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Action needed to turn SA mining around
Will the roadmap from Operation Phakisa Mining do the trick?

Perfect storms are rare occurrences, 
but are potentially catastrophic when 
they occur. The circumstances facing 

South Africa’s mining industry justify the 
analogy. 

The sector has faced a barrage of external 
and internal challenges that present a crisis 
of survival. Tumbling commodity prices are 
but one of the contributors. Key have been 
rapidly rising electricity and labour costs, del-
eterious industrial relations, unending policy 
instability, and the erosion of security of ten-
ure.

A once leading mining jurisdiction, South 
Africa now struggles to remain attractive, 
even in commodities where it has an out-
sized endowment.

In late 2015 the government organised 
Operation Phakisa Mining, a six-week inten-
sive workshop involving multiple stakehold-
ers, aimed at delivering a pragmatic roadmap 
to turn the industry around.

Its aim was for government, mining com-
pany and union representatives to forge a 
consensus on the issues hobbling invest-
ment, growth and shared prosperity, and 
then outlining concrete actions.

Since 1994’s democratic rebirth, South 
Africa has excelled at holding ambitious get-
togethers. With mixed results. Whether any-
thing meaningful emerges from Phakisa 
remains to be seen.

In the meantime decline continues. Of the 
many metrics of decline, production is one of 
the most telling – falling by a staggering 25% 
since it peaked in 2005.

The lack of consensus on what has caused 
the crisis may be surprising to outsiders, but 
it is testimony to how divided a society South 

Africa has become. Long gone are the years 
of the Rainbow Nation, forged under the 
enlightened guidance of Nelson Mandela.

At the risk of oversimplifying, mainstream 
industry actors will argue that the problem is 
a poor investment climate, which has led to 
disinvestment and an accelerating drop in 
production. For their part, representatives of 
government, black business and unions will 
argue insufficient racial transformation has 
been a critical obstacle to sustainable growth. 
For the first group, growth will resume once 
policy is fixed. For the second, it will once the 
industry has become comprehensively black-
owned. Both groups have compounded the 
problems.

Neither perspectives are correct in exclu-
sion of the other. If Operation Phakisa has at 
least managed to create shared diagnosis, 
then it will have been a constructive step. Six 
weeks of continuous interaction between 
long mistrusting “partners” hopefully had 
created some mutual empathy. But even that 
would remain insufficient to turn the industry 
around.

A crucial question behind Phakisa is the 
motivation of government. The initiative 
arose from the country’s presidency, who 
was inspired by Malaysia’s ‘Big Fast Results’ 
process. As such it seems to show a commit-
ment to sorting things out. That is one way to 
look at it. But South Africa is not Malaysia, and 
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Mosebenzi Zwane (right) was appointed the new mining minister in September 2015
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“Indeed beyond a shared 
acknowledgement of the 
crisis, it is remarkable how 
little agreement exists over 
what has caused the decline 
of a once pivotal industry”

the current political leadership faces signifi-
cant capacity and credibility challenges.

A less generous perspective is to see 
Phakisa as the expression of a reluctance by 
government to take meaningful action, pre-
ferring to leave industry stakeholders to find 
a consensus, no matter how diluted the pre-
scriptions may end up being.

Last year’s surprise replacement of mining 
minister Ngoako Ramatlhodi by relatively 
unknown Mosebenzi Zwane at a time when 
the former was being relatively decisive and 
engaged militates in favour of the second 
interpretation. Unlike his predecessor, the 
new minister has been mainly absent from 
the public eye. Yet, if something is needed, it 
is strong and bold leadership rather than 
shared diagnosis.

This is not to understate the difficulty fac-
ing government. Deep-rooted issues have 
contributed to the decline of mining, prime 
among which are skewed racial ownership, 
safety and wages and living conditions. 
Restructuring was undoubtedly needed, and 
direct intervention by government was piv-
otal to make this possible.

But huge progress has been registered in 
all these metrics over the past two decades. 
Today’s industry is a far cry from its highly 
unsafe, wildly exploitative, and almost 
entirely white-owned former self. Transfor-
mation has not been completed but it has 
progressed tremendously, while the basket 
of minerals produced has become more 
diverse (see graph). This progress has unfortu-
nately come at a cost.

During the commodity supercycle the rul-
ing party, the ANC, made a tacit choice in 
favour of transformation over growth. In that 
choice it got its timing mostly right: fast rising 
commodity prices compensated for the rela-
tive loss of attractiveness of the mining 
industry that resulted from key changes 
introduced – such as the vesting of all min-
eral ownership to the state, the introduction 
of progressive social and labour legislation, 
new safety regulation, and black economic 
empowerment (BEE).

But this activism came at a cost: production 
fell, the country’s large mining houses par-
tially or completely emigrated, and prospect-
ing dramatically declined.

Today’s bear market makes the growth ver-
sus transformation debate destructive to the 
economy, the industry, its employees and 
investors, and to government revenues. 
When mineral rents collapse there are no 
winners. This is Resource Curse 101. That 
South Africa faces that curse is now patently 
obvious: total natural resource rents as a per-
centage of GDP have collapsed from 18.7% in 
2008 to 9.2% in 2013.

Experience with the economic crisis that 
affected most resource-rich countries of 
Africa after the collapse of commodity prices 
in the 1980s, comprehensively analysed in 
the Eunomix report titled: ‘The mineral rent 
and sustainable growth and development in 
Africa’, should act as a prod to government to 
act with celerity.

This experience unambiguously demon-
strates that government holds a critical and 
paramount role in slowing the decline, allow-
ing restructuring and creating the founda-
tion for renewed investment. Alternatively, 
inaction or – worst still – policies focused on 
the wrong goals will accelerate the decline. 
This is not something South Africa can afford.

A primordial requirement is the urgency of 
regulatory certainty. That the mineral law 
remains in and out of parliament for years is 
simply inexcusable. Key aspects of owner-
ship, licensing and taxation have remained in 
limbo, presenting real and measurable obsta-
cles to investment. Security of tenure has 
been consistently eroded, leading South 
Africa to the lower half of all key indicies, 
objective and subjective, of attractiveness 
and performance.

South Africa’s score has fallen from 56.1 in 
2011/12 to 52.6 in 2014 on the Fraser Insti-
tute’s Investment Attractiveness Index, a 
measure that combines the mineral potential 
with policy perception.

Yet, as shown in recent shifts in the govern-

ment’s stance over legislation of the oil and 
gas industry – and of relevance to the mining 
industry because it concerns state free carries 
– a good decision is not beyond the reach.

Similarly urgent is the issue of racial trans-
formation. The mining charter is the subject 
of a bitter dispute between government and 
the industry. The latter, in a bid to find resolu-
tion, and in agreement with the previous 
minister, has gone to court to obtain a declar-
ative order over whether it has complied with 
BEE targets or not.

The margin of dispute over compliance is 
wide. That industry and government have 
failed to agree on this has set a pall over the 
industry. A more reasonable course of action 
would be for both parties to agree to a joint 
compliance audit by an independent com-
mission of reputed experts, and for both par-
ties to agree upfront to abide by its findings.

Another pressing matter is the administra-
tion of the sector by the Department of Min-
eral Resources (DMR). There has been a 
continuous string of highly publicised dis-
putes and lawsuits. Allegations of impropri-
eties and corruptions have been made, 
including over conflicts of interests. Experi-
enced civil servants have departed.

Licensing delays have cost already scarce 
investment. The DMR and companies that 
mine in South Africa need to improve the 
way in which they interact and reach solu-
tions that are fair, consistent and transparent.

A final priority for government action 
should therefore be to set a new tone in its 
relationship with the mining industry. The 
overtly confrontational relationship must be 
abandoned, replaced by a genuine common 
vision supporting growth and investment.

Phakisa was an important, but insufficient 
step in this direction.

In summary, the South African govern-
ment has an opportunity to create the foun-
dation for turning the country’s industry into 
a world-class player on the back of an extraor-
dinary natural resource endowment. There is 
no better time than now.

*Claude Baissac is Group CEO of Eunomix B&E, a policy and economics consultancy focused on resource rich countries in Africa.  He is a recognised expert in political and country 
risk management, particularly in the minerals sector. He is also a specialist in private-sector development, sustainable development, growth and investment, with over eighteen 
years of experience

Platinum Group Metals’ Western Bushveld Joint Venture (WBJV) Project 1 mine site in South Africa
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