








Africa, and was elected chairman of the 
board in 1929. Oppenheimer then pro­
ceeded to tie the knots in his empire by 
buying a 30.4 per cent interest in De 
Beers for AAC; and in tum De Beers took 
a 33.1 per cent holding in AAC.6 

Today, Harry Oppenheimer, the son of 
Ernest, presides as chairman of De Beers. 
Because of his age he has recently resigned 
as chairman of AAC, but stays on at De 
Beers to ride it through the "worst crisis 
since the depression", as he describes it. 
His major assistants in running the De 
Beers empire include his son Nicholas; 
his cousin Philip Oppenheimer who runs 
the Central Selling Organization, the mar­
keting arm of De Beers; Julian Ogilvie 
Thompson, who handles the management 
decisions in Africa; and Monty Charles, 
the managing director of the Diamond 
Trading Company in London. 

The Oppenheimer empire 

Mr Harry Oppenheimer has built the Ang­
lo-American Corporation and De Beers 
Consolidated Mines into a 15 billion dol­
lar empire. The shares of AAC alone, the 

world's largest producer of gold, platinum 
and vanadium, account for one-half the 
value of the Johannesburg stock exchange. 
In South Africa, AAC's major holdings 
consist of three of the top four mining 
houses, six of the top ten financial houses, 
the largest investment trust, second largest 
property company, second largest mer­
chant bank, the largest transportation 
company and fastest growing automobile 
company. AAC and De Beers alone pro­
duce 40 per cent of the world's industrial 
diamonds, 30 per cent of gem diamonds, 
30 per cent of gold, 40 per cent of vana­
dium, 15 per cent of coal, 4 per cent of 
uranium, and are substantial producers of 
copper, platinum and manganese. The 
average annual rate of profit on all invest­
ments is over 20 per cent. 7 

As AAC has grown, power has been 
de-centralized, but financial control and 
strategic decisions remain at the centre. 
Over time AAC is becoming more of an 
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investment holding company. Its three 
major corporate associates include De

Beers, Charter Consolidated and the Min­

erals and Resources Corporation (MIN­

ORCO). Through MINORCO, AAC holds 
a 30 per cent share in Engelhard Minerals 
and Chemicals, a giant American refiner 
and marketer of minerals and fuels with 
annual revenues of 200 M USD. Charles 
Engelhard has been a board member of 
AAC since 1957, and is a close personal 
friend of Oppenheimer. One of AAC's 
biggest takeovers in 1981 was a 30 per 
cent share in Salomon Brothers ( through 
MINORCO), which is a major Wall Street 
investment bank, for 554 M USD. Pre-tax 
profits for Salomon in 1981 equalled 180 
MUSD. 

In 1981, there was a sweeping re-organ­
ization of AAC mining groups and inter­
national interests, much of which was 
linked to getting a foothold on the North 
American continent. MINORCO was set 
up as an offshore, Bermuda-based invest­
ment house of the Group. AAC and De 
Beers pooled various holdings and depos­
ited them in MINORCO. 

e 

The Consolidated Gold Fields link will 

give MINORCO a major and strategic 
stake in South African mining as well as 
60 per cent of CGF's interests in Austra­
lia. Charter Consolidated will continue to 
provide the European connection through 
financing and development of mining and 
industrial operations in the United King­
dom and Europe. In 1981 Oppenheimer 
transferred 800 M USD to Bermuda to 
help the financial takeoff of the new 
structure. Expansion will concentrate on 
natural resources, but American firms 
such as Phelps Dodge, Newmont Mining 
and AMAX could also be approached by 
MINORCO with huge mergers in the off­
ing. 

In any case the AAC-De Beers-MIN­
ORCO empire is rapidly expanding in 
mining, energy and commodity compa­
nies throughout the world. Hundreds of 
millions of dollars have been invested in a 
wide array of assets and potential income 
earning resources during the past two 
years. Oppenheimer is making excellent 
use of a world recession to extend his 
control over the world's resource base at 
bargain prices. 
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England bought some diamonds in 1970 
to test them for purposes of investment. 

Over a ten year period they attempted to 
re-sell the stones and ruefully concluded 
in 1980 that "For the ordinary investor, 
buying and selling loose diamonds over 

the counter seems to be a mug's game." 
The story went something like this :9 

The UK Consumers Association (CA) 

visited a number of jewellers shops, dia­
mond investment companies, diamond 
merchants and auction sales and pur­

chased three loose poli_shed stones, a sec­
ondhand diamond ring, a new diamond 
ring and an antique diamond brooch, all 
for 1,504 GBP. The diamonds were taken 
to an independent gemmological labora­
tory to get a full description of what had 
in fact been purchased. It was discovered 
that in only one case had the seller pro­
vided them with an adequate and accurate 
description of what they had bought. The 
initial investment shock came a few days 
later when CA attempted to sell the dia­

monds to a number of shops and were of­
fered for their collection a top price of 

775 GBP, 52 per cent of what was initial­
ly spent. One year later they tried again 

and received an offer of 1,152 GBP or 77 
per cent of cost price. Ten years later CA 
tried again and discovered that only by 

taking a costly trip to Belgium could they 
receive a bid which gave a yearly return 
ahead of inflation, 16.1 per cent, not 
counting the cost of travel. As a result of 
the experiment, during a time of rapidly 
increasing diamond prices, CA concluded 
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that diamonds were a poor investment for 
the average consumer, even over a ten 
year period. Indeed selling a diamond is 
the last thing De Beers wants you to do. 

The vast stocks of diamonds held by the 
public could really make a mess of the 
market should large numbers be put up 

for sale simultaneously. 
When diamond advertisements pro­

claim that diamond prices have never fal­

len that is only half of the story. The dia­
mond prices which have never fallen are 

the monopoly prices charged by De Beers 
for rough stones and sold to the sight­
holders. Having purchased a diamond at 
retail prices, after total mark-ups from 
mine to retail shop ranging on 500 per 
cent, no one will offer more than a whole­

sale price. The retail diamond jewellery 
normally purchased will lose half of its 
value the minute the purchaser walks out 
of the shop. 

Given all of this information diamonds 
are still touted by business magazines and 
investment analysts as an alternative to 
more widely recognized hedges against in­
flation such as land or gold. Diamonds 
sold for jewellery constitute 23 per cent 
of world production, 75 per cent being 
used industrially and 2 per cent for in­
vestment purposes. Despite the fact that 
only 2 per cent of total demand is for in­
vestment, it still represents about 17 per 
cent of the total value of world diamond 

trade. 

Since 1976 investment certificates 

have been used to provide the illusion of 

A display of one day's production of 

6 000 carats of diamond at the 

Consolidated Diamond Company's mine 

in Oranjemund, Namibia. 

objective asset evaluation. These certifi­

cates provide information about the stone 
in terms of the '4 C's', carats, cut, clarity 

and colour. This is used as a base for price 
evaluation according to international 
standards slowly being established. The 
major problem of course comes back to 
recognizing the monopoly position of De 
Beers. Market information is scarce, know­
ledge is treated as property, grading is 
subjective, and so-called experts control 
the trading of wholesale stones. It still re­
mains in the interest of De Beers diamond 
merchants to push large gems onto the 
market during a period in which supply 
exceeds demand. According to the man­
aging director of one diamond trading 
company in Asia: 

"It is true that the diamond is the 
gem of the rich. But with increasing 
affluence, more and more people 
will be able to invest in diamonds. 
Still, even now, there is a market 
for gem investors on the lower end 
of the scale." 10 

It is the gems which provide the excite­

ment in the international marketplace. 
Every five weeks as much as 300 M USD 
is spent on the rough gems at the Dia­
mond Trading Company, one of the CSO 
divisions in London. No one is invited to 
one of the ten 'sights' each year unless 

they have at least 150,000 USO to spend, 
and the wealthiest buyers may spend as 
much as 5-20 M USD each time. The mo­
nopoly price of diamonds moved upwards 
steadily from 1949 to 1980 before the 
collapse in 1981. The same diamond sel­
ling for 1,000 USD in 1949 would have 

fetched 10,000 USO at a 'sight' in 1980. 
It is not possible to argue or bargain with 
the CSO. Take it or leave it! 

All of the decisions affecting the dia­

mond market are made in the boardroom 
of De Beers Consolidated Mines at Kim­
berley, South Africa. Monty Charles, 

managing director of the Diamond Trad­
ing Company and Henry Dyer, head of 

the industrial diamond division are both 
on the De Beers' board of directors. The 
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Diamond Trading Company accounts for 

90 per cent of all sales and is the guiding 

force of the entire De Beers operation. As 

Monty Charles has observed: 

"Most diamantaires don't think be­

yond next month, but I'm planning 

at least five years ahead all the time. 

We have to guide the industry, some 

of whom, if you'll excuse an old 

metaphor can't see the wood for 

the trees." 11 

Beyond its marketing position the Dia­

mond Trading Company is the major au­

thority on grading and valuation and pos­

sesses the information of world mining 

and marketing that is not available to any 

other institution on earth. 
At the DTC, the diamonds are first di­

vided into shapes: perfect crystals, irregu­
lar crystal called 'cleavages', broken pieces 
with parallel sides called 'flats', and the 

triangular twinned crystals known as 

'maccles'. These four shapes are then sort­
ed into five grades of quality according to 
how clean they are or whether they are 
marred by carbon spots. Each grade is 
sorted into seven colours compared to 
CSO colour samples. At this point there 

are thirty-five categories for each shape 
and the work has only begun. 

Each shape is sorted into fourteen 

weight categories which takes us to four 

hundred and ninety options for each 
shape. Multiplied by four shapes and 

there exists one thousand nine hundred 
and sixty separate categories. This is a 

simple assortment not taking into account 

coated stones or 'near-gems'. 

The sightholders are made up largeiy 

of two types of customers, major dealers 

who themselves supply a large number of 

small manufacturers; or large manufactur­

ers who have their own cutting and pol­

ishing facilities and service a major mar­
ket. The number of sight-holders is nor­

mally around 300, including 80 from Bel­
gium, 64 from the U S, 61 from India and 

45 from Israel, all of which are major 
fashioning specialty centres in the world. 

In each one of these fashioning cen-
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tres, two or three banks will act as lenders 
in the diamond trade. De Beers itself has 

directors on the boards of leading Ant­
werp and Tel Aviv banks. Bank loans and 

clearances are vital to the trade since the 
CSO requires payment for all sales within 

seven days and it will normally take four 
to six months before the rough gems can 
be fashioned and sold. 12 

As pointed out above the tight mo­

nopoly position of De Beers began to fal­

ter in the late 1970s as diamond specula­
tion tore away at the seams of CSO con­

trol. Sight boxes were changing hands 

without even being opened at mark-ups 
of 100 per cent. Dealers and manufactur­

ers were ordering more diamonds than 

they could possibly use and before long 

Antwerp, Tel Aviv and Bombay were 

stockpiling diamonds at prices which con­
tinued to rise. After putting on the sur­

charge in 1978, the CSO then directly ap­
proached the major world banks to get 

them to reduce lending and raise interest 
rates. Invitations to sight-holders were 

withdrawn when speculative practices 

were discovered. And the CSO cut back 
drastically on the supply of gems to the 

market. With these steps the CSO was 

again able to gain control but in the mean­

time much damage had been done both 
to investors and dealers. As interest rates 

continued to rise the speculators began to 

dump their hoards on the market and by 

1981, for the first time in decades, prices 
began to tumble. 

It is clear that the price reductions 

were seen as valuable by De Beers because 

speculators were punished for their en­

deavours outside the paternalistic support 
which had always protected them in the 

past. As Green reports, despite criticism 
from some sight-holders, it is hard to find 

anyone in the diamond trade who wishes 
the monopoly to crumble. 

The trading centres 

Of all the fashioning and trading centres 
in the world which are the home bases of 
sight-holders, Antwerp is the most impor-

tant of all. The annual value of its official 

diamond exports is equal to 3.4 G USD 

which is double that of '{el Aviv and five 
times that of Bombay. The unofficial val­

ue of exports must be close to double this 

figure. Antwerp's diamond history goes 

back five centuries, unchallenged except 

for a short period in the 17th century by 

Amsterdam. However, in modern times, 
since the South African discoveries in 

1870, Antwerp has become the centre of 

diamond trading. Four of the sixteen 

members of the World Federation of Dia­

mond Bourses are located in Antwerp. 

The other members are in Amsterdam. 
Ida-Oberstein, Johannesburg, London, 

Milan, New York, Paris, Tel Aviv and 
Vienna. 13 

In Tel Aviv, the diamantaires point out 
that the diamond industry there is older 

than the State of Israel. The industry has 

continued to grow so that by 1977, half 
of all diamond cutting and polishing took 
place in Israel creating over 1.5 G USD 
per year in foreign exchange. The major 

blot on the industry in Israel is that it is 

blamed by almost everyone in the busi­

ness for starting the crisis of the last de­

cade. Enormous stocks of gems were ac­
cumulated in a low cost speculative fever. 
When the market collapsed Israel's dia­

mond exports fell and workshops closed 
all over the country, reducing employ­
ment in the industry by one-third. Not 
only this, but since 1979, De Beers has 
actively encouraged the expansion of rival 

cutting centres in India and South Africa 
to cut and polish 'melee', the medium 

sized rough between 0.2 and 1.4 carats, 

which has been Israel's specialty for years. 

India is the world leader in fashioning 

small diamonds. 60 per cent of all dia­
monds are now cut and polished in India 

grossing about 900 M USD annually in 

export earnings. The existence of the in­

dustry is based solely on the exploitation 
of labour-power at very low cost. A dia­

mond cutter in India will earn SO USD 

per month, compared to 750 USD for an 

Israeli or 1,000 USD for a cutter in New 
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