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EXECUTIVE SUMMARY

Purpose of the document 

This document sets out a proposed future positioning for the South African diamond pipeline and potential interventions to support improved competitiveness, with a particular emphasis on the downstream aspects of the pipeline.  It includes problem analyses of 11 key areas, puts forward various intervention options and states constituency views on these options where these have been raised.  The document also separately sets out Kaiser Associates’ overall recommendations, as independent consultants on priority interventions and phasing. 

The options and recommendations have drawn upon all the research to date, including international and domestic supply analysis (Step 2), demand analysis (Step 3), benchmarking and competitor analyses (Step 5), as well as debates within the Counterpart Group.  

South African diamond industry within a global context

South Africa is one of the few countries (along with Russia, Australia and Canada) with activity in all aspects of the diamond pipeline, from extraction through to diamond jewellery retail.  However, South Africa’s prominence in diamond mining has declined over the years, as many of the large-scale known South African diamond deposits reach the likely end of their life cycles, together with the emergence of new large-scale producing countries, e.g. Botswana and Canada.  However, new opportunities in small-scale mining in South Africa may still exist.  

South Africa’s cutting and polishing industry is estimated to be the 5th largest by value, after India, Israel, the US and China
.  The majority of global cutting and polishing has shifted over the past decade to lower cost cutting centres such as India and China.  South Africa has not declined as rapidly as the Belgian and Israeli cutting centres, which now outsource the majority of their cutting to lower cost centres.  While initially these lower cost cutting centres were only competitive in processing smaller stones, where quality of cut was less critical, capabilities have extended to larger stones as skills have improved.  This has even extended in some cases to relocating entire factories to China or India.  Even the most successful cutting centres are experiencing low margins and high debt levels, in particular during the period of high rough cost relative to polished prices.  

De Beers records indicate that 92% of local production by volume and 49% by value is defined as Category 3, and therefore not economically ‘cuttable’ in South Africa.  Sightholders in South Africa have been demanding a higher size and grade of stone than is available from local production.  The equivalent of 162% of locally mined production value in Category 1 (10.8 and larger) and 152% of high grade Category 2 are provided to South African sightholders.  In contrast, the equivalent of 69% of local production value of medium grade Category 2 and 2% of Category 3 are supplied to South Africa, through the London Mix.  In the secondary market, however, indications are that polishers have difficulty affording the large, high quality stones produced by alluvial mines.  As a result, it is estimated that the majority of these stones are exported as rough.  

The successful trading hubs are heavily reliant on inclusion into established diamond demand networks, low duty or duty free import and export of diamonds, highly incentivised environments (including tax concessions or exemptions and limited or no exchange control) and specialised financial services.  In some cases, these concessions are now being questioned (e.g. Belgium is under pressure to conform with EU norms with respect to taxation), while emerging hubs with significant available government resources continue to embark on this style of support as part of wider positioning of regions as trading hubs for various goods (e.g. Dubai and Shanghai). 

South African diamond jewellery manufacturing is very small in scale, when compared to the major global players - such as Europe, the US and India.  Competitiveness in the diamond jewellery manufacturing industry is highly dependent on cost competitiveness and scale (in particular in the mass production, low-end part of the market) and quality, design and production under brands (in particular in the niche, high-end part of the market).  

Competing in diamond jewellery retail requires creating unique shopping experiences, effective branding and marketing, often with integration into luxury goods retail.  South Africa’s distance from major consuming markets has inhibited competitiveness in this final stage of the diamond pipeline. Some South African retailers have effectively tapped into the tourism market; however, the scale of this tourism opportunity is very small, relative to the size of global diamond retail markets – South Africa has less than 1% of global diamond jewellery demand and a limited presence in the major consuming markets or emerging markets.  

The trend of vertical integration in the industry is raising the importance of the competitiveness of the diamond pipeline as a whole. This trend is at least in part driven by De Beers’ Supplier of Choice strategy, but also related to global cross-industry drives to improve efficiencies in supply chains. Competitiveness comes from reduction in the number of intermediaries in the supply chain, improvement in the efficiency of distribution systems, coordination of processing with end consumer demand, common ownership in the pipeline enabling tighter control of margins, as well as effective marketing and branding efforts to enable higher-end consumer prices.  With the exception of a few sightholders and larger operations, the majority of the South African industry is not, as yet, well-positioned to operate in this manner.  

These trends clearly demonstrate that, as an economy that is far from major diamond jewellery consuming markets and with limited current scale, cost and quality competitiveness in diamond and jewellery production, it will be very difficult for South Africa to significantly expand its share at any individual stage of the diamond pipeline.  Given the highly competitive and globalised nature of the diamond pipeline, there are no “obvious” under-served aspects of the market which South African suppliers have not been aware of to date. Whilst individual companies may find new markets, or expand existing market niches, accessing additional opportunities at any significant scale will require long-term interventions to change the structure of industry players, overcome obstacles to cost and quality competitiveness and facilitate access to end-consumer retail.  

Desired strategic positioning of the South African diamond industry

Based on domestic supply conditions, the international competitive landscape and the stakeholders’ value-addition priorities, the following desired positioning has been identified:

· Short to medium term – cutting and polishing of mid to large stones, niche markets for handcrafted diamond jewellery, in particular for tourism market, potential creation of a SADC/African trading hub

· Longer-term – extension into higher-end diamond jewellery manufacture and retail

The above positioning is unlikely to be represent a massive scale of additional opportunities, but rather more niche positions, given the “head start” and more favourable cost conditions in some other emerging hubs such as China and India.  

Reasons for limited focus on other areas:

Why not smaller stones? The current industry structure is too small scale, and has inadequate use of technology to compete with scale and technology intensive competitors, contributing to a processing cost per carat that is much too high. This is an area where price is much more important than quality, and many other producers can produce far more efficiently than South Africa.  


Why not industrial diamond processing? 

Industrial diamond processing is not attractive to South Africa for numerous reasons.  Industrial diamond processing is increasingly dominated by synthetic diamond inputs (over 90% synthetics, with this number increasing).  Even more than the processing of smaller stones, the need for scale and low factor costs restricts competitiveness and differentiation opportunities for a relatively high cost location such as South Africa, the fundamental economics of South African production would need to be changed in order to create widespread opportunities in industrial diamond processing.   Final processing tends to be located close to major processing and industrial hubs.  For example, the largest market for industrial diamonds, the US
,has significant production capacity of its own and major domestic synthetic supply which is expected to increase. 

Why not an extensive trading focus in the long-term (with the potential exception of the SADC/African trading hub)? The trend of increased vertical integration is likely to result in less trade in the open market in the long term.  South Africa also has an uncompetitive operating environment that is unlikely to be able to match the proximity to markets and incentivised environment of major trading hubs such as Antwerp, Israel and New York; and emerging hubs such as Dubai and Shanghai (including tax concessions and deferments, financing and infrastructure).  These trading hubs are also better located as centres with a long trading heritage and reputations for trading various commodities to major consuming markets.   Addressing these inadequacies would require massive government interventions and special concessions for the diamond industry that are not available to other dollar-based commodities or capital-intensive production processes. 

Why not mass production jewellery?  This is a highly price sensitive part of the market, less scope for differentiation.  SA is unlikely to be a sufficient scale player to service this market.  In addition, this market segment provides limited opportunities for value addition and margins, and is highly capital intensive with limited employment generated per ton of gold or platinum worked.

Realising the identified opportunities is not a foregone conclusion, given the highly competitive nature of the international industry and the domestic challenges facing the industry.  Depending on constituency agreement on interventions and subsequent effectiveness of rollout, each of these potential opportunities will become more or less feasible. 

Principles of intervention



It is Kaiser Associates’ recommendation that any programme of interventions should be underpinned by the following principles:

1. Sustainability and creation of long-term competitiveness: Interventions that do not encourage the long-term competitiveness of the industry may have short-term benefits, but are likely to be unsustainable, as well as potentially creating counterproductive responses from international players 
2. Reasonable costs relative to likely benefits accrued: Compared to many other industries, diamond value-addition industries are highly capital intensive, have significant risks and barriers to entry, in particular in the South African context where the industry is towards the end of its “life cycle”.  The industry is therefore likely to have a high “cost-per-job created”, and is unlikely to create large-scale employment opportunities (relative to sectors with less barriers to entry and greater labour intensity, such as services). This limited scale of potential benefit should inform any investment of public sector resources into supporting the industry.
3. Support broad-based transformation of the industry while enabling maintenance of necessary global network: There continues to be a serious lack of transformation and integration in much of the diamond pipeline.  Any efforts to support the industry should include empowerment transformation as a non-negotiable in order to ensure that any benefits are more equitably shared.  However, linking to the first principle of sustainability, a careful balance is required to ensure that new entrants are not encouraged into enterprises that are ultimately unsustainable and potentially disempowering, and appropriate networks are developed and maintained with key global players that will be critical to the long-term success of the industry
Potential interventions 

Achieving competitiveness in the strategic areas set out above has much in common with achieving competitiveness in other industries.  However, there are some particular challenges due to the nature of diamond processing and the global structure of the industry, which require specialised treatment.    

Areas that have a different emphasis in the diamond industry include ownership and structuring of operations, access to inputs (i.e. rough), financing and cash flow management, design and branding.  Elements that are more common to other sectors include productivity, process and technology improvements, skills and logistics. 

In addition, there are factors in the enabling environment, such as information gathering and dissemination, industry organisation and producer country cooperation, which could assist role players in gaining greater insight into the industry and effecting transformation and competitiveness improvements in the industry.    

Because the diamond industry is one where historically there has been significant intervention by government and industry organisations in all major diamond hubs, competitiveness improvements in South Africa would require actions by both industry government to create a conducive regulatory and operating environment.    

The table below provides an overview of potential interventions, which are drawn from proposals that have been put forward by various constituencies, interventions that have been identified through the benchmarking, and Kaiser Associates’ understanding of interventions in other sector development programmes. Please note that the inclusion of these options is to demonstrate the widest range of potential interventions, and does not imply that there is agreement or endorsement of any option.  The options are set out in greater detail in the main body of this document, including the problem analysis that has informed the proposed interventions and constituency views on the options that have been expressed to date. 
POTENTIAL INTERVENTIONS 
KEY ROLE PLAYERS 
INDICATIVE COSTS AND BENEFITS

1. Ownership - vertical integration, empowerment transformation and investment

a. Agreement on industry transformation, application of balanced scorecard and addressing perceptions of being “uninviting” to new entrants

b. Support for integration of companies into jewellery manufacturing, retail and tourism

c. Collective purchasing of inputs, equipment use, distribution and marketing (for those entities not willing or able to fully integrate vertically)

d. Foreign investment joint venture facilitation
· Industry associations

· DME

· the dti


· Costs

· Facilitation costs 

· Incentive utilisation

· Benefits

· Greater inward mobility attractiveness to new entrants

· Improved sustainability of enterprises

· Greater marketing opportunities 

2. Increased access to suitable and affordable rough to local industry

a. Transparent, disaggregated production records, with related independent and well-resourced valuation systems

b. Targeted export duty for SA-cuttable stones

c. Setting aside of percentage of production

d. Memorandum of Understanding between government and producers

e. Amended sightholder / core client system

f. Review role and operations of Diamdel or successor/s, with focus on identification and development of viable cutting enterprises

g. Review regulation of possession of rough by locals and foreigners


· DME

· Diamdel

· De Beers & DTC

· Processors (feedback)


· Costs

· Potential impact on pricing and competitiveness of rough producers 

· Inspection infrastructure required and related administrative costs 

· Reduced revenues to sightholders from trading

· Benefits

· Improved efficiencies in flow of stones

· Greater availability of suitable rough to smaller players

· Greater clarity on processing responsibility vs. dealing 



3. Creating enabling financial environment and improving cash flow

a. Provision of rough on extended credit terms to approved clients (through producer-client agreement rather than government regulation) 

b. Explore extension of proposed gold loan scheme to other materials, in particular diamonds and platinum

c. VAT deferment or exemption

d. Explore potential utilisation of IDZs or EPZs as a mechanism to improve operational efficiencies for trading & manufacturing, with full assessment of potential costs, benefits, and impacts

e. Reduced risk profile and transaction fees from banks

f. Full dollar account system 

g. Finance Diamond Board/successor administration from fiscus to eliminate usage fees, in particular US$75 polished export fee

h. Advocacy for improved overall operating environment, including overall tax levels, exchange control, infrastructure etc. 

i. Explore option of infrastructure through enhanced IDZ


· Platinum producers

· Diamond producers

· Industry associations

· Authorised dealers

· the dti
· National Treasury & SARS

· Industrial Participation companies


· Costs

· Potential cash and risk issues for rough producers (potentially problematic for diggers)

· Benefits

· Improved cash flow for downstream industry 

· Improved cost competitiveness for downstream industry

4. Accelerating design commercialisation initiatives

a. Collaboration between small and large players

b. Joint initiatives between platinum, gold and diamond role players, including design

c. Extension of international designer exchanges

d. South African, African and ethnic inspired origin design development


· the dti
· Materials producers, processors and jewellery manufacturers 

· Industry associations (e.g. Master Diamond Cutters, UDASA, JCSA)

· Design schools
· Costs

· Meeting facilitation costs

· Human resources 

· Benefits

· Greater design competitiveness and inclusivity 



5. Integration into SA design and international luxury goods brands and marketing

a. Facilitation of linkages to SA fashion designers

b. Support for international brand linkages and contract manufacturing

c. Branding of origin


· the dti
· Industry associations (e.g. Master Diamond Cutters, UDASA, JCSA)

· Design schools
· Costs

· Meeting facilitation costs

· Human resources 

· Benefits

· Greater design competitiveness and inclusivity 



6. Improved productivity of cutting and polishing industry – labour, management, process, technology

a. Industry forum to improve productivity of cutters & polishers & share international best practice

b. Management-labour-government cooperation to improve productivity

c. Explore constructive outsourcing relationships with India, China and/or Thailand for smaller stones, in particular in context of current trade negotiations

d. Finance Diamond Board/successor administration from fiscus to eliminate usage fees, in particular US$75 polished export fee

e. Advocacy for improved overall operating environment (overall tax levels, exchange control, etc.) 

f. Explore option of infrastructure through enhanced IDZ

g. Support mechanisms for R&D and purchase of capital equipment

h. Remove import duties on equipment that cannot be competitively produced in South Africa

i. Quality and efficiency improvement programme


· DME

· the dti(bilateral cooperation) COTII, 

· DST

· Dept. of Labour facilitation

· Industry associations UASA 

· Industry (investment and feedback)

· National Productivity Institute

· Manufacturing Advisory Centres / SEDA access points 
· Costs

· Disbursement costs to bring experts to SA 

· Facilitation-relation costs 

· Absorption of administrative costs by government 

· Capital equipment investment 

· Incentive administration

· Benefits

· Improved cost and quality competitiveness

· Better workplace relations

· Ability to provide full range of stone sizes to clients cost-competitively

· More cost competitive exports

· Long-term improvement in operating environment 



7. Accelerated development of advanced cutting, setting and jewellery manufacturing skills

a. International skills transfer initiative

b. Extension of scholarships for cutting, polishing and jewellery manufacturing 

c. Learnership intermediary support


· DME

· Dept of Labour

· MQA

Industry 


· Costs

· Training costs

· Administration costs

· Materials

· Disbursements for international trainers

· Benefits

· Accelerated and appropriate skills development



8. Streamlining logistical flow of rough stones, polished diamonds, diamond jewellery and buyers

a. Streamlining export and import regulation and administration 

b. Assess relative merits of Jewel City upgrade vs. alternative hub/s

c. Development of Cape Town hub

d. Improve airport security and courier services


· DME

· SARS

· Reserve Bank

· Diamond Board 

· Airports 

· Logistics industry


· Costs

· Administrative systems

· Benefits

· More efficient exports and imports

9. Industry information gathering and dissemination

a. Revision of Diamond Board statistics systems and associated regulation

b. Alignment with money laundering regulatory requirements

c. Coordination of information gathering and dissemination between regulatory and supplier bodies

d. Establish formal and ongoing communication channels for information sharing and brainstorming across the supply chain


· SA Diamond Board / successor

· DME

· Industry - producers, dealers, processors, jewellery manufacturers, retailers, tourism operators & related associations

· Financial Intelligence Centre, Reserve Bank

· Banks


· Costs

· Information systems development, maintenance and related human resources

· Benefits

· Significantly improved capacity to monitor and evaluate industry trends

· Greater transparency

· Address money laundering allegations

10. Industry organisation 

a. Creation of an industry pipeline forum, with emphasis on BEE

b. Encourage extension of Diamond Club membership

c. Diamond Board/successor restructuring


· DME

· Diamond Board/successor

· Industry (cooperation)


· Costs

· Secretarial functions 

· Benefits

· Industry transformation

· Improved accountability of regulation  

· Improved international linkages



11. International producer (in particular SADC) cooperation and value-addition strategy

a. Diamond producer country government forum

b. Negotiation of African trading hub

c. Enhanced Kimberley process implementation and related marketing (see also marketing)


· DME

· Producer and processor associations

· Producers and dealers e.g. DTC, Leviev Group

· Retailers

· Producing countries e.g.

· Botswana 

· Canada

· Russia

· Namibia

· Australia


· Costs

· Facilitation and negotiation costs, disbursements

· Benefits

· Coherent strategy across producer countries, increased chances of value-addition

· Potentially increased local access to rough

In the absence of further interventions, it is likely that only the larger players that are relatively competitive (or smaller players that have secured competitive niches) will remain sustainable. There might therefore be a decline in smaller players and new entrants.  

Consultant recommendations 

Due to the very divergent views amongst constituencies on the most appropriate interventions to develop the South African diamond pipeline and improve its competitiveness, it has not been possible to reach consensus on the priority areas of intervention.  Kaiser Associates has therefore set out its objective views as consultants, based on an assessment of the available information and our expertise in sector development. Priority areas of intervention in terms of this assessment are: 

Recommendations on priority interventions 

When assessed against the relative opportunity and cost of intervention in other priority sectors, Kaiser Associates’ analysis indicates a far smaller opportunity and higher cost of intervention in the diamond industry, given the capital intensity, risks, barriers to entry, and global industry competition. South Africa’s diamond pipeline is one of the oldest internationally – while some growth has been realised over the decades prior to a recent period of decline, it is unlikely that it will be possible to radically grow the scale of the industry without massive investments and interventions; even with such interventions, success could not be guaranteed because of the rapid progress being made in emerging competitor hubs.  Kaiser Associates’ recommendation is therefore that great care should be taken when expending constituency resources on intervening in the sector, as the returns (social, financial and economic) may be limited. 

However, there are some interventions that require limited resources that Kaiser Associates believes might effectively support the long-term competitiveness and sustainability of the industry, namely:   

1. Improving official information gathering and statistics, and extended information dissemination to industry 

2. Vertical integration into retail and tourism, development of scale players and empowerment ownership.  

3. Creation of central purchasing systems for rough, with thorough assessments of approaches to valuation and bidding patterns, related associated support to ensure cost-competitive production

4. Streamlined trade regulation and logistics

5. Strengthening linkages to luxury goods brands and South African design houses 

Comments on the proposed amendments to the Diamond Act

Views on some of the key elements of the proposed amendments to the Diamond Act are set out below.  The majority of deliberations during the project were on the version of the proposed amendments published in April 2004 for public comment; however these comments also take into consideration the Bill, published in January 2005. 

· Restructuring of Diamond Board into Diamond Regulator – Kaiser Associates supports the need to separate regulatory and promotional functions for the industry.  Kaiser supports funding of the regulatory function through the fiscus, as many industry role players have highlighted the impact on cost-competitiveness of exporters having to carry the cost of administrative fees.  

· Diamond Trading Houses – There are concerns about the capacity of the regulator to oversee the activities of these trading houses and to ensure that the proper procedure is followed

· Diamond Exchange and Export Centre – In Kaiser’s view, the affordability of stones offered remains the critical issue.  If the South African industry structure does not create sufficient scale players and greater cost competitiveness, it may remain difficult for local buyers to access stones through the proposed new system.  Relative transparency of reserve pricing and bidding will also be key.  

· Section 59 – Kaiser Associates supports the need to close the loopholes provided by Section 59, which reduced the transparency of production figures

· Export duty – In Kaiser’s view, an export duty is likely to be extremely difficult to administer in a manner that leads to the desired outcome of increasing local access to rough e.g. regulating the flow of economically cuttable vs. uncuttable and preventing strategies by producers, dealers and international buyers to circumvent the duty.  The absence of any form of deferment or temporary export exemption is problematic given the regular requirements of the industry to send stones for expert opinions or viewings.  An alternative to explore is something similar to the Indian regulatory model, which it seems now allows for re-import of up to 2% worth of the total value that was exported. Furthermore, the duty might impact on rough pricing and marginal mines, in particular if combined with a royalty.  In itself, the duty would not create a competitive local cutting industry that is sustainable. 

· Cross-checking system between Diamond Regulator and Reserve Bank – Kaiser Associates supports a system that improves matching up between various statistical sources to improve accuracy, and measures that reduce any practices or perceptions of money laundering through the diamond industry 
Way forward

As a FRIDGE report, the findings and decision-making implications of this study will go to the FRIDGE Subcommittee and from there to Nedlac, in order to seek further agreement from constituencies on the way forward. However, given the likely lack of consensus in many areas, it may also be necessary for role players to make their own decisions about whether or not they take up or adapt the proposed interventions set out here.  

1 INTRODUCTION AND CONTEXT 

1.1 Purpose of the document 

This document sets out options and recommendations to support the proposed strategic positioning and competitiveness of the South African diamond pipeline.  This step is the culmination of all the research to date, including international and domestic supply analysis (Step 2), demand analysis (Step 3), benchmarking and competitor analysis (Step 5).  An overview of the project plan is included in the figure below.  
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Figure 1: Project plan overview

A draft document was submitted on 27 October 2004 to the Counterpart Group and discussed at a working session on 3 November 2004.   Guidance was also obtained from the FRIDGE subcommittee on the purpose of this deliverable, and agreement was reached to extend the deadline for finalisation of the document to enable further interactions and consideration. 

As a result, the structure of the document now provides an assessment of the South African diamond industry’s current position within the global diamond industry context, proposes future positioning for the South African industry, and then discusses the areas of intervention that might be required to fully realise the opportunities presented by the strategic industry positioning.  

Each of the areas of potential intervention is discussed through a summary of the problem analysis that has emerged from the research, an overview of current or planned interventions and lessons from benchmarked countries, further detail on the range of potential interventions, and constituency representatives’ responses to these options to date (in particular through the Counterpart Group structure and diamond industry workshop convened in October 2004)
.  Finally, Kaiser Associates recommendations are provided as independent consultants on priority interventions. Comments on the proposed legislative amendments are included in a separate section. 

Overview of the diamond pipeline

Kaiser Associates has utilised the following value chain steps for the purposes of this study:
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Figure 2: Indicative diamond pipeline

1.2 Overview of South African diamond industry in the context of global diamond industry production, demand and competition trends 

Extensive research was conducted throughout this project in order to ensure that the proposed competitive positioning of South Africa and related intervention options were underpinned by a sound understanding of trends in the global diamond industry and South Africa’s relative position within this.  While the nature of the diamond industry and its recording systems constrains the availability of wholly reliable information, sufficient analysis has been possible for the purposes of identifying constraints to competitiveness and potential interventions. The trends below are a high-level summary of the detail contained in the deliverables for Steps 2 to 5 of the study
.  

Supply trends

World natural diamond production in 2003 has been estimated at a total of 144 million carats with a value of US$9.4 billion.  Approximately 20% of this volume (28.8 million carats) was gems, which will be polished and set into diamond jewellery, 45% were near-gem qualities (approx. 64.8 million carats), with the balance being industrial quality. More than 90% of industrial diamonds are now produced synthetically, and the role of natural diamonds in supplying for industrial applications has therefore diminished. 

South Africa is one of the few countries (along with Russia, Australia and Canada) with activity in all aspects of the diamond pipeline, from extraction through to diamond jewellery retail.  However, South Africa’s prominence in diamond mining has declined over the years, as many of the major known South African diamond deposits reach the likely end of their life cycles, together with the emergence of new large-scale producing countries e.g. Botswana and Canada.  Nevertheless, Africa remains a dominant producer, responsible for an estimated 50% of global production. To date, Africa has produced over 75% by value of the world's diamonds with more than 1.9 billion carats worth an estimated US $158bn mined.  There may also be further untapped opportunities in South Africa for small-scale mining
.  

The current flow of diamonds through the South African diamond pipeline, as captured by the SA Diamond Board, is illustrated in the table below.  (Please note that concerns have been raised by role players with respect to the accuracy of SADB statistics, in particular, prior to 2003.  Yellow highlighted blocks indicate areas where there appear to be significant data entry errors in the SA Diamond Board database).  
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603,639.42

      

 

806,034.45

      

 

5.4%

Total purchases

16,793,036.03

 

 

22,931,548.38

 

 

19,646,366.32

 

 

14,751,989.00

 

 

14,346,400.50

 

 

-3.9%

To local

2,333,277.29

   

 

2,516,778.55

   

 

7,458,094.38

   

 

3,067,690.35

   

 

2,222,803.44

   

 

-1.2%

To international

8,491,320.85

   

 

11,057,971.03

 

 

10,384,360.07

 

 

10,337,979.71

 

 

11,568,835.74

 

 

8.0%

Total sales

10,824,598.14

 

 

13,574,749.58

 

 

17,842,454.45

 

 

13,405,670.06

 

 

13,791,639.18

 

 

6.2%

From local

1,099,099.21

   

 

1,614,366.60

   

 

1,295,103.48

   

 

1,707,587.15

   

 

1,719,449.04

   

 

11.8%

From international

40,921.77

        

 

48,150.52

        

 

10,307.09

        

 

7,573.89

          

 

70,708.08

        

 

14.7%

Total purchases

1,140,020.98

   

 

1,662,517.12

   

 

1,305,410.57

   

 

1,715,161.04

   

 

1,790,157.12

   

 

11.9%

To local

234,126.30

      

 

547,736.33

      

 

425,352.45

      

 

454,479.38

      

 

501,828.10

      

 

21.0%

To international

100,128.45

      

 

423,102.95

      

 

293,608.91

      

 

273,572.47

      

 

217,930.13

      

 

21.5%

Total sales

334,254.75

      

 

970,839.28

      

 

718,961.36

      

 

728,051.85

      

 

719,758.23

      

 

21.1%

Rough

3,292,784.76

   

 

3,336,245.41

   

 

2,561,452.24

   

 

5,198,982.80

   

 

20,828,616.02

 

 

58.6%

Polished

1.67

                 

 

71,678.25

        

 

49,858.72

        

 

716,507.44

      

 

335,367.21

      

 

2016.9%

Total

3,292,786.43

   

 

3,407,923.66

   

 

2,611,310.96

   

 

5,915,490.24

   

 

21,163,983.23

 

 

59.2%

Rough

10,359,128.15

 

 

12,241,809.11

 

 

12,542,941.03

 

 

10,381,728.05

 

 

10,257,698.99

 

 

-0.2%

Polished

181,109.00

      

 

253,467.86

      

 

243,198.23

      

 

321,083.05

      

 

352,975.02

      

 

18.2%

Total

10,540,237.15

 

 

12,495,276.97

 

 

12,786,139.26

 

 

10,702,811.10

 

 

10,610,674.01

 

 

0.2%

Dealer Sales

Cutters & 

Polishers 

Purchases

Cutters & 

Polishers 

Sales

Imports

Exports

Volume of diamonds 1999 - 2003 (Diamond Board)

Mining Sales

Dealer 

Purchases

Mining Production - carats

Mining Production -  No. of stones 

> 5 carats


Figure 3: South African Diamonds Pipeline – Volume, 1999-2003

 

South Africa’s cutting and polishing industry is estimated to be the 5th largest by value, after India, Israel, the US and China
.  The majority of global cutting and polishing has shifted over the past decade to lower cost cutting centres such as India and China (see graph below).  South Africa has not declined as rapidly as the Belgian and Israeli cutting centres, which now outsource the majority of their cutting to lower cost centres.  These lower cost centres are increasingly capable of also cutting the larger stones to the required quality.  
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Figure 4: Estimated diamond manufacturing workforce, 1990 - 2003

Based on the industry rule of thumb of the costs of cutting not exceeding 10% of the cost of rough, it is estimated that South African polishers can only cut stones valued at over US$350 to US$1,000 per carat on a cost competitive basis (based on the range of estimated cutting costs of US$35 to US$100 /carat, although this is significantly affected by the Rand-Dollar exchange rate at any given point in time). This may, in some cases, be up to 100 times more expensive than cutting in lower cost centres such as India and China.   

As the producer of an estimated 97% of South Africa’s diamonds by volume and 95% by value, the composition of De Beers’ production and supply is important to downstream prospects.  The table below, based on De Beers’ records, indicates that SA sightholders are being supplied with a higher value mix of stones than that which is being produced by local mines.  


CATEGORY
SA PRODUCTION INTAKE
SALES TO SA SIGHTHOLDERS
% COMPARISON SALES TO SA SIGHTHOLDERS VS. PRODUCTION 



US$
CARAT
US$
CARAT
US$
CARAT


Cat 1*  +10.8ct
64,551,442
40,591
104,723,909
47,745
162%
118%


Total Cat 2 estimate
----
867,728
----
701,386

81%


Cat 2 #
Higher end goods*
225,218,886
----
342,787,365
----
152%
----


Cat 2 !medium grade goods  
113,282,413
----
77,783,774
----
69%
----


SUB-TOTAL CAT 1 + 2
403,052,740
917,319
525,295,047
749,113
130%
82%


Cat 3 ١
365,357,586
10,312,095
7,038,730
82,196
2%
1%


TOTAL 
768,410,326
----
532,333,777
----
69%
----

Notes:

*  = Extracted SA Production of Cat 1 +10.8ct are retained in South Africa for local sale. 

# = Higher end goods in terms of both quality and colour, typically for high end and branded distribution in US and the Far East’

! = Medium range goods and darker colours with lower average price, typically for mass market distribution

١  = less than 3 grainers, not economically cuttable in SA 
Figure 5: Comparison of De Beers SA production and DTC supply to SA sightholders
The South African focus on cutting higher value stones is also illustrated if one compares the average cost per carat of DTC sales to South African sightholders with examples of sales to sightholders in other locations, as shown in the table below. 

 
Examples of Non-Industrial DTC Sales (2003)

 
$
cts
AP

Belgium*
$1,881,865,247.50
  27,202,655 
$69.17

India
$1,618,120,183.00
  40,317,991 
$40.13

Israel*
$885,383,565.00
   2,735,563 
$323.66

USA
$210,309,726.66
      208,722 
$1,007.60

Hong Kong
$63,440,010.00
                  485,414 
$130.69

UAE
$59,365,096.00
               1,966,364 
$30.19

Russia
$21,073,399.00
                    19,311 
$1,091.26

Japan
$18,173,536.00
                    19,877 
$914.30

Thailand
$12,294,012.00
        65,401 
$187.98

---




Gem Goods sold in London 
$4,949,886,209.16
              74,098,592 
$66.80

Gem Goods Sold in South Africa
$532,333,777.81
                  831,326 
$640.34

Total Gem Sold
$5,482,199,986.97
                 74,929,918 
$73.16

Figure 6: Average Prices by cutting centre, based on Non-Industrial DTC sales for 2003

* The Belgian and Israeli averages are likely to be distorted by their outsourcing relationships with India and China

It is difficult to establish the size of the South African trading industry. The successful trading hubs are heavily reliant on inclusion into established diamond demand networks, low duty or duty-free import and export of diamonds, highly incentivised environments (including tax concessions or exemptions and limited or no exchange control) and specialised financial services.  In some cases, these concessions are now being questioned (e.g. Belgium is under pressure to conform with EU norms with respect to taxation levels), while emerging hubs with significant available government resources continue to embark on this style of support as part of wider positioning of regions as trading hubs for various goods (e.g. Dubai and Shanghai). 

South African diamond jewellery manufacturing is very small in scale when compared to the major global players such as Europe, the US and India.  Competitiveness in the diamond jewellery manufacturing industry is highly dependent on cost competitiveness and scale (in particular in the mass production, low-end part of the market),quality, design and production under brands (in particular in the niche, high-end part of the market).  


Exploration & Mining
Cross-border movement/trade: Rough
Manufacturing: Cutting and polishing
Cross-border movement/trade: Polished
Manufacturing: Diamond jewellery

Estimated total global caratage & value (2003)

Exploration

~US$250m global spend

Mining:

~140m carats 

US$ 8.9 - 9.4bn 


· Not possible to disaggregate (ITC reports US$57.1bn in rough and polished diamond trade – this, however, reflects all trade movements of diamonds and therefore includes significant double-counting)
Polished diamond content in retail sales: ~US$14.8bn

Diamond jewellery retail sales: ~US$58.7bn



Current major geographic-al players
· Botswana

· Australia

· Canada

· Russia

· South Africa

· Angola

· Central & West Africa (DRC, Sierra Leone, Guinea, CAR, etc.)
· Antwerp

· Israel

· London

· India

· New York
· South Africa
· India

· Antwerp 

· Israel 

· New York

· China 

· South Africa 

· Thailand
· Antwerp

· Israel

· India

· New York

· South Africa
· India

· Italy

· US
· Thailand
· Germany



South Africa’s current position - global ranking, estimated caratage & value
 
Mining:

~12.5 - 12.8 million carats, 

~US$907.2 million

Ranked 5th by volume, 

4th by value
SA Export of Rough:

~10.2 million carats

~US$1.2 - 1.4bn
SA total sales of cut and polished:
~719,758 carats

~US$355.2m 

Ranked 4th by value


SA Export of Polished:

~352,975 carats

~US$549.6m
<1% of total global market demand

Views on key drivers of supply competitive-ness
· Availability of up-to-date geophysical data

· Quality of diamonds mined

· Richness of deposits (avg. yield/100 tons moved)

· Cost of doing business - production costs, costs of labour, taxes and royalties regimes
· Mining technologies
· Enabling regulatory environment & political stability
· Established and trusted trade relations with players in international markets, 

· Political stability 
· Consistent regulations
· Efficient financial services & logistics infrastructure
· Suitable supply of rough

· Appropriate skills & quality of cut diamonds

· Factor costs, in particular labour

· Access to finance

· Technology & equipment

· Supportive regulatory environment and government support 
· Established and trusted trade relations with players in international markets 

· Political stability 
· Consistent regulations
· Vertical integration
· Efficient financial services & logistics infrastructure
· Quality

· Reliability of supply

· Design differentiation

· Ability to produce to scale

· Cost competitive supply of materials 

· Skills

· Technology

· Finance & cash flow management

Expected future trends 
· Rise of African & Canadian supply

· Increased mechanisation of mining

· Reduction in SA production as major deposits depleted 

· More junior exploration companies, with majors outsourcing to juniors

· Increased exploration interest in African markets if enabling regulatory and political environment
· Belgium, India and Israel expected to remain world’s leaders in the trade of large, small and medium sized diamonds respectively

· Dubai is expected to become a primary trading centre due to its conducive trading environment, government driven/funded initiatives and political stability

· Potential strengthening of China (Shanghai Diamond Exchange)
· New York & Antwerp expected to have further decline as polishing centres
· Far East is expected to establish a greater degree of cutting and polishing centres
· Increased mechanisation & role of equipment
· Increased vertical integration and value-addition in Africa 
· Belgium, India and Israel expected to remain world’s leaders in the trade of large, small and medium sized diamonds, respectively

· Dubai is expected to become a primary trading centre due to its political stability and conducive trading environment and government-driven initiatives

· Potential strengthening of China (Shanghai Diamond Exchange)


· India expected to become world leader in the supply of diamond jewellery

· Expected shift towards the increased supply of the combination of diamond and platinum jewellery

· The Supplier of Choice policy is expected to create a partnership relationship between manufacturers and jewellers with some forming fully vertically integrated companies


Global demand trends

The following global demand trends have emerged from the research:

· Strengthening of the importance of branding, and increased integration of diamonds into the wider luxury goods market sector

· Rise in the use of white metals for settings, including white gold and platinum 

· Continued dominance of US, Japan and Europe as geographical markets for finished jewellery, but emergence of new markets with increased affluence in emerging and transition economies 

· Increased demand for customised items in some key markets 

· Continued purchase of diamonds as a gift or for a celebration, but rise in “self-purchase” as a gift to “treat oneself”, in particular for female consumers 

· Rise in demand by male consumers, in particular for solitaire rings 

· Increased purchase of diamond jewellery as a fashion item by younger buyers, with resultant need to integrate fashion trends into design and materials (e.g. coloured stones)

· Increased consumer awareness of conflict diamond issues, and perceptions of exploitation in downstream diamond industry are restricting diamond demand in some markets 

· The lower end of the market is showing some signs of considering synthetic gem diamonds as an alternative, but the scale of this demand impact is not clear 

South Africa’s distance from major consuming markets has inhibited competitiveness in this final stage of the diamond pipeline. Some South African retailers have effectively tapped into the tourism market; however, the scale of this tourism opportunity is very small relative to the size of global diamond retail markets – South Africa has less than 1% of global demand and a limited presence in the major consuming markets, (such as the US, Europe and Japan), or the emerging markets such as the Middle East, South East Asia and Russia/Eastern Europe.  

The table below provides an overview of the findings on demand trends in key geographical markets.

Market size, historical & expected growth trends 
Current & expected purchasing criteria & consumer profile
Sales, marketing & distribution channels; market access & supplier selection issues 

UNITED STATES OF AMERICA

US$29.1bn diamond jewellery market in 2003 - 55% of world diamond jewellery consumption

Expected to continue to dominate the market

Jewellery manufacture expected to increase continually, particularly platinum diamond jewellery 

US$12.2bn of polished imports in 2003; 5.7% increase (2002 - 2003)
Consumer profile

· Couples

· Single, younger females 

Purchasing criteria for jewellery:

· Competitive pricing at good quality

· Branding 

Purchasing criteria for polished

· Competitive pricing at good quality (VVS/VS1)

· Reliability of supply 

· Conflict-free, certified diamonds

· High degree of trust required to enter business relationship


Sales channels

· Retail stores (60%), including high-end department stores, speciality stores, chain boutiques and independent jewellery stores

· Internet channels are gaining some popularity in the lower end of the market 

Distribution channels - the use of wholesalers is diminishing

· From a sightholder/ cutting factory in Antwerp, New York, Israel and India

· To a diamond trader 

· To a jewellery manufacturer or directly to an end-user

Marketing channels 

· Contracts between retail stores and jewellery manufacture centres to branded goods with the retail stores “signature” 

· Retail outlets - dressing of shop windows

· Brochures to customers

· Printed media, especially through women’s magazines (such as with Louis Vuitton) 

· Celebrities wearing diamonds to renowned events (De Beers) and potential customers

AGOA and potential US-SACU free trade agreement may facilitate better market access for SA, but still faced with the challenge of well established competitors, including Canada, India, Israel, China, Belgium and Italy

Scale is important to supply most market segments, but may be some opportunities in supplying independent and specialist retailers

CANADA

2002 diamond jewellery retail sales estimated at US$695m, 2% of world total by value, diamond content estimated at US$153m; one of fastest growing diamond jewellery markets in the world; highest diamond engagement ring acquisition rate in the world: ± 85%

Jewellery manufacturing growing rapidly, fuelled by strong demand from the US; but local cutting and polishing industry is in its developmental stages, 3 to 4 operations, ±150 employed - growth inhibited by high costs, esp. labour costs


Consumers prefer fast, hassle-free shopping experience (whether in-store or through alternative channels e.g. Internet or catalogue)
Market strongly influenced by US trends 

Jewellery stores most important distribution channel; those that accounted for at least 5% include:
· Mass merchants (10%)
· Internet (9%)
· Party plan/direct sales (8%)
· Consumer direct marketing (8%)

· Department stores (5%)

Trade and Investment Co-operation Arrangement between SA and Canada signed in 1998 with the aim of enhancing bilateral trade and investment; South Africa is also the beneficiary of Canada's General Preferential Tariff (GPT)

Local supply of rough, polished and outsourced polished likely to increasingly dominate.  However, South African diamonds are perceived to be of high quality in Canada. Likely to be very difficult to compete in polished and jewellery market, in particular given strong relationship with the US

JAPAN 

Total jewellery retail value estimated at US$20 billion in 2001, 

16% of world retail diamond jewellery sales

Jewellery imports of 227.7 tons and ¥135.0 billion (2002) 

Polished imports for 2002 were 2.6 million carats with a value of US$0.9 billion Diamond imports volume: 1.4% average year on year growth between 1999 and 2003

Diamond imports value: 0.7% average year on year growth between 1999 and 2003
Consumer profile:

· Young women and teenagers

· Working women in late 20s and 30s

· Working women 40s and over 

Purchasing increasingly driven by fashion and brand

With economic recovery prospects still uncertain, lower-priced products are in demand
Highly fragmented market with an estimated 30,000 jewellery stores; no single dominant retail player; smaller speciality stores are showing more vibrant growth.  

For smaller retailers, continued role for wholesalers and importers; in other cases there is streamlining of distribution e.g. larger stores increasingly importing directly, and importers opening retail stores.

Television and magazines are key marketing channels to consumers.  Trade shows are significant industry marketing channels e.g. International Jewellery Tokyo (IJT), International Jewellery Kobe (IJK)

Quality requirements and NTBs might present a market entry challenge for SA, as will the established relationships with competing suppliers such as Italy, France, Thailand and the US

HONG KONG 

Diamond jewellery retail value of US$771m in 2002. Growth of jewellery imports has been strong 

US$3,592m of cut diamonds imported to Hong Kong in 2002

Jewellery manufacturing activities are expected to move to mainland China
Consumers are very brand aware - illustrated by De Beers selecting Hong Kong as pilot site for “Forevermark”, also local brands e.g. Chow Tai Fook

Diamonds set in 14K/18K white /yellow gold
Retail through speciality jewellery stores, chain stores and international jewellers - e.g. Cartier, Bulgari, Tiffany, Mikimoto, Van Cleef & Arpels

Trade fairs are an important tool for market entry e.g. Hong Kong International Jewellery Show, Hong Kong Jewellery and Watch Fair

Very strong relationships to mainland China, in terms of both production and sales, as well as established relationships with other competitor suppliers (e.g. Italy, India, Israel, US, UAE, Belgium) will challenge SA efforts to grow in the market 

CHINA 

Jewellery sales have grown rapidly, from US$12.1m in 1982 to US$12.1bn in 2003; diamond jewellery sales were US$1.2bn in 2003, up 8% from 2002

Jewellery manufacture and polishing growing rapidly, approximately 25,000 manufacturers, processed 2,4Mct in 2000

Imports of cut stones were US$302m in 2002; imported US$653m rough diamonds; increasing at annual growth rate of 30%


Diamonds of around 0.3 carats are most popular, colour G/H/I/J and clarity VVS2 or VS clarity, or higher are important considerations with cut being ignored

Chinese factories focus on sawn or sawable diamonds ranging from 10 points to half a carat
Manufacturers moving into retail, high level of foreign ownership of both manufacturing and retail; also contracting relationships with Belgium, Israel, US etc.

Strong trade relations with Hong Kong and domestic production are major competitive issues.  In addition, difficulty in securing market intelligence may inhibit SA market entry (outside of the DTC fold).  

However, there may be some opportunities for partnerships, in particular through pending trade agreement with SA. 

INDIA

Diamond jewellery retail market estimated at US$800m; largest growth market in 2003, with a 22% increase.

Imported 1,619 280 carats in 1998 and 3,614 807 carats in 2002
 

Expected to continue increasing, currently growing at 15% per year
Continued preference for 18K yellow gold across most of market, with exception of elite who may prefer platinum

Application and design strongly influenced by cultural traditions e.g. earrings & nose rings; primitive, ancient & ethnic styles

Increasingly brand conscious; shift towards younger females purchasing diamonds 

Purchasing criteria include:

· Average to good quality (VS1 to VVS)

· Must be affordable 

· KPCS certified


Retail channels include independent jewellery stores (65%), general retail outlets (25%) and designer chains (10%).

Distribution is increasingly streamlined.

Extensive marketing efforts, in particular through DTC brands e.g. film product placement, celebrity and royalty endorsements, sponsorships, and association with Indian haute couture designers. 

Market entry challenges for SA include dominance of local supply, established trade relations with competitors and cost-driven competitiveness in the majority of the market.

However, there may be some opportunities for ethnic design and production partnerships, in particular through pending trade agreement with SA.

THAILAND 

Thailand's gems and jewellery industry has systematically developed from a cottage industry to a large-scale export industry - limited local market (except for tourists)

Creation of "Bangkok Cut", which is widely admired
Majority of demand tourist related

Traditional belief suggests that by wearing certain jewels and clothes which agree with the colour of the day and/or birth month would bring good fortune and success 

Quality, attention to detail and reasonable pricing



Strong established trade relations e.g. with India, China, Europe, US, Australia.

More of a competitor than potential market for SA.

DUBAI

Diamond jewellery demand expected to boom in the next decade in Dubai and rest of Middle East 

Dubai jewellery market estimated at approximately 150 tonnes p.a., 25% of market is diamond jewellery. 
U$S1.2bn of polished imports in 2002; expected to rapidly increase in the next few years
Purchasing criteria:

· Competitive pricing

· Excellent quality

· Both traditional & modern designs, depending on market segment

Consumer profile:

· Couples

· Men who opt for diamond platinum jewellery

· Increasingly foreign clientele (Americans, Europeans)

Additional polished trade purchasing criteria is reliability of supply


Key sales channels:

· Airport retail key for tourist spend 

· Gold Souq, with Diamond Exchange, and Centre for Diamond and Coloured Stones, is increasingly major hub

Market entry challenges for SA include strong relationships with India and other competitor suppliers (Belgium, Italy, US, Hong Kong, Singapore etc); growing local supply and compliance with non-tariff barriers related to quality, certification and packaging.

However, may be some opportunities in utilising wider trade relations with SA, creating partnerships, and supplying white gold and platinum jewellery. 



ISRAEL

Market not expected to grow, focused on exports 

Demand for polished diamonds expected to continue - polished imports estimated at US$988m in 2003, up from US$522m in 2002 
Purchasing criteria

· Excellent quality

· Continuity of supply

· Competitive pricing

· Sustainable relations
SA has well-established trade relations with Israeli diamond industry, but emphasis on supply of rough; 

May be some additional opportunities to supply Rounds and Fancies. 

EUROPE

Diamond jewellery sales of approximately US$7,770m in 2002, with a diamond content of US$1,689m. Demand for diamond jewellery in major EU markets has been declining, except in the UK where it has been growing.  

Italy is the largest jewellery manufacturer, followed by Germany and the UK 

Belgian imports US$7,159m of rough, but a large portion is re-exported, while only a small portion is still cut and polished in Belgium.


Significant competition with other luxury goods - diamond sales growth lags behind GDP growth 

Trend towards smaller diamonds, white metals, coloured diamonds

Increase in self-purchases by women and purchases by men; growth in importance of branding

Belgian polished focus on stones of greater than 1 carat


Retail dominated by specialist jewellery retailers in most EU markets, but growth in chain stores, in particular in lower end of market. 

Agents and importers continue to play a role in distribution. 

Role of marketing is growing e.g. celebrity endorsements (e.g. Samantha Mumba), associations with lifestyle events (e.g. Formula 1).

Trade fairs are important market entry channels e.g. Baselshow, Switzerland.  

While South Africa has well-established trade relations with Europe, growth in the market will be challenged by domestic supply and major competitors such as India and China.



UK (example of market within Europe)

Diamond jewellery retail was US$1,495m in 2002, of which US$299m diamond content at wholesale price, and has been growing

Platinum demand is expected to grow even further 


Increase in self-purchases, men purchasing more jewellery

Trends are towards white metals - platinum is very popular, in particular for engagement rings 


Specialised jewellery retail outlets an important channel (58% market share in 2001), but large retailers becoming increasingly important. As with rest of Europe, celebrity endorsements are key to marketing e.g. David Beckham endorsement boosted sales to Scottish males.

South Africa has very well established trade relations with UK, in particular through DTC relationship.  May be some opportunities to supply high-end jewellery e.g. platinum set rings. Growth in the market will be challenged by EU supply (e.g. Italy) and other major competitors such as India and China.  

RUSSIA

Accurate figures unavailable, but seems to be a growing demand for diamond jewellery in Russia, estimated at US$1bn per annum

Most of the luxury jewellery products in Russia are imported
Estimated 2,200 companies producing jewellery in 2002
Largest cutting & polishing industry of any diamond producing country employing approximately 5,000 workers
New elite emerging, Russian billionaires, who are young, and sophisticated, purchasing for partners and spouses

Fashion-conscious, brand aware market

Lower end of the market also favours white metals, but cannot afford platinum 
Distribution and retail through retail chains, individual boutiques and importers of luxury goods.  Boutiques frequently operate an independent purchasing policy. Local importers like Mercury, Jamilco, East & West (Bosco di Ciliegi), Crocus and Lux Holding have developed a chain of boutiques in Moscow, St Petersburg and some other major cities in Russia.

Marketing increasingly important, with presence of television, print media, outdoor, and point-of-sale displays.  However, greater local relevance is required, as currently Western Europe-oriented.  
SA market entry and growth will be challenged by established trade relations with Europe, US and China, as well as domestic supply.  

However, may be some opportunities in high-end market for white gold and platinum. 

SOUTH AFRICA

Total value of jewellery market - estimated at between R1,517m and R3,277m 

Diamond Jewellery value estimated at between R759m and R1,638m

Diamond Jewellery spend 2.5% - 5.5% of the durable goods spend (R30bn) Jewellery sector is South Africa’s slowest growing retail sector over 5 years with a decline of 6.7% p.a.


Diamond jewellery sales tourists estimated at growing by between 15-25% per year 

High-end customers and tourists are more concerned about quality

Medium to low end customers are more price conscious 

Reliability of supply is critical for business-to-business demand


Vast majority of marketing in South Africa is conducted by the mass retailers.

Cutters and polishers who have access to large volumes of diamonds (i.e. De Beers sightholders) dominate local supply

Increase in securing of polished diamonds from international suppliers.

Retailers buying polished diamonds on behalf of manufacturers.

Vertical integration and its role in competitiveness and sustainability 

The table below demonstrates how the majority of value in the diamond industry can be secured at the retail end, with far more limited value increases through production of polished diamonds.  This phenomenon underpins the tendency for vertical integration in various forms.  
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Figure 7: Value progression across the diamond value chain

The trend of vertical integration in the industry is raising the importance of the competitiveness of the diamond pipeline as a whole. This trend is at least in part driven by De Beers’ Supplier of Choice strategy, but also related to global cross-industry drives to improve efficiencies in supply chains. There are numerous competition implications of structural changes in industry

· Competitiveness comes from reduction in the number of intermediaries in the supply chain, improvement in the efficiency of distribution systems, coordination of processing with end-consumer demand, common ownership in the pipeline enabling tighter control of margins, as well as effective marketing and branding efforts to enable higher end consumer prices.  

· As a result, distance from, or poor linkages into the major consumer markets, presents a major hurdle that needs to be overcome 

· Increasingly the diamond industry is made up of larger players with linkages to lifestyle industries; the role of the small enterprise/diamantaire is under question, but there may be some niche roles e.g. it can provide significantly different quality, customisation or specialised retail experience

· The widespread role of trading is also under question; in future it is likely that traders will need to demonstrate their “value-add” in order to be retained as part of distribution systems, potentially with a niche role in serving the needs of the remaining smaller diamantaires 

These trends clearly demonstrate that, as an economy that is far from major diamond jewellery consuming markets and with limited current scale, cost and quality competitiveness in diamond and jewellery production, it will be very difficult for South Africa to significantly expand its share at any individual stage of the diamond pipeline.  Given the highly competitive and globalised nature of the diamond pipeline, there are no “obvious” under-served aspects of the market which South African suppliers have not been aware of to date. Whilst individual companies may find new or expand existing market niches, accessing additional opportunities at any significant scale will require long-term interventions to change the structure of industry players, overcome obstacles to cost and quality competitiveness and facilitate access to end consumer retail.  

1.3 Desired positioning of the South African diamond industry

Current positioning 

South Africa is one of the few countries (along with Russia, and to a lesser extent Canada and Australia) that have activity all the way along the diamond pipeline.  Cutting and polishing is relatively competitive in larger stones (although there appears to be a declining / aging competence in this area), and there is only limited niche competitiveness in high-end diamond jewellery (tourism retail and some exports).  Current trading is based on historical relationships, the need to trade allocations that are not cuttable in SA currently or where more profit can be made from selling the rough stone internationally.  

Desired strategic positioning of the South African diamond industry

Based on domestic supply conditions, the international competitive landscape and the stakeholders’ value-addition priorities, the following desired positioning has been identified:

· Short to medium term – cutting and polishing of mid to large stones, niche markets for handcrafted diamond jewellery, in particular for tourism market, and potential creation of a SADC/African trading hub

· Longer-term – extension into higher-end diamond jewellery manufacture and retail

These are unlikely to be massive scale of additional opportunities, but rather more niche areas, given the “head start” and more favourable cost conditions in some other emerging hubs such as China and India.  

Motivation for limited focus on other areas:

Why not smaller stones? The current industry structure is too small scale, and has inadequate use of technology to compete with scale and technology intensive competitors, contributing to a processing cost per carat that is much too high. This is an area where price is much more important than quality, and many other producers can produce far more efficiently than South Africa.  

Why not industrial diamond processing? 

Industrial diamond processing is not attractive to South Africa for numerous reasons.  Industrial diamond processing is increasingly dominated by synthetic diamond inputs (over 90% synthetics and increasing).  Even more than the processing of smaller stones, the need for scale and low factor costs restricts competitiveness and differentiation opportunities for a relatively high cost location such as South Africa’ the fundamental economics of South African production would need to be changed in order to create widespread opportunities in industrial diamond processing.   Final processing tends to be located close to major processing and industrial hubs.  For example, the largest market for industrial diamonds, the US
,has significant production capacity of its own and major domestic synthetic supply which is expected to increase. 

Why not an extensive trading focus in the long-term (with the potential exception of the SADC/African trading hub)? The trend of increased vertical integration is likely to result in less trade in the open market in the long term.  South Africa also has an uncompetitive operating environment that is unlikely to be able to match the proximity to markets and incentivised environment of major trading hubs such as Antwerp, Israel and New York and emerging hubs such as Dubai and Shanghai (including tax concessions and deferments, financing and infrastructure).  These trading hubs are also better located as centres with a long trading heritage and reputations for trading various commodities to major consuming markets.   Addressing these inadequacies would require massive government interventions and special concessions for the diamond industry that are not available to other dollar-based commodities or capital-intensive production processes. 

Why not mass production jewellery?  This is a highly price sensitive part of the market, less scope for differentiation.  SA is unlikely to be a sufficient scale player to service this market.  In addition, this market segment provides limited opportunities for value addition and margins, and is highly capital intensive with limited employment generated per ton of gold or platinum worked.

Realising the identified opportunities is not a foregone conclusion, given the highly competitive nature of the international industry and the domestic challenges facing the industry.  Depending on constituency agreement on interventions and effectiveness of rollout, each of these potential opportunities will become more or less feasible. Further detail in this indicative position is included in the table below, along with some of the key issues that will need to be addressed in order to realise these opportunities more fully. 

POTENTIAL AREAS OF GROWTH AND OPPORTUNITY
POTENTIAL GEOGRAPHICAL MARKET FOCUS
DEPENDENT ON ADDRESSING:

1. SADC or African trading hub - diamonds & gems

· Various

· Effectively addressing perceptions of conflict diamonds

· Strong working relationships with other African suppliers

· Agreement with African states on SA as a hub, rather than other options 

· Ideally, agreement by De Beers to move some or all African-origin diamonds through the hub 

· Facilitation of flow of buyers, diamonds and foreign exchange, taking into account transparency and prevention of money laundering practices

2. Cutting & polishing - mid- to large stones

· US

· China

· Hong Kong 

· Dubai
· Improving cost structure of cutting & polishing

· Supply of rough - accessibility, quality and price

· Consolidation of supply - buying, production, marketing and distribution

3. Platinum set jewellery

· Dubai

· US

· Russia

· Eastern Europe

· Hong Kong

· Europe

· Japan
· Integration of diamonds into wider platinum beneficiation projects

· Consolidation of supply - buying, production, marketing and distribution

· Quality, technology and design improvements 

· Brand development

4. High-end white gold set jewellery
· Russia 

· Japan

· UK
· Consolidation of supply - buying, production, marketing and distribution

· Quality, technology and design improvements 

· Brand development

5. Design-led and fashion-oriented jewellery under SA designer and international luxury brands, with related marketing drive 
· US

· Japan 

· UK

· Tourist market

· Domestic market
· Building relationships with fashion and design industry locally and internationally

· Strengthening design initiatives

· Quality and technology improvements

6. Niche supply of customised jewellery to speciality/smaller retailers
· US

· Japan

· Europe
· Improved market intelligence - understanding structure of niche and speciality retail structure in key markets 

· Quality, technology and design improvements

· Accommodation of customisation and exclusivity requirements

7. Ethnic - inspired/ influenced jewellery - bracelets etc
· India

· US - African-American 

· SA - tourism market
· Quality, technology and design improvements

· Consolidation of supply - buying, production, marketing and distribution

Principles of intervention


In Kaiser Associates’ view, any programme of interventions should be underpinned by the following principles:

1. Sustainability and creation of long-term competitiveness 

Interventions that do not encourage the long-term competitiveness of the industry may have short-term benefits, but are likely to be unsustainable, as well as potentially creating counterproductive responses from international players (e.g. short-term relocations to utilise incentives with no long term commitment).

2. Reasonable costs relative to likely benefits accrued 

Compared to many other industries, diamond value-addition industries are highly capital intensive and have significant risks and barriers to entry, in particular in the South African context where the industry is towards the end of its “life cycle”.  The industry is therefore likely to have a high “cost-per-job created”, and is unlikely to create large-scale employment opportunities (relative to sectors with less barriers to entry and greater labour intensity such as services). This limited scale of potential benefit should inform any investment of public sector resources into supporting the industry. 

3. Support broad-based transformation of the industry while enabling maintenance of necessary global network

There continues to be a serious lack of transformation and integration in much of the diamond pipeline.  A large proportion of the downstream industry remains in foreign hands.  Any efforts to support the industry should include empowerment transformation as non-negotiable in order to ensure that any benefits are more equitably shared.  However, linking to the first principle of sustainability, a careful balance is required to ensure that new entrants are not encouraged into enterprises that are ultimately unsustainable and potentially disempowering, and appropriate networks are developed and maintained with key global players that will be critical to the success long-term success of the industry
POTENTIAL AREAS OF INTERVENTION TO ACHIEVE GREATER SUSTAINABLE GROWTH AND COMPETITIVENESS

The sections below address in turn each of the potential areas of intervention that have been identified in order to achieve the strategic positioning of the South African diamond industry set out in Section 1.4. 

Factors required to improve competitiveness

Potential interventions 

Achieving competitiveness in the strategic areas set out about has much in common with achieving competitiveness in other industries.  However, there are some particular challenges due to the nature of diamond processing and the global structure of the industry which require specialised treatment.    

Areas that have a different emphasis the diamond industry include ownership and structuring of operations, access to inputs (i.e. rough), financing and cash flow management, design and branding.  Elements that are more common to other sectors include productivity, process and technology improvements, skills and logistics. 

In addition, there are factors in the enabling environment, such as information gathering and dissemination, industry organisation and producer country cooperation, which could assist role players in gaining greater insight into the industry and effecting transformation and competitiveness improvements in the industry.    

Because the diamond industry is one where historically there has been significant intervention by government and industry organisations in all major diamond hubs, competitiveness improvements in South Africa would require actions by both industry government to create a conducive regulatory and operating environment.    

Further detail on each of these competitiveness factors is discussed in the problem analysis for each area of intervention.  

The areas of intervention are therefore structured around these elements that need to be addressed, as follows:  

1. Ownership - vertical integration, empowerment transformation and investment 

2. Increased access to suitable and affordable rough to local industry

3. Creating enabling financial environment and improving cash flow

4. Accelerating design commercialisation initiatives

5. Integration into SA design and international luxury goods brands, with extended marketing efforts

6. Improved productivity of cutting and polishing and gemstone jewellery industry – labour, management, production process/quality and technology improvements

7. Accelerated development of advanced cutting, setting and jewellery manufacturing skills

8. Streamlining logistical flow of rough stones, polished diamonds, diamond jewellery and buyers

9. Industry information gathering and dissemination

10. Industry organisation  

11. International producer country (in particular SADC) cooperation and value-addition strategy

While in practice some of these interventions might be consolidated and packaged together, here they have been separated out to facilitate decision-making.

The options and strategic recommendations have drawn, in particular, on the following:  

· Proposals put forward by various constituencies

· Interventions identified through the benchmarking 

· Kaiser Associates’ understanding of relevant interventions developed other sector development programmes. 

In the absence of further interventions, it is likely that only the larger players that are relatively competitive (or smaller players that have secured competitive niches) will remain sustainable. There might therefore be a decline in smaller players and new entrants.  

Please note that the inclusion of these options is to demonstrate the widest range of potential interventions, and does not imply that there is agreement or endorsement of any option.  

Each of these areas is discussed below, through a summary of the problem analysis that has emerged from the research, an overview of current or planned interventions and lessons from benchmarked countries, further detail the range of potential interventions, and constituency representatives’ responses to these options to date
, in particular through the diamond industry workshop convened in October 2004 and Counterpart Group working sessions on 3 November 2004 and 1 February 2005. 

Ownership - vertical integration, empowerment transformation and investment 

1.3.1 Problem analysis

Vertical integration

There is a global trend towards vertical integration, from rough production through to retail, driven by producers such as De Beers and BHP Billiton.  This trend is related to wider global economic trends of consolidation and improved efficiency in supply chains.  It is potentially driven more strongly in the diamond industry by dominance of production by a few multinationals, which aim to increase margins from rough sales, which is facilitated by boosting retail prices through branding.  Controlling both production and retail, while outsourcing intermediary processing to low cost centres, provides the most profitable position for these multinationals.   Within this context, cutters and polishers and jewellery manufacturers try to overcome low margins and high debt levels by extending downstream into retail.  

Vertical integration also assists with cash flow management and VAT management, because of intra-company exchanges rather than payments to third parties. 

South Africa is falling behind in this trend, with the exception of a few operations (some operations are already vertically integrated with the tourism industry in order to provide a steady stream of potential customers into retail outlets, while a few others have set up retail facilities in major consuming markets).  This lack of widespread vertical integration is likely to be due to the following:

· The absence of a significant domestic retail market

· Poor linkages to retail in major consuming markets.  

· A lack of trust, cooperation and understanding between parties

Scale

There is a also a need to be able to produce polished stones and jewellery at scale in order to be more cost competitive and supply the needs of markets. Much of the South African industry is made up of smaller diamantaires, with limited clustering.  As a result, there are limited scale effects for the industry.  

Empowerment transformation

There is some empowerment representation in the rough production part of the industry e.g. Trans Hex and some diggers.  However, there are significant barriers to meaningful and sustainable entry of black players into the downstream diamond industry, despite the relative ease of access to licenses.  Some of these barriers include:

· Exclusion of majority of population from ownership and participation in industry

· The industry is considered “uninviting”, untransformed and closed to outsiders, with ability to succeed depending on being included in networks of trust, often based on family relationships that have been developed over generations 

· The skills levels required are difficult to obtain and require long term investments

· Margins are considered low and risks high compared to other industries 

· The lack of accessible, affordable and reliable rough supply for non-sightholders makes to difficult to run a viable enterprise

In driving empowerment transformation in the sector, these factors need to be considered - care should be taken not to encourage black players to enter unsustainable enterprises. There may nevertheless be opportunities for empowerment through wholesale restructuring of the industry and joint ventures. 

Investment 

Foreign direct investment into the industry has been limited.  The restriction of sightholder opportunities and the inefficiencies of the operating environment may contribute to this.  Limited interest from new competitive players (such as India and China) has been evident. 

1.3.2 Current and planned interventions

The mining charter with its balanced scorecard for empowerment is the primary intervention that is being developed.

1.3.3 Lessons from benchmarking

Benchmarking shows that most vertical integration efforts have been driven by the private sector rather than government.  

Clustering of a large number of smaller producers is a more traditional strategy to improve coordination throughout the pipeline and improve competitiveness through sharing service.  Antwerp is the most developed example of this clustering for cutting and polishing and trading, with a 2 sq mile Diamond District containing an estimated 1500 diamond firms.  Facilities created through the cluster include:

· Guarded and traffic-free streets

· Specialised banks which also process shipping transactions

· Police patrols

· Private security firms that secure transport

· Specialised insurance and transport companies

· Dispatching firms and courier services

· Four bourses are located in the district. 

· The Diamond Office processes all administration requirements for importation and exportation, and includes a customs office and a post office.

· Close proximity to Brussels International Airport 

However, this clustering has not provided sufficient competitive advantage to prevent the rapid decline of the cutting and polishing operations in Belgium. 

In Italy’s jewellery manufacturing industry there are two main clusters - in the Vicenza/Bassano area and the Arezzo area, and smaller clusters in Milano and Valenza. There are numerous companies, which supply goods and services to jewellery companies, particularly machinery. The “district effect” resulting from the clustering of small companies results in a dynamic that it beneficial for the industry.

Benchmarking demonstrates that the creation of strong and trustworthy relationships with other countries is essential to enhance trade flows and to maintain a prosperous export-orientated diamond industry, such as those in India, Dubai and Italy.  This should be kept in mind when addressing ownership and industry structures.  

1.3.4 Intervention options 

Core activities
Role players
Potential costs and benefits 

1. Agreement on industry transformation, application of balanced scorecard and addressing perceptions of being “uninviting” to new entrants

· Agreement on downstream industry transformation through industry forum 

· Information sharing on opportunities in the industry and transformation efforts


· Industry associations

· DME

· the dti

· Costs

· Facilitation costs 

· Benefits

· Greater inward mobility attractiveness to new entrants 

2. Support for integration of companies into jewellery manufacturing, retail and tourism 

· Identification of suitable potential joint venture partners

· Facilitation of deals by government or intermediaries 

· Support through investment and enterprise development incentives 
· Producers, processing, manufacturing

· Retail

· Tourism operators 

· the dti, DEAT


· Costs

· Incentive utilisation

· Facilitation

· Benefits

· Improved sustainability of enterprises

· Greater marketing opportunities  



3. Collective purchasing of inputs, equipment use, distribution and marketing (for those entities not willing are able to fully integrate vertically)

· Establishment of collective buying mechanisms e.g. brokers, non-profit intermediaries 

· Agreements on shared use of under-utilised equipment 

· Shared distribution costs 

· Shared marketing costs 

· Physical clustering of processors
· Producers, processing, manufacturers

· the dti, DEAT (support and facilitation)


· Costs

· Facilitation

· Legal contract development 

· Potential relocation costs

· Benefits

· Improved cost-competitiveness and effectiveness of enterprises   



4. Foreign investment joint venture facilitation

· Targeting of investment that can bring employment, technology transfer and skills transfer opportunities e.g. India, China, US

· Identification of obstacles to investment

· Investment facilitation and support through investment and enterprise development incentives


· the dti, TISA


· Costs

· Investment facilitation costs

· Benefits

· New investment, employment  



1.3.5 Constituency views

Business (in particular De Beers) has proposed the application of a balanced scorecard for beneficiation licensees as the primary mechanism to encourage transformation and value-addition. De Beers is also in the process of revising its sightholder criteria to include empowerment criteria. 

Smaller producers within the business constituency have noted that it will be difficult for many small cutters and polishers to either integrate or cluster, because they have established operations that are spread out geographically and prefer operating as independent entrepreneurs.  

Increased access to suitable and affordable rough to local industry

1.3.6 Problem analysis

While there has been much debate over the past few decades over the degree of availability of rough in the open market (i.e. non-sightholder), it is clear that there are cases of insufficient choice of rough and the lack of affordability for local buyers of rough.  

There may be differing opinions on how “suitable and affordable” rough might be defined.  However, suitability relates primarily to matching the market demand and cutting capabilities in terms of caratage, colour and clarity, while affordability relates to the actual or perceived margins that can be obtained for final polished (i.e. sale price less rough costs and operating costs).  

Numerous potential reasons for this situation have been proposed by role players, with varying degrees of agreement and dispute as to their validity.  There is a relatively high level of agreement that a major factor is that local industry players are unable to afford diamonds offered locally at internationally competitive prices, because of the limited cost competitiveness of their production systems
 (relating to organisation structure, productivity, technology use, management capacity and regularity of throughput of rough/capacity utilisation) and/or the price that they can secure for their polished product or finished jewellery goods (related to distribution systems, access to final retail, marketing and quality of goods produced)

Other issues raised were there is some agreement include:

· Local industry players have cash flow and financing constraints which inhibit purchasing power and create debt financing costs 

· The proliferation of cutting polishing and trading licensees has created an unrealistic number of very small players that are not sufficiently competitive and well financed to purchase rough at global rates

· There have been periods when rough prices have been inflated by speculation and downstream stockpiling practices (as was the case with Indian buyers during 2004), with limited commensurate increase in polished prices, or a delay in polished price increases, thus squeezing the margins of processors

· Rough prices have been maintained or raised by the market domination by a few multinational producer companies through both control of supply and end consumer marketing – this is considered by producers to be in the interests of retaining the viability of mining operations  

Additional issues that have been raised, but not substantiated with evidence, include the following:

· Smaller players are not invited to attend tenders or granted appointments to view stones

· There may be instances of rough prices being inflated by money laundering 

· The qualitative valuation systems for stones are open to interpretation and potentially manipulation to serve particular interests

De Beers, as the dominant producer in the South African market, is a major potential source of rough.  Its current system of aggregation of all its global production through the London Mix and reallocation to its core clients/sightholders does not allow for tracking of the origin of stones (with the exception of rough above 10.8 carats and fancies, which are retained in South Africa)
.  It is therefore difficult to determine the exact share of rough returning to South Africa through the London Mix that is of South African origin (please refer to the table in Section 1.3. for an indication of the equivalent rough supplied to SA sightholders as compared to mining output(by volume and value in various categories) 

Particular issues about the sightholder system have been raised by both sightholders and non-sightholders:

· There is a stated lack of confidence by some sightholders that presentations of production are true reflections of the actual range of production  

· Some sightholders argue that the required practice of indicating preferences 6 months in advance creates inflexibility, as market requirements may change during that period, which requires trading 

· Other players are concerned about the amount of onward dealing taking place by sightholders, despite their stated obligation to process at least 85% of their allocation

· The Supplier of Choice strategy, with its associated reduction in the number of sightholders globally, may create vulnerability to future exclusion from supply, for those processors that cannot meet the criteria  

· In De Beers’ view, there is sufficient flexibility within the system to accommodate sightholder needs as far as possible, within the constraints of serving the needs of a global client base and limits to production supply 

Issues with respect to the functioning of Diamdel have also been identified:

· Significant trade appears to be taking place with larger players and dealers, which is not understood to be the mandate of Diamdel

· Smaller players are often being told that rough is not available

· In particular, black-owned players have stated that Diamdel does not serve their needs

· In cases where rough is offered to smaller players, allegations have been raised that prices are inflated for the quality of stones on offer, the number of stones to be bought at any one time is considered inadequate to run a viable operation 

· Concerns have also been raised from the De Beers and Diamdel perspective that those requesting rough need to be prioritised in terms of their ability to secure value for the polished stone, in order to be sustainable and encourage sustainable mining operations; rough therefore cannot necessarily be provided to all who request it.  

Tender house operations have also been criticised as follows:

· Some local players argue that it has become harder to compete with international buyers, who have greater access than previously through the now relatively centralised system

· Even smaller parcels are considered unaffordable for some smaller players

However, in some cases tender houses are seen as an opportunity to improve access to local players (e.g. creating cutting operations in the Kimberley area supplied through local tender houses with appropriate parcels).  

According to some producers, suitable locally mined rough is likely to diminish over the next 5 to 10 years as mining output decreases; this is challenged by some alluvial diggers who feel that there may still be untapped reserves and therefore long-term opportunities in alluvial mining and further working of former large-scale operations on a lower cost base.  Consideration also therefore needs to be given to alternative (non-South African) sources of rough in the long term.

Current and planned interventions

The current system requires payment of a 15% export duty unless offered to the local market or under the Section 59 agreement (De Beers and Trans Hex production).  The current Section 59 agreements were supposed to enable producers to export rough, while providing for local rough needs.

· De Beers exports all production and is obligated to bring back the equivalent value in suitable stones through the London Mix (these stones may be from anywhere, and cannot currently be traced in origin on an individual basis, although parcels give an indication of the range of countries of origin)

· Trans Hex offers all stones locally, but estimates that less than 20% of stones are bought locally at the first buyer stage; even these stones are not necessarily cut in South Africa (potentially, less than 5% are locally retained)  

This system has not been fully transparent, and appears to have been exploited - the export duty has only been paid on rare occasions, but the system has not resulted in sufficient local supply. 

The draft of the proposed amendment that was discussed by the Counterpart Group proposed an across-the-board export duty with no “standard” exemptions and no deferments, although there is potentially scope for exemptions on the basis of Ministerial discretion (jointly by Ministers of Minerals and Energy and Trade and Industry).  The amendments also propose the establishment of a central Diamond Exchange for exports. 

The January 2005 Bill including Amendments to the Diamond Act 56 of 1986 indicates the following:

· The level of export duty will be set by a separate Act of Parliament (no money bill available as yet); 

· “(1) No licencee may be assisted by non-licencee or permit-holder referred to in section 26 (e) during the viewing, purchasing or selling of unpolished diamonds at any place where unpolished diamonds are offered for sale in terms of this Act, except at a Diamond and Exchange and Export Centre.

· (2) No holder of a Diamond Trading House referred to in section 26 (f) or any person authorised in terms of this Act to sell unpolished diamonds may allow the assistance prohibited in section 20A (1).

· Section 26 of the Diamonds Act, 1986 to be amended to require that “diamonds intended for export must first be offered at a Diamond Exchange and Export Centre before being registered for export, and shall be subject to the export duty as contemplated in section 62 (2) of the Act””.

· “…The Minister may from time to time determine by regulation, a percentage of unpolished diamonds that must be cut and polished locally and provided that any remaining percentage shall if exported be subject to export duty contemplated in section 62 (2) of the Act”.

·  “(e) A temporary diamond buyer’s permit valid for a period not exceeding one week as prescribed by regulation entitling a non-South African citizen to buy unpolished diamonds from the Diamond Exchange and Export Centre and to register those unpolished diamonds for export as provided for by law: Provided that such unpolished diamonds shall be immediately registered for export and be subject to the export duty as contemplated in section 62 (2) of the Act.

·  “(f) A Diamond Trading House licence as prescribed by regulation, valid for a period not exceeding five years entitling the licensee to facilitate the buying and selling of unpolished diamonds locally on the approved premises as contemplated in section: Provided that the Regulator shall determine and annually review the total number of Diamond Trading House licences necessary in South Africa and provided that each of South Africa’s nine Provinces shall be entitled to have at least one holder of such licence if the application requirements of this Act are complied with.
· “Section 77A is hereby inserted- In order to promote regular supply and equitable access to, and local beneficiation of unpolished diamonds, the Regulator (1) must with the approval of the Minister determine the terms and conditions under which all producers, associations or organisations of producers offer unpolished diamonds to local beneficiators. In determining the terms and conditions in subsection (1), the Regulator must after consultation with the Director-General, within six months from the commencement of this Act, and thereafter annually identify and categorise producers, associations or organisations of producers, and annually and after investigation and consultation with the local diamond industry, take into consideration the amount of South Africa’s rough diamond production; the quality, quantity and class of each producers’ annual production and its suitability to local beneficiation; the local demand of unpolished diamonds; classes of unpolished diamonds economically cuttable locally; and any other relevant factors: Provided that the Regulator may exempt from export duty, the local production determined not economical to polish locally. (2) May enter into a partnership with a producer or class of producers or licencees. (3) May establish a juristic person/s which also shall have the power to enter into agreements with any producers, associations or organisations of producers and to perform any other related functions.”

Interim measures prior to the amended legislation coming into force include notices by the SA Diamond Board with respect to issuing of Section 40(1) permits, restricting the export of cuttable goods. 

De Beers has made various proposals with respect to an amended sightholder system and application of a balanced scorecard approach to granting of beneficiation licenses.  As of July 2005, it is putting in place a system where its global sightholders can apply for one additional sight allocation in a producer country (currently defined as Botswana, Namibia and South Africa) in cases where it has existing production capacity in those countries.  The stated intention is to encourage further local processing while enabling linkages into global distribution and retail, thus improving the sustainability of these operations.  

De Beers and DME are already in discussions on reviewing the role and ownership of Diamdel. 

1.3.7 Lessons from benchmarking

The benchmarking revealed that, in mining countries that want to develop a domestic polishing industry, to ensure consistent supply of the right quality and volume to local cutting and polishing industry, mining countries have enforced mining companies to provide these specified quantities of rough to local manufacturers thus helping facilitating growth of local manufacturing. In the case of Canada this is through MoUs with BHP Billiton. In Russia, state-owned mining companies are channelling quality rough to the domestic industry.  In several cases, cutting & polishing is done in-house by these companies.

For non-producing countries and producing countries with inadequate local supply of rough, relationships for sourcing diamonds from different countries have been built over many decades, such as Israel, Belgium, and South Africa.  Rough imports tend to be zero rates or low and declining duties (with zero rating within special economic zones).  The presence of many De Beers sightholders is also seen to improve rough access.  For example, many DTC sightholders are based in Antwerp, and there is a large supply of rough from Rio Tinto, Aber and BHP Billiton, and Angola and Australia
.

In the case of India, Belgium is the number one diamond supplier to India in terms of trade statistics, because of trade hub and outsourcing relationship; however, it is expected that India may begin to source directly from producer countries rather than through Belgium.  The GJEPC invites countries to explore areas of co-operation in the supply of rough diamonds and offers co-operation in jewellery manufacturing as a method of creating relationships with suppliers of rough.  

1.3.8 Intervention options  

Core activities
Role players
Potential costs and benefits 

1. Transparent, disaggregated production records and valuation systems 

· On-site inspection of production (comprehensive or random)  

· More objective, transparent and well-resourced valuation at sorting, tender and sale stages, with records by the 4Cs (training for GDV officials outside of the DTC system would improve perceptions of impartiality) 
· DME

· Diamond Board/successor

· Industry (cooperation)
· Costs:

· Significant inspection infrastructure required to increase capacity for random inspections 

· Salaries and support infrastructure for valuators

· Related administrative costs

· Benefits

· Greater transparency around production figures, reduced risk of infiltration of conflict diamonds into mainstream production



2. Targeted export duty for SA-cuttable stones

· Globally comparable export duty on rough that can be competitively cut in SA, depending on other additional costs to producers e.g. royalty

· “Cuttable” definition reviewed on an annual basis through a more inclusive mechanism

· Carefully regulated and tracked exemptions for temporary exports 


· DME

· Diamond Board/successor

· Industry (cooperation)


· Costs

· Potential impact on pricing and competitiveness of rough producers, negative impact on marginal mines & diggers

· Inspection infrastructure required and related administrative costs

· Benefits

· Greater transparency

· Greater availability of suitable rough



3. Set aside of percentage of production 

· Regulation or agreement on a percentage of production to be retained and value-added in local market 

· Carefully regulated and tracked monitoring 


· DME

· Diamond Board/successor

· Industry (cooperation)


· Costs

· Potential impact on pricing and competitiveness of rough producers, negative impact on marginal mines & diggers

· Inspection infrastructure required and related administrative costs

· Benefits

· Greater transparency

· Greater local availability of suitable rough

4. Memorandum of Understanding between government and producers 

· Negotiation of agreement between individual producers and government on mechanism to balance supply of local market and international market 


· DME

· Diamond Board/successor

· Producers 


· Costs

· Potential (marginal) impact on pricing and competitiveness of rough producers 

· Inspection infrastructure required and related administrative costs

· Benefits

· Greater transparency

· Greater local availability of suitable rough

5. Amended sightholder / core client system

· Strengthen beneficiation obligations of sightholders, linked to mining charter balanced scorecard obligations

· Integration of BEE requirements into primary selection criteria 

· Flexibility of ordering system for local sightholders (timings, obligations on regular purchase etc), with associated obligation to polish all rough received

· Ideally, direct supply of SA stones, with “top-up” from alternative sources (i.e. SA stones not routed through the London Mix)

· Independent monitoring and greater reporting accountabilities
· DME

· Diamond Board

· De Beers and DTC

· Sightholders 


· Costs

· Administrative costs

· Reduced revenues to sightholders from trading

· Benefits

· Improved efficiencies in flow of stones

· Greater clarity on processing responsibility vs. dealing 



6. Review role and operations of Diamdel or successor/s, with focus on identification and development of viable cutting enterprises 

· Transparent record keeping

· Review of ownership and accountability

· Increased supply of rough 

· Transparent prioritisation of client base (e.g. by BEE ownership, size, enterprise viability)

· Exclusive supply to cutting and polishing operations (no sale to dealers or on-trading permitted)

· Links to enterprise support
· DME

· Diamdel

· De Beers

· Producers (cooperation and feedback)
· Costs

· Revision of systems

· Administrative cost

· Benefits

· Greater availability of suitable rough to smaller players

7. Review regulation of possession of rough by locals and foreigners 

· Consider decriminalisation of possession of rough by locals

· Review conditions of licenses

· Review practice of foreigners buying through local licensees 


· DME

· Diamond Board

· SAPS


· Costs

· Legislative amendment and related administration

· Benefits

· Greater accessibility of rough to local players

1.3.9 Constituency views

Diamond producers within the business constituency expressed strong concerns about the potential negative impact of any interventions that had the potential to depress rough prices, such as export duties and set-asides. Producers have also questioned with the WTO compliance of a product specific export duty. Detailed monitoring of production, set-asides etc, was considered by business to be impractical.  

Concern was also expressed by business that the local industry might not be ready for significantly greater volumes of rough, and long-term competitiveness of the industry should rather be prioritised, and that a phased approach would be more appropriate, with greater volumes of rough being released into the domestic market as suitable capacity was demonstrated. 

De Beers stated its views on the benefits of aggregation for the South African diamond industry, in terms of range, consistency and scale of supply.  The company feels that direct supply would have a negative impact and would erode the benefits of DTC’s coordination and marketing role, which increased prices and improved the viability of mining operations.  It added that a “top-up” system was unlikely to be feasible as other producer countries would not support this if SA production were not generally available.  Initial efforts to amend the sightholder system were being taken, with respect to taking steps to include local beneficiation and empowerment criteria.  

With respect to Diamdel operations, business questioned the viability of not selling to dealers or on-selling to dealers.  In business’ view, selling to dealers by Diamdel might be required to sell off production that was not “economically cuttable” locally e.g. some portions of Alexkor production.  Business also raised the issues that on-selling to dealers might be necessary by polishing operations in cases where supply was not adequately tailor-made to their requirements, in order to retain viability of operations.  

1.4 Creating enabling financial environment and improving cash flow

1.4.1 Problem analysis

The diamond industry is a capital-intensive and dollar denominated business.  This leads to cash flow constraints and high levels of uncertainty around costs and revenues.  This creates barriers to entry, limited attractiveness to new entrants, in particular small and BEE enterprises. 

The practice of buyers (in both the domestic and international market) of buying on “appro” or consignment creates significant pressure on cash flow as rough is currently supplied only on a cash basis.  This is particularly problematic for smaller players. 

Financial costs e.g. VAT payments, debt financing, transaction costs, managing foreign exchange risk, are another significant cost item.  South Africa is not competitive in this area with other cutting centres:

· VAT payments have an unusually high impact on cash flow compared to other industries, given the high cost of diamonds, apparent low margins and the practices of consignment purchases (it may take up to a year to receive payment and/or stones may be returned unsold)

· Most major cutting centres internationally have historically had zero-rated VAT as a special case for the diamonds industry

· South African interest rates are higher than competitor cutting centres

· The majority of the financial services sector in South Africa considers diamond industry companies as high risk, and it is therefore to difficult to access finance; specialist diamonds or minerals-oriented banks such as ABN-Amro are more likely to understand the particular challenges of the diamond industry 

· Industry members have made some general criticisms of the operation of CFC accounts, but have not provided responses to the request for detailed submissions of incidents where CFC accounts have not met their needs (only one high-level response was submitted)

· Some major cutting centres have special exchange control dispensations for the diamond industry (e.g. Israel), while others operate in centre that have limited overall exchange control (e.g. Dubai)

There is also inadequate access to finance for the industry in South Africa.  Very few banks understand the diamond industry and will provide finance to the industry e.g. ABN-Amro Bank (a mining and mineral specialist). Other banks feel the industry is too high risk and insufficiently transparent.  

1.4.2 Current and planned interventions

CFC accounts are already in place to assist with foreign exchange rate fluctuations.  In the jewellery industry there are advanced plans in place for a materials financing scheme (for gold in particular).  The further liberalisation of foreign exchange control for companies announced in the 26 October 2004 Medium Term Budget Policy Statement (in particular abolishing exchange control limits on outward FDI by SA companies and repatriation of foreign dividends) may go some way to addressed exchange control concerns for the industry. 

1.4.3 Lessons from benchmarking

Benchmarking demonstrated the vital importance of the presence of diamond industry focused banks.  The diamond industry currently has very high debt levels, reported to be US$9bn. This is worsened by the terms that suppliers offer such as credit periods of 12 months or longer and consignment terms without a specified return date.

The banks are therefore “the cornerstone of the diamond industry in Antwerp”. This can be achieved through partnerships with leading banks like ABN Amro as in the case of Dubai & India

In Antwerp, for example, these banks provide short-term working capital for diamond companies. Diamond trading activities are financed when a trader has already negotiated a sales contract, and stock of diamonds is not generally financed.  

Improved financing for jewellery manufacturers is also vital.  For example, the cost of commercially financing gold purchases is ~18% in South Africa, and is 1% in Italy. 

Investment support for small producers has been used by India and Canada as an effective way of supporting the industry.  

Tax exemptions have been used in some hubs to incentivise diamond activity in various forms, including provisions for general tax exemptions (e.g. Belgium), tax holidays (e.g. Dubai 50 year guaranteed tax holiday), no personal tax (Dubai), tax exemptions on inputs and accelerated depreciation on certain equipment (e.g. Russia), preferential tax arrangements within Special Economic Zones (e.g. India, China).  VAT exemptions (e.g. Israel), exemptions for transactions between registered diamond traders (e.g. Belgium) and deferments (e.g. Belgium) are also used to alleviate cash flow constraints.  

1.4.4 Intervention options 

Core activities
Role players
Potential costs and benefits 

1. Provision of rough on longer credit terms 

· Producers to provide longer credit terms to approved clients as a producer-driven initiative i.e. not as a legislative requirement 


· Large producers (De Beers and Trans Hex)

· Diggers 


· Costs

· Potential cash and risk issues for rough producers (potentially problematic for diggers)

· Benefits

· Improved cash flow for downstream industry 

· Improved cost competitiveness for downstream industry



2. Explore extension of proposed gold loan scheme to other materials, in particular diamonds and platinum 

· Identify options for platinum loan schemes

· Identify options for diamond loan schemes

· Assess feasibility
· Platinum producers

· Diamond producers

· Banks

· Industrial Participation companies
· Costs

· Holding 

· Benefits 

· Improved cash flow for downstream industry  

· Improved cost competitiveness for downstream industry

3. Reduce cost of financing precious metals

· Identification of ideal reduction of costs through discussions between the relevant role-players, as part of the gold loan scheme


· DME

· National Treasury

· SARS
· Costs

· Potential loss of interest revenue

· Benefits

· Enhanced competitiveness in diamond jewellery production 

4. VAT deferment or exemption

· Specific proposal by industry to Treasury/SARS 

· Response from Treasury/SARS


· Industry organisations

· National Treasury & SARS
· Costs

· Lost interest revenue for SARS and fiscus

· Benefits

· Improved industry cash flow, reduced debt financing and improved cost competitiveness



5. Introduction of a full dollar account system

· Motivation by industry

· Risks and benefits identification

· Strategy formulation 

· Rollout

· Implementation
· Industry

· Treasury

· SARS

· Banking institutions
· Costs

· Regulatory costs

· Reduced foreign exchange revenue

· Destabilising effect on Rand trading

· Requirement to extend to other sectors

· Benefits

· Accessibility to finance by a greater range of importers and exporters (not restricted to large importers and exports as in the CFC system)

· Reduction of exposure to currency fluctuations

6. Explore potential utilisation of IDZs or EPZs as a mechanism to improve operational efficiencies for trading & manufacturing, with full assessment of potential costs, benefits, impacts

· Investigate potential infrastructure, security and logistical benefits of location within IDZs/EPZs

· Review absence of special forex dispensation in IDZs 


· The dti
· National Treasury


· Costs

· Reduced use of local rough (due to export duty for rough out of SA into IDZ/EPZ)

· Benefits

· Increased cost-competitiveness of production and exports 



7. Reduced risk profile and transaction fees from banks 

· Creation of partnerships with diamond-specific banks, such as Antwerp Diamant Bank 

· Education of financial institutions on the nature of the diamond business

· Motivation by industry

· Response by banks


· Industry associations

· Authorised dealers 

· Antwerp Diamant Bank 

· SA Banking institutions


· Costs

· Lost revenues to banks

· Benefits

· Improved cost competitiveness of industry



1.4.5 Constituency views

There was general agreement, with particular emphasis by business, that better financial terms were more likely to be secured through diamond specialist banks, as other banks do not understand the nature of the industry and are unlikely to overcome their mistrust of industry practices.  Business raised some concerns about the viability of a diamond loan scheme, because of the qualitative nature of diamond valuation (as opposed to the objectively priced and commodity status of gold).  

Government (in particular National Treasury) indicated that special tax and foreign exchange exemptions solely for the diamond industry are not likely, as this would constitute unequal treatment e.g. with other dollar-based commodities.  However, there might be scope to refine CFC accounts if sufficient evidence of operational constraints were submitted by industry
.  

BAE has indicated its interest in exploring a diamond loan scheme as part of its industrial participation obligations, but these deliberations are still at a very early stage.  

Accelerating design commercialisation initiatives

1.4.6 Problem analysis

To date there has been inadequate market-led design development and commercialisation of design.  Polished diamonds are often therefore bought in South Africa, but set elsewhere, which limits the value addition.  This is particularly the case for tourist purchases. 

1.4.7 Current and planned interventions

There are existing design awards, in particular through the major producers (De Beers (Shining Light), AngloGold etc, and design training programmes through tertiary institutions. 

1.4.8 Lessons from benchmarking

Beyond providing design training courses, none of the benchmarked countries appears to have a formal mechanism by which the Government or industry bodies are actively involved in improving design skills or accessing new designs. Most initiatives are by companies who hire international designers for key aspects of their work.  

1.4.9 Intervention options 

Core activities
Role players
Potential costs and benefits 

1. Collaboration between small and large players

· Industry association/ government facilitation of forums to exchange ideas across the pipeline and between small & large players 


· DME

· the dti
· Industry associations (e.g. Master Diamond Cutters, UDASA, JCSA)

· Design schools


· Costs

· Meeting facilitation costs

· Human resources 

· Benefits

· Greater design competitiveness and inclusivity

2.  Joint design initiatives between platinum, gold and diamond role players, including design 

· Industry-led design collaboration initiatives to develop creative approaches to platinum, white gold diamond and other gemstone combinations


· Producers

· Processors

· Jewellery manufacturers

· Design schools


· Costs

· Meeting facilitation costs

· Human resources

· Equipment

· Benefits

· Greater design competitiveness in niche markets 



3.  Extension of international design exchanges

· Identification of lessons learned from past and current initiatives e.g. LOSA

· Extension of programme to design styles suitable for target markets (e.g. US, Japan) e.g. Italian, French & Swiss designers 
· Industry

· the dti
· Design schools & initiatives


· Costs

· Disbursement costs of international designers

· Human resources 

· Administration costs

· Benefits

· Greater design competitiveness in target markets



4. South African, African and ethnic inspired origin design development 

· Awards programme

· Commercialisation programme

· Inclusion of African design traditions in design school curricula


· the dti
· Industry

· Design schools 
· Costs

· Human resources 

· Administration costs

· Benefits

· Greater design uniqueness 

 

1.4.10 Constituency views

Labour raised a concern that design competitions should be more accessible to those outside of industry training schemes, in order to encourage development of fresh concepts and greater inclusivity. 

Integration into SA design and international luxury goods brands, with extended marketing efforts 

1.4.11 Problem analysis

Marketing is an expensive operation requiring both scale and resources. Brand development in the diamond industry has been made more complex through the previous role of DTC as a marketing “advocate” on behalf of the industry, and its current Supplier of Choice strategy of linking to established luxury goods brands.  

An opportunity exists in combining diamond jewellery with the fashion and music industry to boost marketing efforts and attract foreign buyers.  The cross-pollination of new creativity from these design traditions and fashions could also contribute to development of a unique style.  This is supported by the increased purchase of diamond jewellery as a fashion item by younger buyers.

1.4.12 Current and planned interventions

Major branding from the diamonds perspective to date has been through De Beers.  Other existing branding initiatives include:

· South African Ideal Cut

· Heritage Cut

Additional jewellery industry branding has been developed through the Jewellery Council, Proudly South African and retailers. 

1.4.13 Lessons from benchmarking

Benchmarking shows that in any individual country, there may be a combination of government, industry association and corporate branding efforts. 

Country and generic branding for diamonds are considered to be important in the development of the diamond industry, as it has the potential to add value to the diamond product and provide co-branding for individual manufacturers.  The government, as can be seen in the case of Canada and Italy, usually does this generic branding.

The Certificate of Origin, developed in Canada, not only aims to eliminate illicit diamonds in the Canadian industry, but also promotes the production of Canadian stones, since these certificates are also used in the branding campaign. 

The endorsement of stars and celebrities to market diamonds and diamond jewellery is an efficient and effective marketing mechanism.  In India, DTC branding and marketing through the Arisia and Nakshatra brands includes endorsement by ex-Miss Universe, Aishwarya Rai in the limited edition Nakshatra range, “Ash’s Choice”. 

Industry associations and trade bodies are usually involved in promoting the industry through trade fairs organised by them, publications and participation in international trade shows. In the absence of effective trade bodies, the government departments take on this role and are responsible for trade promotion.  Industry associations can also act as facilitators for buyer meets like the role-played by GJEPC in India. 

The promotion role has also been particularly strong in Dubai.  The Gold and Jewellery Group Dubai has been a key sponsor of the Dubai Shopping Festival (DSF) since 1996, and has run many innovative promotions, both during DSF and at other periods. The Group conceived and promoted the branding of Dubai as the 'City of Gold' and much of its work is concerned with the upholding and developing of this image.

Canada’s Northwestern Territories’ Diamond Tourism Strategy has particular lessons for tourism-related marketing.  The strategy has suggested the following marketing tools and activities:

· Add a diamond logo to tourism advertisements

· Modify tourism displays to incorporate diamond images

· Add a section on diamonds to relevant tourism brochures

· Produce a diamond promotional piece that can be included in all inquiry packages to inform prospective visitors about diamonds in the north

· Undertake contests, cross-promotions at trade fairs and conventions
· Produce sales aids such as professionally designed draw boxes, banners, pins, a VIP package, and diamond-linked gifts promoting the allure of the NWT for use at meetings/conventions that are planning to have a diamond draw

· Produce travelling exhibits at festivals and events, such as the Great Northern Arts Festival

· Distribute information in hotel rooms about diamond activities and the communities

· Erect diamond displays in larger community airports

· Host workshops to train artisans to make wax prototypes for jewellery

· Sponsor decals on Canadian North and First Air

· Host workshops on diamonds and how to use them at festivals and events in communities for local artists
· Include diamonds with all tourism efforts

1.4.14 Intervention options 

Core activities
Role players
Potential costs and benefits 

1. Facilitation programme for linkages to SA fashion designers

· Identification of most suitable local fashion and design labels

· Identification of decision criteria to include diamond jewellery range

· Support to address criteria and finalise deals
· the dti(TISA)

· Industry 
· Costs

· Coordination and negotiation costs

· Incentive utilisation

· Benefits

· Tapping into new international market niches, and reduced requirements for marketing spend



2. Support for international brand linkages and contract manufacturing 

· Professional marketing programmes to support sale of diamond jewellery and secure retail contracts
· Identification of most suitable luxury goods brands 

· Identification of decision criteria for contract manufacturing

· Support to address criteria and finalise deals 


· the dti(TISA)
· Industry 


· Costs

· Coordination and negotiation costs

· Incentive utilisation

· Benefits

· Tapping into new international market niches, and reduced requirements for marketing spend



3. Branding of origin 

· Government supported certification of origin system

· Industry marketing, in particular through celebrity endorsement and advertising


· the dti(TISA)

· Industry


· Costs

· Coordination and negotiation costs

· Marketing costs

· Benefits

· Enhancement of consumer confidence through the elimination of conflict diamond trade

· Tapping into new international market niches, and reduced requirements for marketing spend

· Encouragement of the production of “South African” diamonds through branding 



4. Promotion of the industry through trade fairs 

· Encouragement of widespread industry participation in trade shows

· Develop incentives to attract and ensure extensive participation in fairs

· Advertise fairs to create awareness in the industry

· Increase the number of SA players in international trade fairs
· the dti
· DME

· Industry associations/ bodies

· Industry  
· Costs

· Coordination

· Marketing 

· Benefits 

· Increased participation in local and international fairs and thus awareness of South African products

· Establishment of foreign contacts for buying and supplying

1.4.15 Constituency views

Business raised some concerns about whether country of origin branding could add significant value to diamond marketing in most market segments, given the perceptions of the dominant purchasing criteria for diamonds.  However, De Beers has indicated that it is exploring whether there might be niche opportunities for branding of South African origin.  

1.5 Improved productivity of cutting and polishing and gemstone jewellery industry – labour, management, production process, technology

1.5.1 Problem analysis

The South African industry, like most established diamond industry locations internationally (as opposed to recently emerging hubs), has grown out of family businesses.  As a result, formal business training and cross-pollination of business principles has been limited.  The industry has also traditionally been secretive, leading to limited collaboration around production, distribution and marketing.  Together, these factors have inhibited economies of scale and the competitiveness of production processes.  

South Africa is therefore currently not globally competitive in terms of the rate of cutting and polishing, nor the volumes of output, which competitive countries are able to achieve because of, amongst other factors, efficient production processes, scale and advanced technology employed.  When compared to lower cost cutting centres, the technology take-up rate in South African cutting operations is considered by some role players to be lagging behind, in particular in smaller cutting operations.  The stringent finance environment inhibits the access to capital for the purchase of high-technology equipment. Most small cutters have limited financial resources to invest in technology and infrastructure improvements.  This poses a problem to the SA diamond industry as it stagnates development

The quality of the jewellery manufactured in South Africa is not perceived as a whole to be competitive with other countries, leading to many foreign buyers purchasing diamonds from SA to set into jewellery elsewhere. This minimises revenue on the value addition of the diamond as it is not set in jewellery for purchase in South Africa. The usage of better equipment could lead to an increase in the quality of diamond goods produced in SA

While it is difficult to accurately determine cutting costs, estimates of comparative international cutting costs per carat in 2003 are set out in the table below
.  


USA
Belgium
Israel 
South Africa 
Thailand 
China 
India 

Total manufacturing cost US$/ct
100
40 – 60
30 -100
55 - 100
15
1.5 – 12
0.5 – 8

Average salary/month (US$)
4500
2500
1500-2000
709 
120-135
50 -120 
80 -140 

Range rough sizes
2ct to 10.8 ct+
4grs to 10.8ct+
3grs to 10.8ct+
3grs to 10.8ct+
8grs - 10ct 
2grs to 20ct
0.01ct to 10.8ct+

Further details on South African wage rates are included in the table below
:

WAGE LEVEL ESTIMATES IN SOUTH AFRICAN DIAMOND INDUSTRY


MONTHLY WAGE LEVEL (R)
CURRENT US$ EQUIVALENT (AT ZAR 6.2 = US$1)
# WORKERS AT LEVEL

 
R10,000.00
$1,670.00
200

 
R4,500.00
$750.00
800


R2,000.00
$750
600

Weighted average 
R4,254.00
$709
------

Rough estimates of the cost structure of the South African industry are as follows (processors were requested to provide specific percentages of costs through the FRIDGE study, but most were unwilling to give more detailed responses):  

· Purchase of rough - around 90% of costs, potentially even higher for “one-man” or family operations 

· Financing - (see section of financing and cash flow management)

· Labour - estimated at 20% to 50% of production costs 

Two examples of cutting and polishing operations provide an indication of the breakdown of costs other than purchasing rough:

EXAMPLE OF NON-ROUGH COSTS FOR SA CUTTING & POLISHING COMPANIES


EXAMPLE ONE (LARGER PROCESSOR) 
EXAMPLE TWO (MEDIUM-SIZED)

Labour 
· 52.8%                            
· Workers: 45%

· Management and Admin: 7.8%
· 73%                            
· Workers: 58%

· Management and Admin: 15%

Financing
· 27.9% (Including technology and equipment financing) 
· 17% 

Consumables
· 2%
· 3%

Other 
· 17.3%
· 7%

In smaller operations, the proportion of management costs is likely to be much higher.

The Rough Diamond Dealers Association estimates the following costs for setting up a dealing operation and a cutting operation
.

EXAMPLE OF NON-ROUGH COSTS FROM LARGE SA CUTTER & POLISHER


Office space
R675
R1,802

Office furniture
R7,500
R7,500

Safe
R5,000
R5,000

Electronic equipment
R4,500
R4,500

Staff
-
R10,000

Polishing benches
-
R25,000

Tools
-
R20,000

Monthly consumables (powder etc)
-
R2,000

Electricity
R100
R600

TOTAL
R17,775
R76,402

However, these costs are relatively insignificant compared to the capital required to purchase rough and retain it during cutting and polishing and finding a buyer.  

The generally accepted “rule of thumb” is that processing costs cannot exceed 10% of the cost of rough per carat in order to cut the stone viably.  Therefore, the more expensive the cutting process, the larger the stones that need to be cut in order to be viable. India can therefore cut even the smallest stones, while the US tends only to cut stones larger than 1 carat. South Africa is not able to compete with cutting centres such as India and China on this basis.  

This is compounded further by the fact that these countries have access to a labour force that is prepared to work more than a 5 day work week, work overtime for little or no additional pay and minimised disruptions for fear of losing their job.  It should be noted that labour conditions in India and China are often at levels that would be unacceptable in terms of ILO core standards, including instances of child labour (although these appear to be declining)
.  

The cost of exporting polished (a flat US$75 export fee, undifferentiated for size of diamond and inter-SADC trade) also inhibits the competitiveness of exports. The availability and cost of technology and equipment required to competitively cut and polish diamonds are another factor in driving up costs (see technology intervention).  

1.5.2 Current and planned interventions

The January 2005 Bill including Amendments to the Diamond Act 56 of 1986 sets out a change of funding of the Diamond Regulator functions to the fiscus rather than user fees through an amendment to Section 16 of the Act.  As far as Kaiser Associates is aware, there are few current or planned interventions to address industry cost competitiveness in the cutting and polishing industry.  

The Department of Science and Technology funds incentives which seeks to stimulate R&D. the dti also has a range of incentives to support purchases of capital equipment and innovation.  

1.5.3 Lessons from benchmarking

Both Belgium and Israel have moved strongly towards outsourcing relationships with India and China.  While initially this was only on smaller stones, it has extended to larger stones as skills have improved in these lower cost centres.  This has even extended in some cases to relocating entire factories to China or India.  

Industrial and export processing parks have also been used to improve cost competitiveness of diamond processors, with particular success in India.  In the case of Mumbai SEEPZ, the following is provided:

· Office and manufacturing space

· State of the art equipment like CAD/CAM for use of smaller companies

· Logistics and security infrastructure in partnership with leading diamond industry security & transport companies like Brinks

· Presence of diamond industry focused banks in the zone 
· Trading environment in the form of bourses
· Kimberley Process and other industry certification facilities
Technology has been a key factor in the Indian and Chinese benchmarks in improving cost competitiveness. Technology improvements tend to be very closely linked to training initiatives, as is the case in India.  

1.5.4 Intervention options

Core activities
Role players
Potential costs and benefits 

1. Industry forum to improve productivity of cutters & polishers

· Sharing of local best practice through forums/ publications  

· Information sharing with international centres of competitiveness e.g. India and China 


· Industry

· DME and the dti to facilitate
· Costs

· Disbursement costs to bring experts to SA 

· Benefits

· Improved competitiveness 



2. Management-labour-government cooperation to improve productivity 

· Identification by both labour and management of potential areas of productivity improvements 

· Communication through industry associations

· Agreement on areas that can be addressed 

· Government facilitation and potential “top-up” incentives 


· Industry associations

· UASA 

· DME/ the dti / Dept. of Labour 


· Costs

· Limited facilitation-relation costs 

· Benefits

· Improved cost and quality competitiveness

· Better workplace relations 

3. Explore constructive outsourcing relationships with India, China and/or Thailand for smaller stones, in particular in context of current trade negotiations

· Government coordination

· Industry collaboration 


· DME

· the dti(bilateral cooperation)

· Processors 


· Costs

· Limited facilitation-relation costs 

· Benefits

· Ability to provide full range of stone sizes to clients cost-competitively



4. Finance Diamond Board/successor administration from fiscus to eliminate usage fees, in particular US$75 polished export fee 

· Restructure Diamond Board/successor funding structure and related regulation 


· DME


· Costs

· Absorption of administrative costs by government 

· Benefits

· More cost competitive exports

5. Advocacy for improved overall operating environment  

· Industry advocacy to improve overall operating environment, along with other sectors e.g. cost of capital, tax burden, foreign exchange control, legal administration, company registration and company law, labour law compliance administration etc.

· Investigate potential of enhanced IDZ concept

· Government response 
· Industry

· the dti, DME, Treasury 


· Costs

· Advocacy costs  

· Benefits

· Long-term improvement in operating environment  



6. Support mechanisms for R&D and purchase of capital equipment 

· Industry investment in equipment (including CAD/CAM, laser bruting machines and Sarin diamond planners), potentially in collaboration with FDI.  Equipment could either be located in common facilities with secure access, or within larger operations with agreements on usage rights and, if required, fee structure for smaller cutters.

· Remove import duties on capital equipment that cannot be competitively produced in South Africa

· Marketing of SMEDP, THRIP, SPII, FIG etc. to diamond industry, and streamlined application processes through e.g. Customised Sector Programme

· Utilisation of GODISA incubator resources

· Identification of support gaps and development of suitable support where possible 
· the dti and COTII, DST

· Industry (investment and feedback)


· Costs

· Capital equipment investment 

· Incentive administration

· Benefits

· Greater cost and quality competitiveness (dependent on sufficient availability of rough to utilise equipment)



7. Quality and efficiency improvement programme

· Incentivised programme to install quality improvement systems (skills, technologies and systems), including systems audit and support for implementation /

· Award programme for quality of cutting & polishing, setting and jewellery manufacture 
· the dti
· National Productivity Institute 
· Manufacturing Advisory Centres 

· Costs

· Incentive utilisation and related administration 

· Benefits

· Improved cost and quality competitiveness 



1.5.5 Constituency views

Business has strongly argued for an operating environment that matches those in other diamond hubs (low tax rates, VAT deferments or exemptions, dollar accounts etc). 

Labour has indicated that there may be significant scope for improvements in cost competitiveness through reviewing production processes and technology utilisation; and stated that the “blame” for high production costs should not primarily be attributed to wages as minimum wages are far lower than the other cutting hubs that are considered higher cost centres, such as Belgium, Israel and New York. Concerns were raised that diamond-specific technologies were no longer being developed in South Africa – for example, one key cutting equipment company had relocated to Belgium.

Government (in particular National Treasury) indicated that special concessions would not be developed solely for the diamond industry.  

1.6 Accelerated development of advanced cutting, setting and jewellery manufacturing skills 

1.6.1 Problem analysis

There appears to be a skills mismatch within the South African diamond sector. There is a surplus of skills diamond cutters in the market, largely due to some decline in the size of the industry over the past 20 years.  At the same time, current training is considered by some to be inadequate to develop the skills required to cut mid- to large stones, and to be sufficiently efficient in cutting to be competitive.  Some players argue that the truly well skilled cutters are aging and are not being replaced. 

1.6.2 Current and planned interventions

The Harry Oppenheimer School is one of the primary training service providers for the industry.  The Mining Qualifications Authority is in the process of finalising unit standards. Learnership programmes will place a large proportion of learning in the workplace.  The role of training institutions is likely to shift in this context.  

The Department of Labour has a learnership incentive to encourage enterprises to take in learners. The Skills Support Programme administered by the dti aims to encourage greater investment in training and the introduction of new, advanced skills by companies utilising the SMEDP. Companies are reimbursed with up to 50% of training costs.  

1.6.3 Lessons from benchmarking

The benchmarking indicates that the skills in many cutting and polishing and jewellery manufacturing centres have long histories of development, primarily through family-run operations.  These skills have then been built upon, modernised and improved through technology use.  In later developing manufacturing centres, there has often been a reliance on bringing in skills and trainers from established hubs to transfer skills.  

For example, skills employed by Indian jewellery manufacturers have been passed on for many generations within families, in particular in the State of Gujarat, and are generally mixed with technical, current CAD applications, cutting edge technology laser machines, computerised yield planning machines, advanced bruting lathes, and diamond impregnated scaives. A variety of training institutes ranging from high skill levels of design to low skill level vocational skills have been set up to increase the pace of development of skilled workers.  There are also incentives, including training subsidies to get unskilled people to enter the industry and incentivise companies to improve skill levels of their employees.  The Gem and Jewellery Export Promotion Council offers unique Certificate and Advanced Courses in Jewellery Designing and Manufacturing at The Indian Institute of Gems and Jewellery (IIGJ). The IIGJ provides courses that would help students develop proficiency and expertise that would meet International standards where the focus is on designing, technology and manufacturing in the Jewellery industry. The IIGJ offers five types of courses:

· A three month basic course in Jewellery Design

· An advanced course in Jewellery Design comprising of thirty sessions

· A Computer Aided Jewellery Design and Manufacturing course consisting of sixty sessions across a three month period

· An Introduction to Gemmology - a fifteen week course 

· An Introduction to Basic Jewellery Making, consisting of eighty sessions

As an example of a “late developer”, Dubai works with international companies to offer world-class training to its members. This includes diamond grading courses with the International Gemmological Institute (IGI) and the HRD (Antwerp High Diamond Council), and leadership and sales skills training, including skill-based training and trade workshops. The following courses are offered:

· IGI Diamond Training

· HRD Diamond Training

· Certified Diamond Grader

· Gemstone Identification

Almost all benchmarked countries have specialized gemmology and research institutes to train people as well as provide resources to industry

1.6.4 Intervention options 

Core activities
Role players
Potential costs and benefits 

1. International skills transfer initiative 

· Establishing partnerships with other top manufacturing countries such as India, China and Thailand to facilitate skills transfer and if necessary import foreign skills into the country

· Focus training programmes on the latest technology used in the cutting and polishing of medium to larger diamonds as the cutting and polishing of smaller diamonds would be unfeasible in SA, considering the labour intensive nature of this industry and the high cost of labour in SA. Possible programme implementation through joint efforts with the Harry Oppenheimer School
· DME

· Dept of Labour

· MQA

· Industry 

· Harry Oppenheimer School
· Costs

· Training costs

· Administration costs

· Materials

· Disbursements for international trainers

· Benefits

· Accelerated and appropriate skills development 



2. Extension of scholarships for cutting, polishing and jewellery manufacturing 

· Identification of additional funders

· Identification of suitable candidates

· Rollout of additional scholarships

· Placement

· Monitoring & evaluation


· DME

· Dept of Labour

· MQA

· Industry


· Costs

· Training costs

· Administration costs

· Materials

· Benefits

· Accelerated and appropriate skills development



3. Learnership intermediary support 

· Intermediaries to assist industry with administration of learnerships


· Dept of Labour

· MQA

· Service providers

· Processing & jewellery industry 


· Costs

· Administration costs

· Materials

· Benefits

· Accelerated and appropriate skills development



1.6.5 Constituency views

While many Counterpart Group members and other constituency members expressed concerns about the effectiveness of current skills development systems, no definitive views could be put forward during this transition period with the MQA, including the development of unit standards and the reprioritisation towards learnerships.  Labour also raised the critical importance of Recognition of Prior Learning (RPL).  

Streamlining logistical flow of rough stones, polished diamonds, diamond jewellery and buyers

1.6.6 Problem analysis

Diamonds are primarily purchased after having seen the actual diamond, in particular larger stones, due to the qualitative variation in valuations. Efficient access for buyers is therefore critical.  There is a range of problematic issues around buyers accessing stones and transporting stones.  In Johannesburg, concerns have been raised about the accessibility, inadequate “visitor friendly” conditions and parking availability of Jewel City.  In Cape Town and other centres, dealers and polishers are relatively dispersed, with hubs at the V&A Waterfront and City Centre.  

The restrictions around use of specific courier companies and the times at which diamonds can be transported are seen to inhibit the efficiency of exports.  In addition, there have been some security issues at airports over the past few years (e.g. attempted heists at Johannesburg International Airport).  Export processes may also lead to delays.

1.6.7 Current and planned interventions

Vertical integration has led to streamlined flow of diamonds, but to exclusion of some players.  Major rough diamond suppliers have established their own marketing and distribution channels outside of the De Beers group. These include Rio Tinto, BHP Billiton and Alrosa.  

1.6.8 Lessons from benchmarking

It is quite common to have some form of specially regulated, but relatively streamlined, system to manage imports and exports of diamonds.  No import duties or exemptions for importers who add value to rough diamonds is a common feature in most countries benchmarked.  In many cases, flow systems now have to accommodate tracking of Kimberley Process Certification.  

For example, in Belgium, exports and imports are controlled by the Diamond Office.  Import and export licenses are necessary for import/export from a non-EU country. These are available from the Diamond Office as general licenses that cover most exports/imports.  The Chamber of Commerce may issue a document allowing temporary export and import of diamonds, which are then exempt from all taxes. Foreigners making use of this for imports into Belgium must register a name of a Belgian dealer.

1.6.9 Intervention options 

Core activities
Role players
Potential costs and benefits 

1. Streamlining export and import regulation and administration

· The introduction of import and export exemptions for the trade of rough and cut and polished diamonds 

· Review of Diamond Board, Reserve Bank and SARS export, import operations, forex and tax management 


· DME

· SARS

· Reserve Bank

· Diamond Board 


· Costs

· Administrative systems

· Benefits

· More efficient exports and imports



2. Assess relative merits of Jewel City upgrade vs. alternative hub/s

· Identify costs and merits of various options for both the diamond industry and spatial regions (e.g. Johannesburg Inner City, Johannesburg International Airport, Sandton)

· Reach agreement on way forward

· Rollout 
· DME & the dti 

· Diamond Bourse/ successor

· City of Johannesburg

· JIA 

· Gauteng Economic Development Agency

· Industry & retailers 
· Costs

· Upgrade or relocation costs 

· Benefits

· Increased diamond purchasing 



3. Development of Cape Town hub

· Assess various potential locations (V&A Waterfront, City Centre, airport, other)

· Consult with established dealers, processors and jewellery manufacturers and local government 

· Reach agreement on the way forward on infrastructure (land and buildings), equipment, logistics and security, banks, a bourse

· Rollout
· DME & the dti 

· City of Cape Town

· CIA 

· Industry & retailers 

· Brinks/ Ferrari

· Banking institutions 
· Costs

· Upgrade or relocation costs 

· Benefits

· Increased diamond purchasing 



4. Improve airport security and courier services 

· Identify current security gaps and threats and inefficiencies in courier services 

· Develop strategy to address security gaps

· Create alliances with leading security and transport agencies

· Reach agreement on roles and responsibilities 


· ACSA

· Airlines

· SARS

· Courier services 


· Costs

· Monitoring costs

· Security services costs

· Benefits

· Reliable and secure logistics solutions 



1.6.10 Constituency views

The Diamond Board noted concerns about the potential negative impact of a relocation of Jewel City out of the Johannesburg City Centre for urban renewal efforts, which might impact the outcome of any government assessment of relocation. Business noted that a 5-year lease was in place at Jewel City, so no short-term changes could take place. 

Industry information gathering and dissemination 

(See also industry organisation section)

1.6.11 Problem analysis

There is a critical need for reliable and accurate information on production, employment, imports and exports along the diamond pipeline in order to make appropriate regulation and policy decisions about the industry.  There is also a need for sharing of mutually beneficial market information and competitiveness strategies between industry players at all levels of the supply chain.

Both these areas of information gathering and sharing are hampered by:

· The competitive nature of the industry and history of non-transparent practices creates resistance to sharing information

· Inadequate information management capacity and coordination mechanisms across the entire pipeline e.g.: rough vs. cut and polished vs. jewellery manufacturing vs. retail 

· Diamond Board statistics systems:

· Diamond Board data gathering has only recently become more accurate

· Records are not currently able to track flows of specific stones that are not categorised as above 10.8 carats or fancies

· The origin of the majority of individual stones returning to SA or being imported into SA cannot be determined

· Diamonds are a Dollar traded commodity, but records of value are kept in Rands, which introduces currency fluctuations anomalies into trends

· License records for rough producers, dealers and polishers do not currently identify common ownership, which makes it difficult to identify common ownership and intra-company transfers vs. inter-company transactions 

· The practice of foreign buyers buying through local licensees prevents tracking of the patterns of foreign purchases 

· Jewellery trade statistics do not disaggregate the gem value of the jewellery, or the specific gemstones included 

· The lack of transparency around reserve pricing at the Diamond Bourse and other tender houses makes it difficult to address allegations of price manipulation, over-valuation etc.  However, there is no hard evidence to confirm inappropriate pricing practices or money laundering through tender houses or the Diamond Bourse
.  

· As a result, South Africa may be open to questioning of the efficacy of tracking of money laundering and illicit diamonds in future if these issues are not addressed. 

1.6.12 Current and planned interventions

The Diamond Board is in the process of improving the administration of its information management systems. 

The proposed amendments to the Diamonds Act would have implications for information management through the amendment of licensing systems, and the establishment of government-management diamond exchanges. 

1.6.13 Lessons from benchmarking

In many benchmarked countries, industry bodies and associations (some partly funded by government) play a key role in information gathering and distribution e.g. India’s Gem and Jewellery Export Promotion Council, Belgium’s HRD.  Governments have a key role in managing and disseminating production and trade statistics.  However, most countries have some difficulties in reporting accurate production and trade flow statistics because of the nature and dynamics of the diamond industry.   

1.6.14 Intervention options 

Core activities
Role players
Potential costs and benefits 

1. Revision of Diamond Board statistics systems and associated regulation

· Recording of $ value at time of sale, along with Rand value 

· Distinguish between dealing of rough and polished in transaction records on J registers 

· Investigate mechanism to record country of origin of individual stones over medium size (e.g. 0.5/1 carats) for import & export

· Requirement to capture ownership 

· Requirement to capture any relationships between entities registered, both within and across J register categories

· More transparent recording of industrial, near gem and gem quality in statistics

· More transparent records of reserve pricing, final offers, unsuccessful offers

· More transparent records of invitations to participate in tenders
· SA Diamond Board / successor

· DME

· Industry (cooperation and compliance)
· Costs

· Information systems development, maintenance and related human resources

· Benefits

· Significantly improved capacity to monitor and evaluate industry trends 



2. Alignment with money laundering regulatory requirements 

· Full investigation into implications of current and future money laundering provisions for diamond transactions

· Alignment and integration of statistical systems to ensure compliance
· Financial Intelligence Centre, Reserve Bank

· Diamond Board/successor

· Industry (cooperation and compliance)
· Costs

· Information systems development, maintenance and related staffing

· Benefits

· Greater transparency

· Address money laundering allegations

3. Coordination of information gathering and dissemination between regulatory and supplier bodies

· Establishment of forum

· Agreement on areas of information integration and/or coordination, and available gathering and distribution channels

· Rollout 


· Diamond Board/successor, DME, Diamond Bourse (or future replacement entities) Reserve Bank (Forex records), SARS (customs records)

· Banks and Industry (cooperation and compliance)


· Costs

· Forum secretariat functions

· Information dissemination - production and media

· Benefits

· Greater transparency and better coordination

4. Establish formal and ongoing communication channels for information sharing and brainstorming across the pipeline

· Establishment of cross-pipeline forum 

· Potential areas of information sharing:

· Data required to measure industry performance against set objectives

· Competitor assessments

· Supply trends 

· Market trends

· Empowerment transformation lessons

· Insights into competitiveness improvements 


· Producers, dealers, processors, jewellery manufacturers, retailers, tourism operators & related associations (e.g. Chamber of Mines, rough & polished dealers associations, Diamond Club, Master Diamond Cutters, UDASA, JCSA, ASATA
· Costs

· Forum secretariat functions

· Information dissemination - production and media

· Benefits

· Improved competitiveness and transformation

1.6.15 Constituency views

There was general agreement amongst constituencies that improved information gathering would be beneficial.  However, business and the Diamond Board did not think it would be feasible to track mid-size stones on a more individual basis (other than the existing fancies and 10.8 carat and above stones which are already dealt with individually).  Some members of business also felt it would not be feasible to distinguish between trading of rough and polished on J registers.  

Industry organisation  

1.6.16 Problem analysis

Industry organisation in the diamond industry is complex, with multiple industry associations along the pipeline.  There are also rifts between both black and small players and the rest of the industry.  

There appears to be an inherent lack of trust between stakeholders of the SA diamond industry, which could lead to the jeopardising of profitability for all.  There is a lack of coordination and communication amongst role-players, and an absence of transparency and accountability, which leads to mistrust and doubts in industry role-players.  The Diamond Dealers Club, which internationally is a key mechanism for assuring trust between industry players, has very few new members, and has constraints to including new members - its membership criteria require a record of operations within the industry and significant personal financial reserved - and is therefore relatively untransformed.  

1.6.17 Current and planned interventions

A review of the Diamond Board structure was proposed in the proposed amendments to the Diamond Act that were discussed in the Counterpart Group.  The January 2005 Bill including Amendments to the Diamond Act 56 of 1986 indicates the establishment of a South African Diamond Regulator to replace the Diamond Board.  

1.6.18 Lessons from benchmarking

The Gem and Jewellery Export Promotion Council is sponsored by the Indian Ministry of Commerce, Government of India, and has 7000 members. The Council’s primary objective is to promote and thereby enhance exports of gems and jewellery from India.  Other functions of the Council are: 

· To provide guidance and information to members

· To liaise between the trade and government on issues pertaining to the industry

· To advise the Indian government on matters pertaining to the industry

· To provide training and R&D support for the development of the trade

· To facilitate contacts between Indian and foreign businessmen

· To act as a trade facilitator in boosting exports, especially through promotional activities that the GJ EPC organises. These include joint participation of member-exporters in some important international exhibitions and puts up promotional stalls in others. The Council has presence at the fairs in USA, Europe, Hong Kong, Latin America and the Middle East 

· Regular advertising campaigns are carried out in international trade magazines such as JCK, Rapaport Diamond Report, Modern Jeweler, Professional Jeweler, National Jeweler, Europastar, Basel, Jewellery News Asia, Idex, GZ

· Council plays an advisory role

· To maintain regular communication with Indian embassies, trade bodies, associations in various countries

· Is a key link between the trade and the government, aiding better interaction and understanding between the two parties

· To take up relevant issues with various government and other agencies connected with exports and submits suggestions for consideration and inclusion in the Exim Policy 

· Grants membership / registration certificates and performs other roles as per the Exim Policy 

· Human resource development programme in place, to provide training and R&D support for the development of the trade and guidance and information to members.

· It is a nodal agency for KPCS

· To directly aid intraregional investments by encouraging cooperation and joint ventures in jewellery manufacturing especially in the various EPZs/ SEZs created by the Ministry of Commerce which offer special facilities for Foreign direct investments in jewellery units through foreign collaborations/ partnerships

1.6.19 Intervention options 

Core activities
Role players
Potential costs and benefits 

1. Creation of an industry pipeline forum, with emphasis on BEE

· Ensure the appropriate representation of all stakeholder groups 

· Use forum to agree vision for the industry 

· Consider consolidation of industry structures

· Development of common industry promotion function


· DME and the dti to facilitate

· Current industry associations


· Costs

· Limited secretarial functions 

· Benefits

· Industry transformation 



2. Encourage extension of Diamond Club membership 

· Identification of obstacles to extension of Diamond Club membership

· Facilitation of extension of membership 
· DME and the dti to facilitate

· Diamond Club 


· Costs

· Limited secretarial functions 

· Benefits

· Industry transformation

· Improved international linkages



3. Diamond Board/successor restructuring

· Removal of industry from regulatory functions

· Advisory roles for industry experts 


· DME

· Diamond Board/successor

· Industry (cooperation)


· Costs

· Limited 

· Benefits

· Improved accountability of regulation  



1.6.20 Constituency views

Government (DME) reinforced the need to separate out regulatory and promotional functions of industry organisation, and remove direct representation of industry within the regulatory function, rather having an advisory relationship.  Government also raised the importance of integrating diamond industry representation into the wider structures representing minerals development interests. 

Business expressed concern that any changes in industry organisation should not undermine the ability of diamond industry expertise to inform the decisions of the Diamond Board and the Minister of Minerals and Energy.    

Labour raised the importance of ensuring that labour representation was included, and that representatives were capable of understanding the issues specific to the downstream diamond industry (which might not be the case if representation was primarily from mining interests).  

Industry has some general concerns about the practical viability of implementing a cross-industry pipeline.  

1.7 International producer country (in particular SADC) cooperation and value-addition strategy

1.7.1 Problem analysis

Government cooperation versus multinational strategies

The diamond industry is highly internationalised, with production dominated by a few multinational companies.  There are also many multinational companies in dealing and cutting and polishing, and to a lesser degree in jewellery manufacture and retail (although the rise of vertical integration and branding is changing this). 

In contrast, while there has been some cooperation by producing countries around production issues and conflict diamonds, there has been limited collaboration around encouraging value-addition in each producer country.  Cooperation has been inhibited by secretiveness by some parties (e.g. Russia) around statistics and initiatives. Unless this cooperation takes place, there will be an imbalance between the coordination level possible by industry and government.  

Conflict diamonds, illicit diamonds and the Kimberley process

Conflict diamonds have contributed to the deaths of hundreds of thousands of people over the past decade. They have fuelled wars; they have led to massive civilian displacement and the destruction of entire countries.  It is stated by some parties that conflict diamonds represent a small proportion of the diamond trade, others believe they represent as much as 20% of the annual world total. 

The Kimberley Process Certification System was initiated on 1 January 2003, with the aim of eradicating trade in "conflict diamonds", and thus addressing the negative consumer perceptions around all diamonds, which could damage diamond demand. Since that date, all exports of rough diamonds have been shipped in sealed containers, accompanied by a Kimberley Certificate issued by a duly authorised body within the exporting country. Imports may be processed only if a shipment arrives with a KPCS certificate. 

The implementation of the Kimberley Process Certification Scheme also brought about a number of challenges, and in some cases added more problems for the supply of rough. It has hampered activities of the informal mining sector. It has become more difficult for small diggers to participate in diamond mining and has increased the time and effort involved in exporting through official channels.  In addition, the validity of the process can potentially be questioned, given the practice of marking parcels rather than individual stones, except for large stones.  

In addition, there are global efforts to reduce the flow of illicit diamonds i.e. diamonds that have not followed proper trade and customs procedures.  
Traders have had limited interest to date in the origin of a diamond and are not predicted to increase their interest in this aspect. This is a concern of the manufacturer and potentially the retailer.  

SADC 

As South African mines are reaching the end of their lifespans, while its neighbouring producers are early in their life cycles, it may be necessary for South Africa to source rough from other major producers in future.  

Southern Africa is a significant player world diamond rough production (including Botswana, Namibia, Angola and Lesotho), but has a very limited share of the global cutting and polishing industry.   This is problematic, given the lower labour costs and major socio-economic challenges of these economies compared to historically strong cutting and polishing centres (although more similar to newly emerging hubs such as India, China, Thailand, Vietnam etc).  

1.7.2 Current and planned interventions

There is some government coordination amongst producer countries at a Ministerial level, with limited interaction at a more operational level.  There are also SADC producer initiatives, with a particular emphasis on the Kimberley process. 

1.7.3 Lessons from benchmarking

Most producer cooperation to date has been at a Ministerial level or informally during international conferences, with the exception of Kimberley Process interactions.  

1.7.4 Intervention options 

Core activities
Role players
Potential costs and benefits 

1. Diamond producer country government forum 

· Establishment of forum 

· Information sharing and best practice lessons around e.g. 

· Production 

· Trade flows

· Promoting local access to rough

· Valuation

· Skills development

· Tax collection 

· Prevention of money laundering and conflict diamonds
· DME

· Governments of producing countries e.g.

· Botswana 

· Canada

· Russia

· Namibia

· Australia 


· Costs

· Facilitation and negotiation costs, disbursements

· Benefits

· Coherent strategy across producer countries, increased chances of value-addition



2. Negotiation of African trading hub 

· Scoping of potential SADC or African diamond or gemstone trading hub and high-level viability assessment

· Subject to viability, negotiation with African producers on location of hub, and with producing companies on use of hub
· DME

· SADC and African producers

· Producers and dealers e.g. DTC, Leviev Group


· Costs

· Feasibility assessment

· Facilitation and negotiation costs

· Hub implementation costs 

· Benefits

· Greater value retained in SADC/Africa

· Potentially increased local access to rough

3. Enhanced Kimberley process implementation and related marketing (see also marketing)

· Meet obligations of the Kimberley Process Certification Scheme

· Tightening up of administrative procedures

· Joint marketing initiatives in key retail sites 


· DME

· Producers and processor associations

· Retailers 


· Costs

· Administrative costs

· Marketing costs

· Benefits

· Improved perceptions of African diamonds 



1.7.5 Constituency views

Labour supported the importance of a SADC or African trading hub that could secure additional value for African countries, given their dominance in production.  Various constituencies raised the likelihood that a SADC hub might be located in another SADC member state e.g. Botswana.  

CONSULTANT RECOMMENDATIONS 

The options set out above are extensive, and there are unlikely to be sufficient resources amongst role players to implement all of them, particularly in the short term.   In addition, there are limited areas of agreements across all constituencies; even with further negotiation, full consensus is unlikely to be reached.  

As a result of these circumstances, Kaiser Associates has set out below our views on the most appropriate interventions, based on the information available and our experience in sector development.

1.8 Recommended priority interventions

When assessed against the relative opportunity and cost of intervention in other priority sectors, Kaiser Associates’ analysis indicates a far smaller opportunity and higher cost of intervention in the diamond industry, given the capital intensity, risks, barriers to entry, and global industry competition. South Africa’s diamond pipeline is one of the oldest internationally – while some growth has been realised over the decades prior to a recent period of decline, it is unlikely that it will be possible to radically grow the scale of the industry without massive investments and interventions; even with such interventions success could not be guaranteed because of the rapid progress being made in emerging competitor hubs.  Kaiser Associates’ recommendation is therefore that great care should be taken when expending constituency resources on intervening in the sector, as the returns (social, financial and economic) may be limited.

However, there are some interventions that require limited resources that Kaiser Associates believes might effectively support the long-term competitiveness and sustainability of the industry.  The detail on these interventions is provided in Section 2.  The lists below indicate which of these options Kaiser recommends would be most appropriate to pursue. 

1. Improving official information gathering and statistics, and extended information dissemination to industry 

· Any future interventions in the industry will be more effective if more accurate information is available.  More effective statistics may also assist to dispel myths about the industry, improve trust levels and create a more open industry culture

· Key mechanisms, as set out further detail in Section 2.1 might include:

· Revision of Diamond Board statistics systems and associated regulation

· Alignment with money laundering regulatory requirements

· Coordination of information gathering and dissemination between regulatory and supplier bodies

· Establish formal and ongoing communication channels for information sharing and brainstorming across the supply chain

2. Vertical integration into retail and tourism, development of scale players and empowerment ownership

· In Kaiser’s view, adapting to the transforming global structure of the industry and making the industry more inclusive will be fundamental to any sustainable efforts to become more competitive and grow the industry 

· Key mechanisms, as set out further detail in Section 2.3 might include:

· Agreement on industry transformation, application of balanced scorecard and addressing perceptions of being “uninviting” to new entrants

· Support for integration of companies into jewellery manufacturing, retail (local and major consumption markets) and tourism, including FDI joint ventures

· Collective purchasing of inputs, equipment use, distribution and marketing (for those entities not willing are able to fully integrate vertically)

3. Creation of central purchasing systems for rough through MOUs with producers, with thorough assessments of approaches to valuation and bidding patterns, and associated support to ensure adequate capacity and cost-competitive production 

· Mechanisms to increase access to rough are necessary, but will not succeed if producers do not have sufficient production capacity, are not able to sell their finished product competitively, or if prices in these mechanisms are distorted. Any rough supply system should therefore pay particular attention to valuation systems, transparency and linkages to enterprise support.  

· Key mechanisms might include (further detail provided in Section 2.4):

· Establishment of transparent, disaggregated production records and valuation systems (through random inspections, increased GDV capacity and training for GDV officials outside of the DTC system 

· Memoranda of Understanding between government and producers to set aside a proportion of production based on cutting capacity and economic viability 

· Amended sightholder / core client system

· Review role and operations of Diamdel or successor/s, with focus on identification and development of viable cutting enterprises

4. Streamlined trade regulation and logistics

· Given the limitations of the domestic market, it will be vital to improve the efficiency of the flow of polished diamonds, finished jewellery and buyers.  This could potentially be achieved with relatively limited cost  

· Key mechanisms might include (further detail provided in Section 2.11):

· Streamlining export and import regulation and administration

· Assess relative merits of Jewel City upgrade vs. alternative hub/

· Development of Cape Town hubs

· Improve airport security and courier services

5. Strengthening linkages to luxury goods brands and South African design houses 

· Smaller players in the industry outside of DTC and sightholder structures are unlikely to have adequate resources to drive marketing efforts on their own.  It will therefore be more feasible, and in line with international trends, to partner with either international or local luxury goods and couture designers and brands 

· Key mechanisms might include (further detail provided in Section 2.10): 

· Facilitation programme for linkages to SA fashion designers

· Support for international brand linkages and contract manufacturing

Comments on the proposed amendments to the Diamond Act 

Views on some of the key elements of the proposed amendments to the Diamond Act are set out below.  The majority of deliberations during the project were on the version of the proposed amendments published in April 2004 for public comment; however these comments also take into consideration the Bill published in January 2005. 

· Restructuring of Diamond Board into Diamond Regulator – Kaiser Associates supports the need to separate regulatory and promotional functions for the industry.  Kaiser supports funding of the regulatory function through the fiscus, as many industry role players have highlighted the impact on cost-competitiveness of exporters having to carry the cost of administrative fees.  

· Diamond Trading Houses – There are concerns about the capacity of the regulator to oversee the activities of these trading house and ensure that proper procedure is followed

· Diamond Exchange and Export Centre – In Kaiser’s view, the affordability of stones offered remains the critical issue.  If the South African industry structure does not create sufficient scale players and greater cost competitiveness, it may remain difficult for local buyers to access stones through the proposed new system.  Relative transparency of reserve pricing and bidding will also be key.  

· Section 59 – Kaiser Associates supports the need to close the loopholes provided by Section 59, which reduced the transparency of production figures

· Export duty – In Kaiser’s view, an export duty is likely to be extremely difficult to administer in a manner that leads to the desired outcome of increasing local access to rough e.g. regulating the flow of economically cuttable vs. uncuttable and preventing strategies by producers, dealers and international buyers to circumvent the duty.  The absence of any form of deferment or temporary export exemption is problematic given the regular requirements of the industry to send stones for expert opinions or viewings.  An alternative to explore is something similar to the Indian regulatory model, which it seems now allows for re-import of up to 2% worth of the total value that was exported. Furthermore, the duty might impact on rough pricing and marginal mines, in particular if combined with a royalty.  In itself, the duty would not create a competitive local cutting industry that is sustainable. 

· Cross-checking system between Diamond Regulator and Reserve Bank – Kaiser Associates supports a system that improves matching up between various statistical sources to improve accuracy, and measures that reduce any practices or perceptions of money laundering through the diamond industry 













































































































































































































































� The trends below are a very high-level summary of the detail contained in the deliverables for Steps 2 to 5 of the study.  


� There is some debate about whether South Africa is placed fourth or fifth, given the inadequate accuracy of industry statistics and the rapid changes in the size of Israeli, Chinese and SE Asian processing. 


� The US is the largest market for industrial diamonds, with the major applications being machinery (27%), mineral services (18%), stone and ceramic products (17%), abrasives (16%) and contract construction (13%)


� Constituencies have not stated their views on every option that has been put forward; this section rather captures those views that constituencies have prioritised to raise.  


� The full documents are available from the FRIDGE or Nedlac secretariats. 


� However, the relative competitiveness of South Africa’s remaining deposits are not guaranteed.  Most alluvial prospects in South Africa will only yield 0.5 carats to 2 carats per 100 tons. This compares to higher yields in emerging mining areas e.g. Angola average of 25 to 100 carats per 100 tons (as estimated by the Chamber of Mines)


� Source: SA Diamond Board, note highlighted entries represent clear errors in the statistical data


� There is some debate about whether South Africa is placed fourth or fifth, given the inadequate accuracy of industry statistics and the rapid changes in the size of Israeli, Chinese and SE Asian processing. 


� Duke University, 2004


� Source: DTC


� Sources: Tacy, Ltd, as quoted in Diamond Intelligence Briefs, Annual Diamond Review by Ashok Damarupurshad, DTC


� Sources include: Diamond Board statistics, International Trade Centre statistics


� China Diamond Jewellery market almost US$1.1 Billion, DIB, Vol 18 n no, 366, October 18 2002.


� British Geographical Survey (2002)


� South African Retail Fact Sheet, Ernst and Young, June 2003


� Sources adapted from: Tacy Ltd., Diamond Intelligence Briefs


� The US is the largest market for industrial diamonds, with the major applications being machinery (27%), mineral services (18%), stone and ceramic products (17%), abrasives (16%) and contract construction (13%)


� Constituencies have not stated their views on every option that has been put forward; this section rather captures those views that constituencies have raised as priorities.   


� Please also refer to the section on intervention options to improve competitiveness


� Please also refer to the section on intervention options to address vertical integration and marketing 


� In the case of the Trans Hex tenders the attendance of tenders and granting of viewing opportunities is open to all license holders.  The process is controlled by the S A Diamond Bourse who is obliged to conduct the tenders in accordance with our Section 59 agreement, which provides for small players to have access to our tenders.


� Origin and the breakdown by category of rough can, however, be tracked up to the point that rough reaches London, as extensive sorting is now conducted for Southern African production in Harry Oppenheimer House in Kimberly.  


� http://www.diamonds.net/news/newsitem.asp?num=8922&type=all&topic=Antwerp&searchfor=&author=


� http://www.diamonds.net/news/newsitem.asp?num=8736&type=all&topic=Antwerp&searchfor=&author=


� An invitation for detailed comments on CFC operations was sent out to industry during the project, but only one response was received.  


� The Perfect Setting: Diamond Tourism in the North West Territories, The North Group, June 2004


� Sources: Duke University, DTC and various interviews 


� Figures provided by UASA


� November 2004 submission


� Sources: International Labour Organization, “Child Labour in the Diamond Industry”; International Federation of Chemical, Energy, Mine and General Workers' Unions (ICEM)


� Trans Hex has indicated for the record that it is fully FICA compliant and is obliged to report any suspected money laundering activities.  There have been no incidents reported to date. 


� Refer to Step 5A deliverable for further detail


� Refer to Step 5A deliverable for further detail
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