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Preface

This study addresses the issue of greater cooperation between governments and the private

sector in the development of the mining sector in Africa. Central to this cooperation is the

increase of private capital flows to Africa which the New Partnership for African Development

(NEPAD) pinpoints as an essential component of a sustainable long term approach to filling the

resource gap.

The study addresses the issue of low level flow of private capital to Africa compared to

other developing regions and attributes this to investors' perception of Africa as a "high risk"

continent. The risk of political instability, policy reversals, security of property rights, regulatory

frameworks and markets are regarded as principal constraints to investment. Key elements of the

New Partnership for African Development will help lower these risks through cooperation

between African governments and international institutions and by promoting initiatives relating to

peace and security, political and economic governance, infrastructure development, poverty

reduction programmes, credit guarantee schemes, sound macro-economic regimes and strong

regulatory and legislative frameworks. These measures are expected to promote public-private

sector partnership (PPP) and enhance the capacity of countries to implement public-private sector

partnership programmes.

Since African economies are vulnerable because of dependence on primary production and

resource based sectors, the study recommends a diversification of production be given priority that y.

mineral beneficiation jzm^be increased and private enterprise supported. Governments are also v

urged to remove constraints to business activity and encourage African entrepreneurhsip.
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A Framework for Co-operation between African Governments and the Private

Sector for the Development of the Mining Sector

1. SCOPE AND OBJECTIVES

The development of various Western countries particularly Australia, into modern

economies was in part catapulted by the development and utilisation of mineral resources.

Although the asset of mineral resources is more abundant in Africa than elsewhere except the

former Soviet Union, Africa has not been successful in the utilisation of these resources for the

modernisation of the mineral producing economies. Until 1997, the Economic Commission for

Africa used to organise Conferences of African Ministers of Minerals and Energy to deliberate on

issues of the development and utilisation of minerals and energy. At their last conference

November 1997, in Durban, South Africa, the Ministers resolved that ECA should endeavour to

propose concrete ways of enhancing the utilisation of abundant mineral resources for development.

The central challenge facing African mining countries in their transition towards modern

economies is to improve the contribution of mining towards sustainable development. Because

indigenous public financial capital in Africa is limited and the cost of borrowing money locally is

prohibitive, the continent needs to mobilise financial resources abroad particularly those of the

private sector. Although African governments have recently embarked on policy reforms and

institutional strengthening, and have realised that public sector participation in mining was neither

feasible nor desirable, the mining industry was seizing these opportunities only in the 1990s,

despite major constraints to contend with. A major problem has been the legacy of the poor

environment for private sector participation that exited in the past as typified by the interventionist

policies that were followed in the 70's and 80's. This was exacerbated by the destabilisation

caused by civil wars, internal ethnic or political conflicts that affected and still affect a number of

African countries. The inability of the continent to attract sufficient levels of foreign investment

(FDI) has been highlighted by P. Collier and C. Pattillo (2000) and is attributed to perceptions of

risk to investment.
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During the 1980s Africa (excluding South Africa) attracted only 1% of investment on the

value of its mineral production in mineral expenditure as opposed to 10% for the major mining

countries (ECA 1999). The World Bank (Staff Papers, 1996) does not consider risk as vital, but

attribute this dismal performance to various forms of state controls and participation by

governments in the sector. As reported by Alassane D. Ouattara (1997), a recent study conducted

by the IMF revealed that those economies that have made the most recent economic progress are

closely linked to an appropriate combination of policies with three objectives: i) achieving and

preserving macroeconomic stability, ii) promoting openness to

trade and capital flows, iii) and limiting government intervention to areas of genuine market failure

and to the provision of the necessary social and economic infrastructure. More importantly, no

one set of policies is a sufficient condition for success. Experience shows that poor policies in one

area can obstruct progress, even if policies in other areas are good.

During 1960 to 1990 the return on capital in Africa was on average around a third below

that elsewhere (Collier and Gunning, 1999) leading to little private investment. In spite of

substantial reforms undertaken by several African governments during the 1990s and that returns

on FDI are higher in Africa than in other developing areas, flows of foreign direct investment FDI

in Africa amounted only to an estimated $4.7 billion in 1997 almost the same level as in 1996, but

over twice as high as at the beginning of the decade (World Investment Report, 1998).

FDI increased fourfold between 1990 and 1999, from US$ 200 billion to US$ 884 billion

and is now the largest source of private capital inflows to developing countries. In 1997, FDI

accounted for more than three fourths of the total net resources from developed countries and

multilateral agencies to developing countries. In 1999, it represented only one third of the total

flows.

While Africa lags behind other developing countries in attracting FDI, a group of seven

countries - Botswana, Equatorial Guinea, Ghana, Mozambique, Namibia, Tunisia and Uganda

have managed to attract substantial FDI inflows and grew faster between 1992 and 1996 compared

to other African countries. Although natural resources could have played an important role for

FDI flows into these countries, a number of other factors including fast growing national markets,

access to large regional markets, significant privatisation programmes also played a significant

role.
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FDI flows to Latin America and the Caribbean that occurred in the early 1990s were

further strengthened in 1997 when the region received $56 billion - an increase of 28 per cent over

1996 (World Investment Report 1998). This increase accounted for two thirds of the overall

increase in inflows to all developing countries. According to the World Investment Report (1998),

apart from sustained economic growth and good macro-economic performance, key factors in the

Latin American and Caribbean regions' FDI boom were trade liberalisation, wide-ranging

privatisation, deregulation and regionalization.

It is widely perceived that regionalisation particularly in MERCOSUR has given a boost to

FDI in the region and that global competition and market expansion are prompting TNCs from

Europe, the United States and Asia to invest in the growing MERCOSUR market. The region's

strong FDI performance has been accompanied by changes in the nature of investment it receives.

TNCs activities in Latin America have become more export oriented and this in part explains the

export boom experienced in MERCOSUR between 1990 and 1996. Structural reforms, macro-

economic stabilisation and adequate macro-economic management have also contributed to the

export performance of foreign affiliates and domestic firms (WIR 1998).

World-wide exploration spending by region during 1999 and 2000, also puts Latin America

on the top position as a destination for exploration spending. According to the Metals Economic

Group (MEG) of Canada, mineral exploration and development investment as a percentage of

global expenditure in Africa accounted for 16.5% (US$663 million) in 1997, 17.5% (US$494.3

million) in 1998 and 14.9% (US$323.4 million) in 1999; ref. Antonio MA Pedro 2000). However,

during the corresponding period, Latin America attracted almost double of mineral investment:

29.0% in 1997, 28.8% in 1998 and 29.1% in 1999. In global terms, the mining sector has been

experiencing a steady decline from 1998-1999 mainly due to volatile commodity prices and the

collapse of several emerging markets. For instance, global exploration expenditures fell 31.0% in

1998 and 23.0% in 1999. This situation makes it difficult for developing countries particularly in

Africa to attract investment from bilateral and multilateral donors particularly for small-scale

mining enterprises.

The Metals Economic Group estimates that the 2000 year's analysis of 656 companies'

exploration budgets totalling about US$2,34 billion covered approximately 90% of world-wide
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expenditures of commercially oriented non-ferrous metals exploration. Accordingly, the total for

the year 2000 expenditures are estimated at about US$ 2.6 billion as compared to US$ 2.56 billion

for 670 companies in 1996. The regional distribution for 1999 and 2000 is as follows:

Table 1

2000 and 1999 World-wide Exploration

Spending by Region

Africa

Latin America

Australia

Canada

United States

Pacific/SE Asia

Rest of World

1999

12.7% ($337.1 mn)

28.1% (719.4 mn)

19.3% ($495.3 mn)

12.1% ($309.9 mn)

9.8% ($252.1 mn)

7.7% ($196.1 mn)

8.3% ($212.7 mn)

12.6% ($293

28.3% ($661

17.3% ($404

14.9% ($348

10.0% (234.5

8.5% ($199.2

8.4% ($196.7

2000

1 mn)

9mn)

8mn)

Omn)

mn)

mn)

mn)

Source: Metals Economics Group 2000.

The table above indicates that Latin America maintains its top position as a destination for

exploration spending with a 2000 year budget of US$ 661.9 million followed by Australia, Canada

and Africa at US$ 293.1 million down from US$ 337.1 in 1999.

Through mergers and acquisitions, the mining industry is becoming more consolidated and

dominated by fewer players. Table 2 below provides information on the volume of base metals

and gold acquisitions during the period 1990-1999.
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Table 2

Comparison of Base Metals and Gold Acquisitions 1990-1999

(Transactions valued at $25 Million or more)

Year

1990

1991

1992

1993

1994

1995

1996

1997

1998

1999

Totals

Number

of Base

Metals

Deals

12

7

14

11

15

19

14

18

14

11

135

Total

Value of

Base

Metals

Deals

(USS

Millions)

$1,561

$482

$1,650

$2,441

$1,699

$3,777

$7,400

$3,576

$1,304

$3,930

$27,820

Average

Yearly

Cu

Price

(USS/Lb

$1.21

$1.06

$1,03

$0.86

$1.05

$1,33

$1.04

$1.03

$0.75

$0.71

Average

Yearly Ni

Price

<US$/Lb)

$3.95

$3.70

$3.18

$2.40

$2.88

$3.73

$3.40

$3.14

$2.10

$2.77

Average

Yearly

Zn Price

(USS IB)

$0.69

$0.51

$0.56

$0.43

$045

$0.47

$0.47

$060

$.046

$0.46

Number

of Gold

Deals

13

11

8

8

14

17

26

18

14

17

146

Total

Value of

Gold Deals

(USS

millions)

$3,520

$853

$733

$1,098

$3,230

$1,586

$4,975

$5,134

$3,189

$3,997

$28,315

Average

Yearly

Gold

Price

(US$/oz)

$383

$362

$344

$360

$384

$384

$388

$331

$294

$279

Total

Number

of Deals

25

18

22

19

29

36

40

36

28

28

281

Total

Value of

Deals

(USS

millions)

$5,081

$1,335

$2,383

$3,539

$4,929

5,363

$12,375

$8,710

$4,493

$7,927

56,135

Source: Metals Economics Group

The table below (Table 3) indicates that the major players in the mining sector are mostly

based in North America, Europe and South Africa. These are represented by companies such as

Anglo-American, Barrick and Newmont Mining.
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Table 3

The Twelve Largest Single Transactions During 1990-1999

Acquisition

Voisey's Bay

Magma

Copper

Santa Fe Gold

Minorco

(46.5%

Anglo)

Cyprus Amax

I-.ac Minerals

Hemlo Gold

Anglo/De

Beers Assets

Euro-Nevada

Amax Inc

Asarco

Getchell

Buyer

Inco

BHP Minerals

Newmont

Mining

Anglo

American

Fhelps Dodge

Barrick Gold

Battle

Mountain

Minorco

Franco-

Nevada

Cyprus

Grupo

Mexico

Placer Dome

Seller

Diamond

Fields

Magma

shareholders

Santa Fe

shareholders

Minorco

shareholders

Cyprus

Amax

shareholders

Lac

shareholders

Noranda

shareholders

Anglo/De

Beers

Euro

shareholders

Amax

shareholders

Asarco

shareholders

Getchell

shareholders

Primary

Metals

Ni

Cu

Au

Cu

Cu

Au

Au

Cu

Au

Cu

Cu

Au

Date

2Q 1996

4Q 1995

1Q 1997

4Q 1998

3Q 1999

3Q 1994

1Q 1996

4Q 1993

2Q 1999

4Q 1993

3Q 1999

4Q 1998

% Acquired Total Value

of Deal (USS

millions)

70%

100%

100%

54%

100%

100%

100%

100%

100%

100%

100%

100%

$3,375

$2,400

$2,100

$1,932

SI,800

$1,600

$1,500

$1,428

$1,275

$1,200

$1,180

$1,085

Source: Metals Economics Group
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The message from the tables above is very clear and it indicates that if Africa wants to

develop its mining sector, it must be able to attract some if not all of the companies earlier

indicated.

With $87 billion in 1997, Asia and the Pacific accounts for nearly three fifths of the FDI

inflows received by all developing countries and for over a half of the developing country FDI

stock (WIR 1998). The trend of FDI flows to Asia were not substantially affected by the 1997

financial crisis especially in the five Asian countries - Indonesia, Malaysia, Philippines, Thailand

and the Republic of Korea. In spite of the crisis, FDI flows to the region have been quite resilient,

remaining positive and continuing to add to the capital stock of the affected countries. The

fundamental question to be asked is, if the financial crisis had occurred in Africa, would the

affected countries have remained impervious to FDI inflows? The obvious answer is no.

It is for this reason that African governments' ultimate objectives in embarking on the

reform and liberalisation in the mining sector in particular are to create the type of climate

available in Latin America and Asia in order to derive the following benefits:

• reformed regulatory frameworks;

• competition, increased efficiency and quality of services provision;

• creation of new stakeholders with profit-oriented objectives;

• new management and modern technology;

• project management skills;

• private sector design and innovation skills;

• private sector finance and investment potential;

• enhanced access to capital markets;

• positive impact on government budgets including reduced subsidies;

• additional income from sale of assets;

• reduction of the power of the State in managing industries; and

• increased employment.

2. THE CASE FOR PRIVATIZ ATION IN AFRICA

Privatisation is an important policy instrument through which governments in many

countries promote and sustain economic development. By the early 1980s, state-owned
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enterprises accounted for 17% of GDP in Africa and 12% in Latin America but only 3% in Asia

(excluding China and India (Kikeri et al 1992). Over the past decade more than eighty countries

have privatised at least some of their state owned enterprises (SOEs) or shifted control of public

services or infrastructure to the private sector (D.A. Rondinelli et al 1996). The challenge that

African governments face in the drive towards privatisation is to put into place proper legal

frameworks which will ensure that the process of privatisation is carried out speedily yet with

transparency and propriety. This task entails reforms involving the rescinding of and amendment

to existing laws and structures and the introduction ofnew ones. Privatisation is defined variously.

Some governments still define privatisation narrowly as the sale of public assets or

enterprises to private investors. However, increasingly, government officials and business leaders

see privatisation more broadly as all efforts to encourage private sector participation not only in

the provision of commercial goods, but also of public services and infrastructure (J. R. Nellis, D.A.

Rondinelli and G. Shabbir Cheema, IBRD Staff Working Paper No. 581, 1983).

Using this broad concept of privatisation, African governments are deregulating many

sectors of the economy to allow private competition with public agencies and enterprises,

requiring them to cover their costs and manage their operations more efficiently. They are

allowing or encouraging businesses, community groups and NGOs to offer social services.

Furthermore, they are providing financial assistance and guarantees for private investment in

infrastructure and facilities, creating public - private partnerships and contracting with private

organisations.

Public- private partnerships are becoming very popular in various parts of the world. They

create avenues for both the private and public sectors to participate in areas which were previously

considered to be public responsibilities, resulting in shared resources, risks and benefits and there

by speeding-up development. New forms of private sector participation through public/private

partnerships have been developed including: build-operate transfer (BOT), build-own-operate-

transfer (BOOT), and concessions.

Managing privatisation is a complex and multidimensional process that involves

governments, the private sector, workers' organisations and other stakeholders. In undertaking

privatisation, governments need to establish sound policies and also take into account the

following important dimensions:
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• developing a strategic perspective of the privatisation process that takes into account

pre-privatisation issues, private sector development, policies for creating a strong

enabling environment and the post-privatisation impacts on stakeholders;

• creating the administrative capacity, procedures and mechanisms for implementing

privatisation policies;

• establishing a political context that supports and facilitates privatisation;

• managing the economic policies needed to support privatisation;

• managing the technical aspects of transferring ownership or responsibility for the

provision of goods and services from the state to the private sector;

• creating a financial structure through which investors could obtain the capital to

purchase state assets and operate privatised enterprises or form public/private

partnerships;

• establishing communication, marketing and public relations infrastructure that are

necessary to ensure stakeholders' participation and support for privatisation;

• assessing and dealing with the social impact ofprivatisation;

• assuring that the physical environmental impacts of privatisation are identified and

dealt with effectively;

• developing the necessary legal framework for privatisation and private enterprise

development;

• improving regulations, governance and the capacity to monitor the privatisation

process, enforce contracts and ensure transparency;

• creating or strengthening the institutional capacities in society to support a market

economy on which both privatisation and private enterprise development depend; and

• ensuring the overall quality and integrity of the privatisation process.
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The above dimensions require enormous political will and abundant resources - financial,

human and technical to be in place to implement the privatisation process. Most African

governments have not been able to achieve these prerequisites. Privatisation of state owned

enterprises is often advocated where the original reasons for establishing such enterprises are not

seen to be relevant any more (for example where functioning capital markets have emerged which

were absent earlier) or where the management of state-owned enterprises has been inefficient or

corrupt, thus diminishing the profit to the state or increasing losses the state is already incurring.

In most cases privatisation is a political act undertaken as part of a broader economic adjustment

programme and is seen by investors as creating a better climate and bringing in new money. In the

early 1990s, one third to over half of all foreign and domestic investment in Latin America and

Eastern Europe has been for privatisation (Sader 1995).

The fact that privatisation is often undertaken in tandem with other economic reforms

makes it difficult to evaluate its effects separately. The success or failure of privatisation is often

closely related to the success or failure of the whole economic reform programme or process.

Although many developing countries are advocating privatisation in order to obtain finances, an

evaluation of privatisation practices in Latin America shows that revenue from privatisation sales

has done little to reduce fiscal deficits (Pinheiro and Schneider 1994) although in some cases it

helped to reduce future government subsidies to loss making state-owned enterprises.

Studies done by ECA/DMD 1999 in Mali, Senegal, Burkina Faso and Cameroon are

inconclusive on the net benefits deriving from privatisation in terms of sustained revenue income

or employment creation. However these studies seem to converge on the short-term benefits, but

are uncertain about the sustainability of income generation.

According to COSATU (2001) the impact of privatisation on the working class is negative

and detrimental for the following reasons:

Leads to decreased and inferior quality services for the poor, and they cannot afford

to pay for the services provided by or through private interests;

Leads to higher prices for the provision of basic services, which adversely affects

the poor;

Limits cross-subsidisation to benefit the poor and poor regions;
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Adversely affects the State's capacity to:

provide basic services to the poor;

provide for infrastructural development;

intervene to restructure the economy to ensure growth and employment creation

and;

play a developmental role in general.

Leads to significant job losses as was the case in Kenya where privatisation of water billing

without tender left 3,500 workers out ofjobs;

Fosters the casualization of labour with more workers being hired on limited fixed term

contracts of employment;

Removes workers from the bargaining units established over many years in the public

sector, generally leading to a reduction in incomes, benefits and job security; and

Limits the extension ofbasic social and municipal services to the poor.

As already pointed out, privatisation is most effective when it is part of a clear policy

framework and a broader programme of policy reform and institutional development which is

often not the case with most African privatisation programmes. The advantages of privatisation

can be maximised when government assures a competitive environment, has adequate procedures

for promoting cost reduction and service quality, strongly supports small and medium scale

enterprise development and state-owned enterprises restructuring and performs an effective

regulatory role to minimise corruption and inequality. Public needs must be well articulated and

defined, and risks, rewards and responsibilities clearly spelt out.
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3. PROBLEMS AND CONSTRAINTS IN IMPLEMENTING PRIVATIZATION

POLICIES

Although substantial progress is being made in many countries on privatising SOEs and

eliciting the participation of the private sector in economic activities, progress is often slow and

the process more complicated. There are often delays in implementing economic reforms - for

example the privatisation of the CAMSUCO enterprise in Cameroon announced in 1990 was only

effected in 1998 (ECA/DMD 1999) because of political problems. Other delays in privatising

SOEs have been attributed to macro-economic, bureaucratic cultural and institutional problems.

An important task in developing a strategic management plan for privatisation is to identify these

potential problems and obstacles and to take actions that will overcome them or mitigate their

adverse impacts.

Among the most serious obstacles to privatisation are the difficulties of implementing

changes rapidly under conditions of economic uncertainty, political ambivalence over the pace and

scope of economic reform and privatisation, opposition by vested interest groups such as political

leaders and government officials, the military, social and religious groups and advocates of the

poor. Other constraints in Africa include the following:

• Lack of consistent and comprehensive programmes for privatisation;

• Inadequate human capacities to manage the privatisation process;

• Limited demand and weak financial markets (lack of domestic savings and inability to

mobilise capital). There are often no bids received because of lack of investor interest;

• Weak conditions of companies offered for privatisation;

• Management and employee resistance;

• Inadequate institutions to support market transactions;

• Inadequate infrastructure to support business;

• Bureaucratic complexity and delays;
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• Inefficient private sector or market-oriented management skills;

• Inadequate information dissemination and diffusion to interested stakeholders; and

• Public suspicion of or hostility towards private entrepreneurs.

It is therefore vital that governments identify these constraints and take appropriate action

to address them; failure to do this often results into policy stalemates and or reversals. Policy

stalemates and or reversals in turn affects credibility and increases the political and economic risk

to investment in Africa. Privatisation of state companies and deregulation of the economy should

be carried out in a very assertive manner and should not create uncertainties.

4. PERCEPTIONS OF RISK AND INVESTMENT IN AFRICA

As noted already, between 1960 and 1990 returns on capital in Africa were on average a

third below that elsewhere and this factor was used to explain the low level of investment. But,

following substantial reforms in the 1990s, returns on FDI have increased in Africa and are higher

than in other developing countries. But, despite the improved returns, private investment is lower

than 10% ofGDP compared to 18% in other developing regions (World Bank 1996).

According to Collier and Pattillo (2000), an important reason for this continuing low level

of private investment is risk. The fear of political instability is perceived as the most important

obstacle by the majority of investors, followed by the risk of policy reversal. The second

hypothesis investigated by the same authors is that African governments and international

institutions have the power to reduce these risks through the construction of "agencies of restraint"

which should include the incentives for key reforms to be maintained. This can reassure investors.

Many institutional investors from industrialised countries feel that they should invest in

instruments that meet or exceed a minimum credit rating standard. They have developed

indicators of country credit worthiness which include the "Institutional investor, Euromoney and

the Economist Intelligence". These credit ratings are designed to measure a country's ability and

willingness to service its financial obligations using macroeconomic, financial and political

variables. The table below (Table 4) shows the ratings of corruption factors of selected developing

and developed countries as compiled by Transparency International.
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Table 4

Corruption Factors

• Canada

• Australia

• USA

• Chile

• Botswana

• Namibia

• South Africa

• Zimbabwe

• Brazil

• Morocco

• Zambia

9.2

8.7

7.5

6.8

6.1

5.4

5.2

4.2

4.0

3.7

3.5

• Ghana

• Mexico

• Senegal

• Cote d'lvoire

• Argentina

• Bolivia

• Uganda

• Venezuela

• Indonesia

• Tanzania

• Nigeria

3.3

3.3

3.3

3.1

3.0

2.8

2.6

2.3

2.0

1.9

1.9

(10= None, l=Very Dodgy) - Source: Transparency International

The macroeconomic and financial variables measure a country's capacity to meet its debt

obligation. The variables include a country's terms of trade, real exchange rate instability, rate of

growth, high and variable inflation, the ratio of savings to investment, the current account balance

relative to GDP, the ratio of external debt to GDP, debt service payments relative to GDP, interest

payments to GDP, the level of international reserves and commodity price volatility. They also

examine a country's vulnerability to external shocks and this is gauged by its degree of reliance on

a single export commodity. Other factors include arrears on international bank loans, rescheduling

and access to bond markets (Nadeem Ul Haque et al 2000). Between 1960 and 1989, the volatility

of most of these variables was higher in Africa than in any other region. Collier et al also contend

that another important indicator of risks of the African environment is the level of capital flight.

According to Collier, despite a lower level of wealth per worker than any other region, African

asset owners hold 39% of their portfolios outside Africa compared to 10% for Latin America, 6%
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for East Asia and 3% for South Asia. The implication is that like foreigners, domestic investors are

also uncertain and responsive to risks of the environment. Therefore the low level of stock and

savings relative to GDP in Africa is strongly influenced by risk and not necessarily by low

incomes. This trend in Africa is supported by Dixit and Pindyck - theory of investment under

uncertainty.

The political variables are more difficult to discern and quantify. But Haque et al consider

the following as important:

• Risk of legislative changes. New legislative enactment may result in changes affecting

business;

• Coup d'etats having an effect on constitutional changes among the top government

officials;

• Assassinations ofhigh government officials that are politically motivated;

• General strikes of several hundreds of workers aimed at government policies or

authorities;

• Guerrilla warfare carried out by independent bands of citizens and aimed at the

overthrow of the ruling government; and

• Riots that are violent involving the use of physical force.

Other variables are major government crises threatening to bring the downfall of

government, purges and anti-government demonstrations of several hundreds of people with the

primary purpose ofvoicing their opposition to government policies even ifthey are peaceful.

A recent study by All Africa Com (2001) has revealed that since 1963, there have been 200

coup d'etats in Africa. With the ongoing civil wars, poverty and starvation, Africa conjures

images of war, instability and colossal corruption; that investment in Africa poses massive risks,

and that macroeconomic and political risks will adversely impact the value of investment.

There is a general consensus on the urgency to devise suitable methods for improving the

perceived "horrible image" of the African environment to investors. A few countries have been

cited as examples in reducing risk through "domestic agencies of restraint". According to Louis
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Kasekende (2000), the Central Bank of Uganda has played a meaningful restraining role. As soon

as the Central Bank of Uganda was given a lot of autonomy in carrying out its activities, the Bank

then pursued a policy to reduce inflation and fiscal pressures on domestic institutions. The result

was to enhance investment and long run growth.

The introduction of a "cash budget" is given as another agent of restraint and Zambia is a

case study. According to Christopher S. Adam and David L. Bevan (2000), problems of fiscal

control or lack of it have been a central feature of African economic experience over the last two

decades. Budgetary deficits in excess of 10% of GDP have been common accompanied by

hyperinflation rates. The Zambia "cash budget" introduced in 1993 is seen as an example of

switch from a discretionary to rule based approach to fiscal control. This policy imposes

discipline on the budget and leads to balanced budget and low inflation.

Courts are also cited as domestic agents of restraint. In Uganda, Tanzania and Botswana,

courts have been successfully used to enhance the predictability of the business environment by

adjudicating commercial disputes with reference to the law. In Southern Africa, investment codes

have played the role of agents of restraints. Virtually all the countries have adopted a foreign

investment statutory code to enhance their standing in the eyes of foreign investors. Incentives to

investors range from tax cuts and exemptions to the provision of feasibility studies and other forms

of assistance. However, these have not resulted in significant increase in the levels of investment.

This poor response from potential investors might be associated with risk perceptions which

persist over time.

Restraint through compliance to international trade agreements such as the WTO could

enhance investment in Africa. Unfortunately, although the liberalisation of trade and exchange

rates has been the central features of African economic policy reforms, unilateral trade reforms

have often been reversed unilaterally in such countries as Kenya, Zambia, Ivory Coast and Nigeria

(Easterly and Lavine 1997). The importance of trade and exchange rate policies to economic

liberalisation and the history of policy reversals frighten investors because of the concern that

convertibility will not be maintained, that profits cannot be repatriated and that prices will be

changed thereby affecting profitability negatively.

Other avenues to assist in mobilising finance for new mining projects and in substantially

reducing the perception of risks to investors and financial partners by providing guaranteed
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protection against risks and by providing governments with specific technical assistance include

co-operation with the Multilateral Investment Guarantee Agency (MIGA), the World Bank and the

International Finance Co-operation (IFC).

Today when commodity prices are low and investment finance is expensive and scarce, the

role of institutions like the World Bank, IFC and MIGA in assisting mineral development is vital.

"Anglo-American Corporation of South Africa has in the past used MIGA to guarantee a US$50

million investment in Mali, and Golden Shamrock Mines used a similar facility when originally

investing in Ghana". MIGA covers risks which include: transfer restrictions, expropriation, breach

of contract, war and civil disturbances.

The IFC can assist African countries with the financing of projects both as a lender and as

an equity investor. In 1995, IFC helped finance the $300 million Sadiola gold mining project in

Mali. IFC provided $5 million in equity, $35 million in loans and syndicated a further $25 million

in B loans from commercial banks. It can also assist by refinancing a project to assist it readjust to

lower commodity prices. The World Bank assistance to governments would be in the form of

policy reforms that would provide a better environment for private sector investment and by

promoting the sharing of best practices among developing countries.

4.1 Fiscal Policy

Sound economic and fiscal policy are important prerequisites for mineral development.

Taxation arrangements ought to be competitive and fair to both the government and investors. For

most developing countries, the benefits expected from mineral development are tax revenues and

foreign exchange earnings. A satisfactory tax regime is essential so that it captures a fair share of

the rent for the country as compensation to the economy for the use of the mineral deposit while

providing a reward to the investor. Investors and governments have different perspectives of what

constitutes a good minerals taxation regime.

The Institute for Global Resources, Policy and Management of the Colorado School of

Mines recognises the need for independent and neutral fiscal information to be provided to

governments. This is necessary in a competitive global market. Yet such information has become

limited. For instance: two United Nations' minerals advisory services, the Department of
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Technical Co-operation for Development and the Centre for Transitional Corporations, have been

dissolved; the United States Bureau of Mines has been disbanded; Canada's Centre for Resources

Studies has closed down; the East-West Centre in Honolulu and the Mining Sector Co-ordinating

Unit of SADC have been experiencing budgetary constraints. In this vein, the Colorado School of

Mines provided a neutral and independent fiscal reference base for use by investor companies and

governments.

4.2 The Investor's Perspective

The objectives of foreign mineral investors focus on the following:

• Tax systems should permit an early pay back of invested capital;

• Taxes should recognise the volatility of revenues, and therefore, be sensitive to

fiscal burdens when prices are low;

• Tax regimes should be stable, predictable and transparent to reduce risks;

• Taxes should only apply to cash flow generated by the mining projects;

• Taxes that distort costs and extraction profiles or reduce incentives for managerial

efficiency should be minimised;

• Tax regimes should encourage exploration risk taking to find new deposits or

expand existing mines;

• Tax provisions should not discourage investment in economically marginal

projects; and

• Taxation should preserve incentives for the company to invest in project

improvement over time. The table below (Table 5) summarises the significant

taxes in selected African and Latin American countries. Although the table

demonstrates that the levied taxes on minerals are comparable between Africa and

Latin American, little investment accrues to Africa.
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Table 5

Summary of Significant Taxes in Selected African and

Latin American Countries

Country

Latin

America

Argentina

Bolivia

Brazil

Chile

Mexico

Africa

Ghana

Ivory Cost

Namibia

South

Africa

Tanzania

Corporate

Income tax

33%

25% +

surtax

15%

35/42%

34%

35%

35%

25% +

sliding

35%

35%

Royalt

y

yes

yes

yes

yes

none

yes

yes

none

none

yes

Value added tax

on imported

equipment

21%"

13%"

max. 18%

18%"

15%

none

10%"

none

14%

Deferred

Typical

import

duty

14%-

5%

none

deferred

10%"

none

5%'

yes

1%

5/40%

Typical

export

duty

none

none

none

none

none

none

18%"

none

none

2%

Dividend

with

holding

tax

none

12.5%

none

35%

34%

none

12/18%

0% non

resident

12.5%

20%

Interest with

holding tax

13.2%

12.5%

15%

35%

15%

none

18%

none

none

15%

Credits refunds, exemptions and other means to reduce liability may be available.

Source: Global Mining Taxation Comparative Study: Institute for Global Resources Policy and

Management, Colorado School of Mines, 2000.
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4.3 The Government Perspective

More generally governments are assumed to require tax regimes that are competitive and

conform to the following requirements:

• Tax systems that support macro-economic stability by providing predictable and stable

tax revenue flows;

• Taxes that permit capturing a greater share of revenues during periods of high profits;

• Tax regimes that can be effectively administered and involve low collection costs and

possibilities for avoidance;

• Taxes that maximise the present value of revenue receipts by providing for

appropriations during early years of production;

• Tax systems that capture windfalls from extraordinarily low cost, high profit projects;

and

• Tax systems that are neutral and encourage economic efficiency.

A satisfactory mineral tax regime should therefore reconcile the objectives of the investor

company with those ofthe government.

Investors possess considerable leverage and often manipulate their power to influence the

course of the economies of developing countries. They have the option to wait, that is to defer or

postpone investment. The greater the perceived risk, the stronger their incentive to retain this

option, that is, to refrain from investing. On the other hand, governments want fast

implementation of projects in order to start collecting taxes as early as possible. These two

different approaches also need to be reconciled.

5. THE LEGAL PRE-CONDITIONS FOR GOVERNMENT/PRIVATE SECTOR

COOPERATION

In African economies with a fairly large percentage of state-owned mining enterprises,

ownership of the state assets could be best privatised if the governments move towards a more
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market-oriented economy. This would however entail modifying the legal system to facilitate

such change whilst at the same time providing an environment which will inspire confidence in

potential investors, both domestic and foreign.

Where such basic legal frameworks are non-existent, African governments should establish

new ones. The exercise can be shortened by taking advantage of foreign experience and adopting

legislation which has worked well in other developing countries in Africa, Asia and Latin

America. Also, where new institutions are required, those already operating in other developing

countries could serve as models.

Another important legal condition for government private co-operation is the enactment of

property laws. Property rights are central to the operation of any market economy and are an

essential pre-condition of privatisation. Property laws by establishing clear rules for the

distribution of economic gains from property, establish incentives for property owners to put their

assets to the most productive use. On the other hand, in the absence of clear property rights, the

outcome is uncertainty as to the ultimate ownership of assets and this could discourage investment

by domestic and foreign businesses.

The two prerequisites to property rights include the following:

• a neutral judicial system committing the state to provide fair compensation for any

assets that may be subjected to nationalisation; and

• property rights should be vested in agents with purely economic responsibilities with a

view to encouraging more efficient use of scarce assets and an improvement of

economic performance.

African countries should learn from best examples of countries taking bold measures to sell

loss-making enterprises following failure to restructure them. However, once such enterprises and

their assets have been privatised, governments should ensure that the returns therefrom should also

benefit the government and the people at large. Zambia is an example of a mining economy that

faced difficulties in restructuring its vast mining industry. Ultimately, the bulk of the mining

industry was sold to the private sector. In the aftermath, the government realised that profits from
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the operations of the privatised mines were being repatriated with little profit accruing to the

Zambia economy. This was putting enormous pressure on the national currency which was

constantly depreciating. The government was therefore forced to issue a statement threatening to

take unspecified measures to stop the trend.

Box I: Zambia's Privatization of the Mining Sector

Owing to poor performance of the mining sector during the 1980s and 1990s, the

Zambian Government decided to sell the major assets of the Zambia Consolidated Cooper

Mines (ZCCM). Thus by March 2000 a major milestone was achieved when the remaining

major assets of ZCCM were privatized and the assets of the various privatized mines were

handed over to the consortium of Zambia Copper Investments, International Finance

Corporation and Commonwealth Development Corporation.

The completion of the privatization of the remaining assets of ZCCM was seen as

vital for Zambia's economic recovery. The sector used to be one of the backbones of

economic growth during the 1970s, but over the years, inadequate investment and

capitalization resulted in a sustained fall in production. As a result, the contribution of the

sector to total GDP fell from around 16 percent in the early 1990s to a mere 6.6 percent in

1999. With privatization completed, the expected reorganization and re-investment should

improve the viability and production levels of the mines and ultimately make a positive

contribution to overall economic growth and poverty reduction in Zambia. A restoration of

profitability in the mines will also impact positively on the national budget as well as the

financial state of the various industries that supply the mines and who previously were owed

huge sums ofmoney by the loss making ZCCM.

Furthermore, the privatization of ZCCM will, after its liabilities have been cleared,

free up resources to enable government concentrate on directing resources to social sectors.

The finalization of the sale of ZCCM is also expected to result in increased inflow of

investments in the mining sector, which will impact positively on the profitability of the

mines and the general performance of the rest of the economy and thus increase

Government revenue.

Source: Mid-Year Economic Review: Ministry of Finance and Economic Development,

September 200

Zambia and other member States of the Southern African Development Community

(SADC) signed a Protocol on Mining on 5 September 1997 which has been ratified by seven of the

nine mining economies. SADC has put specific measures to attract investment into mining and

this is yielding encouraging results. Furthermore, the SADC Protocol on Mining calls for broad

stakeholder participation in the process of community building. The major stakeholders in the

mining sector have been identified as follows: member states' governments, private mining
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companies, labour organisations, civil society, co-operating partners, service providers,

environmentalists, finance and investment institutions. The current participation embraces only

private large mining companies through their Chambers of Mines and the Mining Industry

Association of Southern Africa (MIASA), women in mining associations and member States'

governments. Efforts are now focussed on constituency mobilisation and popularisation of

regional co-operation and integration.

6. INSTITUTIONAL ISSUES AND PROBLEMS RAISED IN THE COOPERATION

OF GOVERNMENTS AND THE PRIVATE SECTOR FOR THE DEVELOPMENT

OF THE MINING SECTOR

6.1 The Institutional System of Privatisation

The unbundling of parastatal institutions can be carried out either in a spontaneous manner

or can take place under the auspices of the state. Therefore, in order to co-ordinate the process of

effective government cooperation with these institutions, it is advisable that governments establish

new administrative institutions to be responsible for executing the privatisation programme or

should entrust the task to departments within their own administration. The governments are also

entitled to enact new legislation to allow each state-owned enterprise to organise its own

privatisation.

The establishment of new institutions by governments presupposes that they will fully

represent the interests of the state in the negotiations and the execution of the issues and interests

raised for the development of the mining sector. It will therefore be appropriate to establish the

rules governing the operation of these institutions and to determine under which body of law in

state administrative law or civil law - they will be subject.

6.2 Identification of Ownership

Before the process of co-operation between governments and the private sector for mining

development can commence, it is necessary to ensure that the ownership issues are unambiguous.

Parties are unlikely to sign contracts of co-operation where the ownership of assets is under

dispute. Somehow, in most African countries issues of ownership are rather blurred because of
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frequent changes of governments or lack of adequate legal guidance and this therefore constitutes

an obstacle to co-operation arrangements between governments and the private sector.

6.3 The Valuation of Enterprises Targeted for Co-operation

Another problem facing African economies in developing their mining sectors is to

determine the appropriate values of enterprises scheduled for either sale, privatisation or co

operation. The prediction of an enterprise's future potential for making profits depends on a whole

series of outcomes in such areas as taxes, credit and the treatment of outstanding debts none of

which can be known by the prospective investor. With such imperfect information, a prospective

investor or purchaser will be required to guess a suitable valuation. This could impede the process

of investment and even privatisation.

There are a number of reasons why the task of establishing indicative valuation is

important. First, governments which are trying to generate revenue from the sale of state mining

enterprises and for foreign investors seeking to purchase stocks would need to have some

indicative valuation of the enterprises. Second, lack of information on the value of the enterprise

will mean that only 'insiders' (managers, workers) with some knowledge of the enterprise's

capacity and its market performance can predict its future performance in a restructured and

reformed economy. Yet this information should be open to all interested parties otherwise public

confidence could be eroded, particularly if windfall profits are accruing to purchasers with inside

knowledge.

There may be no single satisfactory method to provide precise, objective answers to the

problem of valuation. But, governments should endeavour to provide prospective investors with

as much detailed information about an enterprise.

6.4 De-monopolisation

In their efforts to privatise large-scale mining enterprises, African governments have to

reckon with their size. In some economies these enterprises are too concentrated and large. In

consequence, and in order to avoid that monopoly powers are shifted to newly privatised firms, the

privatisation of these state monopolies has to be preceded by de-monopolisation.
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Some governments have adopted various approaches in demonopolizing mining

conglomerates. First of all, governments can break up dominant firms into several smaller units

(unbundling). The advantage of such an approach, is that it creates a number of smaller

competitive enterprises in the same market and could bring about improved performance. A

further approach to the problem of monopolies is to enact competition laws and make competition

more effective. Governments will, therefore, have to weigh the merits and demerits of each

approach to the problem of de-monopolisation.

6.5. Creation of Capital Markets

Lack of well-developed capital markets in African countries has been a stumbling block in

the effort to promote co-operation between governments and the private sector for the

development of the mineral sector. This is a serious constraint on the large-scale, rapid divestiture

of mining enterprises in Africa. Several factors account for this. First, few of the mining

economies have stock exchanges which are as yet trading securities. Second, banking systems are

weak and underdeveloped. And finally, savings of the people are insufficient to purchase capital

stock.

Governments in several mining economies seem to have opted for the view that the

privatisation process itself should become the mechanism for the quick development of capital

markets for the development of the mining sector.

7. THE INCENTIVES SYSTEMS IN THE DEVELOPMENT OF THE MINING

SECTOR

In promoting co-operation with the private sector, African governments must design an

incentives system to attract investment for both local and foreign entrepreneurs.

7.1. Foreign Investment Incentives

A question which must be asked is why should African governments provide incentives to

investors to influence their operations. In Africa, domestic and foreign firms face conditions
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where prices do not bear close relationship to economic resource costs - a situation usually called

market failure. This is due to the structure and conditions in their markets and to the generally

high level of government regulation in their productive system.

Governments have goals such as:

• a more even income distribution;

• employment creation;

• increased production among income groups; and

• meeting the basic needs of the population.

The objective of an incentive system then should be to influence the private sector to

increase its productive capacity so that the returns meet government objectives. However, it

should be noted that the private sector invests in developing countries (in preference to export) to

(i) reduce costs and (ii) maximise profits. The profit maximisation trend may or may not bring net

benefits on the host countries. It is for this reason that governments should influence economic

conditions so that the private sector operations contribute to achieving the country's development

goals. Since incentives are a form of rewards to induce investment, they are offered at a cost to the

economies of developing countries.

While several governments are liberal in offering incentives, the Namibia government does

not offer blanket incentives to investors. It is extremely selective in its choice of what incentives

are necessary considering the state of the economy. But, in spite of its cautious policy on

incentives, Namibia has attracted a fair share of investment in its economy and in particular in the

mining sector compared to many other African mining economies because of a stable

macroeconomy and a liberalisation of the market. The box below demonstrates Namibia's use of

incentives for foreign investors.

Financial Incentives in other African mining countries include the following:

• 5 year Tax Holidays (Botswana, Burkina Faso, Cote d'lvoire, Guinea, Mali, Morocco,

Niger, Zambia);



ECA/RCID/066/01

Page 28

• Capital and Investment Allowances (Botswana, Ghana, Guinea, Namibia, Tanzania,

Uganda, Zambia);

• Expenditure Write-Offs (Botswana, Ghana, Mozambique, Namibia, Tanzania, Zambia,

Zimbabwe);

• Depletion Allowances (Guinea, Morocco, Tanzania);

• Depreciation Allowances (Botswana, Ghana, Guinea, Mauritania, Morocco,

Mozambique, Namibia, Tanzania, Uganda, Zambia);

• Loss Carry Forward (Botswana, Ghana, Mozambique, Tanzania, Zambia, Zimbabwe);

• Repatriation (Ghana, Mozambique, Namibia, Uganda, Zambia have the most extensive

lists ofrepatriation incentives).
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Box 2: Namibia's Use of Incentives for Foreign Investors

The Namibia Investment Code establishes two categories of foreign investors:

those not eligible for, or not seeking, the status of Approved Investment; and those

holding a Certificate of Approved Investment. The former are not subject to any process

of security or appraisal and are not accorded any special treatment. The latter are

scrutinized for approval against certain criteria set out in the code and enjoy a protective

regime of guarantees and incentives.

The guarantees and incentives focus on two principal concerns:

• Security of title and in particular, the possibility that investment assets may

be expropriated without a guarantee of sufficient compensation; and

• Restrictions on foreign exchange transactions and the availability of foreign

exchange to meet essential investor requirements.

In the case of concerns related to security of title, the Code provides that (a) in

the case of expropriation, just compensation would be paid without undue delay; and (b)

disputes between investors and the State about compensation for expropriated assets

could be referred to international arbitration.

In the case of foreign exchange transactions, the Code sets out certain basic

undertakings to ensure that foreign exchange will be freely available.

Namibia intends to offer to all investors an incentive in the form of a generally

applicable rate of income tax that is reasonable and attractive. Against that background,

the government considered whether Namibia following the practice in some other

developing countries, should also provide in the Code for other special fiscal incentives

such as tax holidays, import duty concessions etc. It was decided not to do so. Some of

the reasons are:

• In order to create conditions for economic growth, Namibia needs a broad

revenue base which is not continuously eroded by piecemeal concessions;

• Tax concessions could be wasteful since in many cases if other conditions are

satisfactory, tax concessions will not be required to attract foreign

investment;

• Double taxation treaties, and other unilateral double taxation relief offered by

many capital exporting countries, mean that the practical effect of tax

holidays is often uncertain; and

• A number of fiscal incentives already exist in the tax law of Namibia in

relation to particular sectors, for example mining. Where, in a particular

sector, or in connection with some particular activity, it is judged that a fiscal

concession is required in order to attract foreign investment, appropriate

provision will be made by amendment to the existing law.
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Source: Investment Code: Government of Namibia in "Formulation and Implementation of FRI,"

UN,N.Y. 1992, p.54.

8. MAIN ISSUES IN THE RELATIONSHIP BETWEEN GOVERNMENTS AND THE

PRIVATE SECTOR FOR THE DEVELOPMENT OF THE MINING SECTOR

This section outlines some of the issues and problems that will have to be addressed by

governments and the private sector for the growth and development of the mineral sector.

8.1. The role of Government in promoting investor friendly macro-economic policies

It is vital to recognise that in today's global environment and capital markets, the mining

industry can only develop effectively in national economies that have macro-economic policies

that are conducive to attracting investment and promote competitiveness compared to other

countries in the global market. Sound macro-economic policies should sustain high rates of

economic growth. Macro-economic stability is the cornerstone of any successful effort to increase

private sector development and economic growth. Growth, investment and productivity are

positively correlated with macro-economic stability. The macro-economic policies should also

take into consideration fiscal policies which affect the investment competitivity of African

countries for mining investments, compared to other regions. These include: input taxes, royalty,

export tax, income tax, dividend tax and incentives. Other fiscal and non fiscal parameters

include: operating costs, environmental costs, bureaucratic and permitting delays, depreciation

schedules, turnover tax and various fixed fees including property rent etc. The key elements for a

successful policy framework include the following:

• Macroeconomic stability, with low inflation and stable and realistic currency

• Deregulation of the investment regime, and free movement of private capital

• Foreign exchange convertibility and liberalisation of exchange restrictions

• Removal of (often prohibitive) restrictions on repatriation of profits and of

capital

• Prudent monetary policy aimed at creating price stability and less volatile

exchange rates
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• Reduction of the risk profile of the economy

• Reduction of risk of expropriation

• Reduction of the role of the public sector in directly productive sectors, through

privatisation of state enterprises - an overall reduction of the share of state

enterprises in total investment, by opening up the public utility sector and other

public monopolies to private sector participation and foreign investment

• Provisions for the settlement of disputes ranging from direct negotiation among

the disputing parties to third party arbitration (World Bank, 1997a)

• Removal of mandated local ownership requirements

• Promotion of the development of domestic institutional investors to assuage

public fears about excessive foreign presence of domestic institutional investors

also reassures foreign investors about the host country's aspect for corporate

governance and property rights (World Bank 1997a)

• Reform of opaque regulations that leave much administrative discretion and

scope for corruption which discourage investment flows (Shang-Jim Wei 1997)

• Streamlining and reduction of tax rates to competitive levels. Low tax rate have

been found to be associated with levels of direct foreign investment (Hines and

Rice, 1994).

• Mobilisation of domestic resources through the gradual reduction of

environmentally damaging subsidies (Panayotou, 1997).

• Policies that promote macro-economic coordination at subregional levels to set

fair level playing grounds to avoid smuggling.

8.2. Labour market standards:

Governments and the private sector must develop labour market policies including

employee benefits which provide for improving labour standards. The key elements for a

successful outcome are:

• recognition of the role that human capital development plays in allowing for improving

labour standards;
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• a successful consensus among role-players on appropriate desirable legislation for the

mining industry;

• recognition of the particular needs of the mining industry; and

• identification of inappropriate legislation with a view to advocating a legislative

regime more appropriate to the needs ofthe industry.

8.3. Education and training for an appropriately skilled work force

Governments and the private sector should develop a workforce with highest possible level

of education and training, where governments provide, at least for future generations, quality

primary and secondary schooling. To achieve the tertiary education required by the mining sector

to remain competitive, what is required is a partnership between government, mining companies

and students themselves. In addition, the mining companies need to provide vocational training

and education that develops both the generic and task-specific competencies needed for productive

mining. The key elements for a successful outcome are:

• delivery of sufficient quantity of appropriately skilled employees for the mining

industry who are trainable for further advancement and deployment;

• high quality tertiary education departments of mining, metallurgy and earth sciences;

• a well articulated partnership between governments, the private sector and education

institutions to promote focussed funding intervention and a common understanding of

mining industry needs; and

• skills training on the mines to a level where no functional illiteracy continue to exist

and where the trainability of employees is raised sufficiently to allow for multi-

ski 1ling.
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8.4. Safe and healthy working practices

It is essential to develop safe and healthy working practices, based on tripartism (involving

governments labour and employers), which provides and constantly improves hazard

identification, risk assessment, risk management, the prevention of accidents and the management

of occupational diseases. The key elements for a successful outcome include:

• a healthy and productive work force engaged on mines that reflect improving levels of

occupational health and safety performance;

• identification and promotion of best practices in health and safety management;

• creation and maintenance of an efficient tripartite-based regulatory review process

leading to the implementation of laws such as the Mine Health and Safety Acts;

• health and safety research policies that have potential to be meaningfully applied

within the mining industry's efforts to enhance mine health and safety; and

• integration of development in health and safety policy.

8.5. Environmentally responsible mining

It is essential that mining operations take place in appropriate environments, where

management of environmental impacts of all mining activity is built into mining plans, where due

attention is paid not only to wealth creation, but also to environmental conservation. Key elements

for a successful policy framework include:

• willingness by governments and the private sector to apply innovative approaches in

the management of environmental impacts of mining activity to the benefit of both

mining activity and the environment;
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• establishment by governments of co-ordination mechanisms allowing for efficient

interaction between relevant government departments and the private sector with an

interest in environment in order to carry out effective sectoral approaches and policies

on environmental management;

• development of partnerships between mining employers and other environmental

stakeholders for the development of an effective mutually agreed upon regulatory

framework; and

• establishment of mechanisms for dealing with land use policies to promote efficient

mining development processes.

8.6. Mineral, mining and exploration rights

It is vital that governments put in place regimes on mineral, mining and exploration rights

that ensure security of tenure regarding mining and mineral rights for all categories of miners with

special interest on small-scale miners. Such a policy should remove barriers to entry by small-

scale and medium-scale enterprises thereby increasing the ownership of the mining industry by the

indigenous African population. Some of the key elements to a successful policy outcome include

the following:

• concerted efforts to lower barriers to entry into the mining industry to allow for new

entrants particularly the small-scale enterprises to partake in the industry;

• governments and the private sector should recognise that minerals in the ground are the

sovereignty of the nations and should be exploited for the benefit of national economic

development; and

• secured security of tenure ofmineral rights
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8.7. Appropriate technology for the development of mining in Africa

While large-scale mining operators in Africa have developed adequate and appropriate

technology for their operations, medium and small-scale operators continue to use inappropriate

technology to make their enterprises viable. An appropriate funding of technology development in

mining from both public and private sources and through public-private partnerships is vital for the

future of the industry. The key elements in this policy include:

• strategic partnerships between governments and the private sector for the funding and

development ofnew mining technology;

• common and shared perspectives of both governments and the private sector of the

technology requirements for the development of mining;

• greater role of the large-scale mining enterprises in assisting new entrants into the

industry in the development of new technologies that are cost effective; and

collaborative; and

• development of research programmes by governments, private sector and other

relevant academic and scientific institutions for the promotion of technology in mining.

8.8. Support to small-scale mining

Most governments are increasingly realising the potential that small mineral deposits could

offer in alleviating the problems of poverty, redistribution and growth. The traditional lack of

technical and financial facilities available to this sector has inhibited its development and

expansion. There is need by governments and the private sector to cooperate in promoting this

sector. The key elements for its expansion include the following:

• access to funding to be encouraged and facilitated through appropriate and targeted

institutions;

• the development of small-scale mining sector to be facilitated to ensure the optimal

exploitation of small mineral deposits;



ECA/RCID/066/01

Page 36

• all spheres of governments and development agencies to work towards co-ordinating

their activities in order to promote small-scale mining activities;

• governments to support the provision of training and skills development for small-scale

miners in environmental management;

• the small-scale miner should be provided with better understanding of the importance

to work within the regulations and cooperate with the licensing authorities to comply

with legal and regulatory requirements for the operation of a viable and sustainable

small-scale mine. This requires establishing enabling conditions for small-scale

mining industry developments; and

• alleviating technical and financial constraints.

8.9. The role of governments and the private sector in managing the impact of HIV/AIDS

on African mining

In a number of African countries, the contribution of the mining sector to GDP is being

reduced by the impact of HIV/AIDs which has affected a considerable number of mine workers.

Sero-positivity among mine workers in some countries exceeds 30%. Indications are that the

workforce age profile will begin to alter radically within the next 5 to 10 years. At that point

recruitment systems will be placed under severe pressure and mines will experience a potentially

critical loss of valuable skills. It is therefore necessary for governments and the private sector to

forge their efforts to curb the impending disaster by putting into place a management strategy that

will deal with the scourge. This could include comprehensive testing, provision of affordable

drugs, treatment of STD, condom distribution, the immediate expansion of recruitment and

training and education awareness.

9. CONCLUSIONS: AN AGENDA FOR THE FUTURE

Mining companies are attracted to countries with political stability, with very prospective

geology, enabling and transparent legislation, good investment incentives and with a state willing

to negotiate and which is supportive of the mining industry. In addition, they also require well

trained and qualified technical people and good databases of geo-science information.
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It is important to note that although privatisation is an essential instrument for transforming

government controlled economies into market-oriented systems and for making established market

economies more efficient, it is neither a panacea for all governments ills nor sufficient to ensure

economic progress. Privatisation is likely to succeed when it is part of a broader programme of

policy reform and institutional development. Ultimately, privatisation is most likely to succeed in

a vibrant and vigorous market economy. Governments ought to create an economic environment

in which entrepreneurs can experiment, take risks, be provided with physical infrastructure and

public services designed to reduce costs and increase efficiency of private sector production.

In most countries, state companies are being privatised on a piecemeal basis, slowly and

with increased red tape and added overhead costs. Successful privatisation requires the

commitment ofboth political and business leaders to encourage the expansion of the private sector

for the formation of capital. The rate and level of capital formation is influenced not only by the

possibility of high rates of return, but also by risks that threaten investment programmes. The

higher the level of risk the lower the level of investment or the higher the level of reward

necessary to reduce it. Furthermore, African governments are seen as possessing unbridled

sovereign power. They can capriciously alter public policies, make laws and break them. The

reform of governments is therefore central to the way they manage their macroeconomic policies

and the relationship they have with other governments and multinational companies. This could

pave the way for a search for the renewal of access to international capital.

Privatisation does not mean that governments should totally retreat. Their new planning,

structuring, monitoring, policy making and regulatory roles involve a shift to good governance and

the need to improve their administrative and managerial capacities. Finally, there should be no

blanket case for privatisation of the mining industry, the primary consideration would be for the

individual African mining economies to study the nature of their mining industries, their cross-

linkages with other sectors and the importance of the mining sector for the attainment of the

overall economic objectives. If privatisation and the stabilisation of the macroeconomy and the

liberalisation of the markets continue not to ignite investment and growth, then a review of the

regulatory framework would be an important step. Improved information flow and monitoring of

effects would be part of the exercise. In the process, governments could ask themselves whether

the reasons which prompted them to deregulate still remain valid, and whether the measures taken
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are effective in terms of the objectives. If not, adjustments would have to be introduced to achieve

those original objectives.

Performance benchmarks, codes and standards need to be developed and enforced. In

addition, participatory approaches and networking between all interested stakeholders, namely

governments, the private sector, local communities, NGOs and the civil society in general need to

be promoted. These consultative fora could contribute to better planning, collaboration and

commitment in the development of the mineral sector in Africa. In turn, this would improve the

sense of ownership, empower affected local communities, diffuse the possibilities of conflicts and

improve the sustainability of mineral resources development in the continent.
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