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Abstract: 

The number of social conflicts between extractive corporations, governments, and local 

communities is rapidly increasing, especially in the oil and mining sector. Social conflicts 

are undesirable because they result in costs for all stakeholders. The actors involved 

should develop conflict prevention strategies. This thesis will demonstrate that extractive 

corporations can prevent conflict by utilizing a business model focused on creating 

sustainable development. It will examine the causes of social conflict in a Central Andean 

context to demonstrate that extractive industries are the stakeholders best positioned to 

prevent conflict. The thesis will evaluate the existing conflict prevention precedents in 

use in the mining industry, propose modifications to make the strategies more effective, 

and present an argument for the application of these precedents to the oil and gas industry. 
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CHAPTER 1: CONFLICT IN NATURAL RESOURCE MANAGEMENT 
 

“After strip-mining the richest minerals and pumping the most easily accessible oil and 
gas deposits, multinational mining and oil corporations are scouring the globe for the remaining 
sources of raw materials. They are now using advanced exploration technology, including remote 
sensing and satellite photography, to identify resources in the most isolated and previously 
inaccessible parts of the world’s tropical rainforests, mountains, deserts and frozen tundras. What 
the satellites don’t reveal is the fact that native peoples occupy much of the land containing these 
resources.”  

– Al Gedicks, “Resource Rebels: Native Challenged to Mining and Oil Corporations”  
 

Social conflict on the rise 

In the last decade, the number of social conflicts regarding the extraction of 

natural resources has dramatically increased. For example, in mineral producing country 

of Peru, the number of “annual social protests” increased from 400 from 1994 to 1999 to 

well over 800 in 2001; those numbers have continued to rise until the present day.1 The 

national ombudsman’s office estimated “72% of all active social conflicts registered in 

Peru were over natural resource issues.”2 Similar increases occurred in other commodity 

exporting countries around the world.  

The Harvard Corporate Social Responsibility Initiative defines social conflict as 

“the coexistence of aspirations, interests and world views that cannot be met 

simultaneously, or that actors do not perceive as being subject to simultaneous 

satisfaction, and is viewed in this assessment as ranging from low-level tension to 

escalated situations involving a complete relationship breakdown or violence.”3  

Conflicts most often center around “pollution of, competition over, and access to, natural 
                                                
1 Arce Moisés, “The Repolicitization of Collective Action After Neoliberalism in Peru,” Latin 
American Politics and Society 50, no. 3, 42. 
2 Maiah Jaskoski, “Resource Conflicts: Emerging Struggles over Strategic Commodities in Latin 
America Phase II.” (Doctoral dissertation, Naval Postgraduate School: Center for Contemporary 
Conflict, 2012). 
3 Caroline Rees, “Report of International Roundtable on Conflict Management and Corporate 
Culture in the Mining Industry,” Harvard Kennedy School: Corporate Social Responsibility 
Initiative, August 2009, accessed March 2015, 8. http://www.hks.harvard.edu/m-
rcbg/CSRI/publications/report_37_rees_cm_roundtable.pdf 
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resources” followed by disputes over revenue distribution, cultural differences, and lack 

of communication between the corporation and community.3  

Widespread social conflict inflicts significant costs on all actors involved such as 

governments, extractive corporations, and the communities affected by extraction. These 

costs could be operational expenses that impede the operations of private corporations, 

lost revenues that inhibit governments from providing services, or increased 

environmental and social risks that threaten the livelihood of local communities. All 

stakeholders want to avoid these unnecessary costs and prevent conflict; however, finding 

common ground between these diverse actors is challenging.  

Social conflict arises from perceived environmental and social risks usually 

experienced by local communities.4 Therefore, preventing social conflict requires 

mitigating these risks by giving full consideration to the economic but also the social and 

environmental impacts of natural resource extraction on local communities and 

governments. Essentially, extractive corporations need to consider a more complex 

“triple bottom line” of people, planet, and profit.  By evaluating the impact of day-to-day 

operations in their entirety, beyond strictly financial assessments, and internalizing those 

costs, extractive corporations will operate in a way that mutually benefits communities, 

governments, and the company itself. If communities and governments receive equitable 

benefits from extractive activities, the amount of social conflict will decrease. In other 

words, extractive companies that incorporate all of the costs of operation will generate 

                                                
4 Daniel M. Franks et. al, “Conflict translates environmental and social risk into business costs,” 
Proceedings of the National Academy of Sciences of the United States of America 111, no.21: 
7578.   
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sustainable development, or “development that meets the needs of the present without 

compromising the ability of future generations to meet their own needs.”5  

What caused the social conflict epidemic?  

 Over the past two decades, global civil society has placed an increased emphasis 

on achieving sustainable development. Consequently, the world demands more of 

businesses today, including extractive industries. Paradoxically, the world currently 

demands more goods and commodities than ever before. Since the turn of the century, 

global demand for commodities has rapidly increased, fueled by the emergence of new 

markets in developing countries like Brazil and India among others (see Fig 1).  As these 

economies develop and income per capita increases, the demand for cars, electricity 

(usually fuel-based), and technology proliferates simultaneously. Thus, the demand from 

these emerging markets disproportionately affects hydrocarbons and minerals. The 

International Monetary Fund estimates that more than half of the growth in oil 

consumption from 2001 – 2007 stemmed from demand in China, India, and the Middle 

East alone. Over the same time period, China accounted for 90% of the growth in 

consumption of copper.6  

                                                
5 World Commission on Environment and Development. Our Common Future. (Oxford: Oxford 
University Press, 1987). 
6 Thomas Helbling, Valerie Mercer-Blackman, and Kevin Cheng, “Commodities Boom: Riding 
the Wave,” International Monetary Fund,  March 2008, accessed July 16, 2015, 4. 
https://www.imf.org/external/pubs/ft/fandd/2008/03/pdf/helbling.pdf  
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Figure 1: Rise in Demand for Commodities since 19857 

In addition to the increase in global demand, the price of commodities has soared 

since 2000. According to the World Bank, “the real price of energy and metals more than 

doubled” from 2003 until the peak in 2008.8 This commodities boom was both longer and 

more drastic than any boom in the 20th century.  

 
Figure 2: Real Commodity Prices in $US since 19809 

In order to satiate this demand, extractive industries expanded resource frontiers 

and were forced to engage with local communities to a greater degree. Both the 

commodity price boom and the booming demand for commodities spurred extractive 

                                                
7 “Commodities Boom: Riding the Wave,” 12.  
8 “The Commodity Boom: Longer-Term Prospects,” Global Economic Prospects 2009: 
Commodities at the Crossroads, Washington DC: the World Bank, 2009.  
http://www.worldbank.org/content/dam/Worldbank/GEP/GEParchives/GEP2009/GEP09Chapter
2.pdf 
9 “Commodities Boom: Riding the Wave,” 11.  
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industries to find new reserves of raw materials; since many of the easy to access reserves 

had already been tapped, extractive firms moved to more remote and previously 

untouched sites like the Amazon Basin and the Congo Rainforest. As extractive 

corporations entered previously unexplored regions, they encountered local peoples, 

often times indigenous, sometimes living in voluntary isolation. Frequently, these 

indigenous or rural, impoverished populations inhabited and relied upon the land in 

question for their livelihood. These groups do not necessarily recognize the government 

granted right of a corporation to extract resources in the area, in particular when the 

consequences of the extraction threaten their environment, health, and ability to sustain 

traditional communities. In these situations, the population may mobilize to protest, rally 

the government, or take it upon themselves to stop the extractive activities by any means 

necessary, inevitably resulting in social conflict.  

Social conflict as a catalyst 

As mentioned, these “deep entanglements” or “unruly engagements” are 

detrimental to all stakeholders involved.10 In the past thirty years, this type of conflict has 

cost corporations billions of dollars in operational delays, legal fees and reparations; 

caused governments to lose vital income or even shut down in the face of societal unrest; 

and inflicted loss of revenue, health damages, and even loss of life on indigenous 

populations. Although, social conflict is undesirable on the whole, conflict can present a 

unique window for institutional change. In this case, the overwhelming amount of 

modern day social conflict and the simultaneous global emphasis on sustainable 

                                                
10 Maria Antonieta Guzmán-Gallegos, "The Governing of Extraction, Oil Enclaves, and 
Indigenous Responses in the Ecuadorian Amazon," New Political Spaces in Latin America 
Natural Resource Conservation (New York: Palgrave Macmillan, 2012), 157.  
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development present two of the most lucrative extractive industries, mining and 

hydrocarbons, with an opportunity to become agents of conflict prevention and promoters 

of sustainable development. Mining and hydrocarbons companies should adopt a 

sustainable development framework not only because it will reduce conflict but also 

because it is a viable business strategy that reduces risk, garners investments, and secures 

the future viability of the industry.  

In this thesis, I will examine the causes of social conflict in the Central Andean 

countries of Bolivia, Ecuador, and Peru and argue that, within that regional context, 

extractive corporations are the stakeholders best equipped to prevent social conflict. Next, 

I will analyze the existing precedents for prevention of social conflict and promotion of 

sustainable development in the mining industry and propose modifications to translate 

these precedents to logistical realities. Finally, I will present a business case for the 

application of these precedents within the hydrocarbons industry.  

This thesis will examine social conflicts in a Central Andean context because the 

region has experienced abnormally high levels of social conflict, relies primarily upon 

extractive industries and exportation of commodities, and has significant proportions of 

indigenous populations.  In order to understand why managing the conflicts in Bolivia, 

Ecuador, and Peru is both critical for future development and very difficult to accomplish, 

I will present a case that is emblematic of social conflicts in the region – the Yasuní – 

ITT conflict.    

The Yasuní-ITT conflict 

Along the border of Ecuador and Peru, in the westernmost portion of the Amazon, 

lies the picturesque Yasuní National Park, home to a wide variety of plants and animals 
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and “the greatest biodiversity per square kilometer registered by scientists to date.”11 One 

BBC article estimated “one hectare in the Yasuní is thought to contain more tree species 

than are native to the whole of North America.”12 In addition to an assortment of flora 

and fauna, the Yasuní National Park is home to several large indigenous tribes, such as 

the Hagaeri, Taromenane, Kichwa, and Shwar groups.13 Several of those groups are 

living in voluntary isolation, a right guaranteed by Ecuador’s progressive 2008 

constitution.14 

 

            Figure 3: Map of the Yasuní - ITT Block15  

In 2007, this remote section of the Amazon captured the attention of the 

international community, when an international oil company performing exploratory 

drilling discovered 846 million barrels of oil in the Ishpingo, Tambococha, and Tiputini 

                                                
11 Matías Bianchi, "Socio-Environmental Conflict in Latin America: Lessons from the Yasuní-
ITT in Ecuador." (presented to the Center for Latin America Studies, Tucson, AZ, Oct 17, 2013). 
12 "Ecuador Faces Vote on Yasuni Park Oil Drilling in Amazon," BBC News. April 10, 2014, 
accessed Nov 14, 2014. http://www.bbc.com/news/world-latin-america-26980524  
13 Chiara Certomá and Lucie Greyl, "Nonextractive Policies as a Path to Environmental Justice? 
The Case of the Yasuní in Ecuador," New Political Spaces in Latin America Natural Resource 
Conservation, (New York: Palgrave Macmillan, 2012), 202. 
14 Bianchi, 9.  
15 “Ecuador Faces Vote on Yasuni Park Oil Drilling in Amazon," BBC News.  
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(ITT) Block of the park (see Fig. 3). This massive oilfield represents around 20% of 

Ecuador’s oil reserves and could fuel the entire world for 9.5 days; it is valued at 

approximately $7.2 billion on the international market.16, 17 This discovery created a 

dilemma for the Ecuadorian government. On the one hand, these 846 million barrels 

could supply a much-needed economic stimulus, help the country to diversify its 

economy, and alleviate some nearly $23 billion worth of international debt and 

staggering amounts of poverty. However, extracting this large quantity of oil would 

indubitably exact a high environmental and social cost for the delicate ecosystem and the 

indigenous groups living in the region.   

Ecuador’s dilemma is not an uncommon one. Although, Ecuador has the eighth 

largest economy in Latin America with a gross domestic product (GDP) of approximately 

$90 billion, the economy is primarily dependent on commodities, in particular crude oil, 

which accounts for 58% of Ecuador’s exports – or approximately 1/3 of the national 

budget.18 It has been observed that “[Ecuador’s] dependence on petroleum exports has 

resulted in low growth and diversification, poor social performance, and high 

environmental impacts.”19 This poor social performance is evident in Ecuador’s high 

levels of income inequality; the country received a low ranking (98 out of 187 countries) 

on the Human Development Index, a United Nations Development Program metric that 

measures “development” utilizing GDP per capita, life expectancy at birth, enrollment 

                                                
16 “Oil used per day,” International Energy Agency, 2015, accessed Nov 15, 2014. 
http://www.iea.org/aboutus/faqs/oil/  
17 Guzmán-Gallegos, 172. 
18 "Ecuador: Annual Data and Forecast," The Economist Intelligence Unit, Dec 4, 2014, accessed 
Dec 6, 2014. 
http://country.eiu.com/article.aspx?articleid=1072549691&Country=Ecuador&topic=Economy&
subtopic=Charts and tables&subsubtopic=Annual data and forecast    
19 Certomá, 200. 
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rate, and adult literacy rate.20 The country also ranked relatively high score on the GINI 

index, a measure of income inequality, receiving 46.6 out of 100.21 The poorest groups 

within the country are often rural indigenous and mestizo peoples; indigenous peoples 

comprise approximately 25% of the 15 million people living in the country.22  

An interesting dichotomy exists within the country of Ecuador; on the one hand 

Ecuadorian government and civil society is progressive and environmentally conscious.  

The country implemented a “green constitution” in 2008 that was the first to recognize 

the rights of nature and label a country as “plurinational.”23, 24 On the other hand, Ecuador, 

like much of Latin America, is dependent upon the exportation of commodities. 

Ecuador’s desire to develop economically often clashes with its role as a steward of the 

environment.  

For example, Ecuadorian law requires that the oil companies provide services 

similar to those that the state would provide to its citizens. Ecuador implemented the 

1995 Environmental Regulations for Hydrocarbon Activities, mandating that all oil 

companies create an “environmental management plan” in order to provide certain 

compensatory benefits to indigenous people living on the land. According to Amazonian 

researcher Maria Antonietta Guzmán-Gallegos, an environmental management plan 

necessitates the following: 

                                                
20 “Human Development Reports 2014,” United Nations Development Program, 2014. 
http://hdr.undp.org/en/data/map  
21 “Gini Index,” The World Bank, 2014. 
http://data.worldbank.org/indicator/SI.POV.GINI?page=1  
22 “Ecuador: Extractive Industries,” Natural Resource Governance Index. 2013. Accessed Aug 6, 
2015. http://www.resourcegovernance.org/countries/latin-america/ecuador/extractive-industries 
23 Jonathon Watts, “Ecuador Indigenous Leader Found Dead Days Before Planned Lima Protest,” 
The Guardian, Dec 6, 2014, accessed Dec 7, 2014. 
http://www.theguardian.com/world/2014/dec/06/ecuador-indigenous-leader-found-dead-lima-
climate-talks 
24 Bianchi, 2.  
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This plan is to contain a program for community relations to be developed in 
consultation with local residents. The program should include environmental and 
development activities such as providing environmental information about oil 
operations to the villages affected by exploration and extraction activities, 
establishing a participative environmental education system, financing 
compensatory and sustainable development projects, and providing basic services 
to communities (161-162). 
 
Unfortunately, the oil corporations rarely comply with the minimum standards set 

forth by Ecuadorian law. Based on data collected from 1998- 2003 in the Ecuadorian 

Amazon, Guzmán-Gallegos estimated that only 0.76% of oil corporations’ investment 

went towards the mandated community development.25 The failure of the oil corporations 

to fulfill their legal compensation obligations paled in comparison with their other 

offenses in Ecuador. Drilling in the Ecuadorian Amazon has been fraught with violent 

and costly conflict. In 1972, Ecuador granted the first concession to Texaco (now 

Chevron) to allow drilling in the Ecuadorian Amazon. Unfortunately, Texaco failed to 

dispose of the waste properly, leaving pools of chemicals in unlined pits, and 

contaminating a number of water sources. In this case, the substandard environmental 

practices of Texaco resulted in a lawsuit brought against the company in 1993 by some 

30,000 indigenous people, dubbed “los afectados” (the affected ones). Los afectados sued 

for compensation for the environmental and health problems caused by the harmful 

dumping practices. An Ecuadorian court ruled that Chevron owed $9.5 billion in 

remediation fees in addition to over $400 million in legal fees.26 The lawsuit caused a 

verifiable media firestorm and greatly damaged public perception of the company. To 

this day the lawsuit is still bogged down in appeals; the people directly affected by the 

                                                
25 Guzman –Gallegos, 162. 
26 Maya Steinitz, "The Case for an International Court of Civil Justice," The Stanford Law Review 
67, no. 75, 2014, accessed Dec 7 2014.  
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toxic waste have yet to see any reparations for the health damages including increased 

incidences of cancer and skin disease. 

Given Ecuador’s past experiences with hydrocarbon corporations, it is not 

difficult to imagine the response of local communities to the proposed drilling in the 

Yasuní – ITT block. Local indigenous organizations prevented initial exploratory 

procedures, protested in the streets of Quito, rallied the international media, and solicited 

the help of local NGOs to halt extraction by any means necessary.  The vehement protest 

of the local communities incurred the wrath of the pro-extraction Ecuadorian president, 

Rafael Correa. He dismissively branded indigenous protesters as “terrorists,” and 

required 200 protesters to formally respond to charges of terrorism in court, further 

escalating tensions.27 Despite the massive protests, the government maintained that 

excavation would proceed as planned and the situation continued to deteriorate into 

violence. Indigenous groups were outraged when authorities discovered the body of a 

missing indigenous leader, José Isidro Tendetza Antún, in an unmarked grave - bound 

and bearing signs of torture.28 Antún was a prominent opponent to extraction in the 

Amazon; he was set to attend and protest drilling in the Yasuní-ITT block at the climate 

conference in Lima. 

Ecuador briefly captured the attention of the international community by 

proposing an unusual solution to a complex conundrum in the face of rapidly escalating 

political, social, and economic tensions.  The Ecuadorian government in collaboration 

with several well-organized indigenous groups and NGOs, proposed the Yasuní-ITT 

Initiative, a non-extractive policy that would prohibit drilling in the ITT Block and 

                                                
27 Bianchi, 3.  
28 Watts, ibid.  



 16 

prevent upwards of 400 million tons of C02 emissions. In exchange for leaving the 

reserve untapped, Ecuador requested $3.6 billion from the international community, half 

of the oil’s estimated worth.29 Ecuador proposed that the funds be used to further 

Ecuador’s economic development, protect the environment, and provide for the 

indigenous groups living on the land; a significant proportion of the money would also be 

invested in research and development of alternative energy solutions.  Essentially, the 

government would be willing to accept less money for its natural resources in order to 

preserve the value of its rainforests and respect the indigenous people. Unfortunately, the 

fund received only 0.37% of the government-mandated total and the government plans to 

begin drilling as early as 2016 despite continued protests on the part of local 

communities.30, 31  

 The Yasuni-ITT confrontation is emblematic of social conflicts concerning the 

extraction of minerals and hydrocarbons in the Central Andean region. The “unruly 

engagements” created as a result of extraction in the Yasuní National Park pitted a variety 

of actors such as the government, international extractive corporations, and indigenous 

groups against each other and caused violent and costly conflict. The Yasuní-ITT 

initiative was a collaborative effort to create a mutually beneficial policy for all 

stakeholders; however, ultimately, this policy failed. The lack of a feasible solution for 

the Yasuní-ITT conflict raises the question – is it possible for extractive industries, 

                                                
29 Bianchi, 5.  
30 Ibid. 
31 Adam Vaughan, "Ecuador Signs Permits for Oil Drilling in Amazon's Yasuni National Park," 
The Guardian, May 23, 2014, accessed Nov 15, 2014. 
http://www.theguardian.com/environment/2014/may/23/ecuador-amazon-yasuni-national-park-
oil-drill    
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government, and communities to foster economically, socially, and environmentally 

sustainable development and prevent other conflicts?  

 This thesis will present an argument that promoting sustainable development 

using extractive companies is not only possible but also an effective business strategy. By 

generating dialogue with local communities and governments and making modifications 

to their own corporate structures, extractive companies in both the mining and 

hydrocarbons sector will be able to avoid conflicts like the Yasuní-ITT incident while 

improving their triple bottom line.  
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CHAPTER 2: THE LIMITATIONS OF GOVERNMENT AND COMMUNITIES 

“Latin America is the region of open veins. Everything from the discovery until our times has 
always been transmuted into European--or later--United States-- capital, and as such has 
accumulated on distant centers of power. Everything: the soil, its fruits and its mineral-rich depths, 
the people and their capacity to work and to consume, natural resources and human resources.” 

- Eduardo Galeano, The Open Veins of Latin America 
 
Social conflict in a Central Andean context 

As evidenced by the Yasuní-ITT conflict, managing resource wealth in a way that 

fosters sustainable development is difficult in both its complexity and magnitude. 

Resolving social conflicts related to natural resource management is precarious due to the 

number of actors affected, the conflicting interests at play, the imbalanced power 

dynamic, and the lack of the trust between the groups. Transitioning from social conflict 

to sustainable development will require action on the part of the actors involved –

governments, local communities, and extractive corporations. This chapter will explore 

the limitations of Central Andean governments and local communities in preventing 

social conflict and initiating sustainable development. It will also demonstrate that 

extractive industries in the central Andes are not constrained by these same limitations.   

Why is conflict happening in the Central Andes? 

The countries of the central Andes – Bolivia, Ecuador and Peru – experience 

abnormally high levels of social conflict due to their considerable mineral and 

hydrocarbon reserves, export driven economies, large indigenous populations, and single 

resource dependency.32 The Central Andean countries all possess significant mineral and 

hydrocarbon deposits. Peru is the largest silver producer in the world, ranks second for 

                                                
32 Anthony Bebbington and Jeffrey Bury, Subterranean Struggles: New Dynamics of Mining, 
Oil, and Gas in Latin America (Austin, TX: University of Texas Press, 2013), 4.  
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zinc and copper, fourth for lead, and sixth for gold.33  Over the past 20 years, the country 

received $12.35 billion worth of investment in the mining industry and received the sixth 

most exploration investments worldwide.34 Peru also recently began development of 

natural gas and oil reserves in the Amazon region.35 The continued growth in minerals 

and hydrocarbons industry greatly contributed to the country’s 8% GDP growth rate per 

annum.36 Similarly, Bolivia is the fourth largest tin producer in the world and is ranked 

eleventh for silver production but also produces gold, copper, and lead. Bolivia also 

contains 18 to 20 million tons, or 65%, of the world’s lithium – a mineral that is 

increasingly important for use in cellphone, computer, and car batteries.37 Of greater 

importance still are Bolivia’s hydrocarbon deposits; the country has South America’s 

second largest natural gas reserve and provides most of the natural gas for the region.  

Lastly, Ecuador, an OPEC member, has South America’s third largest oil reserve with 

approximately 4.5 million barrels total and a number of untapped mineral deposits.38  

The export-led model  

Bolivia, Ecuador, and Peru depend on these commodities to drive their economies. 

Minerals and hydrocarbons account for more than 50% of exports in each country and 

provide a significant proportion of government revenue (see Table 1). This is not a recent 
                                                
33 Anthony J. Bebbington and Jeffrey T. Bury, “Institutional challenges for mining and 
sustainability in Peru,” Proceedings of the National Academy of Sciences of the United States of 
America 106, no.4: 17296 
34 Ibid. 
35 “Peru: Extractive Industries,” Natural Resource Governance Index, accessed Aug 6, 2015. 
http://www.resourcegovernance.org/countries/latin-america/peru/extractive-industries  
36 Andres Liebenthal, Roland Michelitsch, and Ethel Tarazona, “Extracive Industries and 
Sustainable Development: An Evaluation of World Bank Group Experience,” World Bank and 
International Finance Corporation, 2003, accessed July 29 2015. 
http://ieg.worldbank.org/Data/reports/extractive_industries_evaluation_overview.pdf  
37 “Bolivia: Extractive Industries,” Natural Resource Governance Index, accessed Aug 6, 2015. 
http://www.resourcegovernance.org/countries/latin-america/bolivia/extractive-industries  
38 “Ecuador: Extractive Industries,” Natural Resource Governance Index, accessed Aug 6, 2015. 
http://www.resourcegovernance.org/countries/latin-america/ecuador/extractive-industries  
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trend; since the 19th century, these countries relied upon an export-led economic model, 

in which “the export sector […] was the engine of growth […] based on agricultural and 

mining products, with other manufacturing goods and services playing a negligible 

role.”39 Essentially, the Central Andean countries primarily exported commodities and 

did not develop a manufacturing sector. As a result of this model, exports from Bolivia, 

Ecuador, and Peru have steadily increased since the 1900s. The nature of these exports 

has changed and the countries have shifted from agricultural commodities like cacao and 

bananas to minerals and hydrocarbons, a far more lucrative product.40 Overall, the 

countries “remained highly dependent on exports as a stimulus to growth.”41  

Unfortunately, the export-led model subjected the countries to booms and busts in 

commodity prices, created vast income inequality, increased countries’ dependence on a 

single commodity, and inhibited governments from investing in the future.  

Country Bolivia Ecuador Peru 
Population 10.67 million 15.74 million 30.38 million 

% of population that 
identifies as 
indigenous 

62%  25% 45%  

GDP $30.6 billion $94.47 billion $202.3 billion 

Primary exports Petroleum gas (44%), 
precious metal scraps 
(7.5%), zinc ore 
(6.8%), precious 
metal ore (6.4%), and 
soybean meal (4.6%)3  

Crude petroleum 
(50%), bananas 
(11%), crustacean fish 
(4.8%), and refined 
petroleum (3.8%)3 

Gold (20%), copper 
ore (18%), refined 
petroleum (6.7%), 
lead ore (4.2%), and 
refined copper 
(4.2%)3 

% of exports from 
extractive industries 

82%  58%  64%  

Gini coefficient  46.6 46.6 45.3 

Table 1: A Cross Country Comparison42 

                                                
39 Luis Bértola and José Antonio Ocampo, The Economic Development of Latin America Since 
Independence (United Kingdom: Oxford University Press, 2012), 85. 
40 Thomas E. Skidmore, Peter H. Smith, and James N. Green, Modern Latin America (New York: 
Oxford University Press, 2014), 145-153.  
41 Ibid, 148.  
42 Data collected from the World Bank and the Natural Resource Governance Index. 
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The economic success of these countries over the past two centuries directly 

correlates with fluctuations in commodity prices. For example, during the Great 

Depression, tin prices fell from $917 to $385 over the course of 5 years, decimating the 

Bolivian economy.43 Alternatively, from 1970 until 1977 when oil prices increased 

drastically, real GDP in Ecuador grew by an unprecedented 9% each year.44 Exporting 

commodities creates economic instability and leaves countries vulnerable to volatile 

commodity prices. 

The export driven model also caused vast societal inequality. Traditionally in the 

Central Andes, an oligarchic economic elite controlled the majority of the valuable 

resources. For example, in the early 1900s, 3 Bolivian families owned 80% of the 

country’s tin reserves. Because these resources were, and still are, critical for economic 

prosperity, this elite held significant political power and received a disproportionate 

amount of revenues generated from exports. In the 21st century, there has been little 

institutional overturn to alter this imbalance of power and the same economic elite has 

maintained control of the resources. In analyzing Peru, Thomas Skidmore, author of 

Modern Latin America notes, “by the 1980s, the top 20% of the population received 51% 

of the income, while the lowest 20% got only 5%.”45 In modern times, those statistics 

remain the same. This means that rural poor and indigenous communities living on land 

affected by natural resources excavation rarely benefit from that extraction.  

The greatest failure of the export led model is that it provides little incentive to 

invest in the future, especially in human capital. In an economy based on the exportation 

of commodities, laborers’ skill and technological innovation are not essential to 
                                                
43 Skidmore, 150.  
44 Ibid, 153.  
45 Ibid, 149.  



 22 

productivity and capacity to compete as in the manufacturing sector, which requires 

constant innovation. Likewise, the volatility of returns in the export-led model means that 

future revenues are uncertain which makes it more difficult to justify significant 

investment in education or technology research and development.  

The resource trap and Dutch disease 

Lastly, the export-led model results in a lack of economic diversification which 

can lead to dependence on commodities. Commodity dependence is dangerous not only 

because of the booms and busts mentioned above but also because natural resources are 

finite. Furthermore, exporting one or two commodities can also cause countries to fall 

into the “resource trap,” also known as Dutch disease.46 Dutch disease, named for Dutch 

economic troubles managing natural gas, is defined as “the overreliance on a natural 

resource to the detriment of creating other industries and diversifying a country’s 

economy.”47, 48 In essence, discovery of a high demand natural resource causes currency 

to appreciate, which in turn makes other sectors of the economy less competitive and 

generates current account deficits. In an unfortunate cycle, these effects of commodity 

exportation result in even greater dependence on the commodity. Because of this cycle, 

the growth trends of economies reliant on natural resources can be represented by a 

stagnant flat line with some fluctuations, as the price of the commodity varies.  

Bolivia, Ecuador, and Peru all display signs of resource dependence; the GDP per 

capita of each of these countries either shrunk or grew marginally over the past 8 years as 

a result of dependency on a single resource (see Figure 1). Although the IMF estimates 

that, in general, Latin American economies have diversified more in the last decade, 
                                                
46 Paul Collier, The Bottom Billion (New York: Oxford University Press, 2007). 
47 Ibid, 39. 
48 Wangari Maathai, The Challenge for Africa (New York: Pantheon, 2009), 98. 
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“heavy energy and metal exporters,” such as the Central Andean countries “have 

witnessed both increasing dependence on and little (or no) diversification away from 

commodities, making them especially vulnerable to a commodity price slump.”49   

 

Figure 4: Single Resource Dependency and Per Capita GDP Change50 

Institutional constraints on governments and communities  

The commodity export led model is flawed because it fails to produce sustainable 

and equitable development. This model breeds dependence on commodities, which forces 

countries to extract these resources even if the social or environmental costs are high. 

This dependence benefits extractive industries by placing them in positions of power. 

Central Andean governments need the revenues from natural resources to operate and 

provide for their citizens and often require the expertise of transnational extractive 
                                                
49 Gustavo Adler and Sebastian Sosa, “Latin America’s Commodity Dependence: What if Boom 
Turns to Bust?”, International Monetary Fund, Nov 1, 2011, accessed on June 3, 2015. 
http://blog-imfdirect.imf.org/2011/11/01/latin-americas-commodity-dependence-what-if-the-
boom-turns-to-bust/  
50 Effective Hydrocarbon Management: Lessons From the South (New York: United Nations 
Development Program, 2009), 62.  
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companies to do so. It is more difficult for the government to effectively regulate 

corporations when the need for private extractive services is so high.  

Even when the Central Andean government created the appropriate legal and 

regulatory frameworks, extractive industries did not necessarily comply. In an assessment 

performed by the Natural Resource Government Institute, Peru received a “satisfactory” 

score of 73 out of 100 possible points, indicating that the country implemented excellent 

institutional and legal framework (a score of 88/100) and maintained good reporting 

practices (83/100).51 However, Peru received the lowest scores on the “safeguard and 

quality control” (56/100)  and “enabling environment” (55/100) sections because the 

government failed to disclose conflicts of interest and enforce the rule of law.52 

Essentially, Peru sometimes allows corporations to cut corners and does not enforce the 

standing regulations. Bolivia and Ecuador received even lower scores on the “enabling 

environment” category (32/100 and 28/100 respectively) due to ineffective rule of law, 

high levels of corruption, and lack of open budget.53 Governments in these countries are 

limited by their dependence on commodities and their relationship with the companies 

that produce those commodities. Consequentially, the Central Andean governments are 

not in a position to prevent social conflict between communities and extractive 

corporations.  

Besides the governmental limitations, this export–led economic structure has 

produced considerable social and economic inequality. Poor rural and indigenous 

communities experience the environmental and social consequences of extraction but do 

                                                
51 “2013 Resource Governance Index,” National Resource Governance Institute, 2013, accessed 
on May 11, 2015. http://www.resourcegovernance.org/countries/latin-america/peru/overview  
52 Ibid.   
53 Ibid.  
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not receive adequate compensation. Two mining and development experts noted, “these 

institutional constraints help explain the social unrest driven by the greed, grievance, 

uncertainty, and fear that often accompany mineral [or hydrocarbon] extraction.”54 Local 

communities are also unable to prevent conflict; they are financially and, in the case of 

indigenous groups, socially marginalized with little negotiating power. In a review of the 

mining industry in Peru, social scientists found that local communities were unable to 

express their concerns during the exploration process because far off officials in Lima 

make decisions.55  The scientists further concluded that local communities often feel that 

the only resource at their disposal to make their voices heard or halt extractive activities 

is to initiate “violent conflict.”56  

In sum, currently the governments and local communities of Bolivia, Ecuador, 

and Peru are limited in their ability to prevent social conflict and stimulate sustainable 

economic growth from natural resource revenues. Governments are constrained by their 

economic pursuits in extracting natural resources and their critical partnership with 

extractive industries. Local communities are inhibited by a lack of political influence and 

financial resources. Local populations often conclude that initiating conflict, in the forms 

of protests, damage to property, or violence, is their only recourse.  For these reasons, 

extractive corporations are best positioned to prevent social conflict and promote 

sustainable development at local and national levels.  

 

 

                                                
54 Anthony J. Bebbington and Jeffrey T. Bury, “Institutional challenges for mining and 
sustainability in Peru,” 17296.  
55 Ibid, 17299.  
56 Ibid.  
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CHAPTER 3: REDEFINING MINING 

“The mining and minerals industry faces some of the most difficult challenges of any industrial 
sector – and is currently distrusted by many of the people it deals with day to day. It has been 
failing to convince some of its constituents and stakeholders that it has the ‘social license to 
operate’ in many parts of the world, based on the many expectations of its potential contributions.” 

- Breaking New Ground: The Report of the Mining, Minerals and Sustainable 
Development Project 

 
The rise of sustainable development 
 

Based on the Latin American societal structure and political economy, I argue that 

extractive corporations are the stakeholders best equipped to prevent conflict. The mining 

industry at large has recently reached a similar conclusion. In the past 25 years, two 

simultaneous movements within the mining industry and the larger global community 

have redefined the role of extractive industries as proponents of sustainable development 

and agents of conflict prevention. In this section, I will explain the events that led to 

drastic changes in the mining industry, examine the concurrent global shift that solidified 

the changes, and evaluate the effectiveness of the solutions that have been implemented 

thus far in preventing social conflict.  

Since 1990, the global development community has placed increasing emphasis 

on social license or “positive relationships with and some kind of acceptance from local 

populations in order to be able to operate in a given area.”57 This emphasis on social 

license was reinforced by a number of laws and declarations that encouraged corporations 

and states to formally recognize the rights of local communities, especially indigenous 

groups. The most notable outcomes of this movement are International Labor 

Organization Convention No. 169 and the United Nations Declaration on the Rights of 

Indigenous Peoples. Convention No. 169 asserts the right of indigenous people to be 

                                                
57 Anthony Bebbington and Denise Humphreys Bebbington, “Anatomy of a Regional Conflict,” 
Latin American Perspective 37, no. 4 (2010): 145. 
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consulted on all issues that affect them. It requires that indigenous groups can “engage in 

free, prior, and informed participation in policy and development processes that affect 

them.”58  To date, 20 countries have ratified this legally binding convention, including 

Bolivia, Ecuador, and Peru. ILO Convention No. 169 has widespread implications for 

extractive industries, including new legal processes. As a result of this convention, 

Bolivia and Peru both established formal consulta previa (previous consultation) 

procedures that require companies to meet with affected indigenous groups and obtain 

consent for the project (although the community’s level of input varies from country to 

country).59 Similarly, in 2007, the UN Declaration on the Rights of Indigenous outlines 

the individual and collective rights of indigenous groups. The document “promotes their 

full and effective participation in all matters that concern them and […] to pursue their 

own visions of economic and social development.”60 Both pronouncements require 

increased engagement with communities and set a higher social standard for corporations.  

In addition to social license, global civil society stressed the importance of 

sustainable development – popularly defined as “development that meets the needs of the 

present without compromising the ability of future generations to meet their own 

needs.”61 Due to this new focus, the mining industry became the subject of intense 

international scrutiny; campaigns by prominent NGOs such OxFam and Friends of Earth 

                                                
58 "Convention No. 169: Convention concerning Indigenous and Tribal Peoples in Independent 
Countries," International Labor Organization, 1989. Accessed July 20, 2015. 
http://www.ilo.org/indigenous/Conventions/no169/lang--en/index.htm  
59 Maiah Jaskoski, “Resource Conflicts: Emerging Struggles over Strategic Commodities in Latin 
America Phase II.” (Doctoral dissertation, Naval Postgraduate School: Center for Contemporary 
Conflict, 2012). 16 – 18.  
60 "United Nations Declaration of the Rights of Indigenous Peoples." March 2008. Accessed July 
20, 2015. http://www.un.org/esa/socdev/unpfii/documents/DRIPS_en.pdf.   
61 World Commission on Environment and Development. Our Common Future. Oxford: Oxford 
University Press. 1987.  
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International highlighted the substantial environmental and social costs imposed by 

mining projects.62 These campaigns sought to inform the public of mining’s lax operating 

procedures with including general disregard for environmental regulations and repeated 

failures to obtain social license from local communities. The information supplied by 

these campaigns depicted mining as a kind of evil empire and turned the tide of public 

opinion. At this point, in the mid-1990s, both the regulatory frameworks and society at 

large was calling for meaningful change in the mining sector.  

The Panguna Mine: A game changer  

Although the above documents and supporting movements increased the pressure 

for mining corporations to operate in a socially responsible way, mining’s philosophical 

revolution required an additional catalyst. This marked shift in thinking was a 

consequence of one of the most devastating natural resource conflicts to date –the 

Panguna mine on Bougainville Island, Papua New Guinea. The monumental changes 

wrought in the mining industry since 1990 reflect the gravity of this conflict.    

The development of the Panguna mine, at the time the world’s largest open pit 

copper ore mine, began in 1969.  After discovering considerable copper ore deposits on 

the tiny island of Bougainville, the government of Papua New Guinea granted excavation 

rights to Bougainville Copper Limited, a subsidiary of the Australian company Conzinc 

Rio Tinto (a branch of the British mining giant of the same name); the government was a 

19% shareholder in this company.63 Bougainville Island, actually a part of the Solomon 

Islands archipelago, is primarily inhabited by indigenous peoples with numerous dialects 

                                                
62 David Szablowski, Transnational Law and Local Struggles: Mining, Community, and the 
World Bank, (Portland, Oregon: Hart Publishing, 2007), 76 -77.  
63 Herb Thompson, "The Economic Causes and Consequences of the Bougainville Crisis," 
Resources Policy 17, no. 1 (1991): 71. doi: 10.1016/0301-4207(91)90027-S.  
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distinct from those of Papua New Guinea. The island shares few cultural ties with Papua 

New Guinea and attempted to become an autonomous region as early as 1975.64 Papua 

New Guinea can lay claim to the mineral reserves on Bougainville through a happy 

accident of colonial times. The nation maintained its sovereignty over Bougainville until 

1997 in part to profit from the large reserves of minerals on the island. 

 

            Figure 5: Map of Papua New Guinea and Bougainville Island32 

The Panguna mine operated for almost 20 years, producing more than $3 billion 

dollars of profit, half of the nation’s exports, and 44% of the national government’s 

revenue.65 The Coconut Revolution, a documentary on the impacts of mining on 

Bougainville Island, estimated that landowners received 1/1000th of the profits. 

Additionally, the government resettled the citizens of Bougainville to what one resident 

                                                
64 Timothy Hammond, “Conflict Resolution in a Hybrid State: The Bougainville Story,” Foreign 
Policy Journal, April 2011, accessed June 17, 2015. 
http://www.foreignpolicyjournal.com/2011/04/22/conflict-resolution-in-a-hybrid-state-the-
bougainville-story/ 
65 Thompson, "The Economic Causes and Consequences of the Bougainville Crisis," 69. 
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dubbed “shantytowns” in order to clear around 515 acres of jungle for mining 

operations.66 

Tensions escalated when Bougainville islanders claimed that Bougainville Ltd. 

contaminated local water sources with mining waste and tailings, decimating a local food 

source. An environmental impact assessment estimated that the company dumped 1 

billion tons of waste comprised of copper, tin, lead, and arsenic into the Jaba River, 

destroying wildlife and delicate forest ecosystems. Furthermore, the company failed to 

recognize the matrilineal land tenure tradition of the island and therefore did not fairly 

compensate the appropriate landowners.67  As compensation for these damages, a radical 

group of islanders, the Young Landowners’ Association, demanded $10 billion, a number 

that greatly exceeded than the mine’s worth.68 After Bougainville Ltd. refused to pay; the 

Bougainville Revolutionary Army began strategically targeting mining interests, utilizing 

large amounts of stolen explosives to effectively shut down the mine.  

 In the ensuing chaos, Rio Tinto was forced to abandon the Panguna mine in 

1989.69 The government of Papua New Guinea sent in the national army, the Papua New 

Guinea Defense War, along with a number of Australian reinforcements to protect their 

strategic interests and reserves. The army burned homes and killed defenseless residents, 

further fueling the revolutionary furor. The Bougainville Revolutionary Army defended 

their land with limited weaponry and forced a military stalemate. In response, Papua New 

Guinea created a supply blockade around the island, causing a number of citizens to die 

of malnutrition and other curable diseases. Ultimately, this conflict over the operations of 
                                                
66 The Coconut Revolution, directed by Dom Rotheroe, (2000; London: Stampede Films, 2001.), 
YouTube video.  https://www.youtube.com/watch?v=LDpvxQe_Jhg 
67 Ibid. 
68 Ibid. 
69 Szablowski, 76. 
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a mining company resulted in a civil war that killed over 15,000 people – it is the 

bloodiest conflict in the Pacific since World War II.70  

 The Panguna mine conflict forced the world, and the mining industry itself, to 

reevaluate extractive corporations’ longstanding procedures and standards of operation. 

On Bougainville Island, Rio Tinto relied solely upon government license, or permission, 

to operate. The company failed to establish relationships with the community or obtain 

prior consent for extraction on indigenous lands. Furthermore, Rio Tinto did not 

understand the traditions or needs of the community in addition to the larger political 

tensions at play between Bougainville Island and Papua New Guinea.  Essentially, the 

corporation failed to consider the social and environmental implications of their 

operations with disastrous results. Due to these failures, Rio Tinto not only lost 

considerable future revenues but also caused devastating loss of human life.  

Mining and sustainable development: Mutually exclusive?  

This noteworthy conflict and the mounting global pressure to operate more 

sustainably spurred the mining industry to make changes. Through legal and regulatory 

frameworks, grassroots campaigns, and media outcry in the wake of the Bougainville 

Civil War, the world called on mining to answer the question: “Will the industry be a 

critical and important contributor to the sustainable future or will it become […] a relic of 

a declining industrial age?”71 Despite considerable past failings, the mining community 

responded to the Panguna disaster with a large-scale appeal for operational change at the 

CEO and shareholder level. The subsequent shift in thinking resulted in the creation of a 

number of institutions geared towards establishing best practices and providing oversight. 
                                                
70 Hammond, “Conflict Resolution in a Hybrid State: The Bougainville Story.”   
71 George Littlewood, “The Global Mining Initiative,” (speech, Address to Mining 2000, 
Melbourne, AU, September 20, 2000). http://www.icmm.com/document/104 
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These institutions would perform research to identify conflict prevention strategies and 

pinpoint practices within their own companies that may contribute to conflict.  

The most prominent of these organizations was the Global Mining Initiative 

(GMI), a collaboration between nine of mining’s largest transnational corporations 

including giants Anglo – American, Rio Tinto, BHP Minerals, and Newmont.  Formed in 

2000, each of the companies participating in the initiative agreed to submit to internal 

review and reform.72 The President of BHP described the initiative as a substantive effort 

for the minerals sector to “listen, learn and engage” with diverse stakeholders.73 The 

Global Mining Initiative addressed three main aims of the mining industry -  (1) organize 

a large-scale research project to determine how mining can contribute to and generate 

sustainable development; (2) assemble global mining leaders at a conference to 

disseminate the results of the study; and (3) identify a new leadership body for the 

sector.74, 75 This association is significant not only because it denotes a remarkable change 

in the discourse of the mining sector but also because it was initiated by multimillionaire, 

transnational corporations willing to act, essentially, as guinea pigs.  Transitioning to a 

mining model based on sustainable development would necessitate large investments of 

time and money. It also requires admitting to past failures. The willingness of these 

                                                
72 International Institute for Environment and Development and the World Business Council for 
Sustainable Development, Breaking New Ground: The Report of the Mining, Minerals and 
Sustainable Development Project (London: Earthscan Publications, 2002), 37.  
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74 International Institute for Environment and Development and the World Business Council for 
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companies to prioritize the future of the industry over individual profit demonstrates their 

sincere commitment to operating more sustainably.  

The Global Mining Initiative commenced their reformatory efforts with a 

multiyear research project – the Mining, Minerals and Sustainable Development Project 

(MMSD). In conjunction with impartial parties such as the World Business Council for 

Sustainable Development and the Institute for Environment and Development, the 

MMSD published a comprehensive review of mining practices and proposed sustainable 

solutions for the future in 2002. The authors of the report, entitled Breaking New Ground, 

described it as “the first in-depth review of the mining and minerals sector from the 

perspective of sustainable development, undertaken with the support and engagement of 

mining companies, mining communities, labor, the research community and a broad 

range of other stakeholders.”76 This report does not offer a solution to every problem 

facing the mining and minerals sector but rather acts as an exploratory guide; it examines 

mining’s past pitfalls and presents a compelling vision for a sustainable future. Breaking 

New Ground argues that sustainable development is not an act of philanthropy but a 

viable business strategy. It begins by evaluating critical challenges facing the minerals 

sector like the control, use, and management of land and conflict with local communities. 

The authors recognize that the challenges facing the industry are numerous and vary by 

company and region. Using the input of a broad base of stakeholders, Breaking New 

Ground highlighted four crucial steps that the mining sector must take in order to 

generate sustainable development summarized as follows:  

                                                
76 International Institute for Environment and Development and the World Business Council for 
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1. Gain an understanding of sustainable development principles in the 
economic, social, environmental, and governance spheres and determine 
what those look like with respect to the mining and minerals sector.  

2. Create organization-level policies and management systems to implement 
these principles. 

3. Collaborate with other stakeholders and interest groups in order to take 
“joint steps” towards sustainable development.  

4. Increase capacity to work towards sustainable development at multiple 
levels – local, national, and global. 
 

This ambitious research project is remarkable not only because of its scope – the 

MMSD gathered data from 20 countries, spoke with over 700 people at global workshops 

and expert meetings, and commissioned 175 individual research projects – but also 

because it is the first of its kind.14 The mining and metals sector is one of the most 

lucrative industries in the world, valued at approximately $2,997.1 billion in 2011.77  It 

produces a multitude of diverse products from steel to coal to lithium. No industry as 

large or diverse as mining has attempted a comprehensive report of this magnitude or 

been willing to submit their corporations to this level of scrutiny.  

To implement the MMSD’s findings and continue the work, the Global Mining 

Initiative identified a leadership body that could set cohesive standards for the mining 

industry. This association is the International Council on Mining and Metals (ICMM) 

comprised of 22 mining and metal companies and 32 national and regional mining/global 

commodity associations.78 Since 2001, the ICMM focused on setting clear-cut, 

sustainable development goals for the industry in the form of 10 principles. Principles 

include “integrate sustainable development considerations within the corporate decision-

making process” (#2) and “contribute to conservation of biodiversity and integrated 
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2015, accessed Aug 1, 2015.  http://guides.library.ubc.ca/mining_industry.  
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approaches to land use planning” (#7).79 Each principle is supplemented by a number of 

“position statements” further delineating how those principles can be enacted.  

In order to gain membership to the ICMM, companies must alter or create new 

corporate policies to implement the 10 sustainable development principles. Companies 

must produce yearly reports on their progress in realizing these principles and their 

sustainable development commitments in accordance with Global Reporting Initiative 

standards. Furthermore, a third party auditor must “review and assess the quality of their 

reports, systems and processes in line with ICMM’s Assurance Procedure.”80 The 

International Council on Mining and Metals also publishes a yearly “member 

performance table,” essentially a report card, which ranks companies based on the 

amount of information disclosed. For example, in 2014, 15 companies received a the 

highest ranking, “G3 A+”, indicating that they had submitted data for all available 

reporting categories and received third party verification.81, 82  

The International Council on Mining and Metals aims to lead by example by 

developing ways that mining and sustainable development can work in conjunction. For 

example, the ICMM increases transparency through strict reporting standards and in turn 

is able to build greater trust with stakeholders. This reporting structure also creates 

accountability in the industry. The Council continues to engage diverse stakeholders by 

conducting surveys and soliciting feedback from groups beyond mining corporations. It 

                                                
79 See Appendix 1 for a full list of principles. “Sustainable Development Framework: Assurance 
Procedure,” International Council on Mining and Metals, 2011, accessed Aug 1, 2015: 20 -29. 
http://www.icmm.com/document/439  
80 Ibid, 4.   
81 “Member’s Performance Table.” International Council on Mining and Metals, 2014, accessed 
Aug 1, 2015. http://www.icmm.com/document/8544  
82 “AL: GRI Application Levels Version 3.1,” Global Reporting Initiative, 2011, accessed Aug 1, 
2015. https://www.globalreporting.org/resourcelibrary/G3.1-Application-Levels.pdf  
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utilizes the information collected from these stakeholders to provide free resources and 

toolkits that are available to the general public. All in all, by continuing the work of the 

Global Mining Initiative and the Mining, Minerals, and Sustainable Development Project, 

the Council continues to redefine the mining industry and call for higher operating 

standards. 

In two different addresses at global mining conferences, two mining CEOs (and 

GMI members) emphasized that the Global Mining Initiative is not a public relations or 

advertising campaign. The Executive Director and President of BHP Minerals described 

the initiative as concerned with “the substantive issue of mining’s tangible contribution to 

the world in which we live.”15 Based on the work that mining has done since 2000 in the 

form of the Global Mining Initiative, Mining, Minerals and Sustainable Development, 

and the International Council on Mining and Metals, we can take the president at his 

word.  These institutions (and the widespread support they have received) exemplify the 

industry’s sincere commitment to sustainable development. Mining faced mounting 

global pressure in the midst of the sustainable development movement and the wake of 

several large-scale disasters like the Panguna mine; however, the mining sector could 

have acquiesced to global demands for change on a much smaller scale. Instead, the 

industry initiated a massive overhaul of mining discourse and operating procedures. 

Industry leaders admitted past failures and emphasized the importance of social license 

and environmental stewardship. The monumental shift in the industry and the monetary 

and personnel resources required to instigate that shift cannot be understated. The mining 

sector redefined its role in the global economic system. It went from a highly profitable 

but often destructive industry to an industry that considers not only the bottom line but 
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also the social and environmental implications of their operations. In doing so, mining 

answered the world’s question and asserted that the industry can and will become a 

valuable contributor to future sustainable development.  
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CHAPTER 4: SUCCESS ON THE GROUND 
 

“‘It’s now ‘how do we mine?’ not ‘why are we mining?’’ 
- MMSD +10: Reflecting on a decade of mining and sustainable development 

 
Mining’s growing pains 
 

More than a decade after the mining sector formally reoriented its goals towards 

producing sustainable development, the industry is still struggling to implement those 

goals at the ground level. Despite the considerable investments of industry leaders and 

the progress made by the Mining, Minerals, and Sustainable Development Project and the 

International Council on Mining and Metals, day-to-day mining operations have not 

changed drastically. In this chapter, I will examine why mining has failed to translate 

sustainable development ideals to operational procedures; explore the new challenges 

facing the industry; and, most importantly, propose modifications to help the industry 

transition to a sustainable development model.  

What evidence is there to suggest that mining has failed? Or what does mining look 

like on the ground in 2015? The number of social conflicts between companies and 

communities continues to rise – in Peru, for example, where 33,963 active mining claims 

cover 11% of the country’s land mass, the number of social conflicts has increased by 

300% in the past 5 years.83, 84 Although the magnitude and total quantity of environmental 

disasters has decreased, there have been notable examples of “bad practice” such as the 

Grasberg Mine in Indonesia.85 Furthermore, interest groups, in particular those 

                                                
83 Anthony J. Bebbington and Jeffrey T. Bury, “Institutional challenges for mining and 
sustainability in Peru,” 17297 
84 “Mining in Peru: Dashed Expectations,” The Economist, June 23, 2012, accessed on July 31, 
2015. http://www.economist.com/node/21557344  
85 Abbi Buxton, “MMSD +10: Reflecting on a decade of mining and sustainable development,” 
the International Institute for the Environment and Development, 2012, 16.  
http://pubs.iied.org/pdfs/16041IIED.pdf?  
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representing indigenous peoples, continually demonstrate that mining companies fail to 

fully assess social and environmental impacts of projects or obtain the requisite third 

party verification of their assessments.86 In short, although the mining sector recognized 

the need for change and articulated the kinds of change necessary, individual 

corporations failed to implement those changes successfully.   

Why hasn’t the sincere commitment of mining leaders demonstrated in the last 

chapter yielded operational improvements? The most significant reason is lack of 

sufficient time. The Mining, Minerals, and Sustainable Development Report of 2002 was 

an incredibly ambitious project; the in-depth institutional change that this report 

recommended could not occur overnight or even over the course of a decade. 

Furthermore, the report offered broad, sweeping solutions to overarching industry 

problems. The mining sector encompasses a multitude of corporations of varying sizes 

that offer assorted commodities and services – it is extraordinarily diverse. Companies 

required time to tailor the MMSD proposals to fit their needs and corporate structure.  

Additionally, a number of companies chose not to participate in the GMI.  Mining’s 

30 to 40 most profitable, multinational companies, the industry leaders, initiated and 

funded the Global Mining Initiative and its descendants. Although these “global giants,” 

account for the majority of the industry’s profits, they represent a relatively small 

proportion of the total companies within the sector.87  Intermediate, national, and junior 

companies along with artisanal small mining comprise the majority of the industry.88 

                                                
86 Ibid.  
87 International Institute for Environment and Development and the World Business Council for 
Sustainable Development, Breaking New Ground: The Report of the Mining, Minerals and 
Sustainable Development Project, 93. 
88 See Appendix 2 for a visual representation of the structure of the mining industry.  Global 
Corporate Mining Sector – Firm Size and Organizational Focus  
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These companies often serve very specific purposes within the product supply chain (for 

example, junior companies often find and sell new reserves to the transnational 

corporations); the reforms in the MMSD Report may not directly apply to their area of 

specialization.89 Other companies lacked the necessary financial resources to implement 

the reforms. 

The lack of realization on the ground level at this early stage does not indicate a 

failure on the part of the Mining, Minerals, and Sustainable Development Project or the 

new movement in general. Breaking New Ground was not intended to serve as a “how to 

guide” for engendering sustainable development but rather a springboard for reform, a 

conversation starter, and a call to action. The report enabled the industry to conceptualize 

a future in which mining companies could excavate and profit in a way that also 

benefitted local communities and did not destroy the environment. Moreover, Breaking 

New Ground emphasized that this vision was not idealistic or philanthropic but rather a 

necessary transformation if mining companies wanted to continue to operate. The MMSD 

Report’s greatest achievement was that it allowed mining leaders and collaborative 

stakeholders to gain an understanding of sustainable development and its context within 

the mineral extraction sphere.  

A changing landscape for mining 

 However, in the past decade, the industry and the global background continued to 

change. New proposals and additional action is required for the mining sector to 

successfully propagate sustainable development.  In order to create these solutions, we 

must examine the current challenges facing the industry. One effort to articulate these 

                                                
89 Breaking New Ground: The Report of the Mining, Minerals and Sustainable Development 
Project, ibid.   
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obstacles came in the form of a progress report from the International Institute for 

Environment and Development. The report, “MMSD +10: Reflecting on a decade of 

mining and sustainable development,” served two primary functions; it identifies new 

challenges facing the industry and offers a side-by-side comparison of 2002 targets and 

headway achieved to date.90 Ultimately, the report concluded, as stated above, that while 

there was some success, the mining industry still requires significant changes to operate 

sustainably.   

According to “MMSD +10”, the recent obstacles to integrating sustainable 

development into the minerals industry are formidable. First, the landscape of mining 

shifted; new actors entered and the power dynamics changed. Developing economies like 

China, India, and Brazil augmented the number of both consumers and producers, 

increasing the competitive nature of the market.91 Recently formed corporations from 

these countries did not partake in mining’s sustainable development revolution of a 

decade ago and do not necessarily subscribe to its ideals or policies. Environmental 

damages or social skirmishes these contemporaries cause reflect upon the whole industry 

and do little to rehabilitate mining’s image. Simultaneously, as discussed in the previous 

chapter, the global movement to recognize the right of “free and prior consent” (or social 

license) for local communities gained even more momentum since 2000. Many 

governments, like those of Bolivia and Ecuador, incorporated this right into their 

constitutions and created legal processes to ensure its protection.92 More meaningfully 

though, communities affected by extractive industries recognize their own rights and how 

                                                
90 Buxton, 15.  
91 Ibid, 28. 
92 Maiah Jaskoski. “Resource Conflicts: Emerging Struggles over Strategic Commodities in Latin 
America Phase II,” 16. 
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to exercise them to inhibit or even halt extraction. This global campaign and subsequent 

government enforcement empowered local communities to demand greater attention and 

resources from mining companies. In sum, mining now has more players who do not 

necessarily adhere to the same rules of play and the sector faces more powerful 

opponents.  

This mutable backdrop made community – company conflicts even more contentious 

and difficult to approach and social conflicts continue to be the most problematic issue 

facing mining corporations today. Mining’s failure to translate the ideals espoused in 

Breaking New Ground to logistical realities suggests that there is more work to be done 

to prevent social conflict.  

What is mining’s next step on the path to sustainable development? 

To decrease the number of social conflicts and engender sustainable development, 

mining needs to implement two kinds of reforms – modifications to the overarching 

corporate structure and changes in the way corporations interact with communities. The 

mining industry at large, aided by a number of academic institutions, has already begun 

to reassess its corporate structure and identify areas needing improvement, mostly in the 

community relations division.93 However, in order for mining to truly create sustainable 

development in the communities where it operates, companies must integrate 

sustainability policies at all levels of operation. Corporations must value sustainable 

development enough to ensure that all employees understand the company’s commitment 

and execute their job responsibilities with those principles in mind.  

 
                                                
93 The Corporate Social Responsibility Initiative at the Harvard Kennedy School and the Centre 
for Social Responsibility in Mining at the University of Queensland facilitated several discussions 
concerning mining corporate structure and sustainable development.  
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The Corporate Structure: Technical and community relations integration 

 First and foremost, mining corporations need to integrate the technical planning 

and community relations teams.  Technical engineering teams are responsible for 

developing and maintaining the extraction schedule – an essential function for 

minimizing costs. The community relations group is tasked with communicating with 

local communities, determining necessary compensation, and responding to community 

conflict. Ideally, CEOs would amalgamate these two groups so that community relations 

officers and engineers could work side by side to develop plans, ascertain priorities, 

assess costs, and prevent conflict.   

 Unfortunately, there is a disconnect between the services that these groups would 

ideally provide and the input they are permitted. Community relations groups have 

traditionally served as an auxiliary branch of mining corporations with limited 

operational input or resources.94 In fact, the industry viewed community relations officers 

as somewhat of a financial burden, employed mainly to serve as conflict “firefighters.”95 

In fact, relations officials and mining engineers usually operate entirely independently of 

one another. For example, community relations officials do not provide input for the 

extractive timeline and therefore, no consideration is given to the time required to work 

with the community. 

In a study on the corporate costs of social conflict, mining insiders identified “lost 

productivity due to delay” as the most common cost; they estimated that a “major, world-

class mining project” could incur costs of up to $20 million each week due to delayed 
                                                
94 Caroline Rees, “Report of International Roundtable on Conflict Management and Corporate 
Culture in the Mining Industry,” Harvard Kennedy School: Corporate Social Responsibility 
Initiative, August 2009, accessed March 2015, 8. http://www.hks.harvard.edu/m-
rcbg/CSRI/publications/report_37_rees_cm_roundtable.pdf  
95 Ibid.  
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production.96 The recent increase in social conflict – and the incredible costs it can incur 

– has caused senior management to reassess the value of community relations and their 

role in mining operations. Mining officials now recognize that community relations 

groups may provide valuable services by establishing a foundation of trust with the 

community and that such a foundation is critical to conflict prevention.97 CEOs also 

acknowledge that fostering that trust requires time. Subsequently, mining management 

proposed empowering the community relations team by providing additional monetary 

resources and elevating the supervising officer’s position within the corporate 

hierarchy.98 Along these same lines, a number of companies have started to hold 

collaborative meetings between community relations and other departments (although 

rarely technical groups) to discuss conflict management.99   

To successfully prevent conflict, the mining industry needs to take this 

empowerment one step further and marry the community relations and technical groups. 

Ideally, the employees of this new integrated group would possess an understanding of 

both the technical aspects and the social requirements of a project. Otherwise, mining 

companies should provide cross-disciplinary training to operatives. This will enable team 

members to successfully collaborate and develop innovative conflict prevention strategies 

that benefit both the company and the community.  

                                                
96 Rachel Davis and Daniel M. Franks, “The costs of conflict with local communities in the 
extractive industry,” (presented at First International Seminar on Social Responsibility in Mining, 
Santiago, Chile, October 19 – 21, 2011), accessed February 2015, 3. 
http://shiftproject.org/sites/default/files/Davis%20&%20Franks_Costs%20of%20Conflict_SRM.
pdf 
97 Rees, 5. 
98 Caroline Rees, Deanna Kemp, and Rachel Davis, “Conflict Management and Corporate 
Culture in the Extractive Industries: A Study in Peru,” Harvard Kennedy School: Corporate 
Social Responsibility Initiative, September 2012, accessed March 2015, 8. 
99 Ibid.  
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Quantifying social costs 

 An additional step necessary to ease this integration will be developing tools to 

quantify social costs. For communities, social conflicts are manifestations of perceived 

environmental and social risk.100 For companies, social conflict incurs costs due to 

delayed production, opportunity costs for other projects, and additional personnel time.101 

Currently, mining operatives see social conflict as undesirable but are not cognizant of 

the direct business costs of conflict. These hidden costs are therefore not incorporated 

into the operational budget, risk assessments, or decisions concerning community 

compensation.  Providing the community relations/technical team with the tools to 

quantify social costs will help “present a business case for early consideration of socio-

environmental issues in project design and management.”102 Essentially, translating 

social and environmental risks for communities into financial terms, like costs, will help 

the corporation internalize those costs and incorporate them into a business model. 

Furthermore, cost assessments will help corporate leaders appreciate the value of 

avoiding conflict and establishing good community relationships from the beginning. If 

community relations and technical officers can estimate that a production delay of 1 week 

due to community protests will cost the company approximately $20 million, corporate 

decision-makers are more likely to support and approve action to mitigate those costs. 

 Some companies are already building models to assess how these costs affect 

their operations. One company attempted to quantify social costs by evaluating their 

                                                
100 Daniel M. Franks et. al, “Conflict translates environmental and social risk into business costs,” 
Proceedings of the National Academy of Sciences of the United States of America 111, no.21: 
7576 – 7581. 
101 Ibid, 7579. 
102 Ibid, 7577. 
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exposure to “non-technical risk”103 over a 2-year period. Through internal review, the 

company determined that “more than $6 billion in costs were attributable to a non-

technical risk.”104 The costs incurred over that period accounted for a significant 

proportion (double digits) of the corporation’s profits without incorporating opportunity 

cost.105 The company later used this study to convince the Board to invest greater 

amounts of resources and power with the community relations division.   

In the majority of the literature, technical operatives tend to suggest that 

community relations should be the unit primarily responsible for selling upper 

management on the business case for sustainable development.106  However, these 

viewpoints ignore the role and responsibility of technical employees to both understand 

the effects of social costs and to engineer sustainable business solutions to mitigate these 

costs. Mining’s future success in developing a sustainable business model hinges upon its 

ability to commit to sustainability principles at every level of the corporate hierarchy.  

Community interaction 

The mining industry’s recurrent struggle is its work to engage and develop 

positive relationships with communities.  Mining leaders seek to develop communities 

sustainably with sufficient input from local actors. Within this local context, the MMSD 

defines sustainable development as “meeting locally defined social, environmental, and 

economic goals over the long term;” however, the interaction must be perceived as 

beneficial and feasible for both the community and the corporation. In order to develop 
                                                
103 Defined as “conflict with communities, delays in permitting, and local, regional, or national 
political issues”  - see Daniel M. Franks et al., “Conflict translates environmental and social risk 
into business costs,” 7576.  
104 Ibid.  
105 Davis, “The costs of conflict with local communities in the extractive industry,” 4.  
106 Rees, “Report of International Roundtable on Conflict Management and Corporate Culture in 
the Mining Industry,” 9. 
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sustainable projects that fulfill those requirements, companies should partner with local 

institutions, invest in human capital, and solicit input from local communities.  

 Partnerships with local institutions 

In 2014, the ICMM conducted a survey of mining stakeholders and asked if they 

trusted mining companies to act in the best interest of communities and the environment; 

more than two-thirds of respondents indicated that they did not believe that mining 

corporations would act in their best interest.107 Due to this lack of trust – born of mining’s 

poor track record – communities are more likely to immediately reject any potential 

excavation in their area. Mining companies are struggling to navigate this community 

relations minefield and initiate contact with communities.  In order to build trust with 

communities, mining needs an intermediary to facilitate connections with community 

leaders. Ideally, companies would utilize local nongovernmental organizations and 

regional governments with established community relationships to create channels of 

communication. This public-private sector association would lend mining companies 

credibility with communities and supply local institutions with additional funds. 

Furthermore, including local actors may help cement more meaningful company-

community relationships and increase the longevity of community development projects.  

Employing local organizations to enable communication between companies and 

communities serves a dual purpose: it ensures that the community’s concerns will be 

represented and its desires communicated and it strengthens local civil society through 

additional funding. A number of mining corporations are already utilizing local NGOs 

and governments to promote community development. One such group is the Andean 
                                                
107 “2014 ICMM Stakeholder Perception Study: Tracking Progress,” International Council on 
Mining and Metals, Nov 2014, accessed on Aug 4, 2015, 7. 
http://www.icmm.com/document/8615  
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Regional Initiative, which operates in Bolivia, Colombia, and Peru. This organization 

provides local governments with the necessary tools and resources to complete 

sustainable development projects in communities affected by extractive industries.108 The 

organization delivers money and expertise through partnerships with NGOs and private 

corporations. For example, the Andean Regional Initiative collected and distributed over 

$1 million in funding from an international aid organization, a mining company, and 

local governments in the La Libertad region of northern Peru.109 The regional 

government used this money to invest in the agricultural sectors of 20 different 

communities and develop skills to efficiently manage public funds. Although this is an 

example of a public – private sector collaboration to distribute resources, it could be 

similarly applied for community – company communication. Partnering with local 

communities also ensures that the project with the community will be more sustainable – 

the local group will continue to invest after the extractive company has left.  

Investments in human capital  

 As mining operations spread to more remote regions of the world, the technology 

utilized to extract minerals advanced considerably. This sophisticated technology 

required highly skilled workers; as a result, mines were unable to employ the same 

quantity of local workers, further decreasing the economic benefits of mining for local 

communities. Mining corporations need to reverse this employment trend by investing in 

human capital and hiring more local workers. Companies can do this by providing “skills 

development programs,” in the form of educational training or apprenticeships for 
                                                
108 “Andean Regional Initiative: Effective Partnerships for Local Development in Peru,” Foreign 
Affairs, Trade and Development Canada, last updated Aug 1, 2015, accessed Aug 6, 2015. 
http://www.acdi-cida.gc.ca/cidaweb/cpo.nsf/projEn/A034537003  

109 Ibid.  



 49 

community members.110 After successfully completing a program, local workers should 

be hired to fill not just menial labor jobs but also management and engineering positions. 

Lastly, these educational programs should endow the community attendee with skills that 

can be used in different vocational contexts after the close of the mine.111  

 Several mining companies have applied this educational training strategy with 

great success. For example, the Escondido mine in Chile created a technical center to 

teach community members “occupational skills required in mining and heavy 

industry.”112 According to the MMSD, the center provided hundred of workers with 

“multiyear apprenticeships” and the skills necessary to obtain jobs at mines across the 

country.113 Mining investments in human capital will provide local communities with 

opportunities for tangible skills development and long-term economic enrichment.  

Solicit input from local communities   

In addition to obtaining social license from the community, mining corporations 

must engage communities to determine what kinds of compensation the residents desire. 

Mining companies have acknowledged that in the past they have taken a paternalistic 

attitude toward the communities where extraction occurs.114 The company’s focus was 

not on understanding the community or the community’s needs but rather on placating 

the community when disputes arose. This appeasement was often manifested in the form 

of payments to community leaders, complaining interest groups, or subnational 

authorities or the completion of a token project, like a school. Traditionally, “company 

                                                
110 Breaking New Ground: The Report of the Mining, Minerals and Sustainable Development 
Project, 215 
111 Ibid, 216 
112 Ibid.  
113 Ibid.  
114 Rees, “Report of International Roundtable on Conflict Management and Corporate Culture in 
the Mining Industry,” 9. 
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approaches to CSR [corporate social responsibility] have taken the form of philanthropic 

donations or corporate sponsorships which enable the company brand to gain recognition 

for a dollar value given.”115 Communities were not asked what they wanted and received 

few long term benefits from these initiatives.  

In the future, mining should employ local partnerships to engage with 

meaningfully with communities. Community relations officials should hold numerous 

community meetings facilitated by partner agencies; these meetings should inform local 

citizens about the potential impacts of the mine and create a dialogue between the 

company and community. In these meetings, community relations officers should use a 

variety of assessment techniques, such as focus groups and interviews, to determine what 

types of projects the community is interested in. During this phase, mining officials must 

take care not to promises projects or funds that cannot be delivered.116 Then, the 

community relations officer should work with the community and a local partner to 

design feasible and sustainable development projects.  Maintaining transparency about 

mining operations and sharing relevant information with communities will also further 

this process.  

Establishing formal processes for communities to log complaints or participate in 

the project development phase has also proven successful. In Peru, several mining sites 

established “formal dialogue tables” which gathered communities, NGOs, and 

governments together to discuss how these groups could work together and mutually 

                                                
115 Sarah Knoll, “Cross Sector Collaborations: How partnerships between non-government 
organizations and mining companies contribute to community development.” (Masters’ thesis, 
University of Queensland: Masters of Community Relations in the Resources Sector, December 
2013).   
116 Rees, “Conflict Management and Corporate Culture in the Extractive Industries: A Study in 
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benefit. The sites reported that this initiative was wildly successful and the company was 

able to open another mine in the area with support of the communities.117 One participant 

on the mining side noted, “In the end, what we need is to generate confidence. More than 

anything else, this is about relationships and trust.”118   

Extractive corporations do not always cause social conflict. It is worth noting that 

poor governance and unequal distribution of revenues also contributes to the escalation of 

these conflicts. However, good governance is not always an attainable goal and certainly 

not in the short-term.  Extractive industries cannot depend on governments, especially in 

resource dependent countries like Bolivia and Peru, to monitor all corporate actions. 

Instead, mining corporations need to hold themselves to a higher standard – a sustainable 

development standard in which companies and communities jointly profit.  By employing 

the above solutions – committing to sustainability at every level of operation, 

internalizing conflict costs, developing local partners, building human capital, and 

engaging respectfully with communities – mining companies will be well on their way to 

successfully serving as paragons of sustainable development.   
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CHAPTER 5: APPLICATIONS FOR THE OIL AND GAS INDUSTRY 

“Despite intensified searches for sustainable alternatives, oil and gas exploration and production 
continues – in increasingly sensitive environments. Many oil-producing countries suffer from the 
‘resource curse’, where an abundance of natural resources undermines economic growth, for 
example through corruption or mismanagement of revenues. Some international energy 
companies are leaders in corporate social responsibility (CSR), yet good environmental and social 
policies do not guarantee effective governance of supply chains.”  

-  International Institute for Environment and Development 
 

Mining and Oil: Similar but Different  

 Up until this point, this thesis has presented the following argument: (1) social 

conflict should be prevented by fostering sustainable development; (2) extractive 

corporations are the appropriate actors to prevent social conflict; and (3) the mining 

industry has initiated several well-documented efforts to adopt this role. With the 

modifications suggested in the previous chapter, the mining industry will be able to 

successfully promote sustainable development and preclude conflict.  Mining is not the 

only extractive industry that could benefit from this model. The hydrocarbons industry 

should also adopt a sustainable development framework, not just because it is ethical, but 

also because it is a valuable business strategy.  

 It is not difficult to imagine superimposing the sustainable development 

precedents that mining has established on the hydrocarbons industry because the two 

sectors are similar in many ways. Both extractive industries produce commodities with 

high global demand that are crucial for modern society. Additionally, both industries are 

associated with the resource curse and have tarnished records of environmental 

stewardship and community engagement. In the past 5 years, both mining and 

hydrocarbons industries have faced similar pressures: diminishing commodity prices, 

concern about climate change, and increased social conflict.  
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The mining industry has put forth a concerted effort to evaluate these issues in 

depth and proposed difficult solutions, whereas the oil and gas companies have 

maintained their status quo.119 Although the mining industry as a whole struggled to 

implement the solutions successfully, industry leaders and outside stakeholders are 

continuing the discussion and determining how to make improvements.  While mining 

has undergone drastic industry wide changes, the hydrocarbons industry remained silent 

and still remains so.  

Oil and gas corporations’ silence concerning sustainable development is evident 

in the literature on the industry. In the mining industry, academia, civil society, and 

corporations collaborated to produce a plethora of literature addressing sustainable 

development and conflict management. The corporate contributions to this body of work 

are apparent and widespread.120 On the other hand, mainly academics, interest groups, 

and intergovernmental organizations generate the literature on the hydrocarbons sector; 

the corporations are not participating in the conversation.  

Besides the divergent authors of the literature, the content of the work on the 

hydrocarbons industry differs drastically. The compilation of work on hydrocarbons 

focuses on the ways governments should regulate the industry. These papers rarely 

address the topic of conflict between local actors and corporations and do not suggest that 

oil and gas companies should operate differently. Instead, the literature implies that 

national governments are responsible for ensuring that corporations act conscientiously 

by drawing up effective legal and regulatory frameworks. It also details how to make a 

                                                
119 This effort is most evident in the MMSD’s Breaking New Ground report.  
120 As previously mentioned, mining companies submitted to comprehensive internal review as a 
part of the GMI, participated in numerous conversations concerning conflict management, and 
created/funded the MMSD.  
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country more enticing for investors and oil corporations (e.g. good governance, fewer 

environmental standards, and tax incentives for oil companies). In contrast to the mining 

industry, the lack of a corporate discourse concerning sustainable development in oil and 

gas is glaring.  

For example, the UN Development Program published a book called “Effective 

Hydrocarbon Management: Lessons from the South.” The book cites thirteen contributors, 

only one of which is from an oil company. The stated goal of this work is “to continue 

the process of ongoing dialogue and collaboration with new and emerging hydrocarbon 

economies and to ensure that oil revenues are used to support sustainable economic and 

social development;” however, there is no mention of local actors or the specific 

beneficiaries of this development.121 Following the general hydrocarbons trend, this book 

focuses primarily on requirements for effective governance. While much of the corporate 

literature on mining delineates specific strategies for effective conflict resolution as well 

as ways to create a more inclusive and efficient corporate culture, the literature on 

hydrocarbon extraction focuses on the responsibilities of national governments to create 

specific policies and utilize the funds appropriately. There is little written about the role 

of hydrocarbon companies in producing sustainable development. Oil and gas companies’ 

silence indicates a lack of transparency and accountability concerning how hydrocarbon 

companies are engaging with local communities or assessing environmental impacts.   

As evidenced by the above literature, for numerous reasons, oil and gas 

corporations are not as susceptible to global pressures to operate more sustainably. 

Companies are currently not even discussing the possibility. For one, oil and gas 

                                                
121 Effective Hydrocarbon Management: Lessons From the South (New York: United Nations 
Development Program, 2009), 4. 
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companies have significantly larger market values than mining companies and therefore 

wield more power (see Figure 1). The industry is more profitable and did not need to 

respond to the world’s call for more sustainable development because global demand for 

oil would not change either way. As a significantly less lucrative industry, mining did not 

have the same luxury. The MMSD +10 report demonstrates the considerable monetary 

gap between the two industries, estimating that “the top 150 international minerals 

companies had a combined market capitalization of only US$226 billion at the end of 

September 2001 – smaller than […] ExxonMobil.”122 This report further noted that over 

the past 25 years, mining “failed to produce a long-term return that meets its cost of 

capital,” in direct contrast to the oil and gas industry, which was able to profit.123  

 

Figure 6: Comparing the Value of Mining and Hydrocarbons Industry124 

Second, state-owned hydrocarbon companies perform an estimated 80-90% of oil 

                                                
122 Buxton, “MMSD +10: Reflecting on a decade of mining and sustainable development,” 42.  
123 Ibid. 
124 Data collected from the Revenue Watch Institute. “Oil and Mining Companies on Global 
Stock Exchanges,” the Revenue Watch Institute, 2015. 
http://data.resourcegovernance.org/listings/  
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and gas development as opposed to predominately private sector development in 

mining.125, 126 These companies have distinct priorities and are subject to different kinds 

of oversight. Generally speaking, countries are more likely to experience “resource 

nationalism,” or “the tendency for states to take direct and increasing control of economic 

activity in natural resource sectors,” with oil and gas reserves than mineral reserves.127 

This tendency to nationalize oil and gas may be because the hydrocarbons industry is 

closely linked to both national and energy security or because governments want to 

receive a larger proportion of the resource revenues. Ideally, state-owned companies 

(SOCs) could better “harness the benefits of the oil sector and drive broader national 

development” than a private corporation.128 Unfortunately, SOCs do not always perform 

better than their corporate counterparts. Nationally owned companies can fall prey to 

corruption and manage resources inefficiently; also, these companies do not have to 

adhere to international best practice standards.129,130 This different kind of ownership also 

insulates oil and hydrocarbon companies from international influence.  

Finally, oil and gas companies traditionally faced less social conflicts because 

they operated in uninhabited locations such as offshore rigs.  In contrast, mining 

companies have been bumping up against communities and causing social conflict for the 
                                                
125 Maiah Jasokowski, “Resource Conflicts: Emerging Struggles over Strategic Commodities in 
Latin America Phase II,” 11.  
126 “Supermajordammerung: The Global Oil Industry,” the Economist, Aug 3, 2013, accessed 
Aug 3, 2015. http://www.economist.com/news/briefing/21582522-day-huge-integrated-
international-oil-company-drawing  
127 Halina Ward, “Resource nationalism and sustainable development: a primer and key issues.” 
International Institute for Environment and Development. March 2009. 
http://pubs.iied.org/pdfs/G02507.pdf  
128 Patrick R.P. Heller, Paasha Mahdavi, and Johannes Schreuder, “Reforming National Oil 
Companies: 9 Recommendations.” The Natural Resource Governance Institute, July 2014. 
http://www.resourcegovernance.org/sites/default/files/NRGI_9Recs_Web.pdf  
129 Breaking New Ground: The Report of the Mining, Minerals and Sustainable Development 
Project, 259. 
130 Heller, ibid.  
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past 500 years.  Additionally, mining causes obvious physical damage to the land 

resulting in a more visceral reaction from community members. Drilling for oil, although 

potentially damaging, results in more contained and less visible damage.     

A business case for sustainable development in the oil and gas sector 

 In the past 20 years, oil has been required to find new reserves of resources and is 

now forced to engage with communities. Even though the oil and gas industry has not 

been compelled to make changes to foster sustainable development, this shifting dynamic 

means that the industry should adopt an operational framework based on sustainable 

principles. Furthermore, the hydrocarbon sector should begin with and build upon the 

precedents set by the mining industry. These precedents will reduce investment risks and 

garner more investments, decrease operational costs, increase opportunities for 

partnerships with state-owned companies, and demonstrate the future viability of the 

industry.  

Reduce investment risks and garner new investment 

The most widely recognized benefit of employing this precedent is reducing 

investment risks and encouraging additional investments.131  Oil and gas is recognized as 

a high-risk investment because of the large capital expenditures required and the non-

technical risks inherent to extraction. The hydrocarbons industry can reduce these risks 

through meaningful engagement with communities and thorough environmental impact 

assessments. Again, the oil and gas industry can utilize precedents in the mining sphere 

for spurring companies to take these necessary actions. 

Due to rampant social conflict, mining companies in Peru seeking loans are 

                                                
131 Rachel Davis and Daniel M. Franks, “The costs of conflict with local communities in the 
extractive industry,” 8.  
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required to evaluate social risks and implement measures to ameliorate these risks.  

Peruvian financial institutions like the Superintendency of Banks, Insurance Companies 

and Pension Fund Administrators, and state banks have collaborated to incentivize 

mining companies to make these assessments.132 The Superintendency recently issued the 

“Bank Regulations on Socioeconomic Credit Risk” which requires companies to 

conscientiously manage socioeconomic risk through a three-step process in order to 

receive loans greater than $10 million.133 First, companies must define their role in 

mitigating risk by creating specific conflict resolution policies and procedures. At this 

preliminary stage, companies need to provide sufficient information about the project so 

that the bank can assess “the principal risk factors and potential of socioeconomic 

conflict.”134 Companies must include environmental impact assessment and detailed 

information about the mandated consulta previa process at this time as well. Based on 

this information, the bank will assign the loan a risk level; medium to high-risk projects 

must obtain a third party assessment of their consulta previa process to ensure its validity 

in soliciting community feedback. Next, companies are required to submit a 

comprehensive risk management plan including strategies for creating effective dialogue 

with communities and grievance mechanisms. All of the proposals submitted by 

companies are incorporated as provisions of the loan document and are therefore 

enforceable by the lender. This loan process forces companies to assess risk and include 

communities in the planning process, ultimately reducing the risk of social conflict. 

Additionally, companies that complete this process are lower risk and are therefore more 
                                                
132 Daniel M Schydlowsky and Robert C. Thompson, “Reducing the Financial Risk of Social 
Conflict,” Americas Quarterly, Consulta Previa and Investment Issue, Spring 2014, accessed Aug 
6, 2015. http://www.americasquarterly.org/content/reducing-financial-risk-social-conflict  
133 Ibid.  
134 Ibid. 



 59 

likely to receive additional investment. This procedure is an advantageous business 

strategy in that it diminishes losses for companies and the financial sector and it also 

facilitates sustainable development by requiring more diligence from companies.  

Decrease operational costs 

As discussed in Chapter 4, preventing conflicts reduces operational costs by 

decreasing delays in production and freeing up resources so that companies can invest in 

other ventures. Taking steps to decrease production delays will be particularly important 

for the oil and gas industry, as production delays are at an all time high. A 2008 

Goldman-Sachs study of 190 international oil company projects demonstrated that “the 

time taken for projects to come on-line has nearly doubled in the last decade, causing 

significant increase in costs.”135 An additional study suggested that non-technical risks, in 

particular “stakeholder-related risks”, caused the majority of these delays.136 However, 

hydrocarbon corporations could greatly diminish these operating costs by creating 

participatory processes for community members, such as a formal complaint system, 

dialogue tables, and well-defined grievance mechanisms. If the oil and gas industry 

utilizes the existing tools created by the mining sector, the costs of implementing 

community relations measures would be minute in comparison to the money saved from 

decreasing delays.  

Increase opportunities for partnerships with national companies   

 In order to gain access to resource reserves, international hydrocarbon companies 

often have to partner with state-owned companies. Traditionally, international oil and gas 
                                                
135 Rachel Davis and Daniel M. Franks, “The costs of conflict with local communities in the 
extractive industry,” 2. 
136 John G. Ruggie, “Report of the Special Representative of the UN Secretary-General on the 
issue of human rights, and transnational corporations and other business enterprises,” The United 
Nations Human Rights Council, 2010.  http://198.170.85.29/Ruggie-report-2010.pdf  
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companies contracted with SOCs on a particular project and then supplied the technology, 

performed the majority of the development, and sold the finished product.137 However, 

since countries began to nationalize natural resources again starting in 2005, SOCs have 

asserted more control over the development process. As one report by the Oxford Energy 

Institute explained, “with few global investment opportunities and more IOCs 

[international oil companies] entering, […] NOCs [national oil companies] have been 

able to pick and choose which IOC they wish to work with.”138 Therefore, it is in the best 

interest of corporations to distinguish themselves as attractive bidders and potential 

partners for state-owned companies. International oil and gas corporations that operate 

sustainability, thus more effectively managing resources and maximizing profit, are more 

likely to receive contracts and access to state-owned reserves. In a country like Bolivia, 

where the state-owned natural gas company, Yacimientos Petróliferos Fiscales de Bolivia 

(YPFB), participates in development at all levels of the supply chain, private international 

oil companies that demonstrate an ability to further sustainable development will have a 

distinct advantage in forming partnerships.139  

Demonstrate future viability of the industry 

 Although the hydrocarbons industry possesses the political and financial power to 

disregard global pressure to operate sustainably, failing to act on this call to action has 

only worsened public perception of the industry. Currently, stakeholders’ trust levels in 

the oil and gas industry are even lower than those of the mining sector – meaning less 

                                                
137 David Ledesma, “The Changing Relationship between NOCs and IOCs in the LNG Chain,” 
Oxford Institute for Energy Studies, July 2009, accessed Aug 8, 2015.  
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than 1/3 of stakeholders trust hydrocarbon companies to act in their best interest.140 The 

industry needs to rehabilitate its image and increase trust in order to maintain its social 

license to operate.  

 Finally, adopting a sustainable business model that considers the economic, social, 

and environmental impacts of day-to-day operations will demonstrate that the oil and gas 

industry can contribute positively to the world in the future. As concerns about climate 

change escalate and governments look for ways to cut down on carbon emissions, the 

hydrocarbons industry will be seen as a problem rather than a solution.141 Eventually, 

scientists will develop an inexpensive, alternative form of transportation that does not 

require oil. The world will not stop demanding oil and gas overnight; however, it’s 

possible that in the foreseeable future the demand for hydrocarbons will significantly 

decrease.142 To continuing operating in this climate, oil and gas companies need to 

demonstrate beyond a reasonable doubt that their operations will benefit local 

communities and national economies without inflicting irreparable damage on the 

environment. Companies should be proactive and undertake changes to their operations 

now to prove that the hydrocarbons industry is an important and viable future economic 

contributor.  

 Oil and gas producers are better positioned than mining companies to implement 

changes to their corporate structure that will foster sustainable development; the 

companies possess more capital, their operations are uniquely threatened by global 
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warming, and they can utilize the precedent developed by mining. Hydrocarbons 

companies should capitalize on this present opportunity to innovate and increase 

operational efficiency. Oil and gas corporations will be able to learn from the mining 

industry’s trial and error process and even collaborate with mining sustainability officers 

to share strategies and create new solutions. Transforming a company’s structure to make 

it sustainable development oriented is challenging and may take time; however, it is 

incredibly worthwhile as a cost reduction and conflict prevention strategy. Adopting a 

sustainable business model may ultimately increase the sustainability and longevity of the 

hydrocarbons industry as a whole.   
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Conclusion:  

 The unprecedented amount of social conflict surrounding the mining and 

hydrocarbons industry is compelling corporations to reevaluate how they do business. 

Conflict is costly and harmful to future business ventures as well as government and 

community interests; it is in all stakeholders’ best interests to avoid conflict. Companies 

and governments can prevent conflict by fostering sustainable development – 

development which considers the economic, social and environmental impacts of 

extraction. Creating a business model utilizing sustainable principles is advantageous for 

extractive companies. 

 In the Central Andean countries of Bolivia, Ecuador and Peru, extractive 

corporations are best positioned to prevent conflict and promote sustainable development.  

The export driven economies of this region alter the dynamic of power between 

governments, local communities, and extractive corporations. Institutional constraints 

like dependence on natural resource extraction and codependent relationships with 

extractive companies limit governments’ ability to effectively regulate corporations. Even 

when the governments established an appropriate legal framework, they maintained an 

“enabling environment” that allowed corporations to disregard governmental restrictions. 

Local communities are also limited in their capacity to prevent conflict due to a lack of 

political influence and financial resources. Extractive companies in the Central Andes are 

in a position of power and should adopt a role as agents of conflict prevention and 

promoters of sustainable development.  

 In the past 25 years, the mining industry has reached a similar conclusion and 

undertaken an ambitious strategy of corporate reform to decrease social conflicts in 
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response to mounting global pressures to operate more sustainably and to the fallout from 

environmental catastrophes. Global civil society pressured mining companies to obtain 

“social license” and “free, prior, and informed consent” from local communities affected 

by extraction and adopt additional measures to increase the sustainability of their 

operations. Also, a poorly managed Rio Tinto mine which caused a civil war on 

Bougainville Island, forced mining corporations to reevaluate their business model in 

order to secure the future of the industry. These two combined pressures caused a marked 

shift in the thinking in the mining industry. The largest mining corporations collaborated 

to create three institutions that would redefine mining and envision a sustainable future 

for the industry – the Global Mining Initiative, the Mining, Minerals, and Sustainable 

Development Project, and the International Council on Metals and Mining. Ultimately, 

these organizations produced an impressive body of work evaluating current mining 

practices and proposing solutions for the future.  

 Although the mining industry’s sustainable development ideals did not translate to 

logistical realties in day-to-day operations, the proposals could be successfully 

implemented with two types of modifications: reforming corporate structure and 

engaging meaningfully with communities.  Corporate structures must be modified to 

integrate the technical and community relations teams and internalize social and 

environmental risks by quantifying social costs. Corporations must improve the manner 

in which they interact with communities by establishing partnerships with local 

institutions that can facilitate contact with communities, by developing local expertise 

and skills from within the community, and by respectfully soliciting input from 

communities.    



 65 

 These proposals are also applicable to the hydrocarbons industry and should be 

adopted by hydrocarbons corporations as a valuable business strategy.  Falling 

commodity prices, poor global perception of the industry, and growing global concern 

regarding climate change currently threaten the future operations of oil and gas 

companies. Implementation of a sustainable business model by an oil and gas corporation 

will address these threats by decreasing operational costs, reducing investment risks and 

garnering additional investment; increasing companies’ access to oil reserves; and 

demonstrating the future viability of the industry. Hydrocarbons corporations will benefit 

greatly from prioritizing sustainable development and preventing future conflicts with 

communities.   
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Appendix 1: Sustainable Development Framework 10 Principles  
International Council on Mining and Metals 
 
Principle 1. 
Implement and maintain ethical business practices and sound systems of corporate 
governance. 

• Develop and implement company statements of ethical business principles, and 
practices that management is committed to enforcing 

• Implement policies and practices that seek to prevent bribery and corruption 
• Comply with or exceed the requirements of host-country laws and regulations 
• Work with governments, industry and other stakeholders to achieve appropriate and 

effective public policy, laws, regulations and procedures that facilitate the mining, 
minerals and metals sector’s contribution to sustainable development within national 
sustainable development strategies. 

 
Principle 2. 
Integrate sustainable development considerations within the corporate decision-making 
process. 

• Integrate sustainable development principles into company policies and practices 
• Plan, design, operate and close operations in a manner that enhances sustainable 

development 
• Implement good practice and innovate to improve social, environmental and economic 

performance while enhancing shareholder value 
• Encourage customers, business partners and suppliers of goods and services to adopt 

principles and practices that are comparable to our own 
• Provide sustainable development training to ensure adequate competency at all levels 

among our own employees and those of contractors 
• Support public policies and practices that foster open and competitive markets. 
 
Principle 3. 
Uphold fundamental human rights and respect cultures, customs and values in dealings 

with employees and others who are affected by our activities. 

• Ensure fair remuneration and work conditions for all employees and do not use forced, 
compulsory or child labour 

• Provide for the constructive engagement of employees on matters of mutual concern 
• Implement policies and practices designed to eliminate harassment and unfair 

discrimination in all aspects of our activities 
• Ensure that all relevant staff, including security personnel, are provided with 

appropriate cultural and human rights training and guidance 
• Minimize involuntary resettlement, and compensate fairly for adverse effects on the 

community where they cannot be avoided 
• Respect the culture and heritage of local communities, including Indigenous Peoples. 
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Principle 4. 
Implement risk management strategies based on valid data and sound science. 

• Consult with interested and affected parties in the identification, assessment and 
management of all significant social, health, safety, environmental and economic 
impacts associated with our activities 

• Ensure regular review and updating of risk management systems 
• Inform potentially affected parties of significant risks from mining, minerals and metals 

operations and of the measures that will be taken to manage the potential risks 
effectively 

• Develop, maintain and test effective emergency response procedures in collaboration 
with potentially affected parties. 

 
Principle 5. 
Seek continual improvement of our health and safety performance. 

• Implement a management system focused on continual improvement of all aspects of 
operations that could have a significant impact on the health and safety of our own 
employees, those of contractors and the communities where we operate 

• Take all practical and reasonable measures to eliminate workplace fatalities, injuries 
and diseases among our own employees and those of contractors 

• Provide all employees with health and safety training, and require employees of 
contractors to have undergone such training 

• Implement regular health surveillance and risk-based monitoring of employees 
• Rehabilitate and reintegrate employees into operations following illness or injury, 

where feasible. 
 
Principle 6. 
Seek continual improvement of our environmental performance. 

• Assess the positive and negative, the direct and indirect, and the cumulative 
environmental impacts of new projects – from exploration through closure 

• Implement an environmental management system focused on continual improvement to 
review, prevent, mitigate or ameliorate adverse environmental impacts 

• Rehabilitate land disturbed or occupied by operations in accordance with appropriate 
post-mining land uses 

• Provide for safe storage and disposal of residual wastes and process residues 
• Design and plan all operations so that adequate resources are available to meet the 

closure requirements of all operations. 
 
Principle 7. 
Contribute to conservation of biodiversity and integrated approaches to land use planning. 

• Respect legally designated protected areas 
• Disseminate scientific data on and promote practices and experiences in biodiversity 

assessment and management 
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• Support the development and implementation of scientifically sound, inclusive and 
transparent procedures for integrated approaches to land use planning, biodiversity, 
conservation and mining. 

 
Principle 8. 
Facilitate and encourage responsible product design, use, re-use, recycling and disposal 

of our products. 

• Advance understanding of the properties of metals and minerals and their life-cycle 
effects on human health and the environment 

• Conduct or support research and innovation that promotes the use of products and 
technologies that are safe and efficient in their use of energy, natural resources and 
other materials 

• Develop and promote the concept of integrated materials management throughout the 
metals and minerals value chain 

• Provide regulators and other stakeholders with scientifically sound data and analysis 
regarding our products and operations as a basis for regulatory decisions 

• Support the development of scientifically sound policies, regulations, product standards 
and material choice decisions that encourage the safe use of mineral and metal products. 

 
Principle 9. 
Contribute to the social, economic and institutional development of the communities in 

which we operate. 

• Engage at the earliest practical stage with likely affected parties to discuss and respond 
to issues and conflicts concerning the management of social impacts 

• Ensure that appropriate systems are in place for ongoing interaction with affected 
parties, making sure that minorities and other marginalized groups have equitable and 
culturally appropriate means of engagement 

• Contribute to community development from project development through closure in 
collaboration with host communities and their representatives 

• Encourage partnerships with governments and non-governmental organizations to 
ensure that programs (such as community health, education, local business 
development) are well designed and effectively delivered 

• Enhance social and economic development by seeking opportunities to address poverty. 
  
Principle 10. 
Implement effective and transparent engagement, communication and independently 

verified reporting arrangements with our stakeholders. 

• Report on our economic, social and environmental performance and contribution to 
sustainable development 

• Provide information that is timely, accurate and relevant 
engage with and respond to stakeholders through open consultation process 
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Appendix 2:  

The Global Corporate Mining Sector – Firm Size and Organizational Focus 

 

Taken from Breaking New Ground: The Report of the Mining, Minerals and Sustainable 

Development Project.  
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