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ABSTRACT

Mineral resources can act as key for economic growth and have the potential to transform
economies and societies. The extent to which such transformation takes place varies
depending upon the method of these.Pakistan is gifted with significant mineral resources
that have the potential to lift its economy and bring prosperity to its citizens. For this to
happenpPakistan must formulate a mineral policy based on leading practices to attract mining
investrrent and increase the sector contribution to GDP in the rangeiob%. The
fundamental objective of this research is to investigate the process of mineral policy
development of Pakistan against leading developing minkaslsd economies and to
formulatea strategic fit mineral policy framework, keeping in mind its fragile political, socio

economic and security environment.

Developing countries with mineral wealth must try to gain maximum benefit from their
mineral resources. These are national assetslandd be managed responsibly and not used
unwi sel vy. For the gap analysis between Paki
leading developing countries, five criteria were formulated. Two basic principles were kept in

mind with the choice of counés; first, a developing country like Pakistan should be
selected; and second, at least two countries should be Islamic. Eight developing courtiers,
Chile, Mexico, Brazil, Peru, India, South Africa, Kazakhstan and Turkey were selected for

analysis.

The keyelements fothemi ner al sector of Pakistan ar e; P
an enabling institutional framework for efficient access to mineral resources; it lacks an
enabling fiscal and regulatory framework for mining to enhance the econdnaictiseness

of the sector; and the absence of a mining Cadastre System to secure mineral rights prevent
security of tenure. Six stakeholders, Government and its implementation bodies; Mining
industry; Local communities and their representatives; Lawrenip agencies (LEA's);
Religious Monarchs; and Financial institutions were identified and their role defined in policy
development framework. A new mineral Policy Framework was formulated based on seven
key enablers, namelynstitutional framework; stabl political economy; legal framework;
regulatory framework; fiscal framework; stakeholder participation; and sustainable
development. A new organisational structure of the Ministry is proposed based on the

generally accepted organisational structure o$ tienplementation and regulatory bodies.



An implementation plan based on three building blocks was developed for implementation of
the new Mineral Policy Framework. Implementation of an enabling Institutional framework
and other key elements of minerablipy framework were suggested to be implemented
through the constitution of a Mineral Development Advisory Committee (MDAC). A
PakMining Cadastre system was suggested to be constituted under the new Ministry for
secure minerals rights system. System desagd the geometrical architecture of the

PakMining Cadastre System were also suggested.
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CHAPTER ONE

INTRODUCTION AND BACKGROUND OF THE PROBLEM
1.1  Introduction
Mineral policy does not evolve in a vacuum, nor is it a matter of mere theoretical
assumptions. It is a process of answering the terms of humeaaviour historically evolving
powers, economic policies, varying communal attitudes towards mineral resources and
shifting orientation of the legal system. The legal regime is an important as@eatining
policy as it provides a bond between the investor and the state. Slumpnesticlegal
regimes are influenced by international circumstances and trendsimetmational market
There are three factors which contribute to this activitystFmining is a global activity;
second, mining has a strategic i mportance
prosperity; and third, mining is an activity of extracting #ienewable resources.
Recognition of rights of selfietermination, acceleed by the human rights regimes after the
Second World War, and the principle of permanent sovereignty over natural resbacdcas,
permanent impact on the legal framework evolved over a period of time. It also affects the
local communities hence, interf@mtal human rights and environmental protection
organizations have a persuasive impact on the development and implementation of mineral
policies and legal framework.
Mineral resources are gifts of nature to the countries where they are found. Almost every
mineratrich country depends largely on exports of its mineral resources, earning a major
portion of their foreign exchange from these expoRakistan is gifted with significant
mineral resources and is emerging as a promising area for explorationesiindaposits.
Pakistan has great potential in metallic minerals like copper, gold, silver, platinum,
chromites, iron, lead and zinc. A total of about 52 minerals are mined in Pakistan, but on a

relatively small scale. Considerable resources of coal (1l86nbtonnes), copper (6000



million tonnes), gold (1656 million tonnes), silver (618 million tonnes), -l@ad (23.72
million tonnes), manganese (.597 million tonnes), chromites (2.527 million tonnes), iron ore
(12400 million tonnes) and precious and sgmcious stones have been identified in different
parts of the countryMinistry of Petroleum &Natural Resources Government of Pakistan,

2013). Figure 1.1 shovike Mineral Occurrence Map of Pakistan
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Figure 11 Mineral Occurrence Map of Pakistan

The pesence of significant mineral deposits in Pakistan is capable of boosting the fragile
economy of the country. However, after several degaities expected benefits are still
awaited. The approach of the statevaods the development of mineral sector raises serious
guestions on how the presence of so much of mineral wealth could be converted into benefit.
Provided that proper direction is sdigtsector has the potential fidfil the national goals

and ambitios. However, no determined effort has ever been mauhepiementthe policies

anddevelopinfrastructurs, which areimportant for the sector to flourish. Policy is the vision



and objective of a nation to move forward. Mineral policy defines the wayanrfatiows in
order to extract maximum benefits from its mineral resources.
GDP contribution to the overall economy is a direct indicator of succeks wiineral sector
in any country. Unfortunately, in spite of the fact that Pakistan has large degasitseral
resources and has formulated two mineral p o
national GDP remains small (less than one percévithigtry of Petroleum & Natural
Resources, Government of Pakistan, 2013). This contribution isnifisant given the
presence of large concentrations of mineral deposits and industrial minerals. There is a need
to drastically increase this percentage towards 3% in the next terapelowingit to 5%
in twentyy e a r s.dhistpéercamage is attaivla provided a proper direction is set so that
the sector can contribute to the overall socioeconomic growth of the country.
Mineral policy formulation is a multifaceted and dynamic procedsch requires flexible
and transparent decisionaking that emlarces a diversity of knowledge and values. In 1995,
the government formulated and launched the National Mineral Policy (Government of
PakistanMinistry of Petroleum and Natur&esources, 1995) with the claim of brelaased
stakehol der 0 s ssc@na sf thé ainastofi the poliqy was ¢coecreatavaurable
environment for investment in the mining sector whiahuld subsequently attract local and
foreign direct investments (FDIs). Although many paybacks were claimed for participation,
disappointmengrew amongst communities and stakeholders who felt let down when these
claims were not realized. The revised national mineral policy of 2012 (Government of
Pakistan Ministry of Petroleum and NaturaleRources, 2012) was promulgated in an effort
to corred mistakesmadein the NMR1 and it mainly focused on the following areas:

1 Enhance coordination betweeatst and provincial institutions;

1 Worktowards sustainable development;

1 Anincreased contributioto GDP fronthe mining sector;



1 Promote a competitivenvironment for internainal investors and partnership; and

1 Encouragement of small scale local mining.
However after implementation of the national mineral polRyit was revealed that
community engagemenivhich was the key factor for the failure oM¥-1, was not given
any importance. Let alone this fadiogiven importanceit was notevenmentioned in the
new document. Pakistan had so far two mineral policies and many diverse ways for operation
of the mineral industry, but there seeto be no posive effect of these changes on the
overall stability of the sector and its subsequent effect on the overall economy of the country.
1.2 Why this Study?
The role of a sound mineral policy in national strategic planning is gaining importance and
governmentpolicy makers are exploring new ways to improve their planning processes
(Bruyninckx, 2004).As introduced earlierPakistan is rich in mineral resources, offering
great potenti al for economi c 803%0sduarghase nt .
variedgeological potential for metallic and nometallic mineral deposits. At present, out of
92 known minerals in the country, 52 are being mined on a small scale. The major production
is of coal, rock salt and other industrial and construction minehds. the current
contribution of minerals sector to the GDP is less than one percent. If one compares this GDP
contribution with 16% for Chile Ministerio de Mineria, 2014), 9.6% for Australia
(Australian Bureau of Statistics, 2014), 8.1% for Canada (StatS#@nada, 2014), and 4.7%
for USA (National Mining Association, 2014), it is evident that concrete steps are needed to

increase this contribution to a level that is aligned with its mineral potential.

1.2.1 Relationship of mineral development and growth
The relationship between mineral development and economic growth has been
comprehensively studied. Many writers believed that dependence on natural resources has

adverse effects on the overall economic growth (Wright and Czelusta, 2003). There is also



significant body of literature on the theory of resource curse. It was believed that the
economic growth of most of the resour@eh countries remained stagnant in the early
twentieth century (Surowiecki, 2001). However, a counter argument to this theory is the
example of United States.

Historical studies show that successful resodased development is not primarily a
function of geological endowment. The United States was a leading mo@sed economy

from 1890 to 1910and emerged as a leader in the wordditigal scenario. By 1913 the
United States was the worldodéos dominant prod
This growth was not merely because US was rich in mineral resources, but itevastde
policies which were aqued during that timeMineral development in that era is attributed to
largescale investment in exploration, transportation, geological knowledge, and the refined
technologies of extraction, refining, and utilization (Wright and Czelusta, 2003). Hence we
can easily say thanineral resources playesl very important role in the development of
United States into a world power and subsequently a leader. American industrialization was
not only due to its geological potentiflut alsoclosely attributed to the fact that it devedal
policies for growth which attraced largescale investment in exploration, transportation,
geological knowledge and technologies. Many other countries of the world in that era were
richer in mineral endowment but could not take the lead in miningaltiee fact thathey

hadno sound policy.

For many yearsthe mineral/mining sector has been a positive -corgributor to the
development of mining countri@s e ¢ o nRecemt stwdies amplify that countries like the
USA, Australia, Canada, Chile, Sbuffrica, Ghana and many others have earned major
contribution to their GDP frontheir mineral secta(Ozah et al., 2011). Table 1.1 illustrates

the importance of mining sector in the development of the national economy.



Table 1.1Mining sector contributon t o t he co02018t r y6s economy

Contribution to GDP Impact on national economy
S/No.| Country . Percentage in
US$ billion Percentage | Employment export earnings

1 Australia 121 9.6 787,080 54

2 USA 232 4.7 2,111,530 9.4

3 Canada 52.6 8.1 418,000 204

4 South Africa 26.5 4.5 500,000 23

5 Chile 35 16 60,000 59.4

6 Botswana 59 34.2 13,000 75.6

7 Ghana 17 7 500,000 37
Sources:

Australian mining statistics

National mining association USA

Statistics Canada

The Canadian Economy at a Glance (Updated| 201.4)

Statistics South Africa

Ministry of mining Chile

Ministry of Minerals, Energy and Water Resources, Annual statistics
Minerals commission of Ghana

1.2.2. Modern mining legislation vis-a-vis GDP growth

A global review of countries which implementatbdern mining legislation and techniques
showed a positive trend of GDP growth and economic prosperity. The World Bank started a
reform program in 1988 to support 41 mining projects in 24 couniVesld Bank, 2013). A

review of these 24 countries revealed that due to these reforms, substantial increase was
observed in the foreign investments which subsequently resulted in GDP growth of these
countries. These Courgs adopted modern mining legislation and provided an encouraging
environment that attracted private sector investment in mining exploration and production
(International Development Association, 2013his, inturn, contributed to increased tax
revenues, export earnings, employment opportunities, infrastructure development especially
in rural areas, and transfer of techrgyido the host countries. The best example out of these
24 countries is Mongolia, whose mining reforms have transformed the country into one of
worl déos fastest growing economi es.

Mongolia is endowed with significant mineral resources, especially goldyecogoal,

uranium, and oil. In 1997, through the International Development Association (IDA), the


http://www.citethisforme.com/
http://www.worldbank.org/en/results/2013/04/14/mining-results-profile

World Bank started its reform program for the mineral sectoMohgolia. The mineral

sector adpted mining laws and regulations that encouraged increasserahiexploration

and exploitation. Since the start of the twefitgt century, the mining sector has been a key
driver of the countryds GDP growt h, averagi
Authority of Mongolia, 2013)(Figure 1.2). In 2013, Mongoi adés t ot al mi ner
increased to US$ 3.065 billion, from US$ 267 million in 2000 (LLC, 2014). While the

mining sector accounted for 8.5 percent of GDP in 2000, it increased to more than 25 percent

of GDP in 2013 (Mineral Resource Authority of Moigp 2013). ThelDA supported
institutons t r engt hening of Mongoliabds mining sect
respect to théMining Cadastreand effective environmental and social controls. Figure 1.2

shows the complete turnaround of the Mdngoa 6 s ec onomy .
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Figure 1.2  Mongolian GDP growthmates(annual %) from the time of start of IDA
supportas comparative to Pakistan in ttzare period

1.2.3 Mineral development andthe Mining Cadastre System
Security of tenure is one of the main concerns of investors when they enter into a mining

ventur e. From an investordés point of view, r
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tenue, but also provide a fair, transparent, decisive and efficient administrative environment
for operations of mega projects. Reducing human inputs by incorporating automated process
should increase fairness and transparency of the regulatory systéviiniAg Cadastre
System effectively enforces the mining laws and regulation by a sysiasistingof checls,
balance and record keeping. Hence, it is an essential part of modern mining laws and
regulations. It also provides an effective tool for data minihghe sector. Some of the
advantages thatMining Cadastrerovides to both government and the investors are:

1 Enhancd gover nment 6s regul atory <cap®aeant y anc
mineral licensing system;

1 Strengtheedi nvestor 6s @nd seuuity bfienure within the mining
sector;

1 Management of mineral development life cyldeboth the state and investor;

1 Management of data which can be used by the officials to formulate jpodiking
according to a particular trenthereby contribting to the overall efficiency of the
mineral sector of & country; and

1 Provision of a link between the state and investbrancial management systems,
and hence, reduce time to generate differentstgbeeports, financial assessments,
and joint le@l obligations.

Foreign direct investments in the mining sector are closely related to the regulatory
uncertainties in a particular country. Mining Cadastre fstem reduces uncertainties and
provides confidence to the investors. It is therefore critchlave an efficient and tp-date

Mining CadastreSystem to gain the confidence of foreign and local investors. The global
survey for mining systems and regulatory uncertainties across the world, conducted by the
Fraser institute, ranked Botswana as thfest country to do mining business in (Wilson,

Mc Mahon and Cervantes, 2013) . Bot swanads mi



due to strong mining regulations which are enforced through implementatioMuofirsy

Cadastre gstem(Figure 1.3)
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1.3 Problem Statement
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Despite the presence of large mineral deposits and two successive notieied pf 1995 &

as

2012, Pakistan has been unable to get the required economic boost like the other developing

mineratbased economies of the worl@his fact is evident from iGure 1.4. There is a

reasonablytrong positive correlation between developingrdries with good mineral policy

frameworks and high GDPercapita incomesGhana and Zambia are the only countries

having a negative correlation (Table 1.Rgure 1.5illustratesGDP growth ratef Pakistan

from 1995 to 2013which suggests that has not done well in the economic sector despite so

much of resources. There was some growth in 2004 and 2005 but that is mainly attributed to

the coalition suppoit u n d

n

war

on

terror.

The

ack

the mineral sector islso attributed to the absence of a #sendly and comprehensive

Mining Cadastre $@&stem which is the corner stone of implementing a secure mineral right
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system. The present situation calls for a concerted effort to formulate a stfategiteral
poi cy framework keeping in view Pakistanos
environment. This situation also calls for a detailed implementation plan to attract local and

foreign investments.

Table 1.2Correlation between Fraser Institute an®R5per capita income of seted

developing leading mining countries.

Fraser Institute Survey ranking GDP per
Seria| Country (Policy mineral potential assuming no regulation i| capita income
place and assuming industry best practices) (US9H

1 |Chile 8 7881

2 |Mexico 18 7175

3 |Botswana 8 4584

4 |Peru 35 3304

6 |South Africa 50 4697

6 |Ghana 47 726

7 |Zambia 43 695

8 |Pakistan Not included in the survey 721
SourceFraser Institute Survey, 2014
World Bank
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Figure 1.4 Average GDP per capincome of developing countries with sound mineral

policy framework from 19952013.
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Figure 1.5Pakistan yearly GDP growtfateswith mining contribution between two national

mineral policies.
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Figure 1.6Yearly GDP growth rate and mining contribution for Pakistan from 12053.
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1.4  Objectives of theResearch
The objectives of the researale-

1 The first objective is to investigate the minepallicy of Pakistan against leading
developing mineralpased economies and to formulate a stratiiginineral policy
framework for Pakistgnkeeping in view its fragile political, soc®mnomic and
security environment;

1 To examine what factors agtninegood security of tenure;

1 To examine the role of various stakeholders influencing deers@mking and
explaining how communities cambefit from mineral development; and

1 To formulate an implementation plan for mineral policy highlighting the role of the

Mining Cadastr&ystem for security of tenure.

1.5 Fundamental Question

What will constitute a strategitt mineral policy for Pakistan that will underpin long term

prosperity?

16  Follow-up Research Questions

1 What should be the criteria to select coustf@ analysis of leading practices?

T How to formul ate a miner aiecopomicenvipnmeriti ch f
and contributes to the national economy and social development?

1 Whatis the current mineral policy and what process was adopted inufating it?

1 Who are the stakeholders and what is the importance of a participatory approach in
mineral policy development?

1 How cana mineral database andining Cadastre $stem help to attract local and
foreign investment and what are the design paramefessich aMining Cadastre
System?

12



1.7

18

Methodology

A qualitative andimited quantitative research analysis approach will be applied for
this study;

A comprehensive literature review will be carried out for mineral policy development
in developing countes;

Criteria will be formulated to select developing countries like Pakistan, who despite
their political, socioeconomic and security problems have successfully attracted
foreign investments

A comparative analysis of mineral policy development of saldeteding developing
countries will be carried out to extract the fundamental cest@re and other criteria

of their success

Political, soci al, economi ¢c a-ncd areagtour i ty
identify the hidden barriers in sustairabimineral development and poverty
alleviation in these areas. The strategic role of stakeholders and community rights in
the policy development will also be studied. The implementation, after review and
adjustments in the framework, will be analysed ardiporated; and

A strategic fit for mineral policy development framework will be formulated.

Implementation Plan

1 An implementation plan will be devisedncorporating GIS basedining
Cadastre gstem;

1 A theoretical framework foMining Cadastre gstemwill be developed for secure
mineral rights system to attract local and foreign investments;

1 A designschema for a geodatabase in GIS environmetfit be presented,
incorporating overlay analysis to combine country base map and shape files for

location ofminerals and their extents; and

13



1 A designschema for a rational databaseél be presentedfor storing licensing,
ownership, areal extents, value of mineral rights, validation of mineral rights in

geographic location, management of mineral resource andtyeaspects.

1.9 ResearchDesign
The twadimensional structure of the proposed work necessitates a reskemsigh
framework for logical progress of the study. The conceptual framework of the study is

explained in théigurel.7 and 1.8

Developing a strategic fit mineral policy framework &
mining cadastre system for Pakistan

Qualitative

&Quantitative GIS based

analvsis implementation

Developing a strategic fit mineral policy Design schema for mining cadastre
framework system

Figure 1.70verall conceptual design.
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Figure 1.8Development process of a strategic fit mineral policy framework.
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Figure 1.9Design close loop GIS based schemaMaring Cadastre fstem.

1.10 Structure of Thesis

This thesis has been organized into tesptérs. Summary of the chapters are given in the

following paragraphs.

Chapter one: Introduction and background of the problem

Chapter one includes the introduction of mineral policy development process. It illustrates the

importance of mineral resourcesdatheir impacts on national economies of mineiah

countries. The

chapter

di scusses

Pakiist anods

two mineral policies. It also discusses economic growthawis mineral development,
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modern mining leglation andvining Cadastre $stem. It illustrates the problem statement,

objectives, research questions and the methodology to be followed for the research.

Chapter two: Responsible mineral development
This chapter highlights the value of minardevelopnentfor economicgrowthin minerals
based econoies Mineral resources have the potential to transform the local society and
community. This chapter highlights the parameters of translating mineral value to economic
and social value by avoiding conflich@d Dutch Disease. It also discusses the linkage

between sustainable and responsible mineral development.

Chapter three: Pakistan - an Overview
Chapter three presents Paki st aadafuturgenergyt r at e
corridor. It illugrates the geological divisions and the mineralization of the country. It further
provides an overview of the economy of Pakistan and its national economic objectives. The
chapter provides a deted account of World Bank statisticsplgical, socioeconome and
security environment of Pakistan. Chapter three also describes the present mineral policy
development framework, legal framework, mineral asset knowledge base and administration

of rights.

Chapter four: Selection of developing countries comparableotPakistan
Chapter four describes the methodology to formulate selection criteria on which developing
countries are selected. The chapter depicts the logic for selecting the factors. Five developing

countries are selected moeratdevelppmeneframaworth Paki s

Chapter five: Policy analysisof selected countries
This chapter examines the history of policy development of selected developing countries. It

also discusses the different stages of development of a successful mineyallj@ chapter
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also gives a detailed account of the implementation plan of mineral policy for each selected

country.

Chapter six: Role of stakeholders irthe policy development process
Chapter six looks at the rgleelevance and expectatioosstakehallers and communities in
mineral development. It also identifies the major stakeholders in Pakistan. Most of the
mineral resources of Pakistan are located in remote areas. It is important to -dap¢hin
study of these communities and the craefor indigenous people to participate in the

development of the sector.

Chapter seven:Policy Considerations for the Mineral Sector of Pakistan: A Gap
Analysis
Chapter seven attempts to develop a stratiggior mineral policy framework for Pakistaa
frameworkwhich b e s t S u i tesvirdAraektiTise chaptedflethermoreanalyseshe

gaps between Pakistands curreanoumi meesad paoli

Chapter eight: Mineral development framework for Pakistan
This chapter develgpa minerl development framework for Pakistan. It also attempts to
formulate structure for legal framework in line with international best practices. It also

suggests measures to attract foreign direct investments.

Chapter nine: Implementation
Chapter nine preseathe implementation plan for the newly developed policy framework. It
also presents the design schema fdvliaing Cadastre ystem for secure mineral rights

system to attract local and foreign investments.
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Chapter ten: Conclusion and recommendations

Chapter ten draws conclusions from the study. Based on these, recommendations are made to
implement the newly developed policy framework.
1.11 Significance of theStudy

This research is aimed at formulating a framework for mineral policy development for
Pakstan, incorporating the experience of leading developing mineral economies. These
|l eading policy devel opment model s wi || be
environment for commonalities and differences through gap anadygisa newstrategic fit
for a policy framework will be devised for Pakistan. The research is also aimed at defining
the role of a GIS basadining Cadastre #&tem for mineral development of Pakistan. The
development process dflining Cadastrenecessitates the development of a neamtral

mineral geodatabaseavhich at present is not available in a compact form in Pakistan.

1.12 Conclusion

This chapter provides the introduction of mineral policy development process. It illustrates

the importance of mineral resources dheir impad on the national economies of mineral

rich countries. The chapter furt hetogetltki scuss
with an overview of the two mineral policies. It also discusses economic growtkevis

mineral development, modern minitggislation andVining Cadastre $stem. It illustrates

the problem statement, objectives, research questions and the methodology to be followed for

the research.

The rext chapter will define responsible mineral development and describe why it is
necessaryfor corporations and governments to adopt it. The basic principle behind the
responsible mining framework will be discussed. The chapter will further describe the

impacts of irresponsible mining on our environment and social life of local community.
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Exampks from industry will be discussed for changing corporate behaviour in response to
community campaign against irresponsible mining practices. The chapter will then give a
detaiked account of different frameworks formulated by international organisations fo

responsible mining practices and sustainable business.
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CHAPTER TWO

RESPONSIBLE MINERAL DEVELOPMENT

2.1  Introduction

Mineral resources are key for economic growth and have the potential to transform
economies and societies. The extent to which thesesftnanations take place varies
depending upon the method of their ussountries with mineral resources face both
opportunity and challenge. When used responsibly, these resources can create greater
prosperity for current and future generations; used podHey can cause economic
instability, social conflict, and environmental damage. Developing countries with mineral
wealth must try to gain maximum benefit from their natural resources. Policy makers must
not plan to extract these resources hurriedlygining shordterm advantage. These natural
resources are assets of a country and likewise should be managed responsibly and not spent
unwisely.

The importance of managing the mineral resources in a responsible way for the survival of
societies is not neweven as early as 250900 A.D, the Yucatec Maya society managed
their natural resources for benefit. They were well aware of the importance of natural
resources and were successfully managing them for their societal growth (Saylor.org, 2014).
The mineraresource policy should never be planned in isolation, as it has a direct relation to
the development policy of the country. Mineral resources are valuable assets of a country and
people have the public right on its efficient use. The best solution fdlirfg this public

right is to reinvest its revenue on educational programs, health care and development of
infrastructuresuch aselectricity, water and sewage etc. The role of responsible mineral
development in national strategic planning is gainimgpartance and government policy
makers are exploring new ways to improve their planning processes. It is easy for the

countries to exhaust their natural resources by-oserof these resources. Policy makers can
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overlook the sustainability aspect of thatural assets and as a result, design policies to get
shortterm gainswithoutlong-termbenefit

A responsible approach by policymakers requires them to visuhlezZe ount r ydos nat
resources as assets and develop policies to gain the greatest ecbanaiits from these

assets. The extraction of mineral resources has diverse implications and consequences. These
implications equally affedhe environment, communities, governments, companies and even
countries and regions where mining activities alanyg place. For developing countries,

mineral development is an important engine for economic growth and it contributes to their
poverty reduction and social uplift. However, if managed irresponsibly, it may generate
social conflicts as a result of negei impacts on biodiversity, economy and local

communities (The EITI International Secretariat, 2013).

2.2  What is Responsible Mineral Developmen{RMD)?

2.2.1 Definition. There are twghraseshat are important in the context of this discussion,
AResipoins Mi ner al Devel opment and Sustainabl e
to either differentiate between these twaestablishwhether they are the same thing. Table

2.1 gives a comparison of the definitions of both.

Table 2.1 Definitions of sustaiable mineral development and responsible mineral

development.

S/No Sustainable Mineral Development Responsible Mineral development

Sustainable Development is development| Responsible Mining is mininthatshould:

meets the needs of the present witl] Respect the human rights and aspiration

compromising the ability of futul affected communities;

1. |generations to meet their needs. 11 Provide safe, healthy and respectful workplag

M Avoid or minimize harm to the environme
and,

M Leave positive legaes.”

Development that meets the needs of|Responsible development is a process W
2. |present without compromising the ability|actively considers environmental, social
future generations to meet their own need governance (ESG) issues withiinvestmen

! Standard for Responsible Mining Draft by the Initiative for Responsible Mining Assurance (IRMA), 2014.
22



| | decisionmaking and ownership practices.

Sources:

United Nations 1987

International institute for environment and Development, 2012
United Nations Environment Programme (UNEP), 2012

When aalysingthe definitions in Table 2.1, it is deductekat sustainable development is

more inclined towards the fear of ovarse of resources by present generations and not
leaving benefit or opportunityo-benefit for future generations. On the other hand,
responsible mineral development is ma@ncerned vih collective responsibility during

extraction of mineral resourcesvhere such responsibility includesvironment, human

rights and social values. Another deduction is that RMD primarily &smis the extractive

industry only, whereas sustainable maiatevelopment focuses ¢ime entire value chain and
thedevel opment process. Hence, responsi bl e mi
mineral resources in a way to achieve Sexio o n o mi c bal anceo. Resp
development actually contribes to sustainable development, which is only possible when

economic benefits of mining outweigh social and environmental costs (Goodland, 2012).

2.2.2 Responsible mineral developmenThe basic principle. Basic principle behind the
responsible mineral delagpment is that mining should not harm the environment, people and

social values. In 2005, the UN Secretary General tadbbd Ruggi€ to study and map

patterns on human abuses by business across the world (Busingssrights.org, 2014). In

2011, Ruggi@r epared a framework for AGuiding Prin
which  was unanimously adopted by the UN Human Rights Commission
(Unglobalcompact.org, 2014). In his repd?tofessor Ruggie argued that it is the prime duty

of the corporations toespect the human rights and social issues originating from business

(Hart and Coumans, n.d.).

2 John Gerard Ruggie is a Professor in Human Rights and International Affairs at Harvard's Kennedy School of
Government. In 2005, he waspaginted as the UN SecretaBeneral's Special Representative for Business and
Human Rights.
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2.2.3 Why responsible mineral development? Two reasons are argued in this regard.

First, mining activities have adverse effects on biodiversity and the emerdnBiodiversity

simply means to answefiwhere tQ or not tg mineo. Bi ol ogical di ver si
diversification and variety of animal, plants and other living organisms / species in a
particular area or regiofbiodiversty definition, 2008) Pollution is the subset of biodiversity

as it is one of the major causes of biodiversity loss. Mining is spotted as the most effecting
activity among industri al pol l ution, ur bani
Randhem, 208). We should merge biodiversity in all phases of mining cycle to reduce the
impacts because biodiversity is not a constraint for the mining activity.

Second, companies can get more and quick profit with responsible mining, and not following
irresponsibeé mining practices which can ignite conflicts with surrounding communities and

have severe environmental impacts. Extraction of mineral resources has both positive and
negative impacts for local residents, governments, and environment. Local employment
opportunities, economic boost and governmental revenues are some of the positive impacts of
mining. However, because minerals are public assets, decisions about their extraction and
exploitation should take place in a system of transparent and participaimpyoach. The
government should make the discussion public so that it is subject to scrutiny by civil society.
Problems will arise with imbalance of power between resourceful and knowledgeable mining
companies and unprotected communities. The responsibrahdevelopment structure will

redress this imbalance and will allow the best course of aattbith also addresses the

concerns ofmoststakeholders.

2.3  Impacts of Mining
Mining has adverse effects ¢ime environment and lifeno-matter what method wese. Yet
most, if not all, negative effects of mining are avoidable if companies work according to

responsible mineral development standards developed by international organizations. The
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negative impacts of miningan be grouped undenvironmental, soal and economic issues.
Environment is the most affected part of the mining operatod environmental justice

should be given top priority in the relationship between government and corporations.
Environmental justice means benefits and burdens of alewent of environment must be

equally shared by the government and corporations. The procedural dimension of
environmental justice demands that the communities that are affected should be directly
involved in the decision process. Also, to keep the enmeant safe from negative impacts of

mining, responsible mining practices should be followed. Responsible development is a
process which actively considers environmental, social and governance (ESG) issues within
investment decisiemaking and ownership prawes (UNEP Finance Initiative and the UN

Global Compact, 2014). In a mining relationship, corporations are the leading entity which is
affecting the environment and soci al val ues
international laws about environnmterhuman rights and social valued not bind the
corporatiors, despite the fact tha4l of 100w o r | latges economiesvere based on
corporationstructure(Vitali, et al, 2011). Giverthatthis immenslyi nf | uence peopl e
a responsible legaldmework for corporate accountability weequired In this regardhe

UN promulgated different international bindings that must now be followeddigs and

corporations alike for accountability. Thaselude:

1 Ruggie framework. UN official human rights obligation that should be followed by
corporations (Unglobalcompact.org, 201#his was in fact, the first global structure
for corporate accountability.

T Freemands St ak e Mhoougt this theonthe enanagers were not only
held responble to the companies but also to the different stakeholdersippliers,

customers, employees, stakeholders and local communities).
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91 Corporate Social Responsibility (CSR). CSR refers to the voluntary initiative by
companies with the declared aim: eéspecting and promoting human rights and
social welfare (lisd.org, 2014).

2.3.1 Mining impacts and responsible mineral developmentSocial, environmental and
economic effect®f mining should be manageable, profitable and impartial respectively in

order formining to be responsible (Figure 2.1).

Social issues

Manageable

Responsible

Source: Updated from

World Economic Forum, 2014

Natural Resource Governance Institute, 2014
Eiti.org, 2014

Icmm.com, 2015

Figure 2.1Key mining impacts and responsible mineral development.

2.3.2 Controllable environmental damage. There are at least three important
environmental problems that arise as a result of mining. First, it changes the land use of the
area, which imposes restriction on the further use of the land. Second, it changes the
hydrological conditios of the land (surface, underground and downstream, Figure 2.2), and
finally, it changes the getechnical conditions of the rock and its balancing forces

(Aswathanaryan&003).
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Figure 2.2Mining and its impacten ground and underground water.

These changes can vary from place to place and can cause varieesvigeomental

impacts which are:

1
1

T

2.3.3

Surface and groundwater contamination issues related to downstream users;
Acid mine (rock) drainage and cyanide pollatio

Airborne hazardous emissions (mercury, lead, and greenhouse gases);
Noise pollution;

Waste Management and problems related tebselamining;and

Erosion and subsidence of soil.

Impartial and across-the-board development of affected CommunitiesMining

has both immediatarea impactsand it also affects the overall community surrounding the

ore body The local communities include native people, artisanal miners and mine workers.

Marginalized people by ethnicity, race, gender or religion also npediad attention.

Sustainable and lorgrm economic benefits for local communities shouldola@nedand

implemented in consultation with members of local communities. Some of the problems

arising from mining which are of concern to the local indigen@aple are:
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1 Absence of prior and informed carationof local community about mining;

1 Human displacement and resettlement as a result of mining;

1 Lost access to clean water by local communities and downstream users;

1 No consultation between local commuedtj corporationand government;

1 Absence of a mutually agreed locldvelopmenplan;

1 Absence of gendeand labowbased rights recognition;

1 Absence of voluntary resettlement and compensation plan;

1 Non-recognition ofthe rights of smaltcale and artisaheniners; and

1 Security issues and human rights violations.

2.3.4 Profitable economic outcome.Mining remains the backbone of many developing
economies of the world. Alassicexample is that of Ghana, where private selddr
development shifted the compeeconomic structure of Ghanaian econdiiykabzaa T.

and Darimani A., 2001). However, there aseamples more likely in developing countries,
wherethe economic benefits of mineral developments are not evenly sikarechining to

be profitable, minerakconomic growth should be acroak industrial sectors, states and
territories, regional areas and all sections of the community (Tourism Research Australia,
2013).Some of the negative impacts of mining on the economy are:

91 Dutch Disease A mining boomcan have a negative effect on the hasneunt r y 6 s
other industries, because increased inflow of foreign currency can appreciate the
homecountrydéds currency, ma k-competitivetos expott her p
markets;

1 Importing workers. Companies setimes prefer importing alreadyskilled labour

which deprives the local indigenous people, which can result in a social conflict;

% This implies orienting to export markets, more competition in the financial sector, more direct foreign
investment in noftraditional sectors and a shift by Ghamenterprise from extensive to intensive growth.

28



1 Unreliable job prediction (mining companies normally egstimate job opportunities
for local communities);

1 Sometimes profitloes not live up to the expectations;

1 Government and companidsenefit from mining developmenbut agricultural
community has to bear the passive cost;

1 Relocation/ resettlement of host communities. This has negative effects for
government as more spendiisgdone to rdocate and reestablish the communities
affected by mining; and

1 Reclamation cost of degradedninglandfor other uses

Some of the mining issues across the world are listed in Table 2.2. Figure 2.3 shows spatial

distribution of mining conicts according to their nature of conflict.

Table 2.2Mining issues due to irresponsible mineral resource development.

S/No Mine Mining Company Alleged Nature of issue

Tambogrande Manhattan Minerals Environmental pollution

1 |(Peru), Copperand |(Canadiarmining conpany)
Gold mine

5 Esquel (Argentina) Merdian (Canadiamining Water contamination downstream of 7
Gold mine company) Km open pit mine.
Dikulushu (DRC)  Anvil Mining company DRC  |Armed conflict

3 1 Mawson West Limited (from

2010)

PorgeraPNG) I Porgera Joint Venture (PJV) |1 Lack of compensation and

4 1 Barrick Gold (from 2006) infrastructure development

Dumping of toxic mine tailings

Rosia Montana Gabriel Resources

: Heritage value of Roman mining
5 [(Romania)

1
1
directly into the river
ll
9 Cyanide spill(Baia Mare2000)

5 Angostura CVS Explorations, Galway Environmental / water contamination
(Columbia) Resources and Barracuda issue

Fenix (Guatemala) Guatemalteca de Niquel (CGN) [Human rights violation
(Owned by HudBay Minerals from|(Securiy personnel of Fenix mine beat
20082011) and hacked Adolfo Ich Chaman with

7 machetes before shooting him in the he
at close range in an unprovoked attack
Kashipur (India) Joint venture (Aditya Birla Group |Human rights viction
8 and Canadian aluminium company(killing of three unarmed protesters)
Alcan)
9 |Junin (Ecuador) Codelco Environmental issue
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Yanacocha (Peru) Newmont Mining Corporation Environmental (cyanidevater

10 contamination and Mercury spill) and
social issues

11 |Shining Tree (Canada) Creso Expleation Inc. Environmental issue

12 Pasco Lama (Chile) |Barrick Gold Environmental issue (Glacier depletion
Amayapampa Vista GOLD Corp. Environmental and socieconomic issue

13 |(Bolivia) Republic Gold Limited (Australia)

14 Mapungubwe (SA) Australian conpany coal of Africa |Environmental and socieconomic issue

(CoAL)
1 Pebble Mine(Alaska |Pebble Limited Partnership (PLP) |Environmental issue (risk to downstrea
5 lusa) fish stocks)

Greenland Greenland Minerals and Energy L{Environmental issue (Tailgs disposal in

16 the Taseq lake)

17 North Mara Mine African Barrick GOLD Social and human rights issue
(Tanzania)

Source:

World Economic Forum, 2015
Oxfam International, 2016
Responsible Mineral Development (RMD) Consultants, 2014

Rosia Montana
(Romania)

Greenland

Shining Tree
(Canada)

Pebble Mine
(Alaska, USA)
Fenix
(Guatemala)
Angostura

(Columbia)
Junin
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Porgera
(PNG)

Tambogrande

' » (Peru) Esquel
North Mara Mine J Yanacocha (Argentina)
(Tanzania)
(Peru) Pasco Lama

Dikulushu Amayapampa Gold Project (Chile)
(DRC) (Bolivia)
Mapungubwe

Legend
Environmentalissues @
Human rights issue
World heritage site o
Armed Conflict o

(SA)

Source: Updated
Sdsg.og, 2014
Shapingsustainablemarkets.iied.org, 2014

Figure 2.3Mining issues across the world and their nature of the conflict.
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2.4  Case Study 1.Changing corporatebehaviour-The Mapungubwecoal project
2.4.1 The Project. In 2008, an Australian company ca#l Africa (CoAL), applied fora
mining right on land less thankin to the North East of the boundaries of the Mapungubwe

cul tur al | andscape (Mapungubwe is South Afri

Zimbabwe

Botswana .
Mupungubwe cultural
landscape
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Figure 2.4Mapurgubwe project map in North East of Mapungubwe cultural landscape.

The proposed project presented a serious threat to the ground, underground and downstream
water resources of the area. It also posed a threat to the heritage value of the site, which was
dedared a World heritage site in 2003 (Office of the Presidency, Republic of South Africa,
1999). The project area is part of a future energy corridor for South Africa. As the economy
of Limpopo is still agricultural based, it is fully depended on the watssurces of the area.

As the project started, local residents formed the Mapungubwe Action Group (MAG) to
safeguard the water resources of the area. T
a coalition to raise environmental concerns regarding thiegir The coalition composed of
endangered wild life (EWT), The Association of Professional Architects of Southern Africa

(ASAPA), Birdlife South Africa, Wilderness Foundation, The World Wide Fund for Nature
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South Africa (WWFSA) and the Peace Parks Foatidn (The Centre for Applied Legal

Studies, 2014).

2.4.2 The litigation. During the campaign, the coalition was demanding to use the
Stakehol ders theory as a yard stick for t h
involvement of stakeholders was auiftess exercise. Ideally, it should have been
characterized by inclusivity, transparency, good faith and willingness to adjust plans in light

of stakehol derés opinion. I n the first stage
shown her willingness to adjust plans. Due to the failure to stop the project through dialogue,

the coalition decided to go into the litigation. The objectives of the litigation were as

following:-

1 To stop development of the Mapungubeaal Project. The mingif developed will
fall into the UNESCGrecognised buffer zone (UNESCO, 2012). This will also
highlight the international importance of the issue;

1 To save the water resources of the assamining would likely place a significant
strain on the limited water resouragsed by the agricultural sector, which potentially
would lead to job losses; and

1 To lodge an internal departmental appeal for irresponsible mining practices, followed
by litigation in the High Court to compel CoAL to revisit its environmental practices.

Initially the coalition appead to the Department of Mineral Resources (DMR) asking for
review of the project specifications. However, this strategy did not work, as the Department
of Mineral Resources (DMRgllegedlywas in favour of the project. The ca@n then

entered into litigation and lodged a suit in the High Court against the development of the
project. A public awareness campaign was also launched through press releases and short

movies to win the public and international opinion.
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2.4.3 Achievements of litigation strategy.

1 Damage to CoAL O0The r8adtiamship beRvean arresponsible mining
practices and lost profithreatensclosure and reputation damage to the corporation
(The Centre for Applied Legal Studies, 2014). The litigationtetyya adopted by the
coalition against the Mapungubwe project provides enough evidence that
irresponsible mining practices by companies compromise their profitability. This fact
is clear f r o m Jd&hanAekbiirg Stacle ExchangiSh ghare price
during the period of litigation and launch of active media campaign by the coalition
(Figure 2.5).

1 CoAL forced to take coalition seriously. Litigation by the coalition made it clear
to the CoAL that civil society would not allow mining in a sensitive afée use of
substandard Environmental Impact Assessment (EIA) studies and licensing condition
would not pave way for mining in presence of an effective coaliddiegedly, & a
resul t of CoALOGs declining JSE share pri

accepted to come to the negotiation table to settle the issues.

2000
1800 -
1600 -
1400 -
1200 -
1000 -
800 -
600 -
400 -
200 -
I aairridi’ci ri - kBtriiptiQc
Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q
'\r\QNQ ")\0\,0 ")\6\'\Q QA QN\Q QQ\,\Q \Q\'\Q ")QN\Q 6)0'\,\0 A Q\'\Q %\QN\Q '\«Q\'\Q ”)Q\'\Q <’)Q'\‘\Q A Q\'\Q q\Q\'\Q \Q\\Q

Q Q Q Q Q N Y N N N v Vv v v % >

JSE Share Price

Events Date

Source:Coalofafrica.com, 2015

Figure 2.5Series of events which altered CoAL share price.
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2.4.4 Lessons learnt.One of the most widely accepted axioms of political science is that
political and economic elites will not alter their behaviour in a more socially responsible
manner unless pressured to do so by society (The Centre for Applied Legal Studies, 2014).
Some of the | essons which were | ear not from
responsible mineral development are:

1 The project started without prior and meaningful consultation with the local
community which forced them to organisgpposition in the form of an effective
coalition;

1 The project became subject to litigation anttaated negative publicity due to
C o A LabBegedlyirresponsible behaviour toward the conflict resolution;

1 CoAL ran into loss since the last quarter of 2012 due to litigation adlededly
irresponsible mining practices (The Centre for Applied Legal Ssu@i@l4);

1 Local communities are key stakeholders as they forced CoAL to the negotiation table
and thus triggered the changing corporate behaviour; and

1 The cost that CoAL paid bgllegedly conducting business below the threshold of
legal compliance is mortkan the practical approach to meaningfully engage the local
communities into a constructive dialogue at first instance.

2.4.5 Responsible Conflict resolution Tintaya Copper Mine. Tintaya copper mine is a

classic example of responsible stakeholder gegeent for conflict resolution byne of the

worldd $eading mining compaes BHP Bi |l Il i tonds Tintaya Copper
area of 2,300 hectares of land expropriated from local community (Chavez, 2009). In 2000,

the local community formed a caadin alliance with NGOs to pursue their case regarding

land loss, environmental degradation, abged human rights abuses by BHB Billiton

(Barton, 2005). The corporation immediately formed a framework for engaging the

stakeholders which was named astTmy a6s Di al ogue Tabl e. Thi s
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CSR was able to guide this interaction because all possible affected stakeholders participated
in the discussion. In December 2004, after three years of negotiation, BHP Billiton and the
five communitiessigned an agreement compensating families for lost land (Bhpbilliton.com,
2014). A local environmental monitoring team and community development fund was also
established and the issue was amicably resolved.

2.5 Principles andBuilding Blocks of Responsilte Mineral Development

The term Aresponsi bl ed means answerable or
power, control, or management. One who is responsible is also then liable tosreward
penalties based on goad badj ud g ment . T h es used to meafi extractiomad 0
valuable minerals or other geological materials from an ore body, seam, or reef, which forms

the mineralized package of economic interest to the miner (Wikipedia, 2014).

Mining intrinsically deplete a stock resource as bedmgextractive industry (Goodland,
2012). Extractive activities have environmental impacts, as it will invariadfigct
biodiversity, hydrology, land use and soil stability. Over the past two decades, the mining
industry has attempted to produce codesiaitiditives on responsible mineral development.
Organizations like the International Council on Mining and Metals (ICMM), International
Institute for Environment and Delopment (IIED), Natural Resourc&overnance Institute,
Word Economic Forum and Prospers & Developers Association of Canada (PDAC), have
actively engaged governments, companies and stakeholders for a comprehensive responsible
mineral development. Through an interactive approach, the concept of responsible mining
has been promoted throumlt the industry. As a result, there are several codes of conducts
which are followed bycorporations and governments alike. A resolution was also passed at
the International Union for Nature Conservation (IUCN) in the World Conservation Congress

in Barcebna in 2008, supporting Responsible Mining and launching Extractive Industry
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Responsibility Initiative (Earthmind.net, 2014). Similar RMD initiatives by other

international and regional organizations arg@able2.3.

Table 2.3Codes of conduct and standardeveloped for responsible mineral development by

different international and regional organizations.

S/No Organization Codes of conduct and standards First
launch

1 United Nations Economic The 1990 Bergen Conference on Simsthle {1990
Commission for Europe (ECE) Development

2 International Council on Mining and|Annual reviews highlighting importance of|2001
Metals (ICMM) responsible mineral development and

Sustainable Development Framework.

3 Extractive Industry Transparency |The EITI standrds 2001

Initiative

4 The Global Reporting Initiative (GRI Global Reporting Initiative (GRI) Guideling 2002

5 The World Bank Group The Extractive Industry Reviews 2003

6 The Equator Principle Credit risk management framework for 2003
determining, assessing and mangg
environmental and social risk in projects

7 Principles for Responsible Investme Principles for Responsible Investment 2006
(PRI) and United Nations
Environment Programme (UNEP)

8 The United Nations General Assem|The United Nations Declarati on the Right 2007
of Indigenous People (UNDRIP),2007

9 Economic Community Of West Directive on the Harmonization of Guiding|2009
African States (ECOWAS) Principles and Policies in the Mining Sectc

10 |Natural Resource Governance Instii{Natural esource charter 2010

11 | World Economic ForunfWEF) Responsible mineral development initiativg2010

12 |Prospectors & Developers AssociatiAnnual reports on RMD in Canada 2011

of Canada (PDAC)

13 |International Institute for Environme|Discussion papers on sustainable marketq42012
and development

14 |Initiative for Responsible Draft Initiative for Responsible Mining. 2014
Mining Assurance (IRMA) (Pending industrial inputs)

SourcesSdsg.org, 2014
Shapingsustainablemarkets.iied.org, 2014

2.5.1 Respongble Mineral Development Initiative. The responsible mineral development
initiative was launched in 2010 by the World Economic Forum (WEF) (The World Economic
Forum, 2014). In the first stage of its implementatitre aim was to find the different

challerges faced by the mining industry. In the second s&géduilding blocks for progress
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on responsible and sustainable mineral development were presented. These six building

blocks are given in Table 2.4.

2.5.2 Natural ResourceCharter. The NaturalResoure Charter provides policy guidelines

for responsible mining. It clearly defines rules of engagement between governments, civil
societies and the corporations on how best to manage mineral re$olifteechallenges

faced by a mineralich country are notocal or regional Rather these challengesare
international and an accumulated response should be presented with the collective experience
of international body. The charter is not a standard operating procedure, but instead explores
approaches that suasful countries have used, to realize the development potential of
natural resource wealth. TiNaturalResourceCharter guiding principles are given in Table

2.4,

2.5.3 The Extractive Industries Transparency Initiative (EITI) standard. The

Extractive Indstries Transparency Initiative (EITI) is a global coalition of governments,
companies and civil society working togetherformulate guiding principles for responsible
mineral development. Launched in 2001, it has twelve principles for impemesaintabity

of revenues from natural resources (The EITI International Secretariat, 2013). These

principles are givein Table 2.4.

254 I nternational Counci |l on Mi ning and
Development Framework. The International Council on Mining driVietals (ICMM) was
established in 2001, following a thrgear multistakeholder review process known as the
Global Mining Initiative (GMI) launched in 1998. In May 2002, in Torontioe ICMM
launched its ICMM sustainable development framework with thi@wiof a practical mining,

minerals and metals industry that is a key contributor to sustainable development (The

4 Natural Resource Governance Institute, 2014
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International Council on Mining and Metals, 2014). The three fundamental elements of the
framework are ten principles (given in Table 2.4yeporting mechanism for performance
indicators on ICMM sustainable development principéaslindependent external assurance

of the reported performance of corporate members against the ten principl€oaadt

Reportinglnitiative (GRI) reporting requaments (Figure 2.6).

Table 2.4Guiding principles for responsible mineral development formulated by eliffer
international organization&lements of responsible mineral development matrix are given in

the middle column)

WEF (NRC) Elements of Responsible| The EITI standard International
Responsible National Mineral development Council on Mining
mineral Resource Matrix and Metals (ICMM)
development Charter Framework
initiative (RMDI)
Progressive Strategy, What Government wants |Natural resources |Implement and
capacitybuilding |consultéion and |from?,,, should be used maintain ethical
and knowledge |institutions responsibly, business practices
sharing. otherwise can creatgand sound systems
negative economic |corporate governang
and social impacts.
A shared Accountability |Gov |Transparency, Management of Integrate sustainablg
understanding of |and transparenc]| management and |natural resource is thdevelopment
costs and benefitg accountability domain of considerations within
across the board |governments to be |the corporate
exercised in the decisionmaking
interests of their process
national
develpment.
Collaborative Exploration and |Corp |Transparency, The benefits of Uphold fundamental
processes for license allocatiol development, resource extraction |human rights and
stakeholder environmental occur over many respect cultures,
engagement. protection and flowyears and can be |customs and values
of revenue highly price dealings with
dependent. employees and othe
who are affected by
our activities
Transgrent Taxation SHs |Knowledge Public understandingImplement risk
processes and sharing, Capacity |of government management
arrangements. building and revenues and strategies based on
national debate |expenditurés a valid data
about extraction |realistic option for |and sound science
strategy sustainable
development.
Thorough Local effects What Corporation wants |Transparency and |Seek continual
compliance from?é accountability by improvemetn of our
monitoring and governments and |health and safety
enforcement of companies. performance
commitments.
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Early and Nationally Gov [ Sound fiscal Respect for contract{ Seek continual
comprehensive |owned resource regime and and laws. improvemehn of our
dispute companies taxation system environmental
management. I Contract binding performance
& Respect for law
Revenue Corp |Profit, transparenc|Enhanced Contribute to
distribution andself environment for conservation of
accountability domestic and foreigr biodiversity and
direct investment. |integrated approach
to landuse panning
Revenue SHs |Constructive Accountability by  |Facilitate and
volatility participation government on encourage
through work forcerevenue streams andresponsible product
public expenditure. |design, use, rese,
recycling and
disposal of our
products
Government What Stakeholders wants |High standards of |Contribute to the
spending from?é transparency and  |social, economic ang
accountability. institutional
development of the
communities in
which we operate
Private sector |Gov [ Disclosure of Disclosure of Implement effective

development

revenue and
spending

Il Strict
environmental
and economic

payments and
revenues.

and transparent
engagement,
communication and
independently
verified reporting

policies arrangements with
our stakeholders

Roles of Corp [ Local Disclosure should
multinational development involve all extractive
companies Il Environmental |industry companies

protection operating in that

I Sociceconomic |country.

uplift
Role of SHs |Coalition for check| Acrossthe-board
international and balance stakeholders
community consultation.

SourceWorld Economic Forum, 2015
Natural Resource Governance Institute, 2014

Eiti.org, 2014
Ilcmm.com, 2015
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Principles
implementation

ICMM Sustainable
development
framework

Public Reporting

Independent external
assurances

Sourcelcmm.com, 2015

Figure 2.6Fundamental elements of ICMM sustainable development framework.

2.5.5 Respongble Mineral Development Matrix. Relationships are built on mutual
confidence which requires each membefutél its obligations.Indeed, nming relationshig
amonggovernments, corporations and communibesomeresponsible when each member
fulfils its obligations towards other memielo summarizethe responsibilitiesof each
member in a mining relationshipable 2.5 containg ResponsibleMineral Development
Matrix, designed on the principles of RMDI, NRC, EITI standards and ICMM framework.
Each nember in the a b row deguires each member in thea b | otuidirs to fufil the
corresponding responsibility. The matrix will resultResponsibleMineral Development if
responsibility at each cell is fulfilled by the corresponding member.

Table 2.5Responsible mineral development matrix.

Government Corporation Local communities and
other Stakeholders
Management, transparency, | Transparency, local Capacity bilding and
and accountability development, environmental| national debate about
Government protection and flow of revenyextraction strategy
ASound fiscal regime and | Profit, transparency argelf |Constructive participation
taxation system accountability and skilled labour

Corporation |ARespect for laws and
contract agreement

Local 1 Knowledge sharing Il Local development Strong coalition for check
communities [ Disclosure of revenue and | Environmental protection |and balance on the
and other spending I Socioeconomic uplift corporations and governme
Stakeholders [I Environmental and econorr
control

Source: Up dated
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Help from:World Economic Forum, 2014
Natural Resource Governance Institute, 2014
Eiti.org, 2014

lcmm.com, 2015

2.5.6 Other international initiatives impacting responsible minerals development.

1 Global Reporting Initiative (GRI, 2014). The Global Reporting Initiative (GRI)
has produced a sustainability reporting framework which requires the corporations to
measure and report their economic, environmental, and social performance

1 Framework for Responsible Mining. The Framework for Respotde Mining
is a jointeffort by NGOs, retailers, investors, insurers, and technical experts working
in the minerals sector. It outlines environmental, human rights, and social issues
associated with mining and extracted products

T UNOGs Gui di n g BuinessnaodiHprhar Rights. These ar e U N ¢
official principles on duties of corporate towards human rights

1 Voluntary Principles for Security and Human Rights. Formulated by US State
Department and the Foreign and Commonwealth Office of the United Kimgulo
December 2000 for companies operating in zones of conflict or fragile states. It
provides a framework for companies to work in a waat will protect their interest
while respecting human rights and freedom (The Voluntary Principles on Security and
Human Rights, 2014).

1 [IFC Performance Standards. These are the performance principles formulated
by the International Finance Corporation (IF@hd apply to projects supported by
IFC and the World Bank (International Finance Corporation, World Bank Group,

2013).

® Database.globalreporting.org, 2014
® Institutional and Corporate Sustainability, Australia and New Zealand (ANZ) Banking Group Limited, 2005
" United Natiors Human Rights, Office of the High Commissioner, 2011
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1 OECD Guidelines for Multinational Enterprises. Guidelines by Organization for
Economic Cooperation and Development (OECD) on disclosure, employment and
industrial relations, environment, combating bribery, consumer interests, science and
technologycompetition and taxatién

1 Akwe-Kon Guidelines. The AkweKon guidelines, by the Secretariat of the
Convention on Biological Diversity are set of rules for consultation with indigenous
communities where development is taking place (Secretariat of the @mmven
Biological Diversity, 2004).

1 Initiative for ResponsibleMineral Assurance (IRMA). A draft created by the
IRMA Steering Committee with consultation of stakeholders for responsible mineral
development. Presented in July 2014, IRMA has asked feeslliackinalize the
standards in 2015 (The Initiative for Responsible Mining Assurance, 2014).

1 1SO 26000 and global governance for sustainable developmeimt. 2010, ISO, the
International Organization for Standardization, published ISO 26000 as a guidance
standard for organisations on social responsibility. The standard is designed to guide
organisations in how they can contribute to sustainable develoginéstnational
Institute for Environment and Development, 2012).

2.6 Conclusion

This chapter defined sponsible mineral development and discussed why it is necessary for
corporations and governments to adopt it. The basic principle behind the responsible mining
framework is that mining should ADO NO HARWM
social issuesThe chapter further described the impacts of irresponsible mining on our
environment and social life of local community. The Mapungubwe project was discussed as a

case study for changing corporate behaviour in response to community campaign against

8 Organisation For Economic @@peration And Development, 2008
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irrespnsible mining practices. The chapter then gave a ddtaitcount of different
frameworks formulated by international organisations for responsible mining practices and
sustainable businedsinally, a responsible mineral development matrix was designéelp
thethreemajorplayers to fulfil their responsibilitiei; responsible mineral development.

Therext <chapter wil/l present Paki st aaf@iBe geost
energy corridor. Iwill illustrate the geologynd mineraliation of the country. It will further

give an overview of the economy of Pakistan and its national economic goals. The chapter
provides a detagld account of World Bank statistictogether with the political,
socioeconomic and security environment of Pakis Chapter three will also describe the

present mineral policy development framework, legal framework, mineral asset knowledge

base and administration of rights.
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CHAPTER THREE
PAKISTAN - AN OVERVIEW
3.1 Introduction

Pakistan today occupies an area tinad its roots starting back from the evidence of human
activity of Homo Sapiens 7800 years ago (Wikipedia, 2014). The Indus valley civilization
in Pakistan was one of the first civilizations, dating back to 3,300 BC to 1,3qB8&®edy,
2000) The Arals conquered almost all of sabntinent by the 10th century and Muhammad
Bin Qasim was the first to come to India in 7AR (Lost Islamic History, 2012). Gradually
Islam started spreading through the -sobtinent and by the f6century, Muslim power
readed its peak under the Mughal Dynasty. By the 1800s, the British East India Trading
Company had become a dominant power in Inaiml Bahadur Shah Zafar, the last Mughal
emperor, was deposed from power in 1858. After the First World War, as Britain prépare
grant independence to India, Qua&fdzam Muhammad Ali Jinnah advocated a separate
homeland for Muslims of India. QuaidAzam was successful in persuading the British for
the partition of Indiadespite fierce opposition from the Congress led by Maad&andhi. As

a resulf Pakistan got its independence from British India in 1% became a sovereign

country in South AsiéSindhu, 2016 and Roy, 2014)
3.2  Geographical Location and itsImportance

Pakistans located at the crossads of strategicallimportant regions o€entral Asia South
Asia,andWestern AsigFigure 3.3. Another importance assated with Pakistan is its 1,046
kilometres of coastline along theArabian Seathat is the nearest transportation route for

central Asian oil and minerals. The total length of the country is 1KW5 width is
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approximately 1,00(Km and the total area is08,940 Km? (Survey of Pakistan, 2014)

(Figure 3.2).

Source: Updated Google maps

Figure 3.1Geo strategic location of Pakistan.
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Source Geological Survey of Pakistan, 2013

Figure 3.2 Map of Pakistan.
Pakistan is located at tlgatewayto the central Aian states, which makes it an important
player in the oil and energgpace(World Bank, 2014).The following are strategic

importance aspects of Pakistan (Figure 3.3):

1 The $ortest route for Central Asian oil and minerals passes through Pakistan;
1 Pakista provides the nearest sea link to ldocked Afghanistan. (This importance
was twice demonstrated by Pakistan by providing the link to Afghanistan in the Cold
War and the War on Terror by the US and its allies);
T Chinads shortest rouae ©Ooeawar mi swatker sug
Karakoram highway, making it an important player in the region (The World Bank,
2014);
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1 Located at the hub of energy corridor from Middle East and gulf to Indi&Chimd;

and

1 An alternative route for Gulf oflunsthroughR ki st ané s

SourceUpdated World Bank, 2014

shortestroute to
central Asian oil
inerals
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Figure 3.3Map showing geo strategic importance of Pakistan

3.3  Geology and Mineralization of Pakistan

Paki stanodos

geol ogi cal

history

S

can

e a

terr

tor

betwr aced

broad categories, the hilly and mountain anehgh constitute about 60 % of the total area,

and plains(40% (Government of Pakistan, 2013). Pakistan is generally divided into 9

geologicalregions-

3.3.1 The plains. Areas along the Indus River and itsbtitaries, from North to South

extending up to the Arabian S@&gure 3.5). This includes the areas of Punjab, west Khyber
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Pakhtunkhwa, east Baluchistan and Sindh (Geological Survey of Pakistan, 2012). These
plains are famous for agriculture and arertta@n contributor tdhe national economy.

3.3.2 The platform area. The platform area runs all along the Indian border and includes
the Thar semdesert (Figure 3.5). The area is rinlcoal and other hydrocarbon minerals and
theworldd sixth largest coatesourcest Thar are located in this part of the geological belt
(Ministry of Petroleum and Natural Resources of Pakistan, 2013).

3.33 TheFoldedbeltThe north and western arc of Paki
and the rock formation in this areanminly sedimentary rocks. The arc consists of Potohar
area that is bounded by Margalla on the north and salt ranges on the south (Figure 3.5). The
salt ranges of Pakistan trace back its origin from more than 500 million years ago
(Government of Pakistar2z004). Texila in thenorth is famous for black lingtone. Other
minerals in the arc include dolomite, coal, iron, gypsum and silica deimus{y of
Petroleum and Natural Resources of Pakistan, 2013).

3.3.4 Meélange zone The aea west of the Indus basin conga$ of a specific zone called

the mélange zone (Figure 3.5). It is created by the collision of the Indus basin with the
Baluchistan basin in the west and the Afghanistan basin in the North West. The Muslim Bagh
and Waziristan chromites and lead and zinarr€huzdar are famous minerals of the zone
(Ministry of Petroleum and Natural Resources of Pakistan, 2013).

3.3.5 Himalayan Belt. This belt is located among the Kohistan, Karakoram and folded belt.
The belt starts from Charsada in the west and ends as far @d¥KAghmir in the east (Figure

3.5). It also has the oldest granite rocks at Hazara. The famous minerals of the belt are
granite, marble, soapstone, phosphate and other building sMmestrfy of Petroleum and

Natural Resources of Pakistan, 2013).

3.3.6 Kohistan belt. The Kohistan belt is located to the north of the Himalayan belt. The

areastretchegrom lower parts of Hazara to the lower parts of Skurdu, Gilgit and as far as the
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Neelam valley (Figure 3.5). This belt has igneous and metamorphic rockisnpodant
minerals include platinum, nickel, chromites, emerald, manganese and duenistry of
Petroleum and Natural Resources of Pakistan, 2013).

3.3.7 Karakoram belt. The areasurther northup tothe Chinese border in the north and
Afghanistan border in the weareincluded in the Karakoram belt (Figure 3.5). This belt
consists of rugged mountains and remains socovered throughout the year-Xis the
highest range in the area. This belt is famous for precious gem stanobsas ruby,
aguamarine, topaz and ajtz crystals. Exploratory work has proved vast deposits of gold,
copper, lead, zinc, antimony, cobalt, and nickel in the akéiaigtry of Petroleum and
Natural Resources of Pakistan, 2013).

3.3.8 Chagai Arc. Chagai arc is the body of volcano that is extendechfthe mélange
zone in the east to the Iran border in the west (Figure 3.5). This is the gebé&sgicalarea

in Pakistan as far as mineral deposits are concerned. Saind&ekodig have significant
proven deposits of gold, copper, silver and irdviin{stry of Petroleum and Natural
Resources of Pakistan, 2013he Chagai belt is also connected to thell-learnedTethyan

belt of gold and copper (FiguB4).

3.3.9 Makran trench zone. The area all along the Arabian Sea and extended up north to
the Clagai arc is known as Makran trench zone (Figure 3.5). The Arabian plate is moving up
north in this belt. Zircon and titaniurhave been reported at some places in the zone

(Ministry of Petroleum and Natural Resources of Pakistan, 2013).
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Major Deposits
©Carlin style gold

@ Epithermal gold
®Mesothermal gold
©Shear hosted copper
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SourceUpdated Gogle maps

Figure 3.4 Extension of Tethyan belt into Chagai arc of Pakistan.
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Himalayan belt
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Geological Survey of Pakistan, 2013

Figure 3.5 Geological sufhivision of Pakistan.
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3.4  Economy of Pakistan

Pakistan has a mixed economsystenl, where market forces determine the price of
commodities but within the rules and laws determined by the governmenécdhemy of
Pakistans the27th largestn the world in terms opurchasing power parifPPP), andi4th
largestin terms of nominal GDP. Howevesjnce Pakistan has a population of over 183
million (the world's6th-larges}, GDP per capités only 3,056 US$ ranking140th in the
world (World Bank, 2014)Pakistan has mixed economy with a blend of Islamic laws. The
prohibited concepts in I|Islamic banking are
A RiIi bao Hinddrirg faeigntinvestment in Pakistan is the fact that the Islamic banking
system is poorly understodoy many other countrieand is perceivedto be strict and
unconventional'®. The rational objectives of Pakistan are macroeconomic stability, financial
discipling sound policy for broattased growth, job creation and poverty reduction

(Government of Pakistan, 2013). The nation's principle economic objectives are

A Accelerating economic growth;

A Maintaining macroeconomic stability;

A Investing in human capital,

A Providng favourableenvironment for foreign investments;
A Expanding social safety nets; and

A Improving governance.

Decades of internal political disputes and low levels of foreign investment have led to slow
growth and underdevelopment in Pakistan. Unemploymeiaffficial statements is below

6%, but this is no& realisticpicture of unemployment in Pakistan. Much of the economy is

° In mixed economic system private companies are allowed most power over decisions regarding profits and
distribution of wealth while govament collects taxes from them to work for trenefit for the poor to help

create equal distribution of wealth. Government also regulates companies with rules and regulations.

2 The Islamic banking system and its operating procedures will be explaittesl@hapter Seven.
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informal which causes underemploymeénio be high. Over the last decade, because of

Paki

deteriorated, resulting in low growth and high inflation, led by high food prices. Poverty has
increased to affect almost 50% of the population (UN Human Development Report, 2011).
Many countries depend largely on exjsoof their mineral resources, earning a major portion

of their foreign exchange from these exports. Pakistan is generally regarded to be endowed

stanos

i nvol vement

t Tenror, tthe esituatioo ahdsi furtheo n

with extensive geological potential. However, unlike othesourcerich developing

countries, it has not ydteen able to promote growth and alleviate poverty by exploiting its
natural resource®r maximumbenefit Infrastructure development is important for mineral
development because it provides the backbonenfneral extractionThe provision of basic

and dficient infrastructure such as transport, communications and utilities provides an

enabling environment for the private sector that then takes the lead in the growth process

(Jan, 2012). Table 3drovidesPakista® global infrastructure ranking. The #angs areon

a continuous slide for transport, security and public institutionsshich are viewed

unfavourablyby foreign investors.

Table 3.1The dobal infrastructure ranking, 20484 out of 142 countries

Transpor Electricity & ICT | Education| Health | Security |. P.Ubl.'c
telephony institutions

Malaysia 14 48 57 91 52 48 32
China 29 69 74 93 71 68 46
India 35 116 117 109 109 89 72
Sri Lanka 52 79 100 89 61 59 49
Pakistan 80 126 111 126 111 137 111
Philippine | 104 101 93 83 97 117 112
Benin 115 118 120 123 120 95 91
Banglades| 117 137 132 118 107 103 112

Source: The World Economic Foryu2014

Pakistan has recently invested in public seaoprovement,but poor governance (poor

accountability, monitoring, stakeholder participation, etc.) continues gueits institutions

™ n case of Pakistan, a condition in which people are employed at jobs inadequate with respect to their training

or economic needs.
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(Planning Commission, 2011). Government institutional effectiveness rating in 2013 plunged
to -0.8 in the World Bank governance indicators (World Bank, 2013), which has further
worsen the environment for foreign investmentshigh-level overview of Pakistan is given

in Table 3.2.

Table 3.20verview of Pakistan.

S/ No Description Remarks

1 |Democracy Parliamentary form of government

Frequency of multparty election5 years (Out of 60 years of independence, 30

2 .
hadbeenmilitary rule)
Type of economy A mixed economic systemOfficially an Islamig
3 economic system is enforcedut the marke
[mainly operates on the capitalist system)
4 |Infrastructure See Tabl&.1
5 [Population (2013) 183 million
6 Estimated population grow1.7% annually
(20102013)
7 |Surface area 803,940km?
8 |GDP (2013) 245US$billion
Annual GDP growth (20%£2013) 3.6 % (Pakistan Bureau of Statistics)
9
GDP breakdown for differe{Agriculture:20.1%
sectors (2013) Industry:25.5%
Services: 54.4%
10 Production from mining and quarrying in indust

share accounted for 1086 the GDPand the valu
of output from the mineral industry accounted
2.5% of the GDP, which posted a growth rats
2.4% in 2011.

11 |Tax revenue/GDP (2013) 11.9%

12 Mining tax (definition/ scope0.4 % of GDP
revenue/ GDP (2013)

13 |Unemployment (2012) 6.2%

14 Population below internation22.3%
poverty line (2013)

Sources:

Government of Pakista2014

Ministry of Finance, Government of Pakist@&®014
The World Bank2014

The World Economic Forun2014
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3.5 Mineral Policy Development Framework- Pakistan

The Constitution of Pakistatleclares thathe responsibilityfor nuclear minerals and those
found in the territoryare under control of the central government, vath the federal
government. In 20Q8under the 18 Amendment to the Constitution, all other mineral
resources were declared under the direct control of provincial governments (Government of
Pakistan, 2013). Post "8 Amendment scenario empowers all provincial
governments/federating units for any matter related to minerals under their control. Provinces
may regulate exploration, mineral development and safety, whereas federal government is
responsible for geological/geophysical survey and mapping, national raechational

coordination and formulation of national polices.

The Ministry of Petroleum and Natural Resources of government of Pakistan is entrusted
with theresponsibility for policy formulation, provision of policy guidelines to the provinces
and coorghation of development of mineral sector of Pakistan to attract and sustain private
sector investmentMinistry of Petroleum and\atural Resources, 2004). The vision of the
Ministry for the mining sector is of a strong, vibrant and sustainable sectaallinat the
private sectoto contribute to the economic development of Pakiskdimiétry of Petroleum
andNaturalResources, 2004).

3.5.1 Legal framework. Paki st anés | egal f r lawndefinesrtthtee und e r
types of land titleland held bythe state, land held byhe private ownerand communa
rights-subjected land (USAID, 2012). All other land that does not fall under these categories
automatically fak under the control of provincial government (if within the territory of a
province), or withthe federal government (if in federal area) (GOP Constitution 1973).

Ownership tenure is the common type of tenure in Pakistan. Personal freehold land rights and
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communal ownership rights are accepted under customary law (Anwar, 2005; World Bank,
2007; G@, 2006).
The current legal framework of the mining sector in Pakistan consists of three different
documents (The 1948 Act for the minerals anejas sectors, National Minerals PohHt995
and National Minerals Polie®012). The latest policy (Nationaliveral Policy, 2012) was
drafted and implemented in 2012 through a joint inter provincial coordinated (@f&dronal
Minerals Policy1995 was repealediHowever, despite this joint exercise, the main stumbling
block in the successful implementation oistpolicy is the lack of coordination among the
federal and the provincial levels, as well as the provinces themselves. This causes
divergences in the application of legal framework and impeding the implementation of
national mineral policy in homogeneoasid uniform way. Under the legal framewprk
royalty is being collected by the provisional governmeatshe following rategMinistry of
Petroleum andNatural Resources, 2013)

1 Precious stones 1086 revenue;

1 Precious Metal 3%f revenue;

1 Base Metals 2% of revenue; and

1 Othersl% of revenue.
In addition following rates of royalty on coal are being charged by the proviat@sgwith

a15% sales tax paonne(Ministry of Petroleum andNatural Resources, 2014)

1 Gowvernment of Pakistan 0. 2USY¥ tonre

1 Government of Punjab 0.35US¥ per tonne
1 Government of Sindh 0.6 USY per tonne
1 Government of NWFP 0. 25USY per tonne

The royalties on construction and industrial materials are charged according to weight and
not as a percentage of sales. Hbother minerals, a standard policy is applicable according
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to which royalty is charged on the gross value of sale determined lurdgdrty (arms

length) basigMinistry of Petroleum andNaturalResources, 2013Another important point

in the nationamineral policy is that royalties are to be calculated at the first point of sale,
without any allowable deductions from gross value.

All provinces have a separate department for Mines and Minerals that grant mining licenses
and leases. These departments @so responsible for collection of fees and royalties and
monitoring mineral activities in the sector (GOP & World Bank, 2003). All other task$

as organisation ofplans, recording of exploration licenses extents and leases, renewal,
surrender of nmeral titles and relinquishment of acreaae also the responsibility of the
provincial mineral department. The department has threalisigions for (i) Licensing (ii)
Exploration Promotion and (iii) Inggtorate of Mines (Ministry of é&roleum and\atural
Resources. 2013). Apart from these slivisions each province has developed a mechanism
for implementation of the NMP through a separate agency working directly under the chief
minister directorate. However, the provincial mineral department anchdnéoring agency

are not working in the manner that conforms to international best practice and has thus failed
to implement what was conceived in the formulation process of ®MPheir main

shortcomings include:

1 Difficulty to provide full andeasy acess to data/information;

1 No cadastral system for oné& dissemination of information;

1 Inadequate definition of responsibilities amahfjerent organizational units;

1 Lack of adequate funding; and

1 Lack of transparency in decision making.
The federal governent of Pakistan regards mining as a priority sector and has reaantly
cooperationwith the provincial governmentsssued a national mineral policy of 2012.

Salient features of mineral policy development in Pakistan are listeabie 3.3.
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Table 3.3Mineral and petroleum policy development of Pakistan.

S/No. Description Rate/ Remarks
1 Mineral One Act and two policies promulgated so far:
" |Policy 1948(Act), NMR1, 1995 and NMP2, 2012.
5 Mineral/ petroleum [Covered under article 141 & 142 the constitution of
legislation Islamic republic of Pakistan, 1973.

Based upon the legal systemBoitish Indig thus ultimately
on thecommon law of England and Wajdmut influenced by,
Islamic Sharialaw.

Legal system of
Pakistan

State/ provincial royalties @ Precious stones 1j084gious
4 |Mineral royalties metals and senprecious stones 3%, base, metals 2%, all
other minerals 1%.

2.5US$/ Kmz2 (10% area of Reconnaissance license and

5 |Exploration fee exceeding 1008m?).
6 |Excise duty Depends on type of mineral.
7 |Licence fee 50 US$ oneoff payment at the start of operations.
8 |Advance annual fee|0.05US$per acre.
Departmental
9 demarcation fee S0US$
10 |[Security fee 50US$

Depends on type of mineral and value of land; fixed by

11 |Surface rent agreement between landowner and contractor.

Nuclear minerals and those found in the territory under
control of the federal government are the ownership of th
federal government, while all other mineral resources are
under direct control of provincial governments.

12 |Mineral ownership

13 |Level ofownership |Federal and provincial governments.

Generally norexclusive in provinces, especially in the

14 |Security of tenure province of Punjab and Sindh.

. None of the three provinces provides for the establishme
Land and mineral ; . . o .
15 fights registr andrigorous maintenance of a registry of applications file
9 gistry for mineral titles.

Environmental Yes (periodic reports detailing the measures taken by

16 . . respective company for compliance with environmental
provision required ,
requirements)

1 Protection from Expropriation.

Special incentive in 1 Repatriation of Capital & Profits allowed.

remote areas 1 Mining operators will be allowed to insure their asg
and risks with international insurance companies.

17

Source: Ministry of Btroleum andNaturalResources of Rastan 2013

3.5.2 Mining revenue and taxation Income from mining operations is liable to various
types of taxation. Expenditure incurred on exploration operations qualifies for an immediate
deduction in the determination of taxable income (GOP, 2012)ertthture on project
development is deductible at the rate of 25% per annum, in line with international practices,
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and depletion allowances do not apply (GOP, 2012). A withholding tax of 7.5 % also applies
to mining operations, as specified in the Natiodaheral Policy. Other taxes applicable to
mining operations include sales tax on exportable minerals and Zakat, the latter payable by
resident Muslim contractors only. An additional profit tax applies for faogde mining
carried out by foreign investe(GOP, 2012). This rate is not fixed and is determined at the
time that the investment agreement is drawn up. In addition, excise duty at the rate of 10 to
40 US$per kilo tonne is levied on minerals.

3.6  Mineral Assets Knowledge Base

Mining is truly an nternational business that depends on the trust and confidence of investors
and other stakeholders. Thi s mmogirfdustyeanfotee by t
enhanced by providing a comprehensive knowledge of its mineral assets and regulatory
framework.This knowledge base will serve industry and policy makers as a valuable source
of data. Ideally all this information should be stored and publicigadbugh a Mining
Cadastre System. The need and design parameters of a Mining Cadastre SyBtdastam

will be discussed in Chapter Fhe mineral assets knowledge base and administration of

rights of Paki st anosTabeBsanth3p. i ndustry are giv

Table 3.4Mineral assets knowledge base of Pakistan.

S/No. Description Remarks

Available with Geological Survey of Pakistan
1 |Geologcal exploration data1:50,000 Scale,,28,000Km?= 32.7% of area.
1:2,50,000 Scale880,000Km?=99.8% of area.

Average expenditure on ge
2 |mapping (PeKmz of
country area)

3.5US$perkKmz2 (Approximately)
(Geological mapping)

Private exploration
3 |expenditure (Pekm? of No data available
country area)

4  |Earth scientist resources |Only at the geological survey of Pakistan.

Source: Ministry of Btroleum andNaturalResources of PakistaA013
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Table 3.5Administration of rights (Pakistan)

Description

Rate/ Remarks

State agency

Ministry of Petroleum and Natural Resources

Mineral law

Covered under article 141 & 142 of the Constitution
Islamic republic of Pakistan, 1973.

General comment on law

Mining rules describe the rights and obligations of min
licenses and leases but they do not explicitly clarify
nature of these rights.

Information system

Available at geological survey of Pakistan without
Geodatabagéining Cadastre ystem.

Reconnaissane permission:

Maximum size (ha)

Different for all Provinces:
Baluchistan: 10,008(m2
Punjab: 5,006Km?2

Sindh: 100 §. Km

Duration (months)

12

Renewal (months)

(1) In the case of an application for a first renewal of
licence, in respect of anea of land greater in extent th
fifty per centum of exploration area at the date of the iss
the exploration licence;

(2) in case of an application for a second renewal, in re
of an area of land greater in extent than fifty per centu
the exporation area immediately prior to the date of
application for the second renewal, or such other propg
of the exploration area as the Licensing Authority may|
good technical or other reason, grant; or

(3) in the case of a second renewal unless shown by th
holder of the expiration licence that a further renews
necessary for the completion of a full feasibility study of
discovered deposits and that the proposed activities we
reasonably completed during the first renewal.

Relinquish areas

50% of license aredAfter completion of two years)

Minimum spending

As per program of expenditure

Work to program

Under a detailed work program

Environmental plan

Both federal and provincial environment protec
requirements are to Welfilled.

Social requirements

Applicant needs to provide proposals for the preventig
pollution, the treatment and disposal of wastes,
reclamation of land and the protection of water.

Reporting requirements

Yes (Department of respective province)

Rights

Mining rules describe the rights and obligations of mir
licenses and leases but they do not explicitly clarify
nature of these rights. The licenses are personal prg
rights and the leases are real property rights; the exaci
natue of the rights biag determined by other laws.

Restrictions

NMP do not imposeeconnaissance areestrictions limiting
the areas available for exploration and mining.

Prospecting rights:
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Maximum size (ha)

Area not exceeding 1,000m?2

Duration (montk)

36

Renewal (months)

Renewed for a period not exceeding three years over 5
the area of the original Exploration License.

Relinquish areas

50% of exploration license area

Minimum spending

As per program of expenditure

Work to program

Under a detiged work program

Environmental plan

Both federal and provincial environment
requirements are to be fulfilled.

An application for a mining leasaustbe accompanied by
Environment al | mpact As s €
with the Federal Bnronmental Protection ActThis mus
identify the adverse effects of the proposed operations (¢
environment, and state the measures to be implemen

order to control or eliminate those effects.

protec

Social requirements

Applicant needs to provide progpals for the prevention
pollution, the treatment and disposal of wastes,
reclamation of land and the protection of water

Reporting requirements

Yes (Department of respective province)

Mining rules describe the rights and obligations of maf
licenses and leases but they do not explicitly clarify

Rights nature of these rights. The licenses are personal prg
rights and the leases are real property rights; the exact
nature of the rights lig determined by other laws.

- NMP do not impose excessive restrictions limiting the g

Restrictions

available for exploration and mining.

Retention permit

Maximum size liectarg

Area not exceeding 1,000m?2

Duration (months)

36

Renewal (months)

12

Relinquish areas

50% of area.

Minimum spendig

As per program of expenditure

Work to program

Under an approved work program

Environmental plan

Both federal and provincial environment
requirements are to be fulfilled.

An application for a mining lease to be accompanied &
Environmentall mp a c t Assessment
with the Federal Environmental Protection Agthis mus
identify the adverse effects of the proposed operations ¢
environment, and state the measures to be implemen

order to control or eliminate thosdaxdts.

protec

Social requirements

Applicant needs to provide proposals for the preventig
pollution, the treatment and disposal of wastes,
reclamation of land and the protection of water

Reporting requirements

Yes (Department of respective province)

Rights

Mining lease will be granted to the applicant who hold
exploration/ retention license.

Restrictions

NMP do not imposeeconnaissance areastrictions limiting
the areas available for exploration and mining.
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Mining rights
Duration (months) 30 years or the estimated life of the mine
Renewal (months) A single 10 years allowed.
Baluchistan: 50% of the license area at the time of each
two permitted renewals of exploration license
Sindh: 50% of the license area at the tinfieth® secon

Relinquish areas

renewal only.
Minimum spending As per program of expenditure
Work to program Under an approved work program

Both federal and provincial environment protec
requirements are to be fulfilled.

An application for a minindease to be accompanied by
Environment al | mpact As s e
with the Federal Environmental Protection Agthis mus
identify the adverse effects of the proposed operations ¢
environment, and state the measures to be implechén
order to control or eliminate those effects.

Environmental plan

Applicant needs to provide proposals for the preventig
Social requirements pollution, the treatment and disposal of wastes,
reclamation of land and the protection of water

Reporting requirements Yes (Department of respective province)

Mining lease will be granted to the applicant who hold
exploration/ retention license.

The grounds for cancellation of mineral rights are too b
and create excessive insecurity for investors.

Rights

NMP do not imposeeconnaissance areestrictions limiting

Restrictons the areas available for exploration and mining.

Source: Ministry of Btroleum andNatural Resources of PakistaB013

Analysis and evaluation of the mineral policies and management frameWtir& Ministry

clearly indicates certain factors that are stumbling blocks in the development of the sector.
These factors aransufficient monitoring framework and evaluation mechanismk of
community base resources management progrg@oiical instability, insecurity within
mineral rich aregdack of foreign investment in the countauthoritarian nature of the State

lack of required stability in mineral sector. Furthermore, the alignment of the interests of
ruling elites with mining companieand the political marginalization of rural and indigenous
people have led to the State, usually in collaboration with mining companies, violating the
human rights of communities. Policy flow has tended to bedtwn while access to

information has beenflicult because of a culture of secrecy.
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3.7  Summary of Concerns
In order for Pakistan to exploit maximum benefits from its mineral resources for growth and
poverty alleviation, it needs to address key concerning areas and bring them to the level of
commaily-accepted international best practices. Some of these concerns are:

1 Complex andutdatedmining institutional framework; (Critical concern)

1 Fragile political economy; (Critical concern)

1 A legal frameworkwith nonexistent inbuilt guarantees and sustior investment

1 A regulatory framework which is not in line with international bestctice for

mining;

1 Nonincentive baseddcal frameworkand taxation system

1 Non-existenceof sakeholders participatiomechanism and regulatory bqand

1 Non adherece to the concept ofistainable development.
3.8  Conclusion
Chapter three presented Paki stasmafotsre epadrgyat egi
corridor. It alsallustrated the geology amtineralization of the country. An overview of the
economyof Pakistan and its national economic objectiwes provided A detaikbed account
of World Bank statistics, political, socioeconomic and security environment of Pakiatan
presented. It described the present mineral policy development framework réagaivbrk,
mineral asset knowledge base and administration of rights. Fichtypter three identified
some areas of concern as considerations for the development of a new NMP.
The next chapter will describe the methodology to formulate selection criteriahich

developing countries will be selected for thegmse of a comparative analysis.
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CHAPTER FOUR

SELECTION OF DEVELOPING COUNTRIES THAT CAN OFFER LESSONS FOR

PAKISTAN

4.1  Introduction

Mining is an economic activity that involves decisi®tsongly associatedvith future risk

and uncertainty. Corporatiomsalysethese risks before an investment. A developing country

has to offer a suitable environment for investment, so that comsatan trust its policigs

facilitate mining investment. For amvestmerdf r i endl y mi ning sector,
must be in line withhewo r | d6s | eadi n g amimustealsahd aligredvotm o mi e s ,
devel oping country objectives. We need to fi
leading mineral paties. This chapter describes the methodtifierselection of countriem

order to do gap analysis with Pakistan. Several criteria were formulataddtysecountries

and select them for this analysis. This part of the research is very importanijilaaffect

formulating a new mineral polidgameworkfor Pakistan.

Two important considerations were kept in mind during the process of choice of countries
first, a developing country like Pakistan should be selected; and second, at leasirntmes

must have Islamic bagkound and law. Islamic background means Muslim countries with
Sharia law effecting its economic environment. Uncertainty over contract enforcement raises
the risks of doing business as contracts form the basis of internationalP@adell and
Rickard, 2010). Unlike secular legal traditions, Islamic law is based on religious principles
that can hinder enforogent ofa contract (Khadduri, 1956). The situation is more complex in
the case of Pakistan, as although Islamic economic syem isofficially enforced, the

P a k i smarkat manly operates on the capitalist system (World Bank, 2014). A suitable
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balance betweeBharia law and capitalism is therefore required to develop a NMP aligned

with the economic system of Pakistan

Five aiteria were used to select developing countries for this purpose.

1 Thefirstcri terion is the Moodydés rating (Eval
risk for international investors). Political instability is negative for foreign investment
as it reslts in regulatory changes and potential breach of contract by new
governmerg;

1 Thesecondcriterion is the mining countries attractiveness ranking by Behre Dolbear.
The ranking is an annual advice to the mining corporations on political risk of a
particular country;

1 Thethird criterion is considering trends in global exploration spending patterns. Itis a
direct indicator ofc 0 u n tminera& seéalth and good mineral policy framework. It
also reflects the attractiveness of the leading mining companieggtaration;

1 Thefourth criterion is the emerging countriiasting by the Alliant insurance brokers
and risk advisors. These are emerging cour@rasgs in mining industry based on
political and economic risk; and

1 The fifth and last criterion is theold, copper and coal production trends. This
criterion was included because Pakistan haswtleer | stktb-largest undeveloped
coalresourceand the country has significant gold and copper potential

4.2  Evaluation of Country Economic and Political Risk for International Investors
(Moodyb6s Rating)

Political instability and weakness is one of the major factors which refrain international
investors from investing in a politically unstable country. Regulatory changes due to change
of governments and policg ia concerning aspect which foreign investors take into account

before investing in a politically unstable country. Breach of contract by the host country is
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another concern whicbbstructsforeign direct investment in a politically unstable country.

Unfot unatel vy, Pakistanos pol i ti-seeeh yesry aftere m h a
independenceéncludedthirty-three years of military governments in one form or the other

(Rizvi, 2011}2 Thisswitchin governance between military and politicidresneverallowed

the system to matundprovide required confidexfor investors.

Moodyos credit rati n@s i atoimpayitsyaternational delhit a c o u
evaluateghe ability of policies inplace in a country that ensuserrowings by a aantry are

repaid in time (Moody's, 2014). A complete system is in place to calculate the willingness

and capacity of these obligations, and there are several rating agencies which rate the credit
worthiness of a country (Moody's, 2014). These agenciesi thad# Mo ody 6 s, St an
Poor 6s, and IFn tchi sRat h & gis s -stateMatiogd weresusesl inv e r e |
selecting which developing countries were msted for comparison to Pakistan.

421 Moody 6s | grade atingseMoto dy 6 s | natdes aré arveay tequifg r

investors with a gaugie® measure future relativeorthiness of countries (Moodyi'sn ve st or 6 s
service, 2 (o\Adesratinysofrond 4, GAa to Ca and C in a logical alphabetic

order, appended by numerical 1, 2 and Bhe lowerthe number, the higher the rating.
Moodyds ratings arasuitaple indcataol judgethepditca ecdnenty a s
related to investment in a country.

422 Moody6s rat Mo gd ysoyss tamgafromnAgeasl to C3 with -Aaal
providing the mostpositive outlook andC3 is providingthe mostnegative outlook. For the

purpose of score calculationsach Moody rating has been allocated a score value in

descending order (see Table 4.1)

2 Martial law by General Muhammad Ayub Khan from 19889; martial law by General Yahya Khan from
19691971; martial law by General Zia Ul Haq from 197988; and militarybacked democracy by General
Pervaiz Musharaf from 1998008.
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Table 4.1 Assigning s congthescountoes Moodyos
S/No. Rating Score
1 Aaa Aaal 27

Aaa2 26
Aaa3 25
2 Aa Aal 24
Aa2 23
Aa3 22
3 A Al 21
A2 20
A3 19
4 Baa Baal 18
Baa? 17
Baa3 16
5 Ba Bal 15
Ba2 14
Ba3 13
6 B B1 12
B2 11
B3 10
7 Caa Caal 9
Caa2 8
Caa3 7
8 Ca Cal 6
Caz 5
Ca3 4
9 C C1 3
Cc2 2
C3 1

Source:Tradingeconomics.com, 2014

423 Moody6s

Policy (NMP-1) was formulatedP a k i sratiagwason a @éwnward trend Political

instability is one of the major factorsfore c | i ni ng

rat.

r at i n.dngiallyf smee 199% whers theafirst National Mineral

negativeCaal outlookratings over the past five yeanserein 2011, 2012 and2013 (see

Figure4.1). These wer@ue to external loarepayment pressures, political weakness and

fragile security environment (Moody's, 2014) (Figure 4Qyerall Figure 4.1shows a

declining trendover the period 1995 to 201@ith the best ratings appearimg2000,2004

2005 and 2006 when Pakistan hd a political government headed by the military

(International Monetary Fund, 2014).
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Aaa2

Aa3

Aa3
A2
Baal

Baa3

Best ratings (A democratically elected government
Ba2 with the power of its removal with a military ruler)

B1 Improvement in
| last two years
Caa2 .
aa Three consecutive lowest
rating with a negative outlook

Moody's ratings

Cal

Ca3

c3

1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015
Years

Source: Moody's Investors Servi@914

Figure4.1lPa ki st an6és MoodyZH, ratings from 1995

424 Sel ecti on of devel oping countbDevelepsy b ased
countries® were ranked accordingto 28 at a from the Moodyds inve
4.2 and Table 4.3).

Table 4.2Selected developingiineratendowecc ount ri es according to M

S No. Country Moody 6s Cr ¢ Outlook | Score| Selectedcountries
1 China Aa3 Positive | 22 \Y
2 Botswana A2 Negative| 20 V
3 South Africa Baal Stable 18 \
4 Brazil Baa2 Positive | 17 \
5 Peru Baa2 Positive | 17 VvV
6 India Baa3 Stable 16
7 Bolivia Ba3 Positive | 13
8 Ghana Bl Negative| 12
9 Mongolia Bl Stable 12
10 | Ukraine B2 Stable 11

Source: Updated
Moody's Investors Servic2014.

13 Developing countries are as per the definition of the World Bank. (World Bank, 2015)

67



Table 4.3Selected developing mineral countries with Islarhackground according to

Moodyos ratings.

S/No.| Country |[Moodyds Cr € Outlook |Score| Selected countries
1 | Kazakhstan Baa2 Stable 17 \%
2 | Azerbaijan Baa3 Positive 16 \Y
3 | Indonesia Baa3 Stable 16 \%
4 | Turkey Bal Positive 15
5 | Egypt B3 Negative 10

Source: Updated
Moody's Investors Servic014.

43 Mining Countries Attractiveness (Behre Do

43.1 Behre Dolbear Group Inc.Founded in 1911, Behre Dolbear Group Inc. is one of the

oldest, constantly operating, mineral industry advisory firms in the world. Since 1999, the
Behre Dolbear Group Inc. has started its own evaluation of mibasald econoies. . It

advises its clients based political-risk assessments of particular count(idehre Dolbear,

2006) . Behre Dol bear publishes its globalual re
mining industry(Behre Dolbear, 2014

TheBehre Dolbear rankmsystemis an adwsory agency fothe corporations, whether not

to investin a particular country. Tésystem of ranking is tough and favourable towards the

needs ofcorporations rather tharstates The reason that this criterion was includedhis

thesisis that Pakistan will need international mining corporations to invest in its mining
sector. Ful filling Behr elargemihigearpo@tons sottaken d ar d ¢

interest and invest in Pakistamnineral sector.

432 Be hr e D oadnking aysténs The ranking system of countries is qualitative,
based on thexperience oprofessionalsat The Behre Dolbear Group of companies (Behre
Dolbear, 2006).The ranking is based on seven criteria whialere developedby its
professionals and iellectuals from mining industry (Behre Dolbear, 2013). Each country is

ratedin each of theseven criteriabasedn a scale of 1(worst) to {0Best).Thus the highest
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total that a country can gain fatl criteria is 70(Behre Dolbear, 2034 The sevencriteria
are:
T The countryds economic system,
T The c opolticakrsystemn;
T The countryds soci al i ssues affecti
1 Delays in the receiving permits due to bureaucratic and other delays;

1 The degree of corruption prevalent in the cogntr

ng

mi

T The stability of the countryds currency,;

T The competitiveness of the countryds t

a X

4.3.3 Developing countries selectedBas ed on Behre Dol bear 6s

developing countries were ranked according tod2fHta (Table 4.4 and Table 4.5)

Table44Behr e Dol bear dés rakings for developing

S/No. Country 2015 Average Rating Ranking |Selected countries
1 |Chile 54.1 1 \
2 |Mexico 46.0 2 \
3 |Brazil 42.6 3 \%
4 |Peru 42.3 4 \Y
5 |Botswana 41.6 5 \
6 |Namibia 38.6 6
7 |Ghana 382 7
8 |Colombia 37.7 8
9 |Tanzania 34.2 9
10 |South Africa 33.9 10

Source: Updated
Behre Dolbear Group 1n2013.

opi

Table 45Behre Dol bearé6s rakings for d e baekl
ground
S/No. Country 2013 Average Rating Ranking |Sdected countries

1 |Indonesia 28.1 1 \%

2 |Kazakhstan 28.1 2 V

Source: Updated
Behre Dolbear Group In€013.
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4.4  Global Exploration Spending Patterns

Globalexploration spending in a region or countradirect indicatorobc ount r y 0 s mi
potentid and effectivenesf its mineral policy framework. Bynalysingthese patterns one

can establish whereghe leading mining companies aspending theirexplorationbudgets
(Metals Economics Group, 2013). This also ketpspecifying developing countriaghose

mineral policiesareexplorationfriendly andattractive tdforeign investments.

4.4.1 Data source Exploration Review for World Exploration Expenditure, published by
United States geological survey (USGS) for 2013, waaslysedin this thesis,base on
countries that attracted major world exploration expendifline report was published as
annual review 2013 idournal of Mining Engineering Wilburn, 2013. The information

sources include (U.S. Geological Survey, 2013):

1 Budgetary statistics compill by Metals Economic Group (MEG);

1 Regional and site specific mining exploration activities compiled by USGS; and

1 Regional events that affected that exploration budget as derived from the discussions

held by specialist of USGS.

4.4.2 World leading exploration spending patterns2013 MEG data compiled bythe
USGS fom originalexploration budget reflect apattern in budgefiow for 2013 (Metals
Economics Group, 20)%. Figure 4.2 indicates that the tgix geographic locations
(excluding therest of Wold), in decreasingrder of explorationbudgets were (U.S.
Geological Survey, 2@B):-

9 Latin America 3.8 billionUS$

M Africa 2.4 billionUS$

4L atin America includes countries the Caribbean, Central America, Mexico, and South America. The Pacific
region includes Fiji, Indonesia, Japan, Laos, Malaysia, New Caledonia, New Zealand, Papua New Guinea,
Philippines, Solomon Islands, Thailand, Vanuatu and Vietnam. Africa includes iesunin the African
continent. The rest of the world includes China, Europe, India and Pakistan, the Middle East and republics of the
Commonwealth of Independent States. Australia, Canada and the United States are treated separately.
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M Canada 1.9 billion US$

M Australia 1.95 billionUS$
M United States 1.0 billion US$
1 Pacific region 1.0 billionUS$

For the rest of the Worldthe largest exploratichudget expenditusgin decreasing order

were China and Russidhe combinedexplorationbudget expenditures for these countries
24billion USS$), accounted for aabhudget (USS8 % of
Geological Survey, 2013Y.he exploration budget in 2013 in all regions was lower than the
corresponding budget for 2012 (U.S. Geological Survey, 2013). The largest decrease was in
Canada (41%) and United States (38%) and the smallestagdecwas in Africa (25%) and

Latin America (26%) (U.S. Geological Survey, 2013).

20%

18%

16%

14%

%o of total budget
=

N (3 13 13 13 1)

0% T T T T T T /

Pacific region  United States ~ Rest of the Afiica Australia Latin Anuica Canada
world

Region

Source:SNL Metals & Mining, 2014

Figure 4.2Planned worldwide exploration budget by region for 2013.
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For 2013, USGS data was based on 1800 active exploration siteshibuotite worldwhich
included published literature, industry sources and USGS specialist working with different
companies around the world (U.S. Geological Survey, 2013). The regional distribution is
shown in an ArcGIS map (Figure 4.3) belowhere Canaddas the most active sites,

followed by Latin America, USA and Africa.
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United States Geological Survey, 2014

Figure 4.3GIS map showing percent of global active mineral exploration sites by region in
2013.

4.4.3 Developing countries seleted. Based on world leading explorati@pending
patterns, developing countries were ranked according to 2013 data (Table 4.6 and Table 4.7).

Table 4.6Planned worldwide exploration budget by region for 2013.

S/NojRegion Regional shar¢Country geograpts region Country share

Mexico 6%

Chile 6%

. : Peru 5%

1 |Latin America 26% Brazil 3%
Argentina 3%

Colombia 3%

2 |Africa 14% D.R. Congo 2%
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East Africa 3%

West Africa 6%

Southern Africa 3%
3 |Canada 13%

Europe (Finland & Turkey) 4%

1 0,

4 |Eurasian Countrie 15% China e 4%

Mongolia & Kazakhstan 20

Russia 5%
5 J|Australia 13%
6 |United States 7%

Indonesia 2%
7 |Pacific Islands 6% Papua New Guinea 2%

Philippines 2%
8 |Rest of the world 6%

Source: Updated
SNL Metals Econmic Group, 2014
United States Geological Survey, 2014

Table 4.7Ranking of developing countries based danped worldwide exploration budget

by region for 2013.

S/No. | Top 10 countries by share | Developing countries only| Developing countries with
Islamic background
1 | Canada Mexico Turkey
2 | Australia Chile Kazakhstan
3 |USA Russia Indonesia
4 | Mexico Peru
5 | Chile China
6 | Russia Brazil
7 Peru Argentina
8 | China
9 | Brazil
10 | Argentina

Source: Updated
SNL Metals Economic Group, 2014
United States Geological Survey, 2014

The trend of South American countries topping emergmgntry exploratiorexpenditure

has continued for the last-8 years. This is understandahleas these countriekave

strengthened their legislatiagagether withcontroliing their political systemmand econones

Another reason is their close proximity to the USA, and the fact that the big mining

companies from Canada and USA feel a closer link to these South American countries.
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4.5 Emerging Mining Countries Rating by Alliant

4.5.1 Alliant Emerging Markets ratings. Founded i n 1925, Al Ii ant
leading insurance brokers and risk advisors. All@ot/ides a rating ostructural risks faced

by investors in 125 countries across the world (Alliant Insurance, 20hé)rating is based

on quantitative riskassessment modelshereAlliant quantify the likelihood of specific risk

and prevalent conditions in investment by company or country in any part of the world.
Ratings use a 100 point scale reflecting the prolbdi a specific risk event in an
investment (Alliant Insurance, 2013).

4.5.2 Alliant political & economic risk analysis Mining is a global industry, and
geological potential will always attract investment. However, the decision to undertake
miningventr e i s dependent on that countryos ind
economic risks. The emerging countries ratingtha mining industry provides a simple

answer to which ismwvestmentfriendly.

4.5.3 Developingcountries selected Based on Alant political & economic risk analysis,
developing countries were ranked according to 2013 data (Table 4.8).

Table4.8 Alliant emerging markets ratings for developing countries for 2013.

S/NojRegion Alliant ratings Country Alliant ratings

Latin Ameria 44.58 Chile 64.26

Brazil 48.33

1 Mexico 44.90

Peru 38.30

Africa 29.54 South Africa 31.27

2 D.R. Congo 21.12
3 |Indonesia 19.44

Source: Updatedlliant Insurance2013

4.6. Gold, Copper and Coal Production Trends

This criterion was seléed because of the fact that Pakistan tadeveloped186 billion
tonnes (sixth largest) coedsource®f the world; 6,000 million tonnes of copper; and 1,656
million tonnes of gold Ministry of Petroleum and Natural Resources of Pakistan, 2013).
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Producton trends of these minerals indicate that countries China, Russia, Peru, South
Africa, Chile, and Kazakhstan haw&rengthened their legislation and controlled their

political systems and econonesto create an environment for investment.

4.6.1 Gold production trend. The estimated gold price in 2013 was 16% lower than the
price in 2012 (U.S. Geological Survey, 2014). This was the first time the annual average gold
price has decreased since 2001. In 2013, worldwide gold production was 3% more than that
in 2012 owing to increases in production from Brazil, Canada, China, the Dominican
Republic, and Russia (U.S. Geological Survey, 2014). There production decreases in

Peru, Tanzania, South Africa, and the United States. Gold production in Chinauedritin
increase, and the country remained the leading-gducing nation, followed by Australia,

the United States, Russia, Peru, and South Africa (U.S. Geological Survey, 2014)

4.6.2 World gold production.

Table 4.9%orld gold production for 2013 in geloping countries.

S/No. Country Production (Data in tonnes) Selected countries
1 China 420 \
2 Russia 220 V
3 Peru 150 V
4 | South Africa 145 V
5 Mexico 100 V
6 | Ghana 85
7 Papua New Guinea 62
8 | Chile 55
9 Brazil 75
10 | Other countries 7,00

Source: United States Geological Survey, 2014,

Table 4.10World gold production for 2013 in developing countries with Islatméck

ground

S/No. Country Production (Data in tonnes) Selected countries
1 Indonesia 60 V
2 | Uzbekistan 93 V

Source: United Stas Geological Survey, 2014.
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4.6.3 Copper production trend. Copper is one of the most important minerals in the
world, and its demand is growing. The world usage of copper has tripled in the last 50 years
as global demand for copper continues to grow (ftgonalCopperStudy Group, 2014).

4.6.4 World copper production.

Table 4.11World copper production for 2013 in developing countries.

S/No. Country Production (Data in thousand tonnes) | Selected countries

1 | Chile 5,700 V

2 China 1,650 V

3 Peru 1,300 V

4 Russia 930 \

5 |DRC 900 V

6 | Zambia 830

7 Mexico 480

8 Poland 430

9 Other countries 2,000

Source: United States Geological Survey, 2014.

Table 4.12World copper production for 2013 in developing countries with Islamic-back

ground.

S/No. Country Production (Data in thousand tonnes) | Selected countries
1 | Kazakhstan 440 V
2 | Indonesia 380 V

Source: United States Geological Survey, 2014.

4.6.5 Coal production trend. There are over 860 billion tonnes of proven coal reserves
worldwide and Thar coaleserves are the woddsixth largest with 186 billion tonnes
(World coal association, 2014). Coal provides around 30.1% of global primary energy needs,
generates over 40% of the world's electricity and is used in the production of 70% of the
world's stek(World Coal Institute, 2014). China produces almost half of the world's total
coal, three times more than the United States, the world's stngedt producer (U.S.

Energy Information Administration, 2014).
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4.6.6 World Coal Production.

Table 4.13World coal production for 2013 in developing countries.

S/No|  Country Production (Million tonnes)| Share of total % |Selected countries
1 |China 3,650 46.6 V
2 |India 605.8 7.7 V
3 |Russia 354.8 4.5 V
4 |South Africa 260.0 3.3 V
5 |Poland 144.1 1.8 V
6 |Colombia 89.2 1.1 -
7 |Ukraine 88.2 1.1 -
8 |Greece 60.4 0.8 -
9 |Czech Republi 55.0 0.7 -
10 |World 7,864.7 - -

Source:

World Coal Association, 2014
World Coal Institute, 2014
U.S. Energy Information Administration, 2014

Table 4.14World coal production for 20131 developing countries with Islamiback

ground
S/No.| Country Production (Data in million Share of Selected
tonnes) total % countries
1 | Indonesia 386.0 4.9 V
2 Kazakhstan 116.4 1.5 V
3 | Turkey 72.0 0.9 V
Source:

World coal association, 2014.
World caal institute, 2014.
U.S. Energy Information Administration, 2014.

4.6.7 Selection of countries from this criterion. Weighted values were assigned to gold,
copper and coal to select country for analysis from this critefioeseweighted valueshow
relative importance of each mineral commodity. The largerwkehted valuethe more
important is the mineral commodity in the overall context of weighing.

4.6.8 Ratio estimation method of assigningweighted valuesof importance. In table
4.15, a arbitrary weghted value of 100 was assigned to the most important criterion.
Proportionately smalleweighted valuesvere then given to criteria lower in the order. The
procedure was continued untiheeighted valuavas assigned to the least important criterion

which was then taken as an anchor point for calculating the raMsighted valueof each
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criterion wasthendivided by the least important criteriors

we i g hThelatter veaultsu e

werethennormalized by dividing eacbf themby the totalof all of than (Malczewski, 1999)

and (Ehrgott, Figueira and Greco, 2010).

Table 4.15Neight ratio estimation procedure for gold, copper and coal.

S/No.| Criteria | Ratio scalel Original weights Normalized weights
(Ratio scale/10) | ( Or i gi nal wei ght s
1 Coal 100 2.0 0.444
2 Gold 50 1.0 0.222
3 Copper 75 1.5 0.333
4.5 1.0

Source: Updated
Hillier, 2006

Table 4.16Selection of developing countries based on weight ratio estimation procedure for

gold, copper and coal.

Gold, Copper and Coal productiontrends
Gold Copper Coal T_otal OverallOveral
RankScoreWeightecRanl<ScoreWeightecRanl<ScoreWeightec\lvglggrteec rank | Score
score score score
China 1 5 1.111 4 1332 | 1 5 2.222 | 4.665 1 5
Russia 2 4 0.888 | 4 2 0.666 | 3 3 1.332 | 2.886 2 4
Peru 3 3 0.666 | 3 3 0.999 | - - - 1.665 5 1
South Africg 4 2 0.444 | - - - 4 2 0.888 | 1.332 - -
Mexico 5 1 0.222 | -- - - - - - 0.222 - -
Chile - - - 1 5 1.665 | - - - 1.665 4 2
DRC 5 1 0.333 | - - - 0.333 - -
India - - - - - - 2 4 1.776 | 1.776 3 3
Poland - - - - - - 5 1 0.444 | 0.444 - -
Countries with Islamic background
Indonesia | 1 5 1.111 | 2 4 1332 | 1 5 2.222 | 4.665 1 5
Uzbekistan 2 | 4 | 0.888 | - - - - - - 0.888 3 3
Kazakhsta| - - - 1 5 1.665 | 2 4 1.776 | 3.441 2 4

Source: Updated

United States Geologic8lurvey, 2014.

World coal association, 2014

World coal institute, 2014

U.S. Energy Information Administration, 2014
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4.7  Selection ofCountries based onFive Criteria
For selection of the countries, weighted values vegi@nassigned to each criterion. Hee
weighted valuesndicate relative importance of each criterion against etfidre larger the

weighted valué gatio, the more importans the criterion in the overall context of weighing.

Table 4.1 AWeight ratio estimation procedure for selectionecid.

S/No. Criteria Ratio | Original weights | Normalized weights (Original
scale| (Ratio scale/10)| we i ght s/ x Or
1 Evaluation of country economic | 25 1 0.029
and political risk for international
i nvestors ( Mooc¢
2 Mining countries #ractiveness 50 2 0.142
(Behre Dol bear ¢
3 World leading exploration 100 4 0.285
spending patterns
4 Emerging mining countries ratin¢ 75 3 0.214
by Alliant
5 Gold, copper and coal productio| 100 4 0.285
trends
14 1.0

Source: Updated
Hilli er, 2006
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Table 4.18Selection of developing countries based on weight ratio estimation procedure for

comparison with Pakistan.

Moody’s rating Mining countries World leading Emerging countries Gold, Copper and Total Final rank
attractiveness exploration spending rating Coal production weighted
patterns trends score
Score Weighted Score |Weighted| Score [Weighted| Score |Weighted| Score |Weighted
score score score score score
(Score x (Scorex (Score X (Scorex (Scorex
0.0.29) 0.142) 0.285) 0.214) 0.285)
China 5 0.145 - - 1 0.285 - - 5 1.425 1.855 4
Botswana 4 0.116 1 0.142 - - - - - - 0.258 10
South 3 0.087 - 1 - - 1 0.214 - - 0.301 3
Africa
Brazil 2 0.058 3 0.426 - - 4 0.856 - - 1.340 6
Peru 1 0.029 2 0.284 2 0.570 2 0.428 1 0.285 1.596 5
Mexico - - 4 0.568 5 1.425 3 0.642 2.635 2
Colombia - - 2 0.284 - - - - - - 0.284 9
Russia - - - - 3 0.855 - - 4 1.140 1.995 3
Chile - - 5 0.170 5 1.140 5 1.070 2 0.570 3.490 1
India - - - - - - - - 3 0.855 0.855 7

Sources: Updated

Moody's Investors Service (2013).

Behre Dolbear Group Inc (2013).

SNL Metals Economic Group, 2013.

United Stées Geological Survey, 2013.

Alliant Insurance 2013.

United States Geological Survey, 2014.
World Coal Association, 2014.

World Coal Institute, 2014.

U.S. Energy Information Administration, 2014.
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Table 4.19Selection of developing countries with Islamack-groundbased on weight ratio

estimation procedure for comparison with Pakistan.

Moody’s rating Mining countries World leading Emerging countries Gold, Copper and Total Final
attractiveness exploration spending rating Coal production weighted | rank
patterns trends score
Score |Weighted | Score |Weighted Score Weighted | Score |Weighted| Score | Weighted
score score score score score
(Scorex {Scorex {Score X (Scorex (Scorex
0.029) 0.142) 0.285) 0.214) 0.285)
Kazakhstan 5 0.145 4 0.568 4 1.140 - - 4 1.140 | 2.993 2
Azerbaijan 4 0.116 - - - - - - - 0.116 5
Indonesia 3 0.087 3 0.710 3 0.855 5 1.070 5 1.425 | 4.147 1
Turkey 2 | 0058 - - 5 | 1425 | - - - - 1483 | 3
Egypt 1 0.029 _ - - - - - - - 0.029 6
Uzbekistan - - - - - - - - 3 0.855 | 0.855 4

Sources: Updated

Moody's Investors Servic2013

Behre Dolbear Group In2013

SNL Metals Economic Group, 2013

United States Geological Survey, 2013
Alliant Insurarce 2013

United States Geological Survey, 2014
World coal association, 2014

World coal institute, 2014

U.S. Energy hformation Administration, 2014

4.8  Final Selection of @untries

Before finaly selectng the countries for comparison with Pakistaéime sixteenidentified
countries (ten developing and six Islamic developing countries) were evahgdetstthe
Fraser Institute survey ranking for 2013. Founded in 19fd,Fraser Institute is an

independent research and educational organization (Fraser Institldg, 2ihce 1997, thas
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conductedan independent annual survey of mining and exploration companies to assess
mineral endowments and public policy factors affecting exploration investment. It is a
gualitative surveyapturingopinion of the companies aboublicy barriersof investments in

a particular country. Theurvey evaluateseventeen policy factors and the respondent
required to answer from five graded responses (Fraser institute, 2014). The policy potential
index (PPI) is calculated for botfmineral potential assuming best practipelicies and
dmineral potential assuming current regulatiGnéraser Institute, 2014). Figure 4.4
illustratesthese factors fothe countries selected earliefhis evaluation was done for first

eight developing ahfirst three Islamic developing countries.

Sincethe fundamental objective of this research is to take a stock of the mineral policy of
Pakistangiven its mineral endowment, the Fraser Institute Surkiag been chosen asst

criterion for selecing counties comparable to Pakistaithe survey is used as a final filter
because it attempts to assess how mineral endowments and public policy factors such as

taxation and regulatory uncertainty affect exploration investment.
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Figure 4.4Evaluation of selected developing countries according to Fraser institute survey.
All the elevencountries selected were above 75% in mining potential, assuming palieies
best practices (Figure4). However, three countriemamelyRussia, China and Indonesia
were below 50%s a result ofurrent regulationsand hencewere dropped from the final list
of selected developing countries. The final list of selected developing countries is:

1 Chile

1 Mexico

1 Brazil

1 Peru

1 India

 South Africa
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And selected developingountries with Islamibackgroundare:

1 Kazakhstan

1 Turkey
4.9  Conclusion
Chapter four discussetthe criteria for selectig developing countries for comparison with
Pakistan. These criteria were carefully selected keeping in mind ®akiSts pol i tioc
economic and security situation. These criteria were weighted to select countries as every
criterion could not be weighted equalBince Sharia Law has faeaching effects on foreign
direct investmenta separate ranking was done for deymhg countries with Islamic
principles Selected countries were then filtered throtighFraser Institute survey for 2013
to selecthefinal eight countries for analysis the next chapter.
Chapter five will examine thpolitical economyof the selecté developing countriedt will
also discuss the different stages of developmamii componentsf a successful mineral
policy. Finally the chapter will give a detailed account of the implementation plaach

mineral policy forthe selected counies
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CHAPTER FIVE

POLICY ANALYSIS OF SELECTED COUNTRIES

5.1 Introduction

The last two decades Ymseen a significant shift in the investment practices of
mining companies across the world. The investment has largely shifted from the global north
to moredispased developing countries in the South. This shift in mining capital into the
developing world is due to specific mining laws geared towards attracting mineral investment

(Dougherty, 2011).

Chapter four highlighted five key policy elements that are atifiar any country to develop

its mineral policy. These arepolitical stability; economic situation and reforms; legal
framework of the country; regulatory framework for mining operatitarsation system. The

eight countries which will be analysed ahile; Peru; Brazil; Mexico; India; South Africa;
Kazakhstan; Turkey. The map in Figure 5.1 shows mining exploration investment across the

world. It is clear from the map that most exploration is in the developing countries.
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Figure 5.1GIS map showing Fraser Institute investment attractive index, Policy perception
index andper cenbf World exploration budget for eight selected countries.

5.2  Chile

During the early 197006s the Chileans dec
economic environment to a more vibrant frearket economy (Taylor, 1998). In 1974, the
Chilean government introduced tHeoreign Investment StatutéDecreeLaw 600), for
guarantees between the foreign investors and the Chilean State. This law ensured free
repatriation of profits and capital, tax stability and {agcrimination against foreign
investors (Foreign Investment Committee Republic of Chile, 1993). The Chileaoreic
model was based on three basic principtesnely:free market economy; respect of property

rights; and supporting role of the state (Brown, 1995).
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5.2.1 Legal framework. The changes also affected the mining sector. The new mining laws
were not isaited measures but were integrated with the emerging economic policy in the
country. The main features of the new mining laws were based on two basindavetythe
Organic Constitutional Law on Mining Concessiofi®82) and theMining Code(1983)
(Govermment of the Republic of Chile, 1982}he changes to the Chilean model resulted in a
swift transformation of the countUS$33380econo.l
million in mining foreign investment from 1974 to 2003 (Chilean Copper Commission,
2003).

5.2.2 Regulatory framework. The Ministry of Mining is the responsible governmental
body to regulate mining operations in Chile. The Chilean mining sector is regulated by the
mining code, which als@overnsthe concessions to mining companies. Thsralso a
Foreign Investment Statute, which is a progressiggumentto attract foreign investments

in the mining sectorAll mineral resourcesire the property of the State as per Chilean law
(Government of the Republic of Chile, 1982). According ® Mining law, the owner of the
mining property has the right to protect these rights against another individual or against the
State.

5.2.3 Mining royalties and taxation. The fiscal regime of Chile has remained stable since
its inception. This is probabljne most important factor that has contributed to the significant
foreign investment in the mining sector. In 2005, the Chilean government intended to
introduce a 3% royalty on all mining companies (International Development Research
Centre, 2010). This V& was debated and rejected by the Congress which argued that the
royalty would question the very basic structure of the fiscal system of Chile, which
guaranteed stability, nediscrimination and neutrality. The government however amended

the Bill and leviel an annual tax of 5% of operational profit of mining companies with an
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annual output of 50,000 tonnes of mineral (International Development Research Centre,

2010). Other taxes and fees imposed on companies operating in the mining sector include:

§ Corporae income tax @ 20 %

f Specific Mining Tax (SMT) @ 14 48, depending on the mineral resource.

5.2.4 Fraser Institute rankings. The Fraser Institute annual survey of mining companies

represents the results of a survey for mining and exploration companesuiiley shows

how mineral endowment and mineral policy factors affect exploration investment (Fraser

Institute, 2014).Environmental regulations were ranked as the worst jurisdiction by the

corporatiors to do business in Chiledue to the uncertainty ofocu r t 6 s

nterpret

environmental laws. Chile was ranked high by the corporations in security situation,

regulatory uncertainty and geological database (Figure 5.2).
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Figure 5.2Fraser Institute 2013 survey restit®r Chile.

The Corporate Incomeak rate was raised from 17% to 20% during the fiscal year 2011.

*The Specific Mining Tax regime may not apply to foreign investors that had signed foreign investment

contracts with the Chilean Government under Decree Law 600 including mining tax inigriabil
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A high ranking (lower towers in Figur&.2) in the survey is a clear indication of a

comparatively good mineral policy framework and regulating bodies.

5.3 Mexico

Mexico is a federal republic whetlke President is the Head of the government. Mexas

31 States and a Federal district, which constitute its administrative divisions. Each State is
considered a sovereign entity and is free to make its own constitution, with which it can
govern its relations with other Mexican states but not withratbantries (United Mexican

States, 1917). Mexico has a free market economy which is primarily dominated by the private
sector. Currently, Mexico has the second largest national economy in Latin America.
Mexi co0s economy has tr a first fjomedntleedWordd f Trader 198
Organization and then in 1994 became a member of the North American Free Trade

Agreement (NAFTA) (Dominguez, 1995).

5.3.1 Legal framework. The mining laws in Mexico have changed over the years from the
original Mining Law of P61 According tothe 1961 mining law, a minimum 51 percent
nationatownership was mandatory for every mining company (Sanchez and Mejorada V.,
2000). This lawcausedmany mining companies to either sell their shares aegester
themselves as Mexican niing companies.

In the 1980s, the Mexican government launched major economic changes, which continued

for the next decade3o some context, the mining regulatory framework was also simplified

Y The Fraser Institute conducts an annual survey of mining companies since 1997. The graph indicates opinions
of managers and executives regarding the level of investment barriers in jurisdictions in which their companies
were familiar. They were refred to choose from three fundamental questions, namely, would not peruse
investment; strong deterrent to investment; and mild deterrent to investment. They were asked to indicate how
each of the 15 policfactors influences company decisions to invesvanious jurisdictions. Here, only 10
important policy factors were statistically analysed namely: uncertainties in environmental regulations;
infrastructure; legal system; regulatory duplication; trade barriers; taxation regime; political stabilityjagolog
geodatabase; regulatory uncertainty; and security situation.
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to attract foreign investments. During the reforms, the mangldflexican ownership of
mining companies was removed (Sanchez, 2000).

5.3.2 Regulatory framework. All mining activities in Mexico are regulated by the
Mexican Mining Law of 1992The 1992 Mining Law defines all minerals in Mexico to be the
property of theState. Private parties may develop these minerals (except oil and nuclear fuel

minerals) through a concession granted by the Federal government (Rankine, 1992).

The Ministry of the Economy exercises its authority on mining companies through General
Coordnation of Mines, which in turn relies on the General Bureau of Mines. The Bureau,
through its various subordinate agenci es,

to concessions, allotments, and national mining reserves.

5.3.3 Mining royalties and taxation. The Mexican tax regime treats mining in the same
manner as other sectors. Mexico does not have any specific tax on mining operations
(Tetreault, 2014). All the miningpecific royalties and taxes were revoked in the 1990s to
attract internadnal investment in the mining industry. The only special tax payment for
miningisthef Dut y on Mi ni thg defends orethe sireachaldimconcession and
the number of years the concession is in effect.
Under the current mining law and tax ldgi®on in Mexico, companies are subject to the
following taxes:

1 Corporate Income Tax (IT). This tax is decreasing every year at the rate of 1 %

starting at 30 % for 20:2013%;
1 Flat rate business tax @ 17.5 % since 2011; and

1 Employee statutory profit shag (ESPS) aarate of 10 %.

%29 percent for 2014, 28 percent in 2015 and going forward.
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5.3.4 Fraser Institute rankings for Mexicoi 2014 Me xi codb6s Fr aser l nsti
the 2014 are shown in Figure 5.3 (Fraser Institute, 201H4¢. seurity situationof the
country was ranked worst by the corporationsidobusiness in Mexico, wheregsological

databasevasranked hebest jurisdiction (Figure 5.3)
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Figure 5.3Fraser institute annual survey results for Mexico.

5.4  Brazll

Brazil is a Federal Republic, where the PresidetitedHead of the State and the government
(Ministry of Justice, Brazil, 1988). Brazil has 26 States in its federal district, which constitute

its administrative divisior!S. Brazil returned to democracy in 1985 and launched
comprehensive macroeconomic pwglicefornrs by 1990. These reforms subsequently
transformed Brazil into one of the worl dos
enjoys low formal sector unemployment, low budget deficits, manageable inflation and

steady economic growiliHeise, 201

¥Worldvision.com.au, 2015
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5.4.1 Legal framework. The Mining Code (Act No. 227) of 196@overns mining
operations in Brazil (Nogueira da Costa, 2010). The Mining Code was amended in 1996 to
provide a favourable environment for foreign investment in the mining sector. Accooding t
Article 176 of the Brazilian Federal Constitution of 19&8l minerals located within the
Brazilian territory belong to the Federal Government, whether these involve mining
production or notNinistry of Justice, Brazil, 1988).

5.4.2 Regulatory framework. The jurisdiction and approval process for mining
concessions is divided among three entitiegmely Municipal, State, and Federal
government. At the federal level, there are three government agencies which deal with
mining licenses. These are thMdinistry of Mines and Energy (MME), the National
Department of Mineral Production (DNPM) and the Geological Survey of Brazil (CPRM)
(Nogueira da Costa, 2010). Exploration licenses for three years are granted by the DNPM and
the mining concessions are then geahby the MME. The concessions are granted for the
period till the mineral deposit is exhausted (Nogueira da Costa, 2010).

The Mining industry in Brazil is waiting for the approval of tNew Mining Framework
(NMF) (Bill of Law No. 5807/2018) (Ministry of Mines and Energy, 2015). If approved, the
new law will substantially change the current regime. It suggests the creation of a National
Council for Mining Policy and a National Mining Agency (ANM). It will also bring changes
into the system of mining rayties*

5.4.3 Mining royalties and taxation. In Brazil, mining activities are subject to all main
taxes applicable toother economic activities. There is also a charge levied on mining
revenueselatedto exploration and financial return for exploitatiohmineral resources. This

tax is known as Compensation for Exploitation of Mineral Resources (CFEM)s{ry of

Mines and Energy, 2015). Under the NMF (if approved), the CFEM will substantially change

The Government has submitted the Law to the National Congress and is currently under discussion.
Zsugeested to be calculated on the gross revenue with a maximum rate of 4%.
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the levy. First, it may be increased up to 4% arwbisely, the tax basis will be calculated

over the gross revenues, instead of the current net revenues.

5.4.4 Fraser Institute rankings for Brazil i 2014Br azi | 6 s Fraser |l nstit
2014 are shown in Figure 5.4 (Fraser Institute, 201K legal framework was a cause of

concern for corporations and it ranked low in deterrence to investment. This uncertainty
around the legal system was due to the fact that a new mineral code is in the process of
making. The political stability of Brazil toppetthe ranking as the least deterrence to the

investment by the corporations (Figure 5.4).
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Figure 5.4Fraser institute annual survey results for Brazil

55 Peru
Peru is a Constitutional Republic, where the President iHt#w of the State and the
government. Peru has 25 regions and one province, which constitute its administrative

divisions under civil law”?*Per ué6s economy is one of the be

AWorldbank.org, 2015
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Latin America. The country achieved an average GDP groatth of 5.8 percent between
2002 and 2015 due tmvourablemacroeconomic policies (The World Bank, 2015). The

country has a higher GDP than any of its Latin American neighB3urs.

The prel990 era was based on the Statened mining activities, which was crisis by the

end of 1980¢Bebbington et al., 2007). Like Chile, new polioyPeru resulted ia complete

in the economics of the country. In 1990, Peru initiated a series of structural reforms with a
fundament al princi pl e ictsectorapferegign invegmerct.avinmg r y 6 s
was part and parcel of this shift, mainly through privatization of Stateed mining

enterprises (Perales P, 1994).

55.1 Legal framework. The Peruvian mining industry is regulated and governed by laws
enacted by €ruvian Congress and the executive branch of the governmentMihimgy
Investment Promotion Law (MIPL) 1994as enforced as an amendment to @eneral

Mining Law of 198X Olaechea, 1999). The promotion of investment in the mining sector was
declared as ational interest and top priority. All these amendments were consolidated in a
single document dgeneral Mining Law of 199@amphuis, 2012).

The important items included in the new law:ddefinition of the status of mineral rights;
Functions and managent of theMining Cadastrg Simplification of the tributary regime;
Implementation of the principle of neexport of taxes; Elimination of the discriminatory
laws between national and foreign investments; and Flexible foreign exchange rate policies.
By enacting thesehangesthe Peruvian government turned into an investment promoter and
regulator as against previously being an active partner. Continuity of these reforms ensured

strengthening of the government's balance sheet and fiscal framework. &tts effthese

#golutions, 2015
#\Worldbank.org, 2015
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reforms are evident from the constant upgr a

was further upgraded from Baa2 to A3 (Moody'

55.2 Regulatory framework. The Ministry of Energy and Mines (MENIM) has the
auhority to regulate mining activities in Peru. THinistry grants mining concessions to
both local and foreign companies, through a body called The Institute of Geology Mining and
Metallurgy (INGEMMET) (USAID, 2010). The INGEMMET grants four types of
corcessions according to Peruvian mining law, mining concession; production concession;
general labour concession; and mining transport concession. Peru is ranked seventh in global
exploration investment in 2033which is a clear indication of the strengthitsf regulatory
policies and bodies (Metals Economics Group, 2013) & (U.S. Geological Survey, 2013).
55.3 Royalties and taxation The National Superintendence of Customs and Tax
Administrations (SUNAT) collect and manage federal taxes in Peru. The malitiegplevy
and collect taxes in their jurisdictions. The taxes and fees imposed on companies operating in
the mining sector include:

1 Corporate Income Tax @ 30 percent;

1 Royalties @ 1% 3% (A list of royalty and taxes is given at Table 5.2);

§ There is ao a Special Mining Tax (SMT) which is mining specific tax levied by

the federal government; and

9 Investors may conclude a tax law stability agreement with the Peruvian goveffiment.

55.4 Fraser Institute rankings. Among the 144 countries coveredinthe&s er | nst i t 1

Economic Freedom of the World 2DReport®® Peru ranked 20th, with a score of 7.63 on a

®Peru was ranked seventh in the global exploration investments having received 5% of the total global share.
*Under the 2004 flfing Royalties Law, mining companies must pay a monthly royalty to the state for
exploitation of resources based on sales.

?Tax applied as a marginal rate, from 2 percent to 8.4 percent, on operational profit.

®Tax stabilit y woul d mpuelsu des 0t des ak pewn oals ofi ten to
subsequently to the date of execution of the stability agreement shall be applicable.
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scale of 10 (Gwartney, 2014). This rating is a direct indicator of sound economic policies and
continuity of t he f i s ceatatings ébgthenPBlare Bhewnum s Fr ¢
Figure 55 (Fraser Institute, 2014Reru has an excellent (and automated) land tesystem;

however it suffered in its infrastructure ranking, in which it was ranked 65 among other

countries to do business with by tt@rporatiors (Figure 5.5).
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Figure 55 Fraser institute 2013 survey results for Peru.

5.6 India

India has a population of a billion and a quarter people and is the world's largest democracy.
India is a Federal Republic with parliamentary form of government. The Prime Minister is
the Head of the Cabinet and the government. India has tgenstates and six centrally

administered Union TerritoriedAjnistry of Law and Justice, India, 2007).

BFraser Institute, 2014
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India has emerged as signifiant economicinspirationin the last decade. This was made
possible by accelerated growth of the service sector. The Indian economy (from 1947 to
1991) was an inwarbboking economy, where planning was done centrally (Zinkin, 1990).
This model failed to tee advantage of expansion of trade. This situation resulted in a fiscal
crisis in 1991, which forced India to adopt frearket principles and liberalization of its
economy to international trade (World Bank, 2014). Post economic liberalization period of

thel® 0 6 s h a publE feetan grawhatenearly 50% (Reserve Bank of India, 2013).

5.6.1 Legal framework. There are two categories under which the Indian legal system
operates|ndian Civil Lawand theCriminal Law In Indig the Central Government drthe

State Governments are both responsible for the management of mineral resources in terms of
the Seventh Schedule of the Constitution of Iffianistry of Law and Justice, India, 2007).

The Mines and Minerals (Development and Regulation) Act, 1957 MMct) lays down

the legal framework for the regulation of mines and development of all minstiaistty of

Mines, Government of India, 2008).

5.6.2 Regulatory framework. According to theMineral Concession Rule of 196three
types of concessions ageanted,namelyreconnaissance permits (RP), prospecting licences
(PL) and mining leases (M#)(Vivoda, 2011). The Central Government has also framed the
Mineral Conservation and Development Rules, 1988 (MCD®R) conservation and

systematic development minerals (Singh and Kalirajan, 2003).

5.6.3 Mining royalties and taxation. In India, the royalty rates were revised as and when
deemed appropriate by the State until 1966. However, after 1966 a Royalty Study Group was
constituted by the government to oeemend updates to royalties (Chakraborty, 2014). The

latest of such group was constituted in 2008, when they recommendddirtes and

30|l minerals other than atomic minerals and minor minerals.
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Minerals (Development and Regulation) Bilvhich was approved in 2011 to replace the

existingMMDR Act, 1951Chakrabaty, 2014).

Under the current mining law and tax legislation in India, companies are subject to the
following taxes Ministry of Mines, Government of India, 2013):
§ Corporate Income Tax @ 33.23%or Indian Companies and 42.23%or foreign
Companies;
f Remttance tax of 0% on dividends, 21.115% on royalty and fee for technical
servicesand 42.23% on other income; and
1 A specific mining tax of which value varies according to the type of mineral, from

0.2% to 20%6°

5.6.4 Fraser Institute rankings for India 1 20141 ndi ad6s Fr aser I nstit
2014 are shown ifigure5.6 (Fraser Institute, 2014). Legal system wasked aghe worst

jurisdiction by the corporations, whergaditical stability waganked ashebest jurisdiction

*The tax rate isgplicable where taxable income exceeds INR 10 million, otherwise the tax rate is 30.9 %.

%2The tax rate is applicable where taxable income exceeds INR 10 million, otherwise the tax rate is 41.2 %.
%0n Dividend received from an Indian company. Noiming dividend would attract a remittance tax of

21.115% (20% basic, 2.5% surcharge on basic, 3% on basic and surcharge).

3921.115% (20% basic, 2.5% surcharge on basic, 3% on basic and surcharge).

*Excluding tax on transfer of assets in India (Capital Gains Tax).

*Royalty payable to the State Government (Central Government in case of Union Territory) depends on the
type of mineral. The royalty rates for many minerals are on ad valorem basis (ranges from 0.2% to 20%)
whereas for some others, it is fixed on tonnagesb&ead rents are also payable to the State Government
(Central Government in case of Union Territory) and the same depends on the type of mineral and time since
lease was granted for mineral extraction.
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Figure 5.6Fraser institute annual survey results for India.

5.7 South Africa

South Africa is a Democratic Republic where the President of South Africa, serves both as
head of state and &gad of government. The President is electechbyNational Assembly
and he must have the support of the Assembly in order to remain in office (Department of

Justice and Constitutional development, Republic of South Africa, 1996).

South Africa has emerged from its long history of Apartheid to transitim a new and

vibrant society and economy. After the historic democratic elections of 1994, South Africa
embarked on a new direction in all aspects of governance. The South African economy is a
free economy where market forces determine the pricesnhealities. South Africa has the

worl ddés | argest mi n e rgeolp nretals ehromeme andfmarganésd |, p |
ore, and the secordrgest reserves of zirconium, vanadium and titanium (United Nations

Industrial Development Organization, 2003).
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5.7.1 Legal framework. South Africa has a mixture of three distinct lawscial law
system from the Dutch, @mmon lawsystem from the British and@istomary lawsystem

from indigenous Africans. The legal system, like the political system, was comgpletel
transformed from the aparthehised constitutional system before 1994 (Corder, 2004). In
the pre1994 South Africa, minerals were considered as property of the owner of the land. In
an effort to bring about equitable reform, teeral and Petroleum Reurces Development

Act, 28 of 2002 [MPRDAJas promulgated in 2004. Some of the laws that govern mining
operations in South Africa are; tMine Health and Safety Act 1996 (Act 29 of 1988pad

Based Sockizconomic Empowerment Charter for the Southcafm Mining Industry(The
Charter) and theCode of Good Practice for the Mineral Industry (Mining Coda) 2008

Mineral and Petroleum Resources Royalty Act, Nowv@8 also enacted.

5.7.2 Regulatory framework. The Mineral and Petroleum Resources Developmaant
(MPRDA)which came into effect on 1 May, 2004placed theMinerals Act of 1991The
main departure of this Act from the 19@tt was that the State was declared the sole
custodian of all minerals in the South Africa (Cawood, 2004). The MPRDA meYat five
principal authorizations regarding minerals, a Reconnaissance PermiaskRrospecting

Right, a Retention Permit, and a Mining Right.

5.7.3 Mining royalties and taxation. Under the current mining law and tax legislation in
South Africa, miningcompanies are subject to the following taxes (Republic of South Africa,

2008):

1 Corporate Income Tax @ 28%, which is collected by the Federal government.

However, special rules apply to the gohihing companied’

¥'Prior to 1 April 2012 a standard corporate taxeratof 28 % and a Secondary Tax
10% is levied on mining companies. A gold mining company can elect whether or not to pay STC. Depending
on its Option, there is a formula used to determine the rate at which gold mines must be taxeat witfiout
considering the STC in it.
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1 Mining and Petroleum Resources RoyaltyRRD)2008 collected centrally by the

government @ 0.57% on all minerals>®

f  Withholding tax @ 10 % 12.5 %°°.

5.7.4 Fraser Institute rankings for South Africa-2014 Sout h

ratings for the 2014 are shown kigure5.7 (Fraser Instute, 2014). Regulatory uncertainty

wasranked as the worgtirisdiction by the corporations whereagological database was

ranked ashebestby the corporatios
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Figure 57 Fraser institute annual survey results foutBoAfrica.

Fr ascs

%The minimum royalty percentage in the case of refined minerals is 0.5% and the maximum royalty percentage
is 5%. In the case of unrefined minerals, the minimum royalty percentage is 0.5% and the maximum royalty

per@ntage is 7%. The rate depends on profitability and is calculated annually.
A Dividends tax @ 10.0%12.5%.
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5.8 Kazakhstan

Kazakhstan became an independent state in 1991 after the disintegration of the USSR. The
political framework of Kazakhstan is a Presidential Republic, whereby the President of
Kazakhstan is Head of the State. The Presidenteistesl by a populous vote. Executive
power is exercised by the government. Legislative power is vested in both the government

and the two Chambers of Parliament (Snyder, 1997).

In 2000, Kazakhstan made significant markeented reforms after eight yeard o
transitional crisis from 1992 to 2000. The result was that Kazakhstan experienced an
economic boom and became a major success story in Central Asia. Its growth rates reached

doubleFigures between 2000 and 2007 (International Monetary Fund, 2015).

After the breakup from the USSR in 1991, the Kazakh mining industry was in disarray,
suffering a sudden and steep decline in production (Jones, 2010). President Nursultan
Nazarbayev, a miner himself, initiated structural and economic reforms in the mining secto
He privatized the Statewned industries and paid special attention to foreign direct
investment (FDI). By 1998, a vast majority of the mining sector was privatized and the sector

was on a growth again.

5.8.1 Legal framework. The Constitution of Kazaldtan was adopted on 30 August, 1995
through a referendum. The legal system of the Republic of KazakhstdRoimaGerman
(continental) legal systerfGovernment of the Republic of Kazakhstan, 1995). The legal

system of Kazakhstan is also influenced byfttiewing traditions:

1 Islamic law(The law officially functioned until the beginning of 1920)

1 Local customary lawlocal traditions of the people);

“O1slamic Law was incorporated in the customary law and norms of Sharia were followed.
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¢ Roman law"; and
T A strict hierarchal structure of 1&W
Kazakhstan has an investment law which setstteitegal framework for investment. The
Kazakh Law on Foreign Investment (1964¢ f i nes st ate guarantees
It also defines dispute resolution mechanism between investor and the state and the non
discrimination between local andréign investors (Atirbekov, 2014). Some of the guarantees
provided to the investors aasfollows:-
 Investor protection against adverse change in legislation by thé*State
1 Compensation for damage resulting from the promulgation of Acts;
f Free use of incomfrom investment and the right to open foreign bank acctunts
1 Transparency in state activities affecting investors and free access to legal
information;
1 Compensation for damages in case of nationalization of investment at prevailing
market rates; and

1 Access to international arbitrary bodies in case of dispute with the state.

5.8.2 Regulatory framework. Kazakhstan has word@ading reserves of chromite, zinc,
copper, gold, manganese, and uranium. According to the Constitution, all minerals in
Kazakhstan & the property of the State (Government of the Republic of Kazakhstan, 1995).
The Subsurface Law of 201@vhich supersed&ubsurface Use Law of 199Governs the

subsurface exploration and mining activity in Kazakhstan.

“IFollowing the theory and practice of the Soviet law andadistprinciples.

“’Constitution of the Republic of Kazakhstan at the top, constitutional norms and laws, codes and ordinary laws
and other state obligations and normative decrees.

“*This guarantee does not apply to changes in legislation that amenddbduseoor conditions for importation,
production or sale of excise goods, or laws dealing with defense, national security, ecological safety, health
protection or ethics.

*Provided that all taxes and other compulsory payments have been paid.
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Solid mineral contracts are admit@ieed by theMinistry of Investment and Development
(MID)*. The MID regulates the mining activities in the country through its committee on
Geology and Subsoil use. The Geology committee also has regional offices in its different
territoried®. Depending pon the sphere of activities, the mining industry is further regulated
through different legislative Acts. Th#inistry of Industry and New Technologies,
(previously- Ministry of Energy and Mineral Resources) grants exploration and production
rights. Therights are awarded for a specific time period and can also be extended before the

expiration of the contract and license.

5.8.3 Mining royalties and taxation. After independence in 1991, the taxation and fiscal
regime for mining has been developing condyarUnder the current mining law and tax
legislation in Kazakhstan, companies are subject to the following tax rates (Government of

the Republic of Kazakhstan, 1995):

1 Corporate Income Tax (CIT) @ 20% for both local and foreign companies. Foreign
companis also pay net after tax profit @ 15% (Also known as branch proff)tax

 Excess Profit Tax (EPT), paid on net income for a reporting g&m@dL0%- 60%;

1 Mineral extraction tax (MET)MET is a royalty tax collected at the federal level at
the following raes:*°

A Copper 5.7%

A Gold 5%
A Iron ore 2.8%
A Coal 0%

> Before 201¢his Ministry was known as the Ministry of energy and Mineral Resources.

“® Eastern, Western, Northern, Southern and Central territories.

“’Reduction or elimination of this tax may be available under the appropriate tax treaty.

“8EPT applies to a part of n@icome exceeding 25% of deductions. The tax rates vary from 10% to 60%,
depending on the ratio of net income to deductions.

“‘MET = Annual Volume x World Market Price x Appropriate rate.
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1 A withholding tax at the rate of 15%; and

1 Other taxes like rent tax on exports and historical cost compensation.

5.84 Fraser Institute rankings for Kazakhstan i 2014 Kazakhst ands

ratings for the 2014 are shown kgure5.8 (Fraser Institute, 2014)egal system was ranked

Frase

as the worst jurisdiction by the corporations, whereas security situation was ranked as the

best jurisdiction.

100 -

90 -

80 -

70 -

60 -

% 50
40 -

30 -

20 -

10 -

0

Q . & ‘QJ (\9 .0(\
\.Q’ N \} & 'b '\\ O Xe) XN
%*‘9 ((b\ &\(:b 'bé \"So \'tso &Q, Q Oé \6\'\ . &\)’b

I R S S U - S N\
o N ® O > & < & @ Q
N O\ S\ ,\k'b Y & > (s\\ > N

S o o N Gl N K o
F S R A & &
\)\ N\ (90 <
& ¢ &
& <& &
(é\

= Mild deterrent to investment m Strong deterrent to investment = Would not pursue investment

Source: Fraser institute, 2014

Figure 5.8Fraser instute annual survey results fikazakhstan

5.9  Turkey

Modern Turkey was founded in 1923 from the remnants of the defeated Ottoman Empire by

the national hero Mustafa Kemal. Turkey is a republican parliamentary democracy where the

President is thélead of he State. The President chooses his Council of Ministers including

the Prime Minister who acts as the head of government (Republic of Titkestry of

Justice, 1982). Turkey has a frearket economy, which is driven by its industry and service
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sectors.Turkey experienced a severe financial crisis in 2001, after which an aggressive
privatization program was launched to recover the economy. This approach was adopted as

part of fiscal reforms of an IMF program (Ulusoy, 2008).

5.9.1 Legal framework. Turkey has a continental European system with modifications
made according to the Turkish environment. Tekish Civil Law Systeralso incorporates
certain elements of th&wiss Civil Code, the Code of Obligatioasnd the German
Commercial Code(Republic of Turley Ministry of Justice, 1982). Mining activities in
Turkey are subjected fdining Law No 3212nacted on 15 June 1985. This law was further
amended in 2005 byaw 5177and 2010 byLaw 5995( Hur | ey and Ar e,
Implementation Regulation on Mining tAdties dated 6 November 2010 and tMining
Activities Permit Regulatiomlated 21 June 2005 (amended from time to time) are also
applicable to mining in Turkey. Once established in Turkey, Turkish and foreign companies

have the same rights without angadimination.

5.9.2 Regulatory framework. The Ministry of Energy and Natural Resources (MENR) is
responsible for the regulation of the mining industry in Turkigynistry of Energy and
Natural Resources, Turkey, 2008). Mining licenses are granted andtezbbly the General
Directorate of Mining Affairs® There are three types of licences granted for prospecting and
operating mines under Turkish law: an exploration licence, an operating licence, and an

operating permit (enables holder to operate a mine).

5.9.3 Mining royalties and taxation. The Corporate Income Tax of 4% in Turkey is
possibly the lowest tax rate internationally (Mahallesi, 2014). This gives Turkey an added

advantage to attract foreign investment. Turkey also stands at the lower endltyf femsm

%A department of MENR, grants licenses and regulates mining activity.
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which is further encouraging investment. The royalty is payable to the government annually

as per the following rates?

1 Gold, silver and platinum 4%
1 Copper, lead and zinc 2%
1 The amount of the royalty increases by 30 per cent for mining activwitiehe areas

that are under the ownership of the Treasury or the State.

The basic corporate income tax rate levied on business profits is 20 per cent, while dividends
are subject to 15 per cent tax. There is no restriction on repatriation of profi® amgport

duty for new mining and processing equipment.

5.9.4 Fraser Institute rankings for Turkey 1 2014 Tur key 6s Fraser | nst
the 2014 are shown Figure5.9 (Fraser Institute, 2014Regulatory duplicity and regulatory
uncertainty werganked as the worst jurisdictions by the corporations, whereas infrastructure

was ranked as the best jurisdiction.
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Source: Fraser institute, 2014

Figure 5.9Fraser institute annual survey results for Turkey.

*License holders are allowed a royalty discount of 50 per cent for certain types of mineral if the minerals are
processed within Turkey.
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5.10 Comparative analysis of the selected couries

In order toanalysethe investment environment of eight selected countries, it is important to
evaluate their governmental structure and the World Bank economic parameters. Table 5.1
gives a detailed account of these parameters which will subsggbelt in performing the

gap analysis wit h ARankparaiveamayss ofelagal frameworkand t .
regularity framework for eight selected countries is given at AppendiA Bomparative
analysis of mining royalties and taxation system técted eight countries is given in Table

5.2, whereas foFraser Institute ranking is given in Tabl®&.5The Statistical analysis of the

tax regime of eight developing countries is giwefable 5.4. Best practices of selected eight

developing mineral Is®d economies and its comparison with Pakistan is given in Table 5.3.
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Table 5.1 Overview of governmental structure and economic parameters for selected developing countries.

The World Bank, 2014

Ministry of Law and Justice (Respective country).

Economy and growth, World development indicators, The World Bank (Respectiveyyountr
Infrastructure, World development indicators, The World Bank (Respective country).
World population data sheet, 2014 by Population Reference Bureau.
World population data sheet, 2014 by Population Reference Bureau.

*2 Different forms of governments are explained in Table 5.6.
%3 Different forms of economy are explained in Table 5.6.
*Population below international poverty line.
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S/ Description Remarks

No. Chile Mexico Brazil Peru India South Africa Kazakhstan Turkey

1 |Form of Democraticwith  [Federal republic [Democratic with [Democratic with |[Democratic with |[Democraticwith Democratic with botiIDemocratic with
government Presidential form Presidential formPresidential form |Parliamentarjorm|Presidential form olPresidential and Presidential form of

of government of government (of government  |of government  |government Parliamentary form (government
government

2  [Frequency 4 years 6 years 4 years 5 years 5 years 5 years 7 years 5 years
election

3 [Type ofeconomyMarket econoniy [Market economy [Market economyMarket economy [Market economy [Market economy |[Market economy  [Market economy

4 |Infrastructure 66.5 43.5 51.6 39.2 15.1 48.9 54.0 46.3

5 |Population 17.62 million 114.97 million | 199.32 million 29.54 milion 1205.07 million 48.81 million 17.52 million 79.74 million

6 |Estimated 0.9 % 1.09% 1.1% 1.02% 1.31% -0.41% 1.24% 1.2%
population growt|

7 [Surface area 756,096km? 1,972,550 km2 | 8,515,767 km?| 1,285,216 km? | 3,287,590 km? | 1,221,037 km? 2,717,300 km? 783,562 km?
GDP 277.2 billionUS$ [1.261 trillionUS$ [2.246 trillionUS$(202.3 billionUS$ [1.877 trillionUS$ 350.6 billionUS$ [231.9 billionUS$  [822.1 billionUS$

9  |Annual GDP growth 4.1 % 1.1% 2.3% 5.8% 5% 1.9% 6 % 4.1%

10 |GDP breakdown|Agriculture: 3.6% |Agriculture: 3.6% |Agriculture: 5.5%Agriculture: 6.2%;|Agriculture: 3.7%, |Agriculture: 9%, |Agriculture: 5.2%  |Agriculture: 8.9%
for different Industry: 35.4% |Industry: 36.6% |Industry: 26.4% |Industry: 37.5%; |Industry: 21.5%, [Industry: 26%, Industry: 37.9% Industry: 27.3%
sectors Services: 61%  [Services: 59.8% |Services: 68.1% |Services: 56.3% [Services: 64.8% |Services: 65% Services: 56.9% Services: 63.8% 27

11 [Tax revenue/GD| 20.8% 29.7% 34.4% 15% 10.3% 26.5% 26.23 23.2%

12 [Unemployment 6.6 % 5.2% 6% 7.9% 9.8% 24.9% 5.4% 9.8%

13 |Poverty* 15.1% 51.3% 21.4% 31.3% 29.8% 50% 8.2% 16.9%

Sources:




United States Geological Survey.

Ecoromy and growth, World development indicators, The World Bank (Respective country).
Poverty, World development indicators, The World Bank (Respective country).

Poverty, World development indicators, The World Bank (Respective country).

Table 5.2Royalty, ax regime and mining specific incentives for selected developing countries.

Country Royalty % Tax regime Special incentives
Under DL 600>, firms that bring capital, physical go®dnd other forms of
1 CIT @ 20%. investment into the country can ask to sign a forémgestment contract with the
Chile Nil 1 SMT @ 14%. government. The regulation includes a specific clause for the mining sector, ap

 Annual tax @ 5% against operational profit.  [to projects worth at least US® million, which grants investsra fixed corporate
income tax rate for 10 years.

1 International standards tax regulations and access to capital sources througl
credit.

1 CIT @ 28% and decreasing every year.

Mexico Nil . 9 Efficient processing of explotian and development claims.
T Flatrate business tax @ 17.5% 9 Elimination of sixteen percent value added tax on all stages of gold
commercialization.
9 No limitation on the repatriation of cégl; reinvestment of profits is considered
increase of the original capital for the purposes of the law.
1 CIT @ 34%. 9 Prohibitions on remittances for royalty and technical service payments betwe
Brazil 0.2%-3 % 1 Compensation for Exploitation of Mineral related parties were removed in the 1992 tax code.
Resources (CFEM) @ 19@22%. 9 The base tax raten profits and royalty remittances was reduced from 25% to

1 In 1995, Brazil amended its constitution to eliminate the distinction between
foreign and national capital.
1 The Peruvian Constitution guarantees freeeas, possession, and disposal of
foreign currency.
Peru 1%-3 % E gHT@@BgZZ% 1 Investors may conclude a tax law stability agreement with Peruvian govertfm
' {l There is also a Special Mining Tax (SMThich is mining specific tax levied b
the central government.

%> Decree Law (DL) 600 is a mechanism for the entry of capital into Chile. Under this regime, whose use is optional, festaya bminging capital, physical goods or
other forms of investment into Chile magk to sign a foreign investment contract with the State of Chile.

*Tax stability would include taxes known as fii mpuest oe the date of executipreaf the stabildyf t e n
agreement shall be alpgable.

*Tax applied as a marginal rate, from 2 percent to 8.4 percent, on operational profit.
110



1CIT @ 33.22% for Indian companies &42.23% f
foreign companies.

fRemittance tax @ 21.115% on royalty and 42.2
on other income

1SMT*® @ from 0.2% to 20%.

India 0.2% 20%

1 Mining carried out in Special Economic Zone (SEZ) is eligible for tax holiday.

9 Import customs duty ratef 5% against the normal rate of 12.5% for coal minin
projects.

1 No enhancing of royalty on mineral more than once during any period of thre
years.

South Africa [0.5%- 7%° CIT @ 28%.

A tax holiday scheme for any newly formed company commencing new
mandacturing activities that qualify under the law.

ICIT® @ 20 %

fGuarantees of the | egal
Republic of Kazakhstan
1 Investors shall havéné discretion to use income, generated from their activitig

protection

1
Kazakhstan [1%- 5.7% ﬂEPTe @ .1060% 0 after paying the taxes and other compulsory payments towards budget.
Twithholding tax (SMT) @ 15%. fGuarantees for the protection of t
requisition
9 50% less royalty by creating additional addediue by processing minerals in th
country.
1 CIT @ 4942 1 If the production takes place underground, the mining company pays 50% le
Turkey 1% royalty.

1 Dividends@ 15%

9 The Value Added Tax (VAT) is collected on all minerals except gold,rsihwrel
platinum exploration expenditures.

Sources: Updated

Foreign Investment Committee Republic of Chile
Metals Economics Group

Fraser Institute, Economic freedom of the world
Ministry of Mines and Energy, Brazil

World Development Indicators, the Woibeink
Ministry of Mines, Government of India

United Nations Industrial Development Organization
Department of Minerals and Energy, South Africa
Ministry of Energy and Natural Resources, Turkey

*8Special mining tax.

**The Mineral and Petroleum Resources Royalty Act applies variable royalty percentage rates based on whether the ritieerat ismafhed. The minimum royalty
percentage in the case of refined minerals is 0.5% and the maximum royalty percentagenid, 3&the case of unrefined minerals, the minimum royalty percentage is

0.5% and the maximum royalty percentage is 7%.
®Corporate incme tax.
®Excess Profit Tax.

®2Actual corporate tax for mining is 20% but it reduces to 4% for mining companies due to tax incentive.
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Table5.3 Best practices of selected eight developing mineasétl economies and its comparison with Pakistan.

S/No Description Range Average Standard deviation Pakistan
1 |Democracy _ _ ) Dem?cratic with Parliamenta
orm of government
2 |Frequency election 4-7 years 5.125 years 0.927 years 5 years
Free market economy wi
3 [Type of ecaomy ) ) ] a blend of Islamic Igws
4 |Infrastructure ranking 15.171 66.5 45.638 13.831
5 |Population 17.5 millionT 1205.1 million 214.074 Million 378.938 Million 183 Million
6 |Estimated population growtl -04-13% 0.931 % 0521 % 1.7 %
7 |GDP 202.3 billionUS$2246 billionUS$| 908.513billion US$|752.074billion US$ 245US$billion
8 |Annual GDP growth 1.1-6% 3.788 % 1.717 % 3.59%
9 [GDP breakdown for differen ] _ i
sectors -
10 |[Tax revenue/GDP 10.37 34.4 % 23.266 % 7.307 % 11.9%
11 |Unemployment 5.21 24.9 % 9.45 % 6.081 % 6.2%
12 |Poverty 8.21 51.3% 28 % 14.859 % 22.3%

Table 5.4: Statistical analysis of the tax regime of eight developing countries.

Description Range” Average™ Standard deviation
Rovalt 0i 20 % Minimum limit Maximum limit Minimum limit Maximum limit
yaly ° 0.9% 5.3% 13 6.4
Corporate Income Tax 47 42.33°% 25.8 % 11.4
Specific Mining Ta®® 0.21 20 % Minimum limit Maximum limit Minimum limit Maximum limit
' 9.1% 15.6% 9.5 5.6

3 Range is calculated between the minimum and maximum limit of the royalties for eight countries.
% Average is calculated parately for both minimum and maximum values of royalties.

8542.33 % is the CIT for foreign companies in India.
8 SMT is calculated from values of three countries, i.e. Chile, Mexico and India. Values are calculated separately foinothanih maximuntimits.
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Table 5.5 A corparative analysis of Fraser Institute ranking for eight selected countries.

Fraser Institute Survey Ranking 2613
S/No| Country | Political | Security Regulatory . |Environmentg Taxation Geological| Average Rank
L L Legal system . Trade barrie . : Infrastructure
stability | situation uncertainty regulatilns regime database
L1 chile 17 11 22 14 19 37 20 37 15 213 8
2 Mexico 45 65 55 41 36 28 54 31 24 42.1 6
3 | Brazi 40 54 70 53 55 50 50 63 50 539 3
41 Peru 50 64 53 37 35 45 39 66 34 41.0 >
5 | India 34 64 67 77 55 55 58 60 54 °8.2 2
6 |south Africd 69 50 63 72 42 52 52 27 24 501 4
7 Kazakhstar 66 40 88 85 75 41 64 57 69 65.0 1
8 Turkey 46 42 37 47 30 33 25 21 30 34.6 !

Source: Fraser Institute Mining Survey 2013, vie@8dNovember 2016https://www.fraserinstit@.org/studies/annualurveymining-companie2013

Table 5.6 Definitions of types of democracy and types of economy.

S/No Types Definition Example
1 Economy (Traditional Custom and tradition dictate what to produce, how to produce it, anchtonwHunting, fishing [Rare in the 21st century, some
economy and farming are the main economic activities in such an economy. exist (e.g., in Papua New Guine
Command/ In this type of economic system, the government owns all meansdidgiion. Rulers and Cuba, China, former Soviet Uni
Planned economycentralized governments impose their economic choices on society in the form of productio
Market economy [Market economies are based on consumers and their buying decisions. Market trends @&nd [USA, Japan
popularity generate what businesses produce. The producers choose how to make product
the most economically sound decision.
Mixed economy [Both the government and individuals play important roles in deciding how much to produce Canada, Sweden, UK
The ranking is based on the total score of fAmild degderusacienvesti maretsdi.ment so,
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what to buy. Typically involves aspects of a market economy (competition) and government
involvement (such as environmental regulations and the social safety net).

Economic |Capitalism Individuals and corporations are freeitgest in and own all aspects of a business. People ow|USA, Australia, UK, etc.
system own companies and can manage them to earn a profit
Socialism Political and Economic System in which businesses are controlled by the governm¢Sweden, Denmark, etc.

rather than individual People have equal rights to various benefits (health care, edl
etc.), and there is an effort to limit the inequalities of wealth and power. Taxes are ¢
high to provide these benefits and people can hold private property

Communism Government controls all business and individuals cannot own property or industries. All Cuba, China, former Soviet Uni
communists are socialists, but not all socialists are communists.
GovernancDemocracy Democracy is a politicaystem whereby a freely elected government represents (for a set telParliamentary India, Israel
models majority of citizens. There are usually many parties with a variety of political views. DemocrPresidential USA
governments can be of two types:
Parliamentary Presidential
A System of government where the A system of government in which the president is

legislature (congress) h#®e real executivelconstitutiondly separate of théegislature and he is t
power, it hasa Prime Minister elected by tlhead of the State and government.

legislature.
FederaRepublic |A federal republic is a type of government made up of smaller areas such as states or proviUSA, Mexico, Germany, etc.
where the central government cedes certain powers to the individual arselé-government
purposes. The citizens of the federal republic elect their own representatives to lead them.

Dictatorship /A dictatorship is a political system whereby a single person or party has absolute control ovNorth Korea and Sudan
entire nation (usually via the military). There are no free elections allowed.

Communism /A political model based on the theories of Karl Marx, Friedrich Engels, and Vladimir Lenin ({China, Cuba, North Korea,
Union). The government owns all means of producand wealth and there is no private propeVietnam
or free enterprise.

Theocracy Government leaders are members of the clergy (church officials), and the legal system is b{The Vatican (Pope) and Iran
religious law.

Monarchy /A monarchy has a king, queen, emperor or empress. The ruling position can be passed on Jordan, Saudi Arabia, Japan,
rul erds heirs. I'n some traditional mo n a r dUnited Kingdom

monarchy, like the UK, also has a democratic goremt that limits the monarch's control.
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5.11 Lessons for Pakistan

It is clear from the analysis of these eight developing countries that they dthpealed
political stability andsomecontinuity in theirpolicy framework. The contunty is important
because investors like the policy to continue unchanged due to the specific nature of the
mining operation.  All these countries subsequently came to one point and that was free
openmarket economy. They alledlared promotion of investment in the mining sector as
national interest and top priority. The fundamental elements of their success which are

lessons for Pakistan are summarized below.

Parliamentary emocratic form of system is the most commoatioptedsystemin these

eight countries with a five years average as the frequency of elections. All these eight
countries have a free market economy. The range for the World infrastructure ranking is 15.1
i 66.5 with an average of 45.638. The range for the anpogllation growth for these
countries is-0.4 - 1.3 %, whereas the average is 0.931 %. The range for the annual GDP
growth for these countries is 1.5 %, whereas the average is 3.788 %. The range for the tax
revenue/GDP for these countries is 10.34.4 %, whereas the average is 23.266 %. The
range for the unemployment for these countries i 22.9 %, whereas the average is 9.45

%. The range for the population below international poverty line for these countrieg is 8.2

51.3 %, whereas the aveeag 28 %.

These countries initiatetie following positive steps to progress their ecomnesn

1 Continuity in the political system of the countmyhich ensured the continuity in
royalty and taxation system toigaonfidence of the investors;
1 The governmets (especially the Latin American States) turned into an investment

promoter and regulateather tharbeing an active partner
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1 Specific mining laws geared towards attracting mineral investment were introduced
which guarantedoreign direct investment imining sector

1 A userfriendly regulatory body for mining operatiomgs introduced to opethneir
mining sectos to foreign investments;

1 Repatriation of profits and capital, tax stability and sascrimination against foreign
investors;

1 A policy of minimal-discriminatory fiscal system among local and foreign companies.
For example, the Investors were allowed to conclude a tax law stability agreement
with Peruvian government whiapvethem additional confidence in investment. In
the case of Kazakhstan] #he mining specifieroyalties and taxes were revoked in
1990s to attract internationaMi@stment in the mining industry; and

1 All these countries had a central control of all minerals (State propettlyit is

mined).

The following lessens are conclutléo be considered for Pakistan:

1 Continuity in the political system that will ensure the continuity in mineral sector
policy to gain confidence dhe investors;

1 A strong regulatory regime in line with theading practices of the mining world;

1 A policy of the government turning into an investment promoter and regulator as
against being an active partper

1 Specific mining laws should be introduced for attracting mineral invesimdanth
should guarantee foreign direct investment in mining sgector

1 A minimd-discriminatory fiscal policy among local and foreign companies to gain

their confidence and attract foreign investment in mining seatat
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1 A progressive policy which should adapt to changing environment. A specialized

study group should be formulatemrevisit mineral policy every four to fiwgears.

5.12 Conclusion

Chapter five has examined the p@g of eight selected developing countries. This
examination was done keeping in view five key policy elements that are critical for any
country to develp its investmentfriendly mineral policy. Thdive key policy elementare
political stability; economic situation and reforms; legal framework of the country; regulatory
framework for mining operationdaxation systemThese five elements will be used i
chapter seven as a basis for comparison and gap anafyBlakistanagainst the eight
selected countries

Chapter six will focus on the role of stakeholdershi@policy development process. It will
also examine the rgleelevance and expectatiooisstakeholders and communities in mineral
development. It will identify the major stakeholders in Pakistan. Most of the mineral
resources of Pakistan are located in the remote areas, so it is important to hadegth in
study of these communities and thetegzion for indigenous people to participate in the

development of the sector.
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CHAPTER SIX

ROLE OF STAKEHOLDERS IN THE POLICY DEVELOPMENT PROCESS

6.1 Introduction

Policy development is a fundamental function of any governmiEme. decision
process by Wwich individuals, groups or institutions establish policies pertaining to plans,
programs or procedures is called policy developmiems. a process by which government
translats its political vision into programmes and actidos its economicand sociasector
The traditional policymaking process was tevelopa policy andhenlet the public servants
implement it. However, this approach fails to recognise the many challenging factors which
shape the way policy is formulated, implemented and evauatee stakeholdersear the
impact of policy andimprovement in their lives determingse success or failure of a

particular policy.

Policy is a declaration that defines the
creates a framework withiwhich the administration and staff can perform their assigned
duties (Dukeshire and Thurlow, 2002). In the 1990s, many developing countries in Latin
America, Asia, and Africa adopted new fisgallicy and legaframeworksfor mining. The
purpose wago renove government barriers in the minerals seeatwlto mobilize private
investment.There is @emptationfor countriesto copy policysolutionfrom othercounties
However, thiscanlead to the implementation of-#dapted and often inappropriate mining
programmes. Therefore, Pakistsimouldnot copy and transfer perceived efficient proesss
that work for a given country, but rather adopt a policy development process involving the

key policy developmerdesigns, building on domestic issues.
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A mineral poicy with the aim of achieving real, measurable and {1 development

goals should be formulated on the basis of prevailing circumstances in the particular context
and time (Radetzki, 1980). A successful mineral policy requires the identification of the
interested parties (1 Ps), their i nterests

oeffectivenessd to achieve the policy goal s

States have certain goals and objectives atitey achieve these by implementing a heme
grown policy. The involvement of stakeholders positively affects the policy formulation,
adjustment, development aimtrease the likelihood of successimiplementation (Schalk,
2011). By interacting with stakeholders during the policy formulation process, the imgact an
results can benanagedand adjusted toneetthe national objectives. Another advantage of
involving stakeholders during the policy formulation processhest there is collective
ownership of both success and failure. In case of failure, there wileresble proprietor for

the failure and the reasons of failure can be identified and corrected. Local government
players increasingly involve themselves in interactive policy making to enable the non
government actors in decision making (Denters, 2003hdrabsence of local government, it
would be extremely difficult forall stakeholders to play their part effectively in policy
formulation. Stakeholder's involvemeistalsoreferred to as collaborative governance. The
goal of stakeholder involvement is tmaximize the performance of policies and give future

direction forlegislation.

Without the involvement of stakeholders, it wouldibgossibleto arrive at a enforceable

and workable policy document. Pakistan is bestowed with considerable geologesdigho

but to datethe share of the mineral industry remains less than 1% of GIs{ry of
Petroleum & Natural resources, Government of Pakistan, 2013). With appropriate mineral

policy, the mineral sector has the potential to contribute2 DSillion US$ resulting in 23
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% increases in GDRwith interlinkages and development of other tertiary sectors as well

(World Bank, 2003).
6.2 StakeholderDefinition

A formal definition of a mining industry stakeholder from a policy maker perspective
is, i Astakeholder is someone who will gain or lose through the outcome of a mineral policy.
A stakeholder can be a person, group of people or organisation that must be taken into
account when making a mineral pofidy (International Institute for Environment and

Development, 2005).

A stakeholdeilis someone who affects and gaffected by a process or an action. There is no
generic list of stakeholders for all processes, as their role and identification are dependent on
the type of process they are involved (Kusead Rist, 2004). The mining industry is peculiar

to its own environment which incorporates diverse stakeholders from the mining industry to
the local community. The poliemmaker has to consider a number of different dimensions

when identifying stakeholds. These dimensiorsse summarised inable 6.1.

Table 6.1Dimensions for inclusion in the stakeholder identification process.

S/N Dimension Explanation Example from_mining industry
0 (Pakistan)
People and organisations that hay{Ministry of Petroleum and
1 |Responsibility legal, inancial and operational NaturalResources.
responsibilities assigned to them | Ministry of Law.
the policy. {Ministry of Finance.

A stakeholder who can influence {] The ProvinciaMinistries of
ability of anorganisation to meet it Minerals and Natural Resource;
goals by ationsthose ardikely to |{Mining industry.
drive or impede performance. { Ministry of Law.

2 |Influence

® The definition has been derived from the following three sources:
1 The Stakeholder engagement malnuy the United Nation Environment Programme, 2005;
9 Studies in Mining Policy, the Fraser Institute, 2013; and
1 Responsible Business Initiative, the Aflacific CSR Centre Group and the South Asia Alliance for
Responsible Business, 2014.
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The stakeholders who have the n{{ The ProvinciaMinistries of
- interactions with policymakesand| Minerals and Natural Resources
3 [Proximity o . . C
themining industryincluding f'Mining industry.
internal and external stakeholders{Local community.
{'Mining industry.
The people who are most dependﬂl‘ocal community.
4 |Dependency X L fVendors.
on policy andanorganisation. o
fForeign investors.
T Suppliers.
1 The Minsters of respective
ministries.
The peoplavho are entrusted to 1 The heads of the local commun
: o (The local government
5 |Representatiorepresent other individuals based :
the regulatory structure. representates). N
fThe CEOOG6s of t
corporations.
{ Tradeunion representatives.

Source:Developed from

1. The Stakeholder engagement manual by the United Nation Environment Programme, 2005.

2. Ministry of Petroleum

6.3

Stakeholders may be directly or indirectly affected by the successes or failures of a

mineral policy. There are two types of stakeholders; internal stakeholders and external

and Natural resources, Pakistan, 2014.

Types of Stakeholders

stakeholdersvhich are explained below.

6.3.1 Internal stakeholders. Internal stakeholders are those who are directly involved in
the implementation and operation of a mineral policy. Some stakeholders also have the
influence to make important policy and implementation decisions. Internal stakeholders are
those thatire directly affected by the policyuch as government institutions, mining industry

and foreign investors. Many people or groups are directly affected by the mineral policy, such

as those who own the land or have legal or customary rights to useeise @roups are the

local communities and are included in the internal stakeholders.

6.3.2 External stakeholders External stakeholders are those who are not directly affected

by the change in mineral policy. These parties are not directly involved incteaiaking
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and policy implementation. External stakeholders include nongovernmental organisations,
vendor companies which depend upon mineral production and international economic

bodie$®.

6.4  Role of Stakeholders in Policy Development Process

Stakeholdemvolvement in policy development has been advocated by many researchers and
a participatory process is advocated worldwi@emmunity Toolbox, 2014)Policy making

should involve as many people and organizations as possildeavehinfluenced by the
policy. Involvement of all the stakeholders during the process of policy development will
lead to better and workable outcomes. As a result, a supportive environment of the
community will pave the way for effective implementati@ommunity Toolbox, 2014 )or

a better participatory process for policy making, we first need to identify the stakeholders and
their roles. It is important to note that all stakeholders are not required at all levels of policy
development process. Stakeholders play an important role in the policy making process. They

provide ideas and define the stakes involved through interactive dialogue.

The mineral law and policy framework for a countryis: the combination of laws and
regulatons that influence mineral development; policy elements influencing permits,
taxations and funds; and more importantly the social development of the local community
(Canada, 1974) . For exampl e, i n the 199060s
the Canadian mining sectwras half of what it wasint he 19806s (Bond, 20
reasons highlighted in the Kwagga Report (2001) wdree nvi r onment al body
watch led to withdrawal of large land for conservations and parks; and the urigeataund

the aboriginal claims and the concerns of the local communities which led to loss of

% For example, th&Vorld Bank, IMF and Asian Development Bank.
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confidence by the investor. Both these issues had its implications on the uncertainty of land

tenures.

As a result of the above, the mining association of Garaought various stakeholders
together to create a mineral policy that would address the concerns of all the stakeholders.
This idea was agreed upon by all and the initiative was named Whitehorse Mining Initiative
(Natural Resources Canada, 1999). The itélorse Mining Initiative involved
representatives from industry, government, labour unions, local community, and the
environmental protection bodies. The process started in February 1993 and ended in
September 1994, and the recommendations of the préaesed the basis of the 1996
Minerals and Metals Policy of the Government of Canada. The initiative saw the Canadian
mining industry contribute positively towards national GDP growth and beneficiation of

minerals in the last decade.

6.5 StakeholderEngagementProcess

A range of stakeholders needs to engage in the process for a nunbasafs at
various times and at different levels. The depth of their involvement can range from simply
receiving information to fully participating in decisionaking aml implementation (Figure
6.1). Meaningfulstakeholdeiconsultation is essential if the policy is to have the support it
needs to be implemented. The engagement process works effectively when responsible
authorities offer options for discussion and listerfédedback from stakeholders, including

recommendations.

The level of participation as a stakeholder depends on the degree to which that particular
stakeholder is affected by the policy or can influence its development and implementation.

Figure 6.1 offerssuggestions, butiltimately, the policymakemustdecide the nature and
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form of engagement. This will create an environment of trust and willdtiedamlining the

process

Engagement in Different Stages Participation and Importance Types of Stakeholder

Have the capacity and ligh interest

- . Internal Stakeholder
Decision making

Influential and considering the
policy process as important

Deliberations in
workshops or special
negotiations

|

Consultation and
focus group
interviews

Influential but considering the
policy process as unimportant

I External Stakeholder

Information in the
media briefing or
public hearing

Not Influential and considering the
poliey process as unimportant

Source: Updated

Studies in Mining Policy, the Fraser Institute, 2013.

Responsit® Business Initiative, the AsRacific CSR Centre Group.
The South Asia Alliance for Responsible Business, 2014.

Figure 6.1 Levels of stakeholder participatios-a-vis type of stakeholders.

Given the sensitivity of the political environment in Pakistae, selection opolicy-making
participants shouldilso be done in consultation witbritical stakeholdersin doing so, it
ensures that they have a say in the prodem® the beginning.lt also enhances the

understanding of who the stakeholders ar¢heif opinions and of relations among them.

6.6 Stakeholdersldentificationfor Pa ki st andés Mi ner al Sector

Stakeholder analysis is an important part of developing a stakeholder engagement

plan, but before making a plan, identification of stakeholderivatg. It helps to pave a way
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to engage all the parties who are involved in the research and development of the policy. By
identifying the stakeholders, the aim is to engage them in the early stages so that

implementation is collectively guaranteed (OR0,14).

One way of identifying key stakeholders is to classify the different groups along-a two
dimensional matrix (Figure 6.2). For instance, minilgpendent poor people in rural areas
are important stakeholders as they are highly affected but oftenlitikesénfluence. The
Ministry of Petroleum andNaturalResources is also a major player because of the influence
it wields. Similarly, a mining industry that expands its businesses by mining cannot be
ignored. While there will be different views on whasld participate, serious effort must be
made to involve those who are most affected, particuladyginalizedgroups living in
remote areas, which aodten poorand lack capacityo effectively participate in the poliey

making process

A

=

% Stakeholders that are Highly affected
- little atfected and stakeholders with
:‘é have high influence high influence
é"‘

-’

0

<

é Stakeholders that are Highly aftected
= little atfected and stakeholders with

have low influence low influence

>
Importance (Type of stakeholder)

SourceDevelged from

1. Improving Framework Conditions for Extracting Minerals for the EU, Enterprise and Industry Directorate
2. General, the European Commission, 2010.

3. The Stakeholder engagement manual by the United Nation Environment Programme, 2005.

4. Studiesn Mining Policy, he Fraser Institute, 2013.

5. Responsible Business Initiative, the A8lacific CSR Centre Group and the South Asia Alliance for
Responsible Business, 2014.

Figure 6.2Stakeholders analysis matrix: who should be involved?
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For identifiation of stakeholders, an impact analyaisleis drawn (Table 6.2). In the impact

analysis, all potential stakeholders are listed with their impact on different spkeres.

example, the local community, which is an internal stakeholder having higkro#éwn the
policy making process, is highly important for consultation as it é@momi¢ social,
environmental and lasandorder implicationson the area. Thereforépcal community is a
critical stakeholder in the policy formulation process and musergaged as early as
possible to give credibility to the process. Similaflgpse stakeholders who hawegh
influence on the policynaking process and are also highly important for consultatento
their economig social, environmental and law and erdnpacts on the areare considered
to be critical stakeholder#t is important to note here that this stakeholdentification is
done specifically for Pakistawhilst taking into consideration the ount r y 6 s

economic, social and security émnment.
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Table6.2St akehol der i mpact analysis in Pakistanés mining industry.
Governmen{ Mining Local Local Law enforcing |Religioug Financial | Media | Judiciary| Acadenia | Trade |Internation{ NGO's
Stakeholds industry| community|representativf  agencies | parties |institutions Unions | | bodies
Impact area
Internal | Internal| Internal Internal External External| External |External| External| External |Externall External | External
High influence on the policy Low influence on the policy
Economic \% \% \% \ \% \% \ \% \% \% \ \% \%
Social . \Y \Y \% \Y \% \% \ \ \% \% \ \% \%
Highly
Environmental Important \% \% \% \% V V V vV
Law &Order vV \Y V V V V
Legislation Low V vV V \Y \Y \Y \Y V V V
Business Low V Vv V \Y \Y \Y V V V V
Academia Low V V V V V V \% V
Confidence | ) v Y, Y, Y, v v Y, v v Y, Y, Y,
building
Source:

Natural Resources Windjinistry of Petroleum & Natural Resources, Government of Pakistan, 2013.
Ministry of Defence, Government of Pakistan, 2015.
Prime Minister's Secretariat, Government of Pakistan, 2015.
Ministry of Interior, Government of Pakistan, 2014.
Ministry of Religious Affairs and Inter Faith Harmony, Government of Pakistan, 2015.
Ministry of Finance, Government of Pakistan, 2014.
Ministry of Law, Justice and Human rights, Government of Pakistan, 2014.

127



The various critical stakeholders identifiedTiable 6.2are=

6.6.1 Government, itsaffiliated organs, and implementation bodies The Government of
Pakistan is an internal ammlitical stakeholdersit is affected economicallyf the policy is

not producingeconomic and social upliffThe government in Pakistan operates through its
subsidiary ministries. The important ministries that should play their role in miparey
formulation areMinistry of Petroleum andNaturalResourcesMinistry of Finance Ministry

of Environment, Ministry of Water and PowerMinistry of Defence, Ministry of
TransportationMinistry of Law, Ministry of Education,Ministry of Religious Affairs and

Inter-Faith Harmony anilinistry of Manpower and Welfare.

The latest mineral poljc of 2012, namely the NMR2, was formulated without the
consultation of thes®linistries which resulted inthe exclusionof a meaningful input from
these intergovernmental Ministrie&. very important aspect to note this mineral policy
paradigm is thathe resources are the property of the provinces, but the policy for their
utilization and beneficiation is formulated at the federal |eVris means that therovincial
governmentsnustformulate their own polieswithin the overall boundaries of thational
mineral policy (Sohail, 2013). This arrangement of policy formulation makesprigmcial

and federal coordination a very important aspect which was completely ignored in the
formulation process of NMR. Interlinkages betweerMinistry of Water and Power,
Ministry of Finance andVinistry of Law are pivotal for smooth functioning of the mineral

sector.

6.6.2 Mining industry . The mining industry is a very important stakeholder for any
mineratrelated policy and implementation process. Mineralaetion and beneficiation have
adverse effects on biodiversity and the environmégne literature provides ample evidence

on how a mining corporation should act to do no harm to the environment, people, and social
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values. Companies normally tend to get enand quick profit with mining, thereby
neglecting responsible mining practic&ich neglectan ignite conflicts with surrounding
communities and have severe environmental impag&tscor por ati onods rol e
stakeholder in the policy formulation walddress their genuine concerns and also ensure that

responsible mining practices are followed.

Extraction of mineral resources has both positive and negative impacts for local residents,
governments, and our environm@ntBecause minerals are public assalecisions about

their extraction and exploitatiomusttake place in a transparent and participatory approach.
The government should make the discussion public so that it is subject to scrutiny by civil
society. Problems will arise with an imbalance pbdwer between resourceful and
knowledgeable mining companies and unprotected communities. A responsible -mineral
development structure can redress this imbalance and will allow following the bestaburse

action which addresses the concerns of all stakiehsl

6.6.3 Local communities and their representatives According to the census held in
2011, Paki st an 0X3niloh @rinkhafo201?) wath & totaland aeaof
803,940Km=. Paki st aiohdaseas mie nnethie gotovince of Baluthis Sind and
Khyber Pakhtunkhwa (KPK)Seventy per cendf the population live in rural and remote
areaqAfzal, 2009) Reko Dik, Thar Coal and gemstones are in extreme remote(Sizs|

et al., 2013)where security has remained the main concernlasedecade.

Table 6.3 shows the minerakalth distribution of Pakistan in its provinces. It is evident that
approximately 98 % of the total minenakalth of Pakistan is in the provinces of Baluchistan,

Sindh, and KPK. However, poverty, unemployment,ltheand education indicators atiee

0 Local employment opportunities, economic boost, and governmental revenues are some of the positive
impacts of mining, whereas environmental degradation and social unrest due to conflict with the mining
corpordion are some of the negative impacts of mining.
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worstwhencompared to the wealthiest province of Punjab. Unfortunadelyng thepast 68

years, Baluchistan and KPK dhanotbeen developed due to political inability aatack of

coordinated effort. Sui in Baluchesmh produces 84% of t he Palk
production’! but, until now, Sui town is without any supply of natural gas (Index Mundi,

2013).

The population density of Baluchistan is only 18.9 personKpér(Table 6.3). Due tthe
discriminatory approdctowards development of smaller provinces, the local population
Baluchistanis being exploited bythose who are against Pakistand its development
(internal as well as external)This has resulted in an insurgency in Baluchistamd
organizations ke BaluchistanLiberation Army (BLA) and BaluchistarLiberation Font
(BLF) havetaken up arms against the State. The situation gets worse whendowalunity
objects toforeign compaies working in their territories As there is no local community
involvement in the policy formulation process, they disrupt the production and further

exploration in the area.

For a successful mining operation in mineieh areas, it is imperative to include the
indigenous peoplé in policy making. The policy should addee the basic needs and

development of these people to refrain them from armed conflict.

"I pakistan natural gas production was 1462.9 Billion cubic feet in 2012.

2 Indigenous people of Baluchistan and KPK Province should be included in the process of consultation. This
can be done by includintheir local representatives (local Councilors and Nazim of the area), and not the
Sardars and Maliks who only represent a family and has little or in some cases no contact with the local
population.
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Table 6.3Provincial distribution of mineral wealth and corresponding povetyiction indicatorsPakistan.

Area |Population Density Mineral reserves (% of total) Unemploymen Literacy 4
S/Ng Province Populaton . Healt
Vi Km?2 %" /pIng Copper| Gold | Silver| Iron | Coal |Natural ga % rate (%)
1 Punjab 205345 55.63 358.3 - - - 53 0.13 9.56 19.10 28.4 10.8
2 Sindh 140914 23.00 216.0 - - - - 99.7 458 14.43 28.4 10.8
3 KPK 74521 13.41 238.1 2 - - 24 0.05 1.86 26.83 34.0 15.5
4 |Baluchistar 347190 4.96 18.9 98 | 100° | 100" | 23 0.12 84 33.48 21.1 7.5
Sources:

Pakistan bureau of statistics, 2014.
The World Bank, 2014.

Natural Resources Windjinistry of Petroleum & NaturaResources, Government of Pakistan, 2013.

Ministry of Health and Population, Government of Pakistan, 2015.
Ministry of Federal Education and Professional Training, Government of Pakistan, 2014.
Ministry of Interior, Government of Pakistan, 2014.

3 Data does not include Federally Administered TribalaAf@ATA) and Islamabad Capital Territory (ICT).
4 Expenditure in % of total budget spending.
> Out of total Copper reserves, 84% at Reko Diq, 7% at Saindak and 9% in different locations of Baluchistan.
® Complete reserves at Reko Dig and Saindak, Baltarhis
" Complete reserves at Saindak, Baluchistan.
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6.6.4 Law-enforcing agencies (LEA's) Security is an issue in Pakistaspecially when
companies aréoreign. The main security issues are originating from terrorism among other
challenge=.g. kidnapping, ransom and target killifakistan has remained a targetierce
terrorism ever since its alliance with the international war on terror after, 20@lthe
country is currently ranked second after Somalia in terrorism (Tribune, 2014). Fereign
persons kidnapping is another issue in which Pakistan is rankiedylioibally (Red, 2012).
During the period from 2001 to 2014, Pakistan lloas43,000 lives and 85 billiotJS$due

to terrorism andts precarious security situation (Strachan, 2012). This loss does not include
the opportunities coming from FDlhich coull have been invested if the situation was

peaceful.

Foreign investors are reluctant to invest in Pakistan due to the precarious security situation
and the fact that 90% of the minerals are present in areas where the security sitalagon is
worst (Figure6.3). Over the years, the role of LEA's has become vital for ensuring the
security in the western parf the country. Althoughthe military is the third line of defence

after the police and civil armed forces, due tbe extreme situation of terrorismnd
insurgency in Pakistan, the Army is given the responsibilitcdmbatinternal security
threats. Figure 8.shows the areas of active operations under Pakistan Army dureneal
conflict. The consultation of the army as a stakeholdethéseforeimportant due to its
prolonged presence in the minergh areas of Baluchistan, KPK and Federally
Administered Tribal Area (FATA). Their involvement in the policy formulation process is

vital for three reasons:

1 The military has the intelligence and undersiag of the activist and terrorist groups

operating in that particular area.
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1 Without the consultation of the military, the intensity of the threat is difficult to
measure, which will result in critical gaps in the policy regarding the security
situation.

1 A detailed input from the military is necessary for the implementation plan of the

policy in the mineralich areas.

The current situatiagin Baluchistan, KPK and FATA merit consulting all the LEA's
as a stakeholder to undertake any mining venture.idnr& 64, areas are shown where
banned terrorist organizatisand Baluch insurgents have influence andproxokinglocal

communities against the state.

A
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Source: Updated
Geological Survey of Pakistaktlinistry of Petroleum & Natural Resources, Govermingf Pakistan, 2013

Figure 63 Geological locations of mineral resources of Pakistan.
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Figure6.4 Areas of Pakistan under terrorist and insurgent influence.

6.6.5 Religious Monarchs Pakistan was created on the ideology of Islam in 1947.
Muhammad Ali Jinnah, the father of the natjotefined Pakistan as a progressive and
enlightened Islamic State. Due to this, tleéigious parties havenever been able tobtain
majority-participationin the national assemblifowever, these religious monarcésd their
supporting partiehave streepower to gather people due to an environment of fear and
forced manipulation (International Crises Group, 2011). Pakistan has a predominant Sunni
population of about 85%, whereas-12% population belongs to Shiacs. The Sunni sect

has further four follower sects which are inter maligned in the society. Due to this complex
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division of main sect into the splinter factions, irsect violenc&,’® and conflicts are inbuilt

in routinefunctions (International Crisis @up, 2015) Since2007, there has been a sharp
resurgence of sectarian violence in Pakistan. According to the South Asia Terrorism Portal,
an online database, there were 631 sectarian incidents in Pakistan between 2007 and 2011
that led to the deaths ofer 1,649 people. In 2010, 509 people were killed and 1,170 injured

in 57 incidents of sectarian violen¢&ankel, 2014) In 2011 the incidence of sectarian
violence decreased (203 killed and 297 injured in 30 incidents), only to soar in the first five
morths of 2012: between January and May7 people were killed in 51 incidents (Kfir,

2014).

Another problem in Pakistan is the presence of a large number of religious schools
(Madrassas) irthe rural areasPeople in rural areas cannot afford to send thkildren to
expensive schoolghere there is better educatidrhey find it ea®r to send theichildrento

the free Madrassas established by religious monarchs across the country. This has resulted in
a paralleland diverse education systemwhich is the main cause of extremist thoughts and

ideology in the young generation.

Pakistan's cultural diversity and religious structure have formed a complicated framework
which has an impact on legislation. A foreign investor sees and perceives Pakistan as a
socety with strict Islamic laws, where investmaniarantees aneon-existent The situation

is totally different if we follow the true spirit of Islamic laws. For this very reason, it is

'8 Sectarian violence is the violence between members of the two main sects of Islam, Sunnis and Shias. It is

also between the Barelvi and Deobandi-sabts of Sunni Islam. Approximately 50% of Pakistadentify as

Barelvis, but Deobandis who account for approximately 20% of the population, follow a more orthodox

version of Islam and consider certain Barelvi practicetslamici e x ert a signi ficant i nflu
security situation. This ibecause most extremist militant organisations in Pakistan are Deobandi and more than

65% of all Madrassas (Islamic schools) are run by Deobandis. Sectarian violence in Pakistan manifests
var i ousdort aatsd: téatrigtet ed ki | | ite) guridedodmbinge anlyunrattack® dgainsti v a |
another sectds mosques, funerals or religious proces:
Pakistan has the seccladgest Shia community in the world after Iran, widespread sectariamemlthreatens

to destabilise the country and the region. Moreover, the growing power, networks and resources of sectarian
organi sations wil/ | ead t o a nfragile securdy situatdret er i or ati on o
“Global Securiltyl amg, mWBareladcessed June 19th 2015,
http://www.globalsecurity.org/military/intro/islatharelvi.htm.
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necessary to include true religious scholars in the policy formulpticadigm. They are very
i mportant stakeholders as they control al mo

rural areas.

6.6.6 Financial institutions. Pakistan has a stable and growing banking sector with 9
independent development finance bankatSBank of Pakistan, 2015)lthough theState
Bank of Pakistan is an autonomous body practice it operatesnder theMinistry of
Finance. In 2013, expansion of déifatbilities increased 7.2% due to poor governance,
terrorism and government expendédsr on nordevelopmental projects (State Bank of
Pakistan, 2014). There is a need to consult and involve financial institutions in-policy
making including the executive financial departments of governnagaktthe Ministry of

Finance.

6.7 St akehonvol @ eing nt i nMineral lPalides an 6 s

The aim of a good mineral policy is to attract foreign direct investment (FDI) through
competitivenessandby ensuring a stable and secure environment. This stable and enabling
environment requires political and csal stability which are the foundatiestones in the
investment cycle. Withimited capita) there is competition in today's mining wottdsecure
capital Mining companies arecalingback their operations due toargin squeee andthe
mining investmentexploration and mining) isnainly confining to the countriessuch as
Australia, Chile, Canada and many African countriéswever, the geostrategic location of
Pakistan and its proximity to China (one of the BRIC countries), provides Pakistan
opportunityto attract foreign mining corporations fmvestments Kigure 6.4).By keeping
strong trade relations with China, India, and Russia, Pakistan can benefit its local mineral

industry, as these BRIC countries are close neighbours to Pakistan.
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P ak i s tomomy depemrds upon foreign aid anternationalloans. The World Bank has

ranked it as a lower middiacome country Pakistan has debtpayableto-GDP ratio of

184.7 (World Bank, 2014). Pakistan is facing acute security and governance challenges
whichar e i mpeding the countryds economic gr owt

governance issues in the proposed mirpodicy development framework.

Given the complex nature of its conflicting stakeholddrs,last policyfailed to achieve its
objectives. It was made in isolation without incorporating the stakeholders and without
analysingthe impact of stakehold@onsultation process. Mineral development and the
mining industry have an impact on the economy, social development and other industries
directly or indirectly (Leuw, 2013). There is a need to incorporate all the stakeholders in the
mineratpolicy development process so that directions are set for international investors. This
will facilitate addressing issuesuch as:confidencebuilding for international companies
addressing unstable and volatile political and civil atmosphetegeloping measurable
atmosphere with defined deliverables for a mineral pplioymulating the guidelines for
interaction between provincial and federal goweents for implementation of mineral
policy. The llowing are the most important stakeholders for developing and implementing a

mineral policy in Pakistan:

1 First, he federal Governmertecausall the resourceshouldbelong to the State and
the Statecan therextract benefits for mining;

1 Second, the Pakistan military, because security and s&safi®nment are of utmost
importance for foreigiinvestment. For progress to take place, the military has to play
its role in normalising the law and ordetusition;

1 Third, the bcal communities and their representativess important totake the latter

on board before policy formulation amdplementation
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1 Last but not least, the mining industry itself.

6.8 Conclusion

Chapter six discussed the rpleelevance and expectationsf stakeholders and
communities in mineral development. It also identified the major stakeholders in Pakistan.
Most of the mineral resources of Pakistan are located in remote &heg®&. poor provinces
were compared against the whast province of Punjab. In addition, chapter six identified
specific areas which need to be addressed before formulating a responsible and sustainable

mineral policy.

Chapter seven willattemptto develop a strategiit for mineral policy framework for
Pakistan, a framework whidbestsuitsherenvironment. Chapter seven wallsoanalysethe

gaps between Pakistands cur r ecotntympaliaies.r a l pol i
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CHAPTER SEVEN

POLICY CONSIDERATIONS FOR THE MINERAL SECTOR OF PAKISTAN: A

GAP ANALYSIS

7.1 Introduction

Pakistan is gifted with significant mineral resources sneimerging as a promising
mineratdevelopment destinatiorRrovided that proper direction is setetsector has the
potential to fulfilP a k i snatiarmald@aals andmbitions. Despite Pakistan formuej two
mineral policiesin the past t he sectords contribution to n
than one percent). This GDP contribution is out of sgieen the presence of significantly
large concentrations of meral deposits and industrial minerals.

Mineral policy formulation is a multifaceted and dynamic procedsch requires flexible

and transparent decisionaking that embraces a diversity of knowledge and values. Policy is
the vision and objectivthat isneeded form nation to move forward. Minergblicy defines

the direction thata nation follows in order to extract maximum benefits from its mineral
resources. Despitiés two successive mineral policies of 1995 and 2012, Pakistan has been
unable toobtan required economic growtbomparable tmther developing minerddased
economies of the world. This situation calls for a concerted effort to identify the
shortcomings irP a k i sntinaral @dicyas compared tdeveloping countries analysed in

chapter ifve.

7.2  Gap analysisi Definition
AGap analysis is a way to compare the curre

the gaps with regards to c% meahalsa becdefinedas, t h e

®Derived from the World Bank publication on APublic S
Comparison to |International Standardso, 2010.
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fiThe determination of the differendeetween current knowledge/practices and current
evidenceb as e d p ¥ &aps darcoecsiron knowledge, skills or practice.

Chapter four highlighted five key policy elements that are critical for any country to develop
its mineral policy. These argolitical stability; economic situation and reforms; legal
framework of the country; the regulatory framework for mining operati@xsition system.

The eight countries which were analysed in chapter five are ,Gele) Brazil, Mexico,

India, South Africa Kazakhstanand Turkey.

7.3  Gap Analysis for theMineral Sector of Pakistan

Pakistan has a large endowment of mineral depasithiding precious metals, dimension
stones, industrial mineral, rock salt and cddinfstry of Petroleum & Natural Resourges
Government of Pakistan, 2013). These mineral resources have the potential to contribute to
the economic growth of Pakistan; however, there is very limited investment and exploration
in this sectorwhich indicates dack of a coordinated angell-conceived mineral policy. The
steps to performing a gap analysis are given below and explaifrégline7.1.

1 Find out the current préices and the current situation;

1 Determine what the leading practcare

9 Establish the gap;

1 Developanoption to plug gaps; ah

1 Develop an implementatieplan to arrive at the objectives which are based on the

leading practices.

8Derived from the European Commi ssion publication on
Policy in the EUO0O, 2012
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Objective

Developa plan to
close the gap

Current situation Leading practices

Figure 7.1Steps to performing a gap analysis.

7.4  History and Current Practices

7.4.1 Political and economic paradigm of PakistanPakistan is a Fedar Republi¢ with

a parliamentary form of governmergoverninga population of over 183 million (the world's
6th-largest). The Prime Minister is the Head of the Cabinet and the goverrnviarstry of

Law and Justice, Pakistan, 2014). During the pasy @a r s , Pakistanos
democracy have been transitory, as brief democratic mbge followed by prolonged
military regimes (Khan, 2011)Since independence in 194Pakistan has had three
constitutions The latest and the current, was pronatégl in 1973. However, in the 68 years
following independencethe country has seen three occasions where its constitution was

broken/heldin-abeyance by a military coup (Table 7.1).

Political stability is important for the economic growth and confiddmakling of foreign
investors as it ensures the continuity of policies. It is also believed that the continuation of
the political system is essential for economic growtst there seems to be a contradiction in
this conventional wisdom ithe case of Plastan (Husain, 2009). An interesting fact is that
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wheneverPakistan hadnilitary governmerg, GDP grew positively as compared tahen
Pakistan hademocratic governments (Table 7.1 and Figure T129.possibleeasorfor this

is that prolonged militaryule providedpolicy-continuationguaranteeto investors.
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Table 7.1Form of governance in Pakistan since 1947 and its effects on GDP growth rate.

Power structure Average % GDP growth
Period | Years Form of government Head of State Head of government mar(:SPafcr:ittzjlﬁioégsbgctm
1 (19471949 2 gglr?griaa43system of governance under a Govern .o nor General Governor General {3.11 % (10.22 in 1954/
2 (19491958 9 Rf/micr:gtfn‘é"g:‘; ﬁ{gﬁ%%?;i%‘g’;gi&fﬂ%%vemm Prime Minister Prime Minister 585%
3 19581969 11 |Martial law?’ COAS® 55%1/8.6 %
4 119691973 4 |Martial lawunder a civilian dictator COAS and Civilianﬂait&i)e;lgl?w administratof1971 5%°/7%
5 |19731977| 4 9Doemocratic with Parliamentary form of governm Prime Minister 6%/25%
6 [19771985| 8 |Martial law COAS 12%/9.5%
7 119851988| 3 |Democratic with Presidential form of governniérl  President (COAS) Prime Minister 7%18.4%
8 119881999| 11 |Democratic with Parliamentary form of governm President Prime Minister 4.7%14.2%
9 [19992003| 4 |Martial law Chief Executive (COAS) 3.29%/5.6 %

8 Mining sector is part of production sector which comes under manufacturing sector.

8 Muhammad Ali Jinnah, the founding father of traion was the first Governor General.

8 Major General Iskander Ali Mirza was the Governor General having a strict control over the politicians.
% Data source is Federal Bureau of Statistics, Pakistan.
8 The first constitution was approved in 1956, befohich the government affairs were mainly run through British Indian Constitution of 1935.
87 A law under which emergency is enforced and civil laws are repealed.
8 Chief of the Army Staff: He is the commander of the Armed forces of Pakistan.
8 The averagergwth rate was at 8.14 % in 197071, when military was in direct control of the country and General Yahya was the President.
% parliamentary democracy was first introduced to the country through the Constitution of 1973.

L A parliamentary form of govement when people elected their representatives ospatgbasis but General Zidl-Haq was the President with powers to overthrow the

government (he exercised these powers in 1988 to overthrow the elected government of Muhammad Khan Junejo).
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1020032007 | 4 |Democratic with Presidential form of governni®nl  President (COAS) Prime Minister 6.75%/7.5%
11|2007-today; 8 |Democratic with Parliamentary form of governm Prime Minister 36%/5%

12 Total years after independence 68

13 [Total years in Parliamentary form of government 23 33.8%
14 [Total years under ehMartial law with the military leadership heading the state 34 50%
15 [Total years under the partition veterans with no constitution of its own 11 16.2%

Source: Updated
Democracy in Pakistan, Hasan Askari Rizvi

%2 A parliamentary form of government when people elected their representatives osbpsigyput General Pervaiz Musharaf was the President with powers to over throw
the government.
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Table 7.1 andrigure 7.2 explain thedifference in economic growth betweéha ki st and s

democraticallyelected governmesitand military governmest The best era
economywas 197785, when General Zia Ul Haq ruled the country through a martial law
(Table 7.1). The share of theanufacturing sector, of which mining is a part, also saw
progressunderthe military governments. The economic growth averagédo underthe

military regimes as compareddo average of.1% underthe democratic regimes.
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Figure 7.2 Comparison for annual GDP growth rate between democratic and military

governments.

The general economic paradigm of Pakistan was poasitierthe military regimeswith

almost all economic variableshowingsignificant growth.Based orthe datistical evidence

of economic parameters for the last sixty eight yeans appealing to make a correlation
between economic growth and dictatorial regimes (Khan, 2012). Does it mean that a military

regime is astrategicfit form of government for Pagtan? The statistical answer is yes
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However, critical analysis of the pestidgetary reviews and economic survéyevealed
that these economic benefits did not reach the mé&seema, 2004). The commaman did
not get any benefit from these growingoromies; therefore poverty and unemployment

regularlyincreased

The reality is that the regime changesilitary or civiliant did not make any substantive
differenceto the economic paradigm of the country. However, it is evident that the military
governmats performed much better than its political counterparts, which is a clear indication

that continuity of policies and unity of command has a direct effect on meaormmic

growth (Table 7.1 and Figure 7.2) So it dés not the f atingitheof gov
economic growthinstead the continuity of policies, security of investment and economic

guarantees attratoreign investmentsvhich, in turn, leaslto subsequent economic growth.

7.4.2 Legal framework. Paki st ands | egal hedegad system dBritsh b a s e d
India, thus ultimately on theommon law of Englandand influenced by IslamiSharialaw

(GOP Constitution, 1973). The current legal framework of the mining sector in Pakistan is
covered under article 141 & 142 of the Constitution of Islamic republic of Pakistan, 1973. It
consists of three different documerntsThe 1948 Act for the minerals and -gihs sectors,

National Minerals Polici995, and National Minerals Poli®012. After the 18
Amendment to the Constitution in 2QQ8| provincesnow have th& own separate meral

policies

7.4.3 Regulatory framework. The Ministry of Petroleum and Natural Resources of
government of Pakistan is entrusted wittsponsibility for policy formulationprovision of
policy-guidelines to the provincgsoordination of Pakista@s mireratsectordevelopmentn

orderto attract and sustain privasector investmentMinistry of Petroleum andNatural

3 Economic survey of Pakistan by Ministry of Finance, Government of Pakistan, 20980
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Resources, 2004). Minerals, petroleum and gas in Pakistan are the responsibility of the
Ministry of Petroleum and Natural Resourcddnder The Constitution of Pakistarthe
responsibility of nuclear minerals and those found in the territesywith the control of the
central government, i.e. with the federal government. In 2008er the 18 Amendment to

the Constitution, all other mindraesources were declared under the direct control of

provincial governments (Government of Pakistan, 2013).

7.44 Mining royalties and taxation. Under the legal frameworlkhe royaltyis collected
by the provisional governments &slows (Ministry of Petroleum andNatural Resources,

2013):

1 Precious stones 10%
i Precious metal 3%
1 Base metals 2%
1 Others 1%
The following rates of royalty on coal are being charged by the projtieeserates exclude

the15% sales tgx(Ministry of Petroleum andNaturalResources, 2014):

1 Government of Pakistan 0. 2USY¥- per tonne
1 Government of Punjab 0.35US¥- per tonne
1 Government of Sindh 0.6 USY- per tonne
1 Government oKhyber Pakhtunkhwa 0. 25USY- per tonne

Royalties on coal and for constructiand industrial materials are charged according to mass
and not as percentage of sales. For all other minerals, a standard policy is applicable
according to which royalty is charged on the gross value of sale determined onpattyird

(armslength) basisThe rates vary, with 10% charged on precious stones, 3% on precious
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metals and senprecious stones, 2% on base metals, and 1% on other mirMnailstry of

Petroleum andNaturalResources, 2013).

7.5 International LeadingPractices

The last two decaddsave seen a significant shift in the investment practices of mining
companies across the world. The investment has largely shifted from themgbolbaio more
disperseddeveloping countries in the South. This shift in mining capital into the developing
world is due to specific mining laws geared towards attracting mineral investment
(Dougherty, 2011). The analysis in chapter five helped standardize -praeste for the
development ofuchcountries based on their mineral potential. Table 7.2 hiditghe best

practices of the eight selected developing minkesled economies.
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Table7.2Leading practices of selected eight developing midemabd economies and its comparison with Pakistan.

S/Ng Category Description

Range

‘ Average

‘Standard deviation

Pakistan

Remarks

. Democrac
Politics ang y

democracy

Parliamentary dmocratic system

Parliamentary systeth

All the four Latin Americar’® countrie
and Turkey have Parliamentar
democratic systens, whereas South
Africa and India hee parliamentar
form of governance. Kazakhstan ha
hybrid syster.

Frequency election

4 -7 years

5.1 years

0.9 years

5 years

Pakistan:Within the range of standg
deviation.

Type of economy

Free market econo

my

Free market economy wi
a blend of Islanic laws

All selected developing countries h
free market economy.

GDP

202.3 billionUS$
2246 billionUS$

908.5billion US$

752.074billion US$

245 billionUS$

Pak i sGD®& risbbelow the avera|
but itos within
deviation for he selected countries.

Annual GDP growth
Economic
situation

1.1-6%

3.8%

1.7%

3.6%

Paki sGD® mroveth rate is in lin
with selected developing countri
however there is still room fq
improvement and it should ideally be
the range of % % annually.

Taxrevenue/GDP

10.371 344 %

23.3%

7.3%

11.9%

Paki staxaevehswe/GDP is beld
the allowable standard deviation.

Unemployment

5.21 249 %

9.5%

6.1 %

6.2%

P a ki s hempldymentus below tf
averagelt is one of the areas wh
Pakistan has perforea well.

Poverty’

8.21 51.3%

28 %

14.9 %

22.3%

Pa k i s toeenydssbelqw the averal
but itodés within
deviation for the selected countries.

Others Infrastructure ranking

15.17 66.5

45.6

13.8

118

Infrastructure rating for Pakistan i

below average and it slso belowthe

% A constitutional democracy, operating in a parliamentary system.
9 Developing Latin American countries selected in chapter 4, which are Chile, Brazil, Peru and Mexico.
% Both parliamentary and presidential system.

" Population below international patg line.

% Infrastructure ratings are the average ratings of transport, electricity & telephony, information, communication andjyeethmation, health, security, and public

institutions.

149



standard deviation for the seleg
countries. Infrastructure plays a piv(
role in attracting foreign investment.

17.5 millionT

1205.1 million 214.1 million

11 Population

378.9 million

183 million

Pak i st aopufation ip below th
average and is within the allowa
standard deviation for the seled
countries.

12 Estimated population growt]  -0.4-1.3 % 0.9% 0.5%

1.7%

Pa ki st gpuladiosy grpwth rate
very high and is above the stang
devation limit of the selectg
countries. The growth rate
exponential and needs to bensidere
in national planning

756,096km?2 -

13 Surface area 3,287,590 km?

2,567,389.7%m? | 2,403,061.83%m?

803,940 km?

P a k i sSigaificéns :

Source:Updated Derived and extracted from Table 5.1 in chapter 5)

World developing Indicators by the World Bank

Ministry of Law and Justice (Respective country)

Economy and growth, World development indicators, The World Bank (Respective country)
Infrastructure, World deelopment indicators, The World Bank (Respective country)
World population data sheet, 2014 by Population Reference Bureau

World population data sheet, 2014 by Population Reference Bureau

United States Geological Survey

Economy and growth, World developnténdicators, The World Bank (Respective country)
Poverty, World development indicators, The World Bank (Respective country)

Poverty, World development indicators, The World Bank (Respective country)
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7.6  GapAnalysis

A Democratic with Presidentidbrm of governmentis the most commonly implemented
form of governance in the selected countif€able 7.2).Chile, Brazil, Peru, South Africa,
Kazakhstan, and Turkey ha@emocratic with Presidential form of governmemthich
makes it the most popular form obwernment in the selected developing mindaded

economies. All selected developing countries haverfragket econoimes

7.6.1 Political stability versus economic growth The global economic growth has seen
aboveaverage growth during the past five ddes. Many developing countries sustained

rapid growth for extended periad¥he greatempart of this growthresultedfrom policy

reforms that provided macroeconomic stability, encouraged markets and embraced greater
openness to trade and investméixamges of high growth for over a quarter of a century by

Japan (195188), China (197803) and Korea (19548), are cleafindication of their

sustained economic policy and political stabil®dn t he ot her hand, Paki s
an average annual rate aifout 4.9 percerftom 19501999 Pakistands growth
and showed a declining trend (Figure3)7.In contrast, other developingnineratbased
economies showed less volatility (particularly in recent yeMsye importantlythe trend in

growthrate in these countriéscreasedaver time (Figure B).
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Figure 73 Economic (GDP %) growth of selected developing mineral base economies 1990
2013.

Figure 7.4 illstrates that all the three developing countries (Brazil, Peru and Kazakhstan) had
an increasing trend in economic growth as compared to Pakistan whictolatile growth
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with no clear trend ovea last 25 years. Brazil launched a comprehensive macroemnom
policy reform in 1990. These reforms subsequ
most successful market economies. Figuikilfustrates that Brazil had steady economic

gr owt h. Per uds e c o-peafonying ieconoroies en LatiAmetich. &heb e s t
countryodos increasing economic growth trend
macroeconomic policies (The World Bank, 2015). In 1990, Peru initiated a series of
structur al reforms with a f undanamgcnsectotto pri nc
foreign investment. Mining was part and parcel of this shift, mainly through privatization of

Stateowned mining enterprises (Perglé994).

Kazakhstan is included in the comparison because of two reasons; first, it is a developing
country with Islamic background and culture, second there has been a complete turnaround in
its economy in the first decade of the twefitgt century. In 2000, Kazakhstan made
significant markebriented reforms that resulted in an economic howamsing it tdbecome

a major success story in Central Asia. Its growth rates reached dogbies between 2000

and 2007 (International Monetary Fund, 2015).

7.6.2 Islamic economic system and its effects on the economy of PakistdPakistan had

to face many economichallenges since its creatioand with frequentchanges in ruling

civilian parties and militarygovernmentseconomic policies had been changed many times.

Al t hough Pakistands e c amoymektremenyd deithenplanteda d n e v
economy® or market economy® at some points n Paki st anofeortheiotket or vy ,

system influenced the country mdibrar, 2015)Theor et i cal | vy Pafaur st an o0 s

% A plannedeconomy icalled acommand economy. Thaost immrtant aspect of this type of economy is that

all major decisions related to the production, distribution, commodity and service prices, are diyniaele

government. The planned economy is government directed, and market forces have very littleushyaim s

economy. A planned economy may consist of stataed enterprises, private enterprises direbtethe state,

or a combination of both.

190 |n amarket economypationalandstategovernmentplay a minor role. Instead, consumers and their buying

decsions drive the economy. In this type of economic system, the assumptions of the market play a major role

in deciding the right path for a countrybd6s economic d
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different stages since its inception. First, when Pakistan was cregatedonomy wsa based
on agriculture In that systempeople were free to make decisions regarding their wealth but
government interference was heaWis system remained in placetil the end of 1960s.
Second, under the Zulfigar Ali Bhutickeadershipthe economisystem drastically changed
towards amore commarndbased economm system.He used nationalizatioas apolicy for
this. Within 13 days of his takintpe presidend sffice, he nationalize®1 banks andarge
scaleenterprise®™. Third, in the 1990sPakistanchosea mixed economic systenwith
government controlling almost all of the banks and fields like railways, pamegenergy
sector and communicationfAmjad and Javed, 2015)ourth, after 1999the military
government under PervaMusharafinstitutedprivatization polites. He sold albut-one of
the commercial banks owned by the governmdittis era of the economy led the country

towards a mixed economy syst&h{Arslan and Zaman, 2012).

At present,Pakistanis following a mixed econonic systemwith a blend of Islamic laws.
Before we discuss the effectsthbt Islamic economic system on Pakistan, we need to answer
three questionsWhat is Islamic economic system? What is the degree to which it is

implemented in Pakistan? And what are its effects offotleégn direct investments?

When banking practices are able to meet the requirements to be compliant with Shariah, or
Islamic law, they are said to be Islamic Banking practices. These practices are open to all,
and not reserved for Muslhmse only. It isworth noting that the participants in Islamic
Banking need not be Musl i m. The prohibited

uncertainty; AMaysiro gambling; and ARi baodo |

101 By 1977 the government controlled all domestic banking (90 percent of the finaater)s 90
percentothe energysector(electricity, gas,andoil), 11 percentof theindustrialand manufacturing sector, 50
percent of the transportation and communications sector, and 70 perttentohing sector.

192 An economic system which includésatures from botplaned economy and market economy is used by
most of the nations in the world. This system is called MEednomy system. (Economic System of Pakistan
by Syed Hassan Raza, 2014).
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In its ideal form, he Islamic economic model combines thesifive aspects of capitalist
economy and socialist economyhile minimizing their negative consequent@gismail,

2013). Islamic economic system overcomes the deficiencies of both the spstansaet is
solidly-based on privatproperty and markanhedanism but has also explicithpuilt-in

equity and distributiorvia compulsorydeduction of Zakati.e. transfeqpayments from the
asset holders to the poor segments of the population (Dikici, 2014). The Islamic economic
model addresses the distributi@sues explicitly after the market has allocated the gains. It
doesthis by a compulsory deduction of 2.5 percent of tangitéalth and neassetholdings

from the incomes generated by the market mechanidns is then allocatetbr transfer
among 1{i1mer &blue, si ck, handi capped, i ndi gene
(Wilson, 2013). Although the deduction is compulsong transfers are made voluntarily by

the wellto-do to their pootrelatives, neighbours and oteewhom they know to have
legitimate needs (Azhar, 2010). In Pakistan, it is estimated that private transfede

voluntarily to the pograccount for 2 percent of GDP annually (Shaikh, 2013).

Global Islamic finance has grown rapidly in recent years its volume passedS$ 2
trillion in 2014 (Gheeraert and Weill, 2015). The example of Dubai and Kuala Lumpur is an
indication of the fact that foreigmvestorconfidenceis growing in Islamic Banking and
Finance (Tabash, 2014). This is clearly evident fieigure 7.4, as the financiaasset is
exponentially growing in Islamic finance system in recent years. With the increase in the
financiatassetgrowth, the corresponding GOjffowth can also be noted iigure7.4, which

is clear indication of the growing confidence of investorssianic banking and finance

system.

193 These views are those of the author based on his sfutlg Islamic economic system and may not be
necessarily accurate.
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Another misconception about Islamic banking is that every investor has to follow these rules.
In fact, the Islamic economic laws are only applicable on the banks having Islamic banking
system. In Pakistan, Islamic bankinglustry represents only 10% of the overall banking
system with 19 banking institutions offering Islamic banking products and services (State
Bank of Pakistan, 2014). Foreign investors need not necessarily opt for banking operations
with Islamic bankingbut can choose toather go with the normal capitalist banking system

which represents 90% of Pakistas banki ng sector
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N . i i i l
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Source:
Deutsche Bank, (2011)

Figure 74 Islamic finance assets growis. GDP growth rate UAE (2000 2011).

7.6.3 Other economcal parameters The gap analysis ifiable7.2 draws a comparison of
economic parameters between Pakistan and selected developing countries.@akist@D P

below the averagéor selected developing countries b u t itdéds within the
devidion for the selected countrieS.e | e c t e d anouadGDPtgmowtrerangeis 1.1- 6

%, with an averageof 3.8 %.T hus P a®DPsgtoatm @te is in line with selected

developing countries; howevehere is still room for improvement and it shoudéally be in
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the range of ® % annually (Table 7.2). The tax revenue/ GDP have an average of 23.3 %
with N7.3 % of standard deviation. Pakistano
average and are not within the standard deviation limits. Ulogment is below the
averageandis one of the areas where Pakistan has performed well. Poverty is below the

averageandwithin the allowable standard deviation for the selected countries (Table 7.2).

The range for the World infrastructure ranking is 1586.5 with an average of 45.6 (Table

7.2). Infrastructurelevelopment is the cornerstone of attracting foreign investment and is one

of the indicators of progress '‘Yof118isbetownt r y .
the average and the = 1 SBt as target in the thesis (Table 72 | ect e dramgefarnt r i e s
annual populatiogrowth is-0.4 - 1.3 %, andthe average is 0.9%n contrastPa ki st anod s
population growth is exponential and needs to be controlled for prosperity and economic

growth.

7.6.4 Legal framework. As menti oned before, Pakistanos
the legal system of British India; as influenced by Islamic Sharia law. According to the
customary law there are three types of land ownership; land held by statéeldnoly a

private owner, or communal land (USAID, 2012)and that does not fall under these
categories automatically fall under the control of provincial government (if within the
territory of a province), or with the federal government (if in feder@)a(GOP Constitution

1973). Ownership tenure is the common typéeolre in Pakistan (Anwar, Qureshi and Al,

2004 World Bank, 2007; GOP, 2006). Mineral and petroleum legislation is covered under
article 141 & 142 of the constitution of Islamic repebbf Pakistan, 1973A detailed

comparison between the selected eight developing mibasgld economies and Pakistan is

1% nfrastructure ratings are the average ratings of transport, electricity & telephony, information,

communication and technology, education, health, security, and public institutions.
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done in Table 7.3 (Also sé&ppendix F. The last column represents the gap between these

selected countrieswaknd Pakistands | egal franmn
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Table 7.3 Comparison of legal framework of selected developing countries with Pakistan.

S/No| Country |Constitutional article Mining law Remarks Gap
Organic 1 No lawallowing for
. Constitutional Law |, ,. . Chilean governmerg | s o i n foreigrdinvesendnt Statute of special incentives for
1 |Chile on Mining Mining Code (1983) 1979 for guarantees between the fc?reign investment.
Concessions (1982) 9 No law on Sate
guarantees between sta
Amendments were done The Mining Investment Promotion Law and foreign investors.
> |peru Political Constitutior General Mining Law of |(MIPL) of 1991and theGeneral Mining Law of 1981The promotion of |¢ promotbn of investment
of Peru 19929 investment in the mining sector was declared as nationa#ttand top | i the mining sector is
priority. never declared as
Article 1760f th 1 The Mining Codavas amended in 1996 to provide a favourable national interest and top
rticle of the - P
3 |Brazil Brazilian Federal The Mining Code (Act environment for foreign investment in the mining sector. priortty.
o No. 227) of 1967 L ) S I The post 18th
Constitution of 1988 1 The Mining industry in Brazil is waiting for the approval of tNew Amendment scenario
Mining Framework (NMF) (Bill of Law No. 5807/201%) empowers all
4 |Mexico Mexican Mexican Mining Law of |, originalMining Law of 196was amended in 1980 and 1992. provinces/federaunits
Constitution 1992 for any matter related to|
: — minerals. This situation
1 Post 18th Amendment scenario empowers all provincial negatively affecting the
governments/federating units for any matter related to minerals { developmenbf the
Article 141 & 142 Of |, i) their control. mineral sector and is als
5 |Pakistan the constitution of Policy 2013%° 1 Provinces aréree toformulateregulation, detailed exploratiomnd hindering foreign direct
Pakistan, 197%° olicy ' mineraldevelopment and safety concerns of their minerals resou  jnvestment due to
1 The geological/geophysical survey and mapping, national and confusion in the legal ar]
international coordination and formulation of national policies an{  regulatory framework fo
plans are federal respsibilities. mining sectot®®.
Seventh Schedule ¢Mines and Minerals India also has framellineral Concession Rule of 196@d theMineral {l The government has
6 |India the Constitution of |(Development and Conservation and Development Rules, 1988 (MGEdR)consevation

India

Regulation) Bill, 2011

and systematic development of minerals.

never tried to be an
investment promoter an

105

These views are those of the author based on his study of the Islamic economic system and may not be necessarily accurate.

1% consolidated in a single document of amendments done to The Mining Investment Promotion Law (MIPL) of 1991 and the GiergekalMif 1981.
197 The Government has submitted the Law to the National Congress and is currently under discussion.

108
109

According to the 18th Amendment to the Constitution, all other mineral resources are now under the direct control @il graxéncments.
Supersededihe 1948 Act for the minerals and-gés sectorandNational Minerals Policyl995.
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7 |South Africal

Mining Charter in
2002, amended as
Mining Charter 201(

Mineral and Petroleum
Resources Developmen
Act, 28 of 2002
[MPRDA]**

Other laws that govern mining operations in South Africa-are:

1 TheMine Health and Safety Act 1996 (Act 29 of 1996)

1 Broad-Based Socikconomic Empowerment Charter for the South
African Mining Industry(The Charterand theCode of Good Practic
for the Mineral Industry (Mining Code)

1 Mineral and Petroleum Resources Royatt, No. 28

8 |Kazakhstan

Constitution of the
Republic of
Kazakhstan

The Subsurface Law of
2010*

TheKazakh Law on Foreign Investment (1994jich sets out the legal
framework for investment and s

9 |Turkey

Corstitution of
the Republic of
Turkey

Mining Law No 3213
1985. Further amended
2005 byLaw 5177and
2010 byLaw 5995

Thelmplementation Regulation on Mining Activitidated 6 November
2010 and théining Activities Permit Regulatiodated 21 June 2005
(amended from time to time) are also applicable to mining in Turkey

regulator as against beil
an active partner.

Sources: Updated

Ministry of Petroleum andNaturalResources of Pakistan
Government of Pakistan, The constitution of Islamic Republic of Pakistan, 1973
Foreign Investment Committee Refiakof Chile, 1993
Government of the Republic of Chile
The World Bank, 2015

United Nations Industrial Development Organization
International Monetary Fund, 2015
Peru Overview, the World BanRccessed on 23 August, 2015
Metals Economics Group, 2013
Ministry of Justice, Brazil
Ministry of Mines and Energy, Brazil, 2015

Ministry of Law and

Justice, India, 2007

Ministry of Mines, Government of India, 2008
Department of Justice and Constitutional development, Republic of South Africa
Government of the Republaf Kazakhstan, 1995

Ministry of Industry and New Technologies, Kazakhstan
Republic of Turkewlinistry of Justice
Ministry of Energy and Natural Resources, Turkey

119 Amendment to thines and Minerals (Development and Regulation) Act, 1957 (MMDR Act).
MReplaced the Apartheid Minerals Act of 1991.
12 gypersedSubsurface e Law of 1996.

160



7.6.5 Regulatory framework. Graning and management of mining concessions in
Pakistan are regated by the Regulation of Mines & Oilfields and Mineral Development
(Government Control) Act, 1948ogether withrelated rules made under the Aktifistry of
Petroleum andNatural Resources, 2013). Minerals of Pakistan are administered hyiaw

addiion togenerakules on compliance and dispute resolution.

The Federal, four provincial and the federalyministered governmentadminister their
minerals through separate rules. Thus, the Federal Government administers the Act in respect
of oil, naturd gas and nuclear minerals, and the Provincial Governments administer it in
respect of other mineralsM{nistry of Petroleum and Mineral Resources, 2013). The
administrative authorities responsible for gaministrations of the Act ar@s perTable7.4.

Gaps in the regulatory regime are compared with Chileainle 7.5 (Also sed\ppendixA).

Table 7.4A summary of administrative authaes responsibldor administration of minerals
in Pakistan.

S/NO | Government Authority

1 Federal DG Petroleum and NaturBlesources

2 Punjab DG Mines and Minerals, Mines and Minerals Department
3 Baluchistan | DG Mines and Minerals, Baluchistan

4 Sindh DG Mines and Minerals, Sindh

5 KPK DG Mines and Minerals, KPK

6 FATA DG Petroleum and Natural Resources

7 GB DG Petrolem and Natural Resources

Source: Updated
Ministry of Petroleum andNaturalResources, Pakistan
Mines and Minerals Department, Punjab, Baluchistan, Sindh and KPK
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Table 7.5A comparison of Pakistaland Chil@an regulatory regimes

Category Type qf Authority Tenure Fees and taxes payable Guarantees R|ght.s.and obhgatlpns 0
Concession the mining concessionair
i 0 oplld The holder has the right
Exploration By a resolution of the ordinary | 4 Years 0.5%- 4% property thereon, Protected according to
. courts of justicE together with a protected by the guarantgTitle Il & Il of Organic
Chile : ; : : ; o
o first-come firstserved licensing 115116 set forth in number 24 of | constitutional law on
Exploitation/  |system. - 1%- 5%, article 19 of the mining concessions.
o Indefinitely e )
mining Constitution of Chile.
Reconnaissanci{Ministry of Petroleum andNatural Provincial: Annual rent, bid mone}
License Resourcet’ for Federal resourc{ 12 months//royalty, suface rent (where state is {
Exploration and Ministry of mines an( 3 Years |owner of land); Profits in case of sh
License minerals of respective provinces ownership
Mineral Deposit| To successful EL holders Federal: Income tax, Corporation ta Not specifically defined
Pakistan | Retention 2 Years |sales tax and excise duty No state guarantee |and protected in the
License Land owner: No compensation exce| mineral policy or act.
Conversion of licenseauction in on account of surface rent 4
. case of proven resen/é$ damages on account of mining St
it sz S0 Vel remains te owner of the miner

reserves

Source: Updated
The Investment Climate Advisory Services, the World Bank
Chilean Copper Commission

International Development Research Centre, 2010
Fraser Institute, 2014
Ministry of Petroleum andNaturalResources, Pakistan

113)f the State deems necessary to exercise its rights to exclusively explore and exploit grantable substances, it shgh actipanies owned by it or those in which it
participates, and constitute or acquire the respective minirgession that are authorized for that purpose in accordance with the constitutional regulations in force.

114
115
116
117
118

Depending on the concession area from <=i100er 5,000 hectares
Depending on the concession area from <=i100er 600 hectares

Apart from ths there is also a Annual Fees to Maintain Concession Rights (2% for exploration and 10% for exploitation/ mining concession)
Firstcome firstserved
At expense of government
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The comparison is done with Chile because it is fast emerging as a developing economy with
the strong regulatory regime (The Worl d Banli
one of the best in the world. The 2014 Fraser Instguteey ranked it as 6th most favourable

policy and regulatory environment in the world, which is the highest ranking in the countries

we have selected for gap analysis with Pakistan (Fraser Institute, 2014).

7.6.6 Mining royalties and taxation. A typical mining operation'® anywhere in the world

is generally subject to a wide range of taxesonomics of a mining project are normally
impacted primarily by three government imposts: corporate income tax; mineral royalty; and
indirect taxes e.g. theustoms dut. P a k i sfiscal regiree applicable to mining is defined

in the NMR2, which sets out a framework for federal and provincial taxes for the mining

sector. Some key features of the fiscal framework include:

§ Corporate Income Tax @ 3035 %°

1 Import duty @ plant, machinery, and equipm&it@ 5 %.

1 Royalty rates, as follows:
8 Precious stones @ 10% of gross value.
8§ Precious metals and sepriecious stones @ 3% of gross value.
8§ Base metals @ 2% of gross value.

8 Others @ 1% of gross value.

A comparison of the fiscalegime of mining sector of Pakistan with selected developing
countries is done ikigure7.5 (Also seeAppendixA) . I't is clear that Pe

rates are higher in comparison with average for the selected countries (Table 7.6).

19 A typical mining operation is the one which a foreign investor would tiigibe prepared to undertake.
12030 9% rate for public companies listed on a stock exchange in Pakistan and 35% rate for private or non
resident companies.

2L Machinery not manufactured locally.
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Figure 75 A comparison of the mining fiscal regime of
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Table 7.6 A comparison of royalties and taxes of Pakistan with selected developing countries.

SINo  Tax Country
Chile Mexico Brazil Peru Pakistan India South AfricalKazakhstal Turkey

1 |Royalties Nil Nil 0.2%-3 %| 1%-3 % 1-10 %% 0.2% 20% 0.5%- 7%>°[1%- 5.7% 4%

Corporate 20%. a4 and decreasil 33.22% for Indian companieg28%. 20 % 492>
2 |Income Tax 0 34%. 30% 30i 35 %2 & 42.23% for foreign

every year ,
companies.

Special Mining [14% Import duty on plant, 0.2% to 20%. 15%.

3 [Tax Nil 2-8.4% |machinery, and equipmer
@ 5 %.

122|n addition, royalty on coal is being charged along with a $&%s tax per tonne by government of Pakistan@ 0. 2 US$/ tonne; government of Punjab@ 0pa5 US$/

tonne government of Sindh@ 0.6 US$/ per tonne and governmetiydfer Pakhtunkhw@ 0. 25 US$/ per tonne.

123The Mineral and Petroleum Resources Royalty @pplies variable royalty percentage rates based on whether the mineral is refined or unrefined. The minimum royalty
percentage in the case of refined minerals is 0.5% and the maximum royalty percentage is 5%. And in the case of ureefiactharimimum royalty percentage is

0.5% and the maximum royalty percentage is 7%.

12430 94 rate for public companies listed on a stock exchange in Pakistan and 35% rate for privatesidenncompanies.

1ZActual corporate tax for mining is 20% but it redut®4% for mining companies due to tax incentive.
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7.7

Summary of gap analysis and best practice (Detail gaps Appendix A)

The gap analysis of eight developing countries with Pakistan draws attention to political

stability and continuity in their policy framework. The continuity mportant because

investors like the policy to continue unchanged due to the specific nature of the mining

operation. Investorsdeclared promotion of investment in the mining sector as national

interest and top priority. The gagssed on théadingpracices which can be summarized

from the analysis in this chaptare:

l

No continuity in the political system of Pakistan.Continuity in policy through any
form of government is necessary to build the confidence of foreign and local
investors. The example @tile, Brazil, Peru and Kazakhstan proves this conclysion
as there has been a substantial increase in investment in these countriethdue to
continuity of policy and system of governance.

No investment promotion incentives.There are no special instnentfriendly
development zonem Pakistan. Other governments (especially the Latin American
States) turned into investmemtomotes and regulat@ as against being active
partnes.

No specific mining laws. Specific mining laws geared towards attragtimineral
investment were introduced by Chile, Peru and Kazakhstaich guaranteed foreign
direct investment in the mining sector. No such mining laws have been introduced in
Pakistan and thus the industry is suffering from lack of investment.

No User-friendly regulatory body. All the selected countries introduced user
friendly regulatorybodiesfor mining operations which opened their economic sector
to foreign investments. No such effort has been made in Pakistan.

Poor communication of non-discriminatory fiscal systemfor local and foreign
companies.Investorsare allowed to conclude a tax law stability agreement with,Peru
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which gves them high confidence in investment. In the case of Kazakhstan, all the
mining specific royalties and taxes were revokethe 1990s to attract international
investment in the mining industry. Although there are no discriminatory tax laws for
foreign investors in Pakistait,has never been propedpmmunicatedo investors

1 No central coordination of mineral developmentPa ki st andés decentr a
of minerak with individual provincesausesonfusion. The distribution of regulatory
control betweenfederalgovernmentand provinces is making the system more
complex and difficult to work withFor example separate nmeral policies at the
federal and provincial level sometime®ateundesirable hurdles in obtaining mining
concessionsln contrast, allselected countries had a central control of all minerals

(State propertyntil it is mined).

7.8 Conclusion

Chapter seen analysedt he gaps between Pakistands curr ¢
developingcountries policies. A comprehensive analysideafdingpracticeswas presented
and then compared with the current situation of Pakigtagap analysis was performeddan
considerations for Pakistawere summarizedwhich will act as building blocks for the

proposedstrategiefit mineral policy framework for Pakistan.

Chapter eight develagpa mineraldevelopment framework for Pakistan. It also attempts to
formulate a strature foralegal frameworkthat isin line with internationaleadingpractices

along with suggesteheasures to attract foreign direct investments.
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CHAPTER EIGHT
MINERAL POLICY DEVELOPMENT FRAMEWORK FOR PAKISTAN
8.1 Introduction

The analysis in chaptesevenidentifiedkeypr obl ems i n Paki stanos
need to be correcte@haptereightattempts to formulate a mineral policy framework that can
bring foreign investment to the mineral sector by correcting the problems analysed in
chapterseven. The analysis is based on the seven key eléffiehat were derived from
Chapt er andlgsig efreight developing counti@des mi -poéicy ameworks These

elements are:

1. Element 1: Enabling institutional framework; (Critical elementalso a enabler for
elemens 3-7)

2. Element2: Political economy; (Critical elemeintalso an enabler for elemer®7)

3. Element3: Legal framework;

4. Element4: Regulatory framework;

5. Element5: Fiscal framework;

6. Element6: Stakeholders participation; and

7. Element7: Sustainable development.

The first two elements are criticand allother elements adependent on these

Element 1:Pakistan has a weak mining institutional structuks.introduced in Chapter

Seven, Praning isdusiry i6 sontrolled by th®linistry of Petroleum and Natural

126 An element is an essential or characteristic part of something. Element denotes a fundamental component and

refers to a part that is essential to the making of a complete system. Key elements of apwiicgrate the
components, constituents, or ingredients that are parts of the whole -footimylation process, and
subsequently, a good mineral policy.
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Resources at Federal level and the corresponding Directorates or Depdffmanthe
Provinci al l evel. Paki st aovéraminecahreseurces(by decen
individual Provincekis confusing. The distribution égulatory control tdoth Federal and

Provinces is making the system complex and difficult to work with. The power structure of

the FederaMinistry is linear and authoritative, where corporatiamsl companiéé® are

directly controlled by the Federal Msater of Petroleum and Natural Resources (Figure 8.1).

The Ministry has four Wing&® (Administration Wing, Mineral Wing, Development Wing

and Policy Wing), one Attached Departméht(Geological Survey of Pakistan), one
Autonomous Bod¥?** (Hydrocarbon Developnm Institute of Pakistan) and eleven Private
Companies Limitetf* (enumerated and shown in Table 8.1 & Figure 8.1 respectively)

(Ministry of Petroleum and Natural Resources of Pakistan, 2013).

The Administration Wing, Development Wing and Mineral Wing eszh headed by a
technocrat (DG adnif®, DG Developmerit’, DG Mineral$®), whereas the Policy Wing is

subdivided into four departments also headed by technocrats (D& @IG Gas®’, DG

2Directorate General, Mines and Minerals Punjab; the Minerals Development Department Khyber
Pakhtunkhwa the Mines and Minerals Department of Sindh; and the Mines and Minerals Development
Department oBaluchistan

128 The corporations and private companies limited are-gew@rnmental organisations, but they are controlled

by the government by appointingeih managing directors.

2n this case, the Wings of the Ministry are subordinate bodies of the Ministry which are assigned different
tasks.

1%0attached departments are responsible for providing executive direction required in the implementation of the
policies laid down by the Ministry to which they are attached. GSP serves as a repository of technical
information and advice to the Ministry on geological and technical aspects. They generally function under the
direction of an at tsecdheetly undefthe Minstry, but i n GSPO6s ca

131 Not controlled by others or by outside forces; independent in mind or judgment; aditesetéd. However,

in Pakistan, the Autonomous bodies are practically controlled by the Ministries. If an official becomes the head
of such a body then he is governed by his service rules and not those of the Body, which dilutes the actual
meaning of an Autonomous body.

132 pakistan Government has 51% shares in all Private Companies Limited. All heads of the Private Companies
Limited areappointed by the executive, which leaves little room forgelfernance in these companies.

133 Director General Administration, a Senior Joint Secretary.

134 Director General Development, a Senior Joint Secretary.

135 Director General Minerals, a Senior JoBdcretary.

¥ birector General Oil, a Senior Joint Secretary.

¥ birector General Gas, a Senior Joint Secretary.
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Petroleum?®® DG Special Project®’, Figure 8.1) Kinistry of Petroleum and Naral
Resources of Pakistan, 2Q18he Policy Wing is responsible for developing policiestha

Oil and Gas sectors, whereas the Mineral Wing formulate policy for the mineral*€ector
(Ministry of Petroleum and Natural Resources of Pakistan, 2013). &tal dasks and
responsibilities of each Wing are givenAppendix G The Attached Department, Geological
Survey of Pakistan (GSP), is responsible for exploration of mineral potential through
geological, geophysical, geochemical mappings and resourcaagweal through drilling
(Geological Survey of Pakistan, 2012). The Autonomous Baiiy Hydrocarbon
Development Institute of Pakistan (HDJ# responsible for promoting and guiding scientific
research and development in the field of hydrocarbons (HydraiceDevelopment Institute
of Pakistan, 2014). TheMinistry has eleven Private Companies Limited under its
administrative and authoritative control (Table 8.1 and Figure 81i)igtry of Petroleum

and Natural Resources of Pakistan, 2013).

Table 8.1 Eleve Private Companies Limited under the controMaistry of Petroleum and

Natural Resource of Pakistan.

S/No Mineral Sector Petroleum Sector

1 Pakistan Mineral Development Corporat -
(Pvt) Limited (PMDC)

2 |Saindak Metal Limited (SML) -
3 |Lakhra CoaDevelopment Company (LCDC) -
4 - Oil and Gas Development Company Limited (OGD(
5 - Pakistan Petroleum Limited (PPL)
6 - Pakistan State Oil Company Limited (PSOCL)
7 - Pak Arab Refinery Company Limited (PARCO)
8 - Sui Northern Gas Pipeline Limite@NGPL)
9 - Sui Southern Gas Company Limited (SSGCL)
10 - Inter State Gas Systems (Pvt) Limited (ISGSL)
11 - Government Holding (Pvt) Limited (GHPL)

Source: Updated
Ministry of Petroleum and Natural Resources of Pakistan.

8 Director General Petroleum, a Senior Joint Secretary.

139 Director General Administration and Special Projects, a Senior Joint Secretary.

140 1dedly, the Policy Wing should have been responsible for the policy development of Mineral and Mining
sector also. This system of separate policy formulation departments for different sectors is creating confusion in
the hierarchy of the Ministry and the irsters.
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Figure 8.1 Organisational sttures ofMinistry of Petroleum and Natural Resources of
Pakistan.

The organisational structure of tMenistry of Petroleum and Natural Resources of Pakistan
is complicated and not in line with the generaktgognised structural schereacountered
Figure 8.

intemationally If we compare thdlinistryd s st ructure i n

model in Figure 8.2, there are some problems (gap) in the policy formulatien tier:
1 Policy formulation is being done at the technocratic levakad of the politiddevel,
1 Separate Wings are responsible for policy formulation of Petroleum and Mineral

sectot*™. Since two separate departments within thMénistry are responsible for

141 The Policy Wing is responsible for policy formulation of Petroleum and Gas sector, whereas Mineral Wing is
responsible for Mineral sector.
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policy formulation, this is creating inconsistency and lack of coordination within the
Ministry and with other Ministries; and
1 Investors are caught in an organisational dilemma between the different Wings at the
Federal level and between the Federal and Provincial authoritative control.
The organisational structure of tMenistry needs to cange in line with the leadirgractice

to provide an enabling environment for investments.

Figure 8.2 Generalkpccepted scheme of organizational structure.

The second critical elemehsted at the beginning of this chapter,the weak political and
eonomic structure of Pakistawhich is prohibitive for attracting large foreign investments.

This is mostly because of n@ontinuity of policies. Continuity in policy through any form

of government is necessary to build the confidence of the foreigroealdimvestors. Mining

is an international business and Pakistan has to compete against developed and developing
countries to attract foreign direct investment. It is important for Pakistan to provide a stable
and growing political and economic environmémfattract the alreadgepleting investment

in the mineral sector.
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