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Glossary

Concentration index: what it is and what it measure

The concentration index assesses the relativeilbontm of a specific sector to the national ecogom
compared to a greater entity, such as the EU, ltlgererrecting for the size of the country. In more
general terms, the concentration index is a meaduremparative advantage, with changes over time
revealing changes in the production structure oduntry. An increase of the concentration index for
a sector signifies relatively fast growth of tharticular sector in the country concerned compwved
the same sector in the EU. How does the concemtratidex work in practice? We'll give a few
examples: if sector x represents a 5% share ofGiwenan economy and a 5% share of the EU
economy, the concentration index of sector x eqadl€0. If sector x represents 5% of the German
economy, but 10% of the EU economy, the concebptrdtidex of sector x is 50. If the same sector x
represents 10% of the German economy and 5% dltheconomy, the concentration index of sector
x is 200.

The concentration index concept can be appliedgudififierent indicators (variables). In our study we
measure the concentration index using employmeaiyjevadded and trade, in order to make a
distinction between the relative performance ofntoes EU-wide. We distinguish between four
country groupings, each signifying a different segterformance over time. If a sector in a country
has a strong position (hence showing a concenmtratidex higher than 100) and has experienced a
clear index growth over the last years, the sastalefined as winning in that country. If the secto
has a strong position, but experienced a decliritbeotoncentration index, we say the sector isipsi
momentum. If the sector has a weak position, birteghin the past, we say that the sector in that
country is upcoming. If the sector has a weak mys&nd experienced a decline of the index, we say
that the sector is retreating.

Employment
Employment is measured in working persons; it camcentrepreneurs (employers) and employees.
Part time employment is given as a share of totglleyment.

EU: missing data for some countries

The EU comprises of 27 countries. In the data ssuome countries are missing. The list of
winning, losing momentum, upcoming, retreating ntakkear for which countries data are available.
In general, the following countries are excluded@DP and trade figures: Bulgaria, Romania,
Cyprus, Malta and Latvia. Cyprus and Malta laclkadat employment. Data on occupational structure
follow the availability of employment figures.

Revealed Comparative Advantage (RCA)

Relative comparative advantage compares the relatbntribution of sector x to the comparative
advantage of the national economy with other sectbis calculated as follows:

RCA = tanh (In (( Export S/ Import S) / ( Exp@/ Imp C)))

Interpretation: 0 = the comparative advantage ctasex equals the average of the comparative
advantage of the entire national economy. Near :-10@ sector contributes nothing to the

comparative advantage of that country. Near + fi¥sector contributes strongly to the comparative
advantage of the country.

The use and logic of winning, losing momentum, upic@ and retreating is similar to the
concentration index.
Trade balance

Exports minus imports in the table summaries, édata annex it is exports/imports.



1 Introduction

This final report Part 1 presents the results and completes the first parthe study
‘Comprehensive sectoral analysis of emerging coempets and economic activities in the
European Union’ focusing on the furniture sectdrse study is part of a series of future-
oriented sector studies on innovation, skills antsj commissioned by the European
Commission (DG Employment, Socials Affairs and HgDpportunities) and executed by a
consortium consisting of TNO (Delft, the Netherlahd SEOR Erasmus University
(Rotterdam, the Netherlands) and ZSI (Vienna, AalstiThis report analyses recent relevant
sector developments and trends and, at the samse diepicts the current state of play in the
sector with an emphasis on innovation, skills astasj While constituting a final deliverable
in itself, the report is primarily meant to provittee fundaments and building blocks for the
second and next future-oriented part of the studys second part of the study will be
scenario-based, forward-looking and exploratorynature, taking a time horizon to 2015-
2020. The findings of the current final report phire based on an analysis of available time
series data and relevant existing studies. It lo#ls & backward-looking and forward-looking
nature.

The study should be placed against the backgrotfitkdeoEU’s renewed Lisbon strategy in
which securing and improving EU competitiveness iaatteploying the European economy to
new activities with more value-added and new artteb@bs are key. Skills and jobs are of
vital importance for the future of the Europeanremay and have recently gained increasing
attention, both at national and EU level — cf. Hi¢'s New Skills for New Jobs Initiative. In
the process of change and restructuring to nevitiesalthere is a need for a more strategic
management of human resources, encouraging a nmoaenic and future-oriented interaction
between labour supply and demand. Otherwise tdfeeirisk that bigger shortages, gaps and
mismatches of skills will result in structural ungloyment. The results of the study will
serve as a guide in launching further EU and othetions to promote the strategic
management of human resources and to foster straygergies between innovation, skills
and jobs in the sector, taking into account thégla@ontext and encouraging adaptations to
national and regional specificities.

The central axis of the study is the use of a compredefined methodological framework on

innovation, skills and jobs (Rodrigues, 2007), whiras been further develop, operationalised
and applied to the sector. The approach combinsk desearch and expert knowledge

available in a broad and dedicated research teatim the knowledge and expertise of

‘external’ sector experts. The purpose of this cammmethodology is to deliver results that

enable the preparation of possible future actiansnvestigate new jobs for Europe, by

encouraging a more effective interaction betwearowation, skills development and jobs

creation. The approach is a combination of deskareh, expert knowledge and involvement
of ‘external’ sector experts The methodology isicired in a step-wise manner, each step
providing inputs and insights for next steps to eo@verall, the methodology covers the

following steps:

Step 3. Main economic and employment trends andpatmonal structures

Step 4. Main drivers of change

Step 5. Main emergent competences by function

Step 6. Main scenarios and implications for emplegt- time horizon 2015-2020
Step 7. Implications for competences and occuparofiles



Step 8. Main strategic choices to meet these siélésis
Step 9. Implications for education and training
Step 10. Main recommendations.

Contents

This final report part 1 reflects the results dpst 3, 4 and 5 of the common methodology
applied to the sector. It contains the results led guantitative and qualitative sector
mappings, covering the main economic and employrtrends and changes in structure of
activities, including a SWOT analysis (step 3),amalysis of main drivers of change for the
sector based on a meta-driver analysis (step 4)@in emergent competences by function
(based on the mapping exercise) (step 5). The trdpas been structured in 9 chapters.
Chapter 2 provides an overview of the structuradrabteristics of the sector, including
developments and trends in employment, productimhvalue added. It contains information
on work organisation (part-time/full-time, gendage), and industrial relations, but also on
emergent competences by function (step 5 of théadelogy). Chapter 3 discusses the value
chain (network) and its evolution over time, incghgl the issues of restructuring and
relocation. Chapter 4 focuses on innovation, R&Md tecthnological change, while chapter 5
analyses the impact of globalisation and traderahfar the sector. Chapter 6 highlights the
importance of regulation especially in relation émployment. Chapter 7 focuses on
partnerships for innovation, skills and jobs, orieh® possible policy instruments to better
prepare for and adapt to the future, facilitate ualtearning and boost innovative capacity
both at the sector and firm level. While not padrttltee methodology as such, partnerships
form an interesting example of how the developnanskills and jobs can be linked to
innovation. Chapter 8 provides the results of a SW6trengths, Weaknesses, Opportunities
and Threats) analysis of the sector. Chapter 9lades with an overview of the most
important drivers for the sector.

Defining the sector and sector overview

The sector Furniture and other industries (NACEr8yesents traditional manufacturing and
includes the furniture sector, jewellery, manufaetof musical instruments, sports goods,
games and toys, and repair and installation of inacy and equipment. The dominant sector
in terms of employment and value added is furnitule represents three-fourth of total
employment. The distant second is jewellery witllyo6% of total employment. We
therefore devote the bulk of attention to the fun@ sector and some attention to the
jewellery sector. The latter is done in a specidégicated part at the very end of this paper.

According to the NACE classification, the furnitusector includes the following subsectors:
chairs and seats; office and shop furniture; kibchueniture; other furniture (home and garden
furniture); and mattresses. There are no signifidéfferences in the sector definitions in this
sector between the NACE Rev 1.1 and Rev 2 claas$ific (in operation since 2008).

Table 1.1 presents an overview of the furnituressators and the number of firms. In 2004,
in the EU-25 the total number of firms in the fuune industry amounted to 143,840, with

most firms in “other furniture” sector, which acdorg to IFM, can be described as home and
garden furniture. lItaly, Spain, France, Poland &sdmany together represent 64 % of the
total amount of furniture firms in EU-27.



Table 1.1 Number of companies in different furniture subsectors in the EU-25 2004

NACE Rev 1.1. Total number of companies (in thouda

36.11 Chairs and seats 251
36.120ffice shop furniture 14.8
36.13 Kitchen furniture 12.1
36.14 Other furniture (home and garden furnityre) 89.5
36.15 Mattresses 2.3
36.1 Total furniture 143.8

Source: IFM 2007:1.

The total production in 2005 in EU-2007 for furmguamounted EUR 114.9 billion, while the
total value added amounted in the same year EUR BHlion. The total turnover was
EUR119.1 billion, which was 5.1 % higher compared2000. The average firm in the
furniture industry has a production of EUR 0.8 mr pgar, compared to the EU
manufacturing average of EUR 2.5 m.

2 Structural characteristics of the sector: the pasand the
present

2.1 Value-added, production and employment

Value added and productiort

Value added of Furniture and other industries gnetli a modest 1.2 percent annually over
the years 1995-2006 in the EU 27, whereas GDP efotrerall economy grew with 2.3
percent (Table 2.1). This growth figure is quitegglish. In the EU6 GDP for this sector even
declined with -0.4 percent each year. The sectoeldped strongly in the New Member
States with a growth of 9.5 percent each yearettinees as much as the growth of the overall
economy (3.2 percent). The top performers wereuaitiia, Slovakia, Poland, and Estonia

The sector especially lost ground in Germany, latg Belgium. In France, however, the
sector grew somewhat stronger than the overall @ogn The sector gained ground in
Austria, Ireland and Spain with growth figures tteae higher than those of the overall
economy. In the NMS, growth numbers are high, wéretbe absolute numbers are low.

! For each of the three variables employment, valdeed and trade it has been determined whetheinand
which countries the sector is winning, losing mommem upcoming, or retreating, except for work oligation
and occupational structure. For these variables,cthuntry grouping is similar and in accordancehwtie
country grouping classification under employmesstifeasured at the same NACE digit code).



Table 2.1 Value added furniture and other industries, 1995-2006

Furniture and other industries (NACE 36)

Level 95-00 00-06 95-06 Level
EU 72 866 2.5 0.1 1.2 11468970
EU-15 67 328 2.2 -0.4 0.8 10883 245
NMS 5539 10.4 8.9 9.5 585 725
Belgium 1286 2.9 -28 -0.3 316 622
France 8 165 8.0 -1.1 29 1792140
Germany 11 425 -0.8 -47 -2.9 2322200
Italy 11951 -0.3 -0.1 -0.2 1480007
Luxemburg 14 8.0 -10.3 -2.4 33 852
Netherlands 5205 3.4 -0.2 1.4 535 382
Austria 2642 5.5 1.1 3.1 257 897
Denmark 1638 -1.6 1.7 -1.7 220 069
Finland 742 4.9 -1.1 1.6 167 178
Greece 739 -1.4 -4.1 -2.9 214 203
Ireland 1499 11.3 7.8 9.4 177 281
Portugal 1102 1.3 1.5 1.4 155 324
Spain 9 304 7.1 5.4 6.2 981 777
Sweden 1486 4.4 0.7 2.3 316 435
United Kingdom 10 128 1.8 0.2 09 1912877
Bulgaria
Cyprus
Czech Republic 1161 4.3 5.1 4.7 114 060
Estonia 199 10.4 13.2 12.0 13223
Hungary 344 5.0 4.1 4.5 89 908
Latvia
Lithuania 448 60.4 24.7 39.8 23748
Malta
Poland 2672 15.7 9.1 121 269 756
Romania
Slovenia 389 6.5 3.2 4.7 30 455
Slovakia 325 6.6 28.8 18.1 44 574
Annual Annual  Annual
Value added average average average Value
bneuro growth growth growth br?de?ﬁg
2006 1995- 2000- 1995- 2006
2000 2006 2006

Overall eonomy

95-00 00-06
2.8 2.0
2.8 1.9
2.7 3.7
2.4 1.8
2.5 1.8
2.1 1.0
1.6 0.7
5.9 3.9
3.9 1.7
3.0 1.8
2.8 1.9
4.3 2.8
35 3.7
9.2 6.0
3.5 1.1
4.3 3.2
2.4 3.1
3.4 2.5
-0.3 3.9
6.3 8.3
3.3 3.6
4.4 7.5
35 3.0
3.3 4.1
2.9 4.1

growth ~ growth
1995- 2000-
2000 2006

95-06

2.3
2.3
3.2

21
21
15
1.1
4.8
2.7

2.3
2.3
3.5
3.6
7.4
2.1
3.7
2.8
29

2.0
7.4
3.5

6.1

3.2

3.7
3.6

Annual
average
growth

1995-2006

Source: Eurostat/TNO

% Throughout this text, a change in volume or alisaumber between two years - e.g. the numbertsf {os
measured as tteverage annual growttSimilarly, a change of a share or an index issuezd agotal change
over the entire period. That is, if the share i0R@as 10% and in 2006 15%, we report a changkarésof

5%.



Table 2.2 Value added furniture and other industries by country grouping, 1995-2006

Furniture and other industries Overall economy
Level 95-00 00-06 95-06 Level 95-00 00-06 95-06
EU 72 866 25 0.1 1.2 11468970 2.8 2.0 2.3
EU-15 67 328 2.2 -0.4 0.8 10883245 2.8 1.9 2.3
NMS 5539 10.4 8.9 9.5 585 725 2.7 3.7 3.2
Winning 24 622 6.2 4.0 50 2558904 4.0 2.8 3.3
Losing momentum 13 590 -0.5 -0.3 -0.4 1700076 1.7 09 1.3
Upcoming 10 320 7.3 -0.3 3.1 2243057 25 21 2.3
Retreating 24 321 0.4 -2.6 -1.3 4933080 2.7 1.8 2 2
Annual Annual  Annual Value added Annual Annual
Value average average average bneuro  Annual average  average
bﬁi’i‘?g growth growth  growth 2006 Z"é@g}e growth growth
2006 1995-  2000- 1995- 1995-2000 2000-2006 1995-2006

2000 2006 2006

Concentration >100 Concentration <100

Growth Winning: Upcoming:
Netherlands, Austria, Ireland, Portugal, Spairfrance, Sweden, Hungary, Slovakia
Czech Republic, Estonia, Lithuania, Poland,

Slovenia
Decline Losing momentum Retreating:
Italy, Denmark Belgium, Germany, Finland, Greece, United

Kingdom

Source: Eurostat/TNO

Almost half of the 1996 output, as measured by hkie added in Furniture and other
industries, was produced by three countries (Tabl¢ — Italy (€11,951 Million or 16%),

Germany (€ 11,425 Million, or 15%), and the UK (€1Z8 Million). Adding Spain and

France brings this share to 70%. From 1995-06¢thput grew in the NMS and declined in
the EU6. The best performing countries were theSNMhuania (a 39.8% growth), Slovakia
(18.1%), and Poland (12.1%). The highest speeaitiim (as defined by the concentration
index and explained in the Glossary) was in the NNl8huania had the highest index in the
whole EU, followed by Estonia and Slovenia. If vede a look on the concentration index
(Table 2.2), this pattern is the same; a declingnénEU6, and a strong increase in the NMS.
Especially in Germany the sector lost ground; thyecentration index decreased from 109 in
1995 to 79 in 2006. That means that comparativearddge has actually changed into a
disadvantage. Spain, a country with the substarftiaditure industry, has developed a
comparative advantage, as witnesses by a steemfridee concentration index. All East

European NMS increased their specialization inftineiture sector. The majority of them —



the Czech Republic, Estonia, Lithuania, Poland, Sllogenia — already had the specialisation
in the base period (with the concentration indegdathan 100). Overall, production shifted
from Western to Eastern Europe, as expressed lshtre of output.

Employment

Total employment (see Table 2.3) in the sector ifumand other industries in 2006 stood at
2,007,000 persons. Almost three-forth of the emmlent (1,461,000) concentrated in the
furniture sub-sector. The jewellery sub-sectoroaoted for 6% of the total employment
(127,000) and miscellaneous manufacturing industraecounted for 14% (280,000).
Detailed numbers at EU and country levels are ptegsein Table 2.4. In the furniture
subsector, Germany had the largest employment 6f088 persons followed by Poland
(184,000), Italy (218,000), and Spain (149,000).the period from 2000-2006, employment
grew in the NMS in the Furniture and other indestrand in all of its sub-sectors, based on a
labour cost advantage of these countries. Emplaymiecreased in the EU-15 in the NACE
36 sector, and its furniture and jewellery sub-@extin Italy, employment grew somewhat as
well as in Spain. Sweden is a interesting case avgélrong employment growth. As a share of
the EU, the sector shifted in general from WesterBastern Europe.

Figure 2.1: Major players in furniture production i n Europe

Major Enropean plavers - % of EU 27 twimover per activity in euros
1005 (estimate)

Gfa H Other
EL Members

Spain

France

U Kmngdom

Gemuany

Furmiture




Source: IFM 2007

Table 2.3 Employment furniture 2000-2006

Level 2006 Annual growth Share in EU Change inshar
EU 1461 206 0.2 100 0
EU-15 981 645 -1.4 67 -7
NMS 479 561 4.2 33 7
Winning 711 602 3.5 49 8
Losing momentum 216 556 -1.8 15 -2
Upcoming 36 791 3.8 3 0
Retreating 496 257 -2.9 34 -7
Definition Level (*1000) Average annual Share in EU Change in share in
growth (%) employment sector EU employment
(%) sector (%)
2006 2000-2006 2006 2000-2006
Concentration >100 Concentration <100
Growth  Winning: Upcoming:

Italy, Spain, Bulgaria, Czech Republic, Estonia,lreland, Hungary
Latvia, Lithuania, Poland, Slovakia

Decline  Losing momentum: Retreating:

Denmark, Austria, Portugal, Romania, SloveniaBelgium, Germany, France, Luxemburg,
Netherlands, Greece, Finland, Sweden, United
Kingdom

Source: Eurostat/TNQNote: Employment figures include both employes employees.

The list of winners is very characteristic. In theniture industry, eight out of ten East

European NMS increased their share of employmeSgven of these countries had had a
specialisation in furniture industry (as shown e tcoefficient larger than 100). In the

jewellery sector, seven East European NMS raised #hares. Nevertheless, all of those
countries but one did not appear to possess tlasiasation in the base period. Hence,
overall employment in the larger sector shiftedrfrine EU-15 to the NMS.



Table 2.4 Employment furniture and other industries2006 (* 1 000)

36 361 362 363 364 365 366
EU 22 2 007 1461 127 28 45 65 280
EU-15 1399 982 107 20 34 43 212
NMS 608 480 20 8 11 22 68
Belgium 24 19 2 0 0 1 2
Germany 245 171 14 9 4 15 32
France 152 105 11 3 8 5 19
Italy 310 218 44 3 6 6 33
Luxembourg 0 0 0 0 - 0 -
Netherlands 36 30 2 1 1 1 3
Denmark 27 22 2 0 0 - 2
Ireland 15 13 - 0 0 - 2
Greece 41 27 7 0 0 1 6
Spain 182 149 10 1 2 5 14
Austria 47 36 1 1 5 2 3
Portugal 58 49 4 0 0 1 5
Finland 14 11 1 0 1 0 1
Sweden 65 17 0 0 1 0 47
United Kingdom 182 117 8 1 5 7 43
Bulgaria 35 27 1 0 1 3 2
Czech Republic 104 64 3 5 5 8 19
Estonia 15 13 0 - 1 - 1
Cyprus - - - - - - -
Latvia 14 12 0 0 0 1 1
Lithuania 29 26 1 0 0 0 1
Hungary 35 24 1 1 2 7
Malta - - - - - - -
Poland 227 184 8 1 2 4 29
Romania 112 98 3 2 1 2 6
Slovenia 14 12 1 0 1 1 1
Slovakia 23 19 1 0 0 1 1

Source: Eurostat/TNO. Note: NACE codes are asvaidvianufacture of furniture (NACE 361), jewelleand
related articles (NACE 362), musical instrumentAQ¥E 363), sports goods (NACE 364), games and toys
(NACE 365) and miscellaneous manufacturing indest(NACE 366).



Figure 2.2 Employment changes in the furniture seotr by region, 1999-2005 (% p.a.)

The regional specialisation in employment of theniture sector is shown in Figure 2.2. The
most specialised regions in 2007 at the NUTS 2l lereee in Poland, the Czeck Republic, the
border regions in Austria with Hungary, North Italgd South of Sweden. What the figures
clearly show is that the sector is clustered incderegions, mostly with lower wage
structures and related craft traditions.




Figure 2.3 Employment changes in the furniture seotr by region, 1999-2005 (% p.a.)

Figure 2.3 shows the annual changes in employmemeégional level. Strong growth is
exhibited in Latvia, Lithuania, Central and Nortwetlen and part of Spain, Greece, Hungary
and Bulgaria. The most important regions in deckne the North of Finland and part of

Germany and the UK.

Source: Eurostat/TNO
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2.2 Employment and value added trends EU compared to USapan and BRICs

Traditionally the international competition in thgniture sector is less fierce than in other
sectors, due to the high costs of transportatiorelatively heavy furniture. The introduction
of “flat-package” furniture, light-weight furniturdbamboo, plastic, ...) has lead to an increase
of competition from new emerging competitors sushtl@de BRICs (primarily China, to a
lesser extent also Russia).

Table 2.1: Employment and value added trends compad to USA, Japan & BRICs 1995-2005

Trends in Employment Change in Value added Change in Value
employment and growth share of growth value added
value added 1995- employment of added growth
2005 manufacturing share per

total employee
Europe (EU 15) 25% 0.1% 25.8% 0.0 % 22.7 %
United States -7.2% 0.6 % 27.8 % 0.3 % 37.1 %
Japan -36.9 % -0.2% -46.8 % -0.3% -15.6 %
BRICS’
Brazil 16.8 % -0.3% 1.7 % -0.4 % -21.0 %
Russia 59.2 % 0.7 % 162.6 % -0.2 % 65.2 %
India 28.9 % 0.1 % 111.3 % 0.0 % 63.2 %
China® 103.7 % 0.6 % 594.8 % 0.2 % 241.1 %

Source: <TNO>, based on data of UNIDO (ISIC Rev. 3)

! EU-15: 1995-2004 (Except France: 1996-200; Germd®p8-2004; Greece: 1995-1998; Luxemburg:
1995-2003; Portugal: 1996-2004), Data for Europ&J5) composes data of individual EU-15 countries ;
USA: 1997-2004; Japan: 1995-2004

2 Brazil: 1996-2005, Russia: 2001-2005; India; 192@34

® Data for China based on ISIC Rev 2

Comparing the TRIAD regions in terms of employmegrdwth in the furniture sector broadly
defined for the period 1995-2005 (see Table 2t ,HU-15 clearly outperformed the US and
Japan with employment growth of 2.5% compared winkes of 7.2% and 36.9% in the US
and Japan respectively. Despite the decline in eynpént in the US, the share of furniture in
overall manufacturing employment in the USA actualcreased much stronger compared to
Europe and Japan, showing that other manufactgeotprs in the USA experienced an even
stronger employment decline in the same periodiréng growth in value added of 25.8% in
EU 15 and 27.8% in USA compared to -46.8% for Jagaems to indicate that Japan is
losing momentum in the furniture industry, whiletdSA and EU successfully contribute to
value added growth. Having said that, however, Ulse has increased its value added per
employee stronger than Europe which indicates ativel gain in competitive advantage,
while in Japan the value added growth per empleyesved a decline.

In comparison to the BRICs the picture is much nwfierentiated. Russia and China show
the highest growth rates in employment, as wellttes share of employment to total
manufacturing. The value added growth in China arasrmous, while also India and Russia
showed significant growth figures in value addedmpared to the total manufacturing
industry, only China showed higher growth rates farniture than the rest of the
manufacturing industry (0.2 %).The value added g¢nower employee shows significant
increase in the Furniture manufacturing for Rusaia India, followed by China, which
means a much stronger competitive advantage oé tbesntries. | summary, the furniture
industry is employing more people in the BRIC cost and Russia, India and China have a
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growing value added of furniture industry, simitarthe total manufacturing industry in these
countries, while their competitive advantage, measas value added growth per employee
also increased significantly.

2.3 Employment structure and work organisation

Firm size and structure

If the sector is divided in firm size classes (frmwith less than 50 employed people, 50 to
250 employed, and more than 250 employed), a strigattern is revealed (Table 2.5). In the
NMS, larger firms are predominant, whereas in thé& 15 smaller firms are. Relatively,
smaller firms lost ground in the NMS, whereas tlgained ground in the EU-15, and
especially in the EU-6. The production of furniture the NMS is still based on mass
production automated manufacturing exploiting sedenomies. At the same time, EU-15
countries move to smaller series production basedador made production and mass
customization using advanced design capabilitiebs specialty technologies. Small series,
more expensive products enjoy high demand in mifiieeat European countries.

Table 2.6Share and change in shares in number of firms byrin size, 2005 and 1999-2005

Share 2005 Total share change 1999-2005
<50 50-249 >250 <50 50-249 >250
EU 97.7 19 0.4 0.2 -0.1 -0.1
EU-15 98.1 1.6 0.3 0.4 -0.3 -0.1
NMS 96.3 31 0.6 -0.5 0.6 -0.1
Winning 97.7 1.9 0.3 -0.5 0.4 0.1
Losing momentum 96.6 2.8 0.5 0.2 0.0 -0.2
Upcoming 99.7 0.3 0.0 -10.7 -2.4
Retreating 97.2 2.3 0.5 0.6 -0.5 -0.1

Source: Eurostat/TNO

Gender

The workforce in the furniture sector is dominabydmen accounting for 70% of the labour
force overall (Table 2.6). The share of women Imaseiased slowly in the period 2000-2006
with 4% (EU), 2% (EU-15), and 1% (NMS).

Age

Compared to other sectors workers are relativelyngan the furniture sector: those under 40
years of age make up 53% in the EU, 49% in the Edwid 60% in the NMS. In the EU27

and the EU-15 the share of young workers is denrgasvhile a small increase of 1% is

witnessed in the NMS. Sitill, the sector has majosbfems to attract young personnel,
especially in the EU15.
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Education

Workers in the furniture sector have often a medasraducation level, ranging from 47% in
the EU-15 to 85% in the NMS (Table 2.6). The numiferorking with a low education level
is moderate to low (ranging from 36% in the EU-@%% in the NMS) and falling with
around 10% over the 2000-2006 period.

Table 2.7 Employment by gender, age and educatiorfurniture

EU EU-15 NMS

Level Chang Level Chang Level Chang

Women 30 4 27 2 38 1
Age <40 53 -6 49 -9 60 1
Age 40 — 50 27 3 29 5 25 2
Age > 50 20 2 23 4 15 1
Low education 28 -11 36 -7 6 9
Mid education 48 11 47 3 85 14
High education 14 1 16 3 9 5
Definition Level % Total change ¢ Level % Total change ¢ Level % Total change ¢
2006 2000200¢ 2006 2000200¢ 2006 2000200¢

Source: Alphametrics/Eurostat/TNO.

2.4 Employment: main emergent competences

One of the most interesting indicators for the sectuture-oriented part of this study is the
trends and developments that can be identifiedeafrhicro) level of job functions. More than
aggregate employment and more than figures aboutegeand age distribution can changes
in job functions tell us something about ongoingroye and restructuring in the sector.
Changes in (the need for) competences and changée idistribution of job functions are
closely linked to each other, both at the leveltltgd sector and at the level of the firm.
Competences are combined in occupation profiles] ean be distinguished in core
competences, specialization competences or comptanye competences (Rodrigues,
2007:34). Another distinction is between theorétitachnical and social competences (i.e.
knowledge, skills and competences in ECVET) (ibiflefdentifying the changes in job
functions by sector is a first step towards a Ibettelerstanding of the changing competence
needs in the sector. Competences for the purpoeso$tudy are assumed to be located in a
general grid defined by the main occupation fumgiogeneral management, marketing,
financial and administrative management, R&D, logs production management,
production, quality and maintenance (Rodrigues,7288). R&D in the furniture sector itself
is quite limited; most R&D takes place in suppagtfanctions e.g. painting and varnishing.

As a first step towards identifying trends in comgpees, the observed changes in the
distribution of job functions over time will be dpsed. In the second part of the study (i.e.
the scenario-based future-oriented part, to appeldovember 2008), a further elaboration of
these changes on the need for new and existing etemges will be provided. The analysis
starts with an analysis of the state-of-play, tlee situation as per 2006. Subsequently,
changes in job functions over time are discussedganeral (overall) and for different
categories of workers classified according to etional level.
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With regard to skills, it is observable that in tiwbole of EU labourers lost their relative
position with a decline of 2% p.a. (Table 2.8). 8aradeclines in employment occurred in
metal machinery workers and precision handicrafrkens. The number of managers
increased somewhat, as did the numbers of architemmgineers (design), office personnel,
other professionals, and leather and textile warker

Between the EU-15 and the NMS the picture is gifferent. The professions growing in the
NMS lost ground in the EU-15, whereas managersineegs and other professions gained
somewhat. This is an indication that the smallengiin the EU require other skills than the
more large-scale oriented production in the NMSalbfirms in the EU-15 seem to be more
oriented towards designing, marketing and orgaisabf production, than on mass
production. Men are substituted by women, butinaome occupations, such as computing
professionals, clerks, textile treaters and labuie the NMS. In the whole of the EU, men

gained as labourers.

Table 2.8 Occupation shares by country grouping furiture and other industries 2000-

2006
> = 2 B

T 2 @ s S8 5 @&
Managers 1 -1 1 2 -2 3 1
Computing professionals 0 0 0 0 0 0 0
Architects, engineers 2 0 1 1 2 0 1
Business professionals 0 -1 0 0 0 -1 1
Other professionals 2 -3 1 2 -12 2 1
Office clerks and secretaries 1 0 1 -1 1 1 1
Service workers 0 0 0 -1 -1 -1 -1
Extraction and building trades 0 -2 0 0 1 1 0
Metal. machinery workers -1 -1 -1 -2 2 -1 -2
Precision. handicraft. craft printing -1 -2 -1 0 0 -2
Food processing, wood treaters -3 9 0 -3 14 -5
Textile, garment, pelt., and leather -1 6 1 2 3 1 -2
Assemblers 0 1 0 0 0 3 1
All other craft and trades workers 0 0 0 1 6 -1 0
Labourers 0 -6 -2 1 -14 -2 -1
Total

Source: Eurostat/TNO
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Tables 2.9, 2.10 and 2.11 present employment clsahgeeducation level. Low educated
employees lost everywhere, also in the NMS (Tal®¢. 2This is an indication of substituting
low educated employees with mechanisation and attom In general, the share of medium
educated employees rose strongly, especially inNNES (Table 2.10). It is striking that

medium educated employees gained in the more lle-dypes of functions, like metal

workers and textile treating, assemblers and ladysur Since white collar functions grew in
importance, medium educated people lost as a saal employment. However, higher
educated employees (Table 2.11) gained in all kofdsinctions, but especially in the white
collar type of functions.

Table 2.9 Occupation shares by country grouping furiture and other industries 2000-
2006: low education

5 2 2

0 2 o5 £ 3

! E G E g 5

2 2 @ s 3SE 5 &
Managers 4 -1 3 4 15 7 -1
Computing professionals 2 0 2 8 33 0
Architects, engineers 3 -4 2 10 0 37 -4
Business professionals -3 1 -1 0 11 -10 -3
Other professionals 3 0 3 2 16 15 -1
Office clerks and secretaries 2 -5 0 -4 9 13 -4
Service workers -2 -12 -5 -6 9 22 -10
Extraction and building trades 2 2 4 4 -27 -5 2
Metal. machinery workers -12 -4 -12 -24 -26 -18 -9
Precision. handicraft. craft printing 0 -14 -3 -5 -8 -14 -11
Food processing., wood treaters -8 -7 -14 -33 -26 -19 -2
Textile, garment, pelt., and leather -8 -8 -20 1-4 -33 -19 -12
Assemblers -14 -3 -16 -29 -6 2 -27
All other craft and trades workers -8 -15 -12 -19 -38 -8 -11
Labourers -7 -18 -9 -18 -6 -10 -8
Total -7 -9 -9 -20 -8 -10 -8

Whereas furniture traditionally relied on speckdiscraftsmanship and technical skills,
workers increasingly need to combine and integadteterogeneous skill set drawing on, for
instance, creative skills, marketing and projechaggement skills in order to deal with issues
such as flexibility, early problem detection, qtigland client orientation.
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Table 2.10 Occupation shares by country grouping funiture and other industries 2000-

2006: middle education

> = g £
To) £ o @ (S ©
Y0 S S E 3 2
T 2 s SE s &
TOTAL
Managers -3 8 -1 6 18 8 -3
Computing professionals -5 -10 -6 -36 -44 -2
Architects, engineers -8 -13 -10 -9 -16 -34 -11
Business professionals -2 0 -1 -7 12 -1 1
Other professionals -7 6 -4 -11 6 10 -11
Office clerks and secretaries -1 -4 -1 0 -14 -8 5
Service workers -4 16 1 -1 -12 -28 9
Extraction and building trades -1 4 -1 1 27 2 1
Metal. machinery workers 12 2 11 21 25 26 8
Precision. handicraft. craft printing -2 14 1 4 0 7 6
Food processing, wood treaters 6 6 13 31 23 18
Textile, garment, pelt., and leather 6 10 19 40 1 3 16 9
Assemblers 9 1 13 28 10 -1 18
All other craft and trades workers 6 14 11 18 37 5 8
Labourers 7 18 8 15 8 5 9
Total 3 10 7 18 12 8 4
Source: Eurostat/TNO
Table 2.11 Occupation shares by country grouping funiture and other industries 2000-
2006: low education: high education
5 2 P
0 2 o5 £ g
Y0 S S E 3 2
T 2 s SE s ¢
TOTAL
Managers -1 -7 -2 -10 3 -15 3
Computing professionals 2 10 4 28 11 2
Architects, engineers 4 17 8 -1 16 -3 15
Business professionals 4 -1 2 7 -23 11 2
Other professionals 4 -7 1 9 -22 -25 12
Office clerks and secretaries -1 9 1 4 5 -5 -1
Service workers 6 -4 4 7 3 6 1
Extraction and building trades -1 -6 -3 -5 0 2 -2
Metal. machinery workers 0 2 1 3 1 -8 1
Precision. handicraft. craft printing 2 0 2 1 9 7 5
Food processing., wood treaters 2 1 1 1 3 0
Textile, garment, pelt., and leather 2 -1 1 1 2 3 2
Assemblers 5 2 4 1 -4 -1 8
All other craft and trades workers 2 1 1 1 1 3 2
Labourers 1 0 1 3 -2 5 0
Total 3 -2 2 2 -4 1 4

Source: Eurostat/TNO
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Companies have reacted to these changes by seftimgernal training programmes but also
through cooperation and partnership with educadiah research institutes. However, in many
regions, there are not enough schools and traicemgyes to provide for the initial education
of the workers. In addition, internal training prammmes come under duress due to increased
competitive pressures. Training periods have begnifeantly reduced to make workers
operational as quickly as possible. Employmentdssare easier to solve for companies
located in areas where there is a geographicalecdration of firms in the same sector (i.e.
clusters) due to better network relations and tesibility to organize joint training boards.
In-company training often takes place through sasewhere older experienced workers train
young entrants. A problematic issue in this contexdeniors’ lack of pedagogical capacity
and even modern technological expertise which sslyohampers the transfer of essential
know-how.

The average firm in the furniture industry has adoaiction of 0.8 m EUR per year, compared
to EU manufacturing average of 2.5 m EUR. Thel totamber of people employed in the
furniture industry in 2000 in EU-27 was 1.42 mitli@nd this decreased to 1.32 million in
2005, which was a decrease of 7.1 %. Employmeneased rapidly in other countries
outside the EU. Turkey, for example, had an ireeda employment in the furniture sector in
the period 1995-2001 of 97 %, and Morocco in thaoge2000-2004 witnessed a 33%
increase in employment. Employment dropped by 1li%he U.S. during the same period
while China slashed employment by 24% from 1995320This employment reduction was
accompanied by very fast productivity growth duentechanisation and automation. As a
result, China increased output and became oneedetding exporters. Within the furniture
industry, the hard home and garden furniture subséblACE 36.14) employs 52 % of the
sector and chair manufacturing accounts for 22%.

Labour costs have not changed significantly in B 25; the increase of labour costs was
only 3% since 2000. Compensation for workers eathS. has increased by 15% from 2000-
2005 and in India by 16% from 1998-2003 (IFM 2007).

Table 2.12 Labour productivity, Manufacture of furniture and others

Apparent labour Average Wage adjusted
productivity personnel costs | labour productivity
(EUR thousand) (EUR thousand) | (%)
Manufacture of furniture 25.7 20.6 124.6
Manufacture of jewellery and related| 28.0 120.0
articles;
Manufacture of musical instruments 110.0
Manufacture of sports goods 39.1 27.1 144.2
Manufacture of games and toys; 149.0
Miscellaneous manufacturing n.e.c.

Source: Eurostat (SBS)
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2.5 Analysis of productivity and labour costs

Activities with regard to furniture and other maacturing had a wage adjusted labour
productivity in 2004 of 127.0 %, which is considasabelow the non-financial business
economy average (Table 2.12). This is mainly aiteble to the low apparent labour
productivity of EUR 28,000. The wage adjusted labquoductivity of the different
subsectors of furniture and other manufacturinggeanfrom 110% (manufacture of musical
instruments) to 149% (manufacture of games and).to@werall, only the subsector
manufacture of games and toys has a wage adjwdtedr productivity that is higher than the
non-financial business economy average of 148%odEat, 2007).

2.6 Industrial relations

The European wood and furniture sector featureselh @f networks at the international,
national, and subnational level. They include:

Industry Associations (Federations); for examples tiUnion Europeenne de
L’ameublement (UAE) which is the European Furnitianufacturers Federation
Another association is CEI-Bois, the European Cderfation of woodworking
industries, represents the interests of the Europe@edworking industry,

Chambers of Commerce;

Export associations;

Associations of firms with the Technological Instés;

Cooperation associations;

Production associations (auxiliary industries);

R&D associations: INNOVAWOOD, technological instgs universities and industry
associations;

Training centres; and

Production clusters.

Furniture making which was originally a rural craftustry became mechanised early in the
nineteenth century and this gave rise to frequemtlgamations of small unions into ever
larger and more powerful units. There were threppmamalgamations during the nineteenth
century and this trend continued until 1970s. kafigrniture trade unions emerged in the
U.K. and the U.S. In the last 30-plus years, hawespecialized furniture workers union has
been integrated into general trade unions. Faame, the Furniture, Timber and Allied
Trade Union in the UK merged in 1994 with the Gahdvlunicipal, Boilermakers and Allied
Trade Union, a general trade union with more thad, @0 members. The unions provide a
range of professional services. Nevertheless, fthaiture industry today cannot be
considered as a strongly unionized industry. ,Siltlustrial actions in furniture sectors
happen from time to time. For instance, labouroast took place recently in the Czech
Republic and South Africa.

2.7 Partnerships

One of the central tenets of the renewed Lisbomat&jy is the partnership concept; by
building a European partnership for growth and ewmplent, the reforms needed to boost
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growth and employment will be facilitated and spekdip (European Commission, 2005).
Partnership in this view “mobilises support” (madation) and “gets the different players at
work together” (collective effort), as well as “nesksure that the(se) objectives and reforms
are taken on board by all the various players”gtBpreading ownership) (ibidem, page 14).
In the implementation of the European Cohesion dyplithe partnership principle is
fundamental as well. The EU recognises the impodaof involving local and regional
actors, in particular in areas where greater prayins essential such as innovation, the
knowledge economy and new information and commuioicatechnologies, employment,
human capital, entrepreneurship, support for SMits a@&ccess to capital financing. Beyond
that public-private partnerships and the improvemeh governance in the fields of
entrepreneurial innovation, cluster managementuvation financing are promoted at all EU
levels — from the local to the regional, the natioas well as the European level and across
economic sectors. Partnerships for innovation,Isskiind jobs, in connection with the
industrial high level groups, clusters, lead maskahd technology platforms are being
promoted at European and national level.

For the purpose of the project, examples of fumatig partnerships for innovation, skills and
jobs have been identified, showing the followinguetteristics:

Involvement of all relevant actorcompanies, research organisations, education and
training institutions, financial institutions, pubbdministration, etc.

Cross-sectoral approachPartnerships which are assigned to a specificnkasi sector,
but work across different business sectors

Cross-thematic approactrartnerships linking innovation, skills and jobs;

Inclusion of general human needs into the partnerstrategy: Partnerships including
general human needs, such as housing, health aitityatto their formulated (broad)
vision or strategy

Long term commitment of actorBartnerships which are characterised by a long ter
commitment of its members

Joint problem solvingPartnerships working on problems which can notriat by one
member alone

European dimensiorPartnerships which are established at the Eurojgz@h Where no
good examples at the European level could be founsgjring and credible examples at
the national or regional level were identified whicould serve as a role model or best
practice example for establishing a similar paghgr at the European level.

On several occasions partnerships (networks oterkjsfor innovation, skills and jobs can
create a leverage effect for innovation, especidlthey take strong(er) account of general
human need® For instance, partnerships in the tourism sedtoing at developing ‘leisure’
should have knowledge in, e.g., tourism, cultupgrsand environment. A partnership aiming
at developing the quality of habitat consequentipusd combine knowledge on at least
construction, furniture, electronics and urban nganaent. Partnerships for Innovation, skills
and jobs integrating general human needs on Euroleeal are still very rarélt is likely to
find more inclusive partnerships on national angiaeal level, but also on these levels, not
all elements of the Rodrigues definition are ineldd

% An argument put forward by professor Rodrigueshat workshop “Innovation policies for a knowledge
intensive economy — assessing the European expefiean2005 in Brussels.

“ Outside the scope of the current studies, theag lisast there is one good example, the Europeasteliction
technology platform (selattp://www.ectp.org/default.asgp
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Whereas the potential benefits of partnershipschrar, finding strong examples that fit the
above characteristics at EU level are still diffido find. There are, however, good examples
in various sectors at the national and the regitenadl. Some of these stand out in terms of
partnership approach, innovation capacity, appro@achskills development, or their job
maintaining and creating capacity. Examples include City Fringe Partnership for
developing regional job opportunities in the pmgtisector and the ERRAC and EURNEX
network in the rail sector where a European apgpraaccombined with a strong effort to
integrate latest research results in an virtuabpean training curriculum.

Partnerships, networks and clusters on innovatjoos and skills often face specific and
similar obstacles, whatever sector is at stakeesé&hnclude:

Restricted scope?artnerships often are set up in order to solvblpnas which can not be
met by one partner on its own. The problems, therake either defined bottom-up or
articulated by the politics in a top-down process.the latter case, the scope of
partnership is limited to their given geographisabpe and/or their thematic focus (If
partnerships are established top-down as instrutoestidress specific problems they are
usually restricted to the policy represented by d@erding authority, e.g. a particular
Ministry). Similarly, partnerships and networksadgished at the European level, such as
e.g. networks of excellence, technology platforats, have a specific thematic focus (in
this case innovation in research and development).

Short-term naturePartnerships which are built up by means of puhliding are often
project driven, feature a short term nature andegaly, intend to be not sustainable due
to their dependence of a single fund.

Weak direct links between skills, jobs and innmraprocessesSkills upgrading and job
opportunities are a result of innovation proces$esrefore, partnerships which focus on
innovation do seldom focus on skills and jobs Wit same strong interest.

Sectoral restrictionsin general partnerships working on internatiooaEuropean level
seem to be more likely to occur in strongly inteior@alised economic sectors with a
common universal challenge (e.g. pollution or sustale development). Then they are
mostly limited to the problems they want to address

This section presents an example of a succesgfungoahip in the furniture sector.

The initiative ,Zukunftsinitiative Mobelindustrie RW -ZiMit GbR” (www.zimit.dg was
founded by the Federal Government of North-Rhinestpalia in 2001. Partners include the
Ministry for Economic Affairs and Energy, the emydo organisation of the sector, sector
enterprises, employees and the trade union IG-Méthe main objective is to strengthen
competitiveness and the long-term employment oltiadfurniture manufacturing. In order
to achieve this goal several activities are caraetby the initiative aiming at developing the
market, optimising production and corporate proegsgmproving the training system and
knowledge transfer in the sector. Research andadiducinstitutions as well as business
counsellors are involved in different activities @non-permanent basis.

The projects"PROLOGcode” and “PROLOGkompass;” for instance, were implemented

together with two universities of applied scien@ée projects’ objectives were to jointly

develop new product and design strategies anditbupuan innovation management system.
Projects results include the development and miaketf new products. Experiences gained
from the projects were disseminated and transfamexligh several workshops.

The competitiveness of the furniture manufactuengerprises in North-Rhine Westphalia is
ZiMit's main focus. The initiative is not an inciue cross-sectoral partnership but it seeks to
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combine on project basis different stakeholderdliZco-operates with several partners to
upgrade skills of the workforce in the sector. Qemting partners include vocational
colleges, consulting organisations and the Teclyyloformation Centre of North-Rhine.
Their main activities consist of actions to strémgt the responsibility of the enterprises for
qualification, to build up sustainable qualificatistructures, to survey qualification needs and
to develop tailored training courses.
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3 Mapping of the value chain

The production of furniture involves many steps aadous relations between suppliers of
raw materials (forestry), machinery, paint, etcs, shown in Figure 3°1 In the recent
decades, new materials, most importantly plastiase been supplementing traditional wood
furniture more and more. Lately, design becameruxial element with ever-growing
importance, especially in high-value added prodsicétroduction clusters represent common
labour and technology pools, i.e., the concentnatib specialised technology providers and
labour in one location. However, so far the indusippears to have little vertical integration
over the various steps in the production processe Tonsumer subsector works with
retailers/retail chains, large traders and indepeh@&xporters. Large furniture companies
organize global supply chains. The sector featpregluction clusters with common labour
and technology pools.

Figure 3.1: Value chain in furniture manufacturing

Source: Kaplinsky et al. (2003)

® Figure 3.1 does not include the packaging industrich becomes increasingly important in the sector
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4 Sector dynamics and the role of technological chargR&D
and innovation

The evolution of the wood and furniture sector gefi such as underlying trends as the
globalization of the economy, changing marketinglete and consumer behaviour, tastes and
requirements. Innovation taking place in the seotwurs in technology, organizational and
client/customer orientation model.

Generally, the furniture industry is consideredoav-tech, labour-intensive sector (Scott,
2006). Investments in internal R&D processes arg l@v to non-existent, very few firms
engage in radical breakthrough technologies andhhany firm protects its intellectual
property through patents. This is not to say thwd sector is technology-extensive or
unaffected by technological change (Maskell, 19968 main focus in terms of innovation is
in combinations of proven technologies and incremdeimprovements. Over the past
decades, large volume producers have benefitedfisagnly from high-speed automation.
This is often combined with an upgrade in manufiaétulogistics, in order to allow for the
small batch production and fully automated contftle sources of technological changes are
often found outside the sector, for example, inwli®d processing machinery, IT services,
paints and lacquer. Most of the changes towards-$pged automation already took place 1-
2 decades ago. The production processes in mosttutg producing firms have not
witnessed any significant changes over the lastdkec

It is important to acknowledge the polarity in isthy between on the one hand the above
mentioned low to medium-priced, automated massymed furniture and, on the other, high-
quality craft-based furniture offering higher addealue. Innovation in the high-quality
furniture industry lies mainly in non-technologicalreas. Various mechanisms can be
identified. An important and well-known strategy &ld consumer-value to furniture is
through aesthetically appealing design. Eitherglesi competencies are acquired inside the
firm or, as is the case of companies like lkea, rdodWorld, Ahrend, Roset, or Sellaton
strategic partnerships with professional free-lamesigners are set up. The increased
importance of design is partly related to anothetegy to increase value added, i.e. branding
for the purpose of external and internal commurocatMoreover, various furniture firms are
striving to provide global solutions for their casters in the form of project management,
assembly and maintenance, and turn-key solutions.

A robust automation process has taken place irkithken and office furniture. CAD/CAM
techniques are standard in big companies but @ iatroduced in SMESs, increasing the
overall level of flexibility. The data show thatwries like Lithuania (an increase of 36 % a
year), Latvia (29 % a year) and Hungary (27 % a)yewke strong investments in machinery
in the furniture industry in the period 2001-200ile Portugal and Belgium (a decrease of
20 % a year) and Germany (-18.8 % a year) havagtreductions in investments. This is
sign of a gradual relocation of the industry to BéS with lower wages.

In the UCIM (User-Centred Innovation for Manufaatg: Roadmaps for Development -
FP6 SSA) project, new scenarios for a more conmpetiEuropean Furniture industry with a
greater role for users were developed. In thos@asimes new innovations like furniture
leasing, customizable furniture, user-designed itfume, on-site manufacturing and self-
production 3D were used and validated by expeks! (2007).
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5 Trade, globalization and international competition
5.1 An overview of international competition

Furniture has turned from a practically non-tradabsector 2-3 decades ago into one of the
largest traded industrial sectorslt is now in the top 20 export products in theetdigit
SITC nomenclature. Countries can have distinctpamative advantages, such as low wages,
timber resources, and automation and design. [EBaiges room for both low- and high-
income countries to take part in either competitorecomplementary markets (Maskell,
1998).

Technological change has paved the way for impbrangoing globalisation trends in the
industry. In combination with flat-pack or readydssemble furniture, high-speed
automation opened the way for firms to design, nfecture and ship products in large
quantities. Moreover, there are indications thassnaroduced, low to medium-price furniture
is increasingly manufactured in low-wage economiesth a considerable degree of
concentration in large production facilities. Talel shows how countries like China,
Poland, and Mexico have risen considerably onigteof world exporters of furniture in the
past decades.

Table 5.1 Major world exporters of furniture, 1984, 1994, 2004 (in current ECU/EUR,
representing furniture exports to all countries)

1984 1994 2004

Country ECU billion  Country ECU billion  Country € billion
Italy 1.56 Italy 7.91 China 15.76
East Germany 1.32 Germany 4.73 ltaly 14.10
Taiwan 0.61 United States 4.09 Germany 9.42
United States 0.50 Canada 256 Canada 6.79
Denmark 0.46 Taiwan 2.18 United States 6.34
France 0.45 Denmark 211 Poland 6.18
Belgium—Luxembourg 0.43 France 2.09 Mexico 5.22
Sweden 0.38 Belgium—-Luxembourg 1.78 France 3.74
Canada 0.33 China 1.83 Denmark 3.41
United Kingdom 0.30 United Kingdom 1.30 Belgium 2.72
World totals 8.38 44.68 106.52

Source: Scott (2006Note: ECU is not the same as EURO, since ECU usedpresent currencies of a set of
countries some of which are outside of the EuroZerge, Denmark and the UK).

In the face of emerging low-wage economies, cortipation the basis of labour unit costs
does not offer a sustainable basis for competiggenfor European furniture making.
Production with a higher value added offers a m@memising road to sustained
competitiveness instead. This is also illustratgdhe significantly higher value added per
worker in advanced economies (see Table 5.2). dDtiee strongest assets for EU exporters
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is origin labelling. “The Dutch Design” or “made italy” labels are reported to give a
competitive advantage.

In this context, it needs to be mentioned that rlecation to low wage countries in the
furniture sector has not gone as far as in lowst&thour intensive industries such as clothing
or footwear (see table 5.3 owever, the trend in the furniture sector, as esged by the
difference between indicators in different pointsime, is very pronouncedictually, it is
much more pronounced than in clothing or footweafFhus, the share of less developed
countries in world exports of furniture more thasullled from 1994 to 2004, as compared
with a 22% increase in the clothing sector anddimke in the footwear sector.

Table 5.2 Furniture industry*: employment and value added in leading producing
countries

Country Year Employment Value added Value added per worker

(€ million) (€ thousand)
United States 1999 662 345 41167.2 62.2
China 2001 298 000 1352.1 4.5
Germany 2000 191 700 7394 38.6
Indonesia 2001 177 800 613.3 3.4
Poland 2000 159 000 1467,9 9.2
Italy 2000 152 200 5876.8 38.6
United Kingdom 2000 149 000 5128.6 34.4
Spain 2000 124 051 2609.0 21.0
Japan 2001 114 000 7037.9 61.7
Canada 2001 110 000 4864.9 44,2

Source: Scott (2006). * ISIC 3610.

Table 5.3 Relative export performance of developmand developed countries

Sector 1984 1994 2004
Clothing 1.38 1.95 2.37
Footwear 0.73 1.52 1.50
Furniture 0.23 0.38 0.82

Source: IFM 2007Note: data in the table show ratio of less devetbfgemore developed countries in regard to
total value of exports per sector.

Due to higher transportation costs per unit of ayjtglobal competition in the furniture sector
has been less fierce than in industries like foatwkeather, apparel, and textiles. However,
the influence of this factor has been diminishinghwhe spread of flat-pack and ready-to-
assemble furniture. Hence, proximity to the markétile continuing to be important, is no

longer the determining factor. This was starklyndestrated by a surge of furniture exports
from China, which became an important global play#h a prominent presence in the U.S.
and, to a lesser extent, the EU. As a result, ther@a strong tendency towards the
concentration of the furniture production in thereleping countries, as shown in Table 5.3.
Overall, the furniture industry can be charactedzas an industry “in the throes of intense
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global competition” (Kaplinsky and Readman, 2005), as indicated bwgrg number of
exporting countries, falling unit prices, and adency towards a common price.

Labour productivity increased markedly in the latgdeveloping countries — by 160 % in

China (over the period from 1998-2003) and by 7th%dia (1995-2003). The twelve New

Member States show an increase in value addedapéamf 32 % from 2000 to 2004. Seats
and chairs manufacturing (164 %), hard wood fureit(63 %) and mattresses (61 %) were
mainly responsible for this growth.

Figure 5.1 Productivity in the EU furniture industry (value added per person employed)

Source: IFM 2007

The furniture industry in the EU is under intensegsures from globalization, as reflected by
the increasing number of countries exporting tlzer@ by intensified presence of low-income
countries on the EU market. However, the top Iitntiies with a market share in the EU of
more than 1% are all EU members (Figure 5.1). Neember states have significantly
increased their market share over the last decatie.exports of EU 27 grew at 2.9% a year
for the last 10 years, slightly faster than theralleeconomic growth of 2.3% per annum. At
the same time, the NMS showed a spectacular avaragel growth rate of exports of 15.6%
while their overall growth was only 3.2% per yedius, furniture exports appeared to be an
important (albeit small) source of overall growttNMS countries appear in the list of
winners, with Hungary in the list of upcoming coues (Table 5.4).

The change of the trade balance is striking (Tdb®. In the EU-15 the trade balance
deteriorated, as well in the overall EU, whereath@NMS the trade balance improved. With
the growth figures of the GDP in mind, this indata shift of comparative advantage from
the west to the east — and maybe to the rest olvtrll. The export of this industry in the
NMS grew faster than the imports. On the one hémd,sector seems to be dependent on a
strong domestic demand; on the other hand, theuptmeh is dependent on lower wages,
since it is a labour intensive industry. This inaglia strategic choice; contact with the demand
market and the need of cheap labour could notyelasitombined.
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Table 5.4 Exports furniture and other industries 295-2006

Exports 1995-2006  As share in value 1995-2006
added
Million Euro 2006 %
EU 98982 4.1 136 26
EU-15 82369 2.9 122 18
NMS 16613 15.6 300 100
Winning 41526 4.9 199 37
Losing momentum 11422 1.4 391 86
Upcoming 14887 7.3 80 16
Retreating 31147 3.1 102 22
Concentration >100 Concentration <100
Growth Winning: Upcoming:

Italy, Austria, Portugal, Czech Republic, France, Greece, Spain, Hungary
Estonia, Lithuania, Poland, Slovenia,

Slovakia
Decline Losing momentum Retreating:
Denmark Germany, Luxemburg, Netherlands,

Finland, Ireland, Sweden, United Kingdom

Source: Eurostat/TNO

In Italy, the sector seems to be in crisis. Valddesl of the sector declined and the trade
balance went down steeply. The trade balancelisvsty positive, but the decreasing trade
balance indicates a steep loss of competitive poWe reason is that fast growth of imports
over exports. The general pattern is that in theSNdheap labour explains the gains in
exports over imports, whereas in the EU-15, espgdize EU 9, imports are stronger than
exports due to the rise in domestic demand. Contathe EU-15, the NMS have a positive

trade balance. Moreover, it has further improvemnf 1995 to 2006 in all NMS countries
under consideration.
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Table 5.5 Trade balance furniture and other industies 1995-2006

Trade balance 1995-2006
Million Euro 2006 Total abs. change 1995-2006
EU -2548 -7629
EU-15 -13462 -14587
NMS 10914 6958
Winning 11856 8650
Losing momentum 14568 -2404
Upcoming -2456 2242
Retreating -26516 -16117
Concentration >100 Concentration <100

Growth Winning: Upcoming:

Austria, Czech Republic, Estonia, HungaryGermany
Ireland, Lithuania, Poland, Portugal,

Slovenia.
Decline Losing momentum Retreating:
Denmark, Italy Belgium, Finland, France, Greece,

Luxemburg, Netherlands, Spain,
Sweden, United Kingdom.

Source: Eurostat/TNO

Table 5.6 Revealed comparative advantage furniturand other industries 1995-2006

Revealed comparative advantage 1995-2006
2006 Total abs. change
EU -3 -11
EU-15 -16 -21
NMS 79 22
Winning 59 62
Losing momentum 61 -20
Upcoming -31 9
Retreating -56 -31
Concentration >100 Concentration <100
Growth Winning: Upcoming:

Austria, Greece, Ireland, Portugal, Czech Germany, Netherlands
Republic, Estonia, Lithuania, Poland

Decline Losing momentum Retreating:
Italy, Denmark, Spain, Hungary, Slovenia, Belgium, France, Luxemburg, Finland,
Slovakia Sweden, United Kingdom

Source: Eurostat/TNO

As regards the revealed comparative advantage € Tab), it increased in four NMS while
declining in the other three NMS. In addition, tis¢ of the countries with increasing revealed
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comparative advantage included Austria, Greecearide Portugal, Germany and the
Netherlands.

5.2 Analysis of trade issues of relevance and importaedo the sector

Trade barriers in the furniture sectors are reddyivow, with a notable exception of the U.S.,

which levies anti-dumping duties of up to 198 patcen imports of wooden bedroom

furniture from China worth US$1 billion. In the EBimilar protectionist measures have been
under elaboration, but yet not implemented. Thisans that exports from low-wage

countries, and especially China, have been mourgnegsure on European and American
producers. Access to raw materials constituteadsantage for the furniture production; as
witnessed by the example of East European courgresented in Section 5.3.

5.3 Role of externalisation strategies (outsourcing andffshoring).

As mentioned before, trade data shows a tendemnggrtis relocation of furniture production
to developing countries. Many activities of theoguction process are being outsourced.
There is a tendency towards the disintegratiorerattiegration of the production process.

There is a common trend in the companies’ strategyutsource all the functions that are not
distinctive or core competences of the company. Gones understand that it is worth
focusing on their core competences and distinctvaue-added activities, while
subcontracting other services and products to &s¢ froviders. Thus, manufacturers often
take the contract-manufacturing approach insteadsaifing up their own facilities in
developing countries (Xat al, 2003). Two types of business strategy emerge:

product diversification (width): production of ade range of products increasing the
product offer, e.g., contract seats, sofas, oSeats, car seats, etc.; and

product specialization (depth): focus on a specgioduct developing its many
varieties by varying hue, finishing, materials,esizolour and dimensional ranges in
one product, e.g., sofas.

The IFM (2007) study reports an overall decreasgrofluction volumes for the EU high cost

areas except for the high quality market segmemssillustrated above, Asia sees largest
growth in production. Delocalisation brings abowotibnegative and positive effects for EU

producers. On the positive side, it helps the Etdg in high cost areas to lower production

costs and/or logistics, which allows for resouraagbitisation to make necessary investments
in marketing, retailing and research, etc. to e@éagher added value.

In the case of furniture ensembles for kitcheneffices, larger European manufacturers have
outsourced the production of components to neighbgwand/or new EU member states and
focus on the larger value added part, that is,gtleand the production of doors and tops. In
addition, outsourcing to the New Member States etpmpanies with market penetration in
the region. An increase in production volumes @ttleccurred in the low and medium cost
EU countries. Delocalisation is closely relategwpply of raw materials in combination with
low labour costs. The destination countries hagenbPoland, Czech Republic, Slovenia,
Slovakia, and Romania — for wood pieces, and Hyngad, increasingly, Turkey — for
leather items. There is some evidence that therfeagation of the EU industry slows down
delocalization, because of a lack of middle andiemanagers to carry out a major
restructuring.
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6 Regulation

The evolution of EU regulations pertinent to thenfture sectors over the last 15 years is
characterized by growing importance of the fourmsieas:

Consumer rights and labelling

Safety at work

Environmental issues, and

Product safety, mainly children’s furniture ancefivehaviour.

Environmental concerns have become overwhelminglyortant. The use of water paints,
powder paints, foams and polyaminates free of CfeCal examples of innovations carried
out by the furniture sector due to tightened envmental norms and regulations. Moreover,
uncertainties regarding EU legislation in the aoéanvironmental protection cause delays
and reductions in large investments and contribat¢he fact that the sector is involved
mainly in incremental innovation (IFM 2007).

Efficiency has become a major source of cost code to rising energy, water, and similar
costs. This has also spurred innovation processased at process improvement, process
redesign, and integration. However, these imprarem offer little potential in terms of
consumer added value.
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7 SWOT

The SWOT table is presented below. The furnituitosds an established sector with long
history, substantial technological advances andbéished markets. Nevertheless, it suffers
from high labour costs compared with emerging cditgrs in developing countries. The
furniture sector is an industry “in the throes atense global competition.” However,
globalization offers new opportunities for the secvia increasing demand for high-end

furniture in BRIC countries.

Table 7.1 SWOT furniture sector

Strengths

\Weaknesses

Mature and dynamic sector with high quality
technology and design

Substantial technological advances and
business model innovations in the last couple
decades

Established markets within and outside of
Europe

High labour costs in the EU-15 and growing labour
costs in the NMS

Needed upgrade in training infrastructure

Ageing labour force

Opportunities

Threats

Increasing demand (in general and in high
quality segment) with incomes rising

Increasing international demand in high-end
furniture in emerging markets (BRIC)

New products in line with lifestyle changes and
eco-furniture trends

Developing new business models and
customer relation systems

Need to adapt to competitive pressures, as
this is an industry “in the throes of intense
global competition”

International outsourcing and, to a smaller
degree, offshoring

However, protectionists tendencies

Further tightening of environmental and safety
regulations

Increasing cost of raw materials (wood)
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8 Drivers
8.1 Identifying sectoral drivers: methodology and apprach

The methodological framework as defined by Rodrsg{2907) serves as the starting point for
the identification of drivers. Rodrigues identifilsree main driver categories: economic,
technological and organizational drivers, with #o®nomic dimension representing the main
trends in demand and supply, the technological dgie@ covering the main trends in process
and product innovation (including services) and tinganizational dimension representing
main trends in job functions (conceptual, exec)tiidhe Rodrigues’ approach in principle

enables the identification of drivers, and espécsd at the meso (sector) and micro (firm or
company) level. The search and identification pdoce of drivers itself is less well defined,

however. Implicitly it is assumed that expert opmiand desk study are sufficient tools to
come up with a relevant and plausible set of dsi\athe sector level.

During the first stage of the project, a methodaaltool (approach) has been developed to
facilitate and help the identification and furthelimitation of Apart from expert opinion
mobilised and managed as discussion panel (in dasimanner as SWOT analysis is usually
organised), this approach strongly builds on thdifigs of existing foresight and other future
studies. By consistently linking the search fowvdrs with the findings in existing foresight
and other future studies, a more coherent andnabrecive methodology to finding sector-
specific drivers can be deploy@dhis so-calledmeta-driver’ approachof identifying main
sectoral drivers starts from a more generic listnadta-drivers derived from a literature
survey, and subsequently in a step-wise mannemdelthe drivers to a set of most relevant
and credible drivers. It does so by combining adégjexpert (sector) knowledge in a panel
setting. By subsequently asking the expert pansctoe the different drivers on a range of
characteristics, including relevance, uncertairyg expected impact (similar to a SWOT
procedure), a corroborated and conclusive listeota-specific drivers can be derived. The
meta-driver approach hence enables filtering ot siystematic and consistent way meso and
possibly micro (sector-specific) as well as the madeconomy-wide) trends and
developments judged relevant and important to ¢leeos, directly and indirectly.

The meta-driver approach includes the following fsteps:

Step 1. Drawing up of a list of relevant generiarata-drivers based on literature review and
expert knowledge (check-list: rows)

Step 2. Designing a list of key questions in orerdentify the sector relevance and other
properties of meta-drivers at sector level (chesk-tolumns)

Step 3. Filling in the check-list matrix: which raedrivers do matter most for the sector?
Step 4. Which drivers do matter most for jobs &killis®

Step 5. Does the tailor-made list herewith coveredévant sectoral drivers, i.e. are there any
sector-specific drivers missing (check on complessh

Arguments in favour of the use of the ‘meta-drivagpproach are:
The ability and opportunity to use the rich potahtf a multitude of already available
studies on drivers, determinants of change andrkeyls

® Common ways to rank trends and drivers are the TEHES(Demographic-Economic-Social-Technological-
Ecological-Political) and STEEP (Social-Technol@diEconomic-Ecological-Political) categorisatiof®r our
purpose, slightly altered DESTEP definitions areduto reflect the embracing dimension of analysis.
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Circumventing the risk of a too narrow focus on #eetor per se while acknowledging
sector-specificity, and avoiding the risk of anatggsectors as if they were isolated (cf
the difference between ‘general equilibrium’ andrial equilibrium’ approaches)
Guaranteeing overall consistency, coherence angletemess, as well as warranting a
same point of departure important across lots/secta.e. a way of integral assessment,
making sure that all important factors are systeraby taken on board.

An alternative and second way to arrive at a lishain sector-specific drivers of change is to
start with a SWOT and subsequently translating @pmportunities and Threats part into
sector-specific drivers. The SWOT is used as a toalerify and check the resulting list of
drivers. By combining the results of both the [métevers sector-drivers] and the [SWOT

sector-drivers] exercise a complete and considienbf sector-specific drivers can be
derived.

8.2 Identification and discussion of sectoral drivers

The main drivers of the furniture sector (rate8-4i0) are:
Outsourcing & offshoring;
Global / regional production networks (disperseadpiction locations, transport);
Counter-trend regionalism / protectionism;
Increasing market segmentation (tailor made praoduncinass customization);
Availability and price of other natural resource®¢d);
Environmental regulation; and

Security and safety regulation.

All these factors were discussed in the previogies.
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Table 8.1 Drivers furniture sector

Is this driver | How relevant [How uncertain Are Are Short, Are Are
relevant for | is this driver | is this driver Are substantial substantial | medium or | substantial | substantial
the sector? (for the sector?{for the sector? sgbstantlal impact impacts long run differences | differences
iImpacts expected on expected impact?’ expected expected
> expected on | employment on between between
s the volume of | composition? - (groups of) | subsectors?
S Driver emp|oyment? new skills? countries?
S
8
Y/N YIN Y /IN?
YIN YIN S M L
Y/N Scale 0-10 | Scale 0-10
Ageing - Adapt to the market N
demands of an ageing and
8 more diversified society
~ C
2 8 Ageing — declining labour force | Y 3 2 N Y Y N|lY|YIN N
58
<E
[}
© Population growth (birth and Y 7 2 Y N N N| N|Y!|Y N
migration)
— Income per capita and Y 7 3 Y N N NlYI|YI|Y Y
% household
C o
ugj Income distribution Y 5 2 N Y NlY|Y!Y Y
Outsourcing & offshoring Y 10 3 Y Y YIYIYI|Y Y
.§ Increasing global competition Y 7 3 Y Y Y YIYIY Y Y
I
% Emerging economies driving Y 5 8 N - - Nl Y| VYI]Y Y
5 global growth (new market
) demand, especially BRIC®
countries)

" Short = 0-3 years; medium = 3-7 years; long =yedars. All three categories may apply
8 |f necessary include footnote in cell with moregise info what differences are.
° BRIC countries: Brazil, Russia, India, China
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Is this driver | How relevant [How uncertain Are Are Short, Are Are
relevant for | is this driver | is this driver Are _ substantial substantial medium or | substantial | substantial
the sector? [for the sector?{for the sector? sgbstantlal impact impacts long run differences | differences
Impacts expected on expected impact?’ expected expected
- expected on | employment on between between
s the volume of | composition? - (groups of) | subsectors?
2 Driver employment? new skills* countries?
o
O
8
Y/N Y/N Y/ N?
YIN YN S M L
Y/N Scale 0-10
Global / regional production Y 9 Y Y Y YIYIY Y Y
networks (dispersed production
locations, transport)
Counter-trend regionalism / Y 8 Y Y Y NIYIYIN Y
protectionism
Is this driver | How relevant |How uncertain Are Are Short, Are Are
relevant for | is this driver Are . substantial substantial medium or substantial substantial
the sector? (for the sector?(for the sector? sgbstanhal impact impacts long run differences | differences
Impacts expected on expected impact?10 expected expected
> expected on | employment on between between
5 the volume of | composition? . (groups of) | subsectors?
I Driver employment? new skills? countries?
[
@)
11
Y/N VI Y/N Y I N?
Y/N Scale 0-10

9 Short = 0-3 years; medium = 3-7 years; long =years. All three categories may apply
™ 1f necessary include footnote in cell with moregise info what differences are.
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Increasing market segmentation | Y 10

(tailor made production, mass
customization)

Cultural values

Lifestyle changes Y 4

Y12

Increasing demand for Y 5
environmentally friendly /
organic products

Yl 3

Advances in IT impacting on Y 614
organizational structures & new
business models

Internet changing production Y 2
and consumption patterns (e-
business; etc.)

innovation

New types of work organisation | Y 3
(teams-based, sociotechnique,
etc.)

New/additional value-added N
services

Technology, R&D and product and process

Other (sector specific)

Availability (and price
developments) of oil and energy

ural
res
our
rpc

21 awn and leisure furniture; furnishing second heme
13 Eco-furniture.
4 Production processes and business models.
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Availability and price of other
natural resources

Institutional / Political

Trade and market liberalisation
(national level)

EU integration — deepening
(single European market etc.)

EU integration — broadening
(bigger domestic market)

Quality of institutions (judiciary,
transparency, lack of corruption,
viable business climate,
structural rigidities)

Labour market regulation

Environmental regulation

Security and safety regulation

Y15

15 Such as consumer safety regulations.
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Special addendum: the EU Jewellery Sector

1 Introduction

The jewellery industry is based on mining of gems® and metals (gold and silver).
Diamonds are probably the most famous product f $lector. Distinctive for jewellery
manufacture is the strong increase in value added takes place when the actual raw
materials are processed into the end-product. Bhee\chain for jewellery provides a typical
example of a global value chain with most of the maaterials mined in developing countries
while upstream activities and consumers are maougted in developed countries.

2 Structural characteristics of the sector: the pasand the
present

2.1 Work organisation issues

Workers in the industry range from the highly-sdll (in trades such as gem-cutting,
jewellery design, model making and so on) to thekilled with the latter being found
especially in firms that operate towards the loemd of the market where craftsmanship and
quality tend to give way before strong pressuredttoosts. Given the trends towards design-
based competition it may be expected that highijesk jobs will become increasingly
important for the European jewellery industry.

2.2 Industrial relations
European producers of jewellery operate withingteay of the following networks:

Industry associations: representing manufactutauniion suppliers, casting houses,
diamond and gem dealers, designer jewellers, sinigns, craftsmen and women,
equipment suppliers, wholesalers, galleries, imterretailers and traders. These
industry associations are nationally organized.ukogean-wide jewellery association
does not exist.

European Jewellery Technology Network: This is twoek of research organizations
and SMEs to facilitate research and technologystearto upgrade the innovativeness
of the industry.

Gemstone mining is comprised of distinct diamond aon-diamond sub-sectors. Diamond
extraction is mainly done through large-scale nuartimat is highly mechanized. The corporate
network of the South African De Beers company ithatapex of the diamond industry with
mining operations but also downstream activitieghsas branding and end-consumer
marketing. Today, De Beers sells about 45% of aligh diamonds and its share of
production by mining is about 40% (The Economifd0?). The company more or less
orchestrates the global value and supply chaidlitononds and has a considerable impact on
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the overall industry. Annually De Beers holds tetes in Antwerp, London, Lucerne and
Johannesburg at which their diamonds are soldstagproximately 120 clients (i.e. diamond
polishers and dealers). Under the name of DTC (BraimTrading Company) De Beers is
also very active in marketing diamond jewelleryotingh cooperation with diamond polishers
and dealers but also by teaming up with luxury golacind companies. The diamond district
of Antwerp is the most important diamond distribaticentre is the world comprised of 4
exchanges and 1500 diamond companies.

Other gemstone supply chains are less concentmtemichestrated by single actors. The
majority of non-diamond gemstone mines are smal;¢ost and widely dispersed in remote
regions of developing countries. In general theg¢hmain stages of production (see above) are
connected with one another in varying degrees dfcat integration and disintegration. A lot
of subcontracting of detailed tasks occurs in tidustry. Various service providers offer a
wide range of inputs: machinery repair, securitytesns, courier services, bill factoring, and
jewellers’ findings (Scott, 1994).

Traditionally, the jewellery retail sector is suigpl by a large number of disparate suppliers.
The supplier-retailer relationship can be charamtedras short-term focused and arm’s length
based on price. Major retailers may have about@B0ete suppliers and up to 200 occasional
suppliers (Macfarlane, 2003). As a result of contipet pressure from low-costs economies,
there has been a tendency for design-led and bidaswjgpliers to look for exclusive retail
deals. Surviving jewellery firms have moved awagnir competing on price towards non-
price based competition. The push for closer retalpplier relationships is clearer at the top
end of the market where suppliers are placing nog@rtance on branding. At the upper
ends of the market, more consumers opting for tiestige, design and image of branded
goods in jewellery. Producers, who are brand owmatber than retailers, tend to take the
lead on marketing. Branding tends to be linkeddsigh, innovation, quality and reputation.
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3 Mapping of the value chain jewellery sector

Gems Metals
extraction extraction
trading trading

Il 1l

processing processing

Il 1l

trading trading

manufacture

iL Jewellery
wholes_ale

Il

retall

Source: adapted from Macfarlane et al. (2003)

Specifically in terms of jewellery manufacture,d@rbroad stages can be distinguished (Scott,
1994). First the rough gemstones are cut and palisBecond, precious and semi-precious
metals are wrought into different shapes by cuftstgmping or casting: these shapes may
then be plated or treated in some way. Third, thlieand polished gemstones are set into place
in the metallic settings and the final pieces afgtery prepared for display.

The jewellery industry is characterized by the féett most of the value added takes place
downstream of the value chain.
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Source: The Mining Journal (2006)

4 Sector dynamics and the role of technological chaegR&D
and innovation

Jewellery manufacturing as a whole is markedly lmbotensive and technologically
unsophisticated (Scott, 1996). Nonetheless, proamluahachinery for jewellery cannot be
disregarded as an important input in the productimtess. This machinery refers to tasks
like manufacturing of precious metals, the recov@rgshes and scums, scales, stamps, etc.

5 Trade, globalization and international competition

5.1 An overview of international competition

In Europe, lItaly, the main producer of jewelleryesats market position falling due to cost
disadvantages. The three major clusters are lodat¥itenza, Arezzo (both gold jewellery)
and Valenza Po (gems/precious stones). Producéne Micenza area appear to have suffered
less in the last few years, mainly because theg@@tomated that labour costs are less of an
issue. The Arezzo manufacturers have been hit lydayiow-cost overseas competition from
China, India, Thailand and Sri Lanka. It seems tmhpetition through design will be the
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only viable competitive strategy for jewellery méature in Italy. A precedent can be found
in Germany (see below).

5.2 Analysis of trade issues of relevance and importaedo the sector

Europe is typically an export destination for jelesl producers from low cost countries such
as China, India, Thailand and Sri Lanka next tollse Export from Europe to these countries
faces tariff barriers resulting in price increas€$0-70 percent. However, cost disadvantages
make competition outside non-price based nichehagld-end markets not really a realistic
option anyhow.

5.3 Role of externalisation strategies (outsourcing andffshoring).

A decade ago German producers decided that higbutabosts no longer make the
production of jewellery sustainable in Germany.aAsesult, output was fairly steadily moved
abroad especially to Thailand (Meader, 2002).

6 Regulation

Regulatory issues in the jewellery sector mainligrr¢o conflict diamonds issues and the
Kimberley process. At present the industry is inedl in two certification schemes with the
objective of verifying the source of a stone, tlhgreensuring that stones from ‘conflict’

sources or resulting from money laundering or oilieit trade do not find an outlet. The

Kimberley Process is probably most well-known angpartant. This issue relates to the
aforementioned increase in importance of brandinthraputation in the jewellery industry.
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