoup those losses in concessions of 70,000 hectares or more.  The more the total hectarage of a HPH exceeds 70,000 hectares, the larger will be its profits, until the concession reaches about 100-150,000 hectares, after which its profit rate flattens out. Given that HPHs under 70,000 cannot operate both sustainably and profitably in the current economic environment, it is difficult to endorse the proposed 50,000 hectare limit.  Such limits will, in the long run, not only bankrupt a large segment of the industry, but also dry up a crucial source of revenue for the government.  Again, these findings apply to fully mechanized operations, not small-scale and less capital-intensive operations.  With respect to limitations on concession holdings to 100,000 hectares within a given province, it is again quite difficult to be optimistic about such an idea, so long as it remains coupled with limitations on the size of timber concessions to 50,000 hectares.  

However, if the 100,000-hectares-limit was to remain in place - but the 50,000-hectares-per-HPH limit were dropped – the result would not be harmful.  As mentioned above, concessions over 70,000 hectares can, on average, turn a profit in the current environment.  Profits climb as the size of concessions increase, until a size of 100,000 to 150,000 hectares is reached.  Thus, in and of itself, the per-province limitation of 100,000 hectares would not be disastrous, unless coupled with a 50,000 per-concession limitation.


Turning, finally, to the limitation of 400,000 hectares on country-wide holdings of  timber groups, such a provision by itself would not be harmful, but again, only it were decoupled from the 50,000 hectare per HPH limit.  Given that the optimal size of a timber concession is between 100,00 and 150,000 hectares, any company can enjoy the profits of two to three such concessions while still continuing to operate under the proposed 400,000 hectare limit.  

We now turn to the issue of whether concession size limits can be circumvented.  Any timber group can employ a number of strategies to circumvent the 400,000 per conglomerate limit.  One such strategy, for example, would be for a timber company which has already acquired timber concessions to spin them off to one or more family members, who then run these concessions under a different company name.  This is a strategy that has been underway for some years in Burhan Uray’s Djajanti Group.  Sujono Varinata, Burhan’s son, initially worked inside Djajanti to run the company’s eastern Indonesian operations, but now runs his own substantial timber company, the Budhi Nusa group from Djajanti headquarters.

Another way that large timber companies might be able to circumvent the proposed 400,000 hectare limit is to purchase logs from concessions owned by other companies. This is an arrangement for which there is a long-standing precedent in Indonesia. To give a current example, the Barito Pacific company purchases part or all of the logs from six timber concessions to which it does not hold licenses.  The total hectarage of those concessions is estimated to be 452,100, an area in excess of the total hectarage that Barito Pacific will be allowed to control under the new regulation.

Table 6.2
Timber Concessions not owned by Barito Pacific which supply Barito Pacific mills

Name of non-Barito Pacific (BP) HPH which supplies BP mill
Group(s) to which the HPH is  licensed ( if known)
Total hectares of the HPH
Total ha’s  assumed dedicated solely to BP
Name of Barito Pacific mill supplied by the HPH

Braha Ternate

 30,000
 30,000
 Tunggal Agathis

ITCI
Army/

Bimantara
570,200
235,100
Sangkulirang Bhakti

Poleko Trading Co.
Poleko
 56,500
 28,500
Yurina Wood Ind.

Ratah Timber Co.
Roda Mas
125,000
 62,500
Sangkulirang Bhakti

Green Delta
Air Force
 74,000
 74,000
Yurina Wood Ind.

Yubarson Trading
Poleko
 45,000
 22,500
Yurina Wood Ind.


It may be that the architects of the proposed regulation limiting total concession ownership to 400,000 hectares have already anticipated that timber companies will employ the strategies outlined above, and other means, to circumvent the size limits.  Perhaps 400,000 hectares was decided upon in the first place as a deliberately low threshold which it was anticipated that timber companies would use various mechanisms to exceed.  

It will be a while before the regulation limiting concession size begins to bite, as it applies only to concessions whose licenses are now in the process of being extended, or will be in the next few years.  The problem is, no one seems to be exactly sure how many concessions that is.  The following table shows the wide variation in estimates of Department of Forestry and other officials on the number of concessions that will be available in the next few years for reassignment or auctioning.

Table 6.3
Variations in official statements on the amount of timber concessions that will expire and be available for reassignment or auctioning during the next one to three years

Person making the statement, and the position they hold
# of HPHs  available for distribution
HPH hectarage said to be available for distribution
Time frame over which  distribution will occur
Date on which the statement was made

Sofyan Simbiaton, former head of MPI Reformasi
105
5 million
1999-2002
3 September 1998

Muslimin Nasution, Minister of Forestry
149

1999
15 September 1998

Harnanto Martosiswojo, former Director General of Forest Utilization

9 million, including 2.74 million revoked or expired HPHs
1999
28 September 1998

Waskito Soerjodibroto, Director General of Forest Utilization

9 million, but only 6 million of which are operable
2000
15 January 1999

Sjahrani Sjahrin, vice chairman of DPR Commission III

3 million
1999
12 April 1999

Muslimin Nasution, Minister of Forestry

11 million 
1999
19 April 1999

To summarize, Indonesia is proposing a variety of new plans which collectively amount to a new policy on the re-distribution of timber concessions. While we applaud the 400,000 hectare national limit, we are concerned that the limits of 100,000 hectares per province may, and the limits of 50,000 hectares per concession almost certainly will, erode what efficiency there is in Indonesian timber operations.   

We also have concerns that the requirements that 20 percent of shares in new and extended timber concessions be sold to cooperatives, and mini-concessions of under 10,000 hectares be awarded to cooperatives, amount to little more than a new system of political patronage.  Moreover, if the new mini-concessions have short tenures, the implications for the forests they contain will be grave.  We turn now to reforms designed to raise the depressed prices of Indonesian logs and rough sawn timber and bring them in line with higher world prices. 

B.  
The market agenda

At the heart of most proposals made during the last decade for reform of the Indonesian timber industry is the idea that as much economic rent or above-normal profit as possible should be captured in a regular, transparent and accountable fashion by the government - through timber fees and corporate tax - rather than in an irregular fashion by politically-connected timber companies and their political patrons.  

However, the government cannot extract full resource rent from Indonesian forest products unless the prices for those goods are at normal world levels.  Domestic prices for Indonesian logs and rough sawn timber are currently low.  An effort to bring Indonesian domestic prices in line with world prices was an indispensable part of a package of reforms agreed to between the IMF, the World Bank, and the government.

The provision held that the 200 percent tariffs – in effect, bans - on the export of roundwood and rough sawn timber would be lowered to 30 percent by April 1998 (which has happened), 20 percent by the end of 1998 (which happened three months late), and 10 percent by the end of 1999.  This provision, if implemented as intended, will result in all timber concessions having the possibility of exporting logs at a higher world price, instead of continuing to sell logs to plywood mills at the low Indonesian price.  

Similarly, it will allow sawmills to export rough sawn timber at higher world prices, instead of selling that commodity on the depressed Indonesian market.  In short, the new regulations will mean that plywood mills no longer have exclusive access to Indonesia’s timber rent “pie.”  For the first time in a decade, plywood mills will be required to divide the spoils with non-plywood-linked timber concessions and sawmills.

Undermining the reduction in log and rough sawn timber export taxes.    

However, as it turns out, the reduction of log and rough sawn timber export tariffs was implemented neither in letter (for the first two months of 1999), nor in spirit (up until now).  In terms of violations of the letter of the agreement, raw log and rough sawn timber export tariffs were to have been lowered from 30 percent to 20 percent at the end of 1998.  However, the Department of Trade and Industry did not actually implement this tariff reduction until late-March.  The delay appears to have been brought about in part by the Minister of Forestry’s asking IMF approval to postpone the plan (Jakarta Post 1999b).  

When it became evident to the World Bank that there was active resistance  to the tariff cut, they sent a letter to the Minister of Industry and Trade, asking him to go ahead and implement the rate cut.  As a result of the letter, the Minister of Industry and Trade agreed to lower the raw log and sawn timber export tariff from 30 percent to 20 percent on March 24 (Jakarta Post 1999i). 

While the government is now in compliance with the letter of the tariff reductions, it is far from clear whether they are in compliance with the spirit.  The government has created a new requirement that no company may export logs or rough sawn timber unless they first obtain letters of permission from three sources:  (1) Kanwil Kehutanan; (2) Dinas Kehutanan; (3) Department of Forestry headquarters in Jakarta.  Obtaining the necessary letters is not a straightforward process.  

Thus, in spite of the government’s stated intention to export 5 million cubic meters of raw timber in 1998, they granted letters of permission for the export of only 862,000 cubic meters in 1998, and only 13 percent of that amount was actually exported (Jakarta Post 1999f).  

In terms of the export of  rough sawn timber, one sawmiller interviewed claimed to have been granted letters of permission for the export of that commodity, but a representative of the Indonesian Sawmillers’ Association (ISA) was not aware that any such letters had been granted to any of ISA’s membership.  The Ministry of Trade and Industry subsequently stated that no company had successfully applied for permission to export rough sawn timber (Jakarta Post 1999i).  

In short, the need for exporters to obtain letters of permission from the Department of Forestry is a new non-tariff trade barrier.  As a result, raw log exports have only trickled out, and rough sawn timber exports are at a standstill.  Whether the plywood industry has applied pressure on the government to raise these various barriers against the export of logs and rough sawn timber, or whether the government has taken this task upon itself, the fact remains that such a barrier is now in place, and the main beneficiary is the plywood industry.  

The enormous rent available to plywood exporters provides the industry with a substantial incentive to oppose any regulatory changes that would interrupt that flow.  Perhaps the most notable development in the timber industry in the last few years is that rent flowing to plywood producers soared from its pre-monetary crisis levels of US$25/m3 to US$80/m3 late last year, and again to $US172/m3 during the first few months of 1999.  This increase in rent is due to two main factors.  First, plywood manufacturers no longer have to pay exorbitant fees to the Apkindo marketing monopoly.  Second, in spite of lower plywood prices, rent accruing to plywood manufacturers rose three times in rupiah terms due to the falling value of Indonesia’s currency.  These developments are detailed in the table on the next page.

Table 6.4  Rents available to plywood exporters before and after the monetary crisis


Pre-Monetary Crisis
Post-Monetary Crisis


1996
December, 1998
March, 1999

Factory Costs

Labor 

Salary

Glue

Energy

Additional Materials

Buildings

Machines and Tools

Overheads

Association Fees

Total
8,060

11,844

54,144

10,551

89,770

775

21,972

32,571

11,562 

241,251
9,296

13,620

216,576

15,300

125,678

775

87,888

32,571

0.00

501,704
9,296

13,620

216,576

15,300

125,678

775

87,888

32,571

0.00

    501,704

Office Costs
General Costs

Marketing Fees

Overheads

Total
7,144

42,981

282

50,407
7,144

19,481

282

26,907
7,144

19,481

282

26,907

Roundwood Costs (2 m3 rwe)
540,500
615,000
800,000

Total Costs
832,158
1,143,611
1,328,611

FOB Price of 1 m3 Plywood
989,937
2,120,000
3,040,000

Depreciation
51,888
176,640
176,640

Interest
46,706
159,000
159,000

Remaining potential resource rent (total costs minus FOB price) per m3 of plywood (in Rp)
59,185
976,389
1,375,749

Remaining potential resource rent (total costs minus FOB price) per m3 of plywood (in US$)
25.18
80.10
171.97

Remaining potential resource rent per m3 of roundwood (in US$)
12.59
40.05
85.98

Notes related to table on the previous page:

Pre-Monetary Crisis

Factory Costs and Office Costs are derived from Scotland and Whiteman 1997b, Table 6.3, page 24 (excluding figures for “Factory Costs – Operating and Maintenance” and “Office Costs – Other Costs,” which Scotland acknowledges were probably baseless figures).  

Roundwood Cost is derived from Scotland and Whiteman 1997b, Table 6.1, p. 23, using within group prices for two cubic meters of red meranti, the primary raw material input for Indonesian plywood.  Figures for Central Kalimantan are excluded, as the authors point out that they are anomalous. A log to lumber conversion ratio of 2:1 is assumed.  

Plywood Price is derived from Scotland and Whiteman 1997b, Table 3.2, p. 10, using export market prices, but excluding figures for Central Kalimantan. 

Depreciation figure assumes a plywood factory whose machines cost US$26.5 million, which produces 80,000 m3 of plywood/year, and depreciates over fifteen years.   

Interest figure assumes that half of the cost of machines, US$13.25 million, is paid for through a dollar loan that charges 12% interest.  

Exchange rate is assumed to be Rp2,350/US$1.

Post-Monetary Crisis

Factory Cost and Office Costs are derived from Scotland and Whiteman 1997b, Table 6.3, page 24.  However, the following changes in costs are assumed:

· labor and salary increase 15%

· glue costs increase 300%

· energy costs increase 45%

· 1/5 of additional materials are assumed to be imported, and  to be 300% more expensive

· association costs decrease to 0

· marketing costs decrease to US$8.29

· all other costs remain constant

Roundwood Cost:  Department of Forestry data from late 1998 showed that the average nationwide price for a cubic meter of red meranti – the primary wood used to make plywood - was Rp315,000 (US$39)/m3 (Scotland 1998:14).  By March 1999, ITFMP’s Pekanbaru pilot KPHP project reported that the price of red meranti had risen slightly to Rp400,000(US$50)/m3.  While the price for illegal red meranti is far lower,  for the purposes of the calculations in this table, we have conservatively decided to use US$50/m3 as our 1999 domestic roundwood price.

Plywood Prices for 1998 is derived from Jakarta Post 1999a, which stated that plywood exports were selling for an average CIF price of US$305/m3.  Assuming freight and insurance cost US$40/m3, then the FOB price of plywood was US$265/m3.  Plywood Price for 1999 is derived from the Indonesian Forestry Society (MPI), which estimated that CIF plywood prices were US$420/m3 (Jakarta Post 1999h). Assuming freight and insurance cost US$40/m3, this suggests that the FOB price of plywood right now is US$380. 

Depreciation and Interest costs are assumed to be the same after the monetary crisis.  However, because these costs are dollar-denominated, they are higher in rupiah terms.   

Exchange Rate is assumed to be Rp8,000/US$1.

The table on the previous page shows that under current market conditions, plywood companies are able to earn a pre-corporate tax rent of US$86/m3 for each cubic meter of red meranti they buy from their own timber concessions.  In short, the plywood rent haven is alive and well, although the spoils no longer appear to flow to Bob Hasan and his political patron.  Rather, they appear to be divided amongst a few dozen forest products companies with substantial timber concession and plywood mill holdings.  Whether forest products companies are sharing these rents with new political patrons is not known. 

Unprecedentedly high levels of uncaptured rent from plywood exports provides the industry with a substantial incentive to oppose any increases in their raw material costs.  Assuming that plywood groups have succeeded in placing political pressure on the Department of Forestry, this may explain the Department’s unwillingness to allow the unfettered resumption of log and rough sawn timber exports.

A piece of evidence which corroborates that the industry associations and the Department of Forestry have worked to prevent the free export of logs and rough sawn timber is their well-coordinated campaign to convince observers that (1) there is a domestic log shortage in Indonesia, and (2) domestic log prices are nearly as high as world prices.  If these two points were true, there would be a rationale – although not a particularly good one - for not allowing the export of logs and rough sawn timber.  For example, if there was a domestic shortage of logs, this would suggest that Indonesian plywood factories were being denied a steady supply of raw logs, while their competitors overseas were poised to enjoy a free flow of raw logs once the lifting of the log and rough sawn timber export taxes went into full effect.  

Similarly, if domestic log prices were nearly as high as world prices, this would suggest that Indonesian concessionaires could make as much money selling logs at home as exporting them, thus removing an important justification for allowing them to export. It is thus worth examining the twin claims that there is a log shortage in Indonesia, and that Indonesian log prices are comparable to world prices.

Is there a log shortage?  Claims of a log shortage in Indonesia came as a surprise.  During most of 1998, the Department of Forestry said there was a log glut in Indonesia.  The figure commonly circulated by the Department of Forestry most of last year was that 5 million cubic meters of Indonesian logs were lying unused due to depressed demand at home and abroad.  

Then, inexplicably, starting late in 1998, the executive director of the Indonesian Forestry Society (MPI) told reporters that Indonesia was not experiencing a log glut, but rather a log shortage,  which he claimed was due to “the La Nina weather pattern” (Jakarta Post 1998).  This claim was then taken up by the Department of Forestry’s former Direktur PPHH, who told reporters of a “sharp drop in timber supplies, primarily due to heavy rains which have disrupted logging activities and the transportation of timber to mills,”  and even by the Minister of Forestry, who “asked the International Monetary Fund’s approval to postpone the plan to reduce the export tax on timber in order to prevent the domestic log supply from growing even scarcer” (Jakarta Post 1999b).

In the end, the Minister of Industry and Trade stepped in and clarified the situation, telling reporters in the plainest possible language that there is no log shortage.  “There are currently a lot of unsold logs in Kalimantan’s rivers and it’s better to export them rather than leave them to rot there.  Imagine how much loss we will suffer if we ban the export of logs again.”  The Minister said, continuing, “Many timber firms have felled trees for export but…the logs remain unsold.  So it is not true that there is a scarcity of logs on the domestic market” (Jakarta Post 1999f).   Exactly one week after making this statement, the Minister of Industry and Trade went ahead and implemented the government’s agreement with the IMF to reduce raw log and rough sawn timber export tariffs to 20 percent (Jakarta Post 1999i).

Are domestic log prices high?  In late November, 1998 the executive director of the Indonesia Forestry Society (MPI) told reporters that “logs were currently priced at around US$85 per cubic meter (in the) local market, while the price on the international market was currently US$110 per cubic meter” (Jakarta Post 1998).  This claim was then taken up by the (now former) Department of Forestry’s Director of Utilization and Distribution of Forest Products, who told reporters that Indonesian companies “were still reluctant to export their timber because local sales were now more profitable (emphasis added)” (Jakarta Post 1999b).   

While it is true that international prices for tropical roundwood remain high, research shows that Indonesian domestic roundwood prices are at about half that level.  The Ministry of Forestry’s own data from September, 1998 showed that the average nationwide price for a cubic meter of red meranti – the main species used to make plywood - was Rp315,000(US$40)/m3 (Scotland 1998: 14).  There is no evidence to confirm the claim of the head of the MPI that log prices rose to twice that level in the space of two months. 

In fact, subsequent research by one of the ITFMP’s pilot sustainable forestry management unit (KPHP) projects in Sumatra suggested that wood prices are now lower than levels on which the Ministry of Trade is now calculating forestry revenues.  From Pekanbaru it was reported in March, 1999 that a mid-size plywood group was buying red meranti logs from its own HPHs at Rp400,000(US$50)/m3.  

Meanwhile, in the illegal market, plywood quality logs are selling for even less.  In March, 1999 a medium-sized plywood company in Central Kalimantan admitted to supplying 100 percent of its roundwood intake from the illegal market.  For full length (2.5 meter) plywood quality red meranti logs, the company is paying the rock bottom price of Rp170,000(US$21), which is comprised of Rp135,000(US$17)/m3 for transport, and Rp35,000(US$4)/m3 for felling and extraction.  The emergence of an illegal market in plywood-quality logs suggests that legal supplies of this type of roundwood may be difficult to obtain in some areas.  In this narrow sense, the Department may be correct when it says there is a log shortage.

Again, while Indonesian industry officials are correct when they say that world prices for red meranti logs are in excess of US$100/cubic meter, it is likely that they are being less than candid in claiming that domestic log prices are approaching those levels.  

In actuality, plywood companies are buying logs from themselves at somewhere between the prevailing black market rate (US$15-35) and the price on which the Ministry of Trade and Industry calculates timber revenues (US$80), and certainly not more.  This report proceeds conservatively, and for its calculations uses the highest price verified in the field, namely, US$50/m3 for red meranti. 

The basis on which the Department of Industry and Trade currently calculates timber revenue levels for red meranti is Rp640,000(US$80)/m3 (Jakarta Post 1999b).  However, basing revenue calculations on a log price does not mean this is the log price.  The revenue basis price of logs is not a meaningful guide to the real price of logs.

Why have industry and even some government officials taken to maintaining there is a domestic log shortage, and that domestic log prices are high, in the face of so much evidence to the contrary?  The most likely explanation is that the Indonesian plywood industry and (some) government officials wish to obscure the magnitude of the above-normal profits that are  now flowing to timber groups as a result of being able to buy Indonesian logs from their own concessions at low domestic prices and export them from their mills in the form of plywood at high world prices. 

  Why would Indonesian timber groups wish to obscure the size of the rent they earn?  Because if there was widespread recognition that plywood exports are earning substantial excess profits, this would result in that rent being taken away through either higher corporate taxes or more vigorous enforcement of corporate taxes at their current levels.  As things stand now, if timber companies can continue to claim – in a way that is not overly-specific – that the prices they are paying for raw logs from their concessions are high,  then they can also continue to claim that the profits of their plywood mills are low, and hence those mills will pay lower corporate taxes.  

But what difference does it make whether timber companies pay higher taxes at their concessions  (which is what is happening now), or higher taxes at their mills (which is what would happen if the companies were reporting domestic log prices truthfully)?  The difference is substantial – and the implications of this fact go far beyond an arcane point of revenue policy.

Given the way that stumpage fees (i.e., revenues paid on raw logs by timber concessionaires) are structured in Indonesia, it is more advantageous for integrated forest companies to have most of their taxes collected at their concessions, rather than at their plymills.  Why?  Because stumpage fees collected from timber concessions cover only a small part of the trees actually used by the plymill downstream.  As has shown in tables 3.8 and 5.6, only a fraction of the timber consumed by most Indonesian plywood mills is purchased from their own or others’ timber concessions.  Most is either obtained through untaxed black market timber, or low-tax land-clearing (where, for plywood quality red meranti, 40 percent or US$8 less is paid than is the case for the same species harvested selectively from HPHs).  As a result, it is not particularly onerous for Indonesian timber companies to pay full timber royalties, and full corporate taxes, on what is after all only a portion of the overall timber they use. 

In contrast, if timber groups were to admit that they were feeding their mills with low cost logs, they would also have to declare higher profits in the tax returns from their plywood mills, and that would mean paying corporate taxes of 35 percent on the profits based upon the full volume of logs they use.  Therefore, it is in the interest of integrated timber companies to create the myth of a domestic log shortage and resulting high domestic prices, as this then allows them to pay stumpage fees and corporate taxes only on the fraction of the wood they obtain from their concessions, while avoiding corporate taxes on the actual profit they earn from the full complement of logs consumed in their plywood mills.  

In closing, this section has not been intended to be a thorough analysis of all reforms pursued by the Department.  Rather, it has been an attempt to highlight the two divergent types of reform being pursued by the Department.  The first constitutes an effort to resurrect a new system of timber patronage, among whom the beneficiaries are those elements in the current government wishing to organize economic activity and political patronage through cooperatives.  In order to achieve this, the Department of Forestry has issued, or will issue, new regulations calling for:  (1) a redistribution of 20 percent of the shares in individual timber concessions to cooperatives, and another 10 percent to timber companies controlled by provincial governments, as well as the distribution of concessions as large as 10,000 hectares to cooperatives at the discretion of governors; (2) limitations on the size of individual timber concessions to 50,000 hectares, and on the overall concession holdings of timber companies to 100,000 hectares per province, and 400,000 hectares nationwide.

The second type of reforms focus on introducing prices and incentives for sustainable management in Indonesia’s timber industry.  When the Indonesian economy came crashing down a year and a half ago - due to three decades of mismanagement and corruption under the New Order, and the resulting mass flight out of Indonesia by investors who had initially hoped to share in the spoils of such a system, IMF and World Bank officials responded quickly, convincing the government to enact a series of far-reaching, substantive forestry reforms.  An important piece of this complex but highly consistent program of reforms was designed to bring the depressed prices of Indonesian logs and rough sawn timber in line with higher world prices. The government, however, appears to have undermined this reform, resulting in plywood producers enjoying ever-more-rapidly-expanding levels of profit.


What caused the Department to, on the one hand, to create its own set of  ad hoc policies for the re-distribution of timber concessions, but on the one hand, remove the capstone to an edifice of policies a decade in the making?  The first set of policies appears to represent an effort by the new government to create a new set of  rent havens.  The avoidance of the second policy appears to represent an effort by the government to re-tool an old rent haven where the ultimate beneficiaries are plywood exporters, and whoever their new patrons are.

VII.
Recommendations
Indonesia’s forests should not be as difficult to manage as they have turned out to be. For one thing, the responsibility for their management lies clearly with the state:  most of country’s forests are located on government land (a point that many NGOs and adat law communities dispute, but which for the time being remains the case).  For another thing, forests are no losing proposition:  they are full of commercially valuable timber species which can be harvested at a low cost and sold for a high price, hence generating above normal levels of profit.  In theory, then, it should be easy for the government to control the resource, and make sure that the rent earned from it is harnessed to maximize the nation’s welfare.

However, the main point of this report is that precisely because timber is such a easy-to-obtain and valuable commodity, control over it and access to it has come to be monopolized by the most powerful elements in the country.  These actors see the forests as something from which they can unofficially capture rent for themselves, in order to maintain position and wealth.  The recommendations that follow in this final section are an effort to allow for the enormous value embodied within the nation’s timber resource – the rent - to be returned to the government in a transparent and regularized fashion, and hopefully from there, to the people.

When reading this final section, two important points need to be kept in mind.  First, since the recommendations all aim to capture rents at various stages in the regulatory and production process, they are fundamentally linked.  If the recommendations are implemented only partially, then the entire package will fail.   The second point to keep in mind is that the recommendations have already been agreed to by the Indonesian government in writing.  All that remains to be done is for them to be implemented faithfully.

Since the recommendations all pertain to rent extraction, it is easiest to quantify them in terms of costs of production, profits, levies, and fees of a single cubic meter of red meranti, the industry standard.  We do this in table 7.1 on the following page.  For purposes of comparison, the table shows both how rent is currently divided for a cubic meter of red meranti, and how it should be divided.  

Column 2 in the table shows how rent for a cubic meter of red meranti is divided right now, according to Indonesian law.  We start with a cubic meter of red meranti priced by the government of Indonesia at US$80/m3 for the purposes of taxation.  The table then shows that it costs a timber company US$17 to take that cubic meter out of the forest, plus making US$5 in normal profit, which adds up to US$22.  The amount left after subtracting out cost of extraction plus normal profit is US$58/m3.  This is the total economic rent.   

The government then proceeds to apply various forest levies, including the dana reboisasi (US$10/m3), the PSDH (which, it was recently announced, would be raised to US$8/m3, although this has not yet happened) and smaller fixed fees (US$2/m3), all of which add up to US$20.  This leaves US$38 in rent after forest levies.

Corporate tax is then applied.   But first, the $5 in normal profit made by the company on the cost of removing the log from the forest must be added back because normal profit, as well as above-normal profit, is subject to taxation.    

Adding rent after forest levies with normal profit we end up with a total profit of US$43 for purposes of taxation.  The corporate tax rate is 35 percent.  35 percent of US$43 is US$15. This amount is subtracted out. 

That leaves the total amount of uncaptured economic rent at US$23.  That is the amount that has historically gone to politicians (like former President Suharto, and his supporters), Apkindo, Golkar campaigns, non-timber related investment by timber companies (like the Salim group’s rescue of Bank Duta, Barito Pacific’s investments in the Chandra Asri and Tripolyta petrochemical facilities, or Nusamba’s purchase of Astra shares), Swiss and Austrian bank accounts, and the like.  

Table 7.1:
Current and recommended division of rent for a cubic meter of red meranti
1
2
3
4

How value is divided in a cubic meter of Indonesian red meranti priced at US$80
Currently  (US$)
Recommended  (US$) 
Corresponding recommendation  in this report

Price 
80
80
2

- Cost of Extraction + Normal Profit
22
22


Total Rent
58
58


- Auction Fees
0
5
1

- Performance Bond
0
16
4

- Stumpage Fees
20
35
3

Rent after Forest Levies
38
0


+ Normal Profit (25% of COE)
5
5


Total Profit before Corporate Tax
43
5


- Corporate Tax (35 percent of Profit)
15
2


Uncaptured Rent
23
0


Captured Rent (Forest levies + tax)
35
58


We turn now to how the system described above can be reconfigured so that all timber rent is made officially available to the government, or set aside by them to create incentives for timber companies to sustainably manage their concessions, with nothing left over for above-normal earnings by timber companies, as such earnings are all-too-frequently passed along in an unproductive fashion to political patrons.

Column 3 in the above table shows ITFMP’s recommendation for how the rent on a cubic meter of red meranti should be divided.   The price of the wood, the cost of extraction plus normal profit, and the size of the total economic rent remain the same.  The only thing to change is how the economic rent is divided.   

To start with, we recommend that the government collect US$35 through stumpage fees (up from US$20), US$16 in performance bonds (currently companies do not deposit performance bonds), and a final US$5 from auctions (no timber concession has ever been auctioned in Indonesia, but the government has stated its intention to auction 10 million hectares by the end of 2000).  This leaves no rent at all. 

The government is now eligible to take out corporate taxes.  While there is no above normal profit left under this scenario, normal profit made by the company on the cost of removing the log from the forest is added back in.  Normal profit amounts to 25 percent of  the US$17 it cost the company to remove the log from the forest, or US$5.  

Total profit for purposes of corporate taxation is US$5.  The corporate tax rate is 35 percent.  35 percent of US$5 rounds up to US$2.  

The above avenues for the government to capture timber rent correspond to the four recommendations in this section.   Capturing rents through auctions is discussed in recommendation 1.  Getting prices right so that maximum rent can be captured  is discussed in recommendation 2.  Creating area-based stumpage fees so that rents can be captured in full is discussed in recommendation 3.   Capturing remaining timber rent through performance bonds is discussed in recommendation 4. 

The reason these recommended reforms must be implemented as a package is that if any of them is omitted, uncaptured rents will continue to exist.  As soon as uncaptured rents are available for politicians to chase after, making a fast buck will become their priority, rather than seeing that the nation’s forests are sustainably managed.      

We turn now to the second point, namely, that the following recommended reforms have already been agreed to in full by the Indonesian government in writing, as a part of the IMF and World Bank Policy Review Support Loans (PRSL’s) 1 & 2.  Under the terms of these loans, the Department of Forestry agreed to make a series of reforms in exchange for a massive transfusion of cash from the IMF and World Bank to the national treasury.  

One can formulate many criticisms of these forestry reforms.  For one thing, the reforms in some cases are not specific enough.  This criticism is especially applicable to PRSL 1, which was unavoidably drawn up under tremendous time and institutional pressure.  A second criticism, which in many ways follows from the first, is that the IMF and World Bank did not consult enough with donors and NGOs about the content of the reforms.  A third criticism is that the IMF and the World Bank have not been vigorous enough in verifying compliance with the reforms.  This final criticism is valid.

Criticisms aside,  the fact remains that the reforms themselves are exactly what the Indonesian forest industry needs.  Observers should think twice before throwing stones at the Bank, at least where its forestry agenda in Indonesia is concerned.  The recommendations in this final section overlap with many of the reforms contained in the PRSL 1 & 2.  Since all the foregoing recommendations have been agreed to by the government – in the context of its discussions with the IMF and World Bank - they should not be overly onerous for the government to fulfill.

1. The long tradition of giving away timber concessions to politically-favored parties should be brought to an immediate end.   Timber concessions, if their licenses are to be extended, or are being offered for the first time, should be auctioned.  Concession size limits of 50,000 hectares should be abandoned, as concessions of less than 70,000 hectares are thought to be inefficient or unsustainable or both.  

The primary impediment to the formulation and enforcement of a properly conceived Indonesian timber policy has been the handing out of timber concessions, with the expectation that recipients will either pay political obeisance to the President, or worse, provide him with under-the-table funds.

Political patronage is not a system that goes away easily, and it appears that the government is building a new system for the discretionary distribution of timber concessions.  The new system respects existing timber licenses, but calls for concessionaires to give 20 percent of their shares to cooperatives at the time of license extension, for a million hectares timber concessions to be awarded to cooperatives, and has now resulted in East Kalimantan’s governor awarding timber concessions of up to 20,000 hectares (Media Indonesia 1999).    

The problem with such a system is that it creates a new set of client concession holders who realize that the rent they will earn from their concession is a gift from a political patron, in this case, the governor of their province, and the political party to which s/he belongs.  These small concession holders will in all likelihood be under some form of obligation to make unofficial, under-the-table payments to support the governor, at a minimum helping him buy votes for his party at election time.  The unofficial appropriation of timber rent for political purposes prevents timber, a valuable national resource, from being used by the government for legitimate development expenditures, at precisely the moment when those expenditures are most needed. 

The alternative to the discretionary patron-client system of timber concession distribution is a more neutral, fair, transparent, and competitive system, namely, auctioning.  Last year the Department of Forestry implemented a regulation allowing for the auction of new or expired concessions under the terms of the PRSL 1.  What a properly functioning auction system would look like is described in detail in Fraser and DeKock 1998, and Muljadi and Fraser 1998, publications available free of charge from ITFMP.

While the Department has acted to make auctions possible, and even posted the specifications for potential bidders, there are problems.  First, the Department seems uncertain about which concessions it wants to auction, and has released widely varying numbers and locations of concessions to be auctioned.  Second, although the concessions will be “auctioned”, they will not necessarily be awarded to the highest bidder.  Instead, the grounds on which concessions are awarded will be purely at the discretion of the Minister of Forestry.   Third, the Department has said that HPHs can only be bid for by companies based in the province in which the HPH is located, meaning that Indonesian companies from outside the province cannot bid. 

In short, while the Department has stated its readiness to put 10 million hectares of concessions on the auction block in the near future, it has to some extent rendered the process of auctioning meaningless, by making it discretionary, non-transparent, and closed to parties even within the country.
The Department’s ostensible reason for offering a non-competitive auctioning system is that a competitive system would allow the same wealthy and politically-connected timber companies to dominate the industry.   At least two facts suggest that this may not be the case.  First, the Department has already enacted limits on the size of concession holdings of all timber groups to 400,000 hectares nationwide.  Hence, the large and even the mid-size conglomerates will not be able to bid in auctions, unless they do so through shadow or shell companies, which the Department should be able to keep track of.  Second, as shown in table 7.1, a properly conceived auction system will be one in which concessionaires only have to bid about an eleventh (5/56 to be exact) of the total post-corporate-tax economic rent generated by a given concession, US$5/m3 in the (admittedly idealized) case of a pure stand of red meranti.  This is an amount that interested and legitimate timber companies should be willing and able to pay.  

While ITFMP supports the idea of limits on the overall holdings of timber groups to 400,000 hectares, limits of 50,000 hectares almost certainly will prevent capital intensive companies from operating at a profit.  This is because our research shows that timber concessions require a minimum size of 70,000 hectares to turn a profit (Scotland 1998).   Unfortunately, the first place where concessionaires cut costs are in areas related to silviculture, training, research and other aspects of their operation that encourage sustainability.  Hence, we are pleased to see that the Department is now reconsidering its regulation to limit concession sizes (Jakarta Post 1999s).

2. All segments in the primary processing segment of the Indonesian timber industry deserve to be paid world prices for their products, not only the exporters of plywood.  The easiest way to achieve this is to allow the free export of logs and rough sawn timber, which means lifting the requirement for multiple letters of permission prior to being able to export these commodities.   

The elimination of high export tariffs for roundwood and rough sawn timber is contained within the PRSL 1.  As a result of that agreement, the government cut the 200 percent export taxes on logs and rough sawn timber to 20 percent, and has promised to lower the tax further to 10 percent by this year’s end.  The problem is, that although export tariffs have been - or will be – cut substantially, they have been replaced by a system requiring multiple letters to authorize roundwood and rough sawn timber exports.

If the requirement for export  letters were to be removed, this would allow Indonesian timber concessionaires to export raw logs and rough sawn timber.  For the first time in more than a decade, Indonesian concessionaires would be paid the world prices for their logs, which is currently around US$110, rather than the prevailing Indonesian domestic price of US$50/m3.  

The spread that Indonesian sawmillers could earn on the export of rough sawn timber is even larger.  If sawmillers were allowed to export, using here the example of rough sawn red meranti, they would be paid the world price of $770-850/m3 (Tropical Timbers 1999: 3), which is vastly higher than the Indonesian price (between US$45-55/m3 last September – the domestic price of rough sawn timber has almost certainly risen this year, although by what amount is unknown).   In short, if non-tariff barriers on the export of logs and rough sawn timber were removed, exporters of these commodities would stand to earn far more.

As the export price for raw logs and rough sawn timber rose, so eventually would the Indonesian domestic prices of these two products.  A rise in domestic price would simultaneously produce welfare and redistributive effects.  The welfare effect would be that Indonesian forest products exporters would be richer – since they would be paid world prices of $110/m3 for their logs, rather than Indonesian prices of US$50/m3, and world prices of US$770-850 for their rough sawn timber, rather than the domestic Indonesian price not too far above $45-55/m3.  

Removal of restrictions on the export of raw logs and sawn timber would also have a redistributive effect:  plywood manufacturers would no longer be the primary captors of Indonesian forest rent.  As things stand now, plywood companies buy roundwood – either from their own concessions, from other non-affiliated concessions, or from illegal loggers – at an artificially low domestic price, process that roundwood into plywood, and sell most of it on the world market at high international prices.  However, if the price they paid for wood domestically were to rise, then the margins on which they could collect rent would shrink.  The amount by which plywood exporters’ rent shrinks will more or less correspond to the amount by which that of log and rough sawn timber exporters’ would rise.

While this paper argues that lifting export restrictions on Indonesian forest products is a good idea, there are possible consequences from this course of action which must be considered.  There are many observers who believe that once Indonesian timber exporters of raw logs and rough sawn timber are given access to the world market, this will not succeed in pulling up the prices of those commodities on Indonesia’s home market, because Indonesian illegal loggers will simply flood the country’s domestic market with an even greater supply of low price black market logs stolen from the country’s unprotected forests, and that therefore domestic log and rough sawn timber prices will stay low.  The logical extension of this argument is that Indonesian black market logs will eventually spill out into the world market, and this will simply serve to drag down the world price of tropical timber, simultaneously impoverishing tropical timber exporting nations, and destroying Indonesia’s forests even faster.  

There actually is no clear and definitive answer to the question of whether -- given the complicating factor of an unchecked market in Indonesian illegal logs -- a genuine freeing of raw log and rough sawn timber exports would be more likely to lower world prices, or raise domestic prices.  One thing that does seem clear is that until the problem of Indonesian illegal logging is solved, many if not most of the recommendations made in the section will remain of secondary importance.

           3. The Indonesian government should capture all timber rent, preferably through the use of a single area-based fee.  

Indonesia’s stumpage fees are far too low as they stand.   For example, rent now being captured by plywood manufacturers (and not being captured by the government) is at a pre-corporate tax level of US$86 for each cubic meter of roundwood consumed, as shown in Table 6.3.  At a time when the country is in an economic crisis, and the government is having to borrow billions of dollars from multilateral banks simply to finance routine spending, the government has not taken advantage of the higher revenues that could be earned from taxing the timber industry at a level which captures full economic rent.   The Department of Forestry should take advantage of the relative absence of timber-rent-hungry parties at the pinnacle of power, and raise timber taxes before another powerful leader emerges in Indonesia who regards the nation’s timber resource as a personal campaign warchest and financial fiefdom.  
After taxes, concessionaires now pocket US$23 (plywood manufacturers, US$86 before corporate taxes) for each cubic meter of red meranti sold.  As shown in table 7.1, the pre-corporate tax level of economic rent is US$56/m3 for red meranti.   Capturing 60 percent of this amount, as the government has agreed to do, would mean that the new stumpage fee would be US$35.  While the government agreed to adjust stumpage fees to capture 60 percent of economic rent by 31 March 1999, in reality the government has only stated its intention to raise the smaller of Indonesia’s two main timber fees – the PSDH or forest products royalty – by US$3 per cubic meter of red meranti, which would mean that the overall stumpage fee for a cubic meter of red meranti will rise from US$17 to US$20.  In short, the current system of stumpage fees in Indonesia falls far short of where the Department promised it would be.

In addition, if the government wishes to denominate timber fees in dollars, but collect them in rupiah, as they now do with the nation’s larger timber fee - the dana reboisasi or reforestation fee - they should collect fees based on the actual dollar-rupiah exchange rate, not the artificially low exchange rate of Rp5,000/US$1 which the government currently allows concessionaires to pay.

In revising timber fees, it is important for the government to index fees to the world price of roundwood and rough sawn timber, not the artificially low domestic wood price now prevailing.  For the purposes of our calculation, we have assumed a world price of US$80, a plausible future price for red meranti, as it averages the current Indonesian domestic price for red meranti of US$50/m3, and the current world price for the same wood of US$110.  US$80 may be a good price on which to index forest fees, as it corresponds exactly with the price on which the government currently bases stumpage fees for red meranti.  

In order to optimize the efficiency of the country’s forests, and in order to minimize illegal logging, stumpage fees should be based not on the volume of wood that is removed, but on the volume of wood that could be removed, which is to say, based on the area to be logged.  

A fee calculated only in terms of the cubic meters removed from a concession is referred to as volume based fees.  The problem with a volume based fee is that it creates a set of perverse incentives for timber concessionaires.  By levying taxes on the volume of wood removed from their concessions, the government creates an incentive for concessionaires to “high grade,” that is to say, to remove only a few of the very highest quality trees in any given coupe, and a disincentive for concessionaires to remove lower  quality but still usable logs, as well as lesser known species.  As a result, lower-than-optimal volumes of roundwood are produced nationwide, and more virgin forest needs to be harvested in any given year, on average, than would the case if concessionaires were to use all the mature trees of commercial value contained within their coupes.  


Under an area-based fee, concessionaires pay royalties based on the standing stock of mature, commercially valuable species contained in the annual harvesting block.  By charging concessionaires for the trees they could take, area based fees give concessionaires not only the incentive to harvest top quality trees (which they would do in any case), but also the incentive to harvest second quality trees, and lesser known species, all of which ought to be used.
An area based fee should go a great distance toward cutting out the primary supply of wood for illegal loggers.   Under the current system of volume based fees, concessionaires have only the incentive to harvest top quality trees.  They leave behind second quality trees and lesser known species.  Illegal loggers sneak into timber concessions and steal those second quality trees and lesser known species, typically in the same year that roads are opened into primary forests.  

Although no such system has been introduced to date, as a part of the PRSL 2 the government did agree to complete the analysis and draft design of an area based revenue collection system for concession operations by June 30.  

4. To ensure that logging is carried out sustainably, concessionaires should post performance bonds with simple criteria for success or failure.  

The performance bond is the final necessary piece of the mix of policies recommended in this report.  A performance bond is money that concessionaires are required to pay up front before they begin to log.  If the concessionaire logs in a way that is non-sustainable, it will have to forfeit part or all of the bond.  Non-sustainable practices  include:  stealing logs from adjacent protected areas or other timber concessions; harvesting trees outside of the approved annual cutting area; harvesting trees that are less than 60 cm diameter at breast height (dbh) in limited production forests, less than 50 cm dbh in production forests, or less than 40 cm dbh in swamp forests; making skid trails that are too wide, or too long.  If companies harvest their concession sustainably, they get their performance bond back, with interest.

As with all of the recommendations made up to this point, performance bonds are about making sure that the rent embodied in Indonesia’s timber resource ends up with the government, where it will be hopefully dispensed in a policy-neutral and rational fashion, and which would in any case be preferable to having it hijacked by politicians and stolen by illegal loggers.   

To review, the after-corporate-tax level of timber rent for each cubic meter of red meranti is US$56.  It is recommended that US$5 of that amount be captured through the auction of the concession.  Another US$35 should be captured through area-based stumpage fees.   This leaves US$16, the average amount at which it is recommended performance bonds be set.   

As a part of the PRSL 2, the government has agreed to establish a performance bonding system by 31 March 1999.  No system has been introduced to date, but the Department appears to be more serious about performance bonds than any of the other reforms recommended in this paper.  Performance bonds are a part of the reform bill sent to the DPR by the Department of Forestry in August, 1999.

To conclude, Indonesia’s forest is a treasure of almost inestimable value.  The problem is, some politicians appear only to see the forest in terms of what it can do for them personally in the short run, to generate enormous amounts of informal rent.  These leaders are addicted to rent, hence the title of this report.  

Although it is a time of great uncertainty in Indonesia, now is the best time for more responsible elements within the current government to move quickly and create a set of laws that prevents less responsible elements in current and future governments from gaining illicit access to forest rents.   The best way to achieve this end is for the government to do what it has already said it will do - that is to say – to return the forest sector to normal market conditions which have been absent for so long, and to legally capture rent through a linked set of forest fees.  

 To this end, this report recommends concessions no longer be discretionarily distributed by the government to politically favored parties, but auctioned to the highest bidder.  The government should stop trying to depress the local price of timber, as this only results in powerful companies buying logs at cheap prices, turning those logs into plywood,  which they sell for astronomical profits on the world market, with little benefit accruing to the people of Indonesia.  Instead, this report recommends the government craft timber revenue policies that allow it to capture the enormous rent embodied in the nations’ timber resources, so that these proceeds can then be used to help the nation. Timber revenues should be set on an area basis, so that valuable timber is removed, rather than left for illegal loggers to steal.  Finally, the report recommends that timber concessionaires be required to post performance bonds, revocable in the event that they do not log responsibly.
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APPENDIX 1

Table A.1:
4 million hectares of HPH’s given to institutions of higher learning, for ‘research and development,’ and to pesantren and village cooperatives

No. 
Province/
Institution of Higher Learning 
Name of HPH 
Area
(Ha) 

1
Univ. Syiah Kuala (DI Aceh) 
PT. Alas Helau
PT. Lamuri Timber 
70.000 
53.000 

2
Univ. Sumatera Utara (Sumut) 
PT. AIK Gadis 
91.000 

3
Univ. Negeri Riau (Riau) 
PT. Diamond Raya Timber 
90.900 

4
IAIN Sutan Syarif Qosim (Riau) 
PT. Rokinan Timber 
48.600 

5
Univ. Islam Riau (Riau) 
PT. Nanjak Makmur 
41.200 

6
Univ. Lancang Kuning (Riau) 
PT. Perkasa Baru 
81.500 

7
I T B 
PT. Inti Prona 
53.000 

8
Univ. Andalas (Sumbar) 
PT. Minas Pagai Lamber Co. 
83.300 

9
I P B (Jambi) 
PT. IFA 
129.900 

10
Univ. Negeri Jambi (Unja) 
PT. Serestra I 
30.700 

11
Univ. Batanghari (Jambi) 
PT. Kamiaka Surya 
48.800 

12
IAIN (Jambi) 
PT. Dalek Hutani Raya 
54.900 

13
Univ. Sriwijaya (Sumsel) 
PT. Riwayat Musi Timber 
38.900 

14
Univ. Negeri Bengkulu (Bengkulu) 
PT. Dirgahayu Rimba 
61.500 

15
Univ. Mataram (NTB) 
PT. Angkawijaya 
60.500 

16
Univ. Tanjung Pura (Kalbar) 
PT. Inyuitas 
88.300 

17
Univ. Bratawijaya (Kalbar) 
PT. Kayu Pesaguan 
100.000 

18
Univ. Palangkaraya (Kalteng) 
PT. Tunggal Pamenang 
70.000 

19
Univ. Lambung Mangkurat (Kalsel) 
PT. Emil Timber 
40.200 

20
Univ. Mulawarman (Kaltim)
Eks PT. Dana Mula Bhakti
53.000

21
Univ. Dumoga (Sulut)
Eks PT. Sandi Jaya Satria
28,043 

22
Univ. Sam Ratulangi (Sulut) 
PT. Wenang Sakti
PT. Tembaru Budi Pratama 
100.000 
41.300 

23
Univ. Tadulako (Sulteng) 
PT. Tritunggal Ebony
PT. Bina Balantak Raya 
90.000 
207.000 

24
Univ. Hauleo (Sultra) 
PT. Intisixta 
100.000 

25
Univ. Hasanudin (Sulsel) 
PT. Rante Mario 

PT. Palapi Timber
114.000

64,000 

26
Univ. Pattimura (Maluku) 
PT. Jati Maluku 
70.000 

27
Univ. Cendrawasih (Irja) 
PT. Semai Matoa Timber 
100.000 

28
Univ. Diponegoro (Irja) 
PT. Citra Lembah Kencana 
100.000 

29
Univ. Airlangga (Irja) 
PT. Phoenix Harapan 
100.000 

30
I T S (Irja) 
PT. Henrison Iriana 
85.000 

31
Univ. Jember (Irja) 
PT. Yapen Utama Timber 
69.600 

32
U G M (Irja) 
PT. Malik Jaya Timber 
100.000 

33
UNPAD (Irja) 
PT. Green Delta 
74.000 


Research and Development 
-
200.000 


Pesantren and Village Cooperatives 
-
1.000.000 


 Total
-
4.032.134 

Sources:  (1) http://mofrinet.cbn.id/informasi/struktur/pejabat_dephutbun_3.html; (2) Departemen Kehutanan, Direktorat Jenderal Pengusahaan Hutan, Direktorat Bina Pengusahaan Hutan, 1999 (unpublished).


As shown in the table on the previous page, the Department of Forestry has  redistributed more than 4 million hectares, or about 1/13 of the nation’s total area of natural forest timber concessions (HPHs).   About 70 percent (nearly 3 million hectares) is going to colleges and universities, now known as land grant colleges as a result of the Department’s newfound largesse toward them.  Another 5 percent (200,000 hectares) is being set aside for the purposes of research and development.  The remaining 25 percent (one million hectares) will go to pesantren (Islamic boarding schools) and village cooperatives, at the discretion of governors, as discussed on pages 58-59.

With respect to the nearly three million hectares in HPHs whose resources are being diverted to universities, in only about a third of these cases is an outright handover of operating license occurring, according to the author’s analysis of a subset of nine of the 33 HPHs listed on the previous page.   In three of these cases, shares in stock were transferred to universities.  In another three, partnerships were offered.  Only in the final three did concessionaires actually surrender licenses to an educational institution.

Nevertheless, this still constitutes a substantial transfer of forest resources to the academic community.  Given that institutions of higher learning have typically not been found at the head of the line of favored recipients of timber patronage, it is worth asking why they have emerged as the primary beneficiaries in the current round of redistribution.   

As is the case with the granting of timber resources to cooperatives, it is possible that the Department is operating purely on the basis of social constructionist/idealistic motivations.   However, in all probability, the current government is using the award of timber resources to universities to achieve motives that are more purely political in nature.   In the short term, the government appears to be trying to quiet the voices of the segment of Indonesian society that has produced the most virulent criticisms of the current government, the academic community.  In the longer term, the government is for all intents and purposes trying to put in place the material underpinnings for a pro-regime constituency within that segment of Indonesian society that has - time and again throughout the twentieth century - proved to be the wellspring of Indonesia’s leaders, institutions of higher learning.

One problem with this new arrangement is that institutions of higher learning, as well as pesantren and village cooperatives, lack the skills and capital to operate timber concessions.  As a result, they will in most cases leave the logging of their new concessions to the timber companies with whom they jointly hold the concessions, or to those companies which until recently held those concessions.  
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