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Abstract

The paper attempts to identify problems, resulting from the recent trends and challenges before the furniture manu-
facturing on the world market it characterizes the state of the art, trends, challenges and respective policies in the manu-
facture of the furniture, consumption, import/export, and cost structure of furniture production, availability of raw materials
and components, labour cost, investment in technology machinery, R&D, innovation and design on the world market. In
conclusion the paper draws some recommendations how Bulgaria’s innovation policy could respond to the contemporary
challenges for sustainable furniture manufacturing development.
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Introduction

The furniture sector has traditionally been a re-
source and labour-intensive industry characterized
by the co-existence of both local craft-based firms
and large volume producers. Following the crisis, the
global furniture market is now backing to a growth
path. Market opportunities are developing in different
areas of the world, with emerging markets, where
disposable income is increasing fast, playing an im-
portant role alongside the large traditional markets.
As it is unlined in the 2008 Commission Communi-
cation on innovative and sustainable forest-based in-
dustries in the EU these industries are competitive at
the global level, but are currently facing several chal-
lenges. These include — among others — growing
global competition, the availability of energy and
wood supplies, and the role of the sector in limiting
climate change. Based on the analysis of data from
official resources of the European Commission the
paper attempts to indentify the challenges Bulgarian
policy has to responds to.

1. Importance furniture manufacture economy

The furniture sector as a whole has lost im-
portance within the EU economy in the last decade.
The number of active companies fell from 135,000 in
2003 to 126,000 in 2011 and the number of employ-
ees from around 1,200,000 in 2003 to 920,027 in
2011. The share of furniture production over the total
manufacturing sector is in the range of 1.4%, de-
creasing over the last decade.

In addition, EU furniture production saw a sharp
contraction during the crisis, with some recovery in
2010 and 2011 and a slight reversal of trend again
in 2012. As a result, the value of furniture production
is almost the same as it was ten years ago. However,
within the EU, some countries are growing rapidly in
terms of production value and others are lagging be-
hind because of structural factors or as the result of
the recent economic slump.
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Access to sustainably-sourced raw materials,
the cost and complications of harvesting wood in the
EU, price increases driven by competing demand
(e.g., from the bio-energy sector), comparatively
higher energy costs in the EU and a more complex
and demanding policy environment affect all seg-
ments of the value chain, including the furniture sec-
tor.

The increasing competition that global furniture
producers are facing has drawn the attention of pol-
icy-makers to the possible absence of a level-playing
field at the global level, to the detriment of EU pro-
ducers. While these considerations apply to several
sectors, they are even more pertinent for those that
are highly dependent on a global and fragmented
value chain.

2. Fragmented value chain

Firms designing, manufacturing and shipping
products in large quantities (particularly, but not only,
in the low and middle-price ranges) are leading play-
ers and took advantage of their large scale and the
availability of huge capital resources to invest in or-
ganizing their production and logistics in order to
penetrate foreign markets.

On the other hand, larger firms find it conven-
ient and profitable to outsource and fragment their
activities into many functions carried out by different
actors in different locations, and small and medium-
sized enterprises are increasingly relying on them for
their access to markets.

The importance of SMEs is relatively high in
niche market segments, primarily for high- end, cus-
tom made and design-led products. Overcoming dif-
ficulties related to small company size was one of
the factors underlying the development of cluster ex-
periences in the furniture sector.

The EU furniture sector is predominantly made
of SMEs, with around 85% being micro enterprises



SUSTAINABLE FURNITURE MANUFACTURING CHALLENGES ON ...

(fewer than 10 employees) and another 12% of com-
panies being small (10 to 49). Medium-sized compa-
nies account for 2%.

The Bulgarian furniture manufacturing is still
performing better than other traditional manufactur-
ing areas. On other hand, it has constantly con-
tracted over the last decade and the value of furni-
ture production in 2012 was almost at the same level
as ten years before. Furniture production in Bulgaria
in 2012 is 266 € million, 0.0% of EU total with 2.6
percentage of average growth rate (2003-2012). In
2011, about 21,000 workers were employed in ap-
proximately 2,200 firms belonging to the manufac-
ture of furniture in Bulgaria. For the last decade the
number of employed is still decreasing after 2007,
when they are 27,352, while the number of enter-
prises is increasing and becoming 2,407 in 2009 and
then they are decreasing. In 2011, the sector’s pro-
duction amounted to more than € 240 million with a
value added of nearly € 100 million, while in 2003 the
respective indicators amount respectively — 212 and
45. A tendency of further fragmentation has been oc-
curred in the case of Bulgaria during the last 10
years when the number of enterprises is almost dou-
bled, while the workers in the sector are increased
about 10%.

The semi-finished wooden products represent
the upstream segment of the value chain. In 2010,
this forest-based manufacturing industry in EU in-
cluded 184,000 enterprises and employed 1.05 mil-
lion people, i.e. 0.8% of total non-financial employ-
ment.

3. Low level of consumption

Total world furniture consumption grew from €
226 billion in 2003 to a peak of € 281 billion in 2007,
before decreasing as a consequence of the reces-
sion. Growth resumed in 2010.

The Bulgarian furniture market is slowly recov-
ering and constantly opening up. Bulgaria takes
0.2% of the EU market. Average growth rate 2003—
2012 is 0.5% (0.0% for EU 28). Consumption per
capita is the lowest in EU28. In total in 2012 the con-
sumption in Bulgaria (154 € million) was still below
the pre-crisis level (284 € million), while the produc-
tion has reached it (268 € million). Furniture con-
sumption in 2012 is 54% of its volume in 2008 and
respective furniture imports — 59%. For EU 28 coun-
tries those share is 84% and 93%. Consumption
reached € 347 billion in 2012, well above pre-reces-
sion levels.

In Bulgaria there is no clear tendency of in-
creasing consumption after the crisis. The level of
€ 286 in 2008 is not reached (€ 154 in 2012). In other
words, Bulgaria recovers slower than EU 28.

The advent of the Internet and e-commerce has
also added another dimension of understanding the
consumption. According to Eurostat data, more than
four out of ten EU consumers (44%) have purchased
goods and services over the Internet in the past year.
Since 2004 the proportion of Internet shoppers has
risen to 44% from 20%. Online shopping remains
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largely domestic, i.e. consumers are more likely to
purchase online from national sellers/providers
(41%) than from sellers located in other EU countries
(11%). However, e-commerce is the most common
form of distance shopping and has been growing
steadily since it was first measured in 2004. The re-
sults at country level reveal that consumers are most
likely to buy online in Sweden (74%), the UK (73%)
and Denmark. The lowest levels of online shopping
are recorded in Romania (5%) and Bulgaria (9%).

4. Integration in EU market

Bulgaria operates in the global context and pur-
chases furniture items for the domestic market and
sells its production to other countries. Ten years ago,
furniture exports to exceeded furniture imports al-
most 3 times. Similar is situation in 2012 when the
ratio is 2 times.

Market sources for Bulgaria are dominated by
foreign, mainly of European origin ones. Share of na-
tional production out of total consumption is 25%.
Share of imports out of total consumption is 75%,
which means Bulgaria depend on imports more than
EU28 average — 47%.

Imports from intra-EU countries’ share of con-
sumption is 54% (32% for EU 28). Imports from ex-
tra-EU countries’ share of consumption is 21% (15%
for EU 28). The furniture export in Bulgaria performs
a half of its production in 2003, and is almost the
same in 2012. It could be concluded Bulgaria is well
integrated in EU furniture market.

Furniture manufacturing is a dynamic industry,
with its success factors lying in the creative capacity
of combining raw materials and technology in order
to meet the demand emerging from the markets and
to satisfy consumers’ needs.

The Bulgaria’s comparative advantage relates
to the low cost of labour. A long tradition in furniture
making is another factor, but even if craftsmanship
still plays a role in the productive system, furniture
production has become an assembly industry and
adequate and performing production systems are
more important.

5. Key factors affecting competitiveness in the
furniture industry

Among the key factors affecting competitive-
ness in the furniture industry are the upstream sec-
tion of the value chain and the role of raw materials
and components, labour costs and the availability of
skilled labour, of investment in technology, R&D, in-
novation and design, relevant policies affecting the
industry.

5.1. Upstream section of the value chain

The main factors affecting the upstream portion
of the value chain include the availability of raw ma-
terials and skilled labour and investment in tangible
goods such as machinery and equipment. Intangible
investments in innovation and design also play a de-
cisive role. The combination of these factors for the
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production of items at competitive prices is another
key element. The weight of raw materials and other
production inputs on the total production value can
be approximated by the share of the production
value taken up by total purchases of goods and ser-
vices. According to Eurostat Structural Business
Statistics, the total purchases of goods and services
include the value of all goods and services pur-
chased during the accounting period for resale or
consumption in the production process (excluding
capital goods). In 2011, purchases of goods and ser-
vices accounted for 73% of the total production value
in the EU 28 furniture industry. In particular, the
share was higher in EU 13 (81%) than in EU 15
(72%). Nonetheless, over the period 2008-2011, in
absolute value, the average purchases of goods and
services per enterprise were steadily higher in EU15.
For instance, in 2011 for each € 100 spent by an av-
erage EU furniture manufacturer, a company based
in EU 15 spent more than € 120 against € 52 spent
by companies based in EU 13. It could be concluded
the availability of raw materials and skilled labour
and investment in tangible goods such as machinery
and equipment in effective combination with intangi-
bles are precondition for sustainable and competitive
furniture industry.

5.2. Cost structure of furniture production

Improving the country cost structure of furniture
production is another factor affecting competitive
and sustainable development of the furniture indus-
try. In 2011 in Bulgaria purchases of goods and ser-
vices including energy products are 82.1% over total
production value while in EU28 they are 73.3%. A
purchase of energy products is 2.5%, while in EU is
1.4%. Personnel costs are 11.4% over the total pro-
duction value while in EU 28 are 23.8%. Wages in
Bulgaria are 11.3%, while in EU 28 are 18.7%. Social
security in the country is very low. It is the lowest in
EU. Wages are lowest in the EU. The above has
shown Bulgaria needs urgently to improve cost
structure of its furniture production.

5.3. Gross operating rate

The gross operating rate relates the gross op-
erating surplus (value added less personnel costs)
to the level of turnover, thus showing the surplus
generated by operating activities after labour costs
are paid. The EU13 countries displayed higher gross
operating rates compared to the EU15 Members
States, partially reflecting lower labour costs in
EU13. Furthermore, in 2011, the EU13 gross oper-
ating rate grew by 11% with respect to 2008,
whereas in EU15 the indicator declined by about
12%. Obviously, it is worth stressing that perfor-
mance indicators for the entire EU productive sys-
tem vary substantially across countries and average
figures are thus the result of mixed performances
across the Union. As regards the gross operating
rate, in 2011 the highest levels were recorded in UK
(13.8% and 13.3%), Poland (11.3%), Slovakia
(10.4%) and Austria (10%). By analysing the trend
over the 2008-2011, period the best performers in
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terms of growth rate in the EU13 were Estonia, Slo-
vakia, Latvia and Hungary. Conversely, almost all
EU15 countries recorded declining gross operating
rates over the 2008-2011 period, with the exception
of Austria, Denmark and Germany. In the Bulgaria is
declining from 13.8 in 2008 to 10.5 in 2011.

5.3 Availability of raw materials and compo-
nents

The furniture industry is known to be essentially
an assembly industry employing various raw materi-
als such as wood-based panels, metal, aluminums,
plastics, fabrics, leather and glass, as well as me-
chanical and ICT components. All the furniture sub-
segments, with the exception of mattresses use
wood or wood panels as an input, which represents
a substantial share of raw materials used in produc-
tion. For this reason, emphasis was put on wood.

In the last three decades, reportedly the share
of European furniture manufacturers employing
wood-based panels has sharply increased com-
pared to those who use solid wood. Two main rea-
sons have been identified: the declining prices of
wood-based panels compared to sawn wood and the
relative ease with which panels can be assembled.
This trend has been further reinforced by the advent
of RTA Wood-based panels are produced from pri-
mary processing of raw timber. The three main cat-
egories of wood-based panels are particleboard, fi-
berboard (mainly MDF) and plywood. They are es-
sentially produced under heat and pressure with the
addition of an adhesive to glue fibers, particles or
sheets. Production requires very large plants and
huge investments in machinery, thus the scale of
manufacturers is generally large (compared to the
furniture industry) and entry barriers are high.

Taking into account the fragmentation of the
sector in Bulgaria it could be suggested a closer co-
operation between firms. It means virtual coordina-
tion of operations, investment, etc. for better quality
and productivity in an effective ecologically sustain-
able sector.

5.4. Labour cost

As mentioned above, the furniture industry is
essentially an assembly industry. As such, labour
costs constitute a relatively important component of
the final retail cost of furniture.

Being a resource- and labour-intensive indus-
try, the entry barriers to the furniture industry are ra-
ther low. This allows new producers from emerging
and transition economies to easily enter the Euro-
pean market. In order to retain market shares, price
competitiveness is a crucial driver of success. For
this reason, since the beginning of the 1990s West-
ern European firms have been restructuring their
production process, investing in new plants in low-
wage countries or outsourcing part of their activities
to those areas. The difference in wages and salaries
paid in EU 15 and in EU 13 is clear. On average, the
cost per employee in EU 13 is 25% lower than in
EU 15. However, large differences exist among
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countries. Indeed, in Europe the incidence of per-
sonnel costs on the production in the furniture man-
ufacturing sector is on average around 25%, while in
Bulgaria is below 15%. This fact could attract foreign
investment, but not necessarily affect positively ef-
fectiveness of country’s cost structure of the sector.

5.5. Investment in technology machinery

Adequate machinery endowment is widely rec-
ognised as a crucial factor in the production process,
as it delivers efficiency and productivity gains. This
applies to all the furniture segments, but in particular
in the case of assembly-line manufactures orienta-
tion, when production is in big series. Standardiza-
tion of production should go hand in hand with mini-
mization of costs and in this process, technology
(both in production and logistic) has a decisive role.
Companies’ capital investments in plant and machin-
ery have also an impact in reducing waste and in-
creasing safety.

In general, tangible investments in the furniture
sector concern the automation of the production pro-
cess. Indeed, more than half of the total investments
are for new machinery and equipment. In order to
automate the production process furniture firms usu-
ally introduce Computer Assisted Manufacturing
(CAM) solutions and Computerised Numerical Con-
trol (CNC) machines. Important investments are
made in this area by medium-sized and large enter-
prises to optimise production, to create synergy be-
tween different lines or sites of production and to
achieve scale economies. In particular, German and
Italian wood furniture manufacturers are at the fore-
front in terms of woodworking machinery technology
and are considered world leaders.

The Bulgaria’s gross investments in tangible
goods by type in furniture production, 2010 (€ million
and percentage values on EU 28) is not well bal-
anced. The land consists 0.5, existing buildings and
structures — 1.1 construction and alteration of build-
ings — 11.3, machinery and equipment — 12.3. These
tangible goods are 25.2. The share of investment in
machinery and equipment over the total investment
in tangible goods is 49% very low comparatively to
the EU 28 is 71% (Excl. Greece, France, Ireland and
Malta). Source: Eurostat (sbs_na_ind_r2).

5.6. R&D, innovation and design

The competitiveness of Bulgaria’s manufactur-
ers should be assessed in terms of their ability to
meet consumer demand, both present and potential,
through innovation and design.

R&D and innovation are crucial factors to main-
tain market positions. This is made necessary by
consumers’ changing needs and market pressure.
Changing tastes, emerging needs and the introduc-
tion of innovative products are key issues. The pre-
sent trend has to do with customization, ergonomics,
and functionality. Eco-issues are also becoming in-
creasingly important.

The need for design is another focus for the in-
novation policy. Together with new consumer needs
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and products trends, the globalisation of the furniture
industry and the difficulties experienced by Bulgarian
firms in competing with the prices of Asian imports
have moved the design function to the forefront.

Bulgarian manufacturers now regard design as
the best means of differentiating their products from
mass production and of acquiring access to the high-
income market segments. Design is indeed widely
recognised as offering furniture producers a compet-
itive advantage that can counterbalance the price
advantage of low-wage countries. Industrial design
is generally interpreted as the sum of the aesthetic-
project content of a furnishing product: from function
to form, from material to colour and finishing, all are
seen as the realisation of technical design. Designs
and new models in the furniture industry are created
in-house, or by external designers and experts. Ex-
ternal consultants are more frequently employed by
medium-sized and high-brand enterprises. Moreo-
ver, they are generally hired by companies special-
ising in modern and contemporary styles rather than
by companies making classic and traditional style
products, or companies without a particular speciali-
sation. In general terms, the contribution of design-
ers is most important during the first phases of the
generation of a new product.

Besides design, innovation in materials and
technologies is another crucial competitiveness
driver. Contrary to design, only a small number of
Bulgarian firms carry out industrial research activi-
ties internally in order to develop new materials or
technology for furniture. However, an important as-
set of the Bulgarian furniture industry is that it can
work closely with suppliers of new materials and new
technologies. In particular, innovation in materials is
often carried out by firms specializing in surface fin-
ishing, while technological innovation is often
achieved by component producers.

An interesting filed of innovation which can po-
tentially affect the furniture sector in the near future
is represented by nanomaterials and nanotechnol-
ogy. Recently, a joint project by the European Fed-
eration of Building and Woodworkers (EFBWW), the
European Furniture Manufacturers Federation
(UEA) and the European Furniture Industries Feder-
ation (EFIC) has mapped current uses and near fu-
ture perspective on nanomaterials in the European
furniture sector. It is worth mentioning that research
and development on nanomaterials and Nano prod-
ucts is not carried out by the furniture sector which
typically exploits the findings of the research and de-
velopment activities of other industries. Looking at
the market of 2012, the aforementioned project
found out that the use of manufactured nanomateri-
als in furniture products is still at an early stage of
development since their costs are quite high while
the confidence of furniture manufacturers and con-
sumers is still low. The majority of nanomaterials ap-
plications can be found in the field of coatings, e.g.,
scratch resistant coatings, anti-graffiti coatings,
easy-to-clean and water repellent coatings, UV-pro-
tective coatings, and self-cleaning coatings.
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At this stage the share of R&D personnel out of
the total number of employees in the furniture man-
ufacturing sector in Bulgaria is neglect able, which is
a barrier to meet the new challenges.

Process innovation is another important com-
petitive edge for furniture manufacturers. According
to the CSIL Report (2013), top European manufac-
turers invest in upgrading and automating their pro-
duction processes through new engineering solu-
tions. They also introduce new production methods
that allow for energy savings. For instance, the fur-
niture production line can be equipped with an envi-
ronmentally-friendly woodchip burner that recycles
all the waste wood and chippings and uses it as fuel
in the production facilities. The energy is used di-
rectly and without any additional transport costs.

Concluding remarks

The forest-based industries are currently facing
several challenges. Among them are growing global
competition, the availability of energy and wood sup-
plies, and the role of the sector in limiting climate
change. The 2013 Communication “A New EU For-
est Strategy” and the accompanying “Blueprint for
the EU Forest-Based Industries” (F-Bl) confirm the
persistence of these challenges and their impact on
the overall competitiveness of EU F-BI in a global
context. All segments of the value chain, including
the furniture sector are affected by the access to sus-
tainably-sourced raw materials, the cost and compli-
cations of harvesting wood in the EU, price increases
driven by competing demand (e.g., from the bio-en-
ergy sector), comparatively higher energy costs in
the EU and a more complex and demanding policy
environment. Some of these challenges have also
an impact on consumption patterns. Against this
background, the degree of information available to
the final customers becomes of relevance.

The policy problem at hand appears mostly re-
lated to a specific type of market failure, i.e. incom-
plete information, which triggers a problem of ad-
verse selection due to the following features of the
furniture industry: Most of the quality features of fur-
niture products belong to the categories of experi-
ence and credence attributes: this means that con-
sumers might not always be entirely equipped to fully
incorporate quality features in purchasing decisions,
as well as to distinguish between high- and low-qual-
ity products. This can generate problems of adverse
selection, in which consumers do not fully adjust
their willingness to pay to the difference in quality of
products available on the market.

The adverse selection problem is further exac-
erbated by the fact that retailers that sell both high-
and low-quality furniture might not have the same in-
centives as manufacturers in making quality differ-
ences crystal clear for customers. The problem is
also aggravated by emerging trends such as in-
creased competition from non-EU countries, growing
price-sensitivity of furniture demand generated by
reduced disposable income, and the rise of online
furniture stores, which make the quality features of
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furniture even more difficult to test in practice before
purchase. It must also be recalled that online inter-
action between consumers might, in principle, fill
some of the information gaps on experience qualities
(e.g. through rating of specific pieces of furniture by
other consumers), but not on credence qualities, and
not for all furniture products existing on the market.

In addition, other problems have been high-
lighted: Existing product guarantees only partially
address the issue as, in the case of furniture, quality
problems can become visible after a guarantee has
expired and when complaints cannot be enforced.
Several factors including the globalization of value
chains, new sourcing strategies, and in particular the
growing diffusion of new retail formats have altered
vertical relations between manufacturers and retail-
ers and made competition on “quality signalling”
fiercer. In addition, due to the structure of furniture
production in the EU, manufacturers are more likely
to be the side with less bargaining power in the ver-
tical relationship, which also affects the type of prod-
uct information that is ultimately communicated at
the point of sale. As a result, consumers receive con-
fusing messages, as different actors at different lev-
els of the value chain may be interested in providing
different types of product information to the con-
sumer.

The lack of homogeneous market conditions
seems to be hampering smaller businesses and the
Single Market. Mandatory schemes with non-fully
overlapping scopes and modes of implementation
adopted by different Member States to signal the
general quality or specific features of furniture prod-
ucts do not appear to have generated significant bar-
riers to intra-EU trade at the macro-level. However,
in a public consultation, they hinder or make cross-
border activities more burdensome for smaller busi-
nesses. Some of the mandatory initiatives that are
already in the pipeline in some EU countries could
further.
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