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The answer, according to some analysts, is more resource nationalism (if that is the right 

word), not less, as governments in cash-strapped emerging markets seek to recoup lower 

tax receipts by hiking rates and levies. 

In short, governments (being made up of human beings who often succumb to temptation) 

feel impelled to replenish treasury coffers when times are tough, not least to ward off popular 

discontent should fiscal hardship force them to cut cherished social programmes, something 

that could put their political future (not to mention their personal safety) at risk. 

The desire to secure more from a shrinking pie has already seen Zambia’s rulers pass a 

budget that includes a law replacing corporate income tax with higher royalties. Levies will 

increase to 20% from 6% for open-cast mines and expand to 8% from 6% for underground 
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mines. The move prompted Barrick Gold to announce it intended to shut its Lumwana 

copper project, putting 4,000 people out of work. The Canadian company said the 

economics of an operation such as Lumwana “couldn’t support a 20% gross royalty, 

particularly in the current copper price environment”. 

The copper price fell by about 15% last year, painful for a country such as Zambia where 

copper mining accounts for 12% of GDP and 10% of employment, according to the 

International Monetary Fund. 

Is Zambia a one-off? Don’t bet on it was the message from a report this week from JLT, a 

Lloyds of London insurance broker and risk management consultancy. 

As we know, government and miners often lock horns over the division of earnings from this 

or that project in countries all over the world, including developed nations such as Canada 

and Australia, so arguably the phrase ‘resource nationalism’ is too harsh. That said, it 

depends from which side of the room you view the problem. 

JLT took a fairly hard line, describing the issue this way: "Commodities downturn, political 

risk uptick", saying unequivocally the end of the supercycle now places those countries with 

an over-reliance on extractive industries under immense strain (Zambia is surely on this list) 

“as reduced revenues have left holes in public finances and governments that underpin their 

budgets with oil or metals have seen currency values plummet, foreign currency reserves 

erode, or current account deficits rise”. 

You don’t have to be an economist or political scientist to conclude that for emerging 

nations, cuts in capital expenditure by western mining companies could have an impact on 

economic stability and that those countries lacking economic diversification are particularly 

vulnerable. Zambia comes to mind again, but so does Chile on the copper front. Prolonged 

price dips could easily spell mediocre economic performance, downturn or recession, and all 

that those things bring in their wake. 

British risk analytics firm Maplecroft has said many countries in east Africa are reworking 

legislation governing their natural resources, and in some cases it was resulting in an 

increased fiscal burden for companies. 

But Charles Laurie, head of the Maplecroft’s Africa desk, wanted to put a different gloss on 

the situation during an interview with Mining Journal this week. Interestingly, he thought the 

fear of higher fees and taxes was greater than the reality because “I think in practice 

governments are quite reluctant to overplay their hand, they are aware of the potential to 



scare off investors”, so it was a fine balancing act, he suggested, adding that in Sub Saharan 

Africa “there was very great tension between the desire to meet social demands for better 

standards of living, and improving the prospects for employment”. 

Laurie pointed out governments were past masters of stoking up worries about added 

financial burdens, and then announcing measures that were less severe than first thought 

with the result that companies caved in, breathing a sigh of relief their worst fears weren’t 

realised. 

But will low commodity prices simply usher in an extension of the game of bluff and counter-

bluff that we have grown used to over the years? 

JLT didn’t put it like that and the tone of its report was serious enough. “Fiscal consolidation 

and structural reforms had only tentatively begun in many emerging markets as the 

immediate aftermath of the financial crisis faded. This progress will stall as governments are 

forced to confront a new reality where revenues are far below expectations.” 

If we consider countries relying on metals and minerals, there are a number of countries at 

risk of volatility in 2015, according to JLT. Of the global top 10 copper producers, Chile, 

Peru, the Democratic Republic of the Congo (DRC) and Zambia stood out as being 

particularly vulnerable on account of their lack of economic diversification. Chile was 

responsible for exporting the bulk of global copper supply and copper made up 20% of its 

GDP and accounts for 60% of exports. The DRC’s copper mining industry made up 15% of 

GDP and propelled economic growth, while Zambia relied on copper for over 80% of 

exports. 

Of the gold producers, Russia, Peru, South Africa, Uzbekistan and Ghana were most 

impacted by low prices and falls in mining capex. Russia and Ghana’s currencies in 

particular have taken a double hit as gold and oil prices have also fallen. In Peru, for every 

job directly created by a gold mine, a further 1.9 indirect jobs were created, so there were 

concerns about the unemployment ‘ripple’ if assets were sold off or projects frozen. In 

addition, 14% of Lima’s revenue was provided by gold. In Ghana, tax collected from gold 

made up around 25% of all collected corporation tax. In Uzbekistan, gold mining accounted 

for 9% of GDP. 

JLT concluded: “The cycle has been broken: resource nationalism is no longer a cyclical 

occurrence linked to periods of high prices. The global risk environment is set to become 

more volatile. While governments recognise they need to still seek to attract foreign 



investment, pressures on finances mean heightened risks of interference in strategic 

sectors, such as mining, oil and gas, or infrastructure.” 

The report said there were a number of factors for mining companies to consider, and 

perhaps fear, such as renegotiation of an operating agreement, expropriation, licence 

cancellation and even changes to a project’s ownership structure designed to deprive an 

overseas investor of majority control. 

Sound familiar? Happy New Year. 

 


