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This paper is part of the ILO Lab ‘Business Models for Decent Work’ initiative. It is the first
in a series of case studies that seeks to generate new knowledge around a central research
question: How can a market systems lens be used by lead firms to improve supply chain
sustainability?

Lead firms are buyers who exercise power by coordinating production vis-a-vis suppliers.
By definition, lead firms have direct contractual relationships with Tier 1 suppliers, but not
with the many sub-tier suppliers below them, many of which are micro, small and medium
enterprises (MSMEs). Globally, MSMEs are a key driver of social and economic develop-
ment, making up 90% of worldwide businesses and employing two-thirds of the global
workforce.! However, this segment of companies is where the worst working conditions are
often found: In hidden, hard-to-reach MSME suppliers who also present a business conti-
nuity challenge. Research shows more than a third of all supply chain disruptions are the
result of problems with indirect suppliers.?

This case study on the multi-national mining company, PanAust Limited (PanAust), was
conducted as a joint initiative with the School of Management at RMIT University. The
paper analyses PanAust’s sustainability approach using a Systemic Change Framework in
order to understand the company’s effects on its stakeholders, particularly MSMEs.

1. SMEs and decent and productive employment creation, ILO 2015. Estimates range from 80-95% depending on the region.
2. https://www.cips.org/supply-management/news/201 1/november/beware-of-risk-at-lower-tier-suppliers/



1. INTRODUCTION

Modern corporate supply chains are com- g -W =

plex. The process of transforming raw ma- |
terials into a finished product involves many -
steps, specialisations and often spans a
number of countries. When a company’s
operations run to thousands of suppliers
and employees and affects the livelihoods
of countless communities, it presents a
major challenge to ensure sustainable prac-
tices throughout the chain.

Viewing global supply chains through a
market systems lens can offer new per-
spectives on:

® The potential for commercial operations
to make a long-lasting and large-scale
contribution to improving social and en-
vironmental outcomes; and

= The evolving business strategies being
deployed by lead firms, their decision-
making processes, and how embedded
they have become within the fabric of
sourcing countries.

WHAT IS A MARKET SYSTEM?

Systemic problems require systemic solutions. Many of
the issues facing the world today may seem intractable,
but concerted - and increasingly, collective - action can
shift the status quo and bring about concrete social and
business benefits. However, this requires a new approach,
one that moves beyond individual companies to consider
the wider ecosystem in which they exist.

A market system is the inter-connected network of actors
and factors that interact to influence core supply chain per-
formance.® The operating environment is divided in two:

» Supporting functions. A range of context- and sector-
specific functions that inform, support and shape the
quality of supply chain performance; such as infor-
mation, skills, infrastructure, finance and access to
markets.

® Rules and Norms. The legislative and regulatory envi-
ronment, including policies, voluntary standards and so-
cial norms that guide day-to-day attitudes and conduct.

Supporting functions and rules are carried out by a wide
range of organisations, from other businesses to financial
institutions, trade associations, regulators and govern-
ment agencies.

3. ‘Operational Guide to the Making Markets Work for the Poor Approach’,
Volume 2 DFID & SDC. The market systems concept is best summarised in
“New approaches to old problems: Systemic change as a unifying objective”,
Journal of Enterprise Development and Microfinance Vol. 27 No. 1 March
2016

When certain rules or functions do not operate well, a
market system ‘constraint’ is created that reduces the
effectiveness of the system and harms people involved in
the chain. A systemic change takes place when there is a
lasting improvement in one or more constraints.*

Systemic change initiatives are designed to shift business
strategies away from transactional and temporary ‘band
aids’ towards transformational and long-lasting change®.
More than just an analytical lens, a market systems ap-
proach provides a playbook to guide action — a way to both
conceptualise and execute ways to move the needle on
deep-rooted ‘systemic’ issues, helping companies navi-
gate the choppy and changing waters of who to work with
and how to collaborate.

This application of a market systems approach shares
many similarities to the ‘ecosystem of shared value’ con-
cept, as described by Kramer and Pfitzer (2016). Their
Collective Impact movement shows how businesses face
societal conditions that create multiple barriers which are
beyond the control of any single company: Companies
must therefore foster and participate in multi-actor coali-
tions to achieve financial success in a way that also yields
societal benefits.®

Source: Helvetas

Market systems thinking emerged from industry-wide applications of the
value chain approach, which was initially conceived as a way of helping
companies examine all activities they carry out to create value for their
customers, and see how they are connected. To-date, the market systems
approach has mainly been used by international development projects.

6. https://hbr.org/2016/10/the-ecosystem-of-shared-value
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This case study focuses on the mining com-
pany PanAust (see Box 2). It zooms in on
their flagship copper-gold operation, the Phu
Kham mine in the Lao People’s Democratic
Republic (hereafter, Lao PDR).

PanAust’s sustainability initiatives cut across
a broad range of outcome areas, such as:

= Economic development, including upgrad-
ing local suppliers and women'’s economic
empowerment

= Social development, including community
health, girls’ education, infrastructure, en-
terprise development and access to finan-
cial services
Corporate governance
Health and safety
Workforce training and development

China

" Cambodia
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Environmental sustainability is another area of
critical importance for PanAust, but is out-
side the scope of this paper, which focuses
on social impacts.

The aim of this case study, however, is not to
cover any one activity or outcome area: The
detail of these can be found in the compa-
ny’s comprehensive annual Business Review
and Sustainability Report (2018). Rather, it is
to examine how PanAust’s overall approach
to sustainability is being integrated as a core
business strategy, and how this is operation-
alised internally to have an impact on its net-
work of external stakeholders.

A Systemic Change Framework is applied
retrospectively as the lens through which to
analyse the effects of mine operations. Our
focus is on how a subsidiary of a global min-
ing company can lead to lasting changes in
the micro, small and medium enterprise envi-
ronment in a developing country context.

It should also be noted that this case does
not represent the official ILO opinion or in
any way can be seen as an endorsement by
the ILO of PanAust practices.’

The Lab is a global initiative run by the ILO
Enterprises Department and funded by
the Swiss State Secretariat for Economic
Affairs. The Lab (www.ilo.org/thelab) gen-
erates and applies knowledge on how a
market systems approach can be used to
further decent work outcomes.

7. This also profiles the current sustainability strategy of
PanAust and historical actions. It does not take a forward-
looking view as to prospects for sustainability and the future
direction of the company under private ownership. Indeed,
it should also be noted that as of early 2019, many of the
sustainability leads who the researchers directly engaged
with in writing this case had left the company.
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A SNAPSHOT OF PANAUST

PanAust is a mid-tier copper and gold producer in Laos,
with pre-development and exploration assets in Laos,
Myanmar and Papua New Guinea. It is an Australian in-
corporated company that is privately owned by Guangdong
Rising H.K. (Holding) Limited.® The company employs al-
most 4,000 people based in Laos, Papua New Guinea,
Australia, Thailand and Myanmar, with corporate head-
quarters located in Brisbane, Australia. PanAust aims
for a sustainable business model that is based on astute,
responsible growth, and has been recognised for its sus-
tainability and reporting performance at a number of in-
ternational awards.?

In 2018 PanAust saw record production performance at
its Phu Kham Copper-Gold Operation in Laos, where ex-
tractions of copper concentrate increased to over 76,000
tonnes. The company’s turnover that same year was $767
million, resulting in a profit after tax of $74.5 million.

8. Guangdong Rising H.K. (Holding) Limited is a wholly owned subsidiary
of Guangdong Rising Assets Management Co. Ltd (GRAM). GRAM is a
Chinese state-owned company regulated under the State-owned Assets
Supervision and Administration Commission, the People’s Government of
the Guangdong Province in China.

9. https://panaust.com.au/sustainability

STAKEHOLDER THEORY

Stakeholder theory is an approach to business ethics and
strategy which says that companies should be managed
not just for their shareholders, but for wide stakeholder
groups.t® Businesses therefore need to balance share-
holders’ financial interest against the interests of other
stakeholders such as employees, customers and the local
community.

10. http://stakeholdertheory.org/publications/

2. THE GLOBAL MINING
SUPPLY CHAIN

Figure 1 models the simplified steps to turn
copper deposits into end products.!! The
supply chain structure of the mining indus-
try differs greatly from other manufacturing
sectors, making it much harder to differen-
tiate between supply chain ‘tiers. In com-
mercial-scale metal extraction the supply
chain tiers are more integrated, and more
dependent on an array of supporting func-
tions such as infrastructure. PanAust’s Phu
Kham Copper-Gold Operation is managed
by Phu Bia Mining Limited, a Lao registered
company, 90% owned by PanAust with the
Government of Lao PDR owning the remain-
ing 10%. For the sake of this case study,
Phu Bia Mining can be considered as Tier 1
of PanAust’s supply chain.

Unlike global supply chains that rapidly shift
their operations based on a fine sensitivity
to market conditions — such as ‘fast fashion’
business models — mining requires greater
capital expenditure with longer timeframes
for returns on investment, meaning compa-
nies are often more rooted in their areas of
operation.

Inputs Production Transport Processing End market

Mining and Resource Rail on road Smelting and First use
production exploration refining (wire rods, shapes)
equipment Prospecting
Surveying and
mzp;;mg Shipping
! et' Semi production
Labour preparation (strips and tubes)
Ore extraction Final production
Land and concentrate (cables, connectors
motors)

Adapted from the European Copper Institute and the Duke Center on
Globalisation, Governance and Competitiveness

Figure 1: The Copper Supply Chain

11. Gold is a precious metal whereas copper is a base metal,
meaning its associated processing and end-market (sale
and end-use) steps are different.
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3. PANAUST’S STAKEHOLDER NETWORK

Stakeholders are the individuals, groups of
individuals and/or organisations that are
affected by or can affect a company’s ac-
tivities.!? The stake that each of these dif-
ferent individuals or groups has in a particu-
lar aspect of business operations will vary
and may change over time. This underlines
the importance of stakeholder engagement
throughout the lifetime of a mine operation,
which is a key element of responsible busi-
ness standards to which PanAust adheres,
such as the International Council on Min-
ing and Minerals and the IFC Performance
Standards.!3

PanAust seeks to build collaborative and
transparent relationships with key stakehold-
ers. The company holds ongoing dialogue
through informed consultation and partici-
pation with governments and host commu-
nities close to its operations, projects and
activities — which enables PanAust to under-
stand issues and identify opportunities for
those directly and indirectly affected by its
business activities.!* The universe of stake-
holders for the Phu Kham Copper-Gold Op-
eration is mapped in Figure 2, below, show-
ing actors across the layers of core business
(internal to PanAust), extended enterprise
(direct contractual relationships), and the
wider operating environment of interested
parties.!®

Industry
associations

Ministry of
Energy

Competitor
Lane
Xang Minerals

NGOs

Capital market
participants

Media

Ministry of Local landowners
Natural Resources and and host
the Environment communities
Ministry of
Education

Figure 2: PanAust’s network of affected stakeholders

12. AccountAbility

13. IFC: Today, the term “stakeholder engagement” is emerg-
ing as a means of describing a broader, more inclusive,
and continuous process between a company and those
potentially impacted that encompasses a range of activi-
ties and approaches, and spans the entire life of a project

14. https://panaust.com.au/stakeholder-engagement
15. Adapted from James Moore’s ecosystem layers in the
‘Death of Competition’

4. TOWARDS SYSTEMIC CHANGE

The Lab’s Systemic Change Framework is set
out in Figure 3 below. PanAust’s approach
to sustainability was not designed using the
Systemic Change Framework. Indeed, as will
be explained below, the company’s sustaina-
bility strategy is best thought of as emergent:
Being iteratively built and adapted around
the local context, rather than the result of a
particular plan or approach. Nonetheless, the
Framework provides a means of understand-
ing the multiple layers of impact of mine op-
erations on the local stakeholder network and
vice versa. It poses five questions through
which to understand the PanAust business
model and the decision-making behind it:

W
(;\_ev

= What's the opportunity? The potential to
bring business benefits by contributing to
solving social problems.

= Where’s the constraint? Understanding the
market system function or rule that is un-
der-performing.

= Why does the constraint exist? Unpacking
issues with the incentive and/or capacity
of organisations to perform the function
or rule.

= Who will work together to overcome the
constraint? 1dentifying stakeholders who
will be collaborators.

= How will they solve it? Mapping out con-
crete strategies and activities.

DOES THE PROBLEY Exs

4 Market systems nal, 2
Sis

/l\lat:onal

government

7>

Lead firms

Step 1:
Supply chain mapping

Identify suppliers and labour performance
issue, e.g. excessive working hours in
component manufacturers, or reports
Service of child labour in cotton fields Multi-stakeholder

providers

Membership
organisations

Workers and
employers
organisations

initiatives

Civil society

Informal
networks

PROJECT-BASED

Figure 3: The Systemic Change Framework
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1) What's the opportunity?

PanAust follows a long-term value creation
strategy, meaning that social dimensions
are integrated into their business objectives.
Sustainability initiatives are not just imple-
mented to fulfil a corporate social responsi-
bility mandate, but are embedded throughout
core business activities to respond to a com-
plex operating context. Indeed, the company
is incentivized to pursue social and environ-
mental causes mainly because it sees con-
crete business benefits in doing so.

Supplier Development. First, addressing sus-
tainability issues allows PanAust to better
manage the risks associated with mining op-
erations in Laos. Ensuring safety throughout
the site, from facility operations to technical
equipment and maintenance, avoids staff in-
juries and major incidents, which can often
amount to large expenses and massive de-
lays in operations. By reducing the amount of
safety injuries and fatigue incidents, for ex-
ample through training and knowledge build-
ing, the business can be more cost-efficient
and increase its productivity. PanAust has
also worked to extend the safety culture be-
yond core employees into suppliers and con-
tractors. During a quarterly contractor safety
workshop, Phu Bia Mining provides advice for
a day on safety standards and performance
and helps introduce good practices which are
tailored to the respective levels of sophistica-
tion of suppliers.

Local Recruitment. Second, PanAust has set
specific strategic visions that allow the com-
pany to better manage costs over time, as
well as contributing to local human capital
development. In mining operations employ-
ing an expatriate workforce often comes at a
premium due to lack of local talent. PanAust
has deployed a ‘localisation’ strategy to train
the national workforce, enabling the business
to reduce its operating costs by hiring less
expatriates and trading more with local sup-
pliers. This is important as the Phu Kham
Copper-Gold Operation deposits are low
grade, which means that for every ton of ore
extracted, less than 1% contains copper or
gold. Controlling costs is critical to ensuring
a long-term return on investment.

Social Contracts. Third, building mutually
beneficial relationships with government
structures and local communities creates a
social license to operate, while solving real
needs. This was particularly important at
the Phu Kham Copper-Gold Operation as
there are two local villages on the doorstep
of the mine site. From a community per-

spective, PanAust brought a level of fund-
ing and expertise that did not previously ex-
ist in the area. The Company’s Community
Development fund programs, for example,
supports health and education in the villages
surrounding the mine site by building schools
and health clinics. The procurement of local
goods and services, particularly to supply
the large Food and Beverage (F&B) needs of
the mine site, has had a catalytic effect on
demand for local agricultural products and
exposed producers to international quality
standards. Many community-level activities
are planned together with local authorities,
creating a corporate social contract where
PanAust, the government and community
members all have obligations to each other
for long-term community prosperity. From
the company perspective, deepening relation-
ships can avoid the obvious pitfalls of conflict
with local communities that have plagued
other companies’ resource extraction activi-
ties and can contribute directly to the bottom
line - avoiding costs of sourcing goods and
services from sub-quality local suppliers, or
expensive imports in a landlocked country
such as Lao PDR.'®

Brand Asset Management. Lastly, pursuing

16. Shared Value

Human capacity
development

Infrastructure

SOCIETAL NEEDS COMMERCIAL NEEDS

Health and
education system

Safety culture

Figure 4: Spheres of Societal and Commercial Needs

a social objective and thus leaving a legacy

behind can be beneficial for a company’s “ Experience

corporate reputation, both regionally and in the mining industry

worldwide. PanAust used to be a public- tells me that you can’t force a

!isted company beforg it was brought project on a community, they have to be

into private ownership. Under the prepared...you have to make sure they under-
previous ownership in pgrtlcular, stand what’s involved in the project, you have to
the company 's sustainability re- listen to their genuine concerns, and where possi-
pord was critical as recent tre.nds ble, address those concerns so that it’s an acceptable
n ethical and socially regpon5|ble outcome for them. There are examples...where projects
investment mean that |nves.tors have been forced on communities and you never develop
look at the (?ompany’s ‘Environ- the social licence to operate. There is unrest, blockades,
mental, Social and Corporate protests, those sort of things. So...you’re foolish to
Govemance' (ESG) .rgcord beforg ignore the feedback you get from the people who live
|n\./e‘st|ng. Thg policies Phy Bia in that area because at the end of the day our mine
Mining has implemented in Lao development will have a big impact on them

PDR can also be used to promote and you should try and make it a positive

opportunities elsewhere. For example, impact not a negative impact.”
PanAust is trying to increase its chances

of operating in Papua New Guinea, so they
brought relevant stakeholders including the
government of Papua New Guinea up to the
Phu Bia Mining sites to show them how the
company operates.

A company’s motivations to engage stake-
holders may be varied but the key is in find-

PanAust Executive

ing a business imperative to act in a way that
responds to real societal needs — rather than
seeing sustainability-related activities as
purely a cost to be incurred.

This way, businesses can create real value:
Not by having social and commercial objec-
tives side-by-side, but by recognising their
inter-dependence (see Figure 4).
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2) Where are the constraints?

While Lao PDR halved its national poverty
rate over the past decade, it remains one of
the poorest countries in South East Asia with
23% of the population living on less than a
$1.90 a day.!” Economic growth in the coun-
try has been rapid, but poverty reduction
is lagging behind GDP and inequalities are
increasing, in particular between urban and
rural areas.'®

When PanAust operations in Laos first began
in 2008, the situation was very challenging.
One PanAust Executive described start-up as
operating with a ‘blank sheet of paper’. Phu
Kham is located in a remote part of Laos,
which was at the time under security restric-
tions. Living conditions in the local commu-
nities were often poor, with most occupying
small houses built with bamboo and tin roofs.

There was little well-maintained infrastruc-
ture, with the lack of accessible roads inhib-
iting access to more lucrative markets both in
Vientiane, the capital city, and internationally.
As a result, there was limited industry and
market demand, with just a few rubber plan-
tations and a small river crossing.

In the region surrounding Phu Kham, many
people had limited technical skills and

s\“’P“R“NG FUNCTIONS

Safety culture

Enforcement Business enabling

capacity environment

RULES AND REGULATIONS

Figure 5: Under-performing functions and rules in the market system:

17. http://povertydata.worldbank.org/poverty/country/LAO
18. UNDP
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competencies in areas such as engineer-
ing. Both nationally and locally there was an
absence of a safely and health culture, and
few proper medical facilities to react and
cure people. Additionally, although opening
a business in Laos is relatively easy, micro
and small businesses had varied obstacles
to manage their operations due to cashflow
issues and delays in payment from their sup-
pliers, demonstrating a clear lack of access
to finance for companies. Furthermore, the
business environment was not conductive
due to instances of smuggling and corruption,
which hindered the trade of goods and ser-
vices and created a high level of informality.
With regards to formal rules and regulations,
while the government had some expectations
about what they wanted to see in terms of
mining practices there were few rules to gov-
ern what mining operations should or should
not do, meaning the regulatory environment
was largely non-existent, and the authorities
lacked enforcement capacity. Access to ba-
sic public services was limited.

These multiple market systems constraints
can be mapped on a visual of under-perform-
ing functions and rules, grouped around the
core supply chain:

Access to finance

3) Why does the constraint exist?

These market constraints had various underly- “The
ing causes, which were often interlinked. For
example, local communities cultivated agri-
culture land unproductively because of a
lack of access to high value markets and
due to poor infrastructure in the region,
which was itself related to the lack
of government funds assigned to the
establishment and maintenance of
roads, schools and medical facilities.

difference when we
arrived is that we had very large
groups of foreign expatriates almost
running the mine site and we had a lot of
local people unexperienced doing a lot of lower
level work. Now 10 years later, a large group of
our local people are supervisors, managers, they are

crew leaders, they are doing complex roles, parts of our
laboratory is Lao people so the difference is that when we
first started is that they were at the lower level now they

Zooming in on skills, the lack of
access to adequately qualified lo-
cal staff initially proved a constraint
when trying to hire through the na-
tional workforce. This was connected

to issues in the education system, and
particularly the quality of technical and
vocational colleges and their ability to train
their students using the latest technolo-
gies. In order to bridge this gap and meet
their localization strategy, PanAust invested
heavily in workforce training and develop-
ment through a mix of formal classroom and
on-the-job training to build the capacity of
national employees in technical engineer-
ing and geology skills, as well as the English
language. Another challenge emerged when,
even as hard technical skills improved, many
staff had no training or experiencing in man-
aging people — limiting their ability to move
into supervisory roles. PanAust therefore
introduced training on change management,
presentation skills, how to manage people,
and how to manage performance.

4) Who will work together to
overcome the constraints?

Companies cannot — and often should not —
move the needle on social issues by them-
selves. Not only are many of these issues
outside of the core expertise of businesses,
acting alone risks ‘crowding out’ those per-
manent local actors — such as national and
local governments and community organisa-
tions — who do have the real mandate to lead
on solving social issues. Part of the market
systems approach is to work out whose job it
is to perform the function or rule - and help
them perform it better.

Collaboration is particularly important to en-
sure a positive legacy of the mine on social
and economic outcomes. A mine closure
plan is currently being developed with local
authorities to address two major points: What

are at every level of the company and that’s the big dif-
ference and we are quite proud of that. It took a lot of
time. Now when we will close the mine, a lot of these
people will go off and work in another company,

being managers and executives etc. It is a
big difference.”

Phu Bia Management

will be done with the physical assets, and
how will livelihoods continue to be supported
when PanAust, as the main buyer of many
goods and services, departs. Here, PanAust
has worked to build the capacity of local gov-
ernment from the outset of mine operations,
recognising that the community development
vision may be a long-term goal — but several
pieces of infrastructure will likely be trans-
ferred to the government immediately after
the company leaves the country, such as
warehouses and training centres.

While the company built schools and medi-
cal facilities, as well as training the neces-
sary national staff to manage these entities,
it accompanied these initiatives with capac-
ity building projects with the government to
enable it to better manage more sustainable
development projects in the future with the
help of competent consultants.

Additionally, PanAust’s current apprentice-
ship program is held at the Lao-German
Technical College in Vientiane. The company
provides occasional finance support and de-
velops technical materials, which are then
owned by the Lao-German technical college.
The expectation of working together is that
these materials and curriculum will be owned
and carried forward by the government and
potentially by NGOs in future.

11
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LOCALISING SUPPLY CHAIN OPERATIONS

The majority of supplies to the Phu Kham
Copper-Gold Operation come from outside
the country due to the weak manufactur-
ing capabilities in Lao PDR compared to its
neighbours. Nonetheless, PanAust seeks to
source locally where possible and to develop
the capacity of local producers.

Aside from the occasional use for urgent or
rush’ jobs of small service providers, such
as local electricians, and companies trading
hardware materials like paint, by far the larg-
est impact has been on food suppliers.

5) How will they solve it?

The essence of strategy is making choices.?
Even by working collaboratively, some con-
straints — particularly those related to cultures
or norms — can take decades to overcome.

BREAKING DOWN BARRIERS BETWEEN
BUYERS AND SUPPLIERS

PanAust thinks of itself as an ‘in-sourcing’
company. This means that the organisation
prefers not to use many layers of suppliers or
contractors as far as possible, attempting to
bring most functions in-house, even for tasks
that might be considered low-skill. Unlike
other mining companies, PanAust even em-
ploys its own housekeepers, cooks and clean-
ers rather than using an outsourcing company.
The logic is that employees are easier to influ-
ence for process and procedure adherence. In
a national context where there is a low level of
health and safety awareness the company can
better track whether safety and policies are
really being put into practice.

Where contractors are used, they are ‘drawn
into’ core business offers such as health and

Systemic change does not mean solving every
problem, but instead it is about focus on a
strategic portfolio of interventions which, tak-
en together, can positively transform the op-
erating environment for both companies and
their stakeholders.2°

19. Shared Value Leadership Summit, 2018

20. Some types of labour issues may not be suited to being
addressed through a systemic approach, and need to be
solved through public action alone

12

The mine sources approximately $1 million
worth of agricultural product annually from
the surrounding communities, including veg-
etables, fish and chicken. When operations
first started there was very little commercial
agriculture, but this has grown over time —
alongside improvements in product quality.
PanAust has run education initiatives around
better farming practices and animal husband-
ry to, in the words of a company executive

“improve skills so that we can be the benefi-

ciaries of those skilled people ourselves”.

PanAust did not set out with an all-encom-
passing strategy. They began operations in
Lao PDR resolving issues “in front of their
noses” and were very much focused on build-

safety trainings to ensure PanAust is not cre-
ating ‘islands of privilege’ among supply chain
tiers.?! There are two large contractors in the
Phu Kham Copper-Gold Operation for highly
specialised tasks such as the dam wall main-
tenance. They provide equipment and labour
to such service providers, but fully embed
them in PanAust operations, and PanAust
has spent a lot of time training them over the
years. They have access to all of the same
training that employees get.

The contractors are expected to have the
same safety standards as PanAust stand-
ards, and so are trained in corporate policies
and procedures. PanAust has sometimes
even embedded supervisors into the opera-
tion to help them bring their safety stand-
ards up.

ing towards a commercially viable site. This
meant using and developing the resources
and facilities that were available to them, in-
cluding harnessing the local MSME potential.

Over time, these sets of activities grew into
an emergent strategy that relied on an un-

21. Many corporate responsibility, compliance and capacity
building initiates have focused excessively on Tier 1 suppliers
or their own employees, at the expense of lower-tier suppliers.
This can create ‘islands of privilege’ where just a few high-
performers stand out in a sea of sub-standard suppliers

derlying philosophy of inter-dependence not
independence, both in terms of supply chain
service provider tiers (see Box 5) and collabo-
ration across internal business units.

For example, creating a safety culture as part
of PanAust’s operations in Laos has not been
easy, but has involved nearly all departments
to achieve the ‘Zero Harm’ safety objective.
Human resources raised awareness on health
and safety around the organisation, the com-
munity development department communicat-
ed with the local communities and health and
safety practices have been integrated through
all the companies’ internal and external op-
erations. The company has had to educate
not only the employees and contractors but
also the surrounding population living in vil-
lages, on risk awareness and health and safe-
ty processes, teaching them the risks behind
certain behaviours and the ultimate adverse
outcomes they can bring. A zero-tolerance
policy has greatly improved health and safety
outcomes since the beginning of PanAust’s
operations in Laos. If an employee does not
comply with a health and safety process, he or
she is not accepted to work. Thanks to these
processes, PanAust’s total recordable injury
frequency rate is significantly better than in-
dustry averages.??

Phu Bia Mining can quickly escalate local is-
sues to draw on group-wide PanAust exper-
tise and action. For example, there was an
issue with fatigue among heavy vehicle driv-
ers who were on the road 10 hours a day on
long routes. In response, PanAust set up a
working group to bring in multi-disciplinary
contributions across human resources, safety
and health, mine operations, site services
who provide accommodation, and the logis-
tics who operate road freight network. They
developed a group-wide fatigue standard, got
training documentation prepared, and com-
missioned an external expert to assess the
conditions provided for accommodation, shift
rosters and diets and to look at some of the
technology used to monitor fatigue. The work
happened over an 18-month period, and it
has now evolved to the point where the com-
pany has recorded a dramatic reduction of
fatigue incidents in the workplace. Such out-
comes have led PanAust to believe that con-
trols that have been put in place in Phu Bia
Mining are effective. The role of the working
group is therefore not to manage the day-to-
day, but to look at the high-level group-wide
approach and make sure the company has an
integrated approach and can focus resources
on dealing with issues.

This holistic approach mirrors an organisa-
tional culture where different departments
support sustainability objectives, rather than
being siloed into one business unit. For exam-
ple, mining operations support the objectives
of the community development group and
vice versa, leading to more collaborative and
team-based solutions.

Finally, in lieu of pluralism in the union move-
ment in Lao PDR — meaning that there is a
single Trade Union mostly comprised of civil
servants and employees in state enterprises —
PanAust also set up an internal workplace rep-
resentative committee to act as a platform for
employee voice.?3 This committee meets quar-
terly with representatives elected for a term
of two years. In the words of PanAust, “the
Committee provides a mechanism by which
both the Company and employees can con-
structively raise and resolve issues when dif-
ferences arise”. According to the Charter and
Operational Guidelines for the committee, the
aim is to raise and resolve issues pertaining to
safety, performance & productivity; whilst en-
suring the company is adapting to any changes
in the safety environment and worker needs.

23.For more on industrial relations environment in Lao see the
ILO’s Decent Work Country Programme https://www.ilo.org/
wemspb/groups/public/---asia/---ro-bangkok/---ilo-phnom_
penh/documents/genericdocument/wecms_446091.pdf
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OVERCOMING REAL AND PERCEIVED BARRIERS
TO GENDER INCLUSION

Women make up 19% of the total PanAust workforce, and
19% of all management roles across the company ?*. While
this compares favourably to benchmark female participation
rates in mining companies in Australia (13.7%), PanAust
management felt that more could be done.

As a result, PanAust undertook a ‘deep dive’ to first look at
how many women were actually applying for roles. PanAust
found that for some roles such as housekeeping or adminis-
tration-type positions, there are plenty of female applicants.
Even for mining operations roles there was a good percent-
age of female applicants.

In areas such as logistics, however, which moves metal
concentrate from the mine site out to the port, there were
very few female applicants. Company regulations meant
that drivers need to have a heavy vehicle license and
because they drive on public roads, applicants also need
to have mechanical skills. Culturally, these were require-
ments that very few women in Lao PDR met.

The company then set about finding a work-around solu-
tion, in the words of PanAust Executive:

“We looked at it and we said “Okay, what can we do here
around the licencing? Is there an opportunity to bring
women in without the licence? Can we fast-track some
licencing if we put some sort of intensive training in
place? What can we do with the government around this?”

FEATURE PAGE: MINING AND THE
SUSTAINABLE DEVELOPMENT GOALS
(SDGS)

So that all happened and then we said, “Okay, perhaps
we need to target the message to women”., We had some
women within the logistics department who were in other
roles, so we thought, “How about we look at them first?”
Because they know the department, why don't we see
how they feel about driving the truck? That might give us a
bit of a gauge”. And so, the overwhelming feedback from
them was, “Well, yeah. I'm interested”... There’s (now)
presentations out in the local communities specifically
targeting women. So, this was all about bringing female
drivers into the operation.”

As a result of that, we were immediately able to ...find (an-
other) opportunity. We were looking at introducing a light
vehicle fleet of coaster buses at site that didn’t require
the same level of licencing. So, we were able to bring in
a whole group of drivers as women, train them up on the
coasters so that they get the time that they’re required to
then go to attain their licence to drive the trucks.

So, some of the barriers that we had in place that we could
see as the real barriers actually didn't exist. There was this
perception women don’t want to drive trucks. They don’t
want to work at night. Once we looked at all of that and
said, “They’re practicalities we can work around,” it was
really successful.”

“Mining is a global industry and is often lo-
cated in remote, ecologically sensitive and
less-developed areas that include many indig-
enous lands and territories. When managed
appropriately, it can create jobs, spur innova-
tion and bring investment and infrastructure
at a game-changing scale over long time hori-
zons. Yet, if managed poorly, mining can also
lead to environmental degradation, displaced
populations, inequality and increased conflict,
among other challenges.”

Mapping Mining to the SDGs

The importance of decent work in achieving
sustainable development is highlighted by
Goal 8, which aims to “promote sustained, in-
clusive and sustainable economic growth, full
and productive employment and decent work
for all”. Mining can generate new economic
opportunities for citizens and members of lo-
cal communities, including jobs, training, and

24. Panaust. 2017. Sustainability report.
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business development relating to mining op-
erations, associated service providers, and
create new local economies linked to the mine.

During the case study research the core
business operations of Phu Bia Mining were
mapped relative to their alignment to SDG 8,
including:

m (Catalysing direct and indirect employment.
Phu Bia Mining employs more than 3,000
staff, 91% of whom are Lao nationals.
Some supplies come from the local com-
munities, which has generated jobs and
a new generation of entrepreneurs and
companies, building small shops, farms
and restaurants to respond to the demand
generated by the company.

m Skills development. Metal extraction re-
quires high core skills such as geology,
metallurgy, engineering, few of which ex-

isted in Lao at the outset of operations.
Through on-the-job and targeted training
and a dedicated localisation programme
to reduce dependence on expatriate staff,
many Lao nationals who are currently work-
ing for Phu Bia Mining have the requisite
skills and competencies both to perform
their role, and to lead to future careers at
home or abroad.

® Train local suppliers how to meet corpo-
rate supply chain standards. Exposure to
Phu Bia Mining has led to Lao suppliers
accessing new skills and knowledge, for
example Phu Bia Mining taught general
consumables and fruits and vegetables
suppliers how to use management soft-
ware and provided business ethics training.

= Make bidding and opportunities available
to local contractors. Due to the complex
nature of metal extraction, Phu Bia Mining
has global suppliers from over 50 countries.
However, the company works closely with
local contractors who have little to no pre-
vious mining experience to provide access
to commercial opportunities. Phu Bia Min-
ing developed a local logistics contracting
from the ground up, and introduced a new
programme to recruit and train over 200
Lao drivers.

= Provide safe working conditions: Through
the company’s zero harm philosophy, dur-
ing 2018 alone more than 21,000 hours
of safety inductions and health, safety and
environment training was completed at Phu
Bia Mining Operations in Laos. In 2017, no
significant incidents or fatalities took place

in any of PanAust’s controlled work sites.?®

The aim of this paper is not to conclude
about whether the impact of mine operations
is net positive. However, in the interest of

25. A significant incident is a Level 4 or 5 impact from the
PanAust Consequence Table (http://www.panaust.com.au/
sites/default/files/ul2/PanAustConsequenceTable.pdf) .

balance it is important to note that in ad-
dition to making a contribution to SDG 8 as
outlined above, there are a number of poten-
tial negative impacts, many of which can be
considered inherent in the presence of any
large-scale mining operation. These include
the loss of access to land, water quality and
sediment build up.?®

5. CONCLUSION

The case of PanAust shows how business and
social objectives can be pursued side-by-side
over the lifetime of a mine operation. On the
one hand, PanAust has clearly become deep-
ly embedded into the social and economic
fabric of a previously-underserved commu-
nity. It has created multiple employment
and income-earning opportunities, includ-
ing building up whole markets around mine
operations for food suppliers. On the other
hand, the sheer scale of company impact has
created a dependency problem: What hap-
pens when the lead firm leaves? Phu Kham
Copper-Gold Operation is due to shut, and
while many of the upskilled local workers will
be able to find employment elsewhere, even
abroad — creating remittance income - the
small businesses and producers will not be
as mobile. Metrics such as the very low staff
turnover rate at Phu Kham, holding steady at
4-5% year on year, are impressive, but also
speak to an issue of a lack of other local op-
portunities and limited economic diversifica-
tion. As one PanAust Executive noted, “there
is going to be a gap...at the end of closure”.

The extractive industry operates over very long
investment time horizons, often in remote
regions of the world that are lacking in hu-
man and economic development. This case

26. https://panaust.com.au/managing-environmental-challenges

15


http://www.panaust.com.au/sites/default/files/u12/PanAustConsequenceTable.pdf
http://www.panaust.com.au/sites/default/files/u12/PanAustConsequenceTable.pdf
https://panaust.com.au/managing-environmental-challenges

Supply chains and systemic change: The case of a mining multinational in Laos

“And even after
our mines close in Laos,
you’ll then have a population of
people who can either work at other mining
projects in Laos or in South East Asia...Those peo-
plewill travel. They will go and work in Australia.
We have Papua New Guineans working in Laos for us.
They’ll work in Africa. So, they’re actually remitting cash
income back to their home economy, and I think that’s what
we’ll see in Laos. I'm also aware in Laos we’ve had people who
have progressed through the leadership training program,
have left our company but are now working with other organi-
sations and they are the beneficiary of the skills development
that comes, the confidence that comes trying to manage
people or budgets or work programs. So, that’s another
aspect that I think is a positive legacy because of the
workforce training and development that occurs.”

PanAust Executive

ANNEX A. METHODOLOGY

Research for this case study took place over a
4-month period from October 2018 to February
2019. It involved:

1. An initial desk review of key PanAust company
documents in the public domain.

2. A review of over 40 non-public internal company
documents including the mine closure plan,
enterprise risk logs, committee meeting minutes
and deep dive studies.

3. In-country interviews with the management

teams of all key business functions in the Phu

study adds further weight to a claim in a recent FSG report that
“companies must tie community prosperity to the present long-
term needs of the business in areas such as a qualified labour

pool, capable suppliers, and well-functioning community in-
frastructure”. However, our research is limited to one mid-
sized multinational business in a single sourcing location.

Further research is required in particular to under-
stand the lasting impact on stakeholders post-mine
closure. The market systems approach places strong
emphasis on the sustainability of any systemic
change initiative: That is, the market capability to en-
sure that relevant, differentiated goods and services
continue to be offered to and consumed by the poor
beyond the period of an intervention.?” When consid-
ering sustainability, the unit of analysis should not be

the lead firm itself, but the wider system in which it is
embedded. The market systems framework can therefore
be usefully applied to the business models and strategies of
other lead firms, both in mining and other sectors.

27.0p Guide V1

Kham Copper-Gold Operation, alongside a sam-
ple of stakeholders including local schools and
communities.

Seven interviews with corporate headquarters
staff in Brisbane, Australia.

4.

Data was analysed qualitatively using an induc-
tive approach. Interviews were recorded and subse-
quently anonymised and transcribed. Data was then
organised against the five key steps of the Systemic
Change Framework. Descriptive coding was used
to highlight blocks of text relevant to groups in the
stakeholder ecosystem (employees, suppliers, com-
munities, contractors and government) and social
outcomes (incomes, workplace safety etc.).

The paper was written by ILO Lab. Ines Bentchikou and Matt Ripley were the lead authors, working together with co-
author Dr. Maria Beamond from RMIT University. We are very grateful to Phu Bia Mining and PanAust Limited teams

in Lao PDR and Brisbane, Australia, for providing their insights into the company’s operations and business model,
as well as to Stephen Hartrich for providing a peer review of the document.
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