BUSINESS FEATURE
DIAMONDS

A Cut Above the Rest

Eleven rough diamonds are cut and polished every second in India which
has now become the largest diamond processing nation, earning a net foreign
exchange of Rs 1,200 crore this year. A report on the burgeoning industry which
is mostly controlled by Gujarati businessmen.

S the elevator climbs the Hoors of
Prasad Chambers, a I6-storey wal-
led compound incentral Bombay,

the offices come into view, one after
another; Samir Diamonds. B. Arun-

shabby, rundown and the elevators don't
often work.

Inside:the officesarerichly carpeted. a
close circuit camera monitors all move-
ments and armed guards move from Hoor

buzzer open the door,
There's quite an-
other world inside this

kumar, London Star, Ratilal Bechardass. 1o floor, A visitor cannot just walk in: he Rs
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wo out of every three diamonds anywhere in the world are now processed
in India, making it the largest diamond cutting centre in the world. In the last
two decades, over 7 lakh people have flocked around India’s diamond rush.

108  tvosaronay o sav s e



forbidden area. Dinmonds—rough. pol-
ished, big: sall—worth millions are ca-
sually strewn on tables while buyvers from
across the world make their selections.
Every 10 minutes an international eall is
maude and desls worth crores finalised
whileun clock in the shape of s supersonic

crossed the thrice-upgraded export target
for the current year, arecord growth of 70
per cent,

The harvesters of this boom have been
4 handful of simple, young Gujaratis——
Bharathbhai, Vijayvbhai, Arunbhai, “To-
day they are Indin’s richest community,”

jet ticks away the time-in Tokyo, Tel  Botswana and South Affica. i said an industry watcher, “They are the
Aviv, London, New York, Come nightfall, It is estimated that two out of every  workl's finest dismantaires, Their arms

and the diamond barons. in their Marlo  three diamonds anvwhere in the work reach across several nations.” They are
Baruttisuitsand Guecishoes, stipintoone  Zales, Cartier, Kay, Fortunoff-—have heen.  alsosomeollndia's tophuyersofantiques,
of the several Mercedes parked outside  processed in the dirty by-lanes of Surat  imported cars and art—including M.F
and disappear into a boom, a global  and Navsari. fn the last two decades, 7 Flusain's painting on Safdar Hashmi that
diamondlust, that shows no signs of  lakh cutters have flocked areund ndia’s  went for Rs 10 lakh recently,

stopping. diamond rush: the rest of the world, put Why then is the industry on edge?
‘This is India. A poverty-stricken na~  together, has only 50.000. Lastmonth, the entive trade ground fo
tion that has slowly and steadily been a halt and began to move full page ad-
chipping away at the global diamond T8 exports have also made a steady  vertisements in newspapers: “Diamond
trade to become. today. the largest and climby from Rs 690 crore in 7910 industry driven to dospair”™; “Will we be
‘most important diamond processing na- MRy 4400 crore this veur (inee all  allowed to retain number one position?”
tionin the world. Fvery second, Indiacuts  diamonds are imported, this actually On April 7, over 50,000 diamond

and polishes 11 diamonds thatcomefrom  means a net foreign exchange carning of  merchants—wearing white shirts and
mines in the Soviet Union. Australin,  Rs).200crore), Theindustry hasalready  black arm bands—converged on Bombay

; from different parts of the country in a
dramatic show of unity and a profest
against what ihey call “an intolerable
level of harassiment” by way ol raids and
rude treatment by tax officials,

an dssumyou
xmrhm;, of the sort will hgtppcn again”,
The confrontation brought into sud-
den and dramatic focus India’s rise in the
ghittering global dinmond trade and the
enormous clout that dealers have begun
to wield at the Centre,

Who are these people? Basically, they
are o small religious community of Jains
thut grew to their present opulence and
power froma quietstreet in Palanpur, one
of Gujarat’s miost backward towns, They
weresmall traders whooccasionally went
abroad to buy diamonds formaharajas. In
1954, one of these Palanpuri Jains
broughtback two Belgian cutterstolearn
how to cut rough diamonds, I that fittle
town, about 20 years ago, India’s dia-
mond cutting explosion started,

The Juins, with an uncanny market-
ing savvy, realised that they could handle
small stonesthat the Jews-who for years
have d()minaied the cufting trade-
sneered at They also realised that the
middieclass American woman hadbegun
to earn her own money and wanted a
taste of luxyury (oo, The jewellery market
was expanding to miake room for small,
cheap stones-and mouniains of these
stones were building up inside the Dia-
mond Trading Corporation {pr¢) {the
marketing arm of De Beers, the South
African syndicate thatcontrolsthe trade).

“A stone you can't cateh, ou
and polish, ‘said Jatin Mehita
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Jewellery Export Promotion Council,

sightholder (only he has

In 1957, the Replenishment Scheme
came i which made i posstble legally to
import rough dismonds into the country,
as long as they were exported again.
Several men of the community worked for
16 hours w day, bent over old fushioned
ghantis {wheels). cleaving the rough
stones themselves. They Hved in small
housesandearned afew hundredrupeesa
month, The next generation was hom
some years later, with a Mercedes-Benz
already parked in the garage.

Rapidly. the Palanpuris wove a web
around the world, asyndicate ofoperators
with unparalleled marketing strategies,
Anywherethere werediamonds, a Palan-
puriJanded up and opened office. Almost
all the big firms in India now have an
Antwerp cousin that sup-

World jewellery manufacturers regularly
visit Bombay to buy them. Many don't éven
do that, They simply order them on the
phone—the same way one would a pizza.

HE entive trade runs on trust: from
the packets that are prepared al the
prc  auctions—no  sightholder
woulddarcopen them tocheck-through
the angrigas (couriers) who carry
the diamonds on second class trains be-
tween Bombay and Surat and to the
buyer, who hasto trustthe value the setler
puts on the stone. There's no puperwork,

o guarantees. Business worth eroves is
finalised by the traditional handshake,
Theindusiry grew toits present size on
the strength of the small, cheap diamond,
which needs a high Inbour input, Dia-
monds, the size of a pin-head, that with-
out India, the pre—the cartel body that
controls 85 per centolthe roughs-—would
have had to throw away. India’s main
edge is its cheap labour—Rs 1,000 per
month as against Rs 25,000 in Belgium,
Three major developments helped
give & farther fillip to the industry, One
wias Australia’s huge Argyle output—itis
$0 hard and labourdntensive that only
Indian eraftsmen can bandle it. Second,
the popularity of the pave (pebbled ) sefting
in jewellery absorbed small Indian dia-
monds in 2 big way, And most important,
the last decade saw the rise of Japan. a
market that did not even exist before,
De Beers, through its

plies it roughs and acts as
asensorforthetrade. Ant-
werp also has a cousinin
Hong Kong who has one
in New York and s0 on.
n Antwerp—the
world’s trading hob—

n Surat, artisans work in unventilated,
cramped rooms. The new industrial parks
attempt to lift them out of this misery.

fantastic promotional
compaigns, took a zlch
consumer, told if that “a
dizmond is forever” and
made them believe it. “ja-
pan, Korea, Taiwan and
Hong Kong. These four

there are over 350 Indian,

mgjortigersareroaringin

mostly Gujarati families
buzzing around the four
diamond bourses rubbing
shoulders  with  the
wealthy Jews in  their
black coats and top hats,
“Forty per cent of the dia-
mond business in Ant-
werp, amounting to $9
billion {now Rs 13,500
erorel, Is controlled by
Indians,” said Kantilal
Chhotalal {turnover:
Rs 40 crore), godiather of
theindustry, Four indians
are among the top seven
in Antwerp, with empires
ofover $500 million {now
Rs 750 crore). They buy
diamonds from pre, send
them to India for cutting,
and then buy most back.

The diamonds v into
Sahar Airport, Bombay,
in seated packets and a
secured van drives them
into the city every morn-
ing. At any given time, a

aceess to prc auctions) has
stontes worth Rs 15 crore to
Rs 20 crore, which he gels
cut, polished—and re-ex-
ported within 105 days,
now with a handsome 30
per cent value added.

the Pacific,” said Madhu
Mehtaof jayam, Antwerp
{global turpover: $500
million}. *Suddenty we've
gol another America on
our hands.”

Today Japan drives
the global trade. Over 70
percentof all brides geta
diamond  engagement
ring. thanks to De Beers'
sentimentmarketing. The
1S too will continue to
buy: a recent survey sh-
owed that Americans val-
ued diamonds second on-
Iy to vacations, but way

above other luxuries, This
year De Beers will spend
another $130 million on
ad campaigns, creating
new markets. For in-
stance, coming up aredia-
monds for men and as
graduation gifts.

Indiun  diamantaires
insist that they have
“democratised” dia-
monds. Not only are dia-
“monds forever. thanks to
india, they are now for
everyone.,  Says  Vijay
Shah of Vijaydiamond,
Antwerp (global  turn-
over: $400 million): “As
long as there are women,
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Dlamond Rush

NTWERP has beert good to Indian
diamantaires, Many began liter-
ally by touting their ware from
a briefcase, moving like nomads from
manufacturer o manufacturer. One of
the first few came with a wife and a
chakki {grinding wheel) to make atta,
Several began their mete-
oric rise from shabby
apartments in the run-
downares around the sta-
fion, with just a tourist
visa.

The growth was
quick. and the Indian
community  began  ifs
rapid expansion only
about seven years #go.
Banks willingly gave

credittoIndians (thereare
fewer risks involved in
cutting the small stone},
the Government wel-
comed them and. as the
prosperity grew, ¢ven re-
laxed laws so that the
vegetarian Gujaratis could import their
cooks into Belginm.

Today they are the diamond czars.
They live in opulent villas, have a
retinueofservants, their children spend
week-ends skiing in St Moritz. The

prime ministerdrops in for their parties.
and Nicholas Oppenheimer, the boss of

De Beers, knows them personally,
1ife is good and with an unfailing
back-up service from home, they have
the best of both worlds. This year, Dilip
Mehta, 37, of Rosy Blue (global turn-
over: $458 million) isbored. Everyvthing

Madhu Mehta (top) and Dilip
Mehta: global network

hasbeen growing so rapidly andsowell,
there is no challenge left to him. He's
already outstripped his targets.
Theysay themost fabuloushousein
Antwerp belongs to Vijay Shah, 39,
Some call him the film star of the trade.
It took him five years to build because,
as he says, 1 did not want fo buy

anything from a shop. | wanted every-

It

tbing custom made.” In the gardens,
the fountains play all day between the
ancient statues bought from Rome. Fat

sphy by

Vijay Shah: sparkling suceess

ducks sit lazily, looking as if they had
been put there for decoration,

Inside, there are nine bedrooms,
twoglasselevators thatgoupanddown
floors, a discotheque with lights that

dance fo the music, a see-through

swimming pool, # health club, a movie
theatre, bathrooms crafted in onyx,

several drawing-rooms, and a dining-

tdbie for 24, plated in gold. Shah also

: has six servants tmciud»
ing two Belgians) who
serve up pure Gujarati
food, “Here we have
everything.” he says. “In
India, everytime you goto
office, you're worried that
taxmenn  could be
waiting.”

And yet among the
Indian tycoons abroad,
there is a strange resent-

ment. They have every-
thing: money. power,
glamc;m‘. But no recogni-
tion from back home. As
Madhu Mehia of Jayam
puts it: “There are dia-
‘mond companiesin India
with over Rs 100} crore turnovers. Is
there even onethatisrecognised by the
Government? Is anyone called for Re-
public Day parades? Is anyone given
awards?” Inindia, an Abhay Oswalora
Vijay Mallya makes it again and again
to the covers of magazines while they
are fucked into pagesfive and six of the
financial papers. Their relatives only
know them as “the rich uncle in

Antwerp”, Success, without recogni-

tion. does not warm the heart.

Do they have any regrets about
leaving India? "We have regrets for
India,” says Dilip Mehta. “But not for
leaving it."

“~SIMRAN BHARGAVA in Antwerp
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we'll sell diamonds.”

Being cheaper, Indian diamonds have
an edge in bad economic thnes, People
don't stop buying sentimental products,
they just movetothe smalldiamond. After
all.even ifitistiny, adiamond still vadiates
its message of love and constancy,

“For the diamond trade. 1988 has
been onie of the best years ever,” suys 1P,
Hazarika. chainman, Myre whose dia-
mond division grew from Rs 14 lakh in
1982 to Bs 30.68 crove in 1987, India pro-
cesses 65 per cent of the world's produc-
tion of $18 hillion, though thisis only 40
pereent of the value. Its contribution isto
fashion, not to portfolio building. As Nar-

ave #n industey without frontiers.”

Yet what seems like a dazding—
hunky-dory—dismond industry in India
circled by a burbed wire of suspicion that
keeps 1 bristling. Feery diamond mer-
chant fears entering his office und finding
a taxman waiting, “Diamond traders
think that because they bring in so much
foreignexchange, they should beimmuane
from investigations,” said an official from
the Central Board of Direct Taxes. “But
every time we have searched them, we
have come up with unaceounied stocksor
cash,”

The trouble arises because the trade
works in strange. mysterfous ways, N

S

112

iamond dealers are among the country's
top buyers of antiques, imported cars and art—
including Husain's recent painting on Hashmi.

endra Mehita of Samir {group turhover:
Rs 90 crore said: “Lei’s not build huts
and say we're making the Taj Mahal”
Theindustry hasnow begun themove
into large stones, known as sawables. A
big stone is a terrific hedge against rupee
devaluation. For instance, a woman who
bought the classic investiment stonie—a
one carat round brilliant—in 1978, lor
$8.000 can today hawk it for $18.000.
Recently, with the amendments to the
restrictive Gold Control Act, there is an
electric excitement in the air: a new fin-
ished jewellery market {(diamonds studded
in gold} is coming into view, with its huge
$39 billion (now Rs 58,500 crore) poten-
tial, As diamond traders like to put it: “We

one can establish the value of a diamond:
it can be switched. replaced. overinvn-
iced. underinveiced. slipped into the do-
mestic market. No one knows for sure
when and how this happens.

“This trade has usfoxed.” confessed o
harassed oftficidl. “1fall the diamonds that
come in are supposed to be exported, how
the hell is the Rs 350 crore domestic
marketbeing fed?" Legally, ench packet of
diamonds should have a jhangad {con-
signment note attached, Several don't.

A farge part of the trade is in fact
carried on in the backstreets of Zaveri
Bazaar, Bombay. -‘where in a daily after-
noon frenzy, diamonds worth several
crore, wrapped in white tissue packets.

JEWELLERY EXPORTS
Grand Designs

whale has appeared i the Indian
Ocean. A huge, gigantic whale
with a $39 billion appetite for
studded jewellery (diamonds set in
gald). India—for all its diamond cut-
ting prowess—-feeds itonly a crumb of
Rs 50 crove. “Now. with the amend-
ments to the Gold Control Act
i ave been opened."says
Jatin Me Seven out of 10 dia-
mondsanywhere in the world gooutof
India. Imagine the value addition if we
are able to stud these. Given a fearless
atmosphere. we could erase the entire
budget deficit in six vears.”

The Gold Control Act wassodraco-
nian that when it was anoounced in
1962, seversl goldsmiths committed
suicide, The Act limited the amount of
gold a person could hold to a trifle. it
also did not allow if to be moved from
place to place. Said a jeweller:"“Gold
control was exercised more in iis
breach than in its compliance.”

The recent amendments allow a
jeweller to work with standard, 22
karat gold. available at international
prices. provided it is exported out of an
exportzone. Already. several factories
have come up in the last few months,

Industry estimates are that export
of studded jewellery could leap from
Rs 70 crore in 1988 to Rs 250 crore in
1989 to Rs 1,000 crore in 1991. For-
eign designers are flving In and the

Eternity Stone

TAMONDS were formed three-

and-a-half billion years ago.

They are found in the most
hostile of places: in river beds, in
volcanic pipes and alluvial deposits.
An average of 250 tonnes of diamanti-
ferous rock has to be mined and pro-
cessed to produce a one carat dia-
mond, which is something like hunt-
ing forasingle lealin a tropical jungle.
But once it has come into the world. it
is indestructible,

Today it is an international pro-
duct, passing through four continents
beforeitadorns a woman's hand. Over
the years, the diamond has acquired a

IRDIA TODAY @ MAY 5, 1989
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Indian bangle is on its way to Japan,

Unfortunately, the benefits only
trickle dowrn to the big guns who have
factories in export zones. Private jew-
ellers who have to buy gold from the
focal market can never compete.
Worse, the CGovernment harasses
them with mountains of paperwork—
till last year, they had to il out 47
forms. Says Rakesh Khanna, a Dethi
jeweller: “A person who doesn't have
the temperament for lobbying or pa-
perwork can’t last.”

Fashion trends: untapped potential

unigue status as a gift of love and a
magic that nothing else has,

The beauty of a diamond depends
on the way it reflects light, The skill of
the cutteris to shape the stonein such
a way that light bounces around and
through it, to bring ouf the fire in the
stone. Ideally. a diamond should pos-

‘sess no colour at all, it ought to
resemble a piece of ice,

Thefive Cstolook forwhilebuying
a diamond are: cut, carat, colour,

clarity—and confidencein yourjewel-
ler. “You're sefling illusion after all.”
says Bharat Shul of B. Vijaykumar.
"So you have to sell confidence first.”

The largest sale is in the form of
rings—theeternity band, formed thro-
ugh a circle of diamonds is a symbol
‘that “my love will run out at the
circle's end™.

quickly change hands. A US journalist
who witnessed this bizaree scene wrote;
“The trading pace and decibel fevel could
rival that of the New York Stock Ex-
change.” Several ofthese stones then leak
into the domestic market.

The diamond merchants, however,
feel that—since they provide so much
foreign exchange and employment—mi-
nor leakages should be over-
looked. And that taxmen-—who
“use us for targei-practice”—
should be kept on a leash. "We
are very badly hurt.” said Aran
Mehta of B. Arunkumar (group
turnover: Rs 165 crore). “We
have grown without any gov-
erament subsidies yet we are
continually harassed.” The re-
centstrike proveshow united the
industry is; touch one of them
and the entire trade rises.

But the {riction is pushing a
sizeable chunk of the business
outofindia. Today. thereare 350
diamond families in Antwerp.
200 in New York, 80 in Hong
Kong, 30 in Bangkok, 100 in
Japan. They also have factories
in $ri Lanka, Tunisia. Thailand,
and have begun to pose a serious
threat to India by their competi-
tive cutting abilities. “What
could have “been our strength,

Thailane phs going
to Thdzlimd will never find their way back

here.”

India’s edge of cheap labour is getting
blunited. Its trump card: an unparalleled
distribution system. “When ook at the
future of the diamond. the marketing hus
been well taken care of.” says SN,
Sharma, Hindustan Diamond Company
chairman,

What are the scéerets of their success?
Hard work, shrewd marketing. and strin-

gent quality control that in a suspicious

atmosphere make the “Indian quality
diamond" one that is actually valued.
Says a dealer: “They are not saints, but
they are honest with their customers.”
Almost all those who head companies
also know how to cut a diamond them-
selves. They work late hours, week-ends
and will give service on tap. None has had
any formal business training and vet all
have a blood instinct for the business.
“Perhaps it's because we see the bottom

K ml&’lchia ¥

line every night,” laughs Madhu Mehta,

But the higgest secret of the Palanpuri
success is the large joint family nexus.
Most of the big houses are inter-related
and most offices across the globe are
ultimaiely headed by a relutive, Thisisa
secretive business-—and the family keeps
secrets. Sayvs Narvendra Mehta: "We work
for each other. for our cousing, nephews,
uncles.” Healthy family competition is a
manner of keeping up with the Jains.

The tight Palanpuri syndicate allows
few outsidersin, In 1979, the Government -
decided that it wanted a slice of the rich
cake too and formed the Hindustan Dia-
mond Company (nncl. ' “The smali traders
couldn’t go to London.” says Roy
Albugueruque of noc. “They needed a
place to buy their roughs.” But the trade
giants look on upe as “a listening post for
the prc’, since it is held 30 per cent hy
Bank of Bermuda, the pro's bankers. Still,
uncisdoing well withaturnoverofRs 170
crove. Others, lke the Tatas. have tried to
get into diamonds butin vain: the trade is
much foo tightly controlled. There's
enpugh room--but not for everyone.

Now, withrapid growth. newchanges
are coming: computers, lasers, profes-
sional managers. In'Surat, Haldwani and
Jaipur, uncis developing industrial parks.
the first of their kind, that will lease out
small. modern factories to private traders.

Theattemptisto lift the artisans outof
their nuiserable hovels where they sit for
10 hoursaday incramped rooms, withno
sunshine, no windows and no fan lest the
smaller diamonds are blown away. It is
reported that Thailand has its eye on this
cheap labour. India is waking up. before
the competition sits down to eat the cake.

Ultimately, the key question is: what
will De Beers say? De Beers decides how
much each dealer should get through its
Central Selling Organisation in London,
on the roof of which lunds the private
helicopter of Nicholas Oppenheimer, De
Beers"boss. Despite itsarrogant “rakeitor
leave it” attitude, the vre has acted as a
stabiliser and kept diamond prices con-
stant. Most dealers have a grudging grati-
tude toward it, India is important to the
nic without i, excess stocks of small
stones will begin accumulating,

Apart from the friction with the
taxman, these are good days for dia-
monds. As gnede alersays: “Theonly way
wecangoisup.” Several of the big families
havebeguntooffer theirthanksthrougha
series of charitable trusts thatare building
haspitals and schools in Gujarat villages.
They are returning to the parched desert
to repay an ancient debt. Diamonds, it
seems, are forever—and a year,

~—SIMRAN BHARGAVA in Delhi,
Rombay and Antwerp
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