If We Can't Beat Them, Let's Work Together
Instead of fighting against Chinese furniture imports, the authors propose that U.S. manufacturers would be better off working with a multi-faceted-middleman corporation that they envision.
By Dr. Spencer Lei and Mason McGowin

Since the late 1990s, domestic plant-closing announcements by the major furniture companies such as Ethan Allen, Pulaski, Thomasville, Lane, Lexington, etc., have continued without any end in sight. The message is clear: if these companies are unable to adjust to the new economic realities, such as intense offshore competition, their profits will surely diminish or they might even be forced out of business altogether. 

Is there any reasonable expectation that this rapid trend toward increased international competition and globalization can be stopped, or even slowed down? The answer is emphatically no. As a matter of fact, many of the above-mentioned plant closings occurred because our domestic furniture companies have already moved some of their manufacturing capacity overseas, particularly to China.
The Taiwan Experience
What’s now happening here in the U.S. furniture industry was already experienced in Taiwan about 10 years ago. Taiwanese furniture manufacturers were exporting up to $1 billion worth of goods annually to the U.S. in the late 1980s but that volume has shrunk to less than one-third from Taiwan directly. Why? Because Taiwanese furniture makers cannot compete with China in labor-intensive manufacturing either. While faced with both a labor-shortage and labor-cost problems in the early 1990s, the Taiwanese moved their production base to Singapore, Malaysia, Indonesia, the Philippines, Thailand and Vietnam. A very few moved to China.  Moving to these other countries was no easy task for any of the small Taiwanese furniture makers (all Taiwanese furniture makers were small except Hong Kong Teak Ltd., better known in the U.S. as Universal Furniture). Although these other countries are in Southeast Asia, significant language and cultural barriers exist, nevertheless. Fortunately for these countries, they are all only at a distance of three to five hours flight time versus 10 to 15 between the U.S. and Asia.  Ten years after re-deploying in other countries, most of these Taiwanese furniture companies have now converged in China. Some of them have seen their employment increase as much as a hundred-fold. They will keep growing because they are pressured to do so mainly by the demand of U.S. furniture makers and importers. 

	

	Lacquer Craft Furniture’s plant in Dong Guan City, Canton, China, reflects Chinese manufacturers’ efforts to meld low-cost labor advantages with significant investments in technology.



The Challenge
In order to secure long-term profitability, U.S. companies in a traditional industry such as furniture have limited options at their disposal. However, they do have quite a lot of advantages over their offshore competitors, such as having the largest market on earth at its front door and the most abundant supply of wood raw material in its own backyard. We also have great infrastructure and good control of distribution channels. In other words, we are definitely in the driver’s seat about where we want to go. 

Key to protecting our future business is an emphasis on improving and enhancing our marketing and distribution strategies. Also, we must keep refining our domestic manufacturing process so we can easily respond to the demands of our customers promptly like no offshore competitors ever can.
On the other hand, how can American factories, which require repetitive, labor-intensive processing possibly compete with the advantage of low-cost human resources and low-overhead manufacturing in China? If we can’t beat China, let’s work with them. We must force a radical break from conventional practices and come up with an unprecedented and productive way to deal with the overwhelming trend of outsourcing from China. At the same time we could better position ourselves to enter the Chinese market itself, which in a few more decades is likely to become the second largest economy in the world. 

The Revolutionary Model
From our experience and observation we believe that if an extraordinary and for-profit organization or company that provides services in all aspects to the entire furniture export/import trade could be established, it would constitute a revolutionary breakthrough for the furniture industry in both China and the United States. 
The services of this newly established organization would include providing:
1) general business information,
2) executive seminars,
3) middle management education and training programs,
4) production-management programs,
5) quality-assurance programs,
6) productivity assessment,
7) outsource match making,
8) raw material supply,
9) communication channel and arbitration medium,
10) coordination between industry and research institutions, and
11) lobby for change in government regulations in China, etc.
The above functions can be categorized into four groups, namely information services, consulting and training, raw material supply and research and lobbying. Since these activities cover such a wide range, it would not be advisable to initiate them all at once. One would definitely start with the information service, and then proceed to the next function when the possibility of a significant return on investment arises.
The major thrust of this extraordinary organization is to provide its services at a heretofore-unprecedented level, and the benefits thus derived would be available to all participating customers on an equal basis. In other words, this organization will not only provide accurate and timely information for both sides of the Pacific, but it will also help its customers to capitalize on this information.
At first glance one might assume that the above services are already available to current market participants, and they are, but all in a relatively superficial fashion. We know of no organization that could offer these services as broadly, deeply and long-term as envisioned in this business model.
For example, we believe that the first and most important service that could be used by both Chinese and U.S. furniture makers right away is general as well as business information: the information about what’s going on in both China and the U.S. that affects their business decisions. It is the same kind of information that is currently scattered through some 30 trade magazines such as Wood & Wood Products, Furniture Today, Timber Processing, Hardwood Market Report, etc. We need to come up with a couple of periodicals in Chinese and in English that cater to the different needs between Chinese and American furniture industries.
The format for information delivery could be a magazine, a newsletter or the Internet. Also, the idea would be to create a two-way information conduit for sharing information that would bring both sides of the Pacific into a closer working relationship. This information sharing function is critical because right now there is no recognized expert who knows everything about the Chinese furniture industry and its future development – not one Chinese person or organization, let alone an American or an American company. A group effort of a kind envisioned by this organization will be necessary to fulfill this purpose.
Where to Start
The first step in creating this extraordinary and for-profit organization would be an in-depth study to develop a work plan. Hopefully, federal or state governments as part of their economic development efforts could fund this project. The results of the effort should be published and made available to any and all who are interested. If funding were available, the whole study process should take no longer than 6 months to accomplish. 
Once this business model is in place and activated, hundreds of companies in furniture, raw materials, wood machinery, big or small, could benefit tremendously from participation. This extraordinary company will be the facilitator that brings everyone together and makes the experience more profitable for all.
In the high-tech era of this 21st century, furniture manufacturers and hardwoods producers are receiving little, if any, interest from bank lending institutions or venture capitalists. Is it not about time for those of us in this industry to make a radical and revolutionary breakthrough to show that we can be bold and innovative, too?
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	Q&A with Dr. Lei
Dr. Spencer Lei offers more insight into his vision of a for-profit corporation to comprehensively serve U.S. and Chinese wood products company interests. 

Q. What's the difference between the approach proposed here and the one adopted by the North Carolina's Furniture Steering Committee?
A. Both approaches advise research and gathering of information first, and then devising a long-term strategy for the U.S. furniture industry. However, the major difference is that our proposal goes further and emphasizes taking action to make things happen. In other words, once finding out what should be done, we suggest moving quickly to form a viable business organization to execute the strategy to assist not only the industry as a whole but individual business as well.
Q. Could you give us some examples about what this new company can do that is different from what is available now?
A. Let's say we are a medium- or large-size hardwood lumber manufacturer that wants to develop a long-term market in China, but has no idea where to start. The traditional way would be to gather what information is readily available first, and then send someone to China to determine the situation there. However, the vast market area in China and cultural and language barriers would make the task of grasping the real picture nearly impossible. Usually what most companies would end up doing is just hiring a local sales representative. And by no means that is really a long-term strategy for an ever-growing market such as China.
Therefore, this conventional approach has two basic flaws. First, it is not cost-effective. Secondly, since China's already huge market is growing so dynamically that would quickly render a one-time study worthless. So the development of a truly effective long-term strategy would require the efforts of a fully staffed organization that is continually collecting up-to-date information and publish it. And that is exactly the primary function in the beginning stage of this new company.
Besides publishing the useful information on a regular base, for a fee this new company could also send its staff professionals to various regional lumber associations in the U.S. to present the most up-to-date market information in China and answer specific questions. After gaining a more thorough understanding of the situation in China, any member of the regional lumber association wanting to explore the opportunity further, would be directed by the new company's professionals to the appropriate party in China, or be assisted to formulate and execute a long-term marketing strategy in China. And this approach would be much more cost-effective than the traditional way.
By the same token, if any U.S. company wants to outsource from China, this new company would be able to provide the information and services as well.
In the history of our furniture and hardwood-products industry, there has been no organization that not only looks after the interest of the industry as a whole, but also is accountable for the individual business dealings. And that is what we envision this new organization can do where a governmental agency or trade association would not be suited.
Q. What is the key factor in ensuring the long-term success of this new company?
A. From the beginning this new company must have an exceptionally inspiring goal and tremendous opportunities for growth in order to keep attracting talented individuals to the organization. Certainly, adequate financing to get the company started is important too.
For the long-term success, this company has to maintain an outstanding reputation for its capability, integrity and accountability. Certainly, the company has to make money along the way and become a public company eventually.
Q. What are the financial requirements of this venture?
A. The money could come from any number of interested entities: investment groups, venture capitalists, a consortium of related companies, etc. The initial amount needed would be determined by scope of services to be offered, and that should be proposed in the work plan by the team after finishing the study. It is the revolutionary approach of this new venture that will create the big bang, and only a relatively modest amount of capital should be required until the company decides to get involved in stocking and supplying raw materials in China.
Q. Will there be a conflict of interest if the company intends to wear so many hats?
A. The possibility exists that it could happen, but there should be an ongoing awareness to reduce and prevent these conflicts. Again, in order for this new company to survive and prosper, integrity is paramount.
Q. Will this new company only help the Chinese side have an even greater advantage against us in trade relations?
A. It all depends on which side or which company is more willing to set clear goals in an ever-changing situation and take action. It is envisioned that this new company will provide valuable services that are either not available now or cost too much. And it shouldn't have any hidden agenda to tilt to one side or the other. If U.S. wood products companies don't act or react in a timely fashion, no one can help prevent them from collapsing.
Q. How large a team will be necessary to develop a work plan that will precede the foundation of the new company?
A. The team we envision should consist of no more than seven individuals who represent various fields. Their first mission is to do a field study on the ground in China, and then a plan can be developed outlining the scope of work and proper organizational structure. How this work plan is to be published will depend on how the study is financed.
The team should include one member from the Forest Products Laboratory and one from either a state forestry commission or a state university (faculty or graduate student). These two individuals should work full time through out the project. Their duty should include gathering and analyzing input from other team members and writing the work plan.
The rest of the team should be from hardwood-related industries such as furniture makers, raw material producers, wood machinery makers, wood magazines, trade associations, consulting firms, etc. Their participation can be either part- or full-time, but their mission or responsibility has to be well defined by the team. Obviously, one of the members has to be able to communicate in Chinese and be responsible for travel arrangements in China.
The total field study should require no more than 4 to 6 weeks in China, but a continuous stay by most the members or that length is not necessary. The work plan should be submitted and published within 3 to 6 months from the day the team is first formed.
Q. Drawing from your experience in teaching, research, extension and governmental jobs as well as being an entrepreneur and businessman for the past 10 years; what's your opinion on the future of the U.S. furniture and hardwood-products industries?
A. The future for these industries is still much brighter here than in all the other countries. However, we can't just keep doing things the same way and expect to stay afloat forever. I have observed numerous companies, both large and small, that felt proud and confident until the day their doors were suddenly closed forever.
Some companies attempting to survive by making changes without a vision or sure direction to drive them forward will likely fail too, because they will be unable to create an environment that would attract good people to join in. Any non-family-type of companies that can't attract good people is bound to fade, especially in an adverse environment; such as facing fierce competition from imports. The bigger they are, the harder for them to survive.
What then are the options for any company in our furniture or hardwood-products business to succeed for a long time? There are five elements for any business to succeed, namely knowledge, action, people, money and luck (including timing). Hopefully, this new company can provide practical assistance in most of these aspects, if not all, at a minimum costs to its customers. In other words, this company should expect to provide a broad spectrum of services, like a Super Wal-Mart or Home Depot in providing products, but only catering to the furniture and hardwood-products industries between China and U.S.
So what's my conclusion? Our industry leaders, government agencies, academia, trade magazines and associations, or an unprecedented company like we have proposed in the article, must not only provide the industry with useful information and guide this traditional industry in the right direction, but also provide individual companies with practical assistance. Thus, our wood industry can remain or revive as a thriving one, instead of becoming a sunset industry such as textiles. And this is what the proposal is all about.


