The EU RAW MATERIALS INITIATIVE: MEETING OUR CRITICAL NEEDS FOR GROWTH AND JOBS IN EUROPE

A RESPONSE FROM THE SOUTHERN AFRICA RESOURCE WATCH

Claude Kabemba

Introduction

Africa has long exploited its mineral resources. In fact, the oldest mines in the world are to be found in Africa; such as the Ingwenya mine in Swaziland, which was exploited 20000 years ago for iron ochres for rock paintings. In addition, there are thousands of ancient gold and base metal mines across the continent. In general, these mines were integrated into the local pre-colonial economies, providing essential raw materials and high value goods for trade (gold, copper). With European colonial conquest, African mining became integrated into the economies of European countries, providing raw material for their industrialisation. Subsequently, Europe monopolised the exploitation and commercialisation of mineral resources. African minerals have contributed significantly to the development of Europe. Europe continues to enjoy the monopoly over African resources. The Raw materials Initiative (RMI) is being designed at a time when Africa is searching for solutions to the general observation that mineral economies in Africa are producing limited welfare gains and development outcomes for the sons and daughters of the continent. This paper is a reaction to the RMI from an African perspective. 

Why an EU Raw Materials Initiative? 

There are three main factors that pushed Europe to initiative this new strategy. 

1. Europe is concerned about the scarcity of strategic resources. Europe has exhausted its resources. Europe’s resources have been used to develop cities and improve the lives of its citizens. The RMI is therefore a reaction to the scarcity of resources in Europe.  The EU no longer have the strategic minerals such as coltan, platinum, cobalt, copper etc , which are critical for technological advances. Without access to such minerals, Europe can no longer maintain its aspiration to be a leading continent in technological innovation, which is critical for maintaining the lifestyle of its people. The RMI seeks to secure Africa as a source of cheap raw materials. As such RMI can be interpreted as a continuation of Europe’s nineteenth-century “scramble for Africa”. 

2. Europe is also concerned with changes happening on the African continent. A lot of things are changing on the continent. We are seeing the emergence of a new leadership at all levels – political, civil society and business – increasingly questioning the way natural resources are being managed, and how resources are defining Africa’s relations with the outside. Africa is increasingly expressing the need to protect its resources for its own development. There is a new agenda emerging on the continent, in this regard. The new agenda seeks to stop the looting of the continent’s resources. European companies are increasingly being scrutinized and requested to pay the required/expected prices and fees (in terms of taxes and royalties and social compensation for communities that have lost their land) for the minerals they are extracting from Africa. We have seen African governments requesting to renegotiate mining contracts which do not benefit their people. The World Bank has now stressed the urgent need to look beyond aid projects, debt relief and trade reform to focus on local natural resources to address the crisis of poverty in all parts of the globe. This is in recognition of the fact that there is a close link between efforts towards poverty reduction and the performance of the extractive industries, especially mining, oil and gas sectors.  Today Africa is considering both opportunities and risks for the poor that will evolve in the context of extractive operations so as to design appropriate interventions and frameworks that maximize the positive impact from mining and oil extraction for poverty reduction.  

3. Europe is concerned that its monopoly over Africa’s resources is being challenged by new players who are not necessarily its strategic allies. The EU comfort zone has been shaken by the advent of Brazil, Russia, India, China and South Africa (BRICS) who are eager to also access these strategic commodities/resources in Africa for their own economic growth and development, and for technological advancement. Of these emerging competitors, China poses the greatest threat. The emergence of China – with its financial capabilities, consumption rates and fast-paced industrialisation – poses the greatest threat to Europe’s monopoly over Africa’s resources. Fundamental changes in global markets are also threatening the competitiveness of European industry.
 Our research of the Chinese investments in Africa shows that China’s strategy of linking access to natural resources with the provision of infrastructure (such as roads, dams, railways, universities and clinics) is well appreciated by Africans, compared to the European approach that focuses on soft issues (such human rights, gay rights, health issues and capacity-building.)  RMI can thus be taken as a reaction to the BRICS. But we think that both EU and China’s engagement in Africa’s natural resources sector presently conforms to a neo-colonial exploitative approach, which has little emphasis on building the domestic economies of the African countries where the resources are being extracted. .

Problems with the Raw Materials Initiative

1. RMI is simply a new name expressing the old same issue of power relations between Europe and Africa. The RMI, it seems, seeks to perpetuate the old negative relation between Europe and Africa. The EU and Africa power dynamics remain the same. They are characterised by an unbalanced relation between the centre (EU) and the periphery (Africa). Theories of economic hegemony retain the realist presumption that the more powerful states control and extract,the maximum benefits from weaker states in bilateral relationships.  While the exploitative relationship between EU and Africa has changed nature, it has remained the same in essence. While during Colonialism Europe used force to extract Africa’s resources, today the exploitation is being legalized. The RMI is simply a “Dry cleaning” mechanism. It seeks to dry clean exploitation. The nature of exploitation today is happening within a normative framework: where exploitation is being legalised and humanized to benefit Europe. A clear look at the RMI shows that it has no semblance of share benefits. The Western powers’ method of accessing Africa’s resources continuously adapts to the changing nature of the African society and the international environment. The method is always refined to achieve the same objective. Every time Western capitals sense increased awareness among African leaders, to the need to protect their resources against an imbalanced system, they move quickly to change the methods and the system. The major visible shift which has occurred has been this move from unlawful, illegal and forced extraction to a more legalised form of pillage. This process of destroying and reconstructing the method has left serious scars on African states and their citizens. It is not accidental that the politics of most African countries rich in resources remain dominated by the dynamics of pillage from Western powers in collaboration with corrupt African politicians. It will be unfortunate if RMI is being designed to perpetuate this unbalanced relation.

2. Despite rhetoric from the EU, that it is for an equitable and fair trade, for transparency and accountability, the RMI initiative, if not properly designed, will perpetuate a situation whereby Africa remains a provider of cheap raw materials without development. Indeed, no other continent today has institutional, structural and ideological weaknesses than Africa. These weaknesses convince the EU that Africa is still open to predation. It is my contention that the EU’s RMI is targeting Africa because it is here where strategic resources can still be accessed easily and cheaply.

3. The RMI might become a political instrument. Europe is known for supporting dictatorship and authoritarianism on the Continent in exchange for resources. The plan has remained the same over the centuries: to extract as much as possible resources at a lower cost and where possible for free. There are examples where some powerful states, including Europeans, have entered into relationships of convenience with unpopular African governments. In many instances, powerful states have provided security for these regimes in exchange for resources, be it minerals or oil. This is why some elections which have been far from being transparent and legitimate have been accepted/endorsed by some European governments. 

New Africa’s agenda Versus the RMI: Compatibility or Confrontation?

The RMI does not consider emerging trends on the continent as far as resource governance is concerned. While the EU is speaking of protecting its resource base to generate advantages from its upstream and downstream industries, there exits a multitude of initiatives on the continent at national, regional and continental levels in search of a new social contract to natural resources: 

1. At the national level, discussion on governance of natural resources is not taboo any more. African people are increasingly urging their governments to be more responsible in the manner resources are managed. This includes ensuring that contracts are signed in a way that benefits the people. We have seen in recent time African governments renegotiating mining
 contracts, despite pressure from EU not to do so for fear that the move will undermine foreign direct investment. Africa’s leaders are increasingly becoming preoccupied with enhancing the contribution of the minerals sector to the economic and social development of the continent. In some countries debates are currently underway on whether to nationalize or not. The need for control of resources is reminiscent of the post-independence period.
 

2. At the regional level, there are efforts to harmonise regulations to ensure that African countries present a common front against powerful foreign multinationals. For example, SADC Mining Ministers adopted a framework for the “Harmonisation of Mining Policies, Standards, Legislative and Regulatory Framework in Southern Africa” in March 2007. In November 2000, UEMOA member States agreed to adopt a common mining policy and legislation, including a harmonised fiscal code in an effort to foster sub-regional harmonisation.

3. At the continental level, the AU is on board to give leadership on this question of resource management. The AU has designed its vision on mineral management. The vision speaks to ownership, transformation and value addition. In February 2008, the Tenth Ordinary Session of the Assembly of Heads of State and Government of the African Union adopted a Decision on the Action Plan for the Accelerated Industrial Development of Africa and a Declaration on Africa’s Industrial Development which recognized the role that Africa’s mineral resources can play in promoting development and the industrialization of the continent. In February 2004, thirty African mining ministers and/or their representatives launched the African Mining Partnership (AMP), with the aim of championing and coordinating mining and mineral-related initiatives under the auspices of NEPAD. The ministers identified mining programmes and projects in six key areas: Artisanal or small-scale mining; harmonisation of mining policies; environment and sustainable development; beneficiation and value addition; human resource development; and promoting foreign investment and indigenous participation in mining ventures.

If this is Africa’s new approach to resource management, it is in stuck contrast to the EU agenda and we should expect clashes as we move forward.

Concerns Vis a Vis the Raw Materials Initiative

1. We are concerned and we suspect that the RMI comes to reinforce the emerging global competition between the USA/EU and China in support of the former. The struggle is for oil and minerals. The consequence of the competition has been “militarization
; the battle to capture Africa’s markets, the marginalization of Africa and the ambiguous benefits that investment and production by multinational companies bring to African communities.”

2. We are concerned that the RMI is silent on how to deal with poverty accelerated by the damage caused by mining on the environment. Countries in Africa are very complacent in terms of securing the environment against mining, logging or oil activities. We have seen increased water pollution, dust, and land disturbances, which are increasingly having an adverse effect on the health and livelihoods of the poor and vulnerable groups, especially those with little mobility or means of alleviating negative impacts, in various countries. We believe that the RMI, the way it is currently articulated, will further harm the African environment. 


3. We are concerned that the RMI will strive to weaken tax regimes on the continent to secure favorable terms for EU companies. This will undermine African countries’ tax bases and thereby limit service delivery. We are well aware that many African countries, like most countries globally, face significant challenges in respect of the effectiveness of their tax systems. Overall revenue yields and voluntary compliance are low; the tax bases often remain narrow, the taxation of international transactions, in particular, transfer pricing, has become increasingly difficult; the overall tax gap remains unquantified.  

4. We are not convinced that the RMI will resolve the problem of FDI on the continent. The RMI will strengthen the current situation whereby FDI
 into Africa goes into the mineral resources sector. The investment behavior of EU market-seeking firms, for example, depends more on the size and growth of the local or regional economy, than those primarily established to supply the global market. This is why despite having improved their investment climate, through major policy efforts, by liberalization of their investment regulations, privatization of state-owned enterprises and the offer of incentives to foreign investors, the expected flow of FDI has remained disappointing in Africa. And where it has come, it has gone to a specific sector. Sub Saharan African countries that have been able to attract any meaningful FDI have been those with large domestic markets (South Africa, Nigeria and Egypt) and those that possess large amounts of natural and mineral resources, especially oil (South Africa, Angola, Equatorial Guinea, Nigeria, Congo Brazzaville). This is not new. The flows of FDI to sub Saharan Africa have traditionally been to oil and other natural resources (Allaoua and Atkin, 1993). This is why FDI on the continent tends to be concentrated in few resources-rich countries. For example, between 1995 and 1998, 41 per cent of FDI went to four oil exporting countries namely Angola, Congo Republic, Equatorial Guinea and Nigeria (Pigato, 2000). According to Loots (1999), 15, 3% of FDI in Africa in 1997 was in the primary sector, of which 60% went to mining and natural resource extraction, including fossil fuels.

The Global financial crisis has underlined the vulnerability of African economies, especially the natural resources sector. Most FDI comes into the continent without social protection. When mines close, they leave thousands of people unemployed. The tendency is for critics to blame Africa’s poor economic performance on the nature of the state. While this is in part correct, Africa’s problems have also to do with the distortions of the international economic / trade system. 

5. We believe that the RMI does not subscribe to the achievement of the Millennium Development Goals (MDGs), especially its goal number one – the reduction of poverty by half by 2015. Poverty can only be successfully reduced if African governments are able to secure substantial internal financial resources. Natural resources –minerals, oil, gas and timber constitute a major source of foreign and fiscal revenues for many African economies. For most countries producing these resources, these commodities can provide a basis for economic development. Mining can contribute to poverty reduction in a variety of ways, mostly through generating income and through creating opportunities for growth for lateral or downstream businesses.
 The International Council for Mining and Metals has confirmed the ability of the mining sector to jump start the process of economic development.
 

6. We are concerned that the RMI is silent on issues of transparency and accountability. It seems that the RMI seeks to secure resource for the EU using any methods and opportunities, without giving consideration to the impact this will have on the country. Because of corruption and bad economic deals, the net foreign exchange and taxes that mining is generating is not enough for many African governments to use as an engine for overall economic growth and as a source for financing to support national budgets for social sector and poverty reduction programmes. Many African mining countries have very negative mining fiscal regimes. Many governments do not provide information about the revenues from natural resources. This lack of transparency is a source of increased corruption in the sector. We suspect that the RMI would reinforce the corrupt nature of business in the natural resource sector. Despite the support the EU gives to the Extractive Industries Transparency Initiative (EITI), many European companies that operate on the continent have not signed up to the EITI and some actually work to undermine it.  

7. We are concerned that the RMI is not strong on combating corruption. Most African countries in Africa do not benefit from their natural resources due to three main problems: unfair contractual relations (mining contracts), corruption and weak system and institutions that can support progressive management. Mining contracts are often complex and many of our governments lack the necessary skill to negotiate fair content. In some cases, governments, in addition to the skills shortage, have also negotiated mining contracts in positions of weakness, either under of pressure from a raging war (the DRC war of 1996 and 1998) or under pressure for macro-economic policy changes (Zambia privatization policy). In other cases, contracts have simply been negotiated in bad faith by corrupt politicians driven by their own interests against that of the nation. In other cases it is simply rent seeking. Money from taxes and royalties do not often reach state coffers and vanishes through a myriad of corrupt structures, informal and formal, set up bythe states.   Dispossessed, most citizens in the region are left marginalized and at the mercy of donor assistance. In general, it is because we have failed to manage our resources that we rely on aid than on our local resources.

Recommendations

Just as raw materials are essential for the development of the EU, they are equally essential, even more so, for Africa, considering Africa’s need for development. We recommend therefore:

1. That the RMI be aligned with best international practices when accessing the raw materials (including the OECD investment standards, the EITI, the Kimberly process, Global Reporting Initiative (GRI)). The RMI must include provisions that safeguard transparency and good governance as well as enforce internationally acceptable safety and health standards, environmental and material stewardship, corporate social responsibility, transfer of technology and preferential recruitment of local staff.

2. That the RMI works towards ending resource conflict and sanction EU companies that use conflict to access resources.

3. That the RMI strives to strengthen than weaken Africa’s mineral tax regime. While developed countries are providing ODA and some debt relief, on the one hand, action by the international community is required to ensure that the potential tax base of developing countries is not undermined through tax evasion and dubious deals. We encourage the RMI to vigorously pursue work in this area by promoting better international cooperation.

4. That the RMI becomes a strategy that helps combat corruption in all its forms in the natural resources sector in Africa. The RMI should include sanction measures when dealing with European companies that indulge in corrupt engagements and transactions. 

5. That the RMI be an instrument that facilitates a win-win relationship between Europe and Africa. The access to raw materials should not be to the disadvantage of weaker states. Africa’s weakness is reinforced by asymmetry/imbalance in  access to information, agency and power. The RMI must be aware of these weaknesses/challenges/realities. The EU must instead promote good governance and put in place a fair and equitable system.. 

6. That the RMI should subscribe to the new Africa agenda for the transformation of raw materials on the continent before they are exported. The transformation of resources will create downstream and upstream industries. The RMI must include in its strategy Africa’s dire need to industrialise.
 The structural transformation of Africa’s economies must be an essential component of any external partner’s strategy.

7. That the RMI promotes local beneficiation and value addition of African minerals to provide manufacturing feedstock. 

8. That the RMI speaks to issues of state-building. The weakness of the African state poses a threat to both the RMI and Africa’s development.  Unless an efficient and capable administration is put in place, to regulate and monitor the extraction of natural resource, EU investment in Africa will be unsustainable in the long run.   

Conclusion

The RMI in the end will be assessed based on 3 key factors: namely, financial success, contribution to social and economic development, and environmental stewardship. Africa and Europe can still build a win-win relationship. Africa needs industrialisation, economic growth and development, and Europe need Africa’s resources. 
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