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Abstract

There are a plethora of voluntary initiatives indirectly connected to artisanal and
small-scale mining (ASM), but until recently, none of these standards were ex-
plicitly concerned with ASM. It is only with the introduction of certification
schemes specific to the ASM sector that guidelines are being designed and im-
plemented that expressly address its unique dynamics. But implementing certi-
fication schemes remains costly and it is therefore important to analyze in detail
to what degree problems within the ASM sector can be addressed through the-
se mechanisms before making more of those investments. Consequently, this
paper aims to perform such an evaluation through a two-pronged approach
consisting of a theory-based analysis of the working mechanisms of certification
and a review of qualitative data from interviews with key players in the field of
ASM certification. The results show that there are still a number of problems in
how small-scale mines are being certified, but that, at the same time, the ap-
proach has the potential to make significant contributions to development and
poverty-reduction in the sector. The paper concludes with recommendations
based on these findings.
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1 Introduction

1.1 Background and Relevance

The job of a small-scale miner is brutal: it is physically demanding, the health
risks are enormous, and the take-away is almost negligible. But herein lies the
key: it is only almost negligible and the small amount of money that a gold-
miner can earn at the end of a day is more than is available to him anywhere
else. Artisanal and small-scale mining (ASM) is, to a great extent, a poverty-
driven industry. In 1999, the International Labour Organization (ILO) estimated
that approximately 13 million people are directly involved in artisanal and small-
scale mining,1 including many women and children. Indirectly, another 80 to 100
million people in roughly 30 countries across the developing world depend on
ASM activities in one way or another for their livelihood (Hentschel, Hruschka,
and Priester 2003; Jennings et al. 1999).

There are a large number of different natural resources that are mined
artisanally.

Figure 1: Distribution of artisanal and small-scale mining in the world

Estimated Number of
» ASM per country
o* '; 5,000-50,000
50,000- 150,000
{ ' [ 150.000-300,000
I 300,000-500,000
Il 500,000-2 miltion

Source: “Working Together: How Large-scale Mining Can Engage with Artisanal and Small-
scale Miners” 2013

1 Since these estimates are almost 15 years old, it is quite possible that the numbers are
even higher today. Regrettably, there have been no large-scale global studies conducted
on ASM to provide more up-to-date information since 1999. Marieke Heemskerk provides a
few insights on possible reasons for this lack of empirical data, such as the heterogeneity
and transience of the sector (2005, 84).
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As is evidenced by the national and international resource strategies published
by a number of governments within the last few years (for example the German
Resource Strategy and the European Union’s Resource Initiative), the availabil-
ity of non-energy raw materials is of great relevance to the industrial sectors of
developed nations (BMWi 2010). As more and more developing countries reach
increasing technological maturity, competition for metallic resources, which are
of particular strategic relevance, is rising (Wagner et al. 2007). This paper will
therefore focus only on metallic ores, more specifically gold and the so-called
‘3Ts’: tin (cassiterite), tantalum (coltan or columbite-tantalite) and tungsten
(wolframite), since to date these are the only metals for which artisanal mines
can be certified. The German Federal Institute for Geosciences and Natural Re-
sources (BGR — Bundesanstalt fir Geowissenschaften und Rohstoffe) esti-
mates that ca. 10% of the world’s gold production, 30% of its tin production,
20% of coltan production and 6% of wolframite production take place in artisan-
al and small-scale mines (Wagner et al. 2007).

These are by no means the only resources produced by ASM.2 Because the
sector is so large and consequently very diverse, it has been difficult to find
agreement on a definition for the term ‘artisanal and small-scale mining’. As a
result, there is none to date. The term is generally applied to mining activities
carried out by individuals, families or cooperatives with little or no mechaniza-
tion, often (but not always) in the informal or illegal sector of the economy
(Hentschel, Hruschka, and Priester 2003), with high labor input and compara-
tively low efficiency and income generation (Jennings et al. 1999). While some
authors draw a further distinction between artisanal and small-scale mining (see
e.g. Fisher 2007, 735), in this paper the two terms will be used interchangeably.

While ASM has existed for well over a century, it is only in the last fifty years
that small-scale mining began to be recognized, albeit grudgingly, as a distinct
sector of work. During the 1960s and 1970s, many governments tried to mar-
ginalize ASM by focusing their mining policies exclusively on large-scale mining
(LSM) and simply ignoring ASM. However, in the mid-1980s, it became increas-
ingly clear that this approach would not make ASM disappear, as had been
hoped, and that the policy vacuum that existed with regard to this sector was
instead causing severe problems (Fisher 2007, 736). At the start of the following
decade, finally, “a consensus was emerging that a policy of treating artisanal

2 However, for the rest of this paper, the term ‘ASM’ will be used only to refer to the small-
scale production of gold, tin, coltan and wolframite.
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miners as a marginalised sector that could be, in effect, legislated away, had
failed” (Holloway 1998, 40; as cited in Fisher 2007, 736).

A first turning point in the relationship between states and ASM finally came in
1993, when the United Nations held a seminar in Harare that addressed both
large- and small-scale mining. In 1995, the World Bank followed up with a
Roundtable on Artisanal Mining and toward the end of that decade, a select
number of scholars began doing some limited research on the sector (see sec-
tion 2.1).

As a result of a number of factors, most of which can in one way or another be
traced back to the effects of globalization, the number of artisanal miners
around the world seemingly continues to increase. And just as it led to a rise in
the ASM sector, globalization has also led to an increase in awareness of the
problems that result from and those faced by small-scale mining, both socially
and ecologically. While civil society has been at the forefront of pushing the
ASM agenda more into the spotlight, in the wake of the significant success of
the Fairtrade3 movement in agriculture and the steadily rising pressure on com-
panies to pay more attention to the sustainability of their business practices,
corporations and governments around the world have also begun to pay more
attention to the plight of artisanal miners.

For some time now, there have been a plethora of voluntary initiatives indirectly
connected to ASM, such as the OECD Due Diligence Guidance (see Section
5.2.3), the Extractive Industries Transparency Initiative and the Kimberley Pro-
cess, but until recently, none of these standards were explicitly concerned with
small-scale mining. A significant — albeit controversial — milestone in the fight to
make small-scale mining more sustainable, both environmentally and socially,
was achieved in 2010 with the passing of the Dodd-Frank Act in the United
States.4 This law and its impact on ASM will be explained further in Section
5.2.3.

However, it is only with the introduction of certification schemes in the ASM sec-
tor that guidelines are being designed and implemented that specifically ad-

3 In this paper, ‘Fairtrade’ refers to products, ideas or standards associated with the
Fairtrade Labelling Organization (FLO). ‘Fair trade’, in turn, refers to the general concept of
creating an alternative supply chain that pays ‘fair’ prices.

4 At the time of writing, the European Accounting and Transparency Directives did not yet
exist and were therefore not included in this research.
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dress the dynamics of artisanal and small-scale mining. While the ideas behind
some of these standards have already existed since approximately 2005, it is
only within the last few years — since mid-2010 — that any mines could actually
be certified.

There is still a long way to go before the conditions in ASM around the world
can be considered acceptable from an environmental and human rights point of
view, but the sector has started to capture the attention of policy- and decision-
makers in the developed world, forcing them to begin the search for suitable
solutions. As a result, while the topic of this paper may strike some as only rele-
vant to a niche audience, | believe that its content will become increasingly rele-
vant both for governments and corporations as regulations become more strin-
gent in requiring proof not only of resource origin, but also of acceptable work-
ing and environmental conditions during the extraction process.

1.2 Objectives and Research Questions

It has been a little over two years5 since the first ASM mines were certified. In
that short time, standards reviews and evaluations have begun to take place
within the organizations that are in charge of the certifications. As they conduct
their own internal assessments, | believe it is equally important to take a look at
their performance from an outside perspective. Implementing certification
schemes is costly both in time and money and it is worthwhile to analyze in de-
tail to what degree problems within the ASM sector can be addressed through
these mechanisms before making more of those investments. Consequently,
this paper aims to perform such an evaluation through a two-pronged approach
consisting of a theory-based analysis of the working mechanisms of certification
and a review of empirical data from interviews with key players in the field of
ASM certification research. This approach will be guided by the following re-
search questions:

1. Can problems in the ASM sector be effectively addressed through certifi-
cation? If so, which ones?

2. How do the mechanisms of certification need to be embedded into the
greater institutional context in order to contribute to poverty reduction?

5 Atthe time of writing in early 2013.
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1.3 Organization

To answer these questions, the paper will be structured as follows. Chapter 2
will give an overview of the current state of relevant academic research; chapter
3 will explain the methodology used; chapter 4 will provide background infor-
mation on the problems in the ASM sector, and chapter 5 will describe the certi-
fication standards currently available for the ASM sector. Then, the analysis
consists of chapter 6, which will outline the relevant theory and how it is appli-
cable to certification, ultimately yielding a set of hypotheses, and chapter 7,
which will analyze the information garnered from the expert interviews, evaluate
the validity of the hypotheses and provide recommendations based on the out-
come of the study. Chapter 8 concludes the paper and considers possible ques-
tions for future research.
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2 Current State of Research

2.1 Artisanal and Small-Scale Mining

The difficulty in defining ASM has already been mentioned in section 1.1. Given
the vagueness that continues to characterize both the definition and the true
scope of artisanal mining, it may not come as much of a surprise to learn that
one of the most important papers on the issues of small-scale mining is already
well over twenty years old: Richard Noetstaller's 1987 “Small-Scale Mining: A
Review of the Issues” continues to be cited regularly, as it is the only paper that
provides concrete statistics about the reach of ASM around the world. Evidently,
its numbers are long outdated and thus many authors now refer instead to the
International Labour Organization (ILO)’s “Report for discussion at the Tripartite
Meeting on Social and Labour Issues in Small-scale Mines,” though this
document, too, was written over a decade ago and, in contrast to Noetstaller’s
work, does not provide nearly as many statistical details (Jennings et al. 1999).
Nevertheless, these two works provide a fundamental overview of the sector
and its opportunities and challenges and continue to be considered the seminal
works of the field. Somewhat more recently, the consulting firm Projekt-Consult
GmbH published another synopsis of the entire sector for the International
Institute for Environment and Development (Hentschel, Hruschka, and Priester
2003), and parts of the BGR’s 2007 study of certified trading chains (Wagner et
al. 2007) also provide an introduction to the key factors to be considered in
ASM.

Figure 2 shows the number of articles published each year in scholarly journals
in four major academic databases, which include “artisanal and small-scale” in
conjunction with either the term “mining” or “ASM” in their full text. Looking at
this graphic, two things are readily apparent. First, scholarly publications on the
subject increased significantly as of the new millennium, perhaps in part due to
the Tripartite Meeting organized by the ILO in 1999 (Jennings et al. 1999).
Second, in spite of this increase, the amount of research being done on the
subject is still quite small. As a result, nearly all papers published on the
subject, including the most recent, continue to base their work on numbers from
the 1999 ILO report. On the one hand, this fact shows the importance of that
particular publication, but at the same time, it is also an indicator that little work
has been done on global reporting in the ASM sector since then. Instead, most
authors have focused their efforts on particular countries and/or specific aspects
of artisanal mining. For example, the first two issues in 2009 of the journal
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Resources Policy were dedicated to “Small-Scale Mining, Poverty and
Development in Sub-Saharan Africa”. While such a singular focus on one topic
clearly highlights its importance in the current academic discourse, not one of
the papers published on this occasion attempts to give an updated overview of
the global situation of small-scale mining. Instead, the articles focus on very
specific issues, ranging from discussing women’s roles in ASM (Werthmann
2009), migration patterns associated with the sector (Nyame, Andrew Grant,
and Yakovleva 2009), and the relationship between small and large-scale
mining (Aubynn 2009), to examining the role of formalization in ASM (Siegel
and Veiga 2009).

Figure 2: Number of publications by year that include “artisanal and
small-scale” AND (mining OR ASM)’ in the full text of the

article as listed in various scholarly databases on 18 October

2012
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Source: Original figure

Because the geographic distribution of ASM is less relevant to this paper than
the types of problems and solutions that are common in the sector, the
remaining review of the literature will be organized thematically, rather than by
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location, although many authors do focus on particular regions or countries.
Broadly, the literature can be grouped by those papers that focus primarily on
the problems within ASM and those that consider specific pathways toward an
improved situation.

Within the first category, the topic that has probably seen the most publications
is the use and effects of mercury in small-scale mining (L. de Lacerda 2003;
Jansson, Appel, and Chibunda 2009; Hilson 2006; Banchirigah 2008; Hilson
and Vieira 2007; Malm 1998; Mohammed Banchirigah 2006; P. van Straaten
2000; Ogola, Mitullah, and Omulo 2002; Hilson, Hilson, and Pardie 2007; Wolf-
gang C. Pfeiffer et al. 1989; Peter van Straaten 2000; L. D. D. Lacerda and
Salomons 1998; Veiga 1997; W.C. Pfeiffer et al. 1991; Hilson and Pardie 2006;
Harada et al. 1999; Spiegel 2009a; Spiegel 2009b; L. de Lacerda 2003). Gavin
Hilson provides a detailed summary of the many works that have been written
on the subject, though he is critical of the quantity of studies assessing mercury
levels either in the surrounding areas or in the human population within ASM
communities: “[I]ts utility is debatable. Each study draws similar, if not identical,
conclusions: namely that the environmental media (e.g., water, soils, fish, etc.)
within, and/or human populations comprising, artisanal and small-scale gold
mining communities are contaminated with mercury. At best, these studies
provide minimal additional knowledge” (Hilson 2006, 4). Instead, he advocates
that future research in the area should focus on more pragmatic approaches to
addressing the issues at hand and, most importantly, give greater consideration
to the local populations involved, including soliciting direct feedback from them
and trying to better understand the dynamics that dominate their local context.

Despite the prevalence of ASM research publications on mercury, the research
makes clear that mercury is by no means the only factor threatening the health
of small-scale miners and the communities in which they reside. The
documentary “Glacier Gold” shows in great detail the many health problems
affecting Rinconada, Peru, the highest altitude gold mining community in the
world (PERU, Rinconada: Glacier Gold Parts 1 - 3 2009). The problems
documented there are certainly not unique. The ILO report describes that
miners around the world are negatively affected by exposure to dust, noise, and
vibration as well as a conspicuous absence of safety equipment within the
mines (Jennings et al. 1999). Banchirigah points out that many of the health
problems, like the rapid spread of HIV/AIDS and prostitution in many mining
communities, are partially a result of the illegality of operations and, in some
political contexts (example: Ghana), also owe to the fact that ASM absorbs
many displaced persons who have no other means to earn money (Banchirigah
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2008, 31). This gives many ASM communities an aspect of transience that
frequently leads to inadequate sanitation infrastructures, such as those seen in
the above-mentioned documentary, which in turn promotes ideal conditions for
the spread of communicable diseases (PERU, Rinconada: Glacier Gold Parts 1
- 3 2009). Another issue described here is the high levels of domestic violence
that are caused, in part, by the neurotoxicological effects of mercury, which
include an increase in aggression (PERU, Rinconada: Glacier Gold Parts 1 - 3
2009; Jennings et al. 1999).

Aside from the breadth of health problems, the local context Hilson emphasizes
is also often characterized by exclusion from the rest of society. While this may
be partially because a large number of small-scale mining communities are in
geographically remote locations, there is also an important social component to
take into consideration. Eleanor Fisher has considered the role of social
marginalization in determining levels of social inequality and unequal access to
resources and concludes that while legal integration can be beneficial for some
miners, for others “adverse incorporation contribtues to socio-economic
dependence, exploitation and insecurity” (Fisher 2007, 735) and can, ironically,
lead to further exclusion (Fisher 2008).

As the Global Witness Report on small-scale cassiterite mining in the
Democratic Republic of the Congo (DRC) relates, these problems are only
further compounded by poor governance (Global Witness 2005). This
publication further emphasizes the economic difficulties associated with
artisanal mining: the report discusses the problems associated with poor market
access and transportation difficulties, smuggling of metals and the instability
and volatility of world market prices for natural resources. Economic issues,
such as the fact that many artisanal miners receive below-market prices for their
ore, are also discussed by several other authors (Hilson and Pardie 2006;
Hilson 2008a; Banchirigah 2008; Childs 2008)

2.2 Certification

The literature is by no means focused solely on describing the problems of the
ASM sector. Many authors analyze different options for improving the situation
for small-scale miners. Undoubtedly the most frequently discussed approach is
that of formalization and legalization processes for artisanal miners, though it is
very frequently seen in a critical light by those most familiar with ASM (Geenen
2012a; Banchirigah 2008; Mohammed Banchirigah 2006; Clausen, Barreto, and
Attaran 2011; Hilson and Potter 2005; Lahiri-Dutt 2004; Siegel and Veiga 2009).
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Other options include education initiatives (Maponga and Ngorima 2003; Hilson
2006), government-sponsored technical assistance for struggling workers
(Spiegel 2009c) and the role of Processing Centers in improving the situation
(Hinton, Veiga, and Veiga 2003).

Finally, another approach that has only recently begun to be discussed is that of
certification through fair trade approaches or supply-chain due diligence
standards. Because there are still few of these standards and even those that
exist only entered the implementation phase around 2011 or 2012, there is
remarkably little academic research to be found about them. A number of
authors have mentioned the Fairtrade and Fairmined Standard briefly, generally
focusing on critique and arguments for why it will not work, such as the illegality
of most ASM operations and the interest of governments in keeping gold in-
country to use it as additional currency (Childs 2008; Hilson 2008a; Imparato
2010; Bleischwitz, Dittrich, and Pierdicca 2012; Jgnsson and Fold 2011). From
a less analytical perspective, there are a handful of papers that provide a
descriptive overview of certifications, inititatives and guidelines that are relevant
to ASM (Cardiff 2010) and classify what is available according to a sustainability
typology (Levin et al. 2012). A number of people directly involved in one of the
certification programs have also published articles on certification in the ASM
sector, although these focus more on describing their work than approaching
them from an objective and critical standpoint (Hruschka and Echavarria 2011;
Hentschel, Hruschka, and Priester 2003; Blore 2011; Blore and Smillie 2011).

Beyond that, the only recourse is to expand the search to works on fair trade or
certification, either in general or in other sectors, although these are arguably
poor substitutes, given how specific the dynamics of the artisanal mining sector
are. A good overview of fair trade with an economic focus can be found in “Fair
Trade: Ein Konzept nachhaltigen Handels” (Hauff and Claus 2012). Stefan
Mann (2008) takes the economic analysis a little further, looking at the impact of
price-competitiveness on the success of alternative trade networks and both
Hogen (2012) and Rametsteiner (2002) look at certification from the perspective
of theories of new institutional economics (NIE). Haufler, finally, looks at the
concept from a more political and governance perspective, viewing certification
as a “social regulation of the market” (Haufler 2003, 237).

While there may be quite a bit of work available on various forms of alternative
trade or the impact of certification in other sectors such as forestry or seafood,
very few authors have looked in-depth at the potential of certification
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mechanisms to address the long list of problems prevalent in the ASM sector.
This is the gap that this paper will address.
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3 Methodology

3.1 Analysis of Literature

This section will briefly review the methodology employed in this research. First,
an extensive review of the literature available on the subject of artisanal and
small-scale mining was conducted. Using works that focus primarily on the
problems within the sector, a detailed and categorized roster of the different
economic, political, social, legal, safety and health issues common within
artisanal mining was created (see Annex 1). This step served as an important
foundation: only by first creating such a list was it possible to evaluate whether
any particular measure to address problems in the ASM sector could be
successful or not.

Measures which have already been taken in different mining contexts were also
reviewed. This provided an insight not only into what has worked, but most
importantly into the reasons why certain initiatives have not worked. Since
projects within the development field often struggle with unforeseen difficulties,
it was vital to take into consideration previous lessons learned in a particular
area.

Finally, literature on certification, both within the ASM sector and, to some
degree, in other areas was examined. The goal of this paper is not to evaluate
one particular certification standard, but rather to look at the opportunities and
challenges presented by certification schemes as ‘institutions’. Consequently,
the literature in this category included a variety of descriptive documents about
specific standards as well as more analytical papers. In order to extrapolate the
fundamental working mechanisms of certification standards, | consulted the
most relevant theories from new institutional economics and governance theory.
At the end of the literature review, hypotheses were established according to
the roster shown in Figure 5 (Section 6.3) to guide the remaining work.

3.2 Expert Interviews

To complement the desk research, | conducted interviews with a number of
experts from different backgrounds dealing with ASM and/or certification of
metals. Methodologically, the interviews were semi-structured and guided using
a set of open questions that | formulated ahead of time based on the above-
mentioned hypotheses and the approach detailed by Glaser and Laudel (Glaser
and Laudel 2009). Although ultimately not every interview included the same
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guestions, this preparatory work ensured that all important aspects were
covered during the interviews, while at the same time providing enough
flexibility regarding the order and follow-up of questions for the interview to take
place as a natural conversation (Mayer 2009, 37).

A total of seven interviews were conducted. Where direct quotations are includ-
ed in this paper, written permission was granted prior to their use. All other
written and audio records of the interviews have been anonymized and kept
confidential. The list of interviews that were conducted can be found inTable 1.

Table 1: List of expert interviews conducted

Interview | Sector Expert Organization

1 FT Jewelry Retail Anonymous Jewelry Retailer

2 Certification Dr. Gudrun Franken Bundesanstalt fur
Geowissenschaften und Rohstoffe
(BGR)

3 Certification Dr. Felix Hruschka Alliance for Responsible Mining
(ARM)

4 Academia Marie Muller Bonn International Center for
Conversion (BICC)

5 Academia Dr. John Childs London School of Economics

6 FT Jewelry Retail | Alan Frampton CRED Jewellery

7 Academia Dr. Gavin Hilson University of Surrey
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4 Problems in the ASM Sector

The objective of this chapter is to provide a brief overview of the legal, political,
economic, health, social and environmental problems commonly found in the
ASM sector. This background will provide an important foundation for the hy-
potheses in Section 6.3 and the analysis conducted in Chapter 7.

4.1 Political and Legal Issues

Because political and legal issues are so closely connected in this context and,
at times, simply inseparable, they will be discussed together. Next to the envi-
ronment, the single biggest issue that is repeated again and again with regard
to ASM is its legal status, both with regard to mining licenses and to land rights.
Trying to articulate the legal status of ASM in detail is a little bit like trying to de-
fine the sector's scope: a somewhat impossible task. Just about every paper
that touches on the legality of ASM will say that ‘many,” ‘most,” or ‘the maijority
of ASM miners operate illegally or informally (e.g. Aubynn 2009; Geenen
2012b; Maconachie and Hilson 2011). And yet, even after months of searching,
it is impossible to find a comprehensive list stating explicitly the countries where
ASM is either legal or illegal and the applicable laws affording such information.
Even the experts that were interviewed, some of whom have spent decades
researching this sector, could only speak to the situation in a handful of specific
countries that represented their field of expertise. This utter lack of information
on something as basic as where it is legal to perform artisanal mining and under
which conditions, and where this is simply impossible, regardless of land titles
and mining licenses, testifies louder than any other statistic to the exclusion and
marginalization of the sector.

Of course, the question of whether ASM is legal according to the letter of the
law is not the only matter of relevance. Looking at two countries where there are
legal provisions allowing for ASM illustrates this point quite clearly: in Ghana,
ASM has been legal since 1989 and, yet, fewer than 25% of miners operate
legally (Aubynn 2009). The Democratic Republic of the Congo presents a simi-
larly grim picture: “more than half of the cassiterite and coltan production and
more than 90 percent of gold production and export is ‘informal’, which means
that it takes place beyond state control” (Geenen 2012b, 322).

Contrary to common misconception, however, this has little to do with miners’
unwillingness to follow laws or pay taxes. Rather, these low numbers of legal
operators are due to a number of obstacles that prevent those in the ASM sec-
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tor from formalizing their operations — or that make it quite unattractive for them
to do so. First, the costs — both financial and in terms of precious working time
lost — are often enormous. Because most ASM takes place in remote locations,
it can be quite expensive and onerous for miners to travel to the appropriate
mining office to apply for a mining license, a trip that must often be repeated
multiple times due to the slow and inefficient nature of many bureaucratic insti-
tutions (Geenen 2012b). Moreover, the application process is often not only
slow but also difficult for those miners with little education and who are not ac-
customed to completing paper work and acquiring official documentation. The
ILO wrote the following in 1999:

Small-scale mining is bedeviled with too many regulations that are mostly
designed to constrain it...There is therefore little incentive for small-scale
mines to conform, particularly if the risks of being caught and of sanctions
being applied are minimal. If small-scale mining is to be encouraged to op-
erate legally, legislation must be (at least) even-handed in allowing small-
scale miners access to suitable land for prospecting and mining activities. It
must be “user friendly” as far as the issuing of permits and the granting of
licenses are concerned—permits that provide clear security of tenure for a
reasonable period so that small-scale mining can become established
(Jennings et al. 1999, np).

The fact that so little has changed in the last decade that this passage can still
be cited as representative of the current status (Banchirigah and Hilson 2010,
163) shows that reform of the sector has not been anywhere close to success-
ful. Moreover, it also becomes clear that, all things considered, the costs of for-
malization often simply outweigh the benefits for small-scale miners, and their
decision to avoid these costs is actually quite rational.

For those who do want to operate legally, there is one significant issue that like-
ly outweighs all other problems: the lack of available land. In many countries,
the provision allowing for legal ASM was added to the books after the estab-
lishment of laws governing large-scale mining and, more importantly, after large
land concessions had already been granted to multinational mining corpora-
tions. Even though LSM by no means makes use of all of the land that is avail-
able to it, small-scale miners cannot acquire mining licenses without land titles,
which in turn are not available if the land has already been conceded to another
entity (Banchirigah and Hilson 2010; Geenen 2012b). Cooperation between
LSM and ASM is certainly not unprecedented and can at times be quite suc-
cessful (Aubynn 2009), but it is still rare. Nevertheless, there are quite a number
of reasons why it would make sense for LSM companies to engage with ASM
miners more constructively: “risk minimization and security, managing reputa-
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tional risk, maximization of community development opportunities, pressure for
corporate accountability and maximization of company benefit such as explora-
tion benefits and improved mine closure planning” all speak for increased coop-
eration (“Working Together: How Large-scale Mining Can Engage with Artisanal
and Small-scale Miners” 2013, 12).

4.2 Economic Issues

In Section 4.1, the illegal status of ASM was discussed mostly from the per-
spective of the small-scale miners. However, the informality of the sector also
has both advantages and disadvantages for the government, which are general-
ly of a more economic nature. First, any work that takes place illegally cannot
be taxed, leading to serious financial losses for governments of resource-rich
countries (Hilson 2002). This gives the impression that it should be in the gov-
ernment’s interest to pave the way for small-scale miners to become formalized,
but there is another side to the story:

gold, unlike coffee and other agricultural products, functions as a currency.
Governments’ heightened interest in gold is driven by its foreign exchange
value. Since gold can serve as a currency substitute, its acquisition is akin
to obtaining foreign income. As Hentschel puts it: ‘the value of artisanally
produced gold can be considered as a net contribution to foreign income,
as freely convertible ‘currency’ is produced with pure local input’
[(Hentschel, Hruschka, and Priester 2002, 52)]. In other words, a govern-
ment’s enthusiasm for exporting gold can be tempered by other macroeco-
nomic objectives (Imparato 2010, 464).

This perspective also explains why it is illegal in some countries for individuals
to export gold. In Zimbabwe, for example, all gold mined in the country must be
sold to the government’s central bank, whose agents sometimes purchase it
from artisanal miners for as little as 1/30™ of its market price (Imparato 2010;
Spiegel 2009c). Slightly less extreme, but equally unjust practices, have been
reported in many other countries, including Ghana, Mozambique and Mali
(Hilson and Pardie 2006). Sadly, in most countries, almost no money from the
government returns to mining communities, regardless of how it is earned or
‘created’.

However, below-market prices are not just an issue when miners sell to crooked
government officials. The remoteness of many small-scale mining locations
makes both transport and market access difficult (Maconachie and Hilson
2011). As a result, most artisanal miners sell to the first of a chain of middlemen
who, in part because they also provide other services, pay significantly less for
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the purchased minerals than their worth on the open market (Hilson and Pardie
2006). In gold-mining communities — again due to their remote location and the
willingness of many governments to ‘look the other way’ when it comes to the
plight of artisanal miners — middlemen not only purchase gold in the supply
chain, but also sell cyanide or mercury, provide insurance, and are generally the
only ones willing to offer miners loans (Hilson 2008a). When all of this is put into
the context of the instability and volatility of the price of natural resources, which
makes long-term planning next to impossible for small-scale miners, it becomes
clear that the multifaceted role of the middlemen leads to a relationship of total
dependency between them and other members of the mining community. And
more often than not, this power leads to abuse.

4.3 Health Issues

43.1 Miners’ Health and Safety

There are a large number of health problems associated directly with working in
small-scale mining that primarily impact miners themselves. In underground
mines, the constant exposure to dust, high noise levels, vibration and poor ven-
tilation can lead to silico-tuberculosis (silicosis), headaches, breathing trouble,
bronchial damage and permanent ear damage (Jennings et al. 1999; Hilson
2002). Combined with frequent over-exertion and long working hours, many
miners suffer from “irritability, sleeping disorders and appetite loss” (Hilson
2002, 8). Since hygiene is often a problem inside the mines and because many
remote mining communities lack adequate sanitation services, waterborne dis-
eases such as malaria, dysentery and typhoid fever are common (Hilson 2002,
9).

Undoubtedly the most significant problem that is widely associated with small-
scale mining is the use and effects of chemicals. In Latin America, for example,
the process of extracting gold from ore includes the use of mercury, sodium cy-
anide and nitric acid, all of which can cause serious health problems, up to and
including death (Jennings et al. 1999; New Jersey Department of Health and
Senior Services 2006; New Jersey Department of Health and Senior Services
2010).
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By far the worst offender, however, is mercury.6 Jennings describes the effects
of the chemical on miners’ health as follows:

Mercury vapour, which is released when mercury-gold amalgam is heated
in an open cycle, is ingested through the lungs (up to 80 per cent of what is
inhaled remains) where it becomes soluble as methyl mercury and is ab-
sorbed into the bloodstream causing: colic, vomiting and gastroenteritis;
complaints of the kidneys and urinary tract; acute enteritis; and finally ul-
ceration of the gums combined with extreme sensitivity to light. If mercury
vapour is inhaled over a long period, chronic mercury poisoning occurs.
The mercury penetrates the brain and causes tremors, speech disturb-
ances, lack of concentration and mood swings (Jennings et al. 1999, np).

Since it is the miners themselves who suffer first and foremost from the nega-
tive effects of mercury, one would expect them to be the first to abandon its use.
However, since the ill-effects of mercury poisoning only appear gradually, there
are some miners who do not believe that its use is harmful (Hilson 2006). More-
over, because it is “effective, simple and cheap” (Jennings et al. 1999, np), and
any other plausible alternatives are considerably more expensive and less ef-
fective, its use has continued for well over 5000 years (Hilson 2006). Thus, alt-
hough the price of mercury has risen by over 350% since 2007 (Behrendt et al.
2007, 10), at $56.00/kg7 it is still extremely low-priced in comparison to gold,
which in 2011 was priced at approximately $51,441.00/kg8 (Brooks 2012;
George 2012). Unfortunately, apart from its continued use, its low price has also
led to an attitude of “more is better,” which often causes miners to use exces-
sively large amounts of the chemical (Jennings et al. 1999, np). As a result,
some artisanal mining practices release up to three times as much mercury into
the environment as they produce gold (Hilson 2006), leading to high levels of
mercury pollution, the ecological effects of which will be discussed in greater
detail in section 4.4.

Yet another significant concern is the lack of safety equipment and sanitation
facilities in small-scale mines:

6 While mercury is only used in artisanal gold mining (and by association also silver and at
times platinum) (ARM 2012), the fact that gold mining is so widespread in the ASM-sector
means that many authors do not distinguish between ASM and ASGM (artisanal and small-
scale gold mining).

7 Price calculations based on 2011 World Bank estimates.

8 Price calculations based on 2011 World Bank estimates.
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There is usually no collective or individual safety protection apart from that
bought by the workers themselves. The majority of workers wear shorts,
trainers and, sometimes, a shirt; helmets are occasionally worn; hardly an-
yone uses earplugs, mask or gloves; and there are no safety procedures
for work in high or confined places. Liquid replacement is by drinking abun-
dant quantities of water of dubious quality, without sugar or electrolytes.
Few mines provide adequate latrines or showers; most provide only a tap
where workers can partially clean themselves; some must make do with a
stream. There are seldom separate areas for eating during the 30-60 mi-
nute midday break in an eight to ten hour shift (Jennings et al. 1999, np).

While some small-scale mines are technically under the supervision of local
government, inspections of the working conditions in most small-scale mines
are infrequent due to a combination of factors: mining offices are understaffed
or too far away from most mines, overly bureaucratic structures lead to a con-
tinuous shirking of responsibility, or mining is simply done illegally. Insofar as
they do happen, the “focus is often more on verifying production to ensure roy-
alty payments are correctly calculated and collected than on safety and health”
(Jennings et al. 1999).

In addition to the absence of standard safety equipment, the mines themselves
are often built very haphazardly, leading to a significant number of accidents
through cave-ins, gas explosions, fires and natural disasters, such as land-
slides, flooding and earthquakes (Jennings et al. 1999; Hilson 2002).

As an explanation for the high numbers of often-fatal accidents that take place
in artisanal mining each year, Jennings states:

A combination of lack of resources, lack of or non-application of safety reg-
ulations, lack of awareness, illiteracy, lack of training, inadequate equip-
ment and remote location all point to the likelihood of there being more ac-
cidents in many small-scale mining operations than in larger, more formal,
more public mines. On the other hand, the nature of small-scale mining
(low level of mechanization, low intensity of operation) means that some of
the risks can be lower than in large, formal mines. Be that as it may, many
fatal and disabling accidents do occur in small-scale mines and, as else-
where, can be considered to be preventable (Jennings et al. 1999, np).

Jennings further adds that it is not uncommon for the next available first aid kit
to be 10-20 km away from a mining site and the closest real hospital to be at a
distance of 100 km or more (Jennings et al. 1999). Clearly, this significantly re-
duces the chances of being able to deal with an injury or even illness once it
has occurred. Even when miners are able to reach a hospital in time, their ille-
gal working status often keeps them from making use of this option for fear of
getting not only themselves, but also their families and colleagues in trouble
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with the law. These facts, in combination with the obviously inadequate safety
and preventive measures in place at many ASM sites, make the sector one of
the most dangerous fields to work in (Jennings et al. 1999).

In addition, factors such as illiteracy and lack of education likewise should not
be underestimated. Superstition still plays a significant role in many rural areas
and, when miners believe that the earth requires periodic (human) sacrifices in
order to be bountiful (Jennings et al. 1999), fatal mining accidents take on a
very different meaning. However, even if attitudes can be changed, it is often
the lack of available capital that is the most significant cause of health and safe-
ty problems.

4.3.2 Community Health and Social Issues

Since mining communities often only spring up when people move to an area to
mine, thus forming very organically, community and mining space are difficult to
distinguish in some places. As a result, the community’s health is likewise im-
pacted by the mining activities, most significantly by the exposure to mercury,
which can be found in the air, the water and condensed upon the corrugated
metal sheets serving as roofs and walls of huts. While the level of exposure is
somewhat lower for those not working directly with the chemical, symptoms
similar to those described in section 4.3.1 are often also observed in non-mining
community members (Spiegel 2009a, S550).

The transient nature and geographic remoteness of many mining communities
also significantly impacts the quality of the infrastructure. It is not uncommon for
the community to lack proper sanitation facilities and/or a functioning sewage
system, and accessing clean water can be difficult, especially if the community
relies on streams and rivers for its drinking water, which are often polluted by
the mining activities. The combination of these various factors frequently leads
to the outbreak and rapid spread of diseases such as malaria, cholera, tubercu-
losis and diarrheal diseases (Jennings et al. 1999). Furthermore, prostitution
and HIV/AIDS rates are quite high in many ASM communities (Tschakert and
Singha 2007) and are exacerbated by the fact that access to public health care
is generally difficult to obtain and private physicians rarely settle in these com-
munities due to the poor living conditions (PERU, Rinconada: Glacier Gold
Parts 1 - 3 2009).

A final problem that deserves mention is that of child labor, which has recently
been the source of significant controversy. On the one hand, there are those
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who argue that mining qualifies as a Worst Form of Child Labor (International
Labour Organization (ILO) 2005) and that any involvement of children in the
ASM sector must be stopped. On the other hand, particularly in sub-Saharan
Africa, child labor is a more complex and different issue than in the urban
sweatshops of Asian countries, upon which large parts of the ILO’s child labor
laws are based (Hilson 2008b). Whether it is because in rural, agricultural socie-
ties — who are most closely related to mining communities — the help of children
is often needed to help make ends meet (Interview 7 2013), or because of the
increasing issue of children being orphaned by the HIV/AIDS epidemic (Inter-
view 3 2013), forbidding child labor without exception can at times leave chil-
dren worse off than if they are allowed to participate in the work force. This is
not to imply that extreme cases like the Snake Boys in Tanzania, where children
are forced to squeeze through tight openings deep inside mining shafts (US
Department of Labor, Bureau of International Labor Affairs 2013), should be
tolerated. Rather, a distinction must be drawn between this type of exploitation
and asking children to fetch water or prepare food to support the activities of the
miners in their community and applicable laws need to reflect this fact (Interview
7 2013).

4.4 Environmental Issues

The health problems caused by mercury both in miners and in their families
have already been described in sections 4.3.1 and 4.3.2. In addition to the con-
sequences to human health, mercury also has significant impacts on the envi-
ronment, not only in the immediate location of the mines but also everywhere
the polluted air and water spread. Samuel Spiegel has estimated that in produc-
ing approximately 500 to 800 tons of gold per year, artisanal miners release as
much as 800 to 1000 tons of mercury into their surroundings, which can result
in biomagnifications in the food chain (2009a, S550). This means that, for ex-
ample, if waters are contaminated with mercury, fish originating in those waters
will likewise contain high levels of the chemical and will pass this on to the peo-
ple (or animals) who consume them. Thus, the contamination spreads indefi-
nitely.

A number of attempts at technical solutions to this problem have been tried, but
unfortunately, they have mostly ended in failure:

The individual aspect of much small-scale mining and the need for constant
and regular cash flow, even of very small amounts, mean that it is difficult
to promote techniques that have the benefit of economies of scale. In some
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small-scale mining operations, for example, transactions involving as little
as 0.1 gm of gold (worth less than $1) take place (Jennings et al. 1999, np).

Even those options that do not rely on economies of scale, however, have been
unsuccessful. One example is the use of retorts, which were originally highly
praised by experts familiar with the techniques used in ASM, but unfamiliar with
the social and economic realities on the ground. A retort “is a simple system
assembled with a closed crucible connected to a condenser, [which] is designed
so that mercury from gold amalgam evaporates when heated. The logic behind
its use is that amalgam, if distilled within an enclosed circuit, produces minimal
mercury pollution” (Hilson 2006, 7). Unfortunately, there are two significant
problems with using retorts in ASM. First, the original models were not trans-
parent, causing concern among miners that some of the gold might be lost in
the process. Thereafter, glass crucibles were manufactured, but at a price of
close to $50/piece and a high likelihood of breaking in the less-than-ideal condi-
tions of the field, these, too, were highly impractical (Interview 5 2013). A list of
other environmental problems, which are at times associated with ASM, can be
found in Table 2.

Table 2: Common environmental impacts resulting from small-scale mi-
ning activity

Environmental problem Description

Deforestation Mass tracts of forest cover are removed during exploratory and
excavation processes.

Air pollution As a result of ore roasting, quantities of sulphurous gases are
emitted, many of which are loaded with heavy metal particles,
mercury and arsenic.

Mercury pollution Mercury is released uncontrollably into the environment, where it
is transformed into toxic methylmercury.

Erosion Overturning of land leads to erosion, leaching and inevitable silta-
tion of streams.

Acid mine drainage Results from oxidation of discarded tailings, and the resulting acid-

(AMD) ic solution is toxic to aguatic animals and plant life.

Land degradation Incomplete mine closure leads to “pot-holed” landscapes, which
collect water and serve as breeding grounds for malaria-infested
parasites.

Source: Hilson 2002, 8

As if the problems listed here and in section 4.3 were not enough on their own,
they also often reinforce political and economic problems due to the social, po-
litical and economic marginalization that miners experience as a result of their
poor reputation. Many people, not only in society at large, but also amongst
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those working for governments, see the miners as dirty, illiterate and criminally-
minded (Hilson 2008b; Fisher 2007), thus perpetuating an ongoing vicious cycle
of poverty, illness and illegality that is extremely difficult to escape.

4.5 Armed Conflict

Volumes could be written about the relationship between and impact of armed
conflict on artisanal and small-scale mining. However, because it is such a
complex topic, a detailed description is far beyond the scope of this work and
while the role of armed conflict is very significant in those locations where it is
taking place, it is a topic that is not inherently part of the ASM discourse and
currently only effects a fraction of small-scale miners. Its inclusion in this chap-
ter is owed primarily to the prominence of the U.S. Dodd-Frank Act, whose legal
implications will be discussed in greater detail in Section 5.2.3.

For now, suffice it to say that armed conflicts — most famously the one taking
place in the DRC? — can have a significant impact both on the miners in the af-
fected country and, to some degree, on businesses all around the world. Be-
cause of their informality and the small scale of their operations, artisanal min-
ers present an easy target for cooptation by militarized forces, and the re-
sources they produce are an attractive booty for financing an ongoing struggle.
When this fact becomes public knowledge on a global scale and politicians
choose to act on it via legislation, the repercussions can be quite significant
both for miners and consumers.

4.6 Summary

Looking at all of the problems in the ASM sector together, a general cause-and-
effect pattern emerges. The political, economic and legal issues, which often
prevent miners from taking the first steps necessary to improve their situation,
are the cause, whereas the health and environmental problems follow as effects
— or symptoms — of the precarious nature of the sector. This is not to say that
addressing the first set of issues will automatically resolve the second set, but it
is unlikely that the areas of health and environment will see significant im-

9  For more detailed information on the conflict in the Democratic Republic of Congo and its
impact on ASM, see e.g. (Global Witness 2005; Garrett 2008; Pact Congo 2008; Geenen
2012a).
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provement as long as the ASM sector continues to be mostly illegal or informal,
with little or no financial stability and/or predictability.

One possible approach for resolving some of the issues in ASM will be present-
ed in the next chapter, which describes the current certification standards avail-
able for the sector.
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5 Certification

The aim of this chapter is to give some background on the types of available
certifications and a general overview of the most relevant standards that cur-
rently exist in the ASM sector.

51 Types and Definitions of ASM Certifications

Not every certification program is the same and not every metal is suited to cer-
tification, at least not within the context of its artisanal extraction. Estelle Levin
has created a useful typology of sustainability performance among ASM stand-
ards, which gives a helpful overview of the aim that each type of standard pur-
sues. The following types of standards are listed in order of increasing sustain-
ability:

1. Chain of custody standards that allow for the mineral’s origin and chain

of custody to be known, e.g., The Responsible Jewellery Council’'s (RJC)
Chain-of-Custody standard.

2. Issue(s)-based standards that promote best practice in risk manage-
ment on specific issues only, e.g., the International Cyanide Management
Code (ICMC), the Extractive Industries Transparency Initiative (EITI), and
Conflict Minerals Standards.

3. Risk management standards that promote best or good practice in risk
management on a wider range of social and environmental issues than is-
sue-based standards, e.g., the Organization for Economic Cooperation and
Development (OECD) Guidelines for Multinational Enterprises.

4. Sustainability standards seek to mitigate risks and optimize on the de-
velopment opportunity that the mineral capital presents. This mineral can
be called ‘sustainable’, e.g., RIC’s Code of Practices, the International Fi-
nance Corporation’s (IFC) Sustainability Framework, the Alliance for Re-
sponsible Mining and Fairtrade Labelling Organization’s (ARM/FLO) Stand-
ard for Fairtrade/Fairmined Gold (Levin et al. 2012, 19) [sic].

All of the standards in this typology rely on the concept of physical traceability,
which means that minerals certified under these standards must always be
identified as such and kept physically separate from non-certified materials
(“Fairtrade and Traceability | Fairtrade Canada” 2013).

Building on these ideas, Table 3 provides definitions and examples of the key
terms in the ASM certification discourse based on gold (though, for the most
apart, the definitions are just as applicable to other metals as well). Looking at
the range of terms — this time in decreasing order of sustainability — two things
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become clear: First, there are a significant number of different standards availa-
ble, each of which pursues a slightly different goal, and second, it is anything
but easy to tell them apart. The fact that neither sustainable and ethical nor con-
flict-free and conflict-managed imply the same thing makes it quite difficult to
navigate this jungle of certifications.
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Table 3: Conceptualizing key terms in the ‘Conflict Minerals' discourse
Sustainable Ethical gold which includes a deliberate effort to Gold produced in compliance with the Re-
gold ensure the mineral capital contributes to sustainable | sponsible Jewellery Council’s Code of Prac-

development at all levels of the supply chain. tices or the ARM/FLO Fairtrade/Fairmined

Standard for Artisanal Gold.

Ethical gold Gold which has been produced and traded in ways Gold produced by a corporate mine where
that ensure that all social and environmental risks the producer is fully compliant with national
have been managed, but there is no conscious effort | law and has instituted management systems
to ensure that the mineral capital contributes to for mitigating social and environmental risks
sustainable development. associated with its operations. The corpo-

rate mine may take development actions but
these would be judged to be ineffectual by
an audit of performance against sustainabil-

ity indicators.
Conflict-free | The same as for conflict-managed gold, but with a Gold from Colombia that can be proven to
gold10 guarantee that the gold is 100% guaranteed for not have provided no benefit to the FARC.
having contributed to the financing of illegal armed Gold assured by the EICC-GeS| ‘conflict-
Qs free’ smelter programme or the World Gold
Council’s Conflict-Free Gold programme.
Conflict- Gold where the origin is known, and on which ade- Gold from a conflict-zone, e.g., South Kivu in
managed quate due diligence and mitigation of those risks DRC, where the buyer has discovered that a
gold specified in the OECD Due Diligence Guidance consignment has been illegally taxed by an

(DDG) (relating to human rights abuses and armed armed group but continues to engage with
conflict only) have been conducted. This is the basic | the conflict-affected supplier and institutes
minimum for some type of ‘better’ gold over and methods to prevent a reoccurrence of the

above conventional or ‘bad’ gold. violation.

Source: Levin et al. 2012, 19-20 [sic], © Estelle Levin Ltd.

10 “Note that it is a question of values as to whether conflict-managed or conflict-free gold is
more ethical. Conflict-managed implies continued engagement to support suppliers move
towards conflict-free status; conflict-free may involve disengagement from suppliers who
might otherwise benefit from continued support. In this sense, conflict-managed may result
in a larger number of conflict-free suppliers. Unfortunately, as section 4 clearly shows, the
legislative environment incentivizes companies to seek to offer conflict-free rather than
conflict-managed gold, even if the latter is more developmental” (Levin et al. 2012, 19).
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Since the process by no means becomes less complex during implementation —
rather the opposite is true — it is worthwhile to ask under what circumstances
certification makes sense in the ASM sector. The effort entailed in certifying a
mine is reasonable for metals where ASM plays a significant role in world pro-
duction, which means mostly precious metals and those that are ‘low volume,
high value’ (Interview 3 2013). Moreover, the mining process also plays a role.
Alluvial mining is harder to regulate than hard-rock mining, since the alluvial
process is much easier and faster and, therefore, lends itself better to informali-
ty (Interview 5 2013). Hard rock mining, on the other hand, is easier to control
since miners are likely to work at the same site for a longer period of time.
Therefore, alluvial deposits are more ‘lootable’ (Interview 4 2013; Interview 5
2013). On the consumer end of the supply chain, it is easier to successfully im-
plement a certification program for products that require little post-processing
production, since these tend to be easier to finance (Interview 2 2013) and con-
sumers are more receptive to them. Along similar lines, the smaller the number
of separate resources contained in the end-product, the better suited it is for
certification, since it is easier to get customers’ attention for the plight of a par-
ticular producer group than for ‘resource producers’ in general (Interview 2
2013). Thus wood, coffee, tea and cocoa are ideal candidates, since customers
buy them directly and individually, whereas electronic goods may be made up of
many separate components that could be certified, but the certification process
would become extraordinarily complex, both for companies and consumers,
and, therefore, rarely takes place.

5.2 Overview of Current ASM Certification Schemes

There are many different certification programs in the ASM sector. Most of them
have been started within the last five years and are thus still in their beginning
stages. Two of these standards, the Fairtrade and Fairmined Standard for Gold
from Artisanal and Small-scale Mining, including Associated Precious Metals
(FT/FM) and the Certified Trading Chains (CTC) program will be discussed in-
depth, since the analysis in Chapter 7 will focus on these two programs. A brief
overview will also be provided of a number of other programs and laws to give a
sense of what else is available. Table 4 assigns selected ASM certification
standards into categories based on the types and definitions outlined above.
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Table 4: List of selected ASM certification standards
Organization | Type of Type of Issues Covered Metals Countries
& Standard Standard Metal Covered | Covered
ARM/FLO Sustainability | Sustainable | Environment, Fair Gold Peru
tions, Human Platinum | Bolivia
Rights, Community
Development, Fair Ecuador
Trade
BGR CTC Risk man- Ethical > Environment, Fair 3T DRC
agement sustainable | Working Condi- Gold Rwanda
tions, Security and
Human Rights,
Community Devel-
opment, Traceabil-
ity
ITRIITSCIi Risk man- Conflict- Environment, Secu- | 3T DRC
agement managed rity and Human Rwanda
Rights, Legalization
ICGLR RCM | Risk man- Partially Environment, Secu- | 3T DRC
agement ethical > rity and Human Gold Rwanda
sustainable Rights, Economic Later: all
(taxes), Traceability 111 C.GLR
countries
OECD DDG | Risk man- N/A Security and Hu- 3T DRC
agement man Rights, Trace- | gold Rwanda
ability

Source: Original

5.2.1

ARM/FLO Fairtrade and Fairmined (FT/FM) Standard for

Gold from Artisanal and Small-scale Mining (ASM), includ-

ing Associated Precious Metals

At the moment, the FT/FM standard is the most widely known certification op-
tion in the ASM sector. It was created by the Alliance for Responsible Mining,
which started with the development of a so-called Standard Zero around 2005
and continued working on it alone until 2008, although this early version was
never implemented. Once the decision was made to situate the standard in the
Fairtrade discourse, they approachd Fairtrade International about a possible
cooperation. Since ARM is highly specialized in ASM, but lacks the necessary
market and licensing infrastructure that is needed to sell products under
Fairtrade terms, such a partnership promised many benefits and synergies.
FLO therefore agreed and pulled the independent organization FLO-CERT on
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board to perform the audits and certification of ASM producers, as they already
do in other Fairtrade sectors. By combining the core principle requirements of
both Standard Zero and Fairtrade, the Fairtrade and Fairmined Standard came
into being in 2010. The first mine was then certified in 2011 and the first kilo-
gram of FT/FM gold was produced in 2012 (Interview 3 2013).

Since ARM is based in Colombia and the ASM sector is somewhat more ad-
vanced in Latin America than elsewhere in the world, FT/FM was first imple-
mented there. Currently, a total of five mines have been certified: one in Bolivia,
one in Colombia, and three in Peru. Plans to expand the standard to other parts
of the world are currently being discussed, with Mongolia seen as the country
likely to be next (Interview 3 2013).

The list of core requirements for certification is extraordinarily long, as can be
seen below. It is divided up into four sections, each of which includes core and
development requirements. Core requirements must either be met at the time of
certification or within the first year — though the overwhelming majority is due at
the first audit. Development requirements must be met by year three. The four
sections are:

1. General Requirements with 16 core and 4 development requirements,

2. Premium Governance and Fairtrade and Fairmined Development Plan
with 9 core requirements,

3.  Environmental Protection with 17 core and 7 development requirements
and

4.  Standards for Labour Conditions with 37 core and 14 development re-
guirements.

Requirements range from those pertaining to the legality of the operation — hav-
ing consent from local and traditional authorities, paying all necessary royalties
and taxes, etc. — to prohibiting the use of nitric acid for amalgamation, to requir-
ing the ASM organization to form a Premium Committee, which must create a
Premium Plan based on a needs assessment to decide how it can use the
Fairtrade and Fairmined Premium (FT Premium) to promote sustainable com-
munity development.

In addition to being plentiful, many of the requirements are quite complex, such
as the following three examples describing the ASM Organization (ASMO),
which must be in place in order for a mine to become certified:

1.2.4 Year 0/Core: The ASMO must define its System of Production which
includes a complete register of all participating miners, including areas,
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processing units (domestic and industrial), external service provider, and a
mining plan which indicates clearly where mining and processing activities
take place.

1.2.5 Year 0/Core: The ASMO must establish an Internal Control System
(coving all volume and sales into the Fairtrade and Fairmined supply chain)
prior to certification that excludes mineral, gold or tailings from non-
registered miners, areas and processing units.

1.2.6 Year O/Core: The majority of the miners working in the scope of the
ASMO must be comprised of community based artisanal or small-scale
miners. Mining is done by themselves and their families;

e Owners/ members/ holders of the ASMO participate in mining activi-
ties or are dedicated to economic activities of the ASMO;

e Owners/ holders/ members of the ASMO are part of the mining
community;

o Owners/ holders/ members of the ASMO are never shareholders of
Industrial Mining Capital (ARM 2012, 36).11

If and when mines succeed in acquiring FT/FM certification, they have the right
to sell their certified gold under the terms of the FT/FM standard. These set a
Fairtrade and Fairmined Minimum Price (FFMP) which “is set based on the
London Bullion Market Association (LBMA) fixing for gold (Au)” (ARM 2012, 76).
Additionally, buyers must pay a 10% FT Premium, which is “not only intended
as a ‘reward’ for compliance with responsible mining practices, but also as a
vehicle to deliver to the miners the necessary funds to make development hap-
pen” (ARM 2012, 76—77). Those mines that furthermore meet the requirements
for Ecological Gold — meaning, among other things, that they no longer use any
cyanide or mercury during extraction or processing — can charge a 15% Premi-
um, with the extra 5% representing the Ecological Premium (ARM 2012, 78).

5.2.2 BGR CTC and ICGLR RCM

In December of 2006, 11 nations in Central Africa decided to form the Interna-
tional Conference on the Great Lakes Region (ICGLR), “dedicated to promoting

11 The above requirements are an excerpt of the draft of Version 2.0 of the FT/FM standard.
Approximately a year after the implementation of the certification, ARM began an extensive
review process that involved many workshops and discussions with all relevant stakehold-
ers, including small-scale miners. The first round of consultation on the proposed new
standard — Version 2.0 — was finished in February of 2013. Changes will be made to the
draft, followed by another round of public consultation and finally implementation of the up-
dated standard between August and October of 2013 (ARM 2013b).
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the peaceful social and economic development of the Great Lakes region”
(Blore 2011, 21). They furthermore adopted the Pact of Peace, Stability and
Development in the Great Lakes Region, which included the “Protocol Against
the lllegal Exploitation of Natural Resources” and required the creation of a cer-
tification mechanism (Blore 2011, 22). Around the same time, the 2007 G8
Summit took place in Heiligendamm and on the advice of the BGR, the German
government decided to take advantage of the opportunity to include ASM as a
point of discussion on the agenda. Recognizing the connection between small-
scale mining and the financing of the conflict in the Great Lakes Region, the
leaders at the G8 summit ordered “a pilot study ... concerning the feasibility of a
designed certification system for selected raw materials” to be conducted by the
BGR in cooperation with the ICGLR (Blore 2011, 22). The result was the Certi-
fied Trading Chains in Mineral Production (CTC) Pilot Project in Rwanda and
later the Democratic Republic of Congo, covering the so-called ‘3Ts’ of tanta-
lum, tin and tungsten, as well as gold.

The BGR began drafting the CTC standard in 2008 and by mid-2009 began do-
ing initial baseline audits at pilot mines in Rwanda. After the initial audit, the
mine operators had one year to make improvements before the actual compli-
ance audit to determine if they could be certified. The BGR sees the standard
as a work in progress that currently consists of the following five principles,
each of which contains between two and six more specific requirements:

Principle 1: Origin and volumes of produced and traded goods as well as
company payments to host government are transparent.

Principle 2: The company does not use child labour and ensures fair remu-
neration and work conditions as well as continual improvement of health
and safety measures for all employees.

Principle 3: The company ensures security on company sites whilst re-
specting human rights.

Principle 4: The company consults communities in which it operates and
contributes to their social, economic and institutional development taking in-
to account genders.

Principle 5: The company seeks continual improvement of its environmental
performance (Blore 2011, 33).

Each requirement subsumed under these principles is rated on a scale of 0 to 4
for every mine. A mine must reach 60 out of a possible 80 points in order to be
certified (Blore 2011). As of March 2013, four pilot mines in Rwanda had been
certified and a number of mines in the DRC are participating in the certification
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pilot phase, although implementation is more complicated and time-consuming
in the DRC due to the conflict and political situation and thus no mines had
been certified as of January 2013 (Interview 2 2013).

Unlike miners who attain FT/FM certification, mines with CTC certification do
not receive a special premium. One of the criteria is that the price paid for re-
sources must be ‘fair,” though this term is not defined more specifically.

The German government has agreed to continue cooperation with the ICGLR
until at least 2015, both through the BGR and other agencies. While plans for
the future are subject to change, the CTC standard will likely be incorporated
into the ICGLR’s own standard, the Regional Certification Mechanism (RCM),
which should be ready for implementation in the near future. For the time being,
the CTC’s standards on supply chain due diligence will be included as mandato-
ry, while criteria on working and environmental conditions will be optional pro-
gressive criteria. The RCM may also include aspects of the International Tin
Research Institute (ITRI)’'s Tin Supply Chain Initiative (iTSCi), a mineral tracking
and traceability system for artisanal cassiterite mining (Blore 2011). The ulti-
mate goal is to make the RCM mandatory for all eleven member states of the
ICGLR (Interview 2 2013; Blore 2011).

523 Brief Overview of Other Standards and Laws

While the OECD’s Due Diligence Guidance (DDG) is not technically a certifica-
tion program but rather a set of recommended, but voluntary guidelines pertain-
ing to the conflict situation of the DRC and its neighboring countries, it is includ-
ed here nevertheless, since many other standards are at least partially based
on it. It is described as

a collaborative government-backed multi-stakeholder initiative on responsi-
ble supply chain management of minerals from conflict-affected areas. Its
objective is to help companies respect human rights and avoid contributing
to conflict through their mineral sourcing practices. The Guidance is also in-
tended to cultivate transparent mineral supply chains and sustainable cor-
porate engagement in the mineral sector with a view to enabling countries
to benefit from their natural mineral resources and preventing the extraction
and trade of minerals from becoming a source of conflict, human rights
abuses, and insecurity (OECD 2011, 3).

The DDG has been implemented for tin, tantalum and tungsten since August
2011 and a gold supplement was adopted in July 2012, although it has not been
implemented so far (Levin et al. 2012, 22). It is aimed at companies and rec-
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ommends a five-step framework which focuses on managing risk through as-
sessment, mitigation and reporting (OECD 2011 Annex 1). It is not specifically
oriented towards ASM, but since it is situated at the end of the supply chain,
there is no reason why companies implementing it could not apply it to re-
sources they acquired from ASM producers.

There are a number of other initiatives whose presence ought to be acknowl-
edged although they do not fit into the scope of this work. EcoAndina, Fair
Trade in Gems and Jewelry/Fair Trade e.V./Faire Edelsteine, and the Global
Mercury Project all work towards making the supply-chains that originate in the
ASM sector more responsible, but do not have their own certification standards
(Cardiff 2010). The World Gold Council’s Conflict-free Gold standard and the
Responsible Jewelry Council (RJC)’'s Code of Practices and Chain of Custody
standards are all certification standards, but do not apply to the ASM sector,
although the RJC does have a Memorandum of Understanding with ARM/FLO
(Levin et al. 2012).

Finally, while it is in no way a certification mechanism, the U.S. Dodd-Frank
Wall Street Reform and Consumer Protection Act deserves mention here. While
the majority of this Act is dedicated to the reform of the US finance sector, it
includes one paragraph — Title XV, Section 1502 — that dictates new rules for
companies’ use of certain natural resources. The act requires reporting on all
‘conflict minerals’ — defined as coltan (columbite-tantalite), cassiterite (tin),
wolframite (tungsten), and gold sourced from anywhere in the world — for any
public companies “traded on US exchanges which are required to file quarterly
reports to the Securities and Exchange Commission (SEC)” (Blore 2011, 66).
Reporting must detail what the company has done to ensure that due diligence
has been taken regarding both the origin and subsequent chain of custody of
the minerals in question. Moreover, if any of the resources originated in the
DRC or its neighboring countries, the report must also specify more closely
which facilities were used for processing and as much information as possible
about the mine of origin or, if this cannot be determined, what steps the compa-
ny has taken in its attempt to identify the mine of origin. This report must be in-
dependently audited and then published on the company’s website, thus mak-
ing it publicly available (Blore 2011).

While this law does not impact miners and processers directly, they certainly
feel the pressure of it passed down to them from above as companies work to
comply with its requirements and avoid the label of ‘DRC conflict product’ or ‘not
DRC conflict-free’ for their goods (Blore 2011). Interestingly enough, although
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the law has led to an increase in awareness among large corporations of at
least the issues pertaining to conflict minerals from the Great Lakes Region,
ASM experts view it very negatively. Some question to what degree these re-
ports are actually being checked by auditors and argue that the requirements of
the Act are far away from reality (Interview 2 2013). There is also concern that
the law has more than anything else led to a de facto boycott of the region’s
natural resources and an increase in smuggling, and has thus ultimately con-
tributed more to hurting small-scale miners than to resolving the political conflict
raging in the area (Interview 2 2013).

5.3 Summary

In spite of the relatively low profile of ASM issues on the global agenda, there
are a large number of different standards and approaches that can be relevant
to its certification. It is therefore necessary to look very closely at the specific
requirements of each program to understand what that type of certification
means — whether the aim is to increase sustainability and ethicalness, for ex-
ample, or simply to allow for the retracement of the supply chain. Moreover, not
every initiative is concerned with the same stakeholders — some prioritize bene-
fits to artisanal miners, others are primarily concerned with the environment,
and a third group is focused on corporate risk-management in the developed
world. Every one of these initiatives has its place, but it would be a mistake to
assume that every certification ensures the same type of production standards.
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6 Theory

Having described the current state of ASM and certifications in detail, | now
draw upon political and economic theory to analyze the concept of certification.
Using global governance theory, | analyze third-party certification as a system
of private governance. Then, | use concepts from new institutional economics —
property rights theory, principal-agent theory and transaction cost theory — to
analyze the economic framework of certification. With the exception of Section
6.1, all of the theory sections are divided up into two parts: an explanation of the
theory in general and a discussion of how the theory can be applied to certifica-
tion. In section 6.1, both aspects are examined together, since the theory is
specific to certification and therefore cannot be separated from it.

6.1 Private Governance Theory

Over the last two decades, as the world has become increasingly connected
through the mechanisms of globalization, a new view has appeared in political
science that has split off from traditional international relations theory: that of
global governance theory. Much like ASM, defining global governance is difficult
and there are many different definitions used by scholars. One of the frequently
cited definitions is from Rosenau, written in 1995: “global governance is con-
ceived to include systems of rule at all levels of human activity — from the family
to the international organization — in which the pursuit of goals through the ex-
ercise of control has transnational repercussions” (Rosenau 1995, 13; as cited
in Dingwerth and Pattberg 2006, 379). Additionally, Dingwerth and Pattberg
state that “the perspective of global governance recognizes [...] the existence of
a multitude of forms of social organization and political decision-making, which
are neither directed at the state nor emanate from the state, but are simply in-
dependent of it"12 (Dingwerth and Pattberg 2006, 381). Third-party certifications
can be seen as being carried out in precisely this context: they neither address
the state nor do they come from it, but rather exist separately from it. Thus, they
are considered forms of ‘private governance’ within the larger system of global
governance. These, according to Falkner, “emerge|...] at the global level where
the interactions among private actors . . . give rise to institutional arrangements

12 Translated by MB. Original: “erkennt die Perspektive des globalen Regierens [...] die Exis-
tenz einer Vielzahl von Formen sozialer Organisation und politischer Entscheidungsfindung
an, die sich weder an den Staat richten, noch vom Staat ausgehen, sondern schlichtweg
unabhangig von ihm sind.”
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that structure and direct actors’ behavior in an issue-specific area” (2003, 72—
73; as cited in Pattberg 2006, 581), which “can be understood as a functional
equivalent of the public governing functions of states and international organisa-
tions” (Pattberg 2006, 581).

While much work has been done on public-private partnerships, “[rlesearch that
explicitly deals with partnerships between private actors from a theoretical per-
spective is [...] rare” (Pattberg 2006, 580). However, one example of the work
that has been done is Philipp Pattberg’s analysis of the Forest Stewardship
Council (FSC), in which he portrays the FSC as “a successful model of private
rule making” and specifically examines its impact on actors from the global
South. While the forestry sector certainly has a different set of dynamics from
that of small-scale mining, looking at the working mechanisms of such a com-
paratively widespread certification mechanism as the FSC nevertheless pro-
vides a solid base for analyzing the same processes in the ASM sector.

In his study, Pattberg identifies three ways in which private governance can im-
pact developing countries: regulative, cognitive/discursive, and integrative
(Pattberg 2006, 582). The regulative function is perhaps the most obvious role
played by certification mechanisms. In order for a certification system to work,
rules and standards must be created, which can cause the behavior of actors to
change according to the regulations. “Possible effects include changes in mar-
kets and economic incentive structures, environmental improvements or deteri-
oration and impacts on social parameters such as working conditions and la-
bour rights” (Pattberg 2006, 582).

The cognitive/discursive function is one that is particularly well carried out by
the FSC, though it is not hard to conceive of systems of private governance
which exist without it, as it is less inherent than the regulative function. Pattberg
describes this function in the following way: “knowledge is produced and dis-
seminated through a network of actors bound together by the constitutive rules
of the institution” (Pattberg 2006, 582). This exchange of information can serve
a valuable function for individuals in developing countries as it increases both
their capacities and their contact to others in the same field. Moreover, such
networking can lead to more rapid improvements within the organization and
among its various members and ultimately leads to a greater degree of empow-
erment for the actors from the global South.

Finally, the integrative function can have two separate impacts. First, it can lead
to the local integration of international or transnational norms. By requiring ad-
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herence to these standards in order to become certified, this form of private
governance creates a “legalisation’ of functional spaces wherein rules become
enforceable (through the process of certification and the threat of withdrawing
the respective certificate) that were not or only reluctantly enforced beforehand”
(Pattberg 2006, 590). There is thus a transition from the public to the private
realm. Second, integration can also work in the other direction, leading to
standards that originated in certification requirements being adopted by national
or international ruling bodies. This, in turn, is a transition from the private to the
public realm.

6.2 New Institutional Economics

First called ‘new institutional economics’ by Oliver Williamson in 1975, this area
of economic thinking is an offshoot from the long-established neoclassical tradi-
tion (Williamson 1975; as cited in Ménard and Shirley 2008, 2). It concerns itself
with the institutional environment and, in particular, the interactions between
institutions and organizations within that environment (Ménard and Shirley
2008, 1). Ménard and Shirley define institutions as “the written and unwritten
rules, norms and constraints that humans devise to reduce uncertainty and con-
trol their environment” (2008, 1). They can include everything from laws and
constitutions to contracts between business partners, as well as more informal
and often unwritten codes, such as norms of behavior or beliefs. Organizations
are defined as “groups of individuals who are formally connected to each other
as a result of a common goal™13 (Voigt 2002, 79). Organizational arrangements,
finally, are “the different modes of governance that agents implement to support
production and exchange” (Ménard and Shirley 2008, 1).

Like more traditional economics, NIE considers the above units within the con-
text of scarcity and competition, separating it from old institutional economics.
However, in contrast to neoclassical economics, NIE does not fully accept the
homo economicus model, which depicts humans as being perfectly rational and
as having complete and free access to all information which could conceivably
impact a decision (Voigt 2002, 19-21). In NIE, the assumption is instead that
human rationality is limited, that information regarding a particular situation and
its future consequences can never be complete, and that interactions between
individuals in the market place are thus associated with so-called transaction

13 Translated by MB. Original: “Gruppen von Individuen, die aufgrund eines gemeinsamen
Ziels formell miteinander verbunden sind.”
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costs (Ménard and Shirley 2008, 1). These can include, among others, infor-
mation, search, negotiation and enforcement costs (Voigt 2002, 22). NIE also
gualifies the neoclassical assumption that every actor tries to maximize his utili-
ty, arguing that actors often ‘satisfice’ instead — they have a particular threshold
level of expectations or aspirations that they aim to achieve. Only if this level is
not reached do they begin to consider alternative courses of action that might
lead to a higher utility level (Voigt 2002, 23).

Within the broader scope of NIE, two theories lend themselves particularly well
to explaining the working mechanisms of certification schemes: transaction cost
theory and principal-agent theory. These theories provide a framework for dis-
cussing the factors influencing the design of trade contracts and the ex-post and
ex-ante problems that might arise in the formation of such contracts. While not
necessary for analyzing the way certification schemes work, per se, a function-
ing system of property rights also plays a key role in shaping the environment
within which certification operates. Moreover, the issue of land titling, which is a
guestion of property rights, is one of the most significant points of discussion
with regards to ASM. This section will therefore begin with a brief overview of
property rights theory, before then discussing the analytical framework formed
by the concepts of principal-agent and transaction cost theory.

6.2.1 Property Rights Theory

According to property rights theory, full ownership of a good implies holding a
bundle of individual manifestations of property rights (Hogen 2012, 106). These
can take on four separate forms (illustrated in the context of a resource):

e usus: the right to use the resource
e usus fructus: the right to appropriate profits from the use of the resource
e abusus: the right to change the resource

e venditio: the right to sell the resource (Erlei, Leschke, and Sauerland 2007,
294)

The price of a good depends, among other things, upon how many and which of
these individual rights are transferred during a sale (Erlei, Leschke, and
Sauerland 2007, 29). Thus, a good which can only be used, but not changed or
resold, after purchase, would be cheaper in the marketplace than — ceteris pari-
bus — one for which the customer receives the full bundle of property rights up-
on buying the good.
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One of a number of reasons why property rights are important is because in
many situations, the actions of one particular actor can cause effects which im-
pact other people who were not involved in the original action. These are called
external effects, or externalities, and can be either positive or negative in char-
acter. Erlei, Leschke and Sauerland define real external effects as the “impact
of an actor’s actions upon the results of actions of other individuals, which (a)
do not factor into the cost-benefit-analysis of the actor and (b) exist outside the
price mechanism” (2007, 294).14 Harold Demsetz argued in 1967 that it is pos-
sible to internalize negative external effects using property rights so that those
causing the externalities also pay a price for them (Demsetz 1967; as cited in
Erlei, Leschke, and Sauerland 2007, 294). If the rights structure is properly laid
out, this should cause a significant decrease in negative externalities and in-
crease in positive externalities.

In addition to deterring actions whose negative externalities outweigh their pri-
vate benefits, a well-organized set of property rights increases overall welfare
by incentivizing good investment. If an individual can trust that his property
rights are secure, he can spend the time and money he would otherwise have
to use to protect his property from a takeover on more productive activities
(Erlei, Leschke, and Sauerland 2007, 296). Furthermore, his willingness to in-
vest in his property to increase its productivity is enhanced, because he can
reasonably expect that it will still belong to him by the time long-term invest-
ments pay off (Erlei, Leschke, and Sauerland 2007, 296, 303).

Application of Property Rights Theory to Certification

In the context of small-scale mining, land rights are by far the most important
form of property rights. At a minimum, miners must possess usus and usus
fructus rights for not only the surface of the land, but also for the resources
found in the ground beneath the surface. In many countries, this requires a min-
ing or extraction license. Such land titles and licenses are a necessary and non-
negotiable prerequisite for certification on two levels. First, certification schemes
can only provide certification to those miners who work legally. Allowing miners
who work illegally to become certified would undermine the standard’s legitima-
cy and reputation, thus defeating its purpose. Secondly, on a somewhat more

14 Translated by MB. Original: ,Reale externe Effekte sind Handlungswirkungen eines Ak-
teurs auf die Handlungsergebnisse anderer Individuen, die (a) nicht in das Kosten-Nutzen-
Kalkul des Akteurs eingehen und (b) aulZerhalb des Preismechanismus angesiedelt sind.”
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abstract level, it is generally only those miners who have the long-term legal
security associated with land titles that are willing to invest the time, effort, and
money that is required to acquire certification. Thus, while the theory of property
rights does not explain the mechanism of certification, it clarifies one of the key
preconditions for the certifying process to take place.

6.2.2 Principal-Agent Theory

Principal-agent theory originates in contract theory and describes the problems
that can arise between a principal and an agent during the course of their inter-
action. The actor who requests that a particular action be carried out is referred
to as the principal, whereas the person who carries out the request is the agent.
The theory has three core assumptions: (1) that actors are always individualisti-
cally profit-maximizing, (2) that the parties to a contractual relationship have
differing interests, and (3) that information is asymmetrically distributed between
them (Hogen 2012, 112). As a result, the relationship between principal and
agent is usually characterized by an imbalance of power, which leads to agency
problems and in turn increases transaction costs. The information asymmetries
can be classified into two categories, those that take place before a contract
has been signed (ex ante) and those that affect the relationship after the con-
tract is already in effect (ex post).

In advance of the contractual agreement (ex ante), problems arise from the fact
that the principal cannot fully judge the quality of the agent’s (future) perfor-
mance, a situation which may lead to adverse selection. In the case of a pur-
chasing agreement, the principal (buyer) does not know if the good in question
has any so-called hidden characteristics, which the agent (seller) might be
keeping from him. In this case, these hidden characteristics refer to the quality
of the product and can be divided into three types. First, a good has search
quality, which are “characteristics [. . . that] can be appraised before purchase”
(Rametsteiner 2002, 165). Next, there is experience quality, “which can best be
appraised when purchasing and using the product” (Rametsteiner 2002, 165).
Finally, a good has credence quality, “which are product aspects that cannot be
adequately assessed, even after purchasing and using the product’
(Rametsteiner 2002, 165), usually because they do not leave any verifiable
marks on the good.

Clearly, search quality aspects do not result in information asymmetries. Under
the assumption that a faulty product can be returned within a set period of time,
experience quality is also not a major problem for the buyer. However, insofar
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as characteristics that fall under the category of credence quality are important
to the purchaser, these can present a significant hurdle in making a purchasing
decision, as the buyer has no way to ascertain these traits either before or after
the purchase. Examples of credence quality traits are information regarding the
production process of the good or the working conditions of the laborers during
that process.

There are two options for overcoming this problem: screening and signaling.
Screening is done by the principal and involves gathering information on possi-
ble agents in an effort to filter out which ones are most likely to supply products
that comply with the necessary credence quality aspects (Hogen 2012, 117).
Screening usually involves significant transaction costs as the search and eval-
uation process of information is often difficult and cumbersome (Rametsteiner
2002, 166). Signaling, on the other hand, is done by the agent, primarily as a
means of marketing his product. Rametsteiner lists “reputation, licensing and
certification” as the three main ways in which an agent can balance out infor-
mation levels and signal to the principal that his product meets certain credence
guality standards (Rametsteiner 2002, 166).

Ex-post problems, on the other hand, take place after a contract has been
signed. These are generally limited to contracts that involve a longer-term rela-
tionship between principal and agent, in which the principal relies on the agent
to complete a particular assignment on his behalf. Because the principal passes
the task on to the agent and the costs of monitoring the latter constantly are
usually prohibitively high, the principal cannot ascertain if the agent carries the
task out optimally (Hogen 2012, 115). It is possible that the agent has access to
hidden information or carries out hidden actions unbeknownst to the principal.
Since principal-agent theory defines actors as being profit-maximizing, there is
a risk that an opportunistic agent will try to use this hidden information or hidden
actions to his advantage — and, in turn, to the disadvantage of the principal. This
situation of uncertainty for the principal is referred to as moral hazard (Hogen
2012, 115).

Just as there were two solutions for adverse selection problems, principal and
agent again have one option each for resolving moral hazard conflicts. For
tasks for which the optimal result can be defined precisely and which are not
strongly dependent upon outside factors, the principal can periodically monitor
the performance of the agent and thus assess if the latter is fulfilling his contrac-
tual obligations adequately (Hogen 2012, 118). However, few situations meet
the above criteria, thus this solution is somewhat limited. Alternatively, the agent
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himself can choose to report on his progress from time to time (Hogen 2012,
119) and thus preempt any suspicion on the part of the principal.

In the case of moral hazard, there is also a third option which should ideally al-
ready be implemented during contract design: setting incentives in such a way
as to align the interests of the principal and agent (Hogen 2012, 119). If done
well, the agent’s objectives should thus line up with those of the principal, elimi-
nating the agent’s incentive to keep information or alternative and more profita-
ble actions to himself.

Application of Principal-Agent Theory to Certification

There are two sets of principal/agent combinations in the context of ASM certifi-
cations, as is summarized in Table 5.

In the chronology of the supply-chain, the first pair is between the organization
issuing certification (principal) and the ASM organization (agent).15 Certification
relies on periodic (usually annual) audits, during which the conditions relevant
for the certification standard are reviewed. Outside of these inspections, how-
ever, it is impossible for the certifying organization to monitor all of the miners’
activity as the transaction costs for this type of supervision would be prohibitive-
ly high. This leads to a risk of moral hazard and opportunistic behavior on the
part of the ASM organization. To resolve this situation, the principal can either
institute a system of reporting, where the agent is required to provide regular
updates on the status of their work or align the interests of principal and agent
in such a way as to make deception unattractive to the agent. The Fairtrade and
Fairmined Standard does the latter by providing a Fairtrade Premium to miners
who are certified as an incentive to stick to the rules. This bonus payment
makes hidden action or the withholding of information a greater risk to miners,
since losing the Premium would be a significant disadvantage to them if the
truth came to light.

The second principal/agent combination takes place repeatedly along the rest of
the supply chain, always manifested in the relationship between buyer (princi-
pal) and seller (agent). Here, the seller's concern is the product’s credence
quality, specifically the social and

15 The same relationship also exists between the ASM organization (principal) and the indi-
vidual miners (agents), but this scenario falls outside the scope of this paper.
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Table 5: Resolution of principal-agent problems through certification
Principal Organization issuing certification
Agent ASM organization

Information unavailable to Principal cannot permanently observe/supervise agent’s ef-
principal forts

Problem Hidden action/hidden information

Source of problem Transaction costs associated with observation/supervision

Consequences of problem | Moral hazard, risk of opportunistic behavior

Concept for solution Reduction of information asym- Alignment of interests
metry through monitoring or re-
porting
Actual solution Systems of control, reporting Incentives (premium),
punishment

EX-POST | * | CERTIFICATION | | | EX-ANTE

Principal Buyer/Customer

Agent Seller

Information unavailable to Principal cannot adequately judge characteristics of good to
principal be purchased (credence quality)

Problem Hidden characteristics

Source of problem Inability to assess certain qualities of a good by inspection

Consequences of problem Adverse selection

Concept for solution Reduction of information asymmetry through signaling or
screening
Actual solution Certification

Source: Original figure based on Hogen 2012, 121

environmental conditions at the extraction site of the resource. Once separated
from the extraction site, nothing about the product’'s qualities (whether in the
form of ore or anywhere else along the supply chain up to and including the end
product) can give any indication of these conditions. Certification can help to
overcome this uncertainty and thus avoid adverse selection. Labeling a product
as meeting a fixed set of conditions allows customers to screen products based
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on their proof of origin and sellers to advertise, or signal, the credence quality of
their good.

6.2.3 Transaction Cost Theory

Transaction Cost Theory is part of the set of organizational theories that ana-
lyze and describe the most efficient and effective means of coordination for
structuring transactions (Burr 2004, 104-105). The object of investigation for
transaction cost theory is a single transaction, defined as the “transfer of dispo-
sition rights over resources [...], goods and services between actors” (Burr
2004, 105).16 These transactions, in turn, are associated with transaction costs
(as defined in Section 6.2), whose value is determined by asset specificity,17 the
strategic importance of the transaction to the firm’s overall goal, the amount of
uncertainty associated with the transaction and the frequency with which the
transaction will be repeated.

All of these factors must be taken into consideration when evaluating how to
acquire a particular good or service, keeping in mind that the ultimate goal is
always to minimize the sum of transaction and production costs18 (Burr 2004,

106). As a general rule,
“[tihe higher the specificity, strategic importance, uncertainty and the fre-
guency of the transaction, the more likely it is that the transaction will be
carried out using hierarchical coordination mechanisms within the firm. The
lower the aforementioned determining factors are, the more likely it is that
the transaction will be carried out using market-based coordination mecha-
nisms [...]” (Burr 2004, 109).19

16 Translated by MB. Original: ,Ubertragung von Verfiigungsrechten an Ressourcen [...],
Sachgutern, und Dienstleistungen zwischen Akteuren.”

17 Asset specificity defines “how difficult or costly it is to move assets between different activi-
ties” (Hainmueller and Hiscox 2007, 1). If the asset specificity of a particular good is very
high, it is hard to use it for any purpose other than the specific one for which it was original-
ly intended.

18 For the sake of simplicity, production costs are kept constant in comparing different trans-
action cost models.

19 Translated by MB. Original: ,Je hdher die Spexzifitat, die strategische Bedeutung, die Unsi-
cherheit und die Haufikeit einer Transaktion sind, umso eher wird die Transaktion unter
Einsatz von hierarchischen Koordinationsmechanismen innerhalb eines Unternehmens
abgewickelt. Je schwécher die genannten EinflussgréRen ausgepragt sind, umso eher wird
die Transaktion unter Einsatz marktlicher Koordinationsmechanismen [...] abgewickelt.”
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To do so, actors must consider a range of contract options which are more or
less appropriate in minimizing transaction costs depending on the given situa-
tion.

Table 6: Attributes of the Contracting Process
Behavioral Assumption Implied Contracting Process
Bounded Rationality | Opportunism20 | Asset Specificity
- + + Planning
+ - + Promise
+ + - Competition
+ + + Governance

Source: Williamson 1985,31

Table 6 shows the three relevant behavioral assumptions that determine the
type of contract that is most appropriate.

If rationality is unbounded — i.e. perfect — then all eventualities can be sufficient-
ly taken into account even in the presence of opportunism and asset specificity
to allow transactions to be governed by nothing more than meticulous planning.
However, since human rationality is always bounded, this option is entirely theo-
retical. Next, if there is no opportunism but rationality is bounded and asset
specificity is high, a promise between two actors is enough for the transaction to
take place, since without opportunism neither party has an interest to default on
their obligations. The combination of bounded rationality and opportunism, but
no asset specificity, lends itself well to market-based competition where each
transaction can be negotiated anew if necessary. Finally, given the presence of
all three characteristics, the market is too risky and another form of governance
must be put in place for transactions to take place.

The last two options can be seen in Figure 3. Here, k represents the degree of
asset specificity and s stands for available market safeguards. Without asset
specificity, transactions take place freely on the market (A). When k>0, there is
risk associated with the transaction since an early termination of the transaction
would lead to losses for one or both parties. As a result, there is an incentive to
create safeguards, s. Without these (s=0), the transaction is hazardous (B). By
putting market safeguards in place (s>0), the two transaction partners increase

20 Defined as “self-interest seeking with guile” (Williamson 1985, 30).
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their commitment to each other and thus implement a form of hybrid govern-
ance (C). If the commitment is increased enough, the two partners eventually
become part of the same firm, which has then internalized the transaction (D).

Figure 3: Simple Contracting Schema

A (“ldeal" market)

B (Hazard)

C (Hybrid)

market safeguard

5=0

administrative

D (Firm)
Source: Williamson 1998, 38

Application of Transaction Cost Theory to Certification

The application of Transaction Cost Theory to certification is not immediately
obvious. For the sake of clarity, it will therefore be presented here using a con-
crete example: the sale of Fairtrade and Fairmined gold in the jewelry sector,
both as a specialty line in a store that also sells conventional gold (Store 1) and
as the exclusive offering of a retailer who specializes in ethical jewelry (Store 2).
Opportunism and bounded rationality are givens in both cases, eliminating
planning and promise as suitable contract options and leaving only market-
based and hybrid solutions. The specificity of the asset is here based not on the
physical commodity being purchased — gold —, but rather derives from its certifi-
cation. Given the different philosophies of Stores 1 and 2 concerning the sale of
conventional vs. Fairtrade gold, it can be argued that the asset specificity of cer-
tified gold is higher for Store 2 than for Store 1. The latter could, if necessary,
sell its Fairtrade gold as conventional material and would lose only the 10%
Fairtrade Premium as sunk cost. Store 2, on the other hand, would have to
change its entire marketing concept to do the same, sacrificing a significant
unique selling point of its business. Its second-best use for the certified gold is
thus significantly more costly than for Store 1. Consequently, the strategic im-
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portance of Fairtrade gold is much higher for Store 2 than for Store 1. Given the
novelty of certification in this sector, uncertainty is likely to be high for both
stores. The frequency of transactions is largely dependent upon the size of
each store, but given Store 2’s complete reliance on Fairtrade gold for its prod-
ucts, it is likely to have a higher frequency of transaction.

Figure 4 shows Williamson’s Simple Contracting Schema (Figure 3) mapped
onto a standard XY-graph, including the positions of Stores 1 (E) and 2 (F).
Given the low asset specificity and low strategic importance, which are the two
most important determining factors (Burr 2004, 108), Store 1 would be well-
served in relying on

Figure 4: Transposition of Williamson's Simple Contracting Schema
onto an XY-Graph

k (asset specificity)

(Store 1)

A ("ldeal” market)
'l 'l

\4

s (market safeguards)

Source: Original figure
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market-based (competition) solutions. Looking at Figure 4, k is above 0, but not
significantly so and s=0, since there are no particular market safeguards in
place, thus situating Store 1 at point E, where they face some hazard in the
transaction, but it is limited.

Store 2, on the other hand, falls into the governance category in Table 6. Be-
cause its k-value is more significantly above 0 than that of Store 1, it moves fur-
ther away from the origin and thus into a region with greater hazard. Since 80%
of the price of Fairtrade gold must be paid ahead of time, outstanding payment
hardly qualifies as a market safeguard. However, demand for Fairtrade gold is
still very low and as a result, certified miners must compete intensively on the
basis of their reputation, which may be seen as a type of safeguard, albeit rela-
tively weak. Store 2 can thus be placed at point F in Figure 4. Given high
enough demand from consumers, it would likely make sense for Store 2 to enter
into a hybrid form of governance with ASM producers to reduce risk and uncer-
tainty for both parties.

6.3 Hypotheses

Jewellery with the Fairtrade and Fairmined gold stamp is extra special.
Buying it means you know the small-scale and artisanal miners were paid a
fair price, giving them financial security. They also receive an extra amount
of money to invest in building the future of their families and their communi-
ties, through education, medical care or environmental projects (“The
Fairtrade Foundation | Fairtrade” 2013).

CTC offers mineral producers the potential for better market access, higher
earnings through direct sales, improved planning reliability, sales agree-
ments as a basis for finance, and better health and safety as well as envi-
ronmental conditions (Blore 2011, 16).

The two assertions shown above illustrate the promises that many people —
whether they are implementers, producers, or customers — associate with ASM
certification: that purchasing a certified product leads to better conditions and
development in mining communities. However, given the theoretical underpin-
nings of certification that were just described above, it is questionable to what
degree such systems can accomplish the type of development these state-
ments seem to indicate. By combining the background information about the
problems in ASM (Chapter 4) with the theories described above, the following
three hypotheses were established to guide the rest of this paper:
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1. Unless the certification process is coupled with other development2i
measures, as well as an appropriate institutional environment, only a small
subset of the problems from the ASM sector can be resolved by it.

2. a) With regards to the first steps of development, certification schemes
simply confirm that development has already taken place and problems
have been resolved, rather than actually leading to development.

b) At more advanced stages, certification can contribute to development
and make that which has already taken place more sustainable.

3.  Certification schemes can only lead to a change in behavior if the re-
quirements are realistically achievable in a foreseeable future for those
who do not yet meet them. Thus, it is essential to have an extensive sup-
port system to help producers who are not yet certified reach levels of de-
velopment necessary to become certified.

21 The term ‘development’ has been used several times in this paper. It would be outside of
the scope of this paper to enter in detail into the philosophical debate surrounding its
meaning. Thus, without trying to define it with absolute precision, it is used here to suggest
an improvement of the living, working, and environmental conditions associated with the
ASM sector and as described in detail in Chapter 4.
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Figure 5: Roster showing relationship between hypotheses and
theoretical foundations
Theory Mechanism Mamf(.esttatlion " Hypothesis
certification
Private Governance Regulative Set

Theory Integrative goals/requirements
Screening Check/report on
Signalling progress towards

Principal-Agent Monitoring goals/requirements | 1. Unless the certification process is
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Incentive-setting

Incentives are paid
out once goals have
been reached.
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Cognitive/discursive
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(not well enough
developed yet in ASM
sector to provide
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The roster in Figure 5 clarifies the relationship between the theories, their mani-
festation in the certification process and the hypotheses, which will be evaluated
in greater detail in Section 7.3.
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7 Evaluation of Hypotheses based on Interview Re-

sults

This chapter will begin with an in-depth review of the interviews that were con-
ducted. Thereafter, in Section 7.2, | will evaluate this information through the
lens of the theory described above, and assess the validity of my hypotheses in
Section 7.3. A set of recommendations based on the insights gained throughout
this process will be presented in Chapter 8.

7.1 Summary of Interview Results

As previously described in Chapter 3.2, seven interviews were carried out with
experts. Two of these experts are representatives of certifying organizations
(BGR and ARM), three experts work on ASM from an academic perspective,
and two experts are jewelry retailers who sell products made of Fairtrade and
Fairmined gold. While every person had a different perspective on the issues
surrounding the use of certification in the ASM sector and there were some
clear disagreements, all of the interviewees were of the opinion that certification
is a worthwhile approach in a sector that is strongly in need of development and
reform. Likewise, all of the experts agreed that there are still many problems
that need to be addressed and a long way to go until the systems work as
planned.

This section will provide a detailed summary of the information that was collect-
ed from the expert interviews, arranged by topic rather than by interview ques-
tion. It begins by considering what certification is meant to accomplish in Sec-
tion 7.1.1. Against this backdrop, Section 7.1.2 examines the issues that miners
struggle with the most, while 7.1.3 lists the most important institutional prerequi-
sites mentioned by the experts. Sections 7.1.4 and 7.1.5 conclude with the ex-
perts’ opinions on whether the current certification standards are appropriate
and whether certification is an effective approach to development. While not
every single answer is included, an effort has been made to provide a repre-
sentative overview of all the stated opinions and viewpoints.

7.1.1 Merits of Certification

A significant amount of interview time was spent on discussing all of the things
that are not yet working. Because all of the certification systems are still quite
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young, however, it seems appropriate nevertheless to start with what certifica-
tion is currently able to accomplish.

In those countries where small-scale mining is seen as a legitimate employment
opportunity, there are generally laws on the books about how mining should
take place. However, due to poor governance or corruption issues, these laws
are often not sufficiently enforced. Certification represents one opportunity to
circumvent this problem by moving the responsibility of enforcement into the
private/third-party sector (Interview 2 2013). As a result, producers who are fol-
lowing the rules and making an effort to conduct their work responsibly can be
rewarded — in the case of CTC by receiving a fair market price (Interview 2
2013), under FT/FM through the added Fairtrade Premium and/or Green Pre-
mium that is paid in addition to a 95% share of market price (Interview 3 2013;
Interview 6 2013). These terms not only provide clear financial incentives to
miners to continue with the positive changes they have already begun making,
but also, in the case of FT/FM, provide them with up-front capital which they can
invest into their mines and use to advance their operations further (Interview 5
2013). The more advanced their businesses become, particularly with regard to
their organizational and management capacities, the more they also benefit
from a higher level of productivity and efficiency, which of course also leads to
greater profit (Interview 3 2013). Finally, many miners in those mines that have
been certified in Latin America have reported that their level of prestige has in-
creased in society as a result of certification. This is by no means a trivial mat-
ter, as they have found that this lends credence to their interactions with gov-
ernment officials and reduces the amount of stigmatization and stereotyping
among their fellow citizens (Interview 3 2013). As expressed by one interview-
ee, the biggest accomplishment to date of certification schemes is that they fi-
nally recognize artisanal and small-scale miners as the valuable members of
the supply-chain that they are (Interview 5 2013), thus achieving a goal that
ASM ‘activists’ have pursued now for over forty years.

Looking at matters from a more global perspective, certification also increases
the level of transparency of mining transactions (Interview 2 2013). Many of the
metals that have been certified22 meet the requirements of the Dodd-Frank Act.
Even for those not obligated to comply with this law, as awareness of resource
scarcity and related problems increases, the pressure on companies to make

22 Depending on the certification standard.
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their production more sustainable and ethical is continually rising; the use of
certified metals is one possible response to such pressure.

7.1.2 Challenges and Difficulties for Small-Scale Miners

In spite of their merits, the demanding standards of most certification regimes
pose a great challenge for the majority of small-scale miners. In discussing the-
se in greater detall, it is vital to distinguish between different geographic re-
gions, specifically between Latin American ASM and the sector in Sub-Saharan
Africa. The first important difference between the two continents is the context
within which ASM is taking place. There are more countries in South America
where ASM is accepted as a legitimate form of employment and the overall
conditions — in terms of infrastructure, conflict, corruption, etc. — are more favor-
able. One expert estimated that small-scale miners in Sub-Saharan Africa are
approximately ten years behind those in Latin America in terms of their structur-
al organization and ability to “fight the corporate battles” that are necessary for a
larger scale of exportation (Interview 6 2013). Another felt that “those standards
ask a lot, they ask an awful lot” of miners in Sub-Saharan Africa (Interview 5
2013).

Regardless of this distinction, however, most experts agreed that the biggest
hurdle for the artisanal mining sector across the board stems from its current
legal status. No mine can be certified without operating legally (Interview 3
2013), as doing otherwise would significantly compromise the legitimacy of cer-
tification. As mentioned earlier, there are countries where ASM is by definition
illegal, thus eliminating any chance for those miners to become certified until a
change in those laws has been achieved (Geenen 2012a). Even where it is le-
gal, the bureaucratic requirements can be steep and the process lengthy
(Geenen 2012b). Administrative hurdles aside, working legally also means pos-
sessing a land title and, in some countries, a mining or extraction license (Inter-
view 5 2013; Interview 7 2013). The former, in particular, can cause a lot of
problems. In many cases, large-scale mining companies have been granted far-
reaching land concessions for their operations, since governments are particu-
larly interested in attracting these multinational corporations to their economies.
Often, however, LSM companies only make use of a fraction of their land, since
they are only interested in those areas where they can extract ore profitably us-
ing large machinery. This is by no means the case everywhere: “75% of the
time, small-scale miners and large-scale miners target very different deposits”
(Interview 7 2013). Although this land is not being actively used, small-scale
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miners are officially not allowed to work on it and thus have no chance of being
certified if they set up operations there nonetheless (Interview 7 2013).

The second major difference between continents, which is specific to mining, is
based on the geology of the two regions and applies specifically to the gold sec-
tor. Unlike Sub-Saharan Africa, South America has significant quantities of
freely occurring gold that can be mined without the use of mercury to amalgam-
ate or cyanide to leech it from other rock formations (Interview 7 2013); there-
fore, any standard that includes environmental requirements pertaining to the
use of chemical agents is much easier to comply with in Latin America than in
Africa. This, in turn, also makes the Green Premium of the FT/FM Standard
next to impossible to meet in Sub-Saharan Africa (Interview 5 2013). Conse-
guently, it should come as no surprise that one of the greatest hurdles for small-
scale miners in Sub-Saharan Africa is the fact that most certification standards
attempt to limit the use of mercury and/or cyanide in ASM. While researchers
have found that knowledge of the dangers of mercury — particularly its noxious
impact on health — has spread to most regions, “they still use it because it’'s the
only opportunity, really, to make a profitable business” (Interview 5 2013). This
statement is also supported by the BGR'’s experiences with its certified trading
chains, which show that environmental problems tend to be the hardest to fix,
since they usually require greater financial resources to correct than other prob-
lems (Interview 2 2013).

Another barrier to certification in many communities across the globe is the
complex relationship between miners and middlemen. Based both on anec-
dotes from the interviews and references in literature, traders and middlemen
that buy extracted ore from miners and re-sell it to the next link in the supply
chain are extremely vilified (Interview 4 2013; Interview 5 2013; Interview 6
2013; Hilson and Pardie 2006). This reputation is certainly not unjustified: their
loans can come at interest rates of up to 50% per day, they often pay signifi-
cantly less than world market prices for the ore, and are generally seen as hav-
ing found a way to legally steal from the miners (Interview 4 2013; Interview 6
2013). At the same time, however, they also provide essential services to min-
ing communities (e.g. access to credit, security, etc.) that would otherwise re-
main unfulfilled: “these guys are doing what the donors [...] and governments
should be doing, so they’re filling a very significant void” (Interview 7 2013). Ad-
ditionally, because the miners themselves are so often seen as outcasts from
society, they often have no one else to turn to and consequently their bond to
these ruthless traders can often be quite strong: one miner in Tanzania de-
scribed them as “like family to me” (Interview 5 2013). Even when the relation-
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ship is less emotional, the middlemen are almost always strongly integrated in
the everyday life of the community. As a result, one expert declared: “whether
they’re doing it in a good way or a bad way, they’'re a necessary part of the ex-
isting system” (Interview 7 2013).

Like the work of many small-scale miners, the role of these middlemen is often
informal, at best, and illegal at worst. Their networks are difficult to untangle
because they are often kept clandestine, making parts of the supply chain be-
tween producer and consumer completely nontransparent (Interview 5 2013).
Because of the illegality of their business and the lack of transparency, every
certification standard includes conditions that require the elimination of middle-
men from the supply chain. Understandably, there is thus great resistance from
the traders to the implementation of certification, since — demonized or not —
they, too, need to make a living and hardly face much better conditions than the
miners (Interview 4 2013; Interview 6 2013). Coupled with the miners’ “funda-
mental mistrust of the development apparatus” that stems from decades of
failed or prematurely abandoned aid projects (Interview 5 2013), many miners
choose to stick with what is familiar:

“in a lot of cases it was the people you trusted. [Someone from the outside]
said: 'I'll give you a better price for your gold* and that’s not what [the miner]
wanted, he wanted to ensure that he was working with someone [...] that
he trusted, that there was a kind of communal relationship that he had with
that person...” (Interview 7 2013)

By now it should be clear that there are a number of significant barriers prevent-
ing miners from even attempting to become certified. Those that do decide to try
likewise struggle. Based on the interviews, it appears that the difficulties miners
encounter again vary somewhat by continent. In South America — where the
FT/FM Standard dominates — miners find it particularly hard to comply with the
organizational and administrative requirements of the standard. In many of the
communities — and at times also in the national cultures surrounding them — it is
customary to seal business arrangements with a handshake and a verbal
agreement. As a result, the concept of keeping meticulously written records is
quite foreign to them and seems to many miners to be too arduous (Interview 3
2013). Furthermore, the FT/FM standard imposes strict rules on how miners
have to be organized (see ARM 2012 for details). This causes problems for two
reasons: first, because in many cases, while it may not be obvious to an outside
observer, the miners are in fact quite organized already according to their own
set of rules (Interview 7 2013). While these may not be as democratic or as all-
inclusive as development workers would like, they are firmly rooted in the cul-
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ture and difficult to alter, especially when it comes to asking miners of different
ethnic or cultural backgrounds to work together against their will.23 The second
reason these organizational requirements are difficult for miners is that they re-
quire a large degree of management and leadership skills as well as a thorough
understanding of the certification standard. In some of the currently FT/FM certi-
fied mines in South America, the bylaws limit the term of a member of the board
of directors to two years — a measure that is intended as a check on power and
foundation for democracy. However, according to ARM, it often takes close to a
year until the new set of leaders has sufficiently familiarized themselves with the
FT/FM standard to truly be able to carry out their responsibilities (Interview 3
2013). Evidently this frequent change in leadership and steep learning curve
leads to great inefficiencies. Finally, many of the miners quite understandably
have the attitude that it is their job to earn money mining gold and not to man-
age an organization (Interview 3 2013).

7.1.3 Institutional Prerequisites for Success

While experts agreed that there are few hard and fast institutional prerequisites
that must be met in order for a certification scheme to achieve success, there
are a number of conditions that significantly improve its chances. The only re-
guirement that is absolutely necessary is, as was already discussed at length
above, the legality of ASM in the country in question. If this requirement is not
fulfilled, certification based on physical traceability is simply impossible (Inter-
view 3 2013). Along similar lines, most experts agreed that it is important to
work in cooperation with the government in the country where certification
should take place and that it is key for officials to recognize the potential of
ASM as a valuable opportunity and livelihood activity (Interview 6 2013). Among
other things, this requires an ongoing two-way dialogue and the assurance that
those government representatives responsible for mining understand the prem-
ise and intentions of certification (Interview 5 2013). On the political front, sev-
eral experts also highlighted the importance of good governance and function-
ing state structures (Interview 2 2013; Interview 5 2013), which are necessary to
help ensure the integrity of the entire supply-chain from beginning to end and
prevent corruption along the way (Interview 6 2013). Obviously it is much harder

23 This is also one major reason why some of the experts think the FT/FM standard cannot be
implemented in Sub-Saharan Africa in its current form (Interview 7 2013).
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to comply with these conditions in the presence of armed conflict, thus certifica-
tion can succeed much more easily in times of peace.

From an economic standpoint, the key issue to consider is the nation’s trade
and export laws. Particularly under the FT/FM standard, producers must be able
to sell their ore directly to customers outside of the country. In some countries,
the state or a national bank holds a monopoly on gold exports, making it impos-
sible to build up an alternative supply-chain such as the Fairtrade system (Inter-
view 3 2013).

While much of the certification process takes place in and is dependent on the
situation in the home country of producers, there are also economic prerequi-
sites in the target market. More specifically, there has to be a demand for certi-
fied products. In the case of tin, tantalite and tungsten, the three metals certified
by the CTC scheme, demand was essentially created through the introduction
of the Dodd-Frank Act and its Section 1502, requiring proof of conflict-free
origin. Nevertheless, most companies in industrialized countries seem to pur-
chase certified resources only insofar as they are obligated to do so by law and
fail to see themselves as obligated to advocate for an improvement of condi-
tions in the ASM sector beyond fulfilling their legal duties (Interview 2 2013).
However, the story is quite different for FT/FM gold. To date, a little over a year
after the first mines were certified, demand is still a significant problem. While it
was obvious that the market would not boom overnight, interest in the purchase
of certified gold is much lower than was originally expected (Interview 3 2013).
Retailers have found that certification is not a primary criterion for most custom-
ers (Interview 1 2013; Interview 6 2013) and moreover, that the price difference
between FT/FM and conventional gold is significant enough to act as a deter-
rent to the purchase for anyone who is not absolutely set on purchasing certified
gold (Interview 6 2013; Interview 7 2013). Consequently, while three major UK
retailers were willing to introduce FT/FM gold to their collections as a trial, all
three stores failed in this endeavor and abandoned the experiment after only six
months (Interview 6 2013). Among those experts familiar with the FT/FM stand-
ard, there was universal agreement that the FLO has not yet done enough to
market its newest addition to the Fairtrade system — whether in terms of adver-
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tising campaigns or in introducing the certification label to more target coun-
tries24 (Interview 1 2013; Interview 3 2013; Interview 6 2013; Interview 7 2013).

Related to marketing is the issue of complexity. One retailer emphasized that it
is quite difficult to convey to people the meaning of certified gold, especially be-
cause there are multiple standards on the market (Interview 1 2013). On the
same note, both retailers stressed the importance of keeping certified gold pure.
There had been discussions during ARM’s review of the FT/FM standard about
whether to introduce mass balancing, where the label would certify that a cer-
tain percentage of the gold had been produced fairly, but not necessarily all of
it. This proposal was met with outrage and a petition against its implementation
initiated by the organizations Ethical Metalsmiths, Fair Jewelry Action USA, and
Fair Jewellery Action UK and signed by jewelers around the world (Interview 1
2013). In its Review of the first Round of Consultation, ARM described this is-
sue as being “the most commented on with many expressing concern” (ARM
2013D).

7.1.4 Appropriateness of Certification Requirements

Experts were asked what percentage of small-scale miners they thought could
currently meet the requirements of the major standards. In response to this
guestion, everyone agreed that the answer is different for South America than
for Sub-Saharan Africa and furthermore, that a distinction must be drawn be-
tween different standards. With regards to Certified Trading Chains, most of the
pilot mines in Rwanda were able to meet the requirements a year after the initial
audit and with the support provided through the program. However, both the
level of detail in the initial audit and the amount of support given during the pilot
phase were greater than they would be during the regular application of the
standard. Moreover, even under the conditions of the pilot phase, most of the
other 3000 small-scale mines in Rwanda and the DRC would not be able to
meet the requirements to become CTC-certified (Interview 2 2013; Interview 4
2013). The lower-level RCM standard may be a somewhat more realistic goal,
though anything even close to universal compliance is highly unlikely.

24 As of this writing, FT/FM gold is only commercially available in the UK and the Netherlands,
though there is an individual who imports certified gold from the UK to Germany by special
order from German jewelers (Interview 1 2013; Interview 3 2013).
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All experts — even including the ARM Standards Coordinator — agree that the
FT/FM standard is currently accessible only to “the top of the pyramid,” encom-
passing a very small percentage of small-scale miners (Interview 3 2013). At
least in the eyes of ARM, this is clearly a point of significant concern. In the
short-term, a scoping study ordered by the organization showed that approxi-
mately 20-30 ASM organizations in Peru, Colombia and Bolivia could reach cer-
tification within the next one to three years, provided they receive enough assis-
tance from Producer Support Organizations during that time. As a more long-
term goal, the FLO and ARM hope to supply 5% (ca. 200 tons) of the global
jewelry production with FT/FM gold within the next twenty years. This would
require certifying approximately 30% of small-scale gold miners world-wide, a
goal that seems unrealistically optimistic given the standard’s experiences thus
far (Interview 3 2013).

All of this then raises the question of whether the requirements of these certifi-
cation standards can be considered to be reasonable. This is the first major
point where opinions differ. On the one hand, there are those experts who feel
that the standards are simply “ridiculous, out-of-touch with reality,” allowing only
a very small group of miners — and arguably those who need it the least — to
reach certification (Interview 7 2013). “[T]hose standards were developed on the
back of a very unique set of operations in Latin America” and will only lead to
elite capture when implemented as they stand now (Interview 7 2013). Accord-
ing to one expert, it is only due to the “laziness of development” that the FT/FM
standard is based on a setup that is already working, even though this is a thor-
oughly inappropriate foundation for a more universal standard (Interview 7
2013). ARM itself considers the complexity of its standards a sore spot and in-
ternal discussions are ongoing about possible alternatives (see section 8 for
more detail) (Interview 3 2013). The BGR, having somewhat less of a develop-
ment focus, is generally more concerned with providing companies with a relia-
ble source of conflict-free and sustainable natural resources and less so about
the accessibility of its standards to small-scale miners (Interview 2 2013).

On the other hand, from the point of view of retailers, it is only by setting the
benchmark very high that certifiers can prevent a devaluation of their standards
(Interview 1 2013; Interview 6 2013). Given that the reputation of a certification
standard is its single most valuable asset, this is an important perspective to
consider, especially in the case of FT/FM, whose standing also has an impact
on all other Fairtrade certified goods. Ultimately, there is a conflict between
making standards accessible — for the sake of driving forward development in
the ASM sector and reaching a larger number of miners — and keeping the re-
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qguirements high in order to reserve certification for those who have truly made
significant progress in improving the conditions of their operation.

7.1.5 Is certification an effective approach to development and/or
poverty-reduction?

During this entire discussion, it is important to keep in mind what certification
can and cannot do: it is unrealistic to think that it could, for example, single-
handedly end the conflict in the Democratic Republic of the Congo (Interview 2
2013) or suddenly conjure up a set of utopian conditions that simply do not exist
(Interview 4 2013). To expect these accomplishments of any standard is to
doom it to failure before it has even begun being implemented. Consequently, in
spite of the many problems that were discussed during the interviews, experts
were asked whether they would consider certification an effective approach to
development and/or poverty-reduction. Of the five interviewees who responded
to this question, one tended towards no and the other four gave conditional an-
swers of yes.

In the case of the negative answer, there were two general objections to using
certification as a concerted development approach. First, the expert considered
it to simply be inefficient as such (Interview 4 2013). Implementing a certification
scheme requires a tremendous amount of work, from establishing the criteria
that need to be met to performing ongoing and annually repeated audits. Given
this much effort, the result in terms of development success is not high enough
to justify the investment. Furthermore, there was concern that the focus on
meeting certification requirements right now might overshadow the need for
more fundamental efforts (Interview 4 2013), like working towards legalization in
all countries or developing more environmentally sound methods of production,
which are necessary in order for certification to become a realistic option for the
ASM sector.

The other four experts all agreed that it is an approach to development, though
perhaps not the best or most efficient (Interview 5 2013). One argued that it can
aid other development efforts by improving organization and income and fur-
thering in-country processing steps, thereby enabling other forms of progress to
take place more easily (Interview 2 2013). A similar opinion was voiced by an-
other expert, who felt that it can serve to complement other projects and particu-
larly fill in the financial gap left by reduced official development assistance
(ODA) contributions (Interview 3 2013). Certification can also help bring atten-
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tion to where problems lie so that they can be addressed (Interview 2 2013).
Some standards, particularly FT/FM, make a significant effort to include small-
scale miners in decision-making and standard design, treating them not only as
one stakeholder group, but the primary stakeholders. Consequently, the system
is a less paternalistic approach to development than more traditional projects
and can thereby further empowerment in the ASM sector (Interview 3 2013).
Nevertheless, according to several experts, there also have to be clear incen-
tives — financial or in-kind, for example in the form of trainings and capacity
building — in order for certification to contribute towards improvements in small-
scale mining (Interview 3 2013; Interview 6 2013).

7.2 Theory-based Evaluation of Current Status

The central question that has guided this paper from the beginning is whether
certification as a mechanism is suitable to the development of the artisanal and
small-scale mining sector. To this end, Chapter 6 described in detail the theoret-
ical foundations of certification systems and Section 7.1 provided an in-depth
look at the current status of certification in the ASM sector based on seven ex-
pert interviews. This section will now combine those insights by evaluating the
progress that has been made in the sector to date.

7.2.1 Private Governance Theory

Figure 5 indicated how the mechanisms of Private Governance Theory and
Principal-Agent Theory are manifested in certification. In the case of the former
theory, there are three separate functions described by Pattberg: the regulative
function, the integrative function, and the cognitive/discursive function. The cer-
tification standards in the ASM sector certainly fulfill the first of these three
tasks: every standard creates a set of rules that must be followed in order for
miners to be certified. In contemplating the impact of this function, Pattberg had
stated that “[p]Jossible effects include changes in markets and economic incen-
tive structures, environmental improvements or deterioration and impacts on
social parameters such as working conditions and labour rights” (Pattberg 2006,
582). A change in incentives certainly takes place with the FT/FM standard,
which attracts miners’ attention with the payment of a Fairtrade and Green
Premium, depending on their level of compliance. The CTC standard offers less
obvious rewards by guaranteeing fair market-based prices, but no premium.
However, given the impact of the Dodd-Frank Act on the ASM sector in the
Great Lakes Region, CTC and the related RCM may provide the only way for
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miners to continue earning a living through small-scale mining and thus certifi-
cation indirectly provides a very significant incentive. Insofar as standards elimi-
nate middlemen from the supply-chain and thus institute a completely separate
alternative trade route for ore, the structure and dynamics of the natural re-
source market change significantly, impacting far more than just the sale of gold
or other ASM metals. As explained above, the middlemen often serve functions
other than that of go-between and so far it is unclear how their removal from the
system would be compensated. Certainly, it is unrealistic to expect that those
governments that have failed to provide essential services like credit and insur-
ance to miners in the past would suddenly start to do so just because mines
have now been certified. Nor do these tasks fall within the purview of certifiers,
who moreover simply do not have the capacities to cover these needs. Thus,
while certification complies with its regulative function of rule-setting, compli-
ance with these rules can create new problems that do not yet have an easy
solution.

In terms of the improvement of environmental and social conditions through cer-
tification, it has to be noted that this expectation is somewhat tautological: min-
ers can only be certified if they succeed in improving these conditions,25 which
means that becoming certified automatically implies that the environmental and
social conditions are better than they were before.

While certification standards in the ASM sector clearly fulfill the regulative func-
tion described by Pattberg, it became clear from the interviews that only a tiny
fraction of artisanal miners are currently able to meet the requirements. The
guestion must therefore be posed whether it is reasonable to create standards
that are so high as to be unreachable for the majority of the possible partici-
pants. Opinions vary, though it is worth noting from a theoretical perspective
that the mere creation of rules does not automatically lead to an improvement.

Looking at the integrative function of certification, examples can be found where
both aspects of it have been fulfilled. For example, the FT/FM standard incorpo-
rates definitions of child labor and other working conditions furnished by the
ILO; the Green Premium section will comply with the UN’s mercury ban (the
Minamata Convention) once it is implemented (“Minamata Convention Agreed
by Nations - UNEP” 2013). This is an example of how certification can create
“functional spaces wherein [international regulations] become enforceable”

25 Following the assumption that some of the mines in question did not meet those standards
already, given that if they all did, the entire discussion would be moot.
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when otherwise they often are not (Pattberg 2006, 590). The reverse effect,
where nations adopt rules found in certification as their own national regulation
has taken place in Rwanda, which has made compliance with the ICGLR’s Re-
gional Certification Mechanism mandatory for the ASM sector — though fulfill-
ment of this requirement is far from universal to date (Interview 2 2013).

Another interpretation of the integrative function might be the achievement of
legalization of ASM in those countries where the sector is still officially unau-
thorized. One means towards reaching this goal is through political representa-
tion and lobbying of the interests of small-scale miners on an international level,
a task that the ARM already considers one of its priorities (Interview 3 2013).

When considering the degree to which current certification programs have ful-
filled the cognitive/discursive function, it is important to bear in mind how little
time has passed since the implementation of these standards. Given the small
number of mines that have been certified to date, it is clear that the network
created by ASM certification systems is nowhere near the size or functionality of
the network created by the Forest Stewardship Council which Pattberg had ana-
lyzed. On the other hand, at least the FT/FM standard has led to some connec-
tivity between ASM miners through its first review of standards. As part of this
process, ARM organized a series of workshops throughout 2012 which included
representatives from ASM organizations, NGOs, jewelers’ organizations, and a
number of ASM experts (ARM 2013a). While the CTC approach does not seem
to have linked any miners with each other, it did connect a number of organiza-
tions: the ICGLR’s Regional Certification Mechanism will incorporate aspects of
the BGR’s CTC and iTSCi’s ITRI. If the RCM is implemented in member states
other than Rwanda, some of the countries may be able to learn from their
neighbors’ experiences.

To expand Pattberg’s analysis a little further, one could also argue that it is part
of the discursive function of certification to raise awareness among consumers
of the problems the standard is trying to address. The BGR considers the mobi-
lization of resources and the generation of more input from the industry side as
key aspects of its certification program (Interview 2 2013). As was already dis-
cussed above, the FLO — in charge of marketing and awareness-raising in its
partnership with the ARM — is seen from the outside as having fallen behind too
far in its work with regards to the FT/FM standard (Interview 3 2013; Interview 6
2013). Since the model of certification relies on consumers’ purchasing deci-
sions as its driving force, this is a serious short-coming of that particular pro-
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gram. Without addressing this problem, the standard will likely fail in its endeav-
or.

7.2.2 Property Rights Theory

Sections 6.2.1, 7.1.2, and 7.1.3 made the value of private property to the ASM
sector and its certification quite clear. While the legal status of ASM is not the
direct responsibility of certifying organizations, their efforts will be seriously
hampered as long as small-scale miners cannot or do not carry out their work
legally. Many of the interviews highlighted that there is a long way to go on this
front and that it has to be on top of the list of priorities. The reports from those
South American miners that have already been certified, who stated that they
have enjoyed an increase in prestige both in their social and governmental in-
teractions as a result, provides hope that an increase in certified mines will also
bring about an increase in the willingness of governments to view ASM as a
profitable livelihood opportunity for their citizens. However, it will likely take
many more certifications than are currently in place to make this change possi-
ble.

7.2.3 Principal-Agent Theory

Principal-Agent Theory provides solutions to mitigate the uncertainty that arises
as a result of the information asymmetry between principals and agents in a
transaction. As already described in detail in Section 6.2.2, there are two sets of
principal-agent pairings in the case of ASM certifications: certifying organiza-
tion/ASM organization and buyer/seller. In the first pairing, there were three
ways to deal with the potential ex-post problems of the transaction: monitoring,
reporting and incentive-setting. It is unclear whether there is a reporting mecha-
nism in the certified trading chains system, but other than that both certification
systems made use of all possible solutions. Both schemes involve regular au-
dits, generally once per year, which serve the function of monitoring the compli-
ance of ASM organizations with the certifying standards. In the case of the
CTC, the ICGLR is still in the process of hiring an Independent Mineral Chain
Auditor (IMCA), whose function will be to provide additional audits in all of the
countries that employ the RCM, so as to monitor not only the compliance of the
mines, but also that of the individual national certifying boards (Interview 1
2013). With regards to FT/FM, some miners raised concerns at the workshops
in 2012 that the auditors from FLO-CERT may not be familiar enough with the
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dynamics of the ASM sector (Interview 3 2013), although others specifically
complemented the outstanding job they have done to date (Interview 6 2013).

The FT/FM system also stipulates that all ASM organizations have to keep
regular records about their employees, their finances and other aspects of their
everyday work. These records are among the elements that are inspected dur-
ing audits and thus can be regarded as a type of reporting mechanism that
happens on a more regular basis throughout the year. Thus, monitoring and
reporting complement each other: while direct monitoring by an auditor may be
more ‘reliable,” in the sense that the auditor is an independent outsider who is
expected to conduct an objective inspection, it happens only very infrequently.
Reporting, on the other hand, is more at risk of being exaggerated or falsified,
but in turn takes place continuously.

Since the role of incentives in the two systems has already been discussed in
Section 7.2.1, it will not be repeated here except to say that both CTC and
FT/FM certification employ incentives, albeit to somewhat different degrees.

While the transactions that have been evaluated so far have all taken place at
the very beginning (producer end) of the supply-chain, the ex-ante problems are
instead located at the other end of the chain, in the sale of the good to a cus-
tomer.26 Screening and signaling, the two options for resolving the ex-ante
problems, happen simultaneously when it comes to certification and simply de-
scribe the process from two separate points of view. The customer screens
products for their credence quality — in this case the conditions under which the
metal was extracted from the ground — based on the presence of a label on a
product. The seller, on the other hand, uses the same label to signal this infor-
mation to the customer.

Since low demand is still a significant problem, particularly for certified gold,
there was quite a bit of discussion during the interviews regarding this end of
the supply chain. On the one hand, a number of experts pointed out that many
customers — insofar as credence quality is even relevant to them — are easily
satisfied. If they see a label on a product, they often do not bother to ask what
exactly is being certified (Interview 1 2013; Interview 7 2013). This can at times
lead to exploitation of the consumers’ naiveté:

26 For the sake of simplicity, only the final sale of a product to the end-consumer will be con-
sidered here, although every other sale along the supply chain between supplier and pur-
chaser can be analyzed in the same way.
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“If we can purchase something that’s fairly reasonably priced, that’s helped
a family get out of poverty, we will do that. We will make that purchase. But
as companies and organizations, we know that that's the way that consum-
ers think and [...] we'll just [...] do the bare minimum and know that the
consumer is satisfied. And this is where the stupid part comes in: the con-
sumer rarely questions what he or she is buying" (Interview 7 2013).

On the other hand, at times it was precisely the same experts who stated that
the great plurality of different labels and standards which all employ similar ter-
minology, but certify different conditions or approaches, makes it difficult for
both producers and consumers to keep an overview in the ‘jungle’ of available
standards. A similar argument inspired the strong objection of several jewelry
organization to the proposal of mass balancing FT/FM gold: how does one ex-
plain to a customer that 30% of their wedding ring was produced under socially
and environmentally acceptable conditions, whereas the remaining 70% may
very well have involved environmental pollution, child labor or the payment of no
more than starvation wages (Interview 1 2013; Interview 6 2013; Interview 7
2013)?

7.2.4 Transaction Cost Theory

Since the application of Transaction Cost Theory to certification in the ASM sec-
tor was already analyzed in great detail in Section 6.2.3, it will not be repeated
here. Suffice it to say that by signaling to a buyer (in this case a retailer pur-
chasing gold or one of the 3T metals) that a particular quantity of that metal
meets certain standards, transaction costs are significantly reduced, whether on
the market or in the context of a hybrid contract. However, because demand for
certified gold is still quite low and the frequency of transactions is difficult to
predict, the commitment of a hybrid contract is not attractive enough yet to most
retailers. As a result, most FT/FM gold continues to be sold through regular
competition processes on the free market.

Given the political situation in the Great Lakes Region and the conflict-free re-
quirements of the Dodd-Frank Act, companies have little choice but to either
purchase certified metal or acquire their resources from somewhere outside of
that region. This of course changes the dynamics of the entire market and
makes certification less of a unique selling point and more of a necessity for
(legal) sales. Consequently, there is likely to be little incentive for retailers to
create hybrid governance contracts with specific producers: if metals from the
Great Lakes Region are too expensive, they can simply look for resources from
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other parts of the world on the open market which are automatically considered
to be conflict-free.

7.3 Evaluation of hypotheses

While all of the interviewed experts rely on different sets of experiences and, at
times, expressed opinions that stood in stark contrast to each other, when taken
as a whole, their views seem to confirm all three hypotheses set at the begin-
ning of this project to a large degree.

Hypothesis 1:

Unless the certification process is coupled with other development measures,
as well as an appropriate institutional environment, only a small subset of the
problems from the ASM-sector can be resolved by it.

Hypothesis 2a:

With regards to the first steps of development, certification schemes simply con-
firm that development has already taken place and problems have been re-
solved, rather than actually leading to development.

Since these two hypotheses are very closely linked to each other, they will be
discussed together here. To begin analyzing their validity, it is first and foremost
important to distinguish between a certification scheme which leads to devel-
opment and a scheme which certifies development. Those responsible for the
CTC system do not see its primary goal as that of development; rather, they
hope that certification may lead to an improvement of conditions as one of a
number of effects.

Consequently, this section will focus its attention primarily on the Fairtrade and
Fairmined Standard, which exemplifies the theory described in Hypothesis 2a:
by the time all the necessary requirements have been fulfilled and certification
has been reached, a significant amount of development has already taken
place. But looking at the working mechanisms of certification that were analyzed
in Section 7.2 (Private Governance Theory, Property Rights Theory, Principal-
Agent Theory and Transaction Cost Theory), none of those instruments intrinsi-
cally lead to development or the improvement of political, environmental and
social conditions.

This is a distinction that is rarely made explicit. On the Fairtrade website, for
example, the FT/FM standard is described as follows:
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Jewellery with the Fairtrade and Fairmined gold stamp is extra special.
Buying it means you know the small-scale and artisanal miners were paid a
fair price, giving them financial security. They also receive an extra amount
of money to invest in building the future of their families and their communi-
ties, through education, medical care or environmental projects (“The
Fairtrade Foundation | Fairtrade” 2013).

While the first statement about the payment of a fair price is true, the second
assertion is not false, but certainly misleading. It seems to suggest that the im-
provement of conditions in ASM communities is being held back solely by a lack
of money. However, just handing people extra money and telling them to devel-
op their communities and address all of their problems with it is simply not good
enough. As stated by one of the experts:

"I don’t think if you [...] get these guys a better price [...] things would nec-
essarily improve. There’s so much more that needs to be done in terms of
improving standards of living [...] in this sector. We assume too many
things in development. We assume trickle-down and when we implement
these big projects we assume that the industries we finance the develop-
ment of will catalyze the growth of other industries, [but] there’s too many
assumptions being made and we can’t make the same mistake that if we
give [miners] a better price for their gold, then that will lead to more produc-
tive spending [, ...] you have to have [...] other things in place as well” (In-
terview 7 2013).

This is not to say that the FT/FM scheme cannot lead to development. While the
need for additional support will be addressed in greater detail under Hypothesis
3, the standard is designed to aid ASM communities in their development
through cooperation with Producer Support Organizations. Rather, the point that
should be emphasized here is one of a more theoretical nature: as soon as cer-
tification schemes do more than signal, monitor, incentivize, regulate, and lead
to the formation of networks,27 they’re not just certification schemes anymore,
but rather development projects that include a certification component.

In regards to the remaining points of the two hypotheses, all experts seemed to
agree on the importance of an appropriate institutional environment for the suc-
cess of certification programs. They particularly highlighted the need for gov-
ernment support, the legalization of ASM and trade laws that enable individuals
or organizations to freely export gold.

27  See Principal-Agent Theory (Section 6.2.2) and Private Governance Theory (Section 6.1).
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As for the small subset of problems that could be solved by certification without
it being coupled with development measures, there are two lines of arguments
that show that not even these can be solved at present, making this part of the
hypothesis false. First, if miners are unable to reach certification, which is cur-
rently the case for the overwhelming majority of artisanal and small-scale
mines, certification cannot be said to resolve any of their problems. Secondly,
there are a number of problems that should in fact be addressed by certification
directly. Particularly key examples are market access and the receipt of fair
world-market-based prices. Here, it must be noted that FT/FM certification
achieves these insofar as miners are able to sell their gold under FT/FM terms.
However, it appears that many of the mining organizations that are currently
certified by the standard have still been forced to sell the majority of their gold
under conventional terms, since demand for certified gold is simply too low. The
largest Fairtrade Jeweler in the UK, CRED Jewellery,28 has purchased a total of
20kg of certified gold from the five FT/FM mines over the course of two years,
whereas there is over 100kg of certified gold available per month (Interview 6
2013). Consequently, certification will only be able to resolve market-related
problems if demand among consumers in developed countries rises significant-
ly. To summarize, Hypothesis 1 is mostly valid, though it is questionable to what
degree certification mechanisms can resolve problems if they are not connected
to some type of development effort. Hypothesis 2a holds true.

Hypothesis 2b:

At more advanced stages, certification can contribute to development and make
that which has already taken place more sustainable.

Due to the fact that certification schemes in the ASM sector are still so young
and mines at more advanced stages of development are hard to find, it is diffi-
cult to judge the validity of this hypothesis on anything but a theoretical level.
From that perspective, it can be said that if demand is high enough that mines
are actually able to sell their ore under the terms of FT/FM, it is likely that the
advancements that were made to become certified will be sustained. Given the
higher income of the FT Premium, there is a significant incentive for miners to
retain certification, and once the necessary improvements have been made, it is

28 According to the owner of CRED, there are 51 FT/FM retailer licensees in the UK. His
company sells 65% of FT/FM gold, whereas the remaining 50 licensees sell 35% (Interview
6 2013).
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far easier to maintain those standards than it will have been to reach them ini-
tially.

Whether certification can contribute to further development is, again, a question
of how the additional money is spent. However, as was noted earlier, miners
have also experienced an increase in prestige, and it is probable that both indi-
vidual mines or miners and the sector as a whole would benefit from an im-
proved reputation.

Hypothesis 3:

Certification schemes can only lead to a change in behavior if the requirements
are realistically achievable in a foreseeable future for those who do not yet meet
them. Thus, it is essential to have an extensive support system to help produc-
ers who are not yet certified reach levels of development necessary to become
certified.

This hypothesis can more easily be verified. If certification schemes only certify
those people who already meet a certain set of criteria, they do not lead to a
change in behavior. In order to incentivize such a change — and with it devel-
opment — the requirements need to be formulated in such a way as to be feasi-
ble for those who do not yet meet them. What does it mean in this context for
requirements to be ‘realistically achievable in a foreseeable future’? First, what
is being asked of small-scale miners should be culturally appropriate and appli-
cable to their local conditions. This means, for example, that the elimination of
child labor may need to be differentiated a bit further for Sub-Saharan Africa
(Interview 7 2013). Does asking children to get water or cook food for miners
qualify as child labor just as much as requiring them to squeeze through tight
openings at the end of a long mining shaft? Perhaps not, especially considering
the context that, without their help, parents may not be able to earn enough
money to provide food for their children, or that ‘AIDS orphans’ may end up on
the street if they are not allowed to participate in any way in ASM. Certainly,
there need to be tighter safety standards and minimum age requirements for
specific activities, but simply imposing the ILO’s child labor definitions and re-
quirements onto the ASM sector in Sub-Saharan Africa without any type of ad-
aptation may not be doing children a favor (International Labour Organization
(ILO) 2005).

Second, the foreseeable future for artisanal miners, some of whom have to ask
themselves on a daily basis where their next meal will come from, is much
shorter than it might be for a large corporation. Anything over a maximum of
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one or two years is likely to fall outside of that range, whereby shorter time hori-
zons that can be measured in months are preferable. The first half of Hypothe-
sis 3 thus appears to be true.

As regards the second half of the hypothesis, it is well supported by the experi-
ences detailed above — particularly in Sections 7.1.2 and 7.1.4. Given the level
of expectations of the standard and the difficulties miners have in meeting them,
the support that is currently being provided seems inadequate. ARM’s website
states that “[b]y building the capacity of local NGO’s and other support organi-
sations through training of trainers programs, ARM seeks to ensure that miners
wanting to enter the certification system can find local support, and that the
standards are inclusive and context sensitive” (ARM 2010). However, when
asked about the role of Producer Support Organizations, ARM’s representative
explained that these are generally local organizations that are interested in and
willing to provide support to small-scale miners in achieving certification (Inter-
view 3 2013). But there is no concrete plan for how this work is financed — ARM
tries to raise money wherever possible, but their resources are limited and the
Producer Support Organizations seem mostly to be left to their own devices as
far as financing is concerned (Interview 3 2013). Moreover, if no local organiza-
tion is interested, the role of Producer Support Organization simply remains un-
filled. This cannot be considered a sustainable model of development.
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8 Recommendations

It is clear that there is a long way to go before all of the problems that accom-
pany certification in the ASM sector have been resolved. In this section, | offer a
few recommendations based on the information gathered through both my liter-
ature review and the interviews with experts in the field of ASM.

There are a number of issues that are beyond the control of both small-scale
miners and certifying organizations — the most obvious example is the threat
and disruption of armed conflict in mining countries, especially in the DRC.
However, this does not mean that they are simply powerless. There are a few
problems that can at the very least be influenced, if not resolved, by their ef-
forts. Some are internal, meaning that they pertain to the standard and its im-
plementation, whereas others are external, involving interactions outside the
realm of the standard. The two most important internal recommendations are
the creation of a progressive certification system and the provision of signifi-
cantly more support to small-scale miners in the process of fulfilling the neces-
sary requirements.

While there are some concerns that the confusion ensuing both among produc-
ers and consumers as a result of adding yet another standard to the mix would
cause more harm than good (Interview 1 2013; Interview 6 2013), | believe it is
essential that certification become available to a larger subset of artisanal and
small-scale miners. Only by including more ASM organizations is it possible to
maximize the benefits available from certification. For example, it was evident
from the interviews that the low demand for certified gold is a big problem.
However, if certifiers now start a large-scale marketing campaign — more on this
recommendation later on — and successfully raise demand, they also need to be
able to quickly increase supply. With a total of nine mines around the world cur-
rently enjoying certification (counting only those mines that carry a FT/FM or
CTC label), it will be impossible to service the much higher demand that could
result from a successful awareness-raising and advertising campaign.

From a less commercial perspective, the idea behind certification — at least the
type provided by ARM and the FLO — is to improve the living standards of small-
scale miners. But if all of those who suffer from the worst conditions are left out
of certification because they cannot meet the standards, this goal cannot be
achieved. | would therefore like to recommend a solution that is already being
discussed internally by the Alliance for Responsible Mining: creating a second,
parallel standard to the current FT/FM standard that acts as a feeder system for
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the actual FT/FM certification (Interview 3 2013). This parallel standard would
feature multiple stages with progressively more advanced requirements, the
highest level of which would qualify miners to become certified under the FT/FM
standard. Options for incentivizing the progress through this feeder standard
include in-kind donations or greater access to training, capacity building, etc.
The financial rewards in form of the FT Premium would continue to be reserved
for those miners who reach full FT/FM certification, thus providing a significant
incentive for them to continue all the way through the entire process. Which re-
quirements would be appropriate for each stage, how long miners have to move
on to the next stage and other such details would need to be adjusted to the
local context. This would also allow for the standards to be more appropriate to
the varying geography of ASM landscapes and prevent, as was lamented by
one expert, the situation where “almost by default, the systems that don’t need
any help or support become the standard” (Interview 7 2013). To address the
marketing concerns associated with the introduction of yet another different
standard, it would be advisable for FT/FM to consider markets other than that of
jewelry. Producers of many electronic goods or the financial industry also have
a considerable demand for gold and would likely struggle less with a complex
certification system than a customer for whom the purchase of a piece of jewel-
ry is a one-time event.

A key prerequisite for miners to succeed in either of these systems is that they
receive more support. While there may be some small-scale miners who al-
ready work under ‘almost acceptable’ conditions and only have a short way to
go, a large number of artisanal miners work in truly horrendous situations and
are a very long way off from meeting even a single one of the requirements of
the CTC or FT/FM certificate. It is unrealistic to demand that these individuals
make all of the necessary changes to meet the legal, labor, social, organiza-
tional, and environmental expectations by themselves. To truly make a differ-
ence in this sector, a reliable, long-term source of financing is necessary that
can cover the costs of advising and guiding artisanal miners from the first deci-
sion to embark on the path towards certification to the formation of democratic
organizations, legalization and the acquisition of mining licenses, to improving
social and environmental working conditions.

Accepting that small-scale miners are in need of help to improve their standard
of living requires understanding that they are not, in fact, doing this voluntarily.
As was said at the beginning of this paper, ASM is a poverty-driven activity.
Those that work in this industry on a long-term or permanent basis do so be-
cause they see no other alternative to feed themselves and their families. In
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terms of recommendations on an external level, this means that governments in
mining countries need to finally learn to see this sector as one that can generate
income and job opportunities and thereby make a substantial contribution to the
development of their country. But in order for this equation to work out, small-
scale miners must be able to work legally — which also implies being allowed to
pay taxes — and have access to the land that is mineral-rich but will not be
mined by large-scale mining corporations. From the point of view of the certify-
ing organizations, this means increasing their lobbying activities and continu-
ously engaging government officials and representatives from the LSM sector in
dialogue to work out acceptable compromises for the ASM sector which involve
the “appropriate distribution of land resources or [the] distribution of appropri-
ate land resources” (Interview 7 2013).

The final external recommendation, already touched on earlier, is that marketing
and awareness-raising in target markets need to increase. Neither the BGR nor
the ICGLR have any visible advertising for their standards to this point. ARM
and the FLO have some available materials, particularly over their websites, but
these only reach those people who consciously search for information about
ethically sourced gold. But it is the population at large, those people who do not
automatically think about where their consumer goods come from, who need to
become aware of the fact that there is a problem and an available solution.

Finally, it is important to remember why resources are being certified in the first
place: it is not, in fact, to make the lives of consumers easier, but to improve the
conditions of production in the countries of origin. Which is why, as was noted
by one expert, ASM certification "needs good stories. It needs good examples
of how it has worked in order to [...] pick up critical momentum to make it some-
thing which [...] stays” (Interview 5 2013). ASM needs to finally become visible,
not only where it takes place, but all over the world.
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Annex 1. ASM Problems by Category

Governance among producers

Governance (government) X

Conflict X

Mining offices often understaffed, too little
money, too few offices/offices too far away

Costs, bureaucracy, corruption, time delays
for getting license not worthwhile for small- X
scale mining

Dependence on middlemen for credit, mer-
cur

Probability of sanctioning often very low X

Land title issues - no farm land due to LSM

Land title issues - no ASM land available due
to LSM concessions

Insecurity of tenure

Mining regulations for ASM often the same
as for LSM and thus inappropriate

S
ate’s!

06
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Below-market prices

Supply-chain transparency X

Transport/Market access

Smuggling X

Sudden increase in prices

Agricultural collapse

No access to credit

X[ X | XX

Mining as seasonal activity, supplement to
income

Child labor

Migration

Marginalization

Silicosis (exposure to dust)

Mercury/other chem.

Noise & vibration

Poor Ventilation

Over-exertion, inadequate work space, inap-
propriate equipment

No safety equipment

X | X [ X|X

ASM mine audits carried out by question-
naires rather than site visits

Lack of adequate sanitation infrastructure
(sewage)

No clean water

Lacking access to care

Prostitution

Spread of HIV/AIDS
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Domestic violence (due to mercury expo-
sure)

No separation between home and work place

Water Pollution

Excess use of chemicals

Z6
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