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Executive Summary

The objective of the research on “Increasing the Competitive Advantage in Marketing
of the Thai Rubber Wood Fumiture Industry” was to study the existing market potential of
the Thai rubber wood furniture industry, the competitive advantages among important
competitors, i.e. Malaysia and China. The study also focused on analyzing international
markets (Japan and the United States). A marketing strategy at the business, the industry and
the country level was studied so as to help increase the competitive advantage. Furthermore,
an in-depth study of the US Furniture market was carried out.

' The methodology of this study conducted secondary data collection from domestic
and international sources. Primary data was compiled from two focus group interviews. The
first was held on August 2, 2000 consisting of representatives from Thai rubber-wood
furniture manufacturers. While the second held on January 29, 2001 consisted of
manufacturers of Thai rubber-wood furniture and exporters of Thai rubber-wood furniture in
the United States market. Of the 50 samples selected to the interview, five were from
manufacturers of sawnwood, five from manufacturers of finished rubber-wood fumiture
parts, 23 from rubber-wood furniture manufacturers, 10 from rubber-wood furniture import-
exporter, four from the government scctor, one from the private sector, and two officials
from foreign sector.

Primary data was collected through the use of three sets of different questionnaires.
The first set of questionnaires was sent out to the manufacturers of sawnwood. Of the fifty,
fifteen were returned. The second set was sent out to manufacturers of rubber wood
furniture. Of the two hundred, thirty-six sets of questionnaires were returned. The third set
of 139 questionnaires was sent out to exporters with a 37 response.

Due to the demand of the Thailand Research Fund carry out an in-depth study of the
United States markets, one of the researcher collected the primary data from various sources
in the U.S. and participated in the furniture exhibition at High Point, North Carolina during
October 18 — November 4, 2000 to collect the data.

Findings from the secondary and primary data collection were presented in public
hearing seminar on February 2, 2001. Suggesiions and comments from manufacturers were
complied to complete the final version of the research paper. Summary of the findings was
given as follow.

Situation of the Rubber-wood industry

Furniture and furniture parts is an important export industry of Thailand. It is the g™
of the 20" most important products of Thai exports. Because of the continuous increase in
value, it has become one of the most targeted export goods. In 1999, the export value was
more than 30,000 million Baht. Thailand came in as the world’s 21* exporter of furniture
with over 70 percent of the export in wood furniture. In the first quarter of 2000, wood
furniturc export valuc increased 54.9 percent compared to that of 1999, Approximately 60
percent of the wood furniture exported were rubber wood furniture. The export value of the
rubber wood furniture showed a strong increase of 20 percent annuaily. Thus, the rubber
wood furniture industry of Thailand has become one of the most important exports bringing
in revenue of more than 10,000 million Baht annually.

The most important importer of Thai rubber wood furniture was Japan with the
United States tailing along second and Europe third. Thailand export wood furniture to
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Japan and the United States with a value of over 70 percent of the total furniture exported
worldwide. Of the total wood furniture exported to Japan, over 80 percent were rubber wood
furniture.

The Thai rubber-wood fumiture industry should be strongly supported because
Thailand has a large supply of raw materials -- the world’s largest supply of rubber-wood.
12.3 million rais of rubber trees are grown with the majority or over 90 percent in the South,
the East and the Northeastern, respectively. The rubber trees that give low amount of rubber
milk are cut down at the age of 25-30 years old to be processed. The process included
sawing, drying, and coated to prevent termites. This processed-wood would then be used to
manufacture furniture. Rubber wood furniture can be divided into two different categories;
non-assembled rubber-wood furniture marketed mostly domestically and assembled rubber
wood furniture mostly exported. These furniture are mostly made according to the
customers’ order and the market demand. Forty percent of the furniture manufacturers are
located in Bangkok and surrounding areas. The rubber wood furniture manufacturers are
mostly located in the East and the South because of the source of raw materials.

Because rubber trees are an important source of raw material for manufacturing
furniture, the government sector has given support in rubber wood plantation. It has set up
the Office of the Rubber Replanting Aid Fund (ORRAF) to give financial support and
consult plantation owners in growing rubber trees by means of encouraging re-plantation
when each tree is cut down, and support young trees, fertilization and operational cost to
those in need.

In 1999-2000, over 2,000 million Baht of processed rubber wood was exported to
foreign countries such as Japan, Hong Kong, United States, Vietnam, and China. Because
ORRAF had insufficient funds to support the plantation owners, a shortage of processed
rubber wood in the country occurred thus creating an increase in the price of processed
rubber wood. Factories to produce processed rubber wood grew by the number and even
manufacturers of rubber wood furniture set up their own factories to solve the problem of
lack of processed rubber wood supply.

The Competition in the Rubber Wood Furniture Industry

MALAYSIA

Malaysia was Thatland’s furniture export competitor. She was the leader in exporting
i the Asean countries and the third exporter in the Asian region (following China and
Taiwan). The important markets include countries in Asia, the United States, and Japan.

Malaysia had changed its” role as the exporter of wood and processed wood to
become one of the world’s major producer of wood furniture. In the country’s industrial

master plan 1 and plan 2 had stated that the furiture industry is an expanding industry and is
important to the country’s economy.

The most preferred raw material in producing fumniture is rubber wood
(approximately 20 percent of total production for export). However, the country’s market is
also important because 78 percent of the domestic consumption comes from production
within the country. Fumiture styles, mostly western styles, are recommended from foreign
buyers. Primary export products are chairs. Kitchen sets came second with major exports to
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Asian countries, with the Middle East, North America, and Europe as third, forth, and fifth
respectively. Imports of furniture parts, especially parts for chairs, are mostly from countries
in East Asia with Europe as the minor exporting country to Malaysia.

e Potentials of the Fumiture Industry in Malavsia

The Malaysian government has continually strongly supported this industry by stating
it as second in the Industrial Development Plan. Moreover, the support come by means of
using production techniques from Taiwan, support plantation with better quality rubber trees,
levy on equipment, colors used, establishing an institution for designing furniture, lower
labor cost, as well as facilitating an international exhibition of furniture and levy tax.
However, most furniture manufacturers still produce furniture parts freely and have changed
their roles from OEM subcontractor to self production with their own design, brand and
added value to their products. The marketing strategy Malaysia uses today is selling high
quality product at a lower price of the competitor. They also use new technology and
machinery to increase production efficiency thus lowering expenses cost.

The furniture industry of Malaysia is able to gather its” wood supplies from different
sources and fully utilize the unused pieces by means of producing plywood particle wood and
MDF wood thus able to decrease its’ raw material cost. Malaysia’s furniture products show
strong trend in design development to be able to compete with designs by Italy and Spain
with the strong support from the government.

CHINA

China is the world 7" largest producer and exporter of furniture and Asia’s number
one leader. In 2000, its production value was at 12,683 million USD, with the export value
at 2,654 million USD, and import value at 2,178 million USD. Domestic consumption value
was at 12,207 million USD. China is deemed as an important exporting country and future
market due to its development and increasing power of the people.

In China, the 3,000 furniture producing companies are purchasing mainly located in
the coastal areas, and employ a total workforce of 900,000. The average company employs
30 workers, company turnover is 265,000 USD and the tumover per employee is 8,800 USD.
There are only 50 large manufacturers with 50,448 employees with revenue per head at
29,000 USD. The exporting market share the 50 large companies come to approximately 19
percent.

There is strong potential for China’s rubber wood fumiture industry due to low labor
cost, technology transfer from Hong Kong, and foreign investments. There are about 712
joint venture companies with a sales value of 900,000 USD or approximately 12 percent of
total value. Revenue per each joint venture company is estimated at 1.2 million USD.

In 1996, China exported to the United States with a total value of 732.3 million USD
or 40.3 percent of the total export. Hong Kong, Japan, and Taiwan were minor importers
from China with the value at 359.2, 242.8 and 78.9 million USD or 19.8, 13.4, and 4.3
percent respectively.
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The marketing strategies that China used are growth by joint venturing, product
development, penetration of different market segments (high-end market and low-end
markets), and by means of sales promotion at international exhibitions throughout China.

Foreiecn Markets of the Rubber Wood Furniture Industry

The forniture market in the United States

The structure and characteristics of the US furniture market comprises of users, retail
furniture stores, and domestic manufacturers. The users of furmture consist of household
furniture market and office furniture market. The size of the houschold furniture market is
larger than that of the office furniture market. Although the volume of these markets is large,
they are fragmented. By using such factors as fumniture type, user characteristics,
geographical location, and consumer furniture style preference, each of these markets can be
divided further into several sub-segments. In addition, the sales volume of these markets in
the short-term is influx varying with existing economic situations. The long-term sales
volume, however, depends on the change in the characteristics of the US population.
Therefore, further study on the factors effecting the furniture demand in needed to determine
the marketing opportunity or threat.

This report reveals the trend in presents changes and challenges of the industry. The
volume of import furniture has increased especially from Asta. China is the largest import
Asian country to the US. Its import growth rate has expanded dramatically. Thailand is one
of the 10 largest importers of furniture to the US. Even though the main types of furniture
export from each Asian country are rather different, the kinds of furniture export from
Malaysia are similar to those of Thailand.

The attitude of us buyers towards Thai furniture industry, the information used in this
section was from interviewing US buyers and their agents. They believe that in general
Thailand has plenty of rubber wood to be used as raw material in producing furniture, and
most Thai manufacturers produce low-ended furniture and offer limited furniture styles.
Even though there might be numerous furmiture makers in Thailand, US buyers know only
few. Thai manufacturers seem to be divided into two groups. The majority produces low-
ended fumniture for mass merchants while the minority offers better quality furniture to
importers of primary furniture stores. The competitiveness of Thailand as being compared
with China and Malaysia is also presented. The attitude of the buyers on the appropriateness
in using rubber wood to make furniture varies. For the low-ended furniture importers, rubber
wood is suitable while the medium-ended and high-ended buyers require some modifications
to make rubber wood more appealing to the US consumer preference. The high-end buyers
will only accept rubber wood as parts of the furniture but must unnoticeable.

Barriers of Thai furmiture makers in pursuing these opportunities are classified into 3
groups; those relating to the Thai government, those dealing with poor industry infrastructure
and poor supporting industries, and those directly being caused by Thai fumniture
manufacturers themselves. Since eradicating the barriers caused by outside forces is beyond
the manufacturer’ control, the purposed options to increase the competitiveness will confine
only to those under the control of the manufacturer. Moreover, these options are long-term
outlook and do not deal with the current economic downturn in the US.
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Each option is evaluated based on the ease of implementation and its possibility in
increasing competitive advantage of the industry. The easiest option to implement such as
increasing production effectiveness and/or engaging in furniture design may not lead to the
highest level of competitive advantage since competing countries also pursue these strategies.
Nevertheless, such other options as aiming at a niche market to avoid direct competition with
China and forming strategic alliance with foreign producers such as Taiwan and the US could
be difficult to implement since Thai manufacturers have to alter their current practices
drastically. If successful, however, they will highly enhance the competitiveness of
Thailand.

The furniture market in Japan

Since 1985 onward, Japan’s import of wood furniture has increased radically even
though a stagnant in the economy occurred during 1991-1993 due to the economic bubble
burst resulting in a severe economic crisis. However, a continual growth of the furniture
market remains even if a drop in some years occurred. The trend in imported wood furniture
value increased and its imported valued was more than half of the total country’s import
value. In 1998, total wood fumniture import accounted for 600,000 mtllion Baht

Exporters of wood furniture to Japan in 1997 include countries in Asia with a market
share of 68.2 percent, Europe 22.8 percent, and North America 8.6 percent. The market
share of Thailand accounts at 17.1 percent. Though Thailand was the number one export to
Japan, but neighboring competitors have been growing rapidly, especially Malaysia which
holds the 8" place exporter to Japan in 1992 has moved to the 3" place in 1997. While China
was at the 9" in 1992 has now moved up to the 2" in 1997 with the total export to Japan
right behind Thailand. The high season for woed furniture sales in Japan is April. Quality is
the number one factor that influenced the decision to purchase. Other factors include price
and environmental awareness. The Japanese government has also mandated laws and
regulations to control the fumiture production and trade. Thus, the manufacturers, the
exporters and importers must be aware that their furniture is made in accordance with those
regulations. Being such a specific market, the import quota of wood furniture to Japan has
decreased in size to meet the specific market demand, a somewhat smaller size than that of
the regular wood furniture market. Approximately 60 percent of the furniture retailing are
done through furniture stores. Other channels include department stores, convenience stores,
direct mailings, catalogues, and via contracts

Potentials of the Rubber Wood Furniture Industrv Competition

Customers' perception of the Advantages of the Rubber Wood Furniture Industry
Competition

When the competitive advantage in terms of production in the eyes of the
manufacturers was analyzed, it was found that Taiwan and Malaysia had stronger advantages
than Thailand. Taiwan had strong advantages in technological design, production
techniques, employee skills, quality labor force and machines, production development and
environmental management. Malaysia had strong advantage in the quality of raw materials
and sources. While Thailand's advantages include products quality, the ability to locate
quality raw materials, and craftsmanship, her disadvantage is cost.
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o Marketing Advantages

Thailand is still behind Taiwan and Malaysia in terms of product varieties,
packaging, brand development, image building, product research and development,
on time delivery, and business alliances.

o Industry Support Advantages

Thailand is still lacking behind Taiwan and Malaysia in the many supporting
industries, e.g. parts industry, equipment industry, packaging industry, transportation,
and strong government support.

Exporters' perception of the Competition Advantages of the Thai Furniture Industry

The focus of the market study is compared to 3 other countries, Malaysia, China, and
Indonesia.

¢ Umted States Market

Thailand has strong potential in the product quality and responding to customer
needs. Malaysia has strong potential in product packaging design, product varniety, delivering
reliability, mass production, production technology, communication, image and government
support. While China has potential in cost,

» Japanesc Market

Thailand has strong potential in product quality, design, responding to customecr
needs, and product image. Malaysia's potentials are in packaging design, variety, delivering
reliability, mass production, production technology, language and govemment support.
China's potential is still with cost.

¢ FEurope's Market

Thailand has strong potential in product quality, product design, product variety,
reliability, and responding to customer needs. Malaysia's potentials are in production,
language in communication, brand image and government support. While China's potential
is stiil with production cost.

Strategies of the Rubber Wood Furniture Industry

Strategic planning to increase the competitive advantage can be divided into 3 levels
as follows:
Business Level Strategy - marketing strategy includes:

Product development; is the development change from OBM an ODM that is
considered by manufacturers very difficult to implement.

Market Penetration; a strategy to increase sales in the three foremost export markets -
Japan, United States, and certain European countries. This strategy can also respond
to customers' needs and changes that occurred.

Market Development; is searching for new market to penetrate such as the Middle
East, South Asia, and certain European countries.
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Strategic Alliance; is used to build strong trade relationship by means of relationship
marketing.

Joint Venture Strategies; is a partnership investment to create an 'economy of scale',
also to help in marketing and technology transfer, and financial supporting.

Horzontal Integration; is used to increase product variety by adding other material or
breaking into new products such as SOHO (Small office Home Furniture).

Vertical Integration; the usage of this strategy lessen the expertise of the employees
because each manufacturer will be using backward and forward integration.

Other strategies that manufacturers can not over look and must be improve are
decreasing production cost, increasing production efficiency without effects to the
environment, developing human resources, and financial management.

Industrial Level Strategy

Strategies that should be considered and take direct actions with is developing the
industry value chain. Consideration must be from the downstream industry onwards to
the furniture industry, setting up a distribution center in foreign countries, supporting
industries, and setting up a thorough master plan. These actions will help increase the
competitive advantage and cooperation, thus, in tum, creating a benchmark for
competitor's comparison and to become world's best.

Country Level Strategy

Strategies used at this level deals with solving fundamental problems, infrastructures,
and regulations that block the development of the industry. Supports from the
government for developing technologies, research, human resource requires long-term
strategic planning. Cooperation between the public and private sector is needed to create
a master plan so that the country may be able to compete in the world market.

Recommendations for development

Recommendations to increase the competitive advantage are as follows:
Recommendation for the Manufacturers

Manufacturers should analyze their business potential and competition continually.
Developing internal efficiency is important. They must choose a suitable strategy to be able
to match the competitive potential by choosing the ODM (original design manufacturing) or
OBM (original brand manufacturing) which emphasizes on expertise, building alliance, and
product and marketing innovations.

Recommendation for the Industry / Related Organizations

A tangible outcome should be create and used as a data source. A transparency
procedure in supporting the manufacturers is a must. Contineously support in the industry
development and an industry value chain should be planned and implemented.
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Recommendation for the Government Sector

The study reveals that manufacturers see Thailand's governmental support are way
below those of competitive countries. Therefore, further comparative studies should be taken
so problems relating to rules and regulations and communication channels with the
government officials may be solved. Strong cooperation among relating sectors and
manufacturers are needed to develop the industry master plan so as to become an potential
industry leader of Asia in the near future.
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