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ABSTRACT


The idea that a private enterprise has a social function and some obligations to all stakeholders is not something that has always existed. Concepts like sustainable development and shared value appeared only after a long process of trial and error. Understanding the origins of the theory of corporate social responsibility and its evolution will allow us to be ever closer to solving the mystery of what should be the role of private capital in society. It will also help us determine its importance when facing significant challenges due to government absence or weakness in certain territories. This dissertation explores local content policies, one of the evolutions that corporate social responsibility has had as a response to social requirements. This study will endeavour to analyse the type of local content policies that should be implemented during the exploitation of natural resources, more specifically of mineral resources. This will be a challenge given the complexity of the mining industry and the potential impact of the exploitation activities on the nearby communities.


The research will highlight the difficulties, advantages and disadvantages that arise during the implementation of local content policy. The alignment of corporate and government interests, as well as doing business for a common and coordinated purpose, are shown as possible solutions to the adverse effects of the general exploitation of mineral and natural resources. Other options presented that could offer a solution to government gaps and the unsatisfied needs of the communities include commitment on developing local capacities, supporting the private initiative and investing with the purpose of replicating the benefits produced by the mines.









INTRODUCTION TO THE STUDY


The main objective of the policies of a government is the general welfare of its citizens. A country’s fortune of having natural resources may well be a tool that supports the ability of the government to contribute to the well-being of its citizens. However, the development of these natural resources, in some cases, could hinder the country’s goals and, at the same time, make its citizens question their legitimacy. In this context, the quality of the institutions plays an important role in defending the general interests of the individual advantages pursued by elites or the conjectural holders of political power.1


As the links between the exploitation of natural resources and the social and economic development of a country are not straightforward,2 there are several factors on which the private sector can intervene. Under the above, private capital investors could have the opportunity to decide if their actions should be directed only to stimulate their interests or, alternatively, decide to intervene in defence of resource exploitation, but under the auspice of promoting sustainable development.3 The theory of Corporate Social Responsibility (CSR) is presented as a catalyst for private sector activity. The company’s social actions are, in turn, a reaction to several social transformations. These, in turn, respond to the historical moment and the citizen’s needs for each period on a specific country or region.4


As an outcome of the challenges imposed to business activities by the 21st Century, which entails new social demands, CSR seeks an answer towards satisfying social needs. CSR provides the answers and tools where, within, local content policies are found. For example, local content policies can create more interaction between the business activities and certain government objectives such as job creation, economic growth and human capital training. In any case, there are several questions related to the implementation of local content measures in areas where governance gaps exist due to insignificant presence or total absence of state institutions.


On the other hand, there is opposition to greater involvement of private capital in the dissemination of local content policies manifesting that the decision to implement such actions affects free market activity, creating instability and negative impacts on the companies by not allowing them to develop their role in society as supporters of national economies. As a result of the above, it will be necessary to analyse how local content policies require collective and coordinated actions involving the Government, business and civil society to ensure a correct implementation and success. For this scenario, this research will attempt to find the advantages and/ or disadvantages that local content policies may offer to the Governments, business and civil society. It is intended to find if the actions aimed at delivering value added by applying such policies, offer a formula to hold, support or even potentially replace the government activity. As a final point, some examples of local content policies implemented by companies will be presented to show how the theory of local content policies is applied in practice.









CHAPTER ONE: DEFINITIONS, EVOLUTION AND FUNCTION OF CORPORATE SOCIAL RESPONSIBILITY THEORY


“Corporate responsibility can therefore be understood as no more or less than the domains within and process by which business renegotiates and realigns its basis of accountability.”5


1.1 INTRODUCTION


Corporate Social Responsibility (CSR) is a theory, phenomenon and practice that has been present in the business environment for many years. Sometimes, it becomes an intangible issue: everyone knows of its existence but at the same time its scope and forms of implementation are unknown. This chapter seeks to introduce the concept of CSR through a historical analysis that will present the evolution of the understanding of this concept, which has affected the relation between extractive companies and the communities. Extractive companies develop their operations on site, on the understanding that they have responsibilities related to their contribution to social development. This has led to the creation of a link between CSR, local content actions and community development policies.


The aim of these discussions is to highlight ‘why’ companies have this type of responsibilities and if these so-called local content actions deserve to be given ‘special attention’ as corporate behaviours that help fill ‘governance gaps’ and generate welfare at the local level. However, this structure will not exclude the possibility that the benefits obtained from resource extraction are used to contribute to the social development of other communities different from the local communities and the entire country.


1.2 EVOLUTION OF THE CORPORATE SOCIAL RESPONSIBILITY


If we look at the past, commencing at the period of ancient Babylon, there were some vestiges of CSR. The Babylonians located special responsibility on the man who built a house in deficient condition and as a result collapsed injuring some person. In this case the specific builder of the structure must pay for this mistake with his life; this was what they called the law of an eye for an eye. But, besides that, there was an understanding of the existence of a liability of the constructer towards those affected by the mentioned activity.6


However, it is only in 1930, in the book “The Modern Corporation and Private Property”, written by ADOLF BERLE and GARDINER MEANS’s, that a more conceptual structure of CSR appears, bringing examples of the clashes between ownership, control and corporation governance.7 It is important to recognize that the decision of a company to be a socially responsible initiates at the corporate governance processes.8 Furthermore, the Great Depression during 1929-1939 opened a space to point out that companies have a much more significant social role than simply producing profits. Another historic event that contributed the raising of awareness by the entrepreneurs was the beginning of the Cold War in 1945 which created a new consciousness for businessmen, suggested as a more active role in the promotion and establishment of the capitalist model by a sense of patriotism.9


During the Post-Cold War period several complaints have emerged against the bad implementation of global social policies by the States. This pressured companies to engage in social programs and actions helping to settle these difficulties. An important landmark that highlighted the shift in consciousness in the world of business is Fortune Magazine with the introduction to the concept of “social consciousness” in 1946. It presented the idea that the responsibility of companies and its directors did not rely only with the shareholders, but were extended to all the stakeholders. At the mentioned survey, it was identified that nearly 93% of businessmen agreed to recognize this type of social responsibility.10


Also during this time, there was a strong influence of the Keynesian Economic Model in which State intervention and public spending was encouraged to stimulate the economy and prevent a recession. This model also had a secondary objective, which was focused on an increase interest over the behaviour of private capital related to environmental and social issues. The reason for this interest was related to the large portion of the public budget that was directed to stimulate the economy through private-owned entities that are big beneficiaries of these types of policies.11


Parallel to these events, there were several academic and ideological movements that spread the theory of CSR and, likewise, have influenced their graduate students to see the CSR policies as a tool that will solve the social demands associated with the improvement on living standards of the people, improving the labour rights and optimize environmental protection.12 Additionally, there was a remarkable contribution given by HOWARD BOWEN who defined the CSR as “the obligation of businessmen to persuade politicians to take actions and guidelines that are desirable targets and values for the society.” BOWEN also affirmed that social responsibility is not just an unobtainable and theoretical idea, but rather it is a fact that should lead the future of the business world.13


In 1970, there was an exponential growth of multinational companies that took refuge in the arrival of the first outbreaks of globalization. This rapid growth gathered the attention of various actors of civil society organized as pressure groups such as environmental groups, human rights groups, labour groups, non-governmental organizations (NGOS) and students groups which demanded State action to regulate corporate behaviour that can influence the general public favourably. The mentioned groups also rejected the so-called super capitalism and advocated for a more democratic model of capitalism where equity, dignity and sustainability have the same importance than the accumulation of riches and business profitability.14 Even though, during the 60´s some corporations began to create reports referring to social work and the social investment, during the 70’s most of the companies voluntarily chose to be part of the CSR social reports. At the beginning they used these reports as a component of the communication mechanisms and with the goal of being part of the group of good corporate citizens.15


Throughout the 80´s, there was a change on the global economic model. In fact, the Keynesian welfare ideas were replaced by the neoliberal design. In that way, the implementation of social policies by private entities was less popular and, at the same time, this neoliberal model gave the companies the power to increase their profits without giving greater importance to the impacts their activities caused to other stakeholders. The mentioned scenario was complemented by the progressive fall of the socialist governments and the growth of the effects of globalization that at the end originated an opposition to any topic related to the development of CSR policies.16 During this period, the position defended by MILTON FRIEDMAN that “there is one and only one social responsibility of business-to use its resources and engage in activities designed to increase its profits,” was integrated to the corporate actions.17 As a consequence, during this decade the methods of presenting CSR’s ideas were labelled in a different way and they were adapted to theories such as the corporate citizenship and the business and ethics movement. In this way the 80’s was not a totally lost decade for the CSR’s theory.


It is important to highlight that during this period the constitutional principles created an approximation to corporate law, which led to real life decisions associated with the protection of minorities and stakeholders.18 At this time, there was a mixture of concepts. Authors such as ARCHIE B. CARROLL suggested that there are some philanthropic and ethical obligations which should be satisfied by the firms only after the creation of profits. EDWIN M. EPSTEIN placed elements of ethics and CSR in a single package that he called “corporate social policy process”. As a result of this misinformation and overlapping of concepts, extractive industry companies did not implement a practical and simple CSR policy into their activities.19
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