Listens

CIRRUS proom

| ¥ ¥hukudabedet |

Measuse, Interpret

FORBES INDIA September 24, 2010

Forbes India

£ Ve Gt &2, #D i 9daAY 4§

Friday, 24 Sep 2010

Page# :40

oon after he assumed his new
role two years ago, Hemant Bak-
hi realised he had an interesting
problem on his hands. As Hin-
dustan Unilevers executive director in
charge of customer development, Bakshl
had to find a solution that had eluded the
eompany for neatly 25 years. It had taken
faore than seven deeades for Hindustan
Unilevers famous distribution jugger-
Raut te diteetly reaeh a millien outlets
aeress the eountiy. Bt for the next twe
and a half deeades, Bakshis seniof éol-
leagues simply esuldnt find a viable way
te expand its direet distribution medel.
So when HUL chairman Harish Man-
wani announced on the sidelines of its
annual general meeting in July that the
company was in the midst of trebling its
rural coverage over two years, it set the
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cat among the pigeons. This increase in
rural coverage will be a big leap, "and to
my mind, will be a huge driver of future
growth,” Manwani had said. “While com-
petitors are closing gaps, we have to con-
tinuously create new gaps.” So had HUL
sturnbled upon a new magic formula all
of a sudden that woeuld help it erack epen
the large rural oppertunity?

Not really. All that Bakshi's team did
was to question something that Lever
managers had believed over decades.
All along, HUL had operated on a ba-
sic hypothesis: Rural markets were at a
different stage of evolution from urban
markets. As a result, consumers were giv-
en limited variety of stock — mostly the
mass market and discount brands — and
that too in small pack slzes or sachets.
That ensured that HUL distributors were

able to keep costs low, rotate their stock
and reach even villages with a population
of 5,000 people. This way, HUILs distribu-
tion machine pushed deeper into the hin-
terland, till the cost-benefit ratio began to
work against the company. At one stage,
it found it difficult to expand into villages
with less than 5,000 people.

It isn't as if HUI’s brands didn't fimd
their way to the 637,000-odd villages in
the countny. Thanks to the remarkably ef-
ficient network of wholesale traders, it in-
variably did. But then, so did hundreds of
other competitive brands. And from time
to time, they used higher trade margins
to snateh away HUIL's business.

There was another issue: availability
of credit. Pradeep Kashyap, CEO of ru-
ral marketing consultancy MART, says
he's seen several instances of shopkeep-
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ers offering low-piriced brands (other
than HUL), if they kmew they had to sell
on credit to, say, a loiw income farmer. On
the other hand, whem a rich farmer came
along, a bar of Lux soap automatically
comes out of the bottom shelf. “It is crucial
for a company to offier credit to shopkeep-
ers. And this can be done only by direct
distribution,” says Kashyap. Sales through
the wholesale channel are seldom done on
the basis of credit.

So, here’s the moot point: Just how did
Bakshi’s team take thee big leap forward?

The Way it Was

n the past, HUL Ihad relied on its net-
Iwork of 2,700 redistribution stockists

and sub-stockists ‘to supply products to
stores in large villages. For smaller villages
with a population of less than 5,000, its
products were sold through wholesalers.
Shopkeepers from these villages would
travel to these wholesalers and to pick up
their supplies as andl when it suited them.
Sometimes wholesalers known as star sell-
ers would hire a van sand do some distribu-
tion on their own. Att best, the distribution
in these villages wast patchy and the com-
pany had ne strategy on whom to cover
and whom to leave out.

In the late 1990s, HUL took its first
tentative step to expand rural distribution.
Through Project Streamline, it created a
hub and spoke systeim and appointed sub-
dealers who had the opportunity to serve
villages in their vicinity. While the model
served the company well, HUL had little
or no control over the distribution chain.
Smaller regional brands would come
along, offer better marrkups and sell goods
on credit and take away a significant por-
tion of business in a shott span. Signifi-
cantly, the shopkeeper who stocked HUL
products felt no loyalty to the company
and could switch sidles overnight.

Starting 2001, it began expanding its
reach through Project Shakti, where it
used women entrepreneurs in distant vil-
lages to stock and sedl its brands. Today, it
has a vibrant network of 40,000 women
entrepreneurs. But Project Shakti was also
the last round of expansion in distribution
that the company undertook.
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With revenues from Project Shakti
doubling every two years, Lever knew the
next significant opportunity was in rural
India. But to get in on the action, it had to
fix distribution first.

€hanges on the Horizon

hile the new plan was being
formulated, Bakshi was on
a market visit to a village in

Orissa. In his earlier sales and marketing
roles, hed spent many days traveling to
far off places and figured he should allow
four hours for the 250-kilometre journey.
But thanks to a four-lane road, he reached
there barely two and a half hours later. It
was the same story across the country. The
road infrastructure has improved dramat-
ically across the country, making it easier
to access remote villages.

The next realisation was no less dra-
matic: That the buying habits of rural con-
sumers had changed. Many of these con-
sumers actually aspired to buy the same
products they saw the city people using.
During retail audits, it was seen that even
premium fairness creams and shampoos
were being stocked. Shopkeepers were fig-
uring out a way to source such products
from the wholesale chain or nearby large
towns. “When you go there, you see the
kind of products customers want they are
very different from our expectations of
them,” says Bakshi. Television had played
a crucial role in this transformation. With
22 million TV sets in rural areas, consum-
ers watched the same programimes and ads
that thelf counterparts In cities watched.

In sum, it meant the old theory of
building a rural portfolio made no sense. It
simply wasn't aspirational. HUL had been
supplying only about 100 stock keeping
units (An SKU is a specific product with a
uhique size and type) to wholesalers in ru-
ral areas. Clealy, that wasn’t enough. The
cofmpany set about getting lts redistribu-
tlon stockists to start offering as many as
250 SKUs to stores in villages with a popu-
lation of over 5,000.

The larger assortment of products
brought about its own set of challenges.
Stockists in smaller towns often couldn’t
handle the extra complexity. Almost all

were family-run with no desire to invest in
technology. HUL had two choices. It could
either come up with a new model for ru-
ral distribution or adapt its existing model
with minor tweaks. It chose the latter.

First, it went about pouring over digi-
tal maps for each of the 637,000 villages in
the country to look at how far its distri-
bution already took it and where it could
reach with additional investment and
smarter route planning. Earlier, local sales
tepresentatives had sat with the distribu-
tor to make that decision. Often a carrot
and stick approach was used to get them
to go into unpiofitable areas.

Today, the decision to expand can be
done centrally from the HQ. The company
makes use of ‘geo-tagging’ to understand
how far villages are from the nearest high-
way and how long it would take the near-
est distributor to reach them. Plans can
new be made in a more methodical man-
nek. A former HUL executive director says
that fnapping tools have improved signifi-
cantly sinee the implementation of Project
Shakti, allewing the compahy to make
ke informed decisions to expand reach.

Bakshi talks about a village in Uttar

Incredible HUL Hemant Bakshi is bringing
a new understanding of the rural consumer

Pradesh near Garh Mukhteshwar that
wasn't being serviced by a distributor.
Shopkeepers there depended on a nearby
wholesale market to stoek up. The distiib-
utor didn't go to that village as that weuld
have meant a leng deteur aeress a fiver:
Using maps, HUL eame up with a mere
efficient route for the distributer allowing
hifm te sefviee this village as well.

The maps have enhanced HUILs ability
to reach out to far-off villages, subject to
the quality of roads. For instance, distribu-
tors can easily travel 40 kilometres off the
main highway in Tamil Nadu while in UP.
and Bihar, 15 kilometres I8 as far as they'll
g0. (See graphic on page 41),

But spread your network too thin and
the distributor’s profitability will go for a
toss. This is where another crucial advan-
tage of direct distribution cofmes 1n, With
the company — and net the whelesalet —
controlling what the shopkeepet buys, it i§
possible to manage the preduct mix and
push more higher-margin products inte
the rarket. The added profitability ean
then be used to get distributers e push
deeper ifite distributing products and alss
invest in technelegy:

This is also where the company has
differentiated between urban and rural
distributors. In urban areas, HUL often
partners with its distributors to help them
raise capital and maintain their business.
Expansion in the larger towns is less ifi-
portant than funetiening efficiently as
fhost UFban Markets are withessing satura-
tien in demand. Distributers of their part
are expeeted to replenish supplies in stores
as and when the shepkeeper asks them 8
do so. Stoek levels for urban distributors
are kept at efie of twe days oply.

In essence they've moved from selling
to servicing their customets, the shep-
keepers. With their cost of capital eom-
ing down, the markups the company of:
fers them have also fallen frein the earlier
5 percent fo 2-2.5 pereenit. HUL has alse
moved to reduce the nurber of distribu:
tors In ueban areas. 1A a eity like Mumbai,
the nufaber of distfibuters has redueed
frem ever a 100 te five.

In contrast, rural areas are still in the
growth mode and distributors are expect-
ed to actively push shepkeepers to stock
HUL soaps, shampoos and detergents.
Pushing products and grabbing stere

space is still very much the name of the
game. Promotion through merchandis-
ing and display will play a key role. Add
to that the higher cost of raising eapital
for smaller outfits and the eempany still
offers them healthy raatkups of § pereent.
Most distributois fake abeut 2-2.5 pei-
cent on the geeds seld. They usually have
twe weeks’ werth f steek with shepkeep-
efs and ene weeks werth ef inventery;
whieh allews thefh 8 tufn them ever 17
tifnes a year leading te a returh of at least
34 pereent. This takes eare of theif eost of
eapital as well as allowing them {8 invest
in techiolepy: (The eampany declined {8
eBfMmeRt 87 the FetiFh 8A iRvestRent foF
Fural distributsrs):

On their part, distributors afe expect-
ed to offer the same terms of trade te vil-
lage shops as the company offers in larger
towns. Goods are sold at the same 3 per-
cent markup and no money has te be put
upfront as when they were Buying direetly
from the wholesale ehanfel.

In addition to improved maps, HUL is
also making use of wireless technology to
get real time information on defnand pat-
terns and trends. Distributor sales teams

A New Link in the Chain
‘Shaktiman’ Sarat Ku Mohanty of
Barisana village in Orissa is now
part of HUL's rural push. Here, he
is shown packing the products

for the day, leaving his home on a
sales trip and selling to loeal sheps.
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How a blueprint for a state
using the maps
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As the technology for drawing maps and processing data from them makes rapid strides,
HUL has made extensive use of maps to plan its rural coverage. Take Orissa as an illustra-
tion. Here, the company first marks the road network—both national and state highways.
Then the locations of all redistribution stockists are marked with their names and codes.
Next, the 50,000 villages are marked. A zoom-in shows which ones are covered and which
ones are not, The western part of the state, for example, has sparse coverage. The maps
provide demographic and economic data like the number of houses, paved roads, bus
facility and so on. Lastly, the company sees how many of the 16,000 uncovered villages are
within 20 kilometres of a rural RS. The composite data helps develop the blueprint,

have been given handheld devices. In
other places, mobile phone applications
are used to key in this data, which is then
autommatiically uploaded. Experts, however,
say that the jury is still out on how effec-
tively these devices work on the field.

HUL can now get almost real-time
information on consumer behavior and
demand patterns, instead of having to rely
on its distributors for such data. Bakshi
claims he has information coming from a
shop in Thane and a village in Orissa al-
most at the same time. One way to use this
would be to craft marketing campaigns
for products that are popular in certain
reglons and districts of the eountey.

A spike in demand during festivals can
also be addressed more effectively. HUL
already knows that buying patterns in a
village with a population of 1,500 in Tamil
Nadu are similar to those of a village in Bi-
har with a population of 3,000 due to the
disparity in income levels. Better demand
forecasting has allowed HUL to increase
sales in rural stores that have direct cover-
age by a third, according to AC Nielsen.

Lastly, the company hopes to improve

its product mix and increase sales of
higher margin soaps and detergents. With
smaller pack sizes, the company has seen
that consumers who can afford more ex-
pensive brands tend to shift over.

The Last Mile Challenge
n villages where direct distribution
Iwould not be cost-effective, HUL is also
making use of its well-developed net-
work via Project Shakti. The 40,000 wom-
en, or Shaktiasamasss, make about Rs. 1,000
a month by selling company products to
other women as well as shops in their vil-
lage. (People familiar with the numbers
say HUL rnakes Rs. 500-800 crore a year
with this segment growing by 50 percent.)
In expanding its reach to villages with
a population of below 2,000, HUL decided
to make use of the men folk in SBiditHiizm-
mas’ families. This will allow it to service
an additional 200,000 villages taking the
total to 500,000 villages. Each SBuktiimaan
is given products to sell as well as a sturdy
bicycle to take to villages within a 5-kilo-
metre radius. Only 20,000 top performing
Shalkttéammams have been given the op-

tion of having their men folk work with
them. The number of products or SKUs
they carry is restricted to about 50. HUL
had initially estimated it could add about
300,000 stores through this route but has
already received suggestions on 400,000
stotes that can be added.

Not everyone is convinced that the
model is sustainable. K.S. Ramesh, for-
mer head of Cavincare, says that the in-
creased volumes are unlikely to make up
for the increased cost of distribution. He
points to other companies like P&G that
use superior matketing to create a pull in
the market which forces shopkeepets to go
out and stock their modidls. “The modkl is
probably been forced from the West where
there are far fewer outlets and so 100 pet-
cent reach Is absolutely necessaiy,” he says.

Then again, the products being sup-
plied to rural markets are for the time be-
ing low margin ones. They're often sold
in small sachets which add to the cost of
distribution and reduce margins to 10-12
percent as against the 12-14 percent norm.
“I have a tough time understanding how
the econonmiics of that will work. Products
don't have the kinds of margins needed to
justify the travel time,” says Hermant Kal-
bag, a partnet at K.T. Kearney who has
wotked on distributien models.

There is no straight way to assess the
economics of this rural push that is de-
signed to bring in 500,000 new outlets un-
der HUILs rural coverage, taking the total
number to 750,000. Bakshi says there are
several modkls in play. For instance, thete
could be a stockist who has to make a
small diversion to service a village; or em-
ploy people for an extra day to service a
village. In either situation the costs would
be vastly different. But HUL wotks oh a
model whete the foeus is on keeping the
total business of the stoekist prefitable.

“We're doing the same pioneering
work which we did 50-60 years back. And
what we did 60 years ago is paying offi for
us even today. We created brands that
remain popullar. Consumers are coming
into these categories for the first time. This
would create the next competiitive advan-
tage and a legacy for many years to come,’
says Bakshi. B
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