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Presentation 

1. The big picture: Africa’s rise and its limitations – the weak state 
syndrome and its risks 

2. Implications:  Country risk management IS business  

3. In practice: case study of an exploration project in Central Africa 
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The big picture:  
Africa rising 

• There is much talk of an African Renaissance, even of an African 
decade, with the continent at long last joining Asia and Latin 
America in the club of emerging economies 

• This ‘Afroptimism’ contrasts spectacularly with the Afro-pessimism 
of the 1980s, 1990s and early 2000s. Only ten years ago, The 
Economist famously described Africa as the hopeless continent. It 
recently expressed remorse for this mistaken call 
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The big picture: 
the economics 

• Average growth was 4.6% in the 2000s, up from 1.9% in the 1980s and 
2.2% in the 1990s 

• Today, six of the world’s fastest growing economies are in Africa 

• The continent’s population is 1 billion, and is set to double by 2050 

• Its emerging middle class is still comparatively small at 320 million, but 
growing rapidly 

• FDI into Africa has grown spectacularly: from USD 10 billion in 2000 to 
over 40 billion now, and peaking at over USD 55 billion in 2008 

• Firms from the Old World are competing against those of the New New 
World for access to markets and resources 

• Investment banks, private equity firms and hedge funds are flocking in, 
scouting the continent for opportunities 

De-risking mining in Africa: the country risk perspective  



Page 4 

The big picture: 
the politics 

• Africa’s stability and governance record has significantly improved 

• The 2000s saw a record low number of wars, civil wars and coup 
d'état 

• There are now a majority of democracies, where they were the 
minority until the late 1990s 

• There is greater freedom of expression, including a freer press, 
satellite TV and wide cell phone usage. It is not an exaggeration to 
say that the cell phone has revolutionised Africa 

• Human rights have significantly improved 
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The big picture: 
but it’s all relative, and resources driven 

• The six African star performers of 2010 had growth of between 8% and 
13%, and maintained this in 2011, but: combined, these countries GDP 
represent less than 0.4% of the GDP of the USA, and less than 0.01% of the 
world’s. The global economic impact of their growth is negligible 

• The top ten economies only represented the equivalent of 3.6% of the USA, 
and less than 1 percent of the world 

• Sub-Saharan Africa’s total GDP was only 4.6% of the USA, and 1.3% of the 
world 

• Of the star performers only Ethiopia and Liberia are not resource-based 

• Most of the star performers are highly dependent on the rent for their 
growth: 60% for the Congo, 50% for Angola, 40% for Chad 

• Africa’s 24 resource-rich countries account for 75% of the region’s 
economy, FDI, and growth 

• FDI is concentrated in resources (oil & gas and mining) and infrastructure, 
with some FDI in consumer services 
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The big picture: 
a resource boon, but also a trap 

• During the 1970s Africa grew at an average 4%; between 1970 and 
1974 it grew at 5.6%, and then tumbled down – this was during a 
commodity boom, and after… 

• Growth was low in the 1980s and 1990s, on the back of poor policy and 
lower commodity prices 

• Growth returned in 2000, mostly on the back on the China factor 

• It collapsed in 2008-09, particularly the resource rich ones, and 
recovered after the massive Chinese USD 586 billion fiscal stimulus  

• Today’s star performers do not have good democratic credentials and 
stellar human rights records 

• Growth remains very skewed toward the few, has done little to create 
sustainable employment for the rapidly growing youth, and is not 
leading to the creation of a sound economic foundation 
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The big picture: 
the resource trap and its risks 

• A strong correlation between resources and growth means a great 
economic, political and social sensitivity to commodity booms and 
busts 

• Resource economies suffer from Dutch disease, and are therefore 
afflicted by low levels of agricultural and industrial development – 
Africa has been deindustrialising for forty years! 

• This is a source of instability, notably because of great political, 
economic and social inequality 

• It feeds into corruption, patronage and competition for control of the 
state, which guarantees access to its fiscal resources and contracts – 
this undermines democratic progress 

• Resource-based growth feeds resource nationalism, and leads to 
greater demands for rent sharing – through contract reviews and 
renegotiations, through state free carries, through indigenisation, 
greater taxation, royalties and so on 
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The big picture: 
state weakness 

• African countries continue to be vulnerable to upheavals 

• This is principally because of their lower capacity to: 

► keep conflicts under control and resolve them before they turn violent 

► ensure fair and sustainable political and economic outcomes 

► provide broadly accessible and effective public services 

► and ensure opportunity for the vast majority 

• This leads to: 

► a higher incidence of military conflicts and civil strife 

► a weaker political governance and rule of law 

► a fragile economic growth and poor infrastructure 

► and higher levels of poverty and inequality 
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The big picture: 
upheavals and uncertainty hard-wired 

• Upheavals continue to occur. Since 2000, about twenty countries have 
experienced serious security and political crises – civil strife, coups d’état, 
civil war, rebellions, secessions.  

• Some of these countries were reputed stable. Past stability is no guaranty 
of future stability 

• Even in stable countries conditions for investing, operating and 
repatriating profits are challenging:  

► contracts and property rights are difficult to enforce 

► critical inputs, including skills and capital and intermediate goods are scarce 

► essential production and transport infrastructures are in short supply 

► administrative efficiency is low, and corruption is high 

► policy changes occur frequently and  are often drastic 

• Direct and transaction costs are high. Projects require more time to 
develop.  Assets are less productive. Economic returns face greater 
uncertainty 
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• The many risks from investing and operating in Africa are not 
externalities – problems that are secondary consideration to the 
hard stuff of scoping, investing, exploring, developing, operating 

• They are inherent part to business, which internalises them as soon 
as investment is committed 

• They will make or break a mining project to the same extent that 
technical and financial issues will 

• Not managed, they will significantly devalue the project, notably 
through higher discount rates and lower transaction value 

• They will also expose critical values to stress: employees and 
suppliers, physical assets, titles and contracts, reputation, etc. 
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• Countries and communities that are recipient of mining investment 
are hopeful that projects will bring them significant benefits in jobs, 
local economic opportunity, tax revenues, export earnings, and so 
on 

• But they are also concerned about the many negatives that mining 
bring them: expropriation, loss of access to land and associated 
income, environmental damage, greater physical insecurity, 
diseases, political interference from the capital city, social change, 
corruption, and so on 

• History has often proven them right, and mining has often proven 
to be a curse to these societies – both nationally and locally 
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• Because of this, managing country risk is not simply a defensive 
process designed to protect the company against disruptions from 
the environment 

• It is about taking the steps required to decrease the negative impact 
that a project will have 

• This is not simply the right “good corporate citizen”, it is the 
foundation of effective country risk management 

• Country risk is a boomerang: the lower one’s impact, the lower 
one’s risk exposure 

• Weak states have a risk accelerator effect: the weaker the state, the 
faster boomerang flies and turns 
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• Creating a deep understanding of the country’s evolving profile at national 
and local levels and of the points of friction between the country and the 
company 

• Developing a country risk management philosophy that is committed to 
anticipating risks, managing exposures before they turn into disruptions, 
and effectively resolving issues 

• Rooting this philosophy into a broad understanding that: 

► risk is reciprocal 

► transparency, cooperation and shared benefits go a long way toward reducing 
risks 

► Many potential risks, if identified early, can be turned into opportunity 

• Developing a progressive, adaptive risk management framework that is 
appropriate to the client’s project lifecycle and growing financial, technical 
and organisational capacity 
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• Going in “on a license and a prayer”: securing a license is just the 
beginning, and it needs to be comprehensively secured and 
managed 

• Relying on a few well-connected country insiders – including in or 
near government: this can be a very significant source of risk if not 
well managed and balanced with objective, independent 
knowledge, and effective risk management procedures 

• Crisis managing country risk: this is costly, lowers the project’s 
transactional value, and may undermine the social license 

• Throwing money at problems: too much money can be as 
problematic as not enough money 
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• We have been acting as country risk advisors to an iron ore 
exploration company in Central Africa since early 2012 

• Our focus has been their exploration program  

• The goals of our engagement have specifically been to: 

► Assist management in rooting country risk management as a strategic 
commitment, and communicate this effectively, internally and externally 

► Develop the knowledge and risk management system to effect greater country 
risk resiliency 

► Leverage country risk management to improve the company’s political and social 
licence to operate 

► Increase the company’s value through the effective de-risking of key exposures in 
a transparent, effectively communicated way 
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• Conduct strategic and operational assessments on: 

► National political and security stability 

► Local partners and stakeholders 

► Exploration areas: communities, security, land, economic & environmental issues 

► Infrastructure and transport 

► Internal integrity/incentives and values alignment 

• Develop mitigation and management plans and procedures 

• Monitor risks and conduct regular site visits to ensure plans are 
implemented, and critical stakeholder relations are improving 

• Discuss with management relevant strategic and operational issues that 
may represent risks or potential risks, and develop strategies to address 
them 
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• Problem: lack of initial clarity for stakeholders on project’s goals, 
configuration, timeline and expected benefits 

► Consequence: passive resistance to exploration program at the ministerial level 

• Problem: lack of understanding of all required permits and licenses – 
notably in sensitive environmental areas 

► Consequence: delay in exploration start and poor initial perception of the 
company within key ministries and international orgs 

• Problem: over-reliance on local partners and personnel for stakeholder 
engagement 

► Consequence: capture by legacy issues and vested interests not always aligned 
with the company’s objectives, interests and plans 

• Problem: constrained access to infrastructure by first mover 

► Consequence: limited options for product exports, with higher cost 
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• Greater clarity on country’s “stability trajectory”, and therefore on the 
window of opportunity and investment horizon 

• Better understanding by the company of the connection between its 
activities and local social, economic and security outcomes 

• Better understanding by stakeholders of goals and horizons 

• Significantly improved relations with key ministries and international 
organisations 

• Development and implementation of best practices in: 

► Community engagement and compensation 

► Access to sensitive forestry areas 

► Lower operational footprint and negative local impact 

► Operational security 

• The company is now a formal participant in transport 
infrastructure development strategy and planning 
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In practice:  
key achievements so far 
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