	Export Marketing Plan for Lumber –Primarily Wood Trusses- to China

By

Christopher Isele

Benjamin Valenteijn

Instructor: Dr. Cy Logar

	


	Table of Contents




41.1. Introduction


41.1.1 Advantages of Using Roof Trusses


71.2. Domestic Customers


71.2.1. Target Markets


71.2.2. Decision Making Process


81.2.3. Needs


81.3. Marketing Mix Strategy


81.3.1. Product


81.3.2. Distribution


81.3.3. Price


91.3.4. Promotion/Advertisement/Sales


91.4. Environmental Issues


101.5. Human Capital Issues


101.6. Production Requirements


112. Country Analysis


112.1. Introduction


112.2. Geographic Setting


122.3. Environment Issues


122.3.1. Economic


152.3.2. Political and Legal System


192.3.3. Technological and Competitive Development


222.4. Customers


222.4.1. Introduction to Chinas Housing Market


232.4.2. Target Markets


242.4.2. Culture Issues


242.4.2.1. Working and Living Conditions


242.4.2.2. Social Organizations


252.4.2.3 Cultural Impact on Doing Business in China


292.4.4. Decision Making Process


292.4.4.1. Customary Business Practices


302.5. Strategic Marketing Mix Issues


30Introduction


312.5.1. Product


322.5.2. Distribution


352.5.3. Price


362.5.4. Promotion/Advertising/Sales


382.6. Human Capital Issues


382.7. Production Requirements


383. Gap Analysis


383.1. Cost to Bridge the Gap: Financial Requirements


423.2. Projected Sales


433.3. Breakeven Analysis


433.4. Go No Go Decision


443.5 Export Marketing Plan


443.5.1 Target Markets


443.5.2 Product Decisions


443.5.3 Distribution Decision


443.5.4 Pricing Strategy


453.5.5 Promotion Strategy




1. Company Analysis

1.1. Introduction

Our company is ABC Corp.. It is a truss company located near Pittsburgh, Pa., US. They currently supply trusses to the area in and around their location and are looking into a possible export market of wood roof trusses in China.

Wood trusses are engineered frames of lumber joined together in triangular shapes by galvanized steel connector plates, referred to commonly as truss plates. 

Wood trusses are widely used in single and multi-family residential, institutional, agricultural and commercial construction. Their high strength-to-weight ratios permit long spans, offering greater flexibility in floor plan layouts. They can be designed in almost any shape or size, restricted only by manufacturing capabilities, shipping limitations and handling considerations
. 
1.1.1 Advantages of Using Roof Trusses

1. Structures can be enclosed more quickly when trusses are used, saving time at the job site and possibly avoiding weather-related delays.

2. Exterior walls and many roofs can be erected without the placement of interior bearing partitions, creating one large open living space.

3. The ability of trusses to have large clear spans offer complex flexibility for the use of interior space, in line with more progressive approach to building design. Partitions under clear spanning trusses can be moved without compromising the structural integrity of the building.

4. Pre-engineered roof trusses eliminate the guesswork, speeds the construction process, and provides a uniform product.

5. Waste due to cutting errors in conventional framed roof construction is diminished.

6. Pilferage on the job site lessens because engineered trusses aren't easily used on other projects.

7. Less expensive carpentry labor can be used to install trusses.

8. Trusses decrease the possibility of material shortage delays because the roof framing is supplied in one material package.

9. Trusses are manufactured with dry lumber; therefore warps and twists are minimized.

10. Trusses can be spaced to optimize strength and lumber resources. In residential construction, typical spacing is 24" on center, as opposed to 16" centers for traditional framing techniques. Fewer trusses lead to more savings.

11. Trusses are designed with programs that are constantly being updated and improved by professional engineers

12. Trusses do not contribute to waste generated at the job site, making cleanup easier and less costly.

13. A raised heel at the end can accommodate a greater amount of insulation than traditional framing techniques.

14. The range of profiles made possible with roof trusses is limited only by the imagination of the designer. 


Trusses give builders a bigger bang for their buck. Truss-framed roofs can be erected more quickly and with less skilled labor than stick-built roofs. Closure against the weather is faster because trusses and roof sheathing often can go up on the same day. Trusses mean more flexible floor plans because they can span longer distances without interior bearing walls than conventionally framed roofs. Trusses are efficient in their use of lumber. Where a conventionally framed roof might require 2x8 rafters spaced 16in. o.c., for instance, trusses for the same roof might be made entirely of 2x4's and spaced 2 ft. o.c. and use 15% to 25% less wood.


When you're used to beefy 2x rafters, trusses take a little getting used to: They look spindly. But once they are set and braced properly, trusses are stronger than stick framed roofs. A truss is really a series of triangles, a geometric shape that is difficult to distort under load. Unlike common rafter stock, much of the material that goes into roof trusses is machine tested for strength and is held together by engineered truss plates sized for the loads they will carry (for more on how roof trusses actually work.)


For all their advantages, though, roof trusses must be handled different than regular 2x rafters. They have strength only in a vertical position and can't be banged around a job site like a 2x12. Proper installation techniques and bracing are critical, and trusses can't be modified in the field without radically altering their strength. 


How does the cost of a trussed roof compare with a conventionally framed roof? The answer depends on the complexity and the size of the roof. But because trusses use less material, they look more attractive as the cost of framing lumber continues to rise, and high-quality framing lumber continues to rise, and the high-quality framing stock becomes harder to get. The only real way to know is to price both options, but keep in mind that a conventionally framed roof takes more skill to build. 

1.2. Domestic Customers

1.2.1. Target Markets

The major target market of ABC Corp. is Pittsburgh and the surrounding areas. The reason for this is that the transportation costs to travel to far out from the company (over 100-150 miles) raises costs enough to make it extremely difficult to be able to compete with other companies based mostly on cost when they don’t have those added costs. Also, if they were to do so even more costs would be generated by taking workers out to these areas when the opportunity costs are usually more favorable on closer jobs because these costs are not added on so they can more likely turn a better profit nearer to the company. With competitors trying to beat each other on price it makes it difficult to travel outside of a relatively close proximity to the company. They also tend to focus on clients who are building houses and sometimes other buildings that require wood trusses.

1.2.2. Decision Making Process

The company makes most of its decisions through its management level and the high leveled people in the company. The decision making process for the customer results from researching multiple companies, and receiving bids from those companies. If the customer determines the company to be qualified and it fits the criteria, then the customer will choose that company. Usually trusses are built based on the specifications called for in the order, so the decision making process usually focuses more on the price and the companies reputation.

1.2.3. Needs

Customers usually require quality and stability of the product. Houses in the US average a size of about 2200 sq.ft., but can come in many different sizes and layouts. A truss company needs to be able to adapt to these different sizes and layouts while not sacrificing the structural integrity of the truss. The reliability of the truss and not needing to worry about and problems coming up with the truss once it is installed are the major need of the customer.

1.3. Marketing Mix Strategy

1.3.1. Product

The product is trusses, which are made up of multiple wood beams that are formed into triangles to form a support for a roof. The truss is stronger and saves both money and wood when compared to other forms of roof support. Trusses must also be specifically made for each type and style of house which can involve any of over twenty different styles of trusses.

1.3.2. Distribution

Usually trusses are built at the factory in order to provide the best possible truss. It is then loaded on a wide load truck to be shipped to the work sight, and can either be hoisted by hand or crane into position. The trusses are usually sold to either contractors, construction agencies, or single private builders.

1.3.3. Price

Because in the US there are many different models of houses, trusses are made to fit each specific house model. Because of that unique aspect to the manufacturing of trusses, prices vary based on the order. The price can also vary because trusses are commodities and has its price changed on a constant basis. The price is also dependant on competitor prices because often times companies have to compete for job orders and a major part of that competition is based on price.

1.3.4. Promotion/Advertisement/Sales

Most promotion and advertising of trusses come from housing brochures, current business partners, and trade shows. Websites can also be used to promote and sell the product. Housing brochures usually focus on the smaller single house customers, while using trade shows and business contacts and previous clients tend to focus on large customers, such as contractors. Websites can be made to target both large and small customers.

1.4. Environmental Issues

We are offering pressure treated lumber (trusses), which are an industrial product. The new treatment with Envirosave creates a new segment in the market of pressure treated wood for the construction market. That is an environmentally save product that is also creates a more healthy place to live in for the house owners.
EnviroSafe Plus™ is a high quality, cost effective and environmentally safe” preservative used to pressure-treat wood. EnviroSafe Plus™ offers builders and new homeowners a wood preservative solution that starts protecting your log home before it is delivered to the construction site. Pressure-treating wood with EnviroSafe Plus™ forces our unique preservative formulation deep into the cellular structure of the wood. Our “patented binding process” assures that our Borate preservative (Disodium Octaborate Tetrahydrate, an EPA registered pesticide) is retained in the wood providing a long-term barrier against biological degradation, which can cause strength reduction and eventual failure of wood structures.

1.5. Human Capital Issues

Because they build trusses, and also contribute to the construction of a house this industry would be considered a construction based industry. There are two major areas of human capital needs. First, you need people to create the sawn lumber to be used in the trusses. Also, you need people to actually construct the truss and actually incorporate it into the construction of the house. These are the two major places of human capital, however, supervisors, managers, logistical and clerical people are also needed to be included in the need for human capital.

1.6. Production Requirements


Trusses are made on a per order basis. Although the pieces may be ready before an order comes in, the actual production of trusses is dependant on the type of orders and amount of orders that are received. Because of this, companies can only handle so many orders at one certain time without the need to hire new workers. Depending on the company, its size, and its efficiency the amount of orders taken at one time can vastly differ. The total number of orders determine the amount to be produced and the amount of workers, technology, and efficiency of the company determine the maximum amount of trusses that can be produced at any given time.

2. Country Analysis

2.1. Introduction


We are working to export lumber, in particular wood trusses from the United States to China. The products would be pressure treated with “Envirosave” a new pressure treatment for wood that is not hazardous for humans like other products that are currently in use to protect the wood. “Envirosave” protects against various fungi, insects, and corrosion. Since the demand for lumber in China dramatically increased during the last years we see an opportunity for our product to get a hold in the Chinese market.

2.2. Geographic Setting


China is located in South-East Asia and has a very diverse climate. The climate ranges from tropical in the south to sub arctic in the north. This is so because of the vast size of 9,596,960 sq km and the many mountains and high plateaus. There are many deserts in the west and plains, deltas, and hills in the east. Natural hazards include typhoons that average about five per year along the southern and eastern coasts.  Natural recourses include coal, iron ore, petroleum, natural gas, mercury, tin, tungsten, antimony, manganese, molybdenum, vanadium, magnetite, aluminum, lead, zinc, uranium, hydropower potential (world's largest).
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China has 67,524 km of railways, 1.4 million km of highways (of which 1.1 million km are unpaved), and 110,000 km of waterways. The main harbors along the east coast are Dalian, Fuzhou, Guangzhou, Haikou, Huangpu, Lianyungang, Nanjing, Nantong, Ningbo, Qingdao, Qinhuangdao, Shanghai, Shantou, Shenzhen, Tianjin, Wenzhou, Xiamen, Xingang, Yantai, and Zhanjiang. Of those Dalian is one of the biggest wood import/export harbors 
 

2.3. Environment Issues

2.3.1. Economic


China has traditionally been under strict governmental control, though recently the government moved towards a more liberal economical approach. A lot of former State Owned Enterprises (SOE) are now being privatized. The biggest movement towards economic freedom came along with China joining the WTO in Dec. 2001. China is the ninth largest market for U.S. export goods. In 2001 the value of U.S. exports to China has been $19.2 billion. Chinas total imports of wood grew from $2 billion in 1997 to 3.7 billion in 2000. During that time the demand for imported lumber tripled and made up $1 billion of all wood imports in 2000. However, the total market share of U.S. wood products during that time decreased from seven to four percent. The major suppliers of wood for China were Indonesia (19%), EU (17.8%), Malaysia (17%), Russia (10.8%), Gabon (6%), and the U.S. (4%), other (25.4%).
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	Imports 1997-2001

	Reporter: CHINA 

	Product group
	Value 1997
US$ '000
	Value 1998
US$ '000
	Value 1999
US$ '000
	Value 2000
US$ '000
	Value 2001
US$ '000

	248 - WOOD SIMPLY WORKED 
	275,266
	365,656
	673,900
	989,754
	997,754


The following graph shows the import data for simply worked wood, which is essentially lumber, from 1997 to 2001. As shown, in 2001, the imported value of simply worked wood plateaued at about one billion U.S. Dollars.
  

As depicted in the Graph below, hardwood lumber is imported more often to China as opposed to softwood lumber.
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The GDP growth rate for China has been officially estimated at 8 percent for 2002 on the cia.gov website.
 The following graph about the future GDP growth is taken from the uschinabuild.org website. However, when looking at the future GDP growth one has to keep in mind that the recent development of SARS is very likely to affect it negatively.
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In the past China had high tariffs and barriers on imports, however, now China is reversing this trend.
2.3.2. Political and Legal System


China was traditionally a communist state. Today China is still considered a communist state, but is in transition from a planned economy to a market economy.
 However, since 1997 after Dong Xiaoping died and Jiang Zemin became president there is a trend towards more political liberalization. Nonetheless China has still a one party system where the Chinese Communist Party (CCP) is the only option. Since there is no opposition and no indications of any kind of coup in the near future the Chinese government can be classified as stable.


The industry in China was traditionally controlled by the government. Recently privatization has been encouraged. However, China still has not reached the status of a free market economy, the State usually sets the framework for business to take place. The most significant influence on this movement had China joining the WTO in Dec. 2001. Under the WTO China is now obliged to adhere to internationally accepted market practices, e.g. intellectual property rights. Also traditionally foreign companies were taxed higher than domestically owned ones. Although China has up to today insufficiently disclosed subsidies given to domestic companies, under the WTO domestic and foreign companies pay the same taxes. Other forms of helping the domestic companies, like using reference prices at ports for imports, can be obtained at (www.amcham-china.org.cn).
 Because the government still owns the majority of the industry it is also a potential buyer for our product. In general the political system can be classified as stable. Although the current system has weaknesses it is moving towards the right direction in adapting to today’s market economies.


The legal system in China is in transition from “the rule by the governor” to “the rule of law”. In protecting intellectual property China has very long not met international standards. However, with the WTO China joined also the TRIPS agreement under which the protection of intellectual property is warranted.
 


According to Ms Sommers an expert for legal issues in Chinese business transactions the following list of do’s and don’ts have been published by her on the uschinabuild.org website:

Do’s:

•Thoroughly discuss with the other side various alternatives for structuring the business venture, but do not commit to a structure before involving your lawyers – this will both help avoid having to fit a square peg into a round hole and expedite drafting of the legal documents.
•Try to determine what the other side really wants from the proposed transaction:  training, opportunity to work in the U.S., a successful project that can be the basis for other larger projects?

•Involve professional advisors (e.g., bankers, lawyers, accountants, consultants) as a team early on in the transaction.

•Factor costs of these advisors into the financial projections you prepare to determine whether the deal works, then add 20% and see if the deal still works!
•Try to confirm what the other side tells you with other sources, preferably from your “team” (e.g., if the Chinese side advises that the capital requirements for a joint venture are only “X”, check with your attorneys, whether the costs are in fact “X” or whether they are “X + Y”).

•Carefully consider how much management time you can devote to the project; and recognize that the success of the project will depend a great deal on the amount of time you spend after the project is operating.

•Recognize that there is virtually no international law, that most law is “local” law, and hence, you will need to involve both Chinese and U.S. attorneys in the project.
•Work with your attorneys to structure the project so that there are “carrots” for compliance with the terms, rather than simply relying on “sticks” (successfully doing so depends on having figured out what the other side really, really wants; see above).
•Try to meet service providers with whom the Chinese side typically works, especially the company’s bankers; this is to allow you to learn more about the kinds of people the Chinese side associates with, which will tell you something about whether you want to do business with them.
•Remain flexible!  Cross-border deals are nearly always more complicated, time-consuming and expensive than domestic deals, so you have to be able to respond to changing circumstances, plans and strategies as you proceed.
Don’ts

•Believe people’s assertions that business is done on the basis of personal relationships, so you don’t need a written contract.
•Sign a simple “memo” type of agreement without having consulted an attorney, based on the assumption that contracts aren’t worth anything in China.

•Abandon your commonsense (seems evident, but you’d be surprised!).

•Bet your entire business on the success of a China deal (see above point); in structuring the deal, risk your profit only.

•Assume that you and the Chinese side can share the same lawyer to save costs, and arrive at a fair deal that protects you.
•Spend a great deal of time negotiating the project/joint venture, on the assumption that if you get things off to a good start, you won’t have to devote much time to managing the project later on (see List of Do’s regarding commitment of management time).

•In negotiating the terms with the Chinese business party, don’t become so wedded to an approach that you cannot consider the advice your lawyers may later provide on potentially more beneficial alternatives/structures.

•Assume that because someone is Chinese, they will necessarily know how to do business in China in your industry and therefore make a good partner.
•Fall into the trap of believing that if you’re successful in the United States, you’re bound to be successful wherever you do business.

•Rush!  Whatever else you do, try to avoid rushing or imposing artificial deadlines that will affect the objectivity of your decision-making process.

•Recognize that whatever you do, you will likely not be able to rectify matters to the point of obtaining all the benefits you had originally anticipated.
•If you do not already have a team in place, get one!  The team should include a Chinese lawyer, a U.S. attorney, perhaps a banker and/or a consultant.

•Determine realistic alternative scenarios that you would be willing to accept to resolve the problem (and don’t get weighed down by visions of what should have been).
2.3.3. Technological and Competitive Development


Technologically China has traditionally been very labor intensive with relatively little sophisticated and capital intensive industry. The housing industry for wood frame homes (WFH) also spent a long time without any standards. This made it difficult to build WFH and often required special permissions of government officials. However, China adopted a new chapter on timber design to its national building codes, the GBJ-5-88. This new chapter will provide the necessary design and acceptance codes for WFH. Until the addition of this design code, timber codes for WFH were non- existent as the original Chinese Codes were based on farmhouse- style post and beam construction and did not account for modern materials and methods. 
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Solid clay brick is the material preferred by Chinese developers because of its availability and low cost. However, China is banning them for home building because of environmental reasons. China recommends substituting the solid clay brick with lightweight concrete blocks and framed housing technology using steel. Steel framed housing, however, is as of now less developed than the WFH technology and has no construction and fire codes. Because wood is relatively expensive WFH is primarily used in the luxury high-end market, whereas steel framed technology is used for the middle market.


According to the Barras Index, the competitive advantage of wood products is more than twice as high as in China.
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The majority of the Chinese citizens prefer to live in wooden homes because wood is a natural product as opposed to steel, and makes them feel more comfortable. There is also an observable trend in China towards environmentally save and healthy construction materials. Here the Envirosave pressure treatment is of advantage because it is nontoxic and offers all the other protective benefits wolmonized wood products do. Additionally Envirosave is cheaper than wolmanized wood products. China also benefits from the sophistication of American wood products. Because the standards for WFH have just been set it can be assumed that Chinese companies have a lack of sophisticated wood products. American construction materials are also perceived as especially high in quality and thus are very prestigious.

2.4. Customers

2.4.1. Introduction to Chinas Housing Market


There are three types of housing in China. The Commodity and Benefit housing which ranges from $272 per square meter and housing for expatriates, which makes up roughly about one percent of the market and is priced significantly higher. One square meter for expatriate houses, which are mostly western style houses, costs $700-$1,000. China is currently facilitating a housing program that allows for the private ownership of the houses as opposed to state owned housing. Because of that and also because of the increasing demand for houses on Chinas east shore the growth rate for housing has recently been extraordinarily high. Estimates for the future growth range widely vary from as high as 20%
 to as low as 10%.
 An accurate estimation might thus be 15%. The distribution of these growth rates among the different housing styles was unfortunately not disclosed, so we assume an equal distribution. In 2001 alone, $59.4 billion was spent on urban housing, according to Chinese statistics.


In 2000 59 percent of the people in urban areas owned their homes.
 Many of the homes, especially in urban areas are apartment buildings. This also indicates the trend towards a living style that is orientated more on the concept of nuclear families.
 However, seven percent of the population live in single story homes and 0.6 percent live in villas. Those houses are increasingly built with wood frame technology because they are for the upper middle and high income families. Those families can afford the higher prices for wood frame technology.

2.4.2. Target Markets


The demand for houses is especially high on Chinas east coast because of the mass of people that move from the country side to the east coast to find work. The east coast is also substantially more wealthy than the mainland.
 Thus the most sales can be expected to take place in the nucleated areas along the east coast.

Currently WFH are sold to the luxury and high-end market. A total of 3.6 percent of the urban population in China lives in villas or luxury apartments. Another 7 percent live in single story homes. WFH are more expensive because of the high tariffs of 16 percent on miscellaneous carpentry products that carry the HS code 44.18. (90 for trusses).

Currently more than 500 million square meters are needed in the domestic property market every year and China only builds 300 million at this time.
 However, the major driving force in Chinas real estate market are houses for the middle and low-income families. Real estate investment in China continued to grow rapidly (28.2%) and reached $75.3 billion in 2002.
 According to official statistics 80 percent of urban residents are low and medium income families and 1.56 million urban households do not have enough living space.
 Nonetheless the prices for new houses increased by 13 percent during 2002. Only 14.4 percent of the houses in 2002 were cheaper than 3,000 Yuan per square meter, while 52 percent ranged between 3,000 ($362) and 5,000 ($604) Yuan.
 This is why the government is supporting the lower class in order to build more housing for low and middle income families.
 In some cities it is also difficult to buy land to build luxury or high end homes.

2.4.2. Culture Issues 

2.4.2.1. Working and Living Conditions


China has traditionally had a very large power distance, which means that Chinese workers prefer to work in a very structured and hierarchical business environment. By the same token Chinese people value ones rank and status very highly. Participation of lower level employees is expected to be low. However, in the upper tears of an organization management by committee is widely used. China also had traditionally “danwei” workgroups where lifelong employment is practically guaranteed.
 Today those workgroups are no longer as widely spread, but do still exist.


According to the “freedomhouse” website
 Chinas political rights and civil liberty are still on a minimum and China is subsequently considered “not free”. The mainland Chinese are mostly very poor, contrasting to that of the Chinese on the east coast, who are very wealthy.

2.4.2.2. Social Organizations 


Some of the clubs and organizations that are of interest to us are the “China Wood Export & Import Conference”, and the “China International Building & Decoration Fair”. The next “China Wood Export & Import Conference” will be on July 16-18 2003 in Shanghai.
 It is an excellent opportunity for information exchange, provides a business networking platform for wood, and promotes international trade. The “China International Building & Decoration Fair” brings together Chinese timber companies and will be held next on July 2-5, 2003 in Guangzhou (Canton). 
 There are also internet portals for companies that sell wood products in China and for potential customers to utilize them. The following is an example of a website that provides this service: http://www.asiatimber.net
2.4.2.3 Cultural Impact on Doing Business in China


The Chinese culture is significantly different from the U.S. culture. This fact also has huge impacts on how to do business in China. Although it seems that doing business in China slightly changes in accordance with what the “westernization” of doing business brought along with it to the globalization of business. It is strongly recommended to consider the following cultural issues, especially when doing business with older more traditional businessmen in China. The following advice is taken from the uschinabild.org website and was conducted by Eric Ryan, President of E.C. Ryan International.
China is focused on its past rather its future, thus it is important to pay attention to Chinas historic context like Confucianism. 
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	Implications of Confucianism for Business:

• Establishes the importance of “face” and

“guanxi” (relationships)

• Emphasis on protocol to maintain group harmony

• Personal expression / candor reserved for private (safe) environments

• Consultation among groups within Chinese society

• Emphasize relationships over law /contracts



Face: one’s dignity, reputation, or prestige

• In a society where the group is more important than the individual the preservation of one’s reputation is paramount.

• Chinese are extremely sensitive to issues of face: to lose face, save face, or give face are all issues which are of great concern in the Chinese social context.

• As business people in China it is important not only to be concerned about issues of face with your customers, but also with gaining or preserving face for yourself and your company.

Guanxi

This is your chief asset in getting things done in China. Think of quanxi as currency -- the more you have the more you can get done. The network of personal relationships that one has is the primary means of gathering information and pull in Chinese society. Every social relationship implies reciprocal obligations.
Chinas relationship orientation versus  the U.S. goal orientation can b shown as follows:
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The Chinese Legal Environment

• Chinese – as a society – are uncomfortable with the impersonal nature of laws

• Modern legal system was developed largely to comfort foreign business

• Enforcement of rulings is weak

• Litigation is a last resort – even if you win, you lose.
What is a Contract?

West:

• Embodies agreed-upon rules

• To be honored for its own sake regardless of external factors

• Unbiased laws will protect our interests
What is a Contract?

China:

• Interests best protected by sound judgment of reasonable individuals

• Written contract is the roadmap, but it is the spirit of the contract that must be upheld

• Agreement to work together but it is subject to changing circumstances

• Does not supercede the relationship (subject to constant re-negotiation)

Chinese Socialist System

• China invented bureaucracy

• Socialist bureaucracy – many divisions or responsibility and requirements for government approvals

• Difficult for individuals to make commitments without extensive group consultation (Face / Guanxi)

• Provides an excuse of commitments not met (Face)

2.4.3. Needs
Chinas housing market is booming, and the demand for new homes, especially along the nuclear and urbanized area along Chinas east coast, is high. The housing boom is further expected to approach growth rates of at least 10 percent during the next four years.
 However, due to the poor investment strategies of the prior decades, where developers built almost exclusively ultra luxury buildings, the demand for luxury homes can be expected not to be very high. Instead the low and medium housing market carry the highest growth potential. As mentioned in subheading 2.4.2. the annual demand for domestic homes is estimated at 500 million square meters, and 80 percent of the domestic buyers are low and medium income families. 

The use of construction materials for homes has also changed recently. There are several factors that caused and influenced that change. First of all China banned the use of solid clay bricks, which was the major competitor to WFH. However, lightweight concrete blocks and steel framed housing technologies are also filling this gap and cheaper than WFH. Nippon Steel Corporation, Toyota, and Mitsubishi  jointly with a Chinese housing materials manufacturer have set a target to build more than 10,000 (steel framed) houses annually during the next five years.
 

China has also imposed a logging ban on wood due to major floods in the 1990s. Because of that, the demand for imported hardwood lumber increased dramatically during the last five years and currently plateaued at about $1 billion. Additionally China’s housing industry is taking substantial steps to promote a national standard of healthy housing. Considering that and the inquiry of one of Ed’s Chinese customers for healthy non hazardous pressure treated lumber it can be assumed that there is a growing demand for this kind of pressure treated lumber. The facts that Envirosave is also cheaper opposed to womanized lumber and the prospected tariff decrease on imported lumber demanded by the WTO make the export of our product more feasible. 

2.4.4. Decision Making Process

2.4.4.1. Customary Business Practices

China has a cultural background in which a lot of the business deals are still closed over “dining and wining”. A close business relationship is hence strongly recommended. Although successes like that of Dell, where a direct sales approach was pursued, show that there is at least the possibility to stray from this traditional aspect of doing business to a certain extent, it is generally risky to do so.
 In general the business culture in China is quiet and reserved.
 For more details in the decision making process please look at subheading 2.4.2.3 The Cultural Impact on Doing Business in China.
2.5. Strategic Marketing Mix Issues

Introduction


Because the housing market is projected to grow annually at 10 percent and the actual house construction has not been keeping up with this demand, there seems to be a gap. However, because imported wood products are too expensive for the low end housing market and the ultra luxury housing market is too inflated at the time it makes sense to target the middle and upper middle class housing market. Of this new growing demand for houses, and therefore trusses (amongst other construction materials), we plan to target the single story house market, which makes up seven percent of the housing market. We further hope to gain one percent of this particular market during the next two years. Because the Chinese housing market annually growth about 15% the amount and value of trusses we expect to export, assuming an equal distribution of the growth rate, can be estimated as follows:

10 million housing starts in 2001 * 1.15 * 1.15 = 13.225 million housing starts in 2003.

· 13.225 million * 0.07 *1.15 * 0.01 / 2 = 5,318 houses = 5,318 trusses by 2004.
· 10,636 *1.15 * = approx. 12,230 by 2005.
Thus we expect to sell 5,318 truss kits at an average size of 500 square feet by 2004 of a value of 5,318*$608.31(FOB see section 2.5.3. Product Price) = $3,234,992. We will be exporting the trusses on a FOB/CIF basis mainly because of the lower risk and costs involved with this method as opposes to FDI, joint ventures, etc.. If the business starts out to become highly profitable we would not exclude the idea to use the retained earnings to further invest in the Chinese market and maybe make use of a joint venture or green field investment to cover the market more thoroughly.

2.5.1. Product


Our product is an industrial product that is usually purchased by construction companies that contract for building houses in China. In the U.S. wood trusses are already widely used for most houses, thus trusses have likely already reached the maturity phase of the product life cycle. However, our new pressure treatment with Envirosave changes this fact somewhat. Envirosave is new to the U.S. and also to China. This new treatment can be considered revolutionary for pressure treated wood and thus places our product at a growth phase of the product life cycle.


Because China is seeking new standards for healthy housing and has recently emphasized environmental issues our product seems to fit the market very well. Mr. Scherling has also had a request for the product before his Chinese contact actually knew of it. The packaging of our product does not apply to alterations to the target market because it is actually not displayed in stores for the sale to consumers. Generally our type of product also does not require packaging that sends an appealing message to the customers. Simple and functional packaging without any alterations will thus be the ideal way to ship the product. In our case wooden boxes would be the most functional way to ship the kits, so they do not get damaged during the oceanshipping. However, an alteration of the label on the product would be needed. We would need to state the product classification and other valuable information for the customer in Chinese language, and would need to label the beams according to the construction manual. Wood trusses generally do not require any additional service after installation. However, since this technology of WFH is new to China and we are expecting them to assemble the trusses on their own it would make sense to provide detailed construction manuals in Chinese and maybe a hotline service for installation questions or possibly send a small team to help them get started.

2.5.2. Distribution

Most of the import businesses in China are transacted in FOB prices. Only a very small minority of the import commodities are transacted on CIF terms. The majority of payments are in letter of credit (L/C). The commodity import include a series of steps from signing a contract to making the payment. The general import procedures transacted under the terms of FOB include: writing down an effective contract, writing the L/C, booking space, pushing for shipment, insurance, checking documents, making payment, customs declaration, receiving the shipment, inspection, goods delivery and claiming import indemnity.
  

However, because Ed Scherling’s Chinese customer also mentioned the opportunity of CIF we will calculate this cost as well. Under CIF we would need to ship the goods to the port of destination our buyer requests. Under CIF/FOB the trusses need to be shipped via truck or train and ocean shipping because it is very bulky, the weight to value ratio is not very high, and it is not perishable. The closest harbor to Morgantown would be Portsmouth in Virginia. Therefore we have to transport all of our products for ocean shipping to PORTSMOUTH, VA, USA, 23701-99 via truck or train. Under FOB our duty of distribution for the trusses would end at the time the trusses are on board of the designated ship. However, assuming a CIF agreement, we will be using a 40 foot standard container to ship the truss kits to Shanghai. We picked Shanghai because it seems to be a major port for imports and also geographically in a good position for further distribution to other urbanized areas along Chinas east coast. We picked Maersk-Sealand as our carrier for the ocean shipping. The costs of the ocean shipment for one 40 foot standard container classified as dry class 4 for commodity shipments are as follows:
 

	 
	Ocean Freight
	   2235.00 USD
	 

	 
	DHC FOR CY (TP/WB)
	 190.00 USD
	 

	 
	SHIPPERS EXPORT DECLARATION CHARGE
	 100.00 USD
	 

	 
	ORIGIN DOCUMENTATION FEE
	50.00 USD
	 

	 
	 
	===========
	 

	 
	Total Charges
	    2575.00 USD
	


The size of a standard container is as follows:

	Dry / Steel
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	Door openings (mm)
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	Internal dimensions (mm)
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	Weight (kg)
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	Volume (m³)

	Type
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	Size
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	Max.
Gross
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	Tare
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Payload
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	40" std
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	40' x 8' x 8' 6"
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	2,339
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	2,274
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	12,035
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	2,350
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	2,393
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	32,500
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	3,700
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	28,800
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	67


Since we do not know the exact size (volume) of our product we have to guesstimate how many trusses in the form of a kit will fit in one standard container. After calculating the volume of one truss kit we assume that we can ship ten truss kits in one 40 ft. standard container. The marine insurance for the ocean shipments is an average one percent.


The trucking costs from Morgantown, WV to Portsmouth, VA can be estimated at $1,323. This cost includes insurance, which is standard carrier liability provided as – NMFC code 100240-1, and is drawn from the American freight company which is a very good source for estimating all kinds of trucking costs throughout the USA. It can be found at: http://www.freightcenter.com/services.htm 

There are no special marking or labeling regulations since our product is non hazardous and also not very fragile. 

The usual documentation that is required to export to China includes the following:

· A bill of lading which is a receipt for cargo in transit, and a contract between you the exporter and the ocean/air carrier for the transportation and delivery of goods to a specified party at a specified destination. 

· A commercial invoice, which acts as a bill of sale from you to the buyer and specifies goods, quantities shipped, prices and terms of sale.

· A Consular Invoice, Packing List, Statement of Origin, Shippers Export Declaration.

· A Declaration of Heat Treatment (APHIS: PPQ 553) of our products issued by the USDA.

We know that there are wholesalers of construction materials that seem to be small in size as well as housing contractors that are likely to purchase our product in larger quantities. 

	
[image: image34]
	To the left you see a building materials wholesale street, which appears to have a lot smaller wholesalers.




We will operate on the basis of confirmed letters of credit because this is where the foreign and domestic risk of the transaction is most equally spread out. The level of control we will have over the Chinese wholesaler will be fairly small because we intend to work with an agent. However, if our product should turn out to meet a major demand we will gain control because lumber products pressure treated with Envirosave are currently not offered by any competitors.

2.5.3. Price


Considering the costs so far mentioned the landing costs, following the CIF approach, on top of our factory costs would be comprised of the following:

	Factory Costs of 10 units
	
	$4,708.1

	Paperwork
	+
	$300

	Export Packaging
	+
	$250

	Freight to Port
	+
	$1,325

	Total Cost (FOB)
	
	$6,583.1

	
	
	

	Foreign Agent Commission @ an average of 12.5%
	+
	$588.51

	Marine Insurance @ 1% of Factory Cost
	+
	$47.08

	Ocean Shipping
	+
	$2,575

	Landed Cost (CIF)
	
	$9,793.69

	
	
	

	Duty @ 16%
	+
	$711.63

	Tax (VAT) @ 17%
	+
	$800.38

	Bank Letter of Credit (confirmation)
	+
	$200

	Total Landed Costs
	
	$11,505.7

	
	
	

	Wholesale/Contractor Markup @ an average 23%
	+
	$2,646.31

	Our Markup @ 22% of factory costs
	
	$941.62

	Expected  Market Price in China per Unit
	
	$1,509.36


2.5.4. Promotion/Advertising/Sales

All major communication systems (phone and cell phone, fax, internet, radio, television) are available in China. There are overall 0.1 phone lines, .05 mobile phones, 0.31 televisions, and 0.32 radios per person. About 2.1% of the population uses the internet.  However, since we are pursuing to sell to contractors and maybe wholesalers these media do not suit our advertising needs. However, we plan to advertise in the “China Housing & Building Materials Newspaper” which is published biannually. It will reach over 7,000 developers, builders, and architects through direct mailings and distribution at industry trade shows. A half page ad in this newspaper will cost us $1,450 per issue. Because the Chinese stress personal business relationships we would further recommend sending a representative of our company, ideally the CEO or other high ranking officer, to China at least every year for a minimum of one week to maintain business relationships. Assuming an additional day for traveling, this would cost us about $1,300 for the flight, and $320 salary each day, additionally $2,000 travel expenses including some gifts for the customers should be included (=$5,860 each trip). 


Additionally we would attend trade shows and special conferences. As a trade show the 5th China International Building & Decoration Fair 2-5 July, 2003 in Guangzhou (Canton)
 might be a good idea. It is Asia’s biggest fair of that kind. The cost for that would break down to the following:

Three people (e.g. an engineer, sales rep, and manager in charge or CEO) at five days salary, $5,000 additional expenses and 1,300 for the flight each, plus a 9 square meter exhibition boot for $3,240 results in approximately $15,000 total costs to attend this fair.


An example for a good conference would be the China Wood Export Conference, July 16-18 2003, in Shanghai.
 Assuming to send one delegate this would break down to $3,260 including $1,000 additional expenses, the flight, and attendance fee of $595. 

 
The overall promotional objectives must be seen in a long term sense because that is how Chinese businessmen view their business relationships. Therefore we object to build and maintain a “healthy” long term business relationship with all our customers. In the short run we seek to get “in touch” with potential customers through the advertisement in “China Housing & Building Materials Newspaper” and signing up on trade portals like the asiatimber.net we mentioned earlier (registration is for free).


Considering all the above mentioned costs for advertisement/promotion/sales we face an estimated total of $31,430.
Our pro forma profit and loss statement for 2004 (assuming sales with FOB) would therefore add up to the following:

	Projected sales
	$4,051,731
	(FOB cost + Markup)*5,318

	Less cost of goods sold
	$3,500,892
	

	Gross margin
	$550,838
	

	
	
	

	Expenses
	
	

	Salaries
	Included in FOB cost
	

	Transportation
	“
	

	Distribution fees
	“
	

	Promotional expenses
	$31,430
	

	Other expenses

	$160,000
	

	
	
	

	Net profit
	$359,408
	

	
	
	


2.6. Human Capital Issues

Because we are not offering a service but just the product we are not facing any special human resource needs. However, the foreign agent we are working with should be a native Chinese citizen and fluent in English. Ideally our agent would have spent some time in the U.S. so he understands our culture and how we do business. We consider this important because the agent can potentially minimize misunderstandings and help to build and maintain a “healthy” business relationship with our Chinese customers. Henceforth we would strongly recommend very carefully picking the agent and making sure he fits our expectations.

2.7. Production Requirements

There are no special production requirements. The product will be in its function, purpose, and design the same as in the United States. The only difference will be that we will have to state the dimensions in metric measures for the Chinese customers who are not accustomed to U.S. measures.

3. Gap Analysis

3.1. Cost to Bridge the Gap: Financial Requirements


In order to begin exporting to another country one must consider the costs involved to change and make ready the product for exportation. These costs are associated with gaps between how the company is currently and where it has to be in order to be a viable candidate in the foreign market. The costs of bridging these gaps can come in either time or money (or both). In looking at exporting trusses we have found the following gaps:

Measurement of boards of lumber used in the trusses. This measurement would have to be changed from feet and inches, which is currently used in the US and by this company, into meters and centimeters, which is currently used in China. There would be costs in changing the ability of the company to also produce boards measured metrically.

Size of house and completed truss structure. Houses in the US average about 2200 sq. ft. but only about 500 sq. ft. in China. The gap in this situation would result from the overall price difference between building trusses for one sized house as compared to the other, and may affect profit margins and overall profitability. There may be a cost involved in changing the overall size, although it may only be seen in the bottom line.

Transportation of trusses. In the US transportation is usually only done over small distances and done through trucking. To transport to China would require truck transit in the US to a port, sea freight from the US port to the Chinese port, packaging and crating for the trusses, insurance for the trusses, and possibly storage and trucking freight in China. This would be dependant upon what type of deal was reached with the buyer. Based on some correspondence Ed was sent, it would be most likely that the transport agreement would be either Free on Board (FOB) A trade term requiring the seller to deliver goods on board a vessel designated by the buyer. The seller fulfills his obligations to deliver when the goods have passed over the ship's rail.  or Cost, Insurance, and Freight (CIF). A trade term requiring the seller to arrange for the carriage of goods by sea to a port of destination, and provide the buyer with the documents necessary to obtain the goods from the carrier. Neither of these would include storage or trucking freight in China, but in either case there would still be new costs associated with either agreement.

Distribution. In the US the product could be sold direct to the builder of one home or to multiple home construction jobs or other ways as well. To make for a profitable business exchange in China, especially based on the small size of their houses, the distribution would have to be to either a contractor building multiple homes or a large distributor, who would separate the load and sell it to smaller builders. A distributor may be the more advantageous choice of the two due to the fact that they would probably be able to buy more product at a given time. However, we would have to be sure we could meet this higher demand. The cost would come in finding and setting up these larger deals and the cost that would go into making the larger batch of trusses needed to be sent out without receiving money for it until the entire batch was shipped.

Promotion and selling. In the US, a more informal business environment, although trade shows can be used, other more informal ways such as publications and the internet, as well as existing business relationships account for most ways of promotion and selling. In China, a more formal environment, Trade shows and trade missions are the major ways for new entrants to promote and sell, although trade publications are also used. The costs of trade shows and trade missions vary, but that is one cost involved. The next cost would be associated with the travel to and from those trade shows and the cost to promote your product at said shows. There may also be costs in setting up new business relationships. And the cost to advertise in trade publications.

Personnel and agents. In the US most deals can be done by a current employee within the existing business structure. In China it would be important for a US company to hire a Chinese agent to help with the language and help bridge any cultural gaps. He would also be able to assist in making new deals for the company. Also, personnel may need to be added to attend such things as trade shows and keep their main focus and effort on the Chinese market instead of splitting time between the foreign and domestic markets. Finally, it may be needed to add workers to work on the product to be exported since it may require a different process then the wood used in domestic markets. The costs for this would come from recruiting, training, and hiring any new employees. Other costs involved may be in sending some of these employees to China on either a semi-permanent basis or an intermittent one.

Capacity. If the company is working at or close to capacity there would be a cost involved in adding enough capacity to fulfill the demands of the foreign market. Especially because it would have to be produced in batches instead of singularly.

Cost of filing paperwork. In order to export there are many things you must fill out paperwork for. Whether it be for shipping and insurance, paperwork needed to get the product into the foreign country, or on how and when you will be paid for your product. This paperwork can either be done by the company itself or with the help of an outside agent. Either way there is a cost you would not normally deal with in a domestic transaction.

Language costs. To have export dealings with China we would have to modify some of the language used in what is issued for printing to trade publications, fliers, and other items such as banners set up at a trade show, and the language on any business cards. Doing all of the interpreting, whether in house or through an interpreter, along with any costs involved with the reprinting of these materials to also include the Chinese language would reflect the cost areas in changing the language used to sell trusses.

3.2. Projected Sales


In China the housing market (specifically in houses and villas) is expected to grow at least ten percent. Most contractors build between ten and fifty houses in a development. And houses (and villas) comprise 7.6 percent of the entire housing market. While it is only a small market at this point in time the amount of sales would be difficult to predict without some help from the company. It could also vary greatly based on how many contractors we could reach deals with. We believe that we could get deals with three contractors and be able to sell between 75 and 100 trusses to start. We would also hope to obtain a deal with at least one distributor because he would add some stability to the timing of orders since they would most likely order on a set schedule. Because it is such a small, albeit emerging industry, it would be most beneficial to attend a trade mission to try to meet and possibly set up deals with contractors in China and based on those dealings predict what our sales may be.

3.3. Breakeven Analysis


Based on our limited access to the company and the fact that wood is a commodity, whose prices can vary greatly day to day, we cannot figure out what the breakeven point would be. All of the added costs of doing business with China would have to be figured into the analysis, however some of the costs would be heavy at the start in order to prepare before actually entering the market, but would continue to provide results after you enter without incurring as much cost. Based on an initial sunk cost required and the current small market, we believe it would be difficult to breakeven early on in the venture. However, getting in early if you can afford to run in the red could have big outputs in the future, especially considering the Chinese emphasis on relationships that you would be developing. Based on Chinese business, if we could obtain the initial predicted deals we should be able to breakeven shortly after we begin exporting to China

3.4. Go No Go Decision


Although it may be a little to early to get into this market, it would be good to see how many deals with contractors in China could be gotten and make the final decision based on that. Based on the growth of the house industry in China, I would say that if the company can get in now with only a small profit or even a slight loss it would be good to do so and start to build relationships and get the name out. If the return would be a large loss we would advise not getting in yet, but continue to reevaluate the possibilities, expectations, and size of the market because regardless of whether or not the current situation is a go or a no go, there are huge possibilities for the market in the future

3.5 Export Marketing Plan

3.5.1 Target Markets


Our current plan is to focus on the middle and upper middle class markets because we see them as the most profitable at the present time. If the government can continue to help the lower class to afford wood frame housing then in the future we believe that this will also be a good market to focus on.

3.5.2 Product Decisions


In order to satisfy the needs of the Chinese we will have to alter the measurements from standard to metric and we plan on shipping the wood as sawn beams to be built into a truss there. This could change if the company says it is not feasible to transport the product as beams and must transport them as fully constructed trusses.

3.5.3 Distribution Decision


Due to the need to export a large quantity at a single time we would only sell our product to people willing to purchase large quantities at a single time. This would mostly involve distributors, because they can break up the shipment on their own, but could also include contractors who were constructing housing developments or multiple houses at a single time.

3.5.4 Pricing Strategy


Pricing would consist of our factory costs plus any shipping costs plus our own markup. The shipping costs would be dependant on the method of shipping the customer desired (either FOB or CIF).The markup would also include an amount for safety due to any possible unforeseen changes in prices and also because of the daily changes in wood as a commodity there would also have to be a little added security.

3.5.5 Promotion Strategy


We feel that the most efficient way of promoting our product would be at trade shows and trade missions. We feel this would reach the most amount of people interested in our product and also overcome the Chinese desire to start a relationship before doing a deal. We would however, also advertise in certain trade publications in order to reach even more customers and make them aware of us since this price is not an exorbitant amount.[image: image35.png]
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� � HYPERLINK "http://tm.wc.ask.com/r?t=c&s=a&id=30780&sv=za5cb0dc2&uid=&sid=&p=%2flinks&o=0&u=http://tm.wc.ask.com/r?t=an&s=a&uid=081CE3BEFF4D85AE3&sid=10EE64BEFF4D85AE3&qid=D7E21F061AE1AC418ACE6C2C10118DF6&io=2&sv=za5cb0d89&ask=what+is+a+roof+truss%3f&uip=9 �www.hrt-on.com/�


� www.concordtruss.com


� � HYPERLINK "http://www.concordtruss.com/" ��http://www.concordtruss.com/�


� MiTek Industries Inc.


� � HYPERLINK "http://www.eswoodtreatment.com/pdf/envirosafe-brochure.pdf" ��http://www.eswoodtreatment.com/pdf/envirosafe-brochure.pdf�


� � HYPERLINK "http://www.timberchina.com/w-r-1.htm" ��http://www.timberchina.com/w-r-1.htm�).


� http://www.cintrafor.org/CONFERENCE_TAB/2001presentations/Halstead.pdf


� � HYPERLINK "http://www.intracen.org/menus/countries.htm" ��http://www.intracen.org/menus/countries.htm�


� http://www.cintrafor.org/RESEARCH_TAB/Regions/Asia/China/china_imp_exp.pdf


� http://www.cia.gov/cia/publications/factbook/geos/ch.html#Econ


� http://www.cim-oem.com/bridge_8c18c.html


� www.amcham-china.org.cn


� www.amcham-china.org.cn


� uschinabuild.org


� http://www.uschinabuild.org/PDF/5


� www.uschinabuild.org/Briefs/briefsnov9.htm


� � HYPERLINK "http://www.intracen.org/menus/countries.htm" ��http://www.intracen.org/menus/countries.htm�


� http://www.buyusa.gov/china/en/housing.html#top%20idtop


� http://www.fas.usda.gov/info/agexporter/2001/jan/China.htm


� http://www.buyusa.gov/china/en/housing.html#top%20idtop


� www.sinoptic.ch/cbb/2000/cbb001016-001022.htm


� www.unescap.org/pop/journal/1992/v07n1a1.htm


� http://english .peopledaily.com.cn/200301/02/eng20030102_109440.shtml


� www.uscustoms.gov


� http://ce.cei.gov.cn/enew/new_h1/fn00hdb1.htm


� http://ce.cei.gov.cn/enew/new_h1/fn00hch3.htm


� http://ce.cei.gov.cn/enew/new_h1/pn00hd04.htm


� http://ce.cei.gov.cn/enew/new_h1/fn00hcq2.htm


� http://ce.cei.gov.cn/enew/new_h1/fn00ha54.htm


� culture grams


� www.freedomhouse.org


� http://english.peopledaily.com.cn/200301/02/eng20030102_109440.shtml


� www.together-expo.com/china_wood_2003.htm


� http://www.merebo.com/E/Exhibitions/CBDE/CBDED/cbded.html


� http://www.fas.usda.gov/info/agexporter/2001/jan/China.htm


� http://www.asiafurnitek.com/news.asp?newsid=243


� http://www.cim-oem.com/bridge_8c18c.html 


� world culture grams (China)


� http://www.itdn.com.cn/english/tradecenter/customs005.htm


� www.maersksealand.com


� www.aphis.usda.gov/ppq/fwp


� http://www.uschinabuild.org/PDF/16


� http://www.merebo.com/E/Exhibitions/CBDE/CBDED/cbded.html


� http://www.chinawood.org/english/chukou/3.asp


� Estimated costs to meet the higher demand of trusses, e.g. additional warehousing costs, internal transportation costs, and HR cost to hire new employees.






- 3 -


[image: image37.jpg]


[image: image38.jpg]


