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Scratching  
the surface
With markets still volatile investors are becoming increasingly 
attracted to tangible assets that will preserve capital. Holly Black 
looks at whether diamonds are the next big story in commodities 

At the time of writing, an ounce of 
gold is worth just below $1,600 after 
a dip in the market. Divide that into 

two equal pieces and each will be worth 
half that amount. With diamonds, it is not 
so easy. Cut a one-carat diamond in half 
and the pieces may as well go in the bin.

Diamonds are unique and valued 
independently. Though there are price 
lists and criteria to refer to, any valuation 
made takes into consideration some 
12,000 to 16,000 characteristics. It is  
this lack of homogeny that has put 
investors off in the past. But now ‘the  
last uncommoditised commodity’  
appears to be attracting interest.

 
A brief history 
From the Greek word adamas, meaning 
unbreakable, diamonds have always 
tended to hold their value well, although 
they were not popular in the consumer 
market until the De Beers ‘A Diamond is 
Forever’ advertising campaign of the ’50s. 
In a long history the precious stone that 
would come to be associated with 
romance and affluence has experienced 
just two dips in its price, the economic 
crises of 1929 and 2008. 

This is despite the fact the 
industry took a knock in 
the 1990s with the 
controversy over 
‘conflict diamonds’ 
in politically 
unstable African 
countries, where rebel 
groups had taken control 
of diamond mines and used 
the proceeds to finance their 
operations. The reputation of 
diamonds was damaged somewhat 
until the introduction of the Kimberley 
Process in 2002, which would require 
certification of all rough diamonds; this 
now controls 99.8% of the total diamond 
supply in the world.

As global wealth appeared to soar, 
annual expenditure on exploration 
followed suit, growing 26% year on year 
between 2001 and 2008, according to 
research from consultants Bain & Co. But 
the recession took its toll on mining 
companies. Expenditure fell 64% the 
following year in 2009 and is yet to recover.

The trouble with diamond exploration 
is that it is a long and costly affair and, 
more than anything, a gamble. Through 
the entire field development cycle of 
exploration, prospecting and surveying a 
site, conducting an economic appraisal 
and obtaining licensing, there is still no 
certainty that the mine will be profitable. 
In fact, of around 10,000 possible sources, 
only about 1,000 to date have proved to  
be ‘diamondiferous’ and only 100 
economically viable to develop. 

Add to this the fact that there have been 
no new mines discovered in more than a 
decade – the last being Murowa mine in 
Zimbabwe in 1998 – and it is easy to see 
why diamonds as an investment 
proposition are yet to take hold. There are 
fewer than 100 players involved in the 

exploration part of the process and yet more 
than 250,000 in the retail sales of diamonds. 

But the landscape is changing. Anna 
Sawyer, senior consultant at Stone House 
Global Markets, which sources diamonds 
for investors, says that it is the physical 
aspect of this investment that appeals to 
people. “The recession showed that you 
cannot rely on stocks and shares. People 
want something tangible and low risk that 
preserves capital as well as achieving 
growth,” she says. 

Sawyer believes now is the time to get 
involved in this commodity in order to reap 
the benefits. There are three ways for 
investors to do so: investing directly in 
diamonds – buying the gems and storing 
them to sell at a later date; buying the 
shares of diamond mining companies; or 
investing in diamond funds, which are 
currently hard to come by but being 
investigated by many different firms. 

The four Cs 
Buying a diamond will, of course,  
require capital. An investor really should 
have no less than £20,000 available for a 
decent investment, says Monica Bortolin-
Cossa, managing director of MBC 
Diamonds. This is no doubt why these 

assets are not regarded as the some 
of the most accessible. 

The ‘four Cs’ are integral 
to a diamond’s value. The 
cut, be it round, which is 
known as ‘brilliant’, or 

another so-called ‘fancy 
cut’; the colour in the 

Gemological Institute of 
America scale, going from the 

highest quality of D through to Z, 
where the white starts to have a tint of 

yellow, although not enough to be a 
coloured diamond, whose colour will be 
judged on an entirely separate scale from 
vivid down to intense. Clarity is naturally 
important, with the best grading being FL, 
which stands for flawless; and carat, so 
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called because originally the stones would 
be weighed against carob seeds. The fifth, 
unofficial ‘C’, is certification, which every 
diamond of 0.3 carats or larger should have, 
issued by an accredited independent, 
recognised laboratory, of which there are 
only five major ones globally. An example of 
this can be seen in Figure 1 . 

Bortolin-Cossa recommends that an 
investor should never buy just one diamond 
for the simple reason that it is less liquid, 
particularly if you want to sell part of your 
portfolio. She also suggests a spread 
between colourless (white) diamonds and 
fancy (coloured) ones as ideal, although 
ownership of the latter requires yet more 
capital. Just one in around every 10,000 
diamonds is a fancy colour; blue and red are 
the most rare, followed by pink, with yellow 
at the more common end of the spectrum.

While diamonds are not a get-rich-quick 
scheme, they are far less volatile than 
commodities such as gold and have seen 
strong, steady growth over a long period of 
time. Since the economic crisis of 2009 
rough diamond prices have experienced 
growth of 65% while polished diamonds, 
which were not so badly affected by the 
recession, have grown 23%, according to a 
report by Bain & Co. 

Size matters 
Size is a big factor too and larger stones can 
reap rewards for investors; a typical five-
carat stone grew 17% in value between 2006 
and 2010, yet a one-carat stone over the 
same period grew 5%. 

But pricing is complex and many 
investors see this as an obstacle. It is easy to 
speak of average prices over long periods of 
time but the uniqueness of each diamond 
should never be forgotten. While experts in 
the industry are quick to point this out, they 
remain bullish on the market, expecting 
annual growth of above 6% to continue for 
the foreseeable future. “This is the moment 
to invest. There is ongoing uncertainty in 
the market and tangible assets are 
appealing,” says Bortolin-Cossa.

Sawyer of Stonehouse is also an 
advocate of this method of investing 
directly. “Owning equities is a gamble – 
the share price could fall, the mine could 
close – but if you own the physical asset 
the only way is up,” she says. Though she 
concedes that it is an unregulated market 
without an index and the very nature of a 
diamond makes it hard to accurately 
quantify their growth, she considers this a 
low-risk investment. She cites an example 
of one coloured diamond worth £50,000 in 
1989 that would now fetch £1.5m. That 
equates to annualised growth of 15.9%.

Hidden gems 
Possibly a cheaper way to gain exposure to 
this sector is by investing in the companies 

behind the diamonds. 
Historically this route 
has also been difficult 
to access with De Beers 
and Alrosa accounting 
for around 70% of the 
world’s annual 
production and few 
other companies 
investing in 
exploration. But there 
are opportunities for 
the investor who finds 
the right company.

Gem Diamonds, for 
example, have 
commandeered some 
of the best mining sites 
in the world. Gem 
owns 70% of the 
Letseng mine in 
southern Africa (the 
rest is owned by the 
Lesotho government), 
which in the past six 
years has produced 
four of the 20 largest 
diamonds ever 
recorded. Where the 
average price per carat 
of rough diamonds in 
2011 was around $100, 
the produce of Letseng averaged $2,750. “It 
is a sexy industry, but it is quirky too,” says 
Gem’s legal and commercial director Glenn 
Turner. He believes the commodity is at the 
beginning of an upward cycle, whereas its 
counterparts such as gold are well on their 
way through it. “What we are seeing in this 
industry at the moment is a fundamental 
belief on all sides in growth,” he says. 

Diamonds as an entity on their own may 
have been largely steady, though not 
immune to market fluctuations, yet the 
companies that mine them tend to follow 
the trends of the market. Petra Diamonds 
for example, one of the biggest producers 
of diamonds in the world, had a share 
value of £141 at the time of writing, down 
from £186 at the same time last year but up 
from £119 at the beginning of the year. It is 
also at a very similar level to where it was 
before the crash in 2008 when it suffered 
badly, falling to just £76 by the start of 2009. 

Jamie Strauss of mining finance 
boutique Strauss Partners has accrued the 
capital for several major diamond mine 
purchases; he says that investing in 
mining companies is the most difficult 
and heartless investment there is. The 
industry has no doubt suffered with the 
fact that there has been no significant 
advance since the ’90s when five new 
mines were discovered in Canada causing 
something of a diamond rush. He says 
that though there used to be thousands of 
exploration companies, in recent years the 

industry has bottomed out to a handful of 
serious contenders, which will no doubt 
remain powerful as demand increases.

And demand is increasing. The USA has 
always been important to the diamond 
market, currently seeing about 40% of 
purchases worldwide, but the rapidly 
rising wealth of China and India means 
that demand from the East is surging and 
the supply and demand imbalance is set 
to continue. The diamond jewellery 
market last year alone was worth more 
than $72bn globally. 

Invest at Tiffany’s 
The option to invest directly in the high-
end retailer might seem appealing but does 
not appear to offer significant gains. Not 
only are retailers susceptible to fluctuations 
in consumer sentiment of wealth, 
shareholders will also pay a premium to be 
part of a luxury goods brand. Tiffany & Co, 
listed in the S&P500, has experienced share 
price fluctuations between $56 and $84 in 
the past year alone and the value of the 
shares, which came to market in an initial 
public offering at $23 each in 1987, have 
not grown as much as might be expected. 

Resources funds too have had a volatile 
time over the past five years. Average 
discrete performance for the sector for the 
past 12 months fell by 24.8%. The years 
before that saw average growth of 17% and 
63% respectively, but 2008-2009 was 
tumultuous with the average fund 
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performance falling some 35%. Average 
three-year volatility has been more than 7%.

Despite this there is clearly investor 
appetite for these funds. Baring launched 
its Global Mining fund just three months 
ago in March but only has a small amount 
of exposure to diamonds. Fund manager 
Clive Burstow says this is partly because 
there are not many investment 
opportunities in this area, but also 
because historically mining companies 
have disappointed in production, 
although he points out that they are 
improving. “It is a classic commodity 
where supply is restrained and demand is 
rising. But the cost and difficulty of 
getting things out of the ground is 
increasing,” says Burstow, highlighting the 
scarcity of the gems and the obstacles 
faced by production companies trying to 
mine them, often in the most extreme of 
conditions. Turner says the key is for the 
individual to invest in the area in which 
he or she most believes.

Flawless funds 
The idea of creating a diamond fund is 
starting to be explored more and more by 
investment houses. There have been 
several attempts at this already. Diamond 
Circle Capital had aimed to raise $400m 
for its closed-ended fund back in 2007 
but according to sources, after accruing 
just $74m, it never got off the ground. 
More recently, American company 
IndexIQ is said to be creating an 
exchange-traded fund (ETF) but it told us 
it was currently ‘in a mandated quiet 
period’ and unable to comment. 

Strauss says that a well-structured, 

transparent ETF would have a  
certain appeal but is not as liquid an 
option as holding mining company 
equities and this may be where the  
sector is falling down. 

While this is by no means a new idea, 
nobody has yet managed to bring such a 
product to fruition. Even companies such 
as Bortolin-Cossa’s MBC Diamonds, 
which is usually only interested in 
sourcing and valuing diamonds, is 
investigating how a fund of this nature 
could work. One avenue being explored is 
a bond, where capital would be raised to 
buy a portfolio of diamonds to be stored 
and sold at a set future date. Several 
companies have mooted an ETF too. But 
still the opaqueness of the pricing 
remains a stumbling block.

The next step 
Whichever route the investor chooses,  
the case for diamonds is certainly 
compelling. Demand is increasing while 
supply is diminishing; that is a fact that 
cannot be argued with. 

According to Sawyer of Stone House, 
coloured diamonds will make for the best 
investment, with no red or blue diamonds 
found for more than a year and 
estimations that there are only 500 pink 
diamonds left to be discovered; their 
appeal is in their scarcity and demand is 
unlikely to drop. “We have been brought 
up in the western world to buy diamonds. 
It is special, it is aspirational and it is 
exclusive,” says Baring’s Burstow. 

One can argue that a new mine could 
be discovered tomorrow, thereby 
redressing the supply/demand imbalance, 

but even if a new mine were discovered – 
assuming it were economically viable and 
produced high quality specimens – it 
would still take between four and 16 years 
to come into production. 

Strauss says that globally there  
are currently around 12 projects in  
the pipeline and if each of those were  
to simultaneously come into production 
they would produce no more than 12m 
carats a year. Already 130m are being 
produced so the impact would be 
unsubstantial and the likelihood of  
that scenario even happening  
incredibly remote. 

All mines that are currently in 
production are well matured; some are in 
the final stages of peak production, some 
are already beginning to diminish in 
supply. The problem with any naturally 
occurring asset is that it is a finite 
resource with a naturally declining 
platform of production. 

Yet, despite a very appealing supply and 
demand situation, investor sentiment is 
just not there yet for diamonds and this is 
most likely down to the lack of clarity in 
their pricing. Burstow says that a lack of 
accessibility is a big obstacle. Compared 
with gold, for example, which offers a 
clear read-through with which you can, at 
any given moment, plot its value, 
understand it as an asset and try to 
predict its future, diamonds are incredibly 
complex. “Diamonds have no price and 
their scarcity adds to their lustre,” he says. 
In spite of this, he remains confident 
about the future of diamonds; they are the 
next natural step for people looking for 
something new in commodities.

Unearthing riches: the famous ‘Big Hole’ that provided access to the Kimberley diamond mine in South Africa


