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| The Relative Size of the Palestinian Stone Cutting Industry

m Stone o.:ﬁ.m:m represents 3% of total GDP (§108.3 million)

m Exports of Palestinian stone products exceed 15% of total industrial
exports

m 4400 workers are employed in the industry

@ Building with local stone is an old and respected tradition

-

- By any measure, stone cutting is a significant industry
~1n Palestine
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The overall health of the economy drives new construction, which is
directly tied to the growth in new stone cutting establishments

Based on the information extracted from the sample (70 firms).



=

S risfriicriory Boorrn in Palestimae

; 21822

o 25007 5

i

555 2000

=B . L 11975

S® 3 150% 1072.1

T 8 _

2§ 1000 A.

3 eC &l 258.1 268.9 |1 [

0 _ - < ~— L

11982 1987 % 1988 ; 19,89 A, 1996

Intifada Madrid Conference
Source: PECDAR, 1995

PCBS, 1996

..f)wC: \.U\U;

The growth of stone cutting has been fueled by a

construction boom due to expectations created by the
Peace Process




o —————
_,E\—@ GOSMS\.SOEOHA Boorr 1 Palestine

o 2500
©

me 2000
- & B :
w,mm 1500
T 2B

= B &= 1000
5 g0
om

c 500
TI

1982 1987 %

Intifada Madrid Conference

Source: PECDAR, 1995
PCBS, 1996

The growth of stone cutting has been fueled by a

S\

construction hoom due to expectations created by the
Peace Process




US$ (000)

29

Bl
L
(0]
Q
e
=)
(o8

hemicals

C

Main Economic Activity

With gross output per employee at $32,500 per year, it is not
difficult to ynderstand why firms arc rushing to meet demand

Source: Palestinian Central Bureau of Statistics,
The Industrial Survey. 1994.

l

e cai
Gross OA\Hﬁﬂvd\Hﬁ pexr Paid Employe< — - _—_—_—T



alic

Non-

hemicals
Met

C

Main Economic Activity

—_—

Such high ﬁwogsoﬁiﬁ% translates into high profitapility s

Source: Palestinian Central Bureau of Statistics,
The Industrial Survey. 994
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Main moo:mB._o Activit

The combination of industry profitability and the back breaking
nature of the work has led to an annual wage of $5,400--the highest

wage paid to ynskilled laborers in any major industry

Source: Palestinian Cenlral Bureau of Statistics,
The Industrial Survey, 1994.
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“«The stones used for
construction are called
dimension stones

“These are quarried in
open pils

- High explosives are used
in extracting stones
-Dimension slones arc
removed from mass in
rectangular blocks which
are quarried to specific
dimensions

.Dimension stones must
be free of cracks, joints
and impurities, and must
have good color and
uniformity of texture

Stone cutting is a very Sp

.Dimension stones arc sold
{o stone cutting factories
“The factories trim the
plocks and subdivide them
into slabs

Sawing machines,
including both frame and
circular saws, arc the most
common lools

At the customer’s
direction, the contractor
will take delivery of the
cut stones

*The contractor will work
with the engineer,
architect, and other skilled
laborers, to produce the
puilding according 1o the
o:m—o_:ﬁ,,.w wishes

.

*The customer typically
makes the purchase
decision directly {rom-the
stone cufting factory
-.Occasionally the
contractor wiil make this
decision on behalf of the
customer

ecific link in the industry value chain

8




Capital/ Labor Ratio

Non-Metalic

Main Economic Activity

b Due to-the low Capital/Labor ratio, it is easy for new firms to enter the
Cutting, Shaping, and Finishing industry

Source: Palestinian central Bureau of Statistics,
The Industrial survey- 1994
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Kitchen Counters
*Tiles

~Window Ledges
oStairs, etc.

“Standard
,”,. oy m.ﬂo.ﬁm ;
«Walls, etc.
Buildings

LSS

Buildings

-Walls, elc -Fountains
«Arches, elc.

ndustry, there arc a variety of consumer

Within the stone cutting i
applications i
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Kitchen Counters
*Tiles

~Window Ledges
«Stairs, etc.

-Walls, etc. T —
Buildings -Fountains
«Arches, elc.

Within the stone cutting industry, there arc a variety of consumer

applications E



OS@&@Q@EME& of Products

Masonry Stone Masonry Stone

Standard Class A
. Inconsistent quality | . Consistent quality
. Poor physical propertics . Desirable physical properties
. No uniformity of texture .  Uniformity of texture
. Poor finishing . Excellent finishing
. Inconsistent dimensions « Consistent dimensions
. Competition 1s based on prices . Competition 1s based on quality
. Low prices ($ 10/sm.) . High prices ($ 25/sm.)

e

-

Not surprisingly, high quality stones lead to high quality competition
| i1

S




tribution . -.

Geographic D15

m which stones En\mcmma\oa. In order of quality, they

There are five major areas 1o

are:
1. Yata E@USE... Free of cracks, good color and uniformity of texturc

5 as the Yata stonc

2. Jemmaeen (Nablus): 2lmost has the same propertie

hard quality which affects the sawing

3. Bani Neim (Hebron): has no splits,

blades adversely

4 Kabatiah (Jenin): has cracks, hard quality and no uniformity of texture

5. Al-Sheikhs (Bethlehem): almost has the same properties as the Kabatiah stone

Stone quality 18 generally linked to where the stone 1s quartied
12




QmomgﬁEo Distripution of Establishments

140
120

100

80

6O

40

No. of Establishments

20

Bethlehem |*
Hebron | 7%

=
=
E
£
e

s fricls

s

— :

The highest concentration of stone cutting establishments is e e
Bethlehem, near the lowest quality quarries

Source: E_om:_:m.: Central Burcau of Statistics,
The Industrial survey- 1994.
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Stone Cutting Industry Competitiveness

_ Low capital investment
Barriers to Entry _ Low skill workers
- No vertical integration

Low
Bargaining Rivalry ‘Among Bargaining .
Power of Existing power of Customers,
Suppliers oo_ﬁ_uo:ﬁomm., ot BB

s~

PTRECAT Y T I m mu :
Medium i :
F OoBBOQ._:“ product ;L - Commodity product
s : _ Price led competition _ Excess capacity in
_ Limited number of quarries by By :maa%:m d m.xmcm: pacity
geography : mn y
+ Transportation and import from Threat of Substitution

Jordan is extremely costly

+ Cut stone is the clear preference
for construction Medium
- Israel can import similar stones
“easily

Focusing on short term profits has led most firms into a weak

competitive position i

—



m»\ﬂ%mmwl.wwm&@mﬁaimeﬁ Stonc Cutting Industry: Competitive Environment

Lskpnchs ~ on Qo Wb 2Po S - .
< e . o + Some segmentation

- Ineffective due to the + Some large producers

political situation _ Most of the industry is highly fragmented

LR o0 - Most firms are family owned iy
i - High Qoamm:_o rivalry: there are 633 domestic firms

- High VAT .
: , . Competition largely based on pricé

Lack of large-scale cooperation among firms

. : Weak

+ High local demand

+ Demand by expatriate Palestinians
is the most in the world

+ Sophisticated customers visit many  =~__
manufacturers before purchasing 5

+/- High quality stone is used in
construction of villas and private

+ Favorable location with respect

to regional Markets (Jordan, Gulf States,
Israel)

+ Adequate supply of unskilled labor for
unskilled tasks

+ Large supply in several regions - Technology and spare parts imported houses, while low quality stone is
_ Rock base is not renewable _ Slow dissemination of technology among ~ used in construction of commercial
_ Mining involves severe environmental firms buildings
e ‘degradation - Lack of trading facilities Strong
~_ Poor infrastructure (roads, water, _ Most of construction materials imported

electricity, communication) Relatively undeveloped banking system
- Expensive land Weak
- Inconsistent raw material quality
- Enormous product weight and bulk

Fair to Weak
15
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Factor conditions arc
FAIR in the short term
and WEAK in the long
e
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Strategy Structure and Rivalry

— T

+ Some manufacturers do serve specific customer mom.EoEm |
_+ There are five stone cutting factories that have achieved substanfial scale _
_ But, most of the industry 15 highly fragmented: the average S1Z¢ firm employs fewer than 8

— Most firms arc family owned: 249% of industry workers are owners or members of their
families

_ Tigh domestic rivalry: there aré 633 domestic firms

_ Competition 18 largely based on price

_ Lack of large-scale cooperation among firms. This includes dissemination of information about
new technology and foreign markets.

B e T

& 5

&
Aﬁ.‘.s..._n%....,.,.A,.n,..,.”..,._anw..

Industry Strategy. Structure, and Rivalry are WEAK

7
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P—— Demand Conditiomns

+ Local demand is relatively high. Local consumption
constitutes 65% of total production.

F \ / + Demand by expatriate Palestinians is the most

Ereiiad) M

5 ), sophisticated demand in the world for stone quality
ﬂ Factors fw < > . | |

T e and design.

/ + Sophisticated customers visit many manufacturers
The Clusterld : !
s e before purchasing

+/- High qualily stone is used in construction of villas and
private houses, while low quality stone is used in
construction of commercial buildings

Strategy

Demand Conditions are STRONG




B— <elated & Supporting Industries

e \ Strategy m/

[FRN N %‘E Lo
< >
Rt e ataad 74

a8

Demand

i

Factors

r’v.&.a-

_ Technology and spare parts are imported mainly from Italy and Germany. Some
cutlery and hand tools used in trimming and polishing are locally produced.
_ Slow dissemination of technology among firms.
As one producer explained, “because of the lack of information on the features
of the new machines, I feel reluctant fo replace my old machines with new ones”
_ Lack of trading facilities. Exports are typically done through Isracli and Jordanian agents.
_ Most of construction materials are imported from Isracl
_ Relatively undeveloped banking system. Most of the fransactions ?Euon::m machines,
making repairs, paying wages, buying raw EEQE;V are financed from individual private

savings.

Related and Supporting Industries are WEAK

19




b Kelated & Supporting Industries R s - T

S hcdie \ Strategy .M/

PRty .ﬁ:rri.-_hn
Factors |} < > | Demand
B

_ Technology and spare parts are imported mainly from .H.mmq and Germany. Some

cutlery and hand tools used in trimming and polishing are locally produced.
_ Slow dissemination of technology among firms.
As one producer explained, “because of the lack of information on the features
of the new machines, I feel reluctant fo replace my old machines with new ones”
_ Lack of trading facilities. Exports are typically done through Israeli and Jordanian agents.
_  Most of construction materials are imported from Israel
_ Relatively undeveloped banking system. Most of the transaclions (imporling machines,
making repairs, paying wages, buying raw EE@E&& are financed from individual private
savings.

Related and Supporting Industries are WEAK




— Basic Industry Structure

As the industry exists today, firms are totally dependent on
the local construction market

<

The majority of firms are producing lower quality
products, which makes them entirely subject fo prevailing
commodity prices

— =

The small size of most firms, and the lack of forward or
backward integration, offers little reason to believe that this
situation is likely to change

B




B— Basic Industry Structure

As the industry exists today, firms are totally dependent on
the local construction market

-

The majority of firms are producing lower quality
products, which makes them entirely subject to prevailing
commodity prices

-

The small size of most firms, and the lack of forward or
backward integration, offers little reason to believe that this 5
situation is likely to change
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Villas P rivate Houses Commercial E xpotts
Buildings

The survey reveals price insensitivity on the part of consumers of high
quality stone. Focusing on quality instead of volume is a near ferm
answer to greater control and profifability.

Source: Based on data exiracted from the sample
(70 firms, 10 contractors)



“The owners of quarries

are in the worst possible
position. Their product is
the least differentiated and
they must invest heavily to
produce it.

Forward integrating up the value chain offers the only true hope for

The Value

*Even by standardizing
production, stone cutlers
can only differentiate
themselves marginally.
-By integrating backward
they can achieve grealer
control over their raw
malerial supply, but al the
cost of entering a less
profitable segment.

Chain Revisited

*The contractor offers a
highly differentiated
service.

*The contractor also
conlrols the connectlion
between the end
consumer and the source
of supply.

“This is a sccure scgmenl
of the indusltry.

*Architects and engineers

offer the most highly
differentiated scrvice.
*Theivs is the most direct
conneclion with the end
consumetr.

“Their skills are portable,
both domestically and
internationally.

survival in lean times and profitable export at any time

22




_. _ .
Short Term Recommendations
~~ "Differentiate production:

B Produce only the highest quality, uniform stones for construction

B Produce a subset of a decorative products

- Pillars

« Arches

« Fountains

o Tiles

» Kitchen counters

- Window ledges

B Target the highest quality customers

» Wealthy locals
 Palestinian expatriates

o Foreign consumers (Gulf States)

23




\ . .
| Long Term Recommendations

Move up the Value Chain, by:
m Improving human resource base
. Establishing vocational training centers Lo ensure that the human
resource base keeps pace with the changing market
. Developing the mid-level technicians to bridge the gap between
craftsmen and highly specialized engineers
. Increasing the involvement of engineering schools
@ Improving supporting services
. Upgrading the freight industry
. Improving marketing and distribution services _
. Improving diffusion of information about technology and foreign
markets that is relevant for both importers and exporters

m Consolidating and/or cooperating to achieve scale, facilitating the above

24
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Ind

ustry Structure

Number of Establishments by Employment Size Class

100

Number of Establishments

244

1.1:8

10-19

20-49 50-99
Employment Size Class

The structure of stone cutting industry is dominated by

a large number of small
establishments. 76% of establishments employ less than 20 employees

while only 1% employ 50 or more employees.

Source: Palestinian Central Bureau of Statistics.
The Establishments Census, 1994, Final Results.

9
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Falestinian Stonec Cutting InAusixy:
Local Demand Vs Foreign Demand

(D)
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W.W. 6 10
o 3
: ety
. ﬁ,..%,‘. sl R %ﬁ_h g .mq
Jordan Gulf Other
States
/

35% of production 18 exported and the remainder 18 locally consumed

Source: Based on data extracted
from the sample (70 firms)
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Falestinian Stonec Ccutting Industry:

Local Demand Vs Foreign Demand
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