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i. INTRCDUCTION

1. +%hen the participants of the First Regional Conference on the developmeént
and utilization of wineral resources in Africa held in Tebruary 1961 in Arusha,
Tanzaniz, (hereinafter First iegional Conference) formulated their recormrendation
that gave .rise to .the present renort, little did we know of the chanfe in the
evaluation of financing and investrent requirewents for minerals, ‘At the time
it was still the widely held belief, prevalent durinc wost of thé second half of
the seventies, that by and/larre are injection of furds would be all-thét is
needed to bring ~inerals investment ir Africa to a level comuensurate with its
resource endowment. In fact, the reconmendations foraulated in 1%1 already -
appear permeated by a decree of progmatism as they do not call siwply for more
funding but mwention the conditions uncer which funds should be made available.

2. The present situation, and this is done for base metals but also for a
gumber of other minerals and wetals, leaves little roow for the belief that there
could be one ranacea to revive the minerals sector. Instead of “investwmert and
financing gaps” and 'supply shortage’” new keywords such as overfinancing, ‘over~
exploration” and consequently overproduction tade their debit in the mining media.
Depressed prices accenturate this situation. African and other developing producer
countries hard pressed for foreipgn exchange had to increase their output to make

" up for low prices., The most important consumer country is comsidering to
introducé guotas for imports of copper, where the touch is most severely felt.
Under these circumstances, new investrent or financing for mining projects on
adequate conditions has all but faded out of sight.

3. The report, restricts itself to clarify some basic concepts and to present

in a topical manner sowe opportunities for actions and modalities for the operatioms
of an institution. They are hoped to pave the way for a2 mode of financing which
corresponds better to both; to the aspirations of African nations to convert mineral
deposits into agents of developrent and to the current situation on consumer
markets on which nineral producers depend. 1t is against this backdrop that the
“present reports set out to critically reexamine and evaluate the need for more

~ investment and flnanc1no which both should be brought about by setting up an
‘institution.

1I. MINING INVESTLENT IX AFRICA
1. The Tolicy Lackground

4. The recommendation of the First Regional Conference has to be seen in the
context of the struggle of African minerals producers to facely and zainfully
exercise .their rights over their numeral wealth. The beginning of that struggle
goes back to 1962 and the seminal declaration of perranent Sovereignty over
Natural Resourcec.l/

5. The topic was taken up again in the declaration on the establishment of the
New International ILconomic Order whose Frogramme of ActlonZ/ again underscored the
demand for a policy in natural resources which would attribute to producer
countries a role they were so far prevented from assuming. Finally, the African
rations forcefully reweated their demand in the Laros Plar of Action in 1540 which

1/ G.A. Res. 1{(3, 17 U . GAGT, Supp. 5217,
2/ G.A, Res. 520ﬁ, 6 5pec. Sess. UN GAOR, Suzp. (Lo, 1) 5 DN Doc. 9559 (1574).
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laid the ewphasis on development of indizenous factor inputs and, in particular,
on the qualification of manpower and the iuprovement of institutions, ~ fhe
development of indigenous resources to analyse the aining situgtion.éudjﬁb B
strengthen tke cgpabilities for supervision and control had to be regarded as a
first priority.l : ' o

€. In sum, while the interests of African mineral producing nations have been’

well examined and forcefully stated in many fora, and over many years, it

appears ‘that the little headway that has been made in rursuing these interests.

and translating them into action has fallen far short of expectation. The Lagos
Plan of Action didnot stop at deploring the shortfall of finance and investment

It addressed above all those conditions of development that can be substantially
influenced by African states. Vhile the availability for funds for realizing large-
scale mining projects remains outside the immediate reach of most African states,
improving the performance of institutions and training of manpower are aims, which
can be effectively tackled.

-2, The Economic Background

7. The development of wining in Africa, its problems and ‘trends.have been discussec
numerous times. The report submitted by the ECA to the First Regional Conference
has given an accurate and detailed pictureq_gj 3 S

8. In its chapters on "Trends in mine financing and mine development' and
"Difficulties relating to mine fiu... ..’ the widely fawiliar problems of financing
_ minetals developuent from the rigk characteristics of nining operations to the
‘difference in terms Between external and equity capital - are well Presented and
discussed. The conditions prevailing in mine financing have hardly changed since,
g0 that the present report needs merely to. complement the plcture then painted.
Indeed, some of the trends described in former reports have continued in such a
way that conclusions drawn in 1931 appear even to be wore justified by developments
in later years. This is the case with the assumptions regarding flow of mining
investment to Africa. Investment in African wining projects by US companies which
in the decade until 1%7¢ had always been above the 1% range of total world wide
investment shrank to half this size since. Exploration expenditures by European
firms shows a similar if not as marked a trend for investaent in Africa. 3/

9. On the other hand it is ecually pertinent to look at the development of prices
for gome African minerals over the recent period. While the First Regional .
Conference mirht have been imbued with sote optimisn as prices just recovered
from their low levels, the Second Conference ray not be taken by the spirit..

Price Developments of some selected metals .
197¢ 1360 1962

Aluriniow - 1,325 1,364 1,442
Copper 1,364 2,173 1,450
Tin : 12,579 16,785 12,523

All prices in US$ per metric ton
Source: African Development Bank, Annual Feport 1983, 7¢.

1/ See for a regune of Lagos Tlan of Action concequences for the mining
sector, ECA Doc. E/CN 14/MIN. ©0/6.

2/ FN ECA-Doc. E/CH.14/HIN.08/5. The present status of mineral development
in Africa.

3/ FF K. Kalonji, Laire report on file with the ECA - Secretariat.
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1. The developments point to the fact that the roox for manoceuvre for African
producer of cinerals is very restricted at presert. Iinance requlrec to realize
new mining investment or to sustain and inrrcve existing operations wricht have to
be found in spite of a rather dim outlook for minerals investment.

II1I. THE NELD FOR ¢ LINE TINANCING II".SIITUTLL“‘T

11. "Although Africa was rich in untappe: orebodies with. a relatively kigh metal
content, investment capital tended to flow into areas with lower grade deposits
and, by the same token, not the same potential for lower exploration costs and’
lower unit production ccst. 1/ In so far as this topsided flow represented a mis-
allocation of regsources, it would have beern in the interest of producing and
consuming countries alike, to take reiedial actior. by raking additional funés
available to African vinerals develovmert. This widely held belief way have been
and certainly in no szall measure resvonsiile for the recormendation of the Tirst
Regional Conference to exauine the feasibility of creating financiang institution
in support of minerals development. A report on ining finance has to examine the
justification for such & need in particular since actors wight have wodified
strategies, estimations may have been revise¢ or circumstances have chansac. So
before exarining the feasibility of any institutions supposed teo generate funds
for mining investrent the three basic questions have to ke answered: '

i) s additional investment under current circumstances feasible and
desirable?

ii) Could this investment be brought about or at least substantially promoted
by making available additional funds? L

iii) Could this task best be served by the estanlishment of a new institution?

12. During most of the second half of the seventies and into the eighties concern
was voiced that therc vas 2 critical shortaze of investment by the mining corpanies
and that this would eventually negatively affect price rovements ard the security
of supply in industrialized countries. 3/

13. It appears that at times the calculations did not take into account the chanre
in some of the industries, where it is not any longer the transnationals which
command - the largest share in production and investrmient. In copper, it is estimated
that more than 51% of production of wmarket economy countries is now coutrolled by
state enterprises. 3/ Their investment into production and development frequently
escaped calculations and depressed investment statistics. In addition, the size of
mines particularly in base netals developed and brousht on stream during, the 60s and
70s and a demand growth which showed signs to level off, made it very improbable
that capital expenditure for investirent would reuain on levels attained during the
first half of the seventies. These reservations to che assuaption of an investment
gap apply tocay with even greater force. fxpectations for realizing large scale

1/ ®.H. & G.J.8. Covett, geological supply and econowic dewand: the unresolved

ecuatTon, Resources ufolicy 4 (19¢7) 10a.
Eric Croten/%.C.J. Van Lendsburg, Lassis to Investient ir Third Yorld

kineral Institutives, Fesources Policy % (1983) 33

CDC, Morth-South. A programme for survival, Lon 19:C.1. 292 where the Brandt
Commission advocates a special effort te increase the resource flow to mineral
exploration and groductiorn in developing countries.

2/ See only K.2, Butt/T.Atkinson, Shortfalls in uinerals investrents., Resources
Policy 8 (1982) 261 with further sources.
3/ "y Copper: Response to Change * Mizing Journal August 17, 1954, 105,
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investment in Africa appear rather diw indeeé. 1In irom ore the it. Micba -~
Siwandou deposits, the second bigzest in the world, situated in Cuinea still

await a positive investment decision. Such decision has to be taken at a2 tine
when the Carajas project in brasil has iinalized its financing packare,

Carajas a minerals’ :rovince, which has the biecrest known iron-ore reserves
world-wide. Furtherrore, another capital inten:ive iron cre project in Africa,

the Guelbs project in iauritania, recently has core on strean with somewhat smaller
production and reserves but still enough to satisfy the heeds of its long- terms
customers. Goth Carajas and Guelbs bave received funds from multilateral firvancing
institutions and mineral supply oriented public financings. In copper the larce-
scale African project while is ready to be weveloped, the rroject of the Societe
tiniere de Tenke Fungurume in Zaire would have to cor; ete with the expansion of
production of CCDELCO, (hile, the lowest cost producer in market econovy countries.
Likewise investment in a new project like Tenke Funcuruice would have to be evaluated
in the light of the possibility of reactivatin; production capacity which has heen
temporarily suspended in the light of the ZCCH project which aims at reducing
rroduction while improving productivity, co financed by the iorld Bank, EB and

ADE. 1In manganese the picture uay be even :ore tleak. FHow can a greenfield
development. project like that of Tar bao, Burkina fasc, be justified at a time when
Carajas has received the go-ahead which has larce wanpanese deposits, and when
arother African producer, Gabon has cut back production 7 The outlook for.
profitable investuent im tin mining is influenceé by a low in world-wide tim
mining evidenced by large export reductions of the I1TC nembers 1/ and nickel
projects, especially those miuing lateritic deposits such as hMusongati in Furundi,
suffer from the impact of hish enerzy prices on operating cost. This cursary
glance at African wetzl wirine prosyects and its competitors brings out rather
clearly that it will be difficult to secure finance on appropriate terris for these
projects, unless the situation changes materially.

14. As far as availability of funds is concerned minerals supply ~ oriented
finance from consumers uay hardly bring any relief. A series of articles in the
sixties and seventies suggested a shortfall of investment that would result in a
sudden price hike, a shortase of ninerals supply in incustrialised countries and
finally even in resource wars.

15. This view whick was not universally shared at the tiue 2/, in the meantime
has lost acceptance. It is ro lonrer the scarcity of mineral resources, the fear
to approach depletion and threatenins resource wars. that characterise the situation
but rather excess production, abundance of explored deposits, depressed prices and
woney lossine winiu; operations everyuhere. : :

16. The provision of finance to ninin; investment has particularly come under
attack since it supposedly had the effect cf vlurring and weakening the financial
criteria for investment and, moreover, had led to a lesser degree of market -
orranisation with its debilitating effects on the price structure for mineral metals.
(See “World copper markets 1973-1%8Z and international stabilization policies™
Resources Policy 10 (1984) p. 1¢ (24).

1/ “Tin winine workforce out oy a third, .ianinc journal, June 15, 1824
(400)7399, _ ) _
;E/ See for a notable exception B.C.F. Crowson, Investment and future rineral
preduction, Resources Policy & {1952y 3.
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17. In sum, from whatever angle one looks at it, from that of the producer at
consumei, on-a general level the present minerals situation appears rather to
diseourage investment in the iinerals sector.

18. The second assumption, namely that a possible gap in investment flows care
can be filled by channelling additional funds to the minerals sector, also cannot
withstand closer scrutiny. In fact, banks and financial institutions have
developed over time a range of funding mechanismes 1/ the potential of which
does not appear to be exhausted. Cormonly referreé¢ to as project financing
techniques. S .

19. The beginnings of project finarce in Africa, illustrated by such projects as
Boke, Guinea or Selebi Phikwe, Dotswana, its special features and raison d'etre
have been well presented in earlier decuments, 2/

20. Suffice it to say at this point that the thriving forces behind the develop-
ment of project finapce still are active, Project finance in the minerals sector
corresponds to the interests of producers to receive finance regardless of hitherto
accepted limits as long ds the documented expectations of project output secures
repayment and debt service. It corresponds to the interest of bankers to expand
their lending business to operations that under traditional richs could not be
regarded of credltworthy 3/

21. Pro;ec* finance techniques in recent years’ have even gained in lmportance and
flexibility as peneral lending to developing countries’ public institutions. has
tended to dry up. %hile bank lendiug constituted 2&,9% of total flows in 1981
(after 22,9% in 1980) it shrank to 22,5% in 1982, 4/ :

22. One reason is that some developing countries have reached their borrowing
limits.. The .other reason, outside the reach of developiny countries is the
developrment of bank lending port-polios. The ratio of outstanding loans with
developing countries to total international assets and to the capital of lending
institutions has reached lirits, which may induce intervention of bank regulatory
hodies. 5/

3. Whlle prudentlal and/or repulatory 1end1ag 11m1ts way thus restrch the access
of developing countries and its parapublic institutions to foreign finance, the
potential viable wiming projects to attract funds on a project finance bagis appears
far from being exhausted. Three features of project finance play a decisive role
here. In the first place, project finance technicues can ensure that project debt
-will not be treated in th=z same way as general debt, but as a separate preferred
class of creditors if a country has to or elects to reschedule its foreign.
indebtedness. Secondly,prOJect financing agreements are de31gned to grant leading

1/ See oenerally for proJect finance in the minerals sector, Dav1d Surarrar
International Project Finance in: Legal and Institutional Arrangements in iiinerals
Development, London 1982 #. and Albrecht 3tockmayer, Project Finance and Security,
Leiden 1985. '

2/ Source. DECL-DAC, Annual review 19£3.

3/ See' e.g. Chrlstopher Johnson, International bank lending after the slow-
down, The Banker, January 1984, 23. g

4/ Ibid
5/ Ibid
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progect financiers the opportunity to actively nanage risks arising from project
lending. They may do so by structuring their lcans accordlncly or by reserving
certain ronitoring and controlinn sights. Flnally1 the project perspective of
-.lending operations can allow banks to achieve a better balanced and more homogenous
. loan portfolio , which again increases their capacity to shoulder certain project
risks that lenders normallj cannct accept..

24. Since there is only a small number of viable investment opportunities and
since financing for minirg projects still appears available, the juestion of
whether a new financing institution is needed can be considered moot. In
conclusion then, there is no prima facie case for sn institution that would have
as its priwary objective to channel funds in a reneral way to the mining sector.
The prevailing situation in the minerals and financial parkets calls for a much
vore discriminating approach. The report in its following chapters shall there-
fore firstly analyse the existing inaderquacies of investment and finance flows
to the minerals sector in Africa. To the extent that such an analysis pernits
the elaboratlon of a profile of specific neecs, and basec on the different
reculrements for discrete phases of the mining cycle funding and investment
orportunities shall be presented and contrasted with existing prograures and past
abortive financing pr0yosals. The outcome should be sugrestions for the
operation of an institution that could render a range of specific finance related
services to African minerals producers that car meet their demonstrated needs.

IV. - DILEMMATA OF THE, LINIPG IRVESTIENT PRCCESS I ATRICA

25. Since investwent and finance flows to the minerals sector in Africa have not
fulfilled expectations (at least of the producers) one conseguence would be to
analyse inadequacies of the investment process. One would be likely to core up
with a list of such inadequacies which, -depending on the viewpoint, would emphasize
overlaxation or instability of investor-governcent relation or conversely, a bias
of 1nvestors and lenders and Hlstor51ons in the capital flows to developing
countries.

20, The present report prefers to go one step further in the analysis and have

a look at the causes that underly government or investor reaction which have bteen
interpreted in the above mentioned ways, These causes 2re surmrarized in five
dilersma 1/ vhich will bave to e taken into consideration when creat1ng
programmes or institutions to improve the flow of finance or investmert.

27. Five dilemma core to wind which influence finance or investiient flows to
African developlnc countries.

i) Comparatively favourable geolorical conditions of deposits - and
comparatively small investment flows;

ii)'iunllmlted investment revulrements - an more attractive uses for capital
elsevhere;

iii) a quest for influence and control over investuent - end the lack of
resources which.can assure control, .

1/ The approack suggested by D...R. Phiw op. cit., FN 159 has been
consiaerably expanded for this study. :
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(iv) Chance for sustained flows - and their cuiding (consumer) interests,
which may not totally corresponé to producer interests;

(v) Availability of funds or investuent = and the visks associated with
these flows that may reduce or denigrate its economic and social
benefits if circumstances change only sliphtly.

9&. The first of these dilemma, or the unfilfilled e-uation, has been widely
discussed, 1/

29. It loses, however, ite juality as a dilemra once it is recognized that the
favourable geolony of a deposit will only then hav: a decisive influence on a
funding or investient decision when all other elecents for such a decision have
been positively solved, or in cther terns if the oérebody is readily accessible.
Seen in this perspective metal content is only onz out of several aspects that
determine the accessibility of 2 wmining prosvect. 2/ A favourable geology of a
wining prospect can be nesatively affected or overridden by host of other
aspects determining in their combination whether a dcposit is accessible, e.g.

~ physical infrastructure, e.g. energy, water, means of transport and
communication; ' :

availability of skilled manpower and of services;

b

distance and 7juality of access to consumer markets.

4

ingtitutional infrastructure, leziglation and acdministration etc.

36, The exictence and the quality of infrastructure elements can play an
exceedingly important role. The second dilemma sheds some light on the
competitive environment in which African vrojects have to attract private or
public funding. The constraints for private funds are better terms and yields
in other geograrhical areas or otter sectors of industry, and for public funds
higher social benefits in other publid investment trojects. During the latter
half cf the zeventies, when markets weré awash with licuidity, chances of
attracting capital were relatively zood and were widely used by developing country
ceneral propose borrowers. OStronser dewand and by IC borrowers lending limits
have reversed this trend, szo that the availability of funds bhag decreased and
costs have soared.

31. The third ({ilerima has been cost acutely felt when after independence African
governments were vested with the formal control powers over investment ani its
"flows without beins able to effectively exercisze their powers. Since control and
its exercise ig imextricsbly iinked fo the lominance over production factors, the
first attexpt tu exercise iull countrel by eans of nationalizing mining operations
was doumed to failure and led to @ high cost burden for the countries as they
tried to acquire these factors. o

1/ fee above II. and Fil

T

2/ So I'.C.F. Crowson, op. cit., FIl «ccuoossccon, Pu 5,
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32. The fourth dilemra is of even a rore recent origin. When THC investment in
developing countriss had cinminished and new efforts to sustain investoent were
encouraged to secure long-term r~inerals surplies for industries in industrialised
countries, it was thought that these efforts were immedieztely complementary to
those of develo~ing countrics to sacure an aspropriate flow of investnent and
fFinance. 7The alleged resource cowplenentarity presumably could have led to a
complete community &f interest for both rarties, consumers and producers. A
closer look however reveals thkai this comwunity of interest aj-ears rather
precarious and has to be deterzinec on a2 case by case asis and for every cycle
of the investment prccess. 1/

33. In the downstreau operations of the mining cycle consumer countries like to
preserve their fabricators interests. INew investment while may further the
interests of consumer nations and ray at first glance appear desirable to the
producer nations that benefit from it, can generate other effects that
jeopordise or erode those same benexltsa

34, Again, and similarly to the preceeding dilenma mining investments' benefits
may turn out to be very limited and in addition kighly subject to a number of
risks which may wipe out these benefits. A =ining investment, due to its well
‘known long time horizon is particularly exposed to unforceable changes in the
minerals and capital markets which can have a profound and lasting effect on
e.p. prices for the minerals produced or costs of the ecuipment and other
production input needed.

35. Obviously these dile.ma are wore or less endemic to all mining investment or
finance decision on the Africar rinerals sector. However, these decisions have
to reckon with these problems and a firancing decision examined with a view to
take these probleiws into account will houe;ully prove to be better foundeu and
fitting the interests of the proiect countries.

36. Likewise the adewuacy and efficiency of any mechanisnr or institution to
increase the availability of investment funds for the minerals sector should be
examined in terms of its contribution to a solution of these dileama. Eence, an
-institution, should it have the anticipated beneficial effect, will not only
have to make funds avallable but alsc see to it, that these funds correspond best
to uses,

V. OPPORTUNITIES FOR FUNDING SUPFORT

37. As the dilemmas shculd have illustrated there is no one single approach for
the establishment of an institution or tbhe creation of a mechanism that could over-
come the problems esieging african pining investment. In the absence of such
ideal approach the following chapter will Jiscuss opportunities for financing

i.e. spheres for activities of an institution to alleviate a financing 1mpasse

or to support jarticularly worthy mining operations. In discussing these one has
to keep in nind two guestions. :

1/ itichael Faber/Reland Brown. Chargins the rules of the games: political
risk, instability ard fairplay iu mineral concession contracts, Third World
Guarterly Z (1%40) 160, 104.
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~ Is the activity targeted for financing support especially prove
to stimulate other related stages of wmining investment, and may it
thus finally countribute to the viability of the vhole project?

- Will the financial support decisively improve the viability of
the operations supported and thereby increase ‘accessibility” of
the project? ' o

38. During the ;ast years prospecting and exploration were preferred tasks

for financing or technical assistance measures reducing overall investwent risk.
Investors in mining deposits, that have enjoyed thoroush exploration have a vastly
improved knowledge which will help them to better estimate the chances of
successfully mounting further operations. In turn their justified profit
expectations should be lowered to the depree risk has been dimished. While these
advantages hold true in general, many cases have demonstrated that in fact,
exploration ventures financed and manaped separately from the other parts of
mining investment have not significantly reduced risks and return expectations
commensurate -to the funds spent. Especially multilateral donors and among them
UNDP and UNRF-encountered the problem that information generated by exploration
projects assisted by these organisation could not irreediately be used in
continuing wine development and production operations. '

39, Chances are that exploration projects produce information that has to be
re~evaluated and rearranged at an elevated cost by the eventual investor which
¢ may bring the orebody into production.

40, Other factors limiting the positive effect of exploration finance is the

fact that kncwledge of orebodies will often be considered as in the publie

domain and may not be made immediately available to any type of investors. It

may be questionable whether co-orerative financing institutions should comuit

funds to an activity, that ought to be financed from natural budgetary resources.
Finally, there are alrecady a number of specialized financial institutions active in
this area, notably the United Nations Revolving Fund for Katural Resources Explora-
tion, The Fund may not have totally lived up to the high expectations expressed at
the time of its establishment. Still; it would be difficult for any newly

created institution to match the experience it has been permitted to acquire

during the years of its existence. The same certainly is true for those national
geological services and organisations which organize exploration campaigns

financed under bilateral assistance agreements. These campaigng way be considered
as yielding information particularly useful to investors from the respective

donor countries.  Still this disadvantage may have to be accepted in view of the
costs and risks which otherwise might make detailed exploration totally unaffordable.

4l. Another element of the mining cycle which has recently gained some prominence

as a target for multinational finance is the elaboration of feasibility studies

for mining operations to remove insecurities from an investment decision. Again,

the same caveats apply concerning the transfer of information that apply to
exploration information. Feasibility studies have been financed for African projects
by the EIB, the World Bank, the African Developuient Bank and again UNDP and UNRF.

The latter organisations have entered this field 1.ainly to enhance the chances to
bring an explored orebody into production by offering not only geological informatior
but also a study on potential future operations. but may not be able to follow

up on their financing. For instance EIB has the declared intention of financing
feasibility studies of projects in the financing of the later stages it expects tc
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participate. Such votantial support may overcore some of the problems of
information transfer that affect negatlvely the value of a separately financed
and prepareu feasibility studly.

42. The financing of processinz facilities for locally produced minerals has
always ranked high on the sriority list of mineral jroducing developing
countries. It is believed that by adding processing facilities to mine installa-
tions a number of advantazes can Le achieved which increases the overall value of
mining for the national economy. Finally, and this would be of particular
significance for the purposes of establishin> a financing scheme, processing is
telieved to 1mprave the access to capital warkets for mining projects in general,
since it is easier to obtain funds for the purchase and installation of processing

"' equipment than for other parts of the mining project such as gxploratlon,.l/,

43. On the other hand there are a number of reasons vhich may serve as _

- disincentives to financing processing facilities and which, in particular, may’
limit any positive effects the investment in processing may have on the

viability of a mining project in general. The first group of disincentives relate
to the obstacles for setting up economically viable processing operatlons in
developing countries. As regard the mobilization effect for mining investment . in
general, the advantages attributed to processlnﬂ may not apply in the generallty
stated above. Access to fund of rroce331ng investment, which in part is due to
the high foreign source capital equipment content that can be financed by supplier
credits, may be counter balanced by the loss of the baroalnlng advantage wmineral
crude producers enjoy with securlty of supply oriented investors or countries.
Kining projects that include processing facilities, way not be eligible for funding
programmes set up and ranaged by institutions such as EXIM bank/OPIC Kfw, or
OMRD, that are destinegi to secure supplies for the country’s proce551ng and
manufactur1ng industries. 2/

44. An analysis of several investuent, vwhere processing facilities were part of
the mining investment has produced no evidence that these projects enjoyed easier
access to funds or that financing terms were 51vn1f1cant1y different from terms
negotiated for other projects. 3/ .

45, Further downstream marketine efforts could be anothér target of financial .
support. better knowledge of the marketlng processes and of consumer behaviour.
and an active involvement in wmarketing and selling activities can considerably

- increase the level of information required to exercise an informed control over.
all phases of the wining investment process. For instance, when the state took
over control of diamond mining in Angola a two-percent rarticipation was retained by
a subsidiary of Anglo Ameri._an which insures the market1vg of diamonds through its
Central Selling Organisation. At the new Aredor project in Guinea, a 1% share is
held by a diamond dealing house. In other minerals, marketing efforts had

rather limited success. Recently, the state metal marketing organisation of Zaire
has béen dissolved after years of activities that uardiy improved marketing
opportunltles for Zairean mlnerals. Its neighbouring state, on the other hand,

17 See generallv U, Mineral Processing in Developing Countries, London
"1984, .6,
R 2/ See Stephen Zorn, Kecent trends in the mining agreements, in Sideri/Hohns
ﬁ(eds ) Mining for Development in the Third Vorld, Kew York 19&C, p. Z10.

3/  See Albrecht Stockmayer, Project Finance and Security Deventer 19¥5 ch, I1I.
2. - e
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which has concentrated marketing in the metals marketing company has recently done
a step in the direction of close involvement in terminal markets, when it set up

a joint subisidiary with ZCCM, Memaco Trading Ltd. in London.  While this may
still be a far cry from achieving the kind of dominance over end-markets which

the aluminium producers command and to which part of their success has been
attributed, it should be considered a step in the right direction. '

46. This notwithstanding, it may be open to question whether increased marketing
efforts can be considered an adequate target for financing. As marketing may

- have difficulties to attract supply oriented financing. Hence marketing may be
more an object for foreign technical assistance than for financial support.

47. Outside the mining investment cycle, multinational mining projects may be a
target for funds of a newly established mining finance institution. Recently

some projects have taken shape, both in mining and in processing. For example,

in the 50 per cent government held company vwhich eventually will assure the
mining of the Mount Nimba iron ore, the Nigerian government through the
Associated Ores Mining Co., Okerre Lagos holds a 19.5 per cent participation.
Liberia through its National Investment Commission and Libya through its Foreign
Investment Company equally hold and aquity strke. The reason for the Nigerian
Government to seek a participation was to secure iron ore supplies for its
building steel industry, Security of supply with fertilizers prompted the
governments of the Ivory Coast, Nigeria and Cameroon to take out each a 9.4 per
cent equity stake in the industries chimiques du Senegal (ICS), in which the
Senegalese state holds a 23 per cent share. The company which combines both
features, multinational and processing, is particularly interesting, in our
context, since only the combined share holdings of the participating African
states assure s majority, Multinational project, the Guelbs iron ore project

in Mauritania. demonstrate that a great nuuber of financing institutions,
particularly multilateral development finance institutions participate in the
financing of these Projects. In the case of ICS they are the ADB the French CCCE,
EDF and EIB, IFC and IBRD and several Arab financing institutions among them the
ISDB, OPEC Fund BADEA etc. In the case of the Guelbs project the number was even
bigger, including the KFAED, the AFESD, the Saudi and Abu Dhabi Fund, in addition
to the above-named institution leading to a 80:20 debt equity ratio. In the face
of funding facilities that these projects enjoyed one can hardly speak of a financ-
ing gap. Financing these projects would rather have to be based on the reasoning
underlying the Lagos Plan of Action and its quest for regionally centered and
promoted development. Furthermore institution that would offer funds particularly
to multinational projects may evoke more interest and eventually bring more of
this type of projects, based on complementary interests and developments of
African countries, to the fore.

48. As the last type of projects targeted for financial assistance by an African
mine finance institution, rehabilitation and reactivation projects should be
mentioned. They appear ag a very timely option since rehabilitation, due to lack
of modernization and Teplacement investment, and reactivation of abandoned and/or
suspended operations may both be projects for which a demand exists and which may
yield a return with relatively little capital input and after comparatively short
lead time. As in the case. of multinational projects, rehabilitation and
reactivation projects are self-contained. They have no effect on the flow of
@ining investment in general and would have to justify a funding de¢ision on their
intrinsic merits. Financing examples for these projects are a ECU 6 m loan by the
EIB to rehabilitate the Ghana National Manganese Corp. or, on a much larger scale
a joint financing operation by the ADB the World Bank and EIE for a $300 m
rehabilitation project of Zambian copper mining, Particularly the latter project
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may be exemplary in the sense that the 3roiect s intended effectc are not expandw
ing or even maintaining current 1evnls of minerals production but ar increase in
product1v1ty which should iwvrove the mineral producer's coupetitive position
vis-a-vis producers frou other repions, a position which has tended to deteriorate
over the past decade, Reraining a certain competitive edpe may force sofie rdinerals
producer from the stranglehole of depressed prices and the need to increase
production to neet foreign currency obligations. It is naizely in this way that
rehabilitation and reactlvatlon progects can exert benefieial ecffects for the
minerals sector as a whole.‘ :

VI. CONSTRAINTS

49. The basic financing constraints plaguing African wining has already been
expressed in general terns by dilemma No.2: vhile mary couparatively worthy
projects in Africa await finance donore, financiers or imvestors may have other
priorities. Especially for international deveioprent financiers these priorities
are illustrated by their recent 1end1ng practice and deternined for the unear

future by their lending programmes, If these progracmes will cover all requirenents
of mining finance, there is no ne=d to set up an institution. Furthernore, if
experience of these organisations has it, that past proposals for additional
financing mechanisms have not met with the necessary approval from funding sources,
the institution to be established should avoid to provoke the same resistance.

50. Of the performance of rultilateral “Jining Assistance Programmes, one of the
international institutions with the longest track record in assistance to the
nining sector is UNDP. Ly the end of 1982 UKLI supported 150 projects for which
$130 m were expended at total project cost of $200n. UNLP orlclnally wainly
financed large scale grassroot exploration mappin: and surveying, prDJeCtS which
contributed consxaerably to a better knowledge of the reqinient country'’s mineral
resources, and at.umes led to6 copmercial discoveries and follow-up investment by
private companies. A special’ feature of UNDP are prcjects that strengthen the
institutional infrastructure for mlnlng admmlstratlons malnly destined to
geological surveys and the n1n1str1es of iines. The projects’ aim is basically
to enable public authorities to. properly dxscbarge their obligations towards the
mining sector. Lue to recent budget cuts projects now concentrate on smaller
areas and detailed work, focuSsed on the downstream phases of the wmining cycle.
For these projects 3% of UNDPS budget of $1& u is spent of while roughly one half
goes to African pro;ects. . :

51, 7The United Nations Revolving Fund for Watural Resource Exploration, operational
since 1975 - finances cxclusively exploration .rojects. £y end 1952 it has spent
$8.5 m on its eight completed vrojects, with $18.4 w coumitted on ongoing projects

_ or pre-project work., The special features of UNRF projects in dictated by its
" revolving nature, Contrary to other mining assistance institutions the Fund after a

certain start-up time is expected to become independent, from donor institutions
and finance its projects out of replen*shﬁent contrlbutlons, a kind of royalty
leviad on the productlon value of mines explored with the_3551stance of UMNRF,

52. International or regional f1nanc1a1 institutions were the most prominent
source of funds for minerals development. In general their scope of activity
excluded exploration, an arez considered too risky for financial assistance and
better left to the states assisted by .the above organisations or by bilateral
efforts if not undertaken by private investors. As has been illustrated in the
previous chapter their efforts were chiefly directed to —ore “bankable® projects,
from the financing of feasibility studies as a preparatlon to anticipated lending
operation throush mine rehabilitation to processing facilities.
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53. The torld #ank's lending to the rineral sector has slackened durins the
past years.

150l 19¢1 1942

Total pyin 29 75

 f which Africa ol i 9.7 . 33.5

Loans and credits in 3 million.

Source: Jacques Charbomneaux, iL:iines et leveloipenent,
Industrie et Travaux d‘Cutre-::er, lovenbre 1283, p. 637.

The reasons for the slowdoiwn in larze measure would have to be attributed to the
general depressed state of the mininy econrry. In addition low growth in
developing African countries and the recuirements for project execution while

may not always be assured, ray have added to this development. On the other hanc,
since it m dified its lendine strategy in 1377 the Bank has broadened its potential
scope of activity. 'hile straight explovation :till remairns outside the scope,
rther activities preceaeding the actual rine developrent and production have becone
eligible for being included in yrojects, among them feasivility studies and other
preparatory work for the mine or for physical infrastructure cdevelopment. 1/

54. At any rate as can be demonstrated by the two of the three major mine
financing perations in Africa, 3 k& in Cuinea and Selebi/Phikwe (Shashe), in
Botswana tte ¥orld Bank sees to foreipgp sponscrs to direcily or indirectly
euarantee its loan.

55, The African Developme:t Bank's programi:c does not rrovide for lending to
minerals projccts as such. Locns that reached the scctor are beinp granted wainly
under the heading of industry. The Bank regards the uinerals sector as a sub-
grou  of its loans to industry. 5till, industry's share of total lending and by
the same token, winerals industry’s share has been corparatively wodest and has
lately even decreased. In the fiscal year of 1903 it reached a mere 5.7%Z of total
lending d.wm from 1232 and 15.1 figures. Jince wmining is .nly a umall part of the
industry loan portfeclie, funding extended by the ADL has rewained within close
limits. A comparison with fisures from the Interamerican Development BLank may
sked some light on ADB's performance: ADE has icereasad its lending to industry
and mining fromw an averaze of 15.1% during the 1961 1932 rperiod to 24.0% in the
1983 fiscal year. While thus the contributicn of ADb to the African mining sector
appears rather weagre there are a nusber of reasons that would justify the prudent
course of the ABF. Tts attitude is alue evidenced by operating in the miring
gsector chiefly ss a co-itender. In some of the maj~r Africon projects, such as Guelk
ICS or the rehabilitation of Zambian copper miniur ADL participates as a co+lender
together with major internatiomnal lenders. This strategy will in the medium torm
add to the financial and technical skills for wmincrals yroject funding and thereby
enable the ADE to assume a wore active role.

56. Among the non regional non-international institutions the Furorearn Investment
Bank has played the wost important role in winerals financing. It has disbursed

l] See World vank, Kinerals and Energy in the leveloping Countries,
Washington 1677
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or nas allocated a2 total of 3(CYJ i27.4 = for o corpleted and 7 current projects in
the winerals sector, which Is-ths cjuivalent of 14.1% of funds ‘proviced from owm
resources and frow so called risk cayital resourcss aliocated froo £80 -erbar
countries budgets and lent oui by the Eii. These funde have been rade available
under the Love I and I¥ Convertions. Thev have bzer used for all stares of the min
ing cycle from exploration snd enginecying and feasititity studies to mine rehavili
tation, ofter. in the forw of co-financinns with bilateral furopcan and internationai
financing institurions. ' .

57. 1Im lire with the reluctance of feoreign cowpanies to invest ia rhe —inerals
sector in Africa the lendins operations of the Lentloned orzanisations have slowed
down. This does noi wean that the iastiturioms will net lend to vuvlic wining
enteririses in nost countries. Losas to Jhancse and Zabian ~etal industry
rehabilitation arc casss in point. &till, these iustitu-ions =ay not be able to
expand their overations to weet =1l expectations of the ASrican ~ining ard to the
extent that its interesce Jiffer frou thuse rewresented by foreign Luvestors
institutions having the security of sutply of industrialize? countries as their
principal business chjective. o

VIII. OrJECTIVES AND TUNCYIONT OF AN AFLICAN wIiuRAL FINANCING INSTITOTICN (WFI)

Lasic alternative

St. Fhen cevising the pasic general functioms and objectives of a new financing
ingtitutior oune is faced with a fundamer.ial alterrative. The new :FI African
regional Institution could be oriented “ewards.

~ channelling additional funds to national authorirics or entij_i:'.es'.,:.9 vhether
para or sewipublic, to wount alome or jointly with private partners mining
operations.

improvin: the accessability of African sines by a two-pronged action, mamely
co-lending to or co-invercting in sore larce -scale wining srojects.

5%. The present jrojosal acainst the back:srourd of the aciual opportunities and
coustraint has adopted the second cptior. The Institution develo-ed in the
present paper would thus have the following basic featurcs

a) it would be an aovisory body to assist host countries with
prtential projects create conditions conducive to an investwent and finance
flow to the prroject and conforiing to natioumal and regional mining
interests,

b)- it would particinate as a co-lender or co financer In funding operatirns
for the procject.

¢) based on its sreraratory work asnd with the authority of a co lender or
co-investor the institutior woul”d assizt the host country to auminister the
iroject azlong the lines elaborated.

6U. Im fact, the Institution would combine technical and aduinistrative advisa
with funding assistance, funding scoring mainly ac a .eans to increase the
efficiency of advise zad its im:lsvczntatiorn,
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51. The following chapters will first outline the reasons wehind this basic
choice, will then put the oyeratious of the Institution in its national and’ '
regional minerals jpolicy context and will {inally eckplain some of the modalities
cf its operations.

K 2. ' Advantapcs of an investment promotion apyroach
" 52. An institution that is designad to improve the accessability of African
minerals projects to foreisn investors and financers can be justified on those

srounds:

a) wunder prevailing circumstances to ¢htain reneral finance, i.e. without
strings attached to its final use, is almost profibitively exypensive .and certainlv
iuch r~ostlier than direct investment funds.

~ b) it is subnitted here, that African mineral countries need more urgently
an increase in. their capa¢ities to prepare,; irplecont an? execute wining
management and control rolicies than they need funds,

, c) improving capacities to jointly elabcrate and adninister the térms and
conditions of mining investment will have a more beneficisl effect on the future
_of potential mining projects than the increased availacility of funds rut at. the
disposal of project countries.

a) Cost advantares of direct investment funis

63. Overindebtedness of African countriezs ana overextemsion on the side of
‘conmercial banks have lenced to slow down the flow of reneral finance that during
the time of abundant li.uidity was in reach of sove African iining countries. So .
ceneral finance, if available at all, will be sore costly which imr turn puts a
heavy financial burden om the nining projects i the first place. :

44, Ap to international firancial institutions and its nain donors, they are
unlikely to change their winds and nake more funds availahle on liberal terms to
project host countries.

%5. To rely or regional funds which would not or only to a small extent be
complemented by extrarezional funds appears 211 but unfeasible given the huge
capital requiresents for anew wmine develonment. :

66. Furthermore, investment capital alwayc has Leern cheaper than loan capital.
Repeatedly, foreign exchange cost of servicing rultinational investrent during the
reriod 1978-193J was 44 cowmpared to 13% that had annually to be paid for bank loans.
loans. 1/ Vhile the 4L rerresents rather a fixed rate to bHé charged against foreign
exchan~e income, the financial cost of coirercial and soue international loans will
vary according to interest rate novewents in international capital warkets.

¢7. Finally, risks and costs of mining operations are such that they should not be
totally assumed by the public. Investine public funds into mining usually is
justified on the zrounds that it is the only way te ensure full contrel over the
developuent and utilisatior of the national mincral wealth. Experiecce in Africa,
however, has chown that even under conditions of full national oewvnershipy of mines
the degree of control over operations w.as not satisfactory. 1In the light of these
experiences and to the extent, public funds can be put to use in a way wore benefi-
cial ro the national economy rublic funds and should be used to finance mining
projec.s only as a couplement to funds made available by private sources.

l} “Beggaring the poor Lhe fconouist, February lo, 1984.
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b) 1Increase of accessibility

68. The investment orientation cf the rroposed institution is further justified

as it corresponds to a need to improve the accessibility of mining projects to
investment and financial flows, thai means, inter aliz, to establisk and consistently
control the environment for mineral investment. '

69. Accessibility in the senc: used here denotes the sresence of elements of
physical and institutional infrastructure necessary and sufficient for both the
investor and the state to establish, to manage and to control large rining
projects.

76. Infrastructure comprises the legal and contractual arrangements which state
and investor will have to agree to: the policy raking and executing institutions
that devise and implement the general economic and in particular the mining
policy of a sector, whose part, and at times whose most prominent part the mining
investment will be. Accessibility likewise will be determined by the capacity
of this infrastructure to adjust to requirencnts of the oining project and like-
wise to requirements of the national economy. Since wining projects have long
recoupwent periods, a major role will be played by the parties' cxpectations that
the institutions and organisational structures forming the infrastructure will
act in a consistent manner over the long run ensuring stability of contractual

or legal repimes.

71. Lefined in this way, accessidility for mininz projects is the result of the
adequate infrastructure that peruits the government to exercise rational manage~
ment and informed control over activities im the minerais sector. The
infrastructure at the disposal of the sovermment whose application lead to re-
sponsible managemant and control which in turns assures consistency and
stability of an enviromment that makes riinerals accessible to investment.

72, Industry sources have frequently assorted that a low level of stabiliry

of investor government relations is to blame for the decrease in foreign

investment in the minerals cector. 1/ while the notion of stability already

has pronpted relevant criticism, 3/. it is the context of the link between
accessibility and control that best can demonstrate the defectiveness of the

notion of instability. First of all, those who formulate the criticism often

imply that a covernment that acted unstable, did so nurposely and could have

acted differently. 1In many cases this implication will not hold, as governments
that lack the necessary infrastructure nay not be in a position to act consistently
and stable in the first place.

1/ See e.g. R. Mikesell, Mining Investment in Third World Countries, 1982
2/ &See Y. Faber R. trown, op. cit.: p. 112,
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73, The institutional infrastructure is thus the indispensableAprer§quisite for
managing and controlling the mining sector in keeping with national interests.
The requirements for proper management and adrinistration of mining operations .
are high. A well established and competent administration is the best guarantor
that these conditions are upheld during the life of a minerals investment. 1/

74. African mining countries in the past have grappled with mining investment
control prblems, and had rather limited success. While the right_tq exercise
effective control over natural resources had been proclaimed in many . =
instances, while every so often governuents promised to capture the commanding
heights of their respective economies; the results invariably fell short of
expectations. g T

75. Ever since their independence African countries strove to gain control by
employing different contract patterns that promised formal positions of owner-
ship and control. All countries without exception tried to increase the scope
of management and contrel over mining activities ag they boupht eguity .
shares, participated on'a carried interest basis in joint ventures, euployed
foreign firms-solely on a contract basis etc. The ongoing search alone is
witness to the fact that control has not been achieved by these methods-2/. -
Governments were not successful in harnessing mining investment most often; under-
taken by transnational corporations. For instance, governments nationalized
mining operations, only to find later that the capacities required for managing
these operations -were not yet in place. Two areas where this lack is widely
felt is the development of national management capacities through training and
manpower development programmes and the taxation of mining operations. . In:
either area, responsible authorities at times had to admit that in the .absence
of firm guidance and: without the necessary implementation capacities they are
forced to resort .to trial and error methods, that sre disruptive and costly.

76. It is in these areas where the institution could make a most valuable
contribution to mineralsg development, as it would:

- advise the project host countries on conditions conducive to an
increased flow of mining finance and investment; and

= .assist these countries, once the investment has been decided on
‘administer the sector and use its rights under the investment
dgreement in line with its long term national interest and the
interests of the regime as a whole. o

1/ §ee objectives and role of minerals in the aconomic and social develop«:
ment of Nigeria, ECA/NRD/MIN.S0/INF.19 and Aide-merioire on the mineral wealth
of Rwanda and its management, ECA/NID/MIN,S0/INF.7.

) 2/ .See §. Asante/A. Stockmayer, Evolution of mining development contfétfé:
?he issue of effective control, in: Legal and institutional arrangements
in minerals development, London 1982, 53. T
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77. " It would seem that to grant assistance in this way is a very timely
exercise. Advise at an early stage wmay help to avoid some of the problems
which have plagued African mining projects in the past. The result would be
improved accessibility for investment on conditions conforming to the interests
of both investors and the project countries.

¢} Participation in credit administration

78. Investment and finance oriented activities of the new inst%tution provide
an opportunity to bring to bear regional interests of African mineral producers

on the formulation and administration of credit conditions. The institution's
-activity may thus ensure the project relevent credit conditions and their
enforcement during the project life will not be in contradiction with the
interests of the members of the institution.

79. Credit conditions and their administration have recently gained in -

importance. Conditions attached to credits usually to their disbursement are

highly visible in the case of e.2. structural adjustment loans, i.e. loans

that are more direccted at supporting general economic programmes than at

implementing projects. These loans carry a number of conditions in the

. favour of economic indicators: which signal the compliance of conditions and
in turn trigger disbursements. 1/ o

80. In mining finance conditionality has found its way into project loans as
they were intended to further aims outside the projects, e.g. in the case of
European Community loans the security of supply -for European consumers, o
Conditionality of financing in general and fulfilling *some conditions can pose
considerable problems to developing country rovernments: The contents of
conditions to some countries may imply burdens difficult to accept; their
formulation and administration so far has not becn transparent,and prevent

the borrower from drawing up and implementing strategies to modify or
influence them during the credit negotiation stage or adjust thew to changes
during the project implementation stage. 3/ Another, different type of
conditionality is applied by international financial institutions or in

some cases by commercial banks in project financing ventures. Here the
objective of credit conditions is less to create favourable conditions for
investments or improve the performance of the minerals sector in oirder to
better contribute to minerals production and export. The purpose of lending
creditors is to ensure that a pProject is developed and operated according to
projections and that finally it generates the funds required to repay loans
and pay debt service. The increase in conditionality of project loans alsg

1/ See for an overview of the IERD programne.

2/ See for introduction into the European mining finance and investment
programme C. Cheysson, La Cooperation Hiniere dans Lome II, Evue du marche
Commun 1980, p.60; P.C.F. Crowson. The national mineral policies of Germany,
France and Japan, Mining Magazine June 19£0, p. 537.

3/ See for a recent critique Gerard Fucha, La convention de Lome:
reconduction ou innovation?, Le monde Diplomatique, aout 1984, pp 1, 15.
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corresponds directly to the advances of the project finance manageaent
techniques which permit the control of project risks. The conditionality of
bank loans as a means of risk control at times is complemented and strengthened
by the position some leading project lenders have within the borrower national
economy. They may be project lenders and at the same time providing budget
finance tc the government and be involved in retail banking through affiliates.
This position enables them to a much higher degree to foresee, influence and
manage certain project risks more successful than investors that are represented
in the country by a single investment. However the conditions therefore need
not be openly spelt out in the credit agreement; they will be felt by the
moral suasion or economic pressure such lead lendcr can bring to bear on the
host country of a project. In any case, the effects of project lenders'
conditions will be similar to the conditions described above: since they are
not readily recognizable they will increase the insecurities and difficulties
of decision making for the host country's administration charged with the
implementation of the country's policy towards a mining project.

80. 1In both cases, loan conditions of international or bilateral institutions
and conditions for the project administration imposed by lead project leaders,
a community. of interest can exist between them ana the host country of the
project. However, even if a community of interest exists, the host country's
administration should be able to participate in the process of setting and
controlling the conditions.” In case it lacks the necessary expeérience a
specialized institution based on its mandate from producer countries and
supported by its experience in. technical-and financial watters could represen?
the host country's administration and provide it with relevant information.
These functions of the new institution may become indispensable when a
conflict exists between conditions and policies of the host country. The
institution will see to it that the interests of the host country are well
presented and represented to the extent these interests are compatible

with the common interests of the rest of its member countries.” As a’
co-venturer or co-lender it can do so using the communication channels of: the:
project and taking into consideration the technical and financial requirements
for the success of the project. As a regional institution it can rely on

its well established policies of resource develcpment.

5

8l. Concluding this chapter it shpuld be retained that the new Institution
that ‘would take an active role in improving the conditions for increased
and adequaté nining finance and investment would yield the following benefits
to its member countries: :
~ reduce risks and costs to the host state that nay otherwise be
associated with mining finance and investment; o

- increase its member countries' capacities to prepare and implement
institutional and other infrastructure reruired to properly
administer and control mining investment,
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- ensure that member countries are better informed and thgi; views o
adequately represented in bodies deciding on and applying '~ B

conditions tofinancial an¢ investment flows.

SR

. (RS
82. As a reflex, the activities of the institution would lead to a more. ,
stable and prédictable environment for both investors and financers '
and, by the same taken, to an increase in flows to the mining sgctor,

5

VIII. THE NATIONAL &ND REGIONAL POLICY CONTEXT OF THE INSTITUTION

1, National Mining Policy and the Institution

83. The activity of the Imstitution will alleviate the -policy making and
administrative burden of its member countries. The institution's focus .on -
large-scale mining projects will reduce the necessity for the member countries'
governments to establish full fledged programmes and services in this respect.
Instead it will allow these countries to center their attention on small-scale;’
non~industrial mining, a main element in mining development programmes for

a number of reasons, foremost among them its social and financial impact since
small-scale mining is less costly in terms of foreign exchange requirements.

%
[ AR

84. The institution is designed to assist the povernments and administrations
with advise, represent them in investor and financial bodies and create
solutions and patterms on a regional level that the member countries can adopt.,
It brings to bear regionally adopted patterns on national customs, while it
facilitates the task of coping with large-scale projects, the administration

of which may pose burdens beyond a single country's capacities. s

2. The regional policy context ‘ C _V; ”
85. "The operations of the new institution which is based on, the assumptien. .
of a‘régional community of interest, can in no small measure‘coptxibgte tojza
strengthening of intra-African co-operation in large-scale mining, . Such - .

co-operation appears to be called for:

- ‘since the development and exploitation of the African mineralpwéalthsh
so far has not lived up to its potential to serve as an-engine to .y ...
African economic development. On the contrary, African minerals ..
producers struggling each one for itself, have not succeeded in re-
orienting mineral production operations, while often still follow
closely the patterns of -pre~independence that did not or not
exclusively follow arm's-length standards; y
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- since the emerging resource co-operation, that finds its expression
" in some mulctinational projects ‘1/ needs every support and com—
plementary action in the rield of foreign investment and finance
flows to the African minerals sector. : B

86. The institution may also encourage its members to do away with and
overcome the traditional obstacles to intra-African co-operation. Its

success could fo¥ge a unity of interests while in turn could stimulate’
mining development in Africa.

IX. MODALITIES OF THE INSTITUTION®S OPERATIONS

1. Principal activities

b

87. The institution will exercise three main activtiés corresponding to
those main phases of its development: v T '

- ~advisory assistance to member countries in preparing, formulating
and implementing a stratery how to best deal with large-scale
mining projects. The focus of the activity would be assistance
to set up an administrative infrastructure capable of dealing in
a rational and coherent manner with these projects;

- .participation as a joint venturer, co-lender or ‘guarantor in the
financing of large-scale wining projects. The focus here would
be to represent the regional interest in the administration and
control of the credit as investment and, by the same token, of the.
progress of the project; : o

- mobilization of funds as a catalyst while would be made available

to projects:that fill a gap in the mining investment process or-
while are of particular interest to the regional member countries.

2. General principles of activities

(a) Co-operation with African financial institutions

88. These actiﬁities presuppose a certain financial and administrative basis.
In view of the scarcity of funds available the Institution should be attached
to or hosted by an established financial African institution, be a temporary

l/ See above-VI.
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measure which could reduce the start-up delay. The existing institution and
the facilities and experiences it could make available would influence - at
least during an initial period ~ the details of the patterns and the extent of
activities developed. It would provide the new institution with an opportunity
to benefit from the knowledge and experience in terms of banking techniques

in particular in the fields of project-credit evaluation and administration.
The choice of the hosting institution would thus depend on the kind of inputs
it could provide to initial activities of the new institution.

3. Modalities of financing operations

(a) Size of projects

89. The main thrust of activities would be directed to large-scale mining
projects defined as projects that transcend the capacity of a single member
country. Moreover, projects would be considered eligible that have a very
pronounced economic and social effect on one or more member country or a part
of the region. It would depend on the criteria of an agreed lending policy
what projects would have preference. A list of project types has been given
in Chapter 1V, :

(b) Financial basis

90. The basis of operations would constitute the capital of the institution
subscribed exclusively by member countries. It would consist of paid in and
callable shares backed by notes evidencing the amount owed. ‘The amount of
capital subscribed at the initial stages of operations would be rather low,
It is not meant to back-up capital contracted on financial markets or to be
lent to any larger extent to projects but much rather to be a sign of
seriousness of the institution and to constitute a fund that would lent
additional weight to the institution's undertakings. The question of the
social capital will have to be re-considered when the institution has
acquired enough standing to mobilize additional capital.

(c) Scope of financing activities

91. The scope of its financing activities would likewise be determined by the
dominance of its technical advisory function. The institution should engage
in all those financing activities where its comparative advantage, i.e. its
knowledge and position, will yield the greatest benefit. Among the activities
should rank highly the participation in joint lending operations, i.e.
financial operations by which several lenders participate in the financing of
one and the same item, e.g. the cost relating to the development of the mine,
the cost of establishing a smelter or other processing unit etc. Since the
institution presumably has been involved in preparing the project, it can
provide the requisite information to co-lenders:and assist in protecting the
interests of its member countries.
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%2, 1In addition the activities it may perform as a leading co-lender will in
fact result in a guarantes effort for the other participants. The guarantee-
effect that is one of the basis of other joint-lending programmes, notatly

the one of the Werld Bank, is not brought about by assuming a finaneial
responsibility for other participants’ loans but by the transparence of joint
lending operations. Other co~lenders assume that the project will not default
on a loan-granted by a regional institution, a loan while furthermore is
backed up by its knowledge and experience in the regiocn. This effect may be
strengthened if the institution accepts a2 cross-default clause in its loan
agreenent. :

93." Besides the informal guarantee the institution may extend formal guarantee
undertakings to a lender. especially in those cases where statutory requirements
or reasons of business policy make such guarantee indispensable,

94, Another modality of the institution's activity would be to invest some

of its capital stock in large-scale mining projects. An investment in a project
may prove adequate in the case that effectiveness of the institution’s action
could be increased by representation on the managing body of a project. Given
the scarcity of funds and the higher risk of an equity investment, co-venturing
_would .constitute an exception in the institution's activities.

(d) Security considerations

95. The credibility of the institution - as in later phases of its activities,
its creditworthiness in financial or capital markets -~ will depend on’a number
of factors that determine the security the institution can provide for its
financial operations.

96. First, its operations would be secured by the eapital stock subscribed by
member countries. The institution would be responsible for its activities
with and up to the subscribed capital. Since the capital will be rather low,
as has been pointed out zbcve, its security value will be low. - It has to be
complemented by guarantees the institution receives from host project member
States to cover thte repayment of a loan granted by the institution. In case
the institution itself has guaranteed the repayment of a loan granted by a
third lender, the institution's guarantee would be secured by a back-to-~back
guarantee of the host country. - '

97. The 'primary‘ security for zny obligations the institution will incur
should consist of its technical and finsancial expertise of handling large-scale
mining projects in member countries. In order to obtain this type of security,
only those projects will receive financial backing that have been prepared and
evaluated by the institution and whose host governments had been assisted in
setting up or reforming their administration to face up to the task of
administering thec project.
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This prerequisite will offer an insurance against so-called "political risks®
i.e. disruptive behaviour of project sponsors that can jeopardize the project's
success.

98. Finally, the information and its positibn as a "broker"™ between interests
of the host government zud ~ther snonsors will eanable the institution to
actively reduce project risks. The position of co-venturer or co-lender
confers a right to instiiution to wonitor and control the administration of
the project.

(a) Cost considerations

99. Cost incurred in rumning the institution and funding necessary to cover
these expenses should be guided by three basic considerations: the operating
costs should be as low as possible and covered wherever possible by external
funds, since they reduce the availability of regional capital for financing

of or investing in minerals projects; an important role in the efforts to keep
operating costs to a minimum will play the decision to attach the iistitution
to an existing fiﬁéncial organization,

160. The initial fuonding which wculd have to be financed by member countries
would consist of a contribution to the hosting organization towards meeting the
cost of the use of its facilities and a component to finance the basic cost of
hiring a minimum of persounel., Activities for projects and member countries
would have to be carried by the member country demanding the services. To the
extent possible the institution would assist the member countries to secure
bilateral or multilateral funds to cover the cost for the technical assistance
rendered. A member of iuternational financial institutions have made provisions
in their iending budgets to finamce this type of services.

Finally, once the instituiima i engaged in participating in the financing
or investing in minerals oprojescts, tha current sxpenditure of the institution
wili Le cuvered by charges sevied as ironc- elld fees on the project borrower or
paid by the project in consideration of services rendered. :

X. PERODT A0 0T AT e s

101. The First General Conferenc® made a number of detailed recommendations
as to a future institutions activities. 1/ The proposed institution would
fulfill these recommendations in the following manner:

1/ See E/CN.14/804, Par. 32, VII, (i)
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Recommendations: - -,

o
~ to6 advise ‘governments on appropriate investment incentives; and

'j% to piépafé standard forms of -agreement for possible“u;é of
. member States in minerals projects in Africa.

Under the terms of a'regional mandate the institute could both
advise on invéstment incentives and preparation of standard
agreements as well as their adaptation to fit national circumstances-
of the host country are part and parcel of the institution's
assistance in preparing and establishing the groundwork for
administering -large-scale mining projects. Advice on investment
incentives, in particular are a' good example for the institution's
activities. Finally, the position of the instiution as a co-lender
or co-venturer will provide it with the possibility of evaluating
the. impact of incentives on the project and proposing corrective
action. if these incentives do not correspond with the project's

as the host country's interests. ‘

= to set up a team of financial and other expert negotiators

102. The Institution's final aim of course is to have at its disposal a body .-
of experts both in the financing and mining administration fields. The '
igg;igypion ig.designed to assist the government in aiilphﬁse$ of project
develbﬁmentAqnd;to overcome those.problems that arige frquencly when expert
advice cannot be followed up or has been réndered without taking into

consideration the conditions for its implementation.

~ assist Governments in financing feasibility studies of high
priority Projects . o : L

103. As discussed in Chapter V of this paper feasibility studies are just one
of the uses for finance which may be considered suitable for the. institution ;.
because of their special impact on mineral’ investment. If the institution is:,.
of the opinion that external funds are ‘available, e.g. for the finsncing of .a- .
feasibility study it will so advise the government. In case it feels that the.,
money is not available but would be well spent as it would promote the financing
of a viable project, the. institution would step in with own funds. In. this -
sense it would be a "lender of last resort” with the cohidition that its loans

have to”haﬁeua catalyst effect for other providers of funds.

~ raise funds from member countries for financing, on favourable terms,
mineral projects
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104. This recommendation relates to the last phase of the institutionfs ~
operations, i.e. the mobilization of investment or debt capital. At that
moment the institution will have achieved a certain track record for-
technically and financially preparing projects and co-adminigtering mineral
loans or investment. Member tountries' tontribution to the institution's
capital stock will allow the institution to contract loans on favourable
terms. In addition, the host country guarantee of the project and the
contributions of member countries to a capital stock will increase security
of the institutions operation and by the same reduce costs of financing from
external sources. . S

105. In essence then all recommendations made by the Firstwkegional Conference
can be fulfilled by the institution. In three distinct phases, each of them
based on. the successful completion of the preceding phase:: y

1st phase:. . advisory services for member country governments on the es-
e tablishment or strengthening of non-physical infrastructure
for mining projects;

2nd phasge: co~lending or co-investing to projects in member countries that
have received assistance;

3rd phase: mobilization of funds from external sources for projects that
have a special importance for the region or the mining develop- .
ment of a country, with particular emphasis on creating an
integrated mining industry in the region.

CONCLUSIOR

106. "Provided only that the right amount of investment capital and appropriate
technology can be injected into the exploitation of these resources 1/ the i
tremendous African mineral wealth can be tapped.® ? :

107. The optimism thus expressed in 1975 by Dr. Gaositive Chiepe, Minister of
Minetal'Resourqes and Water Affairs of Botswana, has given way to. a more
cautious attitude. The capital it was hoped. would flow to minerals projects.
on ‘account of the then much heralded “resource complementarity” between
Pproducers and consumers of minerals did not arrive in Africa, at least not

to the extent and the conditions anticipated. African countries thus feel

lift out from the resources game that presumable provides a gain for all
players.

ll Address delivered to the conference in "Perspectives in Afro-German
Relations™ Bonn, October 8-10, 1975.
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108. The pctential African mineral wealth needs finance and investment before
it can contribute to the countries’® development. However, the conditions of
this flow and thus of the utilization of their resources have often escaped
the control of the mining authorities. Governments while they were formally
entitled to participate in and control mineral project management were at

all times unable to take advantage of this position and securec a lasting

gain for their country's development. Mineral policy more often than not

was conceived and executed in a way that deteriorated the terms for resource
development as legal and administrative infrastructure gradually eroded.
African mines thus become less and less acressible.

109. Under these circumstances a simple funding mechanism would have only
added to existing problems and would have exacerbated the grave financial
situation of African countries. So a somewhat more modest approach in

terms of funding is called for which, however, is more demanding in terms of
political co-operation, administrative consistency and financial expertise.

110. An institution has been conceived the combines assistance in the fields

of policy making and administration with the mobilization of finds and their
control. 1Its operation yields positive effects for both, its member countries
and the sponsors and financers of mining projects. Both will profit from the
enhanced stability and consistency of the preparation and administration of
mineral projects and their environment. Its successful operation shall
contribute to the two overriding eime of African mineral policy: forging unity
among mineral producers and reaching permanent sovereignity over African mineral
resources.,





