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Hﬁs sl;!mfy evaluatea tha influenca of Gcmarnment suppart and regufation m the
_ perfornuince of South Afnca s diamond mdustzy

aﬁnbé the. diSodvery of diamonds in Sotith Africa, Govsmmém has. played an éoﬂve role in
' the establishment of a Iocal pmcessmg mdustry, aimed at the adding of value

rpiﬁed rough diamonds

South Afncas diamond sndustry underperforms pamcu!arly ﬂ!e processing indusuy which

beneﬁls from State supgiont at the expense of the other diamond sectors, Govemment's .
indirect support of tha processtng sector cannot be 1ustffxed in view of fs disrna!' '
_pe:formance - i

ABSTRACT

N

fo locally

N '_staﬁgics were_ _suppli_ied’ r’nai’n’l'y by the South Afﬁgan-.-Diamond Board, the Minerals Bur:e__aﬁ
 and the departments of Financs, and Trade and Industry. Discussions with prominent
diamantaires wére &'_llsc_i undertaken to contrast sta_tmasy reporting with informally sourced -

: _The ‘entire diamond mduatry should be daregula!ed and Staie mvoIVernent jn the

proceasmg sector (w:lh speclal emphasis an the taxatuon struc'ture) m-svaluated
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CHAPTER1
1 INTRODUCTION -

1.1 .stammem:ft'hépmuem o

In Scmth Afraca, & heat mcmopoly on rough diarnond producnon exisls in that De Beegs |
} Gonsohdatad Mines controls approximately 95 per cent of locat atinual oulpm Gonsidenng '

thé importance of dlamonds for the couniry as a whols, Govemment became involved in
the diamond industry in a supportmg and regulatory manner, In particular, the State

| mtervened m diamond beneﬂclatlon lhrough the establishment of a diamc:nd processing .

(cutlmg and polzshing) industw in the 1920's.

current!y, the South African  Dismond Board (SADB), & body provided for in the Diamonds

A (No 56 of 1986), regulates ‘and monitors South Africa’s diamond ' industry.
Fundamentally, ihe law encourages rough diamond producers to first offer their output to
the local indu_stry before baing _allowetl exéfmption of a 15 per ce_nt export dut_y. .

~ Since Govemment prﬂpagates free—market sconemic pnnciples, this suppoﬁingcﬁ\\‘and
regulating role of the State has increasingly come under etiack. The lack of mdué\(y

 performance, in particular that of the processing sector, is queat:onad ln view ok o

Govemment's continued Involvemert, _ o 5
1.2 _Purposeoft‘he Study

© This study svaluates the infiuence of Giovemment support and -
tegulation In the petformance of South Africa's diamond industry,

This examination is nisnded to establish objectively the relative importance of the diamond
" mining, trading ant processing séctors for the. country as a whols, but more importantly,

advise Govesrment i in its effort to create an environment wherein South Africa's chamond_

resources could be opumally utll'sed

18 Justiﬁcattunofthe Project



of the approx:maieiy 60 major mineral commodltles mmed prasenﬂy in Snuth Afnca,- L

dian‘nonds ranked fourth largest in terms of totai sales value in 1991 Owing 1o this, the

 foreign exchange generated through rough diamond exports and beneﬁclahon e the
addmg of value through ptocesstng, is of utmost mportanc& '

Also, since t__he-_._ii‘noéption of the_ Sabs in Octbber 19_36_, Government has sought 1o
~ exarhine its tole fo establish whether South Africa’s diamond resources are optimally
utilised, Through the new Minerals Act (No 50 of 1991) the State purposes to assist the
local mmmg industry by allowing easier access fo resources, and also, to mmmse
Government involvernen: through a process of deregu}ation 'ﬁ“hls study endeavours to
_ dlrect Government's future tole in 1ha d;amond industry. ' : -

Seveml Commtssrons of Enqu:ry have been dlrected at South Afncas processmg mdustry.
since its’ aslabllshment Key issues addressed Were the lack of profltahxlity in this sector
and its cpntnbulion to the South African economy . : o

| 14 t.imﬂationmma!projeet- -

The statistics of the proceeslng mdustry presented in the dissertatlon are appllcable to a
‘short ﬂms—perlod wz three years ( 988-1900)

I addition, !imitéd data is available on rough and polished diamonds processed, and value
added figures are suspect A severe problem has been the campiling ard veriﬂcation of
oonfidenilal staﬁsilcs : :

Most impqﬂanﬂy, confidsntial diamond statistics (particularly of individual companies) had
to be replaced with general data,in order that the dissertation be allowed publication,

15 - Previsw of the Organisation of the Remainder of the Dissertation

Chapter 2 commencas by historically reviewing Stats involvement in the diamond industry,
Chapter 3 provides an overview of economic theories on govemmeht intervention in an _
economy as well as the C80's policy of single channel marketing of rough diamonds.” In
chapter 4, local rough diamond suﬁply is addressed followed by an examination of the
diamond trading structure (Chapter 5) in South Africa, Diamond proceseing is examined in-
chapter 6, and the performance role of the enire industry in chapter7. Govemment



'support and nogulatuon follows in chaptore and conclusions and reoommendaﬂons in
chapterg B ' ' o '

_-1;;6 He;aumé" ) . :

_ No detaliad and analyt:cal studios of Souih Afrioa rough diamond minlng, h'admg and \
 processing industries have besn published, pnncipally because of the oonfudent]alrty of

'. staustics However. Gor ,nmont iaumhed soveral Gommissions o Enqwry lnto, in
particular, the d:amond processing industry, Noteworthy were the enquiry-by the Browne
Committes (Komitee van Onderoook na Dowosobohoor- 8n Bolasﬂngwanpraldyko in die

' 'Diamantbodryf, 31 Julie 1980) whichi siressod that the processlng indust:y uoderperfonnod B |

in terms of forelgn exohango and incomo tax rovonues

i

‘Dopartemon&ole Komnee van Qndersook na Sokato Aspekto ‘Rakende dle |

_E’namanth-odryf, a7 Soptemhor 1984’ and the 'Verslag van die Kommlssue van Ondorsook_ :
insake die - Dlamantbedryf van die. Republiok van Suid-Afrika - en e Gebigti
 Sukdwes-Afrika, 16 November 1970, have also been andeftaken. Whero deomed :
~ applicable, information front these snquiies has been used in this study. N

" 1.7 Sources of Data

Principally, data was sourced from the SADB and the Minerals Buress of South Africa.

addition; statistics were supplied by the Diamond Bourse of South Africe, the departmenis

of Finance, and' Trade and Induqlry lntewiews wore conducted WIth soveral ?rommont-
' produoors, dealers and cuters, . .7 _ B

o 'Also, statrstlos apd oommonts furnished by prommont and reapeoted diamond analysts of '

'  local broker firms were usod to fill tho gap of non-indexable oonﬂdortial data,



| CHAPTERZ

2 HISTORIGAL OVEHVIEW OF MAJOH DEVELOPMENTS IN 11-lE DIAMOND'_

iNDUSTHY AND GOVEHNMEN'I"S IMO!.VEMENT |

[alinai®on i

.2’.1 _tndtmry Development and Govemmem'_s lnvolvemem

mines

in 1833, amalgarmt:on of the mdwidUal producers by De Beers Consolideted Mmes L
‘took placa Two years Iater. the Wessalton Mine commenced production. The Diamond' :

Syhdicats (a consortium of large diamond dealers with the neoessa:y o\ferseas contacls)
purchased rough diamonds from Iarge, local producers on a contractual basis. They

bought enough rough diamonds {in volums) on the open market o secure a degree of
price stability. The forerunner of the CSO (founded in the 1930’3 dlscusséid in chapter 3)

was established. - S
The Premier Mine started up-in 1802, ahead of the workl recession of 1907. During the
1914:18 First World War, in 1915-16; the export duty w. rough diamond exports was. put
info sffect. The duly wes calculated on a sliding scale with five: per cent of the rough

diamond export value as maximum, The duly was mainly intended 1o contribute to State '

venues, but Goverrlment agreed thet the duty should facilitate the development of a Iocal
processing sector. The export duty was, however, only levied on rough diarmonds that

orlgmated from kimberlite mines. During this pertod De Beers secured the oontrollmg -
-~ interest in the Premier Mme '

In 1919' the rough diamond export duly increasad to 10 per cent (how also appiicable o

~ rough diamonds from alluvial deposits). The ‘Act on Diamantslijperijer’ was fmallsed of

the many regulations set out in the Act, two were of special s:gmflcanee

.
o

~ This chapter hlghllghts Govemment’s mvolvernem in South Afncas diamond lndustry, ST
. prmcnpaliy through supporting and regu!aﬂng measures.. | . : :

in 1&36, the first dlscovery of diamonds in Soyth Africa oecurred ‘Shortly thereafter, from )
1869 to 1871, -alluvial and kxmberhte depesits were found. | in the Kimbetley area, . These
. discoveries comcidad wlth the Opening of the Jagersftmtem and l\ofﬁefonﬁam dlamond



(.i) | _ The Minister could cﬁrhmﬁnd a produéerfdeeler to supply reugﬁ dia.m.onds |
: acoording 10 a cutter's demnds, if the cutter failed to successhully negntlate !ts :
requirements '
. (ii)- o The Minister st dictate the prices of rough diamonds channelled to the cutter

 including the concession prices that the local cutters enjoyed, which were 10 per

cent less (on average) than the London OSO pncee, i.e. mterna:lonal prlees

: The Lichtenburg alluvial ﬁelds Were discovered in 1925 Act 39 of 1925 was i‘lnallsed J
o -aliowlng Government the comrol of mine (hmberlﬂe) dnamonds only, not a]luwai stones.
ll_1 1827, the third world reees_‘eion took plaoe-,_' __An‘elher _!eca! diamond diaoqvery__ ocoured,
that of the Namaqualand alluvial fields. I the same year the Pracious Stones Act (No 44

“of 1927) came into effect, thls time allowmg Goverriment control ver alluvlal dlemonds_ _ o

Desplte the good forlunes en;oyed by 1he prooessmg sector, it still mmained small, -

In 1928 Government eengea!ed all prwata pros;:ectmg on Namaqualand alluwal fleids and
ehtered the diamond produotion fold through the establishment of the State Alluvial
 Diggings. Further Government assistance was at hand, In an agreement iith & Belgian -
cutter (Rosenstrauch), the State finalised the founding of the first foreign cutting fifm in
Kimberley, instructed to 1ra1n 500 South African cuiters. At this staga, the Iocal processing |
workforce tatalled 775

Durmg the world - receesion of 198083, De Beerﬂ abandoned its mining activltbis at the -
Premier Mme, owing to the weak cash posmon of both fts mines and selling organisation,
and a massive rough diamond stockpile, Consequerntly, the Minister of Mining ordered a.

. CGommission of Enqus;y into the local duamond industry (aborted in the same year_).

In 1934, the Diamond Producers Association (DPA) was established. Diamond producers
and Government were represented malnly to control local diamond pl’odllctlon and
marke*lmg Ofﬁcfally De Beers' Central Selling Orgamsatlon (CSO) was sanctioned, '

The dfamond processing WOrkforce in 1938 totalled a mers 211. Dunl g the Seeond World"
- War (1940-45). the Belgian processing secmr came 1o a standstill, As a vonsequence,
RSA’s processing seclor maved to the foreground as a key. and imponant suppl:er of
palished diamonds. 2 _



' 'in the 1950'3, the Betglarn processmg sector regained its lost status. ;‘buih A‘nca s
- firocessing sector, however, enoountered its first {of many) conﬂicis w:th Iabour dlspmee

: 'Asaresuit theprocessingsaclorcontracled S

Dur'ing '1953. the Minisier of Mining oorn‘zhiss'ioned a"Fact Finding’ Commitiee to assess

~ the status of, and fo acidress dlscrepancles in the procéssing sector. The fmdmgs of the

Commiites led to the mtrnduction of a gcta system (conslant volume of rough diamonds 3
to outters): aocepled by 1he GSO as well as. the MDCA (Masters Diamond Cutlers.
- Associaiion) in 1956 o '

of 19191

- Up until 1956, aJI rough gem diamonds from ‘assooiated suppllars’ (pan of the CSO) wvare
stpplied tq _h'ocesslng sector on the basis of the amount of workers in service of a firm.

This criterion” of supply, combined with the cutters’ opimon thet a shortage of rough '_ :
- . diamends existed” that could be profrtably pollshed, led fo fierce labour competition' -
" between ﬂrms (normally dope through salary adjustments) With the intradiiction of the-

: quota system, diamond ocutting firms now received an aflocated assoriment of rough =
dfamonds on a constant basis, the Mlmster being a decision meker on the quall:les and

quantmes the cutiers renewed

In the early 1960’3. the prooessmg sector’ in South Africa started growmg slowly due to
growing diamond supjplies (De Beers estimates of rough gem dlamond supply !mpmVed)
In 1961, the workforca of focal cuting f irrrs totalled 756 '

" In 196213, the Finsch Diamond Mins commenced produc:io'n.

| in 1966, the export duty on'ro'ugh diamonds was increased from 10 1o 15 per cent,

Govemment continued Tts suppont of the processing seclor by issuing new. diamend
lloences with the pmlslon of a quota of rough diamonds from the 0SO. The CSO ‘agreed
fo supply local cutters with London goods at London prices; durlng that year nnly 25 000
" tarals were supphed The foilowing year, the CSO continued its supply »om London,
iotal of 50 0G0 carats, In 1968, the mass had reached the 100 000 carats rnark.

1969,

I 1988, The Diamond cmtmg Act (Aot 38 of 1955) replaced the Act on Diamantsli[perijen-' |

Gover_nmem granted parmission for more appr.antices- fo t—mter’ the_processing sec-'ldr In. '

b



'-Up to 1970, the South Afnoen processing sectof had reoeived al rougl( gem dramonds L
S "iocally produced equal to, and above, 0,9 carats. . The seoior held a. monopo n
i Gape-yellow gems whreh amounted to about 63 000 cans annuelly (orrginaiing fro \he -
| _’then South West Afnoa) Lroe é.ed dramond cuttmg firms totalled 55. About 28 concems .
- emp[oyed  total of 13 so-called ‘business schemes, J e. mutusl agreements in'terms ‘of )

drarnond trade, financas, USe of same premreee same drreotore etc.

i 1871, the workioroe ofthe.pmmgm;?mm 1603 |

| - In the seven years from 1966-72; only 26 000 carats of the 175 000 carats of rough
. diamonds imported form London, were polished locally, mostlybythe olggerflrms Cutters . ' S

'.'sﬁaiedthatiheampoﬂedmughdramnds R il

o (i) . Vrfere less profitable to.\i\:mrk;rhan' k‘.__loa_l goods
| (il) Con!amed claeeeeofdiamondsthatmelocal cutters dldnotspecralise in._..
. (iiij | Produced. Iower yields 1han South African goode ovrin'g 1o th.eir shape; |

_In 1979, the Dlamond Cuﬁing Aot (No B9 of 1979) appeared On 1 October, the Diarnond '

_ Guﬂing Board, its predecessor being the Diamond Cuﬂrng Industry Board, was
: inaugurated Seven years lster, on Golobele 1986, the Soulh African Dlamond Board
(SADB) took over. v '

Up until 1 Ocﬁoher 1986' ie. the period before the inception of the SADB, rough diamonds
- were eyported after payment of a 15 per caht export duty. m Beers had been granted a

| speciaj formula for calculating the taxable export values on its rough dramonds whroh came
-~ into effect since the formation of the DPAIn 1934, The formula was: '

8§83V x (981100 x 100/1 153. whore 88V = GSO's Standard seumg Value for
rough diamonds, .

Effectively, it meant that 15 per cent duty was paid on 85,2 per cent of the SSV price,
Historically, Government exempted also the Premier, Kofﬁefontem, Helam, Star and Rovic '

~ diamond mines flom the export duly, as thess mines were desmed merginal ie

- unproﬁtable ehould the export duty be paid by 1he mines,
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o Howaver, on 4 Mamh198? the SADB and De Beers (a&er sirong oppositmn from De'

o | Bears) ﬁnahsed an agl‘et.ment whersby Ds Beers' rough dtamond outpust be first offered fo "
o Iocal cutters bafbre allowed expottation, exérpted frofm the 15 per cent exportduty. Aso -
for the first time, De Beers' entire production was dissified into three categoties, viz, SA,

- which are diamohds: that can bo ecbnomucaliy pmcessed Iocally (includmg so-called L

: _-‘sp@oials I.e, siones of 10,8 carats and Iarger, as well aa ‘famzas, e, colou[ec! and_ '
: -dlfferently shapad goods) GDNB%TIDNAL stonss which are considered | by some cutters -
© (not-all) to be eoonarnical to process locaily. and UNCONDITIONAL, mugh diamands L
. exparted duty frea bscawse they are conSIdered uneconomncat!o pmcaaa.lomliy o

Ano;her atmost |dam:cal agreemeni between the SADB and Trans Hex Group Ltd (T rans

Hex) was feached on 4 Febraary 1988, whereby all Trans Hex's rough diamond omput_ _

st be first offered .on the Diamond Bouma of South Africa. (DBSA) ‘on a tender basis .' -

usmg a ‘Hesarva Price’ system. In-shon, this sys’lern ailows tha producar toseta prioe on.

his rough dxarmond parcel whereon invited cutlers tender (wnnouﬁ knowing the Heserve :

o Pnce) The higheht bid Is accepted as a trug reflecuon of the market value of the ,

. d:amonds An unsuccessful’ sale leads fo immediate exportauon duty free, The B
: renatnation of the foresgn saie s verified by the SADB (in con;unctnon with the 5A Reserve

| Bank) \mthlnagivan period “ month} - |

n Saptamber 1987, the. m_asa was estat;!;._shed.
I 1880, the De Baera Venatia Duamond Mme cpmmamed its mimng oparations ‘Recent

assessments indicate that by 19031904, Venatia's annual output will total 5-8 mmion'_ 5
“carats, mamng it the Iargest ever diamond m!ne in the Hapublrc '

R

4

§

W



_.’;_/ .. {f"___ S

3 EOONOMIG THEOR!ES ON GOVERNMENT INVC\LVEMENT tN AN EGONQMY AN{‘.I
SINGLE GHANNEL MAEKE‘HNG

Many c*onﬂicting ldeas exlst regarding the roie of the State |n a free market economy So_

'e.uso, is the oonuept of smgle channel nﬁrkatmg ofa cornmodity, which in :h\s maiance is o
'dlamonds : o ‘

ki

Th:s sectuon aims to address these issuios from a theoretica! viewpomt Where deemed L o
 relevant, factual feviews o on State Policy and cso bperatbns are gwen - ]

s.i Gwemmem:mlvemam in th'e Economy ofa c'oumry'

. To whet extent shoulci the Govemmeni of a natiun be mvolved in the role of mgulatlor and
_ support? ' ' '

Pokically, the South African ‘Government supports a free markst sconomy, whereby
indiv:dUals and groupa are alioWEd freedom of enlrapeneuﬁal chonce ‘South Africa 18, i m-_- .

: addihon, a oountly richly endowed wﬂh imponant mfnerals

In th'a case o_f rough _diamonds, a nsar mondpc_)ly on 'production exists (by De Bg'érs)'whic_éh; .
from a free enterpriss viewpolnt, may be marketed 'anbdrdin'g to De Beers' policy. The

question suracing now is whether or not Staie imawentlon in the dlamond indu‘sw IS' -
: aoceptab!e, unwanted or in facta necesalty o B '

he White Pépef on the Mineral Policy of the FiepUblic of South Africa (Government

Mineral Policy Framework, 1988, p 9), undar the 14 point plan (of which six are. deemed" -
appheable) of the Gouamment’a Minerai Poiicy Hamawork states the folb\mng '

iy | -' The GOVemmam reaffim:s rzsendorsemantoﬂha free enterpnsa system. which
' s regarded Bs a prerequis:te for the continued health and growth of the'
country'smineralmdustry A
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@ The Govemment believes that every effort should bé made o advance he
~ exisling spirit of co-operation between the State ard anate enterpnse with -
' -res;ard tothe dsvelopment ofthe mmera; mc!ushy e '

('Iii)-.  Risthe Governmants»convicnnn 1hat dlrect State miervennon in- the mmeral .
' : indusiry would not be in 1hs national mterest and that its mvolvement must ba of il
acorrplementary nature B : : : :
- .f!fhe .G_overhmenf cohéi_dérs it of fundesiental importance that the -mineral
o gndm, _ghoum ;_k,_,_p,w-e' its product;vlty _in order to enhanma its competitivehess‘ .

. The Govemment mfﬁrms its commitment to' the promotlon of balanced |

' ' ecanomic growth, i m teros of which no mdw:duaf sector should be developed or
._ baneﬁteda:the axpenseafanother o

(v_i)' . aoveénfjggﬁnt raafﬂm-.-to further pi'ivats ini_tiatweandeﬂemn)e campezmbn, -

1

I additios, Government's VIewpmnt addressed urider ﬂs Beneﬁciatlon Strategy o

: (Government Mmeral Policy Framewoﬂ(, 1996, PP 12-14) is. aimed pr:marlly at

n S
o ", the optirmal u:ilisaﬁon pf all rrtinarals produced i_n South Africa, subject to
© sound economic principles, with a view 10 imréas'mg hoth domestic ecanomic
activity (coupled with the creation of additional employment opportumttas) and
forelgn exchange eammgs '

The Paper a!so include_s' a nine poimlist.of the feqtii_rements of the mineral commuinity to
enable this process, For the pu_rpase of this study, attention is focused on four:

W The provis:ron and mamtename by the State d an . adequata physioal'
- mfrastructure to satisfy the tequirements of the rmneral benef‘ ciation sector

. = Govemment promoilon of the use of mineral commodltlea beneﬁciated in the"" '
RSA as substrtutes for imported products '

(i) .~ Realistic fiscal measures and incentlvas tq s_timulaté the establishment of new -
* beneficiation plants and the expansion of those already in existence.
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N  Encouragermenit by Government of forsign. participation. in local beneficiation
- projects, with a view 1o the augmentation of domestic capital sources, the
_:mpertatlon of iechnology, and the establlshl nent of a breader-beeed overseas

3.1'.2 Eeenotmc Systams L

_Samueleon (1976 pp 148-149) states 1het the 19th een‘ury in Amenca was one of rapld" :

matetial progress and an emnronment of individual freedom, L 8. .an sconomy in that state
o laissez-fa:re ‘which Carlyle calied. ‘anarchy plus the constable’, There were also per:odle'
' buemees cnees, wasteful exhaustion of irreplaceable natural resources, racial and sexual
discriminaticn, extremes of poverly and wealth, cormuplion of Government by vested
" interest groups, and at times the supplanting of salf-regulating eempetmon by monopoly :
No longer does modern man eeem 10 act as it he believed "...that. Gevernment governs
bee‘twhlch govems k. \asi . '

 Samuelson continued that gradually, and in the face of continuing opposition, the

. constitutional powers of Govemmp rwere :rﬁerpreied broadly and used to- secure the

publlc interest’ and to ‘police’ the eeunormc system Utllmes and rasireads were brought _.
under State regulation. il‘l 1887, the regu{atien of rail traffic across Siate boundar:es, in
' 1890, laws against monepellshe -combinations. in. ‘restraint ¢f trade'; after 1918, the
regu!atlon of bankzng, the Federal Feserve Bank set up to serve as a central bank. In the
early 1900s food and drug acts were passed loan sharks came under regutat' on;
stringent regulatlon of fznanclal markets foﬂomng the abuses of high finance befone and.

~ after 1929, He slressed that with the _paseage of time, the radical doctrines of one gra )

became the-accepted and even 'reeet'ionary beliefs of a later era. State and federal
iegssiatnon was expanded to ihclude mimmum wage laws; mmpuleozy workmen s accident
eompensaﬂon insurance; compulsory unemployment insirance; old age pensions; public
- subsidy for medical care; maximum hour laws for children, women and men; regulatlen of
factory eonditione;_ compulsory coli_ecli_ve 'hergainihg, and fair labour relations acts,

© What Samueison :mplies is that private prepeny is never wholly prsvate free enterprise

hever wholfy free

~ Unfortunately, riot unti! long after the event will history tell us whether or not a givan'
expansion of Govemmenlal atthority was a good or bad policy. Past history does seem to

suggest this: Unyieiding eenservailem defeets |ts own purpose. Sufﬂee to say, ron
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. .wlthout "give" wit break suddenly under strain; ﬂexibie steel will bend Brmla eoonomlc o
" 'systems without 1ha flexibility to aooommodate themselvao in an evoltmonary manne; to _'

-aocumulatlng tensmns and social uhanges, howevar strong ‘stich systems may appear in - -

 the ghort run ane in the greatest peril of axtmchon #a system is to oontlnue fo function’
well, socal enstrtuhons and betiefs must be able 10 adjust 1hemseives to 1hese changes

| (Samuelson, 1976, 150)

“n Hayek's 's'er_fdam_aévisﬂad* '(\!;zqgh'n. 1684, p 122), K.\, Vaughn defines an econory - -
a8 a sporilangous order which emergoé. from the Purposéfm'aolion's of individuals but fs, as

_ a whols, intenided by no-one. it cannot be said to have a purpose of its own. but only .

o serves the putposes of the indimduais whose actions ocreate the order. Such an orderis

only possihle. however, because individuals follow ruies that make certain features of their
behaviour predmahle \Flules are impottant to set the framework within “which -the

 individuals can make their plans and pursue their mterests To a large extent, thersfore,
' tha kind of sponianeous ozt‘er whloh emarges depends on tho niles indwlduals folfow both.-
irr their pnvate dealings with ohe another and i in their dea!ings with the- Sla:o Her the )

_ Imponance of designing the nght’ rules The immediate. implication of Hayok'o work on

‘deﬁning the niles of a liberal society was thet Govemments interfere in- the partlcular '
-operations of the spontaneous order at their {and their citizens’} peril. ‘Attempts to replac_e_ |

a spontalwous order with a conscious, compzehensi\fe plan for society s:mpiy cannot work

according to the _planners expectations, -

Following on this, W.J Samuels (1979, p 223) writes that Governmental law influsnces the

"declslons made by ‘private orders. Every entrepreneur, in deciding how to invast his time;

energy and rnoney, calculstes the profits expected from the cotifse oz:len o him.- Every o

caloulailon includes an assassmant of the law's impact on profits; -subsidies make some

' mvsstments more aftraclive while laws that force the entrapreneur to absorb the ‘external

costs of an activity make that activity less atiractive. To each entrepreneur, then, the law.

appears asa factor which affects his declsions but over whnch he has ne oontnol
Thus, as 8.H Schlioler (Saﬁlue!son,_ 1973a, p '14)‘ atated:
"...8very economic system miust provide some way of doing three things... :

o M - Getting goods prqdl.jce_cl._. .

M Datermining what share esch pégon shal li?ve_iu the total product.

ia
BN

]
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: "(iﬁ) o Hegulaﬂng the consumpuonof goods that |s, determumng who shall |

cmsume these goods

The manner in whzch these threa baSIO econotnic processss are performed stamps ihe o

economlc system with its miost sssentiaf charactenstlcs

Fqllqwing on _t_his, Hayek (Burton, 1984, p 92) s;r‘gssed_t_h‘at:-

'nothi'ng indeed seems more plausible, of is mors likely to'appeal' to ressonable

' people than the idea that our goal must be neither tha e:dreme decentralisation of

free oompetmon, ‘mor the complete cantrallsatfon of *ne smg!é plan, but some .

o judtcious mlxture of the two methods..."

~ Hayek (Buncn.'1_934, p-QG). -oontinued, sayiﬁg: |

- "..both oompent:on and central dnecnon beoome poor and inafficient tools i the’y_

are mcomplete they are al!ernawe principles used to solve the same problem, and
a rhixture of the two means that neither will really work and that the result>wil be

.-worsg than if enher systery had been consistently relied upon. Or, to exprep- "

- differently, planning and . competition can be combined only by’ plannmg for
campetmon, but notbypiannmg agalf mmpetltion .

313 Free Er'\ierpris!e

' The free private enferprise system (Samuelson, 1973, pp14-19) is organised in an

indusliy, in effect, by saying to an individual "you & free, stiject to a few restrictions, 1o
do as you desire.” Under it the Giovernment confines itself in the main to the suppression of
fraud and violeace and o the enforoement of cbntracté. The State dres not itself engage
- in or attempt to guide the course of industry. It pursues a "let alone” or "hands off’ policy,

Competition, according to theory, is the great rsgulatwe force in a frae prrvate enterpnse-
: whxch establishes sffective control over economic activities. '

Thie most striking aspect of the theory of free eﬁtamﬁse is its éséanion that int'erveml'c!"l. of
~Government in economic activities is unnecessary. The theory does not deny that -

restraints on human seffishness. are needed. - It simply asserts that we ocan trust
. eompetition to provide them, Closer enquiry reveals, however, that defenders of free
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| "emarpnse do not trust oompElition o do all thmgs (::amUﬂlson 19733, pp 19-20) Free |
compatmon may protect consumers agamst harmful foods, but it does not enfoi‘uﬁ_

contracls ot pnevant Traud

h Becausa the 1heory af free enterpnse mvenged several years ago to ;ust:fy the dem'"mls of
business men for the release from aggressive legal resiricﬂons, assuimes that compatrtmn o

is needed 1o prevent fresdom from being abused, lt must also assume that competition is a
e ‘economical method of production than monopoly. In many Instances, however, it

sesms reasanably certain that monapoly is more economical than competition. ‘Octopus’

indusiries, Le. power, water, railway for example, woidd make competition uneconomical
* due fo the cost of duplication (Saauelson, 1973a, p 20). - Therefore, although the theory
that Government intetvention in mdust:y is unnecessary presupposes the existence of

cornpetition, the | very absence of State interfererice oftsn results in monopoly '
- C‘»Gnsequantly the ‘gowmment may find tself compeiled to intervene sither o enforce -
cornpetition or to reguiate monopoly. Either pollcy Is @ departure from the principle offnee

enterprise. L

The 18th centinry was viewed as &n age dominated, t least untl its fnel quarter, by the
: princip:a and practiSG of lalssez-faire (free market economy); expressed: in terms both
* economic and socl) as *...the less Govamment intetvention there was in the sphere the

better...” (Taylor, 19?8 p13).-

s frequently argued (Samuels, 1679, p 219) that the more the State plans, the mofe
power is placed in the hands of ihe planners. Social engmeaﬂng begels power, and power =
tends to corrupt. The classical response has been the ceiebratuon of the free market

~ ecanomy. Soofal engineering and planning ate perceived as the very opposites of the free
" market; intervention ls the opposite of non-intervention. The legal expression of social
englnesring. ' percelved as a set of commands directed by the State to various citizens.

The legal expression of the free market is perceived as facilitative Iaw. of which the law of

contract is the archetype. As soclal enginesring is the opposne of a free market $0
command faw is the apposite of faciﬂtatwe law,

. Hayek (Burton, 1964., p _130) elaborates on this poi'nt.' saying that:
" unconstrained democtacies provide an apen invitation to speciahinterest groups

 to compete for ways to use Govemment to further thelr own ends at the expense
of the general welfare of the oommumty L :

o
ey



" Fromithis, K1 Vaughn (Burton, 1884, j 131) .nntinued that interest groups have muchto
gain by Iobbying for special favours from Government, while the average mduwdual oitizen .
stands to-lose. very little by their actions. ' Hence, mterest groups have a much str*onger-

incentive o organzsa 1o sesk gain through prefarential treatment than individoals have to L

stop them, * Mote importantly, o interest group ever lobbies pubhcl,; for its own direct
_bensfit; it always claims that its actlwties are in tha public interest in some sensa

" Be that al't may, Chﬂnoellor Helmut Kohl lssued this wammg (Day. ot al,, 1963, P 411 )

_ partlcuiarly in thase trying times it is hecessaty to Iveep the domestic markats.'
- on ali sides, free from (trade) restrictions. :International trada must be gble 1o fulfil
fla role i in mamtaamng the cmnpaihwe edga of our mdustnes and in creating sgouve.

- jobs.,
8.1.4 Government lnvalvement

" No Government can remove ilself entirely from involvement in the normal processes of a

nation's soonomlc fife. Alltoa greater ot lesser degree are ¢ snsumers, all raise taxes and
. budget for their disposal. But above the minimal Jevel the degree of Govemnmental

| partlc;panon can be, and hlstamally has been, enormously varled (Taylor, 1978, p 59).
Halm 4 968, p 104) reports that normaliy. the".aciivit'iaa of the Govemment should support

' private eﬁtemris'e. ‘Where the State needs the products of private industry, tax ‘_mo'ney; _
spent in 'pfocUring the needed material, flows right back into the private secor, State
requlaiion of private economic activity should, wherever possible, bs inditect rather than
direct and should support 1he farces of the market ramer than interfere with them,

Wotthwhite to merdion here is the _statament bvy_ Abrahatm Lincoln: -

- *..| believe the Govemment should do only that which the private cttczens cannot
do for themselvas of which they oannot do s0 well for 1hemsaives "

Sa_muelsoln (19730, pp 78-34) reversed Linnoin's formulation:

"..\ bolieve the private economy should be left alone to do those activities which,
~~ onbalance after netting out all advantages and di-advantages, it can best da...".
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' Samuelson elaborated on this in the following example:

- '_"'.;-.'traffﬁt;: lights coerce me and limit my freadom, don't 'they‘? Yet in the midstof a,
 fraffic jam on the uhoben road, was | really ‘free’ hefors there were lighls? And -
. has the algebraic total of freedom, for me. or the representative motorist or the
groups as a whole been increased by the in’rroduct:on of well-enginaefsd Stop
: Lights‘? Stop Lights, you know, are also Go nghts o '

Sarnuelson also quastaons Sligier’a attack on the defects of certain Governmenf action -
(Sarnuelson. 1973b, pp 73-78). He stresaes that, by itself, that is fike polnttng out centain
defects of marriages. It'is purely a lucky accident that so much of Boonomis life can be
performed reasonably well by markets, - In fact, there are important sases where_."
. eoonomlcs suggasts that Gevernmem shou!d intervene. Far mstance : '

'(i) o Monopoly st he fought tomh - -

_ . "] e
@ 'Extamalmss' whtich are those sectors that poliute 1he enwron pt oty aut for
Iaws. zonmg ordmancas, concnsa rulas of the road, taxes and sL 15;1‘:95

A S B
ity . The dlstribuhor of income and of épportunity demands that Govemrnantal

measures shouid be undertaken to reduce nequality,
Samuelson concludecl by sa'ying_: '

-, Thare: are no rules concemlng tha proper role of Govamment that can be
establishad byaprian reasonm\g S '

In other words, dadtlctive reasonirig fratn a genarai principle to expected facts or éffects
will not enable the formulation of rules conoeming the proper e of Gaveminent,
Following on this, he emphasized that to state the rule that ihere are no rules’ may sound
- like & self-contradiction. Howsver, Samuelson's Law does not claim to be established by '
reasorl. but mere:y to be a unrform:ty of expenence ie. his expertence. '

. Itcan be said 1ha1 tradnnnally, the fear of moaopoly explortahon led to the estabhshment of
a vast natwork of publlc reguiaﬁon Pamcularly in this sphere, Governments have teacted
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in a oomrotlmg and Ieglalatmg fashion As Samuelson points out, the State shou!d bo —

- mvolued ihen eoonomy threatened by monopolnas through

| 0 s The maintenance or restom‘aon of compatltion by aultable merger pravention.

: policigs, E : :

iy | Where substantlal c0mpatrt|on cannot be achlaved the emw into the fiekd
I shouldbetzofﬂrolled d by the State. o

@) . Inthe few cases n which monopoly cannot bs eliminated f must be left alone:

ain'iply _b_ecause there is no known method o_f effactive control,

G G S‘tlgler (Samue!son. 1979b, pp 73-78) o;.mmented tjm,t it‘r fcmamic \fska the State L

Mr

should do, be considetably less_ than #t could da,;” . A M‘d Plﬁll&ihle rofes

 goncerning feasiblé'econontic controls. Theserules ¥ :.- ¢ ™.

Fule1; . The State car.not do anything quicily. «
Rule2: ~ When the national State performs detalled economic fasks, ite resporaible
: = political autherities cannot possibly contral the manner in which they are
petformed, whether directly by Govemmentel agenclea or indirectly by

regulation of private enterprlse

Ruled: T demoorutio State strives fo treat all citizens in the same manner.
-individual dszarences are |gnored if remotely posslbie

Ruled: 1he"idéai"public polioy, fromn the vlewpoint of the State, is one with

identifiable bensficlaries, each of whom is heped appreciably, at the cost of

_ © many unidentifiable persons, none of whom is hurt muoh
Rules:  The State never kiiows when to quit. .

These tuies, and others that could be added, do not say that the State cannot socialize the -
growing of wheat or ragulate the washing of shirts, What the rules say is that political

action is -soolal action, that political action displays reasonable stable behavioural
characteristics, and that Prescnptions of political kehaviour which disregard thsse
: character:sucs are slmply irrespansuble
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_ l-!ayek {Burlon. 1984 pp 95-96) continued: o the creation of interest groups L |
| Govarnrnent intervention. He stressed that virtually il acts of Government create a group .
" of (net) beneficiarles and another group of (net) Iosers"“ For example, sl.tbSIdles to. =
- declining smkesta.ck' zndustnes are weIGOmed by their management and employeee but-

at the cost of delaying adjustmetét to the 7est of the economy. Minimum wage laws ars

beneficial to employeas who retain ]obs, but harm people who are made unemployed by
" the maasure The inflationary ﬁnancing of Gewernment axpend!tura by amandmg lhe_ o -'
L 'money supply w:l! during the - initiat parlod when the. inflation ie not fully anticupated
 redistiibute wealth from oreditors to debtors, Soclal security systems providé income for

recap:e_m_s. and welfare _admmls_trators, but the costs ‘have to ba bome by tax payel_s _
shor, there is no such thing as a free lunch provided by Government intarvention:

somebody' has to- bear the cests.. Almost by definition, the two groups- oreated by

Govemment intervention, the beneficiaries and the losers, are likely to feel differently

towards it, prawded they apprectate what is harppenmg The beneficiaries will fend to
favour the mewemion and press for its retemion and/or extension Losers, if they are .
" aware of the burdena imposed upon them, are fikely to be much fess enthusiastic, if not

‘actively hostile, They have an inherent ineentive to resist the burdens irmposed on them. _

and, if they cannot resist them pollilcaﬂy, to escape them by othet means. Modem
democratic. Govemrnents fong ago discovered that, to stay in power by currymg. the
support of a majority of the electorate, it is ngcessary to construct & Plethora of
interventions. fo. retain the backing of important groups of benefdiaries," while hiding the

costs to the losers, by dispersing them as widely as possible, even 1o gensratlona yet

unbora.

(* Edonomists envieage thet Government provision of pure public goods, i.e. .goods having

technical features which prevent them from being marketable could possibly render all
‘members of society net beneficiaries provided Government oould judge the optimal supply

: correctly This latter condition is imposslble o unplement in practise, Morewer, what
some paople judge to be a public good, others may judge a public ‘bad' (a negatlveiy"' _
valued good). Thus, if they are fotged to pay for its prowsror by taxation, they are net -

losers. For example, while national defence is often considered a classic. good, pamﬁsts
consider [t a bad' and tesent having 10 pay taxes to finance it.) -

\\-.

In cbnctusioh. it can be seid thet the oxect pin-pointing of Gove - mente tole In an
_ ecohiomy, pamoufarly in stch a dwersrﬁed and oomplex ane in South Africa, cannot be g
easlly done. But, Governmant unquestlnnably needs 1o be involved fo such a dagree

oW
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shaping the- economic enwronrnent that will allow the opﬂrnal utmsanon of a commodrty, in
this case diamonds : '

Thus, State'imervéhtion' should protect consumers (and the jocal industry) within' an
- economy through regulation whilst remaining supportive, and should rather be defmed as
. ‘the ereatlon O’C an aoceptable oppottumty’ for those sectors that ocmmnute the economy

The State has the respon5|b1!|ty o’r fostenng éconamic’ growth by moans of capatlhstic_. o

‘market forces. wh(lst imeiltgently policing the country’s unique resources; Govemment, . .
therefore, should always endeavour to fulfill a complimentary role. R

32 THE CSO AND ECONOMIC THEORIES ON SINGLE CHANNEL MARKETING

~ The Central Selling Org'anisatidn'. {CS0) Is synonymious with. the diamond indusm}
- Established by De Beers Gonsolldated Mines {Pty) Ltd the CSO controls the supply of
B rough diamonds worldwide. '

 The following s'antton reviews ihe. workings and structure of the GSO and prowdes |
theorehcal background to the oonoept of single channel marleatmg ' -

32.1 Review of the CSO |
A short review of the history, objectives and structure of the GSO follows.
3.2.1.1 History of the CSO

During the late 1800s and early 1900s, the diamond market was subject to successive
boormbust cycles of about eight years duration, However, the Great Depression of the
" early 1930s brougtt the entire diamond industry to an almost complete halt. Demand for
diamonds suddenly collapsed and the over-supply situation was exacerbated by the then
newly discovered alluvia! fields of Namibia, Namaqualand and Lichtenburg, which had
"begun producing large quantities of high quality diamonds at relatively low cost.
Throughout the early 1920s, the diamond market was contracting and yet néwly mined
output was expanding. Due to producst conflicts, the public's faith In diamonds was
reduced even further. As a resu't by 1934, De Beers' Kimberley mines had closed down.
It was the Great Depression which engingered the concept of the ©SO as we know it
: tqday. In principle, the CSO endeavours to control rough diamond world supply and



20

regulate sales, thereby attempﬂng to curtail Iarge price fluctuaimns Othets believe 1hat ihe '

: CSO creates a. manipulated, artificial industry, where’ tiemand is controlled via the ; .

o ) avaﬁablll_ty of qe_n_am categorla_s of rough diamonds. (Miller, 1987, p_p 37—38)

'Nk:holas Oppanhelmer (De Beer's, ps), the current GSO nhalrman, aald in his address to
- the Bo&swana Government reoently B

o, history has shown that the level of dlamond sales is iinked to economlc _
- tycles and that without a- smgie body regulating supplies to the market __
- diamond prices would fluctuate violently during these cycles. The 0SO
- operates as a buffer pool between the producers g consumers, absorbing
- surplus productioh when market demand is weak, and prowdlng an orderly and
- discipfined supply when the mariet is strengthening. The Cs0 gxists to give

producers and consumers oonﬂdence and to ensure the Iong-term stabllity of' L

the industry..."..

in 1929, the re-activated London Diamond Syndicate ceased its activities as a marketing
channel and was replaced in 1930 by the Diamond Corporation, which Sit Erest

* Oppenheimer absorbed Into what became the CSO, Al the significant producers at that -

time, Angola, Ghana.- Namibia and Zaire, fogether with De Beers, agreed to sell exclusively

 through the ©SO in London. The key principles underlying this new marketing policy were
gdarantées gWen by the CSO to buy ali productions under set quotas at fixed pricss, and
to stockpile, together with its producer partners. when market ‘conditions so required (De

- Beers, p 13). - .'

3212 csooﬂeoﬁvés -

in 1938, Sir Emest Oppenheimer wrote in his foreword to Hedley Ohilvers’ *The Story of
De Besrs" {James Cape! Mining Fesearch, 1992, p 9): |

'.in the puuély diamond sphere (Gecll) Rhodes laid down as the policy of De
Beers o acquire the control of diamonds in South Africa, and to arrange, in so
‘far as possible, for the entire diamond production of the workl to be marketed
through ona channel, These remain the fundamenta! aims of De’ Beers and
brinciples on which the diamond trade is based, li was, moreover, now .
possible to design and conduct mining operations systematically and



economlcaily. and what was of sttli greater importance, to regulate output

' accordlrlg to market demarl

. Dsamdnd prroas haVe been sudcessfully ﬂpheﬁd as a result of sfnglé channel marketing,

and thls is the reason why the GSO has survived where other orgamsations involved with
- comtmadity stabifisation agreements have foundared The example of OPEC and the price
~ of oil is worth examimng closer. W’lhout sver being a central Sallmg channel, OPEC tries
Y operate in meny ways like the GSO, partlouiarly in regard to hatmonising productionand

wnsumpnon. and in stabilising prices.  However, miost, if not. ail the OPEC pmducers

" exosed their agreed production quotas and, although this does not constiiute a large -
‘percentage of total oil sales, it i is enough to undermitie oll prices. Perhaps onashould also

mention the collapse in Oclober 1985 of the Internat:onal Tin Coincil which, overloaded

i

‘with high-priced slocks, removed its support from the market, with dissstrous

consequences for the price: of tin, Becausa the major pmducera freely consent to sell

_ exclusively through ong channel the C8O is able to prosarve an orderly market by
matching vough diamond sales c‘iosaly to final. oonsumer c{emand Diamonds that are’
surplus 1o the markel's requirements and which would depress pricas if made. avallable, .
are kept in resetve. By selling through the C8O, the produoers are protected against -

short-term price fluctuations and have the baneht of guaran‘leed sales at stable priees an
'aspact crmcal for diamond mines.

',These features of smgle ohannel marketing, and the matohlng of supply with demand

) ensure price stability of rough dtamond prices, and remaln as valid today as they did some

aixty years ago (Miller, 1987, p 46). They are fundamental 1o the nperatfons of De Beers'

- CSO. Aooordmg fo the CSO's PR brochure

. the central Se‘llin’g Orgariisation: provides the mechanism for the orderly

marketing of the world's diamonds in fine with demand in order to ensure stable

" ‘merket conditions. The GSO Is hest described as a producers! co—opara:we
whose main role [s: :

(1‘) - To purchase an agreed minirnum quanhty of dlarnonds from major :
' 'pmdUc:ers . : - '
0 To maintain substantial financlal resources, which enables it to -

_atock any surplus quaniities of rough diamonds which the market
cannot absorb,
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@) Tomarkst rough diamonds on behalf of major producers.
© (W) . To advertise and promote the sale of both gem and industal
o diambnds‘on a global seale, uﬂlising its unnvailed creatwe sklﬂs and
; _knowladge of consumer markets... C '

__ ﬁarlng.D'e Beers' Investor Presént’atio’n ta tha financial obrnmdnity' at the Carlton Hetel in’
' Johannesburg, South Atrica (De Besrs, 1990), the followmg t:-aneﬁts of’ slngla channel.
. marketmg were highhghted' g : : o

® : _ S‘teady au_nd s‘ustain_edr fgtpwlh in diamc_:nd pﬁcas__ -
@) . Confidence throughout the industry. Isadmg fo stabiﬂy and continued
prosperlly '

To part_ic_ipaiing _prodncers ﬂé'-Beers offers:

() = Advertising, pfoﬁiotbn and marke‘t research,
(i_v'). .' 3 .I-;-."ménr.:ial. strength and buffé_r s’io‘ck ;:pem_ﬁor;;
v :Guara.niea of purchase

W ﬁeSearch and development

tvii)' Expertise #n sorting, va'.!ui.r.;ig-.and'm'arkt.a_ting..

uil)  Knowiedge of the diamond pipeline.
(ix) " '. A history of success.

Naturally, the demand for diamond jewsllery is continuously stimulsted by the GSO's
~ sophisticated consumet advettising and promotional campaigns that cover 30 countries;
and which are supported hy a substantial annual budget (more than Us$160 million for
1993) {De Beers, 1992, p A1), . -
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3.2'.1 3 S't_nMure of the_ CSD o

The GSO is an association of cllamond iradmg compames controlled "y De Beers De .
'Beers atternpts to conirol supply and not prodmtte.n since foreign produoers have the

‘option of either.cutting back production or stockpiling at their sxaeme Siich producers
~may not normally offer any 6X0ess8 produchon over their quotas for salo elsewhere. Supply

of dlamonds to the GSO subject to quoia mposltions, is made aftractive by the price
o received by the producars Th;s is genierally a discotint to the GSO official pnces roceived
‘at sights, in the region of 12 per cent, wh‘l\qh sa _sm_all_ price to pay for the CSO marketing _
_ and advertising '-e_axpsnié'g and the gua_t&n_tééd sale of at least a portion of the produgtior.
s also significant that the CSO has never actually decreased the price of rough diamonds
across the board, * Whilst defection from the CSO and independent beling could perhaps
result iri increased sales volumes for & producer, siich’ sales will probably be at a
substantial dlscouni They may even be bought at thet discount by the CSO, as happened :
to Zairs dunng its shorl defectloa in the early 1980s (Bright, 1987, p 70) |

Bﬁg_ht oontinu_as (1987, p 75), stating that few inefficiencies have bee_n exposf.-d inthe CSO .

" system for .reg'ul'azlng'- world diamond niarl'(ets'ahd'h_eme prices during its rhany 'yaafs of
operation, Should another party be successful in cbtaining large quantities of stones from -
non-GSO producers or defectors‘_l: De Beers with is immensa stockpile, diversity of stones
- and huge ﬁna_nqiél resources could distupt any competitor or sustain a price war, A
_,réohsiderable proportion of the wond's quality diamond output comé_s from third world
countries having few cther sources of foreign 'exché.nge " De Beers' contracts enauré
Iong-term income stabiiity, However. a problem exposed in the G8O's system in recent
years was that of dangerouisly fow fevels in diamond stocks (1877 10.1980). HBeing unable
to supply sufficien quantmes of eertain types of diamonds to & worid gripped wlth ‘diamond
fever', some producers bacame scepncal that they were gettmg the best pbssible deals
from De Beers, and hava ainca split their productlon selling a podnon.outside c_nf the CS0. -

CS0 sales are market-led and refiect the state of the market itself, - Slmpllfled

_mtemauonally De Besrs' Diamond Producers Association (DPA) fonnulates policy and . .

 seeks to set oulput quotas. The Diamond Trading Company (DTG) buys gem dlamonds
froun the DPA through the Diamond Purchasing and Teading company (PURTRA) The

'DTC then sorts the diamonds and offers them to the general public at sales which are . - .'

known as ‘sights, These s}ghts ocour 10 times per anhur at the GSO’s head offioe in
‘London at 17. Charterhouse Strest, Sma!ler sights take place in Johannesburg and



Luceme‘ but these onlyr account for about five per sent of the GSO’s 1otal aa{es (Mlller.
1987, pp 38-40) : '

| Floug‘hly 80 per ceni of the world's diamond produeﬁnﬁ-passes through the CSO. The
ramammg 20 per cent (the. so-called ‘outside ‘market’) consists mainly of w:despread.
alluvial deposits in Afnca Smnh Amenca and slsewhere (De Beers, 1992 p 33}

- The CSO amp{oys 1300 staff in London, 6000f whom_ara sottera. Som‘e 1'4‘ tons of rough
diamonds each year (around 650 million stones) are sorted into well over 5000 individual
 categories (depending, mainly o size, shape, colour and clarity) (De Beers, 1992, p 3%,

“The full marketing _channelf(ne_. Béers, 1990) that & diamand passes through on its journey -
from the earth to its final owner is commonly called the ‘diamond pipeline’, shown below,

" Market research, Advertising, Promotion & Publicity

|Mejor - | = [Gutting -~ | |Polished | |Jewellery | [Retail | |consurie
Diamond ~1C80~|Centres M{Wholesalers/|Manufacturers  []Jeweilers [Fthroughout|
fProduc =~ {CSO tlivnts) | - : {and Wholesale. the Worid |

Trade Liaison and Market Stiveys

In South Afica, rough diamend distribution by De Heers is as complex as that of
International diamond distribution, Diamonids produced by De Beers mines; those from-
producers contracted to De Béers and other sources (diggera for instance), find their way

to the Hany Oppenhelrner House (HOH) in Kimbetley where they are aubaequent]y sorted
and priced by cso Valuations staff From here, the mugh dlﬂ,ﬂ’ﬂqu deemed sconomical
fo process locally ga first through PURTRA, which sells o . The DTC sells at -
ragular sxghts’ (10 times per annum as is the cese in London) fops Beers sightholders, of
which there are 20 (of the estimated 160 worldwide) in %uth Africa. However, Iocal'
sightholders do iiot deal with CSO brokers as is the policy overseas. i'he DTG also sells to

~ the Diamond Development Company (DIAMDEL) which again selis to non-sightholders.
Diamonds deemed uneoonomlcal to process locally are exported through the Diamend
Corporation (DICOHP) and De Beers industrial Diameonds (PTY) Lid (DEBID).,



The ooncepi of smgle channel marketmg. pamcularly in the case of mugh dmmonds havs | _
| reoeWed extensrve pralsa and rldicule slnce ths establishment of the CSO . :

A conclse review. of those faclors and market systems ralev.anl tq ihe diamond lndu;stry. _
_.which have often been misrepresented Is dlscussed below '
3221 Background
' Koutsoyiannls (1982 p 154) dascmbes perfecl compatmon as a markaa\ siructum o
| _ 'characterlsad by & complete absence of rivalry among mdnndual firms, ;{;
- : o ue .
In any economic sysiem the pmductlon of goods take place, i.e. the creation of supply.
- Stonier (et al., 1972, .33) states that supply depends on scarcity and whether a good is
: econombcaﬂy scarce dapends on its relation to the detnand for it. The answer to why
‘goods are scarce then is that goods can only be prod» med with the heip of the factors of _
‘production, e.g. workers, squiptmen, entrepreneurs ete, and these faclors are thernselves |
" limited § m amount

The traditional theory of demand (Koutsoyiannls, 1982, p 13) has concenrated on four
determinants; -the price of the comimodity, other prices; income and tastes. However,
demand is a multivariate relationship, that is, it is determined by many factors
sirﬁultaneously. Some of the most important detsrminants of the market demand fora
' _pa'rticular'product are its own price, consumers’ income, prices of othier commodities,
consumers' tastes, income distribution, -total population, -consumers' wealth, credit
avajlability, Government policy, past levels of demand, and past levels of incoms.

It can be said that the existing diamond industry in South Africa mirrors the iruehwa{i;:)nal
- diamond Industry, though, of course, much smaller in terms of production and
consumption. De Beers contributes approximately 95 per cent to South African production.

Most interesting about the diamond industiy is that the regulation of supply unimately
determines the level of demand, Moreovef, it is the manipulation of subp!y that {eads to
the creation of an artificial mdustry Often the mistake has been made by assuming that
rough diamaend productaon equals rough -diamond supply. This is not the case.
Intemationally, De Beers ohly accounts for about 30 per cent (including Debswana, 1e.
Botswana’s diamond mines, and Namibia) of natural rough diamond production. tie



'oontracwalry I‘nked to producers in Austraha, the GIS Alricah Gountﬁes such as Zaire, '
Angola, Guinsa ete and others mridwrde whlch enables De Beers. through the CSO, fo

- supply eems 80 per cent of mugh dramonds to tha rnarkei Frona fvere, the €80 prepares
1%13 oonsumar rnarket by adverlremg ard belrehed dramond premonon campaigns '

| '_s.ae.z cauérs |

- Within cartels, two celiuewe fonne are found (Koutsoyranms, 1932 pp242-243} non-pnce
o 'Jeernpetmen agreements (member firms agree on a cemmen pnce) e:rd determmmg of__ '
. quotas (egreermnt on the quantrty each member mey sell) :

o

| _Mrller (1 987 p37) explains that for cartels to be able to survive the test of tlme, a
\ sufﬁcsentiy high share of production, or the price of the pmduct {or commodity) needs fo be

_oentroiled A deelme in the majority ehare of output underminas the global price and i the -

price is too hugh substifution or éonservation measuree tend to erode the werall level of

 market demand Inevitably, in weak markets cartel members become involved in
‘competitive | price-cutling. For a c.anel to be suecessfur it must have a flexible {air) price

_ meehamsm which:

...}‘

(i} _ Dreeourages the creation of new supply unless & can be simultaneeueiy |

generaie sufﬁcient new. demand b

-(Ii) o Prevides' little impe_tua ror.'resear'ch into substitution and corservation, -

2T herefore for e carte] to centmue fo expend it musi: cenferm to the above cnterre but must,-

- also be ableto:
(ii)) _ Demand that members reduce or. stockpzle prnductron dunng periods of loy |
' gconomic actwrty
(v) . Finance the holdmg of eXcess supplies which may be needed durmg penode of
B “Jean demand. : :

- in summary, a vartel must act ira way whlch s tothe- Iong tern'r beneﬁ* of the ma]onty of
both Produeers and consumers, lfotherwise, itis beund to fai. o

3223 Menopoliee
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| A monopoly (Koutsoylannis, 1982, p 171) is a rnarket siruclura in whnch ihere is a singls :

seller, there are no close substitutes for the cormmadity it produces and there are barriers
to entry, 1‘he main causes that lead to monopoly are: :

s _.Oﬁnershipofétrateg.iq raw hatériélg.'
. - (i.i)_. . -E_xclliz_sim_a@éﬁédge of-prodﬁcti:m techniQQes. S
(m)'z - Patont ﬁghw'forabmduct o'r. @}ap}odumian_p@esa. = . _
{iv). : | Gﬁvemment licensing or the |mposﬂ:§n of foreign trade baniers to exclude .
' : fore[gn competitors. : :
'('VS' .. ~ The size of thé markr: may hot. ﬁe able t§ suppon mote than one plant of

optimal size.’

lrhporlantly'.: Stonjer {i 872, p200) stresses that hany firms which are describied as
monopolisis in discussion in the press, radio or television are not monopolists at all in the
economist's sense of the word, L.e: ” ' ' '

".for & monopolist to exist, the only condilion required is thet within the
‘relevant market area there shall be no close aubstltutes for the products of the
firm in question '

Monopolies have always been seen as somstfiing sinister and undesirable. Undoubtedly,

somme are, But, it cannot be claimed that De Beers has a monopoly of production since it

“only represents about. elght and 16 per cent of the worid’s output by volume and value,
tespestively. This increases to 28 and 53 per cent respaclwsly if Botswana and Namibua

ara included (Jarnas Capsi Mming Flesearch 1992, pp 8-1 1)

3224 Ohgopoﬁas .

An ollqopoly.is a market forn'_l.of'. imperfeat eombetition. A monarshy has a single ruler, an

oligarchy has'a small group of rulers. The simplest sase of cligopoly ocours when there

-are only two selfers and is known as duopoly (Stonier, 1972, p 227).
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 Koutsoylannis (1882, pp 237-238) further emphasised that in tems of an. oligopoly, two

o distinctive market induétries are “ould; non-coliusive and coilusive oligopoly. The two -

main types of oollusion are cartels and price. Ieadershlp Gane's imply direét (although
secrel) agreements among the compating oligopolies with the aim of reducing uncertainty -
arising from their mutual interdependence. In this particular case the aim of the cartel is
_ tho maxinuﬂng of the industry (joint) profit. The sftuation is ident:cal with that of a
mumplant monopohst who seeks the maxlmismg of his profit. In this study. we concentrate
o a homogeneous or pure oligopoly, Le. an ol:gopoiy where all the firms produce a
homogeneous product. - The firms appoint & centraf agency, to which they delsgate the -
authority to decide not only the total quantity aud the price al which it must be sold soasto
attain maximom group profits, but -also the allocation of production among the group
members of the oartel and the distibution of the maximum joint " profit among the
 participating members. The authority of the central agency is complete. Cleatly the central
agency will have access fo the-oostﬂg'ure's-ofthe individual fims. - : :

Price Iaadershup (Koutooyiannis, 1982, pp 244-248) is a fotm of co-ordinated bohaviour of' '
oligopolusts where one firm seis the price and the others follow R hecause it is
advantageous 1o them, or because thoy prefer to avold uncertainty about their competitors’
reactions. It may be practiced elther by explicit agreement or informally, Price leadership
s more widespread than cartels, because Rt allows the mermbers complste fraedom

regarding thelr product and selling activities and thus is more acceptable to the followers
than a complete cartel, There are various f6rms of price leadership. The most common
are:. _ _ _ . .

() Price leadership by a low-cost fim.

(ii) _' Prioo laaclor'ship by a large (dominant) firm, -a!oo & ‘partial monapoly’,
()  Barometrio price leadership.

The price-leadership mode! will lead to & stable equilibrium i the leader has the power to

~ make the other firms in the industry follow his price Increase or price decreases, and - "
provided that there is sorne agreement {or other means) for sharing the market, so that the
followers produce the ‘tight' quantity, that i, the quantity which is required to inaintain the
p’pios set by the leader. in arder to have the power to impose his price the leadar must be
‘both a low-cost and a latge firm. In the case of a barometric price feader, it is formdilly or

~ informally agreed that all firms will follow (exactly or approximaiely) the chahges of price in
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| - a firm which i conmdered to have a good knowledgs of the prevailing conditions and can
' forecast better than the others future developments in the market. In short, the. firtn chosen
s considered as a barometer, refle_cﬂng the changes in economic environmeni

Probabiy the most accurate descriphon of the worlangs and structure of ti.e CSO has been
_ given by M von Saldemn (Fiesources Pollcy, 1992, pp 45-58) in the prooess of acquiring his

“Ph.D thesis titled ‘Forecasting rough diamonci prices: A non-inear opiim;zation model of' B
dominant firm behaviour‘ ' : '

" He explains that the C‘SO. actin'g.as a dominant firm, controls about 76 per cent of the

“woyld supply of rough diamonds and exercises substantial market power. By ann'oi.mcing '
non-negotizble prices and mnipulaimg supply and derand through stockpiling and-

© adveriising ac!mi{as, the CSO acls as & price satter &, “wot as a price taker, :

All major produoei's 'have_ found it i_n' their economic interest to enter into sales agreements
with the CSO for the benefit of stable and higher prices than would otherwise prevail
Typically, the CS8O currently charges a 10 per cent cor_nmiséion for it services, whioh
includes the actual sorting and tarketing of a producers’ entire product fine, price
supporting activities such as bulfer stocks, and a major global advertising prograrnme.
 While the CSO in effect guaraniees minimum tevenues to the producers and thus
significantly reduces their downside market risk, it also retains the right to enforce
production quotas, ‘The CSO continuously faces the challenge that producers prefer to

erjoy the benefits of higher prices without contributing to the coats of buifer stocks énd
" giobéi marketing, This Is espaciéliy true of smaller producars who tend to market their
goods independe'htiy' since '.thaiy'.evalu_aié ‘their - markst risks differently from larger
* producers and enjoy a ‘free rider’ situation. Nevertheless, only sbout & quater of the -
world's rough diarn_omﬁi production eludes the CSO, Thus, the intetface between’ the
extraction of rough gem diamonds and the further processing of these slones in cutting
centres tepresents a bottle-neck &t which the CSO commands substantial market power.

~ According to Von saldern {Resourcsa Polacy, 1992, pp47-4a) out of the many economic
theories descnbing non-vompetitive matket structures the def*nition of an oligopoly, with
the CSO acting as the don-unant firrn facing severel competitive fringe producers, best

gt portrays the given parttcuiantias The CSO, and not De Beors, was chosen. as the

~. dominant firm because It is at the rarketing jevel of rough gem-qualny dlamonds rather

~ than &t the production level itself that competition is most severely cuntailed within the -

* inclustry, The CSO faces fringe producers who 'narket their pi'OdUGllO!’i or pomons of their



~ production outside SO channels. “The dependency -between the dominarit firm and al

other suppliers of rough diamonds (the fringg’) can be militacsted, For the sake of

. simplicity the in Stackelberg theory of price leadership was chosen to descnbe such
' _:nteractnon Atcording to the Von Stackelberg motlel the competitive fringe is assumed to

N _ be a price-taket, while the dorninant firm acts asa pnce-maker wha considers the reaction

of the competitive fringe. In acnordance wilth these assumptions, the domirant firm.

. maximises its profit by applying the monopoly solution to #ts net deman, Net demandis

o defmed & the residual demand obtaitied by subtragting the quantity supplied by the fnnge .
. fi\ m wta! demand; thus net demand represents the demand facing the dominant firm

As é concluding statement, one can dd no' better tha‘n quo‘te Mr Hany oppanheimér;_
former Chairman of De Basts, wheh questioned as to whether De Beers opsrated a
monapoly - '

it i it does, it s cﬁerlal:niy a monopoly of a most unusual kind Trore is no
_.one ooncerned with diamonds, whether ag prodiicer, dealer, cutler. ;awanar or
oustomer, who does not benefrt from. it. It protects not only the shareholdara of
- dlamond companies, but also the miners they employ, and 1he communities’ -
that are dapendent on their operattons {James Cagel Mmmg Reseamh, 1992
* P " '
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4 BOUGH DIAMOND SUPPL? |

This chslpter examinea primanly the quanhty and quality of rough dlamOnds mined from 1he o
Varmu# deposﬂs In South Africa The Importance of Da Beers Consoltda*ed Mmes is also

evaluafad

. '_4.1 »_becurrénqa-ofmamndnsposus

), :

| ';ﬁpes and fissures, followed by a!luvwal and then rnarlne daposrls

! The maior hmbarrae dnamond mines in s::uth Afnoa are the Fmseh Mine (!mated in the -
;o cape Province, near Lime Acres), Premier Mine (in the Northerny Tr’anavaal near Gmllinan),
the Kimberley ‘Pool Mines (Dutoltspan, Bultfontem and Wesselton in Kimberley) and the

newiy started Venetia Mine (at Alldaya in the far Northern Transvaal)

The .prlncipal ailh.wial deposits.ln Sotith Africa are those '_found around the confluence of the _
-Vaal and Herls Rivers (Prieska to Potchefstroom), those on the plains of the Western

~ Transvaal (Lichtenburg and Ventersdorp districts), and those on the Namaqualand coast,
- from the mouth of the- Orange River southward. Sofme minor ocsurrences of alluvial

" diamonds are also found In the Nonhern Transvaal, east along the Vaal River (Standerton) E

- and further east, up the Qrange River to Aliwal North,

Marine (ooastal) deposrts are rmined on the Wast Goast, from Alexander Bay at the mouth_
of the Orange River, southwards A total of 20 defmrcatad concession areas siretch from o
 Alexander Bay down south past the Olifants River to Cape Golumbma Approximately %,

" companies aro active In these concession areas.

a2 Praducﬁbnbywpaofnap&sa:'

B Flgure 41 depicts the Iqmberllte allluvial and marlne rough dlarnond prcduoﬂon of South : : )

~ Africa frorn 1980 to 1990,

~Ine South Africa, the largest propoﬁion of di:amond productlon ongmatea from k|mher1|te -

Eaanr :




' FIGURE 4.1 - RSA DIAMOND PRODUCTION BY TYPE OF DEPOSIT, 16801990
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' ln 1990, South Africa’s annual rough dlamond productlon amouniad 1o B, 71 rnilhon carats
fifth Iargast mrldwrde - -

From 1980 1o 1990 a total of 103,4 million carats were mined from kimberlits, alluvial and
- marine dlamond dapasits in South Africa (see Appendix 1), This equais about ohe year's
 current natural rough diamond productlon in the world, ' :

421 Kimberite iaiamm- Produgton |

In 1990 74 mllllon earats of kimberiitic daalmnds wera produced fts shafe of total output
_ _amounted 4285 per oent ' '

:"_From 1991 onwards, the share held by kimberlite mines is exbecied to increase due o _
mining of the Venetla diamond aeposut Vanetia's output ¢ of 5-6 miltion carais per year is
expected towards 1993/1994. Theoreilcally. South Africa's diamoid production shotiid be-
boosted to some 14-15 million cerats per annum. However, declining output from the older
mmes, parlicularly those belongfng to the Kimberley 'Pool' group, i@, the Dutoitspan,.



. Bulﬂontein and Wesseﬂon Klmberiey mines and Prermer Mine, is expected fo suppress
'_'_higher output fevels. :

: : Wrth 1he exception of Veneha all Souih African klmberllte rninmg is currently underground L

These mines are still expected to play a major role in the supply of gem-quality diamonds -

| ~ locally. But, it is expected that fewer gems wili be reoovered due to deeper underground
' mming, and oombmsd with this, an expected detenoraﬁon in quality and overall slze,
- Diamonds recovered from the Venetia Mine are modsrate 1o good gem- quality material. -
These stones ma'g {etill 1o be proven) be profrtable to cut and polish iocally. The siones

- _from Venetla are assumed !o be similar to Australian diamonds in terrns of hardness (and

- twmnlng)i makxng them more drrﬁcult and iime consuming to pmcess. _
422 Al _Diamo_nd' Prod'uution -

In 1990, alil.mai output amounted fo 1 2 million cafats, or 14 per cent of total produetion
The approximate 400 alluvial diggers currenﬂy attive make a valuable conmbutlon fo local
rough dlamond su::apiy that is eoonomlcally prof‘rrabie to process Iocally

On average, more than 80 per cent of alluvial stones are gem-quallty The stones are
normally more rouncled (which allows a greatet yield percentage than normel crystal’
~ structured stonas) and h:gher in terms of quahty, ie. more homogeneous in ciarily and
size with good colour

' 42.8 Maring Diamond Produ::tnon :

~ Diamondk recovered from marine deposits, in volume terms, are'rninimé! when compared
to kimberite and alluvial deposits. In 1980, marine diamonds mined totalled a mero 45 002
carals, As operafions are dependent o weather conditions, output is mbm’ variable than -
kimberlite o alluvial mining. th 1990, marine diamond production mors than doubled from

1889, to 180 064 carals, or 1,5 per cent of the year's total diamond output, |

~As In the case of alluvial diamonds, marine stones are typically gem-quality, with. an
avetage gem percentage (in volume) of 85 per cent. Marine diamands recovered from
- coastal gravels (including those found in submerged trenches and guliies} contain more
orystal shaped {octagonai) stones than do aliuvial's, They are generally also smaller, and
in some cases exlremsly hard The rna}onty of marine output is locally pmessed



FIGURE 4.2 - STRUCTURE OF SOUTH AFRICA’S DIAMOND MINING INDUSTRY, 1990 |
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43 Mining Companies: Structureand Producion.
 Figure 42 dopits e sifusture of South Aficas -dismo_nd minig industy

In 1990 there were 72 mines opara!ing in the sountry (excluding abom 400 alluwal diggam _

" operative in the Transvaal, Cape Pravince and Orange Free Stats} of 1hese, 27 rnined o

N 'klmberlltes, 18 alluwal deposus and 27 marine areas, -

Contn‘bmmg 8 15 mililon carats (or 93 ﬁ%) to South Afncas total d;amond output in, 1990
De- Beers Consolidated Mines is the most Imporiant diamond mlning company in South

. Africa (F'lgurs4 3). The tion- -De Deers saclor comprises a fow modearately sized producers_-_ e

8 4185 Trans Hex ’Mmmga Jmns Hex), * Alexander Bay Devslopmant Corporation

- (Alexkor), Canig Diamondsa and Helam Mining, smmaller companies and the alluvml diggers,

_ Trans Mex and ﬁaiexm aosounted for 134 100 carats (1,54% of the totaf) and 173 807
carats (2%), respectwe!y Some 68 171 carats (0 8%) ong:nated from ailuviai dlggers

.F!GUR'E 4.3 GONTHIBUTION TQ -DIAMOND OUTPUT BY PFIODU_CERS

‘emrmt protnaticay 1bAb - 1800

watm Hax | Pey—

|“ be. Baare

Put in psrspeotwe. the non-De Beers sectors total dramond output (ln carats] from 19&0 to
1990 apprommates meraly 71 per cent of De Beers 1990 production.



o

- '4_.&1 RSA Gem Iﬁiﬁmbﬁ_d Proccton

_ James Gapel Minmg Hesearch (1 902, p 30\ reports that 62 per oent of South Afnca s enfire
" rough diamond natural production (fo | the years from 1986 1 1992) is of gem (e5%).. and- :

. nedrgem (67%) qualty. The balanoe, those diamonds of industrii quamy, totla, 38 per

- cent

However rere;pacted and kmwledgahle d:amond analys!s (Karlun, K., Brown. P 1992.'

. persanal comrnunucation) estlmaies & higher gam and nearngem percen’tage ahare, more

-  in the order of 70-75 pm cent

n ﬁ‘"’“‘" of “‘é gom iri-dusn'ialmmrl'd diamond output ratio (excluding Namibis), South

Africa could well rank first in the world, HOWever, the substanﬂal share of gem dlamonds _

. Industriais. must b seen in perspectlve e

Gom-quality d‘mmonds are datermined princ‘mliy by the economic value of the stone, At

present, low, cheaper quaiily stones (clasaﬁed as industrials a few years ago), are called - |
« ‘near-gams’, The continual incneases in rough’ diamond ptices, a trend never reversed in -

- -the dlamord industry, boosted low priced gaods into oompetnwa margins. Low-cost
processing firms in countries such-as Intia-are abIe to proﬁtabiy process these slones,

Along with that, demand for small, low value pol:ahed diamonds imreased in the Paorfw:

“Him. oountnes, owing o more aggresawe marketing from Da Beerﬁ.

—
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 GHAPTERS

5 bmmub.mnimf :

-_ Rough 'dianmrui 'trad'ing 'in South, Africa is complex. ' This chapter purposes, oit the one
hand; fo evaluate the cansumption of raugh diamonds by locs! dealers and cutters mined
from the various- deposats by iocal companres in the Republic. In’ addulion, i aims fo
| -examlne the role oi the principal players, ie.: producers dealers and cutters in South

- Alrica’s diamond trading network. It is therefore pertinent that the sales of rough dlamonds L

by produasrs from kimberlrle, alluvial and marine depqs:ts are exarmined; fol!owad bya

o revlsmn of the trade proﬂ!e of dlamond dealers, producers aﬁd cutters

81 -Sinnclu_fé 'bf_Houﬁb Dihfnond d Treding

- F’igur\ei 5, 1 depicts the movement of dlarnonds in South Af'*':a s lrading mdustry
) 1 1 .

_5z 'Enamina!ion ofIDi_mnond ueposusales '
* 521 The ‘Average Price/Carat Factor
 Diamonds are traded in US dallars Internationally, and in South Africa. The exchange rate,

naturally plays an impoﬂam ole in diamond tradmg as doliar accounts focally are not
aIIOWGd '

| The average diamond prics, i.e, tha unit valua, s expressed as s $oarat (mauniy). end
- Rfcarat and applied as an {ndicative factor lmplymg a trend of dsvelopment in & apecific

o catsgo;y, i.e, gam-qu_allty._diamom_:is,_ whether rough or polished. In the diarnond_inc_lustr_y :

the use of ‘average prices’ can be misleading. Parcel ‘make-up', o the so-called ‘mix’ can
differ greatly in terms of volume, mass, quality and shape, and still egirs*o to one valtie. '

5.22 Kimberlite Diamond Seles

- In volume terms, 51,2 per cent more kimberlite diamonds were sold locally i 1990 than in
1986 (Table 5.1). However, the 702,2 thousand carats absorbed by the local processing



FIGURE 5.1 - SOUTH AFRICA'S DIAMOND TRADING INDUSTRY, 1950
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.mdustry in 1990 amounied only 10 94 per cent of gotal ldmberlit e seles, 1he halar:ee | )

u B
o
o

-ln 1990. Iecai saras of Kint? _aemte dlamonds wers .&-i 5 p@r ceht hngher than 1985’5 ﬁgure, ': -
and 54 per oent of total gdles. The Ricarat pnce incrq sedby 54 4 per c..ent (from 1985 to S o

1990} whilat the Wééraﬁ value 1mprove&a:mly 32 B per

R
s.J.

The cumurative nomlnal CSO (London) pnce Increases (from 1 986 onwards) .otailed 59 .«

per cent The $Icarat gmwlh of 82, 8 par cent from 1985 16 1890 in Eouth Africa, unpl:es a
Tower' fﬁan average rough dlamond pnce increase. This is evident by the growth in $fcarat '

saias ofa!lumal and marme local garn dlarnonds viz.,, 81,2 per oent and 93, 3 par cant

' Kimberhts diamond exparts declined by 15,8 per oent to 6 7!;-5 ﬁ thousand carats i 1990. o
(8008,7 thousand carats in 1985), whllst the revenue generated from the sales mcreased L

CbyGagpercent .y

523 '.Allwial Dhinortd Sales "

- Alluvia! local and export dlamond salas followed a sm'nlar frend 1o that of klmberlrte_

diamond sales. - For the six years (Tables 1) up to 1990, ‘sales volurm! and value

' increased by 1154 per cent {to 662 thousand carats) anu 354, 8 per cent respectwely In
addifion, alluvial dramond sdles mass and value: increased to 54, 8 per cent and 74,4 per

cent of local sales in 1990, respectwely The aVerage pnce n 1990‘?059 by 81 2 per cent

 fromthe 1985f‘gure .

 Aliyyisl export sales (in 1990) decreased by 92,9 per cent from 1985 (to 544 300 carals);

whilst its valus (1 990's) improved by 24,8 per. oent Tha reason for this. was the 60,3 per l

- cent increase in export price from 1985 to 1990

5.24 Marine Dlamoncl Saks

Since 1985, marine diamonds sald to. Iocal cutters ancreased by 893,9 per cent in volume
SR 1 2800 oarats), and 8724 per cent In value in 1990 (T able 5. 1), '



 TABLE 5.1 - ROUGH DIAMOND DEPOSIT SALES, 1685%1900 « -

L

. |19es

%

Percentageshare

. KIMBERLITE DIAMDND SALES o
oAl | EXPOHT e
| vean :caii_r'oon Jowcar | %R | carooo fowcar | %A |
Jvees | aeda | &F 1451 | o087 [045 i
1986 | 5105 | 60 1425 | 79424 1940 |4875 |
{1887 | ©- 6838 | 59 39 | 92847 1941 [5Gt |
1988 | . 9521 [125 |618 | 66672 |875 [a882
1989 | © 7maz |06 |sse | es709 804 |481
1990 7022 | 94 |540 | 67456 [g06 {480
TOT | 3997.3-' 81 |s12 |46 1781 |o19 |48} "
Au.uvw. D!AMOND SALES | | |
1.OCAL EXPDFIT -
YEAR | car000 “j%ecer | %R | caroo0  |%car | %R
1985 a6 |274 | 444 8113 |[726 |556.
1986 | 4378 |268 |452 | 11943 |732 548
1987 | 4804 |44 |528 6203 {689 |474
8O0 | 687 |788 | 562,00 |418 |255
1980 | 7878 [652 |79.6 4214 {348 |204
1890 8820 |649 {724 | BW3 451 (258
70T | 34748 438 |ess | 4625 |se2 |sss
© MARINE DIAMOND SALES
o LOGAL | | t:xpon*r e
YEAR | 0af000 |%car | %R | car000  [%car | %R
e85 | 260 [s81 {es2 | 188 [419 |%5s8
- |1g8s | 238 636 | 726 188 964 274
11987 23,0 |627 |64 187 la7s lass
- |08 478 |80,7 |01,0 13 |13 | 90+
. |19809 735 |984 | 989 28 |88 | 19
L 11990 1z8 |s20 |o75 98 | 80 | 25
TOT | a84 |s1d o13 | es |18 | 87
 Saurce: The Minerals BureauofSomh Atica, 1992
Notes: . Earlier records made ao provialon for Kimberitte,
' alluvial and marine d:amond sales _ _
- ocar gaalg L

4

e



M

£

o

I terms of total marine pmduahan the share absorbad by the local industry :mprcwed\fmm >

58,1 per cent {1985) to 92 per cent (1990) in volume Similady, 97,5 per cent of the valus
of marine diarmond sales was absorbed locally: (1990}, atan average rough diamond price

)

whlch was 93,3 percem higherthan that of 1988's, . I R

Exporls of marinddlamonds dropped sigmhcantiy Hough dlarrpnd mass. value and pﬂce
‘decreased from 1985 fo 1990 by 57 g per cent in-volume (9 800 carats), 53 r Py cent in
vaiua and 26,7 per cent i in price (§/carat), respectwely The pnde decllne wde probably the
‘Tesult of lower. gem quality d:amond exports :

5‘._2.5- Total Dsamond Sales

Total loal rough diamond sales from Kimberite, allavial and marine deposits to local -

industry were 800 000 carats in 1985 (Tabie 5.2). Growing steadily, and peaking at 1,8

" million in 1988, it levelled off to 1,48 million carats in 1980, Although diamonds from
kimberlite deposits éti!l'feature prominently_.‘as a -éu;:plier of ecaonomiea_lly auttable '-géms to
South Africa’s prooessing industry, its domination (in the short period from 1985 to 1990)
has faded, In terms of mass and valus, kimberlite diamonds contributed 58 per cent and

68 per cent io local de:and, respeclively But, in 1980, however, its. contribution
decreased to 48 per cent (in mass) and 50 per cent (in value). Since total local demand

has increased, the importance of alluviel and marine stones for local donsumption has

heightened. Reasons for this dould be the axpected decline in quallty and caratage |

produced by kimberlite diamond mines.

Marine diamonds’ contribution to local sales, in 1985, almost trebled to eight per contin

1990,- both In torms of mass and vaiue,

The average dollar/carat price for all three 1ypes of deposits improved steadily. a 47',7 per .

cent increaae from 1985 o 1990,

The strong Impact of industrial dlamond sales on local and export sales, and on the overal

‘diamond contribution from Kimberlite- daposits Is noticeable. Sotne 85 per cent of total

sales mass of industrial-quality diamonds originated from kimberlte diamond deposits,

~ From Figure 5.2 it can be seen that the volums of diamands absorbed locally from
kimberlte deposits Is mirored by the loval alluvial diamond salés volume, A steady
increase in matine diamand consumgtion also occurred as overall production improved.



TABLE 5.2 - TOTAL DIAMOND L'JEPOSIT SALEs 1985 1990

In ferms of iocr sales value, a simllar trend is por!rayed to that of Iocal sales voiurne

(Figure 5.3).

| gf LooAL DIAMOND SALES g _' i
Year | cart00 | Keshare - | A sharg .. 1 Mshare
o R " |mcar  %R| %oar %R | %ear %R
1985] 7e70 | 59 es | s s | 8 @
{1988f o722 | 58 63 | 45 85 | 3 2
1987 10872 | 54 66 | 44 84 | .2 2
1988| 17098 | 563 68 | 45 @9 | B 3
| 1989] 16454 | 48 51 | 48 44| & 5
1900\ 14770 | 48 50| 45 43| 8 8
vor| 7785 | 51 56 | 45 4 4
LOGAL AND EXPOF[T DIAMONQ SALES -
Year caroco I Kshare '- Ashare _ Mshare |
- ' %car %R| %oar %R | %oar %R
 1085| oess | 88 e8| 2 @81 | 1 2
1986 101225 | 84 65 | 6 24| <« 1
1987 112642 | 87 69 | 8 a0 | < 1
1988) 90405 | 84 64 | & 34 | 1 2
| 19B9| 86494 | 8 & | 4 8| 1 8
‘11990 87767 | 85 68 | 14 87 [ 1 &
TOT| ‘574801 | 66 63 | 14 84 | = ‘g
Source; “The Minerals Bureau of South Africs, 1992
" Notes; car oarals o
%  Percentage share
K Kimbatlite diamond deposits
A Alluvial diamond deposits
M Merine diamond depasits
< -Less-than :

Figure 5.4 shows thet the $/carat value of kimberlite diamonds sold Iobally throughout the -
 six year period was higher than that of alluvial stones’.” Whilst kimbetlite diamond prices

decreased marginally from 1987 to 1989, those bf allui ial diarmonds steadily improved from
1985 1o 1990, In addition, marine diamonds experiencad the iargest price increase during
this parivd, almost doubling in the $Icarat price from 1987 to 1989, ie. hlgher than

kimberlite prices.,
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FIGUHE 5 2« ROUGH DEAMOND GONT RIBUTION BY DEPGSIT TO LOCAL INDUSTRY
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FIGURE 5, 4 FIOUGH DiAMOND GONTHIBUTION BY DEPGSFT TO LOCAL. INDUSTH'Y

' (in $/carats), 1935-1990
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FIGURE 5.5 ~ ROUGH DIAMOND GONTRIBUTION BY DEPOSIT To LOCAL lmnus'rﬂv" o
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Figure 55 depicts the peroéntage contributions;made by the thres deposhs; kimberits,

. alluwal and maﬂne, to South Afnca s local rough daamond consurnption interms of volume o
' and value. K‘mbeﬂlle dﬂmonds consumed locally have decreased in both respects fr.m -

- 1985 to 1990, whllst the oppoelte oocu""ed for alluvnal and marine duamonds
'_ -'3.2.5 c'anpany Colﬂrbutimmaiémnd Sales .
fT’h_a doinance, of the De Beers, again, is reflected in the sales figuras of"i'ab!e 53.

As expectd, De Beers dwa'rf's the two- most promlnent'ncn-oé Beers diamond hiinln'g
"'oompames. Algxkor and Trans Hex In'respect of diamond sales. However, Alexkor
 achieved the highest avetnge Wcarat value for its alivial and marine ‘workings.
, _Imporlanny, De Beers markets Aiexkor's entire productlon -

A low parcentage of gem-q'u'édity rough diamo'nds of De Beers’ production (in mass) is |
'oonsumed 1ocally, a mmirnum of 7,1 per cent in 1982 and a rmaximum of 24.6 par ceni in o

“The growth in kocal demand for De Boers’ rough diamonds probably coincide with the
trends set internationally. In 1980; the diamond industry slump in rough gern diamond
demand was due to rough diamond oversu'pplj.r and investor speculation ‘Whilst the strohg

“sales surge between 1986 and 1989, resulting in record brsaking yeara for 880 saies, .
reflected a stable roligh gem supply on the one hand, ahd pohshed diamond offtake in -
Japan and the USA,

B3 .Aetiviieaof H&ADia_mon& Dsalem .
The existence of rough dtammd dealers is cledated to the fact that 1hezr maln functlon is- _
‘hai of supplymg diamends of sheeifio qualities to clients, Also, dealers aupply the right

volume {which combined with the speciﬁc quality) make up the requlred némngI;

~ To cutting firms. the supply of constant vcmme tsl‘ rough dnamnds at mnsistent periods is
- eritical fo the effeutive rurining of a factory, -

In the following discussion, empiasis is fist placed on diamond dealers’ purchases and
then thelr sales (Table 6.3), . '



There were 54 registered rough diamond dealers dirirg 1988 o 1990, of which five
. recorded no trade during this period. - Four of the &4 companies are SUhs?diariea of De
Beers, viz,, t!1e Diamond Corporation {DICORP), the D;amond DeVelopmem Cntporaﬂon
(DIAMIJEL) De Beers Industriat Dlwsion (DEBID), and De Beers Im:iﬂsmsl Diamonds
" Division. DIGGFIP feaiured the most prommenlly in terme of rothh diamands 1raded (mass .
 and valus).. o - B

' TABLE 5.3 ROUGH DIAMOND TRADE BY RSA DEALERS, 19881990

MASS | VAWE | PRICE |
oar"@:__..'.; ' R000 . | Rlcar §lcark |
| | Puchasesbydeslers
Fromother RSA* | 84485 | 6977049 | 182 | 78
Imported - o849 | 235104 277 | 111 |
Other+ o | 1 867 .| 66 378 36 14 ]
TOTAL | srzo1 | 7270891 | 186 | 79
1 desbydesers .
lTomsAdeslors | 17014 | 2525085 | 148 | 60
To RSA ctnivis . 4542 | - 3298205 726 [ 201 .
Exported _ . 16208 | 1361348 | 89 | 36 |
TOTAL | 86882 __"'7134333 196 | 78

Source: The Sauth African Dlamond Board 1992

Notes; Excludlng purchases by dealers from Diamdel
~*  Including RSA diggers and non-De Beers producers
+  Including mainly othér dealers as well as locat cutters
# Three year average doltar | pnce. caloulated at R24042/%

- 531 Diamond Purchases b Deslers

Rough diamend pumha‘sés by dealers from South African produaars (alluvial diggers and
nen-De Beers -pmduoers)'fnim 1988 101990, totalled approximatéiy R7 Bi!llon (34,5 mikion -
v sraits). Expectadly, rough diurond dealers’ main souroe are diamond mmea, amounting
to 96 par cent (in value) and 93 per cant {in velume) from 1988 to 1990, :

_noagh das.ssm'; ot e 1988 316 1990 otalled nzs_s railion (848 000 carats), Only 25
~ of the 54 dealevs imported diamonds. With an import duty of 25 per cant on all pafished
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diamondé, it is aééurhed that the largest p’roportidh, if not iall.. were rough dia'mbnds" :
" Besides isolated cases of industrial-quality diamond impotts; the rough diamands brought
into the Republic, in térms of $earat, is h:gher than those stones erchased from South '

African dlamond producers Demand by South African cutters for specific nough diamonds
_ _which should ‘be more expensive, but more mportantly, are not pmduced locally may
3 explain the Iow volumemigh value of zmpcarts | - - :

o Purchasse bamen local_-_cunem and de.aléra {also between cutters and dealers
themselves) amounted to RE6,3 million (1,9 million carats) from 1988 fo 1990, Only 10
compenies were involved in this type of activity, forsmost being again DICORP, accounting

' for RS2 million (80%) for the three years, at $16/carat. DIAMDEL did not sell to any

_ dealers during this period, Acling as a deaiér_-i_tae‘l_f, DIAMDEL. selis mostly tq' smalier
© culters (non-'sighihoid'e'rs') This ‘incentive' by De Beers odmmenced ih the middie 1980's,

as sma!ler cuttens requesied a wider selecﬂon of goods in order to obtain & ‘wlndow’ on

local sightholdars' ‘sights

. Totat purchasas by RSA dealers improved from 2,5 million carats (R1 billion) to 14,7 milion -

carats {R3,1 blllion) and 20 million . carats (R3.2 billicm) in 1988, 1089 .and 1930,

- respectively, . The pnce, however, deteriorated from $16&/carat to $83!camband $61/carat,

- vespectively, This possibly was the result due to DICORE’s inoreased purchases of lowier
quality goods. - (Note: - DICORP mirrors the furiction of the DTC but only outside of South

Africa, l.e. It channels rough diamotids 16 the CSO in London, - This .n_é'gatWe trand may -

Imply thet less good quality djamonds are coming from De Beers's Mines).

De Beers' share with regard to purakases (fom 1968 o 1990) amounted to 54, 86 and 97

per cent fn volume terms, respectively. In terms of saias value, the nompany’s oontnbutlon
totalled 78, 91 and 97 per cent, respectwely

DIGOHP alone contribiged 75 per cent (in mass terms) and 87 per cant (valua terms) to_

. total dealers purchases for the three year penod

5.3.2 Dlamond Seles by Dmrs |

'From 1988 1o 4990 dgalers sold rough diamonds prlnclpally in -3 ways, betwsan_ "

themselves, to South Afncan citters and 1o foreign diaman!aires
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Dinmonds sod by dealers intended for comrmssmn work; i.e, rough dlamonds pronesssd
by other factories Iocally or ovarseas totalled 4 824 carats, valued at RB? 1 milion.

_ Flou‘gh senmg' bmeeh dealers fro-n 1988 to 1990 iaotalled R2,5 billibn, some 17 million
_carats, ‘DICORP's share was. 93 per cual of the tolal (by valua) About 43 ‘dealets
- -_pamcspated eontnbutmg 46 per c.ent (mass) and 85 per cent (value) fo the lotal itcanbe
~ -arguéd thet sich trade actwny conﬂrms the importance and need. of rough dzamnd o
_ dealers in the mdustry :

Flough diamo'nd sales by dealers to South African cutters constitute the highest value of
the tatal, that of Ra,3 billion {1988-1890). Yet, the volumne sokd (4 5 miltion carats) waslow,
exp!amlng the. high average pnee o : " '

- Hough' daiale:'d‘ aprﬁs amoq'nted to. R1;4 billion (15,3 million carats), principally by -
JICORP (82% of value and nine million carats in volume). At R92/carat (sbout §30/carat),
the diamonds exported include gem, near-gom and inclustrial quality goods. Only 22
dealers exported rough dlamonds from 198810 1990

 Featuring also prominently dunng this per:od was Trans Hex. the ma}omy af its rough :
 diamonds absorbed by local cutters ' -

Tmal RSA dealers sales (from 1988 to 1990) amountsd to 36,9 mlliion carats (R? 2 bulllon) 3
~Total dealers sales (for the three years) were marglnally Iower than 1otal purchases, some
0,8 per cent and 1,3 per cent in mass and valus terms, respectively. :

De Beers' shate of tolal sales were 58, _95 and 98 per cent in voilme terms for the thiee -

years, In temns of value, it totalled 78, 90 and 91 per cent, for the corresponding' peridd

Notably, the non-De Beers dealers sector {which only accounts for 1,7 per cent {mass

terime) and 10 per cent (value terms) of totaf salas) sold diamonds at $468/carat, some 156,

per cent higher than its $183/carat purchase price, However, De Beers’ dealers purchase

price (§73/carat) and sales price ($72/carat) showed margmal differénces. ~ Also, the
non-De Beers dealers average purchase price were more than double than that of De
Beers’, ‘ '

Whilst most dealers deal in gemqualsty dlamonds, the VOIume of De Beers sales coming
from DEKIDD, were of industrial quelity, : : -



Overall South Afrlcas rough duamond trade mdustry is dommaied by De Beers tradlng
. companies -
54 ThéHdabfthe mna-:aoumfm;m -

‘1\. .

s .‘,:\

" The Dnamond Bourse ot South Afrlca (DBSA) was estabhshad in October 1987 by virtue of E '
“the Dlamonds Act, 1986 (No 568 . 1986). ' : '

: _The Bourse a corporate body. is located in Johannesburg It serves as a venus where _
| “ading of f&x rgh diamonds may be conducted betweon authorised diamond producers,
' dealers and cmltlersu in the main, the rough d:amonds on offer originate frorn producers not
contracted to De Beers from rough diarnond unpona arld from stocks held by dealers and
~ cutters, Diamonds tendered are principally divided into two c?jagones those selacted for ) ._
- local. consurnphon and those destined for export, Since its: estabilshment Bourse
membetship has grown to -approximately 16¢ members. It recently establrshed a
_ eentraluseﬂ 1radmg floor (on the premises) that rnay increase the level of activity in this .'
'SBC!OI'

The Bourse is financed by a levy of 0,5 per cent on the value of a parcel focally soid; acne
per cent levy oh the value of an exported parcel and 1,5 per cent on the value of a percal'
with a price above R1,5 million.

In essence, the main thmst of the Bourse s activities lies i in the creation of an opportunrty
for FISA producers to competitively trade their goods (assunng an ‘international’ sale),
- whilst tenderers {over & period of seven days) are offered a larger variaty of rough
diamonds, differing in volume and value, that otherwise would have besn exported, De
 Beers, of course, does not trade on the Bourse, |

From 1967 to 1990 (Table 5.4), some 274 000 carats carats of rough diamonds were sokd
through the DBSA locally, velued at R1915 million, at an average price of $278/carat,
Parcels qualifying for export duty exemption totalled 770 000 carats, worth R306,9 million.

RSA digmond producers criticise the Bourse's (and for that metter the SADB's role therein)
trading practises in respuct of the ‘reserve price fixing' syster, Le.. a producer mﬁat seta
‘minimum selling price (the reserve price), unknown to the buyer, on its rough diamond
pargel. The highest bid by a tenderer, equal to or above this price i considered a
successful sale, which élsq determines the ‘acceptable market value’ of the parcal. This
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 system, producers arjue; prohibits the produc’ér from eaming ‘top- dollar’ for its rough

diamonds by fotcing fim {the producer) o sell his quality production locally, ot being .

allowed to compete IMernatlonajly through a marketmg window'. Not only-is the * run of the
- mine’ output, which can be-defined as the t:mﬁuethnmx. drastically devalued (as cutters
o absorb the bast qualmes through tandaring), therefore burdemng the: producer with the
problem of marketing mfenor qualities, but in addrlion. severe conflict dave!ops when such

- a prodwoyr learns that. its own dlarnond productlon. in an unpolished state, is bemg '
_ maﬂ(ated abroad by a Sm.nth Afncan cutter ' : ’

TABLE 5 4 LOCAL SALES THHOUGH TH E DBSA, 1987-1 990

car‘ooo FIM‘I!:on . |Rrcar  |8ioar -
PAFICELS SOLDLOCALLY )
___274_ 1 oms "'700' 1 e |
. PARGELS QUALIFYING FOR |
_ EXPORTDUTYEXEMPTION
70 | awe | s | 187
 TOTALROU:HTRADED*
'__1095 ol 5230 o 4?3' '. 189
Saurce; " The Diamond Bouiiss of South Afnca 1992 |
| ~ Notes: ' Excluding Yailures', i.e. where a parcel

\ did not rave a ‘reserve price’, and less
_ 1han three tenders were recewed onit . _
 Unsuooessful sales, hoss. that are allowed’ exportation, need to be conoluded at the
- reseve price (the Reserve Bank allows abcu:t a two per cent margin) and also wﬂhm a '
- 'short perlod to shsure tha repatnahon of the forengn sdls, - o

© Local produoe_rs. demand that thay be _al_lowecl_the option to market thelr olstput as they see
 fit, which they believe will realise higher prices outside of South Africa. However, since
locat tenderers do not know the reserva prloe of a rough diamond parcal a hagher bid than
normal often takes place. - =
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. GHAPTER®

& DIAJIOND Pnocsssme

Thls chap‘ter exP&alns the structure and actwﬁlas of South Afncas processmg sector ancl '_ :

3 fhe beneﬂmatlon {the addmg of valug 1hrough cutling and polishmg) of roug;‘ uiiamonds
6.1 Sh'uulureofme ProoesslngSectOr

" Two dlst:ncIWely different dlamond processing groups are found in Souih Afnca, 80~ called
' slghtholders and non-mghtholders

' Slghtholciem are iarge cuttmg coneerns oontracted to De Beers (CSO Kimberley) for their' -
B supply of rough diarronds. Theae aightholdars, simitar to those found ovarseaS, receiva o

their parcels 10 tlmes per annum, at so-calied 'sights’,

In 1990 there wiere 21 South African s:ghtholclers (1989-19 1988=24), Each sughthoider

consists of at least one, in most cases more, diamond cuturog and polishmg firms, referred

to as ‘cutting concerns’. Exporhng and sales companies {which markst the pohshed
- dizwonds that originate from the cuttiag concerns) are dlrsctly_ linked to the sightholders.

Of the 21 sigﬁthohefs,- 49 'cuﬁing fismis make ‘up thess ‘cutting concems', Polished .
diamond matketing companies total 12 Gaincldentally, 12 sighiholders do not employ any -

~ marketing/sales companies.
Non-sightholders comprise those smaller outting firms that do not qualify as sightholdere,
Do Bosrs determines these 'qualification’ prerequisites in terms of, inter alia, the financiat

record of firms, operating stability, worklorce size and workmanship qualiy.

In 1980, approximateiy 140 South African outting firtms were registered (at the -sADB)

About 100 are non-sightholders, of which an estimated 90 nar cent (of the 100) are fully 3

~ operational. These small cutting firms rely on the non-De Beers produca(s (mcludlng foa
Iarge degrae the alluvial dlggers) rough diamond dealers, |mports and\&he DBSA for
cuttabla Supplies.

6.2 Strsturs of Sightholders
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| SIGHTHOLDING e.noup ] FHDMTHEDTO
g nékcontroned I T
- |ASA controlled (non-resrdentCodtrector) b as | '_-:?',o'___'. |
lmsa clntrolled with foreign inerest of 40-50% ] 7e | osa |
Foreigri controlled with minor RSAinterest s ,- 19,4 214
'Forelgnoonh'ofla\gl T 43,1 450
:_So_l.!rce“' The South African Diarmond Soard, 1082 %

i

. TABLEG‘I OWNERSHIP STHUGTUHE UFSIGHTHOLDERS 1990 S

- Note: ' D'Fmi Dtamond Tradmg Gornpany of De Beers ]

52

"The ownership airucture a‘f South Afncan sightholdera expiains tha polishmg and trading' c
" _policy ‘of the various culting concems; - Table 6.1 shows the oWnership structura of

mghtholders in South Afncaa cu‘tmg mdustry

) \Sughtholders *Mluch btd fuily control!sd by South Afncan parltes ar‘couni for 25 per vent

' {volume) and 17 per vent (value) o DTC sales. Against this, sughtholders which are fully

- foreign controlled (mainly. from Belglum but also Israel, England, USA and Hong Kong)
o account for 43 per cent (in volumne) and 45 per oent (m value) of DTG sales, - ¢ ESE

63 Aclhfihes of sm'holders and mn-sigmhoma'

As mentioned pcevfousiy RSA cuthng concems . |mply both slghtholding and -
" non-sightholding  cuiting fi:*‘ns and their related marketing companies. “fable 8.2 S
sumimarises their trade pettem, le purchasmg ancl solling of rough!pohshed diamonds "
- from 1988 10 1950, |

u
[,
I .'/w:-\

~ Ofthe 4, 9 mfllion carats {valded at Fl4 billlon) purchased by RSA cutters dunng 1988-1990.

_____

o terrns, respectiveiy The lmponance of Dé Beers' diamonds for sightholders is obvious, _
supplying 82 per csnt (in volume) ‘and 74 per cent (|n valua) of sxghtholders' total' '
. purchases. o




. ACTVMITY - sl_re.ﬂmomer-ts__ | NOM-BIGHTHOLDERS |  RSACUTTERS -
oarooo | R'000  i$far [carcoo | RO00 |$ar foarooo | R000  fswar |
- |ROUGH PURGHASES|. . [ I A | : | B
Cqrotar | 4366 | sd7o059| a20| 510 [ B04064| 06| 4866| 9980123| 328
Exportad - 208 | 78000[ 48| 44 | ede4| 77| zm2| e2de4| 18|
To denlers . 93 |  cesari| =zrz2| ez | 708s4] 508| 68| .142785| 366
Toouters 245 | ieeis) ssey 84 | sools| 2l - 2so| 248830 857
{TOTAL - - 546 | sse178| 26t| 141 | 117908| ess| aey| 474078 277
ml.raunc;msss . 1 1 . 1 b
RSA cuttens/deal's 821 105850 s20] 81 | s4d28] eee| 83| {71079} &R
From Others 9| -eodso|teoif 8 | 7e4d|tzosp M| 47o0ss|1ees|
CITOTAL a1 | t46000| 952 - a4 | 72o7e| 854 O5) 218162_ 928
Expots# ~ 57| ‘oram| sl s | 1tes{izes; en| trosses 7m0
C|Expons " | 121 | 2es0208| ess) vz |212897)1114| 134a| 2880 102] es2
. |R8Acuttars ~ | 84| 1Eeops] e22{ 85 | 90838} 1042 120| @ez2871| 8s2| -
Local sales-other 128 | 20| Be2| a8 | oa3d0| se0f 84| 388656] 800
C|ToTAL - 1547 | a200010| 832 152 | 408248| 1074| 1{700| 3618 186| ©s4
Source;  The South African Diamond Board, 1902
Notas: car - carat '
: el Less than 1000 carats © '
. # Exports to Lasotho, Swaziland and mdependem :
o . heighbouring black states : o
Y * " FromDTC, DIAMDEL, other dealers, non-De Beers O
_ produrers, the DBSA and imparts :
+  Mainly imports

 TABLE 6.2 - DIAMOND TRADE OF RSA CUTTERS, 19881620 ©

- POL.  Polished Dlamondé
dea’s - BSA Diamnnd Bealers

Though cauion must be taken when examining these average diamond prives;”  fs
significant to-note that the $290/carat average price paid by sightholders for De Beers
rough diardonds from"1 988 o 1'990" ie $1 03/carat, $48)carai and $441!carat less than il;la_' '

" price of rough diamonds supplied to slghthoiders by DIAMDEL, other HSA. and lmporls o

respscﬂvely The foIIoMng comments deserve mentsomng- '

o 'How true is the slatement made by sightho!ders that ‘rouigh diamonds are
cheaper outslde of the Flepubllc if rough diamond imports are aimost three times

tmore expenswa (in terms of S/carat) than rough dlemonds purchased from the.

DTC?

. W



@  InDeBes.s" aftempt to tontrol rough diamond supplies, it tray Be responsible for
L inaduerléhﬂy increasi'ng' the rough diamond prices of not-De. Beers producers.

- .Unqueshonabiy non-mghtholders do not have the ﬁnanclal muscleto ou‘&pﬂce De -

) Beers offers on Iocal mugh drarnonds o :

L

-Slghihoiders unpohshad diamond sales fo dealers other cutters and those e:q:uorled_ o

amounted to 13 per caht of ts purchase total. Non~ssghtholders sales were even larger;
- some 28 per cent of s purchases.  Sightholders soid more rough diamonds fo other RSA"
: cutters than they (slghtholders) exported, Undoubtedly, those cutters who purchase - .

- _ unpoilshed diamonds from mgh!holders realise a prof':t which implies that SIgh‘lholders find

{in this instance) rough diammond trading mare pmﬁtable The follmving elaborates on this -

. aspect .

@  BSA cutters generally specialise in cuning and polishing certain categories of -
- diamonds (discussad in chapter 7 (7.3 3)) Dus to 1h|s, culters will channef rough
. diamonds deemed umcanomical to process fo other cuttars. Thls could bea
> reason forthe above behaviour. B |

@ Bear In mind thet RSA cuters have only recently been allowed {by the SADB) o
' trade their ratgh diamonds at will, In the past, cuttars had to process their entire
- volume of putchases, -

(i) This form of diammond trading has ret:awed severe crﬁtclsm. pemcularly from
producers since cutters (who 1heoret|cally should polish their goods) now enter
the markets of producers and dealers, :

Refleeting on the above it would he appropiate 1o svaluate De Beers' rough dlamoncl
pricing policy,

From industry sources, it is estimated that De Beers would price its rough amond

production by discounting the eventual pohshed diamond end-product by 20 per cent from
the Rapaport Diamcmd Price list [The Rapaporl Diamond price list, establlshed by Martin
Rapaport (New York based) some 15 years ago, is an international esteemed poltshed.

- diamond price list that reflects the asking prices of gems between dealers and cutters] :

What is certain s that De Beers monilors the polzshed diamond markets fo ascettain the
current (and projected) demand for polished diamonds. \\Now more than ever, the
prooeasing industry worldwide criticises De Baers pticing p{ﬂmy Whiist mugh dlamond



" Ip.ﬂcas. {on average) have increased by 77 per cent {nominal $/carat terms) from 1980 to
1990, polished diamond prices, in general, have only increased by 20 per cent. |

@ . The edsing price conflict between De Beers and cutting firms (principally

L f.//:.:{"' sightholders) is miainly the result of Do Beers' u'ltematlonalperspeetwewithramrd

. 1o the diamond industry, i.e. De Boers artficially wanipulate demand for polished
N «'ﬁammdsbvm:oiing rou;;hdiampr*lstppim it monitors the polished diamond N
" coneumption pattems worklwide intzneely, to determine the type of tough -

'cﬁamndathatshould emermanmﬂwtthmtgheultersmwouldachiwaﬂm S

| anhcbatedpollsheddmmndyleld. Thnsghbalperspacﬂ%hesnot andcannot
takenﬁoaomtmeq:eciﬁcneedsofmwldualcuﬂmgﬁm

.'F’olished diamnnd trada atatla‘tics Iocally shows that mghtholdmg and nonsyghlholdlng )
~ cutting firms puschased polished diarnonds from one another, from dealers and afso:
imported some. With a 25 per cent impoit duty on polished dnamonds average prices are
~ substantially higher ($1 801;’». arat for s:gmholders) than the averags pnoes of pollshed
"'dlamonds traded between outters. - :

From 198810 1_990,_ exponts of_ Io'cally processed diamonds totafled 1,35 rﬁiu_ion carats, with
 avalue of R2,86 billion. Since sighthokders mostly export their polished diamonds, the bulk
of locally processed siones, viz,, 79 per cent in volume and value, falls in this category.

6.3.1 Trends and Remaiks on Activities of Sighttokders and Non-sightholders

" RSA cuflers trade trends are porfrayed in Table 6.5, In all thres categories, Le, mass,
value and price (F/carat, $/carat), rough diamond purchases by RSA cutters increased
from 1988 1o 1990, except for sightholcors’ in terms of mass. The letter trend suggests
that fewer rough diamonds have been offered to sightholders by the DTC, Le, that less
gem-quality material is avallable; that :sighl_hbldets- have refused their parcels because
. they deem it unprofitabls to locally cut and polish; o the average price of rough diamonds
- for sightholders has increased above intemational acoeptabls price levels.

in all three categories (as above), rough diamond sales by RSA cutters improved from
1988 1o 1990, with & doubiing of mass and valua for noh-sightholders s‘ales' It seems as
though outters have negated their role as pmesaors of rough diamonds, cUtters probably -
tind rough dtamond dealing more prof:tab!a than dlamond processing '
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_ In respect ‘of pollshed diamond purchasas an opposite trend exists between slghjboldﬂrs
and non-sigrnholders in that sughthoiders’ -mass (anc! value) ﬂgure;/ decrea.sed

) _prunouncedly though the avarage price per carat of their purchasas morb than doubled. -
- Non-e‘-lghmolders, on the other. hand doubied their purchases (' in mass and value) but at 5
.. 1990 avel'ﬂge Prlce (Per caraf) that is half ihat of 1968's. = R

. {H.,

TABLE 6 3 - HSA DIAMOND TFlAﬁE TFIENDS 1988-1 990

| _a4 Vasuemded - the Concept

| 'TDIAMQND TRADE __QUTI’ERS CARATS | _nma Rrcarat - |Sioarat
Hough'pumhased. sH D i I 4
| . {NON-8H "> [ sl |1 s
v N F{§A <D 5 | I
{ Rough sold - | _ | 8H s > o e
o CINONSH L osi | e U SR
fR8A [ sl - ] sl | st ol
|Polished purchased ~ {sH op [ | o h
- INonNsH | s - | sl | D D
RSA > R S N S R |
| Polished sold” lsH Do I o
NON-SH | > s |1 |
RSA | <D 5| | 1"
~ Source: - The South African Diamond Board, 1992
_'Noies: SH ._ " DeBoers sightholders e
' - NON-8H Non-De Beers sightholders 5
D Denotes a decrease from 1988 to 1990 \{-\
i Denotes an increase from 198810 1990 '
DD Denotes half (or more) decrease fror 1988 to 1990
i Denotes double {or more) increase from 1988 to 1990
el .Where the 1989 figure is greater than 1990's
) Whers the 1989 figure is less than 1980's  ~
_ <D' - . Where the 1,989 figure is-greater than 1988's

- Value added Is the total value of any industry'a {ot in this mstanoe, sutling firm’ s) output _

minus the véiue of all the mtermedlate goods and services consumed during producﬁon . |

within the seci_c_;r Itis the__refol_'e, equal to the labour reruneration plus the gross opar;atllpg :

S



- surplus of 1he sector, fe. what fya avaliable for dlsinbutlon ) the factors of pm5ychon in the o
- -form of wages and salaries, profits, rent, depreciaﬁun allowanoes, interest aru:l dwldends .
(Botha 20, elal 1988, p39 86} = ' : o

- Elabaraung on thls, varue addad can he desoribed as enhe: the relationship batween the

' operating expenses (OEnproceasmg cost (PC)+rnarkup) and rough diamond input (B, the _' .

B rough diamond price for instéincs); ‘which can be defined as Method X below, ‘I cxiditior,
| -f'when exprossed as the relatlonsh:p purely between Al and the seﬂing prk:e (SP) of thq w
finished pfoduci Meihod Y belcmr o . o L

For clanﬁcatlon puq:osas, !he foi!owu,lg exarrlpie w:ll sufﬂce. Ri (aao), PC (HZD) and 8P -

) (H100), and OEtherefore totall‘ng R50. Asformulae,ihen L
| VALUE_'ADDED’_I,- |
L Methodx R R k MethodY |
a%mm—gsc%)@m =100% . —Eﬂm)"ﬁ(%’%g‘}@%
where: '“-'sp': SsllmgPﬁoe
- . 7 . Al = Roughlnput L
_ _GE = Operating Expenses

- Method X definas valus added wlth respect to rough di amond mput mlplying a doubling of
~ the rough diarmnd input vaiue (Axsel K etal, 1991, p 9) _ LI

Method Y on the other hand, takes a drfrerent angle . of approar:h by afaua'!ng tha
o ralatlonship between operatlng @xpenses and the products’ selling price, i.e. 50 per cent of .
__ 1he sellmg pr!oa is accrédited to beneﬁcration -

Both 'm'ethods aré fundamentally sou'nd, with value added percentage differences (as shomm .

above) the restlt of rough diamond Input of selfigg price apprqacijes. ] -

meg io thrsr all vame added ﬁgures lhat follow are marked XorY; denoting meihod X or' "
: methOd Y ) . : Sk '\-,'.- )

A G

A Diamond Tréding Company expert expressed his concem about added value & follows: © -

v

A
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i - without the manufacmﬁhg settor there is no business bvei'all" And we see th?at'_ .
‘it sharea very littls of the added value from rough diamond to ratali dlamund -

sales.,.” (Maza! U'Bracha, 1901, p 18)

o

“*roﬁts (In resl tarms) for the manufaclunng lndtlstty Wbrldwlde are esttmated at two par oent N

' anﬁ for the polished dlamond t:adlng mduszry, at least twice as h;gh

G '_At the biannual taiks between the csntral Selllng Organisation (GSD) and Israel's Dlamond L
' Manufacturers Association (IDMA), the DMA president refterated that neither the price of

-rough diamonds, nor the price of polished dlamonds are under cutters’ contral. Culters are
therefore forzed 1o operate between these twvo fimits, and i in doing so, must take the ﬁnanclal :
rigks. that acoompany i, Addftionaily. it is the ‘cutter- that is expecied to Invast in -

" sophlmcated tac-hnology, |n 3he devve!apmem of new markets and, in soms cases the

-' financing of its. customars

Much dellbemﬂon wath ragard to the developmem ofa Iarge prooessmg mdustry in Boiawana
: (dtamonds from Botswane have been prboessed smce 1980 in Giaborone, on small scale)

ae pnasently in progtess, Being one of the Iargast diamond producers in the woR[d interms o

~ of volume {(about 17 willicn carats annually} and value {about $1 billion in 1990); the

" _Government of Botswana mmsts on its estahllshment. it believes that this endeavour wil

creale additlon_al jobs, promote mlning in the reglon, as wall as adding further value to local

o'Lﬁput_. S

MrCM Lelcaukau. Permanent Secretary of the Ministry of Mlnaral Fiesources and Water '

Affalrs. Repubsiic of Batswana ‘when guestionéd on the wabnllty of such 8 veniure in' general
oornmented (Mazal U’Bracha No 42, 1991 p a3y ' :

..we don't wana to ancourage cumng for the sake of Jt, we want cunxngf to be -

wabla South Africa had Incentives for mvestment but those incentives 4re now
L dimmishmg, and wrth it part of the industry. You really have to be carsful about
-gwmg handouts We are forced 1o give handouts,. We want to bemme

compevlrlive on mtemat:onal terms - only in this way can we build a heaﬂhy"

' manufactunng Oentre in Botswana .

World rough dlarnond purchases in 1990 is estlmated at $5,7 bllhon and pohshed diamond .
wholesaié prices at $7,2 billion (Table 6.4). The margin of $1,5 bitlion, or a value added of

26 per cent, implies that the profit gzined on such transactions could not exceed this lovel.



| TABLE 6.4- ESTIMATED 'ADDED VALUE MAﬁamé i OF IH%EHNAWNALL o

: o A . :
e . . . L

DEALERS/CUTTERS, 19884990 D
{YeAR. |WORLD ROUGH |WORLD POLISHED SALES |- MARGIN . r’f -
'y | PURCHASES |AT WHOLESALE PRICES. ! Value Added
| sbltion 7 $bilon '$b||!;cn
. 1938 M. .5"2 - . 5,3 : i . 1l5 :
o peso 57 KRR I T

~ Source: Dxamond Intsmatlonal Manyuns 1880, p82

'.The followmg theoretlcaf exan-ple (T abie 65) porirays the value added in the d.amond

'proqessmg mdustry Jf
TABLE 8. 5 THE aouan DIAMDND BENEFIGIATION PHOCESS
|vELS _PO__ 1. wHolesale | - BETAIL

' CASE'EI {PC |RP

Mass [Price |Vaiuo Added |Price |Value Added

oy

1sts]s

{1

-' @gg_ s [xea|ven] s | xeo| vom|

200{50 | 250

200|50 |250]

:nmﬁ-

_|200[ 40" | 240

%
42, 03332 _ _'2‘54-_ '240 21,3 | 839 | 605 | 41,0
4 _.0’.’438 27 355 262 | 3624 81,0 448

_ Sourea: ThaMmeralaBureau otSoulh Ainca 1992

Notas: . Cagse A -
CasaB =

Case C

"CRE

Pe .
Yiold - - -

Wholosals
Ratail

LR

Tradlﬂona! technoingy o
odem technology (improved yield)
Modan technology {improved yield and lowsr cost)

" Rough Price - It is &ssumed that rough Sitithonds purchasad from

tha CS0, Le. the matket prics, Is Cso ao%, in this cAise,
$250/carat-20%=$200/carat .

Procesaing cost - indudmgmceaampsramga»m P T

‘Rough Producﬂon Pumheae of reugh diamonds and cost of

procsssing o

In 1880, the avaraga yleld totallad 42% for RSA cutters -
Polished Qutput « 2 x 0,5 carat less 8% (sawing) x 42%
ylald x 2 = 0,408 ¢camts

" Rapaport poilshad cﬁamompnoe {esp 25% (lppally) -
The Rapapott polished diaronid price: (npr%i 10, 1882,
Vil 18, No 14; G-H dolour dlamond, VS claﬁty, large

" meles (0,08-0,14 carata)}

" Vaiue Atitled; expreSsed In valug and parcentaga

improva yiald by 3%

' . Dacraase labour cost by $10 '
- The Hapaportcategqﬁsas Bloi4 palnters iogaﬁzar as
- ane price group L _ _



In South Africa ln 1990 rough dlarmnd purchases b GSA cutters avaraged $328:carat

~ For the purpose of this example, a price of $200/carat for two stones (50 poiniers (05 o

- parets), perfect ociagoﬁal crystal structurs and of G-H colour and VS clarity) is assumed,
. Each stons is saWn (3% weight. loss), producing 4 x 24,25 pointers. Polishirig them to four
' modern brilliant gems of 58 facéts, a 42 per cent yield realises 4% 10 2 pointets,  The four
stones together (we1gh:ng 0 408 carats) command 8 Hapaporl pnce (retall) of $&31fcara1

. ie. $339 (3631 x 0408) The wholesale pnca (the. ‘tradmg pnce’ betwean dealers and -

_ cutters) s set at Fiap-25 per cent e $254fcarat. P g __'f::.;_;_,\-
- o .. z_[;\..:.’j-r: . L |
Gase A _damanstra'm how, through ._tr!'__:diﬁonal. technology, an addsd valtie of 27X (21,8Y)
~ per cent can be attained on a wholesale basis. Cases B arid O's added valtes improve
- (due 1o upg’rading) o 355X {26,2Y) ;Ser cent. The- impro\femem in - processing
| 'techmquesfprogrammes allow cutters with siilar added values to realise larger proﬁ!s ie.
Case c saves $1 Ofcarai more than does Case B. -

The cmclal factor dete:mmmg the eventual prof‘ tablllty of a cutter is Ihﬂ_Juﬁth '.

A cutter can ;mprova tha polished d;amond selimg pnces of hls gooda by changes in yie!d
{Case B} and input costa {Case ©), and therefore the value added, which ultimately

' detsrmmes his profﬂ -However, it is understandable why so many diamond cutiers |
 integraty bothr horizontally (@ssuming the role as rough diamond dealer), and ventically
(supplying 1ewellary articles directly to the consumer). Natura:ly. the percepuon of the
Tesultant value of the polished diarmond tirough grading o, *he unpolished stone is crucial
in assessing the profitibiity of the transaction. Rough diamond evaluation is a skilf
) deveioped overyears,' and fundémental to the succesm{ operationscfacutlihg fim.

-_Also an aspect often. ovarlooked is that of htstorical pnce dlspanty' Rolgh diamdnd' |
- pnces have never decreased whilst polished diamond prices have. When diamond cutters
oomplain about the unreasonably hlgh level of rough digmond prlees, it must be viewed in
relation to this disparity. It is not so muchaquestaonofhowexpensive rough diamonds:
have betome due 1o price increases, but rather the continued, widenmggapcaused-
 through polished diemond price denreases. Since the Rapaport polished diamond price flst -
_is accepted worldwlde, itis pertinant to appreciate the ever—decreasmg discount margin on
the Rapaport price llst since fis inauguration some 10-15 years ago. Whereas wholesale -
pofishet: diamond prices were 1hat of the Hapaport priee when it started taday sorne _

categories trade at a discount of up to 50 per cent, |
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| 65 DamondBenefiiaion: SouthAftea .

| 65.1-'Gen§11isdoneofEnqﬁiylntotheDiamo11d'Indlmw'_'_ o

The Browne ‘Corimittee. (Komitee van - Ondersoek ‘na Deviesebeheer en

;Belastlgwanpraiﬂyke in_die Dmmantbedryf, 31 Julie 1980) stressed that South Alfrica’s

dlamond industry does not perform satlefactorily in terms of forelgn exchange and mcome' g
lax earnings. The study group showed. that for 1978's financial year, the diamond -

. '.processmg sector reported after tax deductlons, le. outting and polishing, administrative |

'costs ‘overheads mcludmg salaries of R171 mlilnon. and tax allowances In respect ‘of :

~ equipment, buifdlngs atax Ioss of R441 191,

_ | The main thrust of ali such Cominissions of Enqu:ry unde;taken has been that of the | _
development of an acceptable systef wheroby the value af polished diamonds could be -

N ascerlained, wﬂh specific focus on the adding of value betveen rough diamond purchaees

" and pt‘llshed diamond salee The studiea, however, dtd not address the two factors unique’

tothe Operenens of e dlarnond cuitmg firm.

- Flzstly. di'amonds'are' dif_ferent-to any-ether commedity in that they cannot be coded, i.e.

with a serial number, nor accurately assessed (in the rough diemond state} with regard o
its value being not homogeneous. Invertory values, thersfore, fluctuate according to the
current market demand Also, neither reugh nor polished diamonds can be accurately

_ traced back 1o their engms Diamond cutting firms, 1herefore, can eontmlfmampuleie the

\ralue of its roum diamnd stocks (inventones)

-Seconr.iig,rl dunng the cuthng, bnditing, croeeworlang and bnlhandeenng of dlamonds, ie.
the whole beneficiation prooess, cuiting fi firms can. regulate the eventual yleld from rough

diamond input. Yield determines the weight of thie finished product and, toa large degres,

the whoieeale (or retail) price of the polished stone,

~ With this': in mind, it is important to know that most South Africar; outting fims (also the

|  practise intamationatly) make use of the ;ﬁjﬁ:plue, Operatmg system in their fat':tones (an

- |Ilustzet|on appears in Appendlx 2) The cost plus system refers to gdgjmg_,a__unﬁg:m

fi other -

~65.2 Value Added by RSA Culters



From the 1990 value added statements 0f RSA cuﬂers (T able&ﬁ) (as prescnbed by the
SADB) the follming can be ascettamecl

- TABLE N 6- VAL‘UE ADDED BY RSA CUT!'EF[S 1988-1 090

-t - Rough diamonds processed :
" %+ ' Fesuliant polished diamqnds processed from rough digmond input

BT

IV _A-cmm'v*' - | .slag_mq;_bs'ns.. B __Nqn-sianmo_me_as o as». CUTTEFIS
1 Joarono | mooo’ . |sear | carooo | Rooo 's'féa:*' car'ooo Freoo _'

88| Rough input* 1238] sroassj 2m7| {79 .| B7720{ 380 1407| sem2is 290
ss ' 1830[ 1088755 298] 178 . | 1990s0| - 4s3i] 1607] 1207843 aia
oo/ - | t1e0] 1120508) &0 60 io1sto| es8| 12a8] 1281118] ‘884
SBYB[de . 3_7'5: - X - 54,3 R - 37.3 R . v .

. B E: -] : 38I9 h I 41|2 E : - 39:2 i e -

. |eo] . : a2l - - 40,7 - - a1 - -

“|88|Vaiue added(XrY) | eo/57|  s2222] - | -108ri16| B3| - | 58/48| - 462001" -
gl (% R) - {0202 . 2478 -} 8¢/ 84] 7ol - | OE0E 9687 -

|80 | 4nlef 4seot| - | asr 28| 2867) .- | 4888] - 48758] -

- |88|Polished outputs | -~ 05| 922710] 804 24 | S17e8] 33| s24| e74508]  BIO|
sof . .| &7 vo4rzas) 7es| - 78 . | 208178| 1084 508| 1247410] 807
80| .- 498 1175 407 91’2 - 24-. 104467 1664 524 1270876) 47

Source: L -_'l'“ne South Afncan D:amond Board 1992
- Nates: 1n 1990, FlSA cutters' opelatmg expenses iotalled RBS 903 442

Int 1990, RSA cutters processed 1,24 mlllton carats of mugh diamonds (valued at A1 231_
bifion), . The reeui:am gem-quality pollshed diamonds {mainly expened) mlghmg 524
thousand carats (yield of 42,7%) were priced at R1,280 billion. From this, the value added
__ emoﬁnted.to 4,8X {3,8Y) per cent or R49 million. However, operating ‘exponses totalled
- 1185,9 million, implying that processing costs amounted to F69,3/carat on rough dlamonds
($2s Tlcarat) of R163,8/carat diamonds pofished ($63, Zosral). -

On a met plds besis. some R1 /317 billion (F!1.231 b‘ll(gm (rough diamond :nput) +

85,8 million (operatmg uosts)) ‘were needed to produce - polished diamonds worth

- R1,280 billion, L.e.  a et loss of R37 million (negatwe profit); Reesons for the anbmaly

_could be:

)  The BADB's method of value added data capiure is inaccirate.

=

e

4



@ The. SADB’s Value Added Statements allow cutters to either mlsmferpl‘bNhe_ o
| fnrms {and there are such technicalities that need modrf:catlon. _ dlscussed n -
Appendbc 3) ihereby producmg moorrect statlshcs

(i) C-utters are biaiantiy mampulatlng 1he|r inventorzss at wﬂl which affects rough- :
L '.'and polished dIamond salss n'uassand valiie, a =
o Hdw@érf}mitt&é interviewed have confessed that prct. s are made, but only refiected (f &t

-~ all) by their marketing and retailing compan!es abroad It has become: lncraasmgly clear,
that the. modus operandi of the majority of cutters prevent accurate analyses of their
operations. Sinca this examination addresses malnly the formal diamond industry, it can
not quéntify the clandestine operatlons of the informal dlamond industry, ie. those
-IOPBIHIIOI‘IS that characteri@‘* the 'aff—ihe-book‘ transactlon stmcture o‘ the entire mdustry

653 Bisciaésioriof&igmholde:s
' The valus added by the five d‘rffereht groups of HSA s‘i_ghtho!ders is portrayed in Table. 67.
For the three years analysed (1988-1990), the value added by sightholders fotalled 11100,6
-million, R52,2 million (1988); R25 million (1989) and R45,9 million in 1990. Percentage
wise, their value added amounted to 6X (8,7Y) per 1 cent 0 2X (0,2Y) per cent and 4,1X

3, QY) per cent in 1988, 1389 and 1990 respectwely

- Qf the five sightholding groups, those cutling conceras fully foreign controlled O_dntrib_uted o
. appm‘ximateiy 50 per cent to total value added for the three years, i.e. R49,6 miltion.

Three instances occurred of negatlve added values; the largesl that of -Fl15 9 mIHIOI'I, by B
‘foreign controlled cu.ttmg concerns with mmor RSA interest in 1988,

Sighthbidaré_ complsin about ‘unreasonable’ high prices thet De Beers demand. As

sightholders they- are dependant on De Beers and therefore, are expeuted 1o ‘take the E

oomplate prrcels that are supplled et the regular sights, Should they choose to do
otherwise, they may sither lose their sightholder status, ar in future receive ‘worse' parcels,
This sightholders aim to prevent as the constant supply of the right volume and quality of -
rough diamoonds is essential to the effective operation of their cutting firms, Do Boers, on
the other hand, sees this form of reasoring as another way of admitiing (by sightholders)



- that they are mcapable of oompetmg mternationally, and. because ofa history of being
_ ‘spoon-fed' (through Government support), mmmp&lent in respect of productiwty
upgradmg in thelrfantones. S - : :

' TABLE 8. 7‘ VALUE ADDED BY S!GHTHOLDING GHOUPS 1988 1990

SHGFIOUP YEAF_;; ADDEDw,LJE L _
T T addeavelue {Added Veiue |3 YearTom
o - Rmiler) | G900V | (Rmilfor)
N . 1988 1w 7 esos. |
R R I O 157,
RSAnonresidant - '; 19’53 a2 | eoms | :
| rsA substantial o fress ot [ | ol |
. Horelgninterest . - |ted | A4 A BIGE B 1
ooy 1990 48 | Aswe _
| Foreign Controlled o tess | sz .| zoanse | _
lwithminorAsa - - - fese |- e ] . 788 209
interest i 900 [ . e | amayr 0 T
|Forelgn Controlled - [1s88 | 128 | sems C
o o fieo | sie | sess | -
[tota. - : 1988 | 522 .| ews7 | -
| _ - ftees | =25 | ozp2 100,
190 | 489 - | aime o
-Source: The Sm:th Afncan Dlamond Board 1992

| It is not possible t_o determine whether or not Dé BeerS‘ rough diamond prices havi: indeed -
~ been higher locally, than in London in this study. The ‘parcel-mix’ in London should,

however, be more attractive to local sightholders as, besides South African diamonds, the -

¢SO in London receives rough diamonds from Botswana, Namibia, the CIS, Austraha,
~ Guinea, Zaire, and other countries and dealers, S

Local sightholders claim that _De:Baers purposeiy withholds fop gern-quality diarionds from
tocal cuiting firms and aiso increases rough diamond prices locally above the international .

level of market prices. Conversely, Do Beers holds that all diamonds produced by their -

South African rmnes are offered at local sights but that the quality ancl suze of mugh
d:arnond output have deteﬁofated sigmﬂcantly, a situation they cannot afte., '



'The following graphlcal presentattcns endeauour to address aspacls linked Torthis & fesue of

. whether focal cutters could have been paymg highar pnces for mugh duamonds mmcd
Iccally than their counterparts overseas..

o Figure 6 i depictc the rcsatnonchlp between the esumated gam-qualrty duamcndc pmduced :

- and sold locally by De Beers in Scmh Africa. Whilst slghtholdcrs’ purchases more or less - .
'mirrored the mand of Do Boers' gem—qualaty ottput, 1hay consumed 10-20 per cent of De" o
e Beerc gem-quallty pncduotlon annuaily from 1980 fo 1890, In 1982, ccnsumptlcn wacﬁme o

 lowest (7,1 %) wrth*ths h!ghest. that of, P4 6 per ceit, in 1988, Boar in mmd thaphoce gem

diarmonds exported are processed cucrscas wu'}st k:ca! sighthciders ccnsnder them tobs -

g 'uneconomlcal to process Iocally

" To.some degrea, the o crisle expeﬂcriced.by the intermationel diamnis “’*dUS“Y in the Iﬂ“".

1970's and parly 1980's, is rcflected;,m Iccal sngh'hoiders’ purchases LOGﬂ“y, consumption

:ncmased from 1985 onwards, ccrrespondmg wilh record breakmg years for cco (in

 Londor) sales from 1985101088, b ;
'FlGUHEﬁ‘i DE BEERS ES']'IMATED GEM DlAN‘OND PRODUGT!QN AND LDGAL.
SALES, 19801980 Gl |
. 3.00-“"_"3 . . :
700060604 Gem—qualny E

Diamond' Produati

" sageoobd -

"S000000
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060000
> 2000600 )
_ b : . "",__“_‘ P
1000000 o LOCEI Bales ._-_”_.“_.'.a“_' !,
S e . .
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By ueing the PP| (Producer Price Index), i.s. deflating & time series (n this cass the

~ nominal Rfcarat and $/carat rough diamond sales price of De Beers), the affect of price



E :ncraases inthe manufacturmg of goods is ramnved Thla is appllcabie 10 cultmg firms who" '
* produce pollshed d;amonds Figure 8.2 shows the., “apship between e PPI of South _
Africa end the PPI of Ihe USA, It simply means that a South African. cuttlng firm needed
about R350 in 195G 10 aﬁqulre the goods neoessary for the. prooeeamg of dnamonda that '
. cost 7100 i in 19&? Gonversely. in the; USA the price has remained cnnstant due toa
* minimal inflation \}ate Flgura 6.2 also includes another eoonomic indioator, viz., the -
- exchange rate (ch& od a8 a nomingl exchange rate mdem.) “This ﬂuatlng exchatige fate
" (between Rands anl dollrs) mirrors the RSA FPL. Thers is an obvious ralationship
between the ﬂoating éxchange rate of & country and its infiation rate, From middle 1983 o0 -
_ 1986, a2 perlod of undervaluahon occurred Le. the adjustment bslween the RSA F[and and, .
© the' US dollar allowsd, for instanea, us investars to gam more through Flancl purchasas in
- South Africa than throtigh dollar purchases in the USA. It was also in 1986 thet the RSA-
. Reserve Bank ourtalled the use of the finrand in the diamond mdustty 1t was-belioved that
_ monies invested Iocally through the. finrand mechamsm was abused by cutters through the N
-purchasing of rough digmonds, Le. effectively disooummg rough diamond prices by some
40 per ¢ént. This situation could well have discredited local sightholders and De Baars, o
..1harefore, ‘retaliated’ by either meraasmg pnaes or ouriazlmg suppiies -

FIGURE 6.2 - THE FIELAT!ONSHIP OF PPI'S (FISA AND usm AND EXGHANGE nxres '
1980-1950 .
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| In F?lgure 6 3 the prices per carat (in Flands and dollars) pald by RSA outters (with De
Beslrs the rnajor supplier of rough diamonds in mass and value terms) are presented. With
dlamoncl prices determined :ntematlonally, the effect of lnﬂallon rates is for all practxcal
purposes eliminated The substantial diffsrence between wlllat snghtholders paid for rough_

.
Y

\\
terms} is related-to exchange raie ﬂuctuatlons ‘Local cuiting fitms do’ not own dollar -

_ li aocounts and are therefore subject, posltwely or negatively, to da:ly fluctuatlons in

exchange rates. Inreal terms (usmg the PP, no major anomalies. exist hatween Rand
mq Dollar purchases. As mentioned earlier, the Flancl was undewa!ued betwean 1934 to .
1986, m\hgbanefn of tlw‘lbcal cutting industry. ' '

FlGUREﬁ 3 EST!N-‘QTED PURCHASE PRICES PAID BY RSA GU'ITEFIS 1980—1 990 o
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it must be emphas:sed again that tha majom)r of loral slghiholders are forelgn owned and
are therefora financed from abroad, Complaints are rife that RSA’s inflation and exchange

% diamonds in Rands (nominal terme) and the corresponding vaiues in US dollars (nominal |

' raie curb local development and growth In the processing industry, However, exchangs .. =

rate fluctuations aliow local dealers and cutters who ‘play’ exchange rate fluetlIatlons tor
eam exira proﬁls :

in summary, Figure 6.4 lnoks at CSO average prics Increases from 1980 1o 1890 (ses' -
Appendix 4). It is assumed that the oategories in quest:on for South Africa coneur with the
average price increases. The Rand purchase prices, in notninal and real terms, by RSA



cutters are shown With and without the CSO price incréases. The graph’ shows that -

duttef“s‘ price Incraases in the R/carat Jocal purchase price wers marginal.’ Without the
" 68O price :ncraasea local cutters prohably wnuid have palcl RBO(oarat tess on their

I mghtparcals T U TP

-

' FIGURE¢ 6.4- THE__EFFECT OF GSO PRICE INCREASES, 1980-1290
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It can be comluded that the two factors largely responslble for guch hlgh Ricapst rough | _
- diamond pnces paid by RSA cutters. are; _sxahange rate ﬂuctuations and ohanges inthe -

o parcel-max of their rnugh diamond purchaaea

itis estlmated that local cutters paid (on average) $1 096/carat (1988) 'and $s4a'fca'rat"
(1290) for imported rough diamonds, whilst De Baers rough diamonu sales Iocally were )
subatantlally lowet. - -

Why need RSA cutters pay such gxorbit nt pﬂcas for amporled ;ough d:amonds‘? Reasons o

cited could be

(i)_ . The quality of rough diamond pumhasas locally. (mamly from De Beers) i is vapy_

low, i@, infarior to cut and pollsh acommic.ally in South Africa (Nﬁte it is
- speculated that diamond quality deteriorates as mines proceed deeper).



- However, the FiSA's production in 1990 totalled 8,7 million caraie (De Beers
.prbduction_—;m million carats}. with: an esiimated 70-75 per cent of the total

. output of gem and near-gemqualrty, ie. 31~65mill|on carais (about 21%01‘63' - -
million carsts), but only 1,3 mm'nn carats of e RSA g totat omp ut was .
"'Purchasedbylocat cuﬂmgﬁrms : L

- De Baers may also offer oertam qualmes. 3 8 parcel-mpces’ at their smhts that

o, v

o _ s:ghtholders

(i)

R

R

v

De Beefs maybe deliberately decreasing the quallty of thelr r-:nigh_ diamond
“supplies In ‘order to ‘condition’ sighthofders with the idea that non-De Beers rough .
diamondy (or De Besrs supplles from Londan, where a wider salectuoq\ of gbods -

a:nsts) can be more profitably pmeesaad

| -_Sightholdéfé may also be so dsbéndam' on certain rough diamond qualilies to
-keep their:*actories going, that smce rt’s not avallable locally, rough diamands 3

need to be imported (at higher cost)

_ S:ghtlmjders rnay also be ganuine!y unpmduclwe, Le. unable to. compele -
" internationally, and tlwrefore demand top, gem-quality material. "

Thare is the pdsaibiﬁty that sighiholdérs could be inﬁos&ed In unlawul practises.

Fot instance, Is it pure coincidence that the volume of i_ﬁ-_;ported rough diamonds
correspond with that of the rough diamondi sxported by sightholders? From

1988 to 1990, 282 thousand carats (R422,3 million) hed been imported and .
207000 carats (R74 million) e}t[iorted‘ it is possble to briﬁg_ low-quality’,
overinvoloed diamonds into the courlry, which implies a shift in finanses
overseas, just to be classified as uneconomical to polish locally, and then
re-expotted, ie. another form of ‘schlepping’ (changing rough for pohshed- |
 diamonds or visa vema) : :

For the threa years (1988 to 1990), he total added value tealised by non-sightholding
cutting firms were, ~10,8X (~11,5Y), 3,6X (3,4Y) and 2,8X (2,7Y3_ per cent, respactively.

. .

[
B,
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i terms of mass and value (for rotigh diamonds processed and polished diamonds -
: produoed) non-s:ghtholders only contnbuted five and mna per cent respeciwely to totai o

: prccesslng in 1990, -

- 'ass Poﬁshadbumondacpom Qmmilvvscamtage

TABLE . a PC}LISHED DIAMOND EXPORTS BY F{SA CUTTERS, 1933-1 90 -

fva| Exorts | s NONsH | TotAL Lo
|83|stones 2837611 538099 3075710 |
 |Carats = 398 12| 9284B] - 488060 )
- I - | Pt/stone 18 N 1 (-7
_ |pand 696?'01 B849| 179799327  BT6501476(
B9 stbneé' ; : 4019_28.3 . sjzoo7| 4531 295
 |Carats - . 4452951 - 84 724 £30 019
. |Pustone | 1] 170 12
1 [Rand .| - 055568078 214843108, ---1173501 188
90 |Stones 8675317 293%61) - 4068678|
| Garals 421 150 133821] - 554971) .
| P/stone : 12 17| _ 14
Rand 1013954401 179376427  1198330828] -
Source: '.The.Sauth Afrscan Dlamond Board, 1992- |
~ Notes: . ' " Provisional data o
- . -~ Pt Points; 100 points=1 carat
- SH De Boers sightholders e L
NONSH Non-sightnoldets ~ =~ o 5 .

4

- . Table 6.8 ref!ects on 1he quantnty of pollshed stones 1hat were exported by HSA
sightholders and nor-slghthalders . e

In 1930, 'poIESfled stongs exported by sightholders totalled 3,68 milion, equeting to 421 150
carats. On average, polished diamorids exported by sightholders, weighed 0,12 carats {or
12 poirits) per stone. DTC supplies to slghthofders, sams yeay, totatled 1,03 million carats.
Pracessing 1,08 miflion carats would mean a weight loss, due to sawing of say three per -
“cent {to 998,1 thousand carats); and & 42 per cent yield somsé 419,2 thousand carats of .
_ polished dissnonds, whioh is on par with ths*ieg}p figure of 421,2 thousand carats. |

. i
L

W
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It is-astimated that the DTC sotd half of pollshed dlamond quantity, ie. 1 84 m_Tton stones
to 8|gh1holders, thareby realising an average weight (of rough diamondsl of 056
'_ caratsfstone._ - g S L _ _ u

| 68 Diamond Béneﬁciatibn: 'lsraal

__Israel is reoognlsed as the leading manufac!urer o rough gem-quahty dnamnnds_ '
. 'nmemanonauy (first started cutting in abotit 1948). " Its processing industry consumes six

- times more rough dlamonds (in &arats) than does Sauth Africa’s In vaIUe terms, South

Africa’s iocal salos to outters amourted to approx!tmiely 22 per cent of the $2 168 million

processed by lsrael in 1990 (Tabla &, 9)

. lsraal's rough diamond purchases for Droc:éssing dollaziarat figure for three years |
; (1988-1 99(3. sma;s lowar than South Africals, the diffepence fanging betwesn 22 per cent
The aVSrage yleid between 1he two countries Is similar; around 42 per '

and nine p
- pent,

Israeli cutters’ value added totafled 7,4 per cent in 1290. South Afrive’s added valus, at

4,1X (3,9Y) per cent amounted to a mere $18,8 miillon,. only 11,8 per cent of Israel’s total |

value added,

TABLE 6.9 - VALUE ADDED BY ISRAEL'S PF[OGESSING INDUSTRY 1988-1 991

Year |Rough mput | Polished outpul o Value Addea 1¥ield
IMoar | sM | Moar | SM | eM | % | %
1988 | 85 | 2 o007 | 84 2141 | 184 67 - 40,2
1980 | 72 | 2 086 3,0 2225 | 159 | 85 41,7
1990 | 65 | 2 168 2.7 . 2327 | 159 74 | 415
199:1_ b5 11 871 : -23' : 20‘?6 205 _ 109' 41‘3'

Sources: Diamond IAternational, MarcWApril 1991, p34
Diamond intemational, March/April 1992, psa

Note_a:. car carats '
M Million

67 Diamond Baneﬁmation india

India is & typical example of a ‘coftage-style’ diamond processing industry; It consists of
small manufacturing units (family linked industries) working near-gem qualities al very low '_
(the lowast in the world currently) labour costs. This uhique type of industry allowe Indian

. o
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o/

= _cuﬁérs o _p_tolish moét'ly 'bheébg'em,-AMIian fough ‘_?_iamd_é; -

| °|ndia'_s.,traddfata:isﬁca. oonsida'recs' m-e_s;timates-._ are réﬂac'ted in Table a._1o |

=

At prasant, ﬂyp mduslry boasts a workforce’ of about 400 000 mcstly operators Howwar,; :-" o o

_dunng the past boom penods‘,thg ]ahoun‘ame rocketed to soma 800 000

,:,.—_- . - . . Lo
RN .

i

| "TABLE 6. 10 VALUE ADDED BY anws PROGESSING INDUSTRY 1997.1 gaﬁ

N Year ﬁaol:gh mpons' | Polishad opots |Value Added" | Vield"
Mear | $M Mcar __ $M5_ ] “sM P | =

-tiee7 |880 | 1418 | 88 | 1740 | 828] 280 | W54
1968 564 | 2 08¢ | o9 - | 2622 | 58| =272 | 179
[1o80 lo78 | 2971 | w2 | eee2 | &51| 22 | 177

. Sowcs:  Diamond Intarnatlonal. daniFeb 1991, po2

Notes: car carat
- "M Million
- * Assuming thiat mgﬂh dlamond impor:s = rough dlamonds locally
processed poll ed dlamond exports

' Immadlateiy evident is the !arge volume of d‘lamonds out and polished (more than 50% of
total yearly world natural dl_arnond prpduqtlon) Also, Vhg lowr $/oarat it pollshed diamond
price (1 987-‘-$25 Tlcaral; 1988=$37,8/caral; 1989=$41!carat). as Well as the very !ow o

y{ald 1 B per cont i in 1988 on the mugh dtamonds processed

 However, !ndlas pohshed dlamond export sales, at: $2 922 billion in 1989, sti!l aattara-

lsrael's pollshed duamond gales by 31 per oem, and South Aftica's by 514 per cent.

Put in perspaclws. the value atdded by South African cuﬂing firms dunng 1938 to 1990 -
'-amoumed to about ’wo per cent of that of Indias

.{‘»
Pl
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| CHAPTER?

7 "PEnFonmNcE OF THE Dmuom._.mus?nv

This ehapter addresses the co;ﬂnbutmn made by dramond praduaers, clealers and cuttera- :
te 1he State and the. countty as a whole in the form of taxes, exjpiort dulles, forel‘gh: )

- exchanga, employment and the decenlrallsaﬂon of cutting ﬁrms ln parﬂcular. anomahes :

' _thhin these mager sectors are. hlghlsghted R :

'-"-7.1 | "I‘amiion

' Direct and lndireat taxation appllcable to Somh Africa’s dlamond mdustly can be outlmed'- )
~ asfollows: . _ : B :

| DIAMOND MINING ~ ~2?e OOOemployses inoomesax
S ATax onmlnesupplies (VAT) . 1
o -~ s «Mining Company mcometax R
- - . -Royalties = ST
' ' o -Rough diarmond export duty -

ROUGH DIAMOND SALES = - Companytex
. B __-Employees' lmometax

Pnooessme  -Companytax
_ : o Employeas' mooma tax

POLISHED DIAMOND SALES 10 per cent VAT -

HETAILJEWELLEHY -Companytax |
- Employeea' moorne tax

~ Taxation data analysed is that of lnlamd FleVenue ! assaasecl direct and indirect taxas. and
not tax aollectlons '

7.4 AaseasedTaxasdDiaanPrcducem .
Assessed taxes for the diamond mining sector include direct income tax, Le. mining
income tax on profits, and indirect taxation, L.e. royalties. (from (sase considerations), tax
- paidby pro:dl_:ca'rs on the interest of thelr investments, and the rough diamond export duty.
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: Dlamond mining iﬂmme tax for the four years from 1987 ta 1990 totaljsd R2 amllton'f;_.
_ (Table 7.1), and royalties paid to the State ‘some R1754mlliron During this period - :
_Govemmenl received, from ummcmd mmes’ profits related to diamond mining,
- R78, 91 milion (excludmg mugh dzampnd export duties). Although sonie: R70 million fax -
was, aé%essed oh diamond mining eo'mpanys interest on investments, this cari not be
 diredy linked to only diamiond activities, and s therefore discasded, The low income from
" mining company income taxes are due fo the fact that diamond producers, like any olher' )

. mining mmpany, thay tladuct capiial expenditure from their takablé incomes. In the case

" of P8’ Beers, therefore, it zs assumed that largs capital raquxrements for mines such as
. Premier (mtmng problems dusg.to geolog:ca! setbacks, ie. the gabbro‘sill that outs
: horlzomally through the kimberlite p|pe) and Finsch (which reverted to underground mimng- e
- recently} and Veneha have sigmfncanﬂy decreased Dé Beers’ taxuble ihcome, and hence " |
- its company income tax oontribution. This is reponed in De Beers' Annual. Reports (1 2490, -
1991). where the diamond account* totalled A2, 33 billion. Tha Company’ s profrt before tax

of R3,17 billion (after dedduction of prospecting and reseamh of R292 million) rea{:sad a

_ taxatlon camﬂbuﬂ'm of 131652 million } in 1990, with due aknowledgement of the fact that the
oompany has made no provision for tax on moome from mining operations. as it has

. unredesmed caprtai expendsture estimated to be R395 miltion at 31 Derember 1880, Th%s '

- figure has grown from R52 million In'1987 (e Beers Annugl Repori, 1988, 1969, 1690)to

: R74 million jn 1988 and H214_mtlhon in 1_989. Wath ring-fenc&ng ragulat_lons in eﬁect since . L

1984, s, mines within one group may not collectively combine tax deductions fiom one
another, the unredeemed capex is expected to be Iargely dus to the dwelopment of the
Venetla diamond mine, - -

- With De Beers, lherefora, not coutﬁbuting to taxatton from the:r mmmg operahons the' |
 taxation indicated on the Annual Reports shnuld reflect the monies paid on tax fram sither

" -De Beers' non-diamond mining inoorne or by its tradihg oompanles. ie 1ha pTC,

" DIAMI'JEL DICORP or PURTRA. : I

(* The diariond acsount reflects all of D Beers' income from ts dtarnond smining and
marketlng operations and therefore Includes: : 3
W ‘The pre tax proﬁts on the sale of diamonds producad by its own. rnmes B
- (i} © The pre tax profits on dlamund purchasas either under Iong term contract or cn
~ the open market. i _ : : =
(iii) ledands received from assoclats nompames, such as Debswana
vy Dividende recolved from its ho%dmga in the dtaumnd trading companles (Brlght

1987, pE))



t:'

Followmg Is a sumpie sxplanatmn of the eﬁecl of unredeemed capex ‘on the taxable prafits

of a diamond mine, and shows why diamond producers contrﬁ:ute loss than expeeted lao o

- taxaﬁon

I

Two theoretlcal cases ars presented n m& the diamond rnine s considered 10 be L

profltablewﬂh S T PR A

(O

o Dlamond rnine profit EER T =R1000 000 -
(proﬁt before capltal expenditures, which exoludes the : o
~ |purchase of Iand and mineral rights) '

oepex - . . =R8oooo0

(oos!ofmachmaoy) e

Taxable income (thuuooo-naoo 000) : B ~ =R200000
. |Pretaxproft ' - =R1000000
| Texableindows - .-.«Hzooooo

| Mining incomne tax | H101 760

(standard 50% + 0,88% {dlamond mine mark-up) 50,88%
with an eﬁectwe taxation ratio of 10 2%) _ _
Aftertaxpmﬁt e _'-_—13858240 '

Dlamond mirie A therefore. would contnbute R101.760 to State coffers !n caseB a |

scenatio of an ummfnable mina is portrayad

"1 Diamond mine proﬂt ' - ' ' . =R1000000
Capex . __ : o = 81 100 000
(oosiofmachinery) _ | . | " -
Taxable income (R 000 000-R1 100 000) . =-R10000(RO)
After tax profit =~ - ' ' =R10600000
Unredeemied capex R . =R100000 y
(camied overtathenextyeary ) . 1

It is very lnmoﬂém to note that the prefit mar__gin of diamdnd'_.prddut:érs probably far outstrip -
those of diamond dealers or cutters (excluding of course the retall trade riot discussed In this -



%

N roport). What _m'us:__ ‘not be. qv_evrloakéd é_re'- the high financial risks invalved in starting a
diamond mine. However, when Venetia commenced proguction, estimates for the cost of
_mining operations varied between $10—$2ufcarat with an expac:ed average pncafcarat_ o
" (run-ofemine dlarmnd producttcn)ofswn-mswm (Kanun. K., Brown, P., 1992, psrsonal_

: commumcatmn) - S - R o

Bl

TABLE 7 1~ TA)( ASSESSMENT OF HSA’S DIAMOND MINES 1987—1 990

'YEAR MINE mcoms TAX - ROYALTIES TOTAL TAx
R [N ]| RO .\Na-*_. R
. |1es7 | - srsees] 4 84399686) 10 85 075 581
~ |1ess |  ‘ss1000| 66 42248544 10 | = 42509544
- |1ese | 1eagooe| .55 | 20746282| 4 | . 314c0282)
[tee0 |  175000| 17 |. 6B961930| 5 | 69136930
lereo | 2sv4ses’ 42| 175858442) 20 | 1732.;1337 o
] Sbur_ce:_' ~ Department of Finance, 1991 _ |
Notes: .+ Number of diamond minss aseessed fortaxpurposes

. i:xciudmg non»diam ,mﬁ reiatad taxes

'..‘

: Between 1980 and 1987, RSA dlarnond producers paid Fl301 million to Gﬁwarnmant in the

. form of rough diamond export duties De Beers' oonlnbution is estumated at arourd 80 per |

' _centofthetotal {Table 7.2). -

0

TABLE 7.2- EXPORT Dl.ﬂ'iES PAID BY DIAMGND PHODUCEFIS
: 1980 1990 o

YEAFI . RSAMRY L R “’“
1980' .. 31365265 '
fe81. | . 24797439
f982 - |- 24 $20 168
1983 | . 33328824
1984 | 89643573 .
1985 | . 41384741
1986 | 56734706
1987 . 48 981 319
1988 - . 19 069 629
1989 . ' 15 601
e | 2658 -
TOTAL 319523923 |
Source; - Department of Financs, Staustlca! Bulletm,

Inland Hevenue 1090,Nr8,p7

&

i



: -Sinos the flna!isatlon of agreements between the SADB and De Beers and 1he aADB and‘ n
-Trans Hex (prowded for by Articie 59 of the Diamonds Act, No 56 of 19&ejﬁom 1987 and o
1988 onwards, respectively, Govemment's revenue frem expott dutiés derlined rapldly toa
 mere Flz 858 in 1990 Lewed at 15 per cent. prod.ucers view thls duty as another form of a
. Siate toyalty. Exports were. probably ‘undermvoiued' to some extent, as the market. pﬂce S
. for rough diamorids plus the expon duly woukf have eroded any eompemwe adge that- '

: expor[ers possessed

o 7.1;2'AssessedTakesofDiamiﬂ_l}ealers_ E

~ Ofthe 54 rough diamond dealers listed (Table 7.3), four are not_registered_ at the Registrar
. of Companies {Prefofia). ‘In addition, from 1987 to 1890, 92 instances of o incortie tax

returns on file’ exist. Of these 92,1 companies (excluding the four not reglstered) haVe
' never retumed any :ncornetax forms ' :

B Eighteen _cempanies repon_ed a hil tax ﬁgure, I'eavin_;';' 25 (which tofals Iess thaﬂw.*oflhe L

54 dealing companies) thet paid tax worth R113,7 million, .

Due to ths' confidentiality of taxation data, it is believed that numbers 46 1o 49 denote Da™
" Beers’ companies, choFlP PURTAA, DIAMDEL and the DTC, though not neaessarily'in _
*that order, Also, company humber five is expocted to be Trans Hex's trading company.

:De Beers‘ contribution (from its subsidiaries), thsrafore, is estimaied at 98,7 per cont of the

tolal tax paid by RGA diamond dealets, ‘Adding Trans Hex's shars, the total i increases o
99,4 per cent. This means that only ﬁve dealers contribuied 99,4 per cent of total taxation

from 1987 to 1990. Conversely, a mere 0 6 per cent, or Fleaa thousand was pald by 49

- dealers dunng this perlod

" This contribution is nsgiigibls- comparod to the volume of trade depicted by RSA diamond

dealers (Table 5.3).. From 1988 fo 1990, dealers purchased 37,2 million carcis of rough

 diamonds {exoluding high-value polished diamonds) valued at 17,3 billion and sold some

36,9 millioni carats worth A7,2bilion. At an average price of $78/carat, taking info -
_consideratlon the volume of trade of industrial diamonds by DEBID, this average price

equals that of the estimated average price of Venetla s entirg pmductlon for 1992, which i is
~ coneidéred to be an important supplier of gem-qualny diamonds, not only to: the local'
' market, but also abmad (Kanun K., 1993 personal oommumcalion)
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TABLE 7. 3 ASSESSED INCOME TAX OF DIAMOND DEALEHS 1987-1990

«  No income tax returns on file

[Co| 1987 . | 1988 989 | 1990 1937-1990
1 ol. . -0 ' gl - "0 - Q.
2 * BT * ' .o
3 . - - ._ . - 0 ’
4 7743 12 020 o - 19 763
51 12721077 3701552 1482031 - 6 455 670
61 - - 2 1008| 1168 2 568/ -
7 - - _ - 0
g ol 9| - ses3l 8283
10 < - 27 510 37 997 65 507
111 1] 0 o - L
12. 2706545 o o - 270 654
13 S & - - - - - 8
4] - ' 102 . 214 - 318
15 0 "0 Q - _
16 « « | 10087 21 414 31 501
7 - - 0 . -
18 - - = - o of
. 19 ] * K. * #* 0
20 - - - - 0 .
121 .0 0 0 ol
' gg 0] - 940 4964} -0 5904
24 0 : oL LS
25 " _ - 213842 9 965 31277
26 - - 80« 846 1550
27 - - . ) - . . o
28 - - 1. sgn 0 6871
28 . 0. ) 18 007 18 007
31 . - o) 0 0
32 * o * * _ L
183 ol 1459 24 085 - 35524
34 - - 0 IR V! 4]
35 - - | - 0
3] - . - . - 0
37 - - 0 345 345}
|38 0 0 o[ D 0
39 - . - 34 480 17 151 . 51611
40 By 8205 . - 3205
41 & : * ) ) * . * . 0
142 - of * o} D Qf
43 - " . - : ,-.-0
354 - - 5913 14 0921 4408 2__4418_
46 1 = 6 1.5 099 31 753253 3589 824 41 529181
47 66 423| 120 381 120 226 450 235 766 264
48 - _ 38 733 125 24 887 216] 63620 341
49 0 0 648 523 . 6485231
50 . 0 o 0] o
151 ' t] .- N EC 0
"1562 - 79581 3872] 10 382t 2z 1921
53 : 11 181 . 6322 44 284 7660 69447
64 _ 307 - 14 367(. - 17442
TOY 1628108 10049 383| 723095801 29.719 298| 113 706 364
 Source:  Department of Finance, 1991
Notes: Co Company - - Individual comy Jany names are c:onfldentlal

o Diamond dealing companies that are not registered
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) Emadly speakmg, f_.wefy sector handlmg roughfpol‘mhed stonas is mtnnsucalty mvoived in .
' deaimg ‘More specnﬁcally. however, dlamond dealers’ main funatlon (whlch is also another

- reason for their raievanqg in tha rndustty) |s 1hat of aupplymg diamonds ofmgiﬁg quslities
_ to clients. :

' Anoth'ér va!uahleﬂ's_.eivios’ a rough diafﬁond dealer rendéré. is that of supplying cufting fims

with the right voluie (whish combined with the spedific quality) make up the required

ohain) 5

n

A Iarga prdpoﬂio"n of dealers (De Beers and Trahs'H'ax excluded), anc: ot implying al local

_dsalers, are in favour of the abolitton of Hlegal Diarnond Buying (IDB). it aeems that

dealers that are not involved with (or attached to) erther dlamond producers or cutters,
‘believe that IDB Ieglsiation should be scrapped This Indicates thir shbrt-slghthedness or
‘teher their desirs for Imptoved profits from the future growth oi the Internationel diamond
lndustry Dea!ers ara the best positioned in terms of internatioral 1rade, due to their fong
) and detailed fist of sontacts (Orange West Goast Diamonds, a oomparmvely small diamond
' dealer, quote a list of 150 contacts), and have the ability to quiskly slinch a profitable deal,

 Ithes also been Indioated {by dealers themselves) that dealers’ profita are often the result

of the flnanclal trading of dollars and Rands (dua 1o the fluctuations), rather than the actwe
tmding of dnamonds C -

In the analysa? of HSA diamond cutiets’ trading activities, it was found that cutters have

over the perisd between: 1988 and 1990 reverted fo rough dlamond trading, ralhar than
- rough diarmond processing, This decision could only have been made if o\tters can r_eall_se_ :
. higher profits through trading than prbcesslng. Sinca a large proportion of REA's diamond
. autters purchase thelr rough diamonds from local dealers, then it is cbwious that those -
- dealers should be better able to reslise even higher profils, Taylor « 9'92' personal
~ communication) of *:)range West. Coast Dlarmnds ‘says the company generatly lives off a
* . minimdm of two per cent markup {maximum five per cent), where one- per uent goes to

~ uverheads and everythmg linked to the- operation of the company. i a one per cont
profit.

_ ngﬂ,mlx (whmh detey;ines also 1he degree of croaa—subatdtsatton in the proneesmg L
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o Most imporlant is the chain of events Hirough which a rough dlamond must pass from the
‘mine to the cutter, An- example of the posusle price-progress (P1 to P5) of a rough

*diamond is given below: (Note “most producers make use of the Hapapnrt Dlamond pnce
st (treating pollshad diamond prices as an mdluatlon and not an absolute) o

cost of $201aarat (Prlns. F.. 1982, peraonal ccmmunicaﬂon)

Pz k The rninlnq\pompany astimates the sellmg pr:ce oftha resultant pollshad from lts

rough output put out for te*nder, say $300/carat (usmg the Rapaport Dlamond_ .

- Prie llst)

B8 The m“tntng. company diecounts the estimated polished diamond sefing price by
" 25 per cent, ie.” $800-25% = $286/carat, which is the purchase prico
: (exprasaad as an average price an sortad rough dlamonds) patd by a dealer or

cutler, N
markup), i.e. $236!carat

“lhstontment and, supposedly, self thie resultant poiished diamond outpit at
$300/carat (rough) or, having reg_lgsed fa ylelcl of say 45 per cent ofi’ the
assorment, at a seling price of $667/carat {polished, L.e. $300/oarat x 100/45),

Diamond dealers are the least subjact to Jarge overheads and fixed responsibilties in thelr
businesses. What also must not be overiooked is the fact that diamond deslers have the
 versatility of purchasing the entire production-mix from rough diamond producers. In other

words, they ara far more compstitive in buying power than the common cutting firm that

relies on specific qualihes and volurmas "of rough diamonds that can be economucally _

processed. .

Due 1o the above, diamond 'daalérs ¢an negotiate better prices and, a8 in the daae of
cuttmg firms, but aven more so, make hettor use of tross-subsidisation in the aalﬂng of
their goods, - - - "

Pt A minmg company recovers rough dimonds thmugh Open‘ﬁmt rnethods at a

2 4

P4 A dealar sells this assoriment to & cutter at $225!carat plus five pev canl (dea!el‘s -

- PB -The cutter (who purchased from the dealel’) processes the rough diamond

=,

RN
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. / }
Asa rule, diarhiond dealsrs in South Afrlca are more competent in rough d:amond price '
evaluatron, pamcularly of those ‘bordeline’ cases of economically prooeeeabta stones, than

R the av:arags cutter that for years hag relied on a good supp}y of quahty stcmeg
713 Ms&esad"_l'axesof S:ghtho]ﬂgls o

_ F-ISA snghtholdmg groups nontn‘buted a mete R2,1 mllsion to the Stale Treaaury dunng ﬂw
four year penod from 1@8? w 1990 ('t'able 7 4) ' o

- TABLE 7 A~ ASSESSED INCOME TAX OF SIGHTHOLDING GHOUPS 1987—1 9g0 E -

| _Gaoup. 1987(R) ~ [1988(R) 1989(R) 1900(R) |87-90(R)
© laroupA | 24100 | - 172870 . 166018 o | “s62488|
" Group B 163234 96 095 74217 0 833548
Group C S 0] ol 0 0 0
Grotp D | 4290589 708 495 -0 40 1133 0541
|Group E 162 586 §5072( . 408058| 4798 | 2833‘!6
TOTAL | 779500 | 1026902| - 281140 4798 | 2082434
Source: Deparlment of Fmance, 1991 | |
 Notest T A South African controlled; includlng sk SH's
B 447 cutting Tirms, s:xtradmg companies)
;/ South Afrlosn (non-resident Go director); includmg two SH's (six

B
cutting firms, one trading company) :
© C  South African owned with substantial foreign interest {40-50%);
\ including three SH's (six cutting firms, one trading company) -
D Foreign controlled (Belgium) with minor South :
African inierest including wm SH's (11 cuttmg firms, ho tradmg
companies) - -
E  Eully foreign coﬂrolled {Belgium (five SH's), Istaal (one SH), Hong
Kong {one SH), USA (ons BH), England {one SH)); inciuding sight
© SH's (16 ouiiting firms, fout trading-companies) -
~* - Diamond cutting firms and their trading oompanles that market the
processed (polished) dlamonds L
SH Sightholder -
(R) Hand :

aroup y 3 forelgn controlhd sightholding concarns with minor 4SA. mtereet,
R1,13 million (54% of the total) to combined income tax,

contributed

Group G, South Afrman owned cuttmg ﬁrms with substaritial foreign interest {40-60%) paid

" no income tax.” This impliesthat from 1927 to 1880, all six cuiting fitms of GroupC
realised nil profits. Bear In mind that from 1886 to 1890 the international diamond industry
booned, with rough and polished diamond sales breaking alt previots records,



" The fssting of sightholders licenses has siopped for all practical purposes in 1967, This
' was the last.ddte when lianses were issued; a total of 13. But in-1975/6, Krochmal snd -
Gohen recelved sightholders status, an exception made by De Beers, The sightholder
strusture, as seen foday, has been unchangad since the-start of South Afncas diamond .
' cuttmg induatry -

'-7.1.4m5- Taxes oo f A Gt

Frcm 1987 to 1980, 153 dlamond cutting ﬂrms assaes.ed irloome tax amaunted 1&; 7
. A2,28 million (i ehle 7.5). |

: TABL_E 75 - ASSESSS n INCOME TAX OF RBA cmrﬁ'* ( = «gga

. g,.«-,,_-.ﬂ_...._.__ :

SECTOR| 1087(R) | 1o88(R) fssg(nr bhx " 8190(R)
' N A 3 ” e o
sh | o500 | | 1026082 | 281 v4bn - f  nomase| o
NON-SH| . na | 60245 | 62t | 28070 | d3vess|
TOTAL" | 770509 | 108e287 | as0u91 | 28763 | 5729760
sH% | 100 95 a0 | a7 o4
-Souree:. Dapanmentof Finance, 1991
th_eé: oo Diamond firms for the four year. penod totalied 183 _
R 8H Assessed income tax of 21 De Beera aightholders over the

four year poriod .

~ NON-SH Non-s.ghtholaers

The tax confribution of HSA dismond cuﬂurs © Gavemment T‘raasury Is mslgraiﬂcant Put
in petspectwe, RSA diamond cutters’ shate totuls:

| 1,3 percent of RSA diamor:s mlnes incoma tax and royatly nantribuﬁons -
3,3 per cent of RSA's diamond producers export duty on rough diamends (1987-1 990)

- | 2,0 per oent of rough diamond dealers i mcorne tax contnbutlon

Sorne 115 cutling firms (87% of 133) portray a nil income tax tracic record since 1987, ln
 addition, the taxation data of South Africa’s dtamond clittars reveal the foliowmg

&

Out of the 133 outting cohtBms investugated 12 cornpamee were not reg:stered = {}

for income tax purposes

IR



© . |86 cases where comparties failed to submit two year's tax returns

Bl

iy One firm could not be traced by the Department of Finance,
S (1) B "'Severai cases exist where oompany ificome tax retums could not be founcl in
| the Receiver of Revenu«'s files, A breatdown. of cuitxng f:r"ns compamas that
| dnd not submxt moorna( tax returns to 1he Rece:ver shows:"

4

les cases where companies failed to Submit one year's tax retums

- |14 cases where companies failed to submit three year's tax returns
|30 cases whers companies failed to submﬂ four yeat’s tax retums
A total of 1 05 incidents. ' _ :

(iv) ' Seventeﬁn (of the 133) companies were raaponsble for all income tax paid to
L 'Govemmnt. Of thie 17, not one reoonded & four year tax assessment period, -

Five oompanles asaessment periods were for three years, s even for two years,
and ancther fivs for onby i one year. S ' :

It is worthwhile to note that ftmn 1988 o 1990. South Afncan cutters pmessed R34ﬁ
bﬂhonofmughdnmnds.onbttopayhxaﬁonmnﬁngmmBmlllmn.ie 0,4 per cent
of the rough diamond pirchase value. This implies that RISA culters only managed R3
million as taxable income (uompany tax rate of 50%) forthe three year period.

Besides thelr inability to process those rough diamands mmmsoauy' that are worked by

- other cutting centres abroad, viz., lsragl, Singapors, Thailand, India and Sti Lanka, due to

so-called unproductive labour, cultural conflicts between workets, the many holidays and

~ five day/week rcutlne, one of the major problems in South Africa’s procassing sectoristhat

‘a Iarge propomon of local cutters have become unprofessmnal in their tradmg practlses

The years of spoon-feeding, fostered by the ever helping. hand of the State, have isolated

RSA cutiers from intemational cbrnpetitl‘dn. The sharpness needed to suvive in the cutting:

profession has been eroded by oomplaoency that originated from their belief that South -
~ African diamonds would contlnue to be of top-quallty and auléhatically presented at their '

request. It is astonishing to note 1hat only over.the pust five years or o, rough diamonds

have heen importen (mainly by sightholders) to bespolished (expested but not proved)

locally. Non-sightholders have stated that rough diarnonds that car. “e proﬁtably out and -

polished locally can be nmported idantical to the local assortients but cheaper. Howaver,'
{0 date faw have embarlead on i |1s, and then only on & very ]imrted acala The immediate

W
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question that arises is: Why do these Gutters continue 1o process 'more expensive'
diamonde?. o | o | |

" From wiihin the prosessing industry the message communicated which ontradiots that'

. what s formally - reported is quite clear. Trading practlsas olten borders on athotional -

~ sentiment of the market; only Iarge cutting firms, Le alghthoidars have stmcturcd client -
fists; profits are sought from work:ng small vc[umefhlghly profitable material, When profits -

o materialise, it will ot be mﬂected Ag-a matter of Tact, a very prominent RSA SIgh‘IhOIdel’ |

confess 4 that all local prcfats are channelled ovérseas thrcugh means of the cost-plus

" ltcan .nol be nveremphasised that having said all of this, the fundemental reason why RSA
autters do ot contribute to State coffers In the fotm of taxation is because of the nability of

the present Income tax structure lo enforoe payment. ‘Gutters are only exploiting the
system, lagally. It wouldt be wise to fsam from the Israeli chcrnmem their taxation
structure based on the valug of dsamonds purchased by a cutter. In cther wors,
'|rrespectwa of whether cutter's cpt.rations are profitable or not, an X amount would be
sourced from every cutiér who purchased diamoncls {the payment calculated on a sliding
scale). : S

7.4.5 Gormbined Distiond Industey Taxation Performance

Table 7.6 and Figure 7.1 depicts the combined taxation contribution by diamond produces,
declers and cutting concems to State Treasury from 1 987 1o 1990, :

TABLE 7.6 - RSA'S DIAMOND INDUSTRY TAXATION CONTRIBUTION (in- Rends),
1987-1950 '

| SECTOR 1987 1988 | 1980 | 1900 TOTAL |
PRODUGERS | 35123962| 61660 173| 31454 883| 60 199.588| 167 387 606
Mine Income Tax |  675895]  851000| 1693000 175000 2884895
Royalties 34390 686| 42245544| 20745 282| 66 961 930| 175 356 42|
Exporiduy |  48381| 19085620  15601] ~ 2658 10136269
[DEALERS - | 1628108| 10049.383] 72300580 20 710203| 113706 364|
CUTTERS 779500] 1086237| 280201) 28763 2244800
Sightholders 779509 1026982 281 140 4793] 2092434|
Ncn-slghtholders 0 - 59 245 69 151/ 23 870 152 366
Souree: The Departmenl of Fmance. 1991
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FIGUHE71 GOMPARISON OF THE ASSESSED TAXATION GONTHIBUTION BY
DIAMOND PRODUOERS DEALEFIS AND GUTFEHS TO STATE TREASURY 1987-1980
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7.2 FomignE:cdmnge' shange

'. Foreign uxchange encompasses the revenues generated fmm l‘DUgh emd pollshed
dlamond exporls

721 nom Diamond Expot Revenue

Durmg the psnod of 1988 to 1990. total RSA rough dsamond exporl:s, i6, mciudmg ali RSA
producers, dealers. cutters and permit holders (those compan!es which, on speoral

-' request, are permmed by the SADB to trade in rough diamonds) amounted to 27,3 milllon"
carats valued at R2,3 bllhon (Table 7.7). In| masa terms, the sxports were farrly consistent .

for 1688 and 1988; 7,3 and seven million carats, respectively. However, in 1990 some 13
million carats (almost twice the two previous years totals) were exported, due,in the main, - |

to the stockpiled exporls by De Beers' trading campamea DEB!D and PUF!THA The
" majority of these diamonds were of industrial qualrty ' o S



A this paint it vﬁuld be ép#fdpﬁéie to address the very ddmplex pattern of ihé"b'a Beam
- trading oompanies. It has been explalned thet De Beers consolldated Msnea (Pty) Ltd (the

'rough diamcmds aré ao'ted and priced, De Beérs sells diamonds, asa produoar, oh its

L own aeoount. but to.a vewy minor degree. FHHH‘HA the principal purchasing company,
buys from the GSO (at HOM) and channels that r!mohase to the DTG (which sells malnly to™ -

-~ the RSA sightholdars) and to DIAMBEL whtch Isupply RSA non-stghtholders DIAMDEL

- aiso selis 1o the RSA dismond toolmaking indu iry (not addressed in this report), LICORP
- buys also ffom the CS0O (in HOH} and frorn R JA alluwal diggers and suppliss to PURTHA

as well ag DEBID DEB!D is p zncma'ﬂy rasPonJﬁIble for 1he export of iﬂdustnal dlamonds

p
A
i

j What further compl;ca:ea the sa!e of Da Beers dnamonds is 1he mo\remem of 1ha various '
- qualities of rough diamonds baiiveen the oot‘npames Asa genaral rule. the DTG is simifar
in function to DICORP, with the difference that DTG diamonds go to Iucai srghts‘ andthose

of DICORP are exported o bSO Landon Y

" contlnulng fiom Table 7.7. the following is of slgmﬁcanee Those rough charmnds

: A
_ .produoer aornpany), hes five trading. subsidieties iz, ‘DEBID, PURTRA, ‘E!COHP, DTG_..- o |
~ and D!AMDEL De Beers channe!sus rnlnes prqr:tuciiontoHOH (in Kirnberley) where 1he_ L

: '_ exported oniy by RSA producers ard their connectad trading cnmpaniaa (only De Bears' .

" and Trans Hex, in attrer words) totalled, for the three jiear period, betwash 90 arnd 95 per

_' oent of totel rough diamond eacpons in mass and value tems, respeﬂively. Only ohe

viliion carats of rough diamonds valusd at R198 mlllxbn were exported by non- L‘!e Beers -

arid non-Teatie Hex dealers, cutters and permit holders. Though the data Is insufficiént 1o

evaluate the qualily of rough- duamond expons by meinly outters and perrmt holders, the

price of some. R20/carat (about $80fcarat) equates to the mass of one millicm carats;

‘which is about the volume of raugh diamonds absorbed by the tocal processmg mduen‘y _.

_ annually

_ Somewhat unsettling in respect of Government reve 'l fmm the duiy oh rnugh diamond
exports, are the discrepancles in values between thése figures supplied. b'y De Baars and o

the Dapartment of Fmance when oompared with Mi nerals Bureau qnd SADB ‘ﬂgures

2 N
Vi,
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TABLE 7.7 - RSA ROUGH DIAMOND EXPORT REVENUES, 1988-1990

| msaPRODUCER EXPORTS OF | TOTAL EXPORTS+ OF
__RQUGH DIAMONDS " ROUGHDIAMONDS 7

GATEGOH}'_:___Ye_ar Mcar MFland Rfcar_ __$fc§r -M@r ' M Hand; Riar {$loar |. .

TProducers | 1o8a] 24 | 4444 | 212 | e | 21 | 444,4 212 | 93

F 1e8pf 004 | 74 | 188 | 81| 004 | 74| 185 | 81
o 1980 o | 1818 | 18| 83 [ 07 | 1319 | 188 | ‘83 |
ey 1108 | 277 N B 'Y T R -
Deslers | 1988[ 49 | a028 | e2 | 24| 52 | @5 | 63| zaf

| 1988 87 | 8104 | ©1 | .88 70 't esle [ 87| &7
~19801 11,8 | 6070 | 51 191 1283 | 7077 | 88| 22

e ] sz | vas 1] ees | mr|
Aoombined | 19s8] 70 | 7arz | oz | 41 73 | 7mee | 08| s
Totals | 1988|874 | 6178 {92 | 35 | 704 | 6893 | 98 | a8
| 1evof 126 | 7398 | s | 28| 130 | sase | es| 25

| sasojo834 | 21048 | 80 ‘o734 |vat2s | e

ewanst . |4 | | e | o1ese | 1es

 Mass | Value"_

1988 958 965 - Producersandtheirtrading

T {oBe 98,7 89,6 compabies' percentage share of
o . 1980 989 88,1 total rough diamond axports
~ Source: The South Afncan Dlamond Board 1992

Notes:  +  Includes diamond_produm, dealers, Guiters and permit holders
*  Thres year a\kerage (1988-1989) percentage share of tbtai exporis
# _Exports by dealers (excl. those of De Beers and Trans Hex), '
| cutters and penmt hoiders | '

‘The Department of Finance reported that A301 million {from 1980-1987) were paid by
diamond producets (owing to the 15 per cent export duty on rough diamonds) to the State,
During this period (and before) the Premiet, Koffiefontein, Star, Helam and Rovic diamond
mines were exempted from paying the expoﬂ duty, Government introdused this practise .

~as these mines were dasmed marginal, e the export duty wouid have eroded any

profitiblility from’ the mines’ operatapns ard they would have had fo shut - down,

Consequently, ‘tha'taxabia-rqugh diamond export figure {which declined by 25% (1980

Y



 value). Y 4 29 per gent (1937’3 value)) real:sed a ca!cu!ated export duly of Rd47 mlllion, le.
an ﬂnomaiy of Fi146 million :

Should these figures be correet it womd mdlcaze ihat rough dlgmonds exported from the

Republic have been undervalued for texation purposes. However,it also could be that the o

- . dala oonpared WTth those of the Department of Flnance ss incarrect. -
| 7.22_"Pélhhad'nnamo' am rid Expofn Reﬁahue- R

 Polished dsamonds exported in 1980 totalied R302 rmlln:un {278 175 carats) In 1990, this

- figure had mcreased by 297 per cent (a quadrupling in value) to Rt 2 billion in ntmlnal .

Fiand terms (Tabla 7. B) Export mass had doubiad 10 556 244 carais

TABLE 7 B RSA POLISHED DIAMOND EXPOBT REVENUE 1980 1990

IYEAR | _-'MAss_'_;. VALUE - FVc_ar 1
carats | Rmifion

19ap 278175 8017 | toes] -

(198" | 178441 | 1883 | 1085 .
1982" | 185880 - 127,0 e
119838 | 186814 161,4 - B84
1984° 198258 | 2528 . N 275

- 11985° 234034 | 3898 | 1668 -
11986+ | - 2728524 a8 | 1e20]
1987+ | 359652 | 5798 | 1612]
1988% | - 486 949 8758 | 1798]
1969+ 530083 | 1118 | =2211]
1990* | - 5562445 11996 | 2167

| Soues: - TheSouth Atrcan Outting Boare, 1980-1985-
) B * Tha South Afncan Dlarnond Boa__rd, 1992

Taklng into eonsnderatton that rough diamond production has remalned falﬂy oonstant _

during this period in mass (around nine million carats/annum) and in its gem ; mdnstnai'

rough diarriond quallty mlemonshlp, the Increase could well be the result of the -

devajopmsnt of decentralised cunmg factones stich as Lappeman, Newcastle and K‘rn {to

name buta few) since 1!936

| 7.3"Emoyment -



TABLE 7 8- EMPLDYMENT N RSA’S DIAMOND M!NES 1960-1990

Y-_EA.F‘_'

| sscmn

TOTAL IN

' SERVICE SHAHE

% .

TOTAL "
EAHN!N&S#

MINES'*‘

SHAR'E-{ :

‘|1980

HSA _ _'
De Beers

~Cther -~

| 2a3sn

16 327
B0

'_s;za

107 889 955
- 87365222
20504733

sHaRE

81

19
LBt

1981

RSA . °
| DéBeers
thor

22008 -
14516

8479

119802838
95519445
23783392

qa-

a0
20

jes2

RSA

De Beers
- Other .

| 20908
12878

8231

128525087 -
102 152240

26 372 827

21

7_9..

1985,

RSA

De Beers

| Other

| te892
14438
5186 -

"'132335542' "
. 104 846 045

| 271889 497

79
21

‘11984

™
De Beers
: Other_ )

18769
11 867
6902

144770 698
115010994

' 29 759 704

1985

| RSA
'} DeBeers

Other

18227

11677

6550

80 709 657

153489 892
122 770 785

1086

RSA

De Beeré-
| COther

| 1sars

11 566

6B0B

178698211
140 985 §50
37707 661

78
21

- 1987

RSA.
| PeBeers
| Other

19346
12548

- 6800

216562814

175516512

41086302

C gt |
19

Hess

De Beers
_Other -

19822

13180
6642

1 289231216 -
| 223616 008,
45615 208

83 .
7

- 1'939'

RSA
Do Beers

Other

22015
15 021
6 904

68

6857‘5623'_
-332722%23;

Joog

1990

RSA

De Bears

Cther

22982
16045
6 937

70
30

495016469 1
495538083

69 478376 ¢

3 | K 52

\%e‘ |
|

r%s ]
13 .
52

20

. 80

Source:
_ the_afs:'

#

e

he Mmerals Bureau of South Afnca, 1982

kX .
W -

' Salanesiwagea paid out to workers (nommal Rand terms) _ g
Employees on the mine thal are essential to diambnd productmﬂsaies, .

Lo, the workers on the duty list
Number of dlarond mines operative




~ The ernployment figures disoussed are those of the. woﬂcers in tha dlamond mmmg, __' '
diamonddealingandpmcessmgseoiors o S
. 23-._1.- Diartiond Producem x

. From 1980 fo 1990, an average of 23 thDUSand workers, about 70 par cent of. whom are.
o ernployed by De Beers, were |nvolved in the mining and reoovanng of nough, nalural

. In 1990, South Afticals diamond rines empaoyed 22981 workers with waé osalaries

" totalling R495 million. Thirteen (20%) of the 65 mines aperative were owned l( De Besrs
- - (Table 7.9). s estlmated thet about 15 000 of the 22 581 workera in’ SGNIGB, are dlrecﬂy

B involved in tha product:on and treaiment ofdramonds S :

Ta:b'le_?,w _shows th_e_.re}a_’lionship- betwee_p'ihe ’workers_’ remuneration from 1088 10 1990 in
- the 'golcl, coal ar.d dlan]ond mihing_se’:‘:{o%*s;and the_vaiues_ _ofthe e_xpoﬂed pmdums; - :

 For the three years considered, goid and coal mineg workers reoawed R182 and'

" R3,9 billion in the. form of wagesfsalanes which amounted to 31,3 per cent and 85,8 per -
ook, respoctively, of the total expon ‘sales va!ues, i.e. about a third of the value. inthe

case of dlamonds, the ﬁgure is lower at about 25 per cent. As mentioned earf jer, diamOnd _
mmmg is. considered to be more- profitable than all the other sectors midng up the
diamond mduatry, and. for- that matter, could well be more profrtabla than gold or coal
mining ' :

TABLE 7, 10 MINING 8EC’}'UF{ GOMPARISONS 1988-1 990

| FAcToa o GOLD {coaL DIAMONDS| = UNIT |
ExportSalesVelus (E8V) | 581 | 107 | 46*  |RBilion
Workers Remuneration(WR) . | 182 | 89 1,1+ " |RBillion
Number of Mine Woﬂters# ' 15348 (2601 | 607 Thousand:
(WRESV)% __ 918 | 39 | 246 o
So_yrces: _ The Mmerals Bureau of South Africa, 1992 ﬁ

_ “The South African Diamond Board, 1962

‘Notes:  * Tolal Sales Value of Rough Diamonds
# Combined total for t'h__e three year period -
3

732 Diamond Dealers
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o 'Dramond dealers are the minority hy fav in 1ha, Sollth African dusrrnond industry Thls is

- pormal as the tradmg prac!fsas by ded:hg compames norrnally involve only one or iwo
: buyers, In 1990 i is éstimated that around 150 dealer'.s wUra lnvolved in 1ha tradmg of
K rough and polished damonde. | - -

De Beers boasts 1he largesl oontingent of dealtbrs viz,, PUFITHA omoonp o*rc

: DIAMDEL and DEBiD of the 54 reglstered doaimg oompanios in South Afrioa

A

73 iosamom_i‘cutters o

_ A decads ago {and more), South African cutters used to out and polish roughf diamonds
B ﬁéighing:'thrso to four carats/stone. .Journoymens'(also: referred 1o as artisans) mainly-
firished these high value gems, . These cutters, who were mooliy'Whilé, underwert a five
year in-house apprenticeship 1o acquire the necessary polishing expertise, Operatars,
 those that did nat complete the apprenticeship, worked on smaller stones, then considered

- to be two caraters and less down to rough diamonds of four stenes 1o a carat (25 pointero,' .

also ieferred o & mola_é). These we're mainly Prooesoed by 'bltsg_k and -c'oloured workers.

Today, smaller stones (whloh are lncreaslngty flooding 1ho mdustry) force outters fo
* improve their technical skilis. The economic impetus fo train highly skilled artisans has
therefore dlmlmshed since operators {instead of amsans), which are paid a lower salary,

can affectively propess the goods, and also, cutiing firms are moving towards full scale

| ~ machanisation. Workers are only needed to supervise bruting and cutting n_xachi’nés.

In 1990, 842 artisans .and 2 650 operators (plus appreritices), totalling 3 192 cutters,
comprised South Africa’s entire cutting and polishing industry (Table 7.11). (Note: The
cutling workforce In foreign countries totals approximately: Israel=10 000, UBA=12 000;
Belgiurmn=16 000; USSR-6 Q00; lndia=400 000)

lt is of importance to note- that of all the sectors of the RSA dlamOnd |ndustry, those_
viorkers inyolved in the prooessing of diamonds are the most skilled and, quite
" understandably, are assumed to be highly paid die 1o the partiouler arts of diamond
~ marking, -bruting, -cutting, -bnlliandeenng and -crossworking Unfor‘pnatoly, diamond

cutters loday ate in reality underpaud for the: qua!rty and quantii of work ihey produce, The - |

Diamond Workers Union (DWU) (DWU) reported in 1390, that dlarnond operators and
. joumeymen eamed about R1000 and R3000 per month, respect_wely By alt standards,
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" TABLE7.11- EMFLOYMENT uynsms FRCCESSING INDUSTRY, 1930-1990

-k

this is considered "o be very low compared to the value of polished dismonds produced by

“ah indmdual cuttar, Also, the diference in salaries eanied by operators and ;oumeymen

dass not take miq account the quallty of mﬁtmanshlp Diamond opsrators often cut and '

. polish diamonds ‘o very high value, i.e. " those that would nommally be processed by
- joumeymen, benausa of an operator's ability, However, due to the fact that an operator :
. lan't acadamically’ qualified in that he has not nompletad his apprentlceshlp. operators do '

not receive the same sala:y asa journaymarr L

. £
¢

{vear |y ounNt‘YMEN OPEFMTOHS& TDTAL —
(Amsans:) |APPRENTICES | - S
1980 | s-oa | 1420 - | 2 828
1981 | €59 . 664 | 1 528
- j1e82 484 687 . 1 181
11983 k07 847 1 854
(1984 | 441 680 1121
. |1985 483 ’ 999 1 462
{1986 | -~  &19 1458 1 977
1687 - §10 1800 . | 2810 |
1988 | - 577 2546 3 123
1989 | 805 3025 3 830
1990 | - B42 | .. 2850 3 102
Sources: . Diamond Cutting Board Annual Reports, 1980-1965

The South Afiican Diamond Board, 1892

 The following énalysés' (Table 7.12) shows the re'latiohship- betv)éan the workers

remuneration from 1988 to 1980 in the diamond, chrome, managanese and sificon
benaliciation sectors and the export values of the beneficiated products, The beneficiated
products in the diamond sector would be polished diamonds, and those of the others, -
dloys. RO ) _

The chrome, manganese and silloon beneficiation sectors combined showed that
R7,3billion of alloys were- gxported during the three years from 1988 1o 1990, with the :
workers' remuneraﬂon totalling 835 million or 8,7 per cent of the exported valua. In ﬂ'[Bae )
sectots the combined wotkers In serviae totalled about 28 thousand cumulative for the

‘three years. In the case of polished diamonds, some R3,5 billion were sxported {which s
- the monitored valus of the SADB and not necessarily the ire value {as explained sarlior

by the costplus system)) processed by 10145 cutiers (cumulative) who eamed salaries
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amounﬁng to Fl165 millian, i.8. 4,7 per cent of the polished diamond expoit value Thls is
allmst half that of tha ailoy aec:iora' ca%cuiatlan ' - :

- _.’}:‘

TABLE 7. 12 BENEF!CIATION SECTOR GOMP&RISONS 1988—-1 990

FACTOR . |cHAoME OOMBINED+ DIAMONDS | UNIT
|exportsasvawe gy | 43| 73 | s |RBilln
| Wortkers Remuneration (WFI) - ses 685 | 165 RMHhon .

Number of Workers# _ ] 16818] 28717 | 10145 o
'MFVESV’% e b Ry 8T 4T

Source: The Minerals Bureau of South’iirica, 1992 | ’

' Notes; = * Export Sales Value of Polished B amonds.

4+ Chrome, Mangenese and Silicon beclors :
C# Threeyears combined o

'_Obvlously, the sectors need more m-depth evaluatzon in tefms of capltal b labour

: Imenslveness. But, more than twice the nurmber of alloy workers ‘eamed four times more in

* terms of salaries, Also, excluding the rough mput necessary to produoe the beneﬁcistsd
. product a:iay manufactunng ls more capital mtanswe than duamond praaassing

The polnt that nesds to be made is that most managaments of diamond cuﬂmg firms |

continually complain about the unreasonable high cost of labour, This s an uniounded
statement. With the diamond processing. industry Iess capital intensive than othars, aveny
low remuneratioh ¢ sales inpu, and also the ablihdance of labour avallable {in 1992 the
DWU steted that the diamond cutting indusdry has & 42 per cent surrent-in-service record,
i e some 1800 cutters are ;ohless), it seeme that the heart of the problem in South Aftica’s -

_ processtng lndustry is o he found w:th the management of culting fi f‘rms, and riot only with _

the cutters themsslves,

74 Dgoarﬂralisuﬂon of Guting Firms

- Owing to Govemment's decentralisation p'rogrammas several diamond eu!ting firms have _

been erected in decentralised ragions. Such cutting factories samelimas undergo strupture _
changes, Le.. a change in company ownetship, or a charnge in tha type of oparaﬁon- )

- {outtingipolishing meloe's instead of Iarge amnes) Teblo7.43 lists .South African

decanlralised cutlmg ﬁrms



TABLE 7. 13 FOUNDING OF DECENTHALISED CU'ITING FACTORIES

- |Date -Guttm_g - -Ownershlp Dacentralusaﬁon _ Fonsign. Naw_ Other
e Firm  [change - Region confrol  {factory -

Nov 83 [Kim: _ yes K‘nﬂuerley _ o= | yes Ca

~ |Jan#4 |Leppeman | yes  |Pistersburg yes | - -
Nov 85 1Request 1. -~ iKimberley o foyes - -

- |Jen 85 [ Newcastle - - Newcastle e e ] meleds
tApr88 [Shuster | - . yes - - -]
Julgs - |Bronners yes arsburg L . .
Feb88 [Mouw - { - .Potgietersrus “ p -

Jan 88 [Quality yes ~_ |Bloemfontein . - .

'SOu;g‘é 'The South Afrioan Diamond Board 1902

Notes; - NotApp lcable '
: + Ghange from workmg !arger stones 1o me. ‘5 (0, a8 carat)

_ Frbrri 1963 to 1988, nihé cutling'factor'ies were fouhded in various regions throughout

“South Afica, the largest ones being the Lappeman {Pietersburg) - and Newcaa*tla”'

. {Newcasﬂe) cuiting. finms. This endeavour was successiul In that additional jobs Wera

created {Lappeman aacommodates about 700-1000 wornen cutters), which boosted the

" focal infrastruture, and that rough dnamonds ihat would have otharwlse been axporled are .
- pew benefciated Ioca!ly

In addition, these cuﬂing flrms oould now embank on oompei.ctwe jowellery manufacturing’-'-'

: with the- financial assistance provided by Govenment, Agreed, this form of financial ~

suppon, is nol solaly aimed at. the d:amond industry but throughout aII induslnas in Souih _
Africa. ' : . . _

Unfonunate{y, this Jncantlve for decemraiised processlng unlts cah be abussd by tha
_ cutting firms in that very low wages are paid fo the workers, taking into acc:ount that the
 Stafe submdises every worker, Alsg, cutters in decentralised areas quickly learn of their
~ fellow cutters' salaries in oities (such as Johannesburg) and migrate to ‘an already"
saturated incustry. cuttmg ftrms exp!on this lrend by undsrpgymg deeentnatlsed nutters L
employed (with these outters now happler wath an ‘incregsed sala:y) at the expense of
those a!re&dy in sennca o : T



CHAPTERS
:0 :
8 GOVERNMENT SUPPORT AND REGULATION

~ Govemment involvement, by means of support and regulation in the diamond industy,
- purposes fundament_allytha'opfgirnal' utilisation oF roigh diamond resources. . - '

""\*;ne Staie beara the raspohsdollity of creating a aurlabla env!ronment wharem lhe countty
as & whole can derive maximum benefit. Owing to this, Govemment envisioned a diamond
progessing (cutting and.polishing) industry.to bensficiate rough diamonds, i.6. the adding. |
of vé;iue lo the primary product, in order to foster growth within the industry, Ideally, as the

* Industty expands, Govérhménfa share of profits (through taxation) should increase, but as
important, the South African community should ultimately bensfit. Such expansion has

boourred in South Africa’s dnamond incustry. - '- .

_ Howaver, the extent of Govemment's tnvolvement.and the resultant effect on the industry, '
: has not bsen analysed Has the State gained imerest (soto spse.k) on its suppomng and
' regulstung mveatment in the d:amond mdustry? -

These aspects are subsaquently addressad to eva!uata the State's positIVe, or negatlve,

role i ths dls.mond mdusiry
D

81 ‘smpon" '

" Govemment support inolide mainly taxation incentives, decentralisation subsidies and
~ export inbentives, Other, less obvnous supporllng measures, are also duscussed It this
chapler - : - ',;-*- _ |

8.1.1 'rasmioninaent_ms . A e
From a taxation viewpoint, the diarond indi:étry of South Aftica is not tfea:_éi;,_';!lf_fel*eﬂily o
any other industry. Up to about 198241984, the diamond mining sector was taxed a' 58 psr
 gent on profits compared to 56 per cent for most other sectors (gold mining excluded).
Today the tax rate is 50 per cent (plus a mark-up of 0,88%). it was argued that dismorids-
_ genetally ganemta higher proﬁts than other commoditias, :



AL present diamond mines (a5 with al other rmnes) ay daduct 100 per cent of all eapﬂal

goods. used In ity mining operations for tasation purposes, ‘excluding capital used to -_
_ purchase fand and mineral rights, Since dlamond tradmg and processmg enterpnses do _
- not qualafy for this 100 per cent deduction (as is me case with any company inveslved i in:

trading and beneficlation), opinion has it thet diamond mines are asaisted by Government,
Buildings erected by diamond producers, however, don't have any saleabls value simitar o

for instance an m~tovm business pmperty owned by a dealer.

a1z Deoetﬁralmtion smsadias

Diamond cutting ﬁnna"receiva ihcemiws uhder the Govémment'é decanhalisétiﬁn
programme. A factory needs fo qualify for:’;subsndy 4 (relocation costs) and subsidy B

. (interest on bulidings and rent thereof {15%), stocks, commercial vehictes) o teceive any
~such prowslon An allowahce per worker is also part of the scheme. Deoentrallsalfon :

regions alss dictate the share of State input. ' For instance, & wotker at a cutting factory in

Platersburg (Lappeman recelves approxima’lely H90fwoﬂ<er- Rith, R.; Bmdeman, G B

1992 personal communication) would receive more thar one in Johannssburg,

Sine 1986, nine diamond cutling factories qualified for decentralisation subsidies (in the
process of being phased out) (Table 8.1}, Up until 1991, R1 74 million {under subsidy A) '
and R10,6 million’ (under subsidy B) were provided by the State, Combined, tolal

 decentralisation subsidies - paid out to the cutting industry amounted to H12,3 million,

Notably, the analysed 138 cutting firms in RSA cortributed through texation (from 198710

- 1990) only 18 per cent of the R12,3 million, ie. Ft2 21 mllllon to Stata Treasury

. _3.1.3 Exportlnoentwee'

. Exporl lncentivas are calculated as a ﬁxed parcentaga on the value of pcllshecl diamond
- expors uncler the General Export Incentive Schemé‘ (GEIS), Government: aet different
- levels of mcantwas on intermediate and Hnishsd products with the higher subsidy paid onf”'

the latter, Polished diamonds are enht!ed toa 2,5 per cent exporl subsndy

Conalderation was gwen in dec{armg polished diarnonds a f‘mshed praduct, in which
instance it might have baen eligible for up to seven per cent subsidy Howwar. it was.

feared thet polished diamonds muld be smuggled into Snuth Afnca, oniy to be re-axporled

© offi ulally

e

e
- Tmmaa
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TABLE81 DEGENTRAL!SATION SUBSIEIES PAiD TD HSA’S PHOCESSING
iNDUSTHY 1986 1681 SR _ S

 Notes:

| Sibsidy B

COMBINED GOMPANIES* |YEAR ‘| suaf_sfl_DY_A | sus_sznv B
Subtota! | seor 17‘41-075 | 1sotett |
- Total ) _ 1 .| 12342886

. Source: | Depanmentof'rrade and lndustry 1091 |

 Subsidy A:

s Fleioeerllon cosls, ie. the aosi of disoonnecﬂon.
connection (Customs and Excise duties), shrpmen’t,

* transpont, packaging and clearing of goods .~
-Interest on the buildings, rent thereof (15%); stocks

. commercial vehicles o

- Nine companies combined, i. 8. Shevils (2). Shuster,

Quality, Newcastle, Kim, Request and Lappeman (2)

. dtarmnd cutting firms - _

| 'r-'rom 1980 to Apnl 1990 e>qaort incentives - patd on exported pollshed digmonds tota!led_. -
- R475 million (underA ahd B categor:es) (T able 8. 2) '

S;:_m'_ne_ Ri .4'r3nifllon'of'1hi3 tdial. or thrae-per'cen't {which is also rnore than half of what
diamond 'éut_ters-paid in the form of income taxes), went to .nori-cutting_ firtns.

- _TABLE 8.2- POLISHED DIAMOND EXPOFIT PAYMENTS (PRE APFIIL 1990)

]

. From April 1880 a new GEIS syslem wa's. -
introduced _

YEAR [NON-CUTTERS CLAIMS | . TOTALGCLAIMS |
LA B | am | BR
‘|1980 0| ol 207 117 668
11581 | osa | 247319|  7245] 2077227
1982 576 | 4805107 5956 1961761
1983 | = 535 39849 7250 1045787
|198a | es 841605 ~.6838]  3019014]
1985 . 353 |° @4757] 10056 4147548
1986 | 721 116983 14718| 5487116
1987, | 1108 s0728 22978]  a7diden
|1988" | -227 | - 25198] 63820 651962
11989 '| ‘16927 | . 44087| 71353 8778094
teeo | 0|, 14245 1e1e3|- 8505934
Total | #1517 1408177 220701) 47 243 187
A4B P 1426604 47472888
-Sourc_é: -..,s-DepanmemofTrade and intiusiry,1991 T e
~ Notes: - -_AB Denotes the two categorias of GEIS
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- Liaison with the Department of Trade and Ihdusiry cenﬁnned tha‘t ineffective contral in the
- administering of the programme exists. Fzrstly. no specific standards exist in respect of

those compames thet quadify for export mcentlvss, and seoondly, there's an obwous lack. of

' communleatlon between the Department of Trade and Industry and those institutions who _ '

are dlreeﬂy nvolved in 1he diamond. mduelry, viz,, the SADB and the Minstals Bureau
(Depariraent of Mineral and Energy Affairs). The Iatter poini is orucial slnce vetification nf

- thoae oornpanles requestlng export incenllwsnslmperatm. K - o

_Exporl mceMNesq:a!d under the GEIs scherne (fnom Apnl 1990 onwards) amounted o

R&,3 milliors (Teble 8.3).

- Only four ef the ‘10 compaties whlch Téceived incentives were diamend cutting fims.
N Nen-dpamond cuttlng f:rms mcewed R586,1 thoueand from Gwemmant (9 4% of the toial)

:TABLE 83- POLISHED DIAMOND EXPORT PAYMENTS (POST APFlIL 1990}

comamm COMPANIES#  |CLAMPERIOD: CLAIM VALUE
| o (480t 291 (Rand) :
frotat f' o | 6202067
Source: . Department of Trade and Induetry, 1991 - |
Note: -~ #  Atolalof 10 commpanies received pollshed

: o dlamond export payments -

o Totalemunsmsﬂtespaidhyewernmer\tmneewmamoumwbﬂm,?mﬂion of which

R2,0 milllon (4% oﬂhe fotal) wasabeorhed by non-diarmnd cutllng ﬂrms.

8.1.4 Oﬁ.arSuppott :

Besides tha dlreci programmes implemented by Government o assnst further development

" of the industry the State has introduced, 1hrough the years, severai addrlional euppont '
programmes to aeswt vanous sectors of the dinmond industry, the rnoet ir‘moriam being

(:j_  The10 p‘er' cont price de’creee!e on reugh dlamonds mined Ieca!ly wh_idh outter'e e

deered profitable to process (from about. 1915-1984 (10%j; - 1984-1988
(7,5%) abolished by Governmant in 1988} In affect thls meant adiscounton
worlcl market prnces ' S

W The permissio_n end 'autmnsat_ion of & ‘pick-and-choose’ mentalty by the



 oulting industry. Loca! cuttsrs could select and requasi those dlamonde whlch N
lhsy had need of. :

@ The 'intr'odaption o_f the rough. diamond export duty, which increased from five -
- percentin 1915 {i010% from 1919-1965; from 1965 set at 15%) 1o #s cuprent

15 per cent. ~The present practise compels producers to offer their diamond

first locally before allowed exportation. Should producers demand immediate

" sxportation, the acceptab!e market value of the goods is determinad by using :

the tender system on 1he DBSA. ' : : -

) The dereguiation of the seecndary industry (dealers and cutters) sinoe ‘the
' ® mcept:on «of the SADB, Historically, rough i amonds wara ‘imported/exported
- from Johannesburg, Kimbarley and Bloemfon’rem and so momtored by tha SAP :
* Also, rough diamond trading between cuiters was not allowsd. At present the
SADB has dersgulated this sector to-the extant that deaiers and culiers may
trade rough dlamands frealy :

W . The use’ financial Yands to attract foreign investors, This incentive was
' _ abused by local sightholders in that De Beers diamonds were acquired through
monias axchanged a the financlal rand rate, Le. &40 per cent pr;ce disoount

vy The continual is_suing_ of new diamand culting licensés.

(i) - The estsblishment of the Diamond Bofiise of South Africa (DBSA) In
| Johannesburg, to failitate rough diamond trading locally, and fts subsequent
upgrading through the introduotion of an open-fioor trading systera, '

(il Thé abolition of the ad vamm excise daty o 20 per centn retall fowstery. |
() The 25 per cent impon duty o polsshed ci!amonds which effest protected’ 3
' ) ihe local cutling industry b

®W o, The N0 of an Articls &9 Committee’ whereby a group of industry -

‘ representatwes vlsﬂs a De Baers tough d.umond layout (eVery six monihs) o

establlsh the quanmy and quality of De Bears rough diamond; ie. the.
parcel-mix. This informsation is !he?.chgnnelled to the _pmcessing sedtor,
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To sﬁrﬁrhariee the State derﬁands that all fough diamond. possession be controlied and -
~ monitored and that local rough diamond production be first offered focally before allowed
' exportation (without peymg 15% export duty). Rough diamonds imported are not sublectto *
-+ any duty, and whilst pohshed di‘monds may ba freely traded impoﬂatlon theraof (sst of .
L .;at) is subject toa 25 per cg' 3t 1mport duly S

100
6 o

v

u -

The South Afrioan Diamond Board, & carporate body instltuted by the ac,b- ‘ment of

South Afriea asa result of the Diamonds Act {No 56 of 1936), controls regulates and
monr:ors all spheres of the local drarnond industry, The ‘Sauth African. Palzee (through its

-Gold-and Diamond Branch) assists the Board by enforcmg Iliegal Diamond Buylng (IDB) N
" loglsation. - - - e '

Dstalod acivios of the sADe%ire lisiedin Appendisc 5

- 82.1' IDB Legisiation

The laws perlaining to DB are covered under Secfions 18-25 in the Diamonds Act (Ne 56"_'

_ “of 1986) Appendix 6 portrays the |Ilega! dlamond trade in the RSA between 1980 and' s
: 1990 ' '

i)
o

- The relevarice ‘of DB Iegiszaﬁon in South Affoa Is mtensely debated &5 & point of

contention betwaen prominent diamond producers. dealars, cutters, the SAP and the

’ -Govemment, and. arguments for and against the continuation of IDB leglslation in South
. Africa have been pmpounded Those aga:nst IDB Ieg:a!ation moﬂvaie their standpemi on
the fo!lomng g -

[0} ' Diamonds are ot difierent 6 any other commodity” and do "ot euéﬁfy for

 preferential treziment. As such, diamonids should be allowed to be traded on
the free market where compstition dictetes prices. I remams the responsnbi!ily '
. ofthe dlanwpd owner to proted hrs properly ' L

: . a ) o

w TheStéte caﬁ*leec'the financiai burden of enforcmg IDB In add}tion. the method -

7 of iDB trapping en‘ployed by the SAP is regarded as not on{y unethlcal but
unaceeptable - . - Do
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The"ébelﬁmn of IDB would, Jead to expansion- of the industry which Is .
__desperatsly nesded. Forelgn diemantalrea muld also flockto South Africa and Y
'assnst mdusiry growth S ' : o :

| contraband of reugh diamonda form part of the mtnnelc naiure of the industry. '
which led to the development of the informal sector 1hereby creedjng lha-
_ '_ necessa;y infrastrmture forfuﬁher eeonom:c develepmem . 3

- varjety of reasons, L) effeet the iDB lawe are thefe to protect S

®

w
- ” |
o
_- (’viy-_'_‘_ -
'Hepeeiir.ug these Iaws'wigul'd' creete_ ad uﬁeonireiled- rotgh eiamond market sinee I: would: |
(ii_ 5

v

The'cjjamond'mini_ng eompames (producem). -

 Licensed diamond diggers,

 Manufaciurers of synihetic diamonds.

Diarnond licensees, dealers and cutters,

. Goveinment revenus,

Foreign currency, |

Become Iegal to have unpolisher’ d!emonds in one's possesslon without havlng

“to dISGIOSB 1heir source,

Y

Legalise hec'le. in unpoliehed diernonds.'

_Enable reugh diamohds fo be prbeaesed‘ wii_heut any 'eont:ol. _

Eneble all and sundry to expon rough dfamonde wrthout any sourca documents -

and wittwut a repematlen of forelgn currency

Eneourege theft from méhing areas, processing piénts (synthetic) and factories.

R However. the arguments requesting lDB’s abolitlon are eonsadered shartsighted for a

w0
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R Attract undesirable pecple fromab-roadwho i.\_tjoi,_ild, in tumn, encourage gréate_r -
{vii) o Prowda an acceptable mtematkmal currency for itlegal practma such as, the: S

o purchaae of arms, traffioking of drugs, or mwing currency. abroad

‘3_.:

ey - _' Destabihsa the South Afncan dlarnond mdUStry and riak randenng margmal' -

_minas unpayable |
i -Hes_ult in cbn_siderab!e fiscal tos__sign-the State and also reduce the fiow 1o South
" Africa of much needed forsign currency that is currently being returned to the
C %) | " _"'The produoers and SAP are having malor problems even wrih lhe laws in place - |

.:u:l tha abrogazlon of the laws would rather be an inceniwe 1o increase illegai

The commnn iaw alone is:. inadaquate to protact diamond producers, as wrongful" )

' ownership rnust be proved which would make it difficult to appnehend a thief unless caught

in the act.” However, under the currently operative laws,.illeyal possession of.a rough

diamond ls sufﬁoient prima fasie proof of guilt, The success of the intérnational diamond

'mdualry déepends Iargely on the control of Ibugh diamond volumes (and their related :

prices). By effectively dismantling rough diamphd controlling laws. an unwanted suppiy of

polishabie good‘s_ Qo_uld fnlter_unio the rarket _and dlsrupt market pﬁoas for rough diamonds._

it shound be noted that Sserra Leone amd Angoi‘a are curremly experienomg a pitlndenngcf
their diamond resources {resulting in fitle banefit in revente to their Governmen*s)’ owing

to the repeal of diatnond legisiation, - Converasly, Botswana introduced oomrollmg laws -

wihich colncided with the commencement of diamond mining (the opening of the Oiapa .
mine), whilet Namibla did ot abolish those laws estabiished ..nder the previous

: admlmstranon '

e

A
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CHAPTER® U

9 concu)slomémb aEcomuENmmst o

. In lhts study ﬁiied “vaernment Intewentlon am‘} the F{esultant Sector Pe!formame of

' "somh Afrioe's Dlamond. Industry" & two-sided approach has been attempled,’ " Firatly, the -
- performande of the various seclors were. evaluated in terms of productlon and sales,
.tmcaﬂnn contribution to the State, employmem, s benetisiation of rough' dlamnnds and

other, less ohvious, factors Followmg th;s an evaluailcm of State support (ﬁnanclal and
other) and ragufaiion hlatoncalty anc presenﬂy in effeat wasn' Jde.

i

of uouth Africa's six diarr‘:ond sectors, viz., diamond pmduction -tradihg, -processing as

 well as synihetic diamond manufaturing, diamond too!maldng anérthe [ewellsry sector,
onlythe mostimportam i.e, -the first three, Wereanalysed '

g
o
- _-;’.‘4"

Before. the final oonclumons ‘and reoommendatlons of the study are cansndemd the.
' followmg factsofthe HSA's diamond mdustry are rewewad g '

l\;

" For the 1980 to 1990 period “under considerauen approadmatsiy 70 dmmcmd mming'

companies (excluding the 400 alluvial diggers) produoad about: 8-16 milliotr carats of

~ natural, rdugh diamonds annually of which 70-75 per cent were ﬁconsidered'
_gem ; near-gem quality materlal In terms of mass, tough diamonds from kimbarlrle,

alluvial and marine deposits totalied 85, 14 and one per cent, respectively, Do Baara
Gonsolidaied Mmes alone contn‘bulad 95 per cent on average to total producuon '

Some_54 clealing. companies are reg'iatered in Soulh Afrioa which iraded 35 mill’ion carats
of rough diamonds, \(alued at R;r bilion 'dqring' the three years of 1988 to 1990..

Diamond cuthng ﬁrms regustersd total 133, with some 45 cuttmg firms eontrolled by the -
approximately’ 20 De Beers slghtholders (similar 1o those found overseas). Of these

' sighlholders, South African owned cultmg factories absorb about 25 par cent in mass and

17 per-cent in valus of the total rough diamonds purchased by sightholders from De Bears,
In {otal, about 10-15 per oent of rough dtarncmds mined per annum locally are iacally .

- cohsurmed by culters

"The tajor conclusions and recommendations are subssquently fisted.
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ﬁcanbesaidihat notonlywasﬂeBamGoneohd@adlhmamapmb&eforpm

R _ Somhhncaonmem!dnmpasadmmnd producirlamumy.bmilwd‘sDaBeemm'

- alsomafﬁeitprmbla for the esmbishnwntofadamndtraﬁmammwm mdustrp

N as is sesn Yoday. E:mﬁmoithedlamn&mmngsmnaﬁngmdthafaﬂihat'

Soummncaspﬂmarysectorandtqafarleseerdagmeﬁmseomdmymare :

governed by laws aind regmalions)tlwnghtlwaitxacﬁonofforelgn inves@omcmﬂdml'
ocwrifprodunmsbeallowedto maﬂaattheirmugh diamondsaathairown discretion, At_
- present, producers offer their produchon first to the local industry o avoid pay-ng thets
- per cept #xpo:t duty on mugh d:amonds Deregulation of South Africas diamond mining B
sactor {ollowad, with specific emphasis on the re-evaluation of Section 58 of the Dlamomls _

" Act No 56 of 1986 (whereby diamond pmducers in an agreemert with the SADB, have fo

first offer their total productrontothe local cmtbng/dealing mdustry) Also ‘hopefully, foreign

_mvestorswnuldbealhmtedtoeexpandexlsﬁngmmasoramri—upnewmmsmsmh
Afma In this regard it is : - : o Boare

possible, This recommendatmn addresses the issuw of economlcal process!rg capabmw‘ =

by local autters of South African rough diamend supply. Smce looal cutters, particularly De
Beers sightholders, largely depend on Iocai rough diamond production, it is envfsionad that
" & restructuring in the supply method (and tharefore the so- -called ‘phrcel-mix), may\\beﬂe.
the RSA’s entire diamond industry. Not only will the. usual South African goodaha orr bffer
- ta the iocal industry, but in addition, a greater variety of rough diamonds ( 55 size, shape
and colour) sourced by the SO (in London) from Botswana, Angola, Guinea, Namibia and
the CIS. Asa result the non-De Heers sightholders should also benifit frotn this exarcise
since: the current, more deregutated processing industry could expand due to higher
‘volume's of rough diamont! trading locally. Thrs should ailow the R8A's eniire dlamond
mduaw to grow. '

Froma """°_" kforoé "‘GWPGiﬂt."lﬁ'a diamond mines are miich mors able to create jobs tha -

 sither the diamond trading or diamond pracessing sectors. It has become cbvious thet the

diamond Industry, dus to the ™3 properties of diamonds, should be regulated and

moritored 1o some degree, he SADB (through the Diamonds Act) is doing exactly that,. - -
by controlling sector trade autivities, by the monitoring of statistics and very importantly,-
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llalsmg w:th the varioua parilcipants o foster growth in tha dlamdﬁ industry ]_t__l_ﬂ S

Concerning statistlcs, the study was hampered in that only Ilmlted and somewhat

questionabe statistics could be used, Not guestionable in the ssnse of compilation -

acourasy {by either the SADB or the Minerals Bureau), but in the submltting (as the State
requires) of thess data. The'method of data capture by the SADB aliows either
Irﬁsirrtérp?ataﬂbn or mampulahon Also, only data from 1988 onwards for diamond dealers '

and. cutters was avallable. Probably the most knportent conclusion reached was that
statistics furnished by dealers; but perticularly thoss from cutting finms, had probably been
manipulaled, This means, in effect; that these sectors are performing quite handeomely
Le. highly profitable, but b won't show on paper. In fact, what is repotted formally through
their statistics is often contradicted by informal communication, At the same time, i heeds
1o be said that diamond producers: should not be excluded from this gharge of data

mniaulation '

&xamtsd_mlahgg_diﬁm Through 1his the eoat-pfus system used by sightholdars to
process their diamonds can be befter monitored, as well as the forelgn exchanga that
should be realised frorn the emport of polished diamonds. ®

In tenha of Govemmental support to the diamond -industry, it was found that oualy the
diamond processing sector was financlally supported. This sector received aiz.a million iri
the form of decentralisation subsidies and R85,2 milion under GEIS. In addition, the _
Siate’s other (Indirent) forms of support had been, and still ars, chisfly directed at the |

* cuiting and polishing sector. The processing industry had, to dats, absorbed thess

incentives but never performed. This Is also proved by the many Gommissions of Enquiry
directed at the processing indusiy. Since GEIS s applicahle to many other commodities
' basudas poiishacl diamonds, it is rec sd that bstier adr : angd_Yenewe
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Histotically; -cafﬂpetitivenass as & prefequlsite f67 future economic survival, rarely surfaced

in South Africe’s processing industry. With only white kabour involved In the sector (this

changed racently), subsidias and incentives fromn Guvemmsm Jodd to 'smon—feedmg ad
isolation from yowing cutting - industries worldwide. - The industry feiled to respond o
changing tntemational markets. ' in addition, continued modemisation of aquipmant within
" the outting industry would only further diminish the importance of the processing sector in
respect of job creation (the wopkforoe has contracted over the past five yeers).

Convarsely. diarmend mines’ prnduation is far less reliant on international ohanges in

consumer markets and therefore more dependabie in terms of job creatlon

The fact thet South Africa’s diamond. cutting '._indusw is Incapable of econamically

processing local rough gem-quelity ciamond production, implies either that local rough
diamond prices are 100 high, orﬂMhmlMemhavestagﬂed through ‘good times' and
have become technically imptisoprocess the goods, Another factor meay. !nv“ve
unascsepiable (determined by cutters) fivofit margins on Jocal oulput. Analyses ha\m%a. h
that RSA cutters heve somewhat regated their role of rough diamond processing. Iwead
- cutters are far more involved in rough diamond trading, The three year period (1988-1 990)_

showed that 65 per cent (value) and 15 per cent (volurie) of the diamonds produced inthis

period wete purchased by cutters and the total added value amounted 1o R108 million, 1.8,

- some four per cettt, In fact, after sxamination of RSA outters’ 1990 statistics, it was found -

that the cost and processing of diahionds amounted to R1,32 biflion but were sold for
R1,28 bllllon. Le. & ios8 of RS7 milion. in fefms of perfomla:m the eost-pm&systmn
employad by clitters daﬁnﬂely hinders potformance.

it ls deduced that due to the opetaiing structure of the cutting firms of De Beers
sightholders, .. thelr policy of working on & cost-plus basis combined with the fact thet

the majority are foréign owned, sightholders will continue to make use of State incentives
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I whmerpoesi:la whllststnnunderpeﬂomngmmdmxmmibuhmtheaddmw '
k value andhbcreat:on

\\.,f‘ ) . - - . . . -
: he taxatlon contnbuhen to Stata Treasury by dlamond producers, dealars and outters '

dtﬁar retmarkably. Taxation from producers wilt shorlly deteriorate aven further due o the o
implementatiot of the new Mlnerals Bilt. From the end of December 1908, the State wil
_ recelve no income from leass agreements, whilst producers will continue fo fower their -

taxabla incorfies through unredested oapital axpendnure De Beers' dealers are
responsible for 96 per cent of all RSA dealers’ taxation- contribuuon, ie. only four per cent -

~ of non-De Beers dealers {which amount to 50 of 54 dealsrs) contibuted A7, 't million {from -

1987-1990) 1o State coffers, Worss still, local oulters (the 133 analysed) contrbuted ]ust
aver R2 rnillaon fo Stete Treaaury for the same perlod A tevised taxs

“Though ot recty aciressed In ths rapor, the leckiusire growth of South Aficals

jewellery industry, from the viewpoint that & minimel amount of polished diamands locally

. provessed is actually absorbed by the jewelle:y incustry (since the majonty of slghtholdmg

cutting firms are {orsign owned and comequepﬂy axportt their polished diamonds), could
beasuatedbymaansofﬂ\aahdmonofthemndutyof%permepoﬁshad

- diamonds. lthasbeensuggsstedmmareportthatthozsperoentimpondmvin affact
' _mdedadhcalcmminﬁlaimmﬂbnhmwemmwmm

it Is urther conokuded that the DBSA has proved invelusble inuatmngmemqmbb o

miarket prlce of a mugh diammd parcel but | itls



-~ To summarsse.ﬂiestudyshomdmatSMesupportfavoura(and hashtetomallyfmmured}_ e
- the provessing secloratﬂ:aexpensaofﬂmothersam Given the nagﬁgible-" o
5 peﬁomnceofﬁepmcesﬁngmdtm carﬁinued%smpoﬂmnotbelusﬁﬁed.
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. APPENDIXY

RSA DIAMOND PRODUCTION BY TYPE OF DEPOSIT (i carats)

ALt "
s

. |veaR

KIMBERLITE |

%

| ALLGviAL |

[MARINE |

% |

TOTAL .

11981
|ree2
1983 -
- jtded
{1986 -
11986 *

1988
1989
1890

- |1980 |

11987 |

7761 281

8 995 626

7784571
7980 112

6703479
7935411 -
8957753
8740847
8918821

7686011
| 7217892

787

83,3

1869

86,4
87,4
88,0

84,9

85,4

1771847
1550291
1839 535
{315087
1882570
1241612
1493 608

. 1928 868
1216178 -
1264548
1158055

|e0s
163
14,6 |
I‘I?;a
13,2

12,2

11,7
{148
148
13,9
13,8

o
40175
32120

' 38;039'ﬁ |

47 498
43008
37638
41118
70026 -
66763
180 064

05
04
04
04,

05
05
04
0,5
08
0.7

15|

10 205 936

8504016
) 1’15%30
8 708 251

8520528 |
"9525877 | -

- 9152888 |
10811779 |
10120718 «|

' fo225963 |
- oos0e02 |

ls0-90

88 060 174

14747 988

43

E86 438

0,6

o

103443601 |

- Source: Minersts Bureau of South Africa, 1991

sz

X

W



Va

"o

 ILLUSTRATION OF THE GOST-PLUS SYSTEM

: Foltowins"; i‘s an i!luétmtiéh of th'e’ cdst-ﬁlus systém,' assumih'g a ‘piua’ fa'ctor of-iwo'-per.'canf.-

A purchases an ashtray at & retall price of Flso (rough ihput) Paint, bruahes. Iabour. ﬂma'

' atc, i..  his processmg oot totals R10. A finishes & plece of at, which he gells for RGO o

0

e, a markup of R20, A's operating expenses fotal RSO (processmg costs plus markup)
and oon‘bined with rough inptt (R30) are equal to the selling. price {(R60) of the final S
“product. His added value equals 100)(“' per cent (SUY"‘ per oent), i FI3O A‘s profit s _
- 20 (Hao-n30+n1 ), which in this case, is equal ta hig marlmp B o

A's total nost to purchaaa and oornplate the product for final aale is R40 (R30+H1 0), and

~ with an additional two per cent which is the ‘plus’ factor, amounts to R40,8 (R40+2%),

Assuming that A i financed by B princnpel company overseas) A thetelora sells his
praduct(s) to B and would, In‘espec‘nlvu Jf hls selling price, in this case Hﬁo receive H40 L}

" from B. A's proﬁt of 820 is therefore absorbed by B

o

Shoulcl the ashtray creick while b'eing painted. _the sellinf; priée dI‘OPG: say to A35. The

~ added value decreases now to 16,7X per cent (14,8Y), or 5. A realises then a profit of -

-R5 (R35~(R30+R10), ie. a loss of RS, Howsver, the mmimmn amount of money he'l

recelve from B, his financial souroe, is still R408. °

S (Nota The relatlonship {and differenca}. between lshour.ami and tha ngmp_emgg_m_gi :

-'oostfromHmtoH‘Ia) S R £

labout is vital. From above, the worker's operating cost Is R10. His labour ost le, say-R3

- of the R10, However, should somsone slee mmplete the article (Iawer skllleu} and Waste'-_
_ paint, break the brushes, take more time slc, the aompetntwe cost would increase, Le, his

competitiveness will deieﬁorate, and A3 could baraome RS, which inoreases fhe oparatlng

L

+ Xe [(SP-FII)I(RI}]% and Y= [{sp-m);(sp)l%

where 8P = Sailing Price of the fi nil produot, and R = Rough lnput

\k
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iy . _
The SADB momtors the value added f' igures hy RSA. cuﬁ&;a ﬂ'ﬂ'ough sabg 'Va{ue Added
- Statements (VAS)’ which are eompleied by all Imal cultars (verified by & Ghartered
- Accountant (GA)) and aubmitted to 1he SADB ona fmanclai year basas
The followlng poi:. 'emphasise the 'toophoies o¥ ihe VAS (an example Is atlached) and.
'howntcanbeemlorted R S _ !

) Forlal year statisos, though sasier for the cuting concern 1o compile, make.
~ correlaions iniricate (for entlre industy). Furthermore, &s in other Endustnesr
_ the ﬁata oollaﬁon should bé done momhly. not annually.

- i ' ltis unaccepiable that only cuttmg conosms, ie those that make up various.
' . cuiting flrms. need to submit informatlon that eniml tha sum of all the indwldual '
b wmes o - o Y

oy _' _An auditars ceﬁlﬂcate is of no value, A Specitic assessor(s) (or group) should
' F be tasked o validate; cutting firms’ valued added statistios. Atso. GA’s should
' be held aooti‘i.mtable for irregularities o : -
) ‘The four month panod. aﬁar the end of a financial yaar, that cutting flrms are\_
o ailouved to finalise thelr: staiisllcs allows room for data mampulatian This is"*'f-...,_ '
K algp unacceptable__as non-diaman_d nr,wduat,_rieg da__ not en]oy this convenience.

{v) | No provision is made for ‘work in progrese, le._ those diamonds in the L
R oparatmg process that are not par of fough inVemories nor finished products

o) Mostimporiaity, thaglmai faotor (demandeq for ruugh and polished) leaves
C wide margins for error, ‘This could lead to all sots ot rrusmtarpretations, Whlch
' mflu%noes adcled va!ues. operatmg expenaes etc dramatica]ly

e
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650 AVERAGE PRICE INGREASES: 1980-1990

oy -

YEAR | CSOAVERAGE
. | - PRICEINCREASES -

| 1080 | Febizw
1981 1 '-.-Ncné' -
1es2 | sepes%
et | Nene |
1985 . None -
yos6 . | May/Nov-14,5%
1987 |, Oct1o%
e8| T May185%
1gee - | Mar-185%
1990 - | '-.'Marés.s% o

Source: De Beers Consolidated Mines, 1902
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-Acnvmt-:a o&_mesoumnmcm mea.gcun BOARD

The Diamonds Act andfor me Reguiatlons commlssmhbu «lhereby make provislon for the

followmg éclivmes e
_ Contrc'ﬂ'of rou_gh_d_iamond exports;
') ‘this aﬂtails ihe venflcatlon of export values, o
il) the physical mspectlon of the contents of the parcels
(|i|) . - the checkmg of export documenis 1o ensure that the requirements of lhe Re:serve_
_ ~ Bankand Customs and Excise have besn oompried with,
(@) ¢ the collecting of export taxes o the Qrantmg of exemptlons or tha postponlng wuth' o
- regardtoexporttaxes . . -
W) . the allocation of export permns, where such permits are demanded _
Wy the verification of the fhanner whereby tough diarmonds mtended for exporl haVe-- L
: been-offered to the local cutting industry, o o
(vii) o the regulailng and identification of South African dramonds whuch are temporaniy-
sent out of the F{epublw_, i.e. not exports that entail any foreign axchange ;
2 Contolover exports of polzshed'diamonas:'
‘®  thisentailsthe c:ontrolllngofexpm values,
Ai)y ' the physmal inspacuon of the contents of the parcels, rnalnly to ensure that the
- - diamonds have besn fully polishecl
iy - the checking of export doouments to ensure that the requlramenta of the Hesanre
o Bank and Customs and Excise have been complied with, o
) . andthe verlﬁcation and Idantification of-polished diamonds that ooutd have, ifatill o
unsoid, bapn sent. back to the Hepubiic: (reqmpm'ts) ' |
3 _ Allocation ‘and issuin. of licenses that authorlse hollders to do buslness as '_

_diamond cutters, dealers i in rough duamonds, d:amond toolmakars or diamond |

o
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The exercising of wontrol over the granting of permission 1o suitabie'naﬁlral R

parsona (particularly, In respect of principals of ventures and natural perams} o

L trads in rough dlamonds :

H )

Ailocetlion of mlscellanaous permits (to own, 1o purchasa to sell; i expon atc)- o '

and - certificates for the registratlon of suiable persons and premlses, in

: aooorclance with the prov:slons of the Act

' -_Admimstratton of agreements wilh duamond pmducers. whereby suzh producers -

are committed to, in & specified manner, offer their production to the local cutting -
industry and whereby cerlain qualitles (of rough diamonhds) are exemptsd from

- such tender and export taxation. Stemming from these agreements, it naturally R
: follows that the activltias of those 1ha1 benefit from thesa agresments, are closaly_ '
: monﬁared to ensurs that thay add a fair value to the product : S

'Continuous mcmllaormg of the a@tmties of the dlamond producers. daa[ers,
- ~cuters. and -:ooimakers to ensure that they fultif the requirements of the
- Diamonds Act, that they adhere to. the prerequisites of the Board or the

st:pulauons of agreements, that they ast in the national interest and in the interest _
of the industry, and also 1o. be- generally informed and acquainted with-the

 developments and needs of the industry This entails the checking of information
: submitted 1o the SADB, and regular inspections by, and contact WItb such '
' _persons _

: Other acilmtles the SADB undsrlakes which are not specrffcallv advocated by the :

Dsamonds Act are;

the verification of the sorting and valuation of all rough diamonds that afe

': channetled through the Govemment Vaiuator (Professlonai Diamond Valuations

cC (PROVAL})
|dent1ﬁcat|on and va!uation of dIarnonds 1hat serve as documentary evidence in-.
court cases, '

firnishing of moomnmndationsfadwce!informiuon concarmng diamonds and the- N -

diamond industry, to: producers and prospeutwa procucers; iicense holders and

' prospective licehse holders; . exporters and prospective exporters; importers and |
prospective importers; piospective investors; State Departments and other
‘Govemment organisations; ‘the general public; and of course the Minister, '
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" controlling of ixi%\ports of rough diamonds: Control maret vals of the dlétmonds_ A
o pravent ‘tranafar pricing Data captute: of rough diamond imponts, - R
C mntinuous halson with the Diamond Workers Union (DWU) iri respect o aSpects_'_ o
o '.sUch as, the number of dlamond employees, the standard of mﬂnnanshtp. the
- imporiation of foreign dlamond cutters, the Tole. of the DWU in the. workforce B

o _'adnumstranon of Souﬁ't Alicals diamond cut:ing ﬁrms

o,

| Ab'r_eakdﬁﬁn ofthe. ﬁnémiai '_s_trucmre of-thé SADB ;g.?asfoﬂows o

$GUTH AFH]CAN D!AMOND B@AF{D FINANGIAL STAT[STICS -

YERFI

LEVIES*

| uc_mses-# ;

|  STATE FUNDS

iNTEHEST

F000

% -a'otm-

86-87 ..
B7-88.
 |es8g
180-90
19091

o219 | w1l

693 | 859
{2600 | 881
2 700 | 908|

28

15,1

10,1
10,1

AN

1,0]

18]
04
0'{3 '_
02|

50|

120

420 |
o

82

0

41

220

18] 75
49_.1_3. .B',O

80l 21|
75|
80|

o

790,1
- 950,1

2903 | .
8071

973,14

 |sosr

{8 e12| 903

051

200

8a

613

62

7597 |

Source:

. Notes_: '

. T Soum-":afﬁcan Dlamlemd Board, 1 992

Y cwrent lew aimt:ttJre =on basis of EXPORTS of rnugh and po!ishad

_ diamonds :
Fot raugh dlarmnds De Beers lovy = 0,34 percent of 1he market va]ue

Non-De Beers = 0,19 per cent of the market value
For polished dlamonds. All = 0,04 per cent rmarket valug

. .Dealers!cuﬂmg licenses = F{500 aach
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© APPENDIX?

TAXATION OF ISRAEL'S DIAMOND INDUSTRY

"Thie present ature of the specialized texation treatment of the digmond industry wass -

" determined in 1981 by a puhlic eommission headed by the Deputy Attorney General of _

Israel, The Commission set forth special rules for the keeping of account books, The rales

were deslgned far an industry, many of whose transactnons are mads by oral agreement,

" and in which the itams of stcck can pmve difficult to valuate and yet which can ‘easlly be
transported ffcm oountry to oountry in such a ranner as fo maka border mspectlons most.

1' - Provisions as to the Keeping oquéourit.Bobké_

New booldcesbi‘ng’ Jrequirements wers set forth In the *Provisions for the Keeping of
~ Account Boo " which naquire diamond merehants to maintain accounts according 1o the
. double: “entry system and in one of the accapied ‘accounting systsms whuch is surtsd to tha -
-sfze, scope, and niatura c“ the panicu!ar busiriess. ‘a S |
11 Bookbf‘i‘ranmctioné S o R \"‘
Sugh a book will ba bound and wnl tecord qptmled descripnons of u)e lype and quanttly of i
 diamonds involved in eaoh transaction, Additionally, the names of the parties involved wil

" be listed 1ogaiher with the dates of receipt of payrnent the amaunts Da{d and the -
|den'atyi5}g numbets of the. reneipls recorded by each of the partles. e T -

12 Internal Documentg .

Inlemal documents which are supplemental 1o mvolces must Include 1he name of the _'
_ customer, the number and date of the- mvoice io which it relates and also a description of
- the slze, type, quantity and individual pnce_of the diamonds as well ae the sum total of the
- invoice, Such dacinents must be signed by the a88e6806 OF & _fepf_aaeniativ'e.

1.3 Valuation of ftetn in Stook




A diamond merchant %s requlrad 1o ﬁle alist of diarnonds in stock. The ltst must specify the .

typa and size of each: diamond, Ths cost value of 1he stock wilt e valuated sccordingto -

- dooctiments of purchase Kiti is not possible to determine the cost of the atock aocordmg to
- . the’ documants then the cost will be set according 1o tha valuation suppllad by the -
'- assessee, The diamonid merchant will also be required to declare the stock whlch he has’

abroad. The fist must be served t6 the Chlef Assessmg Oﬂioer within 30 days from the last
day of the tax yaar _

< A diamund merchant is entitled to maintam his bogks 1 in US dollars or oihér forelgn
_curramy shnuld he €0 ohoose Thls pmnlege is grantad him by. the incorne tex reguiattons S

2 'Asésessméms far"ih'e Dlamond "mdusuy'-

in order to make possible a reasonable level of 1ax collection froth the Industry orfteria were
established as 1o levels of income which can be reasonably expecied, These criteria were

. gef out in 1985 in an agraemenl which was raached hetween the Gommnsslon and

representatwes ofthe industry

" Despite the deterininetion of the 'cmeria, the Chief Assessing Officer is entitled to make - -
Inspections in thé workpiace in cases whera he fias received: Information: which indicates
. thatan aSSessee's file i Incorrect or where the retur is unreasonable. in such cases the '
~ Chief Assssmhg Offiger may deti Jmme the level of ineome based upon the ﬁndmgs ofthe
znspechon - ) : o

~The cri_terla for establishing the M!e income of diamond merchants is determined on the

basis of an inspectiop ~nducted by the Economic Division of the Income Tax Commission.
Vatious factors ax 8n info account in arriving at the oriteria; including the scope of

export. the ratio of ihe turhover to export and sxpenses for the production of income
' mclud.ng Iabour oosis and financmg costs. : o

s De&laratiohs of_Weanh __

D:amond merchants, as other asaassees are raqmred to file declarations of wealth onge

' gvery four years. Such deularations will set forth the assets and liabilities of the asssssee.
~In such cases where an unexplained difference in wealth is found between two such
 deolarations filed by an assessee the amount of the diffsrence will be added to the

assesses’s taxabie incorme.  The arrangement with representatives of the industry is

SN S



renegoﬁated wery year 50 aé to gfve expression to ohanges wfs!ch have taken p!ace in the -

120

v 'mdustrysaoiwﬁy

B Tax payments are fixed (as a percentage of volume) regardiess of proﬁts or Wenses
mcurred Htisa 3imple paymant sysiem,. whuch tells cutters, in advanoe, _what thery are°

= expacted to pay (Tabla 1). .
TABLF1 ISRAEL’S TA)(A‘I‘!ON REGULAT!ONS _ o
1939 | Tax agreemenza __ | 1990
3$2050_0 1 Mlnlmum income !QVBIOf dlarnantaires R $21 500
=] fortaxable p : o : T
e (Iowast taxablé income) _ L
A;ssess;ed'- Eammgs gmatar (ar equal) io $10M B Assessed
ot 1.,35%__'_ — ‘at1,29%
15%: 8uhco|11ractors (oonumsion workers) 14% | .
esl!mated eammg&iotumwer T

Source Mazal U‘Bracha,no42.0ct91 pa1 '

\,\

a

4

It is estimated ihat fora Mrnover of betwesn $5 I'l'll||l0n and: $50 mllllon, a rnanufadurer will
be taxed &t bahvean 0,43 per cent and 0,53 per cent of sales turmover.
irrespeclwe of the lavel of inoome. oompames pay & ﬂat tax rate of 435 per cent (1990)

Sourca Mazal U’Bracha, No 41, Oct91 pa4

(Table 2),
_.TABLEZ !SRAEL’S TAXABLE INGOME RATES, 1990 |
. [Tumovernmitiondoers) | 1o |1020 |2090 |sos
_ |DamondManutscturers (n %) .| 128 (107 | 107 (ogs
| Biamond Merchants fin%)y 110 105 - |-092 (002

Baeldas this,
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