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Parceling out prosperity?

An impact evaluation of natural

resource sector investments in
Liberia

Ld
In brlef *  Governments in West Africa increasingly require foreign This project was funded
investors to build and maintain public infrastructure in by IGC Liberia
exchange for rights to extract natural resources on their
land.

* Liberia has adopted this strategy to fill an infrastructure
gap after the civil war and build ‘spatial development
corridors’ alongside concessionaire-sponsored
infrastructure.

* This brief evaluates the implementation of this strategy
in Liberia from 2006 to 2012, and found that mining —
particularly iron ore — and Chinese-backed concessions
increased economic growth within 25 km of concession
areas, whereas agriculture, forestry, and US-backed
concessions did not.

* These findings have significant implications for how
government institutions with policymaking and
M&E responsibilities, such as the Natural Bureau of
Concessions (NBC) and Liberia Land Authority (LLA),
should track the performance of concessionaires.

* Going forward, the Government of Liberia (GoL)
should continue to require that investors meet public
good requirements but also make greater use of
innovative monitoring and evaluation (M&E) tools to

monitor the activities and impacts of concessionaires.
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The conventional wisdom is that
extractive sector investments
lead to territorial enclaves with
foreign workers who import
goods, repatriate profits, and
build few linkages to the local

economy.
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Introduction

Over the last decade, foreign direct investment (FDI) in West Africa has
increased by 62% (UNCTADStat, 2018). Large oil and mineral deposits
and broad swaths of arable land make the region an attractive destination
for extractive sector investment. However, it remains an open question

if governments in resource-rich countries can effectively manage and
coordinate these incoming investments in ways that will lead, spur, and
sustain economic growth.

The conventional wisdom is that extractive sector investments lead to
territorial enclaves with foreign workers who import goods, repatriate
profits, and build few linkages to the local economy. Cross-country
empirical studies demonstrate that extractive sector investment is
associated with low growth, no growth, or even negative growth outcomes
(Aykut and Sayek, 2007).

Several governments in West Africa are trying to overcome this by
experimenting with a new approach: requiring that investors build and
maintain public infrastructure in exchange for concessions or land rights.
The administration of Ellen Johnson-Sirleaf, the 24th President of Liberia,
adopted this strategy of “develop[ing] development corridors off the

back of concession-sponsored infrastructure” (AfDB, 2013, p. 34). More
specifically, it negotiated contractual provisions that required foreign
investors to build roads, bridges, ports, and railways near the communities
where their commercial activities would be sited. The government
envisioned that networks of interconnected firms and value chains would
develop along these spatial development corridors, resulting in local
economic agglomeration that would benefit surrounding communities.
But did this strategy spur local economic growth? And if so, under what
conditions was the approach effective?

To address this question, we designed and implemented an impact
evaluation. We found that extractive sector FDI in Liberia did in fact
increase local economic growth between 2006 to 2012 (Bunte et al., 2018).
However, certain types of concessions improved growth more than others.
Areas within 25 km of mining concessions experienced economic growth,
whereas areas within 25 km of agriculture and forestry concessions did not
register any detectable impacts. Another key finding from the evaluation
was that Chinese-backed investment projects significantly increased
economic growth, whereas concessions operated by US-based investors did
not.

We used a novel measure to proxy for local economic growth: the degree
of luminosity at night, as measured by satellites, in every 1 km by 1 km
area. This measure, recorded annually, makes it possible to detect even
small changes in economic activity in towns and villages within 5 km, 10
km, 15 km, 20 km, or 25 km of concession areas. With spatially-referenced
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Iron ore concessions catalysed

economic growth in surrounding

areas, whereas non-iron ore
mining concessions did not
register any effects.
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FDI data from official sources and the nighttime light data, we adopted

a propensity score matching method to identify a causal relationship
between concessions and growth in surrounding areas. We complemented
this ‘geospatial impact evaluation’ (BenYishay et al., 2018) with a
qualitative analysis of the Mittal Steel concession using survey data and
case study evidence.

This policy brief unpacks the findings from our study and makes several
recommendations for the land and concessions policy of President George
Weah’s new administration.

Findings: Catalysing economic growth through
natural resource concessions

Mining concessions increase economic growth in surrounding
areas, but agriculture and forestry concessions do not

The Johnson-Sirleaf administration designed its development corridor
strategy based on the mining sector’s perceived potential to create
infrastructure and sustain jobs. Mining contracts required investors to
build large-scale, public infrastructure near their commercial investments.
Contracts in other sectors, however, did not have these requirements'.

The GolL, in turn, expected mining concessions to generate higher

growth dividends than agriculture or forestry concessions. Our findings
support this expectation: mining concessions resulted in higher measures
of nighttime luminosity in surrounding regions (within 25 km of the
concession site), as opposed to agriculture and forestry concessions.

Iron ore concessions have positive effects on growth
in surrounding areas relative to other types of mining
concessions

Iron ore projects are more capital-intensive and offer the potential for
higher profits over longer periods of time?. As a result, foreign investors have
limited exit options and lower bargaining power vis-a-vis the government.
These circumstances allowed the government to impose especially heavy
public good requirements on iron ore investors. The Johnson-Sirleaf
administration did so because it believed that concessionaire-financed and
-supplied infrastructure would “catalyze economic activity in other sectors
within viable logistics proximity” (AfDB, 2013, p. 33). We find support that
this new type of industrial policy works: iron ore concessions catalysed

1. Part of the reason for this difference was the government’s assumption that “mining is generally the
only activity that can self-fund transport infrastructure themselves and thus anchor new development
corridors” (Government of Liberia, 2011). The government also believed “the infrastructure [mining)
finances...can generate/sustain tens of thousands of jobs, both in mining-linked investments and in
complementary value chains that are more labor intensive” (Government of Liberia, 2010).

2. On average, iron ore contracts in Liberia last 21 years and expend $1.6 billion of capital, whereas

other mining contracts last nine years for a $43.2 million cost (Government of Liberia, 2010).
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Our study reveals that Chinese-
financed infrastructure projects
produce large and immediate
growth impacts, whereas US-
financed infrastructure projects
do not.
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economic growth in surrounding areas, whereas non-iron ore mining

concessions did not register any effects.

Figure 1 shows the three development corridors prioritised by the Johnson-

Sirleaf administration, all of which ran from iron ore concessions to

major population centres and markets: one near the Western Cluster iron

ore deposit, a second near the Putu iron ore deposit, and a third near the

Mount Gangra, Mount Tokadeh and Mount Yuelliton deposits®.

Figure 1: The Johnson-Sirleaf administration’s development
corridor priorities (Bunte et al., 2018)
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Concessions from Chinese investors led to large, detectable
economic growth in surrounding areas, whereas concessions

from US investors did not

In recent years, China has become a major source of FDI in Liberia,

provoking speculation and controversy about its intentions and effects. Our

study reveals that Chinese-financed infrastructure projects produce large and

immediate growth impacts, whereas US-financed infrastructure projects do

not.

This finding is consistent with a broader body of empirical evidence (Dreher

3. The Government of Liberia also identified a fourth potential development corridor that would run

north from Monrovia to the Bong range iron ore deposit in Bong County and the Wologizi iron ore

deposit in Lofa County. However, given that the Wologizi iron ore deposit had “not yet been proven

economically viable” at the time the authorities drafted their strategy, this fourth potential development

corridor was not assigned a high level of priority (Government of Liberia, 2010, p. 55).
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et al., 2016, 2017; Bluhm et al., 2018). An investor’s country of origin could
lead to different levels of economic growth in areas around concessions for
at least three reasons:

1. Employment practices that prioritise foreign over local labour;
2. Levels of enforcement of standards and regulations; and
3. Readiness to implement projects in a timely manner.

The first two explanations are probably the least plausible ones since

the GoL includes strict local labour requirements in its contracts with
concessionaires, and both US and Chinese investors generally comply
with local rules and regulations, notwithstanding popular perceptions
(Rounds and Huang, 2017). Chinese and US investors do differ, however,
in terms of the speed with which they implement infrastructure projects*.
Therefore, the speed of implementation is a more plausible explanation for
why Chinese projects have large, detectable effects on economic growth.
However, it is not the only potential explanation, so more research will
need to be undertaken to pinpoint the underlying causal mechanism that
explains this difference between Chinese and US investments.

Case study of the Mittal Steel iron ore concession

Our impact evaluation provides empirical evidence that the Government of Liberia’s
spatial development corridor strategy worked in the way that it was intended. However,
it does not provide direct evidence of whether FDI generates economic growth in the
way that general economic theory suggests it would—through the development of
backward linkages and consumption linkages.

To address this question, we conducted a case study of the concession granted to
Mittal Steel. It was the first, large-scale iron ore concession that the Johnson-Sirleaf
administration granted to a foreign investor. As such, it represented an early test

of the viability of the spatial development corridor strategy. Our analysis of the
concession revealed descriptive evidence that geographically proximate areas witnessed
the development of consumption and backward linkages, thereby strengthening our
confidence that the Government’s Liberia’s spatial development corridor strategy
worked as expected.

For example, before Mittal Steel arrived, few households had access to roads or
electricity, and wage employment in the formal economy was limited (URS, 2010).

The company rebuilt a 267 km railway from Yekepa to Buchanan, invested in the
development of a power plant and power distribution network, and renovated the port
in Buchanan. It also hired and trained around 35,000 Liberian workers. From 2008 to
2011, unemployment in Yekepa declined by 33%; incomes in nearby towns and villages
doubled; and the number of households engaging in small business activity increased by
172% (URS, 2013). These investments transformed the surrounding areas.

4. US Embassy reporting indicates that, when vetting investors for the iron ore contracts in 2009,
Liberian authorities favoured Chinese investors due to their ability to implement projects quickly
(Thomas-Greenfield, 2009).
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Recommendations: Designing land and
concessions policy for a prosperous Liberia

Our analysis suggests a government policy requiring foreign investors to
provide public goods in return for commercial investment opportunities
has in fact accelerated economic growth in Liberia. Based on this finding,
we present three recommendations for the Weah administration, and
development practitioners in Liberia and across Africa.

1. The National Investment Commission, along with other regulatory
bodies, should continue to include stringent public good requirements
in concession contracts with iron ore and mining investors. The
government should also review concession agreements regularly to ensure
that companies are complying with their obligations to build physical
infrastructure.

Concessions with more demanding public goods requirements (i.e.,
iron ore mining) produced higher levels of economic growth than their
counterparts. Rather than pursuing less feasible options such as taxing
foreign investors or providing public goods itself, the GoL can achieve
significant economic gains by requiring companies in its extractive
industries to provide public goods, especially physical infrastructure.
Although ensuring compliance is an ongoing challenge, we find evidence
that investors in the mining sector have generally met the infrastructure
provision requirements in their contracts. The Mittal Steel concession
is a case in point. Our results therefore suggest this strategy is feasible,
even for states with limited bureaucratic capacity. The current review
of concession agreements by the Weah administration presents an
opportunity to monitor and enforce compliance by all concessionaires.

2. The Land Authority and other government bodies with M&E
responsibilities should consider institutionalising the use of geospatial
data and tools. Existing tools to monitor concessions generally
rely on national-level data, but the impacts of investments made by
concessionaires vary locally. Governments can monitor concessions
quickly and cheaply by using geospatial data and tools to understand
these sub-national differences. External actors can play a helpful role to
build capacity within agencies with M&E responsibilities, such as the
Land Authority and National Bureau of Concessions. However, the long-
term effectiveness of this approach depends on the extent to which these
government agencies take ownership of these data and tools.

3. To more effectively assess trade-offs, the Liberian government should
build unified data systems that allow it to more holistically evaluate the
impacts of incoming FDI. The GoL — and its development partners —
should invest in a more complete understanding of the local impacts of
FDI on outcomes such as deforestation, conflict, and corruption.

Many of these impacts could be negative (Maystadt et al., 2014; Knutsen
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et al., 2017). For example, a concession that increases economic growth
in surrounding communities could also increase deforestation. Geospatial
data and tools make it possible to evaluate these effects as well as

the effects of specific concession and concessionaire characteristics

(e.g. investor countries of origin, the adoption of corporate social
responsibility commitments) on a variety of social, environmental, and
governance outcomes. A more holistic understanding of how these
impacts vary across different types of concessions and concessionaires
would help policymakers navigate tradeoffs as they design and roll-out
new policies and strategies. However, a precondition for navigating these
tradeoffs is the presence of comprehensive, unified data systems that
allow the government to monitor investment characteristics vis-a-vis a
range of outcomes.
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