
INFORMATION TO USERS

This manuscript has been reproduced trom the microfilm master. UMI films

the texi directly tram the original or copy submitted. Thus. sorne thesis and

dissertation copies are in typewriter face, while others may be from any type of

computer printer.

The quallty of this reproduction is clependent upon the quality of the

copy submittlcl. Broken or indistind print. colored or poor quality illustrations

and photographs, print bleedthrough, substandard margins, and improper

alignment can adversely affect reproduction.

ln the unlikely event that the author did not send UMI a compaete manuscript

and there are missing pages, these will be noted. Also, if unauthorized

copyright material had to be removed, a note will indicate the deletion.

Oversize materials (e.g., maps, drawings, charts) are reproduced by

sectioning the original, beginning at the upper left-hand corner and continuing

from 18ft ta right in equal sections with smali overtaps.

Photographs included in the original manuscript have been reproduced

xerographicaHy in this copy. Higher quality 6- x 9- black and white

photographie prints are available for any photographs or illustrations appearing

in this copy for an additional charge. Contad UMI directly ta arder.

ProCuest Information and Leaming
300 North Zeeb Raad, Ann Arbor, MI 48106-1346 USA

800-521-0600





Assessment and Comparative Analysis of Iran's
Mineral Poliey: Lessons and Reeommendations

by

Kamaleddin Sheikholeslami Salmasi

~McGill

Department of Mining and Metallurgieal Engineering
MeGill University, Montreal

December 1999

A thesis submitted to the Faculty of Graduate Studies and Research in
partial fulfillment of the requirements of the degree of Doctor of Philosophy

cKamaleddin Sbeikholeslami Salmasi, 1999



1+1 National Library
of Canada

Acquisitions and
Bibliographie Services

395 Welington Street
Ottawa ON K1 A ON4
canada

Bibliothèque nationale
du Canada

Acquisitions et
services bibliographiques

395. rue Wdington
Ottawa ON K1A 0N4
canada

The author bas granted a non
exclusive licence allowing the
National Library of Canada to
reproduce, 1oan, distribute or sell
copies of this thesis in microform,
paper or electronic formats.

The author retains ownership of the
copyright in this thesis. Neither the
thesis nor substantial extracts from it
may he printed or otherwise
reproduced without the author's
pemusston.

L'auteur a accordé une licence non
exclusive permettant à la
Bibliothèque nationale du Canada de
reproduire, prêter, distribuer ou
vendre des copies de cette thèse sous
la forme de microfiche/film, de
reproduction sur papier ou sur format
électronique.

L'auteur conserve la propriété du
droit d'auteur qui protège cette thèse.
Ni la thèse ni des extraits substantiels
de celle-ci ne doivent être imprimés
ou autrement reproduits sans son
autorisation.

0-612-64667-X

Canadl



•

•

In the Name of God.

The Compassionate, The Merciful



•

•

ABSTRACT

The overriding objective of this research was to develop an understanding of lran's

poliey environment, within which the country's mining sector operates, in relation to that

of the rest of the world. In an effort to diversify the country's economy, the first five-year

development plan (FFYOP) provided a solid structure for the development of the lranian

mining sector. Although the plan attached high priorities to increasing the share of the

private sector in mineral activities, the actual capital invested by this seetor in mining

projects was much less than anticipated during the plan period. This observation

constitutes the early context for this research.

To develop that understanding, a muIti-level methodology for both the Iranian poliey

environment and its international counterparts was adopted. For Iran's policy

environment, this multi-Ievel methodology covered:

1) A comprehensive assessment of govemment Policies for the mineraI sector as weil as

the sector's perfonnance during the FFYDP.

2) A thorough examination of the views and comments of aIl active stakeholders.

including Ministry of Mines and Metals (MMM) officials, mining company

executives, and co-operatives and individual operators. This information collection

was aecomplished in three phases: informaI discussions. interviews, and fonnai

questionnaires with debriefing follow-ups, where the respondents made many

comments on most aspects of the fonnal questionnaire.

3) An objective examination of fmaneial statements of mining enterprises was also

perfonned.

The comparison of Iran to the international context consisted of two major parts:

1) An assessment of the poliey environment of three mineral-endowed developing

eountries through case studies, and

2) A detailed examination of the views and comments of large international mining

enterprises.
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This parallel and comparative approach bas led to an overall finding that Iran's minerai

policy environment has been relatively ineffective in attracting additional investment to

the sector. To remedy this situation, poliey recommendations, based on the analysis and

implication of ail components of the above research, are put forward. However, sorne

challenging researeh questions remain, a list of which constitute promising areas of

future researeh.

ii
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RÉSUMÉ

L'objectif principal de ce travail de recherche est de développer une compréhension de

l'environnement politique dans lequel le secteur minéral iranien opère en relation avec

ceux du reste du monde. Dans le but de diversifier l'économie du pays, le premier plan

quinquerlIlal de développement iranien (PPQD) a foumi une structure solide pour

favoriser l'épanouissement du secteur minéral. Bien que ce plan ait porté une attention

particulière à l'augmentation de la part du secteur privé dans les activités minérales du

pays, le capital privé investi dans le secteur fût beaucoup moins élevé que prévu pendant

la période du plan. Cette observation constitue le point de départ de ce projet de

recherche.

Pour développer une compréhension valable de la situation iranienne, tant au niveau des

politiques internes du pays qu'au niveau de celles de ses contre-paties internationales. une

méthodologie à volets multiples est utilisée. En ce qui concerne les politiques internes du

pays.. l'analyse couvre les volets suivants :

1) Une évaluation complète des politiques minérales du gouvernement et de la

performance du secteur pendant le PPQD.

2) Un examen détaillé des opinions et des commentaires de tous les intervenants dans le

secteur minéral, y compris les cadres du Ministère des Mines et des Métaux (N~{NI). les

dirigeants de compagnies minières, et les opérateurs miniers indépendants et en

coopératives. La ceuillette des données fût accomplie en trois phases: discussions

informelles, entrevues, et questionnaires fonnels avec suivis, dans lesquelles répondants

ont fait plusieurs commentaires sur la plupart des aspects du questionnaire.

3) Un examen objectifde rapports fmanciers d'entreprises minières iraniennes.

La comparaison du secteur minéral iranien au contexte international a été abordée en

deu.x volets :

iii
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1) Une évaluation de l'environnement politique de trois pays en voie de développement

possédant un patrimoine minéral important.

2) Un examen détaillé des opinions et commentaires de grandes entreprises minières

internationales relatifs.

Cene approche parallèle et comparative nous mène à constater qu'en général.

l'environnement politique iranien n'a pas été très efficace pour attirer des investissements

supplémentaires au secteur minéral. Pour remédier à cette déficience, l'auteur propose

des changements qui se basent sur les résultats des cinq volets énumérés ci-haut.

Cependant. quelques questions importantes demeurent sans réponses et celles-ci

constituent une liste de sujets prometteurs de recherche future .

iv
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CHAPTERI

INTRODUCTION

In this chapter. the dominant role of the oil-industry in Iran's economy and the significant

problems this has caused are discussed. An important alternative source of wealth and

investment of economic development, Le., lran·s mineral resources. is given

consideration. Based on these observations. this chapter goes on to set out the

significance and rationale of the research. and briefly introduces issues related to the

methodological aspects of the study.

1.1 GENERAL BACKGROUND

Iran is weIl endowed with solid minerai resources. although its oil wealth is what

commands world attention. There is little doubt that oil has been Iran's main export

commodity for many years, accounting for 84% of the total foreign exchange incorne in

1997_98' (ElU, Country Profile • Iran, 1999). Ho\vever like mast other developing

countries (DCs) with abundant reserves of oil, Iran has developed its oil industry to the

neglect of its solid minerai wealth and it is only recendy that the need to redress the

imbalance in this uneven development has been realized. The abundant minerai reserves

1 The lranian calendar starts on the 21 st of March of the Christian calendar and ends on the 20th
of March of the following year.
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of Iran eonstitutes a basis for diversification of the economy away from oil, as weil as a

signifieant souree of non-oil incorne when suitably processed and exported to foreign

markets.

1.1.1 The Role orthe Oillndustry in lran's Economy: A BriefOvenriew

Following the inception of oil-production aetivities in Iran in the 1940s, the eount~/s

revenues grew in the 1960s because of production and priee increases. As a result, the oil

industry became a dominant force in the country's economy. As shown in figure 1.1, this

trend continued in the early 1970s, partieularly in 1974, when Iran's incorne from oil

exports increased significantly due to the sharp oil priee increase ofOetober 1973.

Oil Export Revenue. of Iran

25000

! 20000
~
'0
Q 15000c
~
i 10000-uj

5000::i

0
Years ~.... ~"'J ~~ ~~ ~OJ "ri''' g,"'J g,~ ~ g,o.,

,,~" pj":J pj~ ~,,0., ,,0., ,,0., ,,0., ,,0., ,,03 ,,03 ,,03 ,,03 "CIJ ,,05 ,,05

Figure 1.1: Oïl Export•••, Source: for years 1971-92, ElU, Country Profile-Iran, 1993, p. 17, and for years
1993-97, ElU. Country Profile-Iran, 1999, p. 43.

The oil priee boom resulted in a tremendous inflow ofpetro-dollars and made the country

Ylealthy. However, due ta poor planning, the substantial development of the ail economy

during the 1970s did not command a diversified economy, and virtually, by the late

1970s, the oil-based economic boom had led to economic recession and govemment
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borrowing2
• It should he noted, however, that cracks were beginning to appear in Iran's

economy long before the late 1970s: a study of lranian economic development strategies

from 1930 to 1978 concluded that despite sorne unbalanced growth in the modem sectors

of the economy in the 1960s and 1970s, the main characteristics of the economy

resembled those of an underdeveloped economy. This was largely attributed to the

"rentier stafe ,. position of the country and the aImost total reliance on domestic oil

resources to finance govemment expenditures (Soofi, 1982).

Following the (slamic Revolution in 1979, and the early years of Iraqi..imposed war

(1980..88), the idea of planned development was formulated, leading to major changes in

the structure of the economy. The government expanded its control by nationalizing large

mines and industries as weIl as important parts of foreign trade. It also assumed

management or ownership of a number of medium..sized privately owned enterprises.

either because the o"ners had fled the country, or because of financial \\'Tongdoing.

The war launched the economy into a period of recession and except for a brief period of

recovery in 1982..83, !ran's oil revenues gradually decreased. This decline was due to

export capacity restrictions caused by the war, and other events (such as a major decrease

in oil priees), which were outside of the government's control.

The 1980... 1988 war, along with the reduction in oil incarne that seriously weakened the

govemment's financial position.. caused major economic problems. These problems

included low investment, high govemment current expenses, rapid growth of the services

sector, high inflation, and constant unemployment, which col1ectively resulted in low

rates of economic growth during the war.

2 For more details see: (1) Meghji, Z. M., "Iran: the Petroleum Economy Syndrome", Carleton
University, a Thesis written for the degree of ~taster of Public Administration. 1982; (2)
Economie Intelligence Uni~ Country Profile - Iran, 1993..94.
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Following the cease..flle of August 1988, it was decided to employ the resources of the

private sector in a program of economic refonn and privatization ta rebuild the country.

The govemment, therefore, prepared the First Five..Year socio..economic Development

Plan (FFYDP), covering the period 1989/90 to 1993/94.

This plan not only attempted to improve the then current economic situation. but also

addressed what had been Iran's acliilles heel for decades - namely the over-reliance on

oil expons that had created a one-crop economy. Therefore, the government's plan

emphasised the development of the country's minerai resources. This was seen as an

excellent opportunity for economie development. Some of the finer points of the FFYDP

are diseussed in Chapters 5 and 6.

1.1.2 Importance of the Mineral Sector of Iran

The two main factors that make the development of the minerai sector 50 vital for Iran

are its economic importance and the fact that it is a possible way out from an extremely

oil-based eeonomy to one with a more diversified nature.

The economic importance of the mineral sector is underlined by the follo\\ling points:

1. Presently, more than 40 different minerais are extracted from lranian mines: the

annual volume of minerai products is more than 100 million tonnes: the annual

value of minerai and metallurgical products is about SUS 4.5 billion: the annual

value of exports is about SUS 500 million; 112 000 people are directly active in the

mines and the production of metals; and the products of this sector are linked with

hundreds of various economic activities including major and minor industries.

particularly in the construction, metals and military areas.

11. Due to tremendous lasses brought about by the war, Iran needs new sources of

revenues ta repaîr the war damages and produce necessary invesnnents in the
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economy. The development of the minerai sector can create considerable revenues

for government from royalty and taxes, duty on imported goods, administration fees~

and land rents or equity eamings (dividends).

Ill. As outlined in the development plans ')f the country, the economic strategy of Iran is

to shy away from an oil-based economy and to export other items, especially those

with more added-value. The exploration and development of mineraI deposits can

fonn a good base for the exporting industries by providing mineraI resources and

converting them into manufactured goods. This can., therefore., increase the non-ail

exports substantially and., hence, is given high priority. At the moment however. in

light of a considerable scope for expansion., widespread exploration for mineraIs is

still at an early stage.

IV. The development of the minerai sector contributes to Gross Domestic Product

(GDP) growth and improves the Balance of Payment (BOP) of the country through

capital intlow for project construction (wages, payments to in-country suppliers of

services, stores and equipment), and overseas eamings from the sale of productsJ
•

v. The development of minerai resources can also have an influence on other

industries. This sector increases the demand for goods and services produced by

other local industries (in panicular, transport and construction), and supplies vital

inputs for the manufacturing, agriculture and construction sectors; it aIso provides a

base upon \'1hich further processing industries can be developed. Mining projects

are often located in remote regions. They frequently require essential infrastructure

such as utilities, ports, roads and railways, and training and health facilities. This

promotes the country's regional and social development.

vi. The development of minerai resources generates substantial employment and

enhances the level of skills in the work force not ooly in direct mining activities. but

3 Against these must be debited the repayment of10305 and interest to investors.
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also in a range of supporting, value-added, down-stream and up-stream sectors such

as transportation, equipment maintenance, equipment manufacturing, semi

fabrication, fabrication and construction.

vu. The reality at present is that Iran's resources excluding oil and natura! gas do not

play a significant role in the country's national economy and international trade, in

spite of the fact that they represent a large proportion of the world' s mineral stock.

For instance, despite the existence of iron, limestone, coal and reserves of fossil fuel

that could forro a basis for a steel industry, this sector is not weIl developed.

The second factor that makes the development of the mineraI sector so vital to Iran is the

fact that it is as a possible way out from an extremely oil-based economy. This factor is

underlined by the fact that Iran's oil revenues have substantially decreased over the last

fifteen years, a trend predicted to continue over future years. Given the high rate of

population grO\vth~. the oil revenues are not sufficient to meet the country's need for

sustainable development anymores.

To emphasize the importance of non-oil export grO\\th. the fol1owing table projects the

production and consumption of crude ail in Iran in 2010, under four different scenarios.

using a constant growth rate for production and four different rates for grO\\-th in

consumption.

-1 2.5% per annum from 1989 to 1999.

5 To highlight this problem in view of the recent decline in world oil priees and the resulting
decrease in Iran's foreign exchange eamings, Iran News (Jan. 21, 1999) repons that it is estimated
that the govemment will face a considerable deficit which will certainly cause severe economic
difficulties for the country. However, many experts maintain that the present oil crisis has an
advantage if it forces policy-makers ta he confronted with the situation sooner rather than later.
One thing is certain: since the ail prices are partly politically - rather than wholly economically 
motivated~ as long as a large panion of the country's revenue is oil-based, such crises in the
economy are expected. Therefore, it is high time that such high expectations from an oil-based
economy were abandoned, to prevent similar scenarios from being played out in the future (Ibid.~

Iran News).
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Table 1.1 Production and Consumption of Crude Oïl in Iran in 2010

(Tboasand Barrels Per Day)

Scenarios Production Consumption &pott

Scenario 1, Gro"th RaIe in Consumption: 6.~Ict (Cum:nl) 3500 3951 -451

Scenario II. Growth Ralc in Consuml)lion: S% 3500 3056 444

Scenario III. Growth Rate in Consumption: -'0/0 3500 2622 878

Scenario IV t Growth Ratc in Consumption: 3% 3500 2246 1254

Source: AdeIi. M. H.• "Analysis of the Non-oil Expons of Iran trom a Macr~conomic Point of View".
Management Knowledge. "Danesh-e-Modirriat". Tehran University. Issue 27 & 28, Winter 1994 & Spring
1995, p. 9.

The prediction of the volume of production and consumption in Iran shows that given

existing growth rates, domestic consumption of crude oil will equal production in 2009

2010. At that point, therefore, the oil revenues of the country \\Iill he zero. Given the

present rate of gro",,"th in population. the population of the country ""ill have reached

eighty-five million at that time.

In the table below. four scenarios ofgrowth in non-oil exports are projected.

Table 1.2 Non-oil Exports under Various Growth Scenarios (Million Dollars)

Scenarios 1993-94 1999-2000 2009-2010

Scenario 1. Growth Rate of 8.4% (Second FYDP) 4400 6165 13810

Scenario Il. Growth Rate of 10% 4400 7795 20221

Scenario III. Growth Rate of 12.5% 4400 8920 28965

Scenario IV t Growth Rate of 14% 4400 9658 35803

Source: ibId. p. 14.
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According to an assessment6, if Iran wants to maintain the existing per capita share of

foreign exchange revenues, the GNP must rise at an annual growth rate of 7.4%, and the

annual growth in the rate ofnon.oil exports has to reach 140/0.

In the light of the above observation, Iran has no choice but to utilize its other economic

sectors and improve its non-oil sector exports dramatically. Therefore, given the

economic importance of the minerai sector and it's present state, it seems 10gicaI to argue

that Iran needs to become an economically prosperous mining country by giving prionty

to the development of the country's mineraI resources, not only for domestie use but also

for export7
• However, other seetors such as agriculture and manufaeturing should not be

ignored. The mineraI wealth of the eountry should be used to promote an acceptable

growth rate in production and export in the longer tenn. A logieal basis for the

achievement of this objective is a clear and sound mineral poliey that will help the

country attain self-reliance and sustain diversified economic development. Such a policy

should ideally be based on the non-renewable nature of mineraI resoucces and must aÎm

to attract private Învestment, to increase govemment revenues over time. and integrate

the mineraI sector with the rest of the economy. As weIl. the monitoring the activities of

major mining enterprises as weil as conservation and environmental concems should not

be neglected.

6 Adeli, M. H.• "Analysis of the Non-oil Exports oflran from a ~Iacro-economic Point ofView".
Management Knowledge, "Danesh-e-Modiniat", Tehran University, Issue 27 & 28. Winter 1994
& Spring 1995. pp. 4-21.

7 To illusttate the role of the mineraI sector in economic developmen~ it is notewonhy to mention
the results of a study by the Australian Research Council (1998). The investrnent of$3.6 billion in
new mining and minerai processing projects in Western Australia is expected to create 39 000
jobs in the construction phase and approximately 22 000 new jobs in the production phase. It
should also cause the GNP to increase by 3.3% and 2.8% in the construction and production
phases, respectively. This results-statement is based on a comprehensive study, which is part of a
project funded by the Chamber of Minerais and Energy of Western Australia and the Austtalian
Research Couneil.



• 1.1.3lnvestment Position in Solid Minenl Resources in Inn

The enormous mineraI potential of Iran, with estimated total reserves in billions of tonnes

and 2450 active mines engaged in the extraction of over 40 different mineraIs, requîres

investmer.t for its development. At present, the extraction ratio is not in proportion \\ith

the quantity of reserves. Thus, even if it were assumed that no further exploration was

undertaken to increase known reserves, a significant supply would result from the

exploitation of mineraI deposits in Iran. This justifies the need for massive investments in

the mineraI and related industries.

As the fol1owing figure shows, the amount of capital invested by the private sector in the

mining projects during the 1989-90 -- 1993-94 plan period was about 20% of total

investment. This was much below expectation8
•

Investment in New Mining Projects in Iran During the
First Five-Year Development Plan

(As a Ok of Total)

1:•
i ~
> c
.5 !
CI~

c =_CJ
c- .
! 8
~~
o C
1--

ë5
'ti!

Year

100,....---

80 -1----

60 -1----

40 +----

20 +----

1989-90 - 1993-94

.Totallnvestment

• Private Investment

•

Figure 1.2: Investment in new..•, Source: Calculated using data from Organization of Planning and
Budgeting of Iran. 1995. and Ministry ofMines and Metals. Annual Report. June1994.

8 Details are discussed in chapter 6.
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Therefore, this research project was initiated with the working hypothesis that the mineraI

policy of the govemment during the FFYDP was ineffective in attracting private

investment to the mineraI sector of Iran despite the fact that this \Vas a top priority of the

plan.

The problem arising from insufficient private investrnent is that the funds made available

for aIl investment projects derive from oil export revenues, are limited! and the mining

sector competes with other industrial and agricultural projects for these funds9
• [t is clear

therefore, that the development of the mining sector cannot he undertaken rnerely by the

government alone, making non-govemmental investment funds a realistic necessity for

developing the minerai industry. As the Minister of Mines and Metals once stated10. the

country has to stop petra-dollar investment in the mineral sector. Rather. this sector has

to he converted into a foreign currency-eamer to create enough incarne for its O\'TI

development and renewal.

The question here is how can the country stimulate private (local and foreign) investment

in the mineraI sector? An easy solution is not at band, because the investment climate in

Iran. as in other countries, primarily depends on a series of factors such as political and

economic stability, attitude of the government towards private and foreign investment.

the extent of contrais on imports. prices and foreign exchange. and legal and

administrative settings for investment! which all affect the stability and profitability of

mining operations.

Furthermore. to attract domestic and foreign investment. the mineral sector must compete

with other sectors of the local economy as \Vell as Ylith the mineraI sector of other

1) Asre M~ a Persian Political and Social Biweekly (April 19, 1995) shows there has been a close
correlation between the amount ofcapital investment and oil revenues over the past 15 years in the
country.

10 Ministry of Mines and Metals of Iran, Summer 1991.



• countries in the international marketplaee. Therefore, the country needs to establish

appropriate meehanisms for attracting and sereening local and foreign investment in the

minerai sector. Each sector of the economy, whether private or public, should eventually

provide the required level ofcapital investment by itself, and should not rely on any other

seetor. Gaining capital through petro-dollars is not a virtue. Rather, it is a burden to lran's

strategie oil sector and ifallowed ta continue, a deterrent ta the minerai sector.

1.2 THE OBJECTIVES OF THE RESEARCH

Basieally, the main purpose of this study is to explore what policy measures can be

app/ied to the minerai sector of Iran to increase private (domestic and foreign)

investment. More specifically, the main objectives ofthis research project are as follows:

•

1.

2.

3.

4.

To document Iranian govemment policies in the minerai sector and its

performance during the FFYDP in an economic sense. e.g. in tenns of

productivity, investrnent, profitabil ity, debt nlanagement value-added.

technological change, foreign exchange eamings, employment. etc.;

To investigate the impact of various vehieles such as privatization and foreign

capital investment on the ultimate produetivity of the mineral sector of Iran:

To explore the views and ideas of Iranian minerai sector insiders regarding a) the

laws and regulations goveming mining activities in Iran. b) the strengths and

weaknesses of lranian minerai poliey, c) the state of the market. d) the problems

and difficulties of those active in the minerai sector, i.e., small, medium-sized and

large mining enterprises, e) Suggestions of those engaged in the sector to

improve current mineral poliey;

T0 seek the opinions of international mining companies conceming investment in

the minerai settor of Iran;



• 5. To review the recent experiences of other developing countries in attracting

private investment and to recommend ways in which such policies can be

indigenized in Iran; and ultimately,

•

6. T0 propose poliey implications ta form a new mineral policy framework for Iran

aimed at attracting private, local and foreign, investment.

1.3 RATIONAL AND SIGNIFICANCE OF THE RESEARCH

1. This research coneems the management of minerai resources in Des, and in Iran.. in

particular. The fact that this research tackles dilemmas assoeiated \\;th mineraI

economies and management places the research plan within a multidisciplinary area.

Therefore. issues that have roots in fields related to engineering, economics,

management, the environment and the law, amongst others, should be considered.

11. Although there are abundant articles on aspects of mineral policy and minerai

economics in both developed and developing nations. there is little by way of a

more holistic approach towards the study of mineral policy concerning any one

particular country such as Iran (see Sinding, 1993). This study is the tirst of its kind

on mineral poliey in Iran. Ta date, there appears to be no scholarly analysis in this

area. Il is thus hoped that this research has the potential of shedding light on the

peculiarities of Iran's mineral economy and poliey constraints hindering ilS

development, not only within the country, but also with other DCs.

iii. This lGnd of study describes the complexities of economic, social and political

elements influencing poliey choices and implementation in minerai producing

countries. It can aIso enlighten ongoing debates on alternative policy modes of re

structuring state-owned mining enterprises. by delving ioto the role and adequacyof

govemment interventions in economic activities, particularly those related to the

mining sector.
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iv. The administration of mineraI wealth, especially in Des, has been much.<febated.

While it is basically true that an excess of minerai resources can be crucial in the

economic development of a country, it has been pointed out previously that unless

caution is exercised in the conception, planning and execution of mineral policy,

sustainable economic growth is not assured (Mikesell, 1997; Sachs and Wamer,

1995; and Auty, 1993).

v. The intricacy of issues related ta the fonnulation of a minerai policy requires that

major elements, in particular mineraI development models, taxation and rent

capture, investment, financing and property rights, teehnical and administrative

management of mineraI activities, the organizational framework and govemment

involvement he deaIt with.

VI. A new method, the ··participatory process", is employed in eondueting the research

plan. This method does not simply rely on a simple questionnaire-based survey (see

section 1.4.3). The rationale in using this method lies in the widely believed notion

that poliey analysis that merely relies on statistics and figures does not always

represent reality. Further, such data does not guarantee the fonnulation of a good

policy. Many scholars believe that in order to draft a good mineraI poliey. the vie\vs

and comments of the real players in the industry should be considered (Seidman and

WaIde, 1998; Agarwala, Schwartz and Ponchamni, 1994). In order to gain clearer

insights into the features of Iran's mineral sector and obtain the opinions 0 f those

directly involved, the author traveled to 10 provinces in Iran, conducted open-ended

interviews with Many people in the minerai industry and obtained complete

responses to Many questionnaires. Even though this caused considerable

bureaucratie disturbances within the organizations concemed.. and required

substantial financial resources, it facilitated the plan for a more realistic and

acceptable policy fonnulation. It is hoped that this will give new insights into the

methodology of this type of research.
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1.4 RESEARCH METHODOLOGY

As mentioned~ the central question of this thesis concems the exploration of a range of

poliey measures that Iran can adopt to increase private (domestie and foreign) investment

in the minerai sector. To tackle this multi·faceted objective, both qualitative and

quantitative methods of data collection were used, enabling the research to proceed on

the basis of a tripartite hierarchieal seheme, namely at the '''sectoral'', hnational·', and

··intemational" levels. When demanded by the research, issues were diseussed from a

multidisciplinary perspective.

The following briefly highlights the research phases (in no particular order):

1.4.1 Literature Review

Library information, periodical joumals and magazines, along with documents of the

World Bank. the United Nations, and professional seminars are used to explore the

general trend of mineral policies in Des in recent decades (i.e., in terms of state

participation, privatization, and foreign investment in mining ventures).

1.4.2 Analysis or the Performance or the ~lineral Sector or Iran

The first phase of this analysis comprises the assessment of the current state of the

minerai sector in Iran by using data and statistics relating to geological activities.

production of minerais and metals, new projects, growth rate of the minerai sector. type

of o\\nership of mining companies, value added of the products, export of mineraI

substances and metals, local and foreign investment in mine development, privatization,

and training and research.

The second phase involves using the data colleeted to eompare the targets and actual

performance of Iran's mineral sector during the FFYDP. These analyses are~ in particular,
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intended to identify the areas in which the minerai sector has underachieved, and sets the

agenda for analysis in other chapters.

In order to assess the health of the mineral industry, a detailed financial analysis of a

large sample of mining companies ranging from small privately-owned to large state

owned companies during the frrst development plan was conducted in the third phase.

The results of this anaIysis are presented in appendix.

1.4.3 Field Study (Semi-structured Interviews)

In an anempt ta defme strategie components and issues in Iran's minerai policy, a series

of semi-structured, yet open-ended, personaI interviews and a questionnaire-based survey

were conducted among mining company officiais, individual and co...operative miners.

and govemment officiais responsible for the mining sector in lran. Areas covered by the

survey include both intended and realized current mineraI policies. the mining code,

foreign investmen~ and labour law, amongst others.

The main reasan for conducting the semi-structured and open...ended interviews was the

realization that in developing countries, formaI surveys employing rigid questions inhibit

the free expression of opinions and that engaging those concemed in discussions, rather

than involving them in formai questionnaires would lead to more realistic results. Il was

hoped aIso that the face-to-face exchanges would allow the development of i~sights into

what was "on the ground "

1.4.4 QuestioDDaire-based Structured Survey

The questionnaire was designed on the basis of a number of variables identified from the

literature review and case studies, which were thought to play varying strategie raies in

influencing investment decisions of mining companies in Des. The questionnaire was

then submitted to a group of large foreign mining company officiais, and invited their
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views and experiences on important factors that influence their decisions to invest in

mining ventures ofOCs in general, and in Iran, in particular. This survey is hoped to shed

sorne light on the Prevailing Reality of multinational companies and developing

countries based on the cumulative experience of firms active in the mining and extractive

sector.

1.4.5 Case Studies

In an attempt to study aspects of minerai policy that encourage private investment, case

studies were also conducted on minerai sector activities, minerai policies and their

outcome in three mineral-endowed developing countries. Case studies were done in 2

stages. The earlier served to identify critical issues that impact the efficacy of policies

attracting foreign investment in developing countries, to assist in the design of a

questionnaire for a more comprehensive survey in Iran and among foreign companies. ln

the later stage, further information was collected to serve as a platfonn for comparison of

Iran with a selective Iist of countries.

The case studies involved reviewing major aspects of mineral policy in these countries. in

particular, those related to the legal and institutional framework and fiscal regimes. state

participation and control in mineral development, privatization, current perfonnance and

plan, and incentives and obstacles to mineral development. These are investigated to

assist in establishing a proper framework for developing minerai policies ·aimed at

accelerating private investment in Iran's mineral sector.

Chile, Indonesia and Nigeria were chosen for detailed case studies on the grounds that:

i. These countries possess considerable minerai resources, and the contribution of

minerai exports to export revenues is substantial (in Chile and Indonesia);
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11. They are from different continents, Le. from South Americ~ Asia and Africa, and

thus have various socio-economic backgrounds. Therefore, their experiences can be

useful.

Ill. Chile is known as one of the most successful cases in terms of minerai

development;

iv. Both Chile and Indonesia are known to have progressive mining codes and desirable

investrnent environments;

v. Indonesia is comparable to Iran in many respects: it is a Moslem, oil-exponing and

mineral-endowed country, with a similar GDP;

vi. Nigeria also is an oil-exponing and mineral-endowed country, but its mineraI

resources are undeveloped. Nigeria has experienced many difficulties in developing

its minerai resources;

V11. Both Indonesia and Nigeria (like Iran) are OPEC members and the oil sector has a

great influence on their economic policies; and

viii. Iran, Indonesia and Nigeria are also among the members of the newly established 0

8 Group1
1.

1.5 ORGANIZATION OF THE THESIS

This thesis iocorporates 10 chapters. each of which in tum are divided iota severa!

sections.

110-8 is a group of eight developing Islamic countries. The members of the D-8 include Iran.
Turkey, Indonesia, Malaysia, Nigeria, Bangladesh, Pakistan and Egyp~ which are from Asia.
Africa and Europe, with a population of 800 million. This group is a broad-based body, which
aims to pave the way for co-operation among Islamic developing countries. The main goal ofthis
economic group is to help economic and social development of the member countries through
expansion of Multilateral co-operation in various fields and political consultations (Iran News.
May 1997).
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Cbapter 1 provides a thorough introduction to the minerai industry of Iran with

particular reference to the role of the oil industry in initially stifling its development and

later generating the impetus for its resuscitation. This chapter oudines the research plan.

Cbapter 2 deals with state participation in mineral project development, with inferences

drawn from various DCs.

Chapter 3 deals with privatization of state-owned mining companies. It oudines the

rationale and methods of privatization.

The international aspect of the mineraI industry is intimated in chapter 4. The role of

foreign investment and multinational corporations (MNCs)" the principal participants in

minerai development, come under close scrutiny in this chapter. Sorne aspects of foreign

investment such as the benefits of foreign Învestment both for LDCs and multinational

mining companies, forms of foreign investment. policies to attract foreign investment.

and areas ofconflicts between the investors and host governments are discussed.

Cbapter S aims to provide an accurate economic assessment of the current state of Iran's

mineraI sector in tenns of various indicators such as production, investment, profitability.

value..added of the sector, technological changes. and employment. This provides

background knowledge on how the minerai sector bas performed in the recent past. and

hOYl it is perfonning currently.

Chapter 6 is an attempt to assess the performance of the minerai sector during the

FFYDP. The investigation is done by using official statistics and economic variables.

Chapter 7 deals with the case studies of Chile, Indonesia and Nigeria, three developing

economies that have various experiences with their solid mineraI reSOUTce sector and

could provide usefullessons for Iran.
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Chapter 8 presents the results of the field study. This surveyon the (ranian mining sector

assesses the views and comments of those involved -- governmental agents, mining

companies, cooperatives and individuals -- and fonns a solid base for mineraI policy

formulation.

The results of a survey among large mining companies on their views and thoughts

concerning investing in the mineraI sector of Des, and in Iran in particular. is presented

in cbapter 9.

Cbapter 10 concludes the study and recommends minerai policy initiatives aimed at

increasing private investment in Iran's minerai sector.

Appendix 1 presents the results of the financial analysis of lranian mlnlng and

metallurgical companies during the FFYDP. The analysis was done by collecting and

standardizing financial statements of companies. and computing and anaIyzing relevant

financial ratios.
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CHAPTER2

STATE PARTICIPATION IN MINERAL
PROJECTS OF DEVELOPING COUNTRIES

2.1 INTRODUCTION

Also known as the "less-developed countries" (LDCs), developing countries are today

the most important source ofworld minerai supply. In many LOCs, the mining sector has

been seen historically as the engine of growth for generating substantial benefits in tenns

of govemment revenues and foreign exchange receipts to support economic growth. The

decades of the 1950s and '60s witnessed a strong growth in the mining sector! both in

developed and developing countries. This trend was basically due to rapid grO\\th in the

demand for ores and metals, caused by the development of heavy industries and the

demand for production of capital goods (Bomsel, 1990). The increased economic

benefits in, and returns to, the minerai industry led to increased govemment involvement

in the implementation and control of mining projects. State-owned enterprises (SOEs)

involved in minerai production grew from practically nothing in the early 19505 to

aImost one third of the world'5 minerai industry in the early 19805. In 1981, for example,

govemment equity holdings in developing countries were 41% in balLxite, 58% in

copper, and 620/0 in iron ore (Radetzki, 1985b).
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As a result, govemment regulations restricted foreign investment, required higher level

of national ownership and control, and placed limits on the repatriation of profits in the

late 1960s and early '70s (Economie Commission for Africa, 1996, Daniel, 1993, and

Walde, 1983). OPEC's suecess in increasing oil priees in the 1970s and the shortage of

sorne minerai commodities further strengthened these trends (Sims, 1985).

Nationalization of mining operations in, for example, Chile, Ghana, Guyana, Bolivia,

Zamhia and Zaire were direct manifestations of higher desires for the local control of

mining operations on the part ofhost countries. The rest of this chapter examines reasons

for state participation in mining projeets in LOCs, the disadvantages of sueh a practice,

and otIers some policy implications to improve the perfonnance of state..owned mining

finns.

2.2 REASONS FOR STATE PARTICIPATION

The reasons for state participation ln mineraI projects differ amongst developing

countries. Their main objectives, however, often fall into one or more of the following:

2.2.1 Revenue Generation

The establishment of large..scale mining projects represents a source of potentially

considerable incorne for developing countries. For many of them, the revenue and

foreign exchange eamings derived from mining operations represent a vital factor in

national economie planning and survival. As shown in table 2.1, many developing

countries relied on minerai and metals exports for over halfof their export revenues.
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• Table 2.1 Reliance on Minent and Metals Esports ofSelected Developing

Countries iD 1985 (As a percentage of total exports)

Angola 97

, . . ~- .. .

. ; ..... ':.7.'>-, I~ t ),' ~-'~.: •

Mexico 64

Cameron

<'. .~:: t ~~ï; .....:-.
~r-'; ~ ~: -~--~-: ~-

Congo

63

89

Papa New Guinea
a 0 .. ~ :"'Jl'

. '. .: ;' . -~-, '-.'~: ~ ';

Syria

SI

6S

. .: .' -:' i ,'...... " .
- ~. .-': ..

Egypt 72

:.' 7.... , .. : '.' ;~(,if; ...:.~' '..~:;. .'
• ..-: ". 4 <~ "' L·.~ •

Trinidad and Tobago
... ~ .... ..:- ... ~. . . . -;

': .' .' .' '. ~ ..' . : ' - .' '.:: ..~

84

~ ~,~: ~:t~~~ ~·ti1r~:-:~ ;_~..-~..~~
J' ".' .~'. ~. :~:O- -; J,:: :..... ~.;.:-. ":,4 ~ ~ ••. '

•

Maurltania 58 Zambia 94

Source: Ascher. 1994. p. 4.• *) The value for Niger is for 1992; source: Mikesell (1997).

Through nationalization and equity sharing, the LOC govemments believed that they

could gain additionaI revenue through dividend payments. They aIso wanted to maximize

their revenues and foreign exchange earnings by limiting the reminance of foreign

company profits overseas. AIl these concems pointed towards increased participation in

the sector.

2.2.2 Ownenhip and Control

The notion of permanent sovereignty over natura! resources has been adopted by

developing countries as a fundamental rational as well as a legal basis for assuming

increased involvement and control over foreign-operated minerai extractive projects

(Trebat, 1983). Sovereignty of countries over their national resources has been aIso

affmned by United Nations resolutions and is intemationally accepted (Sims, 1985, and

Legoux, 1981).



•

•

Beyond its obvious political and philosophical reasons, the resource sovereignty issue

has had sorne socio-economic reasons as weIl as sorne policy implications for minerai

projects. First.. the LDCs wanted to control project performance to ensure that the

objectives of the foreign companies did not conflict \\ith their own objectives. Second,

by assuming sorne equity participation, the LOCs assumed that they could exercise their

control and influence in key areas of decision-making, such as those affecting

employment, marketing and the environment. Third, the LOCs wanted to simplify the

transfer of skills and technology by having direct responsibility for project operation and

by hiring local workers for skilled positions. Fourth, through equity participation,

governments wanted to gain experience and increase infonnation and skills for the

purpose of implementing similar projects (Siros, 1985 and Zorn, 1981).

2.2.3 Regional Development Integration

The size and organization of mining projects can contribute significantly ta regional

development. Such contributions may take the fonn of decreased costs for consumer

goods through improved infrastructure, expanded employment and business

opPOrtunities for residents, as well as improved health and educational facilities.

The usual expression of sectoral integration of mining projects in developing countries

also involves downstream activities such as smelting and refining. ~Iany mineraI

producing countries pursued the integrated industry policy as an industrialization strategy

and as a means of increasing their tax revenues. The significant economic benefits

generated by mining operations, aIong with the insensitivity of the multinational

companies to the social needs of host countries, seemed to he enough justification for

government intervention (Radetzki, 1985b).

24
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2.3 MAJOR CONSEQUENCES OF STATE PARTICIPATION

The MOst common fonn of state participation in mineral development in LDCs is the

establishment of State Mining Enterprises (SMEs). The major role of SMEs is to

establish the means with which natwal resources would he convened into capital for

investment and consumption. Thus, mining ventures possess an enormous potential in

influencing economic development, in tenns of the extent to which correct use of the

capital is channeled through state enterprises. SMEs were often formed either to take

over foreign-owned facilities, or to serve as the major means with which foreign

companies and investors would he dealt with (Ascher, 1994). It is important to note that

in this chapter, we only consider SMEs in relation to state involvement in mining

ventures. There are a number of other reasons for the establishment ofSMEs in LDCs:

1. Prominence of the mineral sector, by itself and in development;

iL Desire to capture the economic rents of mineraI monopolies;

l11. Capital requirements;

iv. Risk aversion;

v. A weak private sector;

vi. Unemployment reduction and

vii. Reduction of income inequalities (Dobozi, 1989; Radetzski, 1985b~ and Trebat.

1983).

As previously mentioned, the establishment of SMEs reflects multiple goals and the

evaluation ofperfonnance is generally very difficult (Strongman, 1994, and Sïms. 1985).

For instance, low profits May reflect either the social burdens carrie~ or managerial

inefficiency (Mallon, 1981). However, SMEs initially lead to lower output and higher

costs, compared to old ownership patterns. Further, due to non-profit (social) goals,

SMEs experience high production costs, compared to private firms. There is clear
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evidence that managerial inefficiency causes permanently higher costs. SMEs develop

excessive capacity and operate uneconomically al full capacity, both policies resulting

from soft budget consttaints and confessional tinancing (Dobozi, 1989). In numerous

instances, the comparatively vast levels of funding enjoyed by SMEs (compared to

private ventures) have resulted in a blunting of their ability in making sound investment

decisions, to the extent that such decisions may even he POlitically motivated. However

this is a two-way street, in that governments may aIso impose upon SMEs conditions and

provisos that are fuelled by political agendas (such as obliging an SME into a recruitment

drive that is clearly surplus to requirements) (Ascher, 1994).

As SMEs in developing countries are mainly ore extractors, their emergence has not had

a significant impact on world minerai markets. Only a few state firms explore. produce,

finance, and market self sufficiently: CVRD (Brazil), CODELCO (Chile). Pemas

(Malaysia), Charitien des Phosphates (Morocco), OCPM or SONAREM (Algeria)

(Walde. 1981), the National Iranian Steel Co. (NISCO), and the National 1ranian Copper

Industries Co. (NICICO).

[n the follo\\ing, we will examine sorne cases of particular LDCs, sorne of which have

successful SMEs and others, which have not. First the cases of Zambia and Bolivia will

be discussed. The outcome of nationalization of the copper industry in Zamhia \\·as

signiticantly different from the govemment's original expectation. The Zamhian

govemment apparently thought it could achieve its development goals through control of

the national copper industry and could, therefore, avoid making major public investments

to achieve those goals.

In practice, the mixture and ambiguity of economic and socio-POlitical goals in the

Zambian copper industry significantly increased production costs. The govemment

strongly emphasized employment and provided social amenities to employees and local

communities. This, along with the costs of setting up the state enterprise, reduced the
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importance of profit maximization and cost minimization and weakened the fmanciaI

position of the industry.

Therefore, the Zambian govemment, as the major owner, had to bear the financial burden

and consequences of its actions. For socio-politicaI reasons the government could not

stop the operation, and had to pay the price of maintaining the operation of a financiaIly

troubled international industry. As a matter of fact, the overall costs of nationalization

were much more than expected. One consequence of Zambia's nationalization of the

copper industry was increased indebtedness that forced the govemment to postpone its

development plans (adapted from Radetzki, 1985a, and Libby and Woakes. 1980).

The case of the Bolivian-owned tin company, COMIBOL (Bolivian Mining Corporation)

is another example of faHure. The company suffered from continuous over-employment.

decreases in production and productivity, and politicization of management decisions.

Repeated injections of technical and financial aid did not make the situation better

(WaIde. 1988). Quoting from Mikesell (1971), "The problems of Bolivia's nationalized

tin industry have probably been more sociaI and political than technical in origin."

The literature on govemment intervention in minerai development suggests sorne

successful cases as weil. For instance. we can refer to the cases of Chile. l\lalaysia and

Botswana. In Chile, public copper enterprises have achieved considerable perfonnance

by increasing production, enhancing the level of technology and expanding exploration

activities (Walde, 1988). In MalaysiCL a substantiaI portion of the tin output is produced

by state owned mines. These enterprises have sho\\n considerable perfonnance

capabilities (WaIde, 1988, and Mikesell, 1971). In Botswana, the government succeeded

in obtaining major rights over its minerais despite a limited work force, and established

four important mines and two related towns on schedule. Botswana's mineral production

and its contribution to the national economy and development objectives significantly

increased onder govemment POlicies and control (Johnson, 1981).
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2.4 ALTERNATIVE STRATEGIES

The overall outcome of nationalization and control policies and the altemate strategies by

which govemment objectives can be achieved without equity participation are discussed

in this part.

2.4.1 Revenue Maximizanon

It is difficult to prove any causal link between govemment ownership and higher

economic performance of mining projects during the 1960s and 170s. The literature

(Kikeri, Nellis and Shirley, 1994, and World Bank Technical Paper No. 181 ~ 1992). in

fact, has questioned the "revenue generating potential" of government ownership.

Govemments normally gain revenues from mining operations through income taxes,

royalties, and equity participation. The govemment can obtain equity either free or by

purchase. In practice, it may be easier to obtain taxes from a foreign mining company

than it is to obtain dividends from astate mining enterprise. Even when enterprises are

highly profitable. dividend payments can be modest if funds are needed for capital

expenditures or debt service. Many govemments have aIso difficulty in treating funds

held by state mining enterprises in the same way as funds held by the treasury.

Several kinds of tax, with many advantages, are commonly levied on minerai projects.

Royalties and income taxes, for instance, often provide a more certain stream of revenue

to the govemment. More recent forms of taxation, such as the resource rent tax (RRn

and the additional profits tax (APn, also seem to have :ertainty advantages over equity

sharing.

Sims (1985) states that Walrond and Kumar used a computer model to show the effects

of the various fiscal options, e.g., royalty, corporate income tax, additional profits tax and

equity sharing on govemment revenue. They concluded that "The main merit of
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government equity participation would appear ta he effective control rather than

maximize revenue."

2.4.2 Effective Control

Besides revenue generation, the govemment May see ownership or equity participation as

a means of ensuring effective control~ and gaining experience. Governments basically

want control over mining ventures in order to monitor company performance in various

areas, especially those related to government revenues, and to ensure that foreign tinns

confonn to govemment poliey.

With respect to government control, tbere are two broad approaches through which the

govemment can exercise its control over the operation of mining companies: by majority

control of the board of directors, or through legislation and regulation. The tirst approach

requires qualified govemment directors to exert their authority over the management

board on important policy issues. The second approach requires that government officials

responsible for promulgating and enîorcing regulations understand the industry that they

are regulating and are able to detect violations of the rules. Bath approaches require

honest and incorruptible government personnel, as weil as capable administrative

methods and bureaucratic procedures. The need for a regulatory and monitoring

structure, however, is not eliminated, even when the govemment has a majority share in

the company.

There is a debate on which approach, Le., equity sharing or regulation, is more effective

for control purposes. Zom (1981) believes that ownership and effective control are

different things, and even 100% equity ownership is not a guarantee of effective control.

He adds that substantial control power can he obtained through regulations and effective

agreements. He refers, for instance, to the Cerro-Matoso nickel agreement between the

govemment of Columbia and two U.S. mining fmns. The agreement provided that

govemment approval was required for sorne key issues, such as appointment of
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management, purchase or sale of goods and services~ know-how agreements and annual

operating plans, even though the govemment held only a minority equity position. Also~

Lecraw~ in 1984, tested the relationship between 153 subsidiaries of transnational

corporations and host governments~ within cenain parameters including equity, and

concluded that a high level of equity participation did not imply a high level of effective

control (Chermark~ 1992). However~ Sims (1985) suggests that control of the project is

synonymous with govemment equity sharing. With respect to controlling company

perfonnance, the govemment would probably receive more infonnation as a board

member than it would as a regulator.

2.S MAJOR PROBLEMS OF STATE-CONTROLLED MINERAL

SECTORS IN LDCs

[n spite of irnprovements in controlling minerai operations and increased govemment

revenue~ LDCs suffer from major problems regarding the development of their minerai

resources. These problems are briefly discussed here.

2.S.1 Capitallnvestment

The minerai industry is a capital-intensive and high-risk activity! with certain unique

characteristics such as fixed location, physical uniqueness, as weB as dynamic and

decreasing nature of ore reserves, and long lead and exposure times associated \\'ith

minerai projects (Bilodeau and Davidson, 1992). ~Iost developing countries cannot

afford the required capital for exploration and development of minerais, and thus are

generaIly dependent on external sources of money. International loans are rarely

available for mining projects. This is partly due to the relatively high risk associated "ith

those projects and partly because international financing institutions, such as the World

Bank, prefer to supply their own limited funds to basic infrastructure projects like
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transportation and power, and to other industries for which private capital IS not

ordinarily available.

The high debt burden of most mineral producing countries and the frequency of debt

rescheduling, along with the trend of host government involvement in the control and

management of projects during the 1970s, have made even international private

investrnent less attractive and unlikely in developing country mlmng projects.

Recognizing this problem, developing countries, in general, changed their policies

toward foreign capital encouragement and reduced govemment involvement in the 1980s

(Walde, 1988).

2.5.2 Marketing

Export-oriented resource industries cannat succeed without markets and a well

developed marketing organization or direct ties with overseas consumers. ~tost SMEs in

developing countries are completely dependent on marketing structures created and

controlled by the modernized economies and large international corporations.

There are many examples of the difficulties of SMEs in marketing their products. Take

the example ofGuyana for instance, with the 1977 nationalization of the AiCAN bauxite

mines. The newly created local company had difficulty in marketing sorne of its products

for which ALCA1~, through vertical integration, had no previous problems (Sims. 1985).

2.5.3 Priee Fluctuations

The producers of minerais become frequently subject to the effects of "ide priee

fluctuations on the world market and to static demand for their products, and developing

countries can only rarely exert any influence over market priees and the marketing

structure maintained by developed countries.
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Mineral produeing LDCs suffer when mineraI priees fall, beeause most of these countries

are dependent on foreign exehange revenues derived from mineral exports. Furthennore.

as the Botswana Minister of Mineral Resources once said, even when prices rise. market

priee fluctuations make it diffieuIt for LDCs 10 fonnulate development plans (Chiepe.

1980).

2.5.4 Local Processing

~1ineral exporting countries can gain substantial benefits from the establishment of

mineraI processing facilities within their territories (Radetzki. 1977). Primary commodity

exporting eountries reeeive ooly a small pan of the final priee paid by consumers of the

final product. The value of raw materials increases as much as thirty·fold through

processing into semi-fabrieated products (United Nations. ESCAP. 1980).

~likesell (1971) believes that the long·run tenns of trade have moved against sorne

developing countries because of the inability of their SMEs to develop and process their

mineral resources to face ehanging world demand and supply conditions. [n addition to

the considerable value-added benefits. another advantage of local processing is that it can

rel)' on the technology. infrastructure and capital already employed by mining enterprises

and can use the experiences developed in mining (Radetzki. 1977). It cao create ne\v

infrastructure. inerease employment. reduce the possibility of manipulating protits and

tax pa)'ments through transfer pricing by the multinational companies. reduce

dependence on imports, and improve managerial and marketing skills.

2.S.S l\'lanagement of the Mineral Sector l

Apan from general problems ofLDCs in their mineral development plans. astate·

l This part is adapted from Dobozi (1989), Shirley (1983) and Zakariya ( 1980).
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dominated minerai sector with a large amount of SMEs causes inefficiencies in that

sector. Sorne of the reasons for this are:

2.S.S.1 Administntive Structure

The inadequate administrative and technical capability of govemment planning boards,

the ambiguous goals of state entities, as well as their low level of knowledge and

expertise have resulted in the wastage of resources in Many developing countries.

In practice, state enterprises nonnally take on a life of their own and ignore the goals of

global development plans of the govemment. This tendency originates from the lack of

an adequate balance between their financiaVcommercial independence (autonomy) and

accountability to govemment. They are also weakly controlled, and this causes

corruption and misuse of resources and facilities.

2.S.S.2 Balancing Public Control witb Autonomy

Most LDCs have not succeeded in balancing their control of SMEs with entrepreneurial

factors (Zakariya, 1980). Regarding the control of SMEs. although sorne control to

assure good social profitability is necessary, poorly coordinated interference can make

success impossible (Shirley, 1983). Bluning of managerial and oversight functions can

undercut the autonomy intended and presupposed in an SME (Op cil., Zakariya, 1980).

The case of Zambia's ZCCM illustrates this point. The allocation of sufficient foreign

exchange would have made the finn viable. However, since the 1970s, the finn had been

eut off from adequate foreign currency, resulting in higher operating costs and

deteriorating plants. The government was unable to give the finn the foreign exchange it

needed, owing to demands from the rest of the economy (Dohazi, 1989).

A variety of controlling government agencies bas created an overly complex and

bureaucratie authority. A large SME May he managed by the legislature and powerful

interest groups, Many of whom know next to nothing about the minerai sector involved,
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and devote more attention to procedure than to results. It is also likely that enterprises

without any govemmental oversight grow into political and economic empires with very

little or no public accountability (Ibid., 1989).

2.5.5.3 Overcapacity

Over-investment in SME capacity results from the 10w cost of capital (i.e., treasury

funds) and bureaucratie tendencies to maximize the volume of production rather than

profit (Radetzski, 1985). It can be difficult to recoup any funds from a successful S~fE,

due to its drive to reinvest in expansion (Sims, 1985). SMEs also favor domestic

investment even when foreign investment would make more economic sense (Dobozi.

1989).

2.5.5.4 Distorted Priees

Poor perfonnance of sorne SMEs may be due to government-imposed pricing contraIs.

SMEs do not often receive adequate and timely compensation even for losses from

government underpricing (Dobozi, 1989). Funher, controlled prices are often blamed for

financial profitability being a poor predictor of the social profitability of state mining

enterprises. However, others are more optimistic about social profitability as a

performance criterion in state enterprise goal structure (Ibid.), because by removing

controlled priees, market priees may accurately reflect economie profitability (Shirley,

1983).

2.5.5.5 Low Productivity

Overall, state enterprises are often extremely inefficient compared to private finns

(Dobazi, 1989). However, sorne analysts (Shirley, 1983, and Sims, 1985) believe that

such inefficiencies are not inherent or systematic, but that proper management can

mitigate them. The many commercial and social goals of SMEs, unless prioritized, cause

the sector to operate with unresolved confliet. Performance cannot he extrapolated, nor
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compared with expectations. Poor management IS concealed, as lasses are often

attributed to noncornmercial goals (Shirley, 1983).

2.6 POLley OPTIONS TO IMPROVE SME PERFORMANCE

Having discussed sorne problems of SMEs, the important question is how to make such

enterprises economically efficient when they are burdened with non-commercial social

goals as weil as commercial objectives. It should first be mentioned that whatever shape

of fonn any improvements May take, both the govemment and the S~Œs must

necessarily and jointly he involved in the processes underlying economic efficiency of

S~IEs. In practical terms, such a partnership often involves a balancing of autonomy and

accountability on the behalf of the SMEs concemed: SMEs should be given the degree of

discretion to operate as effectively as possible in an economic sense (e.g.. in initial levels

of necessary investment, in seeking foreign loans, and in operational decisions), whilst

remaining accountable to the government. in tenns of the socio-political agenda(s) laid

down by the government.

State firm autonomy would be strengthened by reduced government interference. Strong

govemmental leadership efforts must ensure that SME investments are initiated with

adequate marketing and cost surveys. Finns must he made to understand that their

investment decisions may impact world mineral markets and thus affect the profitability

oftheir own operations (Ascher, 1994, and Trebat, 1983).

The extent of govemmental involvement in the various operational phases of resource

extraction, processing and marketing will also influence the economic efficiency of

SMEs. For instance, a govemment that is not panicularly weil equipped in dc=aling with

the exploration phase May overspend the budget put aside for this phase, thus resulting in

reduced profit margins upon product marketing. Therefore, bath the government and

SMEs should consider whether it would he more efficient to enlist the expertise of the
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private sector in certain phases of the operation, if it results in greater economic

efficiency. In terms of more practical tools available for improving the economic

efficiency of SMEs, the flISt area that should be considered is Goal Programming

(Dobozi, 1989). This is a quantitative technique in multi-objective decision-making

comprising six steps:

1. Identify goals;

u. Evaluate the means of achieving them;

iii. Assign a weight to each goal in conformity with sorne politically specified arder of

preference;

iv. Assign weights to over and under achievernent of relevant targets;

v. Determine the optimal investment portfolio; and

VI. Simulate the impact of time on relevant targets (e.g., employment, distribution of

incarne, etc.)

Once the noncommercial (social) constraints are identified and costed, govemments can

instruct fmns to rnaximize their profits, while operating within the set of constraints.

Finns may either be reimbursed or their profit targets lowered. However. after such a

compensation, firms would be accountable for achieving profit targets (MalIen. 1981).

Although the govemment's pricing policy should deter abuse of monopoly positions. it

should pennit reasonable retum on investment, assuming nonnal effieiency. If there are

priee distortions, shadow-pricing procedures ean be used to evaluate S~lE efficieney

consistent with economic effieiency. However, as shadow prices can be complex to

calculate and administer, the best solution is to move prices closer to market prices by

removing distortions whenever feasible (Shirley, 1983).
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Effective and good management is a prerequisite for appropriate execution ofa long-term

strategy, progression of core programs, optimal use of resources, and coordination with

other entities to avoid duplication of work. Improvement of management depends on the

rewards for improvement and management training. A non-assured management

position, a perfonnance-based career system, a rotation of top and specialized manager.;,

insulation of the finn from outside politics, improvement of staff quality and sanctions

against officiais who make improper decisions, coupled with the optimisation of

persoMel numbers and the implementation of pay scales competitive with private

industry would improve SME perfonnance (World Bank, 1995, Ascher. 1994. and

WaIde, 1983).

Another key factor affecting the development and sustainability of SMEs is the

availability of financial resources. Reliable resources to finance personnel, infrastructure

and operations are indispensable to the fulfillment of the responsibilities of institution

(World Bank, 1995). One apparent way of improving the availability of financial

resources of SMEs would be for them to paya lower rate of natural-resource tax in

comparison to private ventures. However, this May have the effect of artificially inflating

the profit margins of the SME, thus reducing the govemmental scope in assessing the

true profitability of the SME venture. Therefore, there have been arguments favouring

the same levels of taxation in SMEs as thase imposed on private ventures (Ascher.

1994). However, caution must he exercised here, since, whi~st equating the tax regime of

private ventures and SMEs go sorne way towards ensuring that the govemment can

exercise adequate control over the surplus, it May absorb SMEs towards inadvisable

foreign borrowing.

2.7 CONCLUSIONS

From an historical perspective, during the 1960s and ~70s, LDCs have shown great

interest in nationalizing their mines, mainly in the hope of increasing revenue and
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gmnmg effective control over multinational companies. In general, Many LOCs

succeeded in gaining greater control over their projects, but failed to generate greater

economic benefits directIy from nationalization. A smaller group ofdeveloping countries

was successful both in exercising control and in increasing economic benefits. An overall

review of the performance ofLDCs during this period, however, shows that they failed to

rationalize the role of minerais in long-term development planning. Their major

problems. sorne of which were discussed, still remain unsolved.

The nationalization trend of minerai resources in developing countries, along with their

high debt burden. has served to inhibit the transfer of capital and technology. The

reduction in foreign company investment along with the lack of local capital caused a

decline in the development of new resources. In response to the situation, the LDCs

changed their policies, moving "from restriction back to business" (Walde. 1988). The

LDCs took new measures to attract foreign investment and mobilize the necessary

financing for rnining projects. However, state participation in the mineral development of

many LDCs is still dominant.

Sorne reasons for equity participation in large mining projects were examined. Although

equity has the advantagc of lowering the MNCs perception of political risk in a project.

such a benefit does not simply materialize as a result. To take advantage of equity

ownership, disciplined and coordinated work is required.

It is also the case that a more advanced economy May lead to increased benefits from

govemment equity, in that the rest of the economy enjoys more project linkages.

However, an important equity position May not necessarily achieve this aim, because a

small poor country without a skilled workforce may not be able to invest substantial

capital in its mining operations (Sims, 1985).
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Even when taking the multiple social goals of SMEs into accoun~ govemment equity in

large mining projects may not he worthwhile compared to sound regulation and taxation

of private firms. When considering an equity stake, it is important for govemments to

clariCy their objectives, and ask themselves whether all the costs, lime and effort placed

into an equity stake justify the benefits that may he gained. If the objectives are mainly

centered on political ideology, a production sharing agreement with the private sector

might be preferable to an equity stake. Similarly, if the objectives focus on control and

entrepreneurial training, then govemment cash outlays could be minirnized by drawing

up a contract with the foreign company that requires a graduai phase..in of local workers.
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CHAPTER3

PRIVATIZATION OF STATE-OWNED MINING
ENTERPRISES IN DEVELOPING COUNTRIES

3.1 INTRODUCTION

Sinee the beginning of the \vorldwide eeonomie reeession of 1981 ...82, the world eeonomy

has ehanged dramatiea11y. This reeession had sorne serious impaets on minerai investment,

minerai priees and demand, and on the availability and tenns offmancing. Soetjipto (1993)

states that it was in the second ha1fof the 1970s, in fae~ that world minerai markets entered

a period of uneertainty and that new mining projects were eonfronted \\ith the continuous

decline ofmajor minerai eommodity priees. He argues that this situation was mainly a result

of inereased exploration and mine development activities in developed eountries in the late

1960s and early 1970s.

Mineral priees in rea1 terms have decreased to their lowest level for deeades, and the

eeonomic recovery from 1983 to 1986, reflecting the cyclical nature ofminerai priees, has

done linIe to raise them. Few minerai development agreements have been signed. Investment

bas mainly focused on precious metals and on projects ofa much smaller scale than projects

of the 19705 (Walde, 1988).
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The continuous weakness in priees and demand are further aggravated by an anay of

parameters, such as lirnited, ifnot shrinking, financing and investment capital (partIy due to

developing countries'increasing indebtedness), an increasing reductions in metal use in

developed countries (partIy due to substitution and to reeyeling and conservation),

partieularly in Germany and Japan (Economie Commission for Afriea - ECA, 1996). These

conditions combined with huge losses ofsorne large scale state-owned projects (mainly due

to rnismanagement) have collectively necessitated a reassessment ofthe minerai policies of

past decades~ especially in developing countries (Economic Commission for Africa 1996~

and WaIde, 1988). This reassessment in tum has paved the way for introduction ofsweeping

changes.

The paradigm that emerged in the mid-1980s focussed on private capital initiatives and

privatization of public minerai enterprises (Morgan~ 1994). This was a reversaI in past

policies of the 1960s and 1970s, from increased state participation and control of mining

industry \. to privatization and denationalization2 of this sector.

Following the presentation of background information~ the author reviews several critical

issues surrounding privatization before presenting a brief discussion of privatization trends

in the minerai sector as well as the methods and procedures used in the privatization ofstate

owned mining enterprises. Conclusions highlight the critieal points of the chapter.

3.2 BACKGROUND

As the literature suggests~ the performance of state-owned enterprises (SOEs) and the

business environment are among the key factors that explain why privatization bas become

1 There is an increasing de-mystification of the ownership-control paradigm. As mentioned in chapter
2, there is no strong evidence to suggest that ownership is necessary for control.

2 Denationalization is a term used to signal the previous process of nationalization or take-over of
otherwise privately-held mining enterprises.
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50 important in the early 1980s (Priee Waterhouse, 1996, EC~ 1996, and Ueberman, 1993).

In the early 1990s, another key factor that helped demonstrate the prominence of

privatization was the fiscal and debt crisis in many developing countries (Mateen, 1994).

This is aIso confinned by Ramamurti (1992). ln a broad-based study, Ramamurti examined

83 developing countries to find the reasons that motivated them to pursue privatization. The

study concluded that privatization is more likely to be pursued by countries with ··high

budget deficits", Oiohigh foreign debt" and "overused state enterprises."

3.2.1 Performance of State-owned Enterprises

As mentioned in chapter 2, generally, state..owned enterprises are those with a corporate

identity, which have objectives that are primarily economic and designed to add wealth to

the community. They may aIso be used as a vehicle to achieve socio-political objectives of

govemments (Powell. 1987). The particular fonn of enterprise ofconeem in this study is the

State..owned Mining Enterprises (SMEs), engaged in the extraction of minerais and the

production of metals. Most of these enterprises were established in the 1950s (Radetzki.

1985), and have grown since the early 1960s. The SMEs play a range of roles. from complete

control of mining operations to helping private. usually forei~ investors. ln most eountries.

the growth of SOEs was instrumented by substantial regulatory practices, tight controis over

entry and ourlet in specifie industries, regulated priees and quantities, and tough bureaucratie

measures and labor laws that redueed labor mobility and competitiveness.

The statisties on SMEs in developing countries suggest that their perfonnance has steadily

declined (ECA, 1996, Strongman, 1994, World Bank Technical PaperNo. 181, 1992. and

Powell, 1987). The poor performance of SMEs is panly due to the general problems that

arise from the social, economic and politieal environment of developing countries. The

environment often laeks adequate supporting institutional infrastructure, which results in

limitations, both in quality and quantity, on training centers and facilities, on electrie power
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and water supplies, on transport networks, on banking and insurance facilities, and on

technical and managerial capacity (Powell, 1987).

Apart from the general problems mentioned above, other contributory problem areas to

particularly poor performance of SMEs are as follows3:

1. The objectives and goals of state companies are often unclear and ambiguous.

Furthermore, there is often a conflict between the microeconomic/commercial goals

(e.g.. profit maximization and high productivity) and macroeconomic. socio-political

pressures (e.g.,!, job creation and regional development). which are politically correct.

These conflicting issues cause inconsistencies in decision- making rationale from the

point of view ofcompany objectives.

11. ln the appointment of top-level management to state-owned enterprises. political

considerations normally take precedence over business considerations and the

managers are not necessarily experienced in the sectors in which they are appointed to

serve. There is often a lack ofdirect management skills along with frequent restrictions

on management autonomy.

111. There is often a lack of qualified workers and technicians. State companies have

difficulties in motivating employees. The level of wages and fringe benetits is often

lower than that in the private sector, and there are POor employee training policies and

facilities. Employment is often based on nepotism rather than on capability and

competence.

iVe From the govemment's point ofview, a successful SOE May he looked upon as termed

by Morgan (1994), a "mi/k cow ", i.e.,!, it funds other govemment departrnents when the

business is good. Therefore, necessary reinvestment in the industry May suffer.

v. State companies are difficult organizations to control. As Walde (1983) states. "they

3 Adapted from (Morgan, 1994 and Powell, 1987).
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grow into powerful politicai, financiai and economic empires, unbridled by public or

govemment control." With SOEs, getting the right balance of proper control and

necessary intervention is very difficult (Sims, 1985).

VI. Govemment organizations are otien bureaucratic. Efficiency is law and they are likely

to he overstaffed. Head offices are often in capital cities and not necessarily close to the

business. They generally suifer from fauIty coordination and planning, often due to

severallevels of hierarchy. The SOEs are aIso weakly controlled, which may cause

corruption and misuse of resources and facilities.

vu. There are often unnecessary investments in SMEs due ta the law cost ofcapital (i.e.,

that oftreasury funds), and bureaucratie tendencies ta maximize production rather than

profit (Radetzki, 1985).

VUI. Most SMEs in Des are completely dependent on marketing structures created and

controlled by the modemized economies and large international corporations. Large

mining projects are technologically complex and at times sophisticated. ~lost state

owned companies have difficulties in providing the technical and managerial services

required to operate these projects.

ix. The corporate strategy is often inward looking, characterized by internai promotion of

the firm with few outside relationships or exchange programs.

x. A lack of foreign capital along with restricted regulations applied to state-o\"ned

companies make business hard and can quickly cause a critical shortage of spare parts

and equipment.

3.2.2 Business Environment

As mentioned earlier, severa! economic problems confronted the mineral industry in the

early 1980s, including but not limited to: price and consumption declines, restrictions on

fmancial resources, and low level of investment in the mining sector.
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It was difficult for any mineral company to operate in such an environment, and mining

enterprises were faced with a tough economic situation. This unfavorable environment,

coupled with the general problems of state o\Wed companies, resulted in the poor

perfonnance of the majority of state-owned mining companies in Des. This made

privatization an attractive alternative to Most govemments. It was argued that privatization

would increase productivity and effectiveness, and eventually provide efficient and quality

services to the public (Shahabuddin, 1993).

3.2.3 Otber Factors

Other factors that encouraged the path to privatization were:

1. To raise funds necessary to cover budget deficits and other obligations of government

and to provide funds for the government's other capital projects;

11. To reduce the participation of the state in the economy;

Ill. T0 dispense a lawf1Jl and organized environment in which free enterprise could run;

IV. To minimize the financial dependency of State Mining Enterprises (SMEs) on the

national budget;

v. To increase domestic and international business confidence and to atu'act recognized

mining companies willing to make a long..term commitrnent (Le., 15-20 years);

vi. To increase government benefits from the mining sector (taxes. royalties. duties,

improved infrastructure, etc.);

vu. To lower costs, improve efficiencies, and return companies to the path of profitability;

viii. To reactivate the mining sector with fresh ideas, companies, professionals, and

machinery and equipment, in order to provide a more competitive mining base;

ix. To provide for the efficient and profitable use ofnational resources;

x. T0 encourage wider business ownership through public offerings;
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Xl. T0 improve working conditions and rewards for mining-sector personnel;

xii. To generate new sources ofcash flow and fmancing for mining enterprises;

XUI. To improve the efficiency ofSMEs throughjoint-venture relationships; and

XIV. To reduce levels ofhierarchy and bureaucratie procedures, and make companies more

outward-looking and market-orientated. (Adapted in part from ECA. 1996, Morgan~

1994. Bear and Comey, 1993, Powell.. 1987, and Yarrow, 1986).

Apart from these factors, it is important ta mention that maintaining efficiency in the mineraI

sector requires constant investrnent in technology such as computer·based supervision to

reimburse higher development costs. New processing technologies have changed the

commercial plausibility of ventures in severa! mineraI sectors. Also, environmental

legislation has increased the fixed costs ofexploration and production, inciuding the cost of

impact studies.. new technologies that ensure environmentally safe operations.. and future

land reclamation. Ta meet all these costs, minerai ventures have been important targets for

privatization in recent years (Price Waterhouse~ 1996).

Surprisingly.. as Morgan (1994) states.. many reasons for privatization are similar to those

that have been mentioned earlier for nationalization4
• He argues that. "If appropriate

legis/ation and controls are no! put in place, there is a danger, therefore. that the cycle may

repea! itself"

It shouJd be noted that despite the considerable advantages ofprivatization in the long-tenn.

there are sorne associated costs. Referring to the Ukraine privatization experience.. MacNeil

(1994) states that political instability, corruption, inflation and social inequality could he

products of massive privatization (Samson, 1994).

"Yarrow (1986) concluded that "competition and regulatory po/icy are more important
determinations ofeconomic efficiency than ownership per se ".
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3.3 A BRIEF REVIEW OF PRIVATIZATION TRENDS IN THE MINERAL

INnUSTRY OF LOCs

Governments globally often try to resist private interference in their extractive sectors by

appointing these industries as "strategie" and placing them under state control. The extractive

seetors (including the minerai sector) are considered strategie not only because they

contribute to the GDP and the treasury, but also because they symbolize state supremacy and

power. In a 1990 study, three out of the top ten mining companies were state enterprises or

companies controlled by the state (Priee Waterhouse, 1996).

Historically, however, due to the reasons mentioned earlier, most nations opened their

minerai resources to foreign mining companies. Since 1985, more than 90 nations have

adopted new mining laws or are revising existing laws (Eggen, 1997, and Priee Waterhouse.

1996). Supplementing these changes, the impaniality of investrnent laws bas allowed foreign

ownership ofstate minerai enterprises for the frrst tinte in decades. ln a number ofcountries.

including Botswana. Ghan~ Chile and Indonesi~ private investment in the minerai sector

aIready exceeds public investment (Ibid., Priee Waterhouse. 1996). The follo\\ing figure

shows the private sector share ofminerai production in developing and transition economies.
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Figure 3.1 Share or Private "" Source: Privatizarion in Extractive Industries. Price Waterhouse Publication.

1996. p. 4, cf. Price Waterhouse Home Page.

As illustrated in the above figure. because of privatization of important large S~Œs in South

.AJnerican countries as well as in Russia in panicular. the share of the private sector has

considerably increased over the 19905. At present. in countries with important mining

sectors, private operators control an estimated 600/0 of minerai production. As recently as

eight to ten years ago, significant private sector mineraI production in the developing world

was limited ooly to a few countries. including South Africa. Namibia, Gabon. Indonesia. and

Papua New Guinea.

3.4 METHOOS OF PRIVATIZATION

The most common methods ofprivatization are as followss:

5 Compiled from Morgan, 1994, and Vuy1stecke, 1988.
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3.4.1 Public Offering of Shares

This method consists of the sale ofail or part of the shares ofa company to the public6
• This

is particularly suitable if a mining company is in good condition but there is a lack of

required capital for further expansion. As the price of shares is market-controlled in this

method, it is more acceptable compared to other methods from an economic and political

point ofview. (Vuylstecke, 1988, and Morgan, 1994)

Walker (1988) suggests that the initial pricing ofcompany shares should be low in arder to

attract more buyers and thus help support privatization. This method enables governments

to spread share ownership very widely. However, Nowell (1994) believes that dispersed

share holding arnong many can weaken the accountability and hence the quality of

management. In sorne cases. two categories of shares (Le., preferred and common) were

created ta enable a small group of shareholders to control management.

3.4.2 Private Sale of Shares to Selected Buyers

This approach consists of the sale of all or part of the government's shares in state-o\\ned

companies, through negotiation or a competitive bidding process, to an individual or a group

ta revitalize the enterprise, mainly through technological upgrading, but also through access

ta international markets. In most cases, the government retains an interest and an

involvement in management. This is preferred for weak companies, because of its flexibility

in negotiation, ease in determining the price of shares, as weIl as the simplicity associated

\\ith the procedure. It may be aIso the ooly alternative if the equity markets are oot weIl

developed or the size of the eoterprise does not justify a public offering.

680lton and Roland (1992) argued that some fraction ofequity should he maintained by the state in
order to provide the govemment with future revenues and control.
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3.4.3 New Private Investment in SMEs

This fonn consists ofa public offering (or sometimes, a limited offering to selected buyers)

of new shares to a targeted company or groups of individuals to provide funds and bring in

special skills, technology, and markets. This method is often used when the primary

objective is not divestiture but provision of new equity by private sector. This can also be

used to solve funding problems for undercapitalized enterprises.

3.4.4 Sale of SME Assets

[n this method, the SME's assets are sold. Here, given the geological and surface assets of

the SME, its performance and future potential, consultants assign a floor value to the

company.', following which the government sells the company to the highest bidder. This

method is considered the most nonnal form ofprivatization in the mining sector (~(organ ..

1994).

3....5 Fragmentation (or Breakup into Parts)

On occasion, a state-owned mining company is not only integrated into smelting and

refining. but May also operate fabricating plants. When there is no demand for the whole

company or the govemment's objective is to privatize only certain components. the SME

must be split into severa! entities which are sold separately. This process aIso allows the

application ofdifferent marketing methods to different entities. Morgan (1994) argues that

this method May not guarantee a continuing healthy mining industry.

3....6l\'lanagement/Work·Force Buyout

This approach is recognized as a means of transferring SME assets to management and

i According to Ganido (1992), assessment methods of the assets of the SMEs include the following:
book value, value of the flow of possible eamings, and market value.
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employees, even when the projected value is low, in order to create an incentive for higher

productivity. It is used panicularly in smaller mines or facilities (Ibid., Morgan, 1994).

3.4.7 Lease and Management Contnets

This approach is used when the govemment is unwilling to transfer the sovereign right to

minerais in the ground. However, the operator would most probably require freedom to act

and have complete control over operating procedures, planning and possibly development

strategies over a limited contract period.

There is a major difference between a lease and a management contract. Under a lease

agreemen~ a fee is paid to the govemment, but under management contracts, the govemment

pays the contractor (which has good management skills and expertise) to run the mining

company. This approach may aIso be planned as an intermediate step to full privatization.

The fol1owing table summarizes the basic methods of privatization4 each method's

characteristics. applicability, pros and cons.
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Table 3-1 the Basic Methods orPrivatizatidD

Method Appllca b IIlty Advantages LimitatIOns
Cha racte riS tiCS

1. Public Offering SOE around going Generally more Structure or condition of

ofShares concern with reasonable appropriate for larger company May not pennit
eaming potential offerings from direct public offerings

Distribution to the
sale

Objective is widespread Pricing mechanisms to
general public ofaH or ownership Often more politically be defined
part of shares in acceptable
public Measures are necessary

to effect management
changes

2. Private Sale of Size ofenterprise may Because of flexibility. SOE May need private

Shares notjustify public preferred method for financial restructuring:
offering weak-performing difficult decision on

Sale of aH or part of
enterprises whether to rehabilitate

ln absence ofequity prior to sale
govemment

marke~ may he only New owner known and
shareholding in a alternative can be evaluated Often is not acceptable
SME to a single entity politically in developing
or group.lt can be Preliminary step to Flexibility in negotiation countries
partial or full public offering when the
privatization (e.g.• presence of new partners Purchaser may bring
transfonnation into necessary to tum benefits (management.

joint venture). enterprise around technology. market
access, etc.)

3. New Private Where primary Addresses funding Dispersed share holding

lnvestment in SME objective is not problems of among many can
divestiture but prevision undercapitalized weaken the quality of

Primary share issue
ofnew equity by private enterprises management
sector

subscribed by the Offers flexibil ity; used
private sector. as first step to. and in

conjunction with, sale of
eovemment-held equitv

4. Sale of SME Where sale ofshares not Permits privatization of Problems regarding sale

Assets feasible or objective is SMEs not saIable as of assets as a result of
sale of individual assets going concem. liquidation or major

Sale ofassets (instead
restructuring

ofshares) to private Related debt liabilities
sector often not assumed by

purchaser.

Continued overleaf...
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...The Basic Metbods 01 PrivatizatioD

Method Appllcabillty Advantages LI mita tIon s
Cha rac tens tiCS

5. Fragmentation Where objective is to Permits privarization of Complexity in applying
only privatize cenain pa..-u when no taker for different methods to

Re--organization ofa components the whole individual entities

SME iota several
Where SME is a Permits application of

entities. Each entity monopoly, and breakup different methods to
can be privatized will improve different parts
separately competition

Where market will not
absorb whole SME

6. ~[anagement 1 Used particularly in Incentive to produttivity Cash tlow or other

Work-Force Buyout smaller mines or security required as
facilities May he solution for underlying element of

SME not salable Management!work·force
Acquisition by Where the company has otherwise buyout
management and/or competent and
work force of professional May be solution for Risk to employees
controlling interest in management as weil as employment problems
SME skilled and stable work·

force
7. Leases and Where privatization of May be plaMed as Continued financial

~[anagement ownership of SME is not intermediate solution liabilities of the state

Contracts appropriate. rendering later sale with respect to
possible ownership ofassets

No ownership traDsfer
Where state is unwilling
to transfer ownership to May also be planned as Under management
private settor but wants an intennediate step to contract, the govemment

Under lease, fee is private settor full privatization still needs to inject funds
payable to the management to support operations
govemment; under
management Maintenance/renewal

contracts~ the obIigations

govemment pays for
management skills.
Adapted trom: Morgan, 1994, and Vuylstecke, 1988.

Regarding methods of privatization, as Walker (1988) states, "there is no single perfect

method for privatization. They all have their failings, and they can he mixed in a number of

ways." Combinations ofany of these methods can~ used to meet certain requirements in

the privatization process. AlI situations must he dealt with on a case by case basis.
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However, Priee Waterhouse (1996) states that govemments have recently begun to favour

the divestment of large-scaIe mining enterprises. World-class facilities often attract

international interest, through public offering ofshares. Management-service contracts and

lease holding have not frequently been used.

3.5 THE PRiVATIZATION PROCESS

Privatization implies fundamental change, because of the transfer of the assets and/or the

authority to control functions that take place in an SOE. This results in the redefinition of

the role of the state in the production and distribution of incorne (Annell~ 1994, and Aspe.

1994). ln the competitive environment of private ownership and improved market

competition, hthere is no room for direct subsidies to production and nor for any other

distortions that might inhibit the development ofefficient enterprises" (Aspe, 1994).

It is stressed in the literature (ECA, 1996, Morgan, 1994, and World Bank, Technical Paper

No. 181, 1992), that privatization of SMEs will be unsuccessful if the fiscal regime.

environmental Iegislation, mining code and institutionaI frameworks suitable for private

enterprises are not yet in place. It is quite important for a buyer to feel confident that a fair

and competitive legislation is in place for incoming companies (ECA, 1996, Newell. 1994,

and Aspe, 1994). arr and Vien (1993) suggest that in order to create salid buyer confidence.

legislations must restrict the govemment's option ofreversing privatization in the future.

On the other hand, for a successful privatization, all necessary arrangements should be made

to encowage employees and smaIl investors to becorne shareholders (~lil1er, 1994). The

privatization plan must formulate multi-year programs to deaI with both small and large

enterprises in the minerai sector. The scheme of these programs aIso needs to seriously

consider social safety nets and labour retraining measures to diminish related welfare

problems.
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Many developing countries emulate their privatization strategies from the western world.

These countries fail to realize that for any system to wor1e, it must have the supPOrtive

environmental context within which to operate.8 The experience of many developing

countries suggests that privatization without proper planning and the creation of the

appropriate environment may fail. Unless the basic required environment is in place~ more

countries will fail in the privatization experiment and will blame privatization rather than

the process used to privatize (Shahabuddin, 1993).

The full process of privatization must include the following:

1. Creation ofa conducive legislative, structural and operational frameviork:

11. Technical and econonllc assessments; and

111. Financial and promotional activities.

3.5.1 Legislative and Structural Framework

An effective privatization process requires that a fair legislative and an institutional

framework be put in place before the actual privatization. This is particularly necessary to

attract the qualified investors and to clearly establish the basic rules and regulations under

which companies must operate. To do this, a methodical strategy for privatization is needed.

This requires the fonnulation of multi-year programs. covering both small and large

enterprises in the minerai sector. To establish such a framework, govemment needs to clearly

define and state its intent and mining poliey.

8 A repon by the International Finance Corporation (IFC), the private sector ann ofthe World Bank.
evaluates investtnent trends in developing countries and analyses the reasons for high levels ofprivate
investment in East Asia. According to lhe report, the strongest private sector investrnent responses
occur a) in an open, expon-oriented economy; b) where the local currency is readily convertible to
a hard currency 50 that finns and individuals can shift legally trom one currency to another; and c)
in countries that have a large-scale privatization program. The IFC's findings make no mention oftax
rates, the fteedom to repatriate profits, investment codes, or political stability (World Ban~ lfC,
1993).

3-16



•

•

Private mining investors nonnally require that certain poliey preconditions he set before they

decide on a major investment. These typically include:

1. Sound maero-economie and trade policies with few restrictions on minerai exports and

impons ofmachinery, equipmen~ parts, ete.;

iL Fair, stable and transparent regulations that clearly explain the rights and obligations

of an investor and the government;

Ill. A satisfactory fiscal regime that provides adequate returns ta investors:

IV. Clarity and stability in the fiscal regime and environmental management;

v. Assured access to foreign exchange at market rates;

VI. Guaranteed access to international arbitration bodies in case of disputes:

vii. Access to intemal-sourced finance; and

viii. Effective support ofprivate mining enterprises by well-organized organizations (World

Bank technical paper No. 181, 1992, and Morgan, 1994).

ln praetice, the sequence ofactions to establish those POlicy preconditions are as fol1ows:

1. Appropriate legislation (economic, investment and mining codes) must be passed to

caver, totally or partly, the above-mentioned factors.

11. Once the minerai policy is in place, it is necessary that the overseeing organization

(Ministry ofMines and/or Natural Resources) he restructured to carry out the law and

ta encourage and facilitate new investments in the mining sector.

iii. Full coordination among ail affected ministries (such as the Ministry of Finance,

Revenue and Taxation agencies, Central Bank, Budgeting & Planning and

Development Agencies, etc.) is necessary to ensure that the fiscal regime applicable

to mining ventures is fully integrated into the country's overall financial and
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development framework and that important issues such as tax rates (corporate, sales,

export and personal), faX holidays, depreciation 1depletion rates, offshore retention and

tax write-offs are addressed.

IV. Guidelines for privatization must he established by the relevant ministries (Mining and

Finance), covering, usually, the establishment of a privatization office, tenns of

reference, assets to he privatized, objectives, and timing, control and management

(adapted from Morgan, (994).

3.5.2 Teehnical and Economie Assessments

ln the privatization plan, technical and economic assessments of the ventures by an

independent rhird party must be made. The following important points in the evaluation

process must be addressed.

1. The evaluation methodology, designed by a professional consultant, has to be

explained. Evaluation reports must reflect current trends in the industry and show the

SME's competitive position.

11. Site visits for the consultant must be conducted and technical. commerciaL

enviromnental and financial assessments have to he made. In assessments, optimization

alternatives that can be initiated with additional capital must be considered.

111. Attention must he paid to the fact that the large mining companies tend to barbor Many

small and sometimes hidden enterprises as service companies, e.g., engineering and

drawing offices, and warehousing and shipping services; these ail need to he evaluated

and included in the assessment.

IV. AIl of the financial, social and environmental Habilities must he identified. This is a

very important step, since these liabilities could greatly affect future cash flows.

v. Net present values at discount rates applicable to the industry must he calculated.

Technical and economie reporting must he undenaken and supported by sensitivity and
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risk analysis applied with respect to the major variables (Ibid., Morgan, 1994).

3.5.3 FiBaneia. and Promotional Activities

To attract foreign investors it is suggested (Morgan, 1994, and World Bank, 1992) that

suitable experienced advisors he appointed to review all the economic aspects and put them

on an international macro-economic and corporatelbanking footing for likely buyers. Other

activities include:

1. A buyer's infonnation Memorandum (BIM) will need to he produced that contains the

technical and economic infonnation that an investor wishes to know.

Il. The BIM will have to he sent to likely buyers or interested parties and the consultant

must follow up by telephone, letter or visits, to encourage participation.

iii. The bidding procedure and sale structure must be set within the government's

objectives. The options for sale should be flexible enough to meet the buyer's wishes

if possible.

iv. Promotion must continue throughout the sale period. It can take the fonn of press

conferences, symposia, visils, etc. Often, unlikely partnerships may develop; these

should be encouraged to add value and attract better offers.

. v. Likely buyers must he listed and an information rooln staffed to receive them should

be prepared on site. Appropriate guides must aIso he available.

Vl. Following sound and transparent procedures in requests for tender, evaluating bids and

executing the sale are very important. The key issues here are good pre-qualification

of bidders, clear tenns of reference and preferred bidding format, to make the sale

decision fair and straight-forward.
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3.6 MAIN OBSTACLES TO PRIVATIZATION

3.6.1 Politi~al and Socio-economic Problems

Privatization in extractive industries remains politically volatile. Nationalist emotion tends

to withstand private manipulation of the national patrimony. Moreover, given the massive

capital and technological requirements of the industry, private involvement in the mining

sector hints at foreign involvemen4 inflaming further national sensitivities.

New standards under regulatory regimes can cause problems for resource production

operations. For instance, Peru's expected sale ofCountryman, the country's largest producer

ofzinc, lead, and silver, collapsed in May 1994 because ofunsettled environrnentalliabilities

from past operations. ln Papua New Guine~ friction with landowners forced the subsidiary

of an Australian mining operator to abandon its stake in the Mount Kare gold prospect and

sell its 51 % share to the minority shareholder (Price Waterhouse, 1996).

The privatization of large mining enterprises May Mean the laying off of tens of thousands

of laborers. ln changing and developing economies, high unemployment rates and the

absence of social security makes it impracticable to privatize, or to undertake the do\\'n

sizing needed to attract private investors (ECA, 1996).

Other obstacles to privatization inc1ude a lack offree-market culture, misconstrues over who

owns the SOEs and how much they are worth, a poor physical infrastructure, a lack ofa legal

framework regulating the conduct of business, and the shonage of investrnent capital

(McIntosh, 1994).

3.6.2 Otber Obstacles

Critical issues that are likely to become problematic in the process ofprivatization include:
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3.6.2.1 Pri~iDg

In practice, pricing a mining venture is very difficult. A given price depends on the inherent

value of assets and their productivity; but it is also affected by the procedures used in the

privatization process. Sale price is a ftmction ofvalue ofassets, cunent productivity of those

assets (SME's opemting efficiency), the discount factor used on the future stream of incorne,

including risks ofall kinds, sale conditions and buyer's credibility. Many govemments are

criticized for wrong pricing, allowing the private sector to buy mining ventures at a priee

very rnuch below market value (Walker, 1988)9
• As mentioned before! govemments

sometirnes set the initial price of shares helow the market price in order to attract more

investors.

3.6.2.2 Preparation of the SMEs

The process of privatization needs a period of preparation for governments to restructure

SMEs. Therefore, the question of how much restructuring and improvement an SME needs

before privatization becomes an issue.

If the govemment does not take the necessary steps to irnprove the operational and financial

status of the company, the sale price May he low. If the government carries out too much

restructuring, the preparation period will he too long and this \\ill waste time. Govemments

themselves cannot often prepare a detailed plan to coyer ail of the issues related to the

process of privatization, e.g., establishing the necessary legal, fmanciaI and investment

conditions. Strongman (1994) recommends that govemments seek the assistance of

consultants with experience in both mining and privatization. This can partly solve the

problem.

9 Quiggin (1995) states that following an analysis ofa number ofcase studies of real and suggested
privatization, it was realized that in many cases, the sale price was around 50% of the present value
of the stream ofnet eamings foregone.
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3.6.2.3 Legat and FinaDeiatlssues

Major problems related to legal and fmancial issues tend to occur in the allocation of

fmancialliabilities between the seller and the buyer, in the carrying out the sale transactio~

and due to unclear declarations of overaIl govemment policies on privatization, and

regulatory and a fiscal frameworks for the minerai sector. These problems prevent the buyers

from evaluating incentives, obligations, and existing environmental and other problems

properly (Morgan, 1994, and Strongman, 1994). Iwo other significant issues ofprivatization

are political and institutional support (Liebennan, 1993).

3.7 CONCLUSIONS

Starting in the 1950s and continuing in the 1960s and 1970s, Many developing countries

nationalized mining enterprises and focused on public sector intervention in mining

activities. Their main objective was to maximize retums to the state and people. As

discussed previously, the end-result ofstate participation in minerai projects has fallen rather

short of this goal. The state-owned mining enterprises have been poorly managed and have

gradually become technologically outdated.

The poor perfonnance ofSMEs is due to factors such as unclear, ambiguous and conflicting

enterprise objectives, difficulties in motivating management and employees, ineffective

prieing policies, political pressure on management and low levels of effieieney. The

worldwide recession of 1980/1981 has also had a major impact on the mining sector. As

mentioned, minerai priees dropped to their lowest level for deeades, and because of the

unavailability of invesnnent funds, few minerai development agreements were signed. The

continuing weakness in minerai priees, along with the huge loses ineurred by SMEs, the

unavailability of investment capital, and budget deficits in most of the Des, led to a

reassessment of previous policies. Most minerai policies of the 1980s emphasized

privatization ofpublic minerai enterprises.
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The author reviewed the reasons, motivations and justification for privatization. Amongst

these, the most important are considered to he the reduction of govemment deficits, the

improvement of SME efficiency, the raising of domestic and international business

confidence, the generation of new sources of cash flow for enterprises, the creation of

attractive conditions for future investment, the reduction ofbureaucratie procedures, and the

rendering ofmining companies more outward-Iooking and market-oriented.

The process of privatization in the minerai sector and the procedures and methods used in

the privatization of mineral projects were also reviewed. The important issue here is that

privatization will he unsuecessful if the fiscal regime, mining code and required institutional

framework are not first established. It is important that investors feel confident that a suitable

environment exists to support their operation. Therefore, actions to inerease confidence in

the stability of developing countries can attract local and foreign capital to the mineral

sector.
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CHAPTER4

FOREIGN INVESTMENT IN MINERAL
PROJECTS OF DEVELOPING COUNTRIES

4.1 INTRODUCTION

ln recent decades. foreign direct investment (FOI) has been the dominant source of funds

for development projects in Many LOCs. The minerai sector with its unique features -

Le., the high risks inherent in the exploration phase l
• high capital...intensity and long...term

involvement. intensive international competition. and politicaL operational and economic

risks (e.g., nationalization and technical failure in the recent past) -- is still a primary

source of FOI for LDCs.

A relatively small number of multi-national companies (l\-INCs), directly or indirectly.

control the crucial stages in both the operational chain and marketing of most primary

commodities in LOCs. These MNCs operate through their global nern'ork of sister

lRitchie (1993) states that the probability of actually making a commercial discovery during the
exploration phase is low, possiblyas low as one in 1000. Also, Mackenzie and Bilodeau (1982),
in their analysis of Australian exploration discovery statistics for the period from 1955 to 1978,
showed that from 100 mineraI deposits discovered~ only 43 could be considered economic on a
pre-ta:< basis. This number, however, reduced to only 33 following tax considerations.
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subsidiaries and affiliated companies in a complex web of financial, managerial,

technological and organizational inter-linkages (United Nations, Selected Papers, 1993,

Johnson and Pintz, 1985).

The general theory of foreign direct investment is weil covered in the literature.

However, the added complexities of tÎle mining and extractive sectors, their impact on

FDI, MNCs and host countries, and their interdependencies have remained largely

uncovered. This chapter aims to investigate sorne of the integral aspects of FDI particular

to the mining sector.

To this end, this chapter first reviews the relevant FDI issues from a mining perspective.

It then examines the impact of MNCs on mining operations in LDCs, from the viewpoint

of both LDCs and MNCs. This is followed by an examination of the conflicts that arise

between the LDCs and MNCs as a result of foreign investment.

4.2 THEORITICAL BACKGROUND OF FDI

A large body of scholarship, ranging from ~Ionopolistic Advantages (Hymer. (976).

Oligopolistic Reaction (Knickerbocker, 1973) and Intemalization (Buckley and Casson

1976, Rugman 1979), to the Eclectic Theory (Ounning 1973, 1977, 1980 1988) have

addressed various aspects of foreign direct investment. This section critically examines

the theoretical underpinnings of FDI.

Alonopolistic Advantage Theory. Hymer (1976) demonstrated that FOI occurred largely

in oligopolistic industries. This means that the small number of dominant finns in these

industries must hold advantages not available to others, including local fmns. He argues

that their advantages may include economics of scale, superior technology, superior

knowledge in marketing and management, and access to sources of fmance. FDI takes

place because of these product, factor, and market imperfections. Those finns, e.g..

MNCs who can take advantage of such imperfections, develop and maintain
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monopolistic advantages over other fmns, which can provide control over markets. This

control cao in tum further enhance their monoPOlistic (locally) or oligopolistic

advantages globally. Caves (1982) indicated that superior knowledge alone was

sufficient for an investing firm to produce differentially superior products that would

give it sorne control over the selling priee and an advantage over indigenous firms, when

and if the local finns could still muster the necessary resources to sustain their

operations. Both the necessary and sufficient conditions for the incidence of

monopolistic / oligoPOlistic advantage are present in the rnining sectors of LOCs: a

limited number of finns are usually involved; and these finns have access to superior

input factors, including technology, sources of finance as weil as access to and sorne

control over international markets. It is these firm-speeijic advantages (fSAs) that gives

them a difJerential advanlage aver local and other firms. Replication of the same

advantages in severallocations allows them the economies of scale that they can funher

use to enhance their market power. In the case of mining, such FSAs alone May not

necessarily lead to a successful operation. Local firms, by definition.. have location

specifie advanlages -- LSAs (e.g... access and local knowledge of the subsoil resources..

access to govemment... ), the basis for creating a differential advantage.

Oligopo/istic Reaction Theory. Knickerbocker (1973) postulated that in oligopolistic

industries, companies reace to each other"s moves, and imitate each other ta reduce the

risk of being out-competed. His theory is based on two findings: 1) the tendenc)' of tinns

in a number of industries ta cluster together their direct investments in foreign countries;

2) Most companies at the forefront of international expansion are typically in industries

dominated by oligopolies. The objective of Knickerbocker's exposition was to make a

case for a relationship between the clustering together of foreign investrnents and the

desire of oligopolists to react to the moves of rivals. In the case of mining, both of these

conditions are satisfied when a foreign finn independently or in joint-venture Ytith a local

finn establishes a successful operation. The success of the first operation bas a signaling

effect, indicating that risks are manageable.
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As mentioned eartier, for Most minerai commodities, a relatively small number of MNCs

based in developed countries dominate the sector through the control of the important

stages in both the operational chain and the marketing of mineraIs, at least in

industrialized countries, if not worldwide (United Nations, Selected Papers, 1993,

Johnson and Pintz, 1985). These finding substantiate the requisite condition under which

MNCs can indeed operate oligopolistically, take advantage of market imperfections, and

further influence market conditions to enhance their finn-specifie advantages (e.g.,

market power, economies of scale, etc.).

Relatively superior mining operations run by MNCs in LDCs, as compared to those

operated by local finns, set up the condition to support both Hymers's monopolistic

advantage theory and Knickerbocker's oligopolistic reaction theory of FDL These

conditions are relatively simple and can be met easily:

1. For a foreign finn to possess differentially higher FSAs than local firms (e.g..

demonstrated access to superior technology, marketing, operations. etc.)

11. Set up conditions to neutralize potentially higher LSAs of local finns. through

arrangements such as joint-ventures \\ith locaIs, or a promise of higher revenues to

govemments and investors to out bid the efforts of local finns for a given minerai

propeny. As such, even a successful ·"junior' mining finn from an advanced

industrialized country holds the potentiaI to become successful in both developing

and developed countries. The replication and combination of such operations in

severa! locations, all enhanced by the benefits of knowledge and leaming from one

location and applied to others -- an advantage not available to a local/single site

operators -- can send the firm on its way to becoming a mining rvfNC.

!nrernalizalion Theory. First explained by Buckley and Casson (1976). followed by

Rugman (1979) and others, MNCs are assumed to hold a monopolistic or semi

monopolistic control over their own internaI assets, such as technological. managerial

and marketing know-how. When MNCs expand into international markets, they can eam
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additional profits in markets where these assets are further applied. This is mainly due to

economies of seale, multi-operation and knowledge. At least part of the fixed cost

associated \\ith generating the necessary knowledge or expertise leading to their FSA is

absorbed by another operation, making that FSA more advantageous.

MNCs often decline to transfer their FSAs to the non-affiliated firms through contraetual

agreements, sueh as Iicensing, for a number of reasons: 1) this May result in the MNC

giving away its technological and managerial kno\\O-how (fSA) to a potential competitor;

2) Iicensing does not often give the MNC the adequate control over manufacturing and

managerial decisions in the foreign country; 3) the l\1NC"s know-how may not be

transferable to a third party; 4) a transfer to a third party / agent over which the MNC has

less than full control may compromise the rvlNC's FSAs, causing larger long-tenn losses

than short-tenn benefits. As a direct result, MNCs internalize their capabilities.

Intemalization allows for replication, further development and exploitation without long

term lasses.

EcleClic Theoryo Dunning (1973, 1977. 1980, and 1988) extended the intemalization

theory by including location-specifie factors and explaining how these factors influence

the nature and direction of FDI. Dunning's location-specifie advantages (LSAs) refer to

those advantages that accrue to an MNC due to the use of resource endowmenls or assets

lied to a particular foreign location _.. such as mines - that a finn combines \\ith its o\\n

specifie assets (FSA) to enhance profitabi lity. Thus, ownership-specific advantages.. such

as technology, patents, trademarks and management know-how, combined with the

LSAs, further enhance both the long-tenn viability and profitab ility.

4.3 FDI IN THE MINING CONTEXT

With regard to FDI in the mineraI sector of LOCs, a number of scholars, such as

Mikesell (1971), Johnson and Pintz, (1985), Brower (1987), Walde (1988), Bomsel

(1990), Claessens (1993), Aldous (1993), Frecker and Sharwood (1993), Brown, Faber
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and Sisulu (1994) and Strongman (1994), have discussed bath its role and that of~Cs

in mining operations of LOCs, though none of them have analyzed the general theory of

FOI applied to the mineral sector. While the raie of MNCs in resource development

projects located in LDCs have been described as "agents of change" and "engines of

economic development" on the one hand, they have aIso been criticized for their "short

sightedness", "greater concem for profits", "political interference" and for "discouraging

the development of local industries" in host countries on the other hand (Selassie. 1995,

Johnson and Pintz, 1985).

Both sides of the argument carry troth in various contexts.2 Most LOCs regard mineraI

resources as their heritage. to be used for their own national development, and as a

source of valuable foreign eamings. However. they usually lack the technological

expertise. human resources and the capital to develop them. They realize that they are

dependent on FOI to develop these resources for meeting their national goals without

compromising their national heritage (or even sovereignty). MNCs, on the other hand.

ean offer their expertise to develop these eountry- or location-specifie resourees, but are

adverse to yielding control to LOCs or compromising their FSAs. This uneas.l/

relationshlp aIso distinguishes the mineral sector from others. and assigns a much higher.

and at times active. role to the govemment in shaping the operating environment of the

mining industry.

As the impact of ~lNCs is growing in the international mlntng marketplace \\ith

globalization, the more fundamental question for poliey makers in LOCs is how to make

this relationship more mutually-beneficial to bath the country and the ~INC (Selassie.

2 ft is important to point out that in discussing the pros and cons of foreign investment in LOCs.
one is not attempting to reach a judgement about whether foreign investment per se should be
involved in the development of minerai resources in LOCs. [t is inevitable that foreign
investment will continue to be present in the mining sectors of almost aIl LOCs sooner or later,
and to varying degrees of influence. Therefore, the position taken by the author throughout this
chapter is that of examining aspects of an already existing phenomenon, from the perception of
both the MNCs and the LOCs.
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1995). Any involvement of MNCs in LDCs is basically a fonn of partnership, and

partnerships need mutual understanding and compromises to succeed

4.3.1 Location-Specifie Advantages (LSA) of Investing in LDCs

Exploitable location-based benefits for the MNCs, when they invest in LDCs, include:

i. Avai/ability ofStrategie Resourees. Most strategie mineraIs are found and exploited

in LOCs. Many developed countries are running out~ or have already run out of

these key minerals.

11. Higher Ore Grades. Mineral deposits in LOCs have higher ore grades, and thus

tend to be potentially more profitable to mine, than deposits in developed countries.

This is because comparable deposits in developed countries have been exhausted.

However, the developmental cost of infrastructure as weil as operational risks are

much higher in LDCs.

Ill. Local Factor-Inputs. LDCs offer cheap factor-inputs (e.g., labor, energy, locally

produced goods, etc.) which can enhance profitability.

IV. .\"ore Favorable Fiscal Regime. Recent policies of mineral-endo\'led LDCs are

providing higher benefits to foreign investors by liberalizing mining as weil as

foreign investment codes and fiscal policies.

4.3.2 Finn Specifie AdvaDtages (FSA)

Advantages of MNCs range widely:

1. Avai/abi/ity ofand Access 10 Capilal and Expertise. There has been a continuous

increase in the capital requirements of mining operations, thereby making the

minerai industry highly capital intensive. The shortage of capital and expertise to

develop the minerai wealth of LDCs leads to genuine dependence on foreign

investment. Furthennore, the long gestation periods of such projects make them and
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their fmancing more risky and costly. The high debt burden of LDCs further

complicates this situation.

11. Downstream Integration. Downstream integration of mining projects in LOCs is

mainly for "value-adding" activities, such as smelting and refining operations,

which in tum lead to increased employment, diversification of the ta" base and

reduction of transfer pricing possibilities (Radetzki, 1977). Along \\ith such

downstream integration cornes a higher procurement of local goods and services.

Such objectives and poticy expectations are often beyond those common in the

developed world, which is contrary to nonnal operating policies of tvfNCs.

111. Risk Sharing. The involvement of foreign partner(s) results in risk sharing (or

spreading). As risk sharing is beneficial to both the LOCs and ~fNCs. host

governments grant special incentives (such as tax holidays, lower tax rates. special

allowances, early write-off provisions and concessions regarding the remittance of

dividends) to make the partnership attractive. LDCs in most cases have no choice

but to risk the development of their mineral sector. MNCs. on the other hand. have

greater freedom regarding whether or not to get involved in the development of an

LOC's Mineral resources.

IV. Technological Osmosis. Apan from lacking capital, Many LDCs lack the

technology and expertise required for mine development and operation. Therefore.

such countries view foreign investment as a way of technology transfer. ~lNCs can

easily provide such transfers.

v. Expansion Opportunities. There is aIso the issue of rehabilitation or expansion of

existing mining projects in LDCs, which, on average, amounts to about 60-75~/o of

the cost of starting new projects (on a per tonne basis). LDCs usually require

foreign investment for such expansions as weIl. In light of the reduced lime required

ta further develop these resources and the reduced (foUy absorbed in sorne cases)

risks, as compared with those of exploration and new mine developmen~ such

expansion projects offer advantageous opportunities to MNCs.
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4.3.3 Asymmetries

Asymmetries arise from differential bargaining powers due to difference~; in size,

expertise, mobility, and flexibility of the MNCs and host govemments. For example,

most small mineraI producing LDCs, with their so-called one crop economies, are

heavily dependenl ,)n revenue from the minerai sector, while the l\JtNCs can diversify

their dependence on minerais across several countries. Success in local projects depends

on both expertise and technology, which LOCs find difficult to procure, while ~Cs can

provide it easily. Access to international markets, enhanced by marketing and managerial

expertise, is the long-term critical ingredient of sustained development in LOCs, which

only MNCs can provide. While host govemments can develop policies to control local

conditions (LSA), MNCs, through their sister-subsidiary network and traditional strength

and practices, provide countervailing forces.

The minerai resources of LDCs are integral components of national development. Thus,

the LDCs need to develop a set of policies toward FOI and MNCs to be able to achieve

their developmental goals. These policies may not bode weil with MNCs, which give rise

to tenuous and potentially conflictive. yet symbiotic, relationships between ~INCs and

LOCs.

4.4 EMPOWERING OR INHIBITING FACTORS TO LOCATION

SPECIFIe ADVANTAGES

Ounning's general theory of FOI faces severa! challenges in its application to mining.

Although Dunning acknowledges the heavy dependence of FOlon ail three pillars of

Eclectic theory, namely FSA, LSA and Intemalization, he does not clearly specify their

interdependencies, their inter-linkages, and the conditions under which these three pillars

integrate to lead to successful FOI in generaI and in mining in particular. There are a

host of factors add to, or reduce from, the objective attractiveness of the location-specifie

advantages. Govemments or local authorities can further empower MNCs (or other
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fmns) or inhibit them with their actions (or inaction). The following is an attempt to

highlight the importance of the role of government poHcy in utilizing the LSAs in the

minerai sector ofLDCs.3

Consider the simple FO[ decision by a typical MNC as characterized by Dunning~s three

pillars of FDI:

The FSA. The choice and extent of using a particular factor or~ a combination of factors,

giving rise to that advantage. from the firm's broad portfolio of such factors (e.g.. skills.

expertise~ proprietary knowledge~ rights~ etc.) is an internai decision. Although the

details and composition of these factors must he set in conjunction with. or after a careful

consideration of all other factors impacting the decisions (i.e.~ internaI

interdependencies), il is not depeodeot 00 LSAs, extemaI market conditions. etc. [n so

doiog. the firm does not need to secure extraneous rights or authorization. Ali rights and

authorization for empowering the finn to use ail aspects of its FSAs are~ by definition. in

the firm' s internaI domain of decision making. The operating unit may have to

appropriate them: but that should be a mechanical and internai matter.

Regarding an LSA. three aspects distinguish it from an FSA:

i) ft is obviously specifie to a giveo location. In the case of mining. mines. and

subsoil resources. a11 associated advantages are only avaiiable at the specifie mine site or

resouree location. \\llile an FSA is mobile, an LSA is not.

ii) Sueh LSAs are under the control of the authorities \\ith jurisdiction over that

specifie location Ce.g.. the govemment, land owner, lieense or right holder, etc.).

iii) An eotity wantiog to exploit the benefits of a particular LSA must secure

authorization to exploit from the appropriate authorities. Sueh authorization is not

usually issued automatica11y to applicants. Certain preconditions must be met, a set of

3 This section was developed through discussions with Professor Hamid Etemad of the Faculty of
Managemen~McGilI University, in an attempt to expand the FDI Eclectic theory to the minerai
sector.
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operating restrictions/conditions are attached to or imposed on them, and they are not

usually free. An example of such authorization is ~1he right to mine" in the case of

mining. The country or local authority in charge of the specifie LSA May call for a bid by

other companies, offer a partial or time-based authorization (e.g., the right to mine in a

portion of the given geographical location for a certain time period) with certain

limitations, and even favour certain firms based on their set of fmn-specific expertise (as

a part of the preconditions). Naturally, without such authorization, the specifie LSA is of

no use to the firm, regardless of the value of the resource or the associated advantage that

the finn can produce from that LSA in light of its own fSAs. Furthennore, the restriction

imposed by the authority may make the LSA less favourable than expected (e.g.. lirnited

access, favouring one firm over another, or imposiog certain costs 00 the potential

operator). Such impositions May, for example. favour a local firm with relatively lower

FSAs than a typical MNC. Stated differently, the intrinsic value of a LSA. and ilS

usefulness to an MNC, regardless of the strength of its O\\'TI FSAs. is dependent both on

the Location-Specifie Resource (LSR) and the intentions. if not the actions. of the local

authorities, mostly outside of the MNC's control.

Logically, there would be a specifie total of ail combined advantages for a given tirm for

a given location. This should serve as the basis to lead to that firm's decision to submit a

bid to invest and operate, or to withdraw from further participation. The critical point is

that it is nol (he absolule value ofthe location-specifie advantage (such as a very rich ore

deposit, exploitable extremely econornically) that allows a firm to decide in favour or

against operating in that location. Rather, it is the nature of the authorization by local or

national autborities that can act as a multiplier. from highly positive (e.g.. set of

incentives increasing the absolute value of the resource) to highly negative (e.g.. high

taxes, risks, and disincentives reducing the absolute value of the resource) that

detennines the actual value of the LSR and transforms it into an LSA or location-specific

disadvantage. The actual (e.g.~ market) value ofthis LSA to a given fmn may depend on

its fSAs and its control over the market structure.
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Therefore, it should not he difficult to visualize the combined value of FSAs with an

LSA as a multiplicative function such as the simple one proposed below.

Total, or Grand Ultimate Advantage (GUA) = FSA x LSA

Where:i) LSA = Location Specific Resources (LSR) x Authorization Multiplier (AM)

ii) Authorization Multiplier (AM) ~ 0.0

iii) FSA for a given LSA ~ 1

Thus, GUA = FSA x (LSR x AM)

Altematively, GUA =(LSR x AM) x FSA for a given firm.

Consider two examples with extreme cases:

Assuming LSR very high ~ LSR »> 0

Case i) If Authorization Multiplier is very high ~ Al\1 »> 0, then for a given LSR.

LSA»> LSR

Case ii) If Authorization Multiplier very low ~ 0 ::;; AM < l, then for a given LSR.

LSA «< LSR. or altematively LSA « LSR < 1

Hence. GUA =FSA x LSA could take an extremely high or low value. regard/ess ofthe

strength of/he FSAs (e.g., the most adapted technology to exploit the LSR).

Thus, as can be seen from the above examples, the moderating effect of AM •• Le.• the

impact of the local authority .... cao enhance a weak case or reduce a very strong case

above and beyond the firm' s control. The overriding point of the above two cases is to

show the mitigating or moderating impact of authorities. This impact manitèsts itself in a

variety of instruments, such as the mining code of the country, taxation, royalty. rent.

repatriation legislation, treatment of foreign capital (e.g.. guarantees) and even in other

unwrinen. or soft, procedures by which investrnent is regulated. When and if such

moderating impacts are enhancing, even Mediocre mines May become attractive, and if

taxing, rich mines may not tum much profit for the operating fmn. These t\\lO

implications impact mining decisions and operations. First, for aniving at a mining

decision, not ooly the value of the resouree must he assessed objectively, but also the
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nature of local authority intentions, or actions, must he evaluated. Second, a critical

distinction in the case of the mining industry must he made: that the local authority's

decisions moderate locally-specific assets as if they are an active parlner in the mining

decision and operation. This fact is not recognized in most FDI theories. The immediate

implication is that even passive local authorities -- those who do not seek equity

participation and control - impact total operation as if they were active panners. This

adds a new dimension and transfonns most FDI theories ta a set of interactive decisions

between the local authority (LA) and the MNC. Thus the local authority~s relatively

positive or negative actions can impact the eventual operation accordingly and thus

entice or discourage MNC decisions. This aspect is not recognizedJallowed in the

general FSAI LSA model. This implies that the decisions are made interactively (e.g.,

Australia) or sequentially by two, rather than one agent (e.g., the MNC). This is the case

for most FDI decisions in mining. As discussed briefly in the historical review of mining

policy transfonnation in the decades of the 60s, 70s, and 80s, the local behaviour of the

govemments changed dramatically. It initially favoured state-owned (local) enterprises in

the 19605 and by implication discouraged FDI. The stock of FDI in developing countries

declined consequently in the 60s and 70s. That trend reversed in the early 19805 and 90s.

It began ta favour MNCs, leading to a higher stock of FDI, although the actual state of

sorne mines (LSR) had deteriorated relative to those in the 60s and 70s. In other words,

the local government reacted to ~INC reluctance and subsequently enhanced their

moderating impact (i.e., AM for 19805 > AM for 1970s) to make il more enticing for

l\1NCs. This sequence of events cao be vie\ved as a set of sequential adjllstments in terms

oftime.

ln the truly interactive case, the government(s) and the investing firm(s) agree on a set of

regulations jointly, based on the particulars of the mining projects at the early stages.

Theil jointly agreed principles govem the operation subsequently. The Australian

approach is an example of such an interactive case. It allows both parties to change their

positions interactively and in a reasonably short period of time. This is analogous to a

joint effort to maximize, through variations in LSR~ AM and FSA, the absolute value of
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benefits (i.e., GUA = LSR x AM x FSA) first, and then decide on each party's fair share

of benefits.

In the sequential approach, the regulatory restrictions set by the govemment limit the

LSA. MNCs are then forced to evaluate location-specifie benefits as characterized by the

mining code, mining regulations, tax regimes, foreign exchange and repatriation

parameters. before deciding to invest or ignore. The historical experience of developing

countries rendered their regulatory and operating environments unwelcoming, if not

hostile, to potential investors. As a result, many decided against mining investments in

developing countries. Faced with these results, developing countries reformed their

operating environments through progressive revisions of their mining code, fiscal regime

and poticy on foreign investment during the late 1970s and 1980s. They however lost the

potential benefits of those investments, as they fled elsewhere (mainly to the developed

countries). The reforms in the 1980s, in a sense, increased the magnitude of AM and

reduced the inhibitingltaxing impact of their regulations. Faced with more conducive

operating environments, MNCs began to reinvest in LDCs.

One critical question is how and why should LDC governments increase the efficacy of

their authorization to allow for higher exploitation of their mine resources (i.e.. increase

the value of the AM)? The why part of the question can be answered simply. In light of

the transparency of operations and the abundance of infonnation in the context of an

exceedingly globalized environment, less competitive LSAs will he ignored. The

opportunity costs of such glanced-over resources will quickly rise to much higher values

than the actual value of the resource, mainly due to the secondary and teniary value

adding activities associated \\ith primary operations such as mining. Thus. a refonn of

the mining code, fiscal regime and foreign investment policy may even provide direct

subsidies to a particular LSR to ensure the accrual ofother value-adding benefits.

The how part, once the justification is in place, can be partly achieved by the reform of
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these codes as most LDCs had done in the late 1980s and 1990s4
• The next critical

question is whether or not MNCs have perceived ~'refonns" as enhancing or still, relative

to other opportunities, inhibiting. The examination of that perception is one of the main

objectives of the survey amongst the international mining cornpanies, the results of

which are presented in chapter 9.

4.5 POLICIES TO ATTRACT FOREIGN INVESTMENT

Due to the non-renewable nature of minerai resources, along with time-consuming

exploration and costly development stages, the minerai industty is a long-tenn oriented

industry requiring long-tenn investment. Mineral investment is also considered to be

risky. The main risks associated with mining in LOCs can be categorized as political.

implementational, operational and environmental.

1. Political risk. includes instability in the political situation and existing laws.

regulations! agreements, etc. The investors' concern is that if any changes take

place during the implementation period. this may have a disastrous impact on a

project and consequently on their investments.

11. Implementation risks. include inadequate design or processes. technical failure. poor

labour relations, capital cost overruns due to foreign exchange fluctuations.

financial failure of contracts. mismanagement, govemmentai interference. and

completion delays.

Ill. Operational risk. includes such aspects as errors in reserve estimation. inadequate

essential inputs. uncertainties in future prices of mineraI products. and

underestimation of operating costs.

iv. Environmental risks refer to environmental policies and regulations, wruch have to

be met by the mining industry. These may be very rigid and cosùy in sorne

" According to Eggert (1997), sorne 90 countries have revised their mining codes during the
19805 and 1990s, or are DOW considering major changes to attract local and foreign inve5tment.
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countries. Although sorne of these risks are not unique to the rnining industry, the

amount of risk associated with mining projects is often higher than that in other

industries.

The foreign investment climate ernbodies a series of factors likely to affect the stability

and profitability of mining. These factors include political, economic and currency

stability, mineraI endowment, attitude of the host country towards private and foreign

investment, position of balance of payment, the extent of controls on imports, price,

foreign exchange rate, local participation, and legal and administrative arrangements for

investments and contractual agreements (Eggen, 1997, Strongman, 1994, United Nations

[selected papers], 1993). Countries with a comparatively strong bargaining power

resulting from a favorable mix of the above factors generally ohtain better tenns under

contraetual arrangements with MNCs. However, countries with liberal investment

incentives do not necessarily attract such investment.

The major mining companies look for specifie targets. almost without exception mineraI

deposits with substantial lives. Sueh companies invest in basic grass·roots exploration

and delineation, and have the necessary motivation, experience, knowledge and access to

capital resources. Apan from the major international mining companies_ there is a

growing group of "junior" mining companies and venture capitalists. Although these

groups are generally less weIl capitalized, they are "illing to take higher risks in finding

and developing smaller deposits. Many junior mining companies have excellent technical

capabilities and have become a major force in international mining.

Many reports, such as Strongman (1994), World Bank Technical Paper No.18L United

Nations [selected papers] (1993), and Engineering & Mining Journal (May 1993), have

diseussed the requirements needed to attract foreign investment from various sources.

These include:
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4.5.1 Fiscal Terms

i. Fair a,d stable tax system;

11. The right to repatriate profits to the company's home nation;

111. Access to foreign exchange;

IV. Reduction in taxes, royalties, and other fees; and

v. Financial assistance incentives.

4.5.2 Mining Rights

1. Simplified administrative procedures;

11. WeB established Mining Code, allowing trade of mining rights;

Ill. Guaranteed mining rights (e.g., security of tenure) prior to exploration;

IV. Contractual stability;

v. Elimination of prior foreign ownership restrictions;

vi. Open public lands for exploration; and

vii. Reduced barriers to entry.

4.5.3 Information

1. Improvements in government-funded basic geological surveys and information

gathering; and

11. Legislative_ economic, and fiscal data.

4.5.4 Modification of Investment Law!

T0 maximize national benefits and attract foreign investment, most LDCs have

introduced attractive investment codes. Others have created Ministries of Mines and

4-17



•

•

Geological Survey Departments in order to promote the development of their minerai

resources. Having said this, these efforts seemingly create tinle interest from the part of

MNCs if the host countries are not in a position to mobilize internai or extemal funds.

4.5.S Changes in Infnstructure

Infrastructure provides the necessary basis for industrial development and manufacturing

of local products. Countries normally benefit from minerai activities mainly in terms of

availability of infrastructural facilities.

The availability of physicaI infrastructure is important to the mining industry. in that it

provides a nation with the capacity to import, distribute, and export mineraI goods.

Nonnally, the transport cost of bulk commodities such as iron, steel, coaL manganese

and chromium make up more than 500/0 of the product's delivery cost (C.LF. price). Thus.

the quality, capacity and nature of transport facilities have definitive effects on the

viability of any mining project.

4.S.6 Otber Recommended Actions

LDCs need to reduce their noncommercial risks in order to attract additional foreign

investment. One major step towards this objective from LDCs is to commit commercial

disputes to international arbitration, which increases their leverage in attracting foreign

investment.

LDCs should also enhance South-South cooperation and provide a bener legal

framework to encourage cooperation amongst themselves. Other factors that help fonn

better opportunities for foreign investment are political stability, an improved investment

environment, and improved credit availability.
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4.6 MNC INVESTMENT IN LDCs: AREAS OF CONFLICTS

In general, the interests of the MNCs in the minerai sector are not always identical to

those of the host countries. The issues that have led to disagreements bet\\'een the LDCs

and the MNCs are related to economic and financial matters such as royalties, taxes, new

investrnents, transfer of funds, pricing, profit sharing, marketing, etc., as weil as to legal

issues and management policies (Salmasi, Bilodeau and Momoh, 1998; Frecker and

Sharwood, 1993; Johnson and Pin~ 1985; Brower, 1987; Legoux, 1981; and UN

ESeAP, 1980). The conflicts are either related to ··post fonnation" problems, such as

Iack of commitment by partners, or originate at the creation or formation stage of mining

development agreements (Selassie, 1995).

The LDCs and MNCs both have objectives and expectations from developing mineral

resources. The government's main expectations include revenue and foreign exchange

benefits, ownership and control, technology transfer, employment and training. linkages

between mining projects and national developmenl and other political-legal objectives

(issues such as sovereignty over natura! resources, paramountcy of national law. and

procedures for settling disputes) (Zorn, 1981). Beyond these common objectives of many

LDCs, are further objectives related to the stahilization of commodity prices or fiscal

flows, the maximization of domestic value added, the development of physical

infrastructure, and localization programs (Johnson and Pintz, 1985).

MNC objectives include higher profits on lower-cost operations. geographic

diversification, redirection of economic and political risks, discovery of neYl rich

resources, capturing new markets, etc. (Brower, 1985). Certain issues cause problems

within the area of generaI interest common to both sides. The following section briefly

describes the various issues, which have given rise to conflict and the mechanisms and

strategies, which have been suggested or used to resolve the differences.

4.6.1 Govemment Revenues
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Taxatioll: Mineral production can be a major source of revenue for LDCs with a limited

tax base. In pursuing their revenue objectives, hast govemments use a range of fiscal

instruments including royalties, incarne tax, additional profits tax (known as APn~

severance or export taxes, dividend remittance taxes, the dividend from direct equity

participation, and usage charges for the infrastructure. Usually, problems in the fiscal

relations between MNCs and hast govemments relate to the transnational nature of

MNCs, where issues such as the taxation of repatriated dividends and tax jurisdictional

issues relating to offshore transfer prices become sensitive fiscal matters.

A main concem of~Cs is increased taxation, as an unanticipated increasc in taxes may

have a serious negative impact on profitability. The MNCs. therefore, often try to insist

on a clause exempting them from new taxes, which is usually unaeceptable to the LDCs.

In most cases, this problem is solved by the host government assuring the company that

it will be treated in the same manner as other important companies in other sectors

(Brower, 1987, Legaux, 1981).

Another mechanism used by sorne countries, such as Chile~ is that foreign companies

might choose ta pay ta.x on their profits either at the same rate as local cornpanies or at a

fixed rate (higher than the current rate) which is guaranteed to remain unchanged for ten

years. (Priee Waterhouse, 1993, World Bank Technical Paper No. 181, 1992).

Royalties: Typieally, royalty is a fixed pereentage of the value of mineraI production

colleeted by the o\\ner/seller of minerai rights. Since royalty is paid regardless of profits.

most tvfNCs dislike them. but govemments favour them because they assure a certain

level of incarne, regardless of the profitability of the mining operation. MNCs generally

prefer royalties based on production value, where there is a link ta market priees. If

prices drop, the royalty burden drops (Brower and Legaux, Ibid.). Unit-of-production

based royalties are less desirable ta MNCs, as they have no relationship with the market

value of the minerais.
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Foreign Exchange Eamings: It is important for govemments to maximize and

effectively control foreign exchange eamings from mining operations. With respect to

the control of foreign exchange eamings, there is a real conflict between ~Cs and host

governments. There may be govemment restrictions on the amount of foreign currency

eamings that can be repatriated. However, an MNC needs to control its stream of revenue

in order to generate sufficient funds for meeting its internai financial obligations, as weIl

as the payment of dividends to its shareholders in the home country. This may be

unacceptable to governments, as ail the foreign exchange eamed from its minerais would

never stay in the country.

A common solution has been the use of a "trustee accoun~" in a bank designated as the

trustee. The sales revenues from the mining operation are paid into the trustee account

and the trustee, operating under limited powers agreed to by both sides, pays first the

loan obligations fol1owed by other obligations as agreed~ and remits the rest to the

company operations in the host country (Zom~ 1981).

Rate of Return (ROR): Although MNCs usually have short..term objectives and require

an accelerated retum of capital~ govemments have much longer term planning horizons.

and prefer a secure revenue in the long run. in addition to ail the benefits inherent in

long..term investments. However, there is always pressure on governments by the public

to show early benefits from minerai development. Both the host government and the

MNC usual1y avoid conflict in their contrary objectives regarding ROR by negotiating a

compromise rate of return: a situation that is partly optimal for both panies.

4.6.2 Local Processing

The LDCs usually prefer home..based processing of their mineraI products with its

advantages of reduced costs, cheap labour and energy, expanded GNP, and the creation

ofemployment and forward linkages (Radetzki, 1977). In contrast, MNCs are not always

willing to locate their processing facilities in host countries due to a lack of adequate
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infrastructure, unfavourable tariff structures (which are aften biased against Mineral

processing), unfamiliarity with the social and economic environment of LDCs, and the

~~political, social and economic risk" inherent in investing in LDCs (Ibid.). A

compromise might involve a requirement that, should a local processing facility be

constnlcted, the mining project make available sufficient raw material to enable it to

operate at international priees (Zorn, 1981).

4.6.3 Transrer Pricing

Transfer pricing is a mechanism by which ~Cs can transfer away profits and tax

revenues from host countries by interactions with affiliated companies, thereby lowering

foreign exchange accumulations, transferring tax liabilities to a country where fiscal

impositions are more favorable, and/or lowering recorded profits for taxation purposes.

Several solutions have been found or advanced to mitigate the confliet arlsing from this

problem.

Host governments have examined possible solutions involving regulations and equity

sharing. Governments usually include a clause in agreements requiring that rvfNCs report

ail transactions with affiliated companies. Another mechanism, employed by tax

departments, is to use "anns'...length" priees in determining assessable ineorne. When

used by host governments, equity participation enables them to he involved in

management and key decision...making, and provides them with access to products which

they can sell on their own, thus allowing a check on priees (Walde, 1988; Legou.x. 1981.

and Zorn, 1981).

It has been suggested that govemments could hire expert tecbnical and accounting advice

from overseas if neeessary. The effectiveness of these measures, however, depends on

how much relevant infonnation can he made available. Sims (1985) suggests that the UN

or other organization could arrange international ta:< assessors for the LDCs; however,

this May he difficult to implemen~ due to ditTerences in tax regimes among LOCs.
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4.6.4 Marketing

The minerais market May prove daunting to enter, as a debutant. The ~Cs fear that

host governments, due to their poor mineral market knowledge and experience, May be

taken advantage of in the marketing process. The extent to which the host govemments

can make marketing arrangements on their own will enable them to free themselves of

dependence on corporations, and possibly gain more benefits. A further long-term

possibility is the development of an ~rganization for joint marketing.

4.6.5 Managerial Control

A common feature of new mineral agreements is training and an eventual phase-in of

local managers and technicians in the operations of MNCs. This is desirable for three

reasons: national pride and international credibility, the high cost of foreign training and

assurance that the project is being run in the best interests of the country and not those of

the MNC (Brower, 1987).

In general, the faet that sorne local participation in management is necessary is \\'idely

recognized and accepted by tvINCs. Disagreement oecUI'S over the extent of local

management and the rate at wruch the phase-in OCCUI'S. Thus, provision for managerial

control is still a key issue to both host govemments and MNCs (Walde, 1988).

4.6.6 Tecbnology Transfer and Training

One of the main objectives of a host govemment is to acquire both specifie and

generalized technical expertise from foreign firms in the mining sector. However, LDCs

must eosure that the priee paid to foreign fmns for technical services and know-how is

not overly high. This issue is becoming more important, as more LDCs employ MNCs

under service and management contracts.
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4.6.7 Infrastructure Requirements

Mining projects have certain infrastructural requirements (roads, electricity and water

supply, etc.) which are important to both parties. To the host government, this accelerates

and facilitates regional development. To the MNCs, it is an essential component to their

reasons for being there, and, to the inhabitants of the affected area. it opens up

communication and trade with neighbors. The major issue here is who should pay for the

infrastructure?

As infrastructure May cost as much as the mine itself, the govemment may want the

MNCs to provide fuis. However, if the ~INC involved rejects this idea, the project might

oot get implemeoted at all. If the company requires the host government to provide the

infrastructure, the government simply May not have the funds, and moreover, could he

accused of providing facilities at public expense for the benefit of a private company.

It is commonly accepted that infrastructure costs must be shared by the company. the

government. and the inhabitants. There are a varlety of sharing arrangements. as well as a

variety of financing schemes. In any case, the solution will depend on a mix of factors

such as project profitabi lity. size of the infrastructure investment. specific technical

requirements, availability of funds to the govemment, and politks (Brower. 1987).

4.6.8 Legal-Politicallssues

No matter what type of govemment is in power in the LOCs. national sovereignty is

often forcefully expressed over matters related to natural resources. The issues involved

do oot often favour foreign investment, and this is of great coocem to the tvlNCs. Sorne

of the MOst important of these issues are sanctity of agreement, nationalization and

dispute settlement.

Sanctity ofAgreement: Sanctity of Agreement refers to how pennanent and binding an

agreement should he in the face of changing conditions. In the case of large mineral
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projects, both sides agree that the stability of the agreement is necessary for long-term

project viability.

Through experience and economic strategy, the MNCs often require the host LOC

govemments to sign permanent and binding agreements over the exploitation of minerai

resources, even in the face of changing political conditions in the host country. This may

raise problems for the host govemment, since it wants the freedom to change its own

laws and regulations from time to time (e.g., taxes, duties, and foreign exchange

controls). Exemption of a MNC from such changes could result in severe consequences

for the country.

By threats of refusal to invest, if the host country does not agree to such terms. the MNCs

usually seek exemptions from possible changes to agreements which May result from

political changes in the host country, even if the government may find them difficult to

grant. According to Walde (1988) and Brower (1987), a partial remedy to this problem is

the fonnation of an agreement that allows a compensating change in one area to offset

the financial cost of an unavoidable change in a different area. This amounts to a

guarantee that the project's economic health "ill remain sound.

Nationalization: Nationalization of mineraI projects in which MNCs have invested

financial and technological resources has a1ways been a source of conflict. As there are

many examples of mining operations that have been nationalized in LOCs (and in

Oeveloping Countries as weil), provision against nationalization in agreements seems to

be meaningless.

The MNCs, however, have adopted sorne strategies to deal with this issue. Broadly, these

include the use of sanctions by govemments of the MNCs' home countries, a shift to

management and service contract arrangements to reduce corporate risk, the execution of

mining projects through joint ventures involving several MNCs from different countries,

and the multilateralization of financing for mining projects (Sims, 1985).

4-25



•

•

Dispute Sen/entent and Arbitration: Disputes between the MNCs and LOCs relating to

minerai projects are common even in contracts that have been successfully negotiated

many years ago. Some disputes, such as those relating to money matters or to changed

conditions, which make the contract unfair to one side under prevailing circumstances,

are often quickly resolved by negotiations between the two parties. Disputes involving

the project versus localla\vs and citizens are usually resolved under the laws of the land.

However, disputes of an international nature are more difficult to resolve by their very

nature of involving al least two jurisdictions. In such cases. one solution involves

international courts, which are often costly and unsuitable for urgent disputes. Another.

more efficacious solution is by binding arbitration, wherein both sides present their

arguments to an impartial judge or panel and agree to abide by its decision. Among such

agencies are the International Center for Seulement of Investment Disputes (ICSID)

affiliated with the World Bank. the Coun of Arbitration of the International Chamber of

Commerce. and the International Court of Justice for disputes bet'Neen nations and

national agencies. Another method is using ad hoc arbitration. in which the contract

provides the means and process for arbitration (Frecker and Sharwood. 1993. Brower,

1987. Walde. 1988, and Legoux. 1981). Nonetheless, the necessity of neutral arbitration

is \\idely recognized and commonly accepted in transnational agreements.

4.7 EXAMPLES OF MINE DEVELOPMENT AGREEMENTS

Examples of three countries - one with a developed economy. Australia. and two

developing countries, Indonesia and Papua New Guinea ... are given which show the

different ways in which countries deal with the legal and poliey issues relating to state

participation and foreign investment in mining projeetss.

S The main reference for this part is Frecker and Sharwood (1993).
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4.7.1 Australia

Australia is a federation comprising six states and two territories. With few exceptions,

an minerais in Australia are vested in the crown, with resPOnsibility given to the

individual states and tenitories. Exploration and mining are conducted under state and

territorial laws, whicb are essentially similar in the provision of a range of exploration

and production tides. The Australian model is one in which both the Federal and state

govemments obtain their share of the benefits of a mining project through taxation and

royalties, with the federaI government enjoying the greatest share of power due mainly to

its central taxation power coupled with liberal judicial interpretation of the federal

constitutional powers. The objective of State participation in the benefits of the mining

industry is attained through the taxation and royalty systems. Taxes are levied by the

federal govemment while royalties are imposed by the state and territory govemments.

Foreign investment falls under a Federal Act which specifies the types of foreign

investments allowed and the types of reviews they are subject to. under what the Act

describes as "1he national interest." The Act provides much scope for the federai

govemment of the day to control foreign investment in the mining industr)·. The Mining

Acts of the various states and territories impose a requirement for the approval of

dealings in mining tides, but the grant of an exploration or production tide is not always

automatic. Once a minerai resource is defined, however, the inadequacy of the mining

laws to deal with the development process is usually overcome by a unique approach in

the fonn of development agreements or ""franchise agreements·' bet\veen the state

govemments and the project participants. Under these agreements. every single

regulatory aspect goveming the project is dealt with in a single document. It is then given

the force oflaw by Parliament.

In this way, the state govemment facilitates desirable development by establishing a

framework and a stable set of legal rules under which development can proceed. This

procedure gives the project participants the assurance of legal backing for their
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operations with clear obligations on both sides, although govemment obligations are

always open to modification by subsequent legislative action. Thus, in Australia. the

developer always faces sorne element of risk, which must be assessed according to the

political climate prevailing or anticipated in the state concemed.

Australia aIso aIlows sorne principal taxation concessions in exploration and prospecting,

capital cost of actual mining operations, and capital cost of transportation facilities where

those facilities are used primarily and principally in transporting products within or away

from the country. Il also aIlows capital expenditure deductions for a host of services

connected \vith mining. Although royalty is a state prerogative. this does not apply to

minerais located offshore, beyond a three-kilometer zone. These are the responsibility of

the federal govemment. which imposes and collecls the royalties on minerais produeed

from these areas.

4.7.2Indonesia6

The constitution of lndonesia vests land.. water and the natural resources they contain to

the state for the use of the people. The country's minerai resources are developed unJer a

closely controlled regime" which cedes pan of the resulting production to the mining

companies in return. Foreign investment in the mining industr)' in lndonesia is govemed

by "Law No. 1 of 1967 conceming Foreign InvestmenC aIong with its amendments

enacted by Presidential decree. Under this la\v. mining companies and individuals may

conduct mining based on an authorization called "Kuasa Pertambangan" (KP). This

permit can be in the forrn of a general survey permit. an exploration permit. an

exploitation permit. a processing permit or a sale permit. These authorizations can only

be issued to Indonesian companies or individuals (Strongman. 1994. Priee Waterhouse.

1993). Foreign investors who are interested in developing minerai deposits can negotiate

with Indonesian KP holders and/or the government to enter into a contract of work

6 The case of Indonesia will he elaborated in the case studies ofchapter 7.
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(COW). Contracts of work are contracts between the govemment or astate mining

enterprise and the contractor (domestic, foreign or a joint venture) to carry out sorne or

all stages of mining, from geological surveys to extraction and marketing. Although

rnining is generally permitted to foreigners, short-term policy May be to inhibit

investment in, for example, gold and this policy is simply implemented by delaying or

halting the processing of COW applications.

As mentioned~ an Indonesian-incorporated company formed for the purpose of foreign

investment in the country's mining sector must be owned in part by a local equity

investor~ unless the mine is located in a remote part of the country, in which case it cao

be 100% o"ned by the foreign investor. AIl COWs must he concluded bet\veen the

special-purpose Indonesian-incorporated company and one of the three State-o"ned

enterprises that carry out mining activities in the country.

Sorne of the provisions of the COW are as follow:

1. The rights to exploration and exploitation granted under the CO\V are exclusive in

relation to the specified mineraIs. Full management control and risk are vested in

the COW holder who assumes responsibility for damage to the rights and property

of the Govemment and third parties.

ii. Activities described in the COW are agreed to be undertaken without suspension or

interruption unless the Government othernise agrees.

Ill. The COW May grant the right to export products mined, and require sales to be

according to generally accepted international business practices so as to maximize

retums, but subject to the overriding power of the govemment to prohibit exports in

any particular case.

IV. It is customary for the COW holder to give preference to Indonesian consumer

needs, and to the fullest practicable extent, to utilize Indonesian manpower~

services, raw materials and products manufactured in Indonesia, subject to their
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availability on competitive rime, cost and quality bases (Frecker and Sharwood,

1993).

4.7.3 Papua New Guinea

The legal system of Papua New Guinea is derived from an Anglo-Australian heritage,

which has since been modified by the constitution after the country gained independence.

By law, aIl mineraIs existing on or below the surface of any land in Papua New Guinea.

including any mineraIs contained in any water lying on any land in Papua New Guinea,

are the property of the State. The country thus carefully controls mining development

with a combination of royalties, taxes and a direct equity participation.

The Mining Act makes extensive provision for the issue of tenements by the Head of

State or the Minister responsible for Mining, to permit and control minerai exploration

and development through the granting of exploration licenses, mining leases and other

leases for activities ancillary to mining. These tenements can he granted over private land

on the basis that they are for, or to facilitate the development of, mineraIs o\\ned by the

State beneath the land, but there are provisions for compensation in this case.

The State's financial benefit from mining projects cornes in the from of ta~es. The state

imposes a higher corporate ta'C rate if the cornpanies are not resident. However,

expenditures on exploration and capital assets are deductible on a sliding scale.

Furthermore, mining companies may be liable for an additionaI profits ta'C of 35~1a at the

end of the investment recovery period. The State or its nominee may also take equity

participation in a mining project.

Sorne of the provisions in a mining contract issued by the Head ofState are as follows:

1. The state undertakes to issue leases, licenses and other rights necessary for the

companies to carry out the project in accordance with an approved development

plan.
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Il. The mining companies undertake to install and provide the mining and associated

facilities, and to continue operation without suspension except in special

circumstances, which are specified in the contract.

111. The cost of a1l project-related infrastructure is borne and paid for by the companies

as a project expense.

1v. There are no export duties on mined products.

v. The mining companies must comply with an environmental plan that is separately

established with and approved by the Department of Environment and

Conservation.

vi. The mining companies must also comply with a training and localization program!

providing training for Papua New Guinea nationals who are expected to replace

expatriate staff.

vii. The contract is governed by the laws of Papua New Guinea but the parties

acknowledge that the contract includes the mies of international law 50 far as they

are relevant (Frecker and Sharwood_ Ibid.).

4.8 CONCLUSIONS

In this chapter, first the theories of FDI relevant to mineral investment were reviewed. As

briefly discussed, a host of factors add to, or reduce from, the anractiveness of location

specific resourees. Govemments or local authorities can funher empo\ver ~lNCs (or

other firms) or inhibit them with their action (or inaction). Their actions. through

legislation, regulation or even soft bureaucratie procedures can act as a multiplier. \Vhen

their actions and polieies are further enhancing and empowering, that multiplier is

positive and greater than unity. In effeet they have a magnifying effect. \\'ben they are

restrictive, limiting and tax productivity, the multiplier becomes inhibitive (less than

unity but still positive). When they become so restrictive that they are perceived to be

hostile, the multiplier becomes very small, if not negative. In this case, prospective
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investors no longer bother to evaluate the objective value (market value regardless of the

operation) of location specifie resources. That location loses its attractiveness regardless

of the quality of its resources. It is the crucial importance of this factor that calls for

potential investors to evaluate the environments of developing country as characterized

by the mining code, fiscal regime, and treatment of foreign investment (including

guarantees, repatriation of capital and profits, and access to foreign exchange).

Subsequently, the policies that have an important impact in attracting foreign investrnent

were discussed. The chapter went on to outline sorne areas of concem and disagreement

between LOCs and MNCs. As Brower (1987) states, "Most of the issues cannot be stated

in simple terms of who is right and who is wrong, because the issues are shaped and

influenced by the economic, legal, social, and political facts of the day and the

experiences of the past." The disagreements between LDCs and ~Cs can partly be

resolved by hard bargaining and tough negotiations, which take iota consideration the

main factors of concem.

The mining agreement is. in fact. the outcome of the interaction among a large number of

factors influencing the relative bargaining strengths of the t\vo parties. The degree of

political stability, the state of the economy and the efficiency and the skills of the

administrators are fundamental elements in determining the success ofa host government

in its negotiations \vith an MNC.

The important factors influencing the political situation of the host country include the

degree of independence, the stability and strength of the govemment. and the degree of

foreign penetration and control in various productive sectors of the country. The

economic considerations include the country's economic and financial dependency, its

reliance on foreign exchange eamings from exports, the possibilities of export

diversification, and the country's position in world production and reserves of its

minerais.
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Administrative factors inc1ude the quality (skills, efficiency, education and training, etc.)

of the bureaucracy, experience in negotiating with MNCs, the availability of infonnation

regarding the nature of the minerai and the relevant industry, and the relationship of the

MNC with its home govemment as weil as its international standing. Legal aspects

mainly concem the host country possessing a comprehensive set of laws pertaining to the

various aspects of foreign investment. A host country with a strong tradition of political

independence, a nationally stable economy and capable bureaucracy is likely to be in a

much bener bargaining position than another country which does not have the same

anributes. This is one important area upon which LOCs can improve.

Smith (1981) suggests that it is time for "greater exposure of international business

executives to the concerns of developing countries and the fostering of a greater sense of

mutuality of interests." In addition, he suggests that governments of industrialized

countries should pressure their companies to develop more "honest" and "open"

relationships ",ith LDCs.

Strongman (1994) states that the use of ··model agreements'· helps the MNCs familiarize

themselves \\ith LOC legal, regulatory and fiscal environments and fonn a clear picture

of the nature of the deal \\ith the LDCs, thus reducing the problem areas.

Finally, since most LOCs depend on mineral resources for their development. they need

to look beyond negotiating successful investment agreements with MNCs: they should

develop other forms of mineral development programs such as regional cooperation and

··south-south·, trade (Zorn, 1981).
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CHAPTER5

STATE OF THE MINERAL SECTOR IN IRAN

5.1 INTRODUCTION

In contrast to the oil sector in Iran, the solid minerais sector has not received adequate

examination and review, and this, despite the tremendous amount of resources and great

potential for growth and development which bas been known for severa! thousands ofyears.

The main objective of this chapter is to investigate the latest information about minerai

reserves~ mining activities and minerai policies in post..revolution Iran. This provides

background knowledge on the current state of the mineraI sector in Iran and how this sector

has performed in the recent pasto

In addition, to prepare the ground for the investigation ofeconomic policies related to the

mining industry, the chapter briefly reviews the Iranian economy and its development pians.

After a short commentary on !ran'S general economic situation, the focus narrows to the

mining sector.

5.1.1 General Description of the Country

Iran has a land area of 1 648 000 square kilometers. The country is almost completely

surrounded by high mountain ranges that cover approximately one..halfof its total area The

topography of Iran consists ofa plateau with an altitude that ranges from 914 ta 1524 meters.
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In the north, the country borders with Annenia, Azarbayj~ Uzbekistan and Tajikistan, in

the east with Afghanistan and Pakistan, and in the west with Turkey and Iraq. The Persian

Gulf and the Sea of Oman lie to the south of the country. ln 1998, the population was

approxirnately 61 million.

5.2 IRAN'S ECONOMIC POLICIES

S.2.1 Background

Traditionally, the lranian govemment has relied upon revenues generated from petroleum

and natura! gas exports to fund most of the country's development expenditures. As

mentioned in chapter 1, the country bas undergone a rapid process of industrialization since

the early 1960s, especially following the first oil price boom in October 1973. The

govemment's strategy towards the economy since that period bas included direct investrnent

in large-scale infrastructure projects and in heavy industries. as weil as the use of ne'.\"

labour-saving technology and foreign expens to manage the development of those projects.

There was, however, a lack of innovative projects both for agriculture and small-scale

industrial entrepreneurship (Meghji, 1982).

Fiscal policies created a free environment for finns to set up assembly operations. to impon

capital and intennediate goOO, and to produce fmished conswner goods (Katouzian. (981).

The oil economy facilitated the rapid growth of domestic production. However. it caused

major damages to the agricultural sector1
, and created high inflation. As stated in chapter 1.

Soofi (1982) in bis study of lranian economic development strategies from 1930 to 1978.

concluded that because of the one-crop nature of the economy and despite sorne degree of

growth in the modem seetors, the main characteristics of the economy remained those of an

underdeveloped economy.

1For instance, exports ofagricultural products represented 6.2% of total exports in 1970. This had
reduced to 1.8% by 1980.

5-2



•

•

The significant growth in national income after the oil price boom did create considerable

economic growth, and should have provided the country with sufficient power ta shift its

economy from an almost total dependence on oil to a diversified economic base. However,

in this respect Iranian economic policy failed (Meghji, 1982).

Following the victory of the Islamic Revolution of Iran in 1979, the new govemment

emphasized a diversified economy. Embracing the notion ofa state-controlled economy, the

revolutionary govemment took necessary measures in order to increase its control over the

economy. For instance, in 1979, ail the country's banks and major insurance companies were

nationalized, and the govemment extended its control over the large industrial and mining

comparues. In the second year of the revolution, the country engaged in an Iraqi-imposed

war.

The war itselfcaused a significant increase in govemment intervention in the economy, with

an inevitable adverse impact on efficiency. During the war years, the govemment was forced

ta re-allocate the country's resources to make up for the damage caused by the war and meet

the basic needs of the population. The war, coupled with a drastic decline in ail incorne,

caused major economic problems and put the economy into a period of recession.

These economic problems were associated with the disparity between govemment revenues

and expenses (the budget deficit)~ the gap between the supply and the demand ror money (the

cash imbalance), the disparity between investment levels and savings (the financial

imbalance), inequalities in imports and exports (the trade imbalance), the poor perfonnance

of the non-oil sectors of the economy, and rising unemployment. The war, in its own way,

prevented the govemment's ambitious endeavor to malee use of the country's potential and

recast the national economy.

After the cease-fire in 1988, the government imposed economic reforms based on five-year

socio-economic development plans. During the course of the first plan, the government
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relaxed state controIs, changed from a multiple to a double exchange rate and balanced its

budget (Rudnick, 1993). The plan, although resulting in a considerable foreign debt buildup,

had significant success in tenns ofeconomic growth. Its aim was to reduce the role of oil in

the economy. This role, however, is still critical, and, in spite of the substantial growth in

non-oil exports in recent years, Iran remains a major exporter of unprocessed oil-based

products (Economist Intelligence Unit (ElU), Country Profile - Iran, 1998). The following

section discusses the five-year development plans in greater detail.

5.2.2 Five-Year So&:io-e&:onomie Development Plans

5.2.2.1 Fint Five-Year Development Plan (1989-90 - 1993-94)

Following a policy of nationalization during the war period, the First Five-Year

Development Plan (FFYDP) espoused a market-oriented vision, providing for a number of

measures to reduce government control and encourage the development of free enterprise.

The main objectives of the First Development Plan were:

i. Implementation of structural changes in the economy and establishment ofequilibrium

in different economic sectors, by measures such as: elimination of subsidies; transfer

of o"nership of portions of SOEs to private entities; increase in capital investrnent:

strengthening of production capabilities in the country; unification ofexchange rates

at a market-related level, and better allocation of resources (such as money. manpower

and technology) through the fulfillment of sound economic policies. and in panicular.

by decontrolling most domestic prices;

11. Reconstruction of war tom regions and major new investrnents in the country·s

infrastructure;

111. Streamlining government operations and controlling government expenditures by

transferring non-strategie economic aetivities to the non-govemmental sector (the

private and cooperative sectors);
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IV. Diminishing state reliance on oil income through the encouragement of non-oil

exports, in particuIar, fabricated products and services;

v. Expansion ofeducation and cultural activities; and

VI. Reduction of the size ofgovemment and bureaucracy.

In particuIar, the plan allowed for foreign financing to the amount of$27 billio~ establishing

four free trade zones, abolishing sorne import restrictions, removing Many non-tariff trade

barriers, raising public utility and liberalizing the exchange system.

A gIimpse of the plan's perfonnance shows that its prognuns, although not faultiess in theory

and in practice, were relatively successful at meeting Many of its targets. The plan was able

to chan a basic course for the growth and development of the country (Abedi, 1995; Azhini.

1995; Asre Ma, 1995; IRNA, 7/31/1995).

Among major achievements of the plan were:

1. The GNP improved after the adoption of the plan and an average annual rate ofgrowth

of 7.3% was achieved during the period. This growth rate, which compares favourably

with those ofother oil-exporting developing countries. partIy ref1ects the broad base

of the Iranian economy (IMF, 1995).

11. Consequently, GNP per capita, which amounted to 58 900 Rials in 1988-89 (current

priees) rose to 246 000 Rials by the end of the plan.

111. Production activities expanded in different sectors of the eeonomy, and in particular.

in the fields ofagriculture, industry, mining, water, power, gas, petrochemieaIs and oil.

General public services also were improved, espeeially in education and

communication.

IV. Revenues from taxation showed an annual growth rate of41 0/0. Also, the budget deficit

that "as about 500/0 ofGDP at the end of the war (1988-89), was reduced to 1.7% of
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GDP in 1993-94.

v. Although export of non-oil products did not meet the Plants targets~ an annual growth

rate of26% was registered in this arena During the FFYDP, $12 billion was eamed by

the eountry from non-oil exports.

VI. During the plan period, important steps were taken with respect to the developrnent of

the eountry's infrastructure and utilities.

However, despite the positive points mentioned above, the tirst plan was not without

weaknesses. Sorne defects were inherent, sorne were due ta impractieable foreeasts and

unrealistic expeetations. Other problems resulted from the incomplete or arbitrary

enforeement of poliey.

The major problerns and deficiencies of the plan can be summarized as follows.

1. Little Success in Increasing Pr;vate Investment: Although sorne state-o'wned

organizations and eompanies were privatized during the plan, no remarkable steps were

taken in this direction. Sorne SOE shares were sold to organizations sueh as banks and

municipalities, dislocating functions within the governmental body. Statistics show that

during the plan period, no noticeable developrnent oceurred in private sector

investrnent (Azhini, 1995). This was partly due to the high consumption of the private

sector during the plan. This indicates that the plan failed in practice ta change the

private sector~ s consumption and fulfil the slogan of "reduced consumptîon. increased

savings and investment" (Asre Ma, Biweekly~ April 19, 1995).

11. High Inflation Resulting from Escalalion of Adjustmenr Programs: The economic

restrueturing polieies adopted during the plan resulted in high inflation rates and

exerted pressure on people, in particular, those with tixed and lower incornes. T0

achieve the targeted 8.1 %) annual growth in GNP, larger investments were needed.

However, macro investments resulted in raising liquidity. Since additional services or

goods were not made available to the community parallel to the increasing level of
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cash, the result was high inflation. Thus, regular fixed and low-income peopJe lost their

purchasing power and suffered from the escalating living expenses. It would have been

better if, at the onset of the plan, specifie mechanisms and procedures had been

recommended to ease the burden of inflation on the lower classes. According to the

IMF (1995), the average annual rate of inflation during the plan period was about 25%.

111. Outstanding Foreign Debt: In the flI'St plan, foreign investment in various fonns, e.g.,

FDI, foreign loans, short-tenn credit lines, barter arrangements and advanced sale of

products were targeted at about $27 billion. It was also detennined that the loans would

be paid offfrom the govemment's exchange income or the revenues derived from the

commissioning of the projects. However, in actuality, the unpaid portion of foreign

debt by the end of plan had accumulated to around $9 billion. The govemment

therefore, was forced to reschedule debt-service agreements, defer sorne development

projects and reduce imports of goods (Azhini.. 1995).

lV. Liule Success in lJnification ofthe Official Exchange Rates: One of the objectives of

the FFYDP, as mentioned, was the unification of exchange rates at market prices.

During the period of the plan three different exchange rates were practiced: the official

rate of Rials 70 per US$I, mainly for oil exports, essential imports. and govemment

debt; a preferential rate of Rials 600 per USS1, mostly for industrial imports and related

services; and the free market rate for non-oil exports and most service transactions.

However, in 1\tlarch 1993, the final year of the plan, an official floating rate was introduced

at about Rials 1600 per US$1. Finally, given the highly inflationary environment. a more

depreciated official rate of Rials 2345 per US$I, applicable to non-oil exports. was

introduced in ~lay 1994.

In general, progress under the FFYDP was hampered by elements such as devastation from

the war with Iraq, overestimated revenue and underestimated expendiwre projections~

political pressure from the international community, and overly expansionary fmancial
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policies and the resulting macroeconomic imbalances. Also, natural disasters and influx of

Afghan refugees fleeing their eountry's civil war added to Iran's economic problems (~lF,

1995, Amirahmadi, April 1995, Heydari-US Bureau of Mines, 1994, and Azhimi, 1995).

5.2.2.2 Second Five-Year Development Plan (1994-95 - 1999·2000)

The second development plan continues the aforementioned economie adjustment policie~.

It aims to complete and solidify the aehievements of the first plan. [t is designed to moderate

and improve the administrative and economic structures of the country. The plan's main

policies and targets are as follows:

1. Provide basic needs to the community such as housing, food, clothing. health and

medicare, and educational and cultural development;

11. Expand employment opportunities;

Ill. Effectively proteet the environment~

iv. Promote non·oil exports through the establishment of Export Credit Funds and

administrative support;

v. Develop and expand the country's agriculture. animal husbandry, mineraI and heavy

industries; and

VI. Work towards self-suffieiency in consumer goods and durables.

More specifically, the plan attempts to:

1. lncrease efficiency in the utilization of general resources at the public level by:

applying strict fmancial discipline, and evaluating management on the basis of its

efficiency and perfonnance.

11. Insure sound socio-economic and cultural growth and development of the country

through concentration on the inner strength of the economic system and the creation
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of mechanisms aimed at reinforcing the strength of the internai economic system

instead of relying on the inductive growth resulting from oil revenues.

Ill. Allocate sufficient resources to social affairs, such as culture, public education, health

care, higher education and research, physîcal education, and general affairs.. e.g.,

intemaIlaw and arder and judicial matters.

IV. Reduce inflation by controlling the money supply and increasing incarne taxes, thereby

maintaining the deficit at zero.

Major quantitative objectives of the SFYDP are as fol1ows:

i. The annual growth ofGDP in constant prices is projected at 5.80/0.

11. The annual growth of investment in this period is projected at Il% on average. Thus,

the ratio ofinvestment to GDP will move from 14.1% in 1994-95 to 17.9% by the end

of the second plan. A higher growth rate is expected in infrastructure tàcilities. such as

water, gas, communications, electricity, roads and buildings.

Ill. The annual growth ofprivate consumption is projected at 5.30/0 in constant priees.

iVe The average annual inflation rate is predicted to drop to about 120/0.

These objectives are to be achieved through economic adjustment measures such as:

providing greater incentives for savings by rationalizing bank interest rates, establishing

specialized development banks and encouraging the entry of the private sector into the

financial market, preparing a new tax system with the aim of increasing govemment

revenues and improving tax administration, revising of tax exemptions, and reducing

subsidies in general while maintaining those to vulnerable groups (Ibid.).

5.2.2.3 Differences between the FFYDP and SFYDP

From an economic point of view, sorne determinants distinguish the second plan from the

first plan. These are:
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1. Slower Pace ofGrowth and Economie Adjustment: As mentioned, the lower classes

suffered from the inflation resulting from the adoption ofstructural policies such as the

reduction of subsidies for essential goods during the FFYDP. In the second plan, the

economic adjustment is more graduai. Therefore, the GNP growth is projected to be,

on average, 5.1% per year, 3% lowerthan the target of the tirst plan.

ii. Special Attention to Social Justice: The second plan devotes special attention to social

justice and the protection of deprived and low-income families. Considerable funds

have been allocated for the implementation ofdevelopment projects in remote areas.

educational and communication facilities, and the creation ofemployment. Other direct

aid has also been planned to help low-incorne groups and families.

iii. More Participation ofNon-governmenral Sectors in the Economy: The plan emphasizes

further participation ofnon-govemmental sectors in economic and non-strategie affairs

of the country. In arder to achieve this, the plan obligates the govemment to take more

effective measures, such as amending privatization regulations and extending loans and

other banking facilities to the private sector

IV. Timely Payments of Foreign Debt: The plan obligates the govemment to draw a

timetable for loan repayments. According to the plan. aggregate govemment debt and

financial commitrnents should not exceed $25 billion at the end of the second plan.

Also, projects that use foreign funds are, nevertheless, obliged to arrange for

reimbursement based on a prescribed schedule.

v. Reducing Consumption by the Stare and the Private Sector: The plan emphasizes thrift

in the public sector by the merging, liquidation, or consolidation of interrelated

govemment depanments and the transfer of non-critical dUlies and activities of the

govemment body to the private sector. Also, adoption of methods and procedures that

promote better utilization of existing resources and improve productivity are to he

considered.
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In summary, as Amirahmadi (Feb., 1995) states, three detenninants distinguish the second

plan from the first plan: the SFYDP is more conservative. Unrealistic assessments in the fust

plan showed that the govemment should approach economic growth with more caution. The

second plan is economically a more balanced plan. It is a1so more inward looldng, focusing

on domestic resources. The plan also focuses on a reduced role for ail revenues, the

development of human resources, and the confrontation of social problems.

S.3 CURRENT STATUS OF THE ECONOMY

S.3.1 Structure of the EcoDomy, Economie Sectors and Trends in GDP

The Iranian economy can he described as a mixed economy. According to the [ranian

Constitution (Article 44), the economy consists of three economic sectors: govemmental.

cooperative and private. The governmental sector includes ail, major industries and mines.

foreign trade, large banks, insurance companies, etc. The cooPerative sector inc1udes finns

and cooperatives, production and distribution companies that are active in agriculture.

industry, mining and services. The private sector is supplemental to the govemmental sector

and is active in all production and service activities, except those which are reserved for the

government. The govemment can transfer sorne of its activities ta the cooperative and

private sectors. At present, the private sector lacks a considerable managerial raIe in the

capital and labour markets of the economy.

Energy and minerai resources, agriculture, manufacturing, and the service industries are the

main economic activities. The GDP reached $62.1 billion in 1995 at a market rate of Rials

3 000 per US $1(Central Bank of Iran, 1995, cf. <http:/www.salamiran.com». The average

gro"'th rate of the GDP in 1995-96 and 1996-97 was 4.5% and 5.8%, respectively, due in

part to a rise in oil and gas exPOns. In 1996-97, the fiscal deficit dropPed to 2.90/0 ofGDP~

even though expenditures rose to 29.8% (compared to 28.80/0 in 1995-96), and revenues

approached 27%, compared to 25.2% in 1995-96 ofthe country's GDP (persian GulfNews,
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Jan. 24, 1998).

ln the fiscal year ended March 20, 1998, the growth rate of the GDP was 2.90/0. ln the same

year, the annual inflation rate was 17.3%~ down from 23.20/0 in 1997 and 47.50/0 in 1996

(IRNA, September 23, 1998). The govemment bas also succeeded in its debt servicing. This

was achieved through policies aimed at a tight fiscal and monetary po/icy and the control

of liquidity growth. However, these policies had an adverse effect on non-oil exporrs. Other

economic problems include high inflation, despite being lowered during the past t\vo years.

high unemployment and underemployment, and low capital and labour productivity (ElU 

Country Profile -Iran~ 1999, and Amuzegar, 1997). The following table and figure show the

trend in GDP in recent years.

Table 5.1: GDP Trend in Iran (Billion Rials)

Var· 1988-89 1989-90 1~91 1991-91 1992-93

At current prices 22304 27787 36645 50 107 66463

At constant priees (1990) 31 7-12 32793 36645 40839 43 178

Real chanee (%) -8.7 3.3 11.7 11.4 5.7

Yar· 1993-94 1994-95 1995-% 1996-97 1997-98

At current prices 93610 128382 178875 232 7-12 278970

At constant prices (1990) 43865 44 190 46044 48780 5019-1U

Real chanee (%) 1.6 1.6 4.2 5.9 2.9-

Source: foryears 1998-89 to 1992-93, Economistlnte//igence Unit (ElU). Country Profile·lran. 1994. and
ElU. Country Profile·Iran, 1996-7: for years 1993-94 to 1996-98. ElU. Country Profi le- Iran. 1999.
• ) IRNA. September 23, 1998. cf. Central Bank of Iran•••) Calculated based on real change.
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Trend in Gross Dom.stic Product (GDP) in Iran
(Billion Rials)

60000 ."...-------------------..,

150000..
i i 40000

~ ~ 30000
o- ..i ; 20000

•g 10000
u-

198a. 1989- 1990- 1991· 1992· 1993- 1994- 1995- 1996· 1997·
89 90 91 92 93 94 95 96 97 98

V.ars

Figure 5.1: Trend in GDP••• Source: see table 5-1.

Because of considerable govemment investment and an increase in the production of

agricuitural~ industrial and minerai goods, the GDP has grO\\TI during the 1988-98 period.

The real gro\vth rate per capita however~ was less than grOYf1h in GDP. This is due to a high

rate of population growth.

The following table and figure trace the sectoral origin of the GDP in selected years during

the 1958-97 period.
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Table S.2: Sectoral Origin ofGDP in Iran (% of total) in Seleeted Years• - ··r~:;~{~:~
.~ 'r-" ..... .....,...~. ~_.

195&-59 (1) 26.3 10.6 16.9 46.0 100

1963-69 (2)

-
21.3 2'.1 10.6 43.1 100

197~7' (4) 9.8 45 10.2 3'.0 100

1979-80 (S) 11.6 24.6 9.0 54.8 100

~.['~
~

1981-82 (S)

-1991-92 (7)

-
23.1 8.2

.' ~'''1'...... ,-' ~ ,.
t~~:.:;~ ~:!~l: ,i /.

14.5 54.2 100

1993-94 (7)

-
20.8 17.6 14.2 47.4 100

10039.116.318.126.5

_~~C
•. ' , ~ ïiI~§~.- . - ~-4~

. .. ~:'l':~

Sources: 1) ElU. Annual Supplement· Iran. 1964. 2) ElU. Annual Supplc:mc:nt • Iran. 1970. 3) ElU. Annual Supplemc:nt
• Iran. 1976.4) ElU. Annual Supplement· Iran. 1977. S) ElU. Annual Supplement -Iran. 1984.6) ElU. Country Protih:
• Iran. 1994. 7)EIU. Country Profile: • Iran. 1995-96. 8) ElU. Country Profile: - Iran. 1999-2000.

1995-96 (8)
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• Sectoral Origin of GDP in Iran (Ok of Total)
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Figure S.2: Sectoral Origin of GDP.•., Sources: see table 5.2.
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As can he seen. the role of the oil sector has been dominant in particular after 1973 and prior

to the revolution (1979). Since the beginning of the war in 1980, the contribution of the oil

sector has declined significantly. However. from 1993 to 1997, because ofan increase in oil

exports and a decline in the share ofsorne other sectors of the economy, the contribution of

the oil sector has increased. An interesting observation here is the substantial fluctuations

in the share of the oil sector in the GDP (see figure 5.3). As mentioned before. the oil

economies become frequently subject to the effects of wide price fluctuations on the world

market. The economy suffers when oil prices fall. Even when prices rise~ market priee

fluctuations make it difficult for government to pursue development plans.

Due to the supporting policies of the government during the war (1980..88), the share of the

agriculture. manufacturing and mining sectors have slightly increased, while those of the

trade and service sectors have considerably increased. In the early years of the FFYDP, the

share of the manufacturing and mining sectors again increased However, during the 1991-94
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• period, the contribution ofthese sectors to the GDP ofthe country bas been steady. The share

of these sectors increased once again in the 1995-97 period, mainly due to an increase in the

production ofcars and household goods resulting from new industrial projects completed by

the end of the FFYDP (1994).

In the 1992-96 perio<L the share of the construction~ trade and service seetors decreased. As

mentioned earlier. this was due to a govemment poliey favoring the expansion of industrial

and mining products. It is noteworthy that the shares of the construction and transport sectors

have declined over the 1992-1994 period from 4% to 3.2%~ and from 8.2% to 6.20/0.

respectively. These sectors were the main under-performers during the plan period.

However. the share of both sectors increased over the 1994-95 to 1996-97 period (4.70/0 and

7.9% in 1996-97, respectively). The share of the trade sector bas aIso decreased from 17.60/0

to 15.40/0 over the FFYDP period, and further decreased to 9.60/0 in 1996-97. The

fluctuations in share ofdifferent economic sectors in the GDP are sho"n in the follov.ing

figure.

Fluctuations in the Share of Different Economic Sectors in
GDP
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Figure 5.3: Fluctuations in tbe 5bare.••, Calculated from data given in table 52.
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• 5.3.2 Oïl and Non-Oïl Exports

lran's total export revenues over the 1988-98 period increased from SUS 10 242 million in

1988- 89 to SUS 18 400 million in 1997-98 (lRNA, September 23, 1998). The export value

from the non-oil sector accounted for SUS 2.9 billion in 1997-98, down from SUS 3.2 billion

in 1996-97 (Ibid., [RNA" and Hamshahri Daily, April 20, 1998).

ln the arena ofnon-oil exports. a total ofS17 836 million had been projected for the FFYDP

period. However, based on available data, the economy earned $11 739 million from its

non-oil exports over the period of the plan, achieving less than 700/0 of its target. Sorne

economic characteristics of the country, i.e., a poorly diversified export base. limited

integration into international capital markets, lack of capital flows into the country and

public sector dominance in economic activities, have negatively influenced the non-oil

exports. The following table and figure show the value of ail non-oil expons during the

1989-98 period.

Table 5.3: lran's Non-oïl Exports

•.~ .•~U.'.... ~'r.t'.~~.~~...;oy."li

"~'-~. ~.-~r~ '" ~:;.; ~ .., \ l&:~".':.I ......
• - -~--..: - - ~ ...... &

1989-90

1991·92

1993-94

1043.9

2648.7

3746.8 1998-99 (Estimated) 3000.0

•

Source: ElU, Country Profile, Iran, 1995..96.
: ElU. Country Profile, Iran, 1999·2000.
• [RN~ September 23, 1998, and Hamshahri Daily, April 20, 1997.
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Iran's Non-oil Exports
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Figure 5.4: lran's Non-oil [sports, Sources: See table S.3

As sho\vn in table 5.3. the value of Iran's non-oil exports increased from $1044 million at

the beginning of the FFYDP to $3747 million at the end of the Plan.. and further increased

to $4825 million in 1994-95. However. it decreased after 1995 and reached S1900 million

in 1997-98. The govemmenL in its Second Five-Year Development Plan. has set an overall

target of$27.5 billion in non-oil experts. Therefore, $5 billion's worth ofnon-oil products

is to be exported eaeh year on average (Sana'te Haml-o-Naghl. Transport3tion Industry

~lonthly. Oct. 1995). Given the value of non-oil exports over the past few years. this target

does not look aehievable. The problems ofand comments regarding the non-oil exports \\ill

be discussed in ehapters 6 and 8.

5.3.3 Inflation

Qver the FFYDP, inflation rates were relatively high, averaging 19% per year for consumer

priees (250/0 according to the ~lF, 1995). In 1990, however, as is shown in the follo\\ing
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• graph and table, inflation was relatively low due to considerable imports ofdurable goods

and direct distribution policies. After the FFYDP, the inflation rate rose by 35% in 1994-95

and 50% in 1995·96. The overall high rate of inflation during the FFYDP was mainly due

to the govemment's economic restnlcturing policies (elimination ofgovemment subsidies,

free market measures), and partly because of fewer private investments in industries. In

addition to the above-mentioned factors, expansionary fiscal policies after the FFYDP also

caused very high inflation rates in 1994 and 1995.

T0 control this inflation, the govemment fixed a lower exchange rate, initiated controlling

measures on imports. exports and distribution of goods in 1996. The tighter fiscal and

monetaI)" policies brought the inflation do\\n to 23.20/0 in fiscal year 1996-97 and to 17.30/0

in 1997-98 <EIU-Country Profile- lran, 1999; IRNA, September 23, 1998; Dow Jones News

Wires, May 26. 1997, cf. PAYAM-MSG <payam-msg @froude.uwaterloo. ca».

The following figure shows the trend in inflation rates in recent years.

Inflation Rates in Iran
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Years

•
Figure 5.5: Inflation Rates..., Source: For years 1989-~O until 1993-94, EIU. Country Profile - Iran,
1995-96 and for years 1994-95 to 1997-98, IRNA, September 23, 1998. Year begins March 21 .
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5.3.4. Employment

The workforce has grown faster than total population in recent years. As more than 50% of

the population is under the age of 16, this growth will be relevant for years to come.

According to the Central Bank of Iran (1996), the total workforce in 1995 was 17.7 million,

ofwhich 15.8 million were active. Therefore, the unemployment rate was 11% (11.4% in

1994). The important issue in employment in Iran has been that in the past two decades the

private sector has contributed to 300/0 of job creation~ while the rest were created by the

public and govemment sector, using petro-dollar investments (Iran Weeldy Press Digest cf.

hnp:\www.netiran.com~(997).Also.itis predicted that the country will reach a population

of 100 million in 2007-08, out ofwhich 24 million will he in the work force. To meet these

job requirements, around 600 000 new jobs have to be created each year, which require

forward planning as weil as a substantial amounts of new investments (Shaditalab, 1995).

Apart from govemment investment, supporting industrial ownership among the people.

through serious pursuit of privatization and the promotion of non-oil exports will create jobs

and contribute to the reduction of the economy's dependency on oil currency income.

5.4 MINING AND MINERAL COMMODITIES

S.4.1 A Summary of the Geology of Iran

In order to characterize the different geological units in Iran, it may be convenient to

visualise the country as comprising two marginal active belts, one in the north-eastern part

(Kopeh Dagh) and the other in the south-western part (Zagros), resting on the Turanian

"Hercynian" and Arabian Precambrian plates, respectively (Berberian, 1983). The other

major units, which are referred to as Central Iran, Alborz, and Makran~ are situated bet\'ieen

those two main plates.

a) Zagros lold belt: The Zagros fold belt is located on the north-eastem margin of the

Arabian plate and comprises a sedimentary succession consisting of limestones, sandstones"
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and shales from a Paleozoic platform, miogeosynclinal limestones and shales of Middle

Triassic to Miocene age, and synorogenic Plio-Pleistocene eonglomerates (Berberian, 1976

and 1983). The Zagros region was folded during a Plio-Pleistocene orogenie episode. There

has been no igneous or metamorphic activity in the fOld belt since the late Precambrian.

b) Zagros thrust zone: The north..western margin of the Zagros fold belt tenninates in the

Zagros thrust and extends from eastem Turkey in the north-west to the Straits of Hormoz in

southern Iran. The rocks in this zone represent the deepest part of the Zagros trough, and

include upper Cretaceous ophiolites and Radiolarites. They are considerably compressed

and were emplaced as klipper, which were thrust southeastward over the Mesozoic and

Tertiary rocks of the Zagros fold belt. The Zagros thrust is considered to be the suture line

that separates the Arabian platform from the lranian platfonn.

c) Sanandaj..Sirjan Zone: This zone is located in the north-eastern part of the Zagros thrust

zone, and is distinguished from the Central Iran Zone by the consistency orthe Zagros trend,

a near lack of Tertiary volcanism, and the generally poor development of Tertiary

formations. Sorne authors believe that this zone is actually a part of the Central Iran Zone

(Ricou, 1976). The most important characteristics of this zone are green schist facies

metamorphisms of Paleozoic and lower Mesozoic rocks during the late ~tesozoic, and

magmatism during the early Tertiary, consisting of intrusions ofgranodiorite batholiths like

that at Hamedan, and numerous laccoliths and stocks.

d) Centra/Iran Zone: The Central Iran Zone acted as a stable platfonn during the Paleozoic.

ft is separated from the Sanandaj-Sirjan Zone by a linear trend of depressions (back arc

basins), notably Orumyeh Jake, Gavkhoni, and Jaz Murian. Although this zone was stable

during the Paleozoic, numerous "horsts" and "grabens" were created by late Triassic tectonic

activity. During the creation of the horsts and grabens, most of the Precambrian crystalline

basement and the Infra-Cambrian to Triassic platform cover rocks were preserved. The

grabens consist of faulted and folded Jurassic-Cretaceous strata The Sahand-Bazrnan
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igneous (Tertiary volcanic, volcanoclastic and plutonic rocks) and a metallogenic bel~ which

contains two large porphyry copper depo~its (Sarcheshmeh and Sungun) is considered to he

part ofthis zone.

e) The Lut B/ock: The Lut block (Lower Triassic) is considered to he an old stable platfonn

(St5ckline, 1977; Stockline and Setudenia., 1972). This block is elongated north southward.

[t is overlain by a thick sequence of Mesozoic sedimentary rocks (thickness of more than

5000 01), dominantly sandstones and shale, and Tertiary volcanic rocks consisting of

rhyolite, dacite, andesite, and tuff (with an average thickness of 3000 m). The units do not

showany evidence of folding and faulting.

j) A/borz and Kopeh Dagh Zones: The Alborz and Kopeh Dagh zones are considered to

mark the site ofcrustal compression of central Iran against Eurasia (Berberian, 1981). The

Alborz mountains fonn an arcuate mountain range bordered by the southem coast of the

Caspian sea. Defonnation in the Alborz Mountains is characterized by thrust faulting. There

is insufficient data to draw meaningful conclusions about the structural regime in the ~'estem

part of the Alborz range. Most of the range is composed ofEocene volcanoclastic rocks~ and

the volume of these rocks increases towards the East.

g) The Eastern Iran and Alakran Zones: The Eastern Iran and ~takran Zones are post

Cretaceous flysch-mollasse belts which joïn each other in Southeast Iran and continue into

the Pakistan-Baluchistan ranges (Berberian, 1983; Berberian, et al., 1981). Huber (1978)

proposed that the flysch sediments were deposited on an Upper Cretaceous ophiolite

rnelange basement together with a basal conglomerate.

The following figure is a generalized geological map of lran.
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Figure 5.6. Generalized Geological Map of Iran

Source: Geological Survey of Iran, 1981.
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5.4.2 History of Mining in Iran

Decorative and warfare metal tools and coins were discovered at ancient civilization centers

in Iran including Lorestan, Khuzes~ Kennan, Sistan, Azarbayjan, and Kashan. AIso.

numerous ancient mineraI diggings and Metal melting furnaces indicate that mining in Iran

goes back to more than 7 000 years (Resalat. Iranian Daily, May 27.1995). Iranian people

have been familiar with mines and mining for a long time and sorne historians have \\Intten

that the Iranian people were arnong the tirst to exploit copper ore and use it for making

dishes and other tools after melting il.

5.4.3 A Brier Review of lran's Mineral Commodities2

5.4.3.1 Coat

There are 2000 million tonnes of recoverable coal reserves in Iran. half of it coking coal.

Coal resources are located in the provinces ofKennan. Semnan, Khorasan and Mazandaran.

About 650/0 of Iranian coal cornes from the Babmizou and Pabdana coal mines near Kennan

and the rest from other mines around Shahroud in the Alborz range. One of the important

obstacles in the development of coal mines is that most of the country's coal is located in

remote mountainous areas, on average 700 km from end-users. The high cost of coal

transportation makes it costly to consumers (Granmayeh. 1994).

A major new underground coal mine at Tabas. 300 km north-east of Yazd. is under

development. Current mine design includes three long-wa11s, each capable of producing 2.5

million tOMes per year with future expansion to five long-walls and a total production of3.3

million tonnes per year. This project is expected to ftee Iran from having to import any coal.

2 Frequently used sources for this part include: Ministry of Mines and Metals (M~t~(), Annual
Reports. March 1997, March 1996, and June 1994, Mining Journal Annual Repons. 1992-98, and
1988, Michalski - US Geological Survey, 1995, Islamic Republic News Agency (IRNA), 1995-99,
and US Bureau ofMines, 1994 and 1991 .
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In 1995, 41 coal mines were active in Iran (Statistics Iran, 1996). The total coal production

increased from 1.45 million tonnes in 1988 to 2.1 and 2.5 million tonnes in 1995 and 1996

respectively (Ministry of Mines and Metals, March 1997).

5.4.3.2 A1uDliDium

Alunite, bau.xite and nepheline syenite are the most important aluminium sources in Iran.

The Arak aluminium smelter, run by the Iranian Aluminium Company (lRALCO). produced

about 28000 tonnes of the metal in 1989. Demonsttating a significant grO\\th. production

reached about 67 000 tonnes in 1990 and 110 000 tonnes in 1998 (IRNA. Aug. 25, 1999).

The production from this plant is expected to increase to 200 000 tonnes/year as a result of

plant expansion.

To further promote aluminium production. the Almahdi Aluminium Corp. constructed a

smelter al the Persian Gulf port of Bandar Abbas, with a capacity of 110 000 tonnes ofmetal

per year. It is expected to expand production to 220,000 tonnes/year. The tirst phase of this

plant staned in June 1997. This complex \vill be one of the largest aluminium producing

plants in the region (Mining Annual Review, 1998; and IRNA, June 10. 1997).

Construction work aIso is underway on the Jajarm alumina plant, in north-east of Shahroud.

This plant will produce 280 000 tonnes/year of alumina and will provide alumina ta

aluminium smelters at Arak and Bandar Abbas. According ta the~t this plant will be

completed by the end of 1999 (lRNA, August 25, 1999). The ore for this plant \vill be

supplied from bauxite deposits near Jajann, with estimated reserves of 19 million tonnes

averaging 41% .. 69010 Ah03 (Heydari, 1994). A ferro-chromium smelter near Bandar Abbas,

with a combined production capacity of35000 tonnes per year was aise completed in 1995.

Ore is supplied by local mines. A ferroooehrome plan~ with a 50 000 tonne/year capacity in

the free trade zone ofQeshm is planned as well (MMM, March 1997). As recent as August

1999, the MMM announced that the target of the Ministry is to expand aluminium

5-25



•

•

production to 500000 tonnes before the end ofthe third development plan - 2005 (IRNA,

Aug. 25, 1999).

5.4.3.3 Copper

According to Iran Exports & Imports, Economie Bimonthly (Nov., Dec., 1994), evidence

found in the Sialk region, near Kashan, suggests that agriculture, animal husbandry and the

use of metals frrst began in this region~ earHer than anywhere else in the country. The oldest

copper objects found in Sialk date back to 4100 BC.

According to the latest study (1anuary 1998), kno'Nn copper reserves in Iran amount to 26

billion tonnes containing 23 million tonnes of copper, 5% of world copper reserves

(Commercial Review, January 1998). The tirst lranian copper mine exploited on a large

scale was the Sarcheshmeh mine. It was discovered by an Iranian engineer. The construction

ofa large copper processing plant at this mine began in 1973 and was completed in 1981.

The lranian National Copper Industries Co. (INCICO) is responsible for extraeting, smelting,

refming, selling and exporting Sarcheshmeh~s copper. The proven and probable reserves of

Sarcheshmeh are at least 1.2 billion tonnes of ore containing 8 million tonnes of copper al

an average grade of 1.14%. The ore also contains 0.03 % molybdenwn~ as weIl as 3.9 grams

of silver and 0.27 grams of gold per tonne (Commercial Review, January 1998. and

Granmayeh,1994).

An underground copper mine and concentrator in the south of Birjand is also operated by

INCICO. This mine has about 1.8 million tonnes of sulfide ore, containing 20/0-4% copper,

2 to 3 grarns per tonne (glt) ofgol~ and 15..20 glt ofsilver. The concentrate is smelted in the

Sarcheshmeh Complex (Heydari, 1994). Other reserves ofcopper ore are kno'Nn at Meidouk

in the Yazd province, Sungun in the East Azarbayjan province and Darre-zereshk in the

Khorasan province.
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The copper quanies of Meidouk in Shahr-e-Babak, Kerman Province, have a total proven

reserves of 145 million tonnes (Commercial Review, January 1998). ~fining at Meidouk,

which has been descrihed as "a mini-Sarcheshmeh" by Heydari (1991), operates as an open

pit. The concentrator treats 3 to 5 million tonnes ofore per year grading about 1.1 % copper.

In 1996, the exploration ofa large porphyry deposit in Sungun. near the city of Ahar, in East

Azarbayjan Province was completed. Reserves in excess of 600 million tonnes of ore

grading about 1% Cu have already been outlined. Work on this project, as weIl as the

exploitation of the Darre-zereshk deposit with total copper reserves of42 million tonnes ~ith

a purity of0.720/0, are planned to he completed by the end ofSecond Five Year Development

Plan (Commercial Review, January 1998).

In August 1997, a contract was signed \\';th a Japanese and two Australian companies

(Tomen Corp. ofJapan as weIl as BHP and MTh1 ofAustra1ia) for expansion of the smelting

unit of the Sarcheshmeh copper complex. The expansion project \\'ill increase the production

of cathode copper to 180 000 tonnes and that of anode copper to 250 000 tonnes

(Commercial Review, January 1998, and Mining Annual Review, 1998).

ln late 1997, a contract was signed with a Swedish company for expansion of the copper

condensation unit of the complex. Once the work is completed, a total of5.7 million tonnes

of copper is expected to be extracted from the Sarcheshmeh mine. Under this contract the

Swedish company will carry out basic engineering and domestic consulting engineers \\;11

do complementary engineering. Also, the leaching plant of the Sarcheshmeh copper

complex was inaugurated recently. The annual capacity of the plant is 14 000 tonnes of

cathode copper sheet (Ibid.).

Copper ore production, which was 5.2 million tonnes in 1988, reached 9.2 million tonnes

in 1992, 12.5 million tonnes in 1995, and 14.2 million tonnes in 1997. This corresponds to
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an average annual growth rate of more than 13% over the period. Production of copper

concentrate bas also increased considerably, from 170000 tonnes in 1988 ta 354 000 tonnes

in 1992, 370 000 tonnes in 1995 and 364 000 tonnes in 1996 (MMM, March 1997). The

metal content of the ore has been 117300 and 101 300 tonnes in 1997..98 and 1998..99,

respectively (ElU, Country Profile, Iran, 1999).

According to the Minister of Mines and Metals, Iran, possessing 5% of the world's copper

reserves, accounts for only 1% of world production (Commercial Review, January 1998).

Therefore, The country's copper industry has great capability for growth and is potentially

an excellent means ofeaming foreign currency. Large amounts of funds have already been

invested in this sector and the MMM has commined itselfto conduet extensive geological

exploration programs and to expand the production capaeity of Sarcheshmeh to 200 000

tonnes ofcopper per year.

However~ Iran is still an importer of semi..manufactured copper goods. In order to satisi)' the

country's need for copper semi..manufactures, the variety of copper products needs to be

expanded. This will also enable the country to export Many copper products in the furure.

5.4.3.4 Lead and Zinc

Iran reportedly has 24 lead and zinc mines (Najafi, 1994). The major deposits are in

Angouran (the largest lead..zinc mine in the ~Iiddle East), Ahangaran, Douna, Emarat..

Hankonh Kushk, Nakhlak, and Ravanj (Michalski, 1995). The country's lead and zinc

reserves are estimated at 2.6 million tonnes and 7 million tonnes, respectively~ and

exploration is ongoing. A lead smelter with a capacity of 40 000 tonnes of metal per year

began production in 1993 at Zanjan in northem Iran, and the construction ofa zinc smelter

with a eapacity of 30 000 tonnes per year was eompleted in September 1999 according to

IRNA (September 8, 1999).
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Another zinc smelter, with a capacity of 28 000 tonnes per year is under the fmal stages of

construction for the Kushk Mine near Yazd (the country's second largest lead and zinc mine)

based on Iranian design in Zanjan. This plant is due to start production in a few months

according to the MMM (Hamshahri, Aug. 23, 1999). Lead concentrate (56%-60% Pb)

production reached 30 000 tonnes and zinc concentrate (500/0-55% Zn) was 100000 tonnes

in 1995 (Michalski , 1995). Lead and zinc metal production were 18 200 and 76 500 tonnes

in 1997 and 1998, respectively (ElU, Country Profile, Iran, 1999).

5.4.3.5 Gold

The extraction of gold by traditional methods has a long history in Iran. Modem methods

have been employed since 1955. The occurrence ofgold mineralisation near the surface has

made it possible to extract ore grading 4 g/t gold by open-cast methods. Two gold mines in

the Muteh region of the Isfahan province are now extraeting 75 000 tonnes ofore per year.

Proven reserves are about 5 million tonnes of sulphide ore grading approximately 4 glt gold

(Heydari; 1994. Mining Magazine; June 1993 and Najm, 1988).

A gold recovery plant at Muteh started production in 1992. There is also a precious-metals

recovery plant at the Sarcheshmeh Copper Complex which treats the copper anode slimes

and produces about 400 kg ofby-product gold every year. This plant is targeted to produce

about 800 kg ofgold and 14 tonnes of silver per year. Gold exploration is underway in other

pans of the country, namely in Zarkouh, east of Tehran, in Astaneh near Arak. as weIl as in

Zareshuran and Aghdareh, in the West Azarbayjan province. Gold production Ylas 640 and

684 kg in 1996 and 1997, respectively (Mining Annual Revie\v, 1998).

5.4.3.6 Iron and Steel

There are major iron deposits, primarily in the form of Magnetite and hematite, in Choghart

and Chadonnalu in the province of Yazd~ Gol-e-Gohar in the province of Kerman, and
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Sangan in the province of Khorasan. The iron reserves of the country are estimated at 4.7

billion tonnes (MMM, March 1997). The target tigure for iron ore production by the end of

tirst five-year plan was 5.4 million tonnes per year. At the beginning of the FFYDP, the

country produced 2 million tonnes of iron ore per year. With an average annual growth rate

ofabout 36%, production reached 6.84 million tonnes in 1994, the end of the FFYDP, and

was 7 and 7.4 million tonnes in 1995 and 1996, respectively (Ibid., MMM, 1997).

The existing Isfahan blast fumace, operated by the National Iranian Steel Co. (NISCO), is

fed with magnetite ore grading 56-62% Fe from the Choghart mine situated in Yazd

province ofcentrallran. The mine has proven reserves of480 million tonnes grading 620/0

iron (Najm, 1988). The mine's output is approximately 5 million tonnes of ore per year.

NISCO aIso operates three large iron ore projects. The tirst one, Gol-e-Gohar, 55 km south

west of Sirjan in the province of Kennan, started production in March 1994 and contains

sorne 180 million tonnes of proven reserves. It produces 2.7 million tonnes of concentrate

per year. Recently, the govemment allocated funds for the expansion of the Gol-e-Gohar

concentrator to 5 million tonnes per year within the neX! three years.

A second large iron ore project is Chadormalu., located 125 km north-east of Yazd in the

province of Yazd, with sorne 400 million tonnes of reserves (Heydari, 1994). It came on

stream in March 1997 at an initial capacity of 5 million tonnes per year (tly) ofconcentrate

(Hamshahri Daily, March 12, 1997). AIso, feasibility and pre-engineering studies for an iron

ore project with an ore production capacity of3.4 million tiy in Sangan, about 250 km south·

east of Mashhad in the province ofKhorasan, are currently under way. Ali ofthese projects

will provide iron concentrate for steel plants at Mobarakeh, Isfahan and Ahwaz.

The major steel producer in Iran is the Mobarakeh Steel Complex (MSC), with an ultimate

production capacity of 3.2 million tonnes per year of steel products. This plant, opened in
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1992.. produces direct-reduced iron (DR!). According to Heydari (1994).. there are three

different types of DRI processes: Midrex of the USA" HYL of Mexico" and Purofer of

Germany. The Mobarakeh plant bas five Midrex units.. ~ith a capacity of 3.2 million tonnes

per year. The production of the Mobarakeh mill stood at 2.3 million tonnes in 1996. The

products of this company have been exported to 22 countries around the world.

The first phase ofan expansion plan at the Mobarakeh Steel Co. started in ~Iay 1996. The

project \\'ill increase the nominal capacity of the mill to 4 million tonnes per year: in the

second phase. production will rise from 4 million tonnes to 6 million tonnes per year (Iran

Weekly Press Digest. 1996.. cf. <hnp:/www.netiran.com». Another major steel producer is

the Isfahan Steel complex (ESCO).. with a capacity of 1.9 million tonnes per year (tly). The

third producer is the Ahwaz Steel Complex (ASCO). with a capacity of 1.7 million tJy of

DR!. There are also other steel producers in the province of Khuzestan.

An increase in the production of saleable steel products was at the top of the ~~t~t{'s agenda

during the FFYDP. Tremendous efforts have been made to achieve this goal and major

managerial improvements have aIso been achieved in this SectOT. The production ofsaleable

steel products was 1.34 million tonnes in 1988. In 1993. production reached 3.9 million

tonnes. and 5.8 and 6.3 million tonnes in 1996 and 1997, respectively. Iran. an importer of

steel products at the beginning of the FFYDP. has shifted to being a steel exporter by the end

of the plan j
.

The expansion project at NISCO"s Kavian plant in Ahwaz. which included building a strip

3 According to the Intemationallron and Steellnstitute.. the production of steel in Iran reached the
third highest lever ofgrowth in the world in 1994. The total output was 22.5% more than it had been
in 1993, while the output of iron and steel in 68 countries increased by only 2.8% (Iran News.
02/08/95, cf. ..hnp://www.netiran.com"). The significant increase in the production ofsteel has panly
been the result of improvements in management and productivity and the rapid implementation of
steel projects (~tinistry of l\;lines and Metals.. 1996).

5-31



•

•

mill at the site, was completed in 1996. The expansion increased slab production at the plant

from 270 000 tiy to 400 000 tiy and sheet and welded pipe production to 1.33 million tly.

A new alloy and specially steels plant near Yazd, with an initial capacity of 140 000 tiy!

began production in July 1997 (International Ettelaa~ July 16, 1997). Capacity is scheduled

to reach 260 000 tiy within 3 years. The ore to feed the plant cames from the nearby

Chadonnalu mine. Also, a new 25 000 tiy standard-grade ferro-silicon plant in Semnan.

owned by a private company, started production in 1996 (MMM. March 1997).

Other new projects include: expansion of capacity at the existing Isfahan Steel Co. to 3.2

million tly, by the addition of a line for nearly 800 000 tly of flat products, as well as the

construction oftwo other new mills, one in Neishabur, in Khorasan Province, and the other

in Mianeh.. in East Azarbayjan Province. The Khorasan steel mill, with an initial capacity of

600 000 tly, is planned to eventually produce 1.8 million tiy of long steel products. The

Mianeh rniU is planned to produce 350 000 tiy of steel products, using imported slabs

(MMM. March 1997.. Michalski. 1995).

5.4.3.7 Ferro-AUoys

There are severa! ferro-alloy plants in Iran such as: the Isfahan ferro-manganese plant \\;th

a capacity of 30000 tiy; a 35 000 tiy ferro-manganese and ferro-chrome plant in Faryab: a

ferro-molybdenum as weIl as two ferro-silica production plants. The latter t\VO plants are

located in the to"n ofAzna in Lorestan province and the city of Semnan. The tirst plant was

commissioned in 1993 and the second in 1995. ~(ost Iranian ferro-alloy products are being

eXPQrted to Far-East Countries.

5.4.3.8 Rernetory Materials

Currently, the MMM is constructing a refractory plant in Yazd province. This plant \';ill
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supply 50 000 tonnes per year of refractory bricks and mortar mainly for use in steel plants.

The expansion of IREFCO (Isfahan Refractory Company) to a 20 000 tonne-per-year

capacity has aIso been completed. In 1995, a new refractory plant, owned by the private

sector and with a capacity of 20 000 tonnes per year was commissioned at Gonabad, in

Khorasan province. The magnesite material for these new plants is mainly supplied from

the Iran Magnesia minerai processing plant located at Birjand, in Khorasan province.

5.4.3.9 Decorative and Dimension Stones

Iran is famed for its decorative and dimension stones. The main types found in lran are:

marble (in different colours), onyx marble, granites, travertine and other calcium carbonate

rocks. They are compac4 banded, and capable ofbeing polished. Most extraction operations

are situated in the provinces of Yazd, Isfahan and Kennan. The MMM has made efforts to

promote the expansion of the production ofdecorative stone from these deposits.

Because of the considerable added value of the finished stone products. decorative stone

producers plU'Chased several modem stone processing plants during the FFYDP, mostly from

ltalian companies (Heydari, 1994). The number of decorative stones mines under

exploitation is currently 450 (Hamshahri Daily, June 12. 1997). Other plants are aIso under

construction. In 1996, the production of finished stone products was about 5.7 million

tonnes.

5....3.10 Otber Minerais

In addition to the above mentioned mineraIs and metals, Iran has other extensive minerai

resources. Total mineraI reserves are estimated to he around 24 billion tonnes (~1Ml\{, Feb.

1996). The most important available minerals and their estimated reserves are (in million

tonnes): Phosphates (10), Magnesite (4), Alunite (1000), Potassium Feldspar (1), Titanium

(2), Silica (2), Asbestos (5), Perlite (5), Cbromite (8.5) (45% purity on average). Gypsum
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(2400), and Limestone (4500). Other mineral commodities include kaolin, bentonite,

fluorite, dolomite, mic~ diatomite, cobalt, uranium, strontium, as weIl as construction

materials.

5.4.4 Infrastructure

During the last few years, major efforts have been made to improve the overall infrastructure

orthe country. Below is a partiallist of major infrastructure projects commissioned during

the FFYDP.

Transponation:

1. Loading and unloading facilities in two major pons in the south of Iran (Bandar Abbas

and Bandar Emam Khomeini);

11. A 220 km rail extension to link the Chadormalu mine with the existing rail route

nmning through Yazd to Isfahan;

111. A raillink from Kerman to Bandar Abbas;

IV. A railroad in the northeast from Mashhad into Tajikistan to link the rail net\vork of the

central Asian republics to the Iranian network and the Persian Gulf: and

v. As a longer-term project.. a rail extension from Kerman to Zahedan to open trade to

Pakistan and India is under development.

Power:

Severa! new power plants were connected to the national power grid; among these are:

1. The coal-fired Neka plant close to the Caspian sea;

11. The Ramin plant in Ahwaz;

Ill. Two steam- and two gas-operated plants in Loshan near Zanjan, and a hydroelectric

plant on the Sefid River, about 80 km nonh of Tehran;
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IV. A 2000-MW hydroelectric plant on the Karoon River in southwestem Iran; and

v. The construction of a 1200-MW twin-reactor nuc1ear power plant near Bushehr is

underway.

s.s PRODUCTION, EXPORTS AND TECHNOLOGICAL PROGRESS

S.S.1 Production of Mineral Substances and Metal!

In the early 19805, mineral production was low due mainly to general constraints caused by

the war and a lack of new investments. During the FFYDP, the total amount ofore extracted

from mining operations increased from 44.7 million tonnes in 1988-89 to 71.4 million

tonnes in 1993-94. representing an average gro\\'th rate ofabout 9.80/0 per year (~linistry of

~tines and Metals, Feb. 1996). The production capacity, especially in iron and steel. copper.

aluminium. coal.lead. zinc. chromium and decorative stones, increased significantly during

the same period.

Currently. the number ofactive mines is 2450 (~linistry of Mines and Metals. ~(arch 1997).

ln 1996. Iran·s mineral output \Vas around 97 million tonnes of40 different minerais. ranging

from iron ore, through base metals. to coal. industrial minerais and a variet)" ofbuilding and

deeorative stones. The value of mineraI output in 1996. according ta international FOB~

priees, amounted to US $4.5 billion (Ibid., MMNI. 1997).

The following tables show mineral and Metal production from 1988-89 to 1996-97.

.. Free On Board.



• Table 5.4 Production of Major Minerais iD Iran

Coppcrconcentrate T.T.·· 170 173 221 370 3Sol 363 399 370 364

~~.." ". ~~.~.III.".': aiii" ;.'-.':o~ ~'-'m t:'if~::-;:à' ~ '. jJ~4·5·l.n \':, h:'" ..~ : 'C<" " - " - •• '.:", t~ -:"'-;i. E';)1"l îli~ '("~-l~~
'~M.' j ....:-l • :;al""' .. 'i"' " " ...... ~ ~_;JiJ~_""...J:l

Other minerais M.T. 44.7 46.7 SI.7 60.1 6S.9 71.4 13 76 81

• Year b~gins 21 March •• M.T. =million tonnes and T.T.= thousand tOMes
Source: l\finistry of Mines and Metals of Iran. March 1997.

Table S.S l\'letals and Rerractory Products in Iran

Ferro-alloy Produets T.T. 3.4

• Year beeins 21 March •• M.T. = million tonnes and T.T.= thousand tonnes
Source: ~inistry of Mines and Metals of Iran. March 1997.

S.5.2 Exports of l\'lineral Products and t\letals

30 ss 62

•

ln recent years. the development of non-oil exports was one of the main strategies of the

government. and accounted for an increasingly high proponion of total exports. The

expansion ofexports provides more foreign currency eamings necessary for fmancing the

economic development of the country.

In the minerai export arena. it is believed that the export of minerai raw materials deprives
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the country from value-added benefits and employment opportunities. Therefore, priority is

given to those commodities which have the maximum value-added. Accordingly, many

efforts are being made to increase the production ofhigh value-added commodities and plans

are pursued for the construction of more mineral processing and metallurgical plants for

thase commodities.

There has been a considerable increase in the export of steel products, as weLl as of copper.

lead, zinc and chromite concentrate. A total ofU.S. $37 million of minerais and U.S. SilO

million of metals have been exported in 1988-89. Exports of mineraIs and metals had risen

to U.S. $59 million and U.S. $462 million, respectively, by the end of 1993-94. However.

due to the govemmenfs policy of giving priority to local market demands, and for other

reasons to he discussed in the next chapter, the export of minerai substances and metals

decreased during the 1994-95 ta 1996-97 period.

Most metal exports are steel products. The significant increase in metals exports in the 1992

94 period was due to the grO\'tth in steel production after the start-up of the large steel

production complex in Mobarakeh in 1992.

The main products exported include zinc concentrate, copper concentrate. lead concentrate.

molybdenum coneentrate, dolomite, barite, bentonite, feldspar. kaolin.. fluorine, perlite..

ferro-molybdenum.. ferro-chromite, gypsum and decorative stones (Adapted from Mining

JournaL 1994 and 1993; ~~t. .. March 1997, June 1994, and Summer 1991). The follo"ing

figure provides details.
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Figure 5.7: Mineral and Metal Exports.•., Source: Minisny of Mines and Metals of Iran. March 1997.

5.5.3 Tecbnologicallmprovements

As the steel industry°s grO\\th was the main concem ofthe ~~~L remarkable tecimological

progress has been achieved during the five-year development plans. The most important

development was the design of a new steel making dry process named in honoue of the

twelfth Imam of Shiites. Ghaem (PBUH). The production of reducing gas by the Ghaem

direct reduction process is similar to the Midrex process. It is designed by ~Ir. Sadeghi. an

lranian Engineer. and currently the Managing Director of the Isfahan Steel Complex. Based

on this plan. a 600 aOO-tonne steel plant was designed and built in Iran. and was

commissioned in 1996.

The basic flo", sheet and the main elements of the Ghaem direct reduction process are sho\\n

belows.

S For detailed infonnation about the Ghaem direct reduction process see: 1) Towhidi. N. and Sadeghi.
A.~ uGhaem Direct Reduction", Proceedings of the International Direct Reduction Seminar, Milan.
[taIy, 1996~ pp. 219-229; 2) Shirani, G., Covella, V., and Ghaffari, ~t., 16Danieli-Ghaem DRI Process",
Metal Bulletin's IOth International Mini-Mill Seminar, Malaysia,. March 1997, p.16; and 3) The
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Figure 5.8: Basit: Flow Sheet and Main Elements of the Ghaem Direct Reduction Process. Source:
Towhidi. N. and Sadeghi. A.• "Ghaem Direct Reduction'" Proceedings of the International Direct Reduction
Seminar. Milan. ltaly. 1996. p. 223.

The key data fur a Ghaem DR! unît is as follows

'if ,." .;
.~. ~- .~.-.~j

1.7 ~ .:~~-_;~ ~:_ J.95 __
Source: The Ghaem Technology. Isfahan Steel Co. 1997. p. 4.

600

•

This process is claimed to require less initial investment and consumes less electricity and

fuel per tonne compared to the well-kno\\ln Midrex process (The Ghaem Technology. 1997).

ln February 1997. Danieli of ltaly purchased the rights to market the DR! process: thus. the

process is now named Danieli-Ghaem.

Ghaem Technology, Published by Isfahan Steel Co., 1997, p. 4.
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Other technological progress included:

1. Most spare parts - mechanical and hydraulic, and electrical and electronic -- required

for steel-making plants are now domestically produced (lRNA, April 1993).

ii. Foreign exchange spent for each tOMe ofsteel processed at the Isfahan Steel Mill and

Ahwaz Steel Mill in 1990 was $178 and $180, respectively. These figures were reduced

to $60 and $100 per tonne in 1994 (Iran News, March 16, 1995, cf.''http://www.

netiran. corn", and [RNA, September 8, 1997).

Accordine to the Director Generai of the Industrial Research Unit at the Ministrv of Mines- ~

and Metals, Iran is also collaborating with severa! central Asian republics and other members

of the Economic Co-operation Organization (ECQ)_ founded by Iran_ Pakistan and Turkey.

The 10-member ECO now groups Afghanistan and the republics of Kazakhstan.

Turkmenistan, Tajikistan, Kyrgyzstan, Azarbayjan and Uzbekistan_ for the purpose of

mineral research (lRNA, November 4, 1995).

S.6 MINERAL POLICY

S.6.1 Background

Before the revolution of 1979, in particular after the oil price boom, the mineral sector was

insignificant. and - except for certain cases - mining activities had been canied out without

consideration of the basic industrial needs of the country. Statistics show that the share of

the mineraI sector in the GDP had been about 40/0 for the years prior to 1964. Since then. and

up until 1974, this share increased slightly; but dwing the 1975-79 period, it declined to only

10/0. This insignificant activity, except for non-industrial purposes such as construction

materials, took mostly the fonn of raw materials and minerai concentrates for export

(Ministry of Mines and Metals, Summer 1991).
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After the revolution, the government empbasized the development of minerai activities as

an essential approach in gaining economic independence and promoting industrial growth

and development. On May 22, 1982, the new Mining Code was promulgated. Within the

framework of the Mining Code, the Ministry of Mines and Metals (MMM) was fonned in

June 1984. This Ministry bas the responsibility ofplamùng and implementing bath long and

short-term plans associated with geological reconnaissance and exploration. mine

development and commercial production.

Other duties of the Ministry, as mentioned in the Mining Code and the law for the

establishment of the Ministry of Mines and Metals, are: to provide raw materials and Metal

as weil as non-Metal ore to the industrial sector; and to develop and operate metallurgical

industries aimed at national self-sufficiency and industrial independence. ln an economic

sense. the ~Iinistry's task is to convert potential resources into marketable minerai

commodities. This can be achieved tbrough exploitation of minerai resources and effective

employment of labour. thus creating added value.

5.6.2 Mining Sector and FFYDP

In 1988, a position of privilege was granted ta the minerai sector in the five-year

development plan. The plan placed high priority on the development of minerai resources

and the govemment allocated nearly a quarter of the entire SU.S. 30 billion investment

budget to the minerais and metals sectar.

With regards to the mineraI sector, the various components of the plan were:

1. Substantial investments in resource development;

11. Expansion ofminerais and metals in the forms that provide the maximum value-added;

111. Satisfying the demand ofdomestic minerai markets and the needs of the metallurgical

industry;
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iVe Achievement ofa higher productivity;

V. Production of more raw materials necessary for industries;

vi. Privatization and joint·venturing;

vu. Restructuring of the fmancial position of the State-owned Mining Enterprises (SMEs);

viii. Decentralization and increase in contractor services;

IX. Reduction ofdependence on public funds; and

x. Expansion of training activities and research facilities (Ashraf, 1992 and ~~L'l. 1991).

The plan set a target of a 19.5% annual gro\\'th rate for the Mineral sector. The target for

added value., by the end of the Five-year plan., was 512 billion Rials (Ministr)· of ~1ines and

~Ietals of Iran., Annual Report. 1989).

The performance of the minerai sector during the FFYDP will be discussed in detail in

Chapter 6.

5.6.3 Current Mineral PoUey

The minerai sector occupies an important place in the economy of Iran. Although this sector

only represents a small proportion of the GNP. it is nonetheless important for the pragress

and industrialization of the country. and its contribution to economic development is

substantial. As mentioned, the lranian government's main goal over the FFYDP was ta raise

the mining sector's contribution to GNP to 5~/0. By 1994~ it bas reached 4% compared ta less

than 20/0 in 1988 (Ministry of Mines and Metals., July 1995). The target is to increase it up

ta 100/0 by the end of the second five-year Plan (Mining Journal, July 1994).

In accordance with the SFYDP, the follo\\ing targets are planned for major minerai

substances and metals products by 1999-2000.

5-42



•

•

1. Finished steel products from 4 million tonnes in 1993-94 to 6.S million tonnes;

11. Copper: 145 000 tonnes;

Ill. Iron ore: 10.5 million tonnes;

IV. Copper concentrate: 510000 tonnes;

v. Concentrated coal: 1.11 million tonnes;

VI. Construction materials: 55 million tonnes;

vu. Share of industrial mineraIs in mining products from 540/0 to 590/0.

viii. Also, the productivity of labour in the mining sector is targeted al an average annual

growth rate of 40/0.

With regards to privatization, the MMt\1 is planning to privatize ail companies and industrial

units under the National Steel Company, except Mobarakeh Steel Co.. Isfahan Steel ~lill and

Ahwaz Steel Co. Up until 1997, no major privatization program had been initiated in the

steel sector.

As far as exports are concerned, mining products are expected to reach a total of US$300

million by the end of the second plan. According to the SFYDP, the ~IM~I is obliged to

complete ail geological maps at the 1: 100 000 seale for regions with minerai potential. Also,

exploration for uranium, bauxite, lead and zinc, coal, and iron, as weH as complementary

exploration remaining from the FFYDP are planned to he completed.

With respect to new capital investment, budgets for completion of the follo\\ing projects are

or will be provided through development credits by the govemment.

1. The Gol-e-Gohar and Chadonnalou iron ore mining complexes;

u. Expansion ofcapacity at the Sarcheshmeh Copper Complex and Meidouk copper mine;
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Ill. Required investment in coal mines to maintain current production ofconcentrated coal,

with eventual increase to cover future domestic needs;

iv. A 150 OOO..tonne plant to produce aluminium from bauxite.

With respect to training and research activities, the MMM arranged for technical personnel

and managers to follow a short domestic training course for approximately 60 hours.

Research is planned to expand until the level of applied mining research reaches 1% of the

value ofmining products.

5.6.4 Mining Code

The Mining Code was promulgated on May 22" 1983" to he subsequently modified on June

16. 1985. During the course ofthis study, the new Mining Code was promulgated on July

20, 1998. The new Mining Code consists of 36 articles and 12 notes. Based on Article 44

of the lranian Constitution. the govemment has total sovereignty over the country's Mineral

resources. Article 1of ne\\'· mining code defines tenns such as minerais. resources. reserves.

exploration, exploitation. etc.. as used in this law.

According ta this law, exploration activities can he carried out directly by the ~finistry or

affiliated enterprises, or by mining co--operatives and the private sector (Article 5).

Exploration can only be conducted by companies (state-owned, cooperative or privale) and

individuals after the granting of an "Exploration Pennit" (Article 6). Exploration Pennits are

transferable to a third party within 1 year of the date of issuance \\'ith prior consent of the

Ministry of Mines and Metals (Article 7).

For mining operations, Articles 8 and 9 stipulate that companies and individuals must be

granted an "Exploitation Permit", issued by the Ministry of Mines and ~letals. The

exploitation (development) Pennit is granted for a period of a maximum 25 years to an
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exploration permit holder who applies within 1year after issuance ofan exploration pennit.

Otherwise, the holder of the exploration permit loses hislher priority in obtaining the

development right (Articles 10).

Exploration and extraction of strategie mineraIs (petroleum, natura! gas and radioactive

materials) are carried out by the govemment. Ali other minerais may be mined by private

entities, a co-operative, a company or an individual. According to Article 12, the Ministry

of Mines and Metals determines the characteristics of "Large Mines" considering elements

such as quantity of reserves. eut-off grade, value of minerais, investment size ofwork force,

and socio-political considerations. Activities associated with the operation of large mines,

as defined in Article 12, can be conducted by the Ministry of Mines and rvletals, a SME. or

the private sector ("ith prior consent from the Cabinet of Ministers).

5.7 FOREIGN INVESTMENT POLICY

The Mining Act has specifically made provisions for Iranian nationals; but various problems.

including the shortage of Iranian geologists and a lack of advanced technology and

equipment, have made foreign participation inevitable.

The govemment poliey, outlined in more detail in chapter 9, is based on amacting as Many

interested foreign companies as possible ta the mineraI sector. In this regard. The Ministry

of Mines and Metals has already framed its related plans as follows:

1. Contraets ean he concluded for teehnology transfer, equipment supply and, if necessary.

reeruitment ofexploration or mining experts. For the large mines. such contraets must

be signed with govemment agencies;

11. Foreign fmns May enter joint-venture contracts with Iranian companies. The latter

would eonclude the necessary contracts with the Ministry of lVlines and lVletals; and
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iii. FDI and partnerships in minerai processing projects and metallurgical industries are

welcomed.

Foreign investrnent in the minerai sector during the FFYDP \viII be presented in chapter 6.

5.7.1 Foreign IDvestment Law

Foreign capital inflow in the form of either loans or direct investments cornes under the

"Law for the Attraction and Protection of Foreign Capital [nvestment" and the regulations

issued thereunder. This law was promulgated on November 1955. \\ith minor modifications

in January 1966 and February 1972. The law covers private foreign investment in fields other

than the oil sector.

Article 1 of this law states that capital may enter into Iran in the fonn of cash. factories.

machinery and parts. patent rights and trademarks. and services. According to Article 3.

capital entering Iran in accordance with the law. as weIl as profits gained from that

investment. are subject to the legal protection of the government. This article adds that all

rights, exemptions and facilities accorded to domestic enterprises shaH aIso apply to foreign

companies. According to the Article. the government also guarantees fair compensation in

the event ofexpropriation. The law provides that any disputes between the foreign investor

and the govemment arising in connection with expropriation are to he resolved by the lranian

courts.6

With respect to repatriation ofeamings, the la\\· states that foreign investors are allov;ed to

repatriate their profits derived from investments in the same currency in which capital was

6 A clarification by the Council ofGuardians (who interpret the laws and regulations based on Article
44 of the Constitution of the Islamic Republic oflran) has opened the way ta international arbitration
(Timewell in Banker. Feb. 1992).
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originally imported. The law provides that in the event of insufficient foreign exchange,

pennission will he granted to export authorized goods in amounts equal to the currency value

of the approved profit to he repatriated.

Under Article 5 of the law, the original capital invested, together with gained profits. may

he repatriated. However, ilie law specifies that at least 10 percent of the original capital must

be retained in the country for six months to meet any contingent liabilities (Adapted from

Ministry of Economie Affairs and Finance, 1992).

The process for approval of foreign investment consists of three phases. First. the foreign

investor must submit an application to the "Organization for Investment and Economie

Technical Assistance of Iran" (OIETAI), which is part of the Ministry of Economie Affairs

and Finance. The application should contain pertinent information about the project. the

proportion of foreign participation, the financing scheme. and the number ofemployees. etc.

The application is evaluated by the OIETAI. and a repon on the proposed investment is

prepared and referred to the "Foreign Investment Board" for consideration. The Foreign

Investment Board co..ordinates the proposai with the relevant ministry (the ministry under

whose jurisdiction the proposed investment will be made). Once the proposed investment

is approved~ it goes to the Cabinet of Ministers (Ibid.. ~tinistry of Economie Affairs and

Finance~ 1992).

5.7.2 Investment Incentives and Restrictions

The govemment otfers incentives for new investments including tax holidays and

exemptions, duty exemptions and tarif! protection. The tax holiday for new mining projects

is 5 to 8 years. There are sorne restrictions for foreign investrnent. The state monopolies and

major mines and industries are not open to foreign investtnent. There are three main sources

of local partners: state--owned enterprises, govemment..controlled banks and the private
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sector.

As mentioned earlier, the Organization for Investrnent and Economie and Technical

Assistance of Iran is the main govemmental agency with which the foreign investor must

deal. Besides granting approval of the proposed investment, this organization approves work

pennits and repatriation of capital and profits. Other organizations include the lranian

Central Bank.. controlling foreign exchange as well as import and export licenses. and the

Ministry ofCommerce~ implementing the Commercial Code.

S.8 THE FUTURE OF THE MINERAL INDUSTRV IN IRAN

The mining sector currently accounts for about 40/0 of lran·s GDP. Rich geological

fonnations, as mentioned, cover most parts of the country. Major deposits ofcopper. iran..

lead, zinc. manganese and other mineraI have already been discovered. placing lran among

the world's richest countries in tenns of mineraI resources. In addition! other rich resources

have yet to be discovered.

The value of the mineraIs and metal produced based on international prices over the FFYDP

amounted to about $11 billion and this figure is expected to reach over $20 billion in the

Second Development Plan. By the end of the third development plan, with a solid mineraI

policy backing and weIl managed programs, the nation expects to become self-sufficient in

most mining related industries as weIl as gain the ability to export considerable amounts of

minerai commodities and metals.

The development ofthis industry is seen as a reliable way ofboosting non-oil exports as well

as providing the raw rnaterials needed by Many industries. With technological advancements

in steel production, namely the Ghaem- Daniel process, the steel industry \\Iill also he able

to eam foreign currency by providing technical, engineering, and construction services to
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steel-producing plants in other countries of the region.

Iran bas a number ofcomparative advantages in tenns ofsteel production. Low labour costs~

cheap energy and natura! gas, sizable ..- yet relatively low..grade ..- iron ore deposits, and

domestic supplies of coking coal and limestone capable of supporting the development of

a world..class steel industry (Michalski, 1995). With a number ofprojects in the construction

and commissionïng phase, Iran is projected to become a major producer and exporter ..

assuming it can compete with other 10V/-cost producers such as South Africa Turkey. and

Eastern European countries -- of various types ofsteel in the next few years.

Due to the availability of rich reserves, there are a number of large basic industries such as

the Mobarakeh Steel Complex, Isfahan Steel Co., the [ranian National Industrial Steel

Group, Sarcheshmeh Copper Industries, Arak Aluminium Smelting Industries~ etc. AIl are

actively engaged in production. At present given its importance, the minerai industry is

being supported in tune with the country's macroeconomic objectives. However. the M~INI

should endeavour to uPdate the sector's technology, develop export-oriented strategies and

help with the timely completion of projects.

Opportunities for foreign and domestic companies/investors are abundant~ as Iran requires

know-how, equipment and investrnent in this sector. Expansion of the mineraI industry can

be expected to continue by encouraging a Iarger role for private enterprise at home and

relying on financing from abroad. The industry should make necessary arrangements to

minimize the financial burden of the country and act as a major foreign currency earner. In

addition, privatization of SMEs and the setting of public joint..stock companies should he

implemented. This will allow the inflow of financial resources to private entities.

In the future, the minerai industry can serve as a model for an economy that does not rely on

oil exports. The minerai industry can bring greater economic growth and development by its
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foreign currency revenues, other incorne eamed through exports of technical and engineering

services~ and the reduction of import expenses of various industrial units that need raw

materials.

5.9 CONCLUSIONS

Iran is wealthy in natural resources, labour. and entrepreneurial skills. with a relatively large

GDP and population. It bas made important economic refonns in recent years. Despite major

accomplishments, however, Iran is yet to fully utilise its considerable economic capability.

This is most evident in its low per capita incorne growth, under-exploited investment

opponunities and inadequate economic diversification.

A review ofthe perfonnance of the economy during 1989-98 sho\vs a mixed picture. On one

hand. the overall GDP has increased. domestic economic irnbalanees have been diminished.

and budget deficits have been eliminated. Fiscal policies, fmandal institutions and exchange

rate regimes have also been refonned7
• On the other hand. high inflation. unemployment.

underemployment privatization and the improvement ofstate company effieiency have been

inadequately dealt with. Despite sorne progress. domestic private saving is still low.

hampering higher investment.

With these factors in mind, the country·s policy-makers must focus on elements sueh as

aeeelerating privatization programs and deregulating economie activities. refonning the

quality of public expenditure programs in a way to strengthen their contribution to economic

grO\\lth, improving the functioning of labour markets. enhancing domestie and foreign

investrnents. and ensuring a supportive macroeconomic poliey for small businesses. sorne

"7 ln 1996, an increase in oil revenues, along with better fund allocation policies and a series of
bilateral rescheduling, have enabled Iran to fulfil ail its foreign debt comminnents and achieve a
positive bal2l1ce of payments, obtaining remarkable praise from the International Monetary Fund
(Reuters, June 6_ (997).
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ofwhich have been addressed in the SFYDP.

The minerai industry, which faced a boom during the FFYDP, is presently registering an

annual output of97 million tonnes of sorne 40 different minerais. Most of the new mining

projects are run by state-owned companies. Despite the government's policy toward

attracting foreign investment to this sector, foreign investrnent was not been considerable.

Such reasons as existing barriers to foreign capital inflow, restrictions in the mining code,

limits on foreign exchange retention, import licences~ prospects ofworking in an inflationary

economy as weIl as investment risks in Iran are responsible for this.

Iran's diversified minerai endowment provides opportunities for self-sustained industrial and

economic development. In addition. the development ofmining activities in Iran has another

important aspect: the production of intennediate commodities is not possible "ithout mining

activities to extract the necessary raw materia!.

Iran needs to establish appropriate mechanisms for screening, evaluating and approving local

and foreign investrnent in the minerai sector. Clear-cut mineral policies and strategies aimed

al achieving self·reliance and sustained diversified economic development are therefore

necessary.
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CHAPTER6

PERFORMANCE OF THE MINERAL SECTOR
OF IRAN DURING THE FIRST FIVE-YEAR
DEVELOPMENT PLAN (1989-90 -- 1993-94)

6.1 INTRODUCTION

As stated in chapter 5, after the cease·fire in August 1988. the Iranian govemment decided

to establish a program ofeconomic reform and privatization to rebuild the country. To that

end, the FFYDP emphasized the development of the country's natural resources, which were

seen as an excellent venue for economic development and a substitute to oil. Therefore. a

special mission was assigned to the mineral sector (see chapters 1 and 5). The FFYDP

emphasized the improvement of the share ofthe minerai sector in the GDP, from the existing

level of approximately 2% to 5%, and also set a target of around 19% in annual growth for

the mineral sector (Ministry of Mines and Metals of !raIL Annual Repolt 1989, and Mining

Journal, June (990).

The purpose of this chapter is to provide insights ioto the macro-economic measures taken

by the minerai sector of Iran during the FFYDP, as weil as to provide an analysis of the

performance of the sector during this periode This chapter, in particuIar, intends to identify

the areas in which the mineraI sector bas underachieved. This will set the agenda for the
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analysis in the following chapters.

6.2 MAJOR QUANTITATIVE TARGETS OF THE MINERAL SECTOR

DURING THE FFYDP

Major quantitative targets1of the FFYDP with regards to the minerai sector were:

Share in GDP and value ofproducts:

• The share of the minerai sector in the GOP: from about 2% to 5%;

• Annual grOl,\lth rate in the value ofmineraI products: 19%;

• Annual growth rate in the value of metals: 24.5%;

Foreign exchange lise:

• Investrnent in new mine development projects: SUS 1.7 billion

• [nvestrnent in metals sector: SUS 5 billion

Export:

• Exports of minerai substances: SUS 1.3 billion:

• Exports of metals during the plan period: SUS 850 million

Geological maps:

• T0 complete 100% of the 1:250000 geological maps; and

• T0 complete 50% of the 1: 100000 geological maps by the end of the plan.

Average annual growth rate in production:

• Iron ore: 24.2 %., copper concentrate: 16%., coal concentrate: 16.80/0.

• Saleable steel products: 22%., copper (anode): 22%. aluminium (reduction): 18.5~/o

Emplo}menr:

To create 35 400 new jobs in the minerai sector. and to double the job grOl,\lth rate in the

minerai sector and related industries by the end of the second FYDP (~I., ~Iarch 1997.

OPBL July 1995, Mining Journal, July 1994, Ashrat: 1992, Moaden va Fellezzat (Alines and

l\tletals), No. 40, Fall 1990).

1 The various components ofthe FFYDP with regards to the minerai settor were discussed in chapter
5.
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6.3 PERFORMANCE OF THE MINING SECTOR DURING THE PLAN

The following section describes the performance of the mineral sector of Iran during the

FFYDP from several perspectives.

6.3.1 Gross Domestic Product Growtb orthe Mineral Sector

The annual GDP growth rate of the mineraI sector was hoped to rise to 19.5% over the

course of the FFYDP. The actual annual GDP grO\\th rate tor the minerai sector during the

FFYDP was a disappointing 12.4% (Amirahmadi. 1995). The following table provides a

yearly report.

Table 6.1 Anoual Gross Domestic Product Growtb Rates orthe Mioing Sector

Duriog the FFYDP (Planned vs. Actual)

1989-90* 1990-91 1991-92 1992-93 1993-94 FFYDP

Target Aetu3l TII'Id Ae:tual TZIlCt Aetu3l TItllCt ActuaJ Tane! Aetu3l TaJ"ftC .",ctual

a a 0

15 13.6 30.3 23.1 18.5 11.5 21.2 8.4 13.5 6 19.5 12.4
.) Years begin 21 March

Source: Amirahmadi. H.• "An Evaluation of fran's First Development Plan and Obstacles to the Second
Del:elopmenl plan", Ettelaat--e Siasi Eghtesadi. Tehran. Vol. 9. No. 93-94. June-July 1995. p. 99.

c According to the repon of the MMM (March 1993. p. 1). actual GDP growth rate was 21.3°'0 in 1990-91.

a According to the repon of the MMM (March 1993. p. 1). actual GDP growth rate was 13.1°'0 in 1991-91.

() The aetual GDP growth rate of 1993-94 is not found in the repens of the MMM, This figure is reported &am
Amirahmadi. 1995.

Conceming the sectoral distribution of the GDP. the following table provides an overvie\\

of the targeted growth rates and achievements of the various economic sectors by the end of

the FFYDP.
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Table 6.2 Projected & Actual Growth Rates for Selected Secton dUriDg the FFYDP

--6.7 7.4

--=~9.1 12.7

s:~~: -~"·1'-\~~~ ~~~~_~ ~~~~r:~:r..~~.~
J ~ • '. _

--14.2 7.6 Services

--6.1 S.9 Water, Electricity &; GasAgriculture

Manufaeturing

--Source: Amirahmadi, H., June-July 1995, p. 99
i) The value added ofmetals is calculated under the manufacturing sector.

•

As can be seen. (Wo sectors~ namely water~ electricity and gas~ and mines. have had the

highest growth rates. while the construction sector, with an achievement far less than the

targeted growth rate~ had the lowest. OveraIl, in terms of the annual growth rate of the GDP.

nearly 85% of the targeted grO\\;th rate was achieved during the plan period (Amirahmadi.

Ibid.).

6.3.2 Value Added of the Products

According to the MMM (March 1997). the average growth of annual value added of

products (mineraI substances) \vas 19% during the FFYDP, as set by the plan. The grO\\;"lh

rate in the added value of metal products targeted at 24.3%. was 32.40/0 during me plan. This

achievement is praisewonhy.

The annual values can be seen in the follo\\;ing figure.
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The Annual Growth of the Value Added of Mineral
Substances and Metals in Iran During the FFYDP

(Index: 1988-89=100)

450 .,----------------------,
400 +------------------------,=--~
350 -+-Mineraf SubItancn ~Metals i ~ ~

300 +---""""~"""""""'...........---===-=====~ ....................=------".~----~

Growth of the 250 +-----------~------------~
Value Added 200 t---------=::;;;~-_:::a;;;;;;;;;;;;;;;;--~---___;

150 +- ------:.......e:::.._-=--~--------_~

100 L ~~t:::===---------J
50 +--------------------4

O-L------------------------J
1988-89 1989-90 1990-91 1991·92 1992-93 1993-94

Year

Figure 6.1: Tbe Annual Growtb•••, Source: Ministry of Mines and Metals. "Outfine ofActillities: The Firsl
Five Year Plan", Feb. 1996. p. I.

6.3.3 Export of Mineral Substan(es and Metals

[t was hoped that the export value of minerai substances wouId exceed $1300 million by the

end ofFFYDP. Actually, the export value ofminerals stood at $307 million at the end of the

plan. This represents 23.6% of the planned amount. However. the value ofexported metallic

products amounted to $1083 million, which was 27.5% more than that of the pianOs target

(OPBL 1995). The yearly results can be seen in the follo\lting tables and figures.

Table 6.3 Export of Mineral Substances During the FFYDP (SUS million)

. l3JJ~.
~~~~

Source: Organization of Planning and Budgeting of Iran (OPBn. Statistical Results of Performance of
Industries. 1rlines and Internai Trading Sectors During the FFYDP, July 1995, p. 10 and Ministry of Mines
and MetaIs (MMM), February 1996, p. 14.
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Export of Mineral Substances During the FFYDP
(SUS Million)

1400
1200

! 1000
1 800
ri) 600
a 400

200
a1ll1llIlI..1111

1989-90 1990-91 1991·92 1992-93 1993-94 FFYDP

Ve.r

Figure 6. 2: Export of Mineral.•., Source: see table 6.3.

Table 6.4 Esport of Metals Durlng the FFYDP (SUS million)

• • t' --;

., ~~-:
• • ... 6

, ..
Source: OPBI. July 1995, p. II. and Ministry of Mines and Metals (MMM). February 1996. p. 14.

Export of Metals During the FFYDP (SUS Million)
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Figure 6.3: Export of Metals•••, Source: see table 6.4.
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Regarding the poor performance ofminerai expons, the following is noteworthy.

According to the MMM's Annual Report (1996), the FFYDP's target was too optimistic

given the inexperience of the minerai sector. AIso, the policy to avoid the export of

unprocessed commodities was another reason for the poor performance of mineraI exports

(Ibid., 1996). Other reasons for the poor performance of minerai experts can be summarized

1. Lack ofobservance of international standards in the quality, packaging. transportation

and marketing of minerai exports. This has led ta the loss of sorne markets. particularly

in decarative stones:

11. lnstability in govemment policies conceming importlexport regulations. foreign

currency. exchange rates, customs and other relevant rules and regulations:

iii. Poor planning skills of exporters and bureaucratie procedures in non-oil exports:

I\'. Linle cooperation between customs authorities and minerai exporters in the case of a

problem;

v. Inadequate transport facilities and the Jack ofenough docking tàcilities tor the expon

of minerai commodities; and

vi. Lack of adequate tax incentives for exporte

Apart from the above reasons, the author believes that the govemment should seriously

consider exporting non-oil products. There are numerous non-oil products that the country

is capable of exporting. Furthennore, the govemment should refrain, as much as possible.

from gening involved in the actual execution ofcommercial activities. such as exports. and

should leave these tasks to the private sector. However, the govemment should take a proper

role in guidance. programming, planning, support and supervision.

A good way of improving the export of mineraI goods is to fonn joint export companies Ytith

countries who have expertise in producinglexporting particular commodities. Such joint

2 This topie will he discussed in detail in chapter 8.
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• companies would then assume the role ofmarketing the products. A bener strategy would

he to form a joint venture with a foreign company and invest jointly in production and export

projects for world markets3
• The profit could then he shared proPOrtionately.

6.3.4 Geologi(al Survey A(tivities

The Iranian GeologicaI Survey (lGS), established in February 1962 (EIU, 1964). is

responsible for the assessment of the whole sPectrum of mineral resources, except fossil

fuels and radioactive minerais (Mining Magazine, 1992). One of the most important duties

of the IGS is to provide geological maps of the country. According to the FFYDP. 1000/0 of

the 1:250000 maps were to he cornpleted by the end of 1993-94. In fact, ail of the 1:250000

maps were completed by the end of 1992. According to the pl~ 50% of the 1: 100000 maps

were to be done by the end 1993-94. ln reality, 550/0 ofthese were completed by the end of

the plan. Details can he found in the following figure.

PrepratJon of 1:250,000 Maps (By IGS) Prepration of 1:100,000 Maps (By
IGS)

1993-94 ._•••__
199J.94 :::::::::::::::::::··-::::::::~::···::::::::::::~::::.:I

60

" ..:·:::.:::::::: ..... ::::::::::::::::0:::::::·:··:·1

1990-91 ::::::._..:::::::__.---:::::::::::::::.1.

1991-92 ~:::::··-::····::::::::::::··-::;.:::,,::::::.I

1

1

1992-93

1989-90 Iii::~:···~····~···~····~·:::!:::~::::~::-:~I~ __J
V.ar .c

~ aActual:

.• Fllan i

o
V.ar

1989-90

1990-91

1992-93

1991-92

j 0 20! 40

20 40 60 80 100 r- ~
~ ë

--------------_"#_- "#
Figure 6.": GeologiC21 Suney Scans Dariol tbe FFYDP, Source: Organization of Planning and Budgeting
of Iran (OPBI), July 1995, p. XI.

• 3 Recently, a joint production-export company bas been established with [taly for exporting decorative
stones.
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6.3.5 IDvestment and FiDaDcing

To develop the large mineral resource base of the country, a substantial amount of

investment is required. As mentioned previously~ war conditions and the govemment poHcy

favouring a state..run economy before the FFYDP resulted in very low levels of investment

in that sectoroi. In accordance with the plan, investment by the govemment increased

considerably during the FFYDP. Large investments were concentrated in the steel. iron.

copper, aluminium and ferro-alloy industries. However, investment by the private sector was

much lower than expected.

[n this section, both investments in foreign currency and in local currency are discussed.

Both sources are analyzed at t\VO levels. namely investment in mine development projects

and investment in metailurgical projects.

6.3.5.1 Investment in Foreign Currency for Mine Development

The FFYDP forecasted an investment ofSUS 1.7 billion in new mine development projects

over the plan periode [ndeed, SUS 1.1 billion was invested in these projects. fultilling 65%

of the targets. As for foreign exchange used for current production in the minerai sector. a

total amount of $ 353 million was spent to keep production on track. Therefore. a total

amount of nearly $ 1.45 billion. provided by local sources. was spent on new projects and

current production. The annual results can be seen in figure 6.5.

~ For instance, the capital invested in the mineraI sector was only 3.20/0 of total govemment
investments during the 14-year period from 1972 lo 1986. 72% ofsuch investments were allocated
to provide coai and iron ore needed by the steel industry (MMM, 1991).

5 It should he noted that this amount was spent from the govemment's budget. Accordmg to the MMM
(1996), a considerable amount was invested by state mining companies, which is not reflected in
figure 6.5.
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• Investment in Foreign Currency in the Mining Sector During
the FFYDP (1989-90=100)

1991-92 1992-93 1993-94 FFYDP1990-91

• ttves1n'ent in NIw A'ojects(Alln)

• ttvesnnt in NIw R-ojects (AdUaI)

&1 Foreign Currency used for Current R'oductian
(Ran)

• Foreign o.arrency used far Qurent R'oductian
(Actua~

1000

900
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c
c 700-H
C 600Cft
tA
CI 500Cft-Il 400)(
w
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~

200

100

0

Years 19S9.90

Figure 6.S: Investment in Foreign Currenq'•••• Source: Ministry of Mines and Metals. December 1994. p.
10 and Organization of Planning and Budgeting. 1995. p. X.

6.3.5.2 Investment in Foreign Currency in the Metals Industries

According to the FFYDP, a total amount of nearly SUS 5 billion was to be invested in the

metals sector. Actually, SUS 3.4 billion was invested in new projects, i.e. 700/0 of the plan's

targeted investment was achieved. Nearly $3 billion was spent for cunent production in the

metals industry. Therefore, SUS 6.36 billion was invested in the metals industries during the

FFYDP. The annual results are shawn in the follovâng figure.
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• Investrnent in Foreign Currency in the Metals Industries in
Iran During the FFYDP (1989-90=100)

1000 ,---------------------------,

900 +----.nvestrTent in New Frojects(Aan)

8 800 :. nvestrTent in New A-ojects (ActuaO

" 700 • Foreign OJrrency used for OJrrent Production
~ 600 (Ran)
ca ~ Total Foreign OJrrency used for New Frojects and
!! 500;: +---- OJrrent A-oducticn (ActuaO ----

~ 400 +----------------------
~ 300 ~-------z
- 200 -+----

100

o
V.ars 1989-90 1990-91 1991-92 1992-93 1993-94 FFYDP

•

Figure 6.6: Investment in Foreign Currenty••., Source: Ministry of Mines and Metals, December 199-1. p.
4 and Organization of Planning and Budgeting. 1995. p. X.

From the analysis of infonnation given above. the following facts are notable. Out ofalmost

SUS 8 Billion invested in the mineraI sector (mines and metals)~ nearly 580/0 was spent on

new projects. of which 75% was invested in the metals industry and 250/0 in mine

development. Out of $ US 3.3 billion spent on production in current plants., 78% \vas used

in the metais indusny and the rest for mine development. ln other words. the SUS 6.3 billion

invested in the metals industry was almost equally divided between existing and ne\'l

projects. However. in the mining sector, the amount spent on existing plants was only 1/3

of the total investment.

6.3.5.3 Investment in Local CarrenC)' in the l"lineral Sector

A detailed comparison between the planned and actual investrnent, in local currency,

provides a supplement to the analysis. The folloV4ing figure gives details conceming the

FFYDP's targets for local currency investments in new projects.
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• Investment in Local Currency in the Mineral sector of Iran:
Targets of the FFYDP for New Projects (Rials Million)
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Figure 6.7: Investment in Local Currency.••• Source: OPBI, 1995, p. X.

This can he compared with the actual investment in local currency. The detailed comparison

bet\veen planned and actual investment in local currency is provided in the table below.

Table 6.5 Compamon between Planned and A(wal Investmeot

(in Lo(al Curren()') in the Mineral Se(tor of Iran During the FFYDP

__III11••~
Govcmmcnt's Direct Invcstment in New ProjcdS
Aetuai figures as a (%) ofplanned figures 118 96 184 117 173 144

1111111111-

•

New Invc:stment in Exploration
Asa(%)ofTotallnvcstment 0.16 1.2 I.S 1.9 3 2..w:...~~_II_IIIIIIE~~·"·'~~ ... - .~~

Calculated using data tram OPBl 1995, pp. X-XI, and MMM 1996.

As can he see~ the private sector was responsible for about 20% of total investment in local

currency. lt is interesting to note the amount invested in exploration. During the plan ooly

2% of total investment was spent on exploration activities. This is the amount spent to
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finance coded exploration projects by the OPBI. The SMEs, in particular, the National

Iranian Steel Co. (NlSCO), have regularly undertaken exploration activities in iron ore, coal

and refractory materials. These investments are considered pan of the SMEs' mvestment in

new projects (second row in the table above).

A comparison between the planned and actual investtnent of local currency indicates that the

government's investment in new projects during the FFYDP significantly exceeded the

planned target (aImost 1450/0 of the planned investment). This shows that a part of the

scheduled investment by the internal sources of SMEs and the private sector was directly

undertaken by the government. This is noteworthy because as a principal, the government

should have avoided using public funds in risky minerai projects as much as possible, except

for very important structural investments. The ground should have been left for private

investors. The MMM should have arranged for new investrnents, where feasible, to he made

by mining companies using commercialloans. Furthennore, at present, it should he arranged

that either the government funds are paid back \\'ithin a reasonable time frame or the projects

privatized where possible.

6.3.5.4 Remarks

As bas been discussed, the government undenook a massive invesnnent initiative in mining

and metallurgical activities during the FFYOP. These investments were directed to increase

industrial self-reliance. According to the statistics released by the Ministry of Mines and

MetaIs (1994 and 1996), invesnnents were concentrated in the steeL iro~ copper, aluminium

and felT<ralloy industries. The investments also targeted important non-metallic minerais and

construction materials. Due to these investments, the production capacity, especially in iron

and steel, bas expanded substantially. Therefore, as shown in the pre~ious chapter, the output

ofsteel, copper, aluminium, coal, lead, zinc, and other products (such as decorative stones)

has increased significantly during the FFYDP period.
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Investment in existing plants absorbed almost 40% of all funds invested in the sector (in

local currency) during the plan period. This investment was vital to modemize the existing

plants and to keep them on track. However, despite a slightly increasing trend., investment

in exploration was disappointing (see table 6.5). More exploration work is necessary for the

long-tenn expansion of the sector. Also, more investment in exploration reflects that mining

is a booming industry. This could stimulate private investment in the sector6
•

Concerning investment by the private sector, one can conclude that during the plan. the

overall contribution of the private sector to development of the minerai sector bas not been

significant. despite its increasing trend. Reasons for and comments on this issue Yiill be

discussed in chapter 8.

A final comment concerning the large projects implemented by the ministry is that generally

those projects require substantial funds and a relatively long gestation period. Therefore. the

viability of these projects is a major concem for each investor. To ensure the economic

viability of the projects. the MMM should arrange that the feasibility ofongoing projects be

assessed by banks and other financial institutions, and insist that a portion of the required

funds he obtained from banks and other non-govemmental sources. AIso, the project

operators should he held responsible for paying back govenunent funds over a pre·specified

lime period after the start of production.

6.3.6 Production or ~liDerals and l\letals

The value of the minerai and metallurgical products produced during the FFYDP amounted

to approximately US$ Il billion and il is predicted that because of the investments made

during the plan, this amount will exceed US$ 20 billion by the end of the second five·year

6 The question ofhow the MMM can boost exploration activities was one of the author's concems
in the country..wide mining survey. Details about this will be discussed in chapter 8.
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development plan (MMM, 1996). The average annual production of iron ore during the

FFYDP has grown about 36.1%, aImost 12% more than the forecasted growth of24.2 0/0.

During this period, the production of iron ore has increased from 1.85 million tonnes (Mt)

in 1988-89 to 8.65 million tonnes in 1993-94. This was the result of the commissioning the

large Gol..e..Gohar Iron Ore Complex with an annual capacity of 2.75 Mt of iron ore

concentrate.

The extraction of copper sulphide ore has increased from 5.2 million tonnes in 1988-89 to

12.1 million tonnes in 1993-94, an annual growth rate of aimost 19%. The production of

copper concentrate bas increased from 170 000 tonnes in 1988 to 363 000 tonnes in 1993..94.

[n this area, an annual growth rate of 16%, the target figure, was achieved. Coal concentrate

production has increased from 758 000 tonnes in 1988..89 to 970 000 tonnes in 1993-94, an

annual average grov.1h rate of 5.1 %. much less than 16.8% targeted growth rate.

ln the metals sector. steel products during the FFYDP have experienced an average annual

grow of 24.40/0. 2.4% more than the forecasted grO\\lth of 22%. During this period, the

production of steel products has increased trom 1.34 million tonnes in 1988-89 to 3.9 million

tonnes in 1993-94. This is partly the result of the commissioning of the Mobarakeh Steel

Complex with an annual capacity of 2.4 Mt of steel products. Also, the annual production

of copPer (anode) during the FFYDP has grown at a rate of about 22.50/0, as originally

forecasted. The production of aluminium has increased from 28 000 tonnes in 1988-89 to

90 100 tonnes in 1993-94, with an annual grO\vth rate of 10.5%, about 8% more than the

forecasted grO\\'th of 18.5%.

The number ofactive mines in the country bas increased from 1400 in 1988 to 2350 in 1994.

The total production of all mines (excluding sand, gravel and clays) increased from 44.7

million tonnes in 1989 to 72 million tonnes in 1993-94, amounting to an average annual

growth rate of 8.6% (OPB[, 1995; MMM, 1996, and Mining Journal, 1995).
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The following figures detail actual production as a percentage of planned values dwing the

FFYDP.

Production of Major Mineral Substances in Iran
During the FFYDP (Actual as a % of Planned)
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Figure 6.8: Production of Major Mineral•••, Source: MMM. March 1997, p. 2 and OPBI. 1995. p. XI.

Production of Metals During the FFYDP
(Actual as a 0A. of Planned)
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Figure 6.9: Production of Metals•••, Source: MMM, March 1997, p. 1and '~Moaden va Fellezzar' C~[ines

and iUeta!s). Scientifie & Economie Quarterly, Winter 1992, pp. 32-35.
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6.3.7 New Projects

To meet the objectives of the plan, tremendous efforts were put ioto cornpleting existing

large projects as weil as the new ones, which had been planned in the framework of the

FFYDP. Sorne of the major projects that were completed and commissioned during the

period are listed below.

1. Mobarakeh Steel Cornplex;

11. Ahwaz Steel Complex;

111. Kavian Heavy Rolling Mill in Ahwaz;

IV. Renovation~ modemization and expansion ofNationaI Iranian Steel Industries Group

plants;

v. Expansion of Arak Aluminium Plants ( IRALCO )

vi. Establishment of Zanjan Lead Smelting Plant;

vii. Establishment of Azna Ferro Silicium Plant;

VUI. Establishment of Birjand Magnesite Production Plant:

IX. Establishment of Pars Refractory Products Plant in Yazd;

x. Construction and commissioning of Gol·e..Gohar Iron Ore Complex; and

xi. Construction and commissioning of Muteh Gold Mine. (MMM, 1996~ ~tining Journal

1994-1995 and Ashraf, 1992).

6.3.8 Privatization of Mining Ventures

The private sector bas played an insigniticant role in the mining activities ofIran. In the early

years of the revolution" as mentioned in chapter 5, the govemment nationalized sorne

industries and mines because of theu strategie importance, and aIso assumed the

management or ownership of sorne privately-owned companies, including sorne mining
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• companies. During the 1980s, industrial investment declined, mainly due to the war and

Iran's restrictive business stnlctme. Therefore, in 1988~ as part of the five-year development

plan, the government committed itself to the privatization of state-owned enterprises.

Consequently~ one of the principal policies of the ~fMM during the FFYDP was to

encourage private investment in minerai development. Therefore, during the course of the

plan, the mineral rights for private and cooperative mines were liberalized. In 1990, nearly

800/0 of minerai production originated from state-owned mining companies. According to

the ~lMM (~Iay 1995). the number of mines operated by the private sector and cooperatives

increased from 514 at the beginning of the FFYDP to 1396 (exclusive of sand~ gravel and

clay mines) by the end of the program.

The follo\ving figure shows the number of mines run by various operators during the

FFYDP.

Type of Ownership in Iran'. Mines (As a % of Total)

1800
1600

= 1400c
i 1200
~ 1000
li 800
c 600
15
~ 400•

200
o

• SME C Ca-operative

1989-90 1990-91 1991·92 1992-93 1993-94 1994-95

V.ar

•

Figure 6.10: Type or Ownership •••, Source: lran's Center for Statistics, "Results a/General C~nsus of
Industries and ~fines. second Phase", April 1996. p. 138.

Despite the increasing trend of mine privatization, the share of the private sector in mining
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activities is still far less than that of the public sector.

The following table shows the status of the private sector and other sectors in mining

activities at the end of the FFYDP. These statistics are the result of the latest census of

industries and mines, conducted in 1995.

Table 6.6 Basic Information about Active IraDiaD Mines in 1994

(Status of the Private Sector and Other Sectors in Mining Activities)

(ID Percentage)

OwDenlüp N.lDbero' V8IHoI V8I.-Added lIIvestllleDt Sala.... PaId to
Sltllatioa Employees Prad". EmDloYees

rrotal (in 0/0) 100°/. 1000/. 100% l00·1c. 1000/0
;

rrota' PabUc Sector 63.5 .fi6 66 75.5 73

~~fEs 48.5 51.5
.., .

65.5 55,_.,
Others 15 14.5 13.5 10 18
Total
Priva. Sector 36.5 34 " 34 24.S 27

Co--operatives 9 6 6 4.5 6
Individuals and
Private Finns 27.5 28 28 20 21
Source: lran's Centre for Statlstics. ·'Results ofGenerai Census of Industries and Mines_ Second Phase:
April 1996. Tehran. p. 138.

As sho\\'n above~ the private sector accounts for about 340/0 of the total value of minerai

production and annual value-addecL 36.5% ofemplo}'men~and 250/0 of investment in 1994.

Thus~ the private sector has a relatively small raIe in mining activities. as it is mainly

involved in medium and small-scale mining.

The number ofmining investment pennits issued ta the private sector has increased in recent

years. The following table shows the number of pennits issued to establish private minerai

enterprises, along with the value of the initial investments.



• Table 6.7 Number of MiDiDg IDvestmeDt Permit! and Associated Proposed

IDvestment Given to the Private Sector Ourlng the FFYDP

----

•

Number ofPermits Il 11 14 19 55

1____&11__- > ~:-~~
; - p • - '. ~. - "- ." -" 09OCt";.: ".:. ·n " ;.JSlss <~..~
~~_._-----~. ~~._:-"" . '-~~:,

*) ln million Rials. Source: MMM. June 1994.

To attract more private investrnent in mine development, the Ministry of Mines and ~letals

proposed four options, under which those companies engaged in exploration who discover

a resource can:

i. Receive compensation for expenses and a reward for the discovery~ and turn the

information and daims over to the MMM:

iL In the case of large deposits. fonn a partnership \\ith state companies:

111. Form a cooperative \vith govemment companies and/or private entities tor Group 1

mineraIs7
• and

IV. Obtain a five-year development and operating permit. extendable for another five

years.8

As a result o\\lnership of about 250 mines and small operations run by S~Œs throughout the

country were turned over to the private sector during the FFYDP (Najatt 1995).

During the 1991-92 period. the MMM aIso divided its regionaI mining companies into

individual small companies and leased them to the private sector. In aImost aH cases.

approximately 50% ofshares were transferred to the employees of the holding companies.

7 Uoder the Mining Code of 1983, mines are divided ioto four groups. Group 2 consists of metals,
such as iron. gold. lead, zinc. and copper (Mining Code of Iran. M~(M, 1984).

8 [n the new Mining Code (enacted in July 1998)" this period is extendcd ta 25 years.

6-20



•

•

As will be seen from the fmancial analyses documented in appendix 1, the regional mining

companies were in dire fmancial difficulty and suffered from poor management. Therefore,

it was quite necessary to break those companies up into small mines and privatize them. In

fact, this action saved Many small operations from complete closure.

The private sector also undertook sorne new mining projects during the plan period. Listed

beloware sorne projects commissioned by the private sector during the FFYDP.

1. Copper alloy production project;

11. Aluminium ingot production project;

111. Lead concentrate production plant;

iv. Sodium sulfate production plant;

v. Silicium and Sandblast plant;

VI. Ferro Silicium plant;

Vll. Dimensional stone producing plants:

viii. Ferro Molybdenum plant: and

IX. Refractory plant (MMM, 1996).

6.3.8.1 A Case Study of PrivatizatioD

As a case study of a privatized company, the Persian-Ianguage daily Abrar (February 20.

1995) referred to "Arak Aluminium Rolling ~Iill" which was established in 1972 and

privatized in 1992. This factory started its work ""lth the primary goal of manufacturing

irrigation pipelines and was manage~ after the victory of the Islamic revolution (1979). by

the govemment. In 1992, 67% of the company's shares were sold to the private sector. This

company is currently providing raw materials for sorne 1200 domestic factories. Part of the

company's products is also being exported to Turkey, Persian GulfStates, Italy., Britain, India
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and Japan.

The production of this factory was 5 000 tonnes in 1992, and has currently reached 9 000

tonnes (February 1995). Production was expected to reach 20 000 tonnes by the end of 1999.

Marketing and export activities have also been increased after the company was vested with

the private sector in 1992.

The manager of the company referred to the fact that using young and we/l-educated

manpower and conducting exchanges ofviews with the modernizedforeign counterparts of

the company were major causes for its progresSe AIso, officiais of the factory thought of

sending a number of their workers and experts to foreign countries to attend advanced

training courses and become more acquainted with the latest progress and developments in

similar foreign mills. Saving a remarkable amount of foreign currency was another example

of the firm's progress, which is expected to continue in the future.

OfficiaIs of this firm added that they had faced some difficulties in the past due to problems

which originated from outside of the company. Examples ofsuch problems are:

1. Shortage or delayed delivery of raw materials;

ii. Lack oftimely release of the materials from customs;

Ill. Lack of proper banks financing.

IV. Lack ofproper co-ordination between banks and the sector; and

v. Existence of restricting commerciallaws and regulations in the country.

T0 improve the private sector's achievements, the firm's officiais added that speeding up the

banking operations is a must for assisting the producers. If there had to be any assistance by

the banking system, it shouId be done rapidly and in a timely fashion. The private sector

would reach its goals only ifit received all-out support of the govemment, said the Abrar
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daily, adding that neglecting the recently privatized factories would result in a lower factory

activity and growth rate.

Describing Arak's mill as an example of the success of the privatization policy, the daily

concluded that vesting the industrial unit with the private sector was a sufficient and

practical policy. The daily emphasized that the industrial units, inc1uding those vested with

the private sector, were the national wealth of the country and any effort to solve their

problems would pave the way to a flourishing national economy, which would finaIly lead

to the prosperity ofail Iranians (Daily Abrar, February 20, 1995, cf. IRNA, 02121/95).

6.3.8.2 Remaria

Although the private sector share of mining activities has been expanding in recent years,

more efforts and plans should he put in place to privatize large state-o\\lled companies

and/or encourage new private investment, in order to accelerate the private sector's

involvement in mineral activities and reduce govemment participation in that sector.

To encourage private sector investment, the govemment must take necessary measures to

speed up the trend ofprivatization. [n the final year of the FFYDP, Iran's vice-president for

economic afTairs suggested that an organization and secretariat "in charge ofenforcing the

privatization polict' with more executive authority and control power were needed ta

closely fol1ow and speed up the process of transferring companies to the private sector

(lRNA, November 8, 1993). Economists also suggested that for enforcement of privatization

plans, political refonns alongside economic refonns were needed (Reuters, June 6, 1997).

Meanwhile, in arder to enhance the performance of the S~Œs, the M~I must introduce

more recent and efficient technology into sorne of the plants, take further measures to reduce

its operationa1 role, and decentralize management and production decisions. T0 accomplish

this, the Ministry should modify its organizational chart, make use of consultants, and
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provide staff training in a more effective way9.

6.3.9 Foreign Participation

Many factors, inc1uding a shortage ofrequired capital, advanced technology and equipment,

and a shortage in the number of Iranian geologists (only 2400 nationwide). have made

foreign participation in the mineral sector inevitable (MMM, 1996). However. foreign

investment during the plan period was not substantial.

According to the M:MM, major foreign investments in the mineral and metallurgical sector

during the plan included:

1. A $250 million joint-venture agreement with Kobe Steel of Japan for the con

struction of a steel manufaeturing complex. The initial capacity of the plant is

1 million tiy and is expandable to 5 million tly.

11. A $1200 million aluminium project in Bandar Abbas \\it~ a capacity of220 000

tly. The foreign partner in this project is the International Development

Company (IDC), with a 40% share (Ashraf. 1992).

iii. A joint-venture with the Government of Guinea (51 % Iran. 49% Guinea) to

exploit bauxite reserves in Guinea and export part of it to Iran (Moaden va

Fellezzat. Scientifie & Economie Quarterly, FaJl & Winter 1992)10.

In an attempt to identify the main reasons for the relatively low level of foreign investment

in the mineraI sector of Iran, the author conducted a survey among major international

mining companies. In a part of the survey, companies were asked to mention main

ohstacleslproblems that would discourage them from investing in the minerai sector of Iran.

9 These comments will be expanded in chapter 8.

10 During the plan period, sorne other foreign investrnents (for instance, by BHP Minerais ofAusttaIia,
Danieli of ltaly and Minoreo of South Africa) were made. Details on these investments are not
available to the author.
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The results of the survey sho\v that the main reasons are:

1. Unstable policies conceming foreign trade and exchange rates;

11. Lack of required infonnation about the mining code, foreign investment law and other

relevant regulations;

Ill. Failure of local partners to meet payment/contract obligations;

IV. Restrictive business structure; and

v. Political risk.

To attract more foreign investment the govemment should spell out mining development

plans and ensure the easy access by investors to geological and exploration data; allow

transfer of permits and rights; stabilize tax structures; strengthen the performance of free

trade zones~ and guarantee access to foreign exchange. These issues will he discussed in

greater detai1in chapter 9.

6.3.10 Employment

The mining industry is capital..intensive~ and its contribution to the direct employment ofa

country is lo\v. However. it impacts indirect employment in related industries. ",ithin and

outside of the mining sector, namely in construction. transportation, manufacturing and

infrastructure projects. It is reported that each job in the mining industry creates more than

two jobs in other sectors. In Australia, for instance. each job in the mining industry creates

2.7 jobs in other industries (Ritchie, 1994).

In 1995, 112 000 people were active in the extraction and production of metals in Iran

(ResalaI, lranian Daily, May 27, 1995). As a result ofmassive new invesnnents~ 35 400 new

jobs were to he created in the mineraI sector by the end of the FFYDP. According to the

OPBI (1995), the absolute amount ofdirect employment positions created in the sector was

6100 (excluding part..time jobs, and seasonal and temporary employment). This achievement
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was far less than the target amount, although the employment target was somehow at odds

with other targets of the pl~ namely using new technologies and enhancing productivity

in the sector.

6.3.11 Training and Researcb

The anticipated growth in mineral development and production will increase the need for

well-trained professional personnel. The main goal of training programs during the FFYDP

was to increase the number of expert engineers and specialists to 10% of the total labour

force of the minerai sector by the end of the plan. To achieve this goal, 2% of the total sales

of mining and metallurgical enterprises was to he allocated to educational and research

programs.

Another objective of the plan was to train 400 individuals at the expert and skilIed level.

According ta the MMM (1994), by the end of the plan, this goal had been achieved. Since

the FFYDP, about 8 000 individuals have received short-tenn training at the expert level. As

of 1993, 46 500 labourers in the sector had been trained as a whole. Also_ during the period_

t\\'o Mining and Metallurgical Colleges were established in Tehran_ and three training

centers in Isfahan, Ahwaz and Kerman were developed (MMM, Summer 1991. 1994 and

1996 and Ashraf, 1992).

With regards to research, the MMM conducted more than 140 applied research projects

during the FFYDP. The ministry claims (MMM, 1997) that as a result of these research

activities a minimum of $ 252 million was saved_ productivity of the production uni!S

increased and energy consumption decreased. The report (Ibid., 1997) adds that the success

of construction and manufacturing activities in the steel and non-ferrous metals industries

was the fruit of these research activities.
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6.3.12 Administntive ReforDIs

During the FFYDP, the Ministry of Mines and Metals had introduced certain measures to

promote mining activities in order to increase mine production as weil as the export of

processed minerais. These are a) transfer ofauthority to the Ministry's Provincial Offices to

Iease out mining properties to private and cooperative organizations; and b) transfer of

exploitation rights ofalilimestone and gypsum mines to cement and gypsum manufacturing

factories, in order to increase the production ofcement and gypsum and expand exploration

and mining activities (MMM, Summer 1991 and 1996).

However, according to the author's survey, most miners, while appreciating existing refonn

efforts, believed that there was room for further reform to ease the procedures required to

develop a mine or to import/export mining equipment and/or products. Comments about the

organization and duties of the MMM are presented in chapter 8.

6.4 CONCLUSIONS

During the FFYDP, the mineral sector had significantly increased its role in the lranian

economy. For instance, based on then current world priees. the total value of domestic

products in the mining sector reached $11 billion over the plan period. The value for the

current (Second) FYDP is anticipated to surpass 520 billion. The number of active mines in

the country registered a considerable increase as a result of the FFYDP, jumping from 1 400

to 2 328. The increase in the number of operating quarries has been accompanied by an

annual growth rate of 9.8 percent in the volume of materials mined.. with the total of

excavated materials reaching 72.8 million tonnes in 1995 (MMM, Annual Report, 1996).

The changes initiated in the FFYDP have accelerated the privatization process in the minerai

sector. However, the private sector still plays a relatively small role in mining activities. This

sector accounts for about one-third of the total value ofminerai production and employment.
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115 role in minerai processing activities is even smaller. Therefore, to promote the private

sector's role in mining activities and reduce govemment participation, more efforts should

be made and precise plans should be formulated to privatize large state-owned companies.

Although the value ofexported metals was more than that of the plan's target, the value of

exported minerais was about one-third of projected amounts. Reasons for the poor

performance of mineraI exports are discussed. Sorne suggested actions for improvement,

such as the refrain of govemment from direct involvement in the export of non-oil goods..

the overhaul of export regulations, and the formation of joint export companies with

experienced foreign firms, are also presented.

The sector did not achieve projected targets in tenns of private (local and foreign)

investment. Important reasons for this are unstable policies conceming foreign trade and

exchange rates, the lack of required information and a restrictive business structure. To

attract more private investment, policies focusing on mine development strategies. indicating

mining development plans, providing investors with geolagical and exploration data.

allowing transfer of permits and rights, and easing access to foreign exchange will be

helpful.

It is hoped that in the near future. the private mining sectar will benefit from substantial

investments from domestic and foreign companies who, encouraged by the results of the

five-year development plans, will seek to take part in the development of Iran·s natural

resources.
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CHAPTER 7

MINERAL POLICIES IN
COUNTRIES: CASE STUDIES

7.1 INTRODUCTION

DEVELOPING

•

As discussed in chapter 2, in severaI developing countries. the mineraI sector makes a

very important contribution to the economy. It is useful to examine how these countries

deal with their mining sector and attract capital investment. In an attempt to shed sorne

light on minerai policies that encourage private investment, case studies are conducted on

mineral policy characteristics and their effect on mineraI sector activities in three

mineral-endowed developing countries.

The usefulness of case studies are multiple, a) they serve to classify strategic issues that

impact the effectiveness of policies aimed at attracting foreign investment in developing

countries, to assist in the design of a questionnaire for a more comprehensive survey in

Iran and among foreign companies, b) they serve as a platfonn for comparison of Iran

with the studied countries.

Case studies allow for the characterization of current practices in the minerai sector of
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other LDCs. This characterizatio~ given the many common features of developing

countries, illustrates an environment in which a typical mining company works. Further

insights should emerge in detennining the anatomy of the working environment by

characterizing both permissive and prohibitive elements in attracting minerai investment.

to assist in establishing a proper framework for developing minerai policies aimed al

aceelerating private investment in Iran's minerai sector l
.

For the purpose of this study, Chile, Indonesia and Nigeria are studied. The reasons for

their selection are outlined in chapter 1. The first two developing countries demonstrate!

in different ways, the characteristics of an environment that is conducive to investrnent.

Despite sorne refonns to attract capital in the mining sector, the third country. Nigeria.

has a policy structure that has not been stable enough to reward its efforts. The rest of this

chapter discusses the economic environment and mineral poliey features of these

countries.

7.2 STATE OF THE MINERAL SECTOR IN CHILE

7.2.1 General Description of the Country

(i) Geograpby: Chile lies along the West Coast of South America. [t borders in the north

with Pe~ and in the east with Bolivia and Argentina. Southem Chile is an archipelago.

It bas a continental area of 764 000 square kilometers. The country's north-south length

is about 4600 km, while its width averages only 160 km. In 1997. its population was

approximately 14.5 million. The topography is mainly mountainous. There are tive

1 Iran is not isolated in the global business scene. Therefore, it should follow, taking inta account
its own peculiarities, the trend evidenced in those mineral-endowed countries which have been
successful in their policies toward utilizing their minerai wealth. However, the author is not
suggesting that Iran copy another country's minerai policy. Rather, the results of this chapter.
combined with those ofother chapters, will aim at drawing a more realistic and workable minerai
policy for Iran.
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distinct geographic regions: the northem deserts, the high Andean seetor, the Central

Valley, the southem Lake Distric4 and the archipelago (Priee Waterhouse, 1998).

(ii) Geopolitics: In October 1988, in a plebiscite that marks the beginning of the end of

military rule, Chileans rejeeted General Pinochet's bid for another eight years as

president. In Deeember 1993, Mc. Frei was eleeted president for a six-year term. His

coalition suffered only marginal losses in the congressional eleetions. Despite mueh

effort, the govemment was unable to amend the Constitution to bring an end to the

politieal influence of the Armed Forces.

7.2.2 Chile's Economy

(i) Background: Starting from the late 1960s and, in particular, during the 1970-1973

period, the Chilean eeonomy was eharaeterized by govemment intervention and control.

The economie development plans were based on import..substitution strategies. These

policies led to a strong state-eontrolled economy. with almast full price control and high

import tariffs.

After the 1973 military coup, the new regime rapidly applied free-market-oriented

economic policies. The govemment emphasized the private sector, liberalization of the

external seetor, and deregulation of the economy. From 1973 to 1976. the government

carried out a very intense privatization program. ln 1973, more than 590 companies and

banks were controlled by the state (Lagos, 1997), most of which were later privatized2
•

As another measure, the govemment quiekly and aImost eompletely removed the

extensive priee-control system that was in place at the time. The government aiso

redueed public sector expenses. changed from a multiple exchange rate to a single

exchange rate system, and eliminated trade barriers. The sudden elimination of priee

control signifieantly redueed the purchasing power of middle-incarne people, and the

2At the end of 1980, for instance, only around 14 firms and one bank remained in the public
sector, the rest having been privatized.
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liberalization of labour legislation caused substantial redundancies. In 1975, the country's

GDP fell by some 13%, inflation was extremely high (3790/0), and unemployment

increased to nearly 300/0. Despite the significant social costs of these changes, the

govemment continued the trend of liberalization and deregulation. By the end of 1976,

the role of govemment and the public sector had decreased in imponance, and that of the

private sector had increased. The Chilean economy became a fully liberalized and free

market economy (Priee Waterhouse, (995).

There was a rapid economic recovery from 1976 to 1981. During this period, as extemal

finance was easily available, the govemment secured loans from international

commercial banks to import consumer goods and expand the economy. The average

annual GDP growth rate bet\veen 1976 and 1981 soared to 7.20/0; however, the current

account deficit doubled.

[n 1982, a drastic drop in the international price ofcopper and the sudden discontinuation

of foreign loans to Chile, partly due to the world economic recession, brought about an

economic crisis. During the 1982-83 period, the GDP and production levels decreased,

and unemployment, inflation and the budget deficit increased. ~Iany explained this crisis

by the '-bad timing and haste ofthe governmentlibera/ization policiesJII
•

To overcome the crisis, the govemment intervened directly to reactivate the economy and

ereate employment opponunities. The Chilean currency was devaluated and the exchange

rate was brought to a level that made exports competitive. The government increased

import tariffs and protected agriculture. ft was also forced to defer foreign debt service

and renegotiate its foreign debt repayment schedule in early 1983. These measures,

eoupled with improvements in the copper market, gradually reestablished economic

growth. The govemment implemented adjustment policies suggested by the World Bank

J Luders (1991) states that the economic and fmancial crisis in Chile was a consequence of the
privatization modes used. He argues that the debt-led privatization within the weak regulatory
system of the country did Dot ensure short-tenn govemment revenue maximization, and also
created a highly unstable financial system.
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and interventions were replaced by me market policies once again.

Because of growing economic activities, a favourable ta:< regime, and stable rules, private

sector investment and incorne increased significantly from 1984 to 1990· During this

period, GDP growth averaged 6.2% per year. The annual inflation fluctuated between

15% to 30%, and gross investment as a percent of GDP remained at an average of 15%

(Lagos, 1997). One of the key elements in turning Chile ioto a eountry with highly

profitable enterprises was the considerable reduction in paYroll costs. This was

established by ··Iabour legislation" that allowed the hiring of strikebreakers and payroll

cost reduetions through redundancies. Another contributing factor was high copper

prices. According to Lagos (1997), Low- and middle-income people were hit hard by the

economic policies of govemment during the 1984-90 period and despite the eeonomic

growth.. the standard of living in 1989 was still lower than in 1981. Therefore, the overall

response of people, partIy for economic reasons, was to vote for a retum to democracy in

1990 (Compiled from Lagos, 1997; ElU, Country Profile-Chile, 1993; Ryser, 1993; and

Meller, 1992).

(ii) Current Status: Chile's economy is an open and free market economy~ in which the

private enterprise is encouraged and state participation in economic activities is

minimum. At present~ Chile is probably the Creest market in Latin America. The

govemment'Os industrial policy is economic expansion of the country based on its natura!

resources and the promotion of exports. In light of a ·'stable legal and regulatory

environment;' foreign investment and development of joint private sector ventures are

encouraged. The law guarantees ·'non-discriminatory treatrnent of foreign investmenf''O

and "simplified bureaucratie procedures" are in force.

Economie polides of the 1990s consisted of efforts to maintain econornic growth~

preserve the Macroeconomie balance, and to increase public spending by introducing

social polides favouring the POOrer segment of the population. During the 1990-97

perio~ GDP growth stood at nearly 7%, exports were maintained at 30% of the GDP,
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• and investment spending averaged 26% of the GDP. According to Lagos (1997), two

important factors contributing to economic growth are i) a steady increase in productivity

since 1990, and ii) a steady increase in investment and savings since the rnid 19805.

The mineral sector is one of the principal sectors in the Chilean economy. The main

export commodity is copper, which accounts for almost 37% of total exports. An

important target of the govemment's current macro-economic poHey i5 to maintain a 60/0

economic growth rate, low inflation and realistic foreign exchange rates. The

govemment!s view is that the market should he the most important regulator 0 f economic

activities. Both the government and the Central Bank want to tighten monetary policy in

order to continue reductions in the level of inflation. The per-capita gross national

product is up to nearly $5000, and it is expected continue to grow by 3-4 % per year.

(ElU-Country Profile, Chile, 1999; Lagos, 1997; Priee Waterhouse, 1994; and Global

Finance, rvlay 1993).

The follo\\ing table and figure sho\v the sectoral origin of Chile's GDP in selected years

from 1952 to 1995.

Table 7.1 Seetoral Origîn of Gross Domestie Product in Châle (% of total)

63.761.9 62.861.1S6SSsa
111111111111111111111111

39 41 49 52

111111111111111111111111
20.0 19.0 19.0 24.4 20.7 20.4 21.1 17.1 16.8 15.7 15.3

••••••••••~
31 30 24 7.9 7:2 9.6 9.4 8.3 8 8 7.5

Manufacturing

Agriçufture,
FOres1ly,and
Fishing

Trade, Services
andOthers
Source: ElU, Annual Supplement - Chile, 1971; ElU. Country Report - Chile, 1976 and 1990: ElU,
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Figure 7.1 Sectoral•••, Source: see table 7.1.

As cao be seen, the share of the agriculture, forestry and fishing sectors bas declined over

time. The significant drop was in 1974, when the military govemment launched free

market-oriented policies. After 1974, the contribution of these sectors to GDP has ah'iays

been less than 10%, compared with more than 24% in the 1950-1970 period. The share

of the mining sector, bowever, has increased since 1974, particularly during the 1974..

1980 period. The growth of the mining sector after 1974 is probably due to government

policies towards privatization and foreign investment. The shares of the manufacturing

and construction sectors have been somewhat steady during the entire period. The share

oftrade and services sector bas increased over time, especially, after 1974.

7.2.3 ~liDeral Resour~es and Production

Chile is rich in minerai resources. During the 1980s and 1990s, mining has represented

an average of 8.9% of Chile's GDP (Lagos, 1997). In 1998, mining accounted for 8.20/0

of GDP and 45% ofexpons (ElU, Country Profile..Chile, 1999). At presen~ large minerai

deposits are under exploitation. Mineral production includes copper, molybdenum, iron
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ore, nitrate, coal, gold, silver, barite, lithium and calcium. The mines (except for the El

Teniente and Andina copper mines) are located mostly in the northem deserts.

It is estimated that Chile has almost 30 percent of the world's reserves ofcopper, rhenium

and molybdenum (Priee Waterhouse, 1994)4. The largest copper operation is the giant

openeast Chuquicamata mine. El Teniente, the world's largest underground mining

operation, is the second most important producer, aceounting for about a quarter of the

output. These two mines are nm by CODELCO (Chilean Copper Corporation). It is

estimated that Chile will produce 40% of the world's copper by the year 2000.

Chile has a quarter of the world's known molybdenum reserves (3 million tonnes).

Output of molybdenum has fallen in recent years due to low world demand and lower ore

grades. Iron ore production also reeently fell slightly. A plant has been set up to convert

Chile's law-grade iron into high..grade pellets.

Gold and silver production has increased in recent years due to the opening of the Coipa

mine. Gold production amounted to 49 500 kg in 1997 and silver output was 1083

tonnt:s. Chile possesses large reserves of eoal as weil, which support power-generating

plants for the copper industry (Compiled from EIU, Country Profile .. Chile. 1999:

Mining Annual Review, 1998; and Priee Waterhouse, 1994).

Table 7.2 shows production statistics for Chile's most important mineral substances.

4 According to ElU, Country profile - Chile, i999, Chile is estimated to have one-quarter (lil
million tonnes) of the world's 450 million tonnes ofcopper reserves.
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Table 7.2 Production of Main Mineral Substances in ChUe

Var 1989 1990 1991 1991 1993 1994 1995 1996 1997

BIse Metals ('000 ta••a)

Copper 1628 1603 185S 1945 2116 2233 2510 31~1 3510

Molybdenum 16.6 13.8 1~.4 14.8 14.9 1".9 17.9 17,-1 21.3

Manganese 43.8 39.7 43.8 52.0 63.4 63.0 70,-1 62.9 62.8

Zinc 18... 25.1 31.0 29.7 29.6 31 35... 36 34...

Lc:ad 1.24 1.12 LOS 0.298 0.343 1.0 0.9 1... 1.3

Pnciou Metall ('000 k&)

Gold 23 28 29 JO 3~ 38.8 .....6 S3 49.S

Silver S45 654 676 1043 98S 983 1041 1147 1083

Source: ElU. Country Profile - Chile, 1999. 1996 and 1993.

7.2.4 Mineral Policy

(i) Background: Traditionally~ the mining legislation of Chile (mining code of 1932) had

provided for a strict state control over ail mining operations. However, mine o\\nership

had been allowed under certain protective conditions. The Frei govemment~ which lost

office in 1970, negotiated sorne agreements with multinational companies and secured

state equity ownership in the large mines. It aIso implemented a windfall tax on mining

profits in 1969.

The Allende govemment (1971·1973) exercised domestication policies. The govemment

declared that the state had an absolute and exclusive control over all mines. Therefore.

private enterprises were no longer the owners. The govemment nationalized the

multinational copper mines in 1971. Sorne big MNCs were nationalized without

compensation. This is believed to have discouraged foreign invesnnent throughout the

economy, disturbed copper production, and significantly weakened the mining sector

(Auty, 1993).
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As mentioned, the new govemment launched a Cree market economic policy after the

military coup in 1973. In the minerai sector, the govemment placed considerable

emphasis on copper mining and the production of vaIuable by..products, such as

molybdenum, cobalt, silver and gold.

ln order to encourage development of the mining sector, sorne legal changes were made.

The govemment allowed mining concessions, which gave legal rights to foreign and

domestic enterprises to develop mines. These rights could be bought or sold in the

market. Although the government kept control of its giant copper corporation~

CODELCO, it encouraged foreign investors to take pan in developing new copper mines~

through "joint..ventures with private domestic companies."

ln 1976, through the Decree Law No. 1349, the Chilean Copper Committee was fonned

to evaluate foreign investment offers in exploration~ production and commercialization of

copper and its by..products. The govemment aIso negotiated a series of agreements with

sorne major mining enterprises. In 1983, a new rnining code was adopted that was

designed to give security of tenure to companies that operated large projects. This code

proved to be very effective in attracting foreign investrnent (ElU .. Chile. 1993).

Combined with promising geological conditions~ the free investment environment has

significantly increased mining activities and investment during the last decade. The fruits

of these policies include increased minerai production~ exports and investment in the

minerai sector (Compiled from Lagos~ 1997; Salmasi and Todd. 1994; ElU. Country

Profile-Chile, 1993; and Buchi Buc, 1993).

(ii) Miamg Legislation: The constitution of 1980 stipulated that the state of Chile is the

exclusive owner of minerai deposits of the country. The working conditions required

under various forms of minerai title starting from prospector license or permi~

acquisition of mining lands and title, and the retention of minerai rights and titles, can be

found in the Diario Official of the Republic of Chile in Law No. 18097 entitled ·"Organic
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Constitutional Law of Mining Concessions."

Articles 1, 2, 10 and Il clarify the notion of mining concession as follows: concessions

may he granted for exploration or exploitation (article 1). Mining concessions are real

propeny rights distinct and independent from the ownership of the surface property

(article 2). An exploration concessionaire has the exclusive right to freely open

exploratory perforations and undenake other exploratory activities (article 10), and a

mining concessionaire bas the exclusive right to freely explore and exploit the mines

within the concession and to take title to all mineraI substances extracted and for which

concessions were granted (anicle Il).

What is important to note is the fact that the prospectors also have a guaranteed right to

initiate judicial procedure to obtain a mining concession. Their preferential right to obtain

a mining concession is established in the Mining Code. They can aIso take tide to the

mineraIs for which concessions were granted and extract those resulting from exploration

and research activities. Mining concessionaires have to pay royalties every year in the

amount established by the Mining Code (article 12). However, these are deductible from

the amount due for incorne taxes.

According to this law, the exploration concession expires after 4 years and the

exploitation concession is indefinite, provided an annual rnining patent is paid. The law

also establishes that indemnification in the case of expropriation by the state will be

calculated based on the "net present value of future cash flows estimated at likely market

priees" (Lagos, 1997).

(iii) Current MiDeral Policy: Chile was the frrst country in South America that early on

adopted a favourable mining palicy hoping to attract foreign investors. The country has

kept abreast of the changing neeels and requirements of today's mining îndustry. The

following summarizes the elements ofChile's current minerai policy.
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State poHcy is to maintain a strong private sector. The ooly exception is the nationalized

copper industry, which remains govemment-owned. However, certain copper mining

projects owned by CODELCO have been developed jointly with the private sector. The

government's policy has strongly focused on attracting foreign investment in mining

ventures. üther elements of Chile's minerai policy include guarantee of security of

tenure; elimination of foreign ownership restrictions; reductions of taxes, royalties, and

other fees; opening of public lands for exploration; reduced barriers to eouy;

improvements in govemment-funded geological surveys and information gathering; and

simplified administrative procedures. Two aspects of this policy differ from that applied

during the 1984-1990 period, namely the emphasis on social projects and the importance

anached to the environment (Lagos, 1997; Salmasi and Todd, 1994).

7.2.S Investment in the Mineral Sector

In the early-1970s, during the severe economlC and political crisis, Chile was

economically isolated from the rest of the world. By 1973, the average import tariff was

over 100% and ather non-tariff barriers were imposed by the Central Bank. The largest

investors were expropriated and for these reasons new invesnnents were discouraged. By

1976, the eountry began a profound restructuring process in which foreign investrnent

was to play an important role. Two factors in particular attracted foreign investment: a) a

new economic policy which included free trade in goods, services and capital and b) clear

and stable rules for foreign investment, including the protection of mining property.

Economie stability is crucial in attracting foreign investment, and Chile understood that a

proper fiscal policy was essential in economic stabilization. Inflation was reduced and in

order to increase investments and savings, govemment expenditures were reduced by

almost 100/0 from 1980 to 1996. ln addition to the changes explained above~ the law

allowed the creation of the mining concession, which gave the legal right to explore a

certain area. The govemment released all the reserves it had on many of its propenies to
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encourage new field exploration.

The Foreign Investment Committee is the only institution authorized to approve foreign

investments. This comminee consists of the Minister of the Economy, the ~linister of

Finance, the Minister of Foreign Affairs, the Minister of National Planning, and for

investments dealing with matters related to the ministers not represented, the

corresponding minister. lnvestments by foreign governments, investments in social

communications medi~ investments related to activities that normally are carried out in

public services, and those exceeding a total value ofUS$ 5 million, must be approved by

this comminee. Investments below this amount May be authorized by the Executive

Secretary of the Committee with the consent of the Minister of the Economy (the

comminee's President).

Figure 7.2 shows foreign investment in the minerai sector of Chile as a percentage of

total foreign investment in the country.

Foreign Investment ln the MI~...I sector of Chlle
(M • pen:entage of total forelgn Investment)

100
.Other Sectors

80 .Mining

•a.- 60
c•e 40
l.

20

o
Vu,.

Figure 7.1: Foreign Investment •••, Source: Adapted trom Lagos (1997), p. 55.

As seen, at the beginning of the 1980s, the dominant sector in terms of foreign

investment was not the minerai sector. The mining boom staned in 1985 with the
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investment in the Escondida mine, and continued from then onwards. Therefore, the

contribution of foreign investment in the minerai sector of Chile bas been substantial.

The trend shows that more than balf of foreign investment bas been in the mining sector.

Foreign investment in mining bas brought the most important international mining

corporations to Chile and this has given rise to the copper mining boom and an increase

in gold production.

ln the second half of the 1990s, private investment in copper mines represented almost

two-thirds of total mining investment in Chile. Indeed, during the 1990s, privately-owned

copper mines increased their production by 62% while CODELCO grew only by about

15%. This diversification of mining investment in Chile is a positive phenamenon that

strengthens bath the mining sector and the country, as it mitigates risk4 intraduces

different technology and management practices, and gives rise ta greater competition.

Total foreign investment reached US$ 6.1 billion in 1997 and US$ 6.5 billion in 1998

(ElU-Country Profile-Chile, 1999).

7.2.6 Foreign Investment Law

Decree Law No. 600 and Chapters 14 and 19 of the Summary of Foreign Exchange

Regulations of the Central Bank, which govem foreign invesnnen~ are broad in scope.

The main intent of the foreign investment law is oot to discriminate betweeo domestic

and foreign investors. Foreigners may own up to 100% ofa company.

According to this law, there is no ceiling on profit and capital remittances, except that the

capital must remain in the country for one year before it may be remitted. Foreign

exchange for profit and capital remittances is available under the same conditions as

applicable to Chilean nationals. The law states that foreign investors have the same rights

and obligations as Chileans. However, the law indicates that access to local credit will be

limited al sorne future date. This restriction is not in force yet. The laYi also declares that

foreign investment should he registered to secure access to the fonnal excbange market
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for remittance ofcapital and profits. It guarantees that foreign investment is subject to the

same legislation as local investment, and no discrimination is permitted (Lagos, 1997;

Priee Waterhouse, 1994, and Buchi Buc, 1993).

Investment Incentives and Restrictions: Legislation granting tax incentives was

promulgated in 1975 to promote the economic development of certain regions of the

country, especially those loeated in the extreme north and south. In addition, activities

fundamental to the country's development, such as small-seale mining, are subject to

special incentives.

7.2.7 Taxation Poticy

Foreign investments receive the same treatment as domestic investments. There are no

special tax incentives, except those for remote areas as mentioned above. The basic

premise of the tax policy is that taxes are to be neutral, i.e., they should not attract or

restrict foreign investment. The tax treatment of ail commercial entities is unifonn in

Chile, and often the choice of the entity is guided by tax considerations in the home

country.

With respect to corporate ta", foreign companies might choose to pay tax on their profits

either at the same rate as local companies, or at a rate of 420/0, which is guaranteed to

remain unchanged for ten years, and up to 20 years in the case of large investment

projects.

Tax on trade has been reduced over time and tax rebates are given to exponers. This is

very important for mining projects because during the pre-production period, large

amouots ofcapital are typically required and taxes are added to these amounts. Moreover,

increased flexibility and the freedom to decide on labour conditions allow for a reduction

in operating costs. As for current capital markets, they ensure corporate financing at

reasonable rates and terms, and attract increased interest from potential foreign investors
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by ensuring complementary fmancing and greater liquidity for investment projects (ElU,

Country Profile, 1999; Lagos, 1997; Priee Waterhouse, 1993; and World Bank Technical

Paper No 181, 1992).

7.2.8 ConcludiDg Remarks

Chile's economic success is attributed to policy reforms of the 1970s and 19805 that

created adynamie, exPOrt-led private sector and a stable economy. As a result, the

Chilean economy is very open, with minimal regulations and few government subsidies.

Most govemment-owned enterprises have been privatized. Foreign investment has been a

dominant force in expanding mining activities in Chile. A set of conditions has led to

increased foreign investment and consequently a copper boom: excellent mineral

deposits, clear rules, open markets, political and economic stability. fair taxes and

effective institutional systems. According to Lagos (1997), t\vo studies in 1996 concluded

that the overal1 effects of foreign investment in mining have been positive at both

national and regional levels.

7.3 STATE OF THE l\IINERAL SECTOR IN INDONESIA

7.3.1 General Description of the COUDtry

(i) Geography: Indonesia is the largest archipelago in the world. It has a total land area

of about ~·o million square kilometers. Il consists of the main islands of Java Sumatra

and Sulawesi, Kalimantan and Irian Jaya, as weIl as about 30 smaller archipelagoes

totaling 13 667 islands, of which about 6 000 are inhabited (Priee Waterhouse, 1994).

Indonesia is one of the most highly populated countries of the worieL ranking founh after

China, Indi~ and the U.S.A., with a population ofabout 200 million.

(ii) Geopolitics: In March 1966, the executive power was transferred to Major-General
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Suharto. He became acting president in March 1967 and was elected for five further five

year tenns in 1973, '78, '83, '88, and '93. The presidency is the highest executive office

of the state and has great legislative powers. After a significant rise in political tensions,

Suharto stepped down in April 1998 and ~lr. Habibi took over as the new president of the

country.

7.3.2 Indonesia's Economy

(i) Background: Before 1966, Indonesia faced serious economic prablems; there was

high inflation and the economy was stagnant. Since then, as Indonesia has undertaken

severa! economic refonns, inflation has been brought under control and the economy has

grown. lndonesia's refonns have been market-oriented. These include removing the

restrictions within the economy, diversifying the economy, and opening the domestic

economy to foreign investment.

Indonesia's economic policy, like that of Iran, is based on a senes of five-year

development plans. In the latest five-year development plan, which began in 1994.

priority was given to the development of the mining and energy sectors. as weH as ta

certain areas of other sectors, such as manufacturing, agriculture, communications. and

tourism. New massive investrnents are projected over the latest five-year periad. \\;th a

55% contribution from the private sector. Development expenditures in the mining and

energy sectors are planned to absorb more than 10% of total investment.

The Indonesian eeonomy has performed well in reeent years. GDP growth in the 1970s

averaged 7.5% per year. In 1982, however, due to the fall in oil priees and the \\·orld

recession, the growth rate feU to 2.3%. In the past decade, real GDP grO"th has been

between 40/0 and 6% per year.

(ii) Current Status: The ail and mineral sectors are critical to Indonesia's economic

development and well-being. In 1997, these sectors contributed about 16.70/0 to the

country's GDP and 45% of foreign exchange earnings (ElU, Country Profile-Indonesia,
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1998-99). Table 7.3 and figure 7.3 below show the trend of oil and non-ail exports in

recent years. In 1995, total expons increased to sorne US$ 45.5 billion and the non·oil

exports accounted for US$ 35 billion. This shows that the eountry's efforts to increase

eamings from the non-oil sectors and diversify its economy have been sueeessfui (Priee

Waterhouse, 1996).

Table 7.3 Oil and Non-Oïl Expom of Indonesia

(FOS base & current V.S. million dollars)

Yan 1987 1981 1989 1990 1991 1991 1993 1994 1995

Oiland Gas 8556 7681 8680 11071 10895 10671 97-16 9693 10471

No...oil 8580 11537 13480 14604 18247 23296 27077 30360 34947

Total Esports 17136 19218 22160 25675 29142 33967 36823 -10053 ~S~18

Growth in Non'()il 34.40/0 16.8% 8,33% 24.9% 27.6% 22.7% 12.1% 15.1%
[IPOrts

Source: Price Waterhouse. 1996 and Economist Intelligence Unit (ElU). Country Profile -[ndone~ia. 1993.

Oil and Non-Cii Exporta of Indonesia
(As a °4 of a Total Exports)

100%
90%
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Figure 7.3: Oil and Non-oil •.•, Source: see table 7.4.

The government has also committed itself to a process of privatization and deregulation.

State·owned companies, however, are still sizable. During 1995-97 period. the
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• privatization process was accelerated. While the govemment encourages export-oriented

manufacturing, Many foreign companies have established manufacturing facilities only to

supply the huge domestic consumer market. Local interest rates and inflation are

relatively high. The labor force is considerable, wages are low and there is a lack of

technical and managerial skills.

Real GDP grO"th averaged 8% per annum over the 1991-1996 period, but decreased to

50/0 in 1997. This grO"th was supported by large inflows of foreign capitaL one factor

influencing inflation, which in 1995 averaged 8.60/0 (EIU, Country Profile - Indonesia,

1998-99, 1996; and Priee Waterhouse, 1996). In the past few months political events

have heightened the tensions that have been building up in Indonesia for sorne time. So

the political situation remains tense. The follo\\ling table and figure trace the sectoral

origin of the GDP in selected years from 1965 to 1997.

Table 7.4 Sectoral Origin of Gross Domestic Product of Indonesia (% of total)

1II1i1II1II1I1I_1I11~
Agriculture 52.4 49.6 37.2 31.4 23.6 21.8 16.7 16.1 15.4 14.8

IIIIIIIIIIIIIIIIIIIE~

111111111111111111111
Manufaduring 8.3 9.2 11.1 14.3 13.5 19.5 23.3 23.8 24.7 25

•

Trade, Services 33.9 33.5 36.1 39.1 41.4 39.0 33.7 34.5 34.5 35.4
andOtbers
Sources: ElU. Annual Supplement - Indonesi~ t97 t, t972, t977 and 1982; ElU, Country Profile 
Indonesia, 1987,1992.1999.
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Sectoral Origin of Gross Dom••tic Procluct in Indn..ia

Figure 7.4: sec:toral Origin•••, Source: see table 7.4.

As seen, the share of agriculture and forestry has declined significant1y over time. This is

perhaps because of the industrialization trend of the 1970s. Another important aspect is

the growing share of the manufacturing sector during the entire period.. and in particular.

since 1980. The marked growth of the oil and mining sectors in 1975 was due to a

significant increase in oil priees in Octoher 1973. This is common to all oil producing

countries. The policies of the government towards privatization and foreign investment as

referred to in the Iiterature could he another reason for the acceleration of growth in this

sector during the 1980s and early 1990s. The share of construction, trade and services has

been relatively stable over the period, except for a moderate increase in the 1980s.

7.3.3 Mineral Resources and Production

Large deposits of bauxite, coal, copper, gold, iron sand, nickel and tin are under

exploitation in Indonesia. Indonesia is the world's third largest tin producer, \\'ith total

reserves estimated al over 1 million tonnes. Sorne 800/0 of Indonesia's tin output is

produced by PT. Timah, a state~wned company (ElU, Country Profile - Indonesia, 1998-
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99). Reserves of bauxite are estimated at 500 million tonnes. Indonesia bas been an

important producer of copper. Most of the country's copper production is exported. CoaI

resources are estimated at about 25 billion tonnes. CoaI production and exports have

increased dramatically in recent years. More than half of the coal produced is exported.

lndonesia also has massive nickel deposits. Nickel production has increased in recent

years with the exploitation of large deposits. In 1997, ore production was around 2.8

million tonnes. Gold and silver production has had a long history in lndonesia. Gold

output has increased in recent years, especially because of the expansion of copper mines

in Irian Jaya in the early 1990s. Gold production was around 90 tonnes in 1997. Small

quantities of manganese, phosphate rock and sulfur are also produced (Adapted from

ElU, Country Profile - Indonesia, 1998-99, 1995-96 and 1993; Sirnatupang, 1988;

Mining Annual Review. 1994; and Bulletin of Indonesian Economic Studies. Nov. 1972).

The oil and minerai sectors have been the historical focus of foreign participation in the

lndonesian economy. Non-ail minerais have bad a resurgence of activity. Over the next

five years. the strongest area of minerai groMb will be in coal. Table 7.5 shows

Indonesia's production of major minerais in recent years.

Table 7.5 Production of Main Mineral Substances in Indonesia

Year 1989 1990 1991 1992 1993 1994 1995 1996 1997

Bue Meta" ('180 toIIlIeS)

Bauxite 862 II~ 1385 804 1320 1342 899 ~2 809

CoPpet (conc.) 332 399 657 907 928 1065 1517 1759 1841

Nickel (ore) 2021 2179 2337 2509 1976 2311 2513 3421 2830

Tin (cane.) 31 31 30 30 30.-1 31 38.~ 51 5S.2

Iron Sand 143 142 173 288 341 335 348 NIA NIA
(cone.)

Preciou Metals ('000 ka)

Gold S.2 10.6 17 38 42.1 42.6 62.8 83.6 89.9

Silvcr 62.-1 66.7 79.S 99.9 90.3 107 265.2 25-1.9 270.4

Source: ElU, Country Profile - Indonesia. 1998, 1996; Mining Journal, Annual Review, 1990..1994.
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7.3.4 Mineral Policy

(i) Background: Indonesia declared its independence in August 1945. The initial years

after independence were marred by political disturbances involving separatist

movements. During this time not much has been accomplished in the mining sector. [n

1957, with the worsening of the relationship between the Netherlands and Indonesi~ the

government announced the nationalization of ail Dutch property in the country, including

the Dutch-owned mining companies. Consequently, a govemment agency called

BUPTAN (Bureau for State Mining Company Affairs) was established. AlI fonner

Dutch-owned or Dutch-managed companies came under the control of BUPTAN.

In 1960, the tirst national mining law was proclaimed. This law imposed very rigid state

control over minerai development. In 1961, the BUPTAN was abolished and three

different "Badan Pimpinan Umum" (BPUs), or managing boards, were established for tin,

coal and general mining. These BPUs controlled severa! state-owned mining enterprises.

ln 1962, the tirst production-sharing agreement was signed between Indonesia and a

Japanese company for the development of a nickel mine.

[n the period from 1962 to 1966, because of the general economic disorder. production of

ail major minerais, except nickel and bauxite, declined (Adapted from Simatupang,1988).

In 1967, the new mining law (Law No. Il) and the foreign capital investment law (Law

No. 1) were announced. The Mining Law was derived from the philosophy of Article 33

of Indonesia's constitution. This article states that all natural resoorces of the country will

be controlled by the state. Following the promulgation of the mining law, the government

announced that its policy was not ooly to reform existing state mining companies and

encourage domestic investment, but aIso to encourage foreign investment by creating a

proper investment climate (Bulletin of Indonesian Economie Studies, Nov. 1972).

(ü) Current Minenl Policy: According to the Mining Law of Indonesia. all minerais in

the fonn of natura! deposits in the country are part of the national wealth of the people
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and are controlled by the State. Therefore, ooly the state may hold exclusive mining

rights. However, mining companies and individuals May conduct mining based on

mining authorizations called "Kuasa Pertambangan" (KP).

A mining authorization (KP) is a pennit from the govemment to undertake mining

activities. This permit can be in the fonn of a general survey permit, an exploration

permit, an exploitation permit, a processing permit or a sale pennit. Taese authorizations

can only he issued to Indonesian companies or individuals. Foreigners are not allowed to

hold KPs. The holder of a KP does not have ownership of the land (Directorate General

of Mines, Ministry of Mines and Energy of Indonesia, 1995; Priee Waterhouse, 1993).

The Mining Law classifies minerais into three groups, namely strategie minerais, vital

minerais, and other mineraIs. Mining of strategie mineraIs such as oil, tin, nickel, cobalt

and radioactive substances can ooly be undertaken by a state-owned mining enterprise

(SME) or a govemment agency. However, for economic and practical reasons. the

Minister can designate certain deposits of strategie minerais of limited extent for mining

by private national companies or cooperatives. Mining of vital minerais such as iren,

manganese, titanium, bauxite, copper, lead, zinc, gold, silver and diamonds. and third

group minerais such as asbestos, kaolin, talc, mica, Magnetite, marble, gypsum, granite,

clay and bentonite, can be carried out by either state or private companies (Directorate

GeneraI of Mines, Ministry of Mines and Energy of Indonesia, (995).

7.3.5 Investment in the Mineral Sector

ln the past few years, the govemment bas made remarkable progress in the operation of

state mining enterprises. Efforts to attract private domestic capital to the mining sector,

however, have been less successful. The main reasons for weak local investment include

lack of eXPertise, capital and management skills, and the high rislG associated with

mining projects.

Although the government wishes to encourage the development of the mining sector, it
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does not offer any significant grants to private investors. However, there are sorne

henefits and facilities for projects approved after 1 January 1984. These, for instance,

include exemption from or reduction of import duties on machinery and equipment

needed for the projects, exemptions from stamp duty, and reductions of impon duties on

sorne persona! necessities for expert personnel. There are a1so exceptions such as foreign

ownership up to 100% for projects located in remote regions. A joint-venture company

can also he established with 100% foreign ownership if the operation is located in a

bonded area and production is totally designated for export (Directorate General of

Mines, Ministry of Mines and Energy of Indonesi~ 1998).

7.3.6 The Contract ofWork (COW)

Contracts of work are agreements between the govemment or an SME and the contractor

(domestic, foreign or joint venture) to carry out sorne or ail stages of mining, from

geological surveys to extraction and marketing. The Mining Law does not specify the

content of the CO\V. Responsibility lies with the Department of Mines for minerais other

than coal, and y;ith the state-owned company PT. Tambang Batubara for coal.

Ta execute the COWs, sorne SMEs have been established by the govemment within the

mining sector. These enterprises include PT. Tambang Timah for the tin industry. PT.

Tambang Batubara Bukit Asam for the coal industry, and PT. Aneka Tambang for the

exploitation of bauxite, nickel, iron, diamonds, gold and silver. The COWs usually

involve strategie or vital mineraIs. Private enterprises may also act as mining operators or

contractors for astate enterprise. The contractors are required to bear all risks associated

with the mining venture (ElU, 1993; Priee Waterhouse, 1993; and Simatupang, 1988).

Generally, under the COW, a joint-venture company is first established between a SME

and the contractor (known as the PMAICOW Company). Joint ventures are incorporated

as limited liability companies known as Perseroan Terbatas PT. companies conduct ail

stages of operations, from the pre..feasibility study to marketing, as a contractor for the

government or a SME. The PMA Company bas control and management of ail activities
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under the COW and must assume ail the risks associated with the operation. In general,

five stages ofwork are stipulated in the COWs. These are general survey for usually one

year, exploration for three years, evaluation for one year, construction for 3 years, and

operation for 30 years.

During the period of a COW, the company is required to employ Indonesian personnel to

the fuIlest extent possible and to undertake their training. Exemption may be obtained

from import and other customs duties in relation to the importation of machinery,

equipment and supplies needed for the project. The national and foreign companies can

make their own arrangements conceming profits, conditions of work and other

obligations. Such arrangements might he made as weil for small-scale mining activities

(Directorate General of Mines, Ministry of Mines and Energy of Indonesi~ 1995).

SeveD Generations of COWs: Until February 1998, seven generations of COWs have

been implemented in the mineraI sector of Indonesia. An examination of conditions and

tenns of agreements in various COWs shows the changes in policy of the Indonesian

government regarding foreign investment in the minerai sector; this gives a good

practical example of how foreign investment was planned and treated. This is important

for Iran, in particular, because the mining law of lndonesia (exclusive right of the state

over minerais driven from (slamic religious regulations, classification of minerais. a

state·dominated mineral sector, ...) is quite similar to that of Iran.

The first generation of COWs were introduced in April 1967 and led to the development

of the first copper/gold mine in Irian Jaya. In the second generation of COWs. covering

the period of 1968-1974, 16 COWs were signed of which 4 came to fruition. The third

and fourth generation of COWs (covering the periods of 1976-1984 and 1985·1990)

required the contractor to offer a share in the company to local enterprises, commencing

with 50/0 in the third year of production, and increasing up to 15% by the 15th

anniversary.
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The fifth generation of COWs (1991-1994), aIso known as the Frontier Contracts, was

aimed at attracting foreign investment in the remote areas of the eastem regions of

Indonesia. More tax incentives were otTered to foreign companies in this generation of

COWs. The sixth generation of COWs (1994-1997) is primarily intended to

accommodate the provisions of the new ta" regime, which came into effect in January

1995. The new tax regime is more advantageous for investors. The seventh generation of

COWs (1998), which was being issued recentIy, is very similar to the sixth generation

contracts. However, it allows control on the contractor's perfonnance throughout each

stage of activity and provides cenain incentives, such as flexibility with regard to the

time frame for exploration and mine development. The following table indicates basic

statistics relevant to COWs in the mineral sector of Indonesia.

Table 7.6 Contracts of Work (COWs) Progress in Indonesia

GcDInbaa " of Completion StagePeriod contraets
Signed

SUl"C\' E.'llllor.won FCUlbtlil'l SfUdv Cll1WrUCtIcn Production TemllIIIlI"n

( 1967 1 1

fi 1968-7S 16 4 Il

m 1976-84 13 2 2 9

IV 1985-90 95 1 2 18 2 3 69

V 1991-94 7 3 2 1 1

VI 1994-97 65 65

VII 1998- 38 38
to date

Total 235 107 4 20 2 10 92
Source: Direetorate General ofMines. Ministry of Mines and Energy oflndonest~ 1998.

7.3.7 Foreign IDvestment Law

As mentione~ the usual path followed by foreign companies participating in mining
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activities is mostly through a Contract of Work. The COW provides the investor with a

clear definition of rights, obligations and protection against changes in the laws. It also

deals with the licenses and pennits which are different from mining regulations for

national investments. That is to say that foreign investments are pennitted only through

an Indonesian-incorporated company since foreign investment cannot be in the fonn of

equity-sharing in existing Indonesian companies. Moreover short-tenn poliey May inhibit

investrnent in sorne fields (gold for instance). The maximum investment in a P~IA for

foreigners is usually 850/0. A prospecting concession is vaIid for one year, renewable for

another year, and priority in applying for an exploration license is given ta the holder of a

COW. Contracts for coal mining are quite different from the COW because they are

under production-sharing arrangements. Until now, ail COWs have been fully respected

by the govemment.

According to Law No. 1 of 1967, the owner of foreign capital bears the risk of the

investment. Moreover, the law guarantees repatriation of profits. Profits can also he

repatriated from foreign exchange available in the free market and sent abroad \\ithout

restriction (Ernest & Young's Series, 1992).

7.3.8 Taxation Policy

AIl taxes and other charges are specified in detail in the contract, which locks in income

and withholding taxes for the life of the agreement. Corporate tax is charged on the

incorne of the venture, less deductible expenses, at the prevailing rates, and ernployee

incorne is subject to personal incorne taxes. Mining companies operating under COWs

are treated as follows (Directorate General of Mines, Ministry of ~tines and Energy of

Indonesia, 1998; Price Waterhouse, 1997):

i. The COWs before 1984 (Generations l, II and llI) usually contained income tax

incentives in the fonn of reduced tax rates and investment allowances. In each case,

the tax rates were agreed upon during negotiation of the project with the
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govemment, and the agreed provIsIons were incorporated in the COW. The

companies were not made subject to variations in tax rates during the term of their

projects.

iL A COW signed after December 31, 1983 but before January 1, 1995, is subject to

the provisions of the 19841aw. The nonnaI corporate tax rates apply (35%), as weil

as a withholding tax of 20% for dividend payments to foreign shareholders.

Reproduction costs and fixed assets are amortizable and depreciable. Losses can be

canied forward for 8 years.

Ill. A COW signed after December 31, 1994 is treated in accordance with the new ta."<

law (1995). In the new law, the govemment attempts to boost investment interest by

introducing tax holidays for sorne investments (a ten-year ta."< holiday for ftrnls

making investments in certain sectors and regions).

IV. Most of the new measures, and the cuts in incorne ta."< rates (from 35~'O to 300/0) in

particular, have been welcomed as being geared towards promoting the growth of

corporate profitability which will encourage foreign investment (EIU. Country

Profile·Indonesia, 1997).

7.3.9 Concluding Remarks

The process of simplifying the regulatory system that manages govemment contracts in

Indonesia brought credibility to the capital market. The COW is an efficient system to

regulate ail asPects of mining in great detail. Ali aspects affecting the investments are set

out in the COW at the outset and it. therefore, represents a convenient ··one-step·' foreign

investment agreement with the govemment. Contract stability, together with the quality

of natura! resources, have positioned Indonesia to he one of the major arenas for mining

investments.
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7.4 STATE OF THE MINERAL SECTOR IN NIGERIA

7.4.1 Genenl Description oC the Country

(i) Geography: The Federal Republic of Nigeria is situated on the West Coast of Africa,

and has a total area of about 923 768 square kilometers. The eountry is bordered to the

north by the Republie of Niger, to the west by the Republie of Benin and to the east by

the Republics of Cameroon and Chad. The south is bordered by the Atlantic Ocean. The

population was estimated at over 110 million in 1998 (World Factbook. 1999).

(ii) Geopolitics: It is important to note that the Nigerian economy has been managed by a

series ofmilitary govemments for more than 22 out of the 33 years since 1960 (Managing

lntellectual Property, Jan.- Feb., 1994). During this period, the economy is believed to be

hobbled by political instability and poor Macroeconomie management. Govemments

have failed to make significant progress in diversifying the economy away from over

dependence on the capital-intensive oil sector, which provides 950/0 of foreign exchange

eamings, and about 700/0 of budgetary revenues. However, the 1996-1998 period

represented a phase of consolidation for the country after years of strong ethnic tensions.

In June 1998, the new head of state declared that the militalj· would withdraw from

politics heneeforth and instituted a genuine transition program to civilian ruie. This has

led, in a period of less than one year, to the restoration of democratically elected

assemblies in the three levels of govemments - Local, State and Federal, and to the

installation on May 29, 1999 of a civilian head of state.

7.4.2 The Nigerian Economy

Background: During the colonial era, the economy of Nigeria was based on traditional

agricultural and trading. The main agricultural products included root crops, cereal,

livestock, cacoa, sugar, rubber and palm oil. At the time of independence in 1960,

agriculture accounted for about half of the GDP and was the main source of govemment
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revenue and export eamings.

In the 19705, the ail industry of Nigeria grew. The oil priee boom in 1973 substantially

inereased government eamings from expons. The annual growth rate of the GDP was

more than 29% over the 1974-78 periode However, revenues from oil expons were

ineonsistent and insufficient to meet the country's increasing needs for development. This

eventually led ta a serious foreign-exchange erisis in the early 1980s. This crisis has

eontributed to the political and economic upheavals that have occurred since 1982.

Total exports deereased from $25 billion in 1980 to only $6 billion in 1986. The GDP

deelined by 170/0 during the 1981-84 periode After a moderate growth in 1985, there were

two years of slower growth due in part to a decline in oil priees. By 1987, the GDP ~ in

real priees, was only 7.5% higher than it had been in 1973.

ln an effort to stabilize the economy, the govemment adopted the Structural Adjustment

Program (SAP) in mid-1986. This program was designed to restructure the economy~

expand non-oil exports, achieve self-sufficiency in food~ and give a larger role to the

private sector (Adapted from ElU, Country Profile - Nigeri~ 1994; and Izon, 1993). The

program included introduction of free market policies, deregulation, trade liberalization.

privatization of public enterprises and promotion of gro,,-th in the agricultural and

manufacturing sectors (Harrison, 1993). As part of the SAP, the govemment planned to

remove foreign investment barriers and to privatize or commercialize most of the state

enterprises.

The process of privatization began in January 1988, when the government announced that

96 state-owned companies, including many in the manufacturing sector, would be

privatized or commercialized. In July 1988, the decree enab1ing the government to

proceed with the privatization plan was promulgated. Agro-industrial companies were

among those in which the state offered its entire equity. The second group that was

offered for partial privatization included Nigerian Airways (NA) and the Nigerian

National Shipping Line. In the early 1990s, due to unexpected problems in the banking
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industry, the govemment announced plans to privatize some of the country's commercial

banks. ln the minerai sector, the Nigerian Coal Co. announced privatization of coal

production. The privatization trend of the mineraI industry was slow to commence but

bas good long·tenn promise (Priee Waterhouse, 1994).

As for foreign investment, import tariffs were lowered and companies were allowed to

remit 100% of their profits. A foreign exchange policy was also announced to shift the

excbange and interest rates closer to market value (Op cit., Izon, 1993). Other refonns

included the elimination of import licenses and expon duties (Op cit., EIU. Country

Profile • Nigeri~ (994).

Although the enforcement of the structural adjustment program created more incentives

for foreign investors, it had no significant impact on the Nigerian economys. The policies

were politically unpopular and caused hardships for the citizens (Okoroafo, 1992).

ln addition, the country's economic problems had been exacerbated by the bui/d-up of

medium- and long-term debts. During the 19805, a series of payment rescheduling

agreements were made with creditors. However, the situation worsened in the 1991-92

period, as negotiations with the LW for pa~ment rescheduling with official creditors

reached a dilemm~ and arrear5 began to accumulate again.

The grO\\;th in GDP declined from 8.6% in 1991 to 0.80/0 and 2.2% in 1992 and 1993.

respectively (Op cit., EIU, Country Profile - Nigeri~ 1994). In January 1994. the

structural adjustment program was rejected in favor of a nationalist economic policy and

regulatory controls re-imposed on key economic sectors (\Vright, 1994). The growth in

GDP at 1990 constant prices was 2.60/0 and 3.3% in 1995 and 1996, respectively (ElU.

Country Profile • Nigeri~ 1999).

(ii) Current Status: Nigeria bas the second largest economy in sub-Saharan Africa, after

S Foreign invesnnent in Nigeria rose ftom S723 million in 1986-90 to S1.35 billion in 1991-95. [t

was SI billion in 1997, down ftom SI.4 billion in 1996 (ElU, - Nigeria, 1999-2000, p. 31).
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contribution to the country's GDP, employment, and export eamings, and this country is

Africa's largest crude oil producer as a member of OPEC. Agriculture is another principal

economic sector. Nearly two-thirds of the active population is involved in agricultural

activities.

Oil is the most important source of revenue for the country and the national policy is

closely related to programs associated with oil exPOn revenues. In 1997, the oil sector

accounted for more than three-quarters of govemment revenue (820/0 in 1990) and about

95% of export eamings (97% in 1990).

Agriculture is the principal activity of the majority of Nigerians. accounting with

livestock, foresny and fishing. for 390/0 of GDP in 1997. The manufacturing sector.

employing 17% of the active population, contributes 6.30/0 to the GDP. The oil and

mineraI sectors employ less than 0.5 % of the labor-force, but produce about l~% of the

GDP (ElU. Country Profile-Nigeria.. 1999, 1997·98 and Mbendi Information Service.

1998). The following table and figure exhibit the sectoral origins of the GDP in selected

years from 1956 to 1997.

Table 7.7 Sectoral Origins of GDP in Nigeria (% of total)

111.111111••11111_
59.2 48.0 16.0 41.5 38.S 38.3 37.5 39 39.2............
1.4 S.4 7 8.6 8.6 7.2 6.6 6.S 6.3

~~l=!.~~~:\ .-;'''~-1~-:,' -.~ ..

.~;-1;;~~~~::('~:'.~:~~./> ~ ~

Manufacturing

Agriculture

~:-'<~.~~~' ~",: ..
~ ." ,,-". ............
Tnde, Services and 34.3 36.3 46 38.2 37.8 39.7 41 39.5 39
OIhers

SoW'Ces: ElU, Annual Supplement - Nigeria, 1969, 1981; ElU, Country Profile - Nigeria 1994. 1999.
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Sectoral Origin of Gross Dom••tlc Product in Nigeria

Figure 7.S: S«tonl Origin •••, Source: see table 7.7

As the above table and figure show, the Nigerian economy was dependent on the

agricultural sector during the colonial era. ln ilie late 1960s~ the oil. mining and

manufacturing industries were developed. ln the economic crisis of the early 1980s. there

was a significant reduction in agricultural output, while the oil and mining sector were

booming. By the late 1980s. the agricultural sector had recovered~ but the oil sector

maintained its dominant role in the economy. The manufacturing and construction sectors

were unable to increase their contribution to the GDP in the last decade.

Despite the lengthy periods of sluggish economic growth since the early 1980s. inflation

has been a particuJar problem, averaging 23% Per year in the 1980s and after a slowdown

in 1990 and 1991, over 500/0 in 1992·94. The contributory factors included the persistent

shortages of consumer goods resuiting from foreign exchange scarcity, the high levels of

monetary expansion to fund substantial federaI government deficits, the periodic steep

increases in the prices of electricity and petrol, and Naira depreciation. The average

annual inflation rate was 54% in 1993 and 57% in 1994, reaching 72.8% in 1995.

However, a more stable Naira and a much..improved budgetary position in 1996 have
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resulted in a sharp reduction in annual inflation to 28% and 8.50/0 (the lowest rate since

1991) in 1996 and 1997, respectively (EIU Country Profile 1999, 1996-97).

The economic situation improved in 1996-97. The growth rate reached 3% and a

relatively low inflation rate allowed the govemment to leave the contestable ceiling of

interest rates fixed by the banks.

7.4.3 Minenl Resources and Production

Nigeria possesses considerable deposits of gold, tin, coal, columbite, iron ore, bauxite

and about 26 other different minerais (MBendi Information Services, 1998). The

following describes the minerai resources ofNigeria in more detail.

l,on O,e and Steel: There have been considerable iron deposits discovered recentiy east

and west of the open pit mine at ltakpe near Okene. The govemment's intention is to

develop these deposits as a basis for supplying the steel industry. Nigeria is in the process

of developing a steel industry on the basis of two major projects and several steel mills

located in different parts of the country. The major steel project is the Ajaokuta Steel

plant, absorbing a govemment investment of $3 billion. However, progress has been

slow. Production at the National Iron Ore Mining Project (NIOMP) slumped by 69% to

239 300 tonnes in 1994, and by a further 30% in 1995, to only 168 300 tonnes.

representing a mere 20% of installed capacity, and this against a rise in operational costs

of 21.6% in 1994 and 16.4% in 1995.

Beyond dependency on imported raw materials, other problems of the steel industry in

Nigeria include the lack of capital for proper funding of projects, and inadequate power

supply and transport infrastructure. The Ajaokuta plant is criticized by the World Bank

for being uneconomical (Mining Journal, July 1994; and Mining Journal, June 1992).

Coal: Coal deposits, with estimated reserves of 1294 million tonnes, are found in Enugu

and Lafia. Production of coal is the responsibility of the Nigerian Coal Corporation
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(NCC) and its subsidiary, the Eagle Mining Co. (a consortium of Nigeri~ Greek and

Danish firms). Further exploitation of coal reserves through joint-venture agreements

with foreign companies is desired to improve coking properties and production. There is

sorne limited foreign involvement in conjunction with the Nigerian Coal Corporation,

which resumed coal experts in 1996.

Tin: Cassiterite is round in alluvial deposits. Tin ore is mined in association with

columbite, tantalite, and tungsten minerais. Tin production had decreased in recent years.

This is because the cassiterite deposits are located at a depth of about 70 meters, with

difficult ground water conditions, which makes extraction very expensive. This

condition, along with a fall in world tin prices and frequent flooding of the mines has

caused production declines.

Othe, Minerais: Many gold occurrences are known in Nigeria. These have been explored

by the Nigerian Mining Co. Lead, zinc and copper deposits aIso occur in the eastern part

of the country. Recently developed gold mines are located in the Niger and Sokoto States.

The government is considering inviting foreign mining companies to explore for gold.

Deposits of galena and sphalerite, with accessory barite and fluorspar, are also found in

the country. Although the minerai deposits of Nigeria are relatively insignificant in an

economic sense, when compared to oil and gas, the country has the potential for

diversified development of its minerai sector. At present the minerai sector accounts for

1% ofNigeria's GDP (Mbendi, 1998).

While state-o\\ned companies or agencies managed the extraction of important minerais

(such as coal and tin) in the past, the exploitation of all mineraI resources is now open to

the private sector. Indeed, the Federal government realizes the great importance of the

mineraI industry in Nigeria and bas created a special Ministry, called Ministry of Solid

MineraIs.

Table 7.8 shows the production of main minerais in recent years
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Cassiterite (tin ore)

Coal

238

82489

..>'. 'ï:' -
...:.. ~ ...

350

80882

314

77520

246

137658

149

86658

Marble 5445

Source: ElU, Country Profile - Nigeria. 1994.

1377 32269 52379 30661

•

As seen, the production of mineraIs has decreased steadily in recent years. The reasons

for this have been inadequate financing and insufficient demand, especially in the

international market, as well as economic and political uncertainties in the country.

especially in the early 1990s.

7.4.4 Mineral Policy

(i) Background: The Nigerian mining industry has been relegated to a back seat by the

success of the Nigerian oil industry. However, concerned about country°s excessive

dependence on oil. the instability of ail prices and environmental problems in

oil-producing areas, the government tumed its attention to other minerais. The Solid

Minerals Development Ministry regulates the minerai industry. Government policy is to

attract private local and foreign parties to invest in the mineral (especially in iron. coal,

lead, zinc and gold) and related do\Wstream industries. It is argued that Nigeria could

easily eliminate impons of lead and zinc; current import levels are 30 000 tiy of lead and

55 000 tiy ofzine.

In 1992. the government reduced the royalties payable on solid mineraIs. The royalty on

controlled mineraIs was reduced from 15% to 10%, and that on uncontrolled minerais,

from 12.5% to 7.5%. At present, the solid minerals sector accounts for 1% of Nigeria's
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GDP. The govemment's plan is to raise this amount to 15% within the next five years

(MBendi Information Services, 1998; Mining Journal, July 1994 and Izon, 1993).

In furtherance of its efforts to attract foreign investment to the mining sector, the FederaI

govemment in 1995/96 awarded a contract to a French!American consortium with a

Nigerian counterpart to carry out a detailed inventory of the country's mineraI resources

and identify those that can he '4moneterized" or capitalized. As at end of 1998, the

Ministry of Solid MineraIs announced that most of the phases of the contract had been

achieved and that over 40 minerais have been identified in the country. A few obvious

ones have been identified as moneterizable, name1y, gold, bitumen, kaolin, coal and iron

ore, with promise of more to come.

(ii) Curreot Mineral Policy: The old MineraIs Act and Mining Regulations are being

revamped to confonn to government policy of attracting foreign as well as domestic

investment into the industry. Some of the highlights of the new ndes are summarized

below.

a) Conditions for Eotry ioto the MiDiog Industry

1. A formal application to that effec!, addressed to the Director of Mines. Abuja;

11. Submission of the name ofa technically competent person - usually a ~lining

Engineer, Mining TechnologistITechnician or Geologist;

111. Certiticate of incorporation, Bank statement of the company to the tune of not less

than N 100000 (N =Nigerian currency ca1led the Naira.. with an exchange rate of

about NI 00 = $1 US);

iv. Copies ofTax Clearance Cenificates.

b) Grant of a Prospecting Right (PR): This is usually given to an individual on behalf

of a company or himselt7herself, and coniers upon the holder the right to enter land and

prospect for the minerais stated thereon and within a sPecified area. The person must he
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financially fit to incur any expenses that might occur in the form of compensation in the

course ofhis/her duties.

c) Grant of an Exclusive Prospecting License (EPL):

1. Applicant must be by the holder of a PR;

11. Application must he submitted at the Area Office in control of the area applied for;

111. Plan of the area drawn to a scale of 1:25 000 must accompany the application (ref.

Sec. 83(a) of Mining Regulations);

IV. Area applied for must not exceed 8 square kilometers.

d) Grant of a Mining Lease:

1. This is issued ta a holder of a PR or EPL who has beaconed the area over which the

lease is applied for, to mine mineraIs as specified therein;

Il. Specified number of years is 21 and is renewable;

111. There must be a technically competent person responsible;

IV. The area should not exceed 200 acres (80 ha) except with the Minister's approval;

v. AH procedural reports~ viz. Forestry, Surveys and Local Government must be in

favour of the grant.

7.4.5 Foreign Investment

According to the decrees of 1972 and 1977, the amount of foreign investment is limited

in various sectors of the economy. Retail trade, transport and distribution \vere

completely reserved for Nigerians. Most other activities required 60% Nigerian

ownership. Plantations, fertilizer production~ botels and some specialized manufacturing

required only 40% Nigerian ownership.

To encourage greater foreign investment, the govemment modified the Nigerian
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Enterprises Promotion Act - 1977 (NEPA) in December 1989. Uoder this act, foreign

companies could hold 100% sbare in any new Nigerian venture except banking,

petroleum prospecting, insurance and mining, in which the NEPA-1977 still applies. The

new arrangements, however, do not apply to those companies registered under the

previous decrees (ElU, Country Profile - Nigeri~ 1995).

The new regulations render the risks associated with investment manageable. Attracted

by the good investment opportunities in this country, sorne foreign companies have

invested in Nigeria. Nigeria bas an annual market of $30 billion and it is the logical

plaûorm from which to seIl into the regional West African markets (O'Connor. 1994 and

Business Africa, April 1993).

Government policies tend towards the encouragement of foreign investment, especially in

the manufacturing and high-technology sectors. Sorne incentives are in place for

domestic and foreign investors. Incentives specifically aimed at attracting foreign

investment include ta:< exemptions on interest paid on loans secured by foreign

companies and on interest received on bank deposits in Nigeria by nonresidents.

The Federal Ministry of Finance is responsible for basic exchange control policy. The

Central Bank is the principal administrator of foreign exchange regulations. This Bank

has currentIy deregulated the foreign excbange market, aiming to make the Naira a

convertible currency. In August 1995, a new investment promotion decree and foreign

exchange decree were enacted. These decrees, allowing 100% foreign o\\nership in the

solid minerais sector, are expected to stimulate investment in the mining sector (~tBendi

Information Services, 1998).

Despite the encouraging steps in 1995 and 1996, including the lowering of interest rates

and the easing of restrictions on foreign exchange and foreign investment, there are major

problems confronting Nigeria that can he solved only by a lengthy period of political

stability supponed by sound, market-based economic refonns, without which Nigeria

will not receive fresh inflows of foreign investment. Among the reasons for the
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reluctance of foreign investors are the high infrastructure costs (electricity, water, roads),

a heavy bureaucratie presence with a high capacity for obstruction ~ld delay, and the

inconsistent and unpredictable nature of government policy (FOITeS4 1995). The principal

areas to be pursued are a funher liberalization of the exchange rate6
, an enhancement of

budgetary Jansparency, the continuation of the campaign against corruption and

unnecessary public spending, and a fresh privatization drive (EIU Country Profile 1997

98).

7.4.6 Concluding Remarks

Because Nigeria is very dependent on oil, instability of petroleum prices and

environmentai problems led the government to turn its attention to solid minerals. T0 this

end., the hSolid Minerais Development Ministry" has been established. This tvtinistry has

already unveiled plans, such as tax holidays, the establishment of a reliable geological

data and stringent controls over illegal mining. to boost minerai production and exports.

Despite the encouraging steps in 1995 and 1996, Nigeria needs to pursue economic and

administrative reforms. without which it will not receive fresh inflows of foreign non-oil

investment.

7.S SUMMARY OF LESSONS FROM CASE STUDIES

7.S.1 Special Featores in Mining Investment

The special features of the mining industry (e.g., extremely capital-intensive. lengthy pre

production period, non-renewable nature of resources) have led many countries (like

Chile, Indonesia and Nigeria) to provide for special tax treatment in the fonn of

allo~·ances and incentives (see tax sections of case studies). However, overlooking

61n January 1998, the Ministry of Finance ofNigeria announced that the govemment intends to
phase out the dual exchange rate (MBendi Infonnation Services, 1998).
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capital intensity and long pre·production periods in the mining industry is a serious

mistake. Indeed, sorne risks, like the increasingly unpredictable future economic

conditions often linked with the political stability of the country are totally uncontrollable

by the investor. Another risk is that associated with inflation. The impact of high rates of

inflation on project economics can he significant indeed. A country that has good control

on inflation is more attractive to investors (see section 7.5.4).

Now, let us see how Chile, Indonesia and Nigeria managed with these constraints.

7.S.1 Taxation Policy

Because of its major importance in attracting foreign capital to the country, the tax

treatment of foreign investment is particularly important for LDCs. Chile attracted a

considerable amount of foreign investment to its mineraI sector by adopting a very clear

taxation poHcy: the tax law guarantees the repatriation of profits and capital of a foreign

investor. Law aIso grants a guarantee against inconvenibility. Foreign investment

receives the same treatment as domestic investment and the taxes are not overly high. As

mentioned~ another important feature of the Chilean taxation system is that il allows

investors, through ....stabilization agreements," to "lock-in" specified tax rates for a period of

up to 20 years.

The lndonesian government anempts to boost investment by introducing tax holidays for

sorne investments and lowering income tax rates (see COWs, generation 6. 7 and 8).

AIso, the COWs before 1984 usually contained income tax incentives in the form of

reduced ta" rates and investment allowances but the changes were less significant than in

Chile.

ln Nigeria the low revenue yield of taxation can he attributed to the fact that tax

provisions are not properly enforced, mainly on account of the inability of the

administration to cope with them. However, apart from this, in 1992, the govemment
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reduced the royalties payable on solid minerais and provided sorne tax exemptions on

interest.

7.5.3 Laws and Regulations

Transparent laws and contracts are prerequisites for the security of foreign investors.

Chile and Indonesia demonstrate, in different ways, the economic cbaracteristics capable

of attracting foreign investors. These include a coherent body of laws and regulations,

and effective state institutions to support the mining sector.

In Chile, structural macroeconomic refonn was followed by reform of the mining law,

regulations and institutions, which were brought about by relatively strong executive

management. The process of mining legal refonn bas been enhanced in Chile by

constitutional reforms and the strengthening of private property rights. Chile offered

further assurances to foreign investors in the fonn of stabilization agreements. The

response of foreign investors was very positive. The key features of Chilean economic

development are the reliability of the mining cadastre, the security of tide and

unrestricted transferability of rights under the !vlining Code. and constitutional guarantees

of mining property rights (Worid Bank, Industry and Mining Division, 1995).

Indonesia has aise attracted mining investors by initiating its Contract of Work (CO\\')

procedures, assuring security of contracts (under COWs, the tenns are not subject to

undesirable modification) and showing credibility (COWs usually take a clear and

complete form).

As for Nigeria, one result of the political incompetence and economic mismanagement

was the hostility of large corporate business interests. The Central Bank became bogged

down in complex regulations and control and couid not play an effective policy and

monitoring raie.
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• With respect to the mining code and foreign investment law, table 7.9 shows the main

features of the mining legislation for each country, and table 7.10 emphasizes the special

regulations concerning foreign investment.

Table 7.9 Main Features of Mining Code (M.C.) for Studied Countries
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• Table 7.10 Regulations RegardiDI Foreip Investmenu (F.I.) in Studied Countries
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7.S.4 Economie Stability and Inflation

Economie stability is crucial in attracting foreign investtnent and a proper fiscal and

monitory policy is essential for economic stabilization. In Chile, both the government

and the Central Bank have tightened monetary poliey in order to continue reductions in

the level of inflation. In 1997, the rate of inflation was 5%.
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• Indonesia bas more difficulty in protecting the value of its local currency (Rupiah),

because of political tensions and the volatile money markets in south..east Asia. It

remains an important negative point for foreign investors.

Nigeria is still trying to reduce the level of inflation by the periodical introduction of new

measures. The success of these efforts has been efficient in recent years.

Table 7.11 compares the different inflation rates for these countries.

Table 7.11lDflatioD Rates (0/0)

Chile 9

~ - .. ,.,--.;--_...... -..,-
.!....' .' ~ .. 'II 1......~ ' •• ,:- ~. :f:
'. '- ~ --: • ~ 1 - :. ~._ : •.': ~~ ~:':

8.2 6.6

• '. >'. ':. ::'~., -~:~:"}~
~ . :-. ,". . .~ .••- ~ ..... ~'!..:

Nigeria 57 72.8 28

•

Source: EUI - Country Profile, Chile 1999, Indonesi~ 1998 and Nigeri~ 1999.

7.S.S PrivatizatioD

Privatization can have a decisive impact on the ownership distribution pattern in the

development of capital markets. The privatization methods chosen and the quality of

their implementation are of the greatest importance.

The Chilean experience of privatization, despite problems that have been ereated in the

early years by massive privatization programs,' determines the positive impact of

privatization on govemment revenues and financial stability. Chile's eeonomy is.. in its

most part, attributed to poliey refonns of the 1970s and 1980s that created a dynamic.

1As mentioned earlier, Chile has experienced a severe economic crisis in the early 1980s. ~fany

explained this crisis by the bad timing and haste of the govemment's liberalîzation polieies. [n
general, the implementation of free-market policies which often requires elimination of priee
controls at early stages, reduces the purchasing power of people and creates severe inflation.
Govemments must take the necessary measures to handle economic difficulties during the
stabilization period; otherwise, as seen in the case ofNigeria, these policies cao fail.
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export-Ied private sector. As a result, the Chilean economy is DOW open, with minimal

regulations and few govemment interventions.

In Indonesi~ despite a new process of privatization and deregulation, state-owned

companies are still sizable and considerable bureaucratie procedures are continued.

Foreign companies are required to form joint ventures with local partners. Therefore, a

key success factor for foreign companies is the selection of a local business partner.

Nigeria also possesses a state·dominated economy. The privatization of the mineral

industry is slow to commence; however, it is hoped that it has a good long-tenn promise.

7.6 CONCLUSIONS

The differences between the countries studies in tenns of their ability to bener use their

endowment for economic growth, expon diversification and structural change underline

the role of government policy and regulations as a dominant factor controlling economic

performance. As discussed, both Indonesia and ehile have been able to attract foreign

mining investment at a rate at least commensurate with their perceived geologieal

promise, and on tenns and conditions generally favourable to the countries.

The positive response of foreign mineral investors demonstrates the efficacy of

government poliey in Chile. Chile has become already an example for the other nations.

The Kyrgyz delegation to Vancouver, Canada, in the summer of 1995, is a prime

example of the incentive to overcome inexperience and he amenable to new mining

refonns in the Central Asian Region, based on the observations and lessons derived from

Chile's experience.

Contract stability, predictability and credibility, together with the quality of natura!

resources are the keys that have made Indonesia successful as weIl. These qualities must

he emphasized for the country to continue to build the future on its marketable past

economic successes.
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The Nigerian economy, despite massive oil revenues, has under Performed. Factors such

as high inflation, slow process of privatization and deregulation, and corruption, are

responsible for weaknesses in the economy. However, the track record in recent years

seems to show success in reducing uncertainties in investment. Like Iran, most of the

govemment's funding is in the form of equity sharing. Thus, mining companies are

neither burdened with debt service payments, nor face frpe market pressures. This policy

resulted in lower efficiency. At present, a number o( tax-related incentives are available

equally to domestic and foreign investors.
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CHAPTER8

INVESTIGATION OF ISSUES IN THE MINERAL
SECTOR OF IRAN: RESPONSE FROM
INDUSTRY

8.1 INTRODUCTION

In previous chapters, !ranIS minerai seetor was characterised, and its perfonnance during the

tirst development plan was diseussed. These discussions were based, to sorne degree, on a

review of all the available data. However, statistics do not always provide a detailed pieture.

In order to gain further insight into the features of lran's minerai sector and obtain the

opinions of those directly involved, a country··wide survey was conducted. The survey

covered those engaged in the country's minerai sector, from minerai poliey makers in

govemment to small miners. The survey followed a method is called the participatory

process (Agarwala, Sehwartz, and Ponchamni, 1994). To conduet this survey, the author

travelled to Iran for the following three purposes:

1. To conduet a survey in the fonn ofa series ofquestionnaire..based interviews, in order

to obtain views and eomments ofminers and managers ofmining companies regarding

current mineraI policies, the mining code, foreign investmen~ and other issues relevant

to mining aetivities in Iran;
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11. To eonduet personal open.ended interviews with key govemment officiais responsible

for the minerai seetor, in order to define strategie components and other key issues

relating to Iran's minerai poliey; and,

III. To eolleet financial infonnation (Balance Sheet, Income Statement, etc.) from mining

companies of different sizes and different characteristÎcs, in order to examine the

economic performance and the financial position of these companies (especially large

state-owned companies) during the FFYDP.

8.2 METHODOLOGY OF THE SURVEY

The overall methodology consisted of three phases. Phase One, was concemed with

identifying the particular factors critica/ to the hea/th of the mineral industry. First., the

conceptual and theoretical issues gennane to this study were identified from the literature

review. The validity and relevance of these concepts or issues., especially for their place

\\<ithin the context oftheir respective environments., were further verified by a series ofbroad

case studies. This phase formed the basis on which Phase Two of this methodology is based.

The broad list of issues and concepts (from Phase One) was further reduced to the mas!

critica/ issues ofthe industry. Critical was defined in relative terms and from the perspective

of the three major operating entities in the mining industry: large state o\\ned mining

enterprises (LMEs), medium-sized., mostly private mining enterprises (MMEs). and the

small-scale mining (SSMs) sector.

Data and infonnation collection was the focus of Phase Three, which consisted of the

following three steps:

1. Developing an Interview Protocol. The data collection phase of the methodology

allowed for and incorporated two strong cultural traits: the oral history tradition in Iran

(as in many developing countries) and the time-honored praclice ofse/flessness (i.e.,

most people prefer not to speak of their accomplishments or troubles, especially to
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strangers). It was felt that engaging respondents (especiaIly those from SSMs) in an

infonnaI discussion tirst would he much more fruitful than imposing on them a formaI

self-administered questionnaire. The former would be more eonducive to eollecting

realistic and in-depth infonnation. Respondents could easily shy away from the latter

aItogether.

11. Therefore, a questionnaire, the outiine ofwhich would he used initially as the protocol

for questions and discussions and then as a formaI questionnaire was designed.

Ill. To pilot test this protocol and the questionnaire, a series of open-endecl yet semi

structured, interviews were conducted with miners. Based on the issues raised at this

level~ sorne modifications to the protocol and the questionnaire structure were

subsequently made.

The overall process of the survey involved a two-\vay exchange session that encouraged

sincerity and openness. It was hoped that the face-to-face exchanges would allow for

developing insights into what was actually "on the ground". Thus. although the survey

caused considerable bureaucratie turbulence and required substantial fmancial resources. the

hope was that it would go sorne ways in addressing the future planning of lran's mineraI

policies.

The next stage involved selecting a number of individual and co-operative miners and

mining companies who would be invited to participate. This was carried out using a

stratified sampling method. Of the 24 provinces, the 10 most active in mining and

metallurgical activities were selected. These provinces represented 71 % of total mineraI

extraction, 690/0 of totaI value-added, 76% of total investment and 64% of employrnent in

the minerai sector1
• Regarding the number of resPQndents, the survey involved sorne 143

individuals. As the views of various groups active in the mining sector May vary in sorne

respects, four groups of respondents were surveyed in order to fully understand the different

1 According to the 1995 census of industties and mines, conducted by the Iran Statistical Centre
(1996).
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perspectives ofall those involved in mining aetivities:

a) Small-Seale Mining (SSMs) sector. This group consisted of private miners active in

mining eo-operatives and small operations. They produce a varlety of minerai

substances, such as potash, asbestos, limestone and decorative stones.

b) Medium-Size Mining Enterprises (MMEs). This group consisted ofa mixture ofsome

private mining companies and sorne rnixed (private and state) mining companies. Two

parameters distinguish this group from SSMs: the volume of annual sales in these

companies is more than $1 500 000, and the number of employees is more than 200.

c) Large-scale ~tining Enterprises (LMEs). This group consisted oftotally state-controlled

large mining companies active in exploration, mining and mineraI processing of steeL

copper, gold, lead and zinc.

d) Government Administration for mining activities (ADMIN). This group consisted of

government officials responsible for the minerai sector of Iran~ mainly directors and

specialists, from the MMM and its provincial offices:!'

For the purposes of representativeness, it was important to inc1ude sufficient numbers from

each group in each province in the survey. For this purpose, aIl mining company managers

2 Positions of sorne interviewees from this group are listed below:

Deputy Minister for Mining and Mineral Processing:
Deputy Minister, Administrative, Finance and Parliamentary Affairs:
Advisor to the Minister, Planning and Production Control:
Head, Planning and Programming Division;
Director General of Industries and Mines Departrnent in the lranian Organization for
Planning and Budgeting;
Advisor, Non-ferrous Metals Industry Division;
Advisor, Ferrous Metals Industry Division;
Director General, Deparunent of Exploration;
Director General, Departrnent ofMining;
Director General, Deparunent of Provincial Affairs;
Director General, Deparunent of Administrative AtTairs;
Director General, Office ofMonitoring and Co-ordinating of Financial Affairs; and,
Director Generais and Heads of Exploration and Mining Sections in Many provincial
offices ofthe MMM.
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were invited to take part in interviews held in the provincial offices of the MMM. In sorne

instances, however, the author visited the companies and interviews took place on location.

Since it was not feasihle to interview ail individuals or members of mining co-operatives,

cenain zones in each province were selected based on the information published by the

MMM. These were subsequently visited. Thus, the interviews with small-scale and co

operative miners took place at their work site.

For increasing the reliability of the data collected and the efficiency of the time and effort

involved in conducting the interviews.. especially from remotely-located SS~Is, the following

three steps were taken sequentially: a) an informaI. passive and exploratory discussion of

issues guided by the protocol.. b) a semi-stnlctured interview, following the protocol and c)

formai response to questionnaire by the respondent. Both the questionnaire responses and

the notes taken during the discussions/interviews constitute the database on which this

chapter is based3
•

The follo\\ing gives a summary of the survey respondents:

3 The interviews were video-taped on occasion, in order ta provide a visuaJ documentary of the
trip.
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Table 8.1 Summary of Information about Sunrey Respondents

Nu.ber 01 iaterviews aDd qaestioaaaires: Total eJ'.

Number of persons who were only interviewed (mostly key persons in the MMM) 30 21

Number ofpersons who were interviewed and filled out the Questionnaire 113 79

Total 143 100

GeoKrapbic Covenae: 10 Provinces

Scope ofacdvides 01 relDODdeD1s: Total %

Direct mining activities (Exploration. Exploitation. Mineral processing. Marketing) 105 74

Research and Development 6 4

Training 7 5

Administration 25 17

Total 143 100

Sïze of the finus l.iDes: Total 0/0

Small 54 38

Medium 24 17

Large 40 28

Administration 25 17

Total 143 100

Type ofowaen..ip: Total el.

Private 61 43

State-Owned 40 28

Mixed 17 Il

Govemment Agencies 15 17

Total 143 100
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The rernaindel' ofthis chapter provides an analysis ofeach of the items in the questionnaire4
•

This analysis takes the fonn of a short explanation of the issue concemed, a statistical

examination of responses, a conceptual discussion and concluding remarkss.

8.3 MINERAL EXPLORATION

Exploration is generally the fust step necessary to cooven a speculative storehouse of

minerais into l'esources. Mineral exploration is perceived as risky~ because the location~

quantity, and quality of minerai deposits are unknown and must he detennined. When

exploration activities in a country diminish, that country cannot he expected ta sustain its

current level of minerai production in the medium to long term. There is generally a long

time lag between exploration and development of minerai deposits.

From the vie\vpoint of any mining company, there are three reasons for investing in

exploration: tirst, new reserves must be round in order ta survive in the mining business.

Second, locating deposits that cast less to extraet should increase profit margins. Third~ sorne

companies benefit from knowing how much of a particular minerai exists~ as they can

speculate on the price (Gilbert~ 1979). However, the way in which exploration invesnnent

is made depends to sorne degree on how the process is regulated.

8.3.1 Tbe Survey Question

ln an attempt ta determine the obstacles ta invesnnent in exploration activities~ as weil as

to invite comments and suggestions conceming the removal ofsuch obstacles~ the falla\\'ing

.. Ali table results throughout this chapter are given in percent, unless otherwise mentioned. Also, the
number and kind of respondents for ail questions are as follows, unless otherwise mentioned:
Respondents &om SSMs: 54, respondents from MMEs: 24, respondents from LMEs: 40, respondents
from ADMIN: 25, total number ofrespondents: 143.

S Ail recommendations are based on a thorough analysis of responses free of prejudice.
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• question was asked from the various groups of respondents.

..Is the overall exploration process in the mineraI sector ofIran technically sound? "

As can he seen from the table below, more than 55% of every group (67% of LMEs)

responded "no" to this question. The group with the highest amount of "yes" responses was

the MMEs (29%).

Table 8.2 The Appropriateness of the Overall Exploration Process

ln the Mineral Sector of Iran (values in 0/0)

---_:-
Yes 9 29 13 16 15

-----No answer 35 17 20 28 26

-----

•

SSMs: Small-Scale Miningt MMEs: Medium-size Mining Enterprises. LMEs: Large Mining Enterprises.
ADMIN: Administrative Respondents and MINSEC: the Mineral Sector of Iran (SSM+MME+LME+ADMIN).

Following on from this. the respondents were asked to give their comments and

recommendations regarding the present situation ofexploration and also on how Iran could

enhance exploration investment. Their responses and mostfrequently repeated comments

are presented below.

8.3.2 Comments on Exploration by Respondents

Comments on Exploration bv SSMs

1. The MMM does not provide explorers with sufficient geological and other infonnation

helpful for exploration;

iL In larger mining companies (ferrous, non-ferrous), exploration procedures are

satisfactory. However, exploration activities of small mining companies and co

operatives leave a lot to he desired, mainly due to lack of equipment, expertise, and
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capital;

Ill. If only qualified miners were awarded Exploration Permits (EPs), the exploration

process would he more efficient. As the~ issues EPs indiscriminately, one should

not expect too much from the exploration efforts of SSMs;

IV. The provision of long-term loans to qualified applicants will improve exploration

activities;

v. One year long Exploration Permits awarded to the eo-operatives is not suffieient6
•

Exploration periods need to he at least three years long; and,

VI. If the private sector is given sufficient resourees for exploration, it will do a good job;

Comments on Exploration bv MMEs

1. In StvlEs in general. and panicularly in the Iranian National Steel Co. (INSeO).

exploration is being done in a proper way. but exploration carried out by small

enterprises is unsatisfactory~

11. A specifie organization should be appointed to supervise exploration activities. [ (the

respondent) nominate the Iranian Geological Survey (IGS) to supervise ail exploration

efforts:

iii. We should use foreign capital and expertise for exploration purposes. For the time

being. we lack the required financial backing, expertise and equipment for efficient

exploration:

IV. The EPs awarded to the private sector should be extended. There is aIso the problem

ofthe license holder extracting and selling minerais illegally. I (the respondent) suggest

that the ~tM should attempt to exercise greater control over the activities of

explorers;

v. The ~IMM should carry out the exploration and preparation activities of the mines and

6 This restriction was recently eliminated in the new mining code of Iran (see chapter 5).
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subsequently put them in tender for development and production;

vi. The MMM can monitor, supervise and even carry out exploration aetivities if its

employees are financially motivated;

vii. The M~IM should offer technical assistance to private sector explorers, and banks

should provide loans for exploration; and,

vu!. The ~tM should carry out economie viability studies for the development of various

mineral deposits, once discovered. This information should he made available to those

\vho intend to develop mines.

Comments on Exploration bv L~tEs

1. Satellite faeilities should be used in exploration;

11. Exploration methods should be modemised by promoting more geophysieal surveys.

geo-engineering investigations and geo-statistical studies;

Ill. Systematic exploration should continuously be canied out by the Government in

strategie and precious minerais over a sustained period of time;

iv. Explorers should have the required knowledge and experience and/or exploration

aetivities should be supervised by experts7
;

v. Exploration should be left to the private sector. This will improve the quanti~· and

quality ofexploration activities;

VI. Due to its high cost, exploration is not being carried out in a systematie and correct way

by sma11 mining companies. Even in LMEs. exploration efforts are not entirely

satisfactory;

vii. Due to a lack of a specifie exploration data bank, there are Many repeated efforts in

1 According to the MMM's new poliey, ail exploration applieants should either possess the required
expertise or secure the services of an expert, either an individual or a company, to supervise the
exploration operation.
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exploration;

The MMM should arrange exploration training programs for SSMs;

•

IX. LMEs should adopt new technologies in exploration;

x. More co-operation hetween explorers and the MMM and its affiliated institutions need

to be estabLished;

Xl. Lots ofexperienced people are active in exploration activities. 1see no problem here;

xii. The problem is that the exploration information is not published. [t is not easily

available. For sorne reasons the exploration data are kept in persona! archives;

xiii. Regulations regarding EPs should be modified, so that they are awarded only to

experts; and,

XIV. Exploration needs large amounts of funds. Presently. the private sector does not show

a strong interest to he involved in this risky business. Insteact the govemment becomes

involved and then leases the properties out to the private sector.

Comments on Exploration from ResDondents in Administrative Positions

Respondents in this eategory were employees of the Ministry of Mines and ~Ietals (rvlrv~f).

and the Organization of Planning and Budgeting of Iran (OPBD. A summary of thdr

comments is given below:

1. Exploration in the ferrous and non-ferrous metals seetors is satisfaetory. The private

sector lacks the incentives ta conduet exploration per se, or at least in a satisfactory

way;

Il. At present, due to high expenses and risks associated with an exploration program. the

private sector is not particularly active in exploration of precious mineraIs and non

ferrous meta1s;

Ill. Most people, following a recent engagement in smalL mining operations, would like to

recoup their investment as soon as possible. Thus, they tend ta avoid involvement in

8-11



•

•

long-tenn mining activities and policies;

IV. Training programs for prospectors are essential. AIso using new methods and

upgrading the existing technology is highly recommended;

v. A major obstacle at present is that banks normally do not participate in the financing

ofexploration activities. The Ministry ofMines and Metals should negotiate with bank

authorities to convince them to provide loans for exploration;

VI. Those involved in exploration should be guaranteed that they can lease the mine for a

period of at least 20 years. This will improve the confidence of miners to invest in

exploration;

vii. The government should precisely detennine the areas and mineraIs that are free for

exploration by the private sector;

viii. We should consider the experiences of other countries. For instance. in Turkey. the

government bas established two companies: one carries out exploration work. and the

other prepares discovered deposits for development. Once prepared.. the mines are

leased out to the private sector for exploitation;

IX. Exploration data is not regularly updated and is kept in a fragmented and scanered

state. The rvtMM should collate ail the available data and make it available to the

publics:

x. According to the Mining Code, the prospector is eligible to either receive a reward and

leave the mine for govemment disposai or he granted the mining rights. In most cases

the fonner situation occurs. The rvtMM should anempt to encourage the second option

as often as possible9
; and,

xi. When the Exploration Department was active in the rv1MM, exploration in the country

8 Recently, exploration and mining information has been computerized in the MMM.

9 According to the new mining code enacted in July 1998, mining rights are being granted to explorers
for a period of25 years (see chapter 5).
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was carried out reasonably weil.

8.3.3 Concluding Remaria

Generally, as mentioned by sorne respondents, systematic exploration in the ferrous and non·

ferrous sectors is being practised. This is because sorne large SMEs are responsible for

exploration in these sectors. They possess the required funds and the expertise to carry out

this task. Although the information on the amount of funds spent in exploration from the

internai sources of SMEs was not available to the author, the 1996 MMM report stated that

the targeted exploration activities of SMEs to he funded from their intemai sources had been

implemented according to plans. However, as is apparent from various sources (i.e., less

investment in exploration activities according to the 1996 report of the Organjzation of

Budgeting and Planning of Iran, the results ofthis survey, and the author's observations),

exploration activities ofother sub.sectors are not satisfactory. At this point~ sorne issues are

noteworthy with regards to exploration.

(i) The Role of Govemment in Exploration: One imponant issue here is the role of

government in exploration. As was apparent from the survey responses, there were

contradictory ideas regarding the government's raIe in exploration activities. Sorne

respondents believed that exploration should actuaIly be carried out by the state. others

believed this activity should be Ieft ta the private sector.

Sinding (1993) in bis anaJysis about the role of govemment in exploration, explains that

exploration information can have bath public·goods (or local information) and speculative

vaJue. hLocal" refers to situations where the results ofone ftrm's exploration efforts bring

benefits ta other firms. Without the availability ofsuch infonnation, many firms will explore

land where only one finn is needed to explore. This over exploration leads ta unnecessary

investment.
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The speculative value of information May cause a problem, which is particularly apparent

in competitive bidding for leases. In an auction, by having information before a competitive

bid for leases, a company may obtain a monopoly (as other firms are less able to value the

land and put in a winning bid). Distortion resulting from the speculative nature of

exploration information has implications for mine leasing and govemment exploration.

Govemment exploration prior to leasing can reduce pre-sale exploration. Thus~ although

govemment exploration May not be a good alternative, most govemments engage in research

closely related to mineraI exploration. Maintenance ofextensive geological surveys by most

govemments may he explained by the fact that markets do not genemlly invest in such things

(as the information represents prohibitively large sunk cost).

(ü) The Issue of Exploration Permits: In recent years, the MMM has granted Exploration

Pennits (EPs) to almost every applicant, with the assumption that this \\ill increase and

improve exploration activities. Many respondents believed that this policy did not facilitate

the overall expansion or improvement of exploration activities by the private sectar. The

experience of other countries tells us that the granting of EPs indiscriminately is a good

policy to enhance exploration activities (Otto, 1998, Barry, 1996, Strongman~ 1994~ Averill~

1993, World Bank Technical Paper No. 181. 1992). However, every permit holder should

employa specialist to provide technical assistance. The administrative respondents supponed

this policy, and believed that any restrictions in awarding EPs will be a threat for mining

activities.

(iii) Enhancing Exploration Activities: The government should create a conducive

environment to encourage private sector investors to invest more funds in exploration

activities, and commit the funds for a longer lime in order to boost mining acti\ities using

private, rather than treasury funds. Both the public and the private sectors should be

encouraged and assisted to employ satellite facilities and use more advanced technology in

exploration activities. Training programs for explorers, in particular for SSMs, is very
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• productive, and is being practised in a number of LDCs. The Institute of Mining Training

and Researc~ affiliated to the MMM, should expand exploration training courses and make

them more comprehensive.

(iv) Trade of Exploration Permiu in the Market: The sale of Exploration Pennits (EPs)

in the free market was not allowed at the survey time. However, the transfer of EPs in the

case ofsmall operations was believed to he common. In order to know whether this practise

was common and if so, to what extent, the following question was asked.

"ln genera/. is the exchange of Exp/oration Permits between the /ega/ owners of these

permits and third parties in the market a common practice? ..

The answers are summarized in the following table (this question has not been asked from

LME respondents, due to their lack of knowledge).

Table 8.3 The Excbange of Exploration Permits

Between tbe Legal Owners and Tbird Parties in the Market

Yes

No answer OR 1don't know

---- ~'_._-".":

-:41Slru:.-.;:
.~.. '~.i.~..u:. -' ..~" ...~,.......-.

67 71 52 64

..
. __ ~."Tfi1]i-.~;

~,,~~~.,aa;; :A·.·j,LI

20 17 16 19

•

Overall, 64% of respondents believed that the EPs were being traded in the free market. This

shows that this is a common practice, and many respondents believed that there are no

effective means to prevent its occurrence.

In most countries, exploration permits are freely tradable and the elimination of restrictions

in the trading of exploration rights is frequently suggested (For instance see: Otto~ 1998:

Barry, 1996; Strongman, 1994; World Bank Technical Paper 181, 1992; and Kumar, 1992)
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as an effective way to boost investment in exploration activities. On the other hand, the

answers to this question showed that there is a practice of trading exploration pennits,

particularly in the case of small deposits. Given ail these facts, therefore, the elimination of

restrictions on the transfer ofexploration (and aIso mining) permits appears logical lO
•

8.4 MINING LAW

ln general, mining law may be defined as consisting of ail the laws_ regulations and

guidelines that directly affect mineral development (Walde, 1989). Traditionally. the mining

law has sen'ed as a tool for establishing the conditions under which mining rights can be

acquired, transferred, and tenninated. More recently, the major funetion of mining law has

been to articulate and clarify the govemment's policy towards this sector of the economy. It

deals \vith issues sueh as o~nership (public or private), regulation by mineral development

agreement, investment promotion. and environment stewardship. among others. It aIso

establishes the administrative procedures and sets up the specifie criteria used for granting

mining tides.

8.4.1 History of Mining Law

Gabre-Maryam (1989) provides an interesting discussion on the features of recent mining

legislation. The following is a summary.

Mineral legislation embodies a country's mineral development policies in legislative

instruments. Most legislations since the establishment of a New International Economie

Order and the Charter of Economic Rights and Outies ofStates, both adopted by the United

Nations General Assembly in 1974, assert that with few exceptions, a land's mineral

10 ln the new mining code of Iran, the transfer of EPs are allowed with prior pennission from the
MMM.
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resources belong to the state, and not to the owner of the land. Although in sorne countries

individual land ownerslprocessors may retain sorne rights to certain mineraIs, the state

uItimately controis the method ofdevelopment of these mineraIs.

In the 1960s and early 1970s, the world's economic perfonnance was good and the outlook

was optimistic, therefore, the LDCs were in a strong negotiating position. Equity and 1030

capital for projects were readily available, and the priees of minerai commodities were

stable. However, the mid-1970s brought world-wide economic recession and the drying up

of investment funds, which forced most developing countries to examine their mining

investment and taxation legisiation, leading to restrictive policies. However, that picture bas

changed radically with the more recent legislation, in which most governments encourage

prospecting and extractive ventures. These govemments encourage investment through a

stable and precise legal framework of their mining codes designed to recognize that mining

exploration methods are expensive, long-tenn, and inherently risky.

These changes are noticeable in a number of ne"" mineraI industry investment laws enacted

in countries like Botswana (1976), Columbia, Chile, Egypt, Argentina, Zambia and

Indonesia (1977), Cameroon (1978), Trinidad and Tobago. Nigeria. Burundi, China. the

Philippines and Mauritania (1979), Sudan and Malaysia (1980). Dj ibouti (1981). Liberia

(1982), AIgeria, Burkina Faso and Ivory Coast (1985), Ghana and Zaïre (1986). and Nepal

and Guinea (1987) (Ibid.).

The new Iegisiation, while preserving permanent sovereignty over resources, invariably

provides financial incentives such as: tax holidays, lower tax rates, accelerated depreciation.

lower royalties in the initial years of operation, exemptions from withhoiding taxes on

dividends and interests, tax credits for domestic purchases, and guarantees with respect to

foreign exchange remittance ofprofits, equitable compensation in the event ofexpropriation,

and settlement of disputes through international arbitration rather than through domestic

couns.
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These laws also often carefully define the relationship between the operator's licensee and

the stare as sovereign owner 0 f the minerai properties. They a1so define the relationships

between the surface owners and the holders ofminerai rights as weil as among the operators

themselves.

As most ofthese countries lack sufficient finances, technical ability, marketing connections,

and the managerial skills required for large scale mining operations, there is a strong

tendency to contract out to foreign controlled entities. The investor undertaking the

development ofsuch a minerai property is often in partnership with the govemment in a joint

venture or in a consortium which includes multinational institutions. Their job is to

spearhead profit-motivated development by encouraging private investors who would

otherwise he unwilling to invest, due to the perceived high-risk of the venture.

8.4.2 Main Features of Anglophone Mineral Titles

In English speaking countries, minerai tides are granted according to the scale of mining

development, the type of mineraI, extraction method, and the stages ofminerai development.

Most modem statutes allow the minister diseretion in classifying minerais. In Tanzani~

Zamhia and Botswana, building and industrial materials fall-in one class of licensing

arrangements, while in Malaysia and Tanzania, among others, precious stones are given

special treatment. This separate lieensing treatment in sorne jurisdietions also applies to

radioactive materials.

Although the seale ofmining development is not explieitly defined in most mining acts. size

is usually taken into account, when awarding minerai rights for certain minerais. Licences

for relatively unsophisticated small-scale operations generally involve smaller areas and are

issued for shorter periods.
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(i) Large-scale mining operations: prospecting or recoDnaissance Iicence ll

A prospecting pennit or a reconnaissance licence typically:

l. Coniers on the holder the right to explore for 12 months, is renewable, and allows the

installation ofcamps! and temporary buildings;

Il. Requires the applicant to describe a prospecting program with estimated cast.

iii. Requîres the applicant to report adequate plans for training of locals and procurement

of local goods and services;

IV. Is refused if the applicant does not possess adequate financial resources and the

necessary comPetence and experience;

v. ~[ay prohibit transfer or assignment of any interest or rights contained therein \\ithout

prior authorization;

vi. Generally coniers no exclusive right of the search over the reconnaissance area. though

it may award exclusivity over mineraIs discovered during the tenns of licence. The

government may issue other licences for other mineraIs in the same area: and.

vu. Does not confer on the holder any rights to remove or destroy materials found. \\;thout

authorization.

There are a1so obligations on the distribution of infonnation and repons for the intent of

monitoring all stages of operations. The reconnaissance licence is a useful devÎce for

investors to identify ail the imponant aspects of the terrain before investing large sums on

exploration programs.

Il Compiled trom Gabre-Maryam, 1989.
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(ii) Exploration Licence

The second type of minerai licence is called an Exploration Licence or Pennit. The duration

of the license is usually 3-5 years with automatic renewal for those who are not in default.

With prior consent of the authorities, assignmen~ transfer or sale of mineraI rights is

possible. At this stage, detailed logs of the exploration efforts must be kept, and periodic

repons must be submitted.

(iii) Development Rigbts

The final stage is the granting of development rights which are given to an exploration

license holder who has a) established that the mineral for which he holds a license exists in

commercial qualities within his exploration area; b) bas sufficient financial resources; and

c) bas satisfactory technical capabilities. With the exception of small-seale mining operations

and building and industrial mineraIs, no mining can take place without the granting of a

mining lease. No mining lease can be granted unless the authorities are satisfied that the

rights of any other exploration license holders for that land would not be substantially

prejudiced by the granting of the lease, that ail license-holders for that land consent the

granting of the lease. or that it is in the public interest to grant the lease. However. as the

licence-holder may resubmit an application for development rights. sorne provisions

concerning this process May restrain the authorities, particularly subordinate officiais. from

behaving arbitrarily in exercising their statutory powers.

The maximum period for whicb a mining lease is granted is 25-30 years. often giving a

limited right of renewal that is within terms and conditions set by the holder and the

authorities. If the holder ofa mining lease finds further deposits of the minerai specified in

the mining lease, or a minerai not specified in the mining lease, the issuance ofan additional

lease or the modification of the existing one is often guaranteed.
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(iv) SmaU Scale Miniag Operations

ln most countries, world-wide, regulatory schemes for large-scale operations tend to consist

of the three-step system described above. Under most mining acts, a much simpler licensing

procedure exists to promote small-scale mining. For instance, substantial expenditure is not

a condition for the granting of rights either at the exploration or mining stage. Small..scale

mining rights are usually granted only to nationals or to national institutions such as co

operative societies or registered villages. In most LOCs, industrial and building minerais are

licensed as small-scale operations.

Since the conditions put upon the small-scale miner are minimal, the riùe of the small-scale

miner to prospecting and mining rights is less secure than that of the large-scale miner. The

administering authorities, hOYleVer, are generally granted wide discretionary control to

impose other conditions deemed necessary by govemment policy (Barry, 1996; Kumar and

Amaratunga. 1994).

8.4.3 Main Features of Francophone Mineral Titles

In French speaking jurisdictions, the grant of mineral rights. both for large and small-scale

mining, is slightly different from those described in the previous section. ~linerals are

divided into tVlO basic categories: mineable and quarriable substances. Although quarries

belong to the surface owner, their exploitation is subject to conditions set by the govemment.

On the other hand, mineraIs belong to the state.

There are different types of pennits regarding mining. The tirst is personal authorization,

which is granted for one or more minerais over a specified tenitory. It is entirely

discretionary, covers a limited time, and can he revoked at will. A Search Pennit is similar

to the Anglophone exploration license, and is an exclusive pennit over an area for a

designated minerai or minerais. This permit is renewable, provided the holder does not
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breach any regulations. Although the pennit cannot be leased or mortgaged, it can he

transferred or relinquished. Any search permit holder who discovers commercial quantities

of a minerai, and who has fmancial and technical resources, is entitled to an Exploitation

Pennit, which gives the right to exploit the minerai. Although this pennit is for a shorter

period, it can he renewed as manyas four times. A concession follows the Exploitation

Pennit, and is granted for no less than 30 years, giving the holder extensive powers to exploit

the minerai for which the pennit is granted.

Ail the traditional rules found in English speaking jurisdictions governing the relationships

between mine operators, surface owners, and lawful occupiers are aIso meticulously

prescribed in these French speaking jurisdictions.

8.4.4 Stability of Fiscal Regimes

Mineral exploration and developrnent require years of active effort. as weil as large amounts

ofcapital, which is generally in short supply in LDCs. It is invariably the investor who must

provide ail the risk capital (equity) in the early stages of minerai exploration. As a mixture

of risk capital and loan funds is common at the production stage, it is not unusual for the host

govemment to seek out sorne kind ofequity participation. Thus, the prevailing tiscal regime

and the investors' expectations as ta continued stability in the jurisdiction of mining

operations have an important bearing on investment decisions. The overall fiscal bwden and

its composition.. mainly payments as a share of gross revenue and ofprofits, and the timing

of these payments to the host govemment are extremely relevant to the decision to invest.

An unstable fiscal regime may justify a higher risk premium on the investor's discount rate

used to calculate the net present value of the project. Before putting up the risk capital,

investors want to know about royalty, 1a.x and foreign exchange arrangements. Thus, if a

govemment \\ishes to promote the development of its minerai sector in association "ith

foreign private investors, it is essential to have a clear poliey on these issues.
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8.4.5 Survey Questions

ln the survey, two questions were asked about the mining code. First, it was necessary to

know how many of those involved in mining activities were adequately familiar with the

mining code. The results are shown in the following table. As can be seen, only about one

third of the respondents from SSMs were quite familiar with the Mining Code of Iran (MC),

whiie 71% and 88% ofrespondents from M.\Œs and the Administration, respectively. were

quite familiar with the MC.

Interestingly, only 63% ofrespondents from LMEs were adequately familiar \\ith the tvlC.

This is because the LMEs have very Unie reiationship with the MC. As \\i1l be discussed

iater in this section, a major drawback of the tvlC is that it does not dominate the main

activities of LMEs. Another interesting observation was that 330/0 of resPOndents were not

adequately familiar with the MC, the la\v that govems their mining activities.

Table 8.4 Familiarity of Respoodents with the Mining Code of Iran

~~__-ro;-l1lfilBa- . ~~
Adequately familiar 33 71 63 88 57

....__BI9fil
Not familiar enougb 15 17 0 0 9.._---
Total (%) 100 100 100 100 100

The second question asked was concemed \\ith the opinion of respondents about the

country's mining code. From the beginning of the FFYDP, the idea ofrevising the MC was

raised in the~t and among the mining companies. A group ofspecialists was assigned

to review the MC and to comment on changes needed to make it more attractive for

investrnent and mining activity.

8-23



• As the table below indicates, the majority of respondents (about 60%) replied that the MC

needs minor revision. Only 3% of respondents believe that the MC needs a major revision.

Among the various groups of respondents, governmental agents favoured modification of

the MC. Ag~ as the large state enterprises have fewer dealings with the Mining Code, they

were less concemed about difficulties arising from the current MC.

Table 8.5 Views of Respondents about Revision of the MiDiDg Code

~_"_It!I1__
Major revision 2 0 5 4 3

-~-~~_.. ~;::;~ _illlllfiti~ ..~
No revision 16 33 22 12 20

Total (%)

"_BR__
100 100 100 100 100

•

As a supplement to the above question. those polied were asked to list those parts of the ~[C

they felt needed to be modified. Their answers are surnmarized belo"":

8.4.6 Comments of Respondents Regarding lran's MiDiDg Code

1. The problem is that every employee al the ~[~I~1 considers himselflherseIf to be the

interpreter of mining law. The mining code should establish an article. clearly stating

a specitied personlbody/unit whose responsibility is to ensure that this la\\" is entorced

fairly;

11. ln order to improve the current mining code, the ~[NIM should ask the views of

minerslmining companies, especially those in the privale sector, regarding the changes

required. These should not be limited in the private sector, provided they have the

required expertise;

111. The procedures for obtaining EPs are good. The mining code should encourage minerai
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processing. Therefore, the period ofmine exploitation should he increased to 30 years;

IV. Although the mining code itselfis a good law, other amendments and directives issued

by the MMM make things complicated. Each Deputy of the Minister sees himself as

a lawmaker, and/or interprets the minerai code subjectively;

v. (fthe private and public sectors were treated indiscriminately by the mining code, the

result would be a boom in minerai activities; and,

vi. The bureaucracy of issuing mining rights should he reduced, and the procedures for the

collection of royalties should be spelled out in the law.

8.4.7 COD(luding Remarks

Due to a scarcity of public funding for minerai development in the country, the mining law

must be such that it can in itself attract private financial interest. Accordingly. the mining

code serves a very important function in presenting prospective investors ~ith a clear,

consistent, and approved set of guidelines for minerai investment. The law should not he a

legaI camouflage, but should instead be a professional statement for articulating the country's

policies towards investment in mining ventures (WaIde, 1989).

Modem mining codes intended to provide a framework for large-scale private investment

rest on two guiding principles: the investor has a right to explore lor and mine minerais in

return for specific commitments which can he assessed and monitored: and the investor

should have secure and long-tenn tide to mining rights. The mining code should treat ail

investors equally, public and private, domestic and foreign. The mining code should

encourage efficient and orderly exploration and development.

Attitudes towards national sovereignty, the regulation ofmining activities, and the need for

investment all bave influence on the drafting and enactment ofmining legislation. Policies

ofother countries~ drawn from a comparative survey, may aIso he beneficial in drafting new
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mining law. In~ like many other developing and sorne developed nations, sizeable public

sector organizations for mineral development exist. The mining code itself, however, is

partially market-driven, and partially centrally-planned. In order to increase private sector

investment in mining ventures, the rnining code of Iran has to be modified[2. ln particular,

the length of mining lease permits should he extended to at least 20 years.

8.5 THE LABOUR LAW

The Labour Law is the main legislation that regulates industrial relations and protects the

rights ofboth workers and employers in Iran. The Labour law summarises specifie minimal

standards regarding salaries, working hours~ overtime, etc. In~ a legal work\veek is 40-44

hours and the annualleave is 30 days. Workers in Iran are protected by the Social Security

Act. whieh eontributes to Medical treatment. compensation for work-related accidents.

disability. death and the like. Such indemnity is funded from 7% deduetions in employee

salaries as weil as 21% paid by employers.

The existing Labour Law, enacted in 1984, is quite similar to the previous law. which had

been in existence for 30 years. The main difference between the two appears in three aspects:

reduced working hours, restrictions on dismissal of workers, and tougher health and safety

regulations. These changes. while beneficial to the workers, met with opposition from

employers.

Sorne groups ofemployers believed that the labour law needed a complete overhaul. whilst

others believed that ooly minor modifications were required. Labour law is important in any

investment decision, including particularly foreign investment, and due to the variet)' of

opinions regarding the existing law, labour law was one of the main issues ofconcem in this

survey.

12 This comment was driven from the author's survey. As mentione~ during the course of this
research, the mining code was modified in arder ta atttaet new investments in the minerai sector.
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8.S.1 Survey Questions

To this end, two questions were asked. The first question was, ·'How do you rate your

jàmiliarity with the labour Iaw?'~ and the second question was, ··Does the labour law need

revision?

With regard to the tirst question 330/0 ofrespondents from SSMs, 72% from M1\Œs~ 56%

from LMEs and 50% of mining administrative respondents were adequately familiar \\ith

the labour la\v. As seen~ two out of three small-scale miners were not adequately familiar

with the law. This is partly due to the fact that most small-scale operato~ often employ few

workers. the majority of whom are family rnernbers. relatives. close friends and non-trained

workers. Sïnce the labour lawexempts family businesses, and. to sorne extent. other srnall

businesses, these do not have many dealings with the labour law. Only 500/0 ofadministrative

respondents were adequately familiar with the labour 1av.·. This is surprising, because

although sorne of those respondents have no direct connection with this law~ they should he

adequately farniliar with it due to the nature of their responsibilities. The follo\\'ing table

gives the complete results.

Table 8.6 Familiarity of Respondents with the Labour Law1ii_"_IB__
Adequately familiar 33 71 S5 52 49.._---
Not familiar enough 4 8 2.._---
Total (%) 100 100 100 100 100

With respect to the second question, 20% of all respondents believed that the labour law

needs major revisions. About 30% believed that it requires minor revisions~ namely the

articles related to the dismissal of the workers, which under the existing law is not easily
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done. Sorne 33% ofrespondents saw no need for the revising the law. These statistics show

that strangely, the administrative respondents were most in favour ofchanges in the labour

law, even though half of them were not adequately fantiliar with il. The following table

provides results associated with the second question.

Table 8.7 Views of Respondents about Revisions to the Labour Law

-----Major revision 13 33 18 24 20.._---
No revision 46 33 22 24 33

------Total (%) 100 100 100 100 100

The following is a brief review of eomments given by the respondents. This section is

divided into the categories defined in the survey.

8.5.2 Comments from Respondents

Comments from LMEs

The Labour Law~ as mentioned. is there to proteet the rights ofboth workers and employers.

However, many respondents believed that the fvlinistry of Labour and Social Affairs.

responsible for supervising this law, has 50 far failed to apply the law fairly. They mentioned

that while the ministry bas maintained its eontinuous support for the workers. it has created

a lot ofconstraints on their employers (mostly industrial investors).

This bas increased the cost to industrial investors and has made the market very competitive.

The industry market is~ therefore, very expensive for new industrial investors and sorne of

those already in the market are trying to leave. Those industrial investors who leave the

market tend to enter the trading marke~ where, along with other advantages, there are less

8-28



•

•

employees, and thus fewer labour...related problems. This, however, causes a serious

imbalance between the number of industrial investors and the number of trading investors.

Having said thîs, these respondents concluded that the disadvantages of the Labour Law by

far outweigh its advantages. A few respondents were even more radical, and suggested that

this law would not improve industrial investrnent at all, as it completely neglects the rights

ofemployers and over-protects labour.

Sorne complained about the safety regulations and believed that regulations conceming

health and safety in the work place are too rigid13. They added that employers are always

unfairly blamed for workers' accidents in the Accident Reports completed by the Labour

Department. Sorne felt that this reflected that the Labour Depanment is not familiar "ith the

structure of mining activities.

An experienced manager believed that the labour law in itself was not problematic. Rather.

the problem is the lack of''''working culture" on the part ofworkers. He added. "the Labour

La\v should not have decreased work hours since Iran needs rebuilding after the war1-l. ~lost

respondents \vere concemed, in particular. "ith the section conceming the dismissal of

\vorkers. They believe that under the existing Labour Law, it is difficult to dismiss a worker.

Although this may seem beneficial for the workers, the reality is that employers. fearing

problems associated with dismissal of their workers, tend to employ new workers on the

basis of temporary conttacts. This impedes the creation of sufficient long-tenn emplo~ment

13 According to the Labour Law, a Supreme Safety Councit chaired by the Labour Minister. is
responsible for promoting work place safety and health, and issuing occupational safety and health
regulations as weil as codes of practice. The Supreme Safety Council also oversees the activities of
the safety committees that have been established in enterprises employing more than 10 persons.

14 The labour law establishes a five to six day work week of 40 to 44 hours ma.ximum (except for
overtime at premium rates), with one to two days ofrest (nonnally Thursday and Friday) per week.
as weil as at least 12 days per year of leave with pay and a number of paid public holidays. The
workweek was 48 hours in the previous Labour Law.
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in the minerai sector, and May eventually cause high unemployment levels in the industrial

sectorJ5
•

Comments from MMEs

As with large-scale operators, sorne members of MMEs believed that the law itself is

beneficial, but do not like its implementation by the Labour Department. [n most disputes

between workers and employers, the arbitrators side with the Ylorkers. They also feel that

employers should have more rights when it cornes to dismissing labourers (as \vas the case

in article 30 of the previous law).

One respondent raised a very important technical point. He said that the text of the law is

very complicated, and should he changed so that it becomes clear, precise and easy to

understand. A mining engineer suggested that other relevant sources should be studied to

irnprove the Labour Law, since, in its present state. it lacks items crucial to mining activities.

such as conditions ofwork in mines, etc.

Comments [rom Administrative Respondents and Small-Scale Miners

These rn"O groups raised more or less the same issues as discussed above. Their comments

can be summarized as follows:

1. Complete right to dismiss workers should be restored;

11. In its present state, it is the Workers' Law and not the Work Law (i.e. it tà"ours

workers);

iii. Mining workers should receive higher salaries and more fringe benefits:

15 Although workers and employers, according to Article 131 ofIran's Labour Law, have the right to
fonn and join their own organizations, in practice, there are no real labour unions. However. a
national organization known as the "Worker's House", founded in 1982, is the only national labour
organization with claims to represent alllranian workers. It works closely with the Islamic councils
that exist in many large enterprises.
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IV. The Labour Law does not support employers;

v. There is nothing wrong with the Labour Law, as it improves efticiency by obliging

workers to ",·ork in a responsible and effective way;

vi. The Labour Law should be changed and presented in a way such that all investors

would he interested in investing in industrial and mineral activities;

vii. The law itself is good. 1 feel, however, that it is not being applied correctly by the

Labour Department;

viii. The Labour Law should create more incentives for those who are working night shifts,

in remote areas, in plants, in factories, in field work, etc.; and,

IX. The Labour Law should create incentives to have engineers come out of theic air

conditioned offices and iota real fieldwork. Our engineers and technical people have

changed iota administrators and bureaucrats.

8.5.3 Concluding Remarks

The general consensus of the respondents seems to be that like any other regulation or

legislation. the labour law has sorne weaknesses that prevent it from achieving its full

potential.

First, due to Iran's labour law being expressed in complicated and specialist language. it is

very much open to interpretation. Setting out the labour law in as simplified a fonn as

possible would lead to fewer misunderstandings and subjective interpretations during the

implementation phase. As Walde (1989) mentioned, desiderata in any law are: HSimplicity.

c1arity, concision, consistency, precision and tlexibility."

Second, any dispute involving employers and the labour force is referred to Regional Labour

Offices, who, according to sorne respondents, tend to he biased in favour of the latter.

However, if the labour law is to he implemented in a just manner, personal prejudices must
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he left out of the judgement process, and Regional Labour Offices should try to maintain as

neutral a position as possible. One way of insuring such neutrality would, again, involve

simplifying the existing lawas much as possible so that ail parties cao understand their

position vis-à-vis its articles.

Third, the majority of respondents believe that the hiring and firing procedures should be

more flexible. Experience of recent years shows that constraints on layotTs have discouraged

hiring of new workers in the private sector and has increased informai and temporary

employment, which in Most cases does not provide workers \Vith required safeguards. Based

on these changes, the implementation of the labour law stands a higher chance for becoming

fair to both the employers and the labour force.

8.6 EXPORT OF MINERAL COMMODITIES

The development of non-oil experts has been a major sttategy of the govemment in recent

years. There are severa! reasons for this emphasis. Firstly, producing for export forces the

manufacturers to improve the quality of their products, thus enabling them to compete "ith

products from other countries. and. it aIso compels the country in making bener use of its

manpower and naturaI resources (such as mines). Secondly, production for export also

results in increased employment, leading to a more equitable distribution of income.

Through higher employment, the level of expertise rises and this in tum generates more

incorne (Iran Chamber ofCommerce, Industries and Mines' Quarterly Magazine, Vol. 2. No.

l, 1994). Finally, considering Iran's limited foreign currency resources, exPOrts aIso prolfide

companies with the bard currency to import the products, machinery and equipment required

to keep their production on track. A stable and diversified export market a1so consolidates

the production process and provides a safe haven for local industries

In the minerai export arena, priority is given to those commodities which provide high added
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value. Accordingly, effort is being directed towards the expansion of the export of such

commodities, as weIl as the construction ofmore minerai processing and metallurgical plants

for the export of items with increased added value.

8.6.1 Domestic Market and Expom: Directions for Improvement

Given the size and structure of the lranian economy, the domestic market is the supporting

pillar of exports: although export markets are vital for eaming foreign exchange. the

domestic market is the base for production. A secure and strong domestic market encourages

greater production and increases exports proportionately.

This necessitates the mobilization of the domestic market to consume locally produced

products. Supporting the consumption of local products, however. should not come in the

fonn ofgranting monopolies. Rather. the support and protection ofdomestic products should

be limited to a point where the local products remain competitive. Othernise. unreasonable

protection would produce unhealthy industries, lacking the quality demanded from export

products, and constanùy in need ofsuhsidies to survive. Thus protection must act as ignition.

not as the fuel for motion.

The flourishing of local products in domestic markets is only possible if the local products

retain their competitiveness with similar foreign·made goods, on an equal basis. Ta achieve

this, the local producers will find it essential to manufacture quality products al competitive

priees. Maintaining such conditions would enable Iran ta compete in international markets

and expand its exports. In short, supporting national products is a must. if local industries

are to expand and become self·sufficient. However, protection policies must he reasonahle

and rational 16•

16 If local producers became intemationally competitive, they would automatically he more
competitive at home, and not in need of protection.
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• 8.6.2 The Sunrey Questions

Regarding the state of the market for mineraI commodities, the following questions were

asked. Qi: How is the market (domeslic/foreign) for your products now?

Q2: How wouIdyoupredict the marketfor your producls in the next three years?

Q3 What are the main problems and bottlenecks in the export ofmineraI commodities? and

whol are your suggestions and comments 10 solve those problems?

The follo\ving tables detail the responses to questions one and two.

Table 8.8 State of the Market (DomesticIForeign) for Respondent's

Product(s) at Present

<4'.' " - '; ~ ..," • -.-

:1;~~ti~~ :.~. :~Z~~~:~:·~

SSMs

MMEs

Domestic

Domestic 33 42 21 NIA 4 100._--- ~-~._--~.. . _ .•.. : ::,..,.,•.-_...••--I--w..:

. . ...~ ['~:~~~.~~d~

SMEs
Domestic
:;~r~J _~~:,,:; .."."_':,.:;: 1 ~ ~." ~,

.)zt:.~~~: ..~~\::"':/ .;~~:

•

GD= Good.. NVG= Not Very Good.. \\iK=W~ NEx=No Expon. NR=No Rc:sponse



• Table 8.9 State of the Market (DomestieIForeign) for Respondent's

Product(s) in the NeIt 3 Years

••111111-
SSM!

Domestic
- ~ . - ..... -.~ ~ ~ .... ~ .

'~f}~,~j<~S / :;.:),~\:~.:;.: :<::.'

Domestic

46 24 IS NIA IS 100......-
58 21 4 NIA 17 100•••••-

SMEs
Domestic 47 15 8 NIA 30 100

.111111I11_1
GD= Good. NVG= Not Very Good. WK=Weak. NEx=No Export. NR=No Response

•

Regarding the state of the domestic market at survey time, except for the large mining

companies in monopolistic or oligopolistic situations, the market \Vas not very promising.

especially for the SSMs and l\1MEs. SSMs are the major producers ofconstruction materials

and MMEs are the major producers of industrial materials.

The main reasons for the weak market situation for SSMs are as fo11ows:

1. Due to the high increases in the exchange rates with foreign currencies. prices \Vere

very high in general, and this resulted in a reduced demand for minerai commodities:

11. The number of govemment construction projects had been decreased and this affected

the construction materials market. However, most respondents believed that the

number ofthese projects would increase and were optimistic about the market situation

in the near future; and.

Ill. A majority of thase who responded that the market was weak were producers of

decorative stones. Because ofa rapid expansion in the production ofdecorative stones.

the market had been flooded. Because of the high excbange rate, bowever, the export

situation was bener.
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Regarding exports, all producers surveyed believed that the market would improve. The

main reasons for this optimism were as follows:

i. Sorne SSMs and MMEs were in the early stage of exporting their products. They

expected their exports to increase over time, as they were gaining more expertise;

11. As a result of the expansion of the trade relations between Iran and CentraI Asian

countries, new demands for mineral commodities were expected; and,

Ill. The export markets for steel products were rapidly gro\\ing. Tberefore. the L~tEs.

particularly steel producers, expected a bener export market in the future.

It is noteworthy ta mention that Iran has a relatively big domestic market. This. along \\ith

the markets in neighbouring countries and the good quality and variet)" of minerai

commodities. could provide a relatively good and stable market for mineraI commodities.

If these advantages are coupled with good marketing practices. the mineral sector shauld

escape problems related to product demande

8.6.3 Iran's Mineral Exports: The Problems

As stated in chapter 6, the export value ofminerais during the FFYDP stood at $307 million.

representing 23.6% of the target figure. However, the value of exported metallie produets

amounted to $1083 million. whieh was 27.5% more than the plan's target. Therefore. the

perfonnanee of the sector in metal exports was very good despite ils poor overall

perfonnance17.

In the ~~r s annual report (1996). the poliey of this Ministry ta avoid the export of

unprocessed commodities was given as the main reason for the poor perfonnance of minerai

17 For instance, according to the Minister of Mines and Metals, Iran produced 5 million tonnes of
building and decorative stones in 1996. Onl)' 160 000 tonnes of this was exported (1Rl~A, September
21, (997).
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exports. However, survey respondents gave the following reasons for the poor perfonnance

of minerai exports:

1. Lack ofobservation of intemational standards in the quaiity, packaging, transponation

and marketing of mineral exports;

ii. Instability in govemment policies conceming importlexport regulations, foreign

currency, exchange rates, and custom and otber relevant rules and regulations;

Hi. Lack of adequate financial resources and marketing skills in small and co-operative

mines;

iVe Poor planning skills ofexponers and bureaucratie procedures for non-ail exports:

v. Lack ofco-operation between customs authorities and minerai exporters in case of a

problem;

VI. Inadequate transpon facilities and lack of docking channels for export goods; and.

vii. Lack of adequate tax incentives for exporte

In addition to the above factors given by the respondents, the overvalued currenc)" had a

negative impact on exports. During the FFYDP, the exchange rate fluctuated. [n 1995. the

govemment fixed the exchange rate at 3000 Rials per US dollar. Many economic observers

believed that this rate did not reflect the real value of local currency. Accordingly. one

problem area in the export of minerais is the distoned prices caused by an overvalued local

currency.

One key characteristic of an overvalued (as well as undervalued) currency is that the official

exchange rate does not appropriately reflect the price of goods and sel'\ices sold in the

country. This means that domestic producers receive less by way of local currency from their

exports than they would, if the "market-related" exchange rate was used. The problem is

compounded if there is a shortage of foreign exchange.
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8.6.4 Summary of Respondent Comments about Improving Mineral Export!

1. The govemment should not get involved in the actual execution of minerai export

activities and should leave this task to professional private companies;

11. Transportation problems should he solved. At present, the transport fares are very high

and the required vehicles are not available;

Ill. The MMM and lranian embassies in foreign eountries should colleet market

information t8 and make available the necessary information about Iranian export

commodities;

iv. Customs should cooperate with exporters;

v. Regulations should support exports. The rvlMM should assume the planning and

supervision of minerai exports;

vi. New docking channels should he built for exporting goods;

vu. There should he only market exchange rates:

Vill. There should he tax incentives for exports:

IX. The rvl~[M should provide training for exporters:

x. There should he changes to the relevant regulations in arder to ease barriers for expons:

xi. Qualified and experienced managers should he employed to carry out export activities:

and~

xii. The rv~t:M: should not intervene in the export ofdecoraùve stones. This should be done

by the private sector.

8.6.S Concluding Remaria

t8 According to Tiessen and Merrilees (1998), market knowledge, executing timely product delivery
from distance, and fmding good distributors are essential elements for successful exporting firms.
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The following is a review of sorne of the major obstacles to improving exports and sorne

suggestions to solve existing problems.

(i) Improving the transportation situation: Due to Iran's geographical location,

transportation plays an important role in exports (and imports). Accordingly, shipping is an

important part of raw material distribution, which can affect the ability of Iran, a bulk

mineral-producing country, tù compete in international markets and effectively distribute and

market its products around the world.

ln 1994, 94% of imports entered Iran via ports and the remaining 6% anived via land

through border crossings. Out of 15.4 million tonnes of imported goods which were

transported to various regions of Iran from border areas, 81% (12.5 million tonnes) were

shipped by truck and the remaining 19% by train. As for the exportation of goods. 79010 were

handled by truck and 21 % by train (Kahani, 1995).

Kahani (1995) further asserts that although marine transportation and railways have played

a more dynamic role in transportation since 1994 than in the pre-1994 years. truck

transportation still plays a substantial role in the handling ofgoods and materials. Increased

usage of railways is required to facilitate the transportation of heavy and bulky mineral

materials and goods within the country. Further, as stated by most survey respondents.

shipping May he a significant constraint in promoting minerai exports. There are deficiencies

due to the inadequacy of port facilities. Therefore, appropriate policies should address such

deficiencies. Such policies should focus on the acquisition of more knowledge of shipping

and marketing, an active participation in the freight market. the utilization of the shipping

industry's full potential, and the improvement of the efficiency of Iran's port facilities. The

implementation of such policies will improve the country's ability in negotiating shipping

and marketing arrangements~ and may mitigate and relax sorne constraints on its minerai

exports.

8-39



•

•

(ii) More involvement in intemational trade rain: Establishing and participating in trade

fairs and exhibitions May he an effective way of improving Iran's minerai exports. For

instance, the Fourth International Exhibition of Mining Machinery, Equiprnent, and

Decorative Stones, held in Tehran in 1995, was attended by sorne 127 dornestic and foreign

finns, who showcased their goods and equipment (Iran News April 30, 1995). This

exhibition was declared a success by MMM authorities.

(iü) Amalgamation of small private sector players into larger firms: The MMM's rnove

to privatize sorne state·run mines is praiseworthy. HOYieVer, sorne survey respondents stated

that small private frrms with limited financial assets could not play a major positive role in

the exploitation of mines for export purposes. Therefore, it might he more appropriate to

amalgamate these small firms to fonn relativelv large co.aperative fmns l9
• which. for the

follo\\ting reasons Yiould make more positive contributions.

1. Possessing enhanced financial assets, a large finn is able to import more advanced

technology into the sector and export products \\;th a higher value added:

11. A large finn is able to invest capital into mines which might he initially cost·intensive

but which would ultimately yield high outputs; and..

Ill. Effective marketing is a prerequisite for successful exports. A finn \\ith more financial

ability is able to undertake marketing procedures on a globallevel more easily.

(iv) Forming joint export I:ompanies: A good way of improving the export of mineraI

products, and for decorative stones in particular, is by forrning joint export companies \\ith

countries who have expertise in that commodity. [t \vould be even better ta forro a

production..export joint company \\ith another country and invest jointly in ventures tor the

19 Large finns~ however, have their own negative features: slow to move, inflexible. bureaucratic.. etc.
The suggestion is to fonn relatively large c«Hlperative frrms, which, while keeping their tlexioility,
would be able to play a better role in expons.
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production ofexports to world markets. The profit would then he shared proportionatelYo.

(v) Other ways of expandiDg minerai exports21

1. Adopting appropriate policies on foreign exchange, required for the stability and

prolnotion of exports;

11. Supporting the Export Promotion Bank;

111. Adopting proper policies on credit facilities and taxation;

IV. Establishing and then promoting marketing offices abroad;

v. Making substantial investrnents in market research and product development:

vi. Making effective use of the free trade zones for the promotion ofexports and reducing

trade barriers;

vii. Sening up and supporting minerai export unions and co-operatives~

viii. ~fak.ing effective use of the Internet and foreign mass media by exporting tirms for

marketing and advertising;

ix. Introducing eXPOrt incentives for completely processed goods: and..

x. Setting up data banks for exporters (Barrasiha-ye Bazargani. Dec. 1997 & Jan. 1998).

The fulfilment of the above-stated policies requires that aIl available potential be exploited

and a skilled work force he employed. Promotion ofthe society's export-oriented culture and

the co-ordination ofexport activities could facilitate the achievement ofeXPOrt targets. lt is

aIso essential to promote non-oil exports in a reasonable and specialized manner by sening

up expert groups composed of teachers from universities and training centres along \\ith

traders~ exporters and market researchers from various organizations.

20 Recently, a joint production-expon company has been established with ltaly for exponing
decorative stones.

21 Most of these guidelines are set for the Second Development Plan to promote non-oil expons.
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As a final note, it is important to mention that while expanding the export ofexisting minerai

products, Iran must make a serious effort to join the league of important producers and

exporters ofother industrial and minerai products and produce commodities for which it has

a comparative advantage. There are possibilities for exporting other mineraI products, as

weil as offering technical services, particularly to Central Asian countries. For instance, up

to fe\\t years aga, the idea of Iran becoming an exporter of steel, copper and aluminium

products was improbable. Today, these, and many other products are leaving the production

Hnes for export.

8.7 ENVIRONMENTAL ISSUES

Proper stewardship of the environment is one of the greatest challenges to face the mining

industry in recent years, particularly in developed countries. ln order for the mining industry

to develop properly, the industry must commit itself to effective and reasonable

environmental protection programs that are aiso consistent \vith growth. However. meeting

environmental requirements can be costli2
•

Environmental and amelioration issues are less of a concem to LDCs. panly due ta the fact

that LOC governrnents are trying to create less restrictive fiscal environments in arder to

attract invesunent (Ibid., 1990). Zaamwani (1994) also confinns this argument. ln his study.

he evaluates policy and legisiative frameworks for managing environmentai impacts of

mining in tive mineraIs exponing developing countries23
• While giving an overview of the

evolution of the environmental protection dilemma facing LOCs when balancing their

development plans with environmental conservation, he argues that unfortunately many

11 The Windy Craggy Co. in British Columbi~ Canada is a good example. This company spent o\'er
$50 million on new exploration only because it has been stopped from mining a 165 million tonnes
deposit for environmental reasons (den Ouden, 1990).

13 South Afric~ Botswana, Namibia, Papua New Guinea and [ndia
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LDCs, in practise, have moved away from environmentally sustainable development

policies. They have often argued that observing environmental standards adversely impact

the operating costs ofmining projects., with sunHar effects on attracting private investment

(Zaamwani~ 1994).

By investing of the legislative frameworks in the case studies~ he found that although these

countries have comprehensive environmental protection laws and regulations.

implementation and enforcement of these laws is impeded by administrative and institutional

inefficiencies. He concludes that despite the presence of comprehensive measures.

environrnental degradation in LDCs is continuing. Ouden (1990) believes that this trend.

however, is only short-term, as environmental concems will soon he voiced in those

countries~ commanding rigid legal requirements on environmental issues.

In lran~ despite ManY improvements2~, environmental activities in the mining sector have yet

to be considered a priority by the miners. The main environmental impacts ofmining and

metallurgical operations in Iran are the health and safety problems caused by the emission

of particulate maners and other toxic materials (Heydari. 1994).

Experience suggests that small-scale mining may also have had adverse effects on the

environment. In this regarcl the govemment needs to address sorne technical. economic and

social considerations (Kumar. 1995). As is generally observed~ small-seale miners lack the

knowledge and facilities to exercise environmentally sound techniques. ft is the ~I~t~r s

duty, therefore, to monitor, assist and encourage eompliance \\ith certain standards. The

Organization of the Environment25 should set, reassesses and monitor the minimum

24 Recently, the Minister of Mines and Metals announced that novel mining and prospecting
technologies were being applied to protect the environment. He added that directors of prospecting
companies were obliged to set aside an environmental protection budget in their annual budgets and
meet environmental standards (ISO-14000).

!S The Organization of the Environment is the main Govemment agency responsible for
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standards of compliance and the MMM should provide technical assistance in designing

optimal mining systems.

8.7.1 Govemment Role in Environmental Protection26

Regarding the raie of LDC govemments in environmental protection, it is notable that there

has been a shift by govemments away from centralized deeision making on control

procedures and the use ofdetailed, prescriptive and inflexible standards to more flexible and

realistic standards that are practical to apply. Governments are now focusing on measures

such as creating incentives~ providing infonnation. and encouraging the establishment of

comprehensive environmental management systems. Application of Environmental Impact

Assessment (ElA) processes along with monitoring of company perfonnance is emphasized.

However. inadequate bureaucratie systems, multi-Iayered govemment. and overlapping

authorities hamper the process (World Bank, 1997).

The lranian Organization of the Environment. as weil as the M~I~I has a major role in

overseeing environmental management in the mining industry. They have to set the

thresholds ofacceptable environmental impact based on adequate environmental resource

infonnation and a clear definition of social values, examine actual impacts. and assist

companies in their environmental functions.

As mentioned, small operations usually require training, suppon services and technical

assistance to confonn with environmental regulations. In the case of SS~ls. sorne measures

such as controlling the sale and distribution of mercury. advising miners to locate in

appropriately designated areas, and assisting in rehabilitation. is said to be helpful for

appropriate stewardship of the environment (Ibid.).

environmental protection and monitoring.

26 Compiled from WorldB~ 1997, cf. World Bank Web Page.
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• 8.7.2 The Survey Questions

With respect to environmental issues, the following questions were asked. (The LMEs were

not asked the first two questions).Ql. ln your opinion. how concerned is the mineral sector

with keeping the environmeJ11 c/ean and safe? The results are summarized in the follo\\"Ïng

table.

Table 8.10 Degree of Concem of the Mineral Sector with KeepiDg

The Environment Clean and Safe
. o+J.:~...-.... ',"'.')

~~Y~,t>"~1e:-~" .;': '~.! --_..
Adequately concemed 74 38 32 SS

----No answer 6 20 28 1S._---
As can be seen overall, more than half of the miners/mining companies seems to be

adequately concemed about environmental issues. This is a good sign of improvement.

Q2. To what extent is the environment in your mining area c/ean? These are the results:

Table 8.11: The Extent to wbicb the Environment in Mining Area! are Clean

----Adequately c1ean 72 S4 36 S9

~----No answer 8 13 28 14

----

•
According to the answers given, the SSM sector believed that in 72% ofmining operations

the environment was unpolluted, while the government gave a figure of ooly 36%. The

MMEs were in between these two values (54%).
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Differences in views suggest that there are no commonly understood standards about what

constitutes a clean and safe environment. The Iranian Organization for the Environment and

the MMM should join hands to conduet a program of awareness and education on

environmental issues relating to mining operations, partieularly for the small-scale mining

sector. In the survey, a direetor from one of the ~t's provincial offices mentioned that

due to a lack of budget and manpower, the Organization for the Environment cou!d only

oversee environmental policies in large mining operations, and not the SSM sector, The

latter has remained the MMM's responsibility.

Q3. "To whar exrenr is your mining operation/environment sa/eT' The results are sho~n

below.

Table 8.12: The Extent to which the Mining Operation and Environment are Safe

------Adequately sare 72 S4 62 48 62

------No answer 8 13 8 24 Il

~BIII"_"__·....~:5,-~ , • _ . .~Y:

As sho\\ll. 72% of SSMs, 54% of MMEs, and 62~'O of LMEs believed that their operation

procedures and their working environments were adequately safe. The~I authorities

responded that in aImost half the operations (mostly large companies), the procedures and

the environment were safe. Again, the MMM should be highly involved in monitoring the

safety of mining operations and the environment.

8.7.3 Concluding Remarks

T0 avoid massive environmental degradation, the govemment should provide environmental

a\\'areness and persuade the public and industry that the environment is as important as
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increased productivity. Zaamwani (1994) stated that regulations or even rigid controls do not

always proteet the environment The author's observations during visits to large mining and

metallurgicaI companies, including the giant Mobarake Steel Co., the Esfahan Steel Co., the

Sarcheshmeh Copper Complex, and more than fifty small...scale mining operations, showed

that the environmental issues ofmining operations were hetter understood and implemented

by large companies, as compared to small private operations. As it is usually feh that there

is a Jack of knowledge among small...scale miners to use the most environmentally safe

techniques, it falls on government to oversee the use of such techniques.

The rise ofenvironmental awareness and its impact on the development of the country. and

the provision of technical assistance in creating environmentally safe mining systems are

necessary. However~ il is suggested that the emerging concepts and principles of

"International Environmental Law' (such as sustainable development.. poUuter pays principle

and Industry Guidelines) he incorporated into national strategies on environmenta1 standards

and be carefully monitored (Zaamwani. 1994).

Environmental considerations are as important as the economic, social, and technical

considerations in development planning. Govemments of developing countries should

therefore be environmentally conscious in their development planning and purchasing. The

head of the Iranian Organization for the Environment stated that the governmenfs

environmental objectives should be fully integrated with the economic objectives in any

govemmental projects (Ettelaat International, February 15, 1998).

During the course of site visits, the author became persuaded that in provinces where

keeping the environment clean and safe is a concem ofthe mining regional office, the overall

situation ofthe environment was mueh better than in other provinces. Initiating a productive

environmental framework~ specifie to the regional and geological circumstances in the

eountry, will require the co...ordination of environmental policies and operational linkages
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with environmental agencies. Practically, the regional offices of the MMM must carefully

monitor the environmental situation in rnining areas. These offices should create sorne

incentives for those finns keeping the environment clean and safe, and impose penalties on

those doing otherwise.

8.8 CAPTURE OF MINERAL RENT, ROYALTY AND TAXATION

[n pursuing their revenue objectives from the minerai sector. governments use a variety of

fiscal instruments~ including royalties. incorne tax, additional or windfall profit tax.

severance or export taxes, dividend remittance taxes, and user charges for the infrastructure.

Scott (1991) has stated that mining ta" regimes are essentially designed to achieve

government objectives. However, there are many different contlicting objectives. which

impact on a tax regime. A government should therefore carefully consider its objectives in

light of the special nature of the mining industry, and appreciate the trade-offs which must

be made to ensure a balanced system. The design ofan efficient and effective ta" regime by

the govemment should first find answers to the following questions: [s short·term revenue

the primary objective? Is the government willing to forego sorne current revenue in exchange

for more accelerated development? Is local o\\nership of sufficient priorit)' that the

govemment will accept the consequences of "scaring away" sorne foreign investors? \\Inat

is more important -- a steady revenue stream or a higher participation in profits in high

incorne years?

8.8.1l\lineral Renr7

There are two classic \'iews regarding the concept of minerai rent. These views have been

addressed by Ricardo (1911), who stated that "royalty" and "rent" are the l'ovo elements of

27 Compiled from Sinding, 1993.
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the incorne of a mine, the former referring to compensation made to the owner due to a

decline in the mine's resources (depletion) and L'le latter referring to variations in production

costs arising trom differences in ore quality or location. According to his view, the "Rent of

Mines" is directIy comparable to renting land.

A discussion of rent aIso warrants an examination of two important issues: the distinction

between windfall rent and transfer rent, and the concept of quasi-rents. Windfall profit

originates trom unanticipated price/cost changes, whilst transfer rents occur in a situation

when the holders of minerai rights succeed in excluding the investors from gaining a share

of the expected rents. The existence of transfer rents is justifiable when one considers the

inherently risky nature of mineraI exploration

Quasi-rent may he described as a fmancial incentive for a particular allocation of resources,

which would not occur in the absence of quasi-rent. For instance, investment in mining

exploration and technology in a mining flml May cease in the absence of an adequate retum

on the accumulated mining knowledge. Considering the tàctors cited above~ the remaining

"pure rent" would be non-distortionary and efficient. However, the govemmen~ in seeking

to capture all of the rent from mines, may remove the mine ov.ner's incentive to control costs

(Anderson, 1990).

8.8.2 Royalty and Taxation

Royalty is a levy imposed by the state for the extraction of non-renewable resources. and

May he taken in cash or in kind. Royalty may he calculated per physical unit ofoutput, on

the value ofproduction, or on a combination ofhoth. Although royalty per physical unit of

output has the henefit of administrative simplicity, its real value May erode with inflation,

particularly in extended-term mining agreements. Consequently, govemments favour royalty

based on value, which May be either constant for a particular minerai or made to vary

according to ore quality and/or priee.
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Although royalties are less important compared to incorne tax imposed on mining ventures,

royalties still reduce the govemment's risk, and constitute an adjustable tax that can be

increased or decreased (to the benefit of the operator). Royalties also help to appropriate

windfall profits when prices are extremely high, although the trend is to impose an additional

profits tax rather than increased royalties. The most important imposition made by ail

countries on mining operators is incorne tax on profits. It is cornrnon to all countries

regardless of the political persuasion of the govemment.

With royalty, detennining the appropriate price on which to base the calculations (when the

levy is based on the value of production) is a major problem. This is even more difficult

with income tax: not only the gross incorne, but aIso appropriate deductions must be

specified in order to arrive at the taxable income. The lack of an open market makes the

detennination of gross incorne complicated; thus, in order to deal with the problem of

pricing goods in such cases, govemments have adopted various policies. Governments use

reference or listed prices, whieh may not always he fair to both parties. T0 avoid sueh a priee

being imposed, mining eompanies May rnake sorne independent sales that provide a basis

for assigning free market prices for sale to affiliates.

Deductions lbat are to be allowed in calculating taxable incorne are aIso important in

detennining gross incorne. In most countries, the recognized deductions include: operating

costs; legitimate interest charges; royalties and other fees and bonuses payable to the

government; expenditures incurred in exploration, developrnent and continuing rnining

operations, whether by way ofdepreciation in the fonn ofcapital allowances or capitalized

intangible costs. Although the actual roles vary, the goal is ta recognize the high risks

associated with the mining industry, and to grant the operator accelerated recovery of large

expenses.

Compared ta other types of investments, large mining investments take longer to complete

and longer still to eam revenue. They also have large capital requirements and debt
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obligations. Debt servicing is made easier by tax relief in the early years, effectively reducing

risk and increasing investment incentives. Tax relief, coupled with additional profit tax

schemes, results in a change in the time distribution oftax payments rather than revenue loss.

Once taxable income is established, the actual tax rates are usually the same as other

commercial activities.

Currently, incorne tax rates of 40-50 % are commonly used in various countries. Another

important form of taxation practised by almost aIl states is a withholding tax of 15-20 % on

dividends remitted to outside shareholders. Still another kind oftax is the excess profit tax

that is levied on profits above a certain level deemed to yield a reasonable return on capital

(usually 15-30%). This tax is now gaining wide international acceptance, enabling

govemments to obtain a major share of exceptionally high profits generated from the

extraction of a country's resources, without affecting involvement in potentially profitable

mines. Additional taxes are also imposed once the investors recoup their investment.

Generally, the sophistication ofminerai tax schemes depends on the importance anached to

obtaining tax revenues, the size of these revenues relative to other tax revenue sources. and

whether or not minerai resources are perceived as depletable (depletion imposes a lime frame

within which fiscal henefits must be obtained or otherwise lost permanently).

In addition to royalties, incorne tax, withholding tax. windfall or excess profit taxes and

dividend remittance taxes, governments also use a variety ofother fiscal instruments. such

as export taxes and user charges for the infrastructure. Traditionally, both developing and

developed countries have utilized all these fiscal instl".unents. However, the major difference

hetween fiscal approaches adopted in developed countries and those pursued by developing

countries concems attitudes toward the concepts of "acceptable/nonnal" profitability, socio

political concerns over foreign exploitation, and the extent of government involvement in

the mineraI sector.
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Furthennore, in structuring fiscal packages, developing nations have only recently begun to

consider the secondary implications ofdifferent fiscal instruments. For instance, although

the negative impact ofa sales-revenue-based royalty on cut offgrade decisions bas long been

recognized by minerai economists, high royalty rates persbt in the fiscal packages of sorne

countries which also have contradictory PQlicies designed to maximize the production of

low-grade ores (World Bank, 1992).

8.8.3 The Tax Scheme in Iran: A General Discussion

ln Iran, taxes account for a relatively small portion of the government's total income. One

problem of tax collection in Iran, like in many other countries! is the extent of so-called

hidden trades. According to the Finance Minister (cf. Kayhan Havai, issue 1189! July 17.

1996), as much as 35% of internaI business transactions may be carried out in absence for

financial records. Furthermore, massive ta" exemptions have been, and are being used for

investment motivation. These exemptions include govemment activities, a considerable

proportion of exports ofco-operatives, and 25% of total agricultural and industrial trading

occurring in remote areas within the country.

Many economists have at various times commented that the ta" system in Iran requires a

revaluation and revision. Contemporaneous with parliamentary budget plan discussions. an

Iranian newspaper article called on parliament deputies to ensure that the budget bill

provides a sound tax system with enough revenues from the private sector (Hamshahri.

January 14! 1999). The suggestions offered by economists concem the tax system as a whole.

ln order to make their arguments more specific to the topic under discussion. a few relevant

features of the arguments ~ill now be considered.

There are a nwnber of features that are said to improve a taxation system and make it more

efficient. These include administrative cost-effectiveness, maximal economic neutrality

(except for regions targeted for regional development). and operational faimess (Salmasi,
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• 1989). The principles of any ta" refonn should include administrative and allocative

efficiency, and system sustainability. Refonners can minimize the costs and ma"imize the

longevity of refonn by increasing coverage through the establishment and maintenance of

a broad tax base, and by emphasizing simplicity through promotion of transparent POlicies

and administrative clarity. To translate these principles into practice, the process of tax

reform in any country should emphasize the utilization of personal and institutional

incentives and the dissemination of public infonnation. Refonns could also facilitate changes

in ta" policies, administrative systems and human behaviour by improving setv;ce. applying

sanctions, promoting merits for investment, linking POlicies and practices, and phasing

implementation activities (Rosengard, 1992).

8.8.4 The Survey Question

The survey conducted showed the following results for the question:

"ln your opinion. is the lax regime fair on minerslmining companies al the momenl?"

Table 8.13: Faimess ofTax Regime for Mining Activities

_____l
Quite fair 37 33 23 68 38

-----Not fajrenough 37 21 42 16 32

-----No answer 4 29 30 15

-----

•
8.8.5 Comment! (rom Respondents

Comments from SSM Respondents
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As the above table reveals, 370/0 ofSSM respondents said the tax regime was "quite fair."

Interestingly, the same proponion (370/0) replied that it was "not fair enough/' with 160/0

saying that the tax regime is "somewhat fair." The most frequently stated comments pro"ided

by respondents to expIain their answers are listed below:

1. ft is better that all taxes/duties he collected by one organization, rather than by separate

organizations, such as royalties by the Ministry of ~tines and ~letals, duties by the

Municipalities and other regional authorities, etc.;

Il. The basis for calculation of the tax is not clear. For instance. the year before last. we

made more profit and paid less tax. Last year, even though we made less profit4 we

paid more ta.xes, tax rates being constant. Furthennore, sorne of our mining operations

were located in remote areas, but this was not considered by the tax authorities (certain

remote areas are exempted from taxes);

Ill. Exemptions in the mining sector are very effective and good: and.

1V. Tax exemptions could he removed if the Govemment created a conducive environment

for investment and took the necessary measures to reduce the price of mining

machine!)' and equipment. By adopting these policies, mining would become more

profitable and there would not he any need for tax exemptions.

Comments from MME Respondents

The rnajority in this group said that the tax was "quite fair" or "somewhat fair" (500/0). There

was 21% who saw the tax regime as "not fair enough." The most frequently stated comments

provided by respondents to explain their answers are listed below:

1. AH taxes/dulies should be eollected by just one organization:

Il. One respondent who said "not fair enough" explained that eompared to other countries,

the Iranian Government collecls almost no taxes. The tax regime is, therefore, unfair

because oflow rates oftax;

111. The govemment should help miners to make good profits and in tum colleel more
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taxes;

iv. The ta:< offices do not respect the tax exemption status ofnew mines;

v. Miners sometimes cheat when they pay taxes. If they were honest, this would solve

most of the problems.

Comments from L~Œ Respondents

The majority ofLMEs responded that they thought the ta" was "not fair enough" (42 ~/o). The

most frequently stated comments provided by the respondents in this category to explain

their anS\\'ers are listed below:

1. Exemptions should he provided for expenses incurred on the expansion of existing

operations (According to the tax law, companies are eligible for tax exemptions for

their expenses incurred to increase the capacity of production and to install new utilities

only when they have obtained advanced pennits from their relevant ministries)~

11. In order to simplify the tax regime, the Government should reduce its tax rates and

remove exemptions:

111. Mining is an important sector in Iran. and if we want to substitute oil with mining. we

should exempt all mining activities from tax to encourage people to invest in the

mining sector;

iv. There should he exemptions for ail companies who are doing exploration activities and

mine development: and,

v. The tax offices get more taxes from govemmental companies and very little [axes from

private companies. This is discrimination.

Comments from Administrative Respondents

The majority of administrative respondents thought that the tax regime was "quite fair"

(68%). Their most frequently stated comments explaining their answers are listed below:
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i. Exemptions should be given just in remote areas and for a limited time. The existing

exemptions should he gradually abolished;

ii. There are a large number of organizations that collect various kinds of duties. The

number ofduties and variety ofcollectors should he reduced;

Ill. The mining sector's profitability is much less than that of trading activities. The

Govemment cannot control trading activities, therefore, they pay less tax than the

mineral or industrial sector; and,

IV. The law, in sorne instances, is not clear. (For instance, sorne respondents wondered

whether ta"< exemption benefits enjoyed by an erstwhile mine operator would be

transferred to a new 0Perator when mine ownership changes).

8.8.6 Concluding Remarks

In summary. the following points and principles can be dra"n from the eaclier discussions.

with regards to the mining and taxation policies of the government of Iran. There is a need

for a caceful weighing of the various factors, both facilitating and mitigating. against a

successful rnining policy for the investor as weil as the government. Mining operations

constitute risky businesses, requiring large capital and sometimes involving an uneven

distribution and/or quality of mineraI resources (Bilodeau & Davidson, (992). Thus. mining

taxes legislated by the government should not be 50 high as to discourage investment in

mining operations and/or the operation of already existing mining ventures. On the other

hand, the government must ensure that it receives a fair amount of the incorne generated by

the mining operations. Thus, a delicate balance must be reached.

In recent years, government revenues front the oil sector have declined while its expenses

have increased. In order to compensate for this decline, the government increased the tax

rates on economic activities, including mining. However, compared to other countries, bath

developed and developing, the existing ta:< rates appear fair. Il is important to note that due
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to the fact that many companies are not using a proper accounting system, their taxes are

assessed by estimation. This opens the way for personal judgement and possibly unfair or

illegal actions. Companies should seriously improve their accounting system to avoid this

problem. Furthermore, at the moment, different kinds of mining duties are imposed on

different institutions. It May be more efficient if this hierarchy was reduced to a single

organization.

One principal factor in mining taxation is the creation ofa linkage between profitability and

effective tax rates (progressive taxation system). Such a linkage impacts a society's

allocation of resources: a progressive taxation system may mitigate against the grO\vth of

highly profitable fmns by removing a greater proportion of funds from tinns that have high

return, which in tum may impede overall economic growth. Having said this. a regressive

system is not necessarily better: such a system May increase an investor's risk and thus

discourage investment. This matter has been a source ofconcem in most countries.

Brewer~ Bergewin. & Dunlop (1989) studied the impact of profitability on the rate of

effective tax rates in ten countries28
• They found that most systems studied were progressive.

though to different degrees~ in that the effective tax rate rises or faIls with the rate of profit.

Fe\v systems were found to he regressive, i.e. those in which the effective tax rate moves

opposite to the direction of profit. Although some systems approached neutrality (i.e.. \\ith

a constant effective tax rate regardless of the rate of pre-tax profit). no one system was

neutral.

In his study, Schereck (1996) assesses the effectiveness of different fiscaI regimes in

achieving the dual objective of collecting an adequate share of economic henefits for the

government while encouraging further exploration activities. His major conclusion was that

28 Cana~ United States, AustraIi~ Brazil, Chile, Indonesi~ Papua New Guine~ Perl4 South Africa
and Zambia
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fiscal systems, which are progressive, come closest to creating the flexible conditions needed

to enable a fair and reasonable allocation ofeconomic benefits and risks between developing

countries and transnational companies. Such schemes provide a low govemment-take when

resources are small and marginal but at the same time assure the host govemment a

significant share of the economic rent in the case of large and profitable deposits.

8.9 RISKS IN MINERAL INVESTMENT

The minerai industry is a high-risk business possessing certain unique characteristics_ which

can result in bath problems and opPOrtunities. According to Bilodeau and Davidson (1992).

these characteristics are:

1. High risk nature of mineral exploration;

11. Large capital requirements of mining projects;

111. Long Iead and exposure times associated \\;th mineral projects:

IV. Exhaustible nature of minerai reserves;

v. Uneven distribution of minerai resources;

VI. Fixed location and physical uniqueness of mineral deposits; and~

vii. Significant environmental impact of mining activity.

ln mineral investment, risk is defined as the probability that a mining project \\;ll end up

with a 10ss as a result of uncertainties associated with geological and engineering

information, as 'lieU as with the instability in commodity markets_ which cause priee

fluctuations. Actually, these factors affect one another and the courses of action employed

in response to them. In the following, sorne risk elements in the mineral industry are

discussed in more detail.

(i) Exploration Risks: The highest risks are usually involved in the exploration phase. [t is
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very expensive and despite technological advancements in the practice ofexploration, the

probability ofactually making a commercial discovery is low, possibly as low as one in 1000

(Ritehie, 1995). Mackenzie and Bilodeau (1982), in their analysis ofAustralian exploration

discovery statistics for the period from 1955 to 1978, showed that from 100 mineraI deposits

discovered, ooly 43 could be considered economic on a pre-tax basis. This number, however,

reduced to only 33 economic deposits following tax considerations (Ibid.). Exploration is

usually carried out in remote areas with poorly established infrastructures. Provision of

continuous support in tenns of modem equipment, experts and the means to maintain both

man and machine in an often-difficult environment is a necessity, which requires a

substantial financial outlay.

(ü) Capital-intensive and Long-term Investment: Mining operations are capital-intensive.

which explains the high productivity in this industry. However, the disadvantage comes in

the form of huge interest payments as weil as loan repayment obligations. Mineral

exploration and mine development are also long-term activities. The long lime frame within

which the majority of global minerai developments are sel. means that mines need to he able

to cope with the fluctuations of international markets and thus the mining investor has to

operate under a higher level of risk than investors in other fields.

(iü) International Competition: The success of the mining industry is contingent upon its

ability to compete within global markets. Due to the fact that export contracts are usually

priced in US dollars, the industry is also vulnerable when it cornes to fluctuations in currency

exchange rates.

(iv) Political Risks: While the political system ofa country does not essentially affect the

attractiveness as an exploration site, a number of political factors - 3uch as the stability in

the political situation and existing laws, regulations and agreements, attitude towards foreign

investors, and bureaucratie efficiency - are imponant considerations for investors. An

investor is concemed with any undesirable change in govemment policy during the
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execution period as il may have disastrous impacts on the projecr9
•

.....

(v) Opentional and Development Risks: Elements such as the uneertainty of the future

priee of mineral products and estimated operating costs, inadequate design or processes,

teehnieal failure, capital cost ovenuns due to foreign exchange fluctuations as weil as

completion delays are among the major operational risks.

(vi) Economie Considerations: Regulations regarding equity participation, ta:< regimes,

right to mine, security of investment and appropriate economic policies for the long-tenn,

are among the main economic considerations in minerai investrnent. Environmental policies

and regulations regarding mining activities are also quite rigid and costly, increasing the

economic risk of mining activities.

Although a number of the risks outlined above are not unique to the mining industry, the

risks associated with mining projects May often he higher than those of other industries.

Thus, mining investors require competitive tenns and conditions, and solid assurances that

the investment environment will be stable.

8.9.1 The Suney Question

ln this section, the question was concerned \\ith the element of risk involved in investment

in the minerai sector of Iran. The following are considered to be the main risks involved in

mineraI investment in Iran: economic and financial risk, technical risk (technical failure of

the project), operational and managerial risk, socio-PQlitical risk, and instability in policies

and regulations. The last element was perceived as a major risk by investors, both in the

pre-test (pilot) questionnaire and actual survey.

:!9 To aJleviate these fears, some eountries, like Chile, have ereated stable options for foreign
investors: to pay corporate tu at a flXed rate guaranteed to remain unchanged for ten years (Priee
Waterhouse, 1994).
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Inherent in Iran'! Mineral Sector

----EcoIFin EcoIFin Eco/Fin EcoIFin Ecoaomic:JFiDancial
Risk Rist Risk Rislt Risk----1Dstab. Inscab. Tech. Risk Soc/pol Socio-Political Risk

Poltlreg polt/reg RisIt----Oper. Rist Oper. Risle Soc/pol Tech. Rist é>perational Risk
Risk#5

#1

1#3

EcolFin: EconomicIFinancial; Oper.: Operational; Soc/pol: Socio-Political; Tech.: Technical; lnstab. poltlreg:
Instability in the Governrnent's Policies and Regulations.

As can be seen. the economic/financial risk is the most important factor for all categories of

survey respondents. The socio-political risk is the second most important factor for small

miners, while technicai risk and instability in the government's policies and regulations

constitute the second most important factor for medium-scale mines and large S~IEs.

respectively.

As SSMs are private mines., the miners in this sector have relatively limited financial

resources. At present., they are subject to various controls from different regional authorities.

and they harbour fears ofbeing mistreated by the regionaI powers. On the other hand. since

conditions imposed 00 a small-scaIe mines are in geoeral minimal, the tides heId by

small-scale miners to prospecting anâ mining rights are less secure than those of the

large-scale miners (Kwnar and Amaratunga. 1994). ln their comments, the small-mine

operators demanded more support from the ~lM., and less intervention from lower level

authorities.

•
As is frequently mentioned in the literature (Barry, 1996; Kumar and Amaratunga, 1994;

Davidson., 1993; and United Nations, 1988), the govemment bas a major role in the
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promotion of small·scale mining. It should he a supportive role, ensuring that small-scale

mining contributes to the developmental goals of the economy. In Many developing

countries, governments have tried to ease the regulations goveming the activities of SSMs.

In Tanzania for instance, according to the Commonwealth Secretariat (1989), the ministry

of mines grants prospecting pennits to individuals in designated areas to encourage

prospecting and mining for minerais by methods which do not involve substantial

expenditures or specialist technology. Under the Ghanaian mining legislation of 1986.

small-scale mining is specifically provided for by enabling the Secretary to designate areas

for such activities, and further enabling him to modify or exclude provisions of the Act that

would otherwise apply to, and thus constrain! srnall-scale miners.

This is aIso a common practice in sorne developed countries. In Canada, Australia. and the

USA! govemments are obliged to maintain a supportive role, to create the geological

infrastructure and provide geological, geophysical and geochemicai infonnation to the

small-scale miners (Kumar and Amaratunga, 1994).

8.9.2 Concluding Remarks

Given the above-mentioned facts, it is highly desirable for the MMM to take the necessary

measures in order to ensure that the SSMs are entirely protected by the la",'s and regulations..

and that they are not subjected to harassment and unnecessary interventions.

The scenario is different in the case of the SMEs. At present, they enjoy the solid suppon of

the MMM, and as they are closely connected to the ministry, they have aImost no concems

regarding problems of a socio-politicai nature. That is why the SME survey respondents

viewed this factor as one of the lesser risks.

The position of the MMEs (mixed ownership) lies between that ofthe two others. For them,

the technical risk is the second important factor. This is because their oPerations require
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more technological procedures and devices. As they have received more support from the

govemment, they perceive the socio-PQliticai factor as an element ofless importance.

Considering the overall responses from ail categories, socio-political risk was ranked as the

third important factor. Many respondents, in particular those from the private sector,

demanded that the MMM take the necessary steps to assure the junior mining companies that

they have the full support of the government and that ÏrresPQnsible interventions by whatever

authority would he prevented.

Another important factor of risk in mining investrnent in Iran is the instability in govemment

policies and regulations. This partly refers to the MMM's executive policies on mining

activities. As mentioned before, the major POlicy of the MMM during the FFYDP has been

to transfer mining activities to private entities. In reality, however, as stated by Many

reSPOndents, Many elements, sorne beyond the control of the l\-IMM, as weIl as sorne actions

of the ministry, have prevented timely and appropriate policy making regarding mining

activities. First, the govemment's economic policies. particularly regarding the tax regime,

imPQrtlexPQrt regulations and the exchange rate, were not steady. The liroit ofownership by

the private sector is yet to be clearly spelled out. Second, there were severa! changes in the

functional organization of the ministry, resulting in severa! changes in executive procedures.

Third, the regulations by which a mine was classified as either small scale or large were not

clear. AlI these problems, as admined by sorne authorities of the M~1~t resulted in a less

stable economic environment for minerslmining companies. However. most administrative

authorities in the MMM blamed the government's overall economic policies for this

situation.

The following table summarizes the types of risk inherent in minerai investment in Iran,

taking resPOnse rate, as an indication of importance to the respondents.
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• Table 8.15 Various Risk Facton Perceived to be

Inherent in Mineral IDvestment in Iran

EconomicIFinanciai Risle

Soci~political Risk

~i(:,~(;f~:rf{~j:~ :'~<)~; t·~~::~;~;.::..~.:; .' ::. ~ :\~...".~ .. ," ";;
.. ~ .. - ~~ ~..:.. ~~ -,-. ri, L......... ' .. ..-l ::"_a~.. _. Jo.. .... .. '. -. ."' ... f .......L

Operational Risle

73%

63%

--3

-S

•

As can be seen~ besides the economic risk, instabilities in government policies and

regulations as well as socio-political risk are considered major concerns in mineral

investment in Iran. Stability in the government's economic policies, in particular those that

have a strong impact on investment decisions, as weil as proper. timely and stable policies

by the MMM, May reduce the importance of these elements in mineraI investment.

Other risk elements. such as operational and technical risks, were considered to he relatively

less important by the SSMs. L~Œs, Administrative respondents. and the whole sector. due

to the fact that these problems could he solved by operators and were less subject to

govemment policies. However. as explained in the case ofSSMs and ~tMEs, the expectation

was that government should provide technical information and services to help solve these

problems.

8.10 FOREIGN CAPITAL AND TECHNOLOGY

One of the targets of the FFYDP and the MMM, as mentioned in chapter 5, was to attract

foreign investment into mining projects. In chapter 9, we will discuss this topic in more

detail. In the survey, the author intended to discover the overal1views and opinions of the

mining sector players conceming foreign participation in mining development, and to what

extent the country is ready for foreign investment As weil, the author intent was to explore
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the possibility ofco-operation between the domestic mineral sector and foreign investors,

and furthermore, the extent to which the domestic mineral sector realized that foreign

investment is necessary to expand mineral activities.

8.10.1 The Survey Question

To achieve the above-mentioned goals, respondents were asked: ••Does the Iran/an mineraI

sector needforeign capital. foreign specialists andforeign technology?"

The purpose ofdividing the foreign participation into three parts -- foreign capital, foreign

specialists and foreign technology -- was ta find out which components of fareign

participation were preferred by the domestic sectar.

With regards ta foreign capital, 58% of respondents favoured and 27% did not favour fareign

investment in the mineral sector of Iran, while 150/0 did not respond. The opinion of

gavemment officiaIs was particularly interesting. A total of 88% of those interviewed

believed that foreign capital for mining development was needed. AIso, 67~~ of large mining

enterprises favoured foreign invesnnent. Given the relatively high rate of positive responses.

and bearing in mind that the govemment and SMEs are nannally the counterparts of foreign

investors, it can be concluded that the domestic minerai sector has a favourable vie,,· of

foreign participation.

Conceming the hiring of foreign specialists, 430/0 of respondents favoured this, 43% did not

and 14% did not respond. Among govemment officiais, 64% of those interviewed believed

that the use of foreign specialists was necessary. However, SMEs, who already have sorne

experience in hiring foreign specialists, were equally split in their views on the subject. One

of the interviewees from this group stated that experience bas shown that the quality of

specialists, who are sent to Iran by foreign companies to work on technical consulting

contracts, is normally lowt unless the foreign company is a relatively large shareholder.
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• OveraIl, the mining sector had relatively unfavourable views on the hiring of foreign

specialists.

With respect to the use of foreign technology and know..how, the majority of respondents

(81 %) agreed that it was a good practice, as was expected. The proportion of positive

responses was 740/0, 96%, 770/0 and 88% from the SSMs, MMEs, LMEs and government

officiais, respectively. Detailed results are presented in the table below.

Table 8.16 Needs of the Mineral Sector of Iran for Foreign Capital,

Foreign Expertise and Foreign Tecbnology

Forella

Capital

Va

NoAnswer

-----44 42 67 88 sa

-----30 0 15 0 15

Yes

,, IlIJlCti~
""'t"!'fMC:!::rt~.~

43 33 38 . 64 43

Foreila

Esperme NoAnswer -----18 0 2S 0 14

Foreila

Teebaology NoAnswer -----6 0 8 0 4

-----

•

8.10.2 Comment! from Respondents

The following is a sample of the comments made by the respondents concerning the

promotion of foreign investment in the mineraI sector:

i. The govemment should guarantee to foreign investors the repatriation of their capital
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and profit;

Il. By partIy privatizing recognized banks and allowing the entry of foreign financial

institutions, foreign investment could be improved;

111. The govemment should c1early spell out conditions of trading and property rights;

iv. Necessary changes in foreign relations/policies of l1e govemment should be made

so as to attract more foreign ÎDvestment;

v. To attract more investment ta the mineral sector, the government should create a

satisfactory legal and regulatory environment and leave mining activities and

management to private entities;

VI. The mining code should be modified to make it cIearer and easier to understand:

vu. To create enough guarantees for foreign investors, there should only he one exchange

rate (market rates);

viii. The approval process for foreign investment applications should be eased;

ix. Inflation should be controlled and the responsibilities of foreign investors and the

host companies should he clarified; and,

x. One respondent from a S~lE said that he only agreed with the "buy-back" system in

foreign investrnent (i.e., the investors get a portion of production for their

investment).

8.11 THE ORGANIZATION AND DUTIES OF THE MININSTRY OF MINES

ANDMETALS

8.11.1 Establishment of the Ministry of Mines and Metals

The Iranian Ministry of Mines and Metals (MMM) was established in 1981. According to

its establishment law, the MMM is responsible for providing the necessary means for

8-67



•

•

carrying out geological surveys, exploration and the extraction of mineraIs, as weil as the

forming ofmetals up to standard grades, for use in industry.

With the formation of the MMM, the following mining companies or public organizations

were put under its supervision in 1981:

• Iran Geological Survey Organization

• National Iranian Steel Company (NISCO), and affiliated companies

• National Iranian Copper Industries Company (NICleO)

• [ranian Aluminium Company (IRALCO)

• National Iranian Exploration Company (at present, partIy privatized)

• Iran General Mining Company (at present, partly privatized)

• National Iranian Lead and Zinc Company (at present, partly privatized)

• Other mining companies for exploration and production of mining materials~ such as

strontium, refractories, barite, bentonite, silver, chromite, etc. (sorne of these mines were

privatized during the FFYDP).

The MMM has a representative office in each of the provinces of the country for the

SUPervision, coordination and control of the mining and metals industry (Teferred to as

Provincial Offices here).

8.11.2 Organization and Dulies of the MMM

The MMM have five Divisions, each headed by a deputy minister:

1) Mining and Mineral Processing Division (various minerals and 000-ferrous metals~ such

as copPer, aluminium, lead and zinc, gold, tin, nickel, etc.);

2) Ferrous Metals Industry Division (Steel, Ferro-alloys, Iron ore, Limestone, etc.)

3) Planning and Programming Division;

4) Economies and International Affairs Division; and

5) Administrative, Finance and Parliamentary Affairs Division;
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According to the law for enacting the MMM, this ministry has wide.ranging duties, from

providing the long-term strategies and plans for the sector, to implementing projects and

acting as a major producer in the mineraI sector. Since many major mines were managed by

the govemment, the law-makers assigned a mixture of planning as weil as day-to-day

operational functions to the MMM at the time of its conception. During the FFYDP as weil

as the SFYDP, the government policy has been to transfer most mining operations to the

private sector. Accordingly, the major duties of the MMM should have been modified.

Although a number of mining comparues were privatized during the FFYDP. the

organization of the MMM remained almost unehanged. Therefore.. along with the ne\v

policies of the M~IM .. the organization ehart and duties of this Ministry need an overhaul.

In order for the minerai sector of Iran to smoothly develop and become intemationally

competitive.. the MMM should undertake more strategie planning and poliey making duties

and leave many operational duties to the companies (private and public).

8.11.3 The Sun-ey Question

ln order to discem the opinions of the people involved in mining activities in Iran concerning

the duties of the l'v1MM, those surveyed were asked to rank the most important duties of the

MMM in order of priority.

Having investigated the duties of other Ministries of Mines and Natural Resources in sorne

countries. including Canada., Australia.. Turkey and Indonesia. and knowing what is prncticed

in Iran, the complex set of the duties of the l'vfMM are assigned to six categories as shown

below. This categorization made this question easier to ans\ver and analyze30
•

1. Global planning and direction of the minerai sector

Il. Providing administrative assistance to the mineraI sector

30 This question was answered by 101 respondents.
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• 111. Providing technical assistance to the minerai sector

iv. Providing exploration infonnation for investors

v. Providing financial and legal assistance to the minerai sector

vi. üthers (based on respondent opinions)

8.11.4 Analysis of Responses

Analvsis of SSMs Responses

The duties of the MMM recognized as important by 33 respondents from this group were as

tàllows: i) Financial and Logistic Assistance: 32/33; H) Technical Assistance: 29/33: iii)

Providing Exploration Infonnation: 24/33, iv) Administrative and Legal Assistance: 23/33;

v) Global Planing and Direction 15/33. The breakdo"n afresults is given in the table belaw.

Table 8.17 Priority of Duties of the ~Ii'i (Category: SSM Respondents)

Il•••III
~:~enu~
Rm!.j~t:

Global Planing and Direction 6 J 4 0 2 15 S

• •~~1J~~:a.;;.'''''''-t,;~ ....a;...

Tec:hnical Assistance 8 8 7 4 2 29 2

_ ...._ •.• r&~~J
Financial and Logistic Assistance Il 9 7 2 2 32 1

____••BJ

•

Total NumberofRespondents: 33

As can be seen above, from the Small-Scale Miners! point of view, the mast important task

of the l\-~I is to provide this sector with fmancial and logistic help. The second most

important task is to provide technical assistance to the SSMs. As stated by 70% of the

respondents, the major problems ofSSMs were a) weak financial positio~ b) 10"' technical

capabilities, and c) expensive equipment and machinery.
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AImost ail respondents from SSMs stated that they were expecting the MMM to support and

help them solve these problems. With respect to financial problems, most ofthe interviewees

wanted the govemment to iocrease their share of low-interest govemment loans (Code 3 of

Annual Budget). Other answers to the priority ofduties of the MMM were:

• The first priority of the Ministry's tasks is: "To create a conducive environmentfor

investment and to leave mining to experienced miners"

• The second priority is: "To help SSMs market their mineraI products. domestically

and inlernational/y"

A total of60% of those who responded that financial and legal assistance is the first priority

of the MMM suggested that in tenns of logistic assistance, they expect the MMM to provide

them with low-cost machinery and equipment, by either allocating low-rate currencies

(preferable exchange rates) for mining input~ or leasing mining machinery and equipment

out to SSMs at priees lower than the free market.

AnaIvsis of MME Responses

The duties of the MMM recognized as important by respondents trom this group were as

follows: i) Financial and Logistic Assistance: 18/18; ii) Technical Assistance: 17/18: Hi)

Global Planing and Direction: 11/18; iv) Providing Exploration Infonnation: 10/18: and

v) Administrative and Legal Assistance: 9/18.

The breakdown of results is given in the table below.
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Table 8.18 Priority of Duties of the MMM (Category: MME Respondents)

3Il31~.

• •••111••
Global Planing and Direc:tion ....--_...-
Technical Assistance 7· 7 2 0 17

•
..__....-

Financial and Logistic Assistance 4 4 3 2 2 1S 2

.) One respondent: global planing and directio~ technical assistance. and providing exploration information
are ail fll'St priorities.

As can be seen, according to MME respondents lite most important task of the ~l~i is

technical assistance. The second most important task is fmancial and logistic assistance

to the MMEs.

Analvsis of LME Responses

The duties of the MMM recognized as important by respondents from this group were: i)

Global Planing and Direction: 24/27; ii) Technical Assistance: 22/27: iii) Providing

Exploration Infonnation: 22/27; iv) Financial and Logistic Assistance: 21/27: and v)

Administrative and Legal Assistance: 18/27. The breakdo\\lTI of results is given in the table

below.

Table 8.19 Priority of Duties of the MMM (Category: LME Respondents)

8-72
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26oo24
•••••111.

...._.....-
o 3 7 S 6 21 4

...........-
o 9 7 6 0 22 2

FiDanciaI and Logistic Assistance

Tccbnical Assistance

Global PJaning and Direction
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Analvsis of ADMIN Responses

The duties of the MMM recognized as important by resPOndents from this group were i)

Technical Assistance: 21/23; ii) Global Planing and Direction: 20/23; iii) Financial and

Logistic Assistance: 19/23; iv) Administrative and Legal Assistance: 18/23; and v) Providing

Exploration Infonnation: 13/23. The breakdown ofresults is given in the table below.

Table 8.20 Priority of Duties of the MMM (Category: ADMIN Respondents)

•••••••Global Planïng and Direction 10 3 3 2 2 20 2......~.....
Technical Assistance 6 6 5 2 2 21-. ..
Financial and Logistic Assistance 2 6 5 2 2 17 4

Analvsis of MINSEC Responses

The following table shows the duties of the MMM recognized as important by ail

respondents from the Mineral Sector.
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The following table shows the duties of the MMM recognized as tirst priority by aIl

respondents from the Mineral Sector.

Table 8.22 Priority of Duties of the MMM by Respondents who Recoguized the

Duty as the Fint Priority (Category: MINSEC Respondents)

The fol1owing general deductions may be inferred from the above two tables. The priority

ofduties of the ~~f from the view point ofSSMs is quite different from that of the L~lEs.

The SSMs expect assistance~ such as technicat financial and logistic, from the ~1N1M. For

instance, 97% of SSM respondents referred to the financial and logistic assistance as a

priority in duties of the MMM, and 340/0 of them ranked it as the tirst priority. However.

77% of respondents from LMEs identified financiaI and logistic assistance as a priority and

none of them mentioned it as frrst priority. Furthennore, 96~~ of LME respondents referred

to global planning and direction as a priority in duties of the M~, and 920/0 mentioned it

as the tirst priority, while 45% and 180/0 of respondents from SSMs mentioned this task as

a priority and frrst priority ofduties of the MMl\l, respectively.

LMEs and administrative respondents referred to global planning and direction as the first

priority of the MMM, while the SSMs and~s referred to tinancial and logistic assistance

and technical assistance as the first priority ofduties of the MMM, respectively. However.

according to the overall responses, global planning and direction is the MOst important (tirst
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priority) task of the MMM, fol1owed by technical assistance.

The views ofadministrative respondents are very sirnilar to those ofLMEs and very different

from those of SSMs. This shows that MMM policy-makers are focusing more on the state

mining companies. Another reason for this is that there is no department or division to deal

with SSMs in the MMM.

SSMs, MMEs and even administrative respondents referred to fmandai and technical

assistance as an important task of the MMM. This is because the SSMs and sorne MMEs

were in dire financial straits due to the high price ofmining equipment and the low priees

of minerai commodities, particularly industrial minerais and decorative stones. This \\tas

evident in other responses of the survey as weil. We will elaborate more on this point later

in this chapter.

8.11.5 Concluding Remarks

8efore any attempt to comment on the duties of the~f as weil as on its organizational

chart, it is important to establish the principal goals ofgovemment in the mineraI sector. The

government should focus on implementing sound macro-economic policies and a

satistàctory legal and regulatory framework in order to promote and sustain private

investment in the globally competitive mining industry environment. A World Bank study

(Barry, 1996) stated that the role of govemment is one ofa regulator and promoter. leaving

operations and management to private sector enterprises. In the case ofsmall-seale mining.

however, a supportive role is suggested for govemment. To achieve this goal. the

institutional framework of the Iranian mining sector requires sorne modernization and

modification to respond to the challenges ofmining.

As Kumar (1992) states, there is no unique institutional chatt which could be applicable to

every country; rather, each country must establish and promote an appropriate institutional
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framework based on its goals and plans, and utilize its institutional capability. Given the

current status of the M:MM and the lessons derived ftom this survey~ some modifications in

the tasks and organizational chart of the MMM are recommended.

Policies and strategies of the M:MM towards the mineral sector should he stated clearly; the

processing ofapplications must be done more rapidly; the authority and responsibilities of

regional offices must he transparently defined; technical staffneed to he properly trained and

motivated, and the management style and functional chart of the ministry need change to

meet the requirements of large operations in the private sector.1n other words, there is a need

to have a strong administrative foundation to take on the tasks of managing mineraI

resources which may be worth millions ofdollars. To this end" the following are suggested.

(i) Strategie Policy Studies for Mineral and Metals: A prominent duty of the MNtM, as

stated in its establishment law, is to determine strategies and policies related to mining and

metallurgical activities and to propose medium- and long-tenn plans for the mineraI sector

of Iran. ft is suggested that the Division of Planning reorient its duties to study domestic and

international mineral policy issues in order to propose plans conceming sustainable mineral

development and regulations related to fiscal and environmental issues.

(ü) MiDenl Tecbnology: Technology along with labour and capital are the three important

factors that influence the production of goods and services from an economic point of view.

Using a simple mathematical equation, an [MF study (1995) measured what proportion of

increased output is a result of higher labour participation and better use ofcapital, and what

proponion is the result of technological upgrading. According to this study, increasing output

by increasing inputs of labour and capital can work only for a limited period (extensive

growth). However, a significant and sustained rate of technological progress is the ooly

possible way for an economy to achieve a sustained rate of growth in output per person

(intensive growth). Further studies have aIso confl1'1lled the validity of these conclusions

(IMF Working Paper 95/98).
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Mining is an intemationally competitive business. New technologies and equipment are

being used in the mineral sector of developed countries on a regular and continuous basis.

The mining companies which leam to use technology faster and more efficiently can

succeedJ 1
• To achieve this goal, research and development should he conducted on a regular

basis in mine mechanisation and automation as well as in metallurgical processing. The

research work in the steel industry of Iran is a good example of what needs to be done in

other industries.

T0 undertake this duty, a Mineral Technology Unit is suggested for the MMM. This unit

should operate in partnership with industry, provincial offices_ universities and other

research institutes32
• The main activities of this department should include the following:

1. To study and put in place appropriate technologies that can enhance aH aspects of

minerai production_ including the development of value-added products from metals

and minerais;

11. To investigate and recommend sound technical inputs and processes as well as policies

and regulations to ensure work safety and sustainable development: and.

Ill. Ta investigate and reconunend steps to promote the grO\\th of small- and

medium-sized mining companies as well as suppon these industries by giving practical

advice on ho\v to improve their products and processes to ensure their competitiveness

(Compiled from CANMET Homepage, 1998).

JI It should he nored that assorted technical and non-technical elements are ascertained as significant
components in decision making regarding technology. However, most accepred mining procedures
may not he the best technology for the present envÎronment. There may he differing technologies that
cao function at a much higher level (Kanchanamethakul, 1989).

J2 A similar department is working as CANMET in Canada The most important direction of the
research activities by the Depanment of Mineral Technology include: promoting sustainable
development by fmding technically sound solutions to environmental problems; improving industry
competitiveness through enhanced productivity; and improving health and safety in the underground
mining environment (CANMET Homepage, 1998).
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(iii) Promotion of SmaU-Scale MiDiDg: The importance of the SSMs in regional and

economic development will be discussed in later sections. However, with respect to the

duties of government regarding SSMs, the most important goal of the MMM should be to

raise the status of small-scale mining from that of an unorganized and under-supervised

industry to one that is organized, monitored, supported and modemized to meet the sector's

developrnent objectives (Barry, 1996).

As is being practised in sorne LDCs (Kumar and Amaratung~ 1994), the unit responsible

for SSMs in the Mining and Mineral Processing Division should he activated. This unit

should continuously deal with issues relating to small-scale rnining which are different from

those of large-scale mining. Sorne of the potential duties of this unit are summarized as

follows:

1. To provide geological, geophysical and geochemical data to the small- and medium

scale miners;

11. To provide technical assistance and advisory services to small- and medium-scale

mines related to practical mining problems on an on-going basis. Small..scale miners

should be taught how to fully explore the advantages of manual mining methods as

weil as how to employ modern teehnology:

111. To encourage research on the development of equipment and technology for

small-seale mining;

1V. T0 require small-seale operations ta maintain basic accounts and supply statistical

information to the MMM in order to bener plan approaches to sound business

practices; and,

v. To alloeate govemmentalloans to SSMs and to help them fmd fmancial sources on

easy tenns for the purchase of supplies and equipment.

(iv) Otber Duties: The following duties are suggested for the Department ofEconomies and
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International Affairs:

1. To establish relationships with international mining companies in order to maintain the

competitiveness and progress of the mineral industry;

11. T0 create a favourable investment climate for exploration and mine development in the

country in order to promote the international competitiveness of the industry;

111. T0 provide detailed infonnation to potential investors in Iran and abroad to attract them

to the mineral sector33
; and~

IV. To study the economic and financial impacts ofmineral development as well as the

elements of minerai poliey to achieve economic goals and objectives. To achieve this

objective~ a proper system of data gathering from mines should be designed and

implemented. The Department should provide and analyse statistics about the country's

minerai industry, including ore reserves~ exploration, and minerai production and

consumption.

8.12 TRAINING PROGRAMS IN THE MINERAL SECTOR OF IRAN

As mentioned in section 8.11, one of the duties of the ~lMM according to its establishment

law is to plan and supervise academic and field training in the minerai sector. In ils annual

repon, the Ml\-lM claimed that the goal of the training programs during the FFYDP was

completelyachieved.

8.12.1 The Survey Question

In order to develop further insight into the training programs in the minerai sector of Iran~

33 This is a very important task for the Depanment of Economies and International Affairs. As it
appears ftom the survey on foreign mining companies (see chapter 9), little infonnation exists about
the minerai industry ofIran as weil as the various roles and regulations related to minerai invesnnent
Only 17% ofrespondents were aware ofthe Mining Code and foreign investment regulations in Iran.
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• the following question was asked. "Do you have any training program related to mining

operations for your personnel? "

The responses are shown in the fol1owing tables.

Table 8.23 Academie Training in the Mineral Sector of Iran

------Yes 6 37 69 48 37

------No answer 12 12 12 10

Table 8.24 Field Training in the Mineral Sector of Iran

Yes
-_..-

42 67 IS 62

Noanswer ----13 7 8

8.12.2 Concluding Remaru

-_..-

•

One problem in this arena is the incompatibility between training and emplo~ment programs

in the country. In Many instances~ there is no coherence between educational programs and

employment opponunities. The needs ofvarious economic sectors for manpower have never

been correctly predicted, and therefore~ the educational sector cannot make the necessary

adjustrnents in anticipation and in response to the requirements of the economy.

When manpower training does not conform to the demands of the employment market,

apparent unemployment surfaces initially, and when these unemployed people get hired to

work, hidden unemployment develops. This is caused by the fact that those people who have
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• been employed have not undergone the necessary training to become skilled and active in

the perfonnance oftheir jobs (Kar va Kargar~ lranian Moming Daily, March 9, 1995). It is

imponant~ therefore, that the mineraI sector prepare and announce a long-tenn program

outlining the requirements for trained manpower to enable universities and education centres

to make the necessary adjustments in their manpower training curriculum.

8.13 OTHER INVESTIGATED ISSUES

8.13.1 Financ:ing of Mineral Projec:ts

Financing of exploration activities to determine the grade and size of Mineral deposits.

metallurgical testing (pilot plants) to assess the best beneficiation methods, and development

of infrastructure, are the most expensive and risky stages ofmineraI development. Also. the

long waiting periods before retums can be realised makes the financing of mining ventures

very costly.

Generally, banks and financial institutions approach the financing of mining ventures very

cautiously because of the folloY/ing elements:

1. Inaccuracy in reserve estimation;

Delay in revenue flow due to delays in the implementation periodes):

Cost ovenuns;

Technical failure;

Failure of a contractor to fui fi1bis commitments;

Govemment intervention in project implementation;

Instability of minerai markets;

Miss-management;

Foreign exchange fluctuations;

Poor labour relations (whicb cause unre~ etc.), and

Possibility of nationalization, in the case that the lender is a foreign bank.
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While sorne of these elements are common to any industrial investment, others are unique

to the mining ventures.

For these considerations, banks and fmancial institutions examine very carefully the

following key aspects ofmining projects: amount of reserves; project rate of return; fonn of

operation (large open pits are favoured), level of infrastructure and geographic location

(projects in remote areas are not favoured, since they are subject to infrastructural

investments and extemalities); methods of construction; marketing abilities and

opportunities; cash flow; financial situation and credibility of the mining company (larger

and more diversified companies are favoured); Metal markets; mining title~ land lawand

statutory requirements; and finally potential risks, including environmental impact. as

enumerated eartier (RAC, 1992).

One can say that issues such as mining tide, land law, ta" regime~ labour law~ etc.~ have

strong impacts not only on the decisions and reactions of the mining entities~ but also on the

financial institutions financing mining ventures. This makes government mineraI policy

important from both above-mentioned points ofview.

At the moment~ one major problem~ as mentioned by more than 800/0 of respondents from

SSMs, is the uo\\illingness of the banking system to provide them with long-tenn loans3~.

This causes liquidity strains on small mining companies. Another problem is that the

banking system perceives exploration activities as very risky and~ therefore~ does not grant

sufficient funds for exploration activities unless the applicant can provide the bank \\ith a

reliable guarantee other than exploration permits.

Since mining is rnnked as a risky business according to risk assessment standards of banks,

34 As will be seen in the author!s tinancial anaJysis (appendix), most loans to mining companies have
been in the fonn ofshort·tenn loans.

8-82



•

•

and due to a relatively high demand for funds from other less risky projects (e.g., trading),

banks are not overly keen in financing mining ventures. T0 solve this problem:

1. The government should provide low-interest-rate loans to small and medium-sized

mines, provide support in capital financing from provincial and regional development

banks, encourage the development of strong regional economies, and upgrade the

physical infrastructure;

11. The MMM should aIso encourage and challenge the banks and other financial

institutions to develop concrete \vays to help small and medium-size mines in capital

financing without the use of persona! guarantees; and.

Ill. Bank of Industries and Mines3Sobjectives and policies should be changed to meet the

gro\\ing needs of small and medium mining activities.

8.13.2 MÎnÎng Co-operatives

Co-operatives were mentioned in Iranian laws for the tirst time in 1924. However. it was

after the victory of the Islamic Revolution. that Article 44 of the country's Constitution

declared that the co-operative sector should forrn one orthe pillars of the national economy.

To boost activities of small mining operators and to build a better structure for activities of

SSMs, the la\\· for the establishment of mining co-operatives was passed in 1987j6
•

35 The Bank of lndusbies and Mines of Iran is the only specialized bank to provide fmancing for the
development of industries and mines.

36 Kumar (1994) suggests that when it cornes ta small-scale mining, the individual operators are
disadvantaged in a number of ways when compared ta the co-operative or company structure. Some
of the disadvantage are:
• lndividuals have shawn less organizationaJ skills in the use of machinery and equipment:
• They have minimal market control in dealing with buyers;
• lncreased pressure is put upon them by ilIegal dealers;
• Difficulties with contraets are created when there is an upsurge in the number of individual miners

spread through the country.

It makes sense, therefore, for the govemment to encourage co-operatives where this is feasible.



•

•

Consequently, the MMM established the "Central Organization ofMining Co-operatives"

in 1988. The main responsibilities of this organization are to issue mining rights to co

operatives and direct and manage their activities.

According to Iran's Statistics Center (1996), 442 cooperative mining companies were active

in Iran at the end of 1995. More than half of the rnining cooperatives were active in

extracting building and decorative stones. Sorne cooperatives were active in coal, iron ore

and copper. No cooperatives were active in gold, lead and zinc mining.

There is a sizeable amount of small individual operations and mining co-operatives active

in the mineraI sector of Iran. Therefore, it is logical that the MMM review its policy

regarding SSMs with respect to identifying and evaluating development problems. and

recommending remedies and appropriate strategies.

The Sunrey Question: A major feature of mining co-operatives is that shareholders must

hold an equaI amount of shares. However, members can get different salaries and fringe

henefits based on their expertise and experience. It is suspected that co-operative members

do not always respect this requirement. To quantify this matter, the following question was

asked to SSMs.

"fVhat is your assessment o/the proportion ofmining co-operatives that are esrablished in

co"ecrform (i.e., ail members have an equal amount ofshares)?

The responses were as follows:
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• Table 8.25 Proportion of MiDing Co-operatives iD wbicb Shareholden

Have aD Equal Amount of Sbares

Below2oeA. 6 15

40% - S901c.

.~ - .:. ~ J (,4' •. , -_. : t·.:~::t

-;- ,* - j••• '~....~.:

2

Total 41 100

•

As can he seen, it is believed that the equal share requirement is not practised in most mining

co..operatives. This shows that the community of co..operative mines did not accept this

requirement.

8.13.3 Degree of Success of the Private (including Mining Co-operatives) aDd Public

Secton in the l\lineral Sector or Iran

The results for the following question are shown below. Q: Which one of the pnvate

(including co-operatives) or public sector (SMEs) is more successful in the minerai sector

oflran?

Table 8.26 Degree of Suceess of the Private and Publie Secton (S~IEs)

iD the l'Iineral Sector of Iran

---~Public Sedor 13 4 24 14

----BoIb oftbem 9 13 16 12

----No aswerQl 1doDitknow 24 29 - 20 24----
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This question was asked from the 14 respondents of the S~Œs as well. Nine respondents

answered that the private sector is not active in major mining operations and therefore cannat

show its success or failure. However, they believed that SMEs have been relatively

successfui in recent years. Three respondents believed that the private sector is more

successful and two had no idea.

8.13.4 Claims Related to the Ownenbip of Land from tbe Government or Individuals

The table below shows the responses to the follo\\'ing question: '''Do you have any c/aim.

./rom the government or individua/s, re/aled to the ownership ofthe land on which YOIi are

mining?Ji"

Table 8.27 Claims Related to the Ownenbip of Land on wbi(b

tbe Respondent is Mining

Category
SSMs MMEs ADMIN SUM.. % ,,; ~ .. %' %" # " ~

Ya - "
20 61 1 -6--- ~: 4 22 25 36

' .. -

No .- "'
.. 12 36 13 ...~~;; 7 39

~.., 46'.-
.J_

, .-

NoansWer ". . ." 1 3 4 ",·21< 7 39 1:2 18_&----
,.

Total ." 33 100 18 '100 18 100 69 100

SSMs and MMEs mentioned two following problems:

1. Problerns with Agriculture and Forestry Regional Offices;

11. Sorne problems with private O\\'llers.

As can he seen, only 1/3 of respondents faced daims related to the o\\llership of land on

which they are mining. LMEs have aImost no problerns in this respect.

37 Administrative interviewees were asked: In your opinion, do miners / mining companies have
problems related to land title?
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• 8.13.5 MMM Support Given to MiDing CompaDies and Individus' Minen

Regarding MMM support given to mining companies and individual miners, the

following question was asked: '''How much support do youfeel you are gettingfrom the

MMM and ilS provincial offices? " Responses to this question are presented in the table

below.

Table 8.28 MMM Support Given to Mining Companies and Individual Miners

Quite a lot

Notmucb

Noanswer

----46 13 9 29

----6 33 13 15

----15 8 56 23

----

•

Altogether, the majority of respondents were pleased with the support they are getting from

the MMM. This question was asked of administrative respondents in the MM?vl and its

provincial offices in the fol1owing form: o"How much support do you think private mining

companies/ individuals are getting from the J.\!MJ.\1 and ifs provincial offices?" The

responses were as fol1ows: 8 responded "We have no idea, you are better to ask this question

from miners and mining companies." Five did not respond or had no comment. Out of the

10 who responded, 2 responded "quite a lot", 5 responded "adequate", and 3 reSPQnded "not

much". One MMM respondent mentioned that the degree of support depends to the director

of the provincial office. The administrative system is such that if you donOt follow your

requests/ problems, nobody will help you. He added: "Ifthe baby does not cry. it will gel no

mi/k!" 38

38 The English equivalent: "squeaky wheel gets the oil"
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• 8.13.6 MÎDeral Priee Control

Regarding the control ofmineral priees, the following question was asked: "To what exten!

do you feel (hot the priee ofyour product(s) ;s determined by market forces and/or by

government control? ..39

Responses are presented in the table below.

Table 8.29 Priee Control on Mineral Commodities and Metals

# %
SUM

3

6

12

79

100

2

ADMIN

Il ·::.73·- 52

~

;

4 "_27 8

15 15 66

MMEs

# %

~ -.

·6

13 "72

2 11

2 11

18 100

~.1"

SSMs

# %

Nô'aDswer

Category

Total No. of resoonden~ "

8.14 CONCLUSIONS

This chapter reviewed the characteristics and perfonnance of the minerai sector. This \Vas

done by examining the results of a country-wide survey, covering the comments and

opinions of those directly involved in the country's minerai sector, from mineraI policy

makers in government.. to prospectors, developers and mining companies. Many issues

regarding current minerai policy of the ~~I, the mining code, labour la\v, foreign

•
39 The above question was asked ta administrative respondents in the following fonn: "ln your
opinion. are the priees of minerais and metal produets determined by market forces and/or by
government control? "
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investment, and other relevant aspects ofmining activities in Iran were reviewed through a

pre-prepared survey protoc0 l.

New insights were also gained by conducting personal interviews with key govemment

officiaIs as weil as experienced mining activists both from the public and the private sectors.

The process involved a two-way exchange, emphasizing sincerity and openness. The author

believes that the results ofthis survey represent what was '''on the ground" and what were the

opinions of the "real players" in the mineraI sector of Iran. This was a necessary step before

any anempt was made of fonnulating mineraI policy amendments. Parts of the results of this

surveyas weil as relevant conduding remarks were sent to the Ministry of Mines and Metals

and the author is pleased to have leamed that Many recommendations were considered in the

new mining code of Iran.

The results of the survey have been discussed throughout this chapter. In conclusions. sorne

principal recommendations are presented beloYi.

ln addressing issues related to exploration, \ve concluded that to boost exploration activities_

the govemment should create a conducive environment that encourages private sector

investors to invest more funds in exploration, and commit these funds over a longer periode

The provision of long-term loans to qualified applicants will improve exploration activities:

the banking system should he encouraged to provide more assistance to the exploration

effort. Exploration and mining pennits should be tradable. Foreign capital and expertise

should be employed for exploration activities: this requires a solid, fair and accountable

mining code and fiscal policy.

The Exploration Department of the MMM should he activated and he given more authority

to prepare a long-term exploration plan with financial and technical ineentives set for

exploration activities. The depanment should also conduet economic viability studies for the

development of various mineraIs. Ali this infonnation should he available to interested
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parties. At the moment, exploration data is kept in a scattered fashion. Therefore, an

Exploration Data Bank (EDB) is quite crucial and should he implemented by the MMM. Due

to the lack ofa centralized data depository, there were many repeated etTorts in exploration

in the past.

The MMM should otTer technical assistance to private sector exploration efforts and the

resulting geological, geophysical, geochemical, geo..engineering and geostatistical

investigations, as well as other exploration information, should he made available to those

who intend to develop mines. Prospectors should he financially motivated and backed by

large companies in perfonning their job. Furthennore, they should he guaranteed by law that

they can lease the results of their effort for a period of at least 20 years. This \\;11 improve

their confidence and promote exploration investrnent.

The Mining Code was investigated and it was concluded that it possessed sorne deficiencies

and required modification. Fortunately, during the course of this study, a ne\\' mining code

was approved (July 1998). Sorne additional points are noteworthy: the MNINI should

establish a secretariat in the Division of Mining and Exploration. whose responsibility it is

to ensure that the mining law of the country is fairly enforced. Any disputes regarding the

mining law should he 50lved through authorized entities with no persona! judgement biases.

Any subjective interpretation of the mining code should he prevented. The ~~lNI should

deal with the private and public sectors indiscriminately. The bureaucracy associated \\;th

the issue of exploration permits and mining rights should aIso be reduced.

With respect to the labour law, Many respondents believe that it needs minor revisions. A

majority ofrespondents, however, said that they had problems with the enforcement of the

labour law rather than with the law itself: They believe that regional offices of the Ministry

of Labour and Social Affairs, responsible for enforcing this law, have 50 far failed to apply

the law fairly. In particular, they mentioned that in most disputes between \\·orkers and

employers, arbitrators side with the workers.
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In discussions related to the export ofminerai commodities and metals, it was mentioned

that Iran bas a relatively big domestie market. This, together with the markets ofa variety

of minerai eommodities in neighbouring eountries and good marketing praetiees, could

provide a relatively good and stable mineraI market.

During the FFYDP, the perfonnanee of the seetor in mineraI exports was not satisfactory.

Measures sueh as the application of international standards in the quality, packaging,

transponation and marketing of minerai exports; the stability in govemment policies

conceming irnport/export regulations, foreign currency, exchange rates, customs and other

relevant rules and regulations; the delegation of mineraI export activities to private

cornpanies; the establishment of supportive export regulations and tax incentives; the

improvement of local transport nets; and the forming of joint exPOrt companies, can

effectively boost mineraI exports.

\Vith respect to environmental issues, the industry must be given environmental awareness

and persuaded that the environment is as important as increased productivity. AIso, the

provision of teehnieal assistance in creating environmentally optimum mining systems is

necessary. Other measures such as expanding basic and applied environmental research

based on the sector's particularities, and creating incentives for cornpanies to prevent erosion

and earth, water and air pollution are needed.

Regarding mining taxation, the govemment should consider its objectives in light of the

special nature of the mining industry, and balance the trade-offs between the many difTerent

conflicting objectives to ensure an equitable system. GeneraIly, the mining tax system

depends on the importance attaehed to obtaining tax revenues from mining activities and the

size of these revenues relative to other tax revenue sources.

In particular, sorne respondents have criticised the administration of the tax regime, and the

way tax exemptions were given. Sorne believed that tax incentives were needed to promote
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the expansion ofexisting oPerations. Other factors such as reducing the tax rate~ broadening

the tax base, and creating a linkage between profitability and the effective tax rate were

suggested.

Apan from economic and technical risks common to minerai investment everywhere, many

respondents argued that the instability in government policy and regulations are perceived

as a risk factor and obstacle to minerai investment in Iran. Need1ess to say that proper, timely

and stable polieies are imperative to mitigate the effeet of this risk element.

Regarding foreign capital and technology, the mineraI sector as a whole had a favourable

view of foreign participation. However, the hiring of foreign speeialists was less favoured.

To facilitate foreign participation in the minerai sector, many resPOndents believed that the

govemment should state clearly its POliey conceming trading, property rights and repatriation

of profits and capital. and ereate a satisfaetory legal and regulatory environment.

ln the discussion related to the organization and duties of the Ministry of Mines and Metals.

the Ministry's tasks were prioritised. As an important duty, the MMM should formulate a

long-term strategy for the development of the mineral sector. The minerai poliey should be

proaetive not reaetive. i.e., decisions have been taken when dictated by events (Sinding.

19( 3). This is a prerequisite for attraeting investors.

Other issues such as training programs in the minerai sector, financing of exploration

aetivities. problerns associated with the ownership of land in the case of small-scale mines

and co-operatives, need to he given due consideration.
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CHAPTER9

INVESTIGATION OF ISSUES RELATED TO
FOREIGN INVESTMENT IN THE MINERAL
SECTOR OF IRAN: RESPONSE FROM MINING
COMPANIES

9.1 INTRODUCTION

Mining and metallurgical projects are among those that require the most sizeable

invesnnents undertaken in Iran. One target of the frrst and second development plans and the

MMM, as mentioned earlier, was to attraet foreign invesnnent in mining projects. As

mentioned in chapter 6, the minerai sector, despite a promising situation and efforts of the

MMM, has so far failed to attraet considerable foreign capital. Sorne reasons for this were

discussed in that ehapter.

In an attempt to formulate a poliey framework for Iran aimed at anraeting foreign

investment, a survey was condueted among sorne major international mining eompanies to

detennine their expectations and necessary conditions with respect to investrnent location

decisions. The main purpose of this chapter is therefore to investigate the major factors and

issues that determine the interest of major mining companies in investing in the mineraI

sector of Iran, and by extension, in developing countries.
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More specifically, this chapter attempts to ascertain the most important factors affecting the

investment policies of foreign companies in developing countries such as Iran. It a1so

examines the particular factors/issues perceived as obstacles to enter the minerai sector of

Iran for investmen~ and provides acomparison between the present survey and similar prior

surveys. Finally, comments on how the current situation can be improved ta make the

country more competitive in anracting foreign investment in the mineraI sector are

presented.

9.2 GOVERNMENT ATTITUDE TOWARDS FOREIGN INVESTMENT

Based on the first and second development plans, the Iranian govemment encourages foreign

investment in the minerai and other sectors where there are insufficient domestic expertise

and capital. As for foreign investment in the minerai sector~ lranian authorities have shawn

their interest on Many occasions (see for instance: Middle East Executive Reports. 1992:

[RNA. June 26~ 1994; Iran News Daily. April 30, 1995 and August 18. 1997; Reuters. February 9.

1998). The keynote address of the Minister of Mines and Metals at the Economie and Social

Commission for Asia and the Pacifie (ESCAP) Seminar in 1992. announced Iran's official

position: .. We wOlild like to annollnce our will and interest for the acceptance offoreign

investment andjoint venturing. JVe believe that because ofIran's comparative advantages

in the abundance ofenergy and minerai resources. low cost oflabour. long existing experi

ence in mining and industrial acriviries and access to the Persian Gulf. Învestment in Iran

can have reasonably high rates ofreturn. " The validity of this statement extends beyond the

govemment minister: 870/0 of the ~lMM officiais and 66% of managers of large mining

enterprises interviewed in Iran believe that foreign investment is necessary for development

of the minerai sector1
• This shows that the minerai sector bas fonned a favowable view of

foreign investment.

To enable the flow of foreign investment into the country, the government has established

( See chapter 8.
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the "Organization for Investment, Economie and Technical Assistance of Iran (OŒTAI),"

controlled by the Ministry of Economie Affairs and Finance. In addition, according to the

Law for the --Attraction and Protection of Foreign Investment,''t foreign capital and profits

are subject to the legaI protection of the govemment, and foreign investments enjoy aIl

rights, exemptions and facilities accorded to domestic investors (Priee Waterhouse, 1996).

Furthennore, the government offers a range of incentives, including tax exemptions, tax

holidays, tax rebates, duty exemptions, tariff protection, and special fmandaI arrangements

to foreign investors. In the past, foreign equity holding was restricted to 490/02
• Recently,

however, the 490/0 ceiling on foreign ownership was entirely lifted and the govemment

showed its willingness to consider foreign majority ownership on a ease-by-case basis

(lRNA, October 9. 1997).

9.3 THE IMPLEMENTATION OF A SURVEY AMONG MAJOR MINING

COMPANIES

9.3.1 The Purpose and Metbodology of the Survey

The main objectives of the survey were:

1. To shed sorne light on the prevailing reality of MNC-LDC relations based on the

cumulative experience of firms in the mining sector;

11. T0 gain a bener understanding of the influential components ofhost country resources

and advantages (LSA), and the eoncems and prerequisites of potential minerai

investors in developing eountries and particularly in Iran;

111. Ta gain an insight into foreign investor perceptions of Iran·s environment in the

2According to Price Waterhouse (1994), when foreign investors transfer high technology, expert the
bulk ofproduction, train local employees in different management and production levels, use a high
percentage oflocally-produced content in the export product and locate outside Teheran't a majority
ownership is allowed.
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mineral sector; and

IV. T0 detennine the strengths and drawbacks in the mineral sector of Iran tbat

encourage/discourage foreign companies to invest.

The design of the questionnaire instrument in this study followed severa! steps: First, those

factors appearing most frequently in the literature and in previous surveys fonned the initial

basis. Second, the results ofcase studies in chapter 7 were reviewed to incorporate further

details. Third, in the ftrSt phase ofdesign, semi-structured interviews were conducted with

some academics and mining company executives to verify the nature of research questions,

including scales and their rationale, so as to enhance the completeness and accuracy of the

instrument. Fourth, the questionnaire was then prepared, pre-testing most of the questions

with 5 to 6-point scale answers, to ensure maximum respondent specificity. Also, in order

to facilitate a high response rate, the questionnaire design was optimised for its professional

and visual impact. Prior to mailing the questionnaire, most of the executives of many major

mining companies were contacted. Sorne were interviewed personally in a major

international conference as part of the preparation of this research.

The questionnaire was sent to tifty major mining companies based in Canada. Australia.

Europe and Japan. Special attention was paid to inc1ude mining cornpanies who have had

long-tenn experience and contract(s) within the mineral sector of Iran. After two follo\v-up

communications with the recipients by lener and E-mail, replies were received froln twenty

seven comparues. Out of these, twenty-four were deemed usable and were subsequently

analysed, yielding an overall response rate of 48%. The answers to the questionnaire

represent the views of the respondents based on their knowledge and experience. Overall,

they provide worthwhile infonnation, which could serve as a yardstick for mineral

investment policy in Iran, and May he generalized to other LDCs.

9.3.2 Experience and Involvement of Respondents

In tenns of SCope of activities and involvement, 71% of companies were active in
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exploration, mine development and mineraI processing, and 29% of them were active in

technical and managerial services. Table 9-1 gives details conceming the respondent's

position and experience in the company. The high average experience ofrespondents in the

mineraI sector (i. e., 25 years), including involvement in LDCs, gives this survey an

experientially based perspective.

Table 9.1. Positions of the Respondents in the Company (0/0 of Total)

President Executive Manager Consultant Mid-Ievel Manager

Frequent)' % Frequency % Frequ~ncy % Frequency ~/O

3 12.5 14 58 3 12.5 4 17

Average Work Experience ofthe Respondenrs: 2S years

In so far as the fonn ofentry into the minerai sector ofLDCs is concemed.. table 9-2 provides

a diverse picture. Comman fonns of entry in the minerai sector~ as shown in table 9-2.. are

contractual agreements~ joint ventures and wholly-oYlned involvement. Licensing

agreements and project lending follow. Each ofthese forms is associated \\ith a particular

level of perceived risk and control (World Bank Research Observer, 1992: Classens.. 1993:

and Selassie.. 1995).

Table 9.2 Types of Contraets that Responding Companies

have bad with Developing COUDtries (% of total)*

Joint Lic:ensing Conttaetual Agreement Totally-owned Subsidiary Projec:t Others
Veoturing Agreement (Managerial. Technical) ofthe Company Lendine

46 8 67 25 8 4

• Since sorne respondent c:ompanies have had two or more types ofcontracts with developing countries. the
sum of percentages representing the types ofcontracts is more man 100.
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• 9.4 DISCUSION OF RESULTS

9.4.1 Reasons Cited by MiDing Companies for Investing in Developmg Countries

The incentives of multinational mining companies for investing in the mineraI sector of

developing countries are well discussed in the literature (see for instance: Selassie, 1995;

Strongman" 1994; Tsomondo and Adde, 1993; Kumar, 1990; and UN-ESCAP, 1980).

lncentives such as availability ofresources (minerai endowment), profitability of the project

(fast payback of the investment), maximizing profits over time by sustaining a long-tenn

presence in a country (granting long-term claims tenure), and investing in minerais that have

strategic importance, have been mentioned in Many studies in the past.

The tirst question of the survey concemed the reasonslincentives for investing in a

developing country. The respondents were asked the following question: ..Please rank in

order ofimportance your reasons for investing in a developing country". The results are

shown in table 9.3.

Table 9.3. Inc:entives of MiDiDg Companies for Investing in a Developing Country

Rank Average 8.D.·.-
Mineral Potential ofthe Country 2 4.47 1.66

--
Market Expansion (Host country's market size) 4 2.87 1.64

•

• Degree of Importance of Factors on a Scale of S=most important to 1=least important

• Standard Deviation

As can be inferred from this table, the profitability ofthe project, the mineraI potential of the

country and long...tenn concems in those markets are cited as important reasons for entering
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• into a mining agreement with an LOC.

The next question concemed the importance to mining companies of the investment

environment in the host developing countries where the (investor's) most recent operation

is (was). Question: ln the developing country where your most recent operation is (was), in

your opinion. how satisfactory is (was) the investment environment with respect to each of

the following? (4=Quite Salisfactory, 3=Satisfactory. 2=Unsatisfactory. l=Completely

Unsatisfactory, O=Not Applicable). The responses are sho\\'n in tables 9.4 and 9.5.

Table 9.4 Degree of Satisfaction of Foreign Companies Regardiug the Statu! of

Selected Issues in Tbeir Most Recent Experience witb Minerallnvestment in LDCs

Rank Average S.D.••-
Equity Ownership

Access to Foreign Currency

Mining Rights

Hiring ofForeign Specialists

2 3.53 1.65••-
4 3.42 1.34••-
6 3.33 1.35

•••
8 3.28 1.5

•••
Govemment Incentives (tax bolidays & exemptions, cbeap loIns, ••• )

• Scale: 4 means "'Quite Satisfactory", and 3 means uSatisfaetory"
10 2.95 1.58

•
From the table above, it can he seen that sorne factors are considered quite satisfactory in



• developing countries. These include incentives related to the fiscal policies of the host

govemment (the right to repatriate capital, access to foreign currency, tax holidays and

exemptions), the regulatory system (equity ownership, mining rights, land ownership), the

economic policy (no pricing of inputs and no price control on final products) and

administrative policies (allowing hiring offoreign specialists). A review on these variables

shows that there are factors that can he improved upon through appropriate govemment

policies. On the other extreme, there are factors that are not currently satisfactory. The top

five unsatisfactory factors are shown in the following table.

Table 9.S IssueslElements that bave been Unsatisfactory to Foreign Investon

ln Their Most Recent Experience witb Mineral Investment in LOCs

1 Efficiency in Existing Mining Activities

3 Work Ethics (workers discipline, ... )

s Management- Workers Relations

•

The issues of low efficiency, instabilities in the political environment of LDCs~ and work

discipline that have been ranked unsatisfactcry by mining eompanies are mostly factors that

are inherent in LDCs. The lesson here for Iran (and any other developing eountry) is that if

a developing country improves its status on these issues, it would be in a bener position to

attract foreign investrnent. Although this is a long·term challenge, a sound minerai poliey

along with efficient and sound fiscal regulations can dramatically improve the situation in

these eountries.

9·8



•

•

9.4.2 Major Factonllssues tbat Attnct Foreign IDvestment to the Minent Sector of

LOCs

Many factors may impact upon a country's attractiveness for mining-oriented foreign

investmen~ the most important ofwhich were discussed in Chapter 4. To summarise, these

elements are: mineml endowment, guaranteed mining rights before exploration (e.g., security

of tenure), stable and attractive fiscal and PQlitical regimes, progressive mining codes,

economic and currency stability, simplified administrative procedures, contractual stability,

availability of land for exploration and international arbitration3
•

The survey question relating to the degree of imponance ofthe above-mentioned factors for

mining companies in fonnulating contracts related to mineraI projects in a developing

country was as follows: How important are the following factors for you in formulating

contracts concerning minerai projects in a developing country? A list of 15 items helped

capture the details and operationalize this question.

The results are shown in tables 9.6 and 9.7.

j For a longer list and detailed discussion see: Egger4 1997; Selassie, 1995; Strongman, 1994; Todd
and Salmasi (1993); Engineering & Mining Journal, May 1993; Aldous, 1993; World Bank Technical
Paper 181, 1992; United Nations [selected papers), 1992; and Kumar, 1990.
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• Table 9.6 Degree of Importance attaebed to Selected Issues from the view of Mining

Companies in Their Decision toward! Minenl Investment iD DevelopiDg Countries

Rank Average S.D.

Right to Mine (Security ofTenure)
~:T'.r.-~'~~' ..''''~:-\:~~:~ . .:~ ~ .... ::. -,_ .... -~ .. ~ .. -:':.~' ..:.~-:_r~ "..... -..\

::l%~:~: '~_0~ï0 ~~:,:. 1 - :'....: ,. • - • ~ :~"~,,,. >~:.< :: ~: .. ,:. -

Stability in Laws, Regulations and Govemment Policies

Access to Foreign Currency

Land Ownership

Fiscallncentives (Taxes, Duties, ... )

• 5= Most lmponant to 1= Least lmponant.

1 4.95 0.22

•••
3 4.76 0.44

•••
S 4.45 1.26

•••
7 4.33 0.8

•••
9 4.29 0.85

•••

•

Sorne issues which have heen regarded as most important in attracùng foreign investment

(such as the right to mine, the right to repatriate profits and capital, the mining code. access

to foreigtt currency, fiscal incentives and international arbitration), corroborate most pre\'ious

surveys (lfN-ESCAP, 1993; O'Neill, 1992; World Bank, 1990; and East-West Centre..

1989). Ho\vever.. the respondents to the present survey anached a high degree of importance

to the stability in laws, regulations and govemment policies of the host country. This is a

clear message for Iran. RecaIl that in Chapter 8, it was observed that local mining companies

aIso perceived instability in regulations and govemment policies as an important risk

inherent in minerai investment in Iran. Therefore, a major step for govemment to attraet local

and foreign investment would he to make prudent long-tem plans and programs for the
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• development ofthe mineral sector and to commit itself ta maintain a '·stable regulatory and

policy environment".

On the flipside, factors rated as less important to mining companies in their minerai

investment location decisions are shown in table 9.7.

Table 9.7lssueslFacton tbat are Less Important to Mining Companies

in Their Decision Toward Mineral Investment in Developing Countries

-;''!Ii .
~

1

-3

-

Growth ofLocal Demand for Products

AvailabilityofCbeap Inputs

•

Issues such as local demand for the product (s), access to local expertise. availability of

cheap inputs and financial contribution of the host country are relatively less important to

the mining companies". Tables 9.6 and 9.7 taken together dearly show that the concems of

the mining sector are different from those of general foreign direct investment (FDI).

Important factors such as cheap inputs do not assume much importance to mining

companies. Sorne elements that are critical from the point of view of mining companies in

their decisions toward minerai investtnent location are discussed in the foIIo\\ing section.

oS Sorne results of this study confmn those ofa previous survey by Selassie (1995). Although his study
is about the joint-venture fonnation in the agribusiness sector of Africa, foreign companies investing
in the mineral sector have many common concents. A comparison between the results. while bearing
in mind the ditTerence between the two sectors, can provide a better insight in this matter.
Elements/issues such as price regulations on inputs, govemment incentives provided.. ease of
imponation of raw materials, host country market size and prospect ofexpansion, and availability of
skilled manpower, are categorized as "probably tolerable" by investing companies in Selassie's
survey.
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9.4.2.1 Profitability of the Project and Fiscal Inceatives

Rate ofReturn (ROR)

Mining companies want the rate of return in their overseas operations to be at least as

favourable as at home (Aldous, 1993). Foreign investors, however, demand a higher rate of

retum because of high-perceived political risk in the host countries. Nevertheless, host

nations are in a better bargaining position over conditions affecting the expected RO~ if

they reduce the political risk. Foreign investors will only invest if the indicated rate ofretum

is commensurate with the risks associated with exploration, development, extraction and

marketing of minerais. Sînce the involvement of foreign partners reduces risks through risk

sharing, they expect to be granted special incentives such as tax holidays, lower ta" rates,

special allowances and early "Tite-off provisions, and the remittance of dividends (Adde,

1993).

Taxation

Taxation plays an important role while evaluating a country for investrnent. The tax rate per

se is one of the most significant factors affecting the level of return to the investor. Foreign

investment is generally subject to the same tax system applied to local investment. Due to

its importance in the decision-making process of mining companies, taxation is presently

being used by many developing and transition economies as an incentive for attracting

foreign and national investment into the exploration for and development of new mines

(Schreck, 1996)5.

Sorne previous studies (Strongman, 1994 and World Bank't 1992) have concluded that the

profitability of the project and fiscal incentives (low tax rates, repatriation of profits and

5 Sorne countries like Chile, as mentioned before, have created more confidence in investors by
allowing foreign companies to choose to pay tax on their profits either at the same rate as local
companies, or at a fixed rate, which is guaranteed to remain unchanged for 20 years.
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capital~ etc.) of the host country are among the most important factors that encourage the

entry of foreign investment. A survey oflarge mining compaI'les (United Nations~ 1993) bas

confrrmed that three factors~ namely guarantee of the right to mine~ profitability of the

project and the repatriation ofprofits, dividends and capital~ play a leading role in attracting

foreign investmenl Ninety two percent of respondents of tht~ present survey stated that the

profitability of the project is an important consideration in investing in the mineraI sector of

an LDC. Regarding the degree of importance, this element ranked as the most important

incentive for mining companies, with an average importance of4.71 on a scale of 5= most

important to 1= least important, with a standard deviation (5.0.) of 0.64.

Fiscal incentives followed closely. The degree ofimponance ofthis element was 4.29 with

a 5.0. of 0.85. [t is noteworthy, however, that Kumar (1990) believes that the impact of

fiscal incentives (tax holidays, investment allowances or subsidies) on investment decisions

is limited. From his point of view, fiscal incentives cannot compensate for the high

production costs or the lasses associated with lack of the market. Competition among

countries leading to almost the same incentives may have reduced the impact of fiscal

incentives. They do not appear to prejudice the investment location decisions. This was

somehow confinned in the present survey, as fiscal incentives was ranked 9th in importance

in investrnent location decisions.

9.4.2.2 Mineral Endowment and Geological Prospects

Another imponant consideration in any minerai investment is the rich mineraI endowment

and geological prospects of the host country. Foreign companies normally engage in

exploration where assured by adequate geological data. Therefore, countries that have

already conducted a certain amount of geological prospecting, with promising results of the

preliminary investigations, stand a better chance ofattracting foreign investment.

Johnson (1990) in bis survey of multinational mining companies, showed that geological

potential is the '-most important factor" for investors in selecting countries for minerai
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exploration. According to O'Neilrs (1993) study among Australian junior muung

companies, attractive geological prospects was ranked third in "critical ta important" criteria

for mining investment. Also, a survey of the Economie and Social Commission for Asia and

the Pacific (ESCAP) among international mining companies showed that general minerai

abundance and geological potential for certain targeted minerais were the top two most

important factors in choosing exploration targets (United Nations, Economic and Social

Council, 1993). The importance ofthis element in the present survey was 4.47 with a S.D.

of 1.66.

9.4.2.3 Mining Rights

Given good geological prospects, a guarantee of mining rights before starting exploration

is nonnally seen by mining companies as an essential precondition for investment.

Afterwards, a well-established mining code and contractual stability are critical factors in

mineralinvestment.

Mining rights in the host country was mentioned by 880/0 of respondents as an important

factor in their decision on investing in LOCs. The degree of importance of this factor was

4.95 on a 5-point seale, with a standard deviation of 0.22.

9.4.2.4 A(cess to Foreign Currency and Foreign Exchange Policy of the Host Country

According to many studies (Op cit.), access to foreign currency and the foreign exchange

policy of the hast country has a significant role in attracting foreign invesnnent. Transparent

monetary, banking and foreign exchange policies are prerequisites for anracting foreign

investment. Foreign exchange control is very împol1ant, since when W1der-~ it is intended

to meet criticism ofexcessive returns to foreign panners, and when over-run, can prevent

the exploitation ofeconomic rent by foreign investors (Kumar, 1990). Therefore, it has an

important impact on the freedom to remit dividends and repatriate capital even though

guarantees to this effect will he demanded by investors.
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Another point conceming foreign exchange policy is that an overvalued local currency and

shortage offoreign exchange can cause illegal transactions in the black market (particularly

in precious minerais such as gold and gemstones), and can create an environrnent of under

declaration of mineral output, and corruption (Ibid.).

Access to foreign currency and the foreign exchange policy of the host country is considered

by 92% of respondents to he an important factor in their investment decision process in the

mineral sector of LDCs. Regarding the degree of importance, this element ranked as the fifth

most important, with an average of 4.45 on a scale of 5= most important to 1= least

important, with a S.O. of 1.26.

9.4.2.5 Infrastructure

Availability of physicaI infrastructures is aIso quite important to attract foreign investment

into the mining industry. Transport facilities, railways, roads, ports and watem·ays are vital

for the delivery of plant machinery, equipment and materiaIs, and to convey mine products

to the market. The cost ofphysical infrastructure is a1so significant in the mining industry.

Normally~ the transport cost of bulk commodities such as iron, coal and manganese

represents more than 50% of the delivered cost (CIF price) of the product. Therefore~ the

qua1ity, the capacity and the nature of transport networks affect the economic viability of

mining projects and is of main concem to the investing company.

Since the capital cost ofphysicai infrastructure is high and its provision is time-consuming.

countries with an adequate infrastructural base have a comparative advantage over those who

lack such facilities. Apart from this, infrastructure aIso provides the necessary basis for

industrial development, processing of local resources and mining activities" which in turn

benefits the community by proviâing infrastructural facilities.

The availability of an adequate infrastructure in the host country was considered by 80% of

respondents as an important factor in their decisions towards investing in LDCs. The degree
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of importance of this factor was 3.86 on a 5..point scale of 5= most important to 1= least

important, with a standard deviation of 0.49.

9.4.2.6 Minenl Sector Information

There is generally a lack ofbasic information on mining in LDCs. The existing infonnation

is often less adequate and less distinct with regard to basic geological da~ and legislative

and fiscal regimes. During the coW'Se of this research and based on the results of the present

survey, it became apparent that foreign companies have little infonnation about lran·s level

of minerai endowment, minerai activities and regulations related to these mining activities.

The author asked the respondent companies who have had no contract "ith the mineral

sector of Iran: "How do you raie your familiarity wilh Ihe fo/lowing in Iran?" (5 =quile

familiar 10 1=nolfamiliar al ail).

The results are shown in table 9.8, which combined with a figure, gives a more visual sense

of this issue.
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• Table 9.8 Familiarity of Respondents with the Selected Issues in Iran

ree of Familiari 0 Ave. 5.0.

Rie.ht to Mine 1.57 0.98

Pt:rronnance orme Mineral Sc:etor in Recent Years 1.76 1.09

1.81 1.33

2.33 1.53International Relations of the Coun

Overall Infrastructure orthe CountrV

Availabilitv of Ex ertise 1.71 1.01

Availabilitv ofChee Production Factors 1.71 1.15

Mineral Potential of the Couo 2.05 1.32

Minin Code 1.52 0.87

Stabilitv in Laws. Re ulations and Policies 1.81 1.12

Availabilitv ofGeolo kal Data 1.86 1.24

Overall Slate of the Econom 2.05 1.24

Fiscal RelZime (taxes. duties•... ) 1.57 0.98

Subjectl Issue

Foreign Invesnnent Law 1.57 0.98

\) 5 =quite familiar to 1=not familiar al aU

•

As can he seen. almost none of the foreign companies were familiar with the state ofmany

important issues affecting investrnent location decisions, such as mining rights. tax regime.

mining code and foreign investrnent law in Iran. Except for the international relations of the

country, the overall state of the economy and the mineral potential of the country. that

respondents were somewhat familiar with, other important issues such as availability of

geological data, availability of expertise, overall infrastructure in the country and level of

production of basic metals (steel, copper, lead and zinc) were not very weB knO\\"fi by the

respondents.
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It is important to note that the mineraI sector of~ a booming industry with expenditures

reaching billions ofdollars in recent years6
, is unknown to many foreign mining companies.

Therefore, it is quite important that the Ministry of Mines and Metals take the necessary

steps to publicise and advertise locally and intemationally Iran's minerai sector. The

availability of geological data is, in particular, quite important, as discussed in chapter 8.

9.4.2.7 The Place of Arbitration

The place where arbitration is conducted is another important factor to investors for two

different reasons. It is important from the viewpoint of accessibility and general

convenience. It is a1so of legal importance because of the extent to which national courts

may influence the fmal decision (Nusairet, 1987). In contracts in which parties ofdifferent

nationa1ities are engaged, arbitration is often the means ofsettlement, generally in what May

be regarded as a "neutraI" place. Ho",·ever, if the parties do not detennine the procedure of

arbitration, then the law ofthe country in which the arbitration is conducted can he crucial

(Ibid.).

In the present survey, 75% of respondents considered the practice of arbitration as an

important factor in their decisions toward investing in LDCs. The degree of importance of

this factor was 4.05 on a scale of 5= most imponant to 1= least important.. ",ith a standard

deviation of0.86.

9.4.2.8 General Business Clîmate

Generating a political and economic climate that instils investors" confidence is one of the

most important factors in attracting foreign investrnent in mining and other sectors. At times

there May he a perception, whether real or imagined, that a particular country is a riskier

place to invest in than other countries. This intimates that the compensations for the

perceived risk have to he higher compared to a similar investment in another country. To

6 See chapter 6.
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attract foreign investment, therefore, the duty of "achieving business confidence" bas to be

followed up. The country's overall attractiveness eventually depends on the government's

economic policy, relating in particular to finance, taxation and trade.

9.4.2.9 Ownenbip and Control

Ownership and control are important factors for mining companies, although views on the

ownership of host govemment and local companies vary. Sorne companies do not like to

invest in countries with mandatory local majority participation. They feel that this might

hamper their ability to control the management and decision-making of the company.

However, sorne feel that minority local participation is a positive factor because they cao

establish a good relationship with the government and exercise influence over its policies.

The degree of importance attached to local o\\'nership and equity control in the present

survey was 4.29 on a scale of 5=most important to 1= least important. with standard

deviation of 0.78.

9.4.2.10 Institutional Infrastructure and Bureaucratie Procedures

The literature is abundant with thorough discussions on the significance of effective

institutional structure and efficient bureaucratic procedures for title awarding. monitoring,

regulating and controlling minerai development projects. Of the respondents to Ù1Ïs survey,

75% regarded this factor, i.e., institutional structure and bureaucratie procedures in the host

country, as an important factor in their decisions toward investing in LDCs. The degree of

importance was 3.85 on a seale of 5= most important to 1=least important. \\;th a standard

deviation of 1.99.

9.4.2.11 Otber Elements

Other factors, including land o"nership, right to mine, repatriation of capital, repatriation

of profits, access to local expertise, hiring of foreign specialists, prieing of inputs and
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• outputs, fmanciaI contributions from the host country, the possibility of influencing

procedures, the availability of raw materiaIs and cheap input factors, and prior experience

ofcompanies, aIl have important impacts in attracting foreign investment to the host country.

The following table shows the importance ofthese factors according to the present survey.

Table 9.9 Degree of Importance ofOtber Facton that bave

Positive Impact on Attracting Foreiga Investment

Hiring ofForeign Specialists 3.95 0.92

Pricing ofInputs and Outputs 3.89 1.63

Bureaucratie Procedures ofDoing Business 3.85 1.99

Work Conditions (Labour Law, ... ) 3.85 1.99

Prior Experience ofCompanies with the Host Country 3.22 1.57

•

·>5= most important to l=least important

9.4.3 Experience of Mining Companies witb Mineral Investment in LOCs

T0 assess the experience of mining companies in their treatment by host countries during

their minerai investment efforts, respondents were asked in a broader question. how much

support and co-operation they reeeived from the government ofother host LOCs. The results

are shawn in table 9.10.
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Table 9.10 Co-operation of Host Countries with Companies in MiDenl Agreements• . ., ~ - - ~ ~ . .

. il

. '.

. .',.\ .. ~

•

As seen in the above table~ hast govemments, overall, co-operate weil with the investing

companies. This suggests that if the minerai sector of Iran is to he competitive_ the rvlMM

and local companies must practise adequate co-operation with investing companies7
•

9.4 STATE OF MINERAL INVESTMENT IN IRAN: RESPONSES OF

FOREIGN MINING COMPANIES

T0 determine the impressions of foreign rnining companies about the state 0 f the minera!

sector of lran, the following question was asked. "If you have (had) an)' mining

operation/contract in Iran or ifyou have adequate knowledge ofthe minerai sector ofIran.

how do you describe the stare ofthefollowing in the country? ,. (5= "Exceilenr " ta 1= "lVor

good at ail ").

The results are shown in table 9.11.

i Considering the facilities that LDCs should create for investors, it should he kept in mind that
investing companies must also he aware ofthe particular socio-cultural features of the host country
in arder to operate effectively. For instance Konopacki (1992), using the Asea Brown Boveri
experience in forming ajoint venture with 2 Indonesian fmns, has made a number of suggestions for
operating a plant effectively in a developing country, particularly with an Asian culture. Ta the
author's experience, most of these suggestions are applicable to (ran's environment as weil. The
suggestions are as follows:
• Accepting the fact thal in Asia things are accomplished at a slower pace;
• Trying to make ajoint-venture with either an local parmer or a foreign parmer:
• Working on a product or service that the country urgently needs;
• Making a ceremony at a plant's opening; and
• Employing go-between or intennediary people to assist in providing solutions to problems.

9-21



9-22

Access to Telecommunication links

1.25

1.25

1.03

1.03

1.03

1.38

1.12

0.74

1.67

1.45

1.36

1.12

1.06

1.92

1.61

1.32

0.93

0.73

0.8

1.12..

1.33
..~

:- 0.65

3.33 -

3

., -_.,
2.5

2.5

3

2.4

1.8

3.8

3.25

3.25

2.75

3.5

4.2

4

3.25

2.25

1.75

1.75

3
,. -

_o .. ,' ".;. ',;, ' .. '~ ~.-: ../-. ~>~,. :3.67
.. -, .;...... <.~_ ..~::,;~.'~:.: ... ~~ .....:: _. __>_~' l' '.. _ ,_, " .•.

:.>,~}.:",_..:::':. , • '~~:'-.' ... '.-:':"'- -3 >"

_ ~ J. ~:

.l~.~ ~,-. ~~ .-,:.~,:~"~~ _~J_~~-~~:> _~~;:.'_: '0'-;_~:~'~-'''~~~>~'~'~l-'-:-'----''~~' -: .~

- p • .;1.: .

Availability of Foreign Exchange
Work Ethics (Worker Discipline, Productivity, Labour Law,
M~ge"1.C:':lt_- Lélbour,Relati(:>ns, ... ) _._---.-,. _".,_

Availability ofCheep Production (nput Factors

International Relations of the Country

MiningCode

Perfonnance of the Mineral Sector in Recent Years

Fiscal Reginie (taxes, dUlies, ...)

Forei~ Investment Law

Bureaucratie ProCedures ofDoingB~ _

Overall Infrastructure of the Country

Co-operation of the Govemment with Investors

Co-operatîon ofthe Local Campanies witb llivestors

Mineral Potential ofthe Country

Defl1'" for Mineral PrOduets .

AvaiJabUity ofExPemsé· __

RigbttoMine

PrieeConirol on Final ProduCt(s) .

Overall State of the Economy

Stability in Laws, Regulations and Policies

Availability ofGeoloiical Data

'* 5= .4Excellent" to 1= 4'Not good at ail".

•

•



•

•

The results of table 9.11 provide important insights into the situation ofminerai investment

in Iran as weil as valuable indicators to the govemment regarding weaknesses that need

addressing. From the table, elements such as minerai potential of the country, demand for

mineral products~ overall infrastructure of the country, access to telecommunication links,

price control on inputs, availability of cheep labour, energy and other production factor

inputs, and availability ofexpertise are, in general, satisfactory. Sorne laws and regulations

governing the minerai sector, such as the right to mine and fiscal regimes are aIso relatively

satisfactory. However, the state ofsorne important laws like the mining code and the foreign

investment law are not very good. What is more important is that the bureaucratie procedures

of doing business, the availability of foreign exchange as weU as the international relations

of the country were not seen as satisfaetory from the view point of foreign investors.

As discussed in chapter 8, most domestic investors tend to have the same perception. They

also frequently claimed that the instability in govemment polices affecting mineral

investment is a serious impediment to investment.

9.S.1 Minenllnvestment Risks in Iran

The political, economic and technical risks in the host country are serious concems for

investors in their decision toward mineral (and any other) investment. Usually. higher risk

premiums are required from investment projeets in developing eountries. Regarding the risk

element in minerai investment, the following question was asked from those respondents

who had at least one contract with the mineral sector of Iran: "JVith respect to mining

investment in Iran, please rank the fol/owing risles in the;r order ofimportance·' (5=most

important rD 1= least important).

The results are shown in table 9.12.
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Table 9.12 The Importance of Risks Related to Minerallnvestment in Iran• ~~=~;-.,:~ .;:'~J~:~'.~ ~"'. "-.;~:~.:-' ':~' '.';' '.:';:
.. ; ~ .. .... "':.- . . ~ -' ' ..

.~-~~~ -:~Ji)hj~~--:lj" ".o '. -~:";'
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Financiall Economie

Rank

2

Average

2.24

S.D.
. . . ~ .

'. ..'~ ~.:;-\..~ ~::': :>-:-:.
- ,.. . .'~: :-;·1·.-=c-~~~

1.67

•

.5= most important to 1=least important

Fortunately, the importance attached to various risk factors related to minerai investrnent in

Iran is low, indicating that the Iranian govemment and local companies have interacted \'lell

with foreign companies in the pasto

9.4.1 Main ObstacleslProblems that Discourage Foreign Companies from Investing

in the Mineral Sector of Iran

In another question.. the respondents who have (had) any mining operation/contract in

Iran were asked to list the four main obstacles/problems that discourage them from

investing in the country's mineraI sector. The responses are summarised below in order

of imponance, from the most to the least important. The importance of each factor is

determined by the number of responses received from the respondents.
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\llllll.d "lqllll 10111.11111111111 rh~ \111'llllIllllrl.lllllllllJ~ 1 ~.I'llllllHl(I.lIlI)

1. Political Considerations~ Management and Bureaucracy

International relations of the country, Bureaucratie legal syste~ Procedures to do business, Difficulty in

obtaining visas, Multiple decision·making process, Lack oftimely decision-making by authorities that

cause increased initial costs in assessing project viability.

2. Cultural and Language Differences

3. Financial and Commercial Matters

Discouraging ta'{ regime. Failure ofgovernment to meet paymentlcontract obligations, Unprofessional

bidding practices.

4. Restrictive Laws and Regulations~ Lack of Infonnation

Unfavourable Mining Code, Resnicted right to mine, Lack ofavailability ofgeological infonnation

9.S.31\'lain Incentives and/or Renefits that Encourage Foreign Companies to lovest

in the 1\'lineral Sector of Irao

In another question, the respondents who have (had) any mining operation/contract in lran

were asked to list the four main incentives!benefits that encourage them to invest in the

mineraI sector of Iran. The responses are summarised below in order o;.~ importance. from

the most to the least important, as is determined in the previous question.
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\1.1111 IlIllllll\l ..... 1I1111'I 1~,l1dïl.... lll.lllllll"JI.I~l l ''l''~II (1I11'11.llIll .... ll1ll1" .... 1

11111" \llllll.11 -"lllill 1111,.111 (//lIllIllIl \)II,'IIl'I~1I11.11l111l111l ) l.I .... '11I11'4I11.1I11)

1. Mineral Potential and Economie Considerations

Availability ofgood minerai potential~ Availability ofcheep labour and experts~ Availability ofgood

infrastructure, Improved professional business practices (recent), Good investrnent opportunities for

world class copper and zinc deposits

2. Political and Legal System

Political stability, Open govemmen~ Freedom ofmovemen~ Change ofanitude of the new govemment

ta Western countries, Security of tenure, Majority equity ownership, Proactive invitation offoreign

investors and Accepting international arbitration.

3. Financial Regime

Acompetitive ta.'\( environrnen~ and Improved payment record

The results show that the government decision-makers should pay special attention to sorne

critical issues ifthey want to boost foreign investrnent in the minerai sector. Regarding the

political climate, sorne respondents stated that Iran is a politically stable country \\ith a freely

elected government. The new govemmenfs policy is to enhance the international relations

of the country and to reduce tensions in the region and on an intemationallevel. This policy,

ifcarefuJly practised, will increase Iran's ability to attraet foreign investrnent. However. legal

and administrative systems, despite numerous improvements, are still bureaucratic. This

discourages foreign investment. As mentioned by sorne resPOndents, the ··lack of timely

decision-making by authorities" increases the initial cast associated \\ith assessing a

project's viability. Therefore, the government should make serious efforts to streamline

decision-making procedures and reduce to a minimum the attendant bureaucracy. Aiso.

among others, the ~'instability in laws and regulations" concerning financial and commercial

matters should be reduced to a minimum.
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9.61RAN's COMPARATIVE ADVANTAGES IN ATTRACTING FOREIGN

INVESTMENT

ln this section, sorne characteristics of the minerai sector of Iran that can enhance its

comparative advantage in mineraI investment are explained. As mentioned before., Iran bas

many comparative advantages, among which are the abundance of energy and minerai

resources, low cost labour, experience in mining, ta" holidays and exemptions for new

mining investments, a large regional marke4 access to the Persian Gulf, and free trade areas

to attract foreign investrnent. According to Iran News (September 27, 1998) the govemment

has also taken ail the necessary measures for guaranteeing the safety of the hard currency

coming into the country. An article in Tehran Times Daily (October 21,1995) concluded that

because of the existence of Free Trade Zones (FTZs) in Iran. it is the "finest regional

country" for the foreign investment. The author aIso believes that because of the existence

of sorne good minerai resources in sorne FTZs and the possibility of establishment of

srnelters, these areas, if effectively managed, can create very good incentives for foreign

minerai investment. In the follo,,;ng, FTZ bistory and regulations ";11 briefly be discussed.

9.6.1 Free Trade Zones in Iran and their Advantages8

ln accordance with the FFYDP to develop foreign trade and establish a basis to fonn joint

ventures, the Iranian Parliament ratified the '''Law on the Administration of Trade and

Industrial Free Zones" in August 1993. According to Article 1 of this law, the main

objectives ofFTZs are to "accelerate infrastructural activities." "promote economic gro"th

and investmen4" "creale emplo~ment," "panicipate aClively in world and regional markets"

and "'produce, process and export industriai goods." For achieving these objectives, the law

grants the government the authority to establish trade and industrial free zones al Kish and

8Compiled ftom the Law on the Administration ofTrade and Industtial Free Zones, lran Commerce
(Winter 1994), and presentations in the "'Doing Business in Iran" Seminar in June 1998 in Montreal,
Canada
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Qeshm Islands, and at Chahbahar9

According to Article 5 ofthis law, each zone is to he administered by "an independent legal

organization." Companies in FTZs will he exempt from the rules and regulations goveming

SMEs and will he govemed by this specific law and its related by-laws. In issues for which

no provision is made in the law, the present "Commerce Code" will apply.

According to Article 8, the independent organization and its suhsidiaries are authorised to

sign agreements (v.-ithin the context of the Constitution Law) v.-ith individuals and legal

entities. Also. they are permitted to enter in partnerships with foreign investors for

development and production projects. Disputes are to be settled following the tenns and

undertakings outlined in the contracts signed by the parties concemed.

Articles 13, 15 and 16 ofthis act deal with tax and custom duly exemptions. Indhiduals and

legal entities. local or foreign, involved in various economic activities will he exempt from

incorne tax for ··a period of 15 years from the date ofproduction commencement.·· After 15

years. they \\ill he subject to a tax regulation prepared by the Council of Ministers and

ratified by Parliarnent. Products from the FTZs exported to other parts of Iran are totally or

partially exempt from custom duties. Article 14 of this law states that commercial

rransactions of FTZs with other countries will not be subject to the country's impon and

export regulations. However. commercial transactions v.-ith other pans of Iran are govemed

by such regulations.

As per Articles 19, 20, 21 and 22 of this law, the managing orgaruzations ofeach free zone

May obtain the funds required for the provision of infrastructure from local or foreign

sources. Upon approval of the Council of Ministers, each organization in each zone May

provide the necessary guarantees to foreign investors against losses incurred as a result of

9 Three other FTZs were added later.
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divesting ofownership or nationalization oftheir business. Such guarantees May he given

on the strength of the organization's own financial resources, or through guarantees obtained

from fmancial institutions or insurance companies.

The registration ofcompanies, industrial and copYright ownership, and vessels and aircraft

will he done by the administration of the concerned zone. Article 24 of the Law specifically

emphasises that the lease of land to foreigners in the zones is permitted, but that the sale of

property is forbidden.

At present, six FTZs, namely Qeshm, Kish, Chahbahar, Khoramshahr, Sirjan and Sarakhs

are active in Iran. Sitting on the world's largest underground gas reserves, Qeshm, the largest

island in the Persian Gulf, possesses good opportunities for foreign investments in ~~steel,

aluminium and other heavy industries." The island covers an acea of some 1500 square

kilometres, and is a shon distance from the mainland. It has good water, cheap fuel (natura!

gas), electricity. and vast land areas that the managing administration offers to prospective

investors. Kish Island. with an area of more than 91 square kilometres, is the second largest

island in Persian Gulf. This island experienced considerable development during the past

decade.

In summary, the comparative advantages of investrnent in FTZs are: no restrictions on the

number of shares that a foreign company can hold; security of foreign propeny and

repatriation ofcapital and profit guaranteed by the govemment; considerable exemptions on

income ta" as weIl as reductions and exemptions on duties for imported machinery and

materials; more flexible labour regulations; employment of foreign nationals and

international banks and insurance companies as well as financial and credit centres are

allowed; easy access to Central Asian Countries for international transit; cheap production

factor inputs including low-waged work force, low cost fossil fuels, inexpensive water,

power, and communication supplies and services; easy access to an airport, big quays and

suitable roads (Doing Business in Iran Seminar, JW1e 1998; Qeshm Free Area Quarterly, No.
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3, 1997; Iran Commerce, Winter 1994; and Aminin, 1994).

Despite these numerous advantages, the following additional provisions are suggested:

i. The existing law does not fully eonform to the current poliey of limited govemment

involvement in eeonomie affairs. Except for provision of fmaneial-administrative

facilities to individuals and private finns interested in the FTZs, the govemment must

abstain from participating in investment in the free zones as much as possible; and

11. Land within the FTZs should he strietly leased on long-term basis.

9.7 COMPARISON OF THE RESULTS OF THE PRESENT SURVEY WlTH

PREVIOUS SURVEYS

Reports and results ofa number of previous surveys eonceming foreign investrnent in the

mineral sector ofLDCs were available to the author. A common concem ofail surveys was

to determine the important factors and issues for companies in selecting mineral projects in

LDCs. The following is an attempt to compare the results ofprevious surveys to those of the

present one. The following surveys are eompared.

• Present Survey, 1998, annotated in the following table as SAL.

• A survey by the Economie and Social Commission for Asia and the Paeifie (ESCAP

1993, and Otto, 1997), in 1992, among 39 mining companies headquartered in North

Arneric~ Europe, Asia, Australia and Africa, about '~e factors heing important in

considering mineral investment," annotated in the table as ESCAP.

• A survey by Q'Neiil (1992), among Australian ~fining Companies for their ·"reasons

in selecting a specific African COWltry for mineraI investment," annotated in the table

asONL.

• A survey by the WorldB~ Mining Unit (July 1990), among International Mining

Companies regarding "determinations of mineral exploration and investment in
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developing countries," annotated in the table as WB.

A survey by Charles (1990), among Multinational Mining Companies regarding

""determination of important factors in selecting countries for minerai exploration,"

annotated in the table as CHL.

A survey by the East-West Centre (1989), among 32 International Mining Companies

regarding ··critical and negotiable factors for major minerai exploration in a country,"

annotated in the table as EWC.

•

Table 9.13 Comparison of the Resulu of the Present Survey with Previous Sunreys
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As can he seen from Table 9.13, the results ofthis surveyand previous surveys show that

investing companies generally agree on Many important issues but have different views on

their degree of importance. The right ta mine is the most important factor in all surveys.

Minerai potential of the host country, repatriation ofprofits, political stability, mining code,

access ta foreign currency and fiscal incentives are the most frequently mentioned fact(,rs

in ail surveys.

The above·mentioned factors do not always guarantee an influx of foreign capital. Due ta

strong competition for foreign investment, many LDCs are simply adopting the minerai

policies of other countries, and modifying them ta offer more favourable conditions.

However, investors are not flocking in as expected despite the fact that the other factors

(geology, etc.) may he conducive. Difficulties in attraeting foreign lnvestment to the minerai

sector of LDCs are weil discussed by Tsomondo and Adde (1993). Factors such as the

selective geographic location of money supply, tightening bank financing for mineral

projects, declining metal prices~ timing ofminerai policies, geographic location of the LDC

country, mineral commodity type~ availability of information are notable in this respect.

9.8 CONCLUSIONS

Given the abundance of substantial minerai resources, the minerai sector 0 f Iran needs to

attraet sustainable inflows ofprivate capital to develop. In absorbing foreign investrnent, the

mineral sector can aIso benefit from the generation of revenue and foreign exchange, the

modernization and expansion of the local minerai industry, the stimulation ofexpons, hetter

access to world markets, the acquisition of technology and managerial skills, the

development of the infrastructure, the establishment of backward and forward economic

linkages, and fmally contribute ta the overall development and economic goals of the

country. Both the frrst and second development plans of the country were formuIated using

foreign investment in different forms, such asjoint·ventures, buy-backs and different tyPes

ofcommon counter...trades.
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Throughout this chapter, a number of factors and issues that have an important impact in

attracting foreign investment and the policies that the govemment and the MMM should

adopt to create a competent, responsive and conducive business environment as weil as an

efficient institutional structure that responds quicldy to the needs of investors, were

discussed.

The results of the survey show that respond~nts are in general agreement on the critical

issues~ although they differ on the degree of importance attached to various factors/issues.

The minerai potential of the country, profitability of the project, right to mine" politicaI

stability" conducive minerai and invesnnent policies~ access to foreign currency, availability

of good infrastructure, stable and conducive investment policies, and capable institutionaI

frameworks of the host country, are aIl key determinants of minerai investment decisions.

As stated by respondents from foreign mining companies (and also domestic mining finns

in the author"s survey \\i;thin 1ran)1O, sound and stable policies cao significantly attract more

investment to the sector. Iran's mineraI sector" \\Iith the successful implementation of macro

economic programs.. and effective private-sector-oriented mineraI policies" can attract a

substantially increased share of private, local and foreign, investrnent. This.. ho\vever" is a

challenging task.

The author believes that with the implementation of strategies stressed below, derived from

a review of the literature on foreign mining investment, the results of the present and

previous surveys~ as weil as the author's personal interviews with sorne large mining

company officiaIs during several mining seminars in which the author participated. the

minerai sector of Iran can attract substantial amounts of foreign (and internaI) capital in a

reasonably shon tinte.

10 See Chapter 8.
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(i) Govemment Commitmeot:

Firs~ the issue of foreign investment and the way in which it is approached is delicate and

requires careful handling. As quoted by IRNA (March 7, 1997) from the English daily

Kayhan International, "not unlil there is a uniformity ofview or consensus towards the issue

offOreign investment would there be any tangible success in lhal connection." In Iran, given

the dwindIing foreign exchange revenues resulting from a drop in oil priees and foreign debt

payments, the attraction of foreign investment is necessary (Ibid.). Therefore, as the

government recently announced, authorities in government as weil as legislative bodies

should commit themselves to enhancing foreign investment.

(ii) Attncting Domestic Investment:

Taday, the mobility of financial resources is significant and rapid, and it is broadly kno~n

that "~capital knows no bounds" (Adeli, 1995). From an economic point of view, capital is

usually destined to a country that is in short money supply as long as it is alloned wisely and

receives a good retum. Attracting investment is strongly related to the ··long·tenn

expectations and economic environment" of the country (Ibid.). Because the mineraI sector

of Iran has Many privileges, the government can attract investrnent to this sector

prosperously. An economic difficulty facing Iran is how to mobilize domestic private

investment to acrneve a high level of grOV4th. Domestic private investment as a proportion

of GNP is less than 20%, well below that ofMany other developing countries. whose rates

range bern'een 25 and 300/0, according to IRN,A (November 15, 1995).

It should also be borne in mind that if the minerai sector cannot mobilize internai funds.

efforts to attract foreign investment would create little interest from international mining

corporations. The amoWlt ofdomestic private invesnnent is an indication of the business and

economic environment in the country an<L therefore, bas a great impact on attracting foreigIl

investment. Thus, the govemment should mobilize the broad sources of domestic private

capital and direct them to productive sectors, e.g., mining. Privatization as weIl as proper
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management practises will make way for this purpose.

Another important point in attracting domestic investment is that local investors are more

able to "adjust their industriaI tool to the cyclical variations of the markets. " (Bomsol,

1990). As is stated by BroMl, Feber and Sisulu (1994), although all previously discussed

factors have a positive role in attracting foreign invesnnent, their effects will sometimes be

subsidiary to "the track record of the government in dealing with ear/ier foreign

investment, " and how the govemment ofa country ··treats the firms and individuals in the

country's own private sector. " Experience strongly suggests that if these elements are

discemed ta he favourable, foreign investors will seek ta come even if a fareign investrnent

code is absent in the host country.

With this argument, in addition to prerequisites of foreign mineral investors. revie\\l;ng the

demand of local investors is important. These are discussed in detail in chapter 8. Among

the important factors, the following are noteworthy.

1. A salid guarantee of property rights;

11. Clear conditions of trading;

111. Maintaining a satisfactory and stable legal and regulatory system;

iv. Modifying the mining code;

v. Using the unitary exchange rates (market rates);

vi. Eliminating red tape in the approval of investment; and

vii. Control of inflation.

(iii) PrivatizatioD and Finaneia) Reform:

Ta this end, the MMM should also privatize Many existing SMEs to improve their

productivity and give a clear signal to investors of its intentions in following a

private..sector..based strategy. In addition, the government should promote fmancial sector

(bank and capital markets) refonn to encourage the mobilization offunds from domestic and
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international sources, and to reduce investment risks (Adeli, 1995). In this regard, partly

privatizing large public sector banks will expose these institutions to competition and

improve their efficiency. Along with this, the government should plan for promoting

non-banking credit institutes. The Central Bank of Iran (CBI) should~ ofcourse, exercise full

supervision over the operation of such institutions. Recentiy, the Govemor of the Iranian

Central Bank announced that foreign banks are allowed to establish branches in the FTZs

(Iran Weekly Press Digest., April 29, (997).

(iv) Stability iD Macroeconomie Environment and Reform in Regulations:

A stable macroeconomic environment is also an important precondition for foreign

investment11
• Another challenge in attracting foreign investtnent is that prudential regulatory

and supervisory regimes should be brought into !ine with international standards to enable

investors to compete in an international marketplace. To this end. sorne refonns are

suggested as follows.

Updating the Foreign Investment Lav;:

The most important areas that need to he addressed are tirstly, the reaffinnation that the

equity share of a foreign partner is open to negotiation, and secondly. the transparent

definition of financial intentives for foreign investors. Thirdly, international arbitration of

commercial disputes should be addressed. if there is no other arrangement in the contracts.

Fiscal and Mineral Policies:

The most important refonns in these areas are firstly, exploration Pennits and Concessions.

which shouId he transferable with a minimum of govemment interference. Secondly.

taxation of mining companies, while taking the specific nature ofmining as a resource-based

Il Aldous (1993) states that increasing confidence in the stability ofdeveloping countries was a prime
reason for mining companies to shift their capital, that had previously been largely directed to
established mining economies in Nonh America, Australia, Europe and South Africa, to mining
exploration and development in LDCs.
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industry into acCOWlt, should he consistent with the taxation of other sectors in the economy.

Ta"< levels in other mining countries should he considered to maintain or establish the

competitiveness of the national mining industry. Exchange rate policies should aIso be

market-based., and aimed at economic stability.

Administrative Refonns:

In this are~ effort is needed to ease investment bureaucratie procedures, so as to reduce

barriers to entry for foreign investment12
• The Ministry of tvlines and Metals should be

reorganized to better perfonn its promotional, regulatory and monitoring functions 13. The

MMM aIso needs to train a more efficient team of managers for negotiations with foreign

contractors in order to defend the best interest of the country. As is mentioned by Kumar

(1990), investment agreements, on one band, sbould provide assurances to protect the

investor from unwarranted govemment interference, and on the other, provide safeguards

for the government to eosure that investors will respect their obligations.

As Selassie (1995) states, the literature suggests that the "divorce rate" or failure ofjoint

ventures bas been relatively high. The major reasons, he adds, are related to post fonnation

problems, sucb as lack ofcommitment by partners, govemment interventions, and conflicts

in management and control. However, there is evidence to indicate that problems mostly

originate al the creation or fonnation stage. Therefore, the mutual discemment of the motives

of both foreign and bost participants in a joint-venture. as weil as the recognition of the

problems that interfere with the achievement of their aims, will contribute towards starting

a more successful co-operation.

Equipped ~ith clear legaI guidelines, and with appropriate administrative refonns, the

12 Surveys ofprivate Învesbnent decisions suggest that the bureaucratie structure of several LDCs
aets as a major disineentive to investment, in particular, foreign investment (~tF. 1995).

13 See Chapter 8.
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minerai sector can participate actively in the field of international investment. As discussed

in earlier chapters, the presence ofa progressive investment environment and the appropriate

policies in sorne developing countries, such as Chile and Indonesia, have significantiy

increased national mining activity and investrnent during recent decades. The fruits of these

policies have been increased mineral production and exports, investrnent in the mineral

sector, and indeed, economic development (Todd and Salmasi, 1993).

On a rmaI note, a change in attitude towards foreign investment, changes in minerai

investment and administrative policies, a sound geological data base, the expansion of

forward linkage activities and the improvement of the country's industrialisation process can

substantially increase foreign investment. Meanwhile, there should be facilities and

incentives for local investors to develop and finance mining operations and mineral-based

industries to reduce the dependency on foreign investment. Intra-LDC trade and

consumption of local mineral products and services should also he encouraged.
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CHAPTERIO

CONCLUSIONS AND SUGGESTIONS FOR
FURTHER RESEARCH

10.1 INTRODUCTION

This chapter utilises and integrates the analyses and discussions of the preceding chapters to

arrive at a handful of the most important policy implications that might he considered by the

decision-makers responsible for Iran's future mineraI policy. The policy implications are

based on extensive literature reviews, case studies, Iran's tirst and second five-year

development plans, the results of the survey conducted among Iranian mining companies

and individual miners, the analysis of the fmandaI perfonnance of mining companies. and.

the results of the survey conducted among foreign mining companies. The contribution of

this study to the research field as well as suggestions for further research are presented at the

end ofthis chapter.

10.2 GLOBAL TRENDS IN THE MINERAL SECTOR

In order for the mining sector of any country to become prosperous, it should he able to

compete in the highly globalized world-wide minerai industry. Hence, a realistic and

effective mineraI poliey cannot he properly designed, unless analyses of global trends in the
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minerai sector world-wide, and in developing countries, in particular, are carried out. As

discussed in previous chapters, from the early 1980s, global economic recession,

worsening of the real terms of trade, high indebtedness of LDCs, reduction in foreign

investment, along with the lack of local capital, among others, are factors that

collectively led to a swift shift from past minerai policies, favouring nationalization and

govemment involvement, towards those favouring foreign investment and privatization

of public minerai enterprises in the minerai sector of LDCs. This change is clearly

detectable in all of the recent revisions in mimng codes and foreign investment laws

enacted in different countries: sorne 90 countries have revised their mining codes during

the 19805 and 1990s, or are now considering major changes (Otto, 1998 and 1997 and

Eggert, 1997). The new legislation is invariably designed to ease past trends, if not fully

reversing them, and to buffer against the real or perceived risks, uncertainties and

complexities inherent in the minerai sector. The higher efficiencies, associated with

privatization, have slowly established a new modus-operandi in this sector.

A direct consequence of the way in which the global mining economy operates is that

mining enterprises localized in a particular country are affected by global market forces,

which are far beyond their control. Indeed, concepts such as '·level playing field",

··national treatment" and i'reciprocal treatment", are no longer abstract terms. They have

become the basis of world-wide operations regardless of the industry, or its location.

Within LDCs, support of the national firms in the mining sector by national govemments

is becoming exceedingly difficult, as foreign operators demand similar treatment under,

for example, level playing field or national treatment. Thus, Iran's minerai policy should

be re-designed in such a way as to enable the mineraI sector to compete in this

competitive and highly globalized industry.

10.3 POLICY IMPLICATIONS: PRINCIPLES AND LONG-TERM OBJECTIVES

At present, the official blue prints for the development of Iran's mineraI sector are the

second five-year development plan and the guidelines issued by the MMM (see cbapters
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5 and 6). Although sorne comments and propositions in relation to all mineraI policy

components were offered in chapters 6 to 9, this chapter highlights the most important

issues and poHcy implications regarding Iran's mineraI sector.

The in·depth analysis of chapters 6 to 9 clearly indicate that the M~ll"l should

concentrate on fonnulating a set of long-term policy measures designed to make the

mineral sector more viable and prosperous. The ultimate objectives of the govemment

for the Mineral sector in general terms, therefore, should be a) to maximize the economic

rent from the sector, b) to secure economic growth and c) to promote the linkages

between the various sectors of the eeonomyl. In tenns of how these macro·polieies can

be achieved, the following long-tenn components are suggested.

1. Anrtlct;ng Local Private /lIvestmenL In order to maintain a prosperous domestie

industry, mineraI poliey, along with fiscal, regulatory and investment policies~

should he planned and enacted in a way to effeetively increase the seetor"s

competitiveness by attracting private investmenl. This is considered the most

important objective. The implementation of mineral poliey should specifieally

reduce the uncertainty that hinders investors in this sector (see ehapters 4. 9 and

ease studies). ln particular, the involvement of the local private sector should he

eneouraged by way of joint ventures \\ith foreign companies, and/or stand·alone

investments. Creating stable and eonducive market conditions is a neeessity. to

which mining companies are extremely sensitive. Small and medium-sized mining

enterprises, in particular, cannot be expected to absorb the costs of adverse market

conditions for long without receiving compensating rewards eventually.

Fluctuating foreign exchange rates and a lack of access to foreign exehange which

adversely impact minerai exports and the health of the mineraI sector (and

1 Given the high unemployment rate at presen~ enhancing mining activities is also expected to
generate employment. However, as discussed in chapter 6, because of its capital-intensive nature,
the mining industry has proved to possess limited potentials for direct employment. Nevertheless~
since the minerai sector, through economic linkages, causes a boom in other related industries, its
development May create employment opportunities in other sectors.
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consequently the national economy) is a case in point. The discouraging impacts of

such arbitrariness - a theme that the survey respondents frequently imply - has

already proven extremely costly and is in need of remedy (see chapter 8).

11. Attracting Foreign Investment and Joint Venturing. As discussed in chapter 9,

attraeting foreign capital and investment is not a Mere requirement for developing the

mineraI sector. Foreign investment in the sector can geoerate additional revenue and

foreign exchange, modemize and expand the industry, and augment expons and access

to world markets. The acquisition of technology and managerial skills, the

development of the infrastructure, and the establishment of backward and forward

economic linkages are aIso added advantages. These factors colleetively contribute to

the overall development of the eountri. The new policy should create a conducive

enviromnent for such investments.

Ill. Diversification of the Economie Base. SeveraI receot studies (e.g., ~likesell. 1997;

Sachs and Wamer, 1995; Auty, 1993; and Kumar, 1993) have provided impressive

evideoce that over-dependenee on natura! resources ean cause a relatively slo\ver rate

of growth. The mineraI policy, therefore, should aim towards diversif)ing the

economic base of the country. As weil, it should address the non-renewability of

minerai resources. Particular attention should he given to the development of strategie

minerais, which enhance the development of basic industries that produce intennediate

produets. The minerai policy should also encourage and facilitate the export of

processed goods in order to reduce Iran's traditional dependence on oil revenues.

Mineral development should he integrated ioto programs and projects 50 as to promote

resource-based baekward and forward linkages (see chapters 4.8 and 9).

lV. Sustainable Development and Environ",ental Issues. The mineraI policy should

consider the notion of sustainable developmeot - that is, a development that meets

the current requiremeots, without compromising the needs of future generations.

The principal aspects of sustaioable development include the conservation of

! For details see Salmasi and Etema~ 1999; and Salmasi, Bilodeau and Momoh, 1998.
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minerai resources by encouraging optimum recovery from deposits with a

concomitant reduction in waste, as well as establishing effective management of the

environmental and socio-economic impacts of mining during mining operations and

mine dosure (see chapter 8). According to Eggert (1997), one important direction

of recent changes in mineral policy in over 90 countries is the reduction of the

negative environmental impacts of mining.

v. Tecllnological Improvements. As mentioned in chapter 8~ an IMF study in 1995

concluded that a sustained rate of technological progress is the only possible way

for an industry to achieve a sustained rate of growth over time. To survive in the

internationally competitive environment of the mining business, new technologies

and equipment must be introduced in the mineral industry of Iran on a regular and

continuous basis. Dnly the mining companies that actively participate in research

and development and utilise more advanced technology for higher efficiencies in

extraction and metallurgical processing can succeed. As discussed in chapter 8, the

research \vork in the steel industry of Iran is a good example of what needs to he

done by the MMM on a an industry-wide scale.

vi. Restructur;ng and Pr;vat;zatÎon of State-owned Mining Enterprises. As stressed

in chapters 5, 6 and 8, the SMEs are the main players in the mineraI sector of Iran..

and therefore, exert great influence on ~lMM decisions and policies. Although

sorne SMEs have recorded a positive performance in terms of increasing

profitability and efficiency during the last few years, overall.. ho"·ever. they are

suffering from the general problems inherent to state-owned companies world-wide,

and in developing countries in particular (see chapters 2 and 3). In both the first and

the second development plans, SMEs were to be privatised according to a scheduled

plan. However, in reality, little effort was spent in this regard. It is exceedingly clear

that in the prevailing global marketplace and in the present economic environment of

the country, the viability of SMEs cannot he maintained by continuai support by the

govenunent Therefore, SMEs have to undergo fundamental modifications to
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impiement the necessary corrective measures, followed by partial or full privatization

over a reasonable time frame (see chapters 3, 7 and 8).

10.4 POLICY RECOMMENDATIONS FOR GENERAL EXECUTIVE ACTIONS

The executive actions to achieve the above-mentioned long-tenn goals focus on a number

of measures, which aim to increase the mineral sector's contribution ta Iran ~s overall

developmental objectives. These are presented in this section.

10.4.1 General Macro-ecoDomic and Trade Policin as Backup for l\lining PoUcies

Iran's economic realities as weil as the response of the economy to the FFYDP as

discussed in chapters 5 and 6 dictate that the public-planning factors should be reoriented

from a centrally managed ta a market-based economy. Accordingly. continuing, or

mandatory, measures for public intervention suggested in this research (see comments in

chapters 8 and 9). are to facilitate a graduai approach to the market economy. The

govemment economic policy should focus on the following main aspects3
:

1. Downsizing current govemment involvement and spending.J. and balancing the

budget;

u. Refonning public expenditure programs to increase their effectiveness and

strengthen their contribution to economic growth;

lU. Accelerating privatization pragrams in ail ecanomic sectors;

IV. Deregulating policies in SOEs ta improve the operational efficiency of public

enterprises, thereby limiting the drain on govemment budgets;

J For details see chapters 5 and 6.

" According to the Iran Daily (Oct. 7, 1998), govemment spending comprises more than 50% of
the Gross Domestic Product (GDP). In countries such as South Korea, for instance. govemment
spending is less than 20% ofGDP.
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v. Unifying the exchange rate aimed at economic stability; and

vi. Facilitating non-oil expotts.

It is important to mention that enforcement of economic refonn policies bas certain adverse

effects for various economic sectors (see chapters 3, 4, 5 and 7). These should he taken into

account and subsidiary policies should he applied to relieve adverse economic pressures.

10.4.2 Exploration

With regard to the exploration activities in Iran" results of the research's survey clearly

indicate that the majority of respondents believe that the overall exploration process in

the minerai sector is not appropriate" and this for severa! reasons. Among these were the

unavailability of finance for exploration activities, too short a period associated with

exploration pennits, lack of sufficient resources for the private sector for exploration,

lack of foreign capital, expertise and equipment for exploration purposes. lack of

sufficient geological and other information required for efficient exploration. lack of a

distinct organization to supervise exploration activities, and lack of technical assistance

and financial incentives.

T0 promote the management of exploration activities. sorne suggestions were put

forward by survey respondents. These are discussed in detail in chapter 8. The following

list highlights the most important policy measures for promoting private-sector

exploration activities.

1. The govemment should establish a conducive environment that encourages the

private sector ta mvest more funds in exploration, and commit these funds over a

longer period of time.

ii. The MMM should co.ardinate and plan the execution of geo-science programs that

involve geological and minerai resources studies in co-operation with industry (in

particular SMEs), the Iran Geological Survey (IGS), and academic institutions. The
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MinistIy should also integrate the geological and mineraI resource data contributed by

the IGS, universities, research agencies, exploration companies and prospectors. Ali

these geological ~ geo-science maps, and other exploration infonnation and

concepts should he made available to investors.

111. One of the basic difficulties related to exploration is the lack of necessary

transportation logistics for reaching the sites and transporting the products to market

afterwards. The various mines scattered ail over the country should be accessible

ail year round. Thus, suitable roads are vital for the expansion of activities in the

sector. Moreover, construction of ports and piers for shipping mineraI products

should be one of the priorities of infrastructure development.

iv. Economie viability studies for the development of various minerais through the

Department of Exploration shouid be conducted: the resulting geological.

geophysicaL geochemica1, geoengineering and geostatistical investigations, as \vell

as other exploration infonnation, should he made available to interested parties.

v. Fortunately. in the new Mining Code, the trading ofexploration and mining pennits

is allo\ved. This \\ill definitely have a positive impact on exploration activities.

Along \vith this, the reduction in exploration pennit areas to concentrate

expenditure on smaller areas should be allowed.

Other measures such as encouraging banking and financial institutions in providing long

term loans to qualified applicants5
, updating the exploration data bank "ithin the M~~t.

preventing duplications in exploration of a particular are~ improving the collection and

distribution of geo-scientific and related information thraugh the combined use of

infonnation technologies, e. g.. the Internet, databases and library coilections. and

broadening the distribution of information through the ~~lM regional offices, are aIso

given in chapter 8.

S There has been negotiation between the MMM and the Bank of Industries and l\-lines in this
regard. The results have not as yet been made public.
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10.4.3 MiDiDg Code

The mining code of Iran was updated on July 20, 1998. As mentioned earlier, the author

sent the results of this study conceming the mining code to the MMM. Many

recommendations of the present study were either adopted or taken into account in

fonnulating the new mining code6
•

T0 improve the implementation of the mining code, the fol1owing points are note

worthy:

1. The l\ttMM should clearly specify property rights, and deal with private and public

sectors indiscriminately;

ii. The bureaucracy associated with the issuance of exploration pennits and mining

lease pennits should be streamlined;

Ill. Many survey respondents complained that the amendments and directives issued by

the M~~t from time-to-time make the mining code overly complicated. Ta avoid

this. the lVtMM should establish a secretariat in the Division of ~lining and

Exploration ",ith responsibility to oversee. and ensure that the mining law is fairly

enforced. Any subjective interpretation of the mining code should he avoided and

any disputes should be resolved through authorized.. but impartial. bodies (see

chapter 8).

iv. The survey showed that more than 400/0 of respondents were not adequately familiar

with the mining code. The MMNI should arrange sessions in which authorities of

MMNI provincial offices, managers of SMEs, as weil as interested people from the

private and cooperative mining sectors.. are trained on the mining code and the

implementation of the new law.

6 The author is pleased 10 have contributed to the process of updating the mining code.
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10.4.4 Attneting Foreign InvestmeDt

The role of foreign investment in the global numng market-place was thoroughly

discussed in previous chapters. An important point in discussing the role of foreign

investment in Iran's mineraI sector is that it is viewed to he necessary. On many

occasions, the Ministry of Mines and Metals has announced that the mineral sector needs

foreign investment This view is ~idespread: 870/0 of MMM officiais and 660/0 of

managers of large mining enterprises interviewed in Iran believe that foreign investment

is necessary for the development of the mineraI sector (see chapter 8). This view is also

congruent \\lith those of the foreign investors: the results of the survey among foreign

companies indicated that many of them also had a favorable view of investing in the

mineral sector of Iran, except that a number of problematic issues, such as certain

elements of the mining code, foreign investment law, and the bureaucratie nature of

procedures of doing business (see table 9-10) have not been satisfactorily addressed7
•

The policy necessary for enhancing foreign investrnent \vere discussed in chapter 9 (see aIso

chapters 4. 7 and 8). The salient points are summarised as folloY/5:

1. Attracring Domestic lnvestment: currently, domestic private investment as a

proportion of GNP is less than 20%, well belo~' that of many other developing

countries. Further~ if the mineral sector fails to attract domestic investors. it \\lill

likely be unable to attract foreign Învestment. Therefore, the MMM should make in..

roads towards attracting domestic private capital to mining.

11. Updating the Foreign Investment Law: [ranOs foreign investrnent law was enacted in

1954 and revised in 1972. Based on the ne~' realities of international commerce. the

1 The author explained that in Dunning's theory of foreign investment, it is not merely the
absolute value of the location-specifie advantages (Le., rieh minerai resourees) that attracts
foreign investment. Rather, it is the nature of authorization by local authorities that acts as a
multiplier, from highly positive (ineentives inereasing the absolute value of the resource), to
highly negative (disincentives reducing the absolute value of the resource), that determines the
aetual value of the resources. Therefore, govemmental pllicies and regulations have a major
impact on the value ofthe minerai resources.
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foreign investment law should he updated. In particular, issues such as property

rights, joint venturing procedures, govemment guarantees for repatriation of capital

and remittance of profits, compensation in the event of expropriation, the extent of

equity sharing with a foreign partner, place and procedure of arbitration, financial

incentives for foreign investors, and foreign exchange policies, should be c1early

defined.

Hi. Stabilicy in Regulations and Government Policies: results from the author"s survey

among the major foreign mining companies, and the comparison of this survey data

with that of past surveys, confirmed a general consensus of opinion among

investing companies on the issues considered to be important in making investment

decisions, though with different degrees of importance (see chapter 9). Particular

emphasis was given to the stability of government policy by bath respondents from

domestic mining firms and foreign mining companies.

iv. Promoting the Role of the Financial Sector (Bank and Capital l~[arkets) by

At/obilizing Funds from Domestic and International Sources: this can be done

through the partial privatization of large public sector banks, facilitating the entry of

foreign financial institutions. and encouraging and promoting non-banking credit

institutes under the supervision of the Central Bank of Iran;

v. Other i~/easures:

• A solid guarantee of property rights; c1ear conditions of trading, the elimination of

state trading monopolies, and the enhancement of cooperation bet\\·een Iran and

countries of the region;

• Reduction of barriers to enlly for foreign investment by easing the bureaucratie

procedure in the approval of foreign investment (see case studies, the Chilean

practice); and,

• Control of inflation; using a single exchange rate (the market rate) and having

foreign exchange available to manufacturers for the purchase ofrequired materials.
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10.4.5 Promotion of Private Mineral Investment and PrivatizatioD

To address problems associated with privatizatio~ the following attributes are among

severa! that are envisaged to facilitate the privatization of SrvlEs, and attract private

invesnnent to new mining ventures.

1. As mentioned prev:ously, Many recent studies (for instance: Eggert, 1997, World

Bank, 1997 and Strongman., 1994) have concluded that the role of government is one

of a regulator and promoter, leaving operations and management to private sector

enterprises. The Iranian govemment's approach in the past was to fund new mining

ventures of SMEs mostly by way of equity sharing. The disadvantages of this

approach were discussed in chapters 6 and 8. Therefore, the government should

refrain from providing direct funds to or guaranteeing the financing of S~tE mining

ventures. Rather, it should arrange for a major portion of ongoing investments to be

obtained from commercial banks.

11. At present. one of the major pitfalls in attracting new private investment and in

privatising SMEs, is that the government is not making a credible commitrnent to

adhering to a particular set oflaws regarding property rights.

lU. The~ should provide easy access to a broad range of information about markets,

industrial sectors, new technologies, and produets and services to help firms become

more competitive., innovative, and productive. AlI mining companies. regardless of

size, location and ownership, should he able to access reliable and up-to-date

information that will help them compete and grow. The MMM should prepare

guidelines regarding the optimal operation of mines, to prevent the wasting of reserves

and assist mining research in the private sector.

iv. The govemment sbould have the banks and other fmancial institutions develop

concrete ways to help small and medium-sized mines find the capital they need.

Also, the use of investment bonds bas been shown to he a good "ay to attract private

investment (such as in projects implemented by the Municipality of Tehran). This
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method should he eonsidered by the MMM for mining projects. Banking faeilities

should he available to applieants, on an economie, technieal and financial basis, and

there should he no favouritism in state and private eompanies.

v. Objectives of the Bank of Industries and Mines should he redefined to meet the

growing needs of small and medium mining enterprises; and

VI. The Ministry of Finance should arrange to have the share of banks in industrial and

minerai eompanies offered to the private sector.

10.4.6 The Structure and Duties of the Ministry of Mines and Metals ~Il'I)

The institutional framework of the 1ranian mining seetor requires sorne modifications to

respond to the challenges of the mineral industry (see ehapter 8). It is important that the

MMM separates long·tenn poliey from day..toeday administration.

A considerable disadvantage of the eurrent structural components \\Iithin the ~I~IM

involves the laek of a properly co-eoordinated and autonomous unit whose role is to

oversee the design process of a mineraI policy. This has meant that to date. there has

been no eohesive, muiti-faeeted and long-term mineral poliey fortheoming from the

~IM~1. To undertake the strategie poliey studies for minerais and metais. the formation

ofa new unit (Strategie Poliey Studies for Mineral and Metals) under the Departrnent of

Planning and Programming is suggested (see cbapter 8).

Two funher important issues are required for the proper fonnulation and implementation

of mineral poliey: i) the participation of main stakebolders, ii) the co-operation of other

govemmental departments.

Accordingly, the MMM should take note orthe differenees in opinion in the formulation

of a well-balaneed mineraI poHey. The participation of mineraI industry insiders in the

proeess of proposing amendments and periodie reviews of the regulatory regime can help
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policy-makers ensure that the policies are a) predictable and stable, b) responsive to the

unique conditions of the mining business, c) performance-based rather than prescriptive,

d) not an administrative burden on businesses, and e) able to reduce the uncertainty and

costs associated with the minerai business.

For a minerai policy to he successfully designed and implemente~ other govemmental

departments should co-operate Viith the MMM. This is due to the fact that minerai poHcy

incorporates themes from many fields, such as economic development (e.g. ta'{~ economic

rent finance, trade, and policy on competition), transportation, health. environmental

protectio~ labour, regional development, and research and development. Il is therefore

necessary that aIl relevant govemment departments ensure that mineraI policy is given due

consideration in their respective mandates8
.

If a minerai policy is to be successful, the inputs of highly knowledgeable. motivated..

and well-rewarded individuals are necessary. However, there could perhaps be a broader

scope for the ~IM in anempting to recroit qualified and motivated experts. There

should be training programs for staff in MMM provincial offices aimed al improving

their capabilities in administering the mining code and other regulations. and in

negotiating agreements \\;th investors. Funher. an exact system for evaluating and

measuring efficiency in the administrative system should he established.

Provincial offices of the ~I~IM should aIso he well equipped and given full authority

over the monitoring of mine development, reclamation and closure operations within

their jurisdiction.

10.4.7 Export of Mineral Commodities and Metals

Mineral substances and metals have yet to play a significant role in Iran's exports.

Despite a steady growth in the number of active mines as weil as minerai production.. the

8 For a detailed discussion see Keyes, 1996.
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trade performance of this sector, particularly in the last few years, has been relatively

sluggish. At present, minerai and metal exports contribute only a meager 4% to the total

exports (lRNA, August 13, 1999). Therefore, a serious effort should be made to produce

commodities for which the sector has comparative advantages, in order to join the league

of important producers and exporters of industrial and minerai products.

The following summarizes the most important policy measures in this respect:

1. Adopting appropriate policies for foreign exchange, credit facility. ta.x incentives and

ease of customs proeesses for export goods, and eliminating wasteful bureaucratie

procedures are required for both POliey effectiveness and promotion of mineraI

exports (see chapters 7 and 8).

iL The Export Promoting Unit (EPU) within the MMM should provide market and

eommodity infonnation to exporters and potential exporters. and assist SS~I exporters

with advertisement of their produets. To this end, investment in market research,

product development, and short-term loans ta SSM exporters thraugh the Export

Promotion Bank should be on the EPU's agenda.

lit. Inereasing the productivity of the mining sector requires the utilization of expert

labour and modern equipment. If the export of raw minerals is to be reduced and the

mining sector is to make significant contributions in non-oil trade, the provision of

credit in order to assimilate modern teehnology, and expert human resources.

should he regarded as a high priority in sectoraI planning.

IV. Improving the transportation of materials through the acquisition of greater

knowledge of shipping and marketing, the utilization of the shipping industry's full

potential, and the improvement of the efficiency of [ranIS port facilities can

dramatically help the expansion ofexports (see chapter 8).

v. Other policy measures sueh as supporting export unions and co.aperatives~ sening up

expert insurance facilities, making effective use of the free trade zones for the

promotion of exports, fonning joint export ventures with foreign companies,
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supporting the Export Promotion Bank, expanding non-oil counter-trade

transactions, and introducing export incentives for completely processed goods are

discussed in detail in chapters 6 and 8.

10.4.8 Tuation 01 Mining Activities

Many economists have at various times noted that lran' s tax system requires an overhaul

(see chapter 8). Most recentIy, the Minister of Finance and Economic Affairs announced

that the Ministry was preparing a draft for a new ta:< system based on the curreot

economic situation and aimed at economic stability (IRNA, July 1999). To improve the

present taxation system, basic general features such as administrative cost·effectiveness

and operational faimess should be realized. Reforms of the tax system should also

include system sustainability, through a broadening of the tax base and the emphasis on

simplicity of the system as a whole.

The govemment must also balance the trade-off between the Many different conflicting

fiscal objectives to ensure an equitable system. One important factor in mining taxation is,

however, the creation of a linkage between profitability and effective tax rate. Past studies

of the tax system in many countries have shoMl that tax systems which are progressive (i.e.,

the effective tax rate rises or faIIs with the direction of profit) tend to he more efficient in

creating the flexible conditions needed to enable a fair and reasonable allocation of

economic benefits and risks between govemment and minerai investors (see chapter 8).

The following are the most important recommendations in relation to the taX system reform:

1. Economie efficiency and expansion of mining activities: as a whole, the taxation

system should reflect economic realities, he equitable, fair, and non·discriminatory.

Mining ta:< rates should take mto account tax rates in other economically comparable

mining countries to maintain or establish competitiveness of the national industry.

Joint fiscal studies should he conducted with the tax authorities, the minerai industry

and provincial offices, to device incentives that improve the minerai investment
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climate. Given the present state of minercàl investmen~ the tax system should

particularly encourage exploration activities (e.g., allow the writing-off of all

exploration expenditures). The use of a special deduction to encourage the

development of minerai resources in remote areas should he maintained. AIse, it is

suggested that the present tax exemptions for new projects he extended to expenses

incurred on the expansion ofexisting operations.

11. Elimination ofthe arbitrariness of the system regarding tax exemptions: the extent

of arbitrariness regarding tax exemptions and its direct consequences have been of

major concem to mining companies, in particular to SSMs, as more than 500/0 of

them found the tax system ~'unfair" (see chapter 8). Royalties. taxes on profits and

other implicit taxes, such as discriminatory foreign exchange rates, impact mining

companies directly and profoundly. To survive in the harsh taxation environment.

SSMs find it difficult to develop solutions. On the one hand, they lack the time and

resources to fight the bureaucracy, mostly located in the provincial and national

capital far beyond their base of operations, to obtain provisions that the law has

already accorded them (e.g., tax exemptions); on the other hand. they cannot cope

with the arbitrariness of the system, especially in the areas of profit. taxes, subsidies

and exemptions. The consequence is self-justified and subjective adjustment(s) to

obtain what is perceived as "due to them" and compensate for the arbitrariness of

the system. In order to eliminate this deficiency, tax exemptions should be clearly

stated and fairly implemented.

iii. Administrative efficiency: the maJonty of those surveyed criticized the

administration of the tax regime for being unfair in their tax treatment of the SS~ls

(see chapter 8). Tax administrators, particularly in provincial offices, should he

trained to apply the tax regime in correct manner. It should be noted, however~ that

due to the inefficiencies in fmancial practices of many small and medium-sîzed

mining companies, taxes are assessed by estimation. This opens the way for

persona! judgment and possibly irregularities. The mining companies should

improve their accounting system and financial management to avoid such problems.
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10.4.9 SmaU-Scale Miaing and Miaing Co-operatives

Small-scale operators may perhaps he considered the only purists of the mining industry:

they operate in inhospitable terrains, with much smaller finandal backing, absorb relatively

high risks, and yet remain optimistic about the future state of the market both at home and

abroad (see tables 8-8 and 8-9 in chapter 8). A disturbing finding of the survey was that

more than 500/0 of respondents of SSMs claimed to he unfamiliar with the mining

regulations that govem them. Therefore, they are often exposed to the uncenainties of

inspections, fines and closme. Although enforcement is not tight and SS~ts are not

considered to he very important violators of regulations in the minerai sector, they seem to

operate under much greater levels of unwarranted risk than what they are capable of

absorbing at any point in tÏme. SSM operators are discontent \\Iith the status-quo and hence

have created conditions of their own within which they can operate successfully and

contribute to the economic development of the country.

The SSMs are responsible for more than 350/0 of emplo)'ment in the mining sector. Given

the present rate of unemploymen~ the government should establish the conditions under

which job creation by the small and medium-sized mining companies is sustainable over the

long-tenn. The MMM should review its key policies and make plans \\tith a view of

maximizing the henefits to small and mediwn-sized mining companies. In particular. the

government and the MMM should encourage the SSMs by providing an increased supply of

loanable funds and capital to reduce financial presSW'es, easing the regulatory and

administrative burdens, promoting the development of strong regional economies.

upgrading the physica1 infrastructure, pro\tiding technical and managerial ad,isory services.

and improving their operational and financial management capabilities9
•

9 The ability of SS~ls to finance small mining development can be improved if they fonn groups
and establish micro-finance mechanisms. A market for properties can also be established to allow
owners of small mines to sell their prapenies ta, or enter iota joint ventures with, people who
have the resaurces and skills ta develop them (Barry, 1996).
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The following are the highlights of other important poliey measures in this respect

(details are discussed in chapter 8).

1. The introduction of modem mining and processing techniques can increase

productivity and mineraI recovery; aIso, model mines and training centers could

help SSMs make an easier transition to modem mining (where possible).

Il. The MMM should encourage the participation of active and successful mining

co-operatives in large minerai projects.

111. Over 65% of respondents believed that exploration permits were traded in the free

market. They believed that there were no effective means of preventing this

occurrence. The elimination of restrictions on the transfer of exploration (and also

mining) pennits is therefore suggested.

iv. As discussed in chapter 8, it is necessary that the Department of Mining and

Mineral Processing foeus on issues related to small-scale mining and offer services

such as information~ technical assistance and advisory services. development of

equipment and technology, low-interest loans~ and advice in the purchasing of

supplies and equipment, among others.

10.4.10 Tecbnology. Researcb and Development

The importance of research and development (R&D) and technological innovation for the

future well-being and long-tenn competitiveness of the minerai industry is obvious (see

chapter 8). Therefore, the development and implementation of a specifie long-term research

and technology program is necessary. The ~lMM policy in relation to research and

development should eosure that the needs and interests of the minerais industry are

accommodate<L and that the industry's understanding and involvement in R&D matters is

enhanced.

Research efforts can nonnally he classified as a) basic research with potential long-tenn

scientific benefits; b) strategie and directed research with medium-tenn commercial
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objectives, and c) competitive and focused research with short-tenn commercial gains.

Govemment funded R&D must he directed towards wider industry issues and not any single

fmn or product. It should he basic and/or strategic, not competitive. Also, govemment

funding for research should he predicated on defined long-term objectives to enable

continuity and stability in the research effort.

For Iran's mining sector to he technologically sound, the following steps are required:

1. Local processing ofmineraIs and smelting increase value-added and foreign exchange

eamings, and contribute to industriaI development. This aIso has an important impact

on demand for local goods, services and employment, and on self-sufficiency of

processed products. Therefore, further local bases and facilities should he built

(wherever economically viable) for industrialization and development of local

resources and for upstream industries. This implies the creation and promotion of

manufacturing, and repair and maintenance facilities for mining equipment and

machinelj'. T0 facilitate this trend, companies should he encouraged to consign the

manufacturing of their machinery and equiprnent to domestic manufacturers (\\ith the

participation or under the supervision of credible foreign manufacturers, where

required) as much as possible.

11. The experts in Iran's mining industry possess a fairly high level of knowledge and

expertise; however they are not given sufficient opportunity to disseminate their

knowledge, due to the low level of the latest-generation of mining hardware. ~Iore

recent and efficient technology needs to be brought into sorne of the plants, e.g.. in

copper and iron production.

Ill. As discussed in chapter 8, a Mineral Technology Unit is suggested for the MMM. This

Unit should operate in partnership with industry, provincial offices, universities and

other research institutes. The main activities of this department should include a)

providing continuous R&D to promote exploration technology, mine mechanizatio~

energy conservation, technological improvement of manufacturing processes, and re

use of mineraI and rnetal products; b) supporting the developrnent of centres of
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excellence and collaborative research for minerai R&D; c) establishing a system of

awards for standards of excellence in R&D in the minerai sector; d) providing a

program to assist companies with ISO implementation through short-term loans and e)

providing consulting services at a reduced cost.

iVe The rvtMM should encourage large mining companies to work with existing research

and development facilities. A collaborative technology network should he established

between the rvtMM, universities, and the major mining companies. This network

should provide mining enterprises with quick and easy access to the expertise, advice,

and infonnation on technology that they need to increase their comparative

advantages.

V. The ~lMM should establish a policy to reward mining companies who a) minimize

their energy consumption; b) maxirnize the use of recycled materials in the production

of metal parts and c) lower production costs and, in particular, the use of foreign

exchange; d) develop new products; and e) develop technologies to improve

manufacturing processes for mineraI- and metal-based products.

vi. A pan of the MM.t\JI' s R&D budget should be allocated to implementing proposaIs

made jointly with the private sector in academic and govemment research facilities.

This increases the commercial applicability of the research fmdings.

vii. Companies who are involved in basic and pre-competitive research should he

encouraged to liase and co-operate "ith govemment funded organizations to avoid

duplication and maximize research results.

\111. Industry R&D expenditures should receive ta:< incentives in order to promote and

increase industry funded R&D.

10.5 CONTRIBUTIONS TO THE RESEARCH FIELD

This study's contribution to the research field can he swnmarised as f01l0""5:
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i. Overview of Inn'1 mining activities and miDenl policy: This study examined

the development and operation of Iran's minerai sector under the govemment's

post·revolutionary minerai policies and provided an economic assessment of its

current state. This realistic portrayalled to sorne conclusions as to how the Iranian

govemment might have obtained more benetits than those actually received from

the mining industry.

Il. Investigation of intemational aspects of minerai development: The raIe of

foreign investment and multinational corporations, the principal participants in

minerai developmen~ came under close scrutiny. Relevant FDI theories from a

mining perspective were discussed. Specifically, for empiricaI testing and

verification of important elements in attracting foreign investment, a survey among

the large mining companies concerning their views/comments about investing in the

minerai sector ofdeveloping countries, in Iran in particular, was conducted.

Ill. Field study: To assess the present state of the mineral sector as weil as the

views/comments of all parts involved in the sector, including Govemmental agents.

mining companies, cooperatives and individuals, a survey consisting of semi·

structured interviews supplemented by a formai questionnaire was conducted.

IV. Financial analysis: A detailed financiaI analysis of Iranian mining and

metallurgical companies during the tirst FYDP was conducted. This analysis was

canied out by collecting sorne 141 tinanciaI statements, standardizing the data and

computing and analyzing relevant ratios.

v. Case studio: Comparative studies of three developing countries in tenns of the

trends in their minerai investment policies/regulations, legal and institutional

framework, fiscal regime, and govemment involvement, was conducted.

vi. Development of a Dell' DÙneral policy framework: This study identified and

analysed drawbacks in the minerai policy, laws and regulations goveming the minerai

sector of~ and consequences of these deficiencies on subsequent minerai

10-22



•

•

investment. By applying an integrated approach to aIl relevant problems/issues

identifie~ the study made detailed recomillendations in the fonn of a new minerai

policy proposais for Iran that, if faithfully implemented, may modemize the mining

industry of the country, attraet foreign investment into the sector. promote local

participatio~ and inerease the multiplier effeet on other seetors of the country's

economy.

vu. GeneralizatioD of the findings of this study: Although this study is coneemed

primarily with Ir~ it is hoped that the findings are at least partially generalizable to

developing eountries, due to overlaps in the basic socio-economic and political

characteristics ofthese countries: they tend to have high foreign debt to GDP ratios.

poor export and balance of payments records, and low levels of technological

developrnent. Many Des share the common legacy of dominant state raie in their

economies and they also share common political and economic objectives and

aspirations. Many of them are dependent on primary products for expon and their

natural resourees are the basic tradable commodities that attraet foreign investrnent

and generate hard eurrency essential for debt servicing (World Bank. Development

Report, 1998, and Tsomondo and Adde. 1993)10. Since most of the analyses in this

study relate to generic research on issues assoeiated with the design of a sound

minerai poliey for Iran, the results and policy recommendations can be exuapolated

to the mineraI sector of developing, and in sorne cases developed. countries.

viii. The use of a ne", method for desiguing minerai poliey: The "Panicipatory

Process" method was employed in conducting this research plan. This method was

described in chapters 1 and 8. 11 The rationale in using this rnethod lies in the \\I;dely

la Recent trends provide more evidence as to why Des can be considered to be alike: by 1996,
over 65 developing countries in the world were undertaking political and economic refonns
(World Ban~ Development Repo~ 1998), giving credence to the argument that they have
common political and economic problems to address.

Il To gain clearer insights into the features of Iran's minerai sector and to obtain the opinions of
those directly involved, the author traveled to 10 provinces in lran and conducted open-ended
interviews with many people in the minerai industry.
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believed notion that policy analysis that merely relies on reports, statisties and

figures may not always represent the wider picture. Funher, such data does not

guarantee the formulation of a good poliey. Many scholars (for instance, Seidman

and Walde, 1998 and Agarwala, Schwartz, and Ponehamni, 1994) believe that in

order to develop a good minerai poliey, the views and comments of the rea/ p/ayers

in the industry should be considered. Even though this method eaused considerable

bureaucratie disturbance within the organizations concerned and required

substantial expenses on the part of the author, it facilitated the formulation of more

realistic and acceptable policy proposais. It is hoped that this will give new insights

into the rnethodology of this type of research.

10.6 SUGGESTIONS FOR FURTHER RESEARCH

1. The economic criteria used for evaluating the performance of Iran"s mining companies

were macro..economic criteria (excluding extemalities) relating to financial

performance. In fac!, the test of industry perfonnance is its profitabil ity. leverage..

aetivity and liquidity. To analyze the effectiveness of the industry in achieving

economic goals such as optimization of resource allocation or maximization of incorne

from Iran's resouree endowment, further analysis \\Iithin the context of econometric

models in a general equilibriwn framework is suggested.

11. Many new mining and minerai processing projects were initiated during the FFYDP.

Sorne were completed by the end of the plan, and sorne are still under construction.

There is a considerable delay in finishing sorne of the projects because of financiaI

constraints. Many analysts believe that the completion ofexisting projects \vould have

been more economical than the implementation of various scanered projects, which

are now proceeding slowly. An interesting area of further research is an investigation

in the ways that these unconswnmated projects could he completecL whilst remaining

within the boundaries of their eeonomic viability.
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iii. In recent years, a large body of scholars have discussed the context of sustainable

developmen~ Le., the notion that the present generation should ensure that the

levels of naturaI resources they inherited should match the levels of resources that

they leave for future generations. To this end, issues such as controlling the level of

minerai extraction through special depletion taxes and the preservation of the

environment, among others, are widely discussed. An area of further research is to

integrate the concept of sustainable development ioto policies of exploration,

exploitation and mineral processing.
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APPENDIX

FINANCIAL ANALYSIS OF IRANIAN MINING
COMPANIES DURING THE FIRST FIVE
YEAR DEVELOPMENT PLAN

1.1 INTRODUCTION

As discussed earlier, during the FFYDP, the Mi\1M espoused a market-oriented vision in

directing SMEs, providing a nurnber of measures including a) the enhancement of

autonomy in the management of SMEs, b) transfer of ownership of ponions of SNIEs to

private entities, c) gradualliberalisation of minerai commodity prices and d) introduction

of incentives for improving the efficiency of mining enterprises. To investigate the

impact of these policies on achievements of the minerai industry, this study provides an

overview of the financial performance of lranian mining and metallurgical companies

prior to, and during, the FFYDP.

In an attempt to pursue the objectives of this study, fmancial statements of the majority of

mining and metallurgical fmns in Iran were collated and analysed. This analysis involved

standardising the data collected from official financial statements and calculating a set of

financial ratios. These ratios expose the relative strengths and weaknesses of a company

(or group of companies) compared to other companies in the same industry, and show
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whether the industry'5 position has been improving or deteriorating over time. T0 this

end, the financial performance of the Iranian mineral îndustry, in tenns of profitability,

liquidity, leverage and activity measures is analysed. This appendix draws together data

from the industry over the 1987-88 to 1993-94 periode

The analysis concludes with comments on the constraints which exist in ratio analysis as

weIl as the limits of the data analysed, and offers -a number of suggestions that might

influence the financial performance of the industry.

1.2 METHODOLOGY AND SAMPLING

1.2.1 Metbodology

The present study investigates the trends in financial performance of the lranian mineraI

industry in terms of profitability, leverage, activity and liquidity during the FFYDP. Iwo

types of analysis are often considered in ratio analysis: a) Status Analysis. refening to the

comparison of the finn's (or group of finns) financial ratios with other fmns in the same

industry or with industry averages; b) Trend analysis, involving an analysis of the

performance of a firrn (or group of firms) over time. Dahlstedt (1994). using the data of

five financiaJ ratios of42 Finnish finns over a ten years period, indicated that the official

industry classification is not often a homogenous grouping in tenns of central financial

ratios, and therefore, status analysis and intra-industry comparisons are often vague. He

argues that the key in doing meaningfu1 ratio analysis involves being sure that ail data are

comparable, "ith the most pristine form of analysis entailing an examination of trends

within a company over a period of time. As financial statements for an individual

company are prepared on a consistent basis from year to year, this study follows

Dahlstedt's suggestion by focusing on trend analysis.
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1.2.2 Sampling and Data CoUection

To increase the accuracy and credibility of this investigation, it was decided to include as

many frrms as possible in the study. HOYleVer, the relatively small number of mining

firms did not warrant a random selection process, and thus random sampling was not

found to he necessary in this study. Therefore, most major mining companies that were in

operation in 1987 under the auspices of the Ministry of Mines and Metals~ along with

sorne private mining frrms, were included in the study. Data analysed in this study

consists of the official audited financial statements of 26 mining frrms. ail approved by

company management. To make the analysis as accurate as possible, almast aU large

mining enterprises (public and private) are included in the surveyl. These enterpnses

account for about 90% of copper, lead and zinc products, and more than 50% of other

industrial minerais and building materials.

1.2.3 Different Groups of MiniDg Enterprises

As Blanco and Zanibbi (1992) note. using a single industry for financial analysis has the

advantage of controlling a myriad of potentially confounding variables. provided that the

chosen industry consists of firms which are relatively homogeneous. \\ben using ratio

analysis to compare a firm with other finns in the same branch of industry and \\ith

industry averages, we make the assumption that the industry branch is ··homogenous in

terms of the finns' relevant financial ratios'~. lfthis does not hold true. the results of such

comparisons can he misleading (Dahlstedt and others, 1994). On the other hand. if the

companies in a group that are to be compared are not homogenous (in terms of kind and

level of business, e.g., the volume of sales), then changes in financial position of large

1 The period of this study is the FFYDP. As mentioned in chapter 5, the production of some major
steel-producing fmns commenced after 1991. At the beginning of the FFYDP. there were not
enough steel producing companies for meaningful analysis. Therefore, steel producing companies
were not included in the study.
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companies with large amounts of transactions can over-shadow the changes in small

companies. To increase the accuracy of the analysis and avoid these deficiencies, and for

the purpose of this study, fmancial data of the mining companies active in the mineraI

sector of Iran were divided in three homogeneous clusters:

1. The state-owned large mining enterprises (LMEs): This group encompasses

principally non-ferrous metal mines, with companies producing copper. aluminium,

lead, zinc, nickel, gold, silver and molybdenum. It includes companies with mining

and milling operations, as weil as integrated mining, smelting and refining finns.

This group makes up the non-ferrous Metal mining industrV.

11. The medium..sized non..metal mining enterprises (MMEs): This group includes

companies with mining, milling, smelting and refining operations. which produce

different kinds of mineraI products (other than ferrous and non-ferrous metals).

Most of these were either privatized or merged with other state companies in 1992

(before the end of the FFYDP).

111. The small regional mining companies (SSMs): This group includes small mining

companies producing a variety of mineral substances, mainly decorative stones,

potash, asbestos, gypsum and salt. Two characteristics distinguish this group from

the previous category: a) the volume of annual saies in these companies is less than

$1 500 000, and b) the number of employees is less than 200. Ali of the5e were

discontinued, privatized or merged with other state companies by 1991.

The following table shows sorne basic information about the firms surveyed.
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• Table 1·1 Summary of Information about the Finns Surveyed

o As mentlonecl by 1991. small-scale companles were either dtssolved. sold to private entltles or merged
with other state companies. Therefore. data was not available for the rest of the study period.

a [n 1992-93. major changes took place in the ownership of MMEs. Sorne of them were completely
privatized and sorne were merged with other companies. Therefore. the 1993-94 ratios were not
comparable to those of previous years. Ta avoid inconsistency. the ratios of this group were studied until
the 1992-93 financial year.

Nu_ber ofn•••eial state.eab: 141

Number of 5tudied companies: 26

GeocnPIlk eove....e: 14 Provinces

Klad offlrms: To1al %

Small Regional Mining Companies 0 7 27

Medium-Sized Mining Companies (lndustrial Minerais) a 12 46

State-owned Cornpanies of Non-Ferrous Metals 7 27

Total 26 100

Type ofowaen••p .t "e beginDiDl of the FFYDP (Study Period): Total %

State-Qwned 16 62

Mixed (Private and State) 10 34

Total 26 100
..

1.3 LIMITATIONS OF THE STUDY

1.3.1 Aecuracy of Information and SbortDess of Time Series

•

A note ofcaution in relation to the results of this study relates to the accuracy of available

data upon which the analyses are based. This limitation is controlled by using data from

official financiaI statements of companies, and these are the most accurate possible

financial data available. Regarding the length of lime series when examining trends over

a period of time, the appropriate time horizon to use is three to five years. Longer time

periods nm the risk of comparing the current operating environment to one \vhere

technology, competition and product rnix bas significantly changed. Shorter tinte periods

do not allow the perspective from which to draw meaningful conclusions (Notes on Ratio

Analysis, cf. hnp:ll~w.insight-cpe.com) .

Appendix-5



•

•

1.3.2 Limitations of Ratio Aoalysis

Ratio analysis is designed to raise questions about a company's (or group of companies)

performance, and if conducted in an intelligent manner \\ith good judgement, could give

valuable information about a company's operations and financial health. However, like ail

financial tools, it does have limitations and must be used with caution. An analyst should

be aware of the problems associated \\ith ratio analysis and make adjustments as

necessary (Brigham, Kahl, Rentz, and Gapenski, 1991). The main limitations and

shoncomings of the use of ratio analysis in this study are as follows:

1. The evaluation of an absolute value of a particular ratio is often very difficult. For

instance, how can a high current ratio be regarded? Does it reflect a high degree of

safety, or does it indicate misuse of the company's assets? Too much cash, in an

environment of high interest rates, is wasteful; too little can, in some cases, lead to

detriment. To control this limitation, the author has, in the discussions. considered

details given in the financial statements, and where possible, the annual reports of

the MMM and the Organization of Planning and Budgeting, Office of State

Enterprises, to increase the chances of making an accurate interpretation.

11. Having a precise definition of what constitutes a "good" result is aIso difficult. How

can the overall perfonnance of a company (group of companies. or industry) be

assessed when sorne ratios are good and others are not? To avoid a biased

judgement the financial ratios of companies in each homogeneous group are

discussed separately and relevant comments are given. In an overall discussion, the

author considers the importance of individual results.

iii. Inflation often distorts a ftrnl's balance sheet. Funher, since inflation affects both

depreciation charges and inventory costs, profits are also affected. Thus, ratio

analysis for one firm over time or a comparative analysis of firms of different ages

must he interpreted with care and judgement.

IV. Another caution in the interpretation of results relates to differing operating and
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accounting practices2
• To avoid problems that result from different accounting

systems, ail fmandaI statements were standardised and data were organized in a

common database. T0 this end, the author studied the detailed infonnation

contained in financiaI statement attachments when available, and on severai

occasions contacted the fmancial managers of the companies to seek help in

categorising the data used in the analysis.

1.4 MEASURMENTS USED FOR FINANCIAL ANALYSIS

The basic tools of tinancial ratio analysis can be divided into four categories:

1. Jv/easures of Profitabiliry: ratios that show the combined effects of liquidity~ asset

management and debt management on operating results.

iL Jv/easures ofLiquidity: ratios that expIain the relationship of a fmn's current assets

to its current obligations.

Ill. ~\t/easllres of Leverage: ratios that reveal the extent to which the finn is financed

with debt and the finn's ability to meet its debt obligations.

IV. Jv/easures of Acrivily: ratios that measure how effectively a finn is managing its

assets.

Formulas used for each category are presented in the follo\\'ing table.

2 For instance, inventory evaluation and depreciation methods can affect fmancial statements and
thus distort comparisons among firms that use different accounting procedures.
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Table 1-2: Formulas Used for Each Category of Ratio ADalysis

Masures of Current Ratio (CR) = Current Assets 1Cunent LiabiIities

Liquidity Quick Ratio (QR) = Liquid Cunent Assets 1Current Liabilities

Current Assets 1Total Assets = Current Assets 1Total Assets

11
- ..'.--, --~

~.; '." .' .~ , .

:-~.,... , .r

.-,,-
:;.. ~, ~.

Measures of Fi.xed Assets Turnover Ratio (FTR) =Net Sales 1Average Net Fixed Assets

Activity Total Assets Turnover Ratio (ATR) = Net Sales 1Average Total Assets

Average Collection Period (ACP)= Average Accounts Receivable· 360 1Net Sales

Source: Bilodeau. 1997 and Dheeriya. 1993.

I.S DISCUSSION OF RESULTS

I.S.1 Trends in ProfitabUity

Profitability ratios attempt to show the finn· s effectiveness in generating profits from its

sales and assets. i.e.. how ~'ell the finn!s resources are being managed. Margin ratios are

one common c1ass of profitability ratios. Finn:; commonly compute their gross profit

margin and net profit margin as a percentage of sales. These margins are often watched

closely. as changes can be early waming signals of serious problems (S}'1Sma-Fems.

1998). Protitability ratios are discussed in tenns of gross profit ratio, net protit ratio and

return on total assets.

The follo~ing graphs show the profitability situation for small and medium-sized mining

companies.
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• AVERAGE PROFITABILITY RATIOS FOR SMALL
REGIONAL MINING COMPANIES
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Gross Profit and Net Profit Ratios

SSMs: Before the FFYDP. small mining companies had very low net profits (around

9%), although their gross profits averaged 270/0. The big difference between the gross and

net profit indicates that the finaneial and administrative expenses of these companies

were very high. From the trend we can observe a steady increase of gross profit for the

period of 1987 to 1991, partly due to an increase in the priees of minerai commodities.

By 1991, these companies had either been sold to the private sector or merged with state
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mining companies.

The trend in net profit ratio does not look sirnilar during the same period. As shown in

the figure, although the gross profit ratios rose from 1987 to 1988, the net profit ratio

actually decreased as indicated by the downward sloping curve. The same occurs from

1990 to 1991. Looking at the financial statements, it is apparent that the gap between the

net and gross profit is due to two reasons: first, more than 85% of the total debt of small

companies is short-tenn debt with a relatively high interest rate, causing high annual

financial expenses. Second, the administration costs of these companies have increased

over time.

It should be noted that the gross profit is calculated as the profit after deducting the cost

of goods sold. while the net profit is general1y called profit before tax. ln general. net

profit gives a more accurate picture of a fmn's profitability, as it takes inta account

financial and overhead expenses (for instance: warehouse. marketing, administrative and

research and development costs).

MMEs: With regard to the profitability of medium-sized mining companies before the

FFYDP. gross and net profit ratios of these companies were around 21 % and 15%.

respectively. As seen, the differences between net and gross profit ratios are less than that

of the small companies. In the indexed figure above. the gross profit ratio increases

steadily from 1987 to 1991. The decline observed in 1992 is partly due to the ne\'i

govemment policies in liberalising exchange rates, which caused an increase in the cost

paid to foreign suppliers for inputs and consequently the cost of goods sold. The financial

expenses of these companies are generally lower than that of small companies. and

administrative expenses are controlled in a more effective way.

Overall, the profitability of SSMs and MMEs bas increased during the FFYDP, and the

gap between the gross and the net profit ratios bave been relatively constant. In bath
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• small and medium-sized companies~ the volume of sales bas also increased. However~ in

1992, due to an increase in the cost of goods sold caused by higher exchange rates, profit

levels have decreased.

The following graph illustrates the profitability trend for companies of non-ferrous

metals.

AVERAGE PROflTABILITY INDEXES fOR
COMPANIES Of THE NON-FERROUS METAL

SeCTOR (INDEX:1987=1)
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Non-ferrous Group: This group of companies experienced a fairly volatile performance

during the 1987-93 period. As can be observed. gross profit ratios of these companies

increased sharply from 1989. the beginning of the FFYDP. This is mainly due to the

liberalisation of non-ferrous commodity priees and the policies of the M~I~1 to export a

major ponion of the country's non-ferrous metal production. The exported portion of the

products has generated more income for companies. Despite a slight inerease in the local

prices of non-ferrous metals, these prices were still lower than international priees. A

sharp drop oceurred in 1993~ mainly due to the new policies of the govemment in

liberalising exchange rates, which caused an increase in the cost of goods sold.

The net profit ratio shows the same volatility during the period. However. sorne
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disagreements are apparent in 1990 and in 1991. The reasons behind this are: a) more

efficient control of selling costs, administrative expenses and general expenses for 1990,

and b) credit purchases of additional equipment that increased interest expenses in 1991.

In general. the overal1 trend of profitability (gross and net profit ratios) improved mainly

due to an increase in production (improved efficiency) and sales level. During the early

years of the FFYDP, the market demand for non·ferrous metals increased significantly,

reflecting a strengthening economy. Il is notable that during the same period, the cost of

goods sold aIso increased sharply, which partly offset the increase in profits.

Retum on Total Assets (ROTAl

Retum on total assets (ROTA) is a measure ofa firm's return or net incorne relative to the

asset base used to generate the income. A firm that generates more income, relative to the

amount of investment, is in a better position. other things being equal. The ROTA is

particularly good for evaluating how weil management has used the assets entrusted to

them (Sytsma-Fems, 1998).

SSMs: The ROTA supports the average gross profit ratio from 1987 to 1988 and

contradicts bath the gross profit ratio and net profit ratio from 1988 to 1989. This is

attributed to amortisation and the purchase of new equipment. As the retum on total

assets is calculated on the basis of total assets. which include all the short term and fixed

assets, an increase (decrease) in these assets can certainly affect the trend.

l\'IMEs: The return on total assets declined from 1987 to 1988, caused by the additional

purchase of new equipment. This group of companies was more willing to buy new

appliances as the cali for modemization arose during the period under study.

Non-Ferrou!: The average retum on total assets supports the net profit ratio except from
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1989 to 1990, where the curve slopes downwards. This is caused by the acquisition of

new equipment, which added to the denominator base.

As seen, the average return on total assets for ail groups of companies has increased

during the FFYDP. This means that companies were able to manage their assets more

efficiently and therefore generated a higher return on their total assets.

Remarks on Profitabilitv

In light of the above analysis, it can be concluded that the mining industry has

experienced sorne growth in the period from 1987 to 1993. As pan of long-term

operational objectives, the MM1\1 emphasised high volume production and cost reduction

efforts to render the industry competitive in the world market place.

The profitability of SSMs has fluctuated less. while the tv1ME and Non-ferrous sub

sectors showed more fluctuations, especially in the ability ta manage their existing assets.

Generally, the increase in profitability of the industry during the FFYDP is anributed to

an increase in minerai and Metal prices in local markets as weil as an increase in

production levels. Rising input-factor costs necessitated price increases. However,

because mining companies. particularly SSMs (state-controlled at study lime) and SMEs.

did not effectively control their indirect (mostly administrative) expenses. net profit ratios

were relatively low compared to gross profit ratios.

The liberalisation of foreign exchange rates during the plan caused an increase in the cast

of foreign inputs, and consequently, the total direct expenses of production in ail groups.

In sorne instances, the increase in commodity prices did not compensate for the increase

in total costs. Also, it should be noted that in the majority of cases, the ROTA is based

on the value of assets net of depreciation. This is how they are recorded on the balance

sheet. However, for !wo fmns in the MME group, depreciation levels have been ignored,
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• and the cost of the assets has been used instead. This was to avoid very high returns in

cases in which assets were very oid and fully depreciated.

1.5.2 Trends in Liquidity

Liquidity ratios assess whether a finn is maintaining an appropriate Ievei of liquidity.

Liquidity is an indication of the ability of the fllll1 to meet its short-term obligations. in

other \\tords. a measure of the firm"s solvency. Too little liquidity raises the possibility of

default and bankruptcy. Too much liquidity May irnply that long-tenn investments with

greater profitability are being overlooked.

The following graphs show the liquidity situation of aIl three groups of mining

companies.

AVERAGE LlQUICITY RATIOS FOR SMALL
REGIONAL MINIHG COMPANIES
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• AVERAGE LlQUIDITY INDEXES FOR MEDIUM
SIZED MINING COMPANIES (Index: 1987=1)
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Curreot and Ouick Ratios

•

The current ratio is an indication of a company's ability to senice its current obligations

with a margin of safety to allo\v for a possible shrinkage in the value in its various current

assets such as inventories and receivables. Generally, the higher the current ratio, the

greater the "cushion" bem·een curreot obligations and the finn·s ability to pay them.
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However, from a management point of view, there might he a serious doubt about the

wisdom of an excessive build-up, in particular, of cash lying inactive or inventories out

of proportion to the needs of the business. Therefore, the composition and quality of

current assets are critical factors in thp analysis of the company's liquidity.

AIso kno\\n as the "acid test" ratio, the quick ratio is a refinement of the current ratio and

is a more conservative measure of liquidity. lt places more emphasis on the fmn's short

term viability, i.e., its ability to stay in business. The ratio expresses the degree to which

the company's current liabilities are covered by the most liquid current assets, i.e., those

quickly convertible into cash. Generally, a quick ratio less than 1 implies a dependency

on inventory or other current assets to meet short-tenn debt obligations. This ratio can be

obtained by dividing cash plus trades receivables by total current liabilities.The following

discusses the trends in current and quick ratios in ail groups of companies under study.

SSMs: The current and quick ratios declined in 1988 and stayed relatively stable

thereafter. The range of current ratios was around 2.2 in 1987. which indicates a

relatively high short-tenn liquidity position of the companies. The current ratio declined

substantially in subsequent years, stabilising at a value of about 0.8. This is explained by

the fact that in 1988. many small companies purchased new machinery. using in part their

internai financial resources, causiog their curreot and quick ratios to decrease. After the

start of the FFYDP, these ratios remained relatively low.

The quick ratio trend follows closely the current ratio trend. Mining companies should

have a quick ratio not too far below uoity to meet debt obligations they generally have for

their machinery and equipment (capital-intensive nature of mining business).

MMEs: Since this group contains relatively large and diversified companies that

generally have more debt, and since they are more likely to be publicly traded, they are

more subject to government and security commissions regulations. Both the curreot and
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quick ratios are higher than those ofSSMs. This suggests that MMEs were more prudent

in maintaining a reasonable ratio to guarantee creditor satisfaction. The average cunent

and quick ratios over the period of study was 1.5 and 0.9, respectively.

Non-ferrous Metals Group: The average current ratio decreased by about 500/0 from

1988 to 1989 and remained re1atively constant until 1992, after which it decreased by a

further 50%. The quick ratio curve follows closely that of the current ratio here as weil.

The non·ferrous sub·group consists of 3 different important industries (i.e., lead and zinc,

aluminium, and copper). With respect to the current and quick ratios.. these groups

revealed different trends. ln the case of the lead and zinc industry, cunent ratios have

increased over the 1990-92 period. However, it decreased in 1993 (average of 1.54). The

same trend is observed for the quick ratios (average of 0.93 over the entire period). ln the

case of aluminium, current ratios have been almost constant. Regarding quick ratios

(average of 0.82 over the eotire period), they increased in 1989 and remained relatively

constant for the rest of FFYDP. In the case of copper. current ratios were extremely high

before the FFYDP, but decreased over the FFYDP period, although the overall average

remained high. Quick ratios in the copper industry have decreased over the FFYDP..

indicating a lack of liquid assets in the whole period. For the entire non-ferrous group.

both current and quick ratios were high before the FFYDP, but decreased from the

beginning of the FFYDP. The overall averages of these ratios were relatively high for the

study period.. compared to other groups.

The current ratio depends on management policy regarding working capital. The overall

production and sales poHcy at the time was to produce steadily and extended credit was

offered to customers. This policy is e\'idenced by the relatively constant difference

between the current and quick ratios over the study period.
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Carrent Assetsffotal Assets

The average current assets of the small-scale mining companies remained around 50% of

their total assets, which is a reasonable indicator of liquidity.

ln the case of MMEs, this ratio decreased slightly in 1988, increased in 1989, and

remained relatively constant thereafter. The average ratio of this group of companies

remained \\ithin a range of 200/0 over the period, indicating a prudent approach from

management.

In the non-ferrous metals sector, current assets over total assets increased at the beginning

of FFYDP and remained relatively constant for the rest of the period. In the case of the

copper industry, however, it slightly decreased in the 1992-93 period.

Remarks on Liquiditv

The general trend in liquidity for aIl groups during the FFYDP is doYtnward. except for

the MMEs, which experienced an increasing trend until 1991. Current ratios of the non

ferrous metals group were much higher than those of other sub-groups in 1987-88

(ineifective utilization of cunent assets). This group, however, has shown signs of

improvement during the FFYDP. Quick ratios were marginally low, particularly in SS~(s.

which is an indication of the existence of liquidity problems. Therefore. SSNls probably

experienced difficulties in securing long-term loans from banks and other financial

institutions. In the case of state companies in the non-ferrous sector, liquidity problems

do not appear to be severe, but nevertheless, the shott-term liquidity position is marginal

over the study period.
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1.5.3 Trends in Leverage Ratios

Leverage ratios indicate the extent to which a company is fmanced by debt as opposed to

equity, and its ability to meet debt obligations. A high debt ratio is not a cause of concern

for a company \\;th high profits. However. when the company is facing financial

difficulties~ a high debt ratio makes a bad situation worse. Thus. the company sinks inta

deeper trouble that may lead eventually to bankruptcy. Regarding measures of leverage,

three basic ratios are analysed.

The following graphs show the liquidity situation of an three groups of mining

cornpanies .
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• AVERAGE LEVERAGE INDEXES fOR MEDIUM·
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Debt and Equitv Ratios

•

The debt ratio expresses the relationship bet\veen the capital contributed by creditors and

that contributed by both the creditors and the owners, Le., the dependency of a firm on its

creditors. It aIso expresses the degree of protection provided by the o\\ners for the

creditors. The higher the ratio, the greater the risk being assumed by creditors. A lower

ratio generally indicates greater long-tenn fmancial safety. A fmn with a low debt ratio

usually bas greater tlexibility to borrow in the future. A highly leveraged company has a
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more limited debt capacity. Thus, the greater the liabilities relative to the total assets, the

riskier the firm. The equity ratio measures the extent to which the owner's equity (capital)

has been invested in plant and equipment (fixed assets). In fact, it measures the financial

strength ofa firme It is the complement of the debt ratio.

It is important to note that the nature of the firm and that of its industry have a great deal

to do with what is an acceptable level of debt, relative to equity, and what level of interest

payments can he considered reasonably safe. A business with very constant sales and

eamings (e.g., large SMEs), can support a higher level of debt than a firm that has

significant fluctuations in eamings (e.g., SSMs). This doesn't mean that one industry is

bener or worse than the other - it means that an equal level of debt does not imply an

equal level of risk for !Wo firms in different positions. The following anaJysis considers

the leverage ratios in the different industry groups.

551.\15: The debt ratios were quite high for the smalt regional mining companies (around

85%). This can be explained in part by the nature of the business they operate in. Since

this group of companies was not publicly traded, their debt originated mostly from

institutional investors. As the equity ratio is the complement of the debt ratio. the two

curves are mirror images.

MMEs: The debt ratios decreased slightly over the period of study. The equity ratios rose

steadily from 1987 to 1992, while they decreased in 1992. The reason for this drop is an

increased debt level due to expansion. Since the mining industry is highly speculative in

nature, institutional investors generally lend their funds in the form of banker's

acceptance and collateral, which guarantees the safety of the funds.

Non-Ferrous Metals Group: The average debt ratio of the non...ferrous metal sector was

very high before the FFYDP. However, the debt ratio actually decreased to about 600/0 of

the 1987 level from 1987 to 1993. One of the reasons for this was that interest rates being
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50 high, companies raised funds intemally or through the issue of new shares.

Funhennore, sales were so good that companies were able to retain a fair amount of

eamings for future investment. This is evidenced in the chart of hAverage Profitability

lndexes" for the same group. One can see that the equity ratios of this group increased

sharply to its 1987 level. This suggests that during the study period, investors were very

optimistic about the non-ferrous metal sector. The reason behind this was an increased

demand for this type of mineral commodities.

Investment Ratio

Another ratio investigated here is the "'lnvestment Ratio". This ratio is used to check if an

increase in the debt ratio is matched by an increase in fixed assets (new investments). It

shows the ratio of fixed assets to total assets. For sorne financial analysts. this ratio is not

categorised as a leverage ratio. In this study however, it was important to observe the

extent to which this ratio had increased during the FFYDP.

SSMs: While the debt ratio remained relatively constant from 1987 to 1989, the

investment ratio increased from 0.36 to 0.5, which indicates an increased proportion of

fixed asset to total assets. From 1989 to 1991, the debt ratios rose slightly while the

investment ratios declined. This means that the small comparues were using the borrowed

money for purposes other than for purchasing additional equipment. These companies. as

mentioned, had difficulties in meeting their financial obligations and consequently had to

borrow to pay their debt.

MMEs: The average investment ratio rose steadily from 1987 to 1992, which indicates

that MMEs were acquiring additional fixed assets. Since the debt ratio remained almost

constant until 1991, one can say that the funds used to make these purchases were

generated through other sources, such as retained eamings and the issue new shares. This

is a good sign as companies were expanding their operations, implying future growth
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prospects. In 1992, however, both the debt and investment ratios increased, indicating

that the purchase of new fixed assets was partIy fman(.~ed through debt.

Non-Ferrous Metals Group: The fixed assets to total assets ratio remained quite stable

for this group. In fac~ the growth in flXed and total assets was relatively proportional.

Remaru on Leverage

In the lranian minerai industry, the debt burden of companies was high before the

FFYDP. In fact, based on the policies of the MMM, sorne state companies have used

more external funds for their projects, and this is the reason for the overall high debt

ratios. However, debt ratios have declined during the period under investigation. An

analysis of relevant financial statements indicates that a high proponion of the debt of

mining companies is comprised of shon-term loans. Companies should use more long

term loans for their operation. However, it is important to note that due to the risky nature

of minerai activities. long-term financing of mineral projects has become tighter in recent

years. Lenders are more interested in low-risk operations. Because of the pereeived risks

in mining operations, financiers eharge higher interest rates on their loans for mineral

projeets.

Issues of concem to Banks and other financial institutions regarding mining loans can be

summarized as follows:

1. The project's rate of return;

ii. Large open pits are favoured, as they possess better cash flow streams and are

considered less risky than underground operations;

iii. Geographie location is another imponant consideration. Banks do not favour

projects that operate in remote areas, because, despite tax ineentives, they are

subject ta significant infrastructure investments and extemalities;

iv. A larger and more diversified operation is favoured;
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v. Investors and banks a1so consider elements of risk such as inaccuracy in reserve

calculation, potential delay in revenue flow due to delays in the implementation

period, cost ovemms, technical failure, price instability of minerai products,

mismanagement, poor labour relations, and foreign exchange fluctuations, in

decisions conceming the financing a mining ventures;

vi. In addition to the above-mentioned factors, the quality of a company's financial data

has a great impact in establishing a good relationship with a bank. Low..quality

financial reports May keep the company from securing credit e\'~n though it is

financially sound. Therefore, it is in a finn' s interest to produce accurate.. precise

and credible financial data, even if doing so is expensive. As many managerial

decisions depend on the numbers recorded in a finn's accounting statements, those

numbers should be as accurate as possible.

It is observed that the smaller the mining company, the more it has to borrow to support

its activities for the simple reason that it cannot raise funds publicly. As the company

grows.. it has less difficulty in borrowing, but it appears to prefer to use retained eamings..

the transfer of part of its share to the public or the proceeds from the issue of new shares

ta finance its operations.

1.5.4 Trends in Activity Ratios

Activity ratios measure a company's effectiveness with respect to managing its resources.

Usually referred to as "turnover" ratios, they are most commonly used by company

management to calibrate the efficiency of various depamnents and divisions. Three ratios

were analysed here: fixed asset turnover ratio, total asset turnover ratio, and average

collection period. The following graphs show the trends in these ratios over the study

period.
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Fixed Asset and Total Asset Turnover Ratio

The fixed Asset Turnover Ratio (FTR) measures the ability of the fixed assets to generate

sales, Le., the turnover of the book value of the flXed assets. A high turnover ratio

indicates that the firm's fixed assets are being used in an efficient way, and may suggest

that additional capital investment is necessary. Mining being a capital-intensive industry.

the FTR is relatively high compared to other industries. The Total Asset Turnover Ratio

(ATR) measures the ability of ail assets to generate sales, i.e., the turnover of all assets.

A major potential problem exists with the use of the fixed asset turnover ratio for

comparative purposes. Fixed assets reflect the historical cost of the assets. Inflation has

caused the value of many assets purchased in the past to he understated seriously.

Therefore, in comparing an old frrm that acquired many of its fixed assets years ago at

low prices with a new company that acquired its fixed assets only recently. the old finn

may show a higher turnover that reflects rather the inability of accountants to deal \\ith

inflation than any inefficiency on the part of the ne\v firm. The analyst should devise

ways of making financial statements more reflective of cunent values, which is difficultJ•

or simply recognise that the problem exists and use hislher judgement in dealing \\ith il.

In the present analysis, however, this issue is not a serious one. Since all finns in each

sub-groups of the industry have been expanding at about the same rate, the balance sheets

of the firms are indeed comparable. The following discusses the trends in FTR and ATR

in aIl groups ofcompanies under study.

SSMs: The decline in the FTR in 1988 is due to the addition of new equipment. despite

the increase in the sales of SSMs, as is evidenced by high gross profits in 1988. From

1988 to 1991, the average FTR increased steadily, which is a sign of improved sales

generated by the fixed assets.

3 Financial statements typically do not include the data necessary to make these adjustrnents.
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MMEs: The FTR ratio remained relatively stable during the first 4 years and decreased

in 1991, partly due to major purchases of new equipment. The ATR remains relatively

stable because it takes into account the total assets, which include the current asset

portion that reduces when purchases are made.

Non·Ferrous Metals Group: The FTR curve increased sharply in 1992, which is a good

sign of tremendous sale. The ATR does not show any particular move.

Average Collection Period

The timely collection of receivables is very important for a company, since. once

collected, the money can be used to pay off loans or can be reinvested. This results in

lower interest payments or an improved return on investment. Therefore. companies need

to collect their receivables promptly. The average collection period is a very common

indicator of efficiency in collecting receivables. It measures the promptness with which a

fimfs accounts receivables are collected. Company management watches this number

very carefully because good receivables management is one of the quickest. and cheapest.

methods of improving cash flow. Too high a value indicates loose collection practices

that can result in increased bad debts, while too Iowa value May insinuate a restrictive

credit policy that could lead ta lost sales.

SSMs: As can he seen from the acùvity graph. the collection efforts seem to have been

strengthened during the FFYDP. The tightening of credit policies can be another reason

for an improved average collection period. There is no specifie rule for the average

collection periode Different companies use different collection policies.

MMEs: The average collection period declined considerably since the end of 1989. This

is partly due ta the fact that the perfonnance of the accounts receivable departrnents has

improved over tÎme. Another explanation responsible for a declining collection period is,
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in fact, the tightening collection practice ofdifferent companies in this group. This can he

a good sign if the customers are comfortable with the new poHcy and are willing to pay

their bills accordingly. On the other hand, if only sorne of the companies were applying

the new tightened policy, customers would he driven a\vay to other cornpanies with lax

credit policies.

NOD-Ferrous Metals Group: The average collection period did not move notieeably

until 1991. In 1992, the collection period increased slightly, indieating that the companies

were loosening their credit poliey.

1.6 CONCLUSIONS

Overall, this study reveals that the mining industry has undergone a major change during

the FFYDP. In particular, due to rapid changes in the economic environment as weIl as

changes in the management of many state companies, economie perfonnanees. and

therefore financial ratios. have been inconsistent.

AlI industry sub-groups had financially troubling times before the FFYDP, due to a low

level of profitability. However, the profitability of the entire minera! industry has

improved over the FFYDP due to a) an inerease in mineraI and metal priees in the local

market and b) an increase in production levels (lower fixed cost per unit). The

profitability of bath MMEs and the Non-tèrrous metal eompanies experieneed a

do~nward trend after 1991, mainly beeause of the actions of the government in

devaluating the local currency. Net profit ratios were relatively low eompared to the gross

profit ratios. The relatively large gap between gross profits and net profits is partly due to

the high financial costs associated with using external funds (mostly short-term loans)

and the loose control of administrative costs. The mining companies needed to focus on

increasing sales as weIl as reducing general, particularly administrative, expenses in order

to he more profitable.
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Current ratios of the non-ferrous metals group were much higher than that of other sub

groups before the FFYDP (ineffective utilization of current assets). This group, however,

has shown signs of improvement during the FFYDP. Liquidity for MMEs seems to be

low over the period. Marginally low quick ratios, particularly for SSMs, are an indication

of the existence of liquidity problems.

The debt burden of companies seemed higher than average, particularly in the case of

SSMs. However, debt ratios have improved during the FFYDP and companies were less

exposed to possible bankruptcy. A more detailed analysis of the financial statement

indicates that a high proportion of the debt of mining companies is comprised of short

term loans. Companies should be encouraged to use more long-tenn loans for their

operations.

Because of the capital-intensive nature of the mining industry and because of the low

prices of mineral commodities in Iran, the overall FTR was low during the FFYDP. The

SS~ts and MMEs have the most effective utilization of assets. The non..ferrous metal

companies have the least effective utilization of assets, because of the high costs of newly

purchased machinery and equipment for expansion, coupled with the low prices of

saleable products. As well. to boost sales sorne companies in the non-ferrous metal group

\vere practising loose credit policies.

For the minerai industry, the inflationary years were difficult to contend \\'ith because

mining firms. in general, found it difficult to pass costs on to consumers. ln other words.

revenues did not keep up with the rising costs (1992-93 period). High interest rates

generated by the higher-than-average inflation rate added to the fixed costs of mining

corporations.

In reviewing production costs, it is apparent that the consumption of energy and

consequently energy costs, despite the relatively cbeep cost of energy in Iran, were high
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in the industry. The high consumption of energy suggests that there is a great need for

energy conservation plans as weil as plant modemization.
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