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Office Hours:
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Textbook:

The 22 Immutable Laws of Marketing by Al Ries and Jack Trout

Requirements



· The essential course pre-requisites.

· Ability to visit a website and print documents.

· An e-mail account.

Rationale for this Course
In this course, we will understand key issues facing companies that sell products and services to a mass consumer market.  Examples of such companies include Procter and Gamble, McDonalds, BMW, Kraft Foods, Sony, Harley Davidson, Walt Disney, De Beers, Nike, Starbucks, Pyramid Brewery, Kodak, Johnson and Johnson, and Anheuseur Busch.  In order to have a successful marketing program in such companies, it is important to understand how consumers behave, study the aggregate nature of the market and assess your relative position in it.  I will expose you to state-of-the-art tools and techniques that will train you to contribute effectively as members of such organizations. 

The substantive topics covered will include understanding why consumers buy and how they choose between alternatives, assessing the benefits sought by consumers, understanding consumer-based competitive structures, an in-depth look at segmentation, targeting and positioning, exposure to the advertising and media business and a focused, critical study of the immutable laws of marketing.

In addition, as students of this course you have a valuable opportunity to be involved in a historic transition in the jewelry business.  The American Gem Traders Association is a national association of wholesalers and importers of colored gems (e.g. Sapphires, Rubies, Emeralds).  Each of these traders is engaged in acquiring stones from sources all over the world and then selling them to jewelers who then use them in rings, bracelets, necklaces and other items.  

There are a number of such traders scattered all around the country  and so far they have not promoted the benefits of their product to the general public.  Instead, they have adopted a push strategy by promoting to the jewelers only.  Now, the industry feels that they should start promoting to the public to educate consumers about the relative benefits of colored stones and create a truly glamorous image for these stones. 

They have little direction in developing a promotional campaign and so they have commissioned us with the task of putting together a comprehensive marketing report that will assist them in this process.

We will be interacting with customers to understand their knowledge of and attitudes toward colored stones.  A key focus will be on identifying barriers in their minds that are preventing them from buying gems for their jewelry needs.   We will also be interacting with jewelers and leading industry experts both inside and outside the classroom to better understand the challenges in the marketing of these stones. Finally, we will be brainstorming to prepare a suitable promotional campaign for this product.  

I view this as an opportunity to change the classroom literally into a marketing consulting organization where all of us actively learn from the library, internet and the market and then share this knowledge with our peers.  At the end of the course, you will be turning in a report and making a professional presentation to the client.  

General Notes
1.
I believe in total access to students and my preferred means of communication is Electronic Mail.  If you have a question that cannot be addressed in class or through e-mail, please come to my office hours or make an appointment.  Please make it a habit to visit my teaching webpage often (at  least twice a week) because I will be posting all announcements there. 

2.
Our classroom has a wide variety of people from different educational, cultural and financial backgrounds with different skill sets and career aspirations.  Please treat everyone with respect and listen carefully to what your classmates have to say.  Peer learning is expected to be a big component of your learning in this class.


This is an equal opportunity classroom.  Anyone who has something intelligent 
to say may join in the discussion at any point.

3.
I really encourage all of you to attend classes regularly and arrive on time.  
Please read all assigned material diligently and ask a lot of questions.  When 
your classmates are presenting an article or discussing an issue, please listen 
carefully and then ask pointed questions.  Not attending a classmate’s 
presentation is unprofessional behavior.

4.
Plagiarism:  I am aware of the existence of a 1-800 number and a web site where students can obtain term papers.  If I even get a hint of such stupidity, that group will be assigned a zero for 
the Industry Analysis project and the matter will be taken up through official channels as academic misconduct.  Please recognize that the penalty for such an act can lead to withholding your diploma and expulsion from school.

5.
I reserve the right to modify the rules laid down in this syllabus and/or intervene if I perceive dysfunctional group behavior leading to an unfair division of work.

Grading

Gem Project


40%

Midterm Exam 

20%

Final Exam


20%

22 Laws Project

10%

Other Class Activities
10%

Gem Project Description
Groups of size 3.  This project is worth 40% of your grade.

You will be graded on-

Weekly Reports

Phase 1 Report

Phase II Report- A copy of this will be sent to the client.

Final Presentation- Client will be present for this.

Details are given later in the syllabus.

Background Report
I now provide you with a brief background of this business that will give you a good idea about the issues involved here.  I have put on reserve a number of promotional materials the AGTA sent me.  Please take a look at this.

Shannon Woodmansee at the AGTA is our main contact. Feel free to call her up to ask any questions.  Her phone number is 1-800-972-1162.

Also, please save your receipts for costs incurred.  I will, most likely, be getting some funding from the AGTA.

Introduction to Gem Stone Business
The precious stones business has been dominated by diamonds and in particular, by the worldwide conglomerate- De Beers (you can read more about them at their website: http://www.edata.co.za/debeers/default.htm.  If you want to know more about how this cartel works, see the article in the Appendix). 

This company has systematically created an exclusive and glamorous image for diamonds.  De Beers began diamond advertising in 1939. Today, the slogan ‘A Diamond is Forever’ is internationally known, and De Beers runs advertising and marketing campaigns on behalf of the whole diamond industry in 28 countries, in 18 languages. Working through a worldwide network of agencies, De Beers aims to increase diamond sales, create new interest in diamond jewelry and develop new markets. The campaigns, which promote diamonds as the ultimate gift of love, are based on international research carried out by De Beers’ own researchers and from specially commissioned consumer and trade studies.  Campaigns are specially developed with individual national cultures in mind - a system that has, for instance, dramatically increased the sale of diamond engagement rings in Japan.  In the US, recent efforts have focused on creating the perception that diamonds are appropriate gifts for all special occasions.  

This marketing blitz has eaten into the market for colored stones.  These stones are rarely bought for engagements, anniversaries (maybe guys think this will make them look really cheap) or other special occasions.  Jewelers, who profit most from diamonds, rarely present these stones as the first choice to consumers and typically they are sold only as part of elaborate jewelry sets. Consumers may have negative associations with colored stones and may not be very knowledgeable about the nature of colored stones.

According to gem industry expert, Barry Whittle, gems have several advantages over diamonds.  First, they are genuinely rare to find with each stone being one of a kind.  In comparison, each diamond is not unique and the rarity of the diamonds are mainly due to restriction of supply by De Beers. Second, each stone comes in a variety of shades and hues providing a broad range. Third, they are about as durable as diamonds and do not break or crack.  However, he is worried that consumers are not well educated about these aspects of gems and may be viewing them in a negative manner.
Current Activities of the AGTA
The American Gem Traders Association was established in 1981 and currently serves 640 members all over the USA and Canada.  They have two types of members- firm members who are mainly wholesalers and affiliate members which includes retailers, goldsmiths, lapidaries etc.  

The main focus of the AGTA is to promote their firm members to retailers. To do this, they have put together a “source directory” which details where you could go if, for example, you wanted to buy amethysts. The promotion committee chair, Simon Watts, told me that their goal was to put one of these directories on each jeweler’s desk. In addition, the AGTA collects and disseminates information about the merits of colored stones to retailers.  They prepare colored brochures, posters, post cards and point-of-purchase fact sheets and bombard retailers with this information.  The AGTA also advertises in trade magazines such as “The Jewelers Circular Keystone”.  

Their big event is the AGTA Gem Show at Tucson, AZ which brings together retailers and wholesalers in the trade from all over the world.  They also conduct a trade show in Las Vegas and New York.  The AGTA holds national competitions for jewelers creating the most elegant designs for necklaces, rings, bracelets etc. 

Information for Customers and Jewelers Interested in Purchase
The industry has created two types of “rules” for buying stones- the first rule describes the appropriate stone for any particular anniversary and the second rule describes your birthstone, i.e., the appropriate stone given the month in which you were born.  

They have also created an important brochure called “Add More Color to Your Life” which answers questions such as- 

(1)
What are the fashionable cuts and styles?

(2)
How is value determined?

(3)
Which gemstone is the best to buy?

(4)
What are the different types of gemstones? They provide a description of single 
colored, various colored and multi-colored stones.

The AGTA has also put together a brochure called “Buying and Selling Color” which is mainly directed towards jewelers interested in buying colored stones.  But, this provides some valuable information about the factors to look at.  You must pay particular attention to the last section which provides jewelers tips for marketing colored stones.

You will find copies of all three documents in the Appendix.

Grading Scheme
I will be grading you on the following 

Weekly Reports:


  5 points
Your team will turn in a 2 page report every Monday describing the progress you have made that week.  I will typically provide you some direction on this by describing suitable material to focus upon each week.  We will be creating a webpage on which the reports of all teams will be posted.  You must visit this page to understand what your classmates have uncovered.  In addition, this will force you to start preparing your final report from day one.  Expect to use big chunks of your weekly reports in the final report.

Typical material on weekly reports could include summaries of articles/brochures, analysis of interviews of industry experts inside and outside the classroom and mystery shopping experiences.

The first time you miss a weekly report, you will loose 2 points.  The second time you miss a weekly report, you will loose 2 more points.  The third time you miss a report, you loose all 5 points.

Phase-1 report:

 
10 points
This is due on July 14.

You are welcome to draw from the weekly reports turned in by all groups, handouts given in class, materials placed on reserve, information provided to you by visiting speakers etc. By the time this report is due, I expect each team to have visited at least three different jewelry stores and collected detailed information about how these stones are marketed.  Information that is relevant includes store layout, colored stones inventory (shelf share), understanding jewelers’ attitudes towards colored stones and the nature of the marketing mix in this business (more details about the marketing mix follow).  

The report itself should be organized in this way-

(A)
Introduction


Provide a jazzy introduction to the topic you are studying and then briefly


describe the contents in sections that follow.

 (B)
History of diamond and gem industry


There is a lot of information out there about the “folklore” of different types of 


precious stones.  You should provide information both about ancient and 
contemporary history.
(C) 
Background Market Information


This market is really weird.  There is no consensus on the size of the market 
for colored gemstones even (See http://www.gemstone.org:80/size.html for


a discussion of this topic). 


It may be appropriate to talk about the supply picture i.e. where do the 
stones come from?  For example, Thailand is 
considered a major supplier of 
colored stones.  You should find mining reports to incorporate here.

 (D)
Marketing Mix Analysis


Product- 


What are the different types of precious stones? How are these stones different 
from one another?  


Here, you should get some information from some websites as well as the 


literature put on reserve.  In addition, Debby Hiss from the Gemological 
Institute of America will be visiting us.  You must bombard her with questions


on this aspect.


What are the major types of stones sold in the northwest market?  Are jewelers


using colored stones in all types of jewelry- i.e., rings, bracelets, necklaces etc.
or are they focusing on a few only?  How are pieces with colored stones 
displayed?  


What is the market share of these stones in comparison to diamonds? How is 
the quality of a colored stone determined ?  Are jewelers using AGTA material


to answer questions?


Here, I expect you to detail the insights you gained as a result of visiting 
jewelers in the area.  


Price-

You must get price lists from jewelers.  You must understand how price is 
determined for each precious stone- the key attributes may be the size and 
quality of the stone as well as the level of workmanship on the piece.


Describe the differences across stores, across types of gem stones and types of


jewelry.


How do the prices of gems compare to diamonds? 


Place-

What is the structure of the channel- is it Producer- Importer-Jeweler-
Consumer? You must describe the fragmented web of the retail business here.


What are the different types of stores that sell precious stones?  According


to Shannon, these can be classified as chains (e.g. Zales), departmental stores


(e.g. J.C.Penney), gilded stores  and independents.  In addition, you also have


some stores on the internet and shopping channels such as QVC.


What is the role of the different gem associations?

What is the level of availability?  Are some pieces readily available and do others
need to be ordered?  What are typical lag times?


Promotion-

Mainly promotion to jewelers (channel members).  Can you get brochures etc. 
from retailers about gems? 


You must visit as many gem websites as possible.  Describe these websites.

Phase-2 report:


20 Points
This is a cumulative report, i.e., the first part of this report will simply be your Phase 1 report.

In addition, the main focus here will be administering questionnaires to customers.  What I will be doing is asking each team to prepare a questionnaire and submit it to me.  I will then take the best questions from each survey and put together one survey which everyone will use.  Each group will contact 20-25 potential customers.  

After collecting this information, I will tell you how to enter this in a spreadsheet.  Each group will then submit their spreadsheet to me.  I will check it and then combine all the submitted spreadsheets to create one big dataset.  I will give all of you a copy of this final dataset.  

Each of you can then analyze this dataset on your own.  I would like you to obtain descriptive statistics and graphically represent your results.  If time permits, we can do some cross-tab and correlation analysis.  

Each team will then prepare a report on its own and submit two copies to me.  I will retain one copy and pass on the second copy to the client.  

I now describe the key research questions we will be focusing on in the questionnaire.

Customer attitudes towards, Perception and Current Knowledge of Colored Gem Stones
Purchase History
How much do they spend on jewelry every year?

Have they bought any jewelry with colored gem stones in the past?

Customer Knowledge

Product Knowledge

-  Variety of colors, hues and cuts

-  Do they know that colored stones are truly rare? 

-  Do they think it is a cheap or low quality alternative?

-  Comparison to Diamonds

-  Any preference between different types of colored stones- gems, sapphires and          

   rubies?

Buying Procedure Knowledge

- Do they know how to evaluate colored stones?

- Are they queasy or suspicious about buying colored stones?

- What has the general input of the jewelers they contacted been? Have they 

   recommended colored stones?

Barrier in Customer’s Minds and How to Overcome Them
- When a usage occasion arrives, do consumers even consider buying any precious 

   stone?

- What is stopping them from buying a precious stone? 

Potential barriers (I have come up with this just by talking to AGTA members)-

(a)
Perceived as low quality

(b) 
Not enough information available about how to evaluate stones

(c)
Colored stones do not go with dresses

(d)
Nobody in family has bought colored stones

(e)
Jeweler did not recommend

(f)
Do not follow/care for birthstone rules

(g)
Do not follow/care for anniversary rules

(h)
Diamonds are the only appropriate stone for my usage occasion

(i)
Nowhere to turn to if information is needed

(j)
Have not seen a variety of colored stones- my jeweler only has few colors.

Which of the following appeals can overcome these barriers(we may want to add a couple of our own here)-

(1)
Light Up Your Life With Color

Emphasize the rich colors of these gem stones when compared to the boring


white color of diamonds.  Currently being used by AGTA for trade members.

(2)
You are an individual.  Buy a “one-of-a-kind” stone.

This emphasizes the fact that most diamonds are really quite alike.  But, colored stones are genuinely rare and each stone tends to be one of a kind.

(3)
Get a bigger stone for the same price.

The overall price for colored stones tends to be lower and so for the same budget, a consumer can get a larger stone.

Our task here is twofold:

(1)
Are there other appeals that can overcome customer resistance to colored


gem stones?

(2)
Which appeal works best in overcoming the barriers in customers’ minds- i.e.


our focus should be on understanding what is it customers can be told that will


sway them into buying colored gemstones.

Also, there is really no brand name for these colored stones.  Can we suggest a brand name that can attract consumers?

Potential Media Strategies
The current national annual promotional budget of this association is in the range of $500,000 to one million dollars.  With this, the potential media strategies would be-

(1)
Infomercial

(2)
Direct Marketing

(3)
Marketing to Jewelers

(4)
Internet

Customers can be asked how they will react if they see an infomercial or received a glossy brochure from the AGTA.  Will these promotional media appeals change their mind?

Consideration set and share of mind may be appropriate tools to get more information about how consumers think when it comes to this.

The presentation for this project is worth 5 points. 

Exams

The exams will be based entirely on the lectures and class notes.  They could include problems, short answer questions and long answer questions.  I will providing you with a list of sample questions that you must study for before the exam.   In addition, I will have a review session before each exam.
22 Laws Project
This is an individual project worth 10 points.   You will be assigned a law to present to the class.  

Your task will be to select two articles from the academic or business press that relate to your assigned law.  Then you must present the content of the law and your articles to the class. The articles you choose may touch on these laws by:

(a)
Substantiating what the book says by providing examples of the law at work 
and providing theoretical arguments for the law, or,

(b)
Disagreeing with the book by providing examples of where the law does not 
work and providing theoretical arguments for why this law does not work.
Your output will be in two parts: a presentation and a report.  Your presentation will be on your assigned day for 8 minutes and you should be prepared for 2 minutes discussion. Your presentation must cover:

(a)
Brief description of what the book says.

(b)
Summaries of the articles you found.

(c)
Overall “bottom-line” conclusion: So, what do you think of these laws now.  
Give us a “moral of the story”. Would you restate or modify these laws in any 
way?

In addition, you must prepare a one page report critiquing the law and submit it the day of your presentation.  Both the presentation and the report are worth 5 points each.

Recommended sources for business press articles:

1.
Business Week
2.
Fortune 

3.
Advertising Age

4.
Brandweek

5.
The Economist
6.
Wall Street Journal

7.
Forbes

8.
Marketing News
9.
American Demographics

10.
Progressive Grocer
11.
Beverage World
12.
Other appropriate sources

Recommend sources for academic press articles:

1.
Journal of Marketing

2.
Journal of Marketing Research

3.
Journal of Consumer Research
4.
Harvard Business Review

5.
Sloan Management Review
6.
Journal of Retailing

7.
Journal of Academy of Marketing Science

8.
Journal of Product Innovation Management

9.
Other appropriate sources

If you need references or ideas, do drop by.  If it is hard to find articles and you want to use a book chapter, do go ahead.

I will now randomly allocate an identification number to each of you.  The schedule for presentation is given below.  Please note the day you will be presenting.  Also, read the assigned laws on the day of the presentation and come prepared to ask questions.

June 30

Law 1 (ID1)


Law 2 (ID2)

July 2


Law 3 (ID3)


Law 4 (ID4)

July 7


Law 5 (ID5)


Law 6 (ID6)

July 9


Law 7 (ID7)


Law 8 (ID8)

July 14

Law 9 (ID9)


Law10 (ID10)

July 16

Law 11(ID11)

Law 12(ID 12)

July 21

Law 13(ID 13)

Law 14(ID 14)

July 23

Law 15(ID 15)

Law 17 (ID 16)

July 28

Law 19(ID 17),  Law 20 (ID18), Law 21 (ID 19)

General Notes

On Choosing Your Group  

This is a challenging project that requires a lot from each group member.  Members will be required to visit stores, talk to managers and also do library research.  Choose your groups wisely. 

Spend time at the beginning of the course discussing your expectations from others.  You must discuss practical matters such as making sure your work schedules are compatible. It may also be useful if at least one person in the group has access to a computer and/or e-mail from home. Above all, make sure you are comfortable with other group members’ style.

In this group, all members are leaders.  You are in this together.  You must motivate one other and work together to come up with a great product. I strongly recommend that all of you visit the developmental resources page and read carefully the section on team effectiveness.  

A suggestion.  I would urge all of you to plan this out well.  Please meet frequently (maybe once  a week).  By doing this, you will not be rushing towards the end.  This project has a way of stretching out and if you start working one week before the deadline, you will be overwhelmed.

The grade given to a group does not have necessarily correspond with the grade to an individual.  The grade to individuals will depend on Peer Evaluations.  I will obtain Peer Evaluations three times- one will cover Phase 1 of the project, the second will cover the written report of Phase 2 and the third will cover the presentation of Phase 2. 

Report Writing Style

Always remember that the client will be receiving a final copy of your reports.  Please strive to create a well written, professional product.  Feel free to drop in my office at all times to get feedback on your writing. I will be most likely asking you a for a pre-submission copy that I will proof-read before your final submission.

1.
All submissions in this course will be word-processed.  If you are not familiar with a program such as Microsoft Word, please learn it as quickly as possible.  I may be able to help you out with handouts etc.  The Developmental Resources page has some resources that can be useful here.

2.
Font size: 

10-12 pt.


Line spacing:
1.5-2


Preferred Fonts:
Times Roman, Palatino, NewCenturySchlbk, Arial, Courier


Do not leave large gaps in the report.

3.
You must spellcheck before submission.

4.
The pages should be numbered.  Sections should be clearly marked.  If you are turning in a large report, please bind it.

5.
The Developmental Resources page has information about writing resources


on the internet.  Take a look at this.  This can only enhance your product.

6.
You must include an index and an executive summary.  Here is what I expect


in the executive summary:  Be very factual. Do NOT spend half the summary 
describing what you did.

7.
You are expected to enclose proper references and copies of articles you use.  You are expected to include a copy of all advertisements you use.  Please provide names and phone numbers of all managers you interact with.

Presentation Style
The client will be present for the final presentation.  So, once again please strive for professional excellence.

Please visit the development resources homepage for pointers on putting together a high impact presentation. Here are some general tips:

1.
All groups are urged to use Microsoft PowerPoint to prepare their presentations. You can choose to either make regular transparencies or make an on-line presentation.  I will provide you with the equipment if any group is interested in the latter.

2.
I want all group members to be involved in the presentation.

3.
Please do not read from your report or from index cards.  It is OK to bring in material that will support your presentation.  But, you are expected to have a clear flow and be fluent with the material.  Think of it as a long conversation.

4.
I would like to maintain a formal tone to all presentations.  Imagine yourself 
standing in front of Fortune 50 CEOs and prepare with this mindset. Formal 
attire is suggested.

5.
Be prepared for questions and take your time answering them.  Remember you 
are the only 
person who knows most about what you are talking about.  So, be 
confident. 





Tentative Class Schedule




Topic of Lecture

June 23,  Monday

Introduction to the Course

June 25,  Wednesday
Purchase Incidence and Choice- Introduction to Role of 




Product Attributes, Benefits Sought, Attribute Maps

June 30,  Monday

Awareness to Consideration to Purchase- Unaided vs. aided 



recall, Preference Formation; Laws 1 and 2; Weekly




Report- 1

July 2, Wednesday

Benefit Structure Analysis and Problem Detection Analysis; Laws 3 and 4; Visiting Speaker- Debbie Hiss, GIA.

July 7, Monday

Understanding Switching Matrices; Laws 5 and 6; WeeklyReport-2
July 9,  Wednesday

Switchout rates; Repeat purchase rates; Applying switching matrices to understand competition, customer retention; Laws 7 and 8; Visiting Speakers- Barry Whittle, Robert Frost
July 14, Monday

Strong Brands: Double Jeopardy; Asymmetric Price 





Response Case; Laws 9 and 10; Phase 1 Report Due

July 16, Wednesday
Share of Mind; Review Session for Midterm Exam

July 21, Monday

Midterm Exam
July 23,  Wednesday
Segmentation and Targeting Exercise, Ethical Issues 




in Segmentation; Laws 11 and 12

July 28, Monday

Use of Multiple Variables, VALS, Benefit Segmentation; 




Laws 13 and 14; Weekly Report-3

July 30, Wednesday 
Mass Customization, Direct Marketing, Internet Marketing; 


Laws 15 and 17

August 4, Monday

Positioning; Advertising Response Functions, Scheduling 




Strategies, Reach vs. Frequency, GRPs, TGRPs, Media 





Models; Laws 19 and 21; Weekly Report-4
August 6, Wednesday
Quality Function Deployment, Satisfaction Models (If 




time permits), Review Session for final exam

August 11, Monday

Final Exam
August 13, Wednesday
Preparation Session for Gem Project Presentations

August 18,  Monday
Submission and Presentations for GEM PROJECT.

APPENDIX

Diamonds Are Forever: An Econometric Investigation
Muireann A. Kelliher
The diamond cartel now operated by De Beers was set up by the South African mining magnate, Sir Ernest Oppenheimer, in 1934. It is now the vehicle through which over 80% of world sales of rough diamonds is administered and marketed. In this paper, Muireann Kelliher explores how one company has come to dominate an industry.  

"People buy diamonds out of vanity and they buy gold because they are too stupid to think of any other monetary system which will work - and I think vanity is probably a more attractive motive than stupidity." 

The above statement was made by Harry Oppenheimer, current chairman of De Beers and a man more aware than most of the amazing illusion surrounding diamonds that De Beers has managed to create and sustain. Diamonds are in fact cheap to produce and would be lower in price but for the global cartel operated by De Beers. Its aim is to maintain a strong monopoly position, an objective which it has successfully achieved for several decades, notwithstanding the pundits' predictions to the contrary. In controlling the diamond market, De Beers have exploited a relatively simple idea: put an armlock on production and keep prices high. What makes De Beers so special is its execution of the idea. Over the past 60 years the cartel has done for diamonds something that eluded the oil producers of OPEC and even the cocaine barons of the Medellin cartel. It had the muscle and the nerve to impose its own order on the market and it built a syndicate not for weeks or months but for decades.   This paper will attempt to examine these diamond prices as set by De Beers. To this end both the market structure and control system as operated by the cartel is introduced, before the choice of variables and model is specified. The third section presents the results of the regression analysis, and in the final section these results are evaluated (deleted). 

Market Structure and Control System
Gem diamonds, as distinct from industrial diamonds, are different from most other minerals in that they are non-homogenous. Unlike gold for instance, they do not have a standardized unit price. Each diamond has to be individually classified and valued and different diamonds of the same price are not necessarily tradable substitutes. At the micro-level, the diamond market is not a single market, but embraces many sub-markets, with different prices, supply and demand characteristics. Price differentials exist of course, in most commodity markets but the lack of homogeneity in diamonds is such that market segmentation is much more of an issue than in otherwise comparable situations. Owing to the wide variation in diamond qualities, the volume of a producer's output is not a reliable indicator of the value of his production. As a result the interests of producers obviously vary greatly. Due to the considerable differences in the scale of production, producers are not solely concerned with market share. Marketability is a major consideration and co-operation between producers can be a strategy for maximizing revenues. This is because different productions are often complementary and different types of stones are easier to sell at different times. A mix from different sources may be more marketable and realize a higher long-term average price than could individual marketing. What drives the major rough diamond producers to co-operate is that there is no guarantee that independent marketing will realize higher sales revenues than centralized selling over the life of a De Beers' sales contract. 

Certain key characteristics of the market as described above render it suitable to cartelisation. Firstly, there are a small number of significant suppliers and rigorous barriers to entry. Secondly, the product is durable, has a high value to volume ratio and is easy to store. Thirdly, the demand for jewelry-quality gems, which make up 90% of the $5 billion rough diamond market is relatively price inelastic. The rewards to a cartel from controlling supply are therefore likely to be considerable, provided that the difficult tasks of establishing such a cartel and managing it can be accomplished. 

Operation of the Cartel System
De Beers and its associate companies buy of rough diamonds from the mines, value them and then sell them to "sightholders". The policy of the cartel is to maintain stability in both of price and supply, flattening out short-term fluctuations in the demand-supply equation. The central thrust of its strategy is to exercise control over the market and thus maintain rough prices at the highest sustainable level, in essence aiming for long-run revenue maximization over the whole of the demand cycle rather than short-run market clearing at spot prices. Unlike other commodity cartels, the diamond cartel controls both supply and influences demand, combining the roles of major distributor, marketing agency and buffer stock manager. It has developed an expertise in matching supply to demand and the financial strength to operate an extensive buffer stock, capable of holding rough diamonds temporarily off the market. 

The cartel has six key characteristics. The first of these is the existence of producer quotas. Most significant producers have a long-term and exclusive contract to supply a certain proportion of De Beers annual sales. This proportionate contract ensures that the burden of weak markets is passed directly back to the mines. This commitment by the cartel to purchase regardless of the state of demand, provides guaranteed cashflow and price stability, which induces the manufacturing trade to continue buying confident that the market has long-term support. Thus, in a rising market the cartel benefits from both higher prices and stock appreciation as goods are sold from the buffer stock. Yet in a weak market, it bears the full brunt of financing the buffer stock and its commitment to purchase from producers. 

Secondly the cartel has created a strong antidote to any producer's incentive to cheat, with the ability to release from its own stocks a supply of any type of diamond. This means that the stockpile-supported price can drop dramatically as the market is flooded with a similar type of stone, released from the buffer stock by De Beers. This punishment was enacted against Zaire in 1981 when it chose to market its production independently of the cartel to traders in Antwerp. Market clearing of similar type stones lead to substantial price discounting in that segment which took a considerable length of time to work itself out, even though Zaire had been considered the dominant producer in its market segment. Thirdly, De Beers acts as a swing producer. It can play this role credibly since its own mines are among the cheapest sources of fine diamonds in the world. 

A fourth element of market control is operated at wholesale level. The cartel's role as buffer stock manager is reinforced through its external buying offices, competing with independent traders for diamonds mined outside its own production network. When markets are weak it mops up excess supply by outbidding the independent traders and conversely allowing them to bid as they wish when markets are strong. 

An important element of the system is the participation of rough diamond cutters, the middlemen. On every fifth Monday of the year, a select group of diamond dealers is invited by De Beers to the London Headquarters of the cartel, to collect a sack tied with a ribbon. Inside is a cardboard box containing a selection of uncut diamonds worth on average between $2-$5 million, which more or less correspond to the dealer's prior request, but ultimately the choice of diamond supplied in the box is at the discretion of De Beers. A box must be either accepted or rejected in full and price haggling is not permitted. This ritual is called a "sight". The invitation to a sightholder to attend is considered a privilege within the industry, with a corresponding loss of status if permission to purchase is withdrawn. 

Finally, the cartel pays careful attention to demand management, operating a, highly successful worldwide advertising campaign. This campaign is aimed at attracting the consumer's attention to the particular type of stone De Beers needs to sell, corresponding to the composition of the buffer stock at a point in time. 

<<TECHNICAL MATERIAL DELETED>>

Conclusion

In the markets of today, anti-competitive rules are outlawing commercial agreements like cartels. But the legal competence of the nation state can only extend so far. Cartels, historically speaking, given the stringent conditions necessary for success, do not have a high survival rate. De Beers success in this environment is testimony to its ingenious domination of the trade. Unlike other commodity cartels, it both controls supply and influences demand, combining the roles of major distributor, marketing agency and buffer-stock manager. It has developed an expertise in matching supply to demand and the financial strength to hold diamonds temporarily off the market. 

But the cartel can never be infallible. Several factors in the present environment could pose a potential threat to its commanding position. De Beers sway over customers for rough diamonds is not matched by its influence on customers for polished diamonds, namely, jewelers and their suppliers. They are increasingly well organized, good at hard bargaining and make it difficult for De Beers set prices to pass smoothly through the system to the end buyer. Russia always adds uncertainty to the diamond market. Rumors of a Russian stockpile persist and increasing numbers of Russian stones have found their way to the market outside of the "single channel" as operated by De Beers. Assuaging this threat will require all the political and diplomatic clout of the corporation. Yet, there is a degree of consensus within the industry that centralized selling and buffer stock management are in its collective and long-term interest. The diamond is the strongest material known and it is therefore fitting that the diamond cartel has been so resilient slightly ironic that the diamond cartel is not only extremely strong but also extremely old. Only time will tell whether De Beers will continue to control this market and whether diamonds really are forever. 
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