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1 Introduction

A convergence of rapidly expanding global energy demands, high oil and
gas prices and newly accessible reserves because ofeclimange is
ushering forth unprecedented Arctic petroleum exploration and develop-
ment. One result is that Arctic communities are increagimgerfacing

with large energy companies, increasing the potential fonatic cultur-

al, social, environmental, and economic upheaval, but also the pbtentia
for economic growth and prosperity.

As petroleum companies expand operations in the Aretic other
peripheral regions, they confront a series of unique challeagdstheir
activities pose certain risks for new host communities. Remamnts in
Alaska’s North Slope indicate some of the conflicts that masea
Shell's plans to develop offshore gas projects in the Bea8ta were
thwarted by some members of the Inupiat community, through federal
courts, who feared a patrticular risk to their subsistence whpiegice.
Other factions of the community ardently support oil and gas tesiyi
citing an opportunity for economic development in a region with few
other opportunities.

Throughout the Arctic, companies like Shell contend challengingiphy
cal and social environments. In spite of moderating temperatags a
retreating sea ice, the Arctic remains a harrowing envirahméhin
which to operate. Human and environmental safety is difficult $oiren
The Arctic environment is fragile and slow to repair itsdtier catas-
trophic oil spills or damage from heavy machinery (Patin 1999,t @hor
al. 2007). Companies are also confronting small, isolated comnsusitie
often with entirely or predominantly indigenous populations — that com-
bine subsistence with a market economy to varying degreese Toen-
munities, already vulnerable under new environmental challengest,
now confront the impacts from a mobile and exogenous labor force,
industrial development, energy politics, and an influx of new wealth
Though oil and gas production is regularly associated with wealth
production, it has routinely proven disastrous for rural commuriiies
other parts of the world when they are ill-prepared for rapiagésmand
unaccustomed to large-scale industrial activity (Ross 1999, Ga@nde
Neary 1982, Gelb 1988, Karl 1997).

Information and preparedness can improve the outcomes for stakeholders.
In a rapidly changing Arctic, scientific information helps conmities

adapt and prepare for climate change. Similarly, in a chargpeg-
economic environment spurred by expanding oil and gas activity, com-
munities need timely and accurate information to developegiest for
community resiliency, the capacity to demand best practicesifrons-

try, and to generate ‘win-win’ outcomes.

! Arctic Counci| ‘2008 Oil and Gas Assessment’. Arctic Council cgssed

1.23.08)

2 Bevanger, Lars. ‘Norway's Arctic Oil Bonanza'. BB@ugust 13, 2006.

http://news.bbc.co.uk/2/hi/business/4776543.stm cdssed 11.01.2006) and
Mouawad, Jad. ‘Oil tensions for Natives in Alaskaternational Herald Trib-

une December 4, 2007. www.iht.com/articles/2007/12304iness/alaska.php
(accessed 12.4.2007)
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Industry also has an opportunity to promote positive outcomes, and is in
an advantageous position to do so. ‘Corporate Social Responsibility
(CSR) initiatives by firms world-wide have acknowledged thsksriof
unrestrained development, and the responsibility of corporations te mini
mize them. The World Business Council for Sustainable Development
defines CSR very generally as, ‘the continuing commitment binéss

to behave ethically and contribute to economic development while im
proving the quality of life of the workforce and their familees well as

of the local community and society at large’. CSR can therdferap-

plied to issues ranging from human rights to the environment, kaircer
aspects of CSR are universal. CSR is always charaadeliy voluntary

and ‘beyond compliance’ measures taken by industry to reduce harm
from its business. CSR is becoming increasingly normalized in Igloba
business, and increasingly institutionalized through UN initiativegti&e
Global Compact, by the European Commission and voluntarily by
businesses.

The rhetoric of CSR, however, does not always match the yrealit
(Boasson and Wettestad 2007, Frynas 2005, Margolis and Walsh 2001).
Its loose and ambiguous nature is fodder for detractors. On the other
hand, strict regulation of oil and gas activities, especialthe Arctic, is
oftentimes lacking — the result of ‘soft-law’ and weak titn§ons
(Offerdal, 2007). This makes CSR policy, its incorporation of loeddest
holders, and its potential to promote positive outcomes, even more im-
portant to study.

The challenges and opportunities are clear. In spite of documésked r
climate change, energy conservation, and renewable energyppieesit,

the demand for oil and gas will continue expanding for decadesne®
This demand will bring oil and gas development to more Arctic
communities, and along with it will come the potential for samiltural
upheaval as well as opportunities for wealth and increased develbpme
The challenge for communities is to respond appropriately teemmes
sovereignty, health, and economic stability, whether their econ@rees
subsistence or market-based.

This report examines the small fishing community of Hammerifes
northern Norway. Hammerfest now plays host to an advanced Liduefie
Natural Gas (LNG) facility and is the new capital of whas become
Norway’s ‘Arctic Energy Province’. Finnmark County, where Hamme
fest is located, was until recently known best for its outratign and
declining fishing industry. Therefore, some general questiopirénthis
project: What is the fate of small communities in the wakesuch
dramatic development? Would Hammerfest streets be paveddnagol
would pollution spoil the remnants of its fishing industry? Wdaldje
industry trammel the concerns of local citizens, or wouldasnesble
solutions be found to reinvigorate the community’s economy and liveli-
hood? To answer these questions, this project examines the ¢éme-of

3 Energy Information Administration‘International Energy Outlook 2007’
Energy Information Administration. www.eia.doe.goiaf/ieo/oil.html (accessed
1.11.2008)
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merfest and the ‘Snghvit’ (Snow White) LNG facility through theo-
retical lens of externalities, or the unintended consequencemnyof
business practice, including both positive ‘spin-offs’ for the ll@can-
omy as well as negative ones like pollution.

StatoilHydro — the company at the center of this report — is portant
organization to examine for several reasons. Its operatighg iBarents
Sea represent the first petroleum development in northern N@mvegi
waters. This reverses a longstanding Norwegian ‘no drill’ cgoln
waters above 62 degrees North latitude (Lind and Mackay 19%9)a
corporation, StatoilHydro has clearly stated aims to inarghsexplore
and develop Arctic waters as its North Sea oil production agedirio
decline® The corporation is already involved in Canadian oil sands,
recent Chukchi Sea leases, and in the North Atlantic neafoNediand
and Nova Scotif.StatoilHydro also has long-stated and evolving public
commitments to CSR. For these reasons, the corporation’s exgerienc
provides a useful example of the challenges facing industheifNorth,
and the potential outcomes of CSR in practice.

This project recognizes that StatoilHydro has a highly edo¥8R strat-

egy and is considered an industry leader in this respectt Buestions
how effective these policies can be with respect to theretites in
Hammerfest and their impacts on local stakeholders. This project is there
fore designed to answer a specific question:

Was CSR able to mitigate negative externalities and promotdvposit
externalities associated with Snghvit's development?

‘Effectiveness’ is measured by considering whetaretcimprovement
trade-offs resulted from CSR, and analyzing the alternatimekiding

CSR in relation to economic and command-and-control incentives
assess the economic efficiency of CSR, this report furthempts to
estimate whether or not the marginal private costs of,G8F5tatoil-

Hydro, approximate the marginal social benefits gained by staketolde
This cannot be done quantitatively here, but is nonetheless assessed quali-
tatively throughout the report.

After a ‘Background’ chapter (Chapter 2) including a review of irtgrar
terms and concepts, with special attention to CSR, the framewoithi$
study is further elaborated (Chapter 3). This includes ailéétdiscus-
sion of the analytical foundations of the report including Stakeholder
Theory, Externalities and Actor Network Theory (ANT). Chapter
reviews the political economy of oil and gas in Norway, ineigda
discussion of the regulatory regimes governing the industy a
consideration of CSR’s place within this context. Methodology is

* And the Minister of Petroleum and Energy, www.ezifijgen.no/en/dep/oed/
Subject/Oil-and-Gas/Norways-oil-history-in-5-minsifietm| ?id=440538
(accessed 06.07.2008)

® Statoil. FACTS 2007;StatoilHydro, Going North, Sustainable Development
2007

6 StatoilHydro,Going North, Sustainable Development 2007
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discussed in Chapter 5, followed by a chapter (Chapter 6) devoted to each
of the stakeholders identified for this project and resufieparate
sections include pertinent background and an analysis of outcomes
resulting from CSR policies for each of the stakeholders. fired
chapters consider a discussion of the results, implicatiahdiraitations

to the research, while Appendix A lists interviewees and AggeBd
describes the timeline of Snghvit's development.



2 Background

Hammerfest Norway existed without oil and gas for oveerswy, and
at times prospered. Only very recently has petroleum developatemt
place, which provides a laboratory for observing how progre<ssi
policies were developed, implemented, and how they worked.

2.1 Corporate Social Responsibility

Corporate Social Responsibility is an increasingly scrutineghomen-

on (Figure 2.1). It is both lauded for its potential to benefit camties,

and castigated for its ambiguity and difficult-to-quantify edfiy. For ex-
ample, oil companies that contribute to Habitat for Humanity, or support
a neighborhood athletic field, might consider themselves leat&SR.
Similarly, a company — British Petroleum most notably — miglatvie
invest in marketing that emphasizes their environmental ststiar or
work in sustainable energy projects.

But if, at the same time, the company continues to pollute through day-to-
day operations, or its negligence leads to a serious dilosl refinery
explosion, then detractors can dismiss such claims as mgezen-*
washing'. StatoilHydro invests in offshore wind farms and hydroden fi
ling stations, but it also drills for oil in fragile Arctwaters and politic-

ally unstable countries. Yet StatoilHydro considers itself & @flustry
leader. These uncertainties continue to plague CSR analysts &d pol
makers who shape the ongoing debate. They also lend crede@&&kto
detractors.

Figure 2.1 Articles with ‘Corporate Social Responsibility’ as &ey-
word determined by EconLit per decade
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2.1.1 The Business Case and the Problem of ‘Greenwashing’

CSR has gained acceptance, even among large corporations, bécause i
allows for a level of self-regulation — a trend that has alem lecreas-

ingly institutionalized in a global business environment — and afpote

ally more efficient means of ‘damage control’ than more heavy-ltande
government intervention. But consensus on CSR as a competitivet-adva
age is still lacking, and evidence of ‘greenwashing’ peitsists (Laufer
2003).

Milton Friedman, as early as 1970, quipped that ‘the social respdysibil
of companies is to maximize profit’. Following in this vein, mwttthe
CSR literature has devoted itself to examining the relatipnisétween
CSR and profitability (Margolis et al 2007, Wu 2006, Orlitzky ait.
2003, McGuire 1998, Alexander and Buchholz 1978). Much of this
research underlined CSR’s incompatibility with profit-maximizatom
free-market capitalism, disparaging it as needless andcieetf corpor-

ate mismanagement — a mis-allocation of precious resources.

Regardless of profitability, CSR is continues to be dz#id. Jedrzej
George Frynas (2005) argues that, while oil and gas compagilesd-
ersin CSR — responsible for $500 million in community development
projects in 2001 alone — much of the money is ill-spent and inefédgctiv
used.Behind the Mask: The Real Face of C&Report by Christian Aid,
lambastes CSR as ineffective chicanery at best (2004).

Frynas (2005), however, isolates a number of motivating factolGS&r
implementation: obtaining a competitive advantage, maintainistable

work environment, managing external pressures, and keeping employees
happy. He suggests that these factors trump more gedeustopment
concerns and generally undermine development projects. An example
would be schools that were constructed by an oil company, but not
staffed. He concludes that the ‘business case’ is the pyriimpetus for
petroleum industry CSR, and argues that there is an ‘incomgstidili
corporate objectives with developmental objectives’. This pasnt is
echoed by Margolis and Walsh (2001), Gulbrandsen and Moe (2005), and
Ite (2004).

Ironically, whether advocating for, or criticizing CSR, itaknost uni-
versally agreed upon that a ‘business case’ for CSR is ithgers/hile

this undermines the idea of any altruistic motivation behind CSR, it
forces a consideration of non-market valuation, like the indiralcte of
ecological or cultural service flows. Portney (2005) and EzBp5) both
acknowledge opportunity of CSR to account for a greater breadth of costs
and benefits that generate socially efficient outcoimeakeory, but also
acknowledge the lack of empirical evidence. This report adebdssth

the business case of CSR through its analysis of cost andtbeoef
StatoilHydro with respect to CSR, and provides empirical evielaic
CSR outcomes in practice.
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2.2 CSR and Extractive Industries

Much of the CSR literature focuses on extractive industrldis is in
part because of its potential for severe environmental ektezsaand
negative impacts on communities. Lars Gulbrandsen and Arild Moe
(2007) considered CSR in a case study of oil producer BP in Azerbaija
Their case study, in contrast to the more theoretical approaatyrodd;
allowed for the peculiarities of the host government, its la@eg)lations,

and history, to be considered in the context of a company’s @8R ¢
paign. Similarly, it allowed for more time to dwell on the gfies of the
company’s efforts — positive or negative.

The authors note several shortcomings in BP’'s CSR practice én Az
baijan. But they also note major shifts in BP’s strategymfsmall-scale
projects to macro-level causes like financial transparenbgir study
also highlights thanstitutional shortcomingsn the Azeri government
that made CSR difficult to implement successfully — an important issue in
all aspects of development aid, which also raises the broaéstion of

the role of corporations versus national governments in provabogl
services — a topic largely beyond the scope of this repopibe of
shortcomings, however, Gulbrandsen and Moe (2007) consider BP’s
efforts a model for extractive industries around the world. What
authors failed to consider, however, was how BP’s CSR campaigedalter
the situation folocal stakeholdersvho are less enfranchised than gov-
ernment officials.

Recent literature continues to examine the role of petrolewhmraning
companies in developing countries (Akpan 2006, Ite 2004, and Kapelus
2002). Special consideration of the ‘resource curse’ is typcatomes

are largely negative, and positive results qualified (AndessehBien-
iaszewska 2006). In all cases, CSR and externalities amnwal to the
study.

A small body of literature, however, has noted positive CSR outcomes for
stakeholders and this includes examples from the extraciiestries.

May (1999) asserts that a successful outcome in Peru, betweén loca
stakeholders and Shell, was a direct consequence of thorough ktakeho
analysis and dialogue (an approach StatoilHydro advocates). s |
credence to thpotential for CSR to result in positive outcomes, especi-
ally if it was successful in a less developed country coetpto a pro-
gressive country like Norway.

This report contributes to the literature by focusing iqity on the
stakeholder analysis of CSR within the context of extdiesl It there-

fore addresses both the lack the theoretical affect of @S&«ternalities

by collecting empirical evidence based on stakeholder evidence, and
additionally considers the efficiency of outcomes. By analyzingtists

and benefits of CSR in Hammerfest, further contributes tpitmise of

a business case for CSR.
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2.3 Gapsin CSR Literature

The literature to date provides little stakeholder analysid, little con-
sideration of the relationship between CSR and exteewmliThis is
surprising considering the emphasis on stakeholder outre&8Rn and

the supposed goals of CSR in reducing undue harm to stakeholders.
Margolis et al (2007), among others (Hay et al 2005, Portney 2085), a
knowledge that empirical evidence is lacking regarding GSiRility to
affect externalities. This remains a frontier for CSR saBolpartly be-
cause CSR is difficult to quantify. In the meantime, the ditme
continues to dwell on narrow definitions of CSR that underscoreua-vol
tary, ‘beyond compliance’ concept that is incompatible with economics
and profit-maximization, and still labors the question of whetimemot
corporations ‘should’ practice CSR (Portney 2005).

This report attempts to address some of these shortcomings. It
emphasizes the role of CSR in addressing the negative and unthtende
consequences of business practice, while considering its potémtial
foster positive externalities at the same time. It has bdearly
demonstrated, however, that CSR can take many forms, many df whic
result in very little besides corporate ‘greenwashing'odetn CSR
research must now provide a more precise framework of asalysile

not necessarily quantitative, and one that can address the imnp&3f

on externalities as they affect local stakeholders.



3  Framework

Stakeholder information was collected and analyzed using Actor Network
Theory to measure the perceptions of each key stakeholder gsotap

the efficacy of CSR in affecting externalities. Other sosi@ieinforma-

tion including websites and publications are used to test and coemplim
the stakeholder information. This section describes the nestidifferf

ent analytical tools utilized to examine outcomes in Harfeaer This
report analyzes Corporate Social Responsibility with respdts ability

to mitigate the negative externalities associated pattnoleum develop-
ment in small communities, and to stimulate and bolster positine
comes.

3.1 Stakeholder Theory

Stakeholder theory is a cornerstone of CSR. Its place in businesgena
ment has increasingly becorde rigeurand represents the latest evolu-
tion in socially responsible business practice. Corporate Sositdrf-
ance (CSP), it is argued, hinges on well-developed and effgctivel
implemented stakeholder analyses (Clarkson 1995). But definiticpakri
stakeholders can be challenging (Downey 2002, Vos 2003). Post et al
(2002: 8) suggest that stakeholders in a corporation are, ‘thédunals
and constituencies that contribute, either voluntarily or involiptao

its wealth-creating capacity and activities, and that are threrég poten-

tial beneficiaries and/or risk bearers’. The different atalders of a
single firm share common risks: ‘a possibility of gaining ligner ex-
periencing losses or harm, as a result of corporate operafios et al
2002: 8). This definition emphasizes both the risks and benefitake-s
holders from industry making it important for the Hammerfasecstudy
because stakeholders there share in the risks and rewardglofitSun-
evenly.

Kochan and Rubenstein (2000) are more specific, citing thresigrior
identifying ‘significant’ stakeholders:

They supply resources important to the firm’s success

They place something of value ‘at risk’ — their own welfare is direct-
ly affected by the firm and outcomes of a project.

They have ‘sufficient power’ to affect the firm’'s performanéav-
orably or unfavorably.

The Hammerfest case study conducted here favors the middigoerit
when isolating stakeholders in researching for this proj#th respect
to the first criterion, Kochan and Rubenstein (2000) seem to ighsre
enfranchised and passive groups at risk from negative externaWith
regards to the third, the stakeholders in Hammerfestimaheir abilities
to influence StatoilHydro, but in general, significant asymiegtin
‘power’ characterize stakeholders in Hammerfest, compareattstry.
This project proceeds under the premise that CSR mightdraswsmne of
this power to local stakeholders.
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Importantly, stakeholder theory also emphasizes that firm fiakper-
formance depends on positive ‘stakeholder management’ — or the suc
cessful cooperation with stakeholders, and not just company sharehold-
ers. In this manner, stakeholder input can reveal social @oatkressed
otherwise by a firm's cost-benefit analysis. And while detrasc —
adherents to the Friedman doctrine of ‘profit maximization eqs@dgal
responsibility’ — continue to question stakeholder theory’s nolbusi-

ness management, it is increasingly normalized, and makeppao- a
priate framework from which to analyze CSR in Hammerfest.

3.2 Actor Network Theory

This report uses a subset of Stakeholder Theory called Aetiovexk
Theory (ANT). ANT allows for a systematic analysis of how stakeholders
perceived CSR as it was implemented by StatoilHydro in Hafesteit
also allows for an analysis of how stakeholders reacted toa@8mow
outcomes developed (Egels 2005). These stages, including the dast sta
‘mutiny’, develop cyclically until the focal actor (StatoyHro) and
stakeholders achieve a level of understanding. ANT stages include:

problematisationin which the focal actor (Statoil in this project)
formulates the definition that the actor wants to see adopted.

intressementin which the focal actor attempts, via a series of pro-
cesses, to lock other actors into the defined roles.

enrolmentor when the other actors accept their assigned roles.

mobilization,or when the focal actor attempts to mobilize all actors
involved in the problematisation to play their assigned roles.

mutiny, or when actors refuse to assume the role assigned in prob-
lematisation.

Qualitative methodology, as employed here, is consistent WNiT-A
based research (Egels 2005). Each stage is observable in thé& Sagdv
study, though they are heretofore undocumented. Each individual stage
can be scrutinized by addressing the following questions:

How was CSR defined and implemented? How did different actors re-
spond? What was the final outcome to date?

An example of ANT analysis is how a stakeholder responds tadtent
of a new petroleum development, and particularly to the CSRitinés
of the focal actor. (see Fig. 3.1)

Stakeholders, according to ANT, will agree to the CSRaiiies set
forth and defined by StatoilHydro after a series of industdydfforts to
define the scope of CSR. Carbon reduction efforts, for example, are a
major component of StatoilHydro’'s CSR campaign, even if the tthrea
from climate change poses less concern to the avéoegestakeholder
(though it was a major concern for environmental NGOs). Economic
development and local employment was a positive outcome that
StatoilHydro loudly trumpeted, even though all indicators pointeginto
exogenous, fly-in-fly-out labor supply and contracts for non-local
suppliers.
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Figure 3.1 CSR progression in a community using ANT

s pra s v emay wmw s mau prasawass wamas pra w ww s

smoothly

If local stakeholders resist at any point along the ANT dtajg, they are
engaging in ‘mutiny”. Fishermen, as will be discussed more thoroughly

in Section 6.2, resisted elements of Statoil's ‘enrolment’ effosiven

while accepting the premise of petroleum development in thenBa

Sea. The objections would have significant impacts on the nafure o
development however, and lessen the harm fishermen experiented. O
the other hand, local business leaders mutinied too, and forced consider-
able revisions of CSR policies that eventually led to ine@amins for
community developers.

This study goes further, however, by considering CSR througlemniseof
property rights, transaction costs, and especially positive arativieeg
externalities like those described above. It uses stakeholdey tfand
ANT in particular, to help analyze CSR’s overall efficanyaffecting
externalities.

3.3 Externalities

In this report it is hypothesized that CSR has the potenti@armpen the
harmful effects of negative externalities, while simultaneousljtiply-

ing the benefits stemming from positive externalities. But to rahaied
the potential relationship between CSR and externalitissfirst neces-
sary to specify the meaning and importance of externalities.

" An unfortunate label considering stakeholdershtigand perhaps obligation to
consider the terms of local development and itsaichpn the community. But it
nonetheless suggest a deliberate breaking fromdarsiry-led initiative.
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Economists consider externalities a market failure, or gnaoset of cir-
cumstances that broadly represent a market'’s inability toldite scarce
resources efficiently.

It is assumed that private actors make economic decisiond bagbeir
estimation of the costs and benefits that would accrue to thbeseT
private costs and benefits are accurately reflected mkah&ransactions

and results in market prices that efficiently allocate resourcesn tibes

are spill-over effects on others who are not party to #reséction, how-

ever, these ‘external’ costs and benefits are not considered in the econom-
ic decision making of the private actors. The market priceatiodation

are thereforaot efficient.

Pollution, for example, is produced in quantities beyond what isakpci
optimal’ because the polluter does not incur the ‘true’ cosllution

to the environment or human health. The polluter’s costs, ircésis, are
‘externalized’ to the general public (Clapp and Dauvergne 2005). Some
economists argue that externalities can be ‘internalized’ d3ygm@ing
costs through taxes or other economic incentives. A firm wooihgider

the cost of polluting alongside the costs of other inputs lilgtalaand
labor, and accordingly adjust output downwards.

With respect to pollution (which is a risk associated with Srighkaugh
CO, from the well-stream, gas flaring, and its gas power plargstons)
the ‘optimal level’ of pollution from an economic efficienctasdpoint
would be found at the intersection of the marginal abatemenhtcuoge
and marginal damage function (Kahn 2005) (Figure 3.2).

Figure 3.2 Marginal Abatement Cost (MAC) and Marginal Damage
Function (MDF) Curves
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The marginal damage function, which represents the costsiaesioc
with damage from one additional unit of pollution, has a slope that in-
creases at an increasing rate (Kahn 2005). Thus for everyoadtitnit

of pollution, soot from gas flaring for example, damage costs assdci
with this unitincrease The marginal abatement cost curve, on the other
hand, has a slope that decreases at a decreasing rate, agghestior
every additional unit of pollution that is removed from the emment,

it is increasingly expensive. Easy, cost-efficient attentptsreduce
pollution remove large amounts of pollution. But when moving in the
direction of zero pollution, the costs associated with cleaningarpase

at an increasing rate (Kahn 2005).

Figure 3.3 Marginal Private Benefit (MPB) and Marginal Social
Cost (MSC) Curves

From a broader social perspective, another way to interpyate=B.2 is
that externalities will be produced at a point where margioeial bene-
fit is in equilibrium with marginal social costs. This aldefinesPareto
optimality, the point at which resources cannot be reallocated to increase
one person’s well-being (utility), without reducing the well-beioig
someone else (Hanley et al 1997). In Figure 3.3, a negative exiersali
internalized by accounting for greater marginal social dbsts marginal
private costs. Accounting for the greater social costs is t@nner
(difficult to do quantify it is important to note) resultsa more efficient
reallocation of resources, and less pollution. On the other hantygos
externalities, like greater economic development in Hammeffast
example, are best encouraged by more accurately accountitg fmat-
ginal social benefit created from development initiatives (se@r&ig.4).

But how these costs and benefits are considered is yet annikeaid
hinges in part on how property rights are assigned.
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3.3.1 Property Rights and Other Contributing Factors

Hanna (2001) makes clear that property rights are an esssatiant of
resource management. She also asserts that unambiguous prigpésty
‘resolve the problem of externalities’ (2001). In the case ohidarfest,

a complicating factor is the open access resources in questiorh whi
makes property rights ambiguous.

Open access resources and public goods, like the Hammeréistdaor
Barents Sea itself, are characterized by non-rivalry and nduektility.

While StatoilHydro has subsurface mineral rights that il pai, and can
exclude other energy companies from exploiting those resources, i
needed to deliver the wellstream to its LNG facility by gipelover the
Barents Sea floor. The sea floor is also a valuabtaures for fishermen
who depend on its productivity. Damage from an undersea pipeline might
negatively impact fishermen, or restrict access to theimefies, but
fishermen’s rights to exclude StatoilHydro from this resoureeaiso in
guestion.

In a different manner, pollution from gas flaring affects direquality of
Hammerfest, and thus the well-being of its citizens. Soot #ided on
grazing lands in August 2008 might directly impact the healthdohiS
reindeer, and harm the Sami economy. Finally, EQissions from both
flaring and the gas power plant are ‘transferable’ extdieal{Hanna
2001) that impact anything from small island states and Austridian-
ers to Arctic ecosystems.
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The monetary value of these impacts have not been quantified, and nor
has the service flow of clean air to Hammerfest citizeresy health, or

their tourist industry. The impact of StatoilHydro’s industfedility on
Hammerfest's ‘viewshed' has also not been quantified. In theser
cases, the public ‘bad’ — or when the loss suffered by onempémm

poor air quality does not reduce the loss suffered by another bewill
oversupplied by the market (Hanley et al 1997). This is inrdecae

with Hanna's observation that ‘indirect uses’, like ecoldgseavices for
example, are less quantifiable than direct uses (like distithgs or bar-

rels of oil), and therefore more prone to externalities (2001).

Separately, it is clear that the marginal cost of, @duction on the part

of StatoilHydro is expensive. Initial carbon capture and storage (ECGS)
penditures were relatively small (and even necessatyN&),? but addi-
tional CQ reduction from the gas plant is less feasible, more expensive
and is not being pursued. Economic incentives in the form of a caxkon t
have already been initiated in Norway, and provide one disincetative
emissions. Carbon taxes started in 1991 now equal 50 dollars pdr ton o
CO,.° Tax incentives are difficult to calibrate accuratdtpwever, and
externalities can persist even after their enactment (Kahn 2005).

It is still unclear, therefore, where the ‘optimum’ equiliim lies, and
how much pollution is tolerable by Hammerfest, Norway, or the iatern
tional community. With respect to Hammerfest stakeholders amisCS
role, additional consideration of property rights and transaction aosts
necessary.

Daniel Bromley (1991) defines property as a ‘benefit streamd’ a prop-

erty right as a ‘claim to a benefit stream that theestall agree to protect
through the assignment of duty to others who may covet, or somehow
interfere with, the benefit stream’ (2001: 2). Bromley therefax®rs a
perspective in which property rights are based on saciatracts. A.
Allan Schmid (1995) emphasizes a triadic relationship betwedixid-

uals with respect to a resource (versus between an indivaddah re-
source). As such, ‘owners act as they wish and, if rights areaegeh
able, listen for bids from non-owners to do otherwise’ (1995: 46). exter
alities, according to Schmid, do not disappear, but their direcind
therefore damage or benefit, changes depending on the ‘distribution of
ownership’ (1995).

The social contract inherent in property rights (Coase 1960, IByom
2001, Schmid 1995) has important implications for Hammerfest stake-
holders. CSR might provide stakeholders implicit property riglaow-

ing fishermen to demand changes in StatoilHydro's undersea pipeline

8 For Snghvit, the investment costs for the,@eline, well and compressor
train investments were calculated to be about €rbiion (Karstad, 2002). At
the same period, the total investments for phaskthe project were calculated
to be about € 2.9 billion, and all phases, € 4li®il(Heiskanen 2006).

® Stoichevski, William. ‘Norway: Carbon tax permittj oil-industry growth’,
Scandinavian Oil and Gas Magazineww.scandoil.com/moxie-bm2/carbon/
technology_carbon/norway-carbon-tax-permittingindustry-growth.shtml
(accessed 09.01.2008)
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course for example (though it is unclear which party has esdbte
property rights on the Barents Sea floor). This social contradfoase

and Schmid note, depends on the magnitude of transaction costs and
Hanna assessed, different values among parties, and different @&conom
valuations.

With respect tositive ‘spin-offs’, the marginal social benefit of initia-
tives that encouraged local capacity building, training prograna busi-

ness incubation in Hammerfest were originally underestimates. Di
cussed more thoroughly later, small investments in the commhbnpity
StatoilHydro resulted in large marginal returns. The detetiimeof

local actors to pursue benefit claims, or claims to pos#pia-offs from
energy development as the host community, prompted more local econ-
omic development than may have resulted otherwise.

3.3.2 Transaction Costs and Values

Coase (1960) argued thatParetcimproving social contract between
parties would result under the assumption of zero transactists. co
Schmid (1995) underscores the importance of transaction costs, noting
that they may stand in the way oParetcimproving trade. An example
might be the cost of Hammerfest fishermen self-organizing,lost time

to their fishing, and thus their income stream. If the costsalf-
organization proves too great, it inhibits fishermen from orgagia bid

for property rights to the Barents Sea floor.

Schmid (1995) notes two more important concepts with respect to
transaction costs that CSR might address. First, ‘institutionavations’
might reduce transaction costs, making both parties better afifigCi
North (1990), Schmid asserts that innovations reducing transactitsn cos
are a ‘source of economic growth because of wealth-enhancithg.tra
For now, it will simply be suggested that CSR could indeed be @uch
institutional innovation, at least in certain respects. Secohaynotes
that, ‘what appears to BRaretobetter trade between two parties may not
be if more parties are relevant’ (1995:48). In Hammerfestgoofrse,
multiple stakeholders consider the impacts from Snghvit differesutid

are therefore damaged differently. Schmid notes that, ‘rigbtsrmine
who can participate in decision making'. Therefore, assigngigs to
one party or another risks excluding third parties, likeShmi potenti-
ally.

What is not discussed by Schmid is addressed briefly by HRQ@H )
different value systems both cultural preferences and economic non-
market valuations — affect the degree of harm that parties expenience f
externalities, thus shifting the marginal benefit or maigiaanage func-
tion curves, resulting in different ‘socially optimal’ eqhbiiia for differ-

ent parties.

In Hammerfest, pollution to the atmosphere from,CRQO,, or to the
‘viewshed’, may be largely acceptable to local suppliers or subcontractors
who prefer the additional revenue from industrial development. These ar
values derived from ‘direct uses’ that are easy to quaritifg. Sdmi, on

the other hand might consider both direct use values (from heaithy re



The Political Economy of CSR and Community Develept 17

deer sold on the market) or indirect values (from the serfliwvs of a
clean atmosphere). The environmental NGOs, in addition, represent con
stituents that might have option values (for future, yet unknownsflow
from the marine environment) or existence values (based on thetaest

or spiritual value of a resource, and intergenerational quityother
words, each stakeholder’'s equilibrium, as represented in thbggravill

be different. How the community, encompassing all of these stake-
holders, as a whole adjusts under CSR is also important.

These different values can influence the shape of an industrp@&osfit
analysis. CSR, by incorporating stakeholder input, can better adoount
the different values, and therefore the social costs and dwenafits
accruing to different stakeholders affected by Snghvit developrmbe
result is a more robust cost-benefit analysis that mordesftig internal-
izes externalities (Portney 2005). This premise, however, aigedion
discount rates, or how much a firm, or stakeholder, values faotsts
and benefits in the present day.

Industry typically discounts a project at a higher rate thatakeholder
because it prefers to accrue benefits sooner rather tleanDédcounting

the future more means reducing the value of the future. If indregses

is discount rate, the value of the future becomes unimportantqoare

ly (Kahn 2005). Industry will vary its discount rate as it coessccapital
investments, price changes in the future and other changesitfitim-

pact its project. This has important implications for cost-fiearalyses,

and presents one conflict between stakeholders and industry when consid-
ering social costs. A stakeholder might discount the futurehnhess
when she considers future generations, or even livelihood, or traditional
practices in her lifetime.

Industry, and its accountants, might be more reticent to embr&ge C
initially, at least from a traditional cost/benefit perdpec The expected
benefits of CSR might be realized sometime in the futurdewbists are
incurred immediately. Costs will also differ with respexthe nature of
CSR policy. Investments in technology include the risks of malfometi

and retooling. On the other hand, CSR and stakeholder outreach might
limit the risk of lawsuits, and increase the likelihood ofial license to
operate with respect to policy adversaries, local governmentsogir
communities like Hammerfest. In the Barents Sea, future developm
largely hinges on the success of Snghvit and stakeholder buy-in. For
StatoilHydro, this means that investment in CSR is potentialbye
rewarding than it is costly. For stakeholders, CSR presents antipor

for their preferences to be accounted for in a more thorougtbensfit
analysis than previously possible.
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4  The Political Economy of Norwegian Oil and Gas

4.1 StatoilHydro and the Norwegian Petroleum Experience

After the originalEkofiskdiscovery in 1969, a series of important oil dis-
coveries followed that heralded the beginning of Norway's ‘oil amsl g
adventure’. This also ushered forward Norway's elevation fasteepy,
agrarian economy, to a petroleum supplier of global importance.

Statoil ™ originally calledDen Norsk Stats Oljeseleskap Avgas created

in 1972 in order to assure a pivotal Norwegian role in developing the
proven and recoverable reserves of the Norwegian ContinShilf
(NCS). Statoil's role was supported by a state-backed polit\gtteaan-
teed the firm a 50 percent controlling stake in each productiensi&e
granted on the NCS, stimulating a speedy coming-of-age for Statoil.

In 1985, theStorting(Norwegian Parliament) changed the rules regarding
state participation in Statoil. Two relationships emerged. €dm¢éinued

to link the state and the company directly while the otbsulted in the
State’s Direct Financial Interest (SDFI). The SDFI repris a state
share of ownership in different interests, from oil fieldgipelines and
onshore facilities. Like other owners, the State both invaseach pro-
ject and shares in the costs. In return, it receives a pondig share of
the income.

In 2001, the Stortinggreed to sell 21.5 percent of its SDFI holdings, sel-
ling 15 percent to Statoil itself, and moving towards a semapration

of the oil company. The State continues to control a 70 percéeat ista
StatoilHydro, however, and avows to be a ‘long-term and stable oWwner'.
StatoilHydro is now listed on the Oslo and New York stock exasng
and competes equally with other multinationals for licenses on the NCS.

Statoil, along with successful discoveries and increased product
throughout the NCS, has catapulted Norway into a ‘Nordic Emirate’
deriving huge revenues and generating wealth for the State. Inth@06,
country ranked as the tenth largest oil producer and fifthsameorter.
Additionally, it was the world's fifth largest gas producand third lar-
gest gas exporter. In the same year, the petroleum sectocredited
with NOK 509 Billion in exports (approximately 100 Billion USD, or
fifteen times higher than the export value of fish). Petmoleonstituted

10 statoil is now StatoilHydro — the result of a 206ierger between Norsk
Hydro’s oil and gas division and Statoil — the klygstate-owned oil and gas
company. The merger took place while research wdemvay for this project,
but Snghuvit itself was developed by Statoil andeotminor partners, and many
of the developments in CSR and corporate polick folace when Barents Sea
operations were conducted by Statoil. For this aeasnany descriptions, and
much of the industry history and data presented hefer only to Statoil. When
discussing future developments or contemporarycpplncluding conclusions,
the operator is identified as StatoilHydro.

1 Ministry of Petroleum and Energy, ‘Ownership Pgliovww.regjeringen.no/
en/dep/oed/Subject/State-participation-in-the-petnm-sec/Ownership-policy-
2.html?id=445750 (accessed 06.22.2008).
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26 percent of Norway’s ‘added value’, 25 percent of its GDP, 3&perc

of state revenues, and 51 percent of total reveliustatoil simultan-
eously reported declining oil production as well — a trend in the North Sea
that worries some, but gas production has so far offset thi$ fall.

The SDFI, or ‘petroleum fund’, is managed to achieve the ‘htghessi-

ble revenues for the government'. It was estimated to be wa@t 85
Billion (~175 Billion USD) at the beginning of 2006. It provides ayéar
portion of government revenues from the oil sector, while teesras
great as 70 percent provide additional revenue. In spite ofadectero-
duction on the NCS in recent years, a combination of dividendss,taxe
and cash flow from a flush SDFI resulted in earnings of NOK 3%i6hil

or NOK 80,000 for every citizen (~70 Billion USD, and 16,000 USD per
person)just this year*

4.2 Oil and Gas Policy: A Matrix of Regimes

In Norway, oil and gas activity and its oversight is theoesibility of a
matrix of state, regional, and international regimes. With regpethe
environment and human safety, these regimes employ a numbeieof dif
ent policies to promote a ‘clean’ oil and gas industry. Take®ae such
measure, while command-and-control regulation, and weaker ‘guide-
lines’, round out the rest. This section attempts to eluciti@eoles of
different institutions, while considering their effectivenespramoting
environmental protection. It shall consider what role CSR nptgt in
addressing institutional shortcomings to adequately protect theoenvi
ment, or communities, from harm.

4.2.1 State Regulatory Regimes in Norway

Statoil and its activities are subject to regulation by Miaistry of
Petroleum and Energy, its Petroleum Directorate, and the Petroleam Saf
ty Authority (PSA). The PSA considers the health and safetyookers,

as well as the natural environment. The Ministry of the Environralso
oversees petroleum activity through the Norwegian Pollution rGlont
Authority (SFT). The SFT monitors air and water quality, including emis-
sions from the petroleum sector, and environmental impacts obini-

ties on the NCS (Table 4.1).

Parliamentenacted a carbon tax in 1990, and it continues to influence
production in Norway, leading to carbon capture and storage (CCS)
facilities at two drill sites — Snghvit and Ormen Lange furtheuth.
Other drill sites in the North Sea are considering land-bpseer sour-

12 Ministry of Petroleum and Energy. ‘Norway’s OildaGas Resources’, www.
regjeringen.no/en/dep/oed/Subject/Oil-and-Gas/Ngsagil-and-gas-
resources.html?id=443528 (accessed 06.15.2008pt@b0il’'s Facts 2007

13 Statoil. Facts 2007

14 Ministry of Petroleum and Energy. ‘Increased Vallreation on the Norwe-
gian Continental Shelf’, www.regjeringen.no/en/ael/Press-Center/Press-
releases/2008/increased-value-creation-on-the-rpaweml?id=511255
(accessed 06.20.2008)
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ces connected to offshore rigs by cable. This is an effoadioce emis-
sions from oil and gas burning that produces powesitu. Norway is

still in non-compliance with its Kyoto obligations — responsilae €O,
emissions 11% above 1990 levels in 260%tatoilHydro claims that
Norway is the world’s ‘cleanest’ oil producer, with emissiqres pro-
duced oil equivalent being only a third of the global avetagehe
Ministry of Petroleum and Energy dampens the enthusiasm, noting that
‘the reduction in C@ emissions per produced oil equivalent has, how-
ever, not been significant enough to counterbalance the increase in energy
consumption due to increased activity on the NE&.added that, ‘we
have seen a slight increase in emissions per unit the re@est, fhanks

to ageing oil fields that require more enetdy.

The conflicting roles of the state — directly profiting frai and gas
production, promoting its expansion in an era of declining production,
and simultaneously regulating the industry — raises questions Himout
ability of the state to accomplish both missions. Norway is thetess
characterized by a high degree of transparency and dedicatios tole

of law. It ranked number 14th in Transparency International’suptan
Perception Index in 2008, indicating that it is among l&aest corrupt
countries in the world’

Though agencies operate independently, conflicts and unbalanced out-
comes are inevitable. The opening of the Barents Sea represspts
back for environmentalists, for example, but a grand opportunity fo
industry and its supporters in government. The SFT, meanwhile, is
relegated to reacting to the nature of petroleum developmersysve
helping steer its direction. This phenomenon is not unique to Nonfay, o
course, as recent events in natural gas development througleout th
Western United States demonstrates. In this instance, a higldiopged

rule of law was circumvented, and corruption pervaded Federal agenci
in charge of both oversight of, and contracts for, natural gds inethe
Rocky Mountain State?.

15 Aftenposten/Norway Failing to Meet Kyoto Goals’, September 2005.
www.aftenposten.no/english/local/article1110449 @@eessed 9.26.2008)

16 StatoilHydro.'Going North: Sustainable Development 200tatoilHydrq p. 12

1 Ministry of Petroleum and Energy, ‘Emissions tor Aiom the Petroleum
Sector’. Minster of Petroleum and Energy. www.regigen.no/en/dep/oed/
Subject/Carbon-capture-and-storage/emissions-tfrain-the-petroleum-sect.
html?id=443519 (accessed 8.10.2008)

' Ibid.

19 Transparency International. ‘Corruption Percemidmdex, 2008’ www.trans
parency.org/policy_research/surveys_indices/cpB2@@cessed 9.24.2008).
Norway compares unfavorably to its Nordic neighbd@wvever, which all rank
in the top seven (including Iceland).

2 Savage, Charlie, ‘Sex, Drug Use and Graft Citethiarior Department’New
York Timeswww.nytimes.com/2008/09/11/washington/11royaltmi®t r=1&sc
p=1&sg=dept%200f%20interior%20scandal&st=cse&orkfgin (accessed
9.24.2008)
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Table 4.1 Regulatory Framework for Oil and Gas and Responsibil-

ities

Ministry of Petroleum and Energy

Ministry of the
Environment

Petroleum Directorate

Petroleum Safety Authority
(SFA)

Pollution Control Authority
(SFT)

‘In resource management
there is an emphasis on cost

‘The PSA is a central standard

Environmental monitoring
according to the Norwegian

ts

availability of data and
information from the
petroleum activities’.

_5 effective exploration and setter for the design of Regulations relating to the

@ production, cost-effective technology, operations and Execution of Activities in

s utilization of the infrastructurg management of the petroleum| Petroleum Enterprises (the
and coordination across activities on land and offshore’] Activity Regulations).
production licenses.’

. . Monitors seabed in a region

Collects the C@tax from the | Aims atpreventative h 11 reai
Norwegian shelf. management and design (t_ere are 11 regions) every

” third year.

Q

E Conducts metering audits and Focuses on the health, safety, | Assesses damage from

I3} collects fees from the and environment of a heavy metals and documen

<_': petroleum activities. workforce. biodiversity.

8

° ‘...bears national

a responsibility for the Aims to reduce workplace Independent experts review

accidents and fatalities

reports

(sources: www.npd.no, www.sft.no, and
www.npd.no/English/Aktuelt/Nyheter/fakta_om_pettaiestilsynet.htm)

Lastly, what Table 4.1 indicates is the absence of a reguffatonework

for stakeholders harmed by oil and gas production in Norway. This is
instead handled by the judiciary system, like elsewhere, and recemt victo
ies by fishermen in Vesteralen and Lofoten demonstrate that, enafpit
asymmetries in power, stakeholders can challenge oil and gas fwaduc
in Norway. These were contentious victories, however, and yrec$s

drill in these areas is increasing. CSR, as discussed, coulderoennl
the above framework, with specific attention to marginalizeakest
holders, and by preempting legal discord. Where regulatory ageaeies
inadequate in protecting stakeholders from externalities (oroimqting
positive externalities), CSR might provide additional safedgidior

communities.

4.2.2 International Regimes for Oil and Gas in the Barents Sea

Norway is also bound by international regulations including theednit
Nations Law of the Sea Convention (LOSC) and The Conventiottiéor
Protection of the Marine Environment of the Northeast Atlantic
(OSPAR). In addition, Norway currently chairs the Arctic Courcan
institution with regular publications regarding oil and gashie Arctic,

the environment, and community well-being. Nonetheless these appear t
have little influence on the scope of development within Norway.



The Political Economy of CSR and Community Develept 23

4.2.2.1 Law of the Sea Convention

LOSC provides little in the way of environmental regulatiogarding
offshore oil and gas development for current development in trenBar
Sea. Each state has an obligation to protect the environment thieder
treaty. Each state also has a right, however, to exploiestsurces as it
sees fit, and to interpret what level of pollution control is adequate.

4.2.2.2 OSPAR Convention

The Convention for the Protection of the Marine Environmenthef t
Northeast Atlantic (OSPAR) is a regional multilateratesgnent among
Western European statéslt essentially combined the earlier Oslo and
Paris Conventions and went into force in 1998; although in many respects
it was operational as early as 19T his format is much more specific
than LOSC, and tackles sources of pollution directly with bindiggpe-
ments.

By definition, and unlike in LOSC, OSPAR makes protection ofhthe-
ine environment paramount in its goals. Developed shortly aftera®2
Rio Earth Summit, OSPAR specifically evokes the precautiopangi-
ple, the polluter pays principle, and the concepts of Best Alaila
Practice (BAP) and Best Environmental Practice (BEP)iclarts and
Annex Ill, in particular, consider ‘Pollution from Offshore Sources'.

As a result of its offshore oil and gas industry strate@R8R-members

have agreed to dozens of ‘recommendations’, as well as ‘binding’ dec
sions. These decisions affect the use and discharge of diffartimtg

fluids, produced water, condensate, and emissions standards. Isdas al
implemented studies regarding an array of environmental imggcts
offshore oil and gas operations, made inventories of offshore installa-
tions, and issued reports regarding these issues for public and private con-
sumption.

From the list of decisions and recommendations on the OSPARtebsi

it becomes apparent that recommendations far outnumber binding deci-
sions®® More importantly, OSPAR does not recognize specific stake-
holders or address onshore implications. It has not permeated the dia
logue in Hammerfest, and is not cited by StatoilHydro in its reports.

A Belgium, Denmark, EC, Finland, France, Germanglaled, Ireland, Nether-
lands, Norway, Portugal, Spain, Sweden, the Uritiegjdom, and Luxembourg
and Switzerland as well.

22 The Oslo Convention was the Prevention of Poltuby Dumping from Ships
and Aircraft signed in Oslo in 1972. In 1974, thei® Convention for the Pre-
vention of Marine Pollution from Land Based Soureess put into force. They
merged by 1992, and operated as one entity evamebbging officially ratified
in March 1998.

2 OSPAR CommissiofiPecisions, Recommendations, and Other Agreements
Relating to the Offshore Oil and Gas Industry ®gst OSPAR Commission.
www.ospar.org/eng/html/welcome.html (accessed 3ich2007)
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4.2.2.3 Arctic Council

The Arctic Council explicitly addresses oil and gas througldifferent
working groups like PAME — the working group for the Protectibthe
Arctic Marine Environment. PAME was established in 1993. It was
created with a mandate to ‘address policy and non-emergency pollution
prevention and control measures related to the protection dirthiie
marine environment from both land and sea-based activities’.

Most important in the context of oil and gas are the Arctist@ire Oil
and Gas Guidelines released in June 1997, updated in 2002, and again in
2008. These are intended to create a universal standard foati@gul
concerning offshore oil and gas development, but are also ainted at
industry itself. Section 1.2 states that, ‘while recognizingnitrabinding
nature of these Guidelines, they are intended to encouragegthesti
standards currently available’.

The Guidelines evoke a number of principles common to intermdtion
environmental law: the precautionary principle, the polluters gainci-

ple, best available technology, and best environmental practieestab
sections of the Guidelines are dedicated to environm@ndatices, in-
cluding ‘Environmental Impact Assessments’, ‘Safety and Enwigorial
Management’ and ‘Environmental Monitoring’ (AEPS 1997). The docu-
ment also devotes a section to ‘Arctic People, Sustaingliliid Conser-
vation of Arctic Flora and Fauna’. It concludes, notably, with a section on
‘Operating Practices’ with clearly indicated procedural sstigns for
more environmentally-friendly operation.

The Arctic Council, however, is essentially decorative in tesfgolicy
implementation. Offerdal notes that the Arctic Councilrisoeganization
‘with a relatively low degree of formalization’ (2007: 141). While thiere
formality regarding membership and decision making, ‘once the dec
sions have been made, there are few regulations on how they lage t
followed up’ (Offerdal 2007: 141). Young agrees and notes thatrethe
sult is an ad hoc process that is slow and can yield unstdisfaesults’
(1998: 178-179). Neither the Arctic Council, PAME, nor its Oil and Gas
Guidelines have influenced Hammerfest development, stakeholaters
industry players like StatoilHydro.

To summarize, there are a number of overlapping regimes thatrg
offshore oil and gas development in Norway. They represent tlee spe
trum of enforceability and influence. Domestic legal regiraes most
relevant, while the Arctic Council ‘guidelines’ make littlmpact. None

of the regimes specify human and community impacts beyond an envi-
ronmental perspective and StatoilHydro does not recognizeARSIIP
Arctic Council guidelines in its sustainability repaitaVith these short-
comings in mind, but recognizing the relative ‘success’ of Noiaveg

2 PAME, ‘Home Page’, PAME. http://arcticportal.org/en/pdnaccessed 15
March 2007)

% Their insignificance was underscored in interviewth a former Statoil exec-
utive (5.6.2008)
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institutions with respect to oil and gas regulation, we may lo@kSRB to
fill in regulatory, institutional, and market ‘gaps’, creatifpareto
improving opportunities at the margin for different stakeholders.

4.3 Snghvit, Hammerfest, and a ‘New Arctic Petroleum
Province’

Snghvit is symbolic of a push for Artic resource exploration andldpv
ment. During its development, Statoil faced unprecedented ogpositi
from environmentalists, skeptical fishermen, and a wary nativel@op
tion. It also faced new technological hurdles that were insurrablent
only a decade ago. As mentioned earlier, Snghvit reverseige |
standing closure of the Barents Sea to oil and gas drillingctezhpartly

out of concern for the fragile environment, and partly to avoicsastir

like ‘Exxon Valdez’, when an entire fishing industry was crushed by a
catastrophic oil spill.

Decades after its discovery, North Sea oil deposits ardycleatecline —

a phenomenon StatoilHydro readily adniftsn fact, global petroleum
resources are increasingly scarce, and exploration has edigmatoth
politically and geographically challenging territory. Statgitido, now an
industry leader in offshore development, and with a laudable environ-
mental record among oil and gas companies, has openly stakediriés fut
on development in the Arctic regions (even calling its 2007 Subilipa
Report ‘Heading North’). Besides the Barents Sea, StatoitiHiyes con-
tinued to push its own boundaries, securing prospects in the Chukchi Sea
between Alaska and Russia, the North Atlantic near Nova Seotihoil
sands in Alberta. It continues to operate in Algeria aathtains a stake

in the BTC pipeline traversing Azerbaijan, Georgia and Turkey.

Statoil’'s efforts coincided with a new push by the Norwegian central gov-
ernment to develop its ‘High North’, and the county of Finnmark in par
ticular — a region long frustrated by a perceived neglecherpart of a
southern-dominated government in faraway Oslo. The Jens Stoltenberg
government, however, enacted a ‘High North Strategy’ with awede
interest in the region’s economic development. Pivotal to the strategy was
increased oil and gas development, and cooperation with Russidis nort
west regions — including its oil and gas sector.

Concurrently, Russia was contemplating its recent discovettyei Rus-
sian Barents Sea — the Shtockman gas field — the worldestangdevel-
oped gas field at 3.8 trillion cubic meters of gas (and 3Womitons of
condensate). Shtockman is also in deep water (~320 meters)ednd w
offshore (~600 kilometers). While Gazprom — the Russian energy gia
and closely linked with Russian government elite — entertaitsedp-
tions, StatoilHydro joined a cadre of eager producers in inteagetia-
tions concerning Statoil’s future role in Shtockman.

These discussions sometimes included state level, bi-lategaktiations
between Stoltenberg and then-Russian President Vladimir Putiar Aft

%6 Statoil ‘FACTS 2007, (p. 8)
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all, it was perceived by politicians and public alike in Norw@gzprom
lacked the resources and technology to securely tap Shtockman gas
(Jensen 2007). While a further examination of this relationshigyond

the scope of this report, it should be noted that the lure ofemtaty
lucrative agreement between StatoilHydro and Gazprom premeotiser
motivation — potentially the most important motivating factor — for
developing Snghvit.

2" Interview at the Ministry of Foreign Affairs, Osi®6.22.2007) and with a
former Statoil Chief Executive (05.06.2008)
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5 Methodology

Stakeholders for this case study were chosen for their geoggaphox-
imity to Snghvit, their perceived risks, and their vulnerabititnegative
externalitie® The following stakeholders correspond to the definition of
critical stakeholders discussed in the following chapter, thoughréie-
vance within the case study varies. They include:

The Coastal Sami

Barents Sea Fishermen (The Hammerfest fleet in particular)
Hammerfest Municipality and Business Community
Environmental Civil Society (NGOs Bellona and WWF Norway)

Each stakeholder group, it should be noted, is a multifaceted cotgmuni
and differing opinions exist among members of the same stakeholder
group. Currently, for example, fishermen in the Lofoten and Vesterale
regions of Norway are engaged in a contentious dispute wétoilSt
Hydro regarding the safety of seismic exploration, while relations
Hammerfest remain relatively harmonious.

Similarly, the Sami continue to be divided in opinion regarding tieddr
tionship with the Norwegian energy firm. All attempts weradeto col-

lect as many different viewpoints as possible, from as widevaned a
source as possible. These attempts brought the author to thediamw
Foreign Affairs office in Oslo, universities in Tromsg, andhifig boats

in Hammerfest. In between, the author traveled any combination of trains,
boats, prop planes, jets, and buses, visiting important towns in Fknmar
including Alta (the largest town), Vadsg (where the regional porvent
sits) and Kirkenes (where the Barents Secretariat is hedeopt). The
author found himself tenting under a ski jump in Vadsg, and was awoke
by grazing reindeer in Hammerfest. In spite of these effaftsyiew-
points cannot be captured, and this is one constraint on thentegbse
results.

Evidence itself was collected through 35 semi-structuredvietes, plus
additional informal conversations and follow-up dialogues that took place
between 2007 and 2008 with local stakeholders (fishermen, small
business/local government, Sami, and environmental NGOs), government
officials at the local and national level, Norwegian journslisind with
industry representatives in Hammerfest and in Stavangepi{Btairo’s
headquarters).

3 StatoilHydro asserts that ‘stakeholders play ameasingly important role in
influencing the scope and focus of (our) sustalitghieporting’. In its 2007
sustainability report, it notes further that, ‘sthklders relevant to our operations
include governments, partners, suppliers, invesaats shareholders, customers,
employees and unions, civil society and local comitres’. This is a compre-
hensive definition. It also legitimizes the stakieleos identified in this project,
but is broader in scope than this project intends.
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The research is complimented by content analysis of sustainaé-
ports, official releases and websites from Statoil/Stayeitd, WWF
Norway, Bellona, the Sami Parliament, Sami University Collegel
journalistic accounts of petroleum development in the Barests S
Appendix A includes a list of the different interviewees and/or the institu-
tion or stakeholder they represented.
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6 Results

6.1 Problematisation and Intressement: Statoil Makes its
CSR Case

Actor Network Theory (ANT) definegroblematisatioras an initial stage
during which the focal actor (StatoilHydro in this study) defi@SR in a
local contextintressementaturally ensues when the focal actor attempts
to gain acceptance among stakeholders.

The potential for large-scale oil and gas development in érerBs Sea
politicized much of the Norwegian populace. Many were instantlgtske
cal of the merit of such prospects, while inhabitants in the Nerbg-
nized the potential for prosperity like that which had takenepla other
parts of the countr’. In the many intervening years between Snghvit's
development and final approval, a colorful discourse evolveiStd
sometimes the central government itself, generated much ofAthisas
been noted earlier, an ‘Arctic Energy Province’ concept wapaguated
by the Stoltenberg government, coupled with its ‘High North Sjyate
These slogans clearly played to the poor economic situation in Eamm
fest, and to the feeling of desperation amongst its dwindling citiZ&nry.

Statoil pursued a more unorthodox approach duringainky problemati-
sation stage. Leif Christian Jensen (2007) rigorously detdikecvolu-

tion of industry’s paradoxical ‘drill for the environment’ st@ during

the Snghvit debate. Statoil effectively argued that the imminamat of
presumed-irresponsible Russian drilling in the Barents Seasitted
Statoil to drill first. In this manner, according to Statoilprivegians
could set the bar high by demonstrating safe drilling meastinesigh
Statoil also underscored the potential economic boom to Finnmark (sug-
gesting a potential local work force reaching 2000 individyaisyent
further by subverting the most prominent, and well-organized argument
in opposition to Snghvit; that drilling ibarmful to the environment
(Jensen 2007). This tactic, however, only put Statoil at loggesheitlal
environmental NGOs like ‘Nature and Youth’, Bellona, and WWF Nor-
way. Persistent opposition forced Statoil to reconsider its agipread

its first stakeholder outreach initiatives genuinely emergad,its CSR
policies coalesced.

Across the spectrum of stakeholders already identified thepyitiaple
CSR policies that Statoil endorsed, and now StatoilHydro support, are:

Stakeholder DialogueMaintaining open flows of communication
between the stakeholder and industry. The corporation recognizes
Governments, Partners, Suppliers, and Investors and Shareholders as
stakeholdersStatoilHydro cites specific global institutions like-Ex
tractive Industries Transparency Initiative (EITI), Volugt&rinci-

ples on Security and Human Rights, and the World Economic For-

% Confirmed in many interviews across a broad spettof stakeholders and
observers including local politicians, Sami, Fishen, environmental NGOs and
local observers including journalists.

% Ibid.
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um'’s Partnering Against Corruption Initiative. It is also emier of
the World Business Council for Sustainable Development.

Local Development.Generating positive ‘ripple effects’ for the
community, principally in terms of local business development,
specialized training, employment, and community development. Its
website reads that, ‘We promote local sourcing and work with loca
businesses as suppliers and contractors where they exist, astl inv
in developing sustainable and competitive local enterpries’.

Environmental Best PracticesEmploying technological innova-
tions and revising industrial practices to minimize, or erasis-
sions of CQ, NO,, and other gaseous emissions, as well as lubri-
cants, hydraulic fluid, drill cuttings, waste water. Statgdkb touts

a ‘zero harmful emissions’ goal, and is developing an ‘envirotime
al impact factor’ to measure emissions.

6.2 Stakeholder Outcomes: Hammerfest Fishing Community

Sverre Kojedal, the managing director of Snghvit who is bagktime

in Hammerfest, asserted that, ‘without the agreement ofrfiere there
would be no developmert. This claim is being put to the test in the
Lofoten Islands, where fishermen have staged significant pgotest
opposition to exploratory drilling. So far, the fishermen have sucdeede
and exploration is halted for the time being. Both the Lofotempla
and Mr. Kojedal's statement confirm the significance of fistear as
stakeholders. They are identified with Finnmark, and their suamess
struggles have dictated the fate of coastal Finnmark and its comraunitie

Fishing had faired poorly in the last decade. Local fisherraéruhder
threat from larger, more industrial ships based in southern Nomale

a lingering boundary dispute with Russia added uncertainty, anéRuss
trawlers put additional pressure on resources. Hammerfest's populat
had been declining steadily over the last decade. Accordingly, new
homes, home prices, and young families were also in decline. Young
people were not optimistic about their opportunities in the comgunit
and new business investment was stagiant.

In spite of the documented risks of petroleum development herfes,

the Hammerfest fishing community endeavored to be open-minded; but
they were also prepared to make overt demands from Stagaiidieg
specific aspects of developméhtThey were dismayed with the pro-
longed economic contraction of their community, and of the fishing

3 StatoilHydro. ‘Financial Performance, generatipgn=offs and local content’,
www.statoilhydro.com/en/EnvironmentSociety/Susthility (accessed
6.11.2008)

32 |Interviews in Hammerfest: 6.22.2007, and 7.02.2008

s Angell et al.Rapport 2006:6, Samsfunnsvirkninger Fra Fgrstebitgging |
BarentshavetNorut NIBR (2006).

3 Interviews and phone conversation with fishingomniepresentatives in Ham-
merfest and Trondheim, July 2007 and 2008.
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industry itsel> ‘Who knows, maybe my kid will want to work at Sng-
hvit in the future’, an officer in the Hammerfest fishing unierote®.
The Hammerfest Fishing Union’s leader welcomed the prospeavef n
opportunities for young people in Hammerfest. ‘But’, he was suesid,
‘we have to be sure that they don’t run over®ds'.

6.2.1 Risk and Reward in the Barents Sea

What risks did Snghvit pose to Hammerfest fishermen? What tere
externalities? This section begins to address these questibiie the
guestion of magnitude is addressed further in Section 6.3

Specific risks resulted from negative externalities taginated from
issues of public goods and open access resources. Damage frpa+ a hy
thetical oil spill in the Barents Sea was perhaps the oimgbus danger.
Statoil rather quickly dismissed this risk because it evidng for natu-

ral gas, and prospects of a Norwegiaxon Valdezisaster were there-
fore impossible. The company did explore oil production in the Baren
from Snghvit wells, but only after the LNG facility was irag¢ and
StatoilHydro was well entrenched in Hammerfédronically, this did

not engender much local backlash, but instead created greater economi
optimism>®

Other risks to the environment persisted. Contaminated watdnaudic
fluids and ‘drill cuttings’ (or the contaminated debris fromilidig) could
disrupt fishing grounds. Even before drilling begins, seismic exjporat
is potentially harmful, although that is debatable. Other enwiental
risks included debris from increased shipping, like bilge meischarge,
and waste from platforms. Gas flaring and,@&missions were environ-
mental concerns, but less so for fishermen.

Perhaps most potentially injurious for fishermen, and therefbraost
concern, was restricted access to fishing grounds. The fishegsiten
ated on several occasions that what they feared most beforeitSnghv
development was losing access to fishing grounds because ofpktf
infrastructure, or regulatio‘H.

Positive externalities are more universally shared. In tbe & severe
community decline and depression, fishermen were eager to @ee ec
omic development that would benefit their children and quality of life.

% Interviews in Hammerfest: July 2007 and July 2008

% Email correspondence May 2008

3" Email correspondence 6.21.2008

% Jtalian energy company ENI is continuing to degeits Goliat oil field, very
close to Snghvit, so the risk of an oil spill séilists.

% Interviews with Snghvit observers and stakehol@rmmer 2007 and 2008)
0 Interviews in Hammerfest, July 2008.
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6.2.2 CSR Applied

Statoil preempted confrontation with fishermen early, by desigBimay

hvit with modern technology that included innovative undersea platforms
that were ‘overtrawlable’. Statoil was well aware thagrethe opportun-

ity to drill in the Barents, in some ways meant going to netremes —
technologically, and with respect to its stakeholder¥he modern
undersea rigs were a positive first step, but issues rechaivighin the
greater and ongoing debate, two incidents are particularlyip@gerof
CSR in practice, and their resolution provides the mosthinhgigp opera-
tional CSR with respect to stakeholders in Hammerfest.

6.2.2.1 The Pipeline Debate

In 2002, Statoil publicly released details of its plan for the tsg@depipe-

line, traveling from Snghvit's undersea wells to its LNG psso®y plant

on Melkgya (an island immediately offshore from Hammerfentthé
opinion of fishermen, the proposed path crossed especially productive
fishing grounds, including spawning grounds for Atlantic Cod. This
sparked alarm among fishermen. It was not clear what dlalrarmen

had to the area, however, other than historic use and local lduygwvi

its significance.

Statoil engaged in debate with the fishermen in semi-formahge in
Hammerfest. The fishermen had organized enough to presergdynif
grassroots opposition to the proposed pipeline path. UltimateligilSta
altered the course of its pipeline at additional cost, defusiagonflict
quickly.

6.2.2.2 Ship Traffic Near Melkaya

In this debate, the fishermen again confronted Statoil after thelisad

a narrow passage between Melkagya and the greater island kdyKva
While the overall diversion it created for fishermen waml§ the pro-
tests were nonetheless met openly, and the passage was reapgened f
commercial fishing traffic.

In this instance, the fishermen bristled at the proposedfasscess, and
restrictions on their operation. The overall diversion for fiste:n was
guite small — an inconvenience in most respects. But they wenthiat
Snghvit debate with a few principles that were of symbiatigortance
and dear to them. Issues of access and restriction remainulaalyic
emotive. Closing the passage threatened the order of things,athga
appearance that the large oil company was dictating teomscal
fishermen. This, in turn, was resisted vehemently.

6.2.3 Analysis

While the fishermen rather easily entered the enrolment stgéNT,
accepting Statoil's new presence in Hammerfest, the progassnot

*1 These undersea rigs have widespread industrycapiplns, and should not be
taken as a CSR event specifically designed for Harfast stakeholders only.
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without conflict. These conflicts were minimized by early dliple and
continued communication between industry and the local stakeholder.

CSR provided a conduit for communication between industry and the
stakeholder, and has since formalized the level of self-orgammizat
achieved by local fishermen. It also resolved a potentsallious conflict
over public goods with ambiguous property rights. The resolution re-
sulted from informal structures and occurred outside of the courstoom
resulting in mitigated externalities through potentially efficiepturs.

6.3 Stakeholder Outcomes: Coastal Sami

The Sami are the indigenous inhabitants of northern Europe, living
throughout northern Russia, Finland, Sweden and Norway. The largest
numbers are located in Norway, where reindeer husbandry rerhains t
bedrock of their economy. Norway recognized the Sami as an eimdig
ous peoples’ by adopting the ILO convention number 169 concerning
‘Indigenous and Tribal Peoples in Independent Countries’. The Sami of
Kvalgya (the large island on which Hammerfest is locatedisasally
herd reindeer and are referred to as the ‘Coastal Samy. diteediffer-
entiated from the interior Sami, but are awarded the same &gtather
Sami under the Norwegian Constitution, Finnmark Act, and SamiParli
ment.

In 2005, the Norwegian Parliament passed the Finnmark Act.trBmis-
ferred approximately 95 percent of the land and water throughouashe
tundra and grazing lands in Finmark County from the central gomesTn

to the inhabitants of Finnmark. The decisions was basedcognm#ion
that, ‘the Sami, through protracted traditional use of the land aret wat
areas, have acquired individual and/or collective ownership ahtltdg
use lands and waters in Finnmark County’. The Finnmark Estatecjge
manages the land. Its board of directors — half appointed by the S&
Parliament and half appointed by the Finnmark County Council —émndl|
property disputes and conflicts between reindeer herders andlather
users (usually non-Sami Europeans). No legislation provides the Sam
any rights with regards to offshore resources like oil and igathe
Barents Sea. Nor is there any legal recourse for demanaiingensation

or royalties for the exploitation of these resources.

The Sami have proven themselves adept at self-organization gad ne
tiation, giving them a capacity to pursue their interdeisugh Norway’s
liberal political institutions and social democratic pigi that exceed
many other northern indigenous groups. But this is not to suduggsst t
everything is perfect.

In Finnmark, relations between Sami and Norwegians remain conten
tious. The Alta Controversy (1978-1982) in which Sdmi protesting the
building of a dam were forcibly dispersed, has left lastirysscMany
Norwegians interviewed for this study expressed exasperatitnting
Sami, their ubiquitous reindeer, and what they view as excestite
protection and property rights for the Sami in Finnmark. Pernapsst
symbolic of the ‘annoyance’ is a new fence that rings Hamesgrbuilt
to keep reindeer out of the village proper. It did not woihkges spring
snowdrifts allowed reindeer to easily cross. A prominent Saaniia-
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mentarian called it ‘illegal’, and compared it to the Israslll around the
West Bank? This might be hyperbole, but it nonetheless demonstrates
the differing perspectives between European-Norwegians and #mair S
counterparts.

6.3.1 Risk Assessment

The Sami’'s greatest threat is generated by increasedtriatiativity
onshore that encroaches on herding grounds (Eythérasson 2003; Vistnes
2008)* These threats can arise from power lines that deliver energy
offshore installations and onshore processing facilities, buat fatsn
‘greener’ industries including windmills and their service roads.

The Sami, who are extremely well-organized and endowed withharh
degree of political power than other circumpolar indigenous griaps,

kept a very low profile with respect to Barents Sea devedoprim many
respecté? Disputed royalty claims, low participation in the development
process, and impermanence in the local community, combine to erode the
legitimacy of Sami aprimary stakeholders, at least as viewed by indus-
try and other stakeholders. In other words, S&mi have arguably less claim,
or influence, as local stakeholders than other groups, such ashie fis
men.

Sami are not free from risk from Snghvit negative exteraalitbut they
are in less direct conflict than groups like the fishermegoime sense.
Air and water pollution are important to the Sami, but isslkesdiimate
change are less tangible, and therefore not of immediate cohdgsn.
mately, it is regional economic development, bringing more traffic
industry, installations, anbdyttes(small, family getaway cabins popular
in Norway) that pose the greatest risk to reindeer huspawtiich is the
essence of Sami livelihoahd culture?®

2 Interview, 6.2007

*3 Interview with local journalist and local Sami (B0and 2008).

* Interview with long-time Hammerfest journalist (02.2008)

> A new report (Vistnes et al. 2008) regarding Sarall-being in the face of
Goliat's development asserts that, indeed, there aré gs&a to area Sami from
offshore petroleum developments. As described abmest problems stem from
related onshore activities, and encroachment omeeir herding grounds. In ad-
dition, however, Sami parliamentarians are strugglio find common ground
with the Norwegian state regarding a new Minerats. Ahe crux is language
that recognizes their demand for Prior Informed g&omt (PIC) and consultation
before resource development in ‘Sami areas’. Amd8#mi complaint is that the
current draft does not compensate Sami as manbgtddd 169, article 15.2in
cases in which the State retains the ownershipioéral or sub-surface resour-
ces or rights to other resources pertaining to landovernments shall establish
or maintain procedures through which they shall udhthese peoples, with a
view to ascertaining whether and to what degreér timerests would be pre-
judiced, before undertaking or permitting any pragrmes for the exploration or
exploitation of such resources pertaining to tHainds. The peoples concerned
shall wherever possible participate in the benefitssuch activities, and shall
receive fair compensation for any damages whick thay sustain as a result of
such activities.
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6.3.2 CSR Outcomes

Sami input regarding StatoilHydro remains mixed, with some local
herders and Sami parliament members reporting a positiveorehip,
and others remaining less enthusiastic about the nature ofithkigue
with the industr{?

One prominent Sami herder and owner of a small Sdmi restaarant
Hammerfest (a popular tourist attraction) described hetiogehip with
StatoilHydro as largely positive, reporting that they consutiedgroup
with regards to the potential course of power li{eBhese lines have so
far been obviated by the power supplied by Snghvit's own gas power
plant, but could yet be built with future expansions at the pkambther
herder, and the leader of a local herding district, was eakgmeutral.
But others in the Sami Parliament were openly criticabtaftoilHydro.
They claimed that Sami were treated with contempt by induStihyers
cited anecdotal evidence suggesting a deliberate effort opatteof
Statoil to avoid incorporating Sami into the stakeholder dialo§oeng
the evidence was a quote by a Statoil executive thahethihat liquor
would be enough to ‘buy off’ the Sami.

It is clear that Sami were not a high priority for Silatinring Snghvit's
building phase. In contrast, the Italian energy company ENI, irapaep
tion for the development of its offshore oil fiel@oliat, delivered an
‘open letter’ that put Sami in the middle of its own stakehoju#icy.
Interviews at ENI confirmed that Sami perceptions and needle @s-
sential to their own CSR policié& The Sami complaint with Statoil-
Hydro is, in part, that they were not included more. But rothere
genuine threats to their economy and livelihood remain unaddresskd, a
future developments might tip the scale, putting Sami morettjiran
conflict with development in Finnmark.

6.3.3 Analysis

It remains unclear what marginalizes the Sami in Hammteriese — the
Sami themselves, industry, or a combination. The Sami are ngtdted
into the Hammerfest political system, and are not directlgcedtl by
offshore, or even near-shore developments. This diminishes theirsrole a
primary stakeholders. At the same time, in November 2007, soot from
Snghvit covered both Hammerfest and vegetation where reinderer gra
around Hammerfest. It was an embarrassing incident for StgttyibH
and was a major news event in Norway. It has also causedseelays
in production and exports. This sort of pollution directly imp&ag&ésni
stakeholders, but strangely not been a source of contention or tiproar.
Meanwhile, Sami politicians continue to demand royalties f&iatoil

8 Interviews with Sami Parliamentarians (2007 and®)0

" Interview in Hammerfest (07.12.2008)

*8 Interview with ENI Hammerfest manager (07.01.2008)

49 During one interview, a local journalist noted tthithe typical perception is
that they complain about the smallest things, $®ri¢ally strange that they were
not more vocal about the soot'.
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production in the Barents Sea. From the outside, this has beerd\aswe
‘having it both ways'.

The Sami case is inconclusive with regards to CSR amrdnatities. The
Sami’s own role is less directly affected by negativerexsidies. On the
other hand, another group{ssitive externalities pose potential risk to
Sami reindeer herders. Statoil (and now StatoilHydro) wkarly insuf-
ficient, however, in their stakeholder outreach. Whether thms avresult
of the lower S&mi status related to the Snohvit progstdndary versus
primary local stakeholders) or intentional avoidance, is unciRegard-
less, the perceptions of Sami political leaders remain largghtine.

6.4 Stakeholder Outcomes: Hammerfest Municipality

This section focuses on elements of Hammerfest community. inem
local business leaders and local government together as proxide fo
non-Sami (and non-fishing) citizens. Though a representative survey
might be preferred, this aggregation of stakeholder groups doesget
tively affect the validity of the data because of the atnumgform sup-

port for Snghvit in the community.

As discussed already, Hammerfest, like much of Finnmark, ufferisg
a long-term economic skid and population decline. The prospects of
large-scale employment and a revived economy were alluring for locals.

6.4.1 Risk Assessment: Local Development and Reversing Leakage

One of Statoil's greatest challenges was to address tledxpgctations
that Hammerfest citizens had for oil and gas and communitialies-
tion. After all, a new ‘Arctic Energy Province’ was being hualhd it was
starting in Hammerfest.

A major risk to the community, and one that has occurred elsewhere
would be localized pollution which could create increased costhéor t
community while the financial benefit stream flowed to corfmtsead-
guarters and investors in the south. This flow of money out of a commun
ity is referred to as ‘leakage’. It does not result in la=alelopment and
does little to stimulate economic vitality. An additionakrten was the
perception opotentialeconomic benefits. Expectations in the community
for jobs and job creation were extremely high, perhaps unreasonably.

6.4.2 CSR Outcomes

Though success has not come easily, local actors, combirted&taibil
contributions, have captured more economic benefits stemming from
Snghvit than originally thought possible. In 2002, Statoil estimated tha
approximately 600 million Norwegian Krone (NOK) in local aacts
would be awarded for Snghvit construction. The rest would come from
more specialized suppliers from southern Norway. By the endheof t
construction phase in 2007, there has been as much as 3.6 Billion NOK in
local contracts, or aix-fold discrepancy in favor of local suppliers. This

is largely the result of active local organizations anzbamitted local
government, but also Statoil contributions to local organizatidest on

local capacity-building and education.
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While Statoil may not have adequately contained the expectations o
local retailers and citizens, it has contributed to sjpepibbgrams intend-

ed to minimize economic leakage associated with Snghvit cotistruc
Unfortunately, detailed financial accounting was unavailable to the author
but there is qualitative evidence that clearly illustr&gestoil’'s commit-
ments, and government actions, that extend benefits to the wésher H
merfest community.

6.4.2.1 Petro Arctic

Petro Arctic is a supplier network ‘representing the gty of compan-

ies wishing to position themselves as suppliers to the develo@nédnt
operation of the Snghvit LNG facility and the future expansion graje
North Norway and the Barents Séain their own words, ‘The main aim

of Petro Arctic is to obtain the maximum possible deliveriesooflg and
services from member companies to Snghvit and future expansion pro-
jects in North Norway and the Barents Sea. This will beeaeli by
marketing member companies to the developers and by motivatthg a
preparing members through participation in networking and skillslde
opment programmes’. Importantly, Petro Arctic is funded direbtty
StatoilHydro. It includes 350 members of large, small, and medinea
enterprises from the northernmost Norwegian counties — Troms; Nord
land, and Finnmark.

Petro Arctic organizes regular meetings that bring togettegor sup-
pliers, representatives of Hammerfest municipality, thallpolice, and
StatoilHydro itself. Brief summaries are published ontin€hese meet-
ings are centered on issues regarding local employment numneask, |
offices, local training, and negative impacts stemming from exmge
labor supply like crime, housing, and rotating ‘offshore’ work schedules.

6.4.2.2 Pro Barents AS

Pro Barents is an ‘industry incubator’ partially owned by $tdyadro
that similarly attempts to stimulate the Northern econaupply bases,
and oil and gas competence. It also invests in new projectsdiingloil
and gas, as well as tidewater and wind projects.

6.4.2.3 Energi Campus Nord

StatoilHydro also contributes directly to Energi Campus Nore:duca-
tional endeavor based in Hammerfest, but working in conjunctitim wi
Finnmark University College and the University of Tromsg. pheci-

pal goal is to train ‘high-end, knowledge-based’ students froniNdrth

with expertise in engineering, physics and the scietid@s.and gas is a
major component of the curriculum, but tidewater and wind energy is
also important.

%0 petro Arctic www.petroarctic.no/index.php?page_id=1236, PAfaiic
(accessed 05.12.2008)

*L petro Arctic www.petroarctic.no/index.php?page_id=3788. PAtatic
(accessed 07.17.2008)

%2 Interviews: Kare Tormod Nilsen and Lars Krogh, Em€ampus Nord
(07.01.2008)
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6.4.2.4 Property Taxes

Hammerfest citizens agreed to a property tax in order teedarrevenue
stream from Melkgya — the island that Snghvit is located on.nidst
recent calculations resulted in an annual collection of 1%omifEuros —

4 million Euros more than the community had originally budgeted® for.
The money is in part already allocated for infrastructueeetbpment
throughout the town, as well as a new, significant culturalecenith
acoustics rivaling Oslo’s National Theatre.

6.4.3 Analysis

It is evident that StatoilHydro has contributed on a financieéll¢o
encourage local competency and local/regional development. it@tso
tributes time to stakeholder dialogue and feedback at meetiggsined

by Petro Arctic. But regional development is not an imbedttdent of
StatoilHydro business practice. Instead, Statoil officials belibat prop-
erty taxes should be the bedrock of corporate contributionsetadin-
munity, and that other expectations on the part of host communities we
unwarranted: Taxes alone are purely a transfer of money to the com-
munity, and do little on their own to stimulate growth, or assure commun-
ity development. Those goals become the responsibilities of loeafmy
ment. In many respects, the industry feels distracted amuidatiby dif-
ferent stakeholder demands, and wary of increasingly widesphtigd-
tions>® Therefore, although it may seem counter-intuitive, in theigalit
context of Hammerfest and democratic Norway, industry mayaly
prefer increased taxes to increased stakeholder engagemerst wicane
simplify the role of outreach and community development on theopart
industry, placing the onus of satisfying stakeholder intesgpiarely on
government.

One area of business that Statoil did not accommodate, and neagtirav
ginally harmedwas the Hammerfest tourist industry. Claiming to be the
‘northernmost city in the world’, Hammerfest draws an unusually tobus
tourist crowd that comes for midnight sun viewing, fishing, snowmobil-
ing, and Sami cultural tours. During the development stage of Snghvi
Statoil reserved entire hotels for visiting dignitaries anuabile work
force. The result was a hotel room shortage that forced busttoskgp
Hammerfest on their Finnmark itinera‘ﬁ/This seems to have abated, and
Hammerfest has retained a busy summer tourist schedule.

StatoilHydro admits that communigxpectationsegarding the role of oil

and gas in community development are still a concern. In other words,
can StatoilHydro fulfill the expectation locals have of Hanfesdrrevit-
alization? Though it claims to take this seriouélits rhetoric regarding

an ‘Arctic Energy Province’ suggests otherwise. Industry svémtculti-

3 Barents Observer'Gas Cash Gives Prosperity’ www.barentsobsereen/c

gas-cash-gives-prosperity.4493819-16178.html (aexk86.20.2008)

Z: Interviews with Sverre Kojedal, StatoilHydro (03.2007 and 07.02.2008)
Ibid.

*% Interviews with Knut Arne Iversen, Hammerfest Br(07.12.2007 and

07.01.2008)

> Interviews with Sverre Kojedal, StatoilHydro (03.2007 and 07.02.2008)
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vate the support of locals who support more acreage developneent (i
drilling). But since recent exploration has yielded dry welland after
Snghvit's own start-up problems — the company is considering how to
dampen expectations Statoil originally suggested that as many as 2000
permanent jobs would be created by Snghvit, whereas only 300 are
actually in place. Therefore, managing expectations may kecm
important aspect of CSR that is yet to be developed: accussgsasents

of community benefits and project life spans need to be commedjcat
and post-development preparations initiated.

6.5 Stakeholder Outcomes: Environmental NGOs

In spite of its critical role in the debate surrounding Snghdiggelop-
ment and Barents Sea oil and ghag environment is poorly represented
by primary stakeholdersThe fishing community, the local municipality
and Sami herders all have environmental interests. The fishenvho
most directly overlap with industry in maritime resourca® the best
proxy for environmental interests on a local level. With theelihoods
and resource at risk from poorly regulated oil and gas developthent,
fishing community lobbied Statoil directly for assurancesureing envi-
ronmental best practices, including fluid emissions. The fishosgition,
however, is a defensive stance to protect self-interestde \hportant,

it is not a position that challenges industry on technical nsatberdrives
best-practice innovations or development. This is the role of @nvir
mental non-governmental organizations (NGO).

Three NGOs were particularly critical of Snghvit's rzation: Natur og
Ungdom(‘Nature and Youth’), WWF Norway, and Norwegian organiza-
tion Bellona Each lobbied in opposition to Snghvit. Nature and Youth
were particularly vocal, leading a sit-down strike in Hanfestr while
WWF engaged in talks with Statoil — each action reflecting tespec-
tive strategies’

6.5.1 Risk Assessment

Much of the potential risk from oil and gas has already beenionext—
emissions from gas flaring, G@missions, pollution from ship traffic,
and drill cuttings. In addition, it can be argued that NGOsWR&'F are
fighting for indirect values that their members share. Télesriin their
opinion, do not outweigh the value of ecological services likencééig
healthy fish stocks, and a healthy community. These serviedsaad to
qguantify. Even harder are existence values. Some WWF memberd, base
in distant parts of the world, might intrinsically value a petroidree
Barents Sea, even if they are unable to visit and enjbyeiibselves. But
these value systems play little role in the Hammerfest debate.

58 |1h:
Ibid.
%9 Interview with formematur og Ungdoneader (08.2008)
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6.5.2 CSR Outcomes

In the scant literature that positively reviews CSR, May (19@®ple-
ments Shell's model emphasizing local, primary stakeholders in combina-
tion with NGO engagement and dialogue. Statoil also communicated
directly with NGOs during the contentious years before treasel of the
forvaltningsplan or Parliament’s management plan for the Barents Sea
and maritime zones around the Lofoten islafiddntil its release there
was an indefinite moratorium on oil and gas development in thatersv
with the exception of Snghvit, which was approved in 2002.

WWF Norway and Bellona both take credit for the Managemé&nt'$?
inception, injecting an environmental debate into the popular discours
that had been absent during North Sea production. Both acknowledge a
relatively open dialogue with Statoil, particularly in regatd carbon
sequestration, and both organizations recognize that Snghvit rwas a
important instigator that catalyzed environmental oppositimhdirectly
resulted in the Management Pfrdmportant developments that resulted
from the Management Pan include:

A 50 kilometer coastal safety zone, within which drillingasbid-
den.

Research of Barents Sea flora and fauna and risks

Closed areas (though open for review periodically)

Another important area that Statoil claims success in @atscampaign
to reduce the emissions of toxic drill cutting fluids. While s by the
NGOs, Statoil was not under legal obligations to develop suxdessful
alternatives. Statoil has since been recognized for its rig@dein this
respect. Importantly, Statoil acknowledges that the developoane
with ‘no major cost impacf? This is positive, of course, but underlines
the low marginal costs incurred and relatively high marginalmstur

Areas of contention that persist include the lack of ballagnagatment

by supply ships at Melkaya. This was a specific demand by enwenoti
alists that appears to have been rebuffed with little exptan&tAnother
contentious point is the future development of oil. NGOs welgito
accept gas production in the Barents Sea, but were adarapptiged to

oil development because of the risk from spills. StatoilHydro sirase
explored for oil in and around Snghvit, this time with little regind
NGO positions. Oil discoveries have not been economical enough to
stimulate production thus far. ENI, meanwhile, is likely to depahe
Goliat oil field nearby.

22 Interviews with Bellona and WWF Norway (07.03.2G0% 07.04.2007)

Ibid.
%2 vidnes, Georg, ‘Environmentally Friendly ProductiBrilling in the Barents
Sea: Experiences from the Snghvit Field Developnrdgject 2004-2006’
(Deepwater and Offshore Technologies Conferenceeptation. Stavanger,
Norway, 2008).
83 Interviews with Bellona and WWF Norway (07.03.2G0W 07.04.2007)
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6.5.3 Analysis

Macro environmental issues remain the domain of environmentalsNGO
and are not pushed from a community perspective. The community em-
ploys an environmental minister, but the person holding this position
gushed about Snghvit, and appeared little concerned with specific
environmental issué$. He described his relationship with Statoil as
informal — fishing trips with Statoil executives for exampte readily
dismissed the potential for social ills, and even the idea obitmmbil
suggesting instead that Hammerfest was reducing Amerida;se@is-
sions by supplying them with gas instead of oil. With respe@nviron-
mentalists’, he argued, ‘if you can’t beat them, join them’, andtedi

that strict environmental policies were already in pface.

An ENI spokesman summed up the local scenario more succinctly when
she noted that, ‘the environment enters the conversation Wwhaomn-
venient: “oh yes, let's take care of the environment”...but the real
impetus is economic developmefftindeed, the absence oflacally-
basedenvironmental agenda seems to have handicapped any influence on
the scope of development or the concept of sustainability, and opened t
door for a ‘development trap’. For example, StatoilHydro is begmnto
argue that if Hammerfest expects sustaieednomicdevelopment, then
more acreage for development is neces¥afe last point demonstrates
the continued competition between models of sustainability and
economic development. CSR and stakeholder outreach, at least in
Hammerfest, has not successfully melded the two.

The position of Oslo-based environmental NGOs like Bellona and~W
Norway as ‘outsiders’ was also detrimental to their goals. rhienfest
citizens largely considered the organizations as antagonigidering
with the community’s right to economic development.

% Interviews with Hammerfest Kommune Environmentalisor (07.10.2007)
65 1.
Ibid.
8 Interview with ENI spokesperson (07.01.2008)
®7 Interview, Sverre Kojedal (07.01.2008)
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7 Discussion

7.1 The Influence of Standards

There are several angles from which to analyze the resfufSR and
stakeholder outreach in Hammerfest, and potentially elsewfiese.one
can juxtapose relevant industry or legal standards that applifferent
stakeholders with stakeholder concerns. As already discussedil Stat
cites several international regimes regarding the environarahthealth
and safety standards. Where do standards overlap with std&ehol
relevant regimes? (Table 7.1)

Specific standards that Statoil cites include the GlobalREaing Initia-

tive (GGFI) and the Extractive Industries Transparency In&sEITI).
These both apply more to operations in developing countriesuriclear

how unscheduled and excessive flaring from Snghvit affects aitadits’

under GGFI. They are, however, measured and taxed under Norwegian
law. Important gaps, as indicated in their respective stakehsddé&ons,
include recognition of the Arctic Council’'s ‘oil and gas guidelindse
Finnmark Act and ILO 169 — which Norwegian Sami staunchly deina

but which may not be relevant with respect to offshore activities.

From StatoilHydro Sustainability Reports, it appears that intemeit
standards have an ambiguous to minimal effect on CSR outciomes
Hammerfest. Beyond their irregular citation in reports, therditile
evidence to illuminate how they influence decisions. Their raieseon

the other hand, in the face of stakeholders like the Sami, is unedpii

and demonstrates a degree of reticence on the part of Stahailltly
address stakeholder needs. This project recommends more dietaile
accounting of standards, and more specific explanations on theinrol
decision-making and project development.

Table 7.1 Stakeholders and International Standards or Agreements

Stakeholder International Std / Statoil Statoil
Legal Regime recognition Adherence
L. Finnmark Act,
Sami ILO 169 No -
ENGO OSPAR/GGFI/PAME -~ Uncertain
guidelines
Fishermen Arctic Council No -
Local Business / EITI EITI Uncertain
community

7.2 ANT in Hammerfest

Actor Network Theory (ANT) provides a framework for anasyst CSR
developments in Hammerfest. This project demonstrates the fauoper
application of the ANT stages to a dynamic interaction betweske-st
holders and industry.
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The problematisation stage has already been described in CBajre
which Statoil clearly endeavored to define the extent of @SRammer-

fest. The intressement stage is also observable. Statisi¢surse regard-

ing economic revitalization in the North as coupled with oil gad
development has influenced Hammerfest stakeholders in favoradivi
development. The subsequent stages, however, are less decehamndbl
are more a dynamic interaction between stakeholders in thanemtol
and mobilization stages — fishermen accepting the terms of eoistr

and development of Snghvit for example — and mutiny — as the same fish-
ermen challenge new details like the closing of a narrow gadsaide
Melkagya. Compartmentalizing CSR into neat ANT stages isethe
impossible. Instead, a much more fluid, and organic process, in which
stakeholders continually evolved in their relationship with Statoil.

Table 7.2 Observation of ANT Stages in Hammerfest

ANT stage Statoil Stakeholder Outcome

‘coexistence’ fishing Fulfilled
Problematisation i

economic business Fulfilled

development

dialogue fishing Fulfilled
Intresement - - .

dialogue business Fulfilled

development fishing Unfulfilled
Enrolment

taxes business Unfulfilled

o project fishing Unfulfilled

Mobilization development

taxes business Unfulfilled

. n/a fishing Fulfilled

Mutiny

n/a business Fulfilled

With respect to Hammerfest business interests, stakehadts'en-

rolled’ to the point of supporting Snghvit development, but nevey full
‘mobilized’ as they demanded more from Statoil regarding cottibits!

to local competence and training. The mutiny stage, therefore, be@m
constantly reoccurring phenomenon that advances the stakeholder agenda
most. The Sami have benefited less from mutiny, which appearedm

ately after intressement in their case. This, as was staghyearlier, is

partly the result of their marginalized statugpemary stakeholder.

CSR, then, is more than statements on paper. It is the begiohia
social contract; the beginning of a dynamic interaction betvetake-
holders and industry that is continuously influenced by the sociali- poli
cal, and historical landscaja each project siterather than dictations
from a corporate headquarters or sustainability reports. Bypocating
stakeholders into the development process, corporations must expec
evolutionary process in which stakeholders, too, redefine the mpetat
context from the bottom-up.
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7.3 Costs, Benefits anéParetoOptimal Outcomes

Gauging whether or not CSR was an efficient tool for mirimgizzarm

and promoting positive spin-offs, however, hinges in part on whether or
not Paretooptimal outcomes were attempted — in which each stake-
holder’s welfare is either enhanced, or at least no worséarff ibefore.
Specifically, were the incremental costs accrued to Sthtdib for its
different CSR initiatives approximately equal to the incremdrgaefits
gained by Statoil and the different stakeholders? Did the nargiivate
costs of implementing CSR equal marginal social benefitg?different
costs and benefits of StatoilHydro CSR policies cannot be readily
guantified but are first discussed qualitatively in this section, thethdu
analyzed in Table 7.2 for each stakeholder.

7.3.1 Expected Costs and Benefits from CSR in Hammerfest

When StatoilHydro made changes to the pipeline course and airecti
that it traveled across important fish spawning grounds, fishrermad

won themselves a major victory by fending off a threat to their access. On
the other hand, this change was a small incremental coStétwilHydro

with respect to the overall budget of Snghvit, and resulted in gdbd w
and well-developed communication links between the fishermen and the
company. This in turn leant legitimacy to Statoil in the eyfdscal fish-
ermen, and eventually won Statoil their ‘approval’ as staketwlddis

is a major benefit for Statoil in both the short run amdheir long term
efforts to pursue development in the Barents Sea.

In a similar manner, implementing CCS technology appeased eknfent
the environmental community, as well as the government and genera
public. But in the context of the overall budget for an LNGlifgcthese
were also small marginal costs. The development of atteenand less
toxic, cutting fluids were also low in cd¥tln each of these instances, the
up-front costs to StatoilHydro were matched rather quickly hyrmetin

the form of a social license to operate in the contentiousnBafgea,

with ongoing returns from gas exports and future developments a
possibility as well.

Stakeholders can use the presence of stated CSR outcomed itads}t

try accountable, and to argue for more specific results. C8®Rdps a
beginning point from which stakeholders can elaborate on perceived
harm, or positive outcomes, and means to address each. In the process,
stakeholders can benefit by collectively organizing. As Ppr{@605)
suggests, stakeholders can gain access to a ‘market’ ih whiexpress

their interests with respect to the environment, or other outgaimas
influence industry’s more traditional cost-benefit analysishéngrocess,
stakeholders also achieve cost-effective means of influentieg
development process.

%8 vidnes, Georg. ‘Environmentally Friendly Productibrilling in the Barents
Sea: Experiences form the Snghvit Field DeveloprReoject 2004-2006’ Pow-
erpoint Presentation.
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As discussed briefly in Section 3.3, the cost of CSR will chaegend-
ing on the project and situation. In Hammerfest, StatoilHydro &R
cies were initially cheap to implement — they were simplijnmitments
to ‘behave responsibly’ as an operator. But as stakeholders dednande
specific outcomes, new costs materialized. For the stakehadtiféesent
types of costs develop, but these costs are less onerous aont gisa
serious obstacles to participating in CSR (Table 7.2).

Table 7.3 Cost-Benefit of CSR Policies in Hammerfe&}.

Polic Costs to Benefits to Fishermen| Sami Btcs)ic;la;ss Environmental
y Statoil Statoil Benefits | Benefits - NGOs Benefits
Benefits
Alternative Low Gained Social Very
oo overall . " .
pipeline marainal License from positive Low n/a Positive
course 9 fishermen benefits
cost
. Low Continued
Business overall support of Low to Very
Incubation . PP n/a . " n/a
marginal business negative| positive
Investment .
cost community
Low Support of
CCS : .
marginal| government, EU, n/a n/a n/a Positive
Technology . :
cost environmentalists
General | Very I._ow Solidifying Very N Very N
Stakeholden marginal support of ositive Positive ositive Positive
Outreach cost stakeholders P P

StatoilHydro had to invest money to accommodate certain stakeholder
demands. These up-front costs were, at the time, matched by ook vag
future returns of an unquantifiable value. In Hammerfest, how&e8s
technology and the pipeline alteration were essentially surtk, casd
were easily outweighed by a license to operate as discusdest. ear
Developments in technology, like over-trawlable, undersea driflag

forms for example, are beneficial to fishermen, but are also more efficient
and safe for StatoilHydro to operate. They do not represent over—
investment in CSR, but rather an advancement in technology that has
beneficial consequences for stakeholders, like the fisherasewell as

for StatoilHydro on a global scale. Similarly, expensive tedawgiet like

CCS advancement are part of a firm-wide strategy. More®€§6 is

more easily incorporated into LNG plants, since the carbon imeist
separated anyway (Heiskanen 2006). Isolating these expendituressas cos
associated with CSR in Hammerfest is inappropriate when damirsj

CSR costs and benefits there.

®9Costs and Benefits are labeled as either ‘Low’,riWeow’, and ‘Positive’ or
‘Very Positive’ based on observations of eventsdbed in the text.
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Stakeholders, on the other hand, incur the greatest cost wheis fiosé

from business, trade, or livelihood in order to negotiate ornizga
opposition. CSR, however, can minimize these opportunity costs by pro-
viding more fluid and accessible communication avenues between indus
try and the stakeholder.

7.3.2 CSR and Efficiency

As described above, the costs and benefits suggest that glbtesiti-

cient Paretoimproving trades are made between stakeholders and indus-
try, at least trending towards socially optimal outcont&sitoilHydro
experienced low incremental costs when implementing theugaCSR
policies. Stakeholders, in return, experienced significant soaakfit
(Table 7.3) This is an important argument in favor of CSR as a business
practice.

Table 7.4ParetoImproving Trades in Hammerfest’
Stakeholder MPC to Statoil MSB Pareto-Improving
Trade?
Fishermen Low High Yes
Biz/Gov Low High Yes
Sami Low n/a No
Envt'l NGOs Low High Yes

Pareto improving trades were made among individual stakeholfigrs. |
Sami, currently, are no worse off than before Snghvit, th&arato
optimum has been achieved for the entire community as defineddrere.
the other hand, if SAmi are made worse off by increased onsh@lele
ment in the near future, thenPareto optimum may be unattainable. A
Kaldor-Hicks optimum, however, in which the net welfare increases,
even if some individuals lose welfare, is possible. In thsecthe Sami
might demand compensation for this loss in welfare, like theltreya
they are currently demanding, returning the community backPareto
optimum.

Neither outcome explains, however, why certain stakeholders were
favored over others, leaving the door open for a premise baseuren
basic business strategies. If stakeholders like the S@mnarginalized

and do not pose a significant political challenge to development, will
industry under-invest in CSR strategies that address haspifidvers? It

is unclear, but poses a troubling question with respect toeful8R
development and underscores the ‘business case’ underlyinghCEési
cases.

"0 ‘Low’ measurements are based on evidence disctisstte text. Similarly,
‘High’ benefits are based on evidence from stakedaal throughout the study.
Finally, if Paretcimproving trades were observed, it was noted ab.su
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7.4 CSR and Hammerfest Outcomes

Has CSR mitigated negative externalities, and supported localaie
ment?This report suggest that CSR can reduce negative exties)and
stimulate positive externalitie the marginand that the ‘business case’,
in which the marginal benefits are greater than marginas ¢oshe focal
actor, still contribute to the outcomes. Some important caujiamates
are warranted, however.

The results of this study only represent developments up tonaludl4

ing, the first phase of production at Snghvit. Only follow-up studidls wi
indicate more long-lasting outcomes. With this understanding, however,
it is clear that there have been both positive and negaticeroas, but
some problems were clearly addressed as a result of robugpd@lisigs

on the part of StatoilHydro.

The CSR definition applied to this case study is a straigiial one: A
firm implements strategies to reduce harm from its operatiosocietal
or ecological — even if not required by law. But the firméationship
with stakeholders complicates this simple definition, and C&R be-
come a venue for two-way interaction, instead of the traditional top-down
vantage point of a benevolent corporation. With a well-documen&&l C
strategy in place, stakeholders can organize themselvesianaerthat
grants them political leverageis-a-vis corporate actors. From an econ-
omics perspective, property rights that did not exist eadiewere am-
biguous) were implied to stakeholders, but it was up to the stalasttol
capitalize on this opportunity.

CSR, although initiated by the firm, provides an opportunity forestak
holders to move beyond a defensive strategy, and to make demands on
corporate actors to be more proactive — e.g. help host communitids
wealth rather than simplymitigate harm This realization provides the
greatest opportunity for community survival, and even growth aost pr
perity. Actor-Network Theory demonstrates this relationship imiar-

fest to the degree that it helps recognize different staf€&SR imple-
mentation, but it is insufficient for capturing the compkchtnteraction
between stakeholders and the industry actor.

In the Hammerfest case, Statoil had been refining its C8Riples in
accordance with international guidelines and norms. With redpect
Hammerfest itself, they remained unspecific, but provided téopta for
early and frequent stakeholder dialogue. This dialogue is arsbone of
effective CSR policy, and Statoil demonstrated a willingnesstomun-
icate with multiple stakeholders — the community governmadtlacal
fishermen in particular, but also Sdmi and environmental NGOs.

Each stakeholder responded differently to Statoil, on accouhewfdif-
ferent needs, positions and goals. Hammerfest fishermen engageid S
early, and frequently, in order to protect their logistical andlogical
needs. But they did not protest Snghvit itself. In many respeetsytre
in the best position to protest Snghvit because of a resourcepoftbda
Barents Sea itself), and the potential degradation under irdystes-
sure. Fishermen in other Norwegian waters are currently birajepet-
roleum development at home, and succeeding for now.
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Hammerfest fishermen capitalized on Statoil's stakeholddoglie poli-

¢y, securing changes to an undersea pipeline course, agreemepts on a
cess to different areas, and assuring the use of technologyithiatized

its impact on the fishery. Statoil also benefited by developingip®si
relations with fishermen and generating positive publicity wihibeirring

only minor financial costs.

The Hammerfest municipality government realized the potential tor-ec
omic revitalization. It also capitalized on open dialogue withoBte as-
sure that their community would benefit from Snghvit. The resiiltisis
stakeholder-industry relationship are somewhat mixed, but lapgpedy
tive. They also demonstrate that Actor Network Theory’s dlaatbns

are not rigid. Instead of being a passive actor, and acceptigil'S
definition of community development (property taxes for example), the
community organized deftly to assure increased local investméast. T
community did not mutiny in a traditional sense then, because they w
very much in favor of Snghvit development. Instead they organized dif-
ferent institutions, and collectively lobbied Statoil foncrete terms that
provided jobs and training.

7.5 Property Rights and Institutions

As described above, CSR has transcended a simple policy deftaition
become a social contract thaplies property rightsto stakeholders
where they may otherwise not exist in a formal sense.élbimtes CSR
into a potentially powerful tool for community resilience. CSRicreas-
ingly institutionalized and normalized place in business mmatieans
that even its absence becomes a point of contention, andiagspeanint
for community protest and organization. Without well-defined policies
property rights stemming from CSR will not be assigned toebialkers.
But their absence presents opportunity as well: to demand C8& ini
tives, tailored to the local stakeholders, the environment ansptigfic
nature of the development.

As discussed in the ‘Framework’ chapter, A. Allan Schmid (1995) de
scribes how the direction of property rights influences how ealigéies
are internalized. Tradable property rights grant a certagnedeof re-
source ‘ownership’ to the actor to whom property rights flowtdke-
holders obtain ownership of Barents Sea resource, or Hammsofzat
welfare, then Statoil must either respect this, or pay tacowee the
assigned property right. The Hammerfest case study does naatendic
how transaction costs influence CSR outcomes, though it can taause
theorize that transaction costs for stakeholders are redusedthan if
property rights are strictly assigned to industry.

The degreeof property rights is also a function of ‘stakeholder rele-
vance’. Neill and Stovall (2005) would argue that it is a fismctof
‘power’. This project demonstrates that, regardless of itistialization,
primary stakeholders under Statoi's CSR regime are inherenly ‘a
signed’ greater property rights than other stakeholders. In sespects,

this contradicts the assertions of Munilla and Miles (2005) who argue that
stakeholder primacy (versus shareholder primacy) permit NGO san-

ority stakeholders to ‘force’ firms into CSR commitments that are eount
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to local, primary, or even majority stakeholders. In this casdy, how-

ever, very well-organized groups like environmental NGOs, and&he S
themselve$! were less incorporated into stakeholder dialogue, and less
successful at achieving their demands, than primary stakehaiderd-

ing fishermen and local businessmen. It is unclear if thigristlg a
function of location frimary stakeholders are integral to the community),

or the nature of stakeholder concerns with respect to devetapi®ami

and environmental groups were in opposition to Snghvit in some respects,
versus primary stakeholders, who lobbied to influence the dinmensio
and outcomes of development, not challenge its existence).

The fishermen and local suppliers’ self-organization is also stemsi

with institutional theory that suggests incremental developrireme-
sponse to perceived need (Haley 2004). All stakeholder groups in Ham-
merfest — primary or secondary — demonstrate robust institutional
performancé? This partly explains institutional effectiveness in Ham-
merfest, but does not explain differences between stakeholdeai, Ag
CSR might partly explain successful outcomes for primargugesec-
ondary stakeholders.

When considering CSR arfélareto optimality, the results suggest effi-
cient movements towards more socially optimal outcomes whargin-

al private costs to Statoil are less than or equal to Isbelefits to
stakeholders in places. When examining on a stakeholder-by-stakeholder
basis, it can be argued thAareto improving agreements were struck,
like between the fishermen and StatoilHydro. On the other hand, when in-
cluding the mosaic of stakeholdemBareto optimality is not clearly
achieved. This also corresponds with Schmid’'s (1995) observation that
multiple parties complicate the role of property rights and ttistribu-

tion.

7.6 Regulation

Companies pursue CSR for a variety of reasons including the tog
market their ‘greenness’, inspire/attract/retain good worleerd,to pre-
empt potentially costly regulation (Portney 2005). In the Harfaser
case study, CSR results in efforts to reduce dischargesat@nd air —
including CQ via CCS technology separating £fdom the well stream
(it does not capture GQrom its gas-fired power plant — responsible for
the greatest number of G@missions). But when StatoilHydro miscalcu-
lated its start-up procedures on Melkgya, the result was exedlsing,
soot blown over Hammerfest, and more,@&issions in one month than
had been permitted for the entire year.

" sami institutions include the Sami Parliament grasjok, Norway, the Sami
University College and Galdu (Resource Center far Rights of Indigenous
Peoples)

2 From Haley (2004), ‘Design Principles’ includelear boundaries and mem-
berships, congruent rules, collective choice arememitoring, graduated sanc-
tions, conflict resolution mechanisms, recognizgtits to organize’, and ‘nested
units’.
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Ardent citizen complaint was met with stakeholder outreahapolo-

gies. CSR, besides stakeholder outreach and a verbal commitmzat
accountable, could not provide any short-term ‘fix’. The regulateag-

tion, on the other hand, included fines for excessive emissiors jeusl

increased tax payments because of the stajgaR0O

This anecdote simply underscores that CSR is not a subdftitueffec-

tive regulation, and that episodic pollution events like thesmatabe
avoided (Portney 2005), though the probability of them occurring can be
lowered. CSR can therefore complement more traditional regulatioh,
facilitate compliance (or beyond-compliance) and reduce the lptitypa

of such episodic events by incorporating better information.

Negative externalities amaarket failureghat exist, in part, because they
are not accounted for in business practice and operating Respislation

is often required intervention to help ‘fix’ such externa8ti Though
regulatory flexibility and CSR might be ‘socially beneficaid condu-
cive to private cost savings through reduced regulatory burdesty (E
2005), CSR on its own seems incapable of internalizing exteesalit
Instead, a ‘polluter pays’ mandate remains necessary and ffeugive
(Esty 2005). Early outcomes in Hammerfest support this premise.

7.7 Limitations and Future Research

This report considers the outcomes of a specific case stitthyrespect

to CSR policies in place, and local stakeholders. StatoilHydroughr
considered an industry CSR leader, has still struggled with ¢mmnyp
pollution, and questionable investmefitdhis fact simply demonstrates
one limitation of my study. Just as Shell CSR was highly dgesl in a
Peruvian case study (May 1999), Shell has also been condemned for
high-profile abuses and shortcomings elsewfere.

'3 Statoil's CEO and chairman stepped down in 2008r & investigation into
bribes paid for access to Iranian oil fields noermed to in Norway as the
Horton Affair. Statoil was fined by Norwegian authigs in 2004. The United
States Justice Department is investigating Stataifigoing investments in Iran
to assure their compliance with U.S. sanctions. Tihe has also recently
invested in Alberta oil sands production and Chuk8ea leases — both
considered environmentally sensitive projects.dditatas also held responsible
for a 27,500 barrel oil spill in the North Sea oredember 12, 2007
(www.sft.no/artikkel  42462.aspx?cid=29292).

The Norwegian Pollution Control Authority codered Statoil negligent on
several counts, and cited the company for inseéfficpreparedness for oil spills,
including poor management and poor equipment. Kindloperates in countries
like Azerbaijan, Nigeria and Algeria which all seopoorly in Transparency
International’s Corruption Perception Index. Statodas not been criminally
charged in any of these regards.
™ In 1995, the controversial dismantling of the Br8par platform in the North
Sea was followed by accusations that Shell was toingn the Nigerian
government’s hanging of an Ogoni human rights @&ttiKen Saro-Wiwa, which
precipitated consumer boycotts and a large publicrg.
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The Hammerfest case study, however, might suggest a neeggtfar
evaluating firms. Instead of a macroscopic consideration thatiljhea
relies on self-reporting and Sustainability Reports, firms cbaljudged
after aggregating the success of CSR policies on the grousachtof
project site. This might help tailor policies to better addrlocal con-
cerns and risks, instead of a headquarter-based policies ehdésar
flexible.

In Norway, CSR has evolved considerably from empty ‘feel gootk-sta
ments into a more scrutinized practice. For example, ENtisah in
Finnmark was accompanied by a CSR strategy that, in contr&sittml-
Hydro’s, gave a much more prominent role to Sami leaders. Hoét re
has been a strange ‘race to thg, where firms are competing for the
best, most effective CSR strategy. As this report demdaesirthis does
not mean that every party will be satisfied, but it is ar®ss environ-
ment that, if replicated in other locations, could speed amdiisite more
effective CSR policy by industry.

Norway’s well-developed institutional capacity, rule of law, amell-
defined property rights make the Hammerfest case study anqinstde
comparison for many indigenous communities, or for communities in less
developed countries. StatoilHydro’s political and cultural teedlorwe-

gian stakeholders also contributed to the necessity of a gosiiicome

in the Barents Sea, or at least positive stakeholder relationships

This project nonetheless demonstrates potential positive outcesds

ing from imbedded CSR practices, including the transfer of prppert
rights to stakeholders and community political leverage to podate
outcomes in a community’s favor. This could have implication®toer
Arctic and sub-Arctic communities — like those in Finnmark, theréa
Islands, or Bristol Bay, Alaska, where fisheries are encountening
creased oil and gas prospecting, and environmental, institutiamal, a
demographic scenarios resemble northern Norway.

Future work should include stakeholder surveys that asswgresenta-

tive sample from the community in question, and it might betténate

the cost-effectiveness of CSR. Quantifying indirect valug&s, dicologi-

cal service flows including air quality, might better evaludecost of
pollution events like the soot incident in Hammerfest. Witiegs to ac-

cept (WTA), or willingness to pay (WTP) studies that might enoom-
pletely indicate the economic impact from CSR. Resources and time were
unavailable for this project to pursue these questions, but theydwoul
make a significant contribution to CSR literature in subsequeriestud

This study also took institutionalized CSR for granted, augthat con-
temporary business has accepted CSRlesigeur practice. But as
corporations from emerging markets increasingly partakglabal re-
source extraction — Chinese and Russian companies have edpresse
interest in Alaska natural gas, for example — it remaingantiow these
same entities regard CSR, and what their increasing shatebafl busi-

ness means for CSR. Widespread disregard for CSR by &gpargin-
panies risks reversing CSR’s normalized role in current businesaiSimi

ly, recent global financial ‘shocks’ have raised questions abeutcost’
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of socially responsible business practices — still perdeik@n an anti-
guated bottom-line mentality, and threaten the recent trend towakas st
holder prominence.
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8 Conclusion

The fact that results from CSR initiatives in Hammeréestimperfect is

not surprising. CSR attempts to curtail negative externaliiresapitalize

on positive spin-offs, in a pre-emptive manner and cannot ultiyatet

pare a community or industry for inevitable mishaps. This report nonethe-
less demonstrates the potential value of CSR to commurtigescon-

front large-scale industrial development with inherent risks. Incorpgrati
stakeholders and their values yields a more complete cost-bensfgisina
that results in an efficient reduction of harmful exterrediand similarly
promotes positive outcomes. In this case study, the greatesra/inare

local business groups and suppliers who wanted to assure that amshey
employment benefited the community and the region. Less successful
were environmentalists and the Sami. Some of the reasons why have been
discussed, but these outcomes raise different questiorsatie@not been
answered: Will this unequal treatment of stakeholders ahbayshe
case? Will business always be accommodated over the envithrand

what if the business is inextricably tied to environmentaltheak the
‘business’ is a subsistence activity that depends on environmertahsus
ability?

The outcomes in Hammerfest demonstrate a degree of communéty dev
opment, but they do not suggesistainability StatoilHydro’s answer to
regional stakeholders in Finnmark who seek economic reviialivés
increasingly: ‘more acreage’. In other words, while suppliers Isaxce
cessfully stemmed the flow of money to southern Norway, and stimulated
positive economic development in Hammerfest, the local ecomosiil
dependant on a finite natural resource with notable negatieenalities.
CSR, in this case study, has tangible results that minimiZetorigsher-
men. It has also helped position local stakeholders to capitatiza re-
source boom, more than they might have otherwise. But it is uritlea
CSR has positioned the community to weather the ‘bust’. Itsis @h-
clear if CSR can, or even if it should perform those functitmghis
report CSR was examined under the lens of externalities, &r beider-
stand how CSR addressed them. CSR, therefore, is a piece blam@ua
important one — of a puzzle that includes a regulatory framewtdqg
institutions, and a diverse economic outlook that considers more than
resource extraction for salvation.
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Institution/Stakeholder
(number of interviews)

Role / Description

Hammerfest Fishermen (4)

Primary Stakeholders

Norwegian Fishing ‘Union’ (1)

Stakeholder organiaat

Sami Parliament Members/staff (3)

Stakeholder drgaion

Sami Reindeer Herders (2)

Stakeholders

Finnmark Fylkeskommune (2)

Regional government @itth

Barents Secretariat (1)

Regional development entity, funde
by Norwegian government

Hammerfest Kommune (3)

Primary Stakeholder

Kol Arctic (1)

Norwegian group encouraging
Russian collaboration for regional
development

Petro Arctic (2)

Local supply and contractor
initiative

EnergiCampus Nord (2)

Local Competence / Education
initiative

Hammerfest Turist (1)

Stakeholder: local touristigion

Bellona (2)

Norwegian Environmental NGO,
based in Oslo

WWF Norway (2)

Environmental NGO, based in Osl

Nature and Youth (1)

Environmental NGO, based itoOs

Norwegian Ministry of Foreign Affairs,
High North Division (1)

National Government, with focus of
energy policy and the North

n

Statoil / StatoilHydro (5)

Focal Actor / Industry

Dagens Neerlingsliv (1)

Norwegian Business Daily

Nordlys (1)

Finnmark Newspaper

Northern Research Institute (Norut) (2

Social research institute with a
northern Norway concentration,
based in Alta

ENI (1)

Italian energy company pursuing
Goliat oil field, with a Hammerfest
office

North Energy (1)

Finnmark-based energy company
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Appendix B: Snghvit Timeline

1984 Statoil discovered Snghvit on the Tromsg Pattihe Barents Sea

1991-1997 An attempt was made to establish a bastieveloping the area. The plan was for an off-
shore field development and gas liquefaction ptemSaragya near Hammerfest that would
sell LNG to the Italian market. Statoil halted filanning process, citing cost and market
factors. A new solution for developing the fieldsyaroposed, with a facility on Melkgya
island outside Hammerfest and subsea productidallizitsons remotely operated from
land.

1991-1993 Protests against various oil companigdogation operations in the Barents.

Bellona filed suit against Statoil to halt drillirgtivities.

1998 New proposal submitted to the ministry infitlowing year. This included both new
impact assessments and upgrading of preparatoily deore in the previous development
process. Carbon capture and storage now includggkiplan.

1998-2001 Negotiations and seminars with experdsaahorities in Finnmark, information meetings
with locals in Hammerfest.

April 2001 New Environmental Impact Statement (Ep8blished.

July 2001 Snghvit’'s partners put the project o hmmcause of lack of clarity over government
taxation terms.

September 2001 Special tax benefits approved bgdean Free Trade Association’s (EFTA) Surveillance
Authority (ESA). Contract with partners signed.t8ilasubmitted a plan for development
and operation (POD) of the field.

October 2001 Long-term sales contracts signed Rlifhaso LNG, Iberdrola, Gaz de France and Total.

December 2001| Due to poor economic situation optiogect, Finance Minister announced that ways tp
support the project would be investigated.

January 2002 POD presented to Parliament. Envirotatists organize intensive protests.

March 2002 POD for LNG plant approved by Norway&IRment in March 2002. Statoil announces
that tax position is unclear due to the involvenwrithe ESA.

May 2002 Pollution Control Authority allows Stattd start construction work (preparation of the
site and filling of land).

July 2002 Resolution of the tax position by the ESA

August 2002 Statoil announces that delays causekeblf SA tax investigation have increased costs by
€ 130 million.

October — Following a detailed project review, CEO says thatproject's management and

December 2002| organization need to be strengthened to ensureconstl and progress: costs have risen
by € 740 million, to 5.75 billion.

June 2003 EFTA Court rules against Bellona’'s actigainst the ESA.

2004 Following an ‘extraordinary review’, Statoib®ard is notified that costs could rise by a
further € 510-760 million. Risk of delay by 6-12 ntbs. Measures implemented to dea|
with failures by contractors and equipment supgpli&tatoil’s cost overruns discussed ip
the QOil and Energy Ministry and Parliament.

June 2005 Partners launch studies to assess dgtitdiplant’s capacity.

July 2005 Hammerfest Energi submits EIS for 100 dWer plant to Pollution Control Authority

and complains in public that Statoil has refusedaatribute to its project.
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September 2005

New review reveals that cost essrfave risen and further delays are expected. Cq
estimate rises to € 7.42 billion. Deliveries scHeduo begin in December 2007. Statoil
starts to secure alternative supplies for US arahiSp customers.

November 2005

Remote control system and power tekigd and remote monitoring system in
operation.

January 2006

Statoil announces that it will re-eatd whether oil production from the Snghvit field
could be profitable.

March 2006

Shell and Statoil sign an agreementaik wowards developing the world's largest proj
using carbon dioxide (CO2) for enhanced oil recp{BIOR) offshore.
Gassnova is awarded funding to test and verify Harfest Energi’s carbon scrubbing
technology.

ect

October 2007

The first vessel with a cargo of lfgrebnatural gas from the Snghvit field leaves @ort
Melkgya.

August 2007

Snghvit comes on stream.

August 2007

Soot incident: Emissions from excesBaning condense and cover the community in
black 'soot', leading to public irritation and coesibn. Public meetings follow.

November 2007

Leak in cooling system leads to c¢su

January 2008

StatoilHydro gives SFT an update erethissions of CO2, NOx, CH4, VOC, soot and
PAH from the initial the start-up period. The compastimated that there may have beg
‘extraordinary emissions' of up to 1.5 million tafsCO2 and 2200 tons of soot from
flaring from the LNG plant in this period. Statoytro will buy emission credits for the
carbon emissions.

en

February 2008

The Bellona Foundation sues Statdilélpver alleged violations of Norwegian enviro
mental law in the Snohvit project. The foundatigued that the oil major is not entitled
to restart production of LNG in the Snohvit projeefore an application for more
emissions is approved. StatoilHydro restarted petidn of LNG in the Melkgya plant,
but the application to the Norwegian Pollution GohAuthority had not yet been
approved.

h

March 2008

Cooling system difficulties close plagain.

July 2008

Opens at 60 % capacity

Source: BarenstObserver.com and based on theriengdiveloped by Heiskanen (2006)
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