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ABSTRACT

The Small-Scale Mining (SSM) sub-sector makes a significant contribution to the
economy of Tanzania. Major benefits include foreign exchange eamnings,
generation of income for rural population where alternative means of income are
limited and also employs over 500,000 people. Minerals being mined are gold,
gemstones, diamonds, construction materials and other minerals. SSM has also

played a major role in the discovery of mineral deposits.

Because of the above positive factors, the Government of Tanzania has realized
the importance of this sub-sector and hence instituted measures to develop it.
These measure include: -

¢ The National Investment Policy (1997)

Tanzania Investment Act (1997)

e The Financial Laws (Miscellaneous Amendments) Act (1997)
e The Mineral Policy of Tanzania (1997)

e The Mining Act (1998) and

e The Environmental, Health and Safety Mining Regulations (1999)

However, since the inception of these measures, no thorough investigations have
been done to assess the impact of the measures. The main objectives of this study,
therefore, are to analyse these measures and assess their impact on the SSM sub-
sector. The major constraints hindering the development the sub-sector and the

strategies for overcoming them are also analysed.
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As part of the study, a field survey was carried out in major SSM centres in Dar-
es-Salaam, Arusha and Songea. The survey was carried out by use of
questionnaires and direct interviews with eighty-five people in the categories of

small-scale miners (50), mineral traders (20) and Government officials (15).

Results from the study indicate that while some of the measures being persued by
the Government are adequate and well understood by all the stakeholders in the
mining sector, some are not. Some of the areas which need improvements were
identified as human resource management, infrastructure, training and legal
framework. In the final analysis it was concluded that the measures have produced
more positive impacts than negative ones. Recommendations/suggestions to

reduce or eliminate the negative impacts are also presented.
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CHAPTER ONE

Introduction

1.0  Introduction

Tanzania is a vast country covering an area of 945,09Okm2. The population is
estimated at over 30 million people, and is growing at a rate of 3% per annum.
(Bureau of Statistics,1988). The country is heavily dependent on agriculture for food

and generation of foreign exchange.

Historians argue that mining started long before the first foreigner came to the
country. Gold mining activities are believed to have taken place during the slave
trade period. However, organized mining started during the German rule beginning
with gold discoveries in the Lake Victoria region in 1895. (Masuha, 2000). Despite
this long history of mining, most of the country’s geological environments, from
which commercial mineral prospects can be established, remain under-explored. The
under-explored geological formation with high potential for economic mineralization

extends over 800,000km?, that is, close to 84.7% of the total surface area.

1.1 Statement of the Problem

Development of the SSM sub-sector has been one the Government’s goals since
1980s. However, recent stuaies (Tandiscovery, 1996) indicated that the past strategies
for developing the sub-sector did not yield the expected results. For example,
contribution of the sub-sector to Gross Domestic Product (GDP) was below 3%
compared t010% in 1960s. The sub-sector is also beset by a number of constraints

ranging from technical to socio-economic.



This is mainly due to lack of clear and well-publicized Government policy and
legislation for its development. The development of the sub-sector, therefore, requires
immediate action to address the following key constraints: -

o Legal;

¢ Financial;

e Technical;

e Commercial;

¢ Environmental; and

e Social.

An important pre-requisite to the solution of these problems is the need for well-
formulated and implementable mineral policy and législation for sustainable sub-

sector development (Mining Coordinating Unit, Lusaka, 1994).

1.2 Objectives and Scope of the Study

1.2.1 Objectives

The Government has progressively been taking measures to transform and develop
the SSM sub-sector as a principal way of exploiting the abundant mineral resources in
the country.

The main objective of this study is therefore to critically analyse and evaluate the
impact of these measures. Much emphasis is placed on their effects toward

transforming and developing the SSM sub-sector.



1.2.2 The Structure of the Report
Although the mineral sector is composed of various classes ranging from small to
large-scale, the study is limited to the SSM sub-sector only. The large-scale sub-

sector will be discussed where necessary for comparison purposes.

Background information about the country, its location, geology and the structure
of the mineral sector will be outlined briefly. The SSM sub-sector will be
reviewed with the aim of assessing its significance to the national economy and
examining various factors that have had influence on its development. This will
form the basis of the study. The past and new mineral policies will also be
assessed. Emphasis will be placed on the new mineral policies in relation to SSM,
on which the transformation and development stratégies are based. The expected
outcome of the transformation process will also be discussed, which will be used
later in the report as a yardstick when evaluating the impact of the new measures.
It is not sufficient to have well formulated and written down policies. What
measures are going to be implemented and the key players in the implementation
process are important considerations. Under this, the implementation strategy
would have been assessed. To investigate the impact of the new measures, a field
study was carried out from 23™ March to May 25", 2000. The findings of the
study will be presented. Discussions, conclusions and recommendations towards

the end of the report will follow.



1.3 Location and Geology

1.3.1 Location

Tanzania, (formerly known as Tanganyika) is located in East Africa lying between
Latitude 1°00° to 10°45° South and Longitude 29°36° to 40°29° East. It has common
borders with Kenya and Uganda on the North, Burundi, Rwanda, Democratic
Republic of Congo (formerly Zaire) and Zambia in the West, Mozambique and
Malawi in the South and the Indian Ocean covers the Eastern border. The Isles of
Unguja and Pemba (collectively known as Zanzibar) lie in the Indian Ocean and are

part of the United Republic of Tanzania. (Figure 1.1).

1.3.2  Geology
Tanzania is mainly underlain by Archean and Proterozoic rocks. The rock formations
are classified into eight systems, namely: -

e Ubendian;

e Nyanzian;

e Dodoman;

e Karoo;

e Karagwe-Ankolean;

e Bukoban;

e Usagaran; and

e Mesozoic and Cenozoic systems.

The various geological formations are shown in figure 1.1.



Fig 1.1 : Geological Map of Tanzania ;
Source: Ministry of Energy and Minerals, Dar-es-Salaam



The Tanzanian craton hosts most of the base and precious metals, and is comprised of
granite-related lithologies (Nyanzian and Dodoman systems). [t occupies over one
third of the country’s area and contains the “green stone belts” that are known for

their potential gold prospects.

Tanzania presents attractive prospects for a number of minerals, more important ones
being gold, diamond and gemstones. Gemstones being mined in the country include
rubies, sapphires, garnets, zoisite (tanzanite), amethysts, tourmalines, aquamarines,
alexandrite and chrysoberyl. The country is also rich in base metals such as copper,
lead, iron and other minerals such as tin, nickel, coal and industrial minerals.

Mineral occurrences follow some geographical disposition. For example, gemstones
are mainly found in the Northeast (Merelani and Umba), Central (Morogoro, Dodoma
and Singida) and Southern (Songea, Tunduru and Mtwara) while diamonds are
confined to the central north and gold is found around Lake Victoria (the Lake
Victoria Goldfields) in the north and the Lupa Goldfields in the west. Most mining is
therefore carried out close to the country’s boundaries. A summary of mineralization
found in different geological formations is given in Table 1.1. The numbers in

brackets indicate various SSM centres as shown in Fig. 1.2.
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Fig 1.2 Small-scale mining centres in Tanzania
Source: Ministry of Energy and Minerals, Dar-es-Salaam



CHAPTER TWO

Structure of the Mining Sector

2.0 Introduction

The mineral industry is structured by scale of operation and ownership. Scale of
operation range from artisanal/SSM to large-scale. In terms of ownership, the
industry is composed of both local and foreign investors. There are mainly three
divisions of mineral rights, that is, large-scale mineral rights, (under division A and
B) and artisanal/SSM mineral rights (under division D) of the Mining Act, 1998.
Division C gives supplementary provisions affecting mineral rights under divisions A

and B.

The mining sector is one of the fastest expanding secton;s of the economy. Its growth
rate, and hence the contribution to the Gross Domestic Product (GDP) is immense.
According to the 1998 economic review, the mining sector grew by 10% between
1997 and 1998. The agricultural sector, historically the largest, registered nil growth
rate (0%) in the same period. (Also see appendix F). (Bureau of Statistics, 1999).

Growth in the minerals sector was largely attributed to the increase in foreign

investments in exploration and mining.

2.1 Mineral Marketing

Prior to 1987, mineral marketing was carried out through Government agencies that
operated under the State Mining Company (STAMICO). Gemstones were marketed
through Tanzania Gemstones Industries (TGI) a subsidiary of STAMICO and gold

was marketed by STAMICO itself.



There was liberalization of mineral marketing in 1987. Licenced private dealers were
allowed to trade in minerals including their export in competition with STAMICO.
Due to STAMICO’s inability to reposition itself in a competitive environment, its

marketing role has declined considerably.

At present there are three main classes of official dealers in mineral trade as follows:

(a) Holders of the Mineral Dealer License
These are allowed to buy from local producers and from mineral brokers.
They are also allowed to export minerals and they must have a permanent
office subject to inspection by mining officials and other public officers. Fees

for the license is about US$ 300. This license is valid for fifteen months.

(b) Holders of Brokers Lincense
Their designated role is to buy from local producers and sell to the mineral
dealers. They act as middlemen between miners and large mineral dealers.
This license does not grant the bearer a permission to export minerals. Fees

for this license is about US$ 120. It is valid for twelve months.

(c) Small and Large-Scale Producers
Miners and/or companies wishing to export minerals can obtain an export

license, and hence act as mineral dealers.

lllegal dealers in mineral trade exist mainly in the gold and gemstone commodities.
These dealers operate on the black market and are instrumental in the mineral

smuggling.
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2.2. The Role of NGOs
There are various non-governmental groups associated with mining in the country.

They include: -

(i) Tanzania Chamber of Mines, (TCM)
It is essentially a lobby group representing large, medium and small-scale

investors established in 1990s.

(ii) Tanzania Mineral Dealer’s Association, (TAMIDA)
It was formed in 1989 as a link between the Government and miners for
mineral marketing purposes. It also offers technical advice on mineral

marketing to the Government.

(iii) Regional Miners’ Associations (REMAs).
These were formed in 1980s with a role of coordinating the activities of the
small-scale miners and assisting the zonal/resident and district mine offices in

providing extension services to the miners.

(iv) Federation of Miners’ Associations of Tanzania (FEMATA)

This is a national body for REMAs. It was formed in 1984.

(v) Tanzania Women Miners’ Association (TAWOMA)

It was formed in 1996 with a role of encouraging women participation in

mining activities especially SSM.

11



2.3 Medium and Large-Scale Mining

The different categories of mining are not well defined in Tanzania. Part IV of the
1998 Mining Act describes large-scale mining as prospecting and mining operations
that require substantial expenditure (a minimum of US $100,000 per annum) or the
use of specialist technology. For example, section 34 of the Act requires an
application for retention licence be accompanied by studies and assessments by
appropriate experts or consultants acceptable to the minister for mines. This is in
relation to mining methods, percentage recovery, commercial significance of the
deposit and the market conditions, trends, technical and economic factors. It also
categorizes the level of operations based on the type of mineral right. Medium to

large-scale operations falls under mineral rights in division A and B.

The large-scale mining sub-sector has been expanding very rapidly in the past five to

six years. The reasons for this sudden expansion include:

e Tanzania offers investors about 84.7% of its total area with varied geological
terrains which contains a sizeable inventory of unclaimed mineral ground;

e An easily accessible and systematically archived geological and mineral
resource database;

e Political stability and social harmony conducive for business; and

e The Government shifted its economic policies from public-led-sector

development to the private sector and market oriented economic management.

These changes coupled with the mineral trade liberalization impacted positively on

the large-scale mining sub-sector leading to:

12



e Increased investment in mineral exploration from US $4.0 Million in 1989 to
almost US $60 million in 1998.

e Major mining companies e.g. Ashanti Goldfields, Anglo-Gold, De Beers,
BHP Mineral, Placer Dome, Pangea Goldfields, Resolute etc, have decided to
have their operations in the country and are engaged in prospecting,
exploration and exploitation of minerals.

e In the last five years there has been an estimated 2million ounces of gold
discovered in the ‘gold belt’ around Lake Victoria.

e Large-scale mines e.g. Ashanti Goldfields, Golden Pride, Barrick Gold, East
African Gold Kahama Mining etc will be operational by the end of this year
producing 700,000 to 800,000 ounces of gold per annum. This will make
Tanzania the third largest gold producer in Africa, after South Africa and
Ghana

e Hundreds of prospecting and mining licenses have been issued to private
sector enterprises between 1994 and 1999. Table 2.1 shows the mineral rights

issued during this period.

TYPE OF MINERAL RIGHT NUMBER
Prospecting 1305
Mining 51
TOTAL 1356

Table 2.1 Mineral rights issued
Source: Ministry of Energy and Minerals, Dar-es-Salaam

The mining sector has the potential of turning round the economy. Good policies,
marketing, and better attractants are what is needed to attract the much wanted private

sector funding.

13



2.4 Government Support for the Mineral Sector

The Government owns the right to mineral resources.
operations are prohibited except under the authority of a mineral right granted under
the Mining Act, 1998. The Ministry of Energy and Minerals (MEM) is responsible
for administering all prospecting and mining activities in the country. The ministry
has two departments namely Energy and Mineral Resources. The Mineral Resources

Department (MRD), in turn, has four divisions namely Mines, Geology, Research and

Laboratory and Mineral Trade. (Figure 2.1)

MINISTRY OF ENERGY AND MINERALS

MINISTER

l

PERMANENT SECRETARY

i

MINERAL RESOURCES DEPARTMENT

Prospecting and mining

COMMISSIONER
RESEARCH & GEOLOGY MINES MINERAL
TRADE
LABORATORIES
HEAD HEAD
HEAD HEAD

Fig. 2.1 Organisational Structure of MRD

Source: Ministry of Energy and Minerals, Dar-es-Salaam

Within the changed socio-economic environment, the functions of the MRD will

focus on:

14




Developing an enabling legal, regulatory, fiscal and institutional
environment for private-driven mining sector;

Strengthening the ability of the Government to effectively carry out its
regulatory and promotional (investment and marketing) functions;
Establishing environmental, health and safeiy guidelines and ensuring
their compliance;

Carry out basic geological mapping, maintaining up-to-date mineral
resources database, and promoting the development of the country’s
mineral potential;

Reinforcing the provision of extension services and assistance to artisanal/
small-scale miners in adopting safe and environmentally-sound mining
and processing practices; and

Facilitating the development of adequate industrial infrastructure for

mining development.

Also, the MRD through the zonal and district offices, spread across the country,

offers various technical and non-technical services to the mining industry.

STAMICO has been the main Government instrument for mining development in the

country. However, this company is due for privatization as the Government is

withdrawing from direct participation in mining investments.

The development of the mineral sector, as with other sectors of the economy, was

hampered by many problems including poor infrastructure, technical and financial

constraints, lack of information on mineable deposits and lack of enabling investment

climate. However, between the late 1980s and early 1990s, the Government

introduced economic policy reforms, which were aimed at disengaging the
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Government from direct involvement in the productive sectors and transforming its
role to that of administrator, regulator, promoter, service provider and facilitator.
These policy changes have created an enabling environment and attracted foreign and
local private mining companies, which have the capital and expertise to carry out
mining and prospecting operations. This has led to restructuring in the mineral
industry. The formal SSM has declined while the informal artisanal mining activities
have expanded. The latter is largely responsible for breach of mining laws, serious
environmental problems and mineral smuggling resulting in loss of Government

revenues.

On the other hand, the Government has been promoting investment by foreign large-
scale mining companies. Therefore, there exists a danger of confining mining
activities in the country between these two extremes, i.e. informal artisanal and

formal large-scale while neglecting the formal SSM sub-sector.

The Government recognized this danger and hence instituted measures to transform
and develop the activities of the informal artisanal mining into formal SSM on a
sustainable basis. These measures are referred to as the “Development Strategy for
Small-Scale/Artisanal Mining”. The measures were introduced in 1996 with credit

support from the World Bank.
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CHAPTER THREE

Small-Scale Mining Sub-sector

3.0 Introduction
Small-scale mining operations are carried out in many parts of the country.
The minerals, which fall under this mining category, include: -
¢ Gold;
e Gemstones; such as, rubies, sapphires, tanzanite, garnets, amethyst,
alexandrites, chrysoberyl, aquamarines and zircon;
e Industrial minerals; which includes, phosphates, kaolin, limestone, lime,
dolomite, graphite, salt, gypsum and soda ash;

e Diamonds; and

¢ Building minerals such as sand, gravel aggregates and clay.

3.1 Prospecting, Exploration, Mining and Mineral Processing

3.1.1 Prospecting and Exploration

At present, most of the country’s mineral output is from SSM, yet most of the
mining activities start without proper prospecting and exploration and in many
cases, such as gemstones mining, exploration is non-existent. However, there are
some miners who carry out limited prospecting/exploration prior to
commencement of mining activities. Two prospecting/exploration methods are

practiced: -
(a) Traditional Prospecting:

This method uses vegetation indicators (botanic signals) such as plant species,

which grow on soils or rocks with particular type of mineralisation.
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Herdsmen, hunters and farmers have also played a role in discovery of
minerals especially in alluvial gold. Gold mines at Buziba, Nyakagwe in Geita

and Bulyanhulu in Kahama districts were discovered by this method.

(b) Conventional Exploration
There are also a few small-scale miners who use the conventional exploration
techniques such as tracing the outcrops, pitting and trenching, sampling and

then followed by laboratory analysis.

3.1.2 Mining Methods
The small-scale miners normally use rudimentary mining equipment such as picks
and shovels to negotiate the concealed mineralized veins by pitting and trenching.
The pits and trenches are dug following the veins and often become as deep as
100m or more. The risks for mining such veins bécome high due to the mining
methods used. There are also some organized small-scale mining activities. These
are carried out either by underground or open pit mining methods depending on
the shape and location of the mineralized area. Other factors include: -

e Geology of the area

e Topography of the area; and

e Geotechnical conditions.

About 68% of gemstone mining activities are carried out in open pits.
(Tandiscovery, 1996). Mining operations are carried out in a single level of
operation where ore and waste materials are excavated from the bench face.

Most of gold mining operations are carried out by underground methods. Small
shafts are sunk with their collars starting from the bottom of a trench whose depth

has reached about 3m from the surface. Their depths vary from few metres to over

150m.
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However, most of the mining activities are still carried out with no proper work
organisation coupled with a general lack of engineering planning and designing,

which demonstrates lack of technical know-how.

In the case of underground mining, ore hoisting is manually done by buckets or

sacks, which are pulled to the surface using ropes.

3.1.3 Mineral Processing

Ore processing is also done manually by hand picking (gemstones) or crushing
(gold). In the case of gold processing, sludge hammers are used to reduce the size
of ore to smaller pieces. The reduced size ore is then pounded in wooden mortars
using car axles as pestles. The resulting powder is washed in stream waters by
using pans (panning). The concentrate is then amalgamated using mercury and the

amalgam burned in open air using pans to recover the gold.

3.2 Social and Economic Significance of SSM

The importance of the SSM sub-sector in the country cannot be over-emphasized.
The Government has acknowledged its late recognition of the sub-sector’s role in
contributing to the national economy. Nevertheless the sub-sector has the
potential of becoming an important sector in social and economic development in

the country as discussed below.

3.2.1 Employment

The sub-sector has been a significant employer in the country. Being largely a
labour intensive operation, it has a greater impact on employment than the large-
scale mines. The most recent study conducted by Tandiscovery Ltd. in 1996
showed that more than 555,000 people are involved in SSM activities in the
country. Some of these are full time miners while others engage in both mining

and other economic activities, such as farming. In addition, a number of people
19



are involved in the delivery of social services, e.g. food supply, health, personal
services like recreation and entertainment. This group forms a significant
percentage of the mining communities whose employment is actually created in

response to the development of the small-scale/artisanal mining activities.

SSM can also be discussed in relation to the significant income it generates to
certain population groups. (Kambani, 1997). Although it may not be realistic to
establish a fixed amount of income for such activities, estimates on incomes
indicate that some participants earn incomes that are more than the current

Government minimum wage of Tshs. 35,000 (about US $50) per month.

3.2.2 Mineral Production

The economic reforms introduced in early 1990s was aimed at increasing the
private sector participation in production. Parailel to this, the Government
recognized the importance of the small-scale/artisanal mining activities. The
impact of these reforms is reflected in the sub-sector’s increase in mineral

production, export and its contribution to the national economy as shown in Fig.

3.1.

Figure 3.1 indicates a rising trend in diamond production and export. There was a
sharp increase from 1997 as a result of privatization of the Williamson diamond
mines in Shinyanga region. The De Beers Mining Co. of South Africa acquired

75% shareholding in 1995 and started production in late 1996.
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Fig 3.1 Diamond production and export trends between 1993-1998
Source: Ministry of energy and Minerals, Dar-es-Salaam

Figure 3.2 shows gold production and export trend. The slump in production
and export from 1995 can be attributed to lack of proper marketing
arrangements. This is when the Bank of Tanzania (BOT) stopped buying gold
from the small-scale producers, due to administrational problems. These
problems will be discussed in Chapter Four. However, the trend has showed
some signs of picking up from 1998 as a result of the changes in Government

policies towards mineral marketing.

DPRODUCTION  WEXPORT

Fig. 3.2 Gold production and export trends between 1993-1998
Source: Ministry of Energy and Minerals, Dar-es-Salaam
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Gemstone production and exports trend has been on the increase (Fig.3.3).
Production increased sharply in 1997 as a result the new gemstone deposits,
which were discovered in the southern parts of the country (Tunduru, Lindi
and Mtwara). However, exports trend still remained low due to lack of
marketing arrangements resulting to low production and most of the

gemstones being smuggled out of the country through the black market.
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Fig.3.3 Gemstones production and export trends between 1993-1998
Source: Ministry of Energy and minerals, Dar-es-Salaam

3.2.3 Mineral Export Earnings
The export figures for diamond, gold and gemstones which are mostly mined by
the SSM sub-sector are shown in Fig. 3.4. The mineral exports and earnings trend

has been erratic due to lack of well established marketing channels.
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Fig. 3.4: Export trends for Diamond, Gemstone and Gold between 1993-1998
Source: Ministry of Energy and Minerals, Dar-es-Salaam
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3.2.4 Contribution of SSM to Gross Domestic Product (GDP)

The sub-sector’s growth rate and consequently its contribution to the GDP
have been significant. Its growth rate, at 1992 constant prices, increased
from 1.08% in 1993 to 1.27% in 1998 and its contribution to the GDP rose
from 1.14% to 2.04% in the same period. This represents a steady increase

of 16% and 8% per annum respectively. (Also see appendix F). (Bureau of

Statistics, 1999).

Figure 3.5 compares the growth rate of agriculture, which is the backbone of
the economy and the mining sector. It is evident from the graph that the

mining sector has a much higher growth rate than agriculture.
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Fig.3.5: Growth rate of agriculture and mining sectors
Source: Bureau of Statistics, 1999

All of the above achievements can be attributed to the small-scale mining
activities since the foreign and local large-scale mining companies are either in

the exploration stages or are about to start production.

3.3 Constraints Facing SSM Sub-Sector
Apart from the few achievements cited above which signifies the importance of
the sub-sector to the national economy, it generally remains underdeveloped.
Small-scale/artisanal mining activities are still carried out by people Wiﬂ'] the

following attributes: -
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e An informal operational organisation, crude prospecting mining and
mineral processing techniques resulting in low incomes and productivity.

* Poor marketing knowledge resulting in mineral smuggling thereby
denying the Government revenue.

e Little knowledge in environmental conservation and management which
have a negative impact on the surrounding communities and;

e Lack of safety and health knowledge thereby causing mining accidents

and outbreak of epidemics.

There is also a problem of child labour in small-scale/artisanal mining. The main
causes for this are the worsening economic hardships whereby poor families are
forced to send their children to income generating activities and increased costs in
education. Women participation in actual mining activities and owning mineral
claims has been minimal. The survey by Tandiscovery Ltd in 1996 indicated that
about 143,153 women were directly involved in mining, which represented 24%
of the small-scale/artisanal mining population. Cultural and social barriers have
been the cause of discrimination against women. Detailed analysis of these issues

will be presented in Chapter Five.
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CHAPTER FOUR

Small-Scale Mining Policies

4.0  Evolution of Policies

Small-scale mining sub-sector can be traced back to the colonial period and
has gone through various transformations over time. Prior to independence in
1961, mining activities contributed about 10% of the GDP and indigenous

Tanzanians were already participating in this activity on the small-scale basis.

The Government’s policies and guidelines affected the development of the
sub-sector and the mining industry as a whole. The socialist policies
introduced in the wake of Arusha Declaration in 1967 emphasized state
ownership, thereby retarding private investment. As the state enterprises
entrusted to develop the sector could not achieve their objectives due to lack of
investment and poor management, mining activities in the country and their

contribution to the national economy was minimal.

Meanwhile, many individuals resorted to informal artisanal mining, winning
the easily accessible and saleable minerals such as gold and gemstones. Since
the Government did not recognize these operators, their operations and mineral
marketing channels were unlicenced and hence encouraged uncontrolled

mining and marketing activities.
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4.1 Past Performance

Following the poor performance of the mining sector, the Government set out
to restructure its mineral policy. As early as 1978, a draft mining policy was
formulated leading to the enactment of the Mining Act in 1979. Under this
Act, the mining sector activities were still monopolized by the Government
and the overall public-led development policies did not encourage private
investment. Consequently there was a drastic decline in formal mineral
production while the informal small-scale/artisanal mining activities started to

flourish. This resulted in: -

e The value of mineral production and sales declined by 48% from US$
32.5 million in 1982 to US$ 17.1 million in 1989.

e The level of investment in mineral exploration and mine development
also dropped sharply by 94% from US$ 11.3 million in 1980 to US$

0.63 million in 1990.

At this point the Government turned its attention to SSM by formulating a
SSM policy guidelines in 1983 as means of curbing the informal mining
activities and illegal mineral trading. (Mutagwaba, 1997). However, the
envisaged SSM sub-sector by the 1983 policy guidelines was not exactly what
was in place (negative conceptualization) which resulted into the introduction
of stringent mining and mineral trade laws. The policy also lacked the
implementation strategy thereby failed to yield the expected results. The
contribution of the mineral sector to the national economy continued to be

dismal.
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4.2  Economic Restructuring Programme (ERP)

The Government initiated another economic reform and restructuring
programme (known as ERP) between 1985 and 1990. This was aimed at
attracting foreign and local private mining companies, which have the capital
and expertise to carry out modern mining operations. It also introduced a
programme pertaining to procurement and sales of minerals titled, “The gold
and gemstone rationalisation strategy of 1987”. At the same time Tanzanians
were allowed to demarcate and register small-scale mineral claims.
Furthermore the Investment Promotion Centre (IPC) Act of 1990 was enacted.
All these were aimed at creating an enabling environment for private
investment. Private gold and gemstone dealers were also licensed to provide a
wider market for small-scale and artisanal miners. The Government also
directed the Bank of Tanzania (BOT) to buy gold from small-scale miners in

early 1990.

4.2.1 The Impact of the Restructuring
The above changes impacted positively on the mineral sector and hence its
contribution to the economy as reflected by the following indicators:-

e The mineral sector recorded the highest growth rate of 24% in 1992.

e Mineral production and exports rose by 68% from US$ 17.1 million in
1989 to US$ 53.2 million in 1992.

e Investment in mineral exploration rose from US$ 0.63 million in 1990
to US$ 33.5 million in 1993 representing a 98% increase.(Appendix
A,Table 3).

e The number of licensed mineral dealers increased by 90% from 17 in

1990 to 180 in 1995. (Also see appendix C).
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e The number of registered small-scale mineral claims increased by 71%

from 357 in 1991 to 1,209 in 1994. (Also see Appendix B).

Much of these improvements can be attributed to the development of the SSM
sub-sector because most of the large-scale mining companies, which decided
to invest in the country, were still in the exploration phase. However, the
changes were short-lived economic benefits since the SSM sub-sector, the
major contributor to the positive impacts, was still carried out by people with
only informal operational organisation, poor technology, inappropriate tools
and limited marketing knowledge. Furthermore, illegal miners and mineral
dealers continued to flourish. Mineral smuggling particularly gemstones and

gold were on the increase.

The reasons for this failure can be attributed to the fact that the policies and
reforms were formulated and implemented in a piecemeal manner. Efforts to
solve one problem ended up creating other problems, which hindered the
development of the sub-sector. A good example is the implementation of the
Government’s direction in 1990. It instructed the BOT to buy gold from the
small-scale producers (both licenced and unlicenced) as a means of creating a
reliable gold market for SSM and tapping much of the gold, which was being
smuggled out of the country. The move produced short-lived economic
benefits as gold exports increased sharply by 64% from 1650 kg in 1990 to
4525 kg in 1992. (Appendix A, Table 2). On the other hand, however, it
created an administration problem for the MRD. A number of unlicenced
miners increased tremendously, although their number was not quantified. This

is because BOT officials were just buying gold from the miners irrespective of
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whether they have valid mining license or not. Consequently, BOT was
compelled to suspend the exercise in 1994. As a result gold smuggling was on
the increase more than before. Finally, the Government’s aim of rationalizing

the gold marketing failed.

There was therefore a need to develop a clear, coherent and well-publicized

mineral policy and strategies to implement it.

4.3 New Strategies
4.3.1 Creation of an Enabling Environment for Mineral Investment
The Government recognized the need to put in place an internationally
competitive investment climate for the mineral sector as whole. The need was
necessitated by several factors such as: -

e The country’s high mineral potential endowment.

e The poor performance of the mineral sector.

¢ Increased global competition for investment resources as a result of

macro-economic policies restructuring worldwide.
e The globalization of finance and investments.
e Technological advances globally and cost competitiveness in various

stages of mining.

In view of the above changes the Government formulated a coherent mineral
policy which was released in 1997. Under the new mineral policy, the private
sector was to take a lead in mineral exploration, mining, mineral beneficiation
and marketing while the state focuses on administering, regulating, facilitating

and promoting the growth of the mineral sector.
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Together with the mineral policy, a set of other legislations was also put in

place.

4.3.2

(i)

These include: -

The National Investment Promotion Policy, 1996

The Tanzania Investment Act, 1997 which replaced the National
Investment (Protection and Promotion) Act‘ 1990.

The Mining Act, 1998 which replaced that of 1979

The Mining Regulations, 1999 which replaced those of 1980

The Financial Laws (Miscellaneous Amendments) 1997

Mineral Trade Regulations 1999 that replaced the diamond, gold and

gemstones mineral trade Acts of 1937, 1945 and 1980 respectively.

Government Policies and Legislations

The National Investment Policy

The Government reviewed its national investment policy in 1996 followed by

enactment of the Tanzania Investment Act in 1997, which led to the creation of

the Tanzania Investment Centre (TIC). The centre is more concerned with

facilitation and promotion of investment rather than on regulations. The centre

promotes both local and foreign investors wishing to invest in the country. For

the first time mining projects were incorporated in the new Act. The

objectives of the centre are:

(a) To act as a “one-stop-shop” for investors;

(b) To be the primary agency for Government in coordinating,

encouraging, promoting and facilitating investment; and

(¢) To advise the Government on investment policy and related matters.
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(ii) The Mineral Policy

The national mineral policy released in 1997 aimed at guiding and directing
development and exploitation of minerals in the country. The direction taken
is that of strongly encouraging private investment in mining. National goals,
implementation strategy and key players are also identified in the policy. The
new role of Government is to regulate, promote, facilitate, administer and
provide services to the mining industry. Strategies to address key factors such
as taxation, mining regulations, environment, investment promotion have been
deployed. It also identifies target groups such as local and foreign investors,
financial institutions both local and foreign, Government institutions and
agencies, Non-Government Organisation (NGOs), small-scale/artisanal
mining, local communities and women and childrén engaged in mining. These

strategies are discussed in Chapters Five and Six.

(iii) The Mining Act (1998) and Mining Regulations (1999)

The new Mining Act (1998) and its accompanying Regulations (1999) are
essentially a clarification and expansion of the legal and regulatory framework
strategies contained in the mineral policy. The strategies for legal and

regulatory framework include: -

e Streamlining the licensing procedures to harmonise small-scale and
large-scale mining;

¢ Rationalizing the licensing system;

e Categorizing mineral licenses into groups for easy administration and

management;

31



e Harmonising and consolidating all statutes under which the mineral
sector operates into one Mining Act; and

e Ensuring environmental protection and land reclamation.

(iv)  The Financial Laws (Miscellaneous Amendments) 1997

In order to ensure a comprehensive and compe‘titive fiscal regime for the
mineral sector, which is in line with the investment promotion policy, the
Government amended its financial laws to accommodate various incentives
provided for in the Investment Act (1997). The new fiscal regime will be

discussed later in Chapter Six.

44  Comparison of Previous and Current Mining Policies and
Legislation
4.4.1 Previous Mining Policies and Legislations
Prior to the 1998 Mining Act, the minerals industry was governed under the

following laws:

(i) Mining Act (1979) and mining regulations (1980).
(ii)  The explosives Act (1963).
(iii)  Mineral Marketing Acts covering gold trade, diamond and

gemstone separately.
Under the Mining Act (1979) mining licenses were divided into two

categories, that is, those under large-scale mining (mineral rights) and those

under SSM (mineral claims). Mineral rights conferred exclusive rights to the
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holder

and they had priority over mineral claims. The licenses issued are

summarized below: -

CATEGORY LICENSE TYPE DURATION RENEWAL PERIOD
Reconnaissance (RL) 1 year 1 year
LARGE SCALE Prospecting (PL) 3 years 2 year, double renewal
Mining (ML) 25 years (maximum) 15 years extension
SMALL SCALE Prospecting Right(PR) 1 year non-renewable
Mining claim (CT) 1 year Annually

Table 4.1 categories of licenses issued under the 1979 Mining Act.

Deficiencies of the past mining policies and legislations can be identified as

follows: -

There was no clear and well-publicized migeral sector policy.
Provisions for environmental protection and management were lax.
Much discretionary powers were given to the minister responsible for
mines regarding issuing and cancellation of mineral rights hence acted
as disincentive to investors.

Potential conflicts with respect to other legislations (e.g. environment,
tourism, and local Governments) due to lack of effective consultation.
Operational problems resulting from existence of several laws
governing the mining sector.

The laws categorized mining into two groups, that is, large and small-

scale resulting into operational differences within the groups.
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4.4.2

Current Mining Policies and Legislations

The new mining code aimed at streamlining shortcomings of the previous

system and to reflect legal strategies given in the new mineral policy. Among

other things the new mining code consists of the following: -

There are three principle divisions of rninera‘ll rights. These licenses fall
into categories A, B and D. Division C contains supplementary
provisions affecting mineral rights under divisions A and B.
Establishment of the Mining Advisory Committee (MAC) with a
purpose of advising the minister for minerals on matters relating to the
Mining Act.
Designation and reservation of areas for mining purposes by the
minister. Applications of licenses in this area are invited by tender.
Designation and reservation of exclusive areas for primary licenses.
(Category D).
Provision for mineral trade regulations.
Establishment of zonal mining offices by law.
Provision of environmental management and protection regulations.
Provision of safe working and occupational health regulations.
Introduction of code of conduct for mining officers and mining
operators.
Provision of insurance and indemnities cover to holders of mineral
rights under divisions A or B with respect to loss or damage of assets,
pollution and environmental damage, the holder’s liability to
employees, loss of property or bodily injury suffered by any third party
and liability to indemnify Government.
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e Establishment of mining development agreements between the minister
and mining companies.

The licenses issued under the new Mining Act are summarized in Table 4.2

4.4.3 General Direction of the New Policies and Legislations

From this chapter, it has been shown that both the investment and the mineral
sector policies express the Government’s intention to promote private
investments in the country. They also express Government’s concern about
local investors especially the small-scale category. The effect of the mineral
policy in particular is to create competitive environment for investments and
development of the minerals industry. The Mining Act and its accompanying
regulations are essentially laying down procedures to implement the mineral

sector policy strategies.

Comparing the past and current mining policies/legislation reveals that the
Government has realized the priority requirements that are needed to create an
enabling investment environment in the mineral sector i.e. encouraging private
sector growth by private sector. The shortcomings identified in the previous

policies/legislations have also been eliminated.

In the next chapter, the SSM sub-sector policy will be analysed in more detail

since this is the focus of the study.
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CHAPTER FIVE

Analysis of the New Policies on Small-scale Mining

5.0 The Mining Policy in Relation to SSM

The Government recognizes the positive contribution of the SSM sub-sector to the
national economy. In view of this, the Government is committed to support the
sub-sector by facilitating transformation of the present haphazard artisanal and
SSM activities into more organized and modernized SSM units, and by promoting
modalities of mineral marketing which encourage transparent business
transactions and discourage smuggling. Accordingly the policy objectives in

relation to SSM are:

e Stimulate exploration and mining development;

e Stimulate and improve the SSM sub-sector;

e Ensure the mining wealth supports sustainable economic and social
development; and

e Minimize or eliminate the adverse social and environment impacts of

mining.

In order to realize these objectives the Government has set a number of achievable
goals by selecting a set of critical actions which fall under the mineral policy’s
directions and strategies. In this context, special emphasis has been placed on
rationalizing the artisanal and SSM sub-sector. This will be discussed in more

detail in this chapter.
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5.1 Transforming Artisanal and SSM (Strategy for Development)

Artisanal and SSM activities represent a source of livehood for an estimated half a
million people. They represent a useful guide for prospecting and exploration.
They have a potential of stemming rural-urban inigration, stimulate local
processing and manufacturing industries and alleviate poverty. However, the
practice of small-scale and artisanal mining is plagued by severe technical,
financial social and environmental problems. The Government’s development

strategy is to address these problems.

To develop the sub-sector, the Government has initiated a rationalization process,
which will transform the present informal activities of the sub-sector into formal
ones. The Government initiated a programme of action, which included the

following components: (Also see Fig.5.1).

¢ Establishing enabling conditions for the orderly and safe mining practice;

e Liberalizing mineral marketing arrangements;

e Assisting the sub-sector to adopt more productive and environmentally
sound mining methods; and

e Setting appropriate mechanisms to alleviate financial constraints.

These issues are discussed below: -
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Fig 5.1 SSM transformation strategy.

5.1.1 Establishing Enabling Conditions for SSM

The approach used emphasizes the following actions: -

(a) Effective regularization

The aim of this process is to strengthen the legal rights of small-scale and
artisanal miners as a way of reducing or eliminating illegal mining and smuggling.

The approach puts more emphasis on incentives than on command and control

Improving
the living and
working
conditions of
miners

although the final strategy will reflect a mix of incentives and some safeguards.

Regularization will involve two steps. Firstly, miners in uncontrolled areas will be
required to establish basic authority structures and meet fundamental requirements
to remain in mining areas (formalisation). Secondly the legalization of mining
operations by registering mining claims will follow. Law enforcement will act

upon those ignoring campaigns for change. After formation of working groups
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and adhering to the mining regulations, it will be easier for the Government and

other NGOs to offer them extension services. (See also Fig. 5.2).

Formalisation campaigns Law enforcement

Informal SSM

Adhere to formalisation <
procedures

—— 1 Ignore change

Obey camp authority,
formation of working
groups and use of legal >
marketing channels

Formal SSM

Extension services

Fig. 5.2 Regularisation of SSM activities.

(i) Formalisation
The success of the regularization process requires the miners’ commitment to
formalize their activities. To stimulate the formalisation process, the Government

actions will include: -
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e Strengthening the co-operation between central mining authorities, zonal
mining offices and local Government in a view of tracking and monitoring
illegal mining.

e Frequent field inspection by zonal mining officers;

¢ Reinforcing the powers of mine inspectors;

e Requiring miners in mining areas to establish basic authority structures
and meet certain requirements to be allowed to continue mining in the
area,

e Conducting field visits, seminars and round-table discussions to enable
miners realize the benefits of formalizing their activities;

e Demonstrating good prospecting, mining and mineral processing
practices; and

e [Establishing mechanisms for on-site registration of mineral claims.

(ii) Legalization
This is the second step taken by the Government to revise the Mining Act (1979).

The salient features of the new Mining Act (1998) are as follows: -

e Recognition of SSM activities and their status clarified by introducing
primary licences for the sub-sector only;

e Claim title life was increased from one year to five years, and is
renewable;

e The right to transfer, sell or mortgage the mineral rights was guaranteed;

e Simplification of the registration and licensing procedures to make them

understandable to the common small-scale miner;
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e Created an intermediate tenure for SSM operation keeping in mind the
need for assistance in the transition from the current informal operations to

formal sub-sector.

(b) Fiscal Regime for SSM

In addition to the conducive environment for the orderly conduct of the SSM
activities, the Government aims at ensuring that the fiscal regime applying to the
sub-sector provides incentives for formalization. SSM fosters the development of
related support activities, which can substantially widen the tax package that will
capture the benefits of the sub-sector without encouraging the use of informal
channels. Consequently the Government’s aim to achieve these goals will

include:

e Setting fees, annual rents, royalties and other tax rates at modest levels;

e Providing tax incentives for regularization;

e Reducing or eliminating certain taxes levied on primary licences;

e Simplifying and modernizing tax collection procedures;

e Expanding the tax collection base by legalizing operations of all informal
operations e.g. traders in the mining areas; and

e Raising the cost of non-compliance by systematically prosecuting tax

evaders.

(c) Institutional Framework for SSM.
In view of the importance of SSM, the Government recognized the need to create

a unit under the Mines Division with a mandate to monitor and support the
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activities of the sub-sector. It will be responsible for reviewing and approving
license applications, monitoring compliance with safety, health and environmental
regulations and providing training and extension services to small-scale miners.
The unit will open up branch offices in all the zonal/resident-mining areas. To

improve its functions the Government, among other things, will do the following:

e Ensure adequate operational budget ;

e Decentralize registration, licensing, monitoring and assistance to small-
scale miners through the unit;

e Reinforce ability of the unit in all the zonal/resident offices to hold sub-
registries; and

¢ Minimize the minister’s discretionary powers in granting licenses by

empowering the unit to directly issue primary licences.

(d) Environmental Management for SSM

The environmental problems associated with SSM tend to be severe and
geographically dispensed. In raising environmental awareness and encouraging
mining activities, which are environmentally friendly, the main emphasis will be
placed on voluntary approach, that is, a collective initiative of individuals and the
Government. However, some environmental problems cannot be resolved only
with the cooperation of individuals and thus calls for Government action through
the use of policies like taxation, fines and other persuasive means. To ensure
sustainable environmental management for the sub-sector the Government’s goals

will include: -
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e Specifying environmental control policies based on the “polluter pays”
principle;

e Preparing and distributing information booklets and handbooks in both
Swahili and English languages on acceptable niining practices and spell
out the environmental obligation and legal consequences of non-
compliance;

e Improving environmental awareness campaigns through the media and
holding round table discussions between the polluters (miners) and those
affected (local communities);

e Establishing stricter monitoring systems in densely mining areas;

¢ Empowering mining extension officers to coﬂduct regular monitoring
through adequate funding and other inputs;

e Building partnerships with NGOs, private companies and individuals to
ensure better environmental awareness management;

e Demonstrating and encouraging the application of economically sound
and relevant technologies; and

e Setting appropriate guidelines for allowing conduct of mining in restricted

arcas.

5.1.2 Liberalizing Mineral Marketing
The Government recognized that inadequate marketing arrangements and lack of
credit facilities are the main cause of illegal trading and smuggling of minerals. Its

efforts to liberalize markets therefore, focuses on the provision of private,
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incentive based marketing systems and the development of local and export

markets. These are discussed below:

(@)

Establishing Formal Marketing Systems

To increase the flow of minerals through the formal marketing channels, the

Government actions will include:

(b)

Simplifying licensing procedures of mineral brokers and mineral dealers;
Empower zonal offices to directly issue mineral trade licenses;

Improve the monitoring and simplifying sales records, through the mineral
trade regulations;

Introduce mineral marketing education, particularly in mineral grading and
valuation by offering short-term training progréms;

Monitor periodically the formal and informal marketing channels and
formulate incentives and regulations to improve the competitive position
of the legal exporter over the smuggler;

Strengthening the mineral marketing department within MEM to support
and monitor marketing activities;

Involve local authorities, village leaders and mineral operators in order to

combat the smuggling of minerals.

Developing Local Mineral Markets

To develop local mineral markets, the Government’s actions will include:

Establishing competitive mineral markets close and within mining areas to
be operated by REMAS, TAMIDA, mining companies and financial

institutions;
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e Providing extension services aimed at educating miners on issues related
to mineral marketing such as publishing information based on trends on
world markets;

e Establishing mineral marketing standing committees in mining areas.

The committees will be charged with the té.Sk of ensuring the smooth
operation and growth of mineral markets, keeping production statistics,
fixing open market days and making advertisements to attract more

participants to the open market.

(c) Developing Export Markets
To stimulate the export of minerals through formal channels, the Government
initiated measures such as: - |

e Permitting mineral dealers to pay royalties and other taxes after sale of the
minerals and simplifying export procedures;

¢ Introducing more gem exchanges and improving the existing ones in terms
of volume and by placing emphasis on the quality of the products;

e Encouraging export promotion activities by facilitating mineral dealers to
attend mineral exhibitions organized by mining associations, NGOs and
other institutions and also by advertising through the media;

e Facilitating access to published information such as trade journals by the
mineral dealers/brokers;

e Encouraging the Mineral Marketing Department, TAMIDA and REMAs
to provide miners and mineral dealers with information on potential

buyers in the country and abroad,
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e Establishing formal financing schemes for mineral trade through the
commercial banks; and
e Liase with Tanzania High Commissions and Missions abroad to identify

new export markets.

5.1.3 Improving the Productivity of SSM

Lack of mining technology hinders the economic exploitation of mineral
resources and is the main cause of low productivity. Lack of appropriate
equipment is often the cause of low recovery rates and is the reason why small-
scale miners simply abandon mining pits when still at shallow depths. This
situation traps the miners with low productivity operations, which translates into
low income and hence inability to raise enough funds fo invest in new equipment.
However, the improvement of technology alone is not always the only solution to
the problems facing small-scale miners. Technical assistance must be supported
by good administration and efficient maintenance for sustainable improvement in
the productivity of the sub-sector. Accordingly, the Government will implement
technical assistance to the sub-sector in four stages as described below: (Also see

Fig 5.3)
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Fig.5.3. Production Improvement

(a) Training and Extension Services

This is the first stage and will involve training miners in basic exploration and
mining techniques with a particular emphasis on efficient and safe extraction and
recovery, environmental protection, record keeping and basic business
management. Successful operators would then be selected for further technology
improvement programs emphasizing on introduction of new technology and
demonstration sessions. During this stage the Government will conduct technical
audits of SSM activities to establish the technical requirements of the sub-sector,
initiate awareness campaigns in order to enhance the miners’ understanding on the
benefits of using the appropriate technology, provide extension services, conduct

on-site training on prospecting, mining and mineral processing methods,
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environmentally sound mining techniques and acceptable health and safety

procedures.

(b) Adaptation of Appropriate Technology

This is the second stage and will focus on the proviéion of technical assistance
emphasizing on the adaptation of appropriate technology in order to improve
productivity. The ultimate aim of this process is to enable miners adopt proper
mining methods, use appropriate technologies in mining and processing activities,
acquire basic business management skills and maximize their incomes through

improved productivity.

The Government’s effort at this stage will aim at:

e To develop and strengthen local capacity to conduct, develop, test and
constantly improve mining and beneficiation methods that are adopted to
Tanzanian conditions;

o Establish institutional alliances which are active in technological
innovation;

e Facilitate the establishment of hire-purchase schemes through agents;

e Promote better relationships between large-scale mining companies or
potential investors and small-scale miners so as to facilitate the transfer of
technology; and

e Encouraging equipment manufacturers, both local and foreign to organize
demonstrations of particular mining and processing equipment in order to

allow the miners to assess their performance before purchasing.
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(c) Demonstration Plants

In the long run, the Government will consider undertaking a third stage of setting
up demonstration plants if the previous stages clearly demonstrate a reasonable
chance for success. Demonstration of equipment and technology should aim at
improving access to technology and familiarizing miners with proper installation,
maintenance programs and schedules, ordering and maintenance of spare parts.
This step involves a significant financial commitment, consequently
demonstration plants would be set up only if it can be established that there is
sufficient demand for the service they provide. The plants should be established in
stages so that successes and failures can be used as lessons for establishing further
facilities. Furthermore these plants would be set up‘in claims where mineable
reserves have been properly appraised and after feasibility studies have been
conducted. The operation for demonstration plants should also take into
consideration the need to offer some specialization services at a fee. It is
envisaged that these plants will be set up and run as business enterprises, which

could be used as models to show miners how to run a mining business.

(d) Transition to Medium-scale Mining

This is the fourth and last stage, which will emphasize the transition from SSM to
medium-scale mining. A successful transition requires sufficient proven ore
reserves for economic exploitation and the existence of favourable market
conditions. It can be seen in Fig.5.4 that organized SSM can be developed into
medium/large-scale operations depending on the presence of sufficient proven ore

reserves, availability of capital and appropriate technology. Technical assistance
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will be given to the small-scale miners in evaluating the mineral property and

preparation of bankable feasibility studies.

Preparation of ‘ Presence of
Bankable Sufficient
Feasibility Deposits
Studies
Technical Organized Medium/
Assistance [P SSM —® Large-Scale
Mining
Acquire Bank Availability of
Credit Technology
and Canital
Fig. 5.4 Transition to medium/large-scale mining

At this stage, miners will be in a position to seek loans, enter into joint ventures
with other investors or float their shares on the stock exchange in order to raise
capital for developing their mineral properties. The Government will encourage
the establishment of private consulting companies, which would provide
assistance in property valuation and preparation of bankable feasibility studies.
Such companies could also provide marketing advice and help to identify

potential joint venture/partnership.
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5.1.4 Dealing with Financial Constraints

The financing of SSM is important because the destination of mineral products is
sometimes influenced by the source of finance. When mining activities are
largely financed by informal source, be it local or foreign, then a large portion of
the product tend to end up in the same informal channels. Lack of formal
financing sources for SSM operations has largely contributed to the development
of informal financing and production sharing agreements, which are prone to
illegal trading and smuggling. Moreover, informal funding of exploration,
particularly drilling or geophysical surveys and long term mining development are
very rare. On the other hand formal financial mechanisms have been slow to meet
the increasing financial needs of the SSM sub-sector due to the inability of the
miners to meet loan conditions of financial institutions. At the same time,
financial institutions do not fully realize the sub-sector’s economic potential and
are therefore reluctant to formulate appropriate financial schemes to support its
development. For these reasons, the Government’s efforts to improve the
financial services to the sub-sector will use a two-prong approach of emphasizing
the improvement of the small-scale miner’s access to credit and the
mainstreaming of SSM loans by the formal financial institutions. These are

discussed below:

(a) Access to Credit

One way of dealing with the financial constraints of SSM is to help miners
establish self-sustaining financially intermediation systems which are more
responsive to their needs. This requires the creation of self-selected, self-help

savings groups, which can pool savings, re-lend to members on a revolving fund
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basis and enforce loan repayment. Members of a group can also apply for formal
bank loans since they are in groups and liable for loan repayment. NGOs and
REMAs are well suited to initiate grass root actions to achieve these goals. The

Government aims at encouraging such initiatives by: -

e Conducting awareness programs to promote savings culture among small-
scale miners;

e Encouraging the acceptance of mineral rights as collateral and facilitate
procedures for transferability of titles;

e Promoting the use of third party guarantees to enable other institutions to
assist miners to get loans;

e Enabling discoverers of mineral deposits who are not in a position to
develop them to sell their mineral properties at competitive prices;

e Working in conjunction with NGOs, toward the establishment of miners’
cooperative banks, and other institutions such as revolving savings and
credit associations on the solidarity group model;

e Supporting the formation of formal enterprise groups;

e Supporting efforts by miners and other stake holders to increase miners’
incomes through value added activities; and

e Formalizing traditional funding systems by promoting hire-purchase
systems, third party collateral arrangements, forward sales and mutual

group saving schemes.




(b)  Mainstreaming Formal Loans for SSM

Mining is a relatively risky business and banks require considerable amount of
information and assurances before committing loans to mining projects. Small-
scale miners are not well prepared to meet the réquirements of the commercial
banks. For instance, they lack a formal structure and the ability to prepare
feasibility reports. On the other hand, most commercial banks lack the expertise
and experience in appraising, monitoring and supervising loans to mining
projects. To overcome these shortcomings, the Government aims to do the

following: -

e At macro-economic level, to implement thé monetary and fiscal policies
which are conducive to the efficient mobilization of domestic savings and
their channeling into productive investment.

e Improving the ability of the financial sector to efficiently offer a wide
range of financial services.

e Encouraging banks to develop mine finance expertise and to establish
mobile banking systems as well as commercial banks in the. mining areas.

e Encouraging the Government mining trust fund to finance simple mining
equipment and other inputs.

e Encouraging financial institutions to support SSM by formulating
affordable credit schemes for the sub-sector and adjusting startam) capital
requirements and broadening the scope of the financial sector by
promoting new financial intermediation mechanisms for small-scale
enterprises, especially in the SSM sub-sector.
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