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Introduction and Motivation

* In the past few decades, Southern Africa’s mining sector has
played a key role in attracting foreign investment into the
region (Butler, 2013; Kahn, 2013; ElI-Wassal, 2012).

* Accordingly, investments in mineral resources have evolved
into a major source of development finance — contributing to
the economic growth of many Southern African economies
(UNCTAD, 2015; Kostad &Soreide, 2009).

« Southern Africa is highly endowed with a diverse minerals and
metals, including vast amounts of diamonds, platinum, coal,
gold, asbestos, iron, nickel, chrome and other varied kinds of
minerals (UNCTAD, 2015; Cawood &Oshokoya, 2013b).

UKZN INSPIRING GREATNESS



Background of the Study Contd.

« Despite the abundant mineral resources, the mining industry in Southern
Africa has, however, undergone major turmoil in the past two decades

« Ranging from the global financial crisis, Increasingly vocal calls for
nationalisation of the mines, falling commodity prices, labour unrest, and
police brutality (Butler, 2013; Cawood &0Oshokoya, 2013a).

 Most of these crises — in conjunction with the high rate of poverty,
corruption, and HIV/AIDS— are some of the biggest factors impeding
economic growth in the region (UNCTAD, 2015). des.

« Consequently, the abundance of minerals and metals in the region
presents immense potential for sustainable economic growth, an avenue
for massive reduction in poverty, and employment generation.
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Research Problem

» Despite the influence of mining on economic growth and poverty reduction (Mahonye
&Mandishara, 2015; Butler, 2013) in Southern Africa, evidence relating to the
interplay between mining and economic growth has been mixed (Cawood
&Oshokoya, 2013a).

* In short, there is no simple way of describing government policies in the mining

sector over the last three decades

« The basic study questions are: After years of exploitation of mineral resources in

Southern Africa, do they contribute negatively to economic growth?

« Secondly, do government institutions improve the contribution of the mining sector to

economic growth?
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Research Objectives

 This paper Iinvestigates the relationship between mineral
resource endowment and economic growth in the Southern
African economies

« This objective was motivated based on the argument that — with better
education systems, investments, institutional and sensible regulatory
reforms in the mining sector — Southern African could completely break the
spell that has held it back so often in the past (Butler, 2013; Cawood &
Oshokoya, 2013b).

 This study was also motivated by the presumption that mineral resource
endowment might encourage rent-seeking behaviour and the attendant
negative impact on the economy (Anyanwu& Yameogo, 2015).
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Theoretical framework

 The theoretical framework of this study is based on the strategic
tripod of: the dependency schools, the modernisation schools,
and the integrative schools.

« This strategic tripod integrates the two traditional schools of
development thinking — the dependency and modernization schools
— into the integrative schools (Adelakun, 2011; Pelinescu, 2015).

« However, this study is rooted in the integrative school, as
developed further through the FDI Fitness theory.

 Most dependency theories see the cause of underdevelopment in
the African mining sector primarily in terms of exploitation by the
industrialised nations — whether through international trade or
multinational corporations (Kahn, 2013; Wilhelms, 1998).
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Methodology

« Using a panel dataset of 14 countries in the
Southern African Development Community (SADC)
from 1990 to 2014.

 Thedatausedin this analysiswasgeneratedrom World
Trade Organisation (WTO) database, the World
Bank African Development Indicators (ADI), United
Nations Commodity Trade Statistics (UNCTS)
Database, International Monetary Fund (IMF),
United Nations Statistics Database (UNdata), World
development indicators ONLINE
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Estimation Technique

« The Ordinary Least Squares regression (OLS) and the
Generalised Method of Moments (GMM) were the two
estimation techniques used.

« The GMM approach was adopted to address the potential
endogeneity of the regressors (El-Wassal, 2012). The
econometric model used in this study is akin to the basic
production function.

« Consequently, to analyse the effect of Mineral resource
endowment on economic growth, the Coub-Douglas
Production Function was expanded (Oladipo, 2008; El-
Wassal, 2012).
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OLS and GMM

 GDP;,= &t ;RGM;+ ,IMEE + ;RGA;+ ,RGMAN; + HCD;+ RG,
+ NRE; + GIBEV; + 9FQGS[+ 10mOPit + B&DL+ g . eqy

 Where:

» GDP =real per capita GDP (GDP_PPP),

* RGM =Real growth of mining

« SMEE = share of mineral exports to total exports

« RGA = Real growth of agriculture

« RGMAN = Real growth of manufacturing

« HCD = Human Capital Development,

« PG = Population growth

 NRE = Natural resource endowment

 |IDEV = Infrastructure development

« RGS= Real growth in services

« TOP= Trade Openness expressed as a ratio of merchandise trade to GDP (percentage)

 FDI= Growth in foreign direct investment
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Results and Discussion of Findings

e 4.1 Unit Root Test

» A formal test for identifying non-stationarity (presence of unit roots) was
carried out.

« A standard augmented Dickey-Fuller (ADF) test (to eliminate
autocorrelation and whiten noise) and Phillips Perron (PP) test (given
the imperative of uncorrelated error terms) were conducted at the level,
first difference and second difference series (Hair et al., 1998; Ozturk,
2007).

* The result of the unit root test assumed stationarity of the series for all
the variables

UKZN INSPIRING GREATNESS



Estimated Regression

Results

Variables

Real growth of mining

Share of mineral exports to total exports
Real growth of agriculture

Real growth of manufacturing

Human capital development

Population growth

Mineral resource endowment

Infrastructure development

Real growth in services
Trade openness

Growth in Foreign Direct Investment
Constant

Observations

R-squared

Wald chi2(41)

Prob > chi2

Sargan Test (Prob > chi2)

Durbin-Watson statistics

Variables

0.1678 (3.33)*
0.0172 (1.11)
0.1934 (3.01)*
0.3031 (3.77)*
0.1667 (2.37)** *
-0.0341 ¢1.07)
0.0827 (1.01)
0.1525 (3.99)*

0.4999(4.87)*
0.1523 (3.17)*
0.1427 (2.27)* *

88.3234 (3.99)*

327
0.6578

14

OLS
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0.2012 (2.88)*
-0.0131 ¢1.07)
0.2012 (2.23)*
0.2768 (2.98)*
0.1878 (2.97)%*
-0.0704 (1.22)
0.0727 (1.23)
0.1322 (2.29)*

0.3444 (3.34)*
0.1439 (4.21)*
0.1911 (2.99)** *

143.3546 (4.56)*
312

175.27
0.0002
0.2651
1.9911

14

GMM



Conclusion

« The following (in order of significance) are the most
important determinants of economic growth in Southern
African economies during the study period :

* real growth in services,

 real growth of manufacturing,
 real growth of agriculture,

 real growth of mining,

 human capital development,

* infrastructural development,

« trade openness, and

« growth in foreign direct investment,
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Conclusion Contd.

The regression analysis in this study corroborates the
conceptual framework- institutional FDI fitness theory.

Therefore, Southern African economies with natural resources
should encourage their development and not be concerned
about the threat of "resource curse".

In addition, based on the findings of this study, economic
growth led by extractive industries (mining and the like) is a
viable path to broader development.
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Implications and Policy Recommendations

« 1. Real growth of mining was found to be capable of enhancing
economic growth in the Southern African economies. The hypothesis
that mineral resources negatively impact economic growth was therefore
rejected — and the conclusion is the absence of ‘resource curse’ in the
mining sector. Thus the study rejects the null hypothesis, and
recommends increased exploitation of strategic mineral resources in the
region.

« 2. Given a 1% increase in real growth of agriculture will lead to an
increase in economic growth by 0.19%. Consequently, the significant
positive relationship between real growth of agriculture and economic
growth in Southern African countries juxtaposed the imperative of
increasing agricultural production, as a panacea for achieving
sustainable economic growth in the region.
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Implication and Policy Recommendations Contd.

3. Real growth of manufacturing was also found to have a significant
positive relationship with economic growth in Southern African
economies. Governments must therefore increase the inflow of mineral
inputs to local firms — so as to increase economic growth (Kahn, 2013).

« This is on the premise that a 1% increase in real growth of
manufacturing will lead to an increase in economic growth 0f0.30%.

* In addition, government reforms should strengthen the mechanism and
incentives for beneficiation and value addition of mineral resources by
iIndigenous companies.

* Most importantly, government needs to develop industrial policy and a
framework to support the development of industries which process the
raw materials from the mining sector (Aregbesola, 2014).
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Implication and Policy Recommendations
Contd.

* 4. This studyalsoobserved positiverelationshippetweerhuman
capital developmentand economicgrowth — as well as positive
correlationsbetweenhuman capital developmentand both real
growth of mining and shareof mineralexportsto total exportsin
SouthermAfrican economies

« Consequentlypolicy-makerscanadoptthe Hartwick rule (Butler,
2013, by introducinga specialpurposevehicletargetingstrategic
sectors like agriculture and manufacturing— with long term
benefitsto theeconomy

* Proceedsfrom mining can therefore be usedto develop both
humanandphysicalcapitalin thesestrategicsectors
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Implication and Policy Recommendations
Contd.

e 5. Given an insignificant relationshipbetweenmineral resource
endowmentand economicgrowth To reduceconflicts and rent
seeking behaviour, and the attendant dysfunctional social
structure, government must maintain stable political and
Institutional architectures,the rule of law, and robust labour
managemeniBoschinietal., 2007).

* 6. The positive relationshipbetweeninfrastructuredevelopment
andeconomicgrowtht Governmentndprivateinstitutionsshould
therefore invest massively in strategic infrastructure like
electricity, transport,and telecommunicationgAgarwal &Khan,
20117). Thehugeexpendituras justified giventhata 1% increasan
Infrastructuredevelopmenwill leadto increasedeconomiagrowth
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Implication and Policy Recommendations
Contd.

« 7. Tradeopennesgpositively associatedvith economicgrowth Consequently,
to improvethe attractivenessf SouthernAfrica economiego inflow of FDI in
the mining sector, policy-makers must sustain the various economic
liberalisationand marketsize strategiesThis also buttressesheir relevanceas
the major macroeconomic policies of relevance to other developing
countriesPapyrakist Gerlagh 2004 De La Fuent& Domenech2006.

« 8. Positiverelationshipbetweengrowth in FDI and economicgrowth efforts
should be made by SouthernAfrican economiesto attract more strategic
iInvestmentsan the mining sector— so as to induce other foreign investorsto
make additional investments In addition, to increase intra-regional FDI,
memberstatesof the SADC shouldharmoniseheir policiesandproceduredor
mineral extraction,technicalcapacityand knowledgesharing Member states
shouldalso be encouragedo sign bilateral agreementsvith countriesoutside
the SADC —to increasd-DI.
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Implication and Policy Recommendations
Contd.

« O.S er v secterasa major determinanof growth in the SADC region, the
represent@bouthalf of GDP. Consequentlythe financial servicesinstitutions
like banksand stock/commodityexchangesshouldbe strengthenedo provide
the muchneededapitalandsupportfor the sector

« Governmentinstitutions rendering essentialservices— like legal, customs,
immigration and police servicesshould be adequatelyfundedto remedythe
menaceof illegal mining andtradein gemstonesTheseare potentialsourcesof
fundingfor conflictsin manypartsof SouthermAfrica (Butler,2013, which can
havea devastatingeffectonthe peopleliving in conflict areas

* In addition, the existing Kimberly processshould be expandedo encompass
illegal tradein otherminerals(Mahonye& Mandishara2015.
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Implication and Policy Recommendations
Contd.

« 10. Dueto the insignificantrelationshipsbetweenshareof mineral exportsto
total exports,populationgrowth, mineral resourceendowmentand economic
growth in SouthernAfrican economies— there is an urgent need for the
formulationandimplementatiorof policiesto stemthe negativerelationships

« Specifically, the insignificant relationshipsbetweenshareof mineral exports
to total exports,and economicgrowth is an indicationthat lessemphasisvas
placedon exportof minerals Consequentlythis makesmanySouthernAfrican
nationsless vulnerable to the resource curse trap (Mahonye& Mandishara
2015.

* |n addition,this might alsopointto potential rent seeking, under invoicing of
mineral exports and smuggling activities in SouthernAfrican economies
duringthe studyperiod(Aregbesola2014).
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Limitation of the Study

 However,caremustbetakenin usingthe outputof this study,due
to someinherentimitations.

 First, is the problem of endogenity, since most explanatory
variables are likely to be jointly endogenouswith economic
growth (Anyanwu,2012 Hailu, 2010.

 The secondweaknesgelateswith the presence of periods and
country-specific omitted characteristics or variables (EI-
Wassal 2012. Consequentlydue to data deficienciesand the
probablenon reliability of datafrom mostdevelopingeconomies,
thevariablesincludedin the modelmay be imperfectpredictorsof
growth
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Thank You

*THANK YOU
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