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Abstract

A well-known furniture making region in Jepara, Indonesia, has a story to tell. Since the 19 century, the region
has developed as an industrial district, creating many opportunities for subsidiary activities and other kinds of
industries while supporting the livelihood of 4-5 million Indonesians. Jepara, with a total area of 167.8 km?
(64.7 sq. mi.), has nearly 12,000 wood-based furniture workshops, showrooms and warehouses, all of which
employ approximately 120,000 workers, process 0.9 million cubic meters of wood per year, and account for 26%
of the district’s economy. However, research shows that although Jepara’s furniture export is increasing, continued
growth is not sustainable. This situation could jeopardize an industry that supports millions of people. This
paper looks at the wooden furniture industry as a low-technology, resource- and labor-intensive sector in facing
globalization. Therefore, it is important to understand how small-scale furniture producers are being affected
by globalization. Are they change makers or, the opposite, change takers? Can they benefit from globalization?
The question is asked in response to value chain inequality. Although the value added in Jepara’s furniture
production is relatively high, profit distribution is inefficient and inequitable. As an integral part of Jepara’s
Furniture Value Chain (FVC) project, this study was designed to gather information on how furniture production
value chain actors might react to potential scenarios regarding the ways in which small-scale furniture producers
could best thrive in an era of globalization. Four potential scenarios were considered through a literature analysis:
(1) Fair Trade, (2) Green Furniture, (3) Vertical Integration, and (4) Capacity Building of Small-scale Producers.
The purpose of this research involves determining which of these four scenarios would be the most relevant to
improve the performance of small-scale furniture enterprises in Jepara. Recommended strategies include green
furniture labels (e.g., eco-labels) and capacity building of small-scale producers.
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1.0 Introduction

Through globalization, global product markets are in-
creasingly integrated. Although borderless markets can
be beneficial for economic development, some devel-
oping countries find it difficult to compete effectively.
This paper looks at the wooden furniture industry as a
low-technology, resource- and labor-intensive sector
facing globalization.
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Indonesia’s furniture industry plays an important role
in the national economy (Berry et al. 2001, Kaplinsky et
al. 2002) by utilizing vast pools of cheap labor (Xu et
al. 2003). Together with China, Malaysia, Mexico and
Poland, Indonesia contributes to a large proportion of
global wood furniture production (Purnomo et al. 2011,
Purnomo et al. 2008, Xu et al. 2003). One of the most
well-known furniture regions in Indonesia, Jepara, is a
city on the north coast of Central Java Province. Wood
carving has been culturally and economically important
to Jepara for centuries. This city has developed as an
industrial district, in which growth in one sector (i.e.,
furniture manufacturing) has attracted thousands of
small to medium-sized companies to the administra-
tive district, creating many opportunities for subsidiary
activities and other industries. With a total area of nearly
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167.8 km?(64.7 sg. mi.), Jepara has approximately 12,000
wood-based furniture workshops, showrooms and ware-
houses (Purnomo 2013). The furniture industry employs
approximately 120,000 workers, processes 0.9 million
cubic meters of wood per year, and accounts for 26%
of the district’s economy.

Jepara’s furniture industry is considered relatively
small-scale and un-mechanized with few workers per
firm; nevertheless, the industry can produce highly
specialized products for sophisticated export furniture
markets (Alexander and Alexander 2000). Value chain in-
equality presents an obstacle: Although the value added
in Jepara’s furniture production is relatively high, distribu-
tion of profit is inefficient and inequitable (Purnomo et
al. 2009, Purnomo et al. 2011). While furniture exporters
and overseas importers enjoy most of the added value,
small-scale tree growers and furniture producers receive
only 14% of the total profit (Purnomo 2006), which is
used to support the livelihood of approximately 4-5
million Indonesians (Ewasechko 2005).

From the perspective of distributors overseas, the
inability of local producers to consistently maintain
the quality of furniture products is a significant issue.
This problem may be caused by the ineffectiveness and
inefficiencies of production processes, quality control,
and distribution (Anantadjaya and Yudha 2010). Most of
Jepara’s entrepreneurs do not have sufficient business
management and production skills to produce furniture
efficiently (Nansereko 2010).

There are contrasting opinions regarding the effect of
globalization; some see it as beneficial, while others see
it as detrimental. Scholte (2005) states that globalization
is an emancipating force that increases efficiency, sus-
tainability, welfare, democracy, community, justice, and
peace. Supporters of globalization suggest global trade
can provide more jobs in developing countries through
investment from developed nations. More jobs contrib-
ute to economic growth as well as increased standards
of living by providing health and education facilities.

However, the same author also emphasizes nega-
tive aspects of globalization, such as the undermin-
ing of security, equality, and democracy (Scholte
2005). Globalization can destroy the state’s ability to
regulate national economies, raise taxes, and spend
money on public goods and social welfare (Wolf 2004).
Globalization can weaken democracy, by imposing the
rule of bureaucrats, corporations and markets, leading
to increased inequality within and between nations.

It can lower real wages and labor standards as well as
increase economic insecurity. Further, it can destroy
the natural environment by eliminating native species
and harming animal welfare. Globalization can allow
financial markets to generate crises with enormous
costs while diminishing human cultures (Wolf 2004).
Some authors believe that developing countries suffer
more than developed countries (Essmann and Adrian
2003, Kaplinsky et al. 2002). In their view, globalization
only makes the rich richer. Increased job opportunities
in developing countries happens in labor-intensive or
unskilled assembly activities for middle-low salary. Firms
in developing countries depend on the strategic deci-
sions of lead firms from developed countries and only
acquire capabilities in a limited range of operations
(Humphrey 2004).

Loebis and Schmitz (2005) state that globalization
impacts the furniture industry in Jepara both positively
and negatively. The industry took advantage of 1997’ fi-
nancial crisis by increasing exports. However, this growth
was not sustainable. Jepara’s local furniture producers
face globalization in one of two ways: Taking the low or
high road (Loebis and Schmitz 2005). Low road competi-
tion includes paying the lowest possible wages, avoiding
taxes, and disregarding environmental standards by, for
example, using illegal wood. Taking the high road means
competing by upgrading processes and products. It is
generally believed that producers in Jepara choose the
low road (Loebis and Schmitz 2005).

One of the biggest competitors of Jepara’s furniture
exporters is China. As a leading furniture exporter for
the past two decades, the Chinese wooden furniture
industry has experienced high growth (Han et al. 2009)
with a focus on low cost commodities (Cao et al. 2004).
However, this does not mean growth was without prob-
lems. Chinese furniture producers face circumstances
such as rising costs, shrinking international demand,
technology gaps, trade barriers, and, most importantly,
a growing challenge from lower-income countries, such
as Poland and Vietnam.

This research was an integral part of the Jepara FVC
project, conducted from 2008 to 2013 by the Center for
International Forestry Research (CIFOR), in collaboration
with the Forestry Research and Development Agency
of the Indonesian Ministry of Forestry and the Faculty
of Forestry of Bogor Agricultural University. This article
investigates strategies to improve the performance of
small-scale furniture enterprises in Jepara currently fac-
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ing globalization. Four scenarios, developed through
literature analysis, were evaluated by respondents in
the study with respect to their potential in improving
furniture firms’' competitiveness. The scenarios included:
(1) Fair Trade, (2) Green Furniture, (3) Vertical Integration,
and (4) Capacity Building of Small-scale Producers. The
purpose of this research is to determine which of those
four scenarios would be the most relevant to help small-
scale furniture producers in Jepara.

This paper is organized as follows. First, | provide a
theoretical background discussing small-scale firms in
developing countries, value chain analysis, and potential
strategies for improving the performance of small-scale
furniture enterprises facing globalization. This is followed
by a description of the study methods used, includ-
ing respondent and key informant interviews. Results
are then discussed from both academic and practical
perspectives. Finally, conclusions and key limitations
are offered.

2.0 Theoretical Background

2.1 Small-Scale Firms In Developing
Countries

The furniture industry in Jepara primarily consists of
small enterprises (Alexander and Alexander 2000). Micro
and small enterprises are defined as firms with less than
50 employees (Nichter and Goldmark 2009). Most firms
in the world are small enterprises, both in developing
and developed countries. For instance, more than 95%
of firms in Mexico, Thailand, and the United States are
considered to be small-scale enterprises (Nichter and
Goldmark 2009). These types of enterprises employ
more than half of the working population in many Latin
American countries, such as Paraguay, Mexico, and
Bolivia. In Kenya, micro and small enterprises employ
one-third of all working age citizens and contribute
13% of national income (Daniels 1999). In developing
countries, small-scale enterprises usually comprise these
characteristics:

e relatively low levels of education among owners and
workers, compared to larger firms

e owners often learn on the job
e often not formally registered, usually to avoid taxes
e Jlack of collateral

e face significant financial constraints

2.2 Value Chain Analysis

One problem faced by Jepara's furniture industry is in-
volved in its value chain (Purnomo et al. 2009, Purnomo
etal.2011).The value chain concept consists of a systemic
view of the production and full range activities required
to bring a product or service from conception or design
to market. The phases of production include a combina-
tion of physical transformation and the input of various
producer services, involving delivery to end consumers
and disposal, as well as after use and recycling (Kaplinsky
and Morris 2001, Schmitz 2005). Value chain analysis is
one of the best ways for answering issues of globaliza-
tion and inequality because it focuses on how firms and
countries are globally integrated and the dynamics of
inter-linkages within the productive sector (Kaplinsky
and Morris 2001). Through value chain analysis, the abil-
ity of local enterprises can be improved to compete in
the global economy and generate sustainable jobs and
income for local people (Schmitz 2005).

Value chain governance can be distinguished from
forms of co-ordination of economic activities such
as market, network, and hierarchy (McCormick and
Schmitz 2001, Humphrey and Schmitz 2000, Jessop
1998, Williamson 1979). Several types of value chain
governance are shown in Table 1.

Based on the types identified by McCormick and
Schmitz (2001), Purnomo (2009) divided value chain
governance into four types:

“(1) market-based, indicating many customers and
many suppliers; repeat transactions possible, with
limited information flows; (2) balanced network,
indicating that a supplier has various customers;
and both sides have the capability and commit-
ment to solve problems through negotiation; (3)
directed network, indicating the main customer
purchases at least 50% of outputs, and custom-
ers define the product and provide technical as-
sistance; and (4) hierarchy, indicating that firms
are vertically integrated and have very limited
autonomy to take decisions at a local level”

There is a hierarchy of governance types in export
channels between (1) small-scale producers and finish-
ing companies' /exporters, (2) small-scale producers and

1 Finishing companies are the actors in Jepara’s furniture value chain that apply
finishes to furniture. These companies are commonly large-scale firms that also
act as exporters.
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Table 1. Types of Value Chain Governance.

Williamson Jessop Humphrey and Schmitz McCormick and Schmitz
1. Market 1. Anarchy of Exchange 1. Arm’s Length Market Relations 1. Market
2. Network 2. Self-organizing Hierarchy 2. Network 2. Balanced Network

3. Vertical Integration 3. Organizational Hierarchy

4. Hierarchy

3. Quasi-hierarchy

3. Directed Network
4. Hierarchy

domestic retailers, (3) finishing companies/exporters and
global brokers, and (4) between finishing companies/
exporters and importers. Small-scale producers do not
have the power to make decisions in their relationship
type with finishing companies/exporters and domestic
retailers. The finishing companies/exporters collect in-
structions about furniture design and specification from
global buyers who are often a subsidiary of overseas
retailers, and later convey information to the small-scale
producers.

In domestic channels, small-scale producers have
a direct network relationship with domestic brokers.
The brokers typically buy more than 50% of small-scale
producers’ products. However, the brokers can easily
shift from one producer to another.

Relations between small-scale producers and sawmill
owners as well as between small-scale producers and
wood retailers are market-based. Small-scale producers
can buy wood from any retailer. If they do not have suf-
ficient funds, they will take loans from wood retailers.
Small-scale producers are also free to choose the sawmill
where their logs are sawn.

2.3 Potential Strategies for Improving
the Performance of Small-Scale Furniture
Enterprises in Jepara Facing Globalization

This research was an integral part of Jepara’s FVC proj-
ect, conducted from 2008 to 2013 by the Center for
International Forestry Research (CIFOR). The overall aim
of the project was to improve the performance of small-
scale furniture enterprises in Jepara. To achieve this goal,
several possible scenarios (strategies) were developed.
The project officers formulated the scenarios based on
some of the problems that small-scale furniture pro-
ducers face, such as value chain inequality (Purnomo
2013). However, there was no information on how the
furniture production value chain actors might react to
those scenarios. The analysis from available literature,
including publications that were produced from the
project, is shown in Table 2.

The text below explains each of the four scenarios.
2.3.1 Fair Trade

The concept of Fair Trade for Jepara’s furniture companies
is inspired by fair trade coffee, a worldwide initiative
developed in response to expanding world affluence
with distribution inequities. Fair trade strives to create
balance between economic demand on one side and en-
vironmental degradation and social issues on the other.
“Fair trade coffee”is a type of certification solution that
can help balance globalization, which prioritizes market
interests and localization commitments, with a focus on
people, community, and development (Taylor 2005).

Fair trade, together with vertical integration, can
be valuable in providing a price premium to small and
medium enterprises (Muradian and Pelupessy 2005). It
may be possible for tree growers to obtain a“fair trade”
price premium benefit, even after deducting margins
for brokers, cost of certification, etc. (Purnomo et al.
2009). This price premium could serve as an incentive
to motivate tree growers to produce legal wood.

Ideally, the price premium is allocated in equal pro-
portions to tree growers and small-scale furniture pro-
ducers (Purnomo et al. 2009). In the future, a Fair Trade
scenario may increase the wood raw material standing
stock. Raw material availability helps ensure the continu-
ity of furniture manufacturing.

2.3.2 Green Furniture

Some studies show that it is important to incorporate
environmental sustainability into business strategies
(Speticetal. 2016, Panwar et al. 2016, Panwar et al. 2015).
The Green Furniture scenario encourages production
of eco-labelled furniture from certified timber. This can
be facilitated by government policy support, such as
control on certification, incentives to increase competi-
tion, regulation on exports, standardization of minimum
prices, and product design protection (Purnomo et al.
2009), including patents and copyrights. Certification can
enhance value added to furniture products (Muradian
and Pelupessy 2005, Veisten 2007).
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Table 2. Literature Analysis of Proposed Scenarios for Improving Jepara’s Furniture Industry.

Scenarios and Keywords in the Literature

Green Vertical Capacity Building of Small-

No. Publications Fair Trade Furniture Integration Scale Producers

1 Purnomo. (2006). Teak Furniture and Business Premium Price
Responsibility: A Global Value Chain Dynamics through Fair Trade
Approach.

2 Purnomo, H., Guizol, P., & Muhtaman, D. R. (2009). Fair Trade Vertical
Governing the teak furniture business: A global value Integration
chain system dynamic modelling approach.

3 Purnomo, H., Achdiawan, R., Parlinah, N., & Irawati, Green Collaborating Small-scale Association
R. (2009). Value chain analysis of furniture: action Product Down; Moving
research to improve power balance and enhance Up
livelihoods of small-scale producers.

4 Yovi, E. Y., & Nurrochmat, D. R. (2009). Sources of Timber Timber
Timber and Constraints to the Timber Acquisition of Certification Acquisition
Jepara's Small-Scale Furniture Industries.

5 Irawati, R., & Purnomo, H. (2010). Analysis of value Moving Up; Small-scale Association
chain governance: scenarios to develop small-scale Network
furniture producers. Companies

6 Irawati, R. H., & Purnomo, H. (2010). Upgrading Upgrading Small-scale
wood-based industries: harnessing the social Furniture Producers
network of small-scale furniture producers and their Association
institutions.

7 Parlinah, N., Nugroho, B., & Purnomo, H. (2011). Incentive Policies Improving the Capacity of
Analisis Finansial Dan Kelembagaan Rantai Nilai on Community Small and Medium Enterprises
Mebel Mahoni Jepara. Forest in the Marketing System

8 Purnomo, H., Irawati, R. H., & Wulandari, R. Ecolabel
(2011). Kesiapan Produsen Mebel di Jepara dalam Certification

Menghadapi Sertifikasi Ekolabel (Readiness in Jepara
Furniture Manufacturers in Confront of Ecolabel
Certification).

Market-based certification and labelling assume that
with improved market access and environmental aware-
ness, customers are willing to reward producers with
a price premium (Hock 2001) that is possible through
market orientation (Anderson and Hansen 2004). One
example of a certification and labelling instrument is
that of the Forest Stewardship Council (FSC) (Panwar
etal. 2016, Panwar et al. 2015), an independent, third-
party, non-governmental, not-for-profit organization
which was established in 1993 to promote responsible
management of the world’s forests. FSC is one of the
major wood certification schemes in the world. There is
anincreasing trend, especially in developed countries,
for furniture made from eco-labelled wood (Purnomo
et al. 2009, Veisten 2007).

Based on findings from Norwegian and British IKEA
customers (Veisten 2007), a 5% price premium, above
additional costs, may be feasible in international fur-
niture markets for producers in Jepara (Purnomo et
al. 2009).

2.3.3 Vertical Integration

Harrigan (1985) defines vertical integration as a firm’s way
toincrease value-added margins for the processing chain
from raw materials to end consumers. When develop-
ing strategies to meet resource needs through vertical
integration, firms must consider demand, competitive
volatility, and behavior of outsiders. Purnomo (2009)
modifies the vertical integration concept by proposing
that small-scale furniture enterprises can be upgraded
through strong coordination with leading firms. This
scenario assumes that supply capacity is low and the
complexity of transactions is high. In addition, leading
enterprises may enforce their standards on small tree
growers and small-scale enterprises. This situation is
similar to that of Starbucks enforcing its standards on
coffee farmers, popularly known as‘First Party Starbucks
Code’(Muradian and Pelupessy 2005). However, leading
firms will likely seek enterprises that already have good
standards and can assist with upgrading small tree grow-
ers and small-scale enterprises.
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The expected price premium in vertical integration
is lower than in fair trade (Purnomo et al. 2009). Under
fair trade, the market determines the price, while in
vertical integration, leading firms control the price. It is
estimated that the price premium obtained from verti-
cal integration is 60% of the fair trade price premium,
as a consequence, small tree growers and small-scale
enterprises could receive a 3% price premium. This is
a significant increase for the typical furniture product.

In some publications resulting from the FVC proj-
ect, this scenario was divided into two: Moving Up and
Collaborating Down.The Moving Up scenario encourages
small-scale producers to move up in the furniture value
chain, for example, being furniture brokers or finishing
companies or exporters. This scenario requires training
on design development and protection, IT based mar-
keting, brokering, financing, and overseas trading. By
moving up, small-scale producers can have more power
and find it easier to manage or develop a network with
other small-scale producers.

In the Collaborating Down Scenario, small-scale pro-
ducers are encouraged to collaborate with wood trad-
ers and tree growers. Frequently, the inconsistency of
delivery time is caused by unavailability of wood sources
and wood stock. By collaborating with wood suppliers,
producers can address wood delivery time and product
quality inconsistency issues, and as a result, increase the
buyers’trust. Through this scenario, the power balance
between small-scale business (small-scale producers,
small-scale wood traders and tree growers) and big play-
ers can be improved. The small-scale actors can have a
better bargaining position to negotiate with brokers and
exporters due to better product quality and consistency.

2.3.4 Capacity Building of Small-Scale Producers

To face tight competition with intense price pressure,
there are three ways that firms in developing countries
can compete: Upgrading products, upgrading processes,
and functional upgrading (Humphrey and Schmitz 2002,
Kaplinsky et al. 2002). Functional upgrading means the
capacity to change the mix of performed activities. In
the case of furniture producers, this includes observ-
ing a growing confluence between value added and
the degree of intangibles that become the producer’s
responsibility, such as design, branding and marketing.
These strategies are formulated to be a“Capacity build-
ing of small-scale producers”scenario that may be done
through furniture producers’ associations.

There are two major furniture-making organizations
in Jepara: Indonesian Furniture Industry and Handicraft
Association / Asosiasi Industri Permebelan dan Kerajinan
Indonesia (Asmindo) and Jepara Small-Scale Furniture
Producers Association / Asosiasi Pengusaha Kecil Jepara
(APKJ). Asmindo comprises large and medium-scale
enterprises, while APKJ represents small-scale play-
ers who are mostly types of Jepara’s wooden furniture
producers. APKJ, established in 2008, has collaborated
with some of Jepara’s furniture stakeholders, such as
the government, various trading offices, and furniture
and design schools. The aim of APKJ is to improve the
livelihoods of small-scale furniture producers. Through
APKJ, there is a good opportunity to unite most of the
small-scale enterprises. APKJ members can be encour-
aged to enhance business management practices and
production techniques, and improve their market access.

3.0 Methods

This research utilized a single case study focused on
the Central Java area (Jepara district) in Indonesia and
utilized both interviews and field observations. As an
integral part of the FVC project, this study was designed
to gather information on how furniture production
value chain actors might react to potential scenarios
on improving the performance of small-scale furniture
enterprises in Jepara.

3.1 Interviews With Furniture Producers

Face-to-face interviews were conducted with 80 fur-
niture producers in Jepara during April and May 2012.
Interviews were used to seek information from furniture
producers about their reaction to the four previously
described scenarios regarding improving the perfor-
mance of small-scale furniture enterprises across Jepara.
An interview protocol includes two types of questions:
“yes-no” questions following up with “open-ended” ques-
tions, as shown in Appendix 1. The furniture producers
were asked about each strategy: Had they heard of the
strategy, had they been involved with something similar,
and what was the potential advantage for their business
and the furniture industry.

The interview protocol was pretested twice. The first
test was conducted in March 2012 by interviewing a
key person from Jepara Small-Scale Furniture Producers
Association via email and Skype. The results were dis-
cussed for preparing another test. The second test was
done prior to field work (April 2012) through asking
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three furniture producers considered as having the most
extensive furniture industry experience. These results
were combined to create an improved final interview
protocol, which was used for the interviews with furni-
ture producers.

Several strategies were employed in data collection
for increasing reliability and validity of the study. First,
given the locations of many small furniture producers,
transportation to interviews was coordinated by motor-
cycle. Using this kind of transportation, which is also a
common vehicle in Jepara, increased the sense of be-
longing. Second, the local language (Javanese) was used
for all interviews. Typically, Jepara furniture producers
are reluctant to share information with outsiders. In this
case, the researcher was local to the area, which helped
alleviate concerns about business ideas being stolen.

Half of the total respondents were chosen randomly
from a CIFOR database. However, since there was insuf-
ficient geographical data for the target population, 32
respondents were also chosen by non-random, con-
venience sampling based on accessible locations and
willingness to participate. In addition, snowball sampling
was used relying on networks of previous respondents.
The number of snowball sampling respondents was lim-
ited to only 8 respondents (10% of total). The researcher
carefully documented observations in field notes from
each furniture respondent’s workshop and showroom
to document the furniture production, sales, and mar-
keting processes.

3.2 Interviews With Key Informants

The interview and observation results from furniture pro-
ducers were cross-checked through in-depth interviews
with six key informants from each stakeholder group in
the furniture industry. Stakeholders were determined
through literature analysis, observation, and interviews
with furniture producers. Interviews were conducted
with key personnel from each group or organization in
Jepara’s furniture value chain including: (i) Jepara District
Government, (ii) Teak Wood Businessmen Association
/ Himpunan Pengusaha Kayu Jati (HPKJ), (iii) Jepara
Small-Scale Furniture Producers Association / Asosiasi
Pengusaha Kecil Jepara (APKJ), (iv) Indonesian Furniture
Industry and Handicraft Association / Asosiasi Industri
Permebelan dan Kerajinan Indonesia (Asmindo), (v)
Domestic customers such as showroom and shop own-
ers, and (vi) Exporters. Interviews were conducted face
to face. The goal with this stage of the research was to

gain first-hand information and relevant interpretations
of the current industry situation and to get feedback
regarding respondent interview results.

4.0 Results and Discussion

The scenarios were evaluated through the views of
furniture producers and key informants to determine
which were the most relevant.

4.1 Respondent Interviews

The furniture producers’views of four potential scenarios
to improve the performance of small-scale furniture
enterprises in Jepara are shown in Table 3.

Regarding the Fair Trade scenario, some respondents
said that this could improve product sales, value chain
sharing, and the stabilization of product prices. On the
other hand, one respondent worried about a decreasing
profit margin because of an increasing price, although
he believed that the business would likely be more
sustainable and could attain greater efficiency, which
were more important aspects.

In the Green Furniture scenario, the certification and
labelling schemes that have been used by respondents
were FSC, Verified Legal Origin (VLO), and Tropical Forest
Trust (TFT). Most small-scale enterprises said that they
were assisted by their sub-contract parent company
that already had certification. Others were assisted by
associations, such as the small-scale furniture association,
NGOs, and Multistakeholder Forestry Programme (MFP).
Respondents, who were aware of the green furniture
concepts but had not adopted it, stated that certifica-
tion and labelling were complicated and would require
significant investment. Some respondents are still seek-
ing information about certification and its potential. One
respondent relied on the government to help explain
the issue.

Table 3. Respondent Views of Various Scenarios to Improve the
Performance of Small-scale Furniture Enterprises in Jepara

Informed
Possible Uninterested Not Informed
No. Scenarios Acceptance (%) (%) (%)
1 Fair Trade 2 19 79
2 Green Furniture 7 39 54
3 \Vertical Integration 1 4 95
4 Capacity Building
of Small-Scale 45 55
Producers
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From the supply side, large producers are far bet-
ter prepared than small producers. In fact, small-scale
furniture producers do not want to buy certified timber
because it is more expensive and it is not clear why cer-
tification may be important to their business. From the
demand side, respondents said that domestic consumers
usually do not want to pay more for certified furniture.
In general, adoption depends on furniture customers. If
customers still accept uncertified products, respondents
feel they do not need to obtain certification and label-
ling for their products.

Regarding the Vertical Integration scenario, some
respondents believed that if this scenario were applied,
it would need a strong leader. They hoped with this
scenario, sales and marketing would be well-managed,
which could increase product prices and improve the
furniture industry. A large-scale enterprise respondent
said that they had already adopted the practices in
this scenario by offering cheaper products from their
sub-contract enterprises to their buyers with a quality
guarantee. This enterprise has its own division to man-
age all its sub-contract enterprises.

In the Capacity Building of Small-scale Producers
scenario, most respondents said that the principal ben-
efits of this scenario comprised interactions with the
associations. They expected that they could broaden
their knowledge surrounding global markets, expand
their business, access training and mentoring, and gain
innovative ideas, such as making garden tile and mak-
ing handicrafts from wood waste. In contrast, other
respondents thought those associations did not affect
their business since they only care for their members.
This is an argument for expanding their association
membership.

4.2 Key Informant Interviews

Based on in-depth interviews with key personnel from
each group or organization in Jepara’s furniture value
chain, the best scenarios were green furniture labelling
and capacity building of small-scale producers. The text
below provides the key informants’ views and their
recommendations for implementing both scenarios.

4.2.1 Green Furniture

Although almost half of the furniture makers in Jepara
have realized that green furniture or eco-label certi-
fied furniture is required in international markets, they
still have not obtained wood certification for their raw

material, particularly because of the lack of information
and high cost. In addition, there are difficulties for small-
scale producers to obtain certification because most of
them do not record their wood purchasing and wood
consumption by source.

For increasing awareness and readiness of produc-
ers to obtain product labelling and certification, the
informants suggested producers join training programs
related to wood legality and certification. They also must
be informed if they want to spread their sales network.
They must diversify their markets by getting certified
wood as their raw material, as this certification will add
value to their products. Regarding the high cost of cer-
tification, Timber Legality Verification System (SLVK) has
a solution in which small-scale producers can group
together (3 to 5 producers) and apply for a single permit.

This scenario requires coordination and integration
from stakeholders in Jepara’s furniture industry. For ex-
ample, it could include the coordination and integration
of certified wood from Perhutani, a state-owned forest
enterprise, and community forests, certified processing
from furniture producers, access to environmentally ori-
ented customers, and both domestic and international
markets. The scenario also needs government policy
support, especially in certification control and monitor-
ing, price standardization, export regulation, incentives
toincrease competition, and product design protection,
such as patents and copyrights.

4.2.2 Capacity Building of Small-Scale Producers

As arelatively young organization, APKJ still faces many
challenges, such as inconsistencies between structural
relationships and social personal networks, which cause a
lack of balance in relationships and information distribu-
tion. APKJ members also suffer from limited bargaining
power, inadequate access to credit, restricted market
access, and insufficient knowledge infusion.

4.2.2.1 Organization management

Informants suggested building trust among members
to improve the organization. This can be accomplished
through team building workshops focused on the ben-
efits of good relationships, communication, and team-
work. In addition, leaders should attend leadership and
organizational management training workshops.

4.2.2.2 Trade exhibition management

Small-scale producers dominate the furniture industry in
Jepara, especially in rural areas. Typically, these produc-
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ers lack capital, capacity and extensive market relations.
These factors make marketing challenging. Forimproving
market access and sales networking to a wider domes-
tic market as well as international markets, informants
suggest that small-scale producers embrace innovative
marketing strategies, such as cooperative marketing and
participating in trade exhibitions. Some producers have
realized that exhibitions are very important for access
to wider markets and disintermediating the marketing
chain. Exhibitions are also an opportunity for them to
learn about product quality standards in foreign markets.
However, because of their background, producers said
they needed help doing those things.

Small-scale furniture producers feel they do not have
the capability to manage preparation, dealing with
customers, and setting sales goals for trade exhibitions.
For this purpose, they hope to acquire training to im-
prove their capability in trade exhibition management.
Producers hope to learn about:

e preparation and planning steps
e to-do lists for trade exhibitions
e following up with customers after exhibitions

¢ negotiation techniques and dealing with buyers,
especially international buyers

e quality of design and products for exhibition
¢ network development
e character and personal performance

4.2.2.3 Information Technology (IT) skill

The informants considered that in the future, small-scale
furniture producers need to master design and use of
Information Technology (IT), since IT is a powerful tool
to gather information, which will become more crucial
for automating processes, improving efficiency and
productivity, supporting decision-making (Sowlati 2013),
and advancing marketing systems.

4.2.2.4 Furniture manufacturing and design skill

Small-scale furniture producers hope to join a training
program for furniture manufacturing. Training in product
finishing would be more critically important since few
small-scale producers complete this process. Finishing is
usually done by intermediaries (e.g., furniture companies
who commonly act as exporters) in the marketing chan-
nel. Producers also hope to learn furniture design for
better inspiration in design development (see Figure 1).

4.3 Scenario’s Application

Based on the outcome of the research, FVC project per-
sonnel recommended scenarios, or adaptations thereof
(Purnomo 2013), as shown in Table 4.

Figure 1. Example of Jepara's teak furniture products: Gebyok, a room partition made from high quality
teak and requiring highly skilled design work and carving.



48 BioProducts Business 3(4) 2018

Table 4. Comparison of Scenarios in the Study with Results of Final Project (Purnomo 2013).

No.  Scenarios

In Final Project

Name in This Study Adopted/Not Name in the Final Project
1 FairTrade Not adopted —
2 Green Furniture Adopted Green Furniture
3 Vertical Integration Adopted 1. Moving Up
2. Collaborating Down
4 Capacity Building of Small-scale Producers Adopted Association

Since Fair Trade and Green Furniture were quite
similar in terms of achieving a price premium, they are
merged into a scenario of certified production: eco-
labelled or“green furniture’, which requires vertical and
horizontal coordination between companies in the value
chain. Green furniture was implemented by improv-
ing efficiency in the use of wood and encouraging the
industry to enter certified-product markets (Purnomo
2013). Trainings were done to help the small-scale fur-
niture producers understand certification schemes and
chain of custody so they could comply with certification
requirements.

The Vertical Integration scenario, which suggests
small-scale furniture enterprises develop strong co-
ordination with leading firms, was divided into two:
“Moving Up”and “Collaborating Down”. The Moving Up
scenario encourages small-scale furniture producers
to move up in the value chain while the Collaborating
Down scenario urges small-scale furniture producers
to collaborate with wood traders and tree growers to
secure sustainably grown wood supplies. One way the
Moving Up scenario was implemented was through
trade exhibitions (Purnomo 2013). With support of the
project, small-scale furniture producers participated in
several exhibitions in Jepara, Bogor (West Java), Jakarta,
and overseas. Furniture producers practiced their exhibi-
tion and marketing skills, and the project team members
disseminated research findings and outreach materials.
During exhibitions, the furniture producers promoted
products and activities to access new markets. Activities
for the Collaborating Down scenario were designed to
increase small-scale furniture producers’understandings
of the patterns of raw material supply and procure-
ment (Purnomo 2013). Furniture producers were also
motivated to plant trees surrounding their houses and
in the community.

The Capacity Building of Small-scale Producers sce-
nario becomes the “Association” scenario that suggests

forming local organizations to assist members in ac-
cessing credit through financial institutions and in im-
proving access to established and/or new markets. The
FVC project built institutional capacity in the Jepara
Small-Scale Furniture Producers Association / Asosiasi
Pengusaha Kecil Jepara (APKJ). In conjunction with APKJ,
the project set up and maintained a collective marketing
portal: www.javamebel.com.

5.0 Conclusions

Currently, furniture producers in Jepara are generally
change takers, rather than change makers. This situa-
tion is due to two reasons. First, the profit distribution is
inefficient and inequitable where small-scale tree grow-
ers and furniture producers receive only 14% of profit.
Second, most of Jepara’s small-scale entrepreneurs do
not have sufficient business management and produc-
tion skills to produce furniture efficiently. To improve this
condition, this study suggests that the best scenarios
are green furniture labelling and capacity building of
small-scale producers. The Green Furniture scenario
encourages production of eco-labelled furniture from
certified timber to add value to furniture products. This
scenario requires coordination and integration from
stakeholders in Jepara’s furniture industry, especially
government policy support.

Capacity building of small-scale furniture produc-
ers is also important. Jepara’s Small-Scale Furniture
Producers Association / Asosiasi Pengusaha Kecil Jepara
(APKJ) as the only association for small-scale furniture
producers is a good opportunity to unite most of the
small-scale enterprises. Trust among members can be
improved by team building workshops that are focused
on the benefit of good relationships, communication,
and teamwork. Leaders should attend leadership and
organizational management training workshops. In ad-
dition, additional trainings can be done for APKJ mem-
bers, such as trade exhibition management, Information
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Technology (IT) skills, and furniture manufacturing and
design skills.

The findings from this study were utilized and applied
in the FVC project where some scenarios were adapted
and the others renamed. In the final report of the FVC
project, the authors recommend four scenarios: (1) “mov-
ing up”that encourages small-scale furniture producers
to move up in the value chain; (2) “collaborating-down”
that urges small-scale furniture producers to collaborate
with wood traders and tree growers to secure sustainably
grown wood supplies; (3) “association”that suggests as-
sisting members in local organizations to access credit
through financial institutions and in improving access to
established and/or new markets; and (4) “green furniture”
that motivates the production of certified or eco-labelled
furniture (Purnomo 2013).

6.0 Limitations

This study gathered information on how furniture pro-
ducers reacted to potential scenarios for improving
the performance of small-scale furniture enterprises in
Jepara. With interviews that include yes/no and open-
ended questions and study phenomenon which is quite
abstract, there were some challenges to articulate clear
answers.
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1. Have you heard about fair trade? Yes / No

Does any association help you? Yes / No
If yes, who is it?

If you have involved, what link that you have?

Does it work? Yes / No

If yes, can you explain it?

In your opinion, how to make APKJ better?

Appendix 1. Respondent Interview Questions

Total 80 furniture producers were interviewed and asked these questions:

If yes, have you involved in it? Yes, | have / No, | have not
What is its advantage for your business and furniture industry?

2. Have you heard about green furniture? Yes / No
If yes, have you used it in your production? Yes, | have / No, | have not
How you develop certification and labelling system?

What is its advantage for your business and furniture industry?

3. Have you heard about vertical integration? Yes, | have / No, | have not
If yes, have you involved in it? Yes, | have / No, | have not

If you are not involved, is there any opportunity to do that? Yes / No

What are its benefits for your business and furniture industry?

4. Have you heard about the possibility to unite the enterprises and or merge smaller companies? Yes / No
Is it possible and feasible to unite the enterprises and or merge smaller companies? Yes / No

5. Have you heard about Jepara Small Scale Furniture Producers Association (APKJ)? Yes / No
Do you think APKJ contributes to your business and furniture industry?




