INTRODUCTION

Namaste,  salaam aleikum, sat sri akal and good morning to you, my friends and my colleagues. My name is Lloyd Henry and I am here from the United States. I am a senior partner in the firm of Hudson Economics Group, Ltd. a consulting firm specializing in economics, demographics and marketing for the natural stone industry. I am also a member of the Marble Institute of America.

Our firm, The Hudson Economics Group advises and consults to industry trade organizations, governmental bodies and private enterprises; in the stone industry, around the world.

It is a distinct honor to be here in the “Pink City”, Jaipur for this important industry event. I thank my hosts, the Federation of Indian Chambers of Commerce and Industry; as well as the Center for the Development of Stone for inviting me and for the privilege of not only attending this event, but of sharing with you some of the insights I have developed over the years about the stone industry and it’s many markets. I look forward to hearing many questions from you and I hope that I may provide answers worthy of your questions.

I sincerely hope that as this most important forum progresses over the next few days that I will have the good fortune to meet with many of you and learn more about your particular products and visit with you. This is my first visit to India and I certainly look forward to coming back time and again.

DIRECT MARKETING OF STONE IN THE UNITED STATES
Lloyd G. Henry

Partner

 The Hudson Economics Group, Ltd.

First, let me acknowledge the work of Gautam Chand Jain, Chairman, Pokarna Limited; Vikrant V. Rastogi, Associate Editor, Fair Planner, Jaipur, India; K. Vikram, President, Stone Technology Centre, Jaipur, India; Alok Kumar, Chief Executive Officer, CDOS; and Kulveer Singh, Deputy Manager, CDOS and others who have in previous forums addressed the Indian stone market and its’ vibrancy, contributions and desirability.

I hope that my humble contribution merely adds to the body of knowledge which has preceded this contribution.

I was asked by Mr. Gupta, from CDOS, to address a unique phenomenon and that is why the U.S. market seems to prefer to buy Indian products through Europe and not directly from India.

First, let me say that I am not convinced that there is a legitimate preference, on the part of the U.S. market to buy Indian stone through Europe. That being said, Europe (and particularly Italy, Spain and now Turkey) does have a very strong presence in the United States and relationships with the end-user of stones.

It would seem to me, that India has been relying on the existing relationships of European firms in the United States to sell your stone and stone products. I would ask you why would you rely on European efforts to sell your products in the United States? Why are you not selling Indian products directly in the United States yourselves?

Mr. Jain, in his paper International Marketing: Challenges On Hand talks about the Italian model and the Chinese model. He rightly suggests that the Italians are able to offer a high grade product and extraordinary credit terms and that China offers aggressive marketing and cheap prices. I don’t disagree with that, but what I would suggest is that what neither country offers, or actually the entire industry does not offer is a seamless global supply chain; from the primary producers to the end users of the product.

Mr. Vikram, in his paper Export of Indian Dimension Stones, A Critical Analysis makes some very good points about the international channels of distribution and applying technology, such as the Internet, to those channels. Further, he discusses some very salient points concerning a direct presence for Indian producers to participate in the many international trade fairs for the industry.

I believe that what is missing is the proper integration of India’s industry position (high quality stone and stone products) with today’s internet to facilitate a seamless global supply chain.

The perceived quality of the product, is a problem. That perception in the United States is often based on those experiences of stone companies in the United States who have purchased product which is not first-rate product. While the major players in the Indian industry can and do provide quality products, they need to be ever vigilant for the unscrupulous player; who hurts everyone in the industry. 

I believe that your industry has made significant steps in applying modern technology to the modernization of your industry. Now that places you on a level playing field with the producers from around the world. Arguably, you have some products which are even better than other countries offer and to illustrate that I would point to some marvelous stones such as Absolute Black, Jhansi Red, Blue Marble and others, which are uniquely Indian.

So far, that gives you high quality stone and the ability and the technology to deliver that stone to market. The ephemeral questions seem to revolve around distribution and pricing.

Let me address pricing first. The Chinese have done a very prolific job of flooding the United States market with low cost stone. However, recently, the Yuan has increased in price, against the U.S. dollar. Actually, our firm was the first to forecast that event in early 2004. We believe that further currency revisions with China will continue into the foreseeable future. That is putting pressure on the Chinese industry.

Italy, Spain and the rest of the European Union are saddled with a Euro which is outpacing the U.S. dollar and making European stone more expensive in the United States. That is precisely why the Europeans offer such generous financing terms: they have to, if they wish to remain competitive. Building a national industry, solely, on pricing is a fool’s game. Currencies move up and down, they are dynamic in nature. Making a living on arbitrage of changing currency values is probably not a good idea. 

Unless an industry has ready access to inexpensive financing, I do not believe that making overgenerous financing terms is in an industry’s best interest; and it certainly isn’t in the best interest of a business enterprise.

Finally, in regard to pricing, the market pretty much dictates the price paid for a product. Please remember the most basic fundamental of Marketing: Product, Price and Promotion. 

Now I would like to review the three P’s, in reverse order.

Promotion (marketing):

The United States market, in relation to the stone industry, is quite interesting. Virtually no firm in the industry or foreign government has undertaken any marketing to the people who actually buy the stone, the consumer.

The stone industry has undertaken a strategy, which at least to me, seems like a tire company advertising to the producers of tires and not to the consumer. It just makes no sense to us. When a customer walks in to order/buy stone, they are literally at the mercy of the sales people at that particular location. They generally have no idea if they are looking at Italian stone, Brazilian stone, Chinese stone or even Indian stone.

I would like to talk for a moment about the United States consumer of stone: if there is an item in particular that should be of concern to the international stone industry; it is the emergence of artificial surfaces. The artificial surface industry is quickly branding their products to American consumer.

A large portion of the American consumer marketplace will belong to the industry and companies who target product branding to the consumer.

Product branding is value added service, which can make your product more valuable to you and your customers, as well as to the consumer.

Value added is the key, or operative word, to a global supply chain. It needs to be a function of everybody in that chain. Those organizations who do not add value to the process are marginalized and will not survive.

I believe Indian producers are positioned to market/promote their quality products almost without competition in the U.S. marketplace; if they promote directly to the consumer. Imagine the scenario if a consumer walks into a place of business and asks for Indian stone: If the establishment does not have that stone, the business may well have lost a sale. No one would like that prospect.

Pricing:
We just addressed the topic of promotion. If the promotion is done well, pricing becomes a secondary issue in the buying process. Would you expect anyone to believe the Taj Mahal was built with the least expensive materials available? No. If an American consumer wants a beautiful architectural enhancement they should be willing to pay a fair price and our experience is that they will pay a fair price.

Remember, at least in the American marketplace, perceptions are often realities.

How do you, as Indian producers get you products to that market? I believe you add value to doing business with your firm. There are any number of ways to do that. We work with clients to help them develop successful relationships with whatever portion of the supply chain they wish to penetrate.

I would offer an example for an Indian Exporter: develop a relationship with a distributor in the United States. Offer to do some local promotions with them featuring only Indian stone. Use the internet, use radio and/or television. It doesn’t have to be national advertising, it can be very targeted.

If you are going direct to the retailer of stone, work with them on promotions. Remember value added is the key. If you are causing people to walk into their business and request to buy Indian stone, do you think he is going to turn them away? No, he is going to sell them Indian stone.

Should that business have a lot of people come in and request Indian stone, do you think you will have to offer the cheapest prices to keep their business? No. Will you have to offer extraordinary financing terms to keep their business? No. They will gladly pay a fair price. You are helping them obtain new customers. New customers who want Indian stone. You have a new customer and they have a new customer.

There are ways to structure these efforts to minimize your costs and enhance your products simultaneously. In the United States the trade fairs Coverings and Stone Expo are the primary industry shows. It would seem to me that the Indian industry should probably have a pavilion, representing many of your fine firms, at both of these important shows.

Obviously, there are other important shows around the world, but I have been asked to address selling direct to the United States market.

Product:

Finally, we arrive at product. Earlier, we talked about just a few of the many fine stones which are indigenous to India. It is important to get the message out that India has a robust selection of many fine stones. Part of that message is that your industry utilizes state-of-the-art technologies in exploration, mining and finishing stone.

It is also important to emphasize the consistent quality of your products. Your customers need to know that they can rely on you and your products. This implies a wide range of inferences including quality product, expert finishing, reliable transportation and on-time delivery. In a global environment, without reliable networks and communications; this can be the most challenging of the three issues.

21st century global marketing, demands 21st century tools. Those tools include the internet, reliable communications, sufficient bandwidth and technical expertise. I can say from first hand experience that your Indian technology companies are first rate: Our firm uses, exclusively, an Indian IT firm for all of our systems and internet work.

The entire product becomes not only the physical product itself, but that is intertwined closely with your quality, your promotion, your distribution and the entire concept of value added.

Now we have come full-circle. Let’s review the required elements to successfully market directly in the United States:

1. Quality. Utilizing current technology goes a long way in addressing the quality issue. In addition, the industry needs to develop quality standards which are enforceable throughout the industry. Lastly, the Marble Institute is in the on-going process of maintaining and developing “best practices” for the industry. Much of the work done by the Marble Institute is accepted world-wide.

2. Product. As we discussed, India’s unique stones rival anything anyone from any other country can produce. There are no apologies necessary, to anyone. Indian stones certainly can be marketed directly in the United States and I suspect anywhere else in the world.

3. Promotion. Promotion, in one form or another, has been addressed by my Indian colleagues in previous forums. I believe, to the person, that the question they raise was one of penetration. I offer that the only missing element is that of value added. Branding of Indian stone could quickly take you to number 1, in the U.S. marketplace; and I suspect that could translate into other markets as well.

4. Price. I am a firm believer that price takes care of itself, when you excel at the prior three points. Trying to compete against any other rival national producers on the price issue is a fool’s game. Currencies change, markets are fluid and capital positions are always in a flux. Quality, Product and Promotion are the key elements of success.

Now, I would like to offer some observations concerning the American marketplace for stone and stone products:

1. No one has researched the specific metrics of the marketplace for stone and stone products, with the exception of our firm. We find that quite unusual, particularly when the potential marketplace has so large of an unmined potential.

We know, for instance, that the end market value of stone and stone products is approximately $ 12 Billion dollars. However, no one has tried to determine what the potential annual market is. We know that the market seems to grow by about 8% each year. I question if that growth is industry limited or market driven. There is evidence to suggest that it is industry limited.

2. The industry, in the United States, is basically centered around small enterprises and not large organizations. Typically, these small enterprises’ consists of sales, fabrication, installation and service. In the U.S. we sometimes refer to these enterprises as two men and a truck. Although no one, other than our firm, has done any research on the number of these enterprises; we believe that there are about 15,000 to 18,000 such firms. (Slide 2)

3. We have developed a ratio of stone businesses to households (Slide 3), which shows the actual number of households to support one enterprise.

4. Another important metric is the reported growth in households (Slide 4) by state.

5. What is left, is for you to analyze what you feel are the best opportunities in the U.S. marketplace. Selling direct to enterprises who already sell to the end-user? Or establishing end-user contacts yourself.

6. How do you develop a strategy, where you add-value to the process? Because if you are to prevail, you will need to add value, to your customer and to your customer’s customer. It is important to note, that the U.S. economy, today, is consumer driven. It is the end-user customer which drives the current economic engine of the U.S. economy.

7. Now let’s look at what choices the U.S. consumer has when deciding on stone for their project (Slide 5). There isn’t really anything that stands out as an obvious choice, is there? The job of selecting the actual stone is generally the result of a process which is driven by the enterprise making the sale. It is usually not a clear, or informed consumer choice.

8. This leaves you with two obvious targets, who you want to buy your product: 1.) The enterprise making the sale and/or 2.) the ultimate end-user. This is a symbiotic relationship. (Slide 6)

9. Now, let’s look at the process of utilizing the traditional methods of taking your stone and stone products to market: (Slide 7)

a. You first have to sell your company and its’ capabilities to the Distribution Chain. This may involve;

i. Selling to exporters/importers.

ii. Selling to Wholesale distributors.

b. Who each, and in turn, must sell your products down the distribution chain. This results in a fairly lengthy cycle, where you are always trying to sell your product down the chain.

In the United States we call that “PUSH” type marketing. It is a process which truly never ends and is always in a state of flux where you may compete against stones form any number of other countries.

10. I would like for you to consider something quite radical: I would like for you to consider selling your product directly to the end-user. Rather than putting your products in a position where they must be continually sold downward. Let’s place them in a position where the end-user customer, actually specifies your stone for a purchase. 

(Slide 8)

When the end-user specifies your stone, that creates demand at the wholesale distribution level; which in turn creates demand at the import/export level; which in turn creates demand right back to the primary producer.

11. This is product branding, or in this instance it is branding Indian Stone and Stone Products. Those wishing to sell stone in the United States, have completely overlooked this avenue. They have thrown their products in with everyone else’s and compete based on price, credit terms, etc., etc.

We believe that branding your products, at least in the United States can give you a significant competitive edge over your competition.

Let’s look at a hypothetical branding scenario (Slide 9):

What resources do we need to successfully brand Tasmanian Coconuts?

· Define our initial test market.

· Establish resources to sell Tasmanian Coconuts.

· Create a program of incentives to sell Tasmanian Coconuts

· We need to market Tasmanian Coconuts to our test market.

· Have resources in play so that our test market can find stores that sell Tasmanian Coconuts.

Now, it’s not quite that simple. But you get the general idea. You don’t have to start with branding Indian Stone to the entire U.S. You probably don’t even want to start with a region of the country. It probably makes most sense to start with a simple test in a major metropolitan area.

Today’s technology let’s us accomplish some of this with a fairly low cost of market penetration. Important tools will be:

· Internet.

· Web Site.

· Targeted e-mail solicitations.

· Local Radio Advertising.

· Cable TV Advertising.

United States Demographics: (Slide 10)
As economists we are always concerned with the actual demographics, which are applicable to our industry. Here is a sample of what we do know: (Slide 11)

· Approximately 170 million households.

· Approximately 69% of these households own their own home.

· Approximately 3 million of these homes are worth between $ 500,000 and $ 1 million dollars.

· We are able to identify such things as “How many of these households have an interest in kitchens and cooking?” (551,000)

· Then we can identify where those specific households are located and actually obtain names and addresses.

Demographics are particularly important, because you are adding value to the process. Remember, we discussed earlier how each step in the supply chain needs to add value.

Our experience, so far in this market, is that U.S. fabricators, installers and retailers target these high end homes. In sales language we refer to this as “skimming the cream”.

If you can help these important end-user enterprises reach more sales, more efficiently and with quality Indian product, you will have delivered much to that value-added process. Certainly, more than anyone else in the traditional supply chain.

Again, I would like to refer to Mr. Vikram’s paper, Export of Indian Dimension Stones, A Critical Analysis. If you remember, Mr. Vikram talked about utilizing technology and directly referenced the internet. We can now reach over 6 million of these homeowners, directly and specifically, through the internet. Remember, these are the people who we specifically want to target for purchasing Indian stone and stone products. (Slide 12).

In targeting this group, remember, we can actually pinpoint where this group is geographically located:

· By postal code (Slide 13).

· By City (Slide 14)

· By Major Statistical Metropolitan Marketing Area (Slide 15)

· By County (Slide 16)

· By State (Slide 17)

Utilizing available technology, coupled with the smart use of demographic data allows the producers of Indian stone and stone products to target their markets in the United States, as never before. This is a significant and competitive advantage.(Slide 18)

Industry Survey Data
We conduct numerous research surveys each year for general industry information as well as specific surveys for clients. I would now like to review some of the data about how the stone and stone product industry in the United States feel about their businesses, their markets and their prospects in the coming years.

Fabricators:
The average U.S. Fabricator has approximately $ 4 million dollars, a year, in sales. They employ an average of  20 employees and have a ratio of $ 200,00 worth of sales for each employee.

This group was quite optimistic about the future growth of profits for their firms over the next year (Slide 19)

Additionally, this group was actively involved in the following types of endeavors, the total exceeds 100% due to many fabricators being involved in one, or more, lines of work. (Slide 20)

When we asked these fabricators what types of products were they working with, they responded like this (Slide 21)

Installers:

Respondents who classified themselves primarily as Installers, similar to Fabricators, felt their market for the coming year would remain quite strong. We asked these Installers what typical products they were installing. Also, like the fabricators, just about 80% of them typically installed more than one product; hence the total on this chart is greater than 100%. (Slide 22).

Retailers:

This very important group was quite optimistic, when it came to their anticipated increase in profits, for the coming year. About 48% of this group expected an increase in profits of 20%, or more. Interestingly, over 7% expected an increase of 30%, or greater.(Slide 23).

Importers/Exporters:
When it came to Importers and Exporters we asked them a number of questions about current sources of imports and targeted export opportunities. In my opinion, one f the most important questions we asked was “What Countries, Did They Think, Offered the most new opportunities?”. Here are their answers. (Slide 24).

I sincerely hope that my modest contribution today, incorporated into the body of knowledge which has preceded me; and with the ongoing work of the Federation of Indian Chambers of Commerce and Industry and the Center for the Development of Stone can change these results dramatically.

Now, we also asked what specific types of products these people were dealing with

(Slide 25)

Wholesale Distribution:
In surveying the Wholesale/Distribution segment of the stone and stone products industry this group was particularly optimistic: (Slide 26)

As you can see, over 75% of the respondents were planning expansion of their business lines for the next year.

(Slide 27)

 And almost 70% of those distributors handled stone exclusively.

(Slide 28) Hold

I would like to conclude, this morning by addressing some of the concerns we see, and how they may relate to your relationships in the United States market.

1. A seamless, value added supply chain, is a new concept to the stone and stone products industry. Initially, there will probably be some resistance, until you can demonstrate how Indian producers bring value, where none may have existed before.

2. Your industry’s ability to monitor quality control over products offered for export to the United States.

3. An industry commitment to brand Indian Stone Products to the U.S. Market.

4. Industry, as well as company, presence in the major U.S. stone shows.

What I would want you to walk away from this forum with is a renewed commitment to the above. Your skill, craftsmanship, investments in technology and surely your beautiful indigenous stones have all placed you in a position to take on the American market, directly. 

I would offer that those of you interested in “best practices”, as developed by the Marble Institute, to please contact me later.

In conclusion, I would like to thank Mr. R. K. Gupta, Chief Executive Officer, Center for the Development of Stone for this opportunity; Mr. Sanjay Ganjoo, the Federation of Indian Chambers of Commerce & Industry and also to the United Nations Industrial Development Organization (UNIDO), Ministry of Mines, Government of India,  Govt. of Rajasthan (Mines Deptt/Ind. Deptt) and certainly to the Internazionale Marmi E Macchine Carrara (IMM Carrara) for making this forum possible.
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