





The huge emphasis on biofuels is increasing the cost,
and reducing the availability, of raw materials such as
timber. This is impacting particularly on the producers
of board materials and will have a knock on effect for

furniture manufacturers.

Reliance on raw materials and components from
overseas tends to reduce innovation as many of these
suppliers are volume producers, copying existing
products and investing little in research and
development. There is a danger that this lack of
innovation in materials and components will be
transmitted into an absence of future design and
innovation in furniture.

There are presently few short term skill supply issues
and the industry appears relatively uninspired by
training. However, with an ageing workforce,
manufacturers need to anticipate the longer term
demands and work in partnership with skills providers,
educational establishments and trade bodies to ensure
the maintenance of the necessary skill base within

the UK.

School leavers are poorly equipped to meet the needs
of the workplace. The perception of employers is a lack
of focus and drive and an inability to undertake many
of the basic tasks required in furniture manufacturing.

End users may prefer to buy other products ahead of
furniture. This premise applies equally to the office and
contract sectors.

High levels of public spending have bolstered UK
furniture manufacturing over the last few years.
Spending levels will inevitably reduce as the
government tries to reduce the substantial national
debt. Other opportunities need to be identified to
replace this income.

Consumer borrowing has financed much of the
demand in recent years. This level of borrowing will not
continue and the market is likely to undergo a long
term downward adjustment.
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A slowdown in the housing market, job losses and
consumer caution will reduce short term spending.

As the recession bites, and in particular unemployment
takes hold, business failures are likely to increase. Bad
debts will become an increasing problem especially
with difficulties in obtaining credit insurance. Bank
lending has reduced despite government actions to
stimulate support for industry.



Foresight
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8.1 Long term

Predicting short to medium term global and UK economic
trends has proven difficult since the full scale eruption of the
financial crisis in September 2008. However, long term
forecasts are unlikely to have changed significantly and it is
considered that the 2006 forecast of a doubling of the annual
global economy to a value of 72 trillion US dollars in 2030
remains a credible projection (IFM, 2007).

The annual world trade in all products and services currently
accounts for a quarter of the global economy. A predicted
tripling of this figure would see annual world trade valued at 27
trillion US dollars by 2030 (a third of the global economy).
Developing countries are expected to commmand a greater
share of this growth in line with recent trends. In the 1980s,
14% of exports were attributable to developing nations. This
rose to 40% during the first decade of the 2000s, and is
expected to exceed 65% by 2030 (IFM, 2007).

In addition to the continued shift of world production towards
developing economies, other significant changes are also
predicted. Current emerging nations (for example, China) are
likely to encounter an increasingly cost competitive
environment as industrialisation takes hold and economic
growth becomes consolidated. As a consequence, there are
likely to be opportunities for currently undeveloped
economies. Growth in world trade is likely to be accompanied
by an easing of trade barriers such as those that were
reported to exist in South America, India, Pakistan, USA and
Japan (IFM, 2007).

the medium to long term

The present global population is skewed towards younger
people and, as a consequence, substantial population
increases are a certainty, creating an increased labour
resource but also greater demands and further pressure
on resources.

However, growth inevitably comes at a cost, and the current
concerns about global warming will only intensify as
economic development and industrialisation increase. In
addition, demand for basic, non renewable resources will
drive up costs. As a consequence, sustainability and
environmental awareness are likely to become the dominating
factors over the medium to long term.

Environmental responsibility is likely to become a necessity,
and will be driven by the economics of scarce materials and
consumer pressure. However, economics will not necessarily
deal with the consequences of production, such as pollution
and deforestation, while consumer pressure has proven to be
weak when confronted by hard choices. As a result,
collaborative action is likely to be driven at a governmental
level and backed by increasingly stringent legislation

and controls.

Information Technology will continue to impact on society and
industry. On-line access will naturally grow, as will
improvements in performance, enabling faster, more reliable
communications. Such changes will not just affect the home
and the retail market, but will continue to change the way
business is conducted, especially logistics and supply chains.
Once again, one impact is likely to be an enabler of increased
global trade; a common theme of this analysis.

... sustainability and environmental
awareness will predominate in
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It is predicted that the internet will account for 10% of the UK
retail market by 2013 with total sales worth £31.2 billion.

Verdict Research (Furnishing Report, 2009) predicts continued

online growth despite other sectors suffering a market

contraction. This resilience to recession is attributed to the fact

that the more affluent AB demographics are the largest
spenders on-line and are the group less likely to suffer
hardship due to an economic downturn.

In advanced western societies, the ageing population will
be an increasing focus of attention. The demographic
skew affecting most western countries will be exacerbated
by the triple challenge of growing life expectancy, the
funding of adequate pension provision and the need for
greater healthcare.

8.2 Short term

The World Bank (2009) provides excellent detailed
forecasting. It is an essential reference, especially when trying
to unravel the short to medium term impact of the current
economic crisis. Some of the key issues identified are as
follows:

* Economic activity in high-income and developing
countries fell in late 2008 and in the first half of 2009.

*  Unemployment in the UK (and worldwide) has
increased in 2009. This trend is expected to continue
into 2010.

e Consumers are being extra cautious, resulting in
decreased spending and less demand for products.

* Manufacturers are reluctant to invest, with uncertainty
driving tight controls on costs and short term
demand falling.

* With the second largest consumer consumption in
Europe, reduced activity will be felt particularly by the
UK. In 2004, Germany, UK and ltaly accounted for
almost 60% of the EU’s consumption (IFM, 2007).

* UK furniture production has fallen by approximately
18% since January 2008.

* A weak financial environment also impacts on
commodity prices with the costs of oil, food and large
purchase items (durable consumables such as
furniture) all falling.

* Qiland food prices recovered slightly towards the end
of 2009 and oil prices are predicted to continue to rise
in 2010 through a combination of increased demand
and controlled production volumes. However, the
rapid il price rises of 2007 / 2008 are not expected to
happen due to low global GDP recovery and current
spare capacity.
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* There is a knock on effect for the developing countries
with poverty predicted to increase. Lower economic
activity, combined with weak capital flows to
developing countries, cause problems especially the
availability of foreign currency (through exports or
borrowing) to meet import demand.

* GDP has fallen throughout the world and is only
expected to show significant recovery by 2011 (see
table 8.1).

Table 8.1 Real GDP patterns for developed and
developing economies

% change on
previous year

2009 | 2010 | 2011

High Income / developed -4.2 1.3 2.4
Developing 1.2 4.4 5.7
* E Asia and Pacific 5.0 6.6 7.8

* South Asia 4.6 7.0 7.8

Source. Bank of England (2009).

Predicting a recovery is difficult. A number of factors have
suggested that the turning point may have been encountered
in late 2009. In the UK, stock markets have stabilised (even
shown slight recovery), international trade has increased
slightly and production figures are on the increase
(suggesting growth in consumer demand). There are also
indicators that the USA and China are on the upward track.

However, the more cautious forecasters point to the continued
rise in unemployment, consumer caution and the impact of
government strategies to reduce extensive borrowing as
factors that will prevent, or weaken, any immediate recovery.
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9.1 Introduction

In the UK, furniture manufacturing has become even more
challenging than it was at the start of the decade. Profit
margins have decreased, imports have continued to rise and
customers are more demanding than ever.

Demand for furniture has, however, shown strong growth and
it is clear that many UK manufacturers have responded to the
challenge of imports with greater efficiencies, leaner
operations and a changing focus on what constitutes core
business. In general, UK furniture manufacturing is in a
stronger state than it was ten years ago. The industry is further
helped by the current weakness of the pound, making imports
effectively more expensive, and promoting a growing
awareness by customers of the value and support provided
by a local manufacturing base.

To a large extent, much of the growth in UK demand has
been driven by the three factors of a growing economy,
increased government spending and a significant level
of consumer borrowing.

However, the rapid emergence of a deep recession has had
a significant effect on furniture purchasing, with delays,
deferments and cancellations to commercial projects, a loss
of confidence in consumers and a continued growth in
unemployment all impacting upon demand. Furthermore, it is
now clear that government spending will be reined-back on a
scale not witnessed in recent times.

Unfortunately, the end of the recession is unlikely to mark a
return to the high growth levels of previous years and the
prognosis for UK furniture manufacturers must be seen

as challenging.

While the economy may have stabilised, all the indicators
suggest a continued rise in unemployment; and with it a
reduction in demand for non essential consumer goods,
including furniture.

However, the previous levels of spending were not just driven
by economic growth but also by significant amounts of
consumer borrowing and levels of government spend that,
with hindsight, many feel to be unaffordable.

Consumer borrowing is unlikely to continue to grow at the rate
previously withessed and that in itself will have a considerable
impact upon demand. Furthermore, current indications are
that borrowing is reducing as, faced with uncertainty,
consumers pay off debts and retreat to the safety of savings.
It remnains a matter of conjecture as to how long this attitude
will continue to prevail, but all the indications suggest it will
have a direct effect on furniture purchasing.

There is no doubting the conclusion that the future for UK
furniture manufacturers will be challenging. Nevertheless, as
previously noted, they only supply a proportion of the whole
home market and it could be argued, therefore, that the UK
manufacturing base actually has a capacity shortfall in order
to fully supply this market. One of the challenges will be to
produce product that replaces items from overseas, thus
halting, or even reducing, the forecasted growth in imports.

UK manufacturers need to plan for the next five years and to
adopt strategies that will improve the competitive position of
both the industry as a whole, and of individual companies.

9.2 Manufacturing

Retailers and specifiers are still disposed to buying from UK
manufacturers. Indeed, having experienced at first hand some
of the problems presented in buying imports, especially from
developing economies, many are now willing to pay a price
premium for better quality and better service. The potential
opportunities are clear, but it is also apparent that such
opportunities also come with new demands.

While there have been clear and sustainable improvements in
UK furniture manufacturing across the board since 2000, it is
apparent that this trend needs to continue if manufacturers
are to continue to survive.

* Niche, bespoke, products present the best opportunity
to compete against imports but these cannot be
delivered at the expense of quality, service and lead
times. The industry can build on its recent
improvements in flexible, design-led manufacturing.

*  Companies will benefit from focussing on core
competencies and products, with less market
specialisation and more concentration on a world class
offer that is competitive across a wider market place.

* Lean manufacturing and process improvements need
to become the foundation of a process of continuous
and repeated improvement to become “world class”.

e There still remain clear improvement opportunities for
many companies, with statistics indicating that lean
manufacturing and process improvement has still only
been addressed by 60% of UK manufacturers.
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* There remains scope for better communication along
the supply chain, and in particular between
manufacturer and retailer or specifier, in order to define
customer needs and fully understand the changing
nature of demand.

* Enterprise resource planning along the whole supply
chain, but focussed on meeting the customers’ needs,
is still not as effective as it could be.

e The UK has the highest proportion of large multi-
product retail organisations in Europe. These
companies’ expectations are driven by the behaviours
of suppliers of products other than furniture. UK
furniture manufacturers are especially well placed to
learn about such behaviours and to set performance
targets to match the best that other product suppliers
can offer.

* Greater improvements in lead times and delivery
performance are still possible. Rapid, on-time deliveries
remain a key challenge from retailers to manufacturers.

* By reacting to currency changes quickly, companies
should consider the benefits of bringing the
manufacture of components and semi finished items
back into the UK.

9.3 Services

Modern manufacturing is not all about product.

Many successful manufacturing organisations have
identified “non-manufactured” deliverables that add value
and often make a major contribution to profit streams.
Examples include:

e Custom design.

e Maintenance contracts.

e Spare parts.

* Disposal, recycling and re-use.

e Accessories.

* Guarantees and warranties.

e Product repairs, upgrades and refurbishment.
e Customer training.

Manufacturers typically focus on achieving high performance
levels in core competences. The incorporation of a suite of
additional products and services offers significant potential.
These activities may not always be undertaken in-house. They
may often be more effectively facilitated through sub-
contracting, although always ensuring that brand values and
reputation are not compromised.
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9.4 Design, innovation and standards

Imports are largely regarded as cheap imitations, with little
reputation for novel design and innovation.

Furniture purchasing is rarely driven solely by utilitarian values.
Invariably, design plays a large part in the final decision
making and, as in many other walks of life, good design
carries with it a price premium. Not only do UK manufacturers
have an opportunity to distance offerings from cheaper
imports by the use of good design, but they also have the
advantage of being close to market, both physically and
mentally, which provides a head start when producing
products which tap into the latest consumer desires.

The part innovation plays in competitiveness is well
recognised, and many very successful businesses have been
built upon well executed research and development.
Innovation need not be restricted to materials and products.
Novel approaches to service, organisation, process,
marketing and distribution can all deliver enormous
competitive advantage.

UK manufacturers, as a generalisation, are more aware of,
and provide greater adherence to, established British,
European and other standards. Such standards are
developed for good reason, and are built upon a wealth of
knowledge and experience, based upon both safety and
performance criteria. It is, therefore, surprising that only 45%
of customers demanded compliance with such voluntary
standards. A strong competitive advantage could be levered
by providing purchasers with a greater understanding of the
benefits of buying product that complies with the appropriate
standards, together with an explanation of the commercial
risks inherent in supplying products that do not comply with
such standards.

Industry and government need to actively support design and
innovation. The current government tactic of channelling
business support through Regional Development Agencies
(RDAs) is ineffective when it comes to sectoral issues,
especially for a national industry, such as UK furniture
manufacturing, that lacks a regional hub.
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9.5 Environment and sustainability

As the Foresight analysis (Chapter 8.0) clearly illustrates,
issues around environment and sustainability will only grow in
importance. Despite the fact that the pull from many retailers,
and most consumers, on environmental issues is much lower
than anticipated the environment still represents an
opportunity for UK manufacturers. The findings of this report
suggest that many manufacturers, and their suppliers, have
adopted environmental principles and are much further along
this path than their overseas counterparts.

The UK industry has an opportunity to promote its
environmental credentials to end users and to use this as a
differentiator against foreign competition.

It is becoming apparent that there are aspects of the
environmental challenge that will not be addressed by the
commercial pressure of scarce resources or the feel good
factor that drives consumer demand. Legislative pressures are
also bound to increase as environmental considerations form
a greater part of the political agenda, and where the only truly
effective action will be collective action.

Identifying the carbon impact of products and taking actions
to improve their footprints will provide furniture manufacturers
with cost savings, promotional advantages and a stronger
position to react quickly to any enforced future legislation.

9.6 Training and skills

There appears to be a conflict between what is traditionally
offered and what skills are needed for modern furniture
manufacturing. While traditional skills retain an importance in
certain areas, it is apparent that there are also gaps that have
not hereto been considered to be core for furniture
manufacturing. The industry needs to address skills in a wider
context and to consider developing the following to improve its
competitiveness:

e Excellent production managers able to embrace
lean principles.

* Business strategists and forward thinkers.

*  Supply chain expertise.

9.7 Exports

Despite the suggestion contained within the previous
competitiveness study that furniture manufacturers were
planning to adopt export strategies, there has been no
improvement in overseas sales since the start of the decade.
government support is supposed to enhance opportunities for
furniture manufacturers but this has clearly been unsuccessful.

Annual global trade in all products and services is predicted to
reach 27 trillion dollars by 2030 (IFM, 2007). Such growth in
global trade provides opportunities for manufacturers, both in
terms of exports and the sourcing of components, but also
represents a considerable and continued threat.

Anecdotal evidence indicates that companies have a desire to
export, but lack the confidence to develop a long term export
strategy - and stick to it. Those that have developed a
successful export market testify to the benefits but also
highlight the long term commitment required to sustain a
presence in a new market.

* Practical guidance and assistance through training and
a sector support service will ensure that manufacturers
are in a position to take advantage of the currency and
economic climate conditions that are expected,
certainly in the short term, to be supportive of exporting.

* Despite being founded upon a high wage economy,
German manufacturers have implemented a successful
furniture export strategy over the last fifteen years. It is
essential that the UK industry understands and acts on
the background to this success.

The new challenge is to plan for the next five years and to
adopt strategies that will improve the competitive position of
both the industry as a whole and of individual companies
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9.8 Marketing

The furniture industry comprises a significant proportion of
SMEs. Generally, small companies do not have the resources,
or expertise, to undertake meaningful market research,
especially at the consumer / end user level. This problem was
recognised in 2000 and has still to be resolved.

* A greater understanding is required of what the
consumer is looking for throughout the whole furniture
buying process.

* Manufacturers would benefit from more effective
engagement with leading government and “Blue Chip”
purchasers to clarify their needs.

* Manufacturers need to take actions to understand
changing consumer demographics and then design
offers that satisfy such changing needs.

* There is evidence that furniture is becoming much
more design led. Some manufacturers are linking
furniture to world renowned designers, but a more
collaborative, industry-wide approach would have
greater impact.

9.9 Government and legislation

The British Furniture Confederation (BFC) is to be
congratulated on establishing a single point of contact with
government and a mechanism through which industry’s voice
can now be heard in the corridors of power. If the BFC is to be
successful, it is now imperative that the industry and its chief
executives become actively engaged with their representative
associations to use this channel to address political,
governmental and legislative issues.

* Public procurement policies need to recognise value
above price. Government should adopt a consistency
of approach, with a furniture procurement strategy that
provides long term certainty for UK manufacturers.

* Manufacturers are reticent to invest, especially in the
light of the recession. Government needs to identify
mechanisms that will encourage investment and
enable companies to be in a position to thrive when the
recession recedes.

e Furniture manufacturers need to collaborate and lobby
on innovative support solutions that will encourage
labour intensive industries.

* Whilst the government’s intention is to implement an
industrial strategy for a shift to a low carbon economy,
its solutions appear complex and disconnected.
Furniture manufacturers need to engage with key
stakeholders to ensure that practical, simple
mechanisms are put in place.

Competitiveness of the UK furniture manufacturing industry. 2010

There is still scope for the government to reduce the
impact of some legislation. Simplified procedures,
especially in relation to health and safety, would lessen
the financial burdens of legislation and also avoid UK
manufacturers being placed at a competitive
disadvantage to overseas counterparts, while in many
cases deriving little discernable benefit.

Government needs to encourage industry to meet
legislation, become more carbon friendly and produce
competitive, safe products. It can achieve this by
ensuring that these issues are recognised in public
procurement policies, and by better policing at points
of entry and on the retail floor.

Government purchasing should require all suppliers,
whether UK based or overseas, and whether direct or
through intermediaries such as public / private
partnerships, to comply with the appropriate legislation
and factory regulations, including health, safety, quality
and environment.

Government should avoid placing an unnecessary tax
burden upon companies which gives rise to a
competitive disadvantage compared to overseas
counterparts. Such policies, while often politically
expedient, are ultimately self defeating, costing jobs
and profits and thereby reducing the tax take.

The use of renewable resources to produce biofuels
has conflicting benefits. Government needs to consider
the wider impacts of such strategies that encourage
the use of wood, thereby increasing raw material costs,
and reducing the availability, of products that underpin
furniture manufacture.
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Appendix

Breakdown of questionnaire
sources and response rates . D

A.1 Response rates Office furniture

Questionnaires were sent out across all sectors of the
furniture industry. In addition, the opportunity to complete
the questionnaires via the internet was also made
available and promoted through “FIRA e-news” and
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Most responses were received from companies within the
£1 to 5 million turnover bracket (44%). This did not truly
reflect the statistical breakdown of the whole industry by
turnover. The large majority of companies turn over less
than £1 million but only a few of these very small
organisations responded (25%). This again reflected the
response pattern of the 2000 survey.

Breakdown of number of responses
by number of employees

5

1 employee
1 2to 10 employees
M 11 to 50 employees
M 51 to 100 employees

M 101 to 250 employees
B 251 to 250 employees
B >500 employees

Breakdown of suppliers by product type

The size of company responding to the survey was
reflected by the number of people employed by the
organisations concerned, with 50% of companies
employing between 11 and 50 people. Only 2
organisations employed more than 250 people.

In broad terms, as defined earlier in the report, UK furniture
manufacturing is dominated by SMEs (small and medium
sized enterprises).!

In the 2000 study the number of responses was large
enough to differentiate between the opinions of very small
(micro) organisations and the other, larger companies. In
this study the number (and detail supplied) of responses
was not large enough to be able to draw significant
conclusions on this basis.

A.3 Materials and component suppliers

The number of UK suppliers to the industry appears to be
less than in 2000. As a consequence, the sample size was
small, although an 8% response rate went some way to
addressing this problem.

The companies concerned supplied to all three sub
sectors of furniture manufacturers and the nature of their
supplies was as follows (see graph below):
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" There is no single definition of an SME but BIS’s web site defines businesses in the small to medium range as having between 0 and 249 employees.
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A.4 Specifiers and retailers

80% of the responses received were from retailers to the
general public with the remainder being specifiers for
commercial users.

Breakdown of responses by retailing to the general
public and specifying for commercial users

Number of responses

B Retail
W Specify

The specifiers covered a broad spectrum of commercial
uses as defined below:

Environments covered by commercial specifiers

These retailers supplied the following range of products:

Domestic (general public) retailers
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