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FLEGT    European Union’s Forest Law Enforcement Governance and 

Trade project, which is helping to support HTR 
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Abstract 

In Indonesia, development of sustainable supplies of timber has failed to keep 

pace with industrial demand.  After decades of overharvesting and clearing to bridge 

supply gaps, Indonesia’s forests and forest industries are in a crisis, with declining stocks 

of timber to support forest-dependent livelihoods and biodiversity, and large recurring 

emissions of atmospheric CO2 linked to deforestation.  The Indonesian Government’s 

strategy of providing incentives to developers of large-scale industrial timber plantations 

has been of limited success, with only 30% of state targets reached after nearly twenty 

years of work.  Difficulties can be traced to conflicts over land rights at the community 

level, and the limited financial viability of plantation investments in markets distorted by 

illegal and cheaply-priced wood supplies.  In an effort to address these obstacles, the 

Indonesian Government introduced a new community-based plantation program in 2007, 

Hutan Tanaman Rakyat (HTR), which affords local communities rights and incentives 

for developing timber plantations on community lands.  Country-wide targets for HTR 

are substantial, with 5.4 million hectares of plantations planned, however substantial 

challenges lie ahead in identifying suitable areas of land, creating effective institutional 

arrangements, and ensuring economic viability.  Here, we examine the financial viability 

of developing pulpwood plantations under HTR at 22 proposed sites in West Kalimantan, 

and consider challenges to implementing HTR on the ground by surveying a local 

plantation company operating under a partnership model similar to the kind proposed for 

HTR.  Investments in all 22 sites yield negative net present values, indicating HTR is not 

profitable under current market conditions.  Results suggest HTR may be best facilitated 

by accompanying macroeconomic and forest-sector policies which reduce market 

distortions, improve market transparency and liquidity, and raise domestic log prices.
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The future of Indonesia’s timber industry will depend on the successful development of 

forest plantations. 

Forest Industry Revitalization In-house Experts Working Group,  
Indonesian Ministry of Forestry, 2007. 

I.  Overview 

It is widely acknowledged that too much timber is being harvested from 

Indonesia’s forests.  Industrial demand is estimated at around 60 million m3 of wood per 

year, while sustainable yields from natural and planted forest are on the order of 11-20 

million m3 per year (WB 2006b; MoF 2007).  Excessive harvesting and clearing to meet 

supply deficits has progressed to where over 30% of production1 forest lands no longer 

have any forest cover (MoF 2007).  The continuing loss and degradation of forested lands 

accompanies declines in timber to support forest-dependent livelihoods, loss of 

biodiversity and ecosystem services, and large attendant emissions of atmospheric CO2 

(FAO 2007).  

 In the hope of maintaining the forest sector’s role as a significant source of 

foreign exchange and jobs, the Government of Indonesia has, since the mid 1980s, 

pursued a policy of providing incentives to companies willing to invest in developing 

large-scale industrial timber plantations (Hutan Tanaman Industri, or HTI) to supply the 

nation’s wood industries.  In particular, as the pulp and paper industries grew to become 

the leading component of the forestry sector, large tracts of land were made available for 
                                                
1 The state of Indonesia, through Article 6 of the 1999 Forest Law, classifies forest lands 
into three classes: “conservation forest,” “protection forest” (for water quality, erosion 
control, etc.), and “production forest,” which is meant to be a continual source of forest 
products.  In addition, most planning documents recognize a fourth classification: 
“conversion forest,” which is forest land slated for clearing and conversion to agriculture 
and plantation use (World Bank 2006a). 
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conversion to pulpwood plantations, with plantation firms able to access subsidized loans 

from the state, and subject to only limited capital investment requirements (Barr 2001).   

Development of timber plantations in Indonesia has been both a contentious and 

slow process, occurring in a context of legal uncertainty, and characterized by frequent 

disputes between plantation firms and local communities over access to forest resources 

(Contreras-Hermosilla and Fay 2005; Kartodihardjo and Supriono 2000).  Contreras-

Hermosilla and Fay (2005) note that according to the Ministry of Forestry’s (MoF) own 

data, 52% of forest land claimed by the state likely overlaps with traditional usage and 

ownership claims of local communities.  In most cases, plantation conversion licenses 

have been awarded without prior determination or consideration of these existing 

communal land claims.  In other cases, timber plantations compete with oil palm 

plantations for suitable land (WBb 2006).  Perhaps most significantly, the continued 

ability of pulp producers to access both legal and illegal supplies of low-priced mixed 

tropical hardwood from natural forest, the restrictions on HTI log exports, and the 

monopsony character of local markets undermine the economics of growing trees (Enters 

et al. 2003; Pirard and Irland 2007; WBb 2006).  The result: from 1989-2006 the 

Government of Indonesia processed permits for 10.26 million ha of industrial plantations, 

yet only 3.03 million ha, or 30%, were planted by 2006 (MoF 2007).   

Recognizing the role that social conflict at the local level has played in the slow 

realization of timber plantations, the Government of Indonesia in 2007 launched a new 

plantation program, Hutan Tanaman Rakyat (HTR - the people’s plantation program), 

which affords communities direct rights and incentives for developing timber plantations 

on community lands.  HTR concessions allotted to communities will last for a period up 
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to 100 years – long enough to ensure that long-term investments may be captured by 

participants.  Moreover, under HTR, communities will be able to draw upon the legal 

enforcement agencies of the state to protect investments, thereby reducing risk, and 

helping clarify what has to date been a tenuous legal arrangement between plantation 

companies and communities (Contreras-Hermosilla and Fay 2005).  Land targets are 

substantial – 5.4 million ha by 2016 – meaning HTR plantations are expected to 

constitute the majority of Indonesia’s current 9 million ha plantation development plan 

(MoF 2007).   

HTR allows for community members to partner with companies in developing 

timber plantations – an approach adopted from existing company-community 

partnerships which have evolved in Indonesia as a means to address land disputes 

associated with plantation development (Nawir & ComForLink 2007).  Typical 

arrangements in practice involve an agreement among the two parties to share land, 

capital, labor, and management, with the objective to produce commercial timber and 

share in the profits from its sale (Mayers and Vermeulen 2002).  Results to date in 

Indonesia have shown partnerships to be effective in resolving conflict, however the legal 

framework underpinning partnerships on communal land and in non-concession areas is 

lacking, and the long-term financial viability of these plantations are uncertain (Nawir 

and ComForLink 2007; Nawir and Santoso 2005). 

While HTR is a positive step, in that it allows communities greater involvement in 

plantation development, the program presents a range of new challenges, including 

limited capacity of community and state-support institutions to manage HTR 

development, an as yet undefined legal framework for private and state-company 
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partners, poor market access in many areas, and uncertain financial viability given current 

market conditions and level of state-funded support.  All of these factors will likely need 

to be addressed before HTR can be expected to significantly get underway. To date, the 

program has failed to expand beyond a handful of state-directed pilot projects (personal 

communication, Ahmad Dermawan, CIFOR, 2/11/09). 

In light of the critical role which HTR is expected to play in addressing the 

challenges facing Indonesia’s forests and forest sector, this study is designed to explore to 

what degree HTR, in its current incarnation, can be anticipated to meet state targets for 

plantation development.  We evaluate 22 proposed HTR sites located in two West 

Kalimantan districts, estimating the net present value (NPV) and internal rate of return 

(IRR) of pulpwood plantation investments under varying conditions, including the critical 

factor of distance to mills.  We focus on pulpwood rather than timber rotations because of 

the greater availability of information on pulpwood plantation costs, and because the pulp 

and paper industry is the largest and fastest growing component of Indonesia’s wood 

sector, currently accounting for over half of all logs consumed (WBb 2006).  The ability 

of HTR to fulfill pulpwood supply deficits is therefore of great concern.  Results show 

high sensitivity to wood price prices, yields and transport distances, and limited financial 

viability of HTR pulpwood investments given current market conditions.   

To better understand how HTR may be implemented on the ground, we survey 

community members participating in an HTR pilot project in the northern part of Sintang 

district, and examine the experiences of Finnantara Intiga, a large HTI operating in 

Sintang and Sanggau districts under a partnership model similar to the kind proposed for 

HTR plantations. 
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Section two provides an overview of the HTR program as it currently exists.  

Section three details our research methodology for conducting financial appraisals of 

proposed HTR sites and for conducting household surveys.  Sections four describes the 

results of our financial appraisal, HTR survey, and Finnantara case study, and section five 

concludes with discussion and recommendations.   

We restrict our empirical analysis to Sintang and upper Melawi2 districts, which, 

at the time of this study, were farthest along in developing HTR planning maps. 

1.1  Research questions and project objectives. 

Specific research questions addressed in this work are: 

 
1. What is the financial viability of pulpwood plantation investments at proposed 

HTR sites within our study area of Sintang and Melawi Districts? 

2. What is the relative sensitivity of net present values (NPVs) of pulpwood 

plantation HTR investments to wood price, yield, and transport distances? 

3. What are the challenges to implementing HTR on the ground, as seen through the 

experiences of participants in a local HTR pilot project, and also at Finnantara 

Intiga, a large HTI operating in Sintang and Sanggau districts under a partnership 

model similar to the kind proposed for HTR? 

 

                                                
2 The map used in our analysis comes from the district planning office of Sintang, but 
also includes 6 proposed HTR sites lying entirely or partially in neighboring Melawi 
district. 
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It is hoped that this report will assist in the design and implementation of HTR, 

pointing out current strengths and weaknesses, and furthering efforts to address the 

broader challenges facing Indonesia’s forests and forest sector. 

II.  HTR 

2.1  Program overview and targets 

The HTR community plantation program was initiated in 2007 under Government 

Regulation No. 6 2007 (amended by PP3/2008 on February 4, 2008) and Ministry of 

Forestry Regulation No. P.23/Menhut-II/2007, granting local communities the right to 

develop timber plantations for up to 100 years on land which has been designated by the 

state as suitable for HTR.  The length of the permits, and the fact that they afford 

community members formal usage rights to state forest lands, is a big step forward 

towards effective local incentives for sustainable management of forest resources.   

Official MoF objectives for the HTR program are threefold: to alleviate poverty in 

rural areas, to provide new employment opportunities, and to improve the economic 

outlook and performance of the forestry sector (Government Regulation No. 6 2007). 

Both individuals and locally-based cooperatives can apply for HTR permits 

(IUPHHK-HTR) (Article 7 of P.23/Menhut-II/2007).  Individual family applicants are 

limited to a maximum area of 15 ha, while cooperative HTR size limits are determined 

according to cooperative’s ‘development capability’ (Article 8 of P.23/Menhut-II/2007), 

but must be a minimum of 8 ha in area, and from a group of at least 5 IUPHHK-HTR 

license holders (Article 2 of MoF regulation No P.9/Menhut-II/2008).  Licenses are 

cancelled if license holders fail to do any administrative and field activities within 180 

days after issuance of the license. 
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Funding for the program will be provided by the state through a forest 

development financing agency, referred to as BP2H (Pola Pengelolaan Keuangan Badan 

Layanan Umum Pembiayaan Pembangunan Hutan), and administered in the form of a 

soft loan (Noordwijk et al., 2007).  A separate village-level financial institution – also 

created by the state – the Lembaga Keuangan Pedesaan (LK), will support the HTR 

program and administer the loan (Nawir & ComForLink, 2007).  At the time of this 

report, a fixed amount of 6,471,600 Rp per ha will be provided for HTR plantation 

development (MoF Regulation No. P.48/Menhut-II/2007). 

Official country-wide targets for HTR are substantial, with 5.4 million ha of 

plantation forests projected for the 2007 to 2016 period (Nawir & ComForLink, 2007).  

Alongside a 3.6 million ha state target over the same period for industrial (HTI) timber 

plantation development, it’s clear that Indonesia is vesting a large share of the burden of 

revitalizing its forest industry, and transitioning to more sustainable management of its 

forest resources, on the HTR program.  Using the maximum 15 ha per household 

allotment, HTR will involve some 360,000 households, with a total budget of 34.9 trillion 

Rupiah3 (3.82 billion USD).  

According to Government Regulation No. 6 2007, MoF will determine a price 

floor for HTR timber, but at the time of this report, no specific price information has been 

announced. Other significant details to be worked out include how risk will be shared 

among participants, the degree of state support provided through extension agencies, how 

loans will be administered, and whether permit holders will be able to transfer plantations 

                                                
3 This estimate relies upon the 6,471,600/ha figure in MoF Regulation No.P.48/Menhut-
II/2007.  An earlier ICRAF report cites loan support of 8 million rupiah per ha and a total 
budget of 43.2 trillion rupiah. (Noordwijk et al., 2007). 
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to heirs.  These and other unresolved issues will likely determine the attractiveness of 

HTR investments to private stakeholders, and the speed at which the program advances. 

2.2  HTR development models 

Three schemes are proposed under MoF regulations for establishing and operating 

HTR plantations:  

1. The independent model (Pola Mandiri), whereby communities develop and 

operate HTR plantations directly, either as individuals or as groups.  Local 

governments will provide development assistance, but market access and 

organization is the responsibility of license holders. 

2. The partnership model (Pola Kemitraan), whereby plantations are developed 

and managed in partnership with a private or state-owned company.  MoF 

determines partners for each licensed group, and appointed partners are 

responsible for training, inputs, and securing market access. 

3. The developer model (Pola Developer), whereby a private or state-owned 

company establishes the plantation before turning it over to local license 

holders, with developer expenses treated as an additional loan which must be 

paid back in installments (Nawir & ComForLink, 2007). 

2.3  Identifying land for HTR 

 Article 1A and 2 of MoF Regulation No. P.23/Menhut-II/2007 state that 

qualifying criteria for potential HTR sites include location near the forest product 

industry, on unproductive state production forest land, with freedom from other usage 

licenses.  The procedure thus far in place has been for the central, Jakarta-based MoF to 

develop initial planning maps which meet the above criteria.  Maps are then transferred to 
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district agencies, who verify and propose additional HTR sites.  These district maps 

require approval from the provincial Governor (Bupati), after which all maps are sent 

back to MoF for final approval.  Those communities identified as being located in or near 

proposed HTR sites will then be informed of the opportunity to acquire HTR permits by 

the local forest agency, Dinas Kehutanan Propinsi (Interview with Pak Wawan, Dinas 

Kehutanan Propinsi, 7/28/09).  

Noordwijk et al. (2007), in a case study examining early MoF HTR maps for an 

area in North Sumatra, found substantial discrepancies between actual land conditions, 

and official qualifying criteria for indicated HTR sites.  Notably, only 3% of the area 

suggested for HTR lacked productive tree cover, agricultural use, or was free from 

settlements, and only 29% of the land was actually production forest.  As the authors 

note, these results suggest that “HTR maps are not a reliable and sufficient basis to 

develop policies.” 

III.  Research methodology and data 

3.1  Study area 

 Sintang and Melawi districts are located on the inland portion of West Kalimantan 

province, on Indonesian Borneo, at an altitude of 50-385 meters above sea level.  

Average annual rainfall is 3500 mm with distinct wet and dry seasons, and soils are 

deeply weathered and acidic (Tyynela et al. 2003).  Much of the area has lost its original 

forest cover, replaced by grassland and shrubland, with significant areas of planted oil 

palm, tree plantations, and rubber trees (Miettinnen & Lammi, 2002; WRI, Indonesian 

Forest Atlas 2008;).   
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 A digitized map containing 22 proposed HTR sites in Sintang and Melawi 

districts was obtained from the district planning agency (Bappeda) for Sintang (see Map 

1).  Sites range in size from 172 ha to 76,279 ha, with a combined land area of 258,970 

ha.  This map is awaiting approval from the Ministry of Forestry’s Provincial Planning 

Agency (BPKH) – the final step in the chain of procedures for identifying land for HTR.  

Map data also includes a single unclassified roads layer, and a layer containing locations 

of perennial rivers.  A more detailed road layer digitized from 30 meter landsat imagery 

was provided by the World Resources Institute (WRI). 

There are three perennial rivers in the area, the largest being the Kapuas – a major 

transport corridor for wood heading out of Kalimantan, which empties into the South 

China Sea some 20 km south of the city of Pontianak.  Flowing into the Kapuas from the 

south is the Melawi river, along which wood is also transported, and from the north, the 

Ketungau river, which is likely too small to support anything other than small log rafts 

(Syamsul Fikar, Finnantara Intiga, personal communication, 3/9/09).   

Pulpwood plantation company Finnantara Intiga operates in Sintang district (see 

concession description below), and has a processing facility, called logpond Sukau, for 

storing, weighing, and loading logs onto river barges, located on the northern bank of the 

Kapuas river about 30 km downstream from Sintang city.  Transit times from logpond 

Sukau to Pontianak are 1-3 days, and from Pontianak to the large pulp and paper mills in 

Sumatra is another 5-7 days (Pirard and Cossalter 2006). 
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3.2  Costs associated with HTR plantation development 

MoF regulation P.48/Menhut-II/2007, from October 31, 2007, includes an 

estimate of generic costs to develop an HTR plantation (table 1), which we use for our 

financial analysis.  We assume costs shown are discounted present value costs.  

Additional cost estimates for capital, transporting wood, and future pulpwood prices 

come from two CIFOR reports on Indonesian pulpwood plantations by Jurgens (2009) 

and Pirard and Cossalter (2006).  Interviews with staff and contractors at Finnantara 

Intiga during July 2008 provide an additional source of information.  The estimate of 7 

million Rp/ha ($766 USD) is inline with a 6-7 million Rp/ha estimation provided by 

Finnantara Intiga for plantation development, and near the low end of estimates found in 

Jurgen’s report for the initial rotation.  Jurgens notes that establishment costs for second 

and subsequent rotations are usually lower than the initial rotation – by some accounts as 

much as 40% – as harvesting operations accomplish much of the required clearing.  We 

stay with the MoF cost estimates for all rotations due to the uncertainty in modeling 

smallholder production under the new HTR program, and also because NPVs and IRRs 

(see Results section) are far more sensitive to wood prices, yield and transport costs than 

to establishment costs (Jurgens 2009).    

Table 1.  Cost estimates for HTR plantation development included in MoF regulation 
P.48/Menhut-II/2007, October 31, 2007, and used for our financial evaluation of HTR 
plantation investment.  Costs are assumed to be discounted present value costs. 
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3.3  Estimating transport distances of proposed HTR sites to mills 

No pulpmills are currently located in West Kalimantan, and we assume that 

pulpwood grown at proposed HTR sites will be shipped to Sumatran mills, as currently 

practiced by Finnanta Intiga.  Proposed HTR sites are analyzed using ESRI ArcGIS 

software to determine the length of the ‘least-cost path’ between HTR sites and 

Finnantara Intiga’s Logpond Sukau, given our geospatial data on roads and rivers and 

cost estimates for transporting wood along these vectors.  Logpond Sukau represents a 

convenient departure point from which we have shipping cost data, as well as a likely 

destination in the event that no upstream logpond facilities are developed.   

Our geospatial analysis methodology is similar to that used by Lee and Stucky 

(Lee and Stucky 1998).  A finely pixilated cost-surface of 30x30 meter pixels covering 

our study area is first composed by assigning a relative cost value to each pixel, based on 

its classification into one of 4 categories: river, primary road, small road, and land (table 

2).  The single road layer received from Bappeda is classified as primary roads, while 

non-overlapping roads from WRI’s more detailed imagery are classified as small roads.  

Relative cost values are meant to correlate roughly with the cost differential in 

transporting wood by river, primary road, smaller roads, and over road-less land.  While 

we have estimates for the cost differential between rivers and road vectors, the distinction 

in cost between primary and secondary roads is based solely on the observation that 

primary roads are likely to be better maintained, and more capable of handling log trucks 

traveling at reasonable speeds, and during inclement weather.  Likewise, road-less areas 

are obviously non-passable, however setting too high a cost value runs the risk of 

distorted cost paths, as both road layers may be incomplete.  
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Table 2.  Relative cost values for transporting wood in the study area.  Values are used to 
derive a cost surface over which least cost distances between proposed HTR sites and 
logpond Sukau (existing pulpwood storage & shipping center) are estimated. 

 

 

 

 

After a cost surface is developed, least cost paths between logpond Sukau and the 

center-weighted point of each HTR polygon are identified using ArcGIS’s “cost 

distance” and “cost path” tools, and path distances are measured.  Map 2 illustrates this 

technique using proposed HTR site 14. 

In allowing for river transport to logpond Sukau we assume upstream logpond 

facilities for loading logs onto river boats can and will be developed according to our 

estimated least-cost paths for each site4.  To allow for the possibility that no upstream 

logponds will be built, we construct a second cost layer with no river transport vectors, 

which assumes that all wood will be trucked to Logpond Sukau.  Cost estimates 

computed from these cost paths represent our high-cost transit option.  

 

                                                
4 Several proposed HTR sites have identical least-cost path entry points into the Melawi 
and Ketungau rivers.  It may therefore be possible to efficiently construct additional 
logponds for shared use. 
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3.4  Financial evaluation of timber investments at proposed HTR sites 

 We use net present value (NPV) and internal rate of return (IRR) to evaluate the 

return on investing in each of the 22 proposed HTR sites.  Two discount rates were taken 

from Jurgens (2009) – a low rate of 6% and a high rate of 14% – reflecting the wide 

variability in costs of capital for plantation development in Indonesia.  Projects are 

considered feasible if the NPV is positive, or IRR is higher than the cost of capital.   

MoF regulation P.48/Menhut-II/2007 indicates HTR loan support of 6,471,600 Rp 

per ha, with an unspecified below-market interest rate charged.  In the absence of 

information on the precise loan terms, we assume a 5% interest rate will be charged, and 

payback in full required following the first harvest. 

For biological parameters, we model the most popular species grown for 

pulpwood in Indonesia, Acacia mangium, and consider both low yield (MAI of 15 

m3/ha/yr) and high yield (MAI of 22 m3/ha/yr) for a 7-year rotation, which is inline with 

data from Finnatara Intiga, and other researchers who have modeled this species in West 

Kalimantan (Finnantara Intiga; Nawir et al. 2003; Pirard and Cossalter 2006).  Jurgens 

(2009) models future commercial plantation yields using MAIs of 20 m3/ha/yr for a low 

case, and 33 m3/ha/yr for a high case, based on higher yields reportedly achieved by Sinar 

Mas on some test plots in Sumatra.  We consider these yield estimates unlikely for 

smallholders, especially considering commercial MAIs for large pulpwood companies 

have only recently reached 20-23 m3/ha/yr in some areas (Jurgens 2009), and yields at 

most Kalimantan pulpwood plantations in the recent past have been considerably lower 

(Pirard and Cossalter 2006). 
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3.5  Field study of HTR pilot project in West Kalimantan 

A small household survey was conducted at Tanjung Sari village, located in 

northern Sintang District, which is the location for a trial HTR project.  Thirty-one 

household surveys of farmers in the two sub-villages comprising Tanjung Sari village 

were conducted: 14 surveys in Sebara, and 17 in Mengerat, with most respondents 

(30/31) intending to participate in HTR.  Respondents included the sub-village leaders 

(Kepala Dusun), and the village leader (Kepala Desa), with subsequent households 

systematically selected by visiting every 4th household. 

3.6  Field study of Finnantara Intiga 

To better understand the challenges to creating viable timber plantations under a 

partnership model, we conduct a socioeconomic case study of Finnantara Intiga 

(Finnantara), a large pulpwood plantation operating under a partnership model in West 

Kalimantan.  Fieldwork was conducted over a six-week period from July to August 2008.  

Data were collected through interviews with company management, staff, and contract 

workers, and face-to-face household surveys with both partnering and non-partnering 

community members residing within Finnantara Intiga’s concession.   

Sixty-one household surveys were conducted at Finnantara:  37 households in 6 

partnering sub-villages and 24 households at 4 non-partnering sub-villages, all within the 

Sintang district area of Finnantara’s concession.  Sub-villages (dusun) were purposely 

selected with the help of company staff members to include partnering and non-

partnering households, and households within sub-villages were systematically selected 

by visiting every 4th household.   
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IV.  Results 

4.1  Estimated shipping costs from proposed HTR sites to logpond Sukau 

Table 3 shows the results of our least-cost distance estimations and associated 

transit costs for transit between potential HTR sites and logpond Sukau.  Average 

distance, assuming only land transport, is 155 km.  If river transport is utilized before 

reaching logpond Sukau, average distances over land reduce to 65 km, and average river 

distance is 178 km.  Converted to prices, we estimate an average high transit-cost (land 

transport only) of 185,564 Rp per tonne ($20 USD), and a low transit-cost (both rivers 

and roads permitted) of 121,840 Rp per tonne ($13 USD) for transit to logpond Sukau, 

with a high degree of variability, as shown below.   
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Table 3. Estimated least cost distances between potential HTR sites and logpond Sukau, 
and associated shipping costs. 

 
 

 
 

 
 

 
 

 

 

 

 

 

Nawir and ComForLink (2007) note that several plantation companies in 

Indonesia have calculated a viable distance between mills and plantations to be within 

100-200 km.  Considering the fixed cost of having to ship pulpwood to Sumatra faced by 

developers of pulpwood plantations in Sintang and Melawi, pulpwood plantations at the 

22 proposed HTR sites clearly face a competitive disadvantage against Sumatran 

producers on the basis of transport distances alone.  On the other hand, the fact that 
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Finnantara Intiga and other large pulpwood plantations continue to operate and expand in 

regions of Kalimantan lacking local pulpmills, suggests that land scarcity and plantation 

development challenges in Sumatra, along with the possibility of future pulp mill 

construction in Kalimantan, is anticipated to increase the viability of Kalimantan 

pulpwood plantations. 

4.2  Financial evaluation of potential HTR sites 

Table 4 shows our cash flow analysis for a single 7-year rotation, using HTR site 

5 as an example.  For illustrative purposes, maintenance costs are shown divided between 

first year (2/3 of cost) and second year (1/3 of cost), reflecting practices at Finnantara 

Intiga, and plantation protection is shown occurring each year.  Discounted costs are 

identical to those shown in table 1.  With no pulpmills in the area, transit costs easily 

constitute the largest production expense, and point to the importance of location for 

financial viability. 

 For estimates of future pulpwood prices in Indonesia, we rely on Jurgens (2009), 

who predicts millgate pulpwood by looking at the wood paying capacity of Indonesian 

pulp mills, as determined by market prices of pulp, manufacturing costs, capital costs, 

and the amount of wood consumed by a mill. Jurgens (2009), Pirard and Irland (2007) 

and Pirard and Rokhim (2006) discuss the difficulty in determining Indonesian pulpwood 

prices, with most pulpwood plantations directly affiliated with pulp mills, and little 

pulpwood traded on a formal market.  The two largest pulp and paper firms, APP and 

APRIL, operate three ‘super-sized’ Sumatran pulp mills which collectively produce more 

than 70% of national output.  Furthermore, all researchers note the presence of market 
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distortions from accounting practices and pricing schemes which reduce wood price to a 

strategic decision, rather than a market decision.   

We use Jurgens’s ‘base case scenario’ of 269,000 Rp/m3 for our analysis of NPVs 

and IRRs shown in table 5, and his high price of 412,000 Rp/m3 for our analysis in table 

6.  The low case of 197,000 Rp/m3 was not considered, as NPVs and IRRs using the base 

case price were already negative.   

 
Table 4.  Estimated cash flow for initial 7-year pulpwood rotation at proposed HTR site 
5, using an assumed hi-yield MAI of 22 m3/ha, wood price of 269,000 Rp/m3, and transit 
distance of 111 miles over land (estimated high and low cost transit routes are identical 
for this site).  Even with this optimistic yield assumption, NPV is negative, indicating the 
limited financial feasibility of developing an HTR pulpwood plantation at this site. 
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Table 5 shows the estimated NPV for each of the 22 proposed HTR sites, under 

varying assumptions of yield, transit costs, and discount rates, for 14 rotations (98 years).  

All 22 sites have negative NPVs, clearly indicating that investments in HTR pulpwood 

plantations are not profitable at these sites, given current market conditions.  No IRRs 

exist for these entirely negative cash flows. 

Table 5.  Financial NPVs and average IRRs per hectare for 14 rotations (98 years), with 
an estimated millgate pulpwood price of 269,000 Rp/m3, under varying assumptions of 
yield, transit costs, and discount rates, for each of the 22 proposed HTR sites in Sintang 
and Melawi Districts.  269,000 Rp/m3 is considered a likely millgate price for pulpwood 
in the first half of the 2010s (Jurgens 2004).  Pulpwood production at all 22 proposed 
HTR sites is not financially viable under these conditions. 

 

 

Table six shows results of the same analysis using a high estimated millgate price 

of 412,000 Rp/m3.  While average IRRs for 14 sites are quite high under this optimistic 

pulp price (combined average 35%, min 19%, max 58%), absence of a low cost transit 
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option precludes the possibility of profitability at seven sites even with a low discount 

rate of 6% and high-yield assumptions.   

Jurgens (2009) finds pulpwood plantation profitability to be most sensitive to 

sales price, followed by productivity and transport costs.  Our results confirm this 

response under HTR.  It should be noted that while sales price cannot by easily predicted, 

transport costs can, and yields can be managed to a large degree (Jurgens 2009). 

It’s interesting to note that the four sites which are profitable at this high millgate 

price under all examined conditions – sites 6-9 – are among the smallest in size, with a 

combined area of 4,272 ha, or just 1.6% of the total 258,970 proposed HTR hectarage.  

This shows the relative scarcity of suitable HTR land near the main Kapuas river 

transport corridor in Sintang and Melawi  – a trend which may be similar throughout 

West Kalimantan, and for other major rivers in East, Central, and South Kalimantan.  

Low cost transit options facilitated though construction of a logpond facility along the 

southern part of the Melawi river would allow an additional 10 sites to remain profitable 

under the varying yields and discount rates we considered, at this millgate wood price. 

 

 

 

 

 

 

 



 29 

Table 6.  Financial NPVs and average IRRs per hectare for 14 rotations (98 years), with a 
high estimated millgate pulpwood price of 412,000 Rp/m3, under varying assumptions of 
yield, transit costs, and discount rates, for each of the 22 proposed HTR sites in Sintang 
and Melawi Districts.  Average IRRs are favorable for most sites, with high sensitivity to 
yield and transit costs.  HTR site 4, which lies 178 km by road from Logpond Sukau, and 
has no possible river transport option to Logpond Sukau, is unprofitable even under high-
yield assumptions and a  6% discount rate.   

 

 

4.3  HTR pilot project assessment 

4.3.1  Study site 

 Tanjung Sari village is located in the north-west head of Sintang district, in the 

sub-district of Ketungau Tengah, roughly 17 miles south of the border with Malaysia.  

The village is accessible via rough roads, and also via river, with the Kentungau river 

lying 10 km away.  By speedboat, it is a four-hour ride from the district capital city of 

Sintang. 

 Two sub-villages of Tanjung Sari, Mengerat and Sebara, are the location of a 

state-run pilot HTR project – currently the only in West Kalimantan.  The two sub-
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villages are some 7 km apart, lying on a poorly maintained dirt road built in the 1980s by 

logging company PT Batasan, one two logging companies that have been active in the 

area (Kepala Desa of Tanjung Sari, 8/3/2008).   

 Three organizations are involved in supporting the project: Dinas Kehutanan 

(district forest service), FLEGT (a support project of the European Union), and the 

People Resources and Conservation Foundation (PRCF), an Indonesian NGO.  At the 

time of our study, several meetings and workshops had been held with project support 

staff and villagers, during which the HTR program was described, community member 

interest in participating was surveyed, farmers were organized into two groups (one for 

each sub-village), rules were developed for the farmer cooperatives, and field surveying 

of sites for HTR was undertaken.  Each sub-village will plant a 100 ha trial plot, but at 

the time of our field research (7/2008) no land preparation or planting activities had 

occurred, as community members were awaiting information on how loans will be 

disbursed (interview with Erma Ranlk, FLEGT, 7/31/08).   

4.3.2  Household survey results 
 
 Two interesting points emerge from our survey at Tanjung Sari.  The first is the 

strong preference among respondents for a private or state partner in developing their 

HTR plantation, either using the developer model (43% (13/30) preference) or a 

partnership model (30% (9/30) preference), as shown in Figure 1 below.  
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Figure 1.  Of the 30 respondents wishing to participate in HTR, 70% (21/30) preferred 
one of the two models (Partnership or Developer) requiring extensive company 
participation. 

 
 

 The second noteworthy observation concerns the process by which villagers have 

identified land for HTR.  After the initial meetings with forest officials and NGO 

members, during which project support staff described the HTR program, and assessed 

community members interest in participating, interested community members were asked 

to identify areas of land to which they had personal claim to, and which could be used for 

HTR.  These lots turned out to be non-contiguous with one another, and scattered 

throughout the village area.  After seeing the chosen sites on their return, forest officials 

instructed villagers to go back and find a single compact area of 100 ha for each sub-

village, which would have the advantage of making establishment and harvesting 

activities more efficient.  With the help of support staff, two 100 ha areas were identified, 

however not all community members who wished to participate in the program had claim 

to land inside these 100 ha plots.  While some members had considerable sized claims 

inside the 100 ha plots (the largest claim was around 8 ha), most had smaller 1-2 ha 

claims, and some had none at all.  This necessitated land swaps among villagers that were 
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still occurring at the time of our visit, however it was not clear if all members who 

wished to participate would be able to arrange acceptable trades (Assembled from 

interviews with both Kepala dasuns (sub-village leaders), and several survey 

respondents, 8/2008). 

4.4  Finnantara Intiga case study 

 Plantation company Finnantara Intiga provides one window into the challenges of 

creating partnerships in timber production in Indonesia, and a model against which HTR 

may be compared.  Progress has been difficult – after sixteen years of operation, 

establishing new partnership agreements remains labor intensive and costly, the ability of 

plantation work to fully meet the needs of the community is uncertain, and the firm has 

yet to turn a profit (Finnantara staff, 7/2008).  At the same time, partnerships have been 

largely successful at resolving conflicts between the company and the community, 

plantation size continues to expand, and the company provides work opportunities for 

large numbers of villagers.  A brief tour of company history and community voices 

follows. 

4.4.1  Company history 

 Finnantara Intiga began in 1992 as a joint venture between Finnish forestry 

products company Enso (through its subsidiary Nordic Forest Development Holding), 

Indonesian cigarette manufacturer Gudang Garam, and state-owned forestry company 

Inhutani III.  Company shares were split 30/30/40 respectively (Finnantara presentation, 

7/8/08).  Field trials started in 1993, and in 1996 the Ministry of Forestry (MoF) awarded 

timber plantation development rights (SK HPHTI no. 750/Kpts-II/1996) to 299,700 ha 
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spread across Sintang and Sanggau districts in West Kalimantan.  At the time, there were 

approximately 60,000 people in 110 villages living in the area, and owing to the high 

population density, most forest cover had already been lost – replaced by grass- and 

bush-land (Miettinnen & Lammi, 2002). 

The presence of so many Dayak villages and de facto community control of the 

land led Finnantara to develop a model of plantation establishment based on partnerships 

with community members.  In return for 45-year access rights to submitted land, 

community members are given a package of incentives, including money per ha, a 

percentage of wood sales with a price floor, funds for infrastructure development, hi-

yield rubber trees and maintenance, and the unwritten promise that partnering community 

members will be given priority to work on their submitted land. 

Company goals at the outset were to establish 100,000 ha of fast-growing Acacia 

plantations by 2003, which would supply a 500,000 ton yr-1 capacity pulp mill to be built 

by Enso at a subsequent, unspecified date (Nawir et al., 2003).  However, plantation 

establishment proceeded at a much slower pace than anticipated, and plans for the mill 

were scrapped around 1998 – in-part due to the ethnic violence occurring in West 

Kalimantan at the time, and a strategic decision by Stora Enso (Enso merged with Stora 

in 1998 to form Stora Enso) to shift new regional pulp mill investments to China 

following the Asian financial crisis (Finnantara presentation, 7/8/08).  Operations at 

Finnantara continued, with the objective to produce raw pulpwood for markets in 

Indonesia or abroad. 

 Along with the merger of Enso with Stora in 1998, three subsequent ownership 

changes have occurred.  In May 2000 Gudang Garam sold its stake to Stora Enso, with 
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Stora Enso now holding 60% ownership in the company and Inhutani III’s share at 40%.  

In April 2002, Stora Enso increased its share to 67%, leaving Inhutani III with 33% 

ownership.  Following an assessment of Finnantara’s first six months of commercial 

production, Stora Enso decided to leave rather than expand operations, and in October 

2004 sold its share to Global Forest Ltd., a wholly owned subsidiary of Sinarmas Forestry 

(Pirard and Cossalter, 2006).  The present ownership of Finnantara is 67% Global Forest 

Ltd., and 33% Inhutani III. 

Inhutani III’s contribution to Finnantara has been largely limited to loan 

contributions from the Reforestation Fund (DR fund), and these were paid back in full by 

Stora Enso in 2001.  Inhutani III does not take part in any day-to-day operations or long-

term planning at the company (Finnantara presentation, 7/8/08).   

4.4.2  Status of concession boundary 

The size of the concession has changed over time.  From the outset of operations 

in 1993, large areas inside the concession were found to overlap with existing community 

rubber trees, infrastructure, and oil palm plantations from companies operating in the area 

(see Current condition of concession below).  The company also states that beginning in 

1997, several agreements were made with communities whose land lay partially, or 

wholly, outside concession boundaries.  In some cases, company-led planting teams were 

apparently unaware of the precise legal boundaries of the concession, while in other 

instances, the partnering community directed that planting be done on community-land 

lying outside the concession (Finnantara Environmental Manager, 1/26/09). 

Beginning in October 2000 Finnantara asked the District Heads (Bupati) of 

Sintang and Sanggau, followed by a request to the provincial Governor, if they would 



 35 

support the redrawing of concession boundaries to include these outside areas, and the 

return of some inaccessible land, with the new concession totaling 187,000 ha.  All three 

officials agreed, and in March 2003, the Governor granted a recommendation letter 

allowing Finnantara to operate on 89,019 ha outside of the MoF concession boundary.  A 

formal request to Baplan (central Indonesian forest land use agency) for the redrawing of 

concession boundaries was made in April of 2003.  Baplan remained silent on the issue 

until the sale of Finnantara to Sinar Mas in 2004, at which time it stated that state forested 

land cannot be redefined.  Thus the boundaries demarcated by the 1996 ministerial decree 

have remained in place, while an additional 89,019 ha has been granted to Finnantara on 

the basis of the Governor’s recommendation letter.  Finnantara considers their legal 

standing to operate in these decreed areas ‘very strong’ (Finnantara presentation, 7/8/08).   

Combining the original license and the recommendation of the District Heads and 

Governor, the area to which Finnantara now holds license totals 388,719 ha.  If the entire 

permissible area (70%, see Current condition of concession below) were developed into 

plantation, Finnantara Intiga could supply 43-53% of the predicted supply requirements 

of APP’s Indah Kiat Pulp & Paper Mill (IKPP) (calculation made using Cossalter’s 

(2006) predictions on wood demands for IKPP).   

4.4.3  Current condition of concession 

 As of January 2008, company mapping indicates that 160,043 ha, or roughly 41% 

of the 388,719 ha concession area, is not-plantable.  While government regulations (MoF 

decision letter no. 70/1995) require 30% of HTI land to be set aside for conservation, 

infrastructure, and rubber or fruit trees benefiting local communities, additional non-

plantable area derive from claims made by five oil palm companies on land within the 
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original 299,700 ha concession license – a contested area totaling 59,165 ha.  Disputes 

stem largely from the different legal authorities controlling timber plantation and oil palm 

conversion licenses.  Licenses for timber plantation conversion are governed by the 

national Jakarta-based Ministry of Forestry, while oil palm conversion rights are handled 

by provincial authorities.   

Finnantara has appealed to both provincial authorities and the Ministry of 

Forestry for help in resolving the standoff, but has to date received “no significant 

response” (Personal communication, Finnantara Environmental Manager, 1/26/09).  

Company officials interviewed believe the lack of assistance from local authorities may 

be partially attributed to higher tax revenues generated by oil palm plantations (personal 

communication, Finnantara Sintang Area Manager 7/29/08).  Other researchers have 

noted similar instances of local governments jostling with central government planning 

boundaries in efforts to secure higher revenues, following the onset of the 

decentralization policy in 1999 (Barr et al., 2006, Nawir, A. and ComForLink, 2007). 

Of the entire area over which land disputes with oil palm companies have 

occurred, Finnantara has succeeded in planting only 40 hectares.  It is unclear as to the 

final status of these disputed lands (personal communication, Finnantara FOD, 7/10/08).  

Table 6 describes the nature and extent of unplantable areas within Finnantara’s 

concession in greater detail.   
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Table 6.  Areas currently classified as non-plantable within Finnantara Intiga’s 
concession. 

 

 
 

 
 

 
 

(Source: Finnantara Intiga mapping, 1/1/08). 
 

4.4.4  Area and species planted 

 Finnantara plants three tree species, with continuing attention paid to developing 

provenances (sub-species varieties) better suited to particular planting environments.  

Around 90% of the total area planted is with Acacia mangium, while the rest is comprised 

of Eucalyptus pellita, and a small area of Acacia crassicarpa (<1%).  Finnantara’s parent 

company Sinar Mas has experienced higher yields with E. pellita in its Jambi and Riau 

plantations, but to date, A. mangium appears the best performer of the three species in 

operation at Finnantara (Finnantara presentation, 7/29/08 and personal communication, 

Finnantara Environmental Manager, 2/3/09). 
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Figure 2 provides a breakdown of the amount of timber planted in each 

operational year.  Company managers who have been with Finnantara for over ten years 

attribute the great variation in planting primarily to inconsistent support for operational 

activities, particularly around periods where ownership changed, rather than any change 

in field conditions (personal communication, Finnantara Environmental Manager 

1/26/09, and Finnantara Community Relations Manager for Sintang, 7/23/08).   

A substantial jump in annual planting occurred beginning in 2007 – more than 

two years after the sale of Finnantara to Sinar Mas – when some 12,000 ha were planted 

in 2007 and 2008.  To reach these levels, which on average are more than twice those in 

all previous years, a significant increase in staff was required (staff numbers rose from 

around 400 to 1000 during 2005-2007) and operational funds were also increased, though 

Finnantara would not cite exact figures.  It should also be noted that an increasing amount 

of areas planted during this period were second rotation, which is less costly to develop, 

as partnership agreements and infrastructure are already in place, and harvesting 

operations accomplish most of the required land clearing (personal communication, 

Finnantara Environmental Manager 2/3/09). 

One point that emerges from conversations with company staff is the difficulty in 

managing and accessing woodlots that are scattered around the concession – a legacy of 

an earlier, less discriminatory approach to forming partnerships which occurred under 

Stora Enso’s management.  Under Sinar Mas’s management, increasing emphasis is 

being placed on more strategic land acquisitions that are better coordinated with existing 

roads and planned road construction.  In many cases, small tree plots of around 2-5 ha are 

more expensive to harvest than they’re currently worth.  This has led to delays in 
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harvesting, and frustration among some community members who have been thus far 

unable to receive any royalties from the harvesting of their trees (Finnantara staff, 

8/2008). 

Figure 2.  Yearly timber crop planting at Finnantara Intiga, showing high variability, 
with little planting occurring during times of ownerships changes, contrasted with recent 
high levels of planting.  

 (Source: Finnantara Intiga).  Note that later years (2002 onwards) include both 1st and 2nd 
rotation planting (14,518 ha of second rotation planting in total).  As of 1/1/09, 67,118 ha 
of planting has occurred on 52,600 ha of established plantation lands.   
 

4.4.5  Production, yield to date, wood sales, and current targets. 

 The first commercial harvest occurred in 2003, of which only 25,000 m3 of wood 

were sold out of 87,086 m3 harvested (Pirard and Cossalter, 2006).  The same report 

describes problems in selling 2004’s harvest, when only a third of the year’s production 

was sold due to “difficulties in transporting or marketing the wood, or both” (Pirard and 

Cossalter, 2006).  Buyers have included Tanjung Enim Lestari pulp mill in South 

Sumatra, Riau Andalan Pulp and Paper pulp mill (owned by APRIL) in Riau province, 

and two particleboard mills located near Pontianak, West Kalimantan.  Since the sale of 
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Finnantara to Sinar Mas in 2004, all harvested wood has been sent to the firm’s Indah 

Kiat Pulp and Paper mill In Perawang, Sumatra. 

 Figures 3 and 4 show harvest and yield respectively, and indicate a degree of 

variability similar to that shown in planting.  Yield values provide a window into 

management and maintenance from an earlier period, with the most critical maintenance 

applications affecting pulpwood growth occurring just prior to planting, and along the 

first six months of growth.  These operations include land preparation, weeding, 

fertilizing, and singling (removing horizontal stems).  This narrow window for critical 

management inputs means disruptions in the provision of inputs, when they occur along 

this period, will have irreversible effects.  Company staff attribute the poor yields in 2006 

and 2008 to the lack of funds for fertilizer provision and maintenance occurring during 

the departure of Gudang Garam in 2000 and general fluctuations in management support 

prior to the sale to Sinar Mas in 2004 (Finnantara staff, 8/2008).   

 Finnantara’s parent company, Sinar Mas, has set development targets of around 

20,000-30,000 ha year-1, and wood production of 1 million tons year-1.  Staff members we 

spoke with thought a more reasonable target, given the difficulty in acquiring and 

developing land, is in the order of 10,000-15,000 ha planting per year and 500,000-

700,000 m3 production per year. 
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Figure 3.  Annual wood harvest (m3) at Finnantara Intiga, showing high degree of 
variability.  In some cases, small scattered woodlots have proven uneconomical to 
harvest, leading to delays until roads can be developed. 

(Source: Finnantara Intiga). 
 
Figure 4.  Annual yield (m3/ha) at Finnantara Intiga, showing very low yields during 
2006 and 2008, and average yields still far below company targets of 30 m3 ha-1 yr-1.  

(Source: Finnantara Intiga). 
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4.4.6  Partnerships and land acquisition 

 To secure land on which to develop plantation, Finnantara makes partnership 

agreements at the village, sub-village, and RT (smaller organizations of households 

numbering around 20-30) levels.  Figures 5 and 6 detail the number of partnership 

agreements and land area submitted during each year of operation.  Company staff 

members interviewed describe land acquisition as the most significant limiting factor in 

determining the rate of plantation establishment, followed by funds for road construction.  

As an indication of the amount of transactions involved, by the end of 2007, Finnantara 

Intiga had made partnerships with 200 village groups, consisting of 9,342 separate 

households (Finnantara Intiga).  
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Figure 5.  Annual company-community partnership agreements made at Finnantara.  
Note that no new partnerships were made in 2004, and only one in 2003, as funds for 
staff and new land acquisition were severely curtailed during time of sale to Sinar Mas. 

 
 
Figure 6.  Annual land (ha) submitted in partnership by communities at Finnantara.  Note 
that while number of partnerships made peaked in 1997 (Figure 4), 2007 was to date the 
most efficient year for Finnantara in terms of land submitted per partnership agreement. 

 
(Source: Finnantara Intiga). 
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4.5.7  Selected survey results of partnering and non‐partnering households. 

 When asked if they believed the amount of compensation received in return for 

the use of their land was fair, respondents largely said yes (22/37 or 59% yes, 13/37 or 

35% no, 2/37 or 5% ‘don’t know’).  At the same time, a large percentage (48/61 or 79%) 

indicated past or continuing dissatisfaction with partnership agreements.  For these 

respondents, Figure 7 shows the top three responses to the question of ‘what has been the 

primary cause of dissatisfaction with Finnantara Intiga?’   

 

Figure 7.  Three issues were most often cited by respondents for causing dissatisfaction 
with partnership agreements.  Sample pool includes both partnering and non-partnering 
households. 
 

 

 

 

 

 

 

 

Note: Sample of 48 respondents. 
 

Road development often failed to meet the expectations of community members, 

and as mentioned previously, company staff confirmed that some poorly-planned 

woodlots had proven too costly to harvest, leading to indefinite delays in road 

construction and maintenance.  In some cases, company workers anticipated surrounding 
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areas would be developed into plantations, but often this did not occur (personal 

communication, Finnantara Environmental Manager, 7/18/08).   

Perhaps the most striking finding among respondents is how poorly plantation 

development work compares in their estimation against three common livelihood options 

(Figure 9).  This finding, which is inline with those of other researchers (Nawir et al. 

2003) highlights the challenges faced by plantation development in competing against 

alternative livelihood options. 

Figure 9.  Respondent’s perceptions of comparative livelihood options.  Work at 
Finnantara Intiga came out ahead only when compared against the reliability of farming. 

 
Notes:  Sample size varied, as not all respondents were familiar with oil palm work.  
Minimum sample size for rubber tapping questions, 58; oil palm questions, 41; farming 
questions, 55.  ‘Work at Finnantara’ refers to any work done in conjunction with 
plantation operations. 
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V.  Discussion and recommendations 

 HTR represents an ambitious attempt to grant communities greater involvement in 

plantation development in Indonesia, and yet, two years after the program was 

announced, no trees have been planted under HTR, and the problems facing Indonesia’s 

forests and forest industry have only grown more pronounced.  While much of the blame 

for the slow progress of HTR can be attributed to the failure of provincial and state 

governments agencies to yet decide on eligible land for HTR, define the legal 

arrangements for the partnership (Pola Kemitraan) and developer (Pola Developer) 

models, and set up loan disbursal arrangements, our results showing negative NPVs for 

all 22 proposed HTR sites in our study area under predicted base-case prices suggest that, 

in so far as pulpwood plantation development is the focus, HTR is an unattractive vehicle 

given current market conditions in Indonesia.  

 If we look at countries where development of timber plantations has taken off - 

Chile since the 1970s is a good example, but also China, New Zealand, Australia and the 

US – direct subsidies, typically in the form of subsidized loans, tax concessions, grants 

and free seedlings, are seen as having played a relatively minor role (Enters et al., 2003; 

Williams 2001).  More critical to encouraging investment has been the provision of 

accompanying macroeconomic and sector-wide policies and conditions which increase 

profitability and reduce risk, such as through clarification and strengthening of property 

rights, development of rural infrastructure, and removal of trade barriers (Enters et al., 

2003). 

  Indonesia appears to be moving at cross purposes with regard to its stated policy 

objective of greatly expanding its planted forest estate.  While some progress has been 
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reported over the past three years in reducing illegal logging (CIFOR 2006; Anatara 

News 12/23/08), the government has once more extended the rights of pulp producers to 

access to natural forest until 2014, and the ban on HTI log exports5 remains in place.  As 

our sensitivity analysis reveals, returns on plantation investments under HTR are most 

sensitive to wood prices and can in fact be highly profitable at elevated price levels, yet 

both policies serve to suppress wood prices.  Moreover, oil palm development, which 

competes with timber plantations for land, continues to be subsidized, and is both easier 

to permit and finance, further reducing demand for timber plantation investments 

(Interview with Dr. Petrus Gunarso, Tropenbos International, 6/27/09).    

HTR helps clarify land tenure arrangements for rural communities – arguably the 

biggest obstacle to plantation development in Indonesia today – however the program 

doesn’t go far enough.  Developers of HTR plantations will be unable to sell plantation 

lands, nor is it clear whether permit holders will be able to transfer rights to heirs.  The 

long-term nature of plantation investments, the difficulty of quitting the investment 

before maturity, and the high degree of uncertainty regarding future input and output 

prices conspire to make plantations a risky investment.  The creation of a true market for 

timberlands in Indonesia could help address these risks and increase demand for 

plantation investments by helping align plantation investments with those investors most 

willing to bear any losses. 

There is concern that HTR may contribute to additional forest loss, which has 

occurred under past HTI development policies (Guizol and Aruan, 2004).  To ensure this 

does not occur, HTR planning maps should be carefully verified with ground sampling to 

                                                
5 MoF Decree No. 1132/Kpts-II/2001 – Ban of export logs/raw material for chips. 
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confirm that selected land does not in fact contain productive forest cover, and a 

transparent monitoring and evaluation mechanism should be developed, perhaps with 

local and international NGO assistance.  

HTR will likely increase pressure on HTIs to form partnerships with 

communities, as suitable land for developing plantations will become more scarce (Juha 

Anttila, MoF, personal communication, 3/17/09).  Moreover, if villagers surveyed at the 

HTR pilot project in Sintang are representative of more general trends in Indonesia, 

demand for developing HTR under partnership models will come from communities as 

well.  This points to the pressing need for promulgation of a well-defined HTR 

partnership framework, along with accompanying conflict resolution and management 

mechanisms (Nawir & ComForLink 2007; Noordwijk et al. 2007). 

Considering the monopsony character of the pulpwood market in Indonesia, as 

described by Pirard and Irland (2007) and Pirard and Rokhim (2006), HTR may be 

further served by the creation of HTR grower collectives, perhaps on a regional or even 

national scale.  Grower collectives have been effective in bolstering fiber prices for 

small-scale timber growers in Finland and South Africa (Herbohn 2006; Mayers and 

Vermeulen 2002).  Likewise, the provision of market regulations establishing real price 

transparency in the domestic wood market would help align wood prices with their true 

scarcity value, and discourage the kind of short-sighted expansion which has led to 

current industrial overcapacities plaguing the Indonesian wood industry. 

Lastly, for those HTR sites lying outside what would be an economically feasible 

distance to pulp or timber mills, a carbon credit scheme is one option that may prove 

successful, provided issues of leakage and additionality can be dealt with (Nawir & 
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ComForLink 2007).  One objection often raised with payment-for-ecosystem-services or 

carbon capture schemes is that benefits fail to reach local communities most affected.  

Because HTR permit-holders will be local communities themselves, HTR may prove an 

attractive and efficient vehicle for direct channeling of payments to communities. 

In summary, we find HTR, in so far as pulpwood plantation development is the 

focus, to be an unattractive vehicle, given current market conditions in Indonesia.  HTR 

stands a better chance at fulfilling state targets for plantation development if accompanied 

by supportive macroeconomic and forest-sector policies which reduce market distortions, 

increase market transparency and liquidity, and raise domestic wood prices.  As our study 

only considered pulpwood rotations, a subsequent work examining financial returns for 

timber rotations under HTR would be helpful in predicting future HTR development 

trends. 
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