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A. Context

Developing countries hold a significant proportiohknown resources of non-energy raw
material. For instance, Africa holds 30% of therl/s bauxite resources, 60% of manganese,
75% of phosphate, 88% of platinum, 80% of chromi6t6 of cobalt, 30% of titanium, 73%
of diamond and 40% of gold. For many African coigsy raw materials are important export
products and represent a significant part of sg@tenues. Reliance on mineral exports as part
of the total exports vary from 40 to 90% in cousdriike Democratic Republic of Congo,
Papua New Guinea, Mozambique, Jamaica, Zambia ongoe. Raw materials are thus
potentially a valuable asset for sustaining growtducing poverty and improving on
Millennium Development Goals in many of the pooraintries of the world.

Since 2000, oil and energy mineral commodity pribese been undergoing a strong and
steady rise, mainly due to increasing demand frévim&and other emerging economies After
30 years of price stagnation, non-energy raw nmedgeprices are following a similar trend.
However, while profits of the big international ririg corporations have sharply increased
the additional corresponding extra revenues awuaildb producing countries did not
materialise in similar proportion and did not résuh significant progress towards
development yet.

Although the expected duration of the commodity kmtiboom is uncertain, it is likely that
part of the rise will become permanent thus gemeagatable extra revenues for a number of
exporting countries in the long run. In paralled, @mmodity prices go up, net capital flows
from South to North are on the rise. These devetpmillustrate the limited absorption
capacity of exporting countries and the unbalamzddre of deals between foreign companies
and governments, in a general mineral commoditytecdnmarred by corruption, tax
avoidance and tax evasion. Moreover, the rapideas® of commodity prices has the
potential to hamper the negotiation of long-termeagients and contracts thus further adding
to market uncertainty and price volatility. Severautes, such as the renegotiation of
contracts with private companies and policies teota reinvestment of the commodities
revenues into the local economy, have already bgplored in a number of countries.

Against this background, the Working Group refldctan the potential to promote real and
sustainable development benefits and outcomes fim@reasing revenues in producing
countries. There is a real possibility that devielgpcountries can benefit more from the
present commodity market trends and foster locavetbpment. For this to happen, there is
need to strengthen institutions, improve governayséems, and negotiate better deals.

B. Rationale of the Action Plan

To assist interested countries in Africa to bettarness the opportunities offered by the
current commodity boom, Working Group 7 has formedaan Action Plan outlining a
number of recommendations to be further explordee plan is informed by success stories
and existing initiatives on the African continent.

! The cumulated profits of the three main miningpowations (Rio Tinto, BHP Billiton, Anglo American)
increased from 4.3 milliard$ in 2002 to 26.9 miitl& in 2006
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The proposed Action Plan is of general nature:ethemo specific country to which it could
apply in full. In the area of mineral commoditiegraction, transformation and trade, it is
clear that there is no such a thing as "standagtoaph" or a one-size-fits-all policy
orientation leading to better development. Poligtians and recommendations must be
country specific and must be adapted to the locahemic, social and cultural environment.
In addition, while short and long-term impacts havde considered, short to medium- term
initiatives are of more relevance to the issuesakte: thanks to the current market conditions,
there is a momentum for policy changes that mayer@t anymore in the next few months.
This momentum must be seized. Furthermore, advagrbmright policy changes today could
engender long-term benefits for developing coustrie

C. Key intervention areas

Three broad intervention areas are being suggested:

Sustainable Mineral Sector Development & Economic Bvelopment

In a short-term perspective, taking into accounnimdity price volatility, it is urgent to
increase governments' ownership and revenues ®rctuntry , keeping in mind the
momentum for policy changes. In the long-term, @oliecommendations should relate to
maintaining and stabilising the flow of revenues asing the revenues to promote economic
diversification as well as broad-based developmenhancing linkages between mining and
the local economy, improving working conditionstie mines, upgrading local and regional
infrastructure as well as investing in educatiord draining of manpower in line with
economic needs are critical issues to be addressed.

Enhancing Good Governance in Mineral Sector Dependd Countries

Ownership by the country of the policy optionsnsparency of the deals, political will, top
leadership involvement, rule-based business enwiesh and participation of
parliamentarians and civil society groups are keyegnance aspects to ensure that the
mineral wealth is turned into long-term and lasti®yelopment.

Addressing Capacity Constraints & Mineral Sector Desymmetry of Information

Accurate strategic information on mineral resouragesvell as adequate human and material
capacities and competency/skills to analyse the, datcollect/manage revenues, to elaborate
sound policies and monitor their enforcement, tgotiate fair deals are lacking in most
developing countries. Building this capacity in gavment officials, parliamentarians, civil
society representatives and, to some extent, kwalinternational private firms is therefore
essential to developing friendly sustainable mameayg of mining resources.

D. Agenda for Action
Section 1: Addressing Dissymmetry

1.1. Auditing, reviewing and, if necessary, redressing unbalanced mining
contracts, in particular against the background of booming prices.

Rationale: With the prospect of long-term commodity priceegsmining presents the main
comparative advantage that Africa has today ingledal economy to contribute, through
trade and foreign direct investment, to sustainaltEnomic development, poverty reduction
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and the achievement of Millennium Development GER®Gs). Mining will contribute to
these objectives only with fair deals and good goaece at country level. In that context, a
number of African countries are now renegotiatimgcontemplating renegotiation of their
mining contracts.

African countries should take advantage of higlelefora such as the upcoming United
Nations (UN) High-Level meeting in New York in Septber 2008 and the Doha Conference
on Financing for Development in December 2008 tb the support of the international

community for entering into contract renegotiatiovhen audits and reviews reveal

imbalances.

Activity: Securing the support of world leaders for auditingview and redressing of
unbalanced mining contractafrican ministers and leaders attending GDTF a&#l was the
representatives of African Union (AU) Member Staattending the next Conference of the
Ministers Responsible for Mineral Resources Devalept in Addis Ababa in October 2008
should take the lead on the issue. Countries wilttmengage in a review process should be
supported by the recently established African Lepgbport Facility (ALSF) of the African
Development Bank.

1.2. Towards Fair and Effective Taxation

Rationale: Fierce international competition, increasing fraadof capital movements, over

"Incentivation" to attract foreign direct investmi@n(FDI) and corruptive practices from

governments and private stakeholders regardingitexxacan seriously deteriorate revenues
arising from mining resources for commodity deperndsountries. Moreover, the revenue
which is lost in developing countries is being “ndutripped” via or often accumulated in tax
havens (e.g. through favourable international feangricing schemes) before being

reinvested in the developed world.

It is therefore crucial that income is taxed in theveloping country before being reinvested
elsewhere. To address that challenge, transpa@mtyeffective exchange of information is
crucial.

Activity: Set up a mining taxation chapter in the African TRdministration ForumThe
Chapter would facilitate and promote exchange fifrmation and best practices on taxation
issues between OECD and African commodity depencaumttries in particular with regard
to corruption and tax evasion. The aim is to pra@ngbdod tax governance in commodity
dependant countries by fostering transparency eftalx systems, the effective exchange of
information on tax matters and fair tax competitiertending to offshore financial centres.

The Chapter will lead to the preparation of an édn owned code of conduct on taxation and
commodities on the basis of existing internatiotaadation governance standards and best
practices (e.g.: OECD work in the context of theuro on Harmful Tax Practices and with
regard to transfer pricing issuedhese international taxation governance standaeflisct
internationally agreed standards and include tramesy of tax systems, bribery of
government officials, the effective exchange ofoiniation, transfer pricing and tax
competition. They would then be adopted by AU caoast

The Chapter shall support the negotiation of wellabced double taxation agreements
between developing and developed countries. Itl ghiavide counsel and support to
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developing countries on the basis of a needs amabsd respective requests. It will
complement the capacity building activities mengidnbelow by providing respective
specialized training and offering a platform fox &dministrations in terms of exchanging as

well as enhancing best practises in a customized wa

The Chapter shaihter aliarely on close support by stakeholders in the nma&gonal tax field,
such as the OECD, the International Tax Dialogud #re UN ECOSOC committee of
experts on international cooperation in tax matters

The case of Zambia

At present, the tax system of Zambia provides for a number of features giving rise to
observations with regard to harmful tax features. For instance the existence of specific
Export Processing Zones that apply tax preferential regimes in general and that are even
granted on outbound investment of interests and royalties indicates a high likelihood of
harmful tax features. The same applies to reduced tax rates for the mining sector and to the
need for efforts to address more effectively transfer pricing issues. In addition, the network
of tax treaties could be extended and updated especially as regards state of play measures
to exchange information. In the same line of reasoning, according to the last article IV
review by the IMF in 2007, inter alia the following statement was made in paragraph 4 of the
executive board conclusions thereto:

"Directors emphasized the importance of strengthening tax administration and widening the
tax base, and welcomed the efforts underway to increase revenue by aligning the fiscal
regime for mining companies with international standards. "

The fact that the need to strengthen tax administration and widening the tax base as well as
the efforts to increase revenue by aligning the fiscal regime for mining companies with
international standards are being highlighted by the IMF gives rise to the suggestion to
launch a review of the tax system of Zambia, in order to allow it to be revamped along
international standards and become more effective.

Some Key Features

o Exploiting potential synergies/complementarities dan promoting
harmonisation/simplification of the many initiatsv@lready existing in that field (e.g.
EITI++, ITD, OECD work, WB/UNODC Stolen Assets Reeoy Initiative, OECD
tax centre in South Africa, UN Code of Conduct onoferation on Combating
International Tax Evasion and Tax Avoidance).

0 Southern Africa Development Communities(SADC) andstWAfrican Economic and
Monetary Union (WAEMU) respective frameworks of imamisation of mining
policies, laws and regulations, the Internationalixil on Mining and Metals work
on the issue as well as the results of the Intemma Study Group to Review Africa’s
Mining Regimes are existing initiatives of whictetRorum should be aware of.

0 At African level, proposal could be made to use éxésting Africa Peer Review

Mechanism (APRM) to foster fair tax competitionarisparency and sharing of
information on taxation issues.

While promotion of transparency at national level @xation issues is important
(including capacity building and technical assistafor tax administrations), there is
a strong need for support to NGOs and Parliamemtarin their watchdog/oversight
role in that field.

Introducing a "good tax governance" clause in EUPA&greements, aiming at
promoting fiscal cooperation/exchange of informatan taxation issues between the
EU and ACP countries.
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o0 The newly created Forum on Tax Administration sidae encouraged with a specific
chapter on mineral commodities/mining. .

Section 2: Addressing Competitiveness

2.1. Support to Regional Infrastructure Development

Rationale: Commodity dependant countries often lack the rezogsinfrastructures at
national and regional levels (roads and rail transpetworks, energy, water, communication
...) to fully and sustainably exploit mineral resasa@nd to increase competitiveness on the
international market. Africa needs an infrastruettor support global demands. Infrastructure
bottlenecks and inefficient energy supply are caysextraordinary frustration to mining
companies who fear their ability to capitalise dw tAsia-led resources boom is being
undermined. Lack of appropriate infrastructures isonstraint which impedes commodity
dependant countries from attracting investmentsuasmg their mineral resources to develop
more value adding economic activities (local firstnsformation of raw material) and so to
stimulate economic diversification and resourcesdasdustrialization processes.

Activity: Ensure political support to the African Union gstructure plans for Africato
develop regional/continental infrastructures, a¢ thccasion of the AU Conference of
Ministers responsible for mineral resources develem, in October 2008 in Addis Ababa.
The aim would be to foster sustainable mineral usses exploitation, value-addition and
trade in Africa. The infrastructure plans should t@en political priority and listed
infrastructure projects should be subjected to fahrenvironmental, economic and social
impact assessment thereby demonstrating the walbilithe proposed projects. Ultimately
bankable projects should be disseminated to a atigikence of mining sector stakeholders
and development partners at the occasion_of regregional natural resource and
infrastructure development conferenceganised on the continent. The opportunitiesretfe
by the increasing presence of emerging economiethenmineral commodities business
should be discussed with relevant partners.

Finally, resource dependent countries should astalbiask Forces/hose objective would be
to examine the capacity of infrastructure to suppmd enhance mining, transformation of
raw products and collection of related revenues dverall aim of these propositions is to
reduce transport cost, increase value added prioduict developing countries and revenues
from exploitation/transformation of mineral resoesawithin the constraints of sustainability.
Equally, the expanded infrastructure should prommiead-based development, economic
diversification and cluster formation.

A. Increase infrastructure through beneficiation adivities
Africa remains a net exporter of raw materials angdorter of manufactured good. There is
need for the continent to deploy efforts to stddiag value to the minerals before export.

Diamond producing countries in Southern Africa haterted to insist that beneficiation of
diamonds should take place in their countries. Amgdotswana and South Africa are leading
in this process. Botswana is also positioning fitasla location of note in the manufacture of
diamonds. This small step is bound to have dowastrand upstream benefits for countries
that adopt such strategy. If all African diamondgucing countries insist on their diamonds
being sorted and sold from Africa and prefereneemgito manufactures working from Africa,

this can go a long way in supporting the creatiba competitive manufacturing sector in one
or more African countries.
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B. Local Mineral Processing: Local Transformation and Value Adding.

Processing of minerals on the continent is a ssrissue. Countries on the continent are to
add value to their minerals before they are exploriEhis is possible considering the
comparative advantage that Africa has in termshefp labour and abundance of resources.
Processing of minerals would have multiplier effeict terms of infrastructure development:
it would open-up opportunities for local comparaesl increase the tax base for the countries.
A larger tax base with reasonable rates would affere opportunities to fund infrastructure
development.

Three modes of infrastructure development mightdresidered: Road network, rail systems
and water and energy infrastructure. Infrastructieeelopment and upgrading could benefit
from the EU-Africa Partnership on Infrastructuredional infrastructure is identified by the
EU- Africa Joint Strategy as a means of intercotingcAfrica for contributing to economic
growth, competitive trade and regional integratidhis initiative would be coherent with the
infrastructure development programmes of the regji@tonomic communities (RECs) as
well as the NEPAD Spatial Development ProgrammeRESD

Railways in Zambia and Tanzania

Zambia can either export its minerals through the port of Dar es Salaam in Tanzania or
Durban in South Africa. The current rail capacity of Tanzania Zambia Railways Authority
(TAZARA) is limited and maintenance has been poor. Compared to roads, rail system is
much cheaper for exports. Zambia would benefit from a well run and efficient rail system
from its copper belt to Dar es Salaam. A large share of the infrastructure spending will
ensure that Tazara is able to increase its freight capacity thus reducing transport costs. But
Government can do more to promote industrial development by ensuring that infrastructure
development is planned in accordance with an integrated industrial and macroeconomic
strategy.

Energy and water supply pose a serious challengestgstainable extraction of resources on
the continent. Investing into energy and water supgpnot just a necessity for mining but
critical for the sustained mining sector. Increggincountries are facing shortage of energy,
which can impact on the region ability to meetiinggional demands of minerals.

C. Regional export and infrastructure Task Forces® assess infrastructure needs

There is a need for regional rules and regulattonbe made simple and transparent thus
promoting efficiency and alignment of capacity as@mbnomic interest throughout the entire
export chain. Resource dependent countries shatlblesh Task Forces to examine the
capacity of infrastructure to support and enhangeny, transformation of raw products and

collection of related revenues. The mandate ofTiiek Forces should be prepared in close
consultation with the NEPAD Spatial DevelopmentdgPaonme Coordination Unit to be set

up under the hospices of Mr Jean Ping, PresidetiiteoAU Commission.

The Task Forces could identify natural resourcegepts that could anchor infrastructure
development.. A preliminary scoping exercise cdagdcarried out at Regional level to check
how infrastructure development plans (SADC, COME&A.) caters for increased mining
operations, to avoid any duplication of efforts an@nable the Task Forces to concentrate on
issues that are insufficiently tackled by othetitofons or initiatives. Regional/ Continental
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ownership will allow reaching consensus on priedtand should help address the specific
needs of landlocked countries.

D. Using infrastructure around mining to foster industrial development

Increased economic activity associated with infracstire development cascades throughout
the economy from one sector to another. Simplydoty on infrastructure directly linked to
extraction of minerals would produce an economyh\bibth strengths and weaknesses. The
strengths would arise out of the productive andastfuctural capacities that would have been
built up around its core sectors. The weaknessegddnarise from the failure to integrate it
into the rest of the economy. The result would bengernationally uncompetitive consumer
goods industry and limited capacity across a rafgatermediate and capital goods sectors.
When governments and regions are planning infrestres, they should have an integrated
macroeconomic and industrial strategy with cleanplon how infrastructure investments can
increase industrial development.

Some Key Features

0 Many rich resource countries on the continent argllbcked. In addition, in many
countries most minerals are extracted in the mathfar away from the export ports.
Addressing these specific needs and selecting ifemrat regional level will be a
challenge.

0 Beneficiation of activities has a cost for the coyr(and the sector): sharing costs
(and benefit) would require in depth collaboratibetween private sector and
countries.

o There has been limited establishment of manufagjufacilities arising from the
resources extracted from countries in southerncAfridentifying the constraints
(including the trade constraint) is paramount tonpote further development of the
region.

o Regional infrastructure needs strong regional amah-African institutions and
programmes: the articulation of the various actaig's and responsibilities need to be
carefully understood. The AU needs to take a prea@nd prominent role taking into
account the growing presence of emerging econoatiess in the field.

o The long-term implications on the debt sustainigbibf current deals between
developing countries and emerging countries reggrdexploitation of mineral
resources should be assessed.

0 Sector regulations are needed to improve regionfithstructure schemes: while
market base solutions may be considered, the rblthe countries and regional
organisations in defining priority projects remapaamount.

o Financing regional infrastructure: the feasibild§ establishing a regional fund for
infrastructure development needs to be considerbad. modalities to replenish the
fund could include allocating a proportion of miaecommodities revenues earned on
an annual basis. This would guarantee the avathabil funds and could be seen as a
form of regional redistribution of mineral commaedg revenues from richly endowed
countries to poorer countries in the region.

2.2. Enhancing Africa's Mining Competences.

Rationale: Policy-makers in commodity dependant countriegrofack sufficient expertise

and analytical skills required to elaborate souagislative and fiscal policies as well as
industrial and sector development strategies adagmethe local context, with the aim to
maximise the development potential. This can ngtéddd to imbalances in mining contract

L:\Geneva Trade & Development Forum\Conférence\@amfce 2008 archive\Working groups\AP\Commaoditiesfidal.doc 9



negotiation processes resulting in inequitable déeaing strike between multinationals and
governments of commodity dependant countries, ¢oddtriment of the latest. In addition,
building capacities would facilitate local recrugnt by international companies thus ensuring
a boost for local employment — including highlygakilled and management positions — and
development of a local expertise capable of progidjuality services through subcontracting
to mining companies.

2.2.1. — Developing a "world class" mining public administration

Activity: Because of the critical importance of the miningtsefor the economy at large and
for the public budget, commodity dependant coustrieed tadevelop "world class" public
administration within relevant government departteeimcluding public representation on
the board of Mining Companiedhis would require innovative approaches, inaigda
revised system of merits and incentives, revisadgeand conditions of employment to allow
the recruitment of competent staff and retentiorthef best officials at key positions in the
public service. Support would include enhancingffsworking environment (vehicles,
computers, exposure to international environmergining, twining with other country
administrations, on the job training etc.). The aihthis activity is to reinforce the capacity of
public administrators to ensure an effective adstiation of the mining sector, in particular
revenue management and enforcement of mining pslithws and regulations.

A short to medium-term training program at all llsveo cater for the requirements of the
whole mining industry could be designed and couldiude tele-training, peer-learning,
thematic workshops, etc.

A Peer Learning group on Natural Resources

The main objective of such learning group would be to create a critical mass of informed
natural resources development practitioners from government, the legislature and other
oversight bodies, private sector, academia and civil society of African natural-resources
dependent countries, raise their awareness on the potential of natural resources in
supporting long-term economic development and growth, provide them with tools for policy
design and implementation, and enhance their knowledge and capacity on natural resources
subjects, which are important to create a conducive environment for natural resources
development in Africa.

Some Key Features

0 Retention of public servant is a critical issue huilding institutional capacities.
Several suggestions (see above) can be made teeehsat qualified staff remains in
their posts.

o Financing of such reinforcement should come fronmblipu budget to ensure
transparency and independence of the Administrafifemancing principles can be
devised so as to ensure that sufficient amountiod$ are allocated to allow smooth
running of the Administration and financing of neddnvestment.

o Performance evaluation systems can be set up gnbkidget available for the
reinforcement schemes to mineral commodities reeroollected (in percentage of
total export, percentage of GDP, of countries reesretc.)
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o Developing similar systems in several countries andding network of officials
through conferences, workshops etc would help faeeneeded cooperation between
countries to benefit from the commodities markeeptal.

2.2.2. - Setting-up of an African Mining Institute

Activity: Establishing an African Mining Instituteyith active involvement of the private
sector, as the core of a network of national cemfexcellence to train selected students and
upgrade government officials' skills so as to manafficiently mineral commodity sector
development and ensure the effective collectiorretdited revenues. A multidisciplinary
approach is required aimed at providing studenth administrative, legal, economic, fiscal
and methodological background, as well as prackinalvledge of geo-science subjects, land
survey, negotiation of contracts, policy makingyiemnment management, health and safety
standards etc. Availability of highly skilled offats would strengthen the ownership and the
bargaining power of developing countries, as weslltlzeir capacity to formulate policies,
negotiate contracts, etc. The Institute would emsiat high quality research programmes are
conducted and would also develop tailor-made steont-training for parliamentarians, media
and civil society actors in order to reinforce thempacity to exercise their oversight
responsibilities and fulfil their watchdog manda&nally, building from the experience of
the Institute, a dedicated department would beupeto provide Technical Assistance to
countries with a view of conducting geological ®ys, assisting in mining contracts
negotiation and providing strategic information mning resources and potential, market
perspectives, technological monitoring etc. Thisildassupport and promote the development
of information systems and stimulate informatibaring.

A multidisciplinary approach

i. Cadastral systems, information management, and infrastructure. This sub-component
will focus on strengthening the capacity of Mining Ministries in terms of provision of
facilities and improvement of techniques for managing information such as production,
statistics, sales, taxes and other control data to improve the capacity of the sector to
track and collate information on the sector’s performance.

ii. Strengthening the capacity of Governments to negotiate mining contracts, and enforce
mining policies, laws and regulations. This would include specialized short-term courses
on contract negotiation, drafting of mining laws and regulations.

iii. Strengthen the capacity of the Departments of Mines in Africa to undertake technical
and economic evaluation of mining projects and contractual matters.

iv. Strengthen the capacity of governments to formulate sound policies for sustainable
resource-based development and devise and sustain a balanced and viable development
path over the long term, with an emphasis on the application of integrated economic,
environmental and social policies to the mining sector.

Some Key Features:

o0 The Mining Institute should build upon the expede of existing centres$outhern
and Eastern African Mineral Centre (SEAMIC)], NEPADapacity Building
Foundation, African universities or study prograrnsrireAfrica.

o While a pan-African dimension is ideal, regionahites (West, East, Central, Austral
Africa) are of more relevance in the medium-terrho3e regional centres can be
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networked and form the backbone of a true pan-Afriapproach (similar curricula,
exchange of students etc.)

0 The Republic of Guinea Conakry can help developgional centre for West Africa
in connection with other regional initiatives. Sygies with South Africa should be
sought.

o Networking and partnership will be sought with mmigtional training bodies (from
Europe, US, Asia...) thus ensuring that "state ofahétraining is provided.

0 The sustainability of the initiative is paramoutite Network of Institutes should be
designed as a joint public-private project withaehto the design of the training,
research projects and assistance programmes assvelith regard to the financing.
Strong involvement of international and local mmifirms will be essential. In
addition, the provision of Technical Assistanceve®s by a dedicated department,
building on the expertise of the Institute reseamnld teaching staff, should ensure a
degree of financial independence.

o In parallel to the setting up a Network of capaditylding institutes/centres, training
scholarships should be made available to allownfaw graduates to be on the job
market rapidly, since to sustain the current comitgdzbom and demand for minerals
there would be a continued need to recruit qualis&ff for the mining sector.

Section 3: Addressing Corporate Responsibility

Rationale: Private sector involvement is key to turn the régmsitive trends in the mineral
sector into sustainable and real development fardywing countries. While mining
companies can play a positive role for developnt@mugh investment of financial resources,
job creation, transfer of technologies or skillwvelepment, their activities can also have a
damaging impact in terms of environment degradatiorking conditions, displacement of
local communities, corruption and fiscal evasiott,. garticularly in developing countries
with outdated policies and weak institutions.

Activity: Developing aComprehensive Corporate Social Responsibility (C&®ypel for
Mining Companiesthrough the consolidation of existing voluntary Sinitiatives and
guidelines with a proven track record in terms efiarete contribution to local development
(environment protection, decent working conditioimiman rights, relations with local
communities, local companies and manpower, trainprggrammes, reinvestment of
profits...). Definition of CSR, including the quantition of targets, should be worked out
and CSR models disseminated widely. The Internati@ouncil on Mining and Metals
(ICMM) is a key partner in this respect and shoeidjage all stakeholders in a structured
dialogue on these issues. Equally, the EITI++ ghauichor this initiative. The aim is to
ensure that mining companies, local and internatjcere more transparent on the impact of
their mining activities and their CSR initiativeseasubject to public scrutiny (through
independent evaluation, publication of reports...)cbyl society groups and Parliamentary
committees.

A. CSR Context
Today, CSR is voluntary and mostly a public relasidool for the largest companies. It is
used by the private sector in order to attrachéitite and publicity. It is generally in the form
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of donations and sponsorship of sporting eventsoint of the press. The cost and effects of
these activities could be said to be negligible @odnot necessarily add value to the
communities in which they are undertaken. Locah&rand smaller international companies
have only limited interest in CSRs and see CSR/ifies as unnecessary costs reducing net
profit.

However, there has been some positive examplegeogtess is certainly being made by
companies and firms involved in mining. There ineed for stronger action to be taken to
ensure that CSR initiatives are now consolidatedtjely disseminated and carefully
implemented.

B. Better Definition and Ensuring Compliance

Definition of CSR programmes and harmonisation @fitent across countries are needed.
While respecting basic agreed principles, CSR selseshould be tailor-made and ultimately
should meet all stakeholders' needs: shareholdappliers, customers, and their business
counterparts. In addition, major mining firms, dbor international should ensure that CSR
applies to their core activities and to activitieslertaken by their subcontractors. A mining
sector model CSR could be a benchmark for sprea@d®ig among local firms, beyond the
mineral commodity sectors. The multiplier effectsefch approach would have tremendous
effect on the well being of local populations.. Hwes impacts would also be felt on the
commodities sector as harmonisation and commomitiefi would allow mining companies'
CSR activities to be compared against an agread.dss would de facto apply not only to
major international firms, but also to small anddmen-scale local or international mining
businesses.

Areas including labour relations, environmentaliess social issues, corporate governance,
safety/health are the core dimensions of CSR tihia. Boundaries between State and
Companies respective roles should be clearly defiMeasures need to be put in place to
ensure compliance by the concerned parties thraeghlations that could form part of
investment requirements and conditions. Follow-wgzhanisms would also need to be put in
place in order to monitor and review performancehaf various CSR schemes. To ensure
implementation, CSR requirements could be built iehdering processes thus allowing clear
CSR strategies to be available in advance with @gategfunding foreseen for the duration of
the project. Though mining projects are usuallygloerm, exit strategies should be prepared
as from the beginning of mining operations. Mingigsure plans should be also a standard
practice. To be effective, CSR principles need & rbainstreamed into national laws,
regulations and codes.

Key dimensions of CSR Initiatives

Labour relations: these are essential as investors must to maintain decent working
conditions for their workers, through engaging them in all aspects of decision making which
would have direct effect on there welfare.

Environmental issues: investors should be compelled to monitor and safeguard the
environment they operate in. Environmental impact assessment reports should be done and
properly scrutinised before permits to start operations are given. A follow up mechanism
should also be put in place to monitor compliance. Damages caused by operations should be
addressed.
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Corporate Governance: union representation, owning of shares in the enterprises, proper
emoluments and placement of employees according to their skills, pension funds, and
education should be considered.

Social issues: there is need for investors to be compelled to help uplift the well being of the
communities in which they operate, investment into community services, programmes in
education, support for employees’ family well being etc. More efforts should be put into the
fight against malaria, HIV/AIDS and other health issues.

Safety/health at places of work: measures should be put in place to ensure that workers
are given appropriate protective clothing and appliances, the working environments are
suitable, working hours are compliant with ILO standards, and HIV/aids programmes at the

places of work are implemented.

Some Key Features

o

Securing funding for CSR activities remains a darae: introduction of CRS
requirement in tendering processes is an optiomgbexplored in several countries. In
addition, statutory instruments could be devised Ggvernment to make it
compulsory for companies to spend a percentageeafearnings on CSR.

While Communities are at the centre of the CSR rgffproper community
representation should be ascertained to designosupgtivities. An all-inclusive
participatory approach is required to promote dmwelent of local communities in
line with broader country development programmesv€pty reduction programme
etc.).

Beyond making it compulsory for companies, rewagdicomplying companies,
through tax incentives or other means could be@dhitced by local governments. CSR
requirements should ultimately be integrated irdoal laws, regulations and codes
with monitoring of implementation/compliance  beintipe responsibility of
Government (with active involvement of parliamergas and civil society groups)
Political will is required to implement sound CSRgrammes. Ensuring that political
will within the countries top administration is pest is a role for civil society groups.
Support should be provided to empower these gréopectively contribute to the
debates at country and regional level.

Implementing CSR is a costly exercise and can lem s unfair competition by
small-scale companies. Reconciling the need for @SRcal level and competitive
exploitation of resources is a challenge which miwbate and discussion within the
sector should help resolve.

International Finance Corporation (IFC) and ICMMtensive work on the issue
should be taken into consideration. The ICMM shdaddat the forefront of implement
a CSR agenda for change.
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E. The Way Forward

Section 1: Addressing Dissymmetry

1.1. Auditing, reviewing and, if necessary, redressing unbalanced mining
contracts, in particular against the background of booming prices.

With the prospect of long-term commodity price sisenining presents the main comparative
advantage that Africa has today in the global eognto contribute, through trade and foreign direct
investment, to sustainable economic developmenventy reduction and the achievement of
Millennium Development Goals (MDGs). Mining will ntribute to these objectives only with fair
deals and good governance at country level. In ¢batext, a number of African countries are now
renegotiating or contemplating renegotiation ofirtingining contracts. African countries should take
advantage of high-level fora such as the upcominged Nations (UN) High-Level meeting in New
York in September 2008 and the Doha ConferenceimanEing for Development in December 2008
to get the support of the international community éntering into contract renegotiation when audits
and reviews reveal imbalances.

What Who When Comments

Securing the support of | African ministers/leaders| Immediate Upcoming AU Conference of

world leaders. attending GDTF. the Ministers responsible for
Ministers attending the | October 2008 Mineral Resources Development
AU meeting. in Addis Ababa.

Auditing, review and AU Member States and | Immediate — On

redressing of unbalanced African Legal Support going

mining contracts. Facility

1.2. Towards fair and effective taxation

Set up a mining taxation chapter in the African Paministration ForumThe Chapter would
facilitate and promote exchange of information &edt practices on taxation issues between OECD
and African commodity dependant countries, paréidulin relation to corruption and tax evasion.
The Chapter will lead to the preparation of an @dri owned code of conduct on taxation and
commodities on the basis of existing internaticiaiation governance standards and best practices
(e.g.: OECD work in the context of the Forum on fdfal Tax Practises and with regard to transfer
pricing issues). These international taxation goamece standards reflect internationally agreed
standards and include transparency of tax systémisery of government officials, the effective
exchange of information, transfer pricing and tampetition. These would then be adopted by AU
countries. The aim is to promote good tax goveraancommodity dependant countries by fostering
transparency of the tax systems, the effective axgh of information on tax matters and fair tax
competition. The objective is to mowdfshore financial centres into transparency daifiecéve
exchange of information

What Who By When Comments
Adopt international taxation | AU, African leaders, December Including transparency of tax
standards on governance. | OECD. 2009 systems, bribery of government

officials, exchange of information
transfer pricing, tax competition.

Set up of a mining taxation | AU, Regional Mar 2009 African countries can share best
chapter in the African Tax | Economic practices and work together.
Administration Forum. Communities, African

countries, OECD
Move Offshore Financial African Leaders + Ongoing

Centres into transparency anddECD
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What Who By When Comments

exchange of information.

Section 2: Addressing Competitiveness

2.1. Regional infrastructures for mineral competitiveness and
diversification

Ensure political support to the African Union irdaucture plans for Africa to develop
regional/continental infrastructures, at the ocwagif the AU Conference of Ministers responsible fo
mineral resources development, in October 2008 didig\ Ababa. The aim would be to foster
sustainable mineral resources exploitation, vatlditeon and trade in Africa. The infrastructurenda
should be given political priority and listed irdteucture projects should be subjected to careful
environmental, economic and social impact assedstheneby demonstrating the viability of the
proposed projects. Ultimately bankable projectsukhbe disseminated to a wide audience of mining
sector stakeholders and development partners aicttesion of regular regional natural resource and
infrastructure development conferena@ganised on the continent. The opportunitiesretfeby the
increasing presence of emerging economies in thenali commodities business should be discussed
with relevant partners.

Finally, resource dependent countries should estaefflask Forcesvhose objective would be to
examine the capacity of infrastructure to suppod anhance mining, transformation of raw products
and collection of related revenues. The overall afnthese propositions is to reduce transport cost,
increase value added production in developing c¢mmt and revenues from
exploitation/transformation of mineral resourceiwm the constraints of sustainability

What Who By When Comments

Ensure discussions at political | AU October 2008 A. Pedro to ensure follow up gt

level on priority infrastructure the upcoming AU Conference

projects. of the Ministers responsible for
Mineral Resources Development
in Addis Ababa.

Consolidation of current AU + Regional Dec 2009 Set up of Task Force(s) (link

infrastructure initiatives into one | Economic with the SDP Coordination Unit

NEPAD programme. Communities to be set up by Chairperson of
AU Commission)

Dialogue with Emerging AU + Regional Dec 2008

Economies on infrastructure Economic

potentials at regional/African Communities

level

Explore beneficiation/local AU Countries, AU, | Dec 2008

transformation potential in Dev partners

specific countries.

Organise a Natural Resource & | ADB November 2009 | Through Aid for Trade

Infrastructure Investment Conferences. Conference with

Conference. Broad agenda including

infrastructure at regional level.
Liaising with NEPAD Business
Foundation.

2.2 — Enhancing Africa's Mining Competences

A — Developing a "world class" mining public adminstration
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Because of the critical importance of the miningteefor the economy at large and for the public
budget, commodity dependant countries needeielop "world class" public administration within
relevant government departments, including puldpresentation on the board of Mining Companies
This would require innovative approaches, includingvised system of merits and incentives, revised
terms and conditions of employment to allow theuigment of competent staff and retention of the
best officials at key positions in the public seevi Support would include enhancing staff working
environment (vehicles, computers, exposure tomat@nal environment, training, twining with other
country administrations, on the job training et€he aim of this activity is to reinforce the caipaof
public administrators to ensure an effective adstiation of the mining sector, in particular revenu
management and enforcement of mining policies, kwesregulations.

What Who By When Comments
Retaining officials in Developing| Countries, World | March 2009 Through existing reviews of
Countries Ministries: Develop a | Bank. Public Sector reform
"world class" mining civil service programmes. Pooling of best

practices.

Make short-term scholarships Private Sector, Immediate.
available to African mining OECD
officials

B — Setting-up of an African Mining Institute

Establishing an African Mining Institutyith active involvement of the private sectortlaes core of a
network of national centres of excellence to tsgtected students and upgrade government officials
skills so as to manage efficiently mineral commpdiector development and ensure the effective
collection of related revenues. A multidisciplinaagproach is required aimed at providing students
with administrative, legal, economic, fiscal and thaglological background, as well as practical
knowledge of geo-science subjects, land surveyptign of contracts, policy making, environment
management, health and safety standards etc. Augjaf highly skilled officials would strengthen
the ownership and the bargaining power of devefppwountries, as well as their capacity to formulate
policies, negotiate contracts, etc. The Instituteild ensure that high quality research programmes a
conducted and would also develop tailor-made deont- training for parliamentarians, media and
civil society actors in order to reinforce theipeaity to exercise their oversight responsibilitzsl
fulfil their watchdog mandatefkinally, building from the experience of the Insté, a dedicated
department would be set up to provide Technicaistasce to countries with a view of conducting
geological surveys, assisting in mining contracgatiation and providing strategic information on
mining resources and potential, market perspegtieesnological monitoring etc. This would support
and promote the development of information systantsstimulate information sharing.

What Who By When Comments
Ensure discussions at AU politicalAU Oct 2008 A. Pedro to ensure follow up at
level the upcoming AU Conference

of the Ministers responsible for
Mineral Resources Development
in Addis Ababa.

Mapping of existing capacity ADB, EC Dec 2008 H. Minnaar (AFDB), J. Pons
building initiatives in Africa (EC) to finalise mapping (based
on Africa Capacity Building
Foundation and NEPAD
programme for centres of

excellence).
Identification of supportive Guinea Conakry | Dec 2008 I. Soumah to liaise with Guinea
countrie(s). volunteered to be Ministry of Mines
actively involved
Consultant recruited to design | ADB, EC, WB, Dec 2008 H. Minnaar to enquire about
ToR for pre-feasibility study + EITI possible financial support for
costing of initiative appointing consulting.
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Section 3: Addressing Corporate Responsibility

3.1. A Comprehensive Corporate Social Responsibility (CSR) Model.

Developing aComprehensive Corporate Social Responsibility (CBRyel for Mining Companies
through the consolidation of existing voluntary 39nitiatives and guidelines with a proven track
record in terms of concrete contribution to locavelopment (environment protection, decent working
conditions, human rights, relations with local coomiies, local companies and manpower, training
programmes, reinvestment of profits...). Definitioh@SR, including the quantification of targets,
should be worked out and CSR models disseminatddlyiThe International Council on Mining and
Metals (ICMM) is a key partner in this respect aibuld engage all stakeholders in a structured
dialogue on these issues. Equally, the EITI++ sthamchor this initiative. The aim is to ensure that
mining companies, local and international, are mivemsparent on the impact of their mining
activities and their CSR initiatives are subjectptablic scrutiny (through independent evaluation,
publication of reports...) by civil society groupsdaRarliamentary committees.

What Who By When Content
Set of a forum for a structured | ICMM March 2009 Aim is for private firms to meet
dialogue on CSR the highest CSR standards,

establishing quantifiable targets
and disseminating standards.
These include modalities to
ensure compliance. Bring
emerging economies partners gn
board.

Mainstreaming of CSR into AU Member States| 2009-2010
national policies, laws and
regulations aiming at a level
playing fields.
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Africa’s natural bounty is attracting public andvate investment on a scale unseen for decades. Th
result is that the African continent has been egpeing a sustained growth rate of 6% over the last
few years and, in selected countries, a surger@ido direct investment into neglected areas likedh
and soft infrastructure as well as the opening fupewv sectors of economic activity. The prospects
for African development appear brighter than at atimer time since independence.

Leading the move into Africa is China, with a seegly insatiable appetite for energy and other
resources to fuel its booming economy. Beijingdpr@ach to capturing new markets and accessing
resources, predicated on a ‘no conditions’ polioypied to deep financial pockets, has won it plgudi
in African capitals and criticism amongst Africatrditional European and American partners.
Behind the crude media characterisations of Chisalgle-minded resource diplomacy is a more
nuanced and considered set of evolving policiesaitde/the continent that reflects the variety ofesta
and private actors from China as well as their gngvexperience in Africa.

This paper seeks to provide insight into Chinale in the mineral commodities sector in Africa and
assess the impact that China is having on Africarelbpment prospects by examining the following:
China’s search for resource security; how Chinaratpmalises its resource diplomacy; where
Chinese investments are represented in Africa; \Wwhpact they have had on African development;
and, finally, the policy options for Africa.

I Chinese Engagement in Africa and the Search for 8ource Security

China’s three decades of unbroken growth, trandfagnt from an economic backwater to the world’s
third largest economy, has fuelled an ever-expandiemand for energy and new market3he
promulgation of the government's ‘going out’ stgte whereby ultimately over a hundred
restructured state-owned enterprises have been ¢fivelegal and administrative means, preferential
access to finance, and diplomatic support necegedmyeak into markets outside of China, has been
the main policy response to this need. Given itn@ntial resources of what by 2006 had become the
world’s largest holder of capital with over US$ilitn in foreign reserves and applying these te th
problem of carving out a position in the energy atrdtegic minerals markets was, in retrospeatyfai
straight forward in a capital-starved African eowiment. Concurrently, the willingness of the
Chinese government to provide a whole package ddidaments alongside any leasing or supply
agreements, aimed at elite defined needs rangomg firesidential palaces to large-scale infrastractu
projects, has proved to be crucial to securingsdi@ahfrica! And finally, underlying this approach is

a highly publicised provision whereby the Chinesgagnment forswears any interest in the domestic
affairs of African governments, in direct contréstthe European Union (EU) or the United States
(US), both of whom have selectively applied comais to their development assistance programmes
and even some investments. The success of Chiassarce diplomacy in Africa can measured in
terms of its presence across the continent in mibatl the major resource economies there: it has
gone from a status of no position in the resoureeket in 1995 to a standing as a significant player
today with oil leases from Angola to Sudan and mgntoncessions from the Democratic Republic of
the Congo (DRC) to South Africa. Its two way tradéh Africa, set at over US$72 billion in 2007, is
overwhelmingly based on the extraction of oil, ®igic minerals and a few raw materials in exchange
for manufactured goods.

The Chinese search for resource security is a nfiagois of its foreign policy and in that regard id#
has assumed a critical role in achieving that dljec The National Development and Reform
Commission, a key policy-making body within the t8t&€ouncil (China’s highest administrative
body), plays a central role in defining the longrieaims of the Chinese state. The China Export
Import Bank (China ExIm), a state run financialtingion founded in 1994, is directly under thet8ta
Council and has been the leading financial instituinvolved in providing concessional loans for
projects in Africa. In 2006, for instance, the @hExIm Bank provided an estimated US$12-15 bn in
concessional loans to Africa, more than the WordalB8 More recently, the China Development Bank
(CDB) has been authorised by the State Councilattdle the US$5 bn China Africa Development
Fund launched at the Forum for China Africa Co-atien in November 2006. A move into ‘soft
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commodities’ in Africa, reflecting the National Defepment and Reform Commission’s recognition
of China’s growing food deficit in 2004, appeardtothe next focus of China’s Africa strategy.

As a strategy for engagement and carving out adcegghat the Chinese liked to characterise as
Africa’s ‘closed market’, it is clear that the resoe diplomacy pursued since 1995 has been a
resounding success. However, despite the visibiteess of China’s resource diplomacy in gaining
access to African energy and mineral markets ilatively short period of time, it has become
evident that operating in the African environmeatgled to the changing demands of consolidating
its established position in certain markets haggoew challenges for Beijing.

Il Operationalising China’'s Resource Diplomacy towads Africa

Chinese resource diplomacy towards Africa is intefyalinked to its development co-operation
programme. Though private sector plays a smadl moIChina’s drive into Africa primarily through
the sub-contracting firms involved in the big irffiricture construction projects, at this stagenailor
players have strong ties to the state. This Iseeitormally as state-owned enterprises, such as th
China Non-Ferrous Metal Mining Group, or more imh@ily through Chinese government financing
and residual networks. This is reflected in tladess involvement in everything from the provision
capital need to development, for instance, minesatessions to internally bidding process organised
by MOFCOM for a particular infrastructure projebait accompanies a particular deal between China
and an African host government. Private actors@ngte capital are at this point at the margihs o
the resource sector, though some, like South CMimang and Feza Mining based in the DRC’s
Katanga province, are beginning to make their preséelt”

Starting in 1956, the Chinese government initiatednodest development co-operation scheme
towards African countries whose ideological bas&sweplaced by a commercial rationale which
emphasized profit from 1982 onwards.The notion that developing countries faced alamset of
challenges -- be they developmental or nation-ingld- that distinguished their interests from the
industrialised countries in the West, is a fundatalefeature of Chinese development co-operation.
What some critics characterise as explicitly paditiaspects of Chinese development co-operation —
namely the idea o$olidarity, sovereignty and the non-interferenas well asnutual benefias the
basis for co-operation — reflect these concerniss important to note that mutual benefit (recgntl
recast as ‘win-win’), which is often passed ovensgely rhetoric, has the effect of identifyingase

of common interest, where each participant is &blderive some form of benefit from a particular
project, and use that as a platform for buildingtfer co-operation. This deliberate forging of ret-
based links between China and the host countryth@spotential to create sustainable forms of
engagement between the participants to these psdjec

The contemporary structure of China’s developmenbperation with Africa revolves around three
basic instruments: grants, interest free loans @mtessional loans. Grants are aimed at social
projects, technical assistance, training and disastlief. The primary modality of this form of
assistance is decidedly not cash but rather grarksd with housing, clinics and schools being the
favoured application of this support. Interesefleans are provided towards larger infrastrucsuich

as roads, railroads and dams. According to D&d¥bts derived from these loans — and some debts
from concessional loans — have been subject to dabtellations, in effect turning loans into
grants.™ Finally, concessional loans (which the press sionest confuses with ‘preferential loans’
which are provided at near market rates by Chiirestéutions) were low interest loans provided over
a period as long as 20 years at below markets satesdised by the government.

The key institutions involved in Chinese developtmaaroperation reflect centrality of mutual benefit
to the contemporary formulation of foreign assiseapolicy™ The Department of Foreign Aid at the
Ministry of Co-operation’s (MOFCOM) manages the kbof the aid flows to Africa. It is charged
with formulating, implementing policies and monitay aid — be it in the form of grants or interest-
free loans. Regional units within the MOFCOM, nanthe West Asia and African Affairs division,

play an advisory role in this process. The Ecomoanid Commercial Counsellor is MOFCOM'’s
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representative in a given country and, as sudh,dbarge of managing bilateral aid. As noted a&hov
the China Export Import Bank and China Developnteank are currently the leading financiers of
Chinese investment into the resource sector. Batiks originally only lent to state owned entegsis
but recently China ExIm Bank has broadened it fgad include private firms. This situation apyear
to be supplemented by the role of the Industrial @ommercial Bank of China, traditionally China’s
leading financier of state owned enterprises, wiah taken a 20% stake in Africa’s largest bank,
Standard Bank in late 2007 and have earmarked UB#8b towards African investmerts. The
Ministry of Foreign Affairs (MOFA) plays a part Bhaping Africa policy, primarily through the work
of its Department for African Affairs which advises matters like political risk, while the Ministof
Finance allocates the annual budget for economigpenation and aid that ends up as bilateral aid
dispersed by MOFCOM, funds aimed at multilaterdl aie dispersed directly from it to any of the
international financial institutions including regial banks like the African Development Bank.

The bulk of significant Chinese investment in thédridan resource sector is built around a
combination of large concessional loans, exportriznsce and related measures aimed encouraging
Chinese resource firms to invest in particular veses while concurrently providing incentives for
Chinese construction firms capable of carryinginfrastructure projects that feature in the framewo
agreements with African governments. African goweents which lack the credit-worthiness are
approached on the basis of using long term supglgesments as security against the loan. These
loans are provided through the Minister of Co-operaprimarily to state owned enterprises or
privatised companies like Huawei deemed by Beijmge ‘corporate champions’.

There are certain elements of the Chinese econooriperation which are worth highlighting as they
either differ from contemporary Western donor practor, rhetorical assertions to the contrary,
replicate aspects of it. Financing in the forntash gifts, much less budget support, are not faebu
by Beijing and rarely utilised. Chinese scholaasdhsuggested that the preference for projectsh k
reflects in part a desire to manage closely fungeerded by them and ensure that they are not wasted
by recipients! Of equal importance is the fact that the apgheabf ‘mutual benefit’ has made the
used of Chinese factors of production — managent@mbur, equipment and supplies — a feature of
any prospective project. This approach serves it@ate risk for the Chinese by limiting their
exposure to the uncertainties of operating in tilkenown African environment. Moreover, this stands
in contrast with the OECD-DAC donors, who have catied themselves to eliminating this sort of
‘tied aid’ (as the use of donor materials and margyoare characterised), though only two donors
have in fact fully implemented this. The Chinet®ansist that their project personnel conform to
local standards and that they do not receive ‘gpématment’, which effectively means that their
wages and living arrangements are equivalent teetfimund in the host country.

Il Chinese Investments in the Resource Sector infiica

Though China now has a major presence in the Afriegsource sector, its investments are unevenly
distributed across the continent. The key seabiGhinese trade and investment with Africa reflect
the dominance of commodities driving Beijing’s imsts. Leading these is oil with 80% of the total
export value in China-Africa trade, followed bynrore (5%), timber (5%), manganese, cobalt, copper
and chromium (all 0.5-1%). While China’s import strategy is necessarily glpksuch that Latin
America provides more copper and iron or export€hina than Africa, in certain cases China has
become dependent on Africa mineral exports. Thimdade manganese from Gabon, South Africa,
Ghana and Zambia, which provides 40% of Chines®impeeds and cobalt from the DRC and other
African sources, which currently supplies 80% ofr@as needs”

As noted above, Chinese investment into the mireyaimodities sector includes joint ventures, up
until till now the preferred approach, but moreemity the global trend has been towards mergers and
acquisitions by cash-rich Chinese firms. In theecaf Africa, according to a report by McKinsey,
between 1995 and 2007 China concluded 2 major meeegel acquisition deals in the mining sector in
Africa worth a combined US$3bn and 5 further mesgemd acquisition deals in oil and gas sectors
valued at US$3.9bn, bringing the total M&A formiafzestment into the African resource sector to

L:\Geneva Trade & Development Forum\Conférence\@amfce 2008 archive\Working groups\AP\Commaoditiesfidal.doc 22



US$6.9br™ This was lower than combined M&A investments itiiese sectors in Asia (US$15.3)
during the same period but slightly higher when parad the next largest recipient, Latin America
(US$6bn).

Moreover, with the energy shortage looming in tadye1990s, Beijing began its initial outreach by
focusing on procuring access to petroleum in Africghis has meant that the main recipients of
China’s comprehensive packages linking aid andsiment to long term supply contracts to date have
been oil rich countries, namely Angola, Sudan armatemrecently Nigeria; China only became
involved with minerals producers like Gabon, Maamia and South Africa at a later stage. However,
the announcement of a US$9bn package for the DRatén 2007, which was aimed at funding
infrastructure development and rehabilitation irckeange for mining concessions, is the largest
application of this approach to a non-oil productiogintry?’ When coupled to the existing deals such
as the Belinga project in Gabon (see below) andioggdiscussions between Chinese and African
officials, it seems clear that mineral commodites set to receive further investment.

The Chinese experience in Gabon, one of the larGbstese investment commitments to date,
highlights both the appeal of China’s comprehenpiekage of financial and diplomatic incentives in
exchange for long term supply contract with Africgovernments and the complexities of realising
these deals. In Gabon, a modest oil producer sigghificant under-exploited deposits of iron orel an
manganese, the Chinese were actively encouragdtel@abonese government to put in a bid for the
Belinga iron ore project, which had been contraciatito the Brazilian firm CVRD (now Valé.
Following the visit of Hu Jintao, an all-Chinesd béd by China National Machinery and Equipment
Corporation (CMEC) won exclusive rights to Belingad its outputs in exchange for a US$3bn
investment aimed at developing Gabon’s infrastmgctunderwritten by the China ExIm Bank. The
project includes the construction of a brand neWk#® railway line linking Belinga to the coast
(CVRD offered to build only a 200km stretch of thailway), a deepwater mining harbour for
transportation located north of Libreville, a hyeliectric dam in the Ivindo river and the iron migin
factory’ For the Gabonese government, which generated28alpf GDP from the mining sector as
recently as 2005 and had not invested in infragiracon this scale, it would be opening up new
revenue streams as well as expanding local emplotypssibilities in advance of elections. At the
same time, realising the deal proved more diffiadta coalition of local and international NGOs,
along with the World Bank, launched protests over secretive nature of the contract, the concern
over the Chinese ‘control’ over national resouraed the building of a dam in a national park. The
result was that the Chinese were forced to renatgothe terms of the agreement within a year of
signing the original contract so that the governisestake in the company created to run the prpject
Compagnie Miniére du Belinga, was raised to 25%!laffs in initiating the work, partly a product of
the structure of the consortium itself, have méhatproject has yet to produce results.

Because of the structure of Chinese developmempesation and the nature of African state control
over concessions, the principle from of engagerbgnChina has been through bilateral framework
agreements. This position contrasts with both $temading African aspirations for enhancing regional
economic integration and even Chinese rhetoriauppsert of that goal. This bilateral focus pursued
by China in securing commaodities has been the stibfecriticism by some Africans based at the fact
that it ignores African aspirations encoded inXtePAD process to enhance development through the
promotion of regional integration. Since the FOCIKGneeting in Beijing in 2006, there has been a
rhetorical commitment made by the Chinese towanggarting trans-regional infrastructure projects.
Indeed, the China Development Bank, as the admanistof the China Africa Development Fund
(which was launched at FOCAC lll), has indicatedt tit would be willing to support infrastructure
projects in the SADC regidif! Perhaps as an indication of greater willingnessxpand and open its
outreach in Africa, Chinese construction firms whiwad originally relied upon Chinese government
financed projects have branched out and are prowdnige highly competitive bidders for publicly
tendered infrastructure projects, including tra@gional ones, winning between 10-20% of all African
infrastructure projects by the International Depefent Associatiolf

IV Assessing the Development Impact of Chinese Inggnents
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The development impact of Chinese investments imnsodities in Africa has been generally quite
positive, though not without controversy.

On the positive side of the ledger, China has nadabstantial contribution to provisions for ‘hard
infrastructure’ such as roads, railroads and hyolnggr. As noted in a recent World Bank study, the
investment backlog in infrastructure is set at UB$Rannually and Chinese investment, peaking in
2006 at US$7bn, is making a major contribution dalrassing this ne€d. China is financing 10
major hydropower projects with a combined capaoty6000 megawatts that will increase sub-
Saharan Africa’s total hydropower generation by 30#ile its firms are rehabilitating 1350
kilometers of existing railroads and building 180@meters of new railroads, a significant addition
the 50,000 kilometers of railroads in Afri€a. These activities tailored nicely to the over-aain
China’s domestic construction industry, which hiké lother sectors, been encouraged by Beijing to
‘go global’ and is a fine illustration of the pripte of ‘mutual benefit’ in developing country co-
operation. Chinese project finance, which has mesinstances ignored the conventional assessments
of risk produced by Western banks, has set offoggss of reviewing industry standard risk metrics
and, concurrently, the investment potential in édti"

Problematic features of the relationship are thiuivignoring of some of the features of financing
which have been designed to improve African gouecea(so-called ‘soft infrastructure’), the
accompanying lack of transparency in financial supfprimarily concessional loans) for investment
projects and the conduct of some Chinese compésii@® and non-state owned) in violating labour
and environmental standards in host countriesthénmining sector specifically, this has resulted i
practices such as the illegal use of child labowl aub-standard health and safety conditions in
KatangaX Indeed, 600 Chinese nationals involved in mirtiage been expelled by the government
for violating basic labour and environmental stadda Evidence suggests that new private entrants
into the mineral commodities sector are more cufpab this regard than Chinese state owned
enterprises. In any case, Beijing has committedlfitto introduce CRS measures into business
practices amongst Chinese SOEs. Finally, therecareerns as to the structure of loans being
provided by the Chinese could potentially put Adriccountries into a new cycle of debt, something
that is especially disturbing given the hard-fougbhcessions necessary to win debt-forgiveness in
the last decade.

It should be noted that while poverty reductiomat being addressed directly as such in Chinese
investments into mineral commodities but, in so dar provisions for hard infrastructure release
untapped or underexploited resources, the Chinesemaking an important contribution towards
alleviating it nonetheless. The elimination of thatecks by providing new transport, port faciktie
and increasing power generation are all contrilguto laying the foundation for Africa’s economic
take-off.

V Policy Options for African Development

The Chinese role in mineral commodities in Afrisddst changing the landscape of investment in this
sector, most decidedly for the positive. Thoughn@Has introduced some features in its pursuit of
African resources that are contributing to problettmough poor practices of its firms, in most
respects its comprehensive approach to resouregs@@m brings with it tangible development gains
in the form of new infrastructure. Moreover, tltecalled ‘China problem’ in resources can be more
accurately be folded into a larger set of concamwsind the shortcomings of African governance in
managing foreign investors into the mineral comrtieslisector, rather than any particular Chinese
strain of malfeasance. In light of this, the fellog policy recommendations are proposed as patenti
avenues of action:

1. Support African government efforts to improveithrevenue collection through monitoring and

auditing financial accounts of foreign multinati®aperating in their countries. This in turn regs
fuller disclosure by MNCs of their income lossasfils and remittances to government.
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2. Encourage Chinese companies to abide by establlistandards of corporate governance used by
EU multinational corporations such as OECD guidsimn MNCs, the UN’s Global Compact etc.
Hold discussions with Chinese financial institusofChina ExIm, China Development Bank etc) on
responsible lending given that their loans are céiffely commodity backed. Good corporate
citizenship is not just a product of conventiorsaicial offsets’ such as stadiums and health clibuts
first and foremost involves fulfilling their corpate obligations by providing a fair portion of reve

to host governments through taxation, royalties thedike. Development remains the responsibility
of governments, not multinational corporations, g revenue is vital to achieving any such aims.

3. Provide institutional capacity building to belstAfrican national regulatory bodies to enablenthe
to fulfil their statutory role, that is to say rew and comment on socio-environmental impact of
potential investment projects, investigation ofgmuted violations of the national law and following
up any identified violations through prescribed degneans and enforcement. Constitutional
safeguards alone cannot always guarantee thanahtiegulatory bodies act in the interests of local
communities or in support of broader pro-poor aimnstependence of action comes with stable,
functioning and trusted institutions.

4. Recognise that the apparent division in empHhastiseen EU donors, which tends to focus on ‘soft
infrastructure’ in its development programming, &@fina, which focuses on ‘hard infrastructure’ in
its development programming, holds considerablibotative potential. Exploring ways of fostering
greater co-operation which takes advantage of tmptementarities in these two approaches can
produce a win-win scenario for EU, China and — nmogortantly — Africa.
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Appendix

Table 1: Projections for China’s Commodity Imposerdand
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2006-2020,

Annual Demand Percentage Change
Commodity Unit Latest 2020 TotalAverage p.a
Iron Ore m tons 148 710 380 10
Oll m tons 91 1860 1940 20
Soy m tons 26 50 80 4
Coal m tons 11 810 7400 20
Copper m tons 3 20 600 10
Manganese m tons 3 13 360 10
Wood m cub 34 150 330 10
Source: Deustche Bank Research
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