Briefing Note

Vedanta Resources undermining development in Zambia

Context: Copper mining in Zambia
Copper mining is the lifeblood of the Zambian economy, generating three-quarters of the country’s foreign exchange earnings. Copper is equally important to western and newly industrialising countries such as China, where it is used for electrical wiring, phone and internet lines, computers and cars. Increased demand for these goods in countries such as China has resulted in a boom in international copper prices reminiscent of the late 1960s and 1970s, when Zambia was a middle-income country, with one of the highest gross domestic products (GDPs) in Africa. With its large reserves of high-quality copper, Zambia should be benefiting handsomely from its natural resource wealth. Yet levels of poverty in Zambia are extremely high; it is the ninth poorest country in the world, according to the United Nation’s Human Development Index, one in five people are living with HIV; one in three children do not attend primary school and 68 per cent of the population live on less than US$1 a day. Average life expectancy is 37 years and, today, someone born in Zambia has less chance of living to 30 than someone born in the UK in 1840.
Damaging Development Agreements

In 1990s mining companies took advantage of the fact that the Zambian state was desperate to secure new investment to negotiate their purchase of the state-owned Zambia Consolidated Copper Mines (ZCCM) assets under ‘Development Agreements’ that exempt them from covering most of ZCCM’s liabilities, including pensions for its employees, from paying most taxes, and from many national laws, for example on environmental pollution. These agreements have a highly unusual legal status, only otherwise accorded the Zambian Constitution. They cannot be contradicted by future legislation as ‘Stability Periods’ ensure the policies in place when agreements were made cannot be changed for between 15 and 20 years. In some cases, by the end of these periods, all of the copper ore remaining in the mines will have been removed. Given their massive implications, what is amazing about the Development Agreements is that they had been kept secret until uncovered in 2006. 

Vedanta Resources in Zambia 

Konkola Copper Mines (KCM) is Zambia’s largest copper producing mine and is majority-owned by Vedanta Resources. Vedanta bought KCM from Anglo American in 2004. Since then, Vedanta have overseen a scaling up in its operations while presiding over an extremely poor record on environmental abuses, infringements on internationally accepted labour standards and has continued to pay very little tax to the national government.

On taxation:

Since beginning its operations in Zambia, Vedanta through KCM was paying the Zambian government with royalty fees of just 0.6 per cent instead of the 5 to 10 per cent industry average in developing countries.  Whilst legal, this rate of royalty implied that, in 2006/07, the Zambian government would have received mineral royalties of only US$6.1 million from KCM, while company extracted copper ore worth over US$1 billion.  

Zambia’s copper generates 75 per cent of the country’s foreign export earnings but the government is not receiving its fair share of the income generated at a time when life expectancy in the country is 37 years, one in three children do not go to school, and 68 per cent of the population live in extreme poverty. In 2007, KCM made a net profit of US$310 million which is more than Zambia spent on healthcare.  

New government taxation policy renegotiated
In April 2008, the then Zambian President, Levy Mwanawasa, announced that no longer would the Zambian government accept the little income it was rendering from the copper mines. The government introduced a 25 percent windfall tax, 15 percent variable profit tax on income above 8 percent of sales, raised mineral royalties to 3 percent from 0.6 percent and corporate tax to 30 percent from 25 percent. This new taxation policy on copper mining brought it in line with internationally accepted mining taxation policy. The renegotiation exercise looked extremely promising. KCM’s director of operations, Mr. C P Baid, speaking on behalf of Vedanta was quoted as saying that ‘for as long as [the] government’s plan is to renegotiate development agreements for purposes of boosting the economy, we have no problems with that’.
However, two incidents changed the course of this reform: President Mwanawasa who pioneered the new tax policy died and his predecessor has been much softer on the mining companies; and the economic crisis meant a decrease in global copper prices.
While Vedanta publicly welcomed the changes in taxation policy, it was widely accepted that in private the company was exerting extreme pressure on the Zambian government to not adopt these policies which would see the company paying far more money to the government. In December 2008, Mines Minister, Maxwell Mwale, admitted that owners of Zambian copper mines, including Vedanta, asked the government to cut mining taxes ‘to help them survive a commodities downturn.’ Newly elected President, Rupiah Banda, duly succumbed to the pressure of the mining companies, including Vedanta and reduced the amount of tax revenue they would accrue for the copper mines. In turn this has reduced the capital expenditure the government of Zambia can put towards ‘implementing vital programmes in health and education’ which they had committed to when introducing the new tax regime.
On environment damage:
Vedanta, through KCM, has been involved in serious incidents of environmental mismanagement that have compromised the health of local people. The most common and serious problems are sulphur dioxide emissions from its smelters, heavy-metal effluents being released into drinking water and silting of local rivers.

Excess sulphur dioxide emissions from smelting create human respiratory diseases as well as acid rain that damages rivers and trees. This is not purely an environmental problem – it creates immediate problems for local communities in securing a livelihood. As a local environmentalist noted, “The only crops that survive are mangos, avocados and cactus. With low salaries, people can't buy food. But they can’t grow their own vegetables either.” This is a problem particularly for communities downwind of the Nkana, Mufulira and Kitwe smelters. KCM recognise that they have a problem in this area, and have undertaken to reduce emission by installing technology which captures sulphur dioxide, however, the company remains badly behind its targets and continue to pollute air in its communities.
Heavy metal effluents being discharged into rivers that supply drinking water are a serious risk to human health. In November 2006, the entire Chingola district was faced with a water supply crisis following pollution of the Kafue River by a spillage of mining effluents from the KCM plant. The two water companies that supply around 75,000 people in Chingola residential areas, Nkana Water and Sewage Company (NWSC) and Mulonga Water and Sewage Company (MWSC), were forced to shutdown their plants when the Kafue River turned blue when a pipe delivering slurry from the tailings leach plant at KCM burst, releasing into the water effluents that raised chemical concentrations to 1,000% of acceptable levels of copper, 77,000% of manganese and 10,000% of cobalt. The result was that residents of Chingola Township were cut off from supplies of freshwater for six days. Some residents of more informal settlements in the area, such as Hippo Pool Township, who do not have access to piped water, have always drawn their drinking water from the Kafue. In cases where piped water had been cut off, others were forced to go direct to the river. 

Although the Government attempted to provide water tankers and to discourage people from going direct to the Kafue, residents complained that there was insufficient water, and newspapers reported that some families continued going to the Kafue. One resident told a newspaper reporter, “We are scared. In fact even this water they are bringing in tanks is not enough. Now we are dead because of KCM. We may have problems in the future. We do not know what is in our bodies. We drank because we were thirsty. But the taste was bitter. It was like chloroquine. Most people are sick. Most people can’t even stand up. If we try to put chlorine, the water becomes black. If we boil it, it becomes brown.” Consuming water as polluted as that in the Kafue, eating fish from the river, or plants watered with polluted water is likely to have wide-ranging short-term and long-term health implications. Between them the chemicals spilled into the river could cause lung and heart problems, respiratory diseases and liver and kidney damage. In the short term, a large number of residents suffered from diarrhoea, eye infections and skin irritations. These are likely to be only the early signs of poisoning that will have long-term impacts. Exposure to manganese can cause ‘manganism’ a disease of the central nervous system affecting psychic and neurological functions. Brain damage effects in the local population may only show up in future generations.

On labour rights abuses:
KCM’s employment practices which have been described as ‘draconian’ with some sub-contracted skilled labourers claiming they are paid as little as £37 per month when it is estimated that the average Zambian family needs at least £151 a month to meet their basic needs. 
While we acknowledge that the company does provide employment to a small proportion of the local community with basic benefits such as access to health care and engages with the trade union engagement, there remain a number of serious concerns over their labour record. KCM employs a massive sub-contracted labour force which means they don’t receive the basic benefits that contract workers are afforded and are susceptible to illegal labour practices and improper pay. All employees also risk not being paid overtime and suffering from poor health and safety practices under Vedanta’s ownership. Rayford Mbulu, President of the Mineworkers Union, Zambia has been quoted as saying “(Sub-contracted workers at KCM) are (employed in) very inhumane conditions – these conditions are basically intended to maximize profit by putting capital above labour”.
Recently, Vedanta made wide scale job cuts at KCM with approximately 2,000 employees losing their jobs. However, a few months earlier, KCM’s chief executive officer said the mine would seek ways of reducing operational costs rather than cutting jobs. At the same time as these redundancies were being made, Vedanta was in the process of bidding to buy another mine on the Copperbelt, Luanshya Mine, which had recently had to close. 
