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Diamonds Are Forever…
and Quite Profitable If Your 
Name Is De Beers

The plot of Leo DiCaprio’s re-
cent blockbuster, Blood Dia-
mond, involves sales of the 
gemstone mined in war zones 

and sold to fund an insurgent’s military. 
While most moviegoers were engrossed 
in Leo’s romance with a beautiful report-
er and hoping the resolute father would 
find his long lost family...I found myself 
wondering about how diamond prices 
are set.

Many of us associate diamond prices 
with the notion of a cartel being run by 
the De Beers Group. But did you ev-
ery wonder how this company operates? 
Well, De Beers has two primary business 
units: (1) Production and (2) Marketing 
and Wholesale Sales through its Dia-
mond Trading Company (DTC) arm.

On the production front De Beers owns 
several mines and is a joint venture part-
ner with several diamond-producing 
countries including Tanzania, Namibia, 

and Botswana (largest producer of dia-
monds in the world). Every year, De Beers 
decides how many diamonds it wants to 
sell. Each producer associated with the 
company is then allocated a fixed percent-
age of this target that the DTC subsidiary 
will purchase. This supply “target” influ-
ences the market price for diamonds.

De Beers’ DTC unit focuses on influenc-
ing demand and manipulating supply. 
To stimulate demand, the subsidiary’s 
marketing efforts have promoted the 
concepts of “Diamonds are Forever” and 
spending “Two Months of Your Salary” 
to purchase a gem. 

To influence supply when it is plentiful, 
the DTC restricts sales and hordes excess 
diamonds in its vaults. Conversely, when 
supply is short, it releases more from 
its excess inventory. At one point, over 
80% of the world’s diamonds were sold 
through the DTC. Today, approximately 
half are sold through this exchange.

With market share shrinking dramatically 
and De Beers’ share price dropping from 
$16 (in 1989) to $12 (1999), what’s a car-
tel in distress to do? Call in Bain & Co., 
the strategy consulting firm. In addition 
to Bain’s recommending that the cartel 
measure high level employees by “key per-
formance indicators” (an oldie but goodie 
in management consulting), the results of 
Bain’s “strategic review” are interesting. 

The consultants advised De Beers to 
stop worrying about controlling the 
world’s diamond supply. Instead, it 
counseled the cartel to focus on market-
ing diamonds to end consumers (you 
and me) and solidifying relationships 
with the 9� customers (sightholders) 
who buy its rough diamonds. 

Bain’s advice coupled with favorable 
market conditions has made life good 
for De Beers. The company’s accumulat-

ed stockpiles (more than a year’s supply 
of diamonds) have been exhausted (ac-
cording to Patrick Barta’s May 12, 2007, 
Wall Street Journal article entitled “The 
New Diamond Hunters”). And while 
De Beers’ stock is not publicly traded, 
45% of the company is owned by Anglo 
American, which is. Anglo American’s 
stock has risen by 54.4% in the last year 
(and 228.2% in the last three years)…
pretty nice returns!

A ½ Pepperoni, ½ Mushroom 
Pizza: Why Do Some 
Pizzerias Charge You for 
Two Toppings and Others for 
Only One? 
This may seem like a trivial question, but 
it is one I’ve struggled with longer than 
I care to admit. Why would a pizzeria 
charge you for two “full” portions when 
it only uses two half portions for your 
“half and half” pizza?

In search of answers I posed this fascinat-
ing pricing conundrum to a couple of my 
friends and we came up with a working 
hypothesis. Our initial research revealed 
that “legendary” (an admittedly arbi-
trary label) and gourmet pizzerias tend to 
charge for two toppings, while Mom & 
Pops and the chains seem to charge only 
for one. 

We hypothesized there are two key rea-
sons why gourmet pizzerias charge for 
two toppings. First, customers that pa-
tronize these establishments tend to be 
less price sensitive. I support this notion 
with the fact that I rarely, if ever, see cou-
pons for these pizzerias; while discounts 
(coupons, volume specials) are readily 
available at chains and Mom & Pops. 
Second, customers dining at legend-
ary and gourmet pizzerias highly value 
unique toppings, and these restaurants 
are often known for specialty toppings 
such as clams, homemade sausage, thyme 
roasted mushrooms, etc. 

Pricing Dilemmas: Diamonds,  
Pizza Toppings and the iPhone

With his usual flair for divining in-
triguing pricing lessons from unex-
pected sources, Rafi Mohammed, the 
founder of Culture of Profit LLC, 
shows how DeBeers drove up its profits 
after its market share shrank; explains 
why gourmet pizza establishments en-
gage in value pricing; and argues for 
Apple to raise the price of its  iPhone 
in these latest excerpts from his blog. 
You can contact Rafi at: rafi@culture 
ofprofit.com or visit his website:  
www.pricingforprofit.com.
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Next, I did a little di-
aling around the 
country to 
see if these 
ideas made 
sense in the 
real world. 
Sure 
enough, in 
my small 
sample, 
these hypoth-
eses seemed to 
bear out. 

All of the major chains only charged for 
one topping, even the high-end brick 
oven pizzeria chain, Bertuccis. Legend-
ary pizzerias like Regina’s and Santar-
pio’s (both of Boston), and Chicago’s 
Lou Malnati’s all charged for two top-
pings. Similarly, gourmet pizzerias like 
Washington, D.C.’s, Two Amy’s and 
Alberto’s charged for two toppings. 

Some restaurants charged a price be-
tween one and two toppings. Emma’s, 
my favorite gourmet pizzeria in Cam-
bridge, Mass., charged a 25-cent premi-
um for a large half-and-half topping. The 
truly legendary Pepe’s Pizzeria in New 
Haven, Conn., charges $8.10 for a large 
chicken topping and $5.40 for a half-
topping (67% of a full topping). 

There were some outliers. No highly 
rated pizzeria in my hometown of Cin-
cinnati charged for two toppings, even 
though one uses gourmet ingredients 
(Dewey’s) and another uses a wood-fired 
oven (Pomodori’s). A gourmet pizzeria at 
Cornell University (Aroma) only charged 
for one topping. And regardless of the 
city, highly-rated (that are not “legend-
ary”) non-gourmet pizzerias primarily 
charged for one topping. 

What I find interesting is that value 
pricing seems to reflect a strategy that 
at first blush, seems arbitrary. Given my 
experience that few companies actually 
employ this approach, it’s surprising 
that the pizza industry clearly does. 

The next time you are at your favor-
ite pizzeria, you can confirm the truth 

of this yourself as you 
check to see if it 

is a one or two 
topping estab-

lishment!

Thanks to 
my friends 
Steve, Rob, 
Mark, and 
Robert 

(whose de-
lightful blog at 

http://buffets.blog 
spot.com advises readers on 

how to take advantage of all-you-can-eat 
meals at restaurants around the country) 
for sharing their insights.

Memo to Apple: The iPhone 
is a Hit … It’s Time to RAISE 
Your Price! 
“How do you price hip?” It’s a good 
question because “hip” is often an 
intangible quality whose value is rarely 
recognized until a product launch. 
Back in the market research phase of 
price testing, consumers could evaluate 
the iPhone’s sleek style, touch screen 
features, and cool screen that projects 
both vertically and horizontally. But 
no interviewee could imagine, let alone 
value, the tremendous anticipation 
(created through masterful marketing) 
that has made the iPhone totally hip. 

Like many others, I was taken aback 
when Apple announced its $499 (regular 
version: 4GB of storage) and $599 (de-
luxe 6GB version) iPhone prices back in 
January. These prices represent a healthy 
premium over well-known smart phones 
like the sleek BlackBerry Palm Pearl 
($149 with a two-year contract with Cin-
gular). 

Scoffing at the $500+ price tag, Mi-
crosoft’s CEO Steve Ballmer opined 
in a USA Today CEO forum “there’s 
no chance that the iPhone is going to 
get any significant market share. No 
chance.” 

But Apple was smart; they told us the 
bad news (high prices) early, gave us six 
months to stew about them; and now 

many of us have accepted the prices. 
Fast forward to today. Amol Sharma and 
Nick Wingfield report in the Wall Street 
Journal that 19 million people in the 
U.S., or roughly 9% of cell phone us-
ers, are “highly interested” in buying an 
iPhone. 

Another survey found that 12% of re-
spondents had postponed purchasing 
a new cell phone to wait for the Apple 
product. In great part due to the iPhone 
buzz, Lehman Brothers recently in-
creased its price target for Apple’s stock 
by 20% to $146. The iPhone is smoking. 

To date, Apple’s done a good job of pric-
ing its blockbuster phone. Few could 
have predicted today’s level of consum-
er interest—so it’d be disingenuous for 
me to opine they should have set higher 
prices. It was smart to set the regular 
version price below the $500 psychologi-
cal threshold level. They probably could 
have charged more for the deluxe version 
and succeeded by offering an even high-
er-priced premium model.

But here’s where Apple may falter. Ana-
lysts estimate the company’s current 
gross margin for iPhones is roughly 
50%. With such plush margins, analysts 
predict Apple will slash prices. Starting 
off high and dropping prices is a tried 
and true strategy for new technology. 
But Apple is in a unique situation. With 
no meaningful competition (how many 
consumers are really going to buy the 
$810 LG Prada phone?), the buzz will 
likely only increase the iPhone’s value. 

The key to Apple’s future pricing strat-
egy lies in exercising discount restraint 
(Motorola discovered that discounting 
its RAZR phone from $500 to “free” 
with a two-year contract to maintain 
market share wasn’t a wildly profitable 
idea) and focusing on my favorite pric-
ing strategy… versioning. So while the 
next generation of iPhones might offer 
some moderately discounted versions, 
my bet is the market will accept even 
higher priced iPhones with more stylistic 
features. The iPhone looks destined to be 
the next “must have” accessory for con-
sumers and businesspeople.




