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A Value Creating Combination

The tidal wave of imports
from China has generated
lots of hand wringing about
the death of the U.S. econ-
omy. Pundits argue that
the resulting decline of our
manufacturing base will
mean a steady decline of
U.S. standard of living.
Without manufacturing, they
say, we cannot create
wealth.

Manufacturing is indeed a
wealth creator when the
cost of inputs is less than

a product’s selling price.
Today’s economy, however,
shows us that other means
exist to create wealth. One
of those methods is com-
bining U.S. innovation with
low cost, foreign production.

Apple Computer’s iPod is

a great example. The iPod
is a personal jukebox — a
clever, portable hard drive
on which its owner can
download thousands of
songs and photos. The
concept of a portable digital
music player was not new.
But Apple commercialized
the idea by designing a unit
to enhance the user’s
experience and building it
overseas using outsourced
components — a Sony
battery, a Toshiba hard
drive, and a Pixo operating
system.

After its introduction in
October 2001, Apple set
about adding new models
and features. One of those
features was content via its
iTunes Music Store, an
on-line source of legal
downloads at $.99 a song.
Users could now customize
their iPod simply and legally.
By June 2003 Apple had
shipped its millionth unit, and
the product had reached the
tipping point. By March 2005
worldwide sales totaled 15
million units.

The iPod combines Apple’s
U.S. based innovation with
offshore, third party manufac-
turing in China and Taiwan.
This strategy enables an af-
fordable price that along with
cheap content has driven
Apple’s revenues. The iPod
now contributes one-third of
Apple’s $11 billion sales.

So what has the iPod meant
for Apple and the U.S. econ-
omy?

® Apple has generated $1.2
billion in gross margin and

added 2,000 jobs since
iPod’s introduction.

® Retailers have generated
another $1.7 billion in gross
margin through sales that
supported thousands of jobs.

® Apple’s stock price has
quadrupled since 2002
adding $23 billion to the
company’s market capitaliza-
tion and to shareholder net
worth.

That's real value creation!

Bottom Line — Real wealth

is created when you build
companies on profitable
products and provide returns
to company owners. Such

a feat requires innovation

in design and process —
American specialties. As
long as the U.S. maintains its
creative edge, our economy
will continue its miraculous
run. Offshoring is not the
end of the American dream.

Art Ragwuovwl
President
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Technology Deficit

Innovation that develops
products like Apple’s iPod
requires the combination

of technology and smart
people. Major components
in this formula are research
and education in science
and engineering. How is
the U.S. doing in these key
areas?

B Federal funding for re-
search has been flat for the
last 20 years — Federal
investments in science re-
search as a percentage of
GDP has fallen by half since
1970.

B Graduate level enroliment
in science and engineering
is down by 20% since 1993
— Fewer foreigners are
studying here given the im-
proving educational oppor-
tunities in their home
countries.

Our universities have al-
ways provided fertile ground
for innovation. MIT alone
has created 5,000 new
companies in the last 50
years. Without adequate
funding such development
at our great institutions will
decline to our disadvantage.

Already our competitors in
Asia and Europe are gaining
in research and education.
In China R&D spending
rose by 350% over ten
years, and five times the
number of science and
engineering Ph.D.s were
produced. South Korea
cranked out 150% more
Ph.D.s while spending
220% more on research.

“Federal investments in science research

Our

The results are counted in
U.S. patent applications
and scientific journal arti-
cles. Between 1991 and
2001 the number of appli-
cations from China and
South Korea jumped by
400%. The U.S. share of
articles fell from 39% to
31% from 1986 to 2001.

Companies like IBM are
increasingly concerned
about undergraduate edu-
cation. Enrollment in North
American computer science
and engineering programs
has declined for four
straight years, falling 10%
in the last year alone. Yes,
the bursting dot.com bubble
hit these tech jobs hard.
Plus many lower-level
programming jobs are now
in India and China. Buta
continuation of this enroll-
ment decline will ironically
lead to more offshoring as
the pool of skilled develop-
ers/programmers tightens.

For its part IBM has
stepped up its support of
universities with donations
of software and staff exper-
tise. In a partnership with
the University of Arkansas,
the company is creating a
program for students seek-
ing tech jobs at Wal-Mart.

But the real job falls to gov-
ernment. Innovations like
integrated circuits, lasers,
the Web, GPS, and hybrid
cars take years to perfect
and commercialize. Only
the government, under vi-
sionary leadership, has the
perspective and risk toler-

as a percentage of GDP has
fallen by half since 1970.”

ance for such long-winded
research.

Plus you cannot forget pri-
mary and secondary educa-
tion. Schools must recog-
nize the requirements for a
basic science education
combined with skills in crea-
tivity and teamwork. Along
with the basics, tomorrow’s
employees must be able to
dream, see the hig picture,
work in teams, and question
the status quo. Many ex-
perts contend that today’s
educational process is not
the answer for tomorrow’s
challenges.

Quote...

“When sloppiness
occurs, blame rests
with you, the leader,

Bottom Line — Opportunities
for U.S. workers depend

on creating new jobs, not
protecting old ones. The
foundation for such creation
is research in science and
engineering combined with
the solid education of our
citizens. To ensure that
future new jobs reside in
the U.S., you must kick
start both our research and
educational efforts. Get
involved. It's your future
too.

not with your team.”
John Wooden

Sources: Wall Street Journal,
4 May 2005; USA Today,

23 May 2005; Herman Trend
Alert, 20 April 2005




“Shipments to Europe and the Far East will be

healthy for the remainder of 2005.”

w
Golf q
Quote...
“Golf is played as
much with the mind
as with the hand.”
Andra Kirkcaldy

Philosophy .!

Quote...

“You can't see the

future through a

rearview mirror.”
Peter Lynch

North American Hardwoods\ |

Our friends at Hardwood
Review are, on balance,
optimistic about 2005.
Here’s a summary of their
opinions...

B Flooring — Healthy home
building and remodeling will
continue driving solid de-
mand for hardwood flooring.
Imports, engineered floor-
ing, and non-wood floors are
eroding domestic producers’
market share. However,
lower costs for Red Oak will
enable these plants to price
for volume and still regain
profitability.

B Wood Furniture — Ship-
ments from domestic wood
furniture plants grew 4.2% in
2004, the first gain since
2000. However, imports
jumped by nearly 14%.

B Kitchen Cabinets —
Strong remodeling will help
the cabinet industry weather
a slight downturn in new
homebuilding. Record
prices for Hard Maple will
force some cabinetmakers
to substitute Soft Maple.
Expect more importing of
components.

B Moulding & Millwork —
Due to imports, usage of
U.S. hardwoods in this sec-
tor will remain flat for the
balance of 2005. Close-
grained woods like Poplar
and Soft Maple will outper-
form the Oaks.

B Wood Components —
Creative component produc-
ers are entering new mar-
kets to replace earlier de-

for

pendence on furniture.
Plus the cabinet industry
will maintain strong pur-
chases from specialist door
makers.

B Low-Grade User Mar-
kets — A strong domestic
economy will buoy demand
for pallets and railroad ties.

B Exports — Shipments to
Europe and the Far East
will be healthy for the re-
mainder of 2005. North
American hardwood exports
to China are finding lots of
competition. While China is
the second ranked destina-
tion for U.S. hardwood lum-
ber, Russia, Malaysia, and
Indonesia along with Brazil,
Burma, and Cambodia are
big suppliers too.

The outlook for important
species...

B Hard Maple — Demand
for this in-vogue species will

The Outlook
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remain strong in spite of
record prices.

W Cherry — Prices will firm
as users re-enter the mar-
ket.

B Poplar — Higher prices
are expected in this wood
due to demand across the
grades from the moulding
and millwork sector and
export buyers.

B Oaks — The bottom of
the Red Oak market ap-
pears near. Demand for
White Oak is lackluster.

W Hickory/Pecan — De-
mand from the cabinet in-
dustry is keeping prices
firm.

Source: Hardwood Review,
1 April, 15 April, 22 April, and
6 May 2005

Build It Right Continued

Some light-hearted, yet honest additions to our advice on
project management in the last issue of TWWM...

B The person who says it will take the longest and cost
the most is the only one with a clue how to do the job.

B There are no good project managers - only lucky ones.
Remember, the more you plan, the luckier you get.

B If you don't know how to do a task, start it anyway.
Afterwards ten people who know less than you will tell

you how to do it.

B If everything is going exactly to plan, something
somewhere is going massively wrong.
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Avoiding

“Staying out of court requires attention
to details...”

All previous issues
of The Wood World
Monitor can be
found at our web
site:

http://
www.raymondnet.com

Any issue may be
downloaded in
Adobe PDF format
for easy printing.

According to Workforce
Management magazine,
employee lawsuits most of-
ten result from anger over
perceived mistreatment.
Managers at every level
from the corner office to the
plant floor can unwittingly
cause workers to feel misled
or unfairly treated.

How can you avoid such a
result?

1. Train your managers in
handling difficult situations
and conducting performance
reviews.

2. Follow company policies
that define management
expectations and discipli-
nary actions — Always disci-

pline with a clear explana-
tion for the action.

3. Don't reward underper-
formance — Such action
actually reinforces poor per-
formance and sets a prece-
dent of inconsistency.

4. Be specific with criticism
— Avoid using subjective
adjectives like lazy or inex-
perienced. Use quantitative
measurements where pos-
sible.

5. Address problems imme-
diately — Don’t accept poor
performance. By doing so
you are simply lowering
your expectations.

6. Document any instances
of unacceptable perform-
ance — Written reports are
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Employee Lawsuits

powerful evidence.

7. Watch for unacceptable
conduct — Permitting offen-
sive jokes, emails, photos,
and such can lead to
charges of age, sexual,
disability, or racial harass-
ment.

8. Tell the truth — Honesty
is always the best policy.

Bottom Line — Staying out
of court requires attention
to details like formal em-
ployment policies and
timely, well-documented
performance reviews and
don't forget to set perform-
ance expectations and
inform workers of their
results.



