6. Conclusion and Suggestions

6.1 Conclusion

The relationship between foreign direct investment (FDI), export competitiveness, and

environmental constraints forms a critical nexus shaping the trajectory of Indonesia’s textile industry.

As global markets increasingly transition toward low-carbon economies, understanding this tripartite

dynamic is essential for evaluating the sector’s resilience and adaptability. This study’s empirical

investigation provides a valuable foundation for such an assessment. Against this backdrop, the

following discussion contextualizes these findings within the broader landscape of Indonesia’s textile

exports, FDI inflows, and CO: emissions trends.

Indonesia Textile Trade, FDI and Emissions Overview

Indonesia’s textile sector is currently characterized by conflicting trends of declining
exports, expanding foreign investment, and escalating environmental pressure.
Historically a key player in global textile production, Indonesia has seen its export
volumes gradually shrink since the late 2000s, with only temporary recoveries, including
a post-pandemic surge. Although FDI has grown robustly, these economic developments
have occurred alongside a consistent rise in CO2 emissions between 2008 and 2023. This
mix of economic growth and environmental pressure shows the urgent need to balance
industry development with sustainability.

Textile Export Market Competitiveness

Indonesia’s global textile trade competitiveness has weakened significantly across key
performance metrics, revealing a troubling shift in the country’s export profile. The
Revealed Comparative Advantage (RCA) index shows a marked decline since 2017,
signaling a diminishing edge in international markets. Market Share (MS) patterns
initially trended upward but have since contracted as rival exporters gained ground. Trade
Competitiveness (TC) indicators are particularly concerning, as they reflect Indonesia’s
transformation from a net exporter to a net importer in recent years. These converging
trends underscore the erosion of Indonesia’s textile sector competitiveness, necessitating
urgent and strategic policy action to regain international standing.

Empirical Analysis Result

Empirical analysis reveals a paradoxical dynamic in which rising FDI and carbon
emissions are negatively associated with textile export competitiveness, suggesting deep
structural challenges. Regression results indicate that increased FDI correlates with

declining export performance, contradicting traditional development expectations and
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pointing to potential mismatches between investment inflows and sectoral needs.
Likewise, higher CO: emissions exert a negative influence on competitiveness,
underscoring environmental constraints as a growing determinant of trade viability.
Transportation sector expansion is also linked with reduced export outcomes, possibly
reflecting logistical inefficiencies. Robustness checks—including stationarity,
cointegration, and endogeneity tests—reinforce the reliability of these findings. These
results emphasize that without addressing environmental and infrastructural

inefficiencies, conventional investment strategies may fail to revitalize the sector.

These findings underscore the urgent need for integrated policy frameworks that simultaneously
improve investment quality, production efficiency, and environmental performance. Addressing these
dimensions in isolation will not yield the transformative outcomes needed for the industry’s long-term
viability. The evidence points to a shifting global trade paradigm where environmental standards
increasingly influence competitiveness. Consequently, Indonesia must recalibrate its approach to
textile sector development to align with emerging sustainability imperatives. However, this study is
limited by the availability of sector-specific data, and future research should incorporate more granular,
localized datasets to validate and refine these insights. Doing so will support the design of more
targeted, effective policy interventions tailored to the unique dynamics of Indonesia’s textile industry.
Building on this foundation, the following chapter presents targeted policy recommendations aimed at
addressing the sector’s multidimensional challenges and supporting a sustainable and competitive

textile industry.

6.2 Suggestions

To effectively enhance the export competitiveness of Indonesia’s textile industry, a well-rounded
approach is essential. Given the challenges highlighted in the empirical findings, including the impact
of FDI, environmental pressures, and logistical constraints, the following strategic recommendations
aim to address these issues.

e Shift FDI Policy to Boost Green Innovation in Indonesia’s Textile Sector
Indonesia’s FDI strategy in the textile sector should be reoriented to prioritize green
innovation, sustainable technology transfer, and low-carbon industrial integration. Rather
than focusing solely on attracting capital, FDI should be leveraged to support the adoption
of environmentally friendly production methods, renewable energy utilization, and
circular economy models. This shift will not only facilitate the development of a more

resilient and sustainable domestic industry but also generate positive spillover effects for
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local firms through exposure to green technologies and practices. In doing so, Indonesia
can enhance its export competitiveness and establish a strong position as a leading
producer of sustainable textiles within the evolving global value chain.

¢ Enhance Infrastructure and Logistical Efficiency
Improving infrastructure and logistics systems is essential for strengthening the
international competitiveness of Indonesia’s textile exports. Strategic investments in
transportation networks, warehousing, and port facilities will help reduce operational
bottlenecks, lower shipping and delivery costs, and minimize supply chain disruptions.
Enhanced logistical efficiency will enable textile producers to respond more quickly to
global market demands, meet tighter delivery schedules, and improve overall reliability
in international transactions. These improvements will not only support export growth
but also contribute to broader industrial productivity gains, reinforcing Indonesia’s
position in regional and global trade networks.

e Strengthening Sustainability Compliance and Incentives for Indonesia’s Textile Sector
Enhancing sustainability compliance and introducing targeted incentives are critical steps
toward aligning Indonesia’s textile industry with global environmental standards. The
government should update environmental regulations to reflect international benchmarks
and provide clear, enforceable guidelines for sustainable production. At the same time,
fiscal incentives such as tax relief, subsidies, and grants should be offered to encourage
firms to invest in low-carbon technologies and eco-friendly processes. Promoting
adherence to internationally recognized green certifications will further elevate the
credibility of Indonesian textiles in environmentally conscious markets. This combined
approach of regulatory alignment and incentive-driven transformation will help build a
more sustainable and globally competitive textile sector.

These combined efforts will ensure that the industry not only meets current global demands but

also remains adaptable to future challenges, securing its place in the international market.
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