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1. INTRODUCTION

A number of countries around the globe are
pursuing initiatives to add value in their wood
products sectors by manufacturing finished
products rather than intermediate inputs to
production or even exporting raw materials.
Beyond the production of primary productssuch
as lumber. plywood. particleboard and medium
density fiberboard. and intermediate products
such as hardwood dimension and parts, the pro-
duction of furniture, cabinets andstore fixtures
is a logical next step in the wood products value
chain. For the purposes of this paper. value-
added. an important indicator of industry
health and success is defined as “a measure of
manufacturing activity derived by subtracting
the costs of materials, supplies. containers.
fuel. purchased electricity, and contract work
from the value of shipments for the products
manufactured”. Thus. value-added equals value
of shipments minus production inputs, and rep-
resents the amount available for wages. salaries
and profits in an industry. Value-added is a
better indicator of industry activity than value
of shipments because value-added excludes the
costs of inputs of other industries.

This research, based on a comprehensive
analysis of the Southern U.S. furniture. cabi-
net and fixture industries. had two objectives :
1) To better understand these industries struc-
tures and: 2} To provide competitive environ-
ment information to companies in South Korea
and other countries that are current or poten-
tial marketers of furniture and other finished
wood products.

The study examined factors that foster or
hinder industry development. Highest rated
factors that contribute to company success were
the ability to supply quality products to cus—
tomers, development of long-term oriented cus-
tomer relationships. company reputation and
offering a high level of customer service. The

foremost impediments to company success were
acquiring quality raw material, developing a
consistent raw material supply and volatile pric-
ing. With regard to location decision factors
that influence corporate expansion or location.
manufacturers identified productivity of labor.
labor costs, taxes and a skilled labor supply as
the most important factors.

2. METHODS & MATERIALS

The sample frame for the study consisted of
value-added wood products manufacturing firms
in the South United States(Texas. Arkansas,
Mississippi. Alabama. Georgia, Florida. SouthCaro-
lina. North Carolina and Louisiana). SIC(Stan-~
dard Industrial Classifications) 2434, wood
kitchen cabinets: SIC 2511, wood household fur-
niture. except upholstered: SIC 2512, wood
household furniture. upholstered: SIC 2517,
wood television, radio, and etc. cabinets: SIC
2521, wood office furniture and: SIC 2541, wood
office andstore fixtures, partitions. etc. (USDC,
1992). A database census of 2,654 companies in
these SIC categories was extracted from the
1994 PhoneDisk PowerFinder CD-ROM directo-
ry (Database America Companies. 1994). From
this database. a sample of 2. 000 companies was
randomly selected for the study.

In general. survey procedures were conduct-
ed in accordance with the Total Design Method
(Dillman. 1978). This procedure consisted of a
pre-notification postcard., an initial survey
mailing. a post mailing reminder and a second
survey mailing.

3. RESULTS & DISCUSSION

3.1 Profile of respondents

Of the 2,000 surveys mailed, 208 were unde-
liverable or out of business, reducing the sam-
ple to 1,792, The total study response rate was
20.2 percent{(362/1,792). Of the 362 returned
surveys, 11 were not completed and 23 were
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from companies that indicated they were not in
the furniture business. The balance of returned
surveys were all useable, resulting in an ad just-
ed usable response rate of 18.7 percent(328/1.758)
ranging from 10 percent (wood partitions & fix-
tures) to 30 percent(upholstered furniture).

All respondent companies were from one of
the nine states in the Southern United States.
Total 1994 respondent corporate sales was
$1.099 billion with an average of $3.5 million.
Fifty-three percent of respondent companies
had less than $1 million in sales in 1994(Fig. 1).
Upholstered furniture represented 39 percent of
total respondent sales revenue. followed by the
household furniture(32 percent), kitchen cabi-
nets(13 percent). office furniture(9 percent).
office/store fixtures(6 percent) and wood tele-
vision and radio cabinets(less than 1 percent).
Ranges of company sizes for each of the six sec-
tors can be found in Table 1.

In 1994, respondent companies employed
15,521 people .
dents represented 45 percent of total employees,

Upholstered furniture respon-

100-499 41%

0-99 12%

25,000 or more 4%
10.000-24,999 4%

5,000-9,999 4%
3,000-4,999 4%

1,000-2,999 16%

500-999 16%

Fig. 1. Average 1994 sales by company.
Notes: Percent by sales category.
n=309 companies. unit : $1,000

Table 1. Sales ranges by respondent sector.
(Unit : US$1,000)

High  Average Low

Kiwchen Cabinets 20,000 25 951
Household Furniture 50,000 15 4.443
Upholstered Furniture 107.000 131 13,753
TV/Radic Cabinets 700 20 270
Office Furniture 50.000 50 4.354
Fixtures 10.600 125 1.732

Note; n=309 companies.

followed by the household furniture(28 per-
cent). kitchen cabinets(14 percent), office fur-
niture(8percent), office/store fixtures(5 percent)
and wood television and radio cabinets(less than
1 percent).

3.2 Non-response bias

Non-respornse bias was measured using a two-
tailed t-test conducted on percent of companies
by state. comparing respondents and companies
that fell into the non-response/undeliverable
category. No difference in state distribution
was detected at@= .05, In addition. research has
shown that late respondents typically respond
similarly to non-respondents. Accordingly. sec-
ond mailing respondents were compared to first
mailing respondents by state of origin. In this
case as well, no difference in state distribution
was detected at @= 05,

3.3 Species used as raw materials

Study results indicated that red oak was the
dominant species used by study respondents in
1994 with 37 percent (257.3 MCBM) of total
respondent raw material volume(Fig. 2). The
most used species(by volume) by study respon-
dents after red oak in order were pine(17.7 per-
cent). poplar{16.6 percent), maple(13.8percent).
ash(6.5 percent) and cherry (4.1 percent). This
raw material mix is much different than the

—
Red Dak | )252.90

Pine ) 122.30
Poplar ::_-j 114.70
Maple __1?:9490

Ash [T 44,90
Cherry 32820

Mahogany :'13‘20
White Oak (3710
Cypress 34.90
Birch §0.90
Aider 060
Walnut §0.10

0 50 100

Fig. 2. Species used as raw materials inputs in
1994,

Notes: Respondent volume by species,
Total volume = 693, 8 MCBM
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species used by the Korean furniture industry
which uses Southeast Asian hardwoods for over
95% of its raw material needs(F.R.1.. 1991).
Table 2 shows that for the top six species used
by study respondents in 1994, the kitchen cab-
inet sector dominated in usage by total volume
for all species while Table 3 indicates that onan
average volume usage per company basis. other
respondent groups were important. For exam-
ple. the upholstered furniture sector used more
red oak(4.867 CBM) and poplar(4.217 CBM)
while the television/radio cabinet sector used
more pine(2.424CBM). office fixtures respon-
dents used more pine(5 158 CBM) and the
kitchen cabinet group used more cherry(1l,260
CBM) and maple(1.601 CBM) on average.

3.4 Wood products raw material inputs
Table 4 shows the raw material inputs by

value for each of the respondent categories.

Hardwood lumber had the highest average per—

cent by value across all categories(30.9 percent)
and constituted 72.6 percent of the raw mater-
ial input value for the upholstered furniture
industry. Hardwood dimension contributed the
least with only 2.8 percent of the total.

3.5 Markets and marketing

Study respondents reported that they sold
68.8 percent of their 1994 production(by sales
revenue dollars) to in-state customers with 28.8
percent going to customers in other U.S. states
and 2.5 percent to export customers. Analysis
of variance(ANOVA) using respondent SIC cat-
egoriesas treatments resulted insignificant dif-
ferences for in-state. other U.S. states and
export markets at @ = _05. The kitchen cabinet
sector had the highest average percentage of
sales to in—state customers(90.5 percent) while
upholstered furniture manufacturers had the
most sales to other U.S. states(58.6 percent).
Office furniture respondents had the highest

Table 2. Species used as raw materials inputs in 1994.

(Unit : Cubic meters)

Red Oak Pine Poplar Maple Ash Cherry
Kitchen Cabinets 221.74 58.080 43,498 81,640 43.334 27.720
Household Furniture 2,416 10.627 7.373 7,218 1.793 422
Upholstered Furniture 24.336 72 33.734 1.795 158 36
TV/Radio Cabinets 4.836 7.212 2.405 7 2 5
Office Furniture 489 12.226 1.613 806 250 461
Fixtures 3,420 36.103 28.022 4.992 158 38
Total 257.291 124.380 116,645 96.458 45,695 28.682

Note: Total volume reflected by respondents.

Table 3. Species used as raw materials inputs in 1994,

(Unit : Cubic meters)

Red Oak Poplar Maple Pine Ash Cherry
Kitchen Cabinets 2.705 946 1.601 1.452 1.171 1.260
Household Furniture 173 461 605 886 199 33
Upholstered Furniture 4.867 4,217 449 36 79 36
TV/Radioc Cabinets 967 803 2 2.424 2 2
Office Furniture 122 269 201 4,075 250 115
Fixtures 228 2,002 384 5,158 26 5
Total 9.062 8.693 3.242 14.031 1.727 1.456

Note: Average volume by respondent group.
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Table 4. Raw material inputs in 1994,

(Unit: %)
Hardwood  Plywood  Particleboard MDF Softwood Veneer Hardwood Other
Dimension

Kitchen Cabinets 25.4 30.5 18.6 79 6.9 1.6 1.3 80
Household Furniture 35.4 19.6 10.0 5.8 13.5 54 8.7 16
Upholstered Furniture 72.6 10.8 0.7 1.2 6.0 0.7 2.2 58
TV/Radio Cabinets 14.0 22.2 37.4 12.9 6.1 1.3 2.1 40
Office Furniture 23.2 22.2 31.2 11.0 1.8 5.2 0.6 49
Fixtures 14.8 29.8 19.1 15.9 5.3 4.0 2.2 89
Total 30.9 22.5 19.5 91 6.6 3.0 2.8 55

Note: Percent by value in 1994.

0-BOKm  31.1%

81-160 Km 18.3%

More than 6,400 Km & 3%

161-400 Km  115% % 4,801-6,400 Km  3.4%

2.401-4.800 Km  8.7%
401-800 Km  9.3%
BO1-2400 Km  12.4%

Fig. 3. Market radius.

Note: Percent of responses, n =322

average sales to export markets(3.6 percent).
In addition. company size (by sales revenue and
employees) was found to be positively correlat-
ed to increased sales to out-of-state and over-
seas customers.

Similarly. as seen in Fig. 3, nearly fifty per-
cent of respondents market their products with-
in a 160km radius of their manufacturing
facility. Contrasted one to a narrow market
radius in the U.S. hardwood dimension industry
(Vlosky. 1995) nearly thirty percent of respon-
dents market their products beyond a 800Km
radius.

Nearly three-fourths(71.6 percent) of respon-
dent 1994 sales(by revenue) were shipped
directly to customers, followed by wholesalers
(13.6 percent), stocking distributors(6.3 per-
cent) and the balance to other(mail order. con-
tractors, retailer intermediaries). Analysis of
variance(ANOVA) using respondent SIC cate-
gories as treatments resulted in significant dif-
ferences for all distribution channels at @ = .05.
In addition. company size(by sales revenue and

employees) was found to be positively correlat-
ed to increased sales to distribution intermedi-
aries as opposed to direct sales to customers.

The wood fixtures sector had the highest
average percentage of direct sales(96. 2 percent)
while upholstered furniture manufacturers had
the most sales to both wholesalers (30.2 percent)
andstocking distributors(27.3 percent). By sell-
ing direct. the furniture manufacturer is
directly involved and has more control in all
aspects of the sales transaction(Lawser. 1992).
The direct method of selling is preferred by
most experienced furniture manufacturers
because they prefer to be directly involved and
have more control over the sales transaction.
They also want to develop closer, long-term
relationships with their end users(Lawser,
1992).

Word-of-mouth was the promotional method
most cited by study respondents, followed by.
in ranked order, networking, the use of com-
pany sales representatives, membership in
industry associations and magazine advertising.
This is consistent with a studies conducted on
the secondary wood products industry in
Louisiana and the hardwood dimension indus-
try that found that word-of-mouth was the
most cited promotional method(Vlesky et al..
1994: Vlosky. 1995).
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3.6 Value-added manufacturer success and
impediment factors

Using 5-point scaled questions indicating level
of importance(l = very unimportant to 5 =very
important), study respondents were asked to
rank factors that contribute to the success of
their business as well as those factors that
impede success in the marketplace. As seen in
Fig. 4. the two most important and equally
ranked success criteria for respondent compa-
nies are product quality and development of
long-term customer relationships. The impor-
tance of relationship factors to company success
is further indicated by the subsequent highest
ranked factors. offering high levels of customer
service and overall company reputation. An
understanding of the customer base and devel-
opment of a fong-term orientation can be a sig-
nificant factor in building or maintaining
market share. Analysis of variance(ANOVA)
using respondent SIC categories as treatments
did not result in significant differences across
company success criteria at @ = .05,

On the other side of the equation. respendents
were asked to evaluate factors that are a hin-
drance to their success{Fig. 5). The foremost
impediment is acquisition of quality raw mate-
rial followed closely by development of consis-
tent raw material supply. But competition from
overseas suppliers is not accepted to impedi-
ments. [ suggest that these factors can be mit-

Product Quality ¥47
tong-term Customer Relationships J4.6
Company Reputation J46
High Level of Customer Service ¥4.5
Product Availability |- 4.3
Fair Pricing |- J4.z
Fast Respanse to Customer Inquiries )42
Knowledgeable Salespersons |- 142
Flexitle Delivery ¥4.0

Access to Markets
Marketing Skills
Distribution Capabilities
Computer Capabilities
Payment Terms

Credit Terms

4 5

(Level of Hmpontance *=very LRIMPGRANT 1 Savery mporar ¢

Fig. 4. Compant success factors.
Note: n =319 companies.

igated if companies focus on the factors that
they themselves identified as contributors to
success, particularly those that are relationship
oriented. However. in this case. rather than
these factors being applied to respondent man-
ufacturer relationships with customers, an
upstream perspective needs to be developed with
raw material suppliers.

The success and impediment responses can
help existing companies improve their core
capabilities and market position as well as iden-
tify important issues for individuals that are
considering manufacturing value-added wood
products. Analysis of variance(ANOVA) using
respondent SIC categories as treatments did not
result in significant differences across company
success impediment criteria at @ = 05,

3.7 Industry location decision factors

As part of the evaluation process that identi-
fies high potential value-added industries.
information about factors that encourage or
deter industry location is required. Nineteen
factors that influence industry expansion for
existing companies or location decision criteria
for companies considering immigration were
analyzed. Five-point scaled questions indicating
level of importance(1 =very unimportant to 5=
very important) were used. Asseen in Fig 6.
labor issues(productivity and costs) are deermed
most important by study respondents. Subse-

Setling quaiity raw material | EX

Getting consistent raw material supply J4 41
Volilile pricing |4 1

Promoting company products

Not enough capacity ¥35

Competition from suppliers ir. our region

Compettion from in-state suppl
Defiveryprobtems +_ . 31 L

Too much capacity ‘_'_‘_ ________ — '2-5 |

Competition from overseas suppliers - ——

(Lovel of Agreement 1=strengy tisagren 1 S=trong'y aesi

Fig. 5. Impediments to company succes.
Note: n =319 companies.
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Labor costs |- J4-2
Skilled Labor Supply |- 4.1
Productivity of Labor - 41
State Taxes j38
Local Taxes |- )38
Construction Costs )37
Room for Expansian - )36
Community Industriat Climate |- 135
Access to Local Markets |- )38
Proximity to Raw Materi - 135

Access to Regional Markets :3,2
Unskiled Labor SUpPlY [ e o] 30
Highway Facilies o e 329
Access to National Markets :_—:J 28
Unionization ——:-‘_'32‘6
Public Training Assistance Programs ¢} 26
Water Supply o e 25

Natural Gas Supply E - |2 1
Railroad Facilities 1 l2 0
i

0 1 2 3 4 5
{Leve! at mportance. 1very unimportant to §=very mportant)

Fig. 6. Factors influencing expansion or build-
ing new facilities.
Note: n = 302 companies.

quent factors, in order of importance are a
favorable tax structure, construction costs.
room for expansion and an amenable communi-
ty industrial climate. Analysis of variance
{ANOVA) using respondent SIC categories as
treatments did not result in significant differ-
ences across these criteria ata = . 05.

These results contrast to results found by
Jones et al(1992) in a study that included an
examination of location factors for selected for-
est manufacturing industries. The 36 forest
furniture and flooring manufacturers queried
said that the most important location decision
factor was securing and adequate wood raw
material supply followed by access to markets.
personal considerations(attitudes towards indus-
try and persconal ties to the area). labor costs
and availability(low wages, high productivity,
and adequately skilled labor), service utilities
and last. taxes and regulations.

4. CONCLUSIONS

Korean companies that have value-added fur-
niture industry sectors can use the information

contained in this paper as one input in the busi-
ness development planning process. The data
suggest that there are a number of areas that
can be addressed if finished wood products are
to be manufactured and sold in the United
States. Important points are :

1. Red oak was the dominant species used by
study respondents with 37 percent(257.3
MCBM) of total respondent raw material
volume followed by pine(17.7 percent),
poplar(16.6 percent). maple(13.8 percent).
ash(6.5 percent) and cherry(4.1 percent).
This raw material mix is much different
than the species used by the Korean fur-
niture industry which uses Southeast
Asian hardwoods for over 95% of its raw
material needs.

2. Study respondents reported that they sold
68.8 percent of their 1994 production (by
sales revenue dollars) to in-state customers
with 28.8 percent going to customers in
other U.S. states and only 2.5 percent to
export customers.

3. Nearly fifty percent of respondents mar-
ket their products within a 160km radius
of their manufacturing facility. This is
contrasted to the U. 8. hardwood dimension
industry for which nearly thirty percent
market their products beyond a 800km
radius.

4. The two most important and equally ranked
success criteria for respondent companies
are product quality and development of
long-term customer relationships. The
importance of relationship factors to com-
pany success is further indicated by the
subsequent highest ranked factors, offer-
ing high levels of customer service and
overall company reputation

5. The foremost impediment is acquisition of
quality raw material followed closely by
development of consistent raw material
supply. Competition from overseas suppli-
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ers was not identified as an impediment to busi-
ness success.

6. Labor issues(productivity and costs) are
deemed most important by study respon-
dents. Subsequent factors. in order of
importance are a favorable tax structure.
construction costs, room for expansion and
an amenable community industrial cli-
mate.

7. Factors that manufacturers identified as
being critical to success as well as those
factors that are impediments can help
potential Korean manufacturers be more
competitive in the U.S. marketplace.
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