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Preface

This study was undertaken as part of a project by the British
Department for International Development (DFID) together
with USAID and COMESA to analyse the trade flows on
natural resources and other commodities out of the DRC. Pole
Institute, based in Goma in North Kivu, undertook to analyse
the mechanisms of trade in North Kivu and of gold exports
from other parts of Eastern Congo. Other research bodies
involved were Forests Monitor, INICA and Pact.

Research in North Kivu was undertaken between January and
May 2007 in Goma, Walikale, Beni, Butembo and Kasindi by a
team under the direction of Pole Institute manager Aloys
Tegera. Research in Bukavu and the mining areas of South Kivu
was carried out by a team under the direction of Eric Kajemba.
Research in Ituri was carried out by a team under the direction
of Alfred Buju.

The English and French versions of the report were written by
Dominic Johnson and Aloys Tegera.

Goma, May 2007



Executive Summary

The East of the Democratic Republic of Congo has always been
an important transit region for trade in Central Africa, linking
the Congo basin to the West with the Asian-facing ports to the
East. Most of the population lives near an international border
and knows how to profit from cross-border trade. During the
Congo wars, exports of natural resources from Eastern DRC,
especially North Kivu bordering Rwanda, became the subject of
many international investigations due to their role in financing
and sustaining conflict The underlying local factors which
made it possible for the export of natural resources to become a
determining factor in structuring power relationships were
never fully explored in this context. However, an
understanding of these factorsis crucial in order to understand
how to revive the Eastern Congolese economy, which has
always been very open and much more diversified than recent
debate on natural resources suggests.

This report seeks to explain why trade in Eastern Congo, and
North Kivu especially, happens in the way it does. Most
exports take place outside the formal system and are
unregistered. According to our research, cassiterite exports
from North Kivu alone were worth around $25m in 2006, and
gold exports from lturi and South Kivu up to $100m each. But
only a small fraction of this found its way into official statistics:
$7m for cassiterite, $2m for gold from South Kivu, none at all
for gold from Ituri. Of the cassiterite mined in Walikale district
and registered as being flown to Goma, less than half is
registered in Goma as having arrived, and only slightly more
than half of this amount shows in the export registers.

The vast amounts of unregistered exports serve to finance
imports of consumer goods and especially petroleum products
which are also subject to under-declaration. Officially, North



Kivu in 2006 exported goods worth $23m and imported goods
worth $109m, of which petroleum products were around $44m.
Without undeclared exports, this trade deficit would be
unsustai nable.

Conflicts over these trade operations and their control have
been a major factor in the recent wars of the region. The
cassiterite export trade centred around Goma towards Rwanda
and Uganda is the backbone of the business operations of a
Banyarwana trading elite in North Kivu, which through this
has tried to counter the power of a Nande trading elite based
around Beni/ Butembo with established links to the gold trade
of Ituri and South Kivu towards Uganda and Burundi.

This competition involves much more than just a race for the
best business opportunities. The Beni/ Butembo traders during
the war gave themselves their own, advantageous trading rules,
whereas the Goma traders had recourse to substantial military
power. The official end of the war did not reconcile these
conflicting interests. Political and military power struggles in
Eastern Congo arein part an expression of commercial rivalry,
but commercial rivalry in turn is an expression of competition
around means of ensuring one's own and one's community's
physical survival in an area of profound and prolonged conflict.

There is a further important dimension to informal trade in
Eastern Congo: The trading system favours fraud and non-
declaration. Export taxes in the DRC are higher than in
neighbouring countries, and thus traders benefit by bringing
their goods to a neighbouring country before declaring them
there instead of exporting officially from the Congo. Congolese
state agencies know this and take advantage of this situation by
extorting payments from traders in return for allowing
unregistered exports. In many cases, traders and officials come



to private arrangements with traders paying less than the legal
rate to agents who then keep the transaction out of the books.
,Fraud amongst consenting adults” is a convenient way for
individuals on both sides to profit from non-legality.

Opting out of this system is often not an option. Many more
state agencies involve themselves in trade control at the border
than provided for in the law, as well as members of a rapacious
and unaccountable structure of security forces with an endless
capacity for ,tracasseries”.

This systemic corruption is not confined to the border. Analysis
of the trade routes from mine to market shows that legal and
illegal taxation is prevalent all along the chain. For North Kivu
cassiterite, all taxes together add up to 15% of value, with a
further 10% of production retained by authorities in the mines.
For Ituri gold, an astonishing 40% of production, including a
30% royalty for the parastatal Okimo, is retained by official
bodies before the gold even leaves the mines, plus various
payments in the mining areas. For South Kivu gold, an array of
charges in the mining areas plus a series of roadblocks on the
way to Bukavu through some of the most insecure areas of the
DRC serves to keep trading costs high. Living conditions in all
mining areas are atrocious and consumer prices extortionate,
and the dependence of mining communities on the few traders
able to negotiate the trading routes and their barter regimes is
total.

The Congolese state appears to have no interest in improving
this state of affairs. Apart from the hefty taxes and
opportunities for parallel earnings, it appears that in all mining
areas uncertainty as to legal ownership of concessions has
increased recently, with new contracts being signed for existing
concessions and ownership conflicts remaining unresolved.
This increases insecurity. No development takes place in
mining areas, despite these being touted as showcase



attractions to international investors.

Ongoing initiatives at trade reform in the DRC have been
patchy, uncoordinated and ineffective. Their guiding
philosophy has been that increased controls reduce fraud, but
when the activities of state agencies remain unreformed,
increased controls simply increase opportunities for non-legal
private arrangements to keep trade outside the law. The new
,Third Republic”, with the 2006 Constitution and an elected
government, has not yet fulfilled its promise to improve local
governance by implementing the constitutional provisions
which allow revenue retention at source by provincial
governments instead of sending it all to Kinshasa, thus denying
local officials any incentive to increase official takings. As
Eastern Congo depends almost entirely on cross-border trade
for the public purse, this means that trade reform cannot be
realised. North Kivu's public revenues in 2006 totalled around
$20.5m, of which an astonishing $16.5m consisted of import
duties - none of which at present stays in the province.

On a technical level, trade reform in Eastern Congo needs to
take into account:
e The fact that tax rates are higher in the DRC than in its
neighbours
e The leviying of unofficial taxes in addition to official
taxesin the DRC
e The multiplicity of state agencies
e The prevalence of different tax regimesin different areas
¢ The continued involvement of the military in trade
e The general lack of trust on the formal economy
e The uncontrollable nature of the border
e The dysfunctionality of existing mining regimes
e Thelack of infrastructure

But on a more general level, the unresolved issue of



decentralisation, the unmet and pressing need for more human
security, the continuing impunity for those who enforce their
own private interests to the detriment of public ones and the
complete lack of economic perspectives for a population
desperate for improved well-being need to be factored into any
economic reform policy.



RECOMMENDATIONS

For cross-border trade in the DRC's natural resources to benefit
the Congolese population and the state, we recommend the
following.

COMMERCE:

- Provide transparent, impartial and independent
information on the rules and laws governing commerce,
customs and tariff regimes in the DRC as well as in
neighbouring countries.

- Remove incentives for fraud by harmonising tax regimes
and reducing the number of services on the border
trading posts through a ,guichet unique”; getting the
Congo Cargo Terminal in Mombasa (Kenya) to work
would be a first step towards better collaboration
between state services by getting the customs service
OFIDA, the trade control body OCC and the maritime
transport agency OGEFREM to work together

- Demand that the customs service OFIDA takes account
of existing control procedures for traded commodities,
such as the OGEFREM final destination documents
required in Mombasa and the transit declarations issued
by the Kenyan and Tanzanian authorities

- Separate economic, political and military power by
prohibiting and preventing all involvement of the
military and the politicians in trade; punish state agents
who collect illicit taxes and end the culture of fiscal
impunity

- Initiate transparency in the collection and use of public
revenues from trade

- Recognise and value the contribution of small-scale and
informal cross-border trade to the economy by limiting
formalities to simple registration of the movement of

10



goods and by providing traders with the information
necessary for their work.

ECONOMICS AND FINANCE:

Improve and develop road and energy networks in
agricultural and mining areas with the participation of
the local population

Put an end to the many tax exemptions granted to
certain businesses with no clear criteria which only serve
to consolidate imbalances in the local economy

Institute a level playing field between local Congolese
and multinational business especially in the allocation of
mining concessions and trading permits

Encourage better access for small traders to the banking
system and formal financial institutions, for example by
removing exorbitant charges and interest rates

Remove administrative obstacles and red tape which
inhibit the growth and legal operation of small
businesses

Put in place local development funds, administered
independently of provincial budgets, which channel
revenue from natural resources towards development on
the provincial level

Encourage regional management of energy resources
such as the methane gas in Lake Kivu and the oil
beneath L ake Albert

GOVERNANCE:

Clearly define and implement the provisions of the DRC
constitution on the retention of 40% of public revenues at
the provincial level and assure transparency and
accountability in the use of these funds by provincial
governments
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- Pay salariesin the public sector and the security services

- Safeguard the rights of local communities living within
territories granted as mining, forestry or oil concessions
before contracts are signed and take account of the
possible environmental impact of prospection,
exploration and mining; negotiating such contracts must
be done publicly and transparently

- Invite the international community to take responsilibity
for the actions of investors from its various home
countries in high-risk ventures in the Congo, controlling
them and making them accountable for their business
practices in their home countries and in the DRC

- Initiate and strengthen permament dialogue between the
state and the local population at all levels and guarantee
that the latter's voice is heard

LIVELIHOODS:

1. Strengthen artisanal mining and ensure its coexistence
with industrial mining by providing access to
appropriate technology, energy supplies and services

2. Organise the inhabitants and workers of small mines in
cooperatives so they can defend their interests

3. Develop local markets by improving security on local
roads managed and guarded by the local population

4. Prevent the emergence of trade monopolies and favour
competition

5. Ensure physical security and better access to land rights
and services for the rural population
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CHAPTER 1. GENERAL ASPECTS OF CROSS-
BORDER TRADE IN NORTH KIVU

North Kivu, a hub of regional trade

Situated at the crossroads between the vast, forested expanse of
the Congo river basin and the densely populated highlands of
Uganda and Rwanda, North Kivu in the East of the Democratic
Republic of Congo has always been a hub of migration and
commerce, of exchange of people and goods between the West
and the East of Central Africa. In its northern part, known as
,Grand Nord”, the Kondjo populations live on both sides of the
Rift valley and the Rwenzori mountains and thus on both sides
of the Congo-Uganda border; in the Congo they are known as
Nande. In the southern part of the province, known as , Petit
Nord“, the Banyarwanda population is found on the Congolese
and the Rwandan side of a border formed by a range of extinct
volcanoes. These are the two main ethnic groups with
significant cross-border links.

The natural features of the border, such as mountains and lakes,
have never been obstacles to trade in Eastern Congo. From Lake
Tanganyika in the south to Lake Albert in the north, the Great
Lakes have rather facilitated exchange between different
kingdoms and peoples. The volcanoes in between provide
pastoral zones for herdsmen who regularly move from one side
of the other in the search for pasture and salt. In precolonial
times, the salt mines of Katwe in what isnow Lubero district in
North Kivu were an important trading centre for what today is
Eastern Congo, Western Uganda and Southern Rwanda. The
traders of Katwe sold not only salt but also long-distance trade
products such as ivory and introduced long-distance imports
from the East African coast, including firearms. Iron and
finished metal products such as hoes and spears, produced by a
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special clan called Abashingwe not far from Lake Edward, were
traded between Eastern Congo, Uganda, Rwanda and Burundi.
The highland forests of Butembo and Buhunde furnished the
region with ornamental products.

Belgian colonial rule opened up Kivu for white settlers who
introduced coffee and quinquina plantations and began
exploring mineral deposits such as tin and gold. Colonial road
building connected Kivu to the rest of the Belgian Congo via
Stanleyville (Kisangani) port on the Congo river, while
organised labour migration from Rwanda into Kivu intensified
existing regional relationships across what was now an
international border.

North Kivu thus became part of an integrated system of
commerce spanning Central Africa from the Atlantic to the
Indian ocean. While natural resource extraction by
concessionary companies and transport of mining and forestry
products was organised within the Congolese borders, local
trade continued along the old cross-border routes. The majority
of Congo's population lives within 100 km of an international
border and has closer links with people beyond the border
than with other parts of the Congo itself.

The colonial opening of North Kivu gave the province a
reputation which it still enjoys today: that of the nation's
granary. Its exceptionally fertile arable territory, coupled with a
higher population density than that of other fertile regions of
the DRC, has caused it to become a major producer of beans,
potatoes, vegetables and beef. On the markets of Kisangani,
Lubumbashi and Kinshasa its products often command
premium prices - they have to be brought in by air. Tobacco,
sorgho, bananas, maize and milk products from North Kivu are
common on the markets of Rwanda and Burundi.
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North Kivu's cross-border trade is today organised around the
main trading posts of Goma (towards Rwanda) and Kasindi
(towards Uganda), each serving the two halves of the province
centred around the provincial capital Gomain the ,Petit Nord”
and the towns of Beni and Butembo in the ,,Grand Nord”. From
Goma, there is also direct access northwards to the lesser
border posts of Bunagana (towards Rwanda) and Ishasha
(towards Uganda), westwards to mineral-rich Walikale district
and southwards via Lake Kivu towards Bukavu in
neighbouring South Kivu. The Beni/ Butembo region is closely
linked to Ituri in the North and its own trading network with
Uganda. Lesser border posts such as Muyaga on the Ugandan
border or Kibumba on the Rwandan border are used for small-
scale informal trade between neighbours. Large parts of the
border are only sparsely demarcated and controlled.

Road links from North Kivu to other parts of the DRC no longer
exist; the only connection with the rest of the country is by air.
The only asphalt roads of significance link North Kivu with
Rwanda and Uganda and thus with Kampala, Nairobi and
Mombasa, Daressalam being slightly less accessible by road.
Thus the North Kivu economy is integrated into that of the
Great Lakes and East Africa as a whole. Almost all goods for
export are traded onwards to Asia and Europe via East African
ports, and many import goods reach the region along the same
route, or from Dubai or China by air via East African airports.
These trading routes have been in place for decades, and long
before armed conflict engulfed the region the activity along
them often escaped official records and taxes, Eastern
Congolese traders being reluctant to share their earnings with
rapacious bureaucrats in the capital Kinshasa 2000 km away.

Two further road links are important for North Kivu's trade.

The road westwards into the forest via Walikale, eventually
reaching Kisangani on the Congo river from where barges can
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reach Kinshasa, used to be the only land link between North
Kivu and the Western half of the country. Since the early 90s,
the road has been unusable due to disrepair and insecurity,
with part of the old road being used as an airstrip in Walikale
for the export of cassiterite. The German aid agency ,Agro-
Action Allemande” (AAA), which carries out small-scale feeder
road building programmes throughout North Kivu on a food-
for-work basis, has worked on this road and announced the
reopening of the road link from Goma to Walikale in October
2006. Renewed fighting has closed the road since and made
upkeep impossible, but if the road were to become usable again
it would dramatically lower costs for cassiterite transport from
Walikale to Goma and for consumer goods in Walikale, all of
which currently move by air. If the road link was extended
westwards towards Kisangani, North Kivu would once again
be linked by road to the shipping routes leading to Kinshasa.

The road southwards from Goma towards South Kivu's capital
Bukavu along the Western shore of Lake Kivu was closed for a
long time and reopened in 2005 after UNHCR repaired some
collapsed bridges. This could provide an alternative to lake
transport between Goma and Bukavu and give Bukavu airport
(at Kavumu, 40 km north of Bukavu) a direct link to Goma.
However, as yet the road is slower than the lake, and renewed
insecurity since the end of 2006 has made it unsafe.

Lastly, North Kivu's airports could play a role in boosting
trade. Goma had an international airport until January 2002
when it was partially submerged by the eruption of the
Nyiragongo volcano. Only small and medium-sized planes
have been able to use it since. MONUC has cleared part of the
lava-covered runway for its own use but has not rehabilitated
the airport as a whole. Possibly this was because of fears that
Goma businessmen, some of whom have been named as arms
and mineral smugglers in UN reports, could use it to expand
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their commercial operations. If it was repaired, however, it
could cut out Rwanda and Uganda as transit countries for some
airborne trading which currently has to be routed through these
countries. A second project during the war for an international
airport near Butembo in the Grand Nord, which Nande traders
there hoped would provide them with adirect air link to Dubai,
never materialised due to lack of funds.

The political economy of trade in North Kivu

The ethnic complexity of North Kivu is a major factor in the
dynamics of cross-border trade and a major source of
misunderstanding, tension and conflict. In the ,,Grand Nord”
around Beni/ Butembo trade is almost exclusively dominated
by Nande who have ethnic and commercial links with Uganda.
The ,Petit Nord” around Goma is divided between many
ethnic groups of which the Nande and the Banyarwanda (Hutu
and Tutsi) are the most important. The Banyarwanda have
ethnic and commercial links with Rwanda, and in the two
rebellions of 1996 (in which Kabila overthrew the Mobutu
regime in Kinshasa) and 1998 (which took the pro-Rwandan
RCD rebellion to power in Goma for five years) they
spearheaded the rebel armies supported by Rwanda. Thus they
tend to dominate this region, which in reaction caused the
Nande to tighten their control around the Grand Nord.

On a provincial level, the Congo war manifested itself in
attempts by the Banyarwanda and the Nande to consolidate
their hold on their respective areas of greatest influence,
including control over trade routes and trade incomes. This was
the background to the division of North Kivu during the war
between the RCD (dominated by Banyarwanda and supported
by Rwanda) in Goma with control over Goma trade and the
RCD-K/ ML (dominated by Nande and supported by Uganda)
in Beni with control of Kasindi trade.
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North Kivu effectively became two countries, with a frontier at
the edge of the Rift Valley at Kanyabayonga, where military
roadblocks completely closed the main North-South road of the
province and stopped goods and people from one half reaching
the other except by air or via neighbouring countries. The
strictly enforced division of North Kivu during the war is one
reason why it has always been the province with the highest
number of internally displaced (IDPs) in the entire DRC.

Each half of the province had its own trade and tax regime. In
the Petit Nord around Goma, officially the old rules applied.
The RCD government in Goma, seeing itself as a transitory
phenomenon on the way to taking power in Kinshasa, never
abolished current Congolese export and import duty rates and
kept the ,systeme déclaratif” whereby traders were supposed
to declare the exact nature of their merchandise and pay a
percentage of its value in tax; but in fact, controls were often lax
or non-existent for certain traders.

The RCD-K/ ML rebel movement in the Grand Nord around
Beni, which had no national amibitions but was created to
protect Nande interests against RCD-Goma with the help of the
Kinshasa government, instead instituted a ,systeme
forfaitaire”, in which fixed sums were levied on each cargo on
arrival at Kasindi border post without precise regards to their
content. Thus, according to sources interviewed, a container
declared as containing imported tissues and fabrics was taxed
at $6.000 in the Grand Nord, whereby the official tax rate would
be $45.000. A container of 55 m3 diesel was taxed at $5.000 in
the Grand Nord, whereby today the official rate would be
$13.838.

The formal reunification of North Kivu in July 2003, when the
warring parties of the DRC came together to form a united
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government in Kinshasa, did not immediately change this state
of affairs. The Grand Nord traders kept their trading
advantages, but at the same time the roads between the former
RCD area around Goma and the former RCD-K/ ML around
Beni-Butembo were gradually reopened and movement of
people and goods around the entire province became
progressively easier.

This led Banyarwanda traders in Goma to fear that Nande
traders using the Kasindi/ Uganda link would take advantage
of the newly opened roads to inundate Goma with cut-price
imports and undercut current Goma prices, while
Banyarwanda traders from Goma are still not accepted in the
Grand Nord. Nande traders on the other hand hope that
barriers to trade within North Kivu will now fall, giving an
economic boost to the province in general and themselves in
particular. Competition between the two groups is virulent in
business and in politics, and it dominates the economic and
security prospects of the province.

The Goma-Gisenyi border relationship

The border between North Kivu's capital Goma and the
neighbouring town of Gisenyi in Rwanda is a special case, as
both towns lie directly on the border. In the last ten years,
Goma (pop. 500.000) and Gisenyi (pop. 150.000) have
practically merged into a single town, with houses in some
places built right up the border and private doors in garden
walls constituting entry and exit posts beyond public control.
The two official border posts ,,Grande Barriére” on Lake Kivu
and ,, Petite Barriéere” near Goma airport and Gisenyi market are
places of busy daily commuter transit. The Birere areain central
Goma, situated between the border and the band of land
devastated by the Nyiragongo volcano eruption of 17 January
2002, has developed into a flourishing hub of informal cross-
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border trade, including at night, and it contains a number of
new stores and warehouses.

The consequences of the eruption of Nyiragongo volcano in
2002 and of persistent insecurity have caused many people to
move from Goma to Gisenyi, where living costs are
substantially lower and services are more reliable. The lack of
economic opportunities for the rapidly growing population of
the densely populated Rwandan North-West between Gisenyi
and Ruhengeri hasin turn led some Rwandans to seek work on
the Congolese side of the border, where the markets are bigger
and there are more job opportunities for example in
construction. According to the Rwandan immigration
authority, in 2004 around 700 Rwandans transited to Goma
daily and around 1000 Congolese to Gisenyi.

The export trade from the DRC to Rwanda in Goma-Gisenyi
consists mainly of primary products such as minerals and
foodstuffs, mostly bananas and beans. In the other direction,
Rwanda exports consumer products in transit from Mombasa
to DRC and also foodstuffs such as chicken, beef and milk
products - the cattle-raising industry in North Kivu was
practically wiped out during the war.

A paradox is that due to high indirect taxes in Rwanda, many
luxury imports such as wine and whisky are cheaper in the
DRC although they may have crossed from Rwanda in the first
place, so Rwandans buy them in the Congo. Many Rwandans
go to school in the DRC and many Congolese go to teach in
Rwanda where salaries are higher and more regular. Students
come and go between Goma and Gisenyi. For along time, there
were no banking services in Goma and all banking transactions
were carried out in Gisenyi using the Rwandan banking
system.
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