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How to Turn the Import Crisis into Opportunity: A Different Viewpoint.
Market intelligence is the key to unlocking a successful China strategy. 
By Dr. Spencer Lei 
Retailing giant Wal-mart's TV commercial mantra, "Always Low Prices," very much sets the tone for the rest of the retail world to sell cheaper or you won't compete.

In order to sell its products cheaper, a business has to reduce its product costs to maintain a profit margin and survive. This explains why many United States companies across all industries have looked to China for less expensive sources for their products and why some of the larger U.S. furniture makers have set up production facilities there.

However, do we really know what we are doing if we hastily jump on the China bandwagon? As a Chinese-American born in Taiwan, who is now a researcher, entrepreneur and businessman in the wood industry, I have in-depth knowledge about both the United States and China. To be successful, I believe a company needs to not only learn more about China, but about itself before it can decide what action to take in the import issue.

Having Insight is Critical 
Just how can we know whether or not we can compete with China in wood furniture manufacturing? Actually, this is not a difficult question to answer if we are able to recognize the advantages China has in terms of the following human-resource factors: 

· Labor availability: Remember a few years ago when times were good and wood products companies had a hard time finding enough workers to keep their production going? In China, furniture factories can hire 10 to 20 workers for the cost of one entry level worker here. What's more, job seekers wait in long lines outside China's factories hoping for an opening. 

· Workforce quality: It is a fair assumption that vocational school and college students majoring in a forestry-related field could end up working in the wood industry. Currently in the United States, I estimate that there are about 4,000 students enrolled in the forestry-related curriculums in a handful of universities, technical schools and colleges. In comparison, China has more than 50,000 students enrolled in about 87 academic institutes devoted to forestry and forest products. If educational level reflects one?s comprehension ability, discipline and potential to grow, it would seem that China has the upper hand in improving the quality of its workforce. 

· Motivation: According to Business Week?s Oct. 28, 2002 edition, 465,000 Chinese college graduates majoring in science and engineering entered the job market, a number on par with the United States. Also, an ever-increasing number of unemployed middle-level managers and professionals from Taiwan and Hong Kong are looking for jobs in China. Since there is no welfare system in China, the unemployed have to aggressively hunt for jobs. Once hired, they are very motivated to better themselves in order to advance their positions for better incomes. In contrast, we have an extensive welfare system in the U.S., which in some instances creates disincentives for people to pursue a career. 

· State of mind: A common weakness I see in many U.S. woodworking companies is their reactive or even complacent mindset. Compared to the opportunity-seeking mode in newly formed businesses in China, some American companies' survival mentality or, in more extreme cases, out-and-out procrastination affects the overall attitude of the people working in the industry. In turn, it also has a negative impact on attracting new blood to commit to our woodworking industry. 

Not Just Cheap Labor 
From the above comparison in human-resource factors, we need to recognize that cheap labor alone does not pose the main challenge to American companies. Remember, cheap labor can be found in Mexico just a border crossing away. 

Since it is people or human-resource factors that often make or break a company, should American furniture companies just abandon their production bases and look to China for their manufacturing needs? Unfortunately, the answer is not that straight forward.

There are several reasons why American companies should not hastily move toward China. First of all, the language barriers and cultural differences make it very difficult to fully communicate and/or understand a potentially successful business relationship with Chinese.

Second, China's legal system is quite young and arbitrary compared to ours. Case in point, a tiny local government in China, city or town, could arbitrarily jail or house arrest a foreign visitor before setting a court trial for regulatory violations, tax evasion or even civil debt-payment dispute. Once a person has been arrested, it is difficult for foreign entities to get outside help.

Third, since the government owns the land and leases it to businesses, the local authority could request that your factory be moved to another location in order to develop the land for another use. There may well not be any cause for appeal.

Moreover, China has a fledgling free-market system where bureaucratic regulations need improvement. Corruption and bribery can be a nuisance, thereby creating hidden operating cost for foreign companies. All of the above constitute just some of the potential obstacles for doing business in China.

On the other hand, no matter how intimidating it can be for foreign companies to operate in China, undeniably, China has the fastest growing economy in the world with 1.3 billion potential customers. Because of the emerging economy, immense consumer base and low labor rates, companies such as Boeing Aircraft, McDonald's, Starbucks Coffee, and Wal-Mart, of course, have all expanded into China.

It seems that the risk is worth taking for these larger companies. If this were the case, why would it not be true for other smaller companies? The problem is that more failure cases were realized than successful ones regarding foreign companies' investing in China.

Even if some American companies are willing to give it a try and deal with Chinese directly, they might not have a clue as to how to start or who to contact and trust. In addition, how much does it cost to initiate an import program? How long can a business relationship last to justify the up front investment? These are just a few questions that spring to mind.

There are hundreds of agents, brokers, consultants and importers that offer services for business dealings between the U.S. and China. Nevertheless, it is always more cost effective if a business can have some in-depth understanding about China first before incurring any expense for outside services.

Where to Start? Information First 
Just how do American furniture or woodworking companies develop a strategy or strategies to deal with the challenge from China? The starting point should always be to clearly determine where we stand in relation to the capability of our competitors in China. 

For example, after 12 years in business, my company, Global Forest Corp. (DBA Hardwood Center), gradually developed a niche to provide hardwood product manufacturing and retailing services to the public. Our direction is to keep growing while staying in our niche as a regional service-oriented company.

On the surface, it doesn't seem that my company needs to worry about import competition for the time being. In reality, we compete everyday with well-entrenched competitors, including Home Depot and Lowe's. They import products directly from China. Therefore, it is very important that we stay current on what their suppliers are capable of producing in China to avoid investing in the wrong direction and thus clashing with those big-box giants.

Some of the types of information that I, as a business owner, like to know about Chinese manufacturers, include:

1) What is their real cost of production - direct and indirect labor, overhead, etc.? 

2) What is their labor quality and productivity? 

3) How automated are their production facilities? 

4) What are the costs of raw materials they obtain domestically or from overseas? 

5) What waste factor do they use to calculate their raw-material cost assuming inexpensive labor is used to sort and utilize almost any cut-off or ripped-off material? 

6) Who are their foreign buyers or foreign companies that have set up shop in China? How fast are they growing? 

7) Which foreign wood product companies that have operations in China are succeeding and which ones are failing? Why? 

8) What information exists that can help me identify my Chinese competition and provide me with intelligence on market opportunities for my products over there?

The above information is not classified information. It is mainly general business information about Chinese companies' capability and progress that could affect us. It is very important that the information is up-to-date, because the economic engine in China is rapidly growing and we can easily lose our perspective and our alertness to act.

Speaking as an American wood products manufacturer, the sooner we can figure out ...

1) What kinds of information do most of the business owners need to know about China? 

2) What kind of organization or media is the best to gather and provide this information service? 

3) How effective can the information be distributed to all concerned parties in the industry? 

4) How can this information be made interesting, intriguing, educational and yet practical for business owners and CEOs to utilize? 

... the more likely we will be successful in assessing the extent of competition from China and deciding our individual destinies.

A Must Breakthrough: Work Together and Focus Resources 

It is the nature of the business world for companies to start and close according to their own situations and needs. Their efforts are self-centered because they have to be. However, the future of the U.S. wood products industry will be directed by the actions of the majority of the companies once they decide what they can and will do. 

Due to the ever-increasing challenge from Chinese imports, most of the companies in the U.S. woodworking and furniture industries do not really know what they can or will do, and it becomes an industry-wide problem.

Whenever an industry-wide problem emerges, politicians, bureaucrats, academics and news media will talk, write or have meetings. Because they want to help, they'll offer suggestions, guidelines or directions for the industry. Nevertheless, almost all of those public endeavors are just too abstract to be useful for private businesses to adopt.

Why are these efforts for the most part unproductive? It's because business owners and outsiders such as academics are always looking at things from different angles for different reasons. Business owners have to think in terms of costs (where to borrow), time factor (how urgent), immediate benefit (how to pay off the loan), and the life and death of their companies. When a crisis hits, they either procrastinate or rush to act.

The academic effort, meanwhile, is all about generalizing an industry-wide problem in order to justify studying the long-term solutions. It is not time sensitive. So the academic approach and result will have to be slow and abstract.

Therefore, the way to get public and private sectors working together and get results is to identify a worthwhile goal for each of them. This way they can compliment each other in merits and resources. I propose that the goal be to study and create an information channel to keep the U.S. businesses updated about what's going on in China. Not only can this information service eventually become a profitable business itself, it could also revitalize the U.S. woodworking industry because of new opportunities identified.

What we need right away is for the constituents of the furniture and woodworking industry to second the suggestion I propose here. We then can advise the public institutions where they can really help us. I think an approach like this could be the breakthrough we need to make good things happen for our industry.

The key to re-energizing the U.S. woodworking industry is to change our mindset from a reactive or one of survival to one that is proactive and opportunity seeking. In order for that to happen, we need to have a crisis to shake us up and a direction for us to look for opportunities.

The challenge created by the fast-growing Chinese furniture industry is exactly the crisis and opportunity that our 100-year-plus furniture and woodworking industry needed to have. From the challenge, we not only have to re-assess our capability, but also have to think globally, maybe even go after the Chinese market. After all, at its current pace, China will become the second largest economy or market in the world within 10 to 20 years.

If you are interested in viewing the overall framework about a vision on what I believe we should and can do, please refer to my article "If We Can't Beat Them, Let's Work Together" published in Wood & Wood Products October 2002 (and archived on www.iswonline.com). 
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