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Map of China with 13 participating cities

Purpose of the activity

In 2011, United States exported $364 million of hardwood products to China, a 33-percent increase from
2010. China has been the largest importer of U.S. hardwood products since 2005. Guangdong Province
accounts for about 30 percent of China’s total import volume/value of U.S. hardwood products. Main
users of these products include manufactures of furniture, flooring, doors and veneer plywood
producers.

Species exported to South China include red oak, walnut, yellow poplar, alder, white oak, ash, cherry,
hard maple, hickory and pecan.

In the past ten years, ATO Guangzhou has assisted the American Hardwood Export Council (AHEC) in
organizing and supporting technical and design seminars geared toward local wood users, architects and
interior designers. However, the booming housing market has presented new marketing opportunities for
U.S. hardwood exports especially in frontier city markets known as secondary and terciary markets (or
2" and 3" tier cities) and ATO Guangzhou cooperated with AHEC to further increase market shares in
South China and nationwide.

The economic slowdown has posed export burdens on China since its economy relies vastly on its
export markets in the United States and the European Union. However domestic consumption power is
awakening. In 2009, China’s residential projects accounted for a total area of 84 billion square feet
including 38 billion square feet in urban cities and 46 billion square feet in the countryside. Total
flooring production in the first nine months of 2010 was estimated at $7.84 billion. China’s overheating
real estate market is a result of limited investment options available to China’s residents. Because a
home is the most popular asset for average citiezens, the home furnishings market has exploded with
seemingly unlimited branding opportunities for U.S. hardwood exporters eager to capture the attention
of local consumers.

Research conducted by McKinsey revealed that Mainland China would account for over 20 percent of
the world’s luxury goods market by 2015. U.S. hardwood should reach this vast consumer group and tap



into China’s estimated $27 billion luxury goods market. While most city dwellers are willing to spend
all their savings on an apartment in the city, China’s home owners are not familiar with the quality or
features of U.S. hardwoods. Better home furnish can enhance the quality and condition of their newly
purchased homes. On the other hand, each city has many retailers that are marketing a wide range of
home decoration materials and branded products to new home owners leaving consumers to rely on
word of mouth or advertisements. Exclusively in China’s first tier cities, online retail is another avenue
for sourcing home furnishing materials. The retail channel is ready for high quality U.S. hardwood
products, although local consumers have yet to link U.S. hardwoods to elegance, quality or comfort.

Though past AHEC activities have mainly focused on designers; since 2011, ATO Guangzhou has led a
new national campaign targeting the consumer and retail side of the equation to increase the sales of
U.S. hardwoods. This new method of U.S. hardwood promotion in Mainland China has proven to be an
enormously effective formula to increase overall exports, sales, consumer outreach, and branding at the
1%, 2" and 3" tier cities. The promotion also saved AHEC close to $2 million U.S. dollars in industry
and taxpayer funds by testing out the retail market for U.S. hardwoods with our national promotion. In
2012, ATO Guangzhou’s national level promotions brought U.S. hardwood to consumers in 13
secondary and terciary cities. An unprecendent accomplishment in this segmented market.

1. Project Objectives:

e Create a positive image of U.S. hardwoods among local consumers

e Enhance brand awareness of U.S. hardwoods (amongst the trade, retailers, and consumers)

e Increase retail sales of U.S. hardwoods in China by 10 percent.

e Educate retailers and consumers on the advantages of furnishing their homes with high quality
U.S. hardwood products

e Explore market potential, gather intelligence, and provide further market information and
outlook for the U.S. hardwood industry and AHEC

Actual Results and Outcomes

a. The promotions were held in 13 second & third tier cities and reached out to a large population
in Mainland China. The promotion also created a positive initial image that would AHEC to
follow up future branding and consumer education campaigns for U.S. hardwood products in
China’s booming retail home furnishings sector.

Number | Province | City Population in city center (in millions)
1 Yunan Kunming 2.25
2 Sichuan Chengdu 4.50
3 Xian Nanchang 1.95
4 Anhui Hefei 2.01
5 Henan Zhengzhou 3.15




6 Liaoning | Shenyang 4.60
7 Shandong | Qingdao 3.15
8 Hebei Handan 2.00
9 Jiangsu Nanjing 5.25
10 Hubei Yichang 1.03
11 Hebei Qinhuangdao | 0.80
12 Guangxi Liuzhou 2.30
13 Shandong | Jinan 3.00

b. After two consecutive years of national retail U.S. hardwood promotions, in 2012
China’s imports of U.S. hardwood lumber reached a record high of $560 million, a 16-
percent increase. (Source: U.S. Bureau of the Census Trade Data). These sizeable sales
increases were supported by these promotions.

c. U.S. hardwood flooring is now available in 13 key second and third tier cities in the
North, West, East and South China.

d. U.S. hardwood flooring (in particular red oak) has become the top choice for
sophisticated local consumers in 1% tier markets (Shenzhen, Guangzhou, Shanghai and
Beijing).

e. Local retail partners and manufactures that want to continue developing the retail sector
are keen to work with AHEC on 2013 retail promotions.

Recommendations

It is forecast that China will account for nearly 50 percent of the world’s new building construction by
2015.

While China maintains its steady economic growth, consumers will be increasing thier living standards
to include following lifestyle trends and exploring new home furnishing styles and fashion. The
diversity, sustainability, versatility and aesthetic appeal of U.S. hardwoods are well suited for local
consumer tastes. There are also socially conscious consumer trends emerging that focus on
environmentally friendly architecture and interior design.

In addition, China is enforcing new national standards for green building development projects including
the introduction of “Green Building Designs” and “Green Building Labels for operational efficiency”
standards. These standards offer opportunities for sustainably harvested U.S. hardwoods. AHEC would
be wise to lead U.S. wood exporters to participate in this new model of promotion in the China market.

Consumers in China believe that wood furnishing is healthier than cement decoration because it
provides a feeling of natural harmony and balance with the elements. Wood is an element that Chinese



value. China's young urban professionals respond well to environmentally safe, sustainable causes such
as the LOHAS (Lifestyles of Health and Sustainability). Wood furnishing would fall in this category.
We have seen in other sectors such as fashion, nutrition, health products, and travel trends that strongly
indicate that consumers enjoy the feeling that they are contributing to a healthier lifestyle and are being
environmentally friendly in their consumption patterns.

More specific recommendations on the China market:

U.S. wood exporters should work with their local partners and AHEC to organize more
promotions at the retail level

U.S. wood retail promotions should be expanded from flooring to include furniture, cabinet and
other wood decoration materials

AHEC should consider switching their seminar/exhibitions mode of operation and focus on
building local consumer demand for U.S. hardwood products

Continuous education, trainings and promotions should be organized with different wood
importers/users to sustain the U.S. brand image

A U.S. hardwood brand should be developed by AHEC to carry out further retail promotions and
support a greater understanding of U.S. hardwoods within the trade.

Costs/Revenue

a.

Provide total FAS expenditures by budget source (e.g., CSSF, 12X, Section 108, EMP,
Cochran, etc.) : CSSF $20,000

b. If applicable, list 3" party contributions by source, using estimates if final invoices are
unavailable: Nature’s contribution: $790,000
|Budget Source | Costs ]Revenue
ICSSF Funds reservation number | $20,000| $20,000
Nature $790,000 $790,000
| Total $810,000 [$810,000
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Advertisements for U.S. woods retail promotions
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Media reports generated in support of U.S. woods retail promotions
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