1
U.S. Stationery Company, Inc./Mini-Diagnostic Survey and Adjustment Proposal 
Page 1

INDUSTRY INFORMATION

1.
Organization and Market Size
U.S. Stationery Company, Inc. competes in the highly competitive market of fine stationary and horticultural gift products.  Its particular area of expertise is social stationary, packaging of products and printing.  The product lines are decorative promotional stationary, novelty paper products, memo pads, organizers and two-year planning calendars, and horticultural gift products.  The horticultural gift product line brand named “Simplegrow” consists of a printed four-color cardboard display package with a flowerpot, soil and seeds inside the package.  The company’s main skill is the painting of attractive four-color designs, packaging and assembly.  The creative design (cosmetic) is critical to attract the consumer.

There are a large number of different domestic and foreign manufacturers, who manufacture competitive products to U.S. Stationery Company, Inc.  There are at least four major domestic competitors, and literally hundreds of smaller domestic competitors.  Also, foreign competitors, particularly from the Orient (Mainland China and Indonesia) are increasing factors in the marketplace.  Based on important data from the National Trade Data Bank, imports of letter, note, and greeting cards totaled over $151,260,000 in 2001.  If stationary is added to this total, the import market size is over $300,000,000.  Imports are estimated to be almost 50 percent of domestic sales.  Therefore, U.S. Stationery Company, Inc. estimates the domestic market for its stationary product line to be approximately $650,000,000 per year, and growing at the rate of GNP.  The market for horticultural gift particles, similar to that made by U.S. Stationery Company, Inc. is more difficult to estimate.  Management estimates it to be approximately $500,000,000 per year and growing at a rate of 3 to 4 percent annually.

2.
Import Impact
The countries with the highest level of imports into this industry are Mainland China and Indonesia. Mexico and Canada are also major competitors, but less so then Far Eastern manufacturers.  Imports are gradually increasing their share of the domestic market and have grown to approximately 45 percent in 2001.  With service becoming an increasingly important factor for success in the marketplace, it is believed that domestic suppliers have an advantage over foreign competition due to proximity to the market.  However, large importers that inventory product in the United States negate this advantage, to a great extent.  Lower priced imports for high volume products continue to capture market share.  These products are of comparable quality to domestic products.  As a result, the sales levels, profit margins, and employment levels of domestic manufacturers are under heavy pressure from foreign manufacturers.

3.
Basic Materials
The essential materials for the manufacture of U.S. Stationery Company’s product line are various grades of paper and cardboard.  This includes coated book paper, different grades of bond paper, and different weights and finishes of cardboard.  The company also buys a wide variety of printing inks.  For the horticultural product line in addition to the needed paper, and cardboard and inks for printing, the company buys planting soil and seed in bulk, as well as plant pots.  All needed materials are available from a wide number of vendors.  There have been no delivery problems nor are any anticipated in the future.  Prices have been stable and are projected to remain so in the foreseeable future.

4.
Principal Types of Competition
Many foreign and domestic competitors can and do manufacture products of similar quality.  The desire for retailers to reduce inventory levels has led to the development of quick response capabilities by domestic manufacturers.  Because of distance and shipping costs, this is one area where domestic suppliers have an advantage over imports.  Large importers that inventory product in the United States negate this advantage to a degree.  U.S. Stationery Company’s product lines, to a great extent, are considered mature, moderately to low priced commodity items that are difficult to differentiate from competitive items.  Therefore, pricing is important.  Also, new product design and development is critical to securing distribution.  New product development is almost exclusively the development of new, attractive graphics that are consistent with changing consumer tastes.  It is essential to obtain distribution at retail.  The brand name of the manufacturer is not important, rather, the brand name of the retailers (usually a large chain such as Walgreen’s, CVS, or Family Dollar) is what dominates the market.  These large chains put great pressure on prices.  The consumer is more influenced by the retailer in the ultimate purchase of the product than by the manufacturer.  Nevertheless, to penetrate large accounts, manufacturers must provide attractive packaging, rapid and reliable delivery, strong service, a complete product line, and competitive pricing.

5.
Principal Technology

The technology to print on paper or cardboard, die cut, and fold the items to the requisite shape and assemble kits is well known, and readily available on a worldwide basis.  While the capital equipment for printing is expensive, a large number of domestic and foreign manufacturers have made this investment.  The needed labor skills are readily available on a worldwide basis or can be quickly taught.  Direct labor costs are the second highest cost incurred by the company.  The wage scales and related fringe benefits of foreign competitors are substantially below those of domestic manufacturers.  This is a major advantage since the market is highly price competitive.  Foreign competitors also benefit from not having OSHA or EPA regulations and low administrative costs.

6.
Changes in the Marketplace

· Imports have steadily increased their share of the domestic market and now have an estimated market share of 45 percent. 

· With the dollar appreciating in value compared to most foreign currencies, domestic manufacturers must improve productivity to offset an increasing exchange rate disadvantage. 

· New product introductions (usually cosmetic changes to existing products) offer manufacturers the opportunity to increase sales volume.  However, successful new products can be rapidly copied by competitors.

· The large accounts such as mass merchants discount drug chains and department stores have successfully driven out smaller chains and independent retailers.  They use their large purchasing power to negotiate optimum prices from their suppliers.  The large chains will frequently send buying teams offshore to negotiate the best prices possible.

· New product development consistent with fashion changes, and trends in color and style are important for market success.

· Obtaining distribution with large chains and display at retail is critical for market success.

· Several domestic competitors have exited the market due to a combination of slow economic conditions and increased foreign competition. 

