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Abstract 
This paper was produced by ECON Analysis in conjunction with the Fridtjof 
Nansen Institute (FNI) for the Norwegian Research Council’s ”Petropol” 
programme. It is part of a joint project entitled, ”Oil companies and the new 
petroleum provinces: ethics, business and politics”. This paper examines the 
possibilities for partnerships between oil companies and multilateral government 
institutions to address the negative impacts of oil projects that often prevent the 
resulting revenues leading to social and economic benefits for the host country. 
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1 Introduction  
1.1 Background 
This paper was produced by ECON Analysis in conjunction with the Fridtjof 
Nansen Institute (FNI) for the Norwegian Research Council’s ”Petropol” 
programme. It is part of a joint project entitled, ”Oil companies and the new 
petroleum provinces: ethics, business and politics”.1  

The goal of the overall project is to examine how the international oil industry can 
contribute positively to development in the ”new” petroleum countries, i.e., those 
in the process of opening up to the international oil industry. It focuses on the 
social, economic and governance impacts of oil projects on the host country as a 
whole (i.e., the “macro” level) as opposed to impacts primarily limited to the 
vicinity of the project (“micro” level). It does not cover environmental impacts. 

This paper examines how multilateral government organisations and multi-
government public-private initiatives help address the ”macro” CSR agenda. It 
focuses on the so-far limited number of partnerships between multilaterals and oil 
companies and asks whether such co-operation can enhance the ability of both 
actors to address this agenda. 

1.2 The “macro” CSR agenda 
In the mid-1990s many companies, including most major oil companies, began 
embracing corporate social responsibility (CSR). CSR essentially calls for 
companies to take responsibility for a wider scope of impacts than what is 
required under law. The “business case” for CSR is that it may be beneficial to the 
company in the long term because it generates goodwill that ensures the 
company’s “social license to operate”. The due diligence it effectively engenders 
may also help the company to avoid outcomes that could damage its reputation. 

For the most part, CSR so far has been limited to issues over which the company 
clearly has control. Typically, CSR by oil companies in developing countries has 
involved social benefits for workers and the local community, e.g., contributions 
to (or provision of) education and health-care facilities and training programmes 
and assistance for local entrepreneurs to set up businesses.  

                                                

1 Oljeselskapene og de nye petroleumsprovinsene: etikk, butikk og politikk. 
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Over the past few years a number of NGOs and other stakeholders have been 
calling upon oil companies to widen the scope of CSR to include several 
nationwide social and governance problems that increasingly are being associated 
with the development of the petroleum sector. These notably include the 
following troubling actions being taken by many developing-country host 
governments or actors associated with them: 

• Diversion of oil revenues away from the central budget; 

• Inappropriate budget allocation choices, including  

� significant increases in spending that lead to “Dutch 
disease” while missing opportunities to use temporary oil 
wealth to develop the non-oil parts of the economy, 

� more money to the military and security services instead of 
to health and education, and 

• Human rights abuses, including physical violence and lack of freedom of 
expression. 

(The dynamics behind these phenomena are discussed in more detail in Annex 1.) 

Some NGOs and other stakeholders justify holding international oil companies 
accountable for such problems by arguing that taxes and other payments by oil 
companies are typically the main sources of funding for oil-rich developing-
country governments engaged in such abuses. 

Oil companies have an interest in correcting the situation described above, not 
least so that they can demonstrate that their projects bring tangible benefits to host 
countries – in contrast to the current dismal statistics showing most oil-rich 
developing countries lagging behind other developing countries in almost all 
human development indicators.2  

However, placing responsibility on oil companies to address this macro-CSR 
agenda is problematic for a number of reasons. First, oil companies generally do 
not have credible expertise to advise governments on subjects outside the oil 
industry, e.g., how to increase transparency in the budget process, make good 
expenditure choices or avoid “Dutch disease”.  

Even in cases where oil companies have potential influence, they are typically 
reluctant to use it. One reason is that most critics of large companies traditionally 
have seen “non-interference” as the most virtuous path. While doing nothing to 
address the macro-CSR agenda risks the wrath of some critics, using influence 
may carry risks of being charged with “interference” or “neo-colonialism” by 
others. 

                                                
2 See for example, Stevens, Paul. 2003. “Resources impact – curse or blessing? A literature survey”. IPIECA. 

London; Papyrakis, Elissaios and Reyer Gerlagh. 2004. “The resource curse hypothesis and its 
transmission channels”. Journal of Comparative Economics. Volume 32, Issue 1, March 2004; and 
ECON. 2000. Petrostates -- Predatory or developmental? (ECON Report No. 62/2000). Oslo. 
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There is evidence that oil companies also suffer from a collective action problem. 
If they attempt to pressure a host government, they may actually risk being 
replaced by one of their competitors. For example, when BP unilaterally 
announced its intention to make public its various payments to the Angolan 
government in 2001, the Dos Santos regime reportedly threatened the company 
with the loss of its concessions.3  Besides challenges from within the ranks of the 
majors, a number of oil companies from developing countries offer technically 
credible options for host governments. Moreover, many of these companies face 
relatively fewer pressures than the majors do from NGOs, shareholders and 
customers to address CSR agendas. 

One important category of actor that is already addressing issues related to the 
macro-CSR agenda is multilateral government organisations. For example, 
institutions such as the World Bank Group (WBG)4, International Monetary Fund 
(IMF) and United Nations Development Programme (UNDP) are offering 
technical assistance to help host governments manage their oil revenues, improve 
their budgeting institutions and make better expenditure choices, e.g.,  

• The World Bank has been providing bi-lateral technical assistance on oil 
revenue management to several African governments, including Angola, 
Nigeria, Chad, Cameroon and Congo-Brazzaville, and conducts national 
and regional seminars conveying best practices in the area. 

• The UNDP’s Oil Revenue Initiative in Africa has begun providing 
teaching materials, seminars and other technical assistance regarding oil 
revenue management aimed at government officials and civil society 
organisations in countries, such as Sao Tome and Principle that are facing 
imminent oil development.5 

• The IMF carried out an oil revenue diagnostic in Angola in 2002 as a first 
step toward establishing a borrowing facility for the government. 

• The IMF has also developed standards on fiscal management and 
reporting, such as the Code of Good Practices on Fiscal Transparency (FT 
Code) and accompanying manual, and at the request of governments 
conducts a Report on the Observance of Standards and Codes (ROSC), a 
sort of independent audit that summarises the extent to which a country 
observes certain internationally recognised procedures. 

Direct assistance by multilaterals to host governments is relevant to oil companies 
because it has the potential to make revenues from oil companies' projects more 
effective in addressing host countries' development needs. To the extent that it is 
successful, it also may reduce the pressure on the oil companies to address these 
issues.  

                                                
3 Global Witness. 2004. Time for Transparency. London (p. 72) 
4 The International Bank for Reconstruction and Development (IBRD) and the International Development 

Agency (IDA) together are commonly referred to as the World Bank. These organisations plus the 
International Finance Corporation (IFC) and the Multilateral Investment Guarantee Agency (MIGA) 
make up the World Bank Group (WBG). 

5 ECON has been involved in preparing some of these materials for the UNDP. 
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However, even the international financial institutions, which combine legitimacy, 
expertise, and (sometimes) financial leverage, appear to have some limitations 
addressing these problems on their own. For example, as one respondent to the 
World Bank’s in-house Extractive Industries Evaluation noted, “the main problem 
is governments in client countries don’t want the Bank or IFC messing with their 
only independent source of revenues. Even when the Bank does intervene, it often 
does not have the leverage to engineer change.” 6  

The evaluation goes on to suggest that, “While the WBG alone may not be able to 
improve governance”, it may be able to do so “by using its unique position as a 
global player with the convening power to engage both public and private 
stakeholders…”7 

This report focuses on the potential for co-operation between oil companies and 
multilaterals to address the macro-CSR agenda. In particular, it looks at whether 
such co-operation can help overcome important problems that both types of actors 
face in addressing this agenda alone.  

For oil companies, it examines whether such co-operation can help 

1. address critics’ concerns that oil companies are not doing enough about 
the macro-CSR agenda, and thus whether it can help obtain a “license” 
from such critics to stay in or enter “difficult” countries; and  

2. address companies’ collective action problem vis-à-vis host governments. 

For multilaterals, it examines whether such co-operation can help 

3. Increase a multilateral’s influence on host governments, in order to ensure 
the likelihood that oil revenues will be used for development. 

The report examines several case studies among the so-far limited number of 
projects that involve multilateral government institutions (or multi-government 
public-private partnerships) and oil companies. (Although there have been many 
cases where oil companies and multilateral government organisations work 
together to address local or “micro” CSR issues, such as fulfilment of 
environmental and social “safeguards” as part of IFC loans, or oil companies 
donating to or working with UN agencies or the World Bank on local 
development projects, co-operation to address micro-CSR issues is not a focus of 
this study.) 

Case studies involving co-operation to address aspects of the macro-CSR agenda 
examined are the following: 

• The Chad-Cameroon Oil Development and Pipeline project; 

• The Baku-Tbilisi-Ceyhan (BTC) pipeline project; 

                                                
6 World Bank OED, Extractive Industries Evaluation, Annex D, p.. 103. 
7 World Bank OED, p. 98. 
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• The Extractive Industries Transparency Initiative (EITI); 

• The joint research project, “Best Practices in Dealing with Social Impacts 
of Hydrocarbon Operations”; and  

• The Voluntary Principles on Security and Human Rights. 

The study takes into account recent reviews of World Bank Group activities in the 
hydrocarbons sector, notably the independent Extractive Industries Review (EIR) 
and the in-house Extractive Industries Evaluation (EIE). (A review of the EIR as it 
pertains to the macro-CSR agenda is also provided in Annex 2.) 
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2 Chad-Cameroon pipeline 
project 

The Chad-Cameroon oil development and pipeline project is the largest and most 
ambitious example of co-operation between oil companies and multilaterals 
addressing the macro-CSR agenda to date. The project involves developing oil 
fields in southern Chad for export via a new 1070-km pipeline to Cameroon's 
Atlantic Coast. The project is expected to produce around 1 billion barrels and 
supply approximately $2 billion in revenues to the government of Chad over 25 
years. This implies a 30-40% increase in annual national income and a possible 
doubling of the government’s annual tax income, depending on oil prices. Oil 
began flowing through the pipeline in late 2003 and the Chad government began 
receiving its first revenues in early 2004. 

A number of companies had been looking at Chad’s oil potential for several 
decades but had been put off by the severe, long-term political difficulties and 
economic mismanagement in the country. Chad’s landlocked location and lack of 
pipeline export infrastructure were also barriers, especially for smaller oil 
companies. In 1993 ExxonMobil, together with partners Shell and Elf (the latter 
two were later replaced by Petronas and Chevron) agreed to invest on the 
condition that the Chad government work with the World Bank and IMF on 
governance and revenue-management issues. This is a pioneering project for co-
operation of this kind. 

As noted by Philippe-Charles Benoit, the former Country manager for Chad at the 
World Bank, “From the sponsors’ perspective, the World Bank was a key political 
risk mitigator, and the World Bank’s participation was stated by the sponsors as a 
precondition for their willingness to invest […] in this project. This provided a 
key source of leverage for the World Bank in its discussions [with both Chad and 
the oil companies] about the need for a revenue management programme”.8 The 
EIR team visiting Chad similarly remarked, “Without WBG intervention this 
project would have had difficulty taking place, a reality that gave the WBG 
significant leverage when negotiating its participation”.9 

                                                
8 Benoit, Philipp-Charles. 2002. “Negotiating a Petroleum Revenue Management Program in Chad”. 

Presentation to Workshop on Petroleum Revenue Management, 23-24 October 2002. Washington DC. 
9 EIR. 2003. “Visit to the Chad Cameroon Oil Pipeline Project” (draft report, February 2003). Extractive 

Industries Review. 
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The total project cost is estimated at $3.7 billion, of which approximately $1.5 
billion is for the field facilities and $2.2 billion for the export system. In addition 
to technical assistance, the World Bank is participating in the pipeline component 
with loans to help the host governments’ finance their parts: $39.5 million to Chad 
and $53.4 million to Cameroon. In addition, the IFC is providing some $100 
million in direct loans plus up to a further $100 million in syndication.10 Total 
WBG financial contribution to the oil export project thus represents around 8% of 
total project costs. 

As part of the technical assistance component of the multilaterals’ contribution, 
the World Bank is providing three International Development Agency (IDA) 
credits for a total of $41.2 million to fund several capacity building projects. This 
includes the $17.5-million “Management of the Petroleum Economy” project and 
the $24-million “Management of the Petroleum Sector” project. The goal of the 
IDA projects is to build capacity in Chad to “manage future petroleum revenues 
and to direct them, efficiently and transparently, towards poverty alleviation”, and 
to build capacity in both Chad and Cameroon to manage “potential environmental 
and social impacts of the projects and, in Chad, for promoting development in the 
project area and for managing the petroleum sector more generally”.11 

An example of World Bank assistance under the IDA loans has been its help in 
drafting the “Law on the management of oil revenue”, which was passed by the 
Chadian Parliament in 1998. The law establishes guidelines for the allocation, 
control and oversight of oil revenue. It requires 10% of revenue to go to a “Future 
Generations” fund, while 80% of the remainder must be invested in health, 
education and vital infrastructure. These flows are to be monitored by Parliament, 
as well as an oversight committee (college de surveillance) that includes 
representatives of civil society (see Box 2 for more details). 

Chad also has a programme with the IMF under the “poverty reduction growth 
facility” to help it promote pro-poor growth and macro-economic stability. 

                                                
10 “Chad-Cameroon Pipeline Represents New Approach”, 10 October 2003, WBG 

(http://web.worldbank.org/WBSITE/EXTERNAL/NEWS/0,,contentMDK:20131848~menuPK:34457~pa
gePK:34370~piPK:34424~theSitePK:4607,00.html)  

11 “World Bank Appoints International Advisory Group on the Chad-Cameroon Petroleum Development and 
Pipeline Project”, 21 February 2001, WBG 
(http://web.worldbank.org/WBSITE/EXTERNAL/NEWS/0,,contentMDK:20014994~menuPK:34466~pa
gePK:64003015~piPK:64003012~theSitePK:4607,00.html)  
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Box 2.1 Control and monitoring institutions in Chad 

• “The control of the mobilization and use of oil revenues shall be carried out 
jointly or separately by the Financial Controller of Finance and Economy, the 
[Committee for the Control and Supervision of Oil Resources (CCSRP – or 
college de surveillance)], the General Accounting Office of the Supreme Court, 
and Parliament” (Article 14) 

• The CCSRP shall include “a representative of local NGOs” (Article 16) 

• “A decree shall define the organizational modalities and the conditions of control 
and supervision implemented by the CCSRP” (Article 19) 

• “The monitoring of the mobilization, allocation and use of the oil revenues is 
ensured by periodic audits and reports submitted to the Government, especially: 

− “Annual audits of special accounts and Savings Accounts for future generations; 
− “Periodic management reports of Savings Accounts… 

− “Periodic reports of the CCSRP… 

− “…reports and audits on primary banks insuring the management of special 
accounts.” 

Source: excerpts from Chad Law No. 001/PR/99 of 1999: “Governing the Management of Oil Revenues” 
(http://www.essochad.com/eaff/essochad/documentation/documentation_frame2.html). 

The World Bank has put particular emphasis on monitoring. In addition to the 
College de Surveillance and a number of monitoring groups related to the World 
Bank, the WBG set up the International Advisory Group (IAG), an independent 
group of experts. The purpose of the IAG is to monitor the implementation of the 
project and ensure the realisation of its developmental objectives. Unfortunately, 
the IAD reported in May 2003 that, “in spite of the progress made, it cannot be 
claimed that the responsible Government bodies are prepared to ensure the proper 
use of the oil revenues expected to arrive within six to eight months”.12 

2.1.1 Commentary 
Helping oil companies address their critics 
The extent to which co-operation with the WBG and IMF in Chad helps to 
increase the participating companies’ license to operate vis-à-vis their critics may 
depend on how successful the closely-watched Chad-Cameroon project is in 
addressing the macro (and micro) CSR agenda. 

Some commentators have suggested that the oil companies cynically sought the 
involvement of the World Bank Group and IMF to deflect the critical attention of 
NGOs.13 The assumption behind this view is that the NGOs and other critics view 
the IFIs as targets that are both more mediatic and subject to their influence than 
the oil companies are. 

At least in the short run, however, some oil companies may now be seeing the 
associative benefits of multilaterals as a double-edged sword. While involvement 
of multilaterals may have deflected some attention from the oil companies, it also 

                                                
12 International Advisory Group. “Report of visit to Chad and Cameroon, April 21 to May 10, 2003”. IAG 

Secretariat. Montreal. (p. 17) 
13 Ottaway, Marina. “Reluctant Missionaries”. Foreign Policy. July/August 2001. 
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may have attracted more total media and NGO attention to the Chad-Cameroon 
project than otherwise would have been the case.  

Related to this, increased pressure from NGOs on the IFIs may be resulting in the 
latter increasing the “micro” CRS conditions they impose on the oil companies to 
the extent that such conditions become significantly expensive for the private 
sector investors. (NGO criticism of the project is aimed as much at its 
environmental and social effects as its potential “macro” effects.) ECON has 
heard some anecdotal evidence in the oil industry that the environmental and 
social consultation and compensation programmes that the oil companies have 
been required to implement in connection with both the Chad-Cameroon and 
Baku-Tbilisi-Ceyhan (BTC) projects have been much more expensive than the oil 
companies originally expected.  

Depending on how things turn out with these high-profile projects, oil companies 
may eventually think twice about the ability of multilaterals to secure their license 
to operate, as well as the cost of this option in terms of conditions on the oil 
companies. 

Addressing oil companies’ collective action problem 
While participation of the WBG and IMF facilitated the ability of consortium 
companies to invest, it arguably did not help these companies address a collective 
action problem. Because of Chad’s long-running political problems, isolated 
geographic location and lack of export infrastructure, the host government had 
few alternative suitors – which effectively meant that no collective action problem 
existed. If anything, the lack of a collective action problem in this case facilitated 
co-operation between the multilaterals and the oil companies, rather than the other 
way around. 

Now that an export pipeline and other infrastructure exist, however, other 
companies are reportedly examining opportunities in Chad. (The pipeline capacity 
is 240,000 barrels per day, but oil flows from the consortium are expected to fall 
to 150,000 bpd within six years, opening opportunities for other oil field 
developments.) The extent to which other projects would actually be covered 
under the revenue management arrangements developed for the Chad-Cameroon 
project, however, is not clear. According to CRS, “any new revenues would not 
fall under existing revenue management laws”.14 While it may be possible to 
amend these laws to cover such revenues, the World Bank’s leverage over the 
Chad government to do so – as well as to ensure the government upholds the 
current law – may be rapidly diminishing as the government begins to receive its 
export revenues. Thus, by helping to open up the country, co-operation between 
the WBG and the consortium may have also ended up increasing the consortium’s 
collective action problem for the future. 

Increasing leverage of the multilateral 
The leverage of the IFI depends on the extent to which its involvement is likely to 
be critical to an investment going ahead. In most cases, a host government is 

                                                
14 Gary, Ian and Terry Lynn Karl. 2003. Bottom of the Barrel: Africa’s Oil Boom and the Poor. Catholic 

Relief Services. Baltimore. (p. 71) 
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likely to have multiple suitors to develop its oil reserves and thus be in a position 
to reject offers that involve too many inconvenient conditions. In other words, 
there may not be very many cases like Chad where no oil company was likely to 
invest unless the World Bank and IMF became involved in the project to help 
provide political comfort.  

Even in Chad, however, the World Bank and IMF apparently have been limited in 
their ability to control the timetable of reforms by the need to maintain the interest 
of their private sector and government partners. In practice, this has meant 
practically racing to implement institutional reforms in order to keep pace with 
field and pipeline developments and related revenue flows – institutions that 
ideally should be in place and functioning several years before revenues arrive.  

As noted in the previous section, paradoxically, by playing a catalytic role in one 
project, the WBG may have also undermined its leverage for future projects in the 
country, especially if the revenues for such projects do not fall under the 
arrangements the Bank helped develop for the Chad-Cameroon project.  
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3 Baku-Tbilisi-Ceyhan 
pipeline project 

The Baku-Tbilisi-Ceyhan (BTC) pipeline project is being built by a private 
consortium of oil companies, led by BP.15 The planned 1760-km pipeline will 
carry up to 1 million barrels per day of oil from Baku, Azerbaijan, to an oil export 
terminal in Ceyhan, on Turkey's Mediterranean coast. The pipeline is due to 
become operational in early 2005. The project is linked to the Azeri-Chirag-
Deepwater Gunashli (ACG) Phase 1 oil field project offshore Azerbaijan in the 
Caspian Sea. Azerbaijan is expected to benefit from revenues of about US$29 
billion over the life of the oil field, while Georgia is expected to receive total 
transit revenues of about US$580 million.16 

The total project cost is approximately $3.6 billion. The IFC is providing a loan of 
$25 million on its own account and organising an additional loan of $125 in 
commercial syndication. EBRD financing is similar, making total multilateral 
participation in financing equal to about 8% of total costs – similar to that in the 
Chad-Cameroon project. 

According to the IFC website, IFC's roles in the project include “mitigating 
political risk perceived by international investors […] helping ensure stability of 
the Project's arrangement and operation […] assisting in the transparent and 
effective management of the Oil Fund in Azerbaijan in coordination with the 
World Bank and input from the IMF; and increasing the transparency in the 
projects". The EBRD is also working with the IFC on many of these aspects of the 
project. 

The IFC notes that the multilaterals’ involvement has led to the following 
concrete activities or results: 

• IFC has asked BTC – and BTC has agreed – to "publish what they pay", and 
Georgia and Azerbaijan have agreed to "publish what they receive" from the 
project. 

                                                
15 The companies requesting the financing for the BTC project include Amerada Hess Corporation, BP plc, 

ConocoPhillips, ENI S.P.A., Inpex Corporation, Itochu Corporation, SOCAR, Statoil ASA, TOTAL, 
Turkiye Petrolleri A.O., and Union Oil Company of California. 

16 More information on the project is available on the websites of the consortium 
(www.caspiandevelopmentandexport.com) and of the IFC (http://ifcln1.ifc.org/ifcext/btc.nsf). 
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• IFC has required the consortium to prepare a "ground-breaking Regional 
Review document that discusses in a regional context the broader socio-
economic development issues surrounding the projects such as transparency 
and management of revenues, human rights, security, and access to energy" 
(available on consortium website). 

The project has also "tried to raise the bar in terms of transparency, including 
public disclosure." Among the agreements that have been publicly disclosed is 
the production sharing agreement (PSA), the three Host Government Agreements 
(HGA) and the Intergovernmental Agreement (IGA). 

In addition, IFC involvement reportedly has helped strengthen various “micro” 
CSR aspects of the project, e.g., by subjecting the project to IFC environmental, 
social and health and safety guidelines and Safeguard policies; witnessing and 
validating consultation activities by the consortium; and encouraging the 
consortium to implement an "environmental and cultural offset investment 
program" under IFC safeguards that "were not requirements in the host country 
approvals of the respective impact assessments”. 

3.1.1 Commentary 
Helping oil companies address their critics 
On one hand the involvement of the IFC and EBRD probably has helped to ensure 
that the micro and macro impacts of the pipeline project are minimized. However, 
similar to the case for the Chad-Cameroon pipeline, involvement of the 
multilaterals probably has attracted greater overall attention to, and criticism of, 
the pipeline than otherwise might have been the case. The increased attention also 
may have led the IFC and EBRD to impose increasingly more elaborate micro-
CSR conditions on the oil companies.  

Addressing oil companies’ collective action problem 
Given the capital-intensive nature of the pipeline, the fact that most of the 
interested companies were involved in the BTC pipeline consortium, and the 
strong political pressure that several of the companies “home” governments 
reportedly placed on the eventual transit countries (and oil companies) to build the 
BTC pipeline as an alternative to a Russian export route, there probably was little 
serious threat of Azerbaijan, Georgia and Turkey playing competing companies 
off one another for the rights to build the BTC pipeline. Thus, similar to the 
situation for the Chad-Cameroon pipeline, the involvement of the multilaterals 
probably did not help address a collective action problem because one arguably 
did not exist. 

Increasing leverage of the multilateral 
As noted in the list of items that IFC says its involvement was able to affect, the 
IFC and EBRD apparently have had some significant influence on both host 
governments and companies involved in the BTC project. Whether such influence 
will last through the implementation stage is unclear, however. A general problem 
that has already been noted is that influence is likely to decline once a project 
begins to provide the host government with an independent source of income.  
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There is also a potential institutional problem, that once an IFI has approved a 
project, it may become institutionally difficult to withdraw its support. In effect, 
IFIs may be "captured" by their projects and forced to defend them against critics. 
The EIR has suggested that one way to avoid this potential institutional problem 
could be to tie staff rewards more closely to safeguard fulfilment instead of to 
loan disbursement. Although such an arrangement arguably would not give the 
institution more leverage vis-à-vis its partners, it could give IFI staff greater 
incentives to challenge host-government or company partners in cases where 
safeguards or other conditions (e.g., related to macro-CSR) were not being met. It 
appears the IFC is heading in this direction, at least with respect to its Safeguards. 

To some extent the possible lack of incentive for the IFI to criticise the project 
after it has committed itself publicly may also be mitigated by the instalment of an 
"independent panel of experts” to oversee the development impact of a project on 
a regional basis. Such a body presumably would have fewer inhibitions than the 
IFI to criticise the project if it noticed results that were contrary to the goals of 
IFI’s safeguards or other issues in its terms of reference, e.g., promotion of a 
macro-CSR agenda. In the case of the BTC pipeline, the IFC notes that the project 
sponsors, "at the urging of the IFC and World Bank", set up the Caspian 
Development Advisory Panel (CDAP), which is reportedly based on the 
International Advisory Council (IAG) that was created for the Chad-Cameroon 
project. However, the former will apparently report to the project sponsor instead 
of to the IFC and have a relatively short remit of only three years.  
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4 The Extractive Industries 
Transparency Initiative 

The Extractive Industries Transparency Initiative (EITI) is a public-private 
partnership aimed at increasing the transparency of natural resource revenues 
received by governments. It was launched by UK Prime Minister Tony Blair at 
the World Summit on Sustainable Development in Johannesburg, South Africa, in 
September 2002.  

Participants in EITI’s two international conferences “represented 70 host and 
‘home’ governments, companies, industry groups, international organisations, 
investors and NGOs”.17 International organisations represented at the June 2003 
conference included the IMF, OECD, UNDP, World Bank and New Partnership 
for African Development (NEPAD). 

In December 2003 the World Bank Group announced its “formal endorsement” of 
the initiative and “pledged to work with several developing nations, as well as 
companies, on ways to publish revenues accruing from oil, gas and mining 
sectors”. 

The EITI’s two international events, both held in London in 2003, resulted in a set 
of “Principles”, as well as “Draft Reporting Guidelines” for both host 
governments and extractive companies. 

Recognising “that one option will not necessarily be sufficient”, the original goal 
of the EITI was to “look for a package of mechanisms – comprising carrots and 
sticks – to prevent any one stakeholder group from exposure”.18 A list of options 
explored in an early background paper for the Initiative is presented in Box 1. The 
report of the workshop of 11-12 February 2003 noted that “this analysis points to 
the need for an initial approach that is applicable both to companies and countries, 
with a role for other institutions in its application”.19 

                                                
17 Extractive Industries Transparency Initiative: Guide 

(http://62.189.42.51/DFIDstage/News/News/files/eiti_guide_b.htm)  
18 Report of UK stakeholders’ meeting, 26 November 2002. 
19 Report of workshop, 11-12 February 2003. 
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Box 4.1 “Menu of options” originally explored by the EITI 

Options originally investigated 
Options for increasing company transparency 

• Unilateral disclosure, according to a best-practice model; 

• Incorporating EITI principles into the Global Reporting Initiative (GRI); 

• Amendments to the OECD Guidelines for Multinational Enterprises (MNEs); 

• UN Global Compact; 

• UN General Assembly Resolution to bind countries to demand disclosure from 
companies; 

• International Accounting Standards; 

• Disclosure rules for listings on securities markets; 

• Export credit agency requirements. 

• Reporting to an independent third party (“allowing aggregation, validation and 
comparison of company data and country revenue information”) 

• Changes to [future] Production Sharing Agreements to limit confidentiality 
clauses. 

Options for increasing host-country transparency 

• [Unilateral] implementation of best practice in transparency; 

• IMF Article IV consultations / IMF Code of Good Practice in Fiscal 
Transparency; 

• [Developed] country-led efforts to achieve international standards in public 
financial management and accountability; 

• IFI / donor conditionality. 

Criteria by which the options were said to be evaluated 
• Confidentiality: “protecting commercial confidentiality and respecting existing 

contract provisions”; 

• Comprehensiveness: “capturing critical payments and revenue flows”; 

• Comparability: “providing easily aggregated data”. 

 
Source: Report of the EITI workshop of 11-12 February 2003, and report of the UK stakeholders’ meeting of 

26 November 2002. 

After discussing various approaches, the EITI has focussed on encouraging a 
number of host governments to pilot a set of “Draft Reporting Guidelines”.20 
However, the EITI apparently remains open to expanding activities to other 
options in the future. 

Host governments that have volunteered to pilot the Draft Reporting Guidelines as 
of January 2004 are Azerbaijan, East Timor, Ghana, Indonesia, Nigeria, Sierra 
Leone, and Trinidad & Tobago. EITI participants hope that experience from such 
field tests will add to knowledge about the best ways to pursue transparency. It is 
also hoped that benefits gained by the pilot countries, as well as peer pressure, 

                                                
20 A copy of the Guidelines is available at 

http://www.dfid.gov.uk/News/News/files/eiti_reporting_guidelines.pdf. 
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will help convince other host governments to follow suit in pursuing revenue 
transparency.  

In addition to direct reporting of revenues by host governments, a large part of the 
basic strategy of the EITI is to encourage reporting by companies of the payments 
they make to host governments. Such company reporting under the Draft 
Reporting Guidelines essentially is to serve as a check on government figures – 
while recognizing that a host government also receives revenue from the oil sector 
that does not come directly from oil companies (e.g., revenue from oil produced 
by state-owned oil companies or such companies’ shares in joint ventures).21  

The “Draft Reporting Guidelines” provide templates for both government and 
company reporting. They envision that a third party will collect both sets of 
figures, reconcile them and publish them so that they are available to interested 
stakeholders, notably within the host country. The current intention seems to be 
that only an aggregate figure of company payments will be published for each 
country.22 The World Bank announced in December 2003 that it would be willing 
to act as the receiver (and aggregator if need be) of company and government data 
for countries piloting the Draft Reporting Guidelines. The role of the World Bank 
would be “to see that the process happens properly”.23 

In contrast to the mandatory approach favoured by the “Publish What You Pay” 
(PWYP) campaign, which was launched in June 2002 by the NGO Global 
Witness and George Soros’s Open Society Institute,24 the EITI appears to have 
developed a strong preference for voluntary measures, with the idea of field-
testing in order to learn lessons and see which approaches work best. 25  

It is hoped that benefits from transparency will create a demand for it by host 
governments. Several interviewees at the World Bank note that it is very 
important to have at least a few developing-country examples of “good practice” 
in oil revenue transparency in order to provide role models for other interested 
governments, since there are very few countries that one could point to in this 
regard at the moment.26 According to Robert Bacon, potential benefits to host 

                                                
21 This differs from the original purpose that some NGOs such as Global Witness and the Publish What You 

pay Campaign saw for company reporting, i.e., a substitute for, and a means of encouraging demand for, 
government reporting. 

22 Several participants, including the NGO Global Witness, have questioned the rationale of such aggregation, 
especially since Nigeria, the pilot country that appears to be most advanced in its plans related to the 
EITI, is calling for disaggregated company reporting in its pilot programme. 

23 Conversation with Robert Bacon of the WBG’s Oil, Gas, Mining and Chemicals department, 13 November 
2003. 

24 PWYP in turn has drawn heavily from Global Witness’ oil campaign, which has focussed on demanding oil 
companies to publish what they pay to host governments. The Global Witness oil campaign includes the 
groundbreaking reports, A Crude Awakening (1999) and All The Presidents’ Men, (2002). 

25 Some NGOs, questioning the voluntary approach, called for more mandatory arrangements based on the 
reporting templates that the EITI has developed. They also called for “reinforcements of the principles 
through conditionality on export credit agency funding, requirement to disclose on the part of aid 
programmes, building capacity of civil society, mainstreaming of revenue transparency in the policies and 
programmes of the World Bank and IMF; and disaggregated disclosure of company data”.Report of the 
EITI workshop of 11-12 February 2003, para. 36 

26 Meetings with Robert Bacon and with Ian Bannon, World Bank, 13 November 2003. Bannon, recalling an 
example by Paul Collier, noted that new oil states East Timor and Sao Tome, not knowing where to turn 
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government from adopting the Reporting Guidelines (and revenue transparency in 
general) could include the following: 

• Greater respectability for the country in the international community, 
which could be an important incentive for some governments and leaders; 

• The ability for oil and other companies to more easily justify investments 
in the country vis-à-vis their critics;  

• Changes needed to implement transparency are likely to lead to an 
improvement in the business climate in general; 

• Transparency could actually help some governments dampen public 
expectations in cases where publics have an inflated idea of revenues. 

Bacon admits that nobody knows for certain yet the extent to which these benefits 
will actually materialise, though points out that this merely reinforces the need to 
have several countries pilot the Draft Reporting Guidelines in order to 
demonstrate to other potential participating host governments what the benefits 
could be.27 

4.1.1 Roles of various multilateral institutions in the 
EITI  

EITI background papers and conference reports have mentioned several roles that 
will need to be filled in order to implement the Initiative – or at least the piloting 
of the Draft Reporting Guidelines. These notably include the following:  

• Reporting authority for company and country data. 

• Provider of technical assistance to build capacity within host governments 
to pilot the Draft Reporting Guidelines. This “might include revenue 
reporting and management programmes, capacity building technical 
assistance, support for audits and revenue modelling as a tool in forward 
macro-economic planning”.28 

Dfid apparently has also been looking for a multilateral organisation to take on the 
secretariat function of the EITI in its implementation stage.29  

The report of the EITI June 2003 conference notes that “International groups can 
give important political momentum to the initiative”, and the report of the 
workshop of 11-12 February 2003 suggests that the draft Reporting Guidelines 
could be useful to and reinforced by other institutions “in their standard-setting 

                                                                                                                                 
for advice on handling oil revenues, had both initially approached fellow Portuguese-speaking Angola, a 
country not particularly known for its best practice in this regard. 

27 Source: Discussion with Robert Bacon, World Bank, 13 November 2003. 
28 Report of the EITI workshop of 11-12 February 2003, para. 35. See also  para. 47: ”What provisions and 

resources are available to assist countries in their implementation of the compact, either by IFIs or 
donors?” 

29 Meeting with Eddie Rich, Head of Multinational Enterprise Engagement, UK Dfid, London, 28 October 
2003.  
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role, by donors and IFIs in their conditionality, by industry bodies in their 
eligibility criteria.”30 

So far, however, the World Bank appears to be the only multilateral ready to play 
a substantial operational role in the Initiative. It has taken on the important 
reporting-authority and TA roles, though its commitment seems to fall short a 
“secretariat” role, which apparently will remain within UK Dfid for the 
foreseeable future. 

Rashad Kaldany, director of the WBG’s Oil, Gas, Mining and Chemicals 
Department, notes that the specific aspects WBG’s collaboration with the EITI 
remains to be negotiated, though indicated that these could include the following: 

• “A formal initiative within the World Bank Group, funded jointly by the 
Bank and a multi-donor trust fund, to promote the transparency agenda in 
the extractive industries, compile research and lessons of experience, and 
disseminate best practice”; 

• “Pilot programs with several developing nations and companies that are 
willing to pioneer transparency programs”; and 

• “Convening of stakeholders – including governments, industry, industry, 
and civil society – to help raise awareness and define and implement 
viable approaches”.31 

Kaldany notes that the World Bank’s decision to take an active role in the EITI 
was motivated by a number of factors, including the fact that “new research in this 
area has created more momentum in the international community to focus on 
these issues”, and that the Extractive Industries Review (see Annex 2) “has very 
clearly signalled that this is, and will be, a high-priority issue for our stakeholders 
in civil society”. He comments that participation in the EITI “is the next 
evolutionary step in our role as a neutral broker on these complex issues and we 
are prepared to make a long-term commitment”. In the WBG’s press release, 
Kaldany pointed to the experience the WBG had accumulated on these issues in 
recent years, notably through the Chad-Cameroon and Baku-to-Ceyhan pipeline 
projects. 

Regarding participation of other multilaterals in the EITI, the IMF’s statement to 
the June 2003 conference noted that it would continue to assist with technical 
advice on design of the Initiative and be “prepared to seek the resources, within 
our available budget, to be able to give priority attention to countries participating 
in the EITI that seek our assistance”.32 Originally it was thought that the IMF 
might play part of the reporting-authority role, e.g., as the interface with host 
governments, while the World Bank or IFC provided interface with oil 

                                                
30 Report of workshop of 11-12 February 2003, para. 48. (Actually refers to ”voluntary compact approach”, 

though link to draft Reporting Guidelines is implicit.) 
31 ”WBG Endorses Extractive Industries Transparency Initiative”, 9 December 2003, WBG News Release No 

2004/180/S. 
32 Statement by Peter S. Heller, Deputy Director of the Fiscal Affairs Department, IMF 

(http://62.189.42.51/DFIDstage/News/News/files/eiti_draft_report_imf.htm)  
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companies. However, according to a number of sources in the IMF and WBG, the 
IMF has been hesitant about taking on such a major role in the EITI, in part 
because of the financial implications it feels such a commitment could imply. 
Apparently this reluctance has been heavily influenced by the IMF’s recent 
experience with its role in conducting Reviews of the Observance of Standards 
and Codes (ROSC), which ended up placing a far higher demand on IMF 
resources than originally foreseen. 

The G8, in one of the many “Action Plans” from the 2003 Evian Summit 
mentions resource revenue transparency within a broader discussion of anti-
corruption and transparency issues. The section on resource revenue transparency 
(para. 6) notably calls on the IMF or World Bank to take on a reporting-authority 
role, as well as to provide technical assistance to host countries seeking to 
participate in pilot reporting schemes does not mention the EITI or the Draft 
Reporting Guidelines by name.33 

So far the UN does not appear to be taking an active role in the EITI. 
Nevertheless, the report of the EITI’s June 2003 conference notes that among the 
“next steps” are “Consideration of proposals for a global UN General Assembly 
Resolution along the lines developed under the Kimberly Process”. This is also 
repeated in the EITI Guide.34  

The OECD statement did not suggest specific actions that the OECD could play 
within the EITI, but commented that “co-operation should continue, consistent 
with our institutions’ respective functions, mandates and procedures.” The 
statement of the New Partnership for African Development (NEPAD) at the June 
2003 conference noted that it could “contribute to the promotion of an 
African…multistakeholder discussion of the Initiative, with the view of enhancing 
its understanding and accordingly its wider adoption”; and “explore ways and 
means of using the Initiative as an additional source or basis in the work of the 
African Peer Review Mechanism (APRM)”.35  

Thus, besides the interaction that oil companies and multilaterals have had in 
negotiating the EITI’s Principles and Draft Reporting Guidelines, future oil 
company/multilateral co-operation under the EITI is likely to be limited to the 
World Bank’s (still fairly significant) role as recipient, reconciler and publisher of 
payment and revenue data reported by oil companies and host governments. 

4.1.2 Commentary 
Helping oil companies address their critics 
Since pilot programmes are not yet operational, oil company activities within the 
EITI so far have been limited to participation in the two main conferences held in 
2003 and some consultation in drawing up the Draft Reporting Guidelines. It is 

                                                
33 “Fighting Corruption and Improving Transparency – A G8 Action Plan”. 2003 G8 Summit, Evian. 
34 http://62.189.42.51/DFIDstage/News/News/files/eiti_guide_b.htm  
35 Statement by Professor Wiseman Nkuhlu, Chairman of the NEPAD’s Steering Committee, to the EITI 

conference of 17 June 2003. 
(http://62.189.42.51/DFIDstage/News/News/files/eiti_draft_report_nepad.htm)  
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thus perhaps too early to tell whether the EITI has helped the oil companies 
address their critics and given them a license to operate in “difficult” countries.  

Because the EITI brings together a number of different stakeholders, including oil 
companies and NGOs, it potentially provides a forum for oil companies and their 
critics to come to a better understanding of one another’s views. However, at least 
in the short run, differences of opinion on how to proceed seem to have actually 
prompted more criticism of oil companies by some NGOs. For example, the NGO 
Global Witness has publicly criticized oil companies (and the EITI) in several of 
its publications and various other fora for insistence on publishing only an 
aggregated figure for company payments.36 

Since participation of oil companies in a particular country does not really depend 
on the companies themselves but on the decision of the host government to 
implement a pilot scheme – in which participation by oil companies is expected to 
be mandatory – oil companies cannot really take any credit in the face of their 
critics for taking part in such schemes.  

Whether or not the oil company was active or passive, however, the fact that the 
host government agreed to implement a reporting scheme, plus the credibility of 
the scheme due to the “honest broker” role of the World Bank, could at least take 
some pressure off the oil companies and provide them with a more secure license 
to operate in those countries that adopt pilot reporting schemes. 

On the other hand, implementation in one country may raise expectations of 
action in other countries, putting further pressure on other host governments and 
oil companies operating in those other countries. 

Addressing oil companies’ collective action problem 
Mandatory participation by companies in pilot schemes effectively solves 
companies’ collective action problem in the countries where the host government 
has introduced them. However, since host governments introduce such schemes 
on a voluntary basis, the countries where such schemes exist are not likely to be 
the ones where the oil companies face their most difficult collective-action 
challenges. As noted before, however, the hope is that the demonstration effect, 
potential benefits of transparency, and learning from the pilot schemes will 
convince some of the more “difficult” countries to adopt similar reporting 
schemes. 

Increasing leverage of the multilateral 
So far the only multilateral taking an active role in the EITI is the World Bank. 
The World Bank stands ready to play a facilitating role in its capacity as reporting 
authority and to provide technical assistance to governments wishing to 
implement reporting schemes. However, it seems unlikely that the EITI will be 
able to provide the World Bank with increased leverage over host governments, 
since participation is at the initiative of the government.  

                                                
36 For one oil company view, see for example 

http://62.189.42.51/DFIDstage/News/News/files/eiti_draft_report_total.htm For PWYP’s rebuttal, see 
http://www.publishwhatyoupay.org/eiti/  
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In the longer run, demonstrated benefits of transparency could create demand 
among previously reluctant host governments for assistance in implementing a 
reporting regime, potentially increasing the influence of multilaterals providing 
such advice. 
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5 Best practices in Dealing 
with Social Impacts of 
Hydrocarbon Operations 

The World Bank, working with a group of oil companies and NGOs “committed 
to the protection of the environment and mitigation or elimination of any adverse 
social impacts from oil and gas operations”, created a joint research project and 
related website entitled Best Practices in Dealing with the Social Impacts of 
Hydrocarbon Operations.37  

The website describes the project as a “collaborative work in progress”. It notes 
that the purpose “is not to agree on or recommend any specific best practices”, but 
to provide a “starting point to promote broader discussion of the issues and best 
practices”.  

The website is divided into five topics that combine “micro” and “macro” CSR 
agendas: 

• Consultation and participation; 

• Management of government revenues; 

• Governance and human rights; 

• Environmental and social impact mitigation practices; and 

• Private sector social investment. 

Each topic contains four sections: “Best practice”, “Key reference documents”, 
“Your feedback”, and “Archives”. However, completeness of sections varies 
across topics. As of 1 March 2004, generally only an introduction and a list of 
“Key reference documents” were available for each. No sections were available 
under “Management of Government Revenues”.   

                                                
37 Along with the World Bank and IFC, participating oil companies in the “core group” are BP Amoco, 

Chevron, Conoco, ExxonMobil and Shell. Participating NGOs are Conservation International, The 
Council on Economic Priorities, Human Rights Watch, Oxfam, Transparency International and World 
Wildlife Fund. (http://www.worldbank.org/html/fpd/energy/oil&gas/BestPractices/index.html ) 
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5.1.1 Commentary 
Helping oil companies address their critics 
Oil company participation in a joint research project with their NGO critics on 
macro (and micro) CSR issues is potentially a good way for companies to address 
their critics directly on these issues and build up understanding on both sides. Due 
to their prestige and perceived neutrality, multilateral organizations are probably 
uniquely placed to facilitate co-operative projects that bring together oil 
companies and their NGO critics. 

Addressing oil companies’ collective action problem 
While the project does not directly address the collective action problem, it 
provides oil companies and NGOs with a forum for addressing a number of 
macro-CSR issues in a general way that does not directly threaten the interest of 
particular host governments.  

The collective action problem is also somewhat addressed by the fact that 
participation is wide and the authorship of particular aspects of the projects is not 
attributed to an individual participant. As noted already, the convening power of 
the WBG probably helps ensure the wide participation. 

Increasing leverage of the multilateral 
Since the joint research project does not involve host governments, it does not 
offer an opportunity to increase the WBG’s leverage over such governments. 
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6 Voluntary principles on 
Security and Human Rights 

The "Voluntary Principles on Security and Human Rights" is a set of guidelines 
designed to govern the use of foreign security forces by companies in the 
extractive industries.38 It covers the use of both public security services (e.g., local 
police and military) and private security firms. Criticism of oil companies for 
alleged human rights abuses by security forces guarding oil field installations has 
been one of the most important issues related to oil development highlighted by 
NGOs and others over the past decade. For example, Christaian Aid and Amnesty 
International, as well as missions by the UN and Canadian governments, have 
reported numerous allegations of violent human rights abuses committed by 
Sudanese government forces and their allied military units in and around the oil 
producing South of the country, and Human Rights Watch and others have 
documented a number of abuses carried out by government forces in Nigeria’s 
Delta region.39 

An initiative of now-former US Deputy Assistant Secretary for Human Rights 
Bennett Freeman, the Voluntary Principles on Security and Human Rights 
brought together the US State Department and UK Foreign Office to broker a set 
of common standards with the participation of interested US and UK oil and 
mining companies, labour unions and NGOs. The agreement, which was 
negotiated for almost a year, was announced in December 2000.40 Other 
companies and governments have signed on since then, including the Norwegian 
government in 2003. 

According to Freeman, the State Department and the Foreign and Commonwealth 
Office became involved in the negotiations because both governments "shared an 
economic and political stake in ensuring that those companies continue to operate 
in countries such as Nigeria, Indonesia, and Colombia", and because they believed 

                                                
38 A copy of the agreement is available  on the State Department web site at 

www.state.gov/www/global/human_rights. 

 
39 For example, see: Amnesty International. 2000. “Sudan – the Human Price of Oil”; and  Human Rights. 

1999. “The Price of Oil: CSR and Human Rights Violations in Nigeria’s Oil Producing Communities”. 
40 A copy of the agreement is available  on the US State Department web site at 

www.state.gov/www/global/human_rights. 
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that encouraging CSR could help "rebuild the fractured post-Seattle political 
consensus for globalization".  

The negotiators agreed early on that the principles would be voluntary and non-
binding. According to Freeman, "anything else would have been a non-starter for 
both the companies and the governments". The agreement therefore does not 
include verification or reporting procedures. Instead, the participating 
corporations have endeavoured to keep track of and report "credible allegations" 
of human rights abuses by security providers, including host governments, and to 
maintain internal processes to uphold the principles.41 

Originally it was not clear which CSR-related issues the initiative would focus on. 
According to Freeman, "the key was picking the issues […] most amenable to 
agreement […] avoiding the admittedly tougher issues".42 The US State 
Department has noted, however, that the agreement on security issues is "only the 
beginning", and that the negotiating process already begun provides "an important 
foundation for further dialogue between industry and civil society" on other CSR-
related issues.43  

Among other recommendations, the Principles advise companies to ensure that 
their security services (whether provided by the host government, oil company or 
private contractor) "exercise restraint and caution in a manner consistent with 
applicable international guidelines regarding the local use of force, including the 
UN Principles on the Use of Force and Firearms by Law Enforcement Officials 
and the UN Code of Conduct for Law Enforcement Officials, as well as with 
emerging best practices developed by Companies, civil society, and 
governments."  

The Principles also strongly recommend that companies perform systematic risk 
assessments to "examine patterns of violence in areas of Company operations for 
educational, predictive and preventative purposes." The guidelines for such 
assessments recommend that companies seek to identify the root causes of local 
conflicts and examine the human rights record of public security forces. 

According to Freeman, "since the principles were first announced, agreement has 
been reached to invite in to the process the half-dozen other companies that have 
expressed an interest, laying the basis for a global standard". He also notes that the 
negotiations to develop the principles may serve as a "useful precedent as the old 
diplomacy of governments pushes into the still-virgin terrain of the diplomacy of 
globalization". Nevertheless, he admits that the commitment of the participants to 
the agreed principles on security so far "remains untested".44 

The "Security Concept" of the Baku-to-Ceyhan pipeline project, available on the 
BTC consortium's website, makes a specific reference to the Voluntary Principles 

                                                
41 Koh, December 2000, and Peter Behr, "Companies Sign Pact on Human Rights", Washington Post Online, 

21 December 2000 (http://washintonpost.com/wp-dyn/articles/A34540-2000Dec20.html).  
42 Bennet Freeman, "Drilling for Common Ground", Foreign Policy, July/August 2001. 
43 Remarks by Assistant Secretary of State for Democracy, Human Rights and Labor Harold Hongju Koh, 20 

December 2000 (www.state.gov/www/policy_remarks/2000/) . 
44 Freeman. 
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on Security and Human Rights and includes a number of points that appear to 
have been influenced by them, e.g.,  

• "The security of the community, the most basic of human rights, will be 
recognised as being of equal importance to the security of those working on 
the project." 

• "The project will record and report human rights allegations from the 
community and influence as much as possible the ethical behaviour of local 
forces." 

• "Security performance will be periodically audited by external assessors, 
including non-security professionals." 

6.1.1 Commentary 
Helping oil companies address their critics 
Given the high level of coverage that human rights abuses by security forces 
guarding oil installations have attracted from NGOs and the media, endorsement 
of an initiative to address this issue is probably likely to increase a company’s 
effective license to operate vis-à-vis its critics. However, since a major criticism 
of the Voluntary Principles has been the discretion left to oil companies in 
reporting and following up incidents, implementation of credible mechanisms for 
doing so is likely to be one way to enhance NGO acceptance of oil company 
operations in particular cases. 

While some NGOs have criticized the voluntary nature of the Principles, NGO 
participation in their negotiation probably helped increase the understanding 
between oil companies and their critics on these issues. As noted already for 
several other initiatives, the multilateral government aspect of the Voluntary 
Principles probably helped facilitate this partnership between the oil companies 
and their NGOs critics.  

Addressing oil companies’ collective action problem 
Success in negotiating the Voluntary Principles on Security and Human Rights is 
arguably due in part to the fact that the issue of oil installation security, while 
extremely important, is not likely to be a “deal breaker” between a company and 
host government. Nevertheless, it is important to start co-ordination modestly on 
issues that are easiest to gain agreement on. This may help build experience that 
could be useful in co-ordinating company policies in more difficult areas. 

Increasing leverage of the multilateral 
While the Voluntary Principles, as the initiative of a number of governments, is 
arguably a “multilateral institution”, it is not one that engages with or seeks 
leverage over host governments directly. Rather, it is more of a co-operative 
organisation that expresses the common views of its participants.  

The Voluntary Principles are not likely to help increase the leverage of the IFIs or 
other multilaterals either. Instead, several IFIs such as the IFC have discussed 
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using endorsement of the Voluntary Principles as a condition for their 
involvement in projects.  



— ECON Analysis — 
Towards enhanced CSR impact?   

 28 

7 Advantages and limitations 
of co-operation 

The following section draws out the main lessons from the co-operation case 
studies presented in Chapters 2 - 6. 

7.1 Helping oil companies address their 
critics 

7.1.1 Double-edged sword? 
The type of co-operation between multilaterals and oil companies under most 
scrutiny at the moment is probably the small number of large oil development and 
transport projects such as Chad-Cameroon and BTC. Some commentators have 
suggested that the oil companies cynically sought the involvement of the 
international financial institutions (IFIs) on these projects in order to deflect the 
critical attention of non-governmental organisations (NGOs). As Marina Ottaway 
noted in a 2001 article in Foreign Policy, “Although the [World Bank] loans 
covered a mere 5 percent of the [total project] cost, the bank provided invaluable 
political benefits by diverting the ire of the NGOs from Exxon onto itself.” 
According to this view, whether or not the agreement between Chad and the 
World Bank to manage oil revenues actually works, “it is working for 
ExxonMobil, because the World Bank now finds itself in the hot seat, bearing the 
brunt of criticism if the money is diverted or the system fails”.45 The assumption 
is that the NGOs and other critics view the IFIs as targets that are both more 
mediatic and subject to their influence than the oil companies are. 

Any oil companies that actually viewed things that way may now see the 
associative benefits of multilaterals as more of a double-edged sword. While 
involvement of multilaterals in the Chad-Cameroon project may have deflected 
some negative attention from the companies as Ottaway suggests, it also may 
have attracted more critical attention to the project than otherwise would have 
been the case. The degree to which future projects involving co-operation between 
multilaterals and oil companies attract more negative than positive attention will 
probably depend on the perceived success of the Chad-Cameroon and BTC 
projects in actually addressing the macro (and micro) CSR agenda.  

                                                
45 Ottaway, Marina. “Reluctant Missionaries”. Foreign Policy. July/August 2001. 
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Related to this, there is anecdotal evidence that increased pressure from NGOs 
and other stakeholders on the IFIs may be resulting in the latter increasing the 
conditions they impose on the oil companies, to the extent that such conditions are 
becoming significant for the private sector investors. For example, as mentioned 
earlier, we have heard some comments in the oil industry that the environmental 
and social consultation and compensation programmes that the oil companies 
were required to implement in connection with the Chad-Cameroon and Baku-
Tbilisi-Ceyhan (BTC) pipeline projects turned out to be more expensive and 
complicated than the oil companies originally had expected. (NGO criticism of 
the project is aimed as much at its local environmental and social effects as at its 
potential “macro” effects.)  

Depending on how things turn out with these high-profile projects, oil companies 
could think twice about the cost of using co-operation with a multilateral to secure 
their “license to operate”, or at least turn up in negotiations with multilaterals and 
host governments with tougher bargaining stands than before. This brings 
challenges, then, not least for NGOs that until now has seen these multi-
stakeholder processes as effective lobbying targets. 

7.1.2 Facilitating co-operation and dialogue between 
oil companies and their critics 

Projects involving co-operation between multilaterals and oil companies that 
appear to have a good chance of increasing understanding between companies and 
their critics are those that also involve the participation of these critics. Such 
tripartite co-operation has occurred under the discussion and negotiation phases of 
the Chad-Cameroon project, the EITI, in joint research projects such as the World 
Bank’s “Best Practices in Dealing with Social Impacts of Hydrocarbon 
Operations”, and in the Voluntary Principles on Security and Human Rights. The 
convening power and perceived neutrality of multilateral organizations probably 
plays an important role in making such co-operation between oil companies and 
their critics possible.  

7.2 Addressing oil companies’ collective 
action problems 

7.2.1 Lack of collective action problem facilitating co-
operation instead of vice-versa 

There appear to be few cases so far where co-operation  between multilaterals and 
oil companies helps the latter’s collective action problem. 

While participation with the WBG and IMF appears to have facilitated the ability 
of consortium companies to invest in Chad, this partnership arguably does not 
help address a collective action problem. Because of Chad’s long-running 
political problems, isolated geographic location and lack of export infrastructure, 
the host government had few alternative suitors. If anything, it was the lack of a 
collective action problem in Chad that facilitated co-operation between the 
multilaterals and the oil companies rather than the other way around. 



— ECON Analysis — 
Towards enhanced CSR impact?   

 30 

Moreover, by developing an export pipeline and other infrastructure for 
landlocked Chad, co-operation between the WBG and the consortium appears to 
have made Chad more attractive to other oil company suitors. It’s very success (at 
least in developing the oil sector) therefore may have ended up increasing 
collective action problems for the future, especially since revenue flows from new 
projects probably will not be subject to the same strict regulations imposed by the 
World Bank for the Chad-Cameroon project. 

7.2.2 Starting small 
The EITI gets mixed reviews for addressing the collective action problem. While 
participation in pilot programmes for reporting payments and revenues are 
voluntary for the host government, once a government decides to implement a 
pilot programme, participation by companies in that country presumably will be 
mandatory. This effectively solves companies’ collective action problem in the 
countries where the host government has introduced a pilot programme. Since 
participating host governments are self-selected, however, the countries that 
implement such schemes are not likely to be the ones where the oil companies 
face their most difficult challenges to collective action. 

While joint research projects involving oil companies and multilaterals (and 
sometimes NGOs and other stakeholders) may not directly attack the collective 
action problem, they can at least provide a forum for addressing a number of 
macro-CSR issues in a way that does not directly threaten the interest of particular 
host governments. Moreover, the extent to which authorship is attributed to the 
group as a whole (and to which and membership in the group is wide) also 
probably helps address such concerns. The convening power of the multilateral is 
likely to be a key factor in ensuring wide participation. 

Success in negotiating the Voluntary Principles on Security and Human Rights 
among a number of oil companies, “home” governments, NGOs and other 
stakeholders is arguably due in part to the fact that oil installation security, while 
extremely important, is not likely to be a “deal breaker” between a company and 
host government, i.e., it is a relatively minor aspect of the collective action 
problem. Nevertheless, it is probably important to start co-ordination modestly on 
issues that are easiest to gain agreement on and less likely to be controversial, 
since this helps build experience that should be useful in co-ordinating policies in 
other areas of the macro-CSR agenda. Once again, the convening power of multi-
government involvement probably played an important catalytic role in such co-
ordination. 

7.3 Increasing the leverage of the 
multilateral 

Chad may be unique 
The EIR team visiting Chad concluded that, “Without WBG intervention this 
project would have had difficulty taking place, a reality that gave the WBG 
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significant leverage when negotiating its participation”.46 As Ian Gary and Terry 
Lynn Karl note, however, “very special circumstances led to the Chad-Cameroon 
project, and it is unlikely they will be replicated”.47 This is because in most 
countries a host government is likely to have multiple suitors to develop its oil 
reserves and thus be in a position to reject offers that involve too many 
inconvenient conditions. Chad’s unique combination of civil strife and geographic 
isolation may have made it unusually subject to the leverage of a co-ordinated 
approach by companies and multilateral institutions. 

On the other hand, increased attention on CSR issues by NGOs and other critics 
could conceivably raise the bar for acceptable governance conditions that (major) 
oil companies would be able to tolerate, effectively expanding the number of 
countries where companies require the “comfort” of partnership with 
multilaterals. 

7.3.1 Small window of opportunity and different 
timetables 

Even if the multilateral is able to play a catalytic role at the beginning, once oil 
revenues begin to flow, the leverage of all outside parties is likely to decline, 
whether they are in partnership or not. There is thus a small window of 
opportunity in any host country – between the time that oil is discovered and the 
time that oil revenues begin to flow – when the host government is likely to be 
most receptive to technical assistance. The question is whether this window is 
large enough to introduce and nurture institutions that will be able to withstand 
pressures to decrease transparency and ignore the urgent need to turn relatively 
short-term oil wealth into long-term benefits for the country.48 

Another window for technical assistance may open in periods when the host 
country is facing low oil prices, declining oil production, and/or large amount of 
oil-backed debt that it (perhaps only temporarily) has difficulty repaying. 
Variations on this theme are what apparently prompted Angola and Cameroon to 
approach the IMF for assistance in the late 1990s. However, by the time this 
second window opens, much of the oil wealth is likely to have been squandered 
and bad habits entrenched. Moreover, experience in Angola seems to indicate that 
interest in good governance wanes again once oil prices pick up. 

A factor making the first window even smaller in practice with respect to co-
operation between multilaterals and oil companies may be the need for the latter 
to pursue oil field developments more quickly than the former are able to help 
implement needed institutional reforms. Even in Chad, where the World Bank and 
IMF arguably have had greater leverage than they are likely to get in most future 
projects, the multilaterals apparently have been severely limited in their ability to 
control the timetable of reforms by the need to maintain the interest of their 

                                                
46 EIR. 2003. “Visit to the Chad Cameroon Oil Pipeline Project” (draft report, February 2003). Extractive 

Industries Review. 
47 Gary and Karl, p. 74. 
48 For a discussion of the dynamics that undermine good governance in oil-rich developing countries, see 

Annex 1. 
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private sector and government partners. In practice, this has meant practically 
racing to implement long-term institutional reforms to keep pace with field and 
pipeline developments.  

According to Catholic Relief Services (CRS), many NGOs had requested a 
moratorium on oil development in Chad in order to have more time to build up the 
capacity of local communities and the central government to deal with oil 
revenues and other expected changes related to oil development. However, a 
World Bank representative “argued that the project would not have gone through 
pending a further waiting period”. CRS also quotes Jerome Chevalier, World 
Bank oil project manager in Chad, as saying, “Once a decision is made, the 
private partner wants to move as quickly as possible and get income early. It is 
better for Chad to have oil build gradually, but that’s not real life”.49  

This “reality” may have some implications for the EIR recommendation to 
sequence assistance so that institutional and governance reform (where necessary) 
always precede assistance to facilitate oil sector investment. The EIR suggests 
several “governance criteria” that countries would have to meet before the WBG 
would be allowed to promote investment in their oil sectors. (See Annex 2.) Until 
a country met these criteria, the WBG would only be able to offer assistance 
aimed at helping the government fulfil them. In practice, however, the need to 
maintain the interest of the oil companies (in part to make the “carrot” of eventual 
foreign investment more concrete for the host government) may undermine the 
resolve of the multilateral to ensure that governance criteria are fully met before 
proceeding to investment promotion. 

WBG and IMF experience in Chad, and IFC experience in the BTC project, 
indicate there may also be a similar institutional problem within multilaterals: 
Once an IFI has approved a project, it may become difficult to withdraw its 
support. In effect, IFIs may be "captured" by their projects and forced to defend 
them against critics. The EIR has suggested that one way to avoid this potential 
institutional problem could be to tie staff rewards more closely to fulfilment of 
development conditions instead of to loan disbursement. Instalment of an 
"independent panel of experts” to oversee the development impact of a project 
may also help mitigate the danger of “capture”. For example, the International 
Advisory Council for the Chad-Cameroon project appears to compensate for some 
of the institutional inhibitions the WBG may face in criticising its own project 
when the results are contrary to the WBG’s development goals.  

7.3.2 Creating host-government demand for 
transparency 

The World Bank is so far the only multilateral taking an active role in the EITI 
pilot projects to implement the Draft Reporting Guidelines. The World Bank 
stands ready to play a facilitating role in its capacity as reporting authority and to 
provide technical assistance to governments wishing to implement pilot reporting 
schemes. However, it seems unlikely that participation with oil companies under 
the EITI will be able to provide the World Bank with increased leverage over host 

                                                
49 Gary and Karl, p. 66. 
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governments piloting the scheme, since, as noted already, participation is at the 
initiative of the government.  

Nevertheless, the World Bank and other actors are hoping that the demonstration 
effect of participation benefits will cause other governments to demand (or at least 
be more open to) participation in the EITI, as well as the technical assistance the 
World Bank stands ready to provide to interested host governments to facilitate 
their participation. 

According to Robert Bacon of the World Bank Group’s Oil, Gas, Mining and 
Chemicals Department, potential benefits to host government adopting the 
Reporting Guidelines (and revenue transparency in general) could include the 
following: 

• Greater respectability in the international community; 

• The ability for oil and other companies to more easily justify investments 
in the country vis-à-vis their critics;  

• A general improvement in the business climate and inward investment due 
to changes that are also required for implementing transparency; and 

• Dampened public expectations in cases where there is an inflated notion of 
the size of revenues. 

While nobody yet knows for certain the extent to which any of these benefits will 
actually materialise, this arguably reinforces the need to have several countries 
pilot the Draft Reporting Guidelines in order to demonstrate to other potential 
participating host governments what the benefits could be.50  

Ironically, the voluntary nature of the EITI may eventually strengthen the 
influence of multilaterals supplying technical assistance if pilot programmes end 
up creating a demand for it. To the extent that the EITI becomes demand-driven 
by host governments, however, the need for active co-ordination between oil 
companies and multilaterals within it will probably be reduced. 

7.3.3 EIR recommendation to phase out WBG 
investments in oil projects 

Perhaps the most controversial EIR recommendation is that the WBG should 
"phase out investments in oil production by 2008, the year of the first commitment 
period under the Kyoto Protocol" and devote its attention and resources in the 
energy sector to promoting clean and renewable energy, energy efficiency and 
reducing greenhouse gas emissions (EIR, vol. I, p. 65). In the interim period, 
"investments in oil should be exceptional, limited only to poor countries with few 
alternatives. Meanwhile, the WBG should build local capacities of developing 
countries to help them negotiate better deals from foreign companies, with the 
funds used for poverty alleviation through sustainable development" (EIR vol. I, 
p. 65). 

                                                
50 Source: Discussion with Robert Bacon, World Bank, 13 November 2003. 
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A number of critics, including oil company representatives have found this final 
recommendation to be rather odd, with limited connection to the conclusions and 
the other recommendations. A letter to the EIR by oil industry representatives 
noted that this recommendation "makes it difficult to support the report broadly 
and many of the good things in it".  It warns that a WBG recommendation to 
move out of oil by 1998 "would be perceived by many external observers as a 
'seal of disapproval' for oil development in general. If implemented it would 
threaten the industry's 'social license to operate'. As such it could likely add 
significantly to the cost of borrowing by entities, including governments engaged 
in oil development and would be seen by many as reason for not investing in oil 
stocks for ethical reasons". The oil industry letter suggests that this 
recommendation may be motivated mostly by environmental and climate 
considerations, given the reference to Kyoto in justifying 2008 as a cut-off year 
for oil sector investments.51 

If the recommendation for the WBG to phase out investments in oil production by 
2008 applies only to IBRD/IDA direct investments in E&P projects, the 
recommendation may not actually be very radical, since this part of the WBG has 
been lowering direct investments in oil production anyway. While the prohibition 
presumably doesn't apply to building government capacity to handle oil revenues, 
it is not clear if it is intended to prohibit IFC and MIGA assistance to private 
sector oil and gas investors even after the government meets specific "minimum 
core and sectoral governance criteria". If so, this could reduce the "carrots" for 
host governments to work with the WBG on governance reforms to improve 
ability to handle the possible negative effects of oil and gas sector investments.  

Because key donor members of the World Bank Group also play key roles in 
other multilaterals dealing with the macro-CSR agenda, World Bank Group 
policies in this regard are likely to influence the policies of multilaterals beyond 
the WBG.  

While the majors could certainly invest in most countries without the IFIs, there 
do appear to be at least a few “difficult” countries where they are not likely to 
invest without the political comfort that an IFI provides. Moreover, in the cases of 
some smaller private companies, IFI financing could also make a critical financial 
difference. A recommendation to phase out investments in oil project may thus 
cede the playing field in countries that are least able to handle oil revenues to 
companies that are least concerned about whether such revenues lead to economic 
and social development. 

It may be that the authors of the EIR included this rather odd recommendation in 
order to buy the support of the Bank’s more extreme critics for the other, less 
“radical” recommendations, knowing that the Bank would only be able to accept 
the latter. 

                                                
51 Signed by Norsk Hydro, Shell, BP, and the International Association of Oil and Gas Producers (OGP). 

http://www.eireview.org/EIR/eirhome.nsf/(DocLibrary)/9EBD66B20CCC11F885256E0B0025305C/$FI
LE/Company%20reactions%20to%20EIR%20report%20(Lisbon).doc  
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7.4 Tentative conclusions 
Multilateral work with host governments to enhance the effective use of oil 
revenues will benefit oil companies whether or not oil companies are associated 
with such projects directly. Such work take on many forms and includes the more 
general concept of (softer or harder) conditionality on country macro-economic 
and governance performance. Oil companies have an interest in seeing such 
assistance succeeding, not least so that it can enhance the benefits that their oil 
development projects provide to the host country.  

To what extent co-operation between oil companies and multilaterals actually 
enhances the ability of both to address the macro-CSR agenda is still not clear. 
However, the limited number of cases so far point to a number of merits and 
limitations in this regard. 

There is probably a long way to go in order for such co-operation to actually 
wield significant pressure on resource curse issues, however, the projects 
examined by this paper appear to represent a valuable start. 

7.4.1 Merits of co-operation 
Co-operation between multilaterals and oil companies on a number of relatively 
less controversial issues in the macro-CSR agenda may have helped develop a 
basis on which more substantial co-ordination of companies’ policies could be 
pursued, thus helping to address the collective action problem to some extent.  

The convening power of multilaterals (and institutions with multi-government 
involvement) has probably been instrumental in bringing together oil companies 
and their NGO critics in a number of cases, thus helping increasing oil companies’ 
license to operate. 

It is also important to keep in mind that many projects addressing macro-CSR 
issues are also addressing more traditional micro-CSR issues as well, and that an 
overall judgement of their success should take these other goals into account. 

7.4.2 Limits of co-operation 
Whether or not the multilaterals and oil companies co-operate, there will probably 
always be only a small “window of opportunity” before the host government 
begins receiving its revenues when it is most subject to the “good governance” 
message. Unfortunately, the different timetables of oil companies and 
multilaterals may mean that co-operation does not do much to affect the size of 
this window. A priority should be finding a way for such co-operation to make the 
window of opportunity wider. 

The most significant example of co-operation, the Chad-Cameroon project, may 
have been made possible by unique circumstances. It is thus not clear to what 
extent it will actually be possible to apply its lessons to other projects. Related to 
this, projects such as Chad-Cameroon and BTC may have been facilitated by the 
absence of a collective-action problem instead of helping to solve one. 
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While co-operation between multilaterals and oil companies may have helped 
deflect the ire of NGOs and other critics to the former, such co-operation appears 
to have led to greater overall critical attention to the relevant projects. Moreover, 
critics’ pressure on the IFIs appears to have resulted in increasingly costly 
conditions that IFIs impose on the oil companies in return for their co-operation. 
(In this respect, such co-operation has arguably often been successful in 
promoting micro CSR.) 

Calls by the EIR and other critics for the World Bank Group (and other IFIs by 
implication) to stop financing oil and gas projects ultimately could limit the ability 
of these institutions to be involved in a meaningful way in future projects with oil 
companies in developing countries. 

The more demanding it becomes to get the company’s license to operate in a 
given country, the more the scope for co-operation between multilaterals and oil 
companies probably increases. Looking to the future, if the overall pressure on 
host governments and oil companies to address macro-CSR issues intensifies, this 
may raise the bar of acceptable governance in host countries, effectively 
increasing the number of countries in which the “comfort” of co-operation is 
desirable. 
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Annex 1: Dynamics behind the 
“macro” CSR agenda 
The following section is provided as background. It reviews why managing oil 
wealth is a complex task for which most host governments are not well prepared. 
It helps explain some of the main reasons that revenues from oil projects usually 
do not lead to economic and social development and even retard such 
development. Addressing these dynamics is the macro-CSR agenda.  

Dutch disease 
The basic challenge for oil-rich developing countries is to use the riches of a 
temporary oil boom to promote the sustainable development of other sectors, so 
that the economy (and society) is better off by the time the oil boom is over. 
Unfortunately, the effects of the “Dutch disease” historically have helped make 
the economies of most developing countries worse off. 

 “Dutch disease” has become the collective term for a number of negative 
economic phenomena that make it difficult for the host government to promote 
economically sustainable development in the non-oil parts of the economy. The 
term was first used to describe the negative effects that development of the 
Netherlands' large gas reserves had on other sectors of the Dutch economy in the 
1960s and 1970s.  

The main phenomenon is the "spending effect", which occurs if the government 
significantly increases spending within the country – which governments typically 
have done after receiving large oil revenues. Increased spending causes the value 
of the local currency to rise, punishing local producers of tradable goods on both 
foreign and domestic markets.  

The other main phenomenon is the “resource movement” effect, which occurs 
when increased demand for inputs used by the booming sector raises the price of 
these inputs for other sectors. (However, this aspect of the Dutch disease often is 
not very prominent in developing countries, since oil development there tends to 
be an enclave sector that produces relatively few local jobs and imports much of 
its required equipment.) 

In developed countries, Dutch disease usually punishes the manufacturing sector. 
In developing countries that do not have a well-developed manufacturing base, 
Dutch disease typically harms other important export sectors, such as agriculture. 
Moreover, it can hinder the development of a manufacturing industry – or at least 
one that is able to survive without subsidies.  

The need to concentrate spending on investments in the non-oil 
sectors 
Since a large increase in expenditures can fuel Dutch disease, it is important to 
limit government expenditures to those that are effectively investments to help 
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develop the non-oil parts of the economy in a sustainable way. Unfortunately, 
governments often lack knowledge about what sort of expenditures are best in this 
regard, while falling under increasing pressure to make expenditures that are 
counterproductive (see below). 

Making investments in other sectors requires a long-term approach. At the same 
time, large oil wealth creates a strong temptation for the government to lose 
interest in other economic sectors. This is because oil revenues tend to be so large 
and relatively easy to collect, that paying attention to the other sectors hardly 
seems worth the government’s effort in terms of the additional taxes it is likely to 
receive from them – at least while the oil boom is still in progress. 

The need to sterilise revenues 
Overall, government will need to limit total expenditures to the absorptive 
capacity of the economy (which underlines the point that any government 
expenditures will need to be well-targeted). Ideally, the government should 
“sterilise” and save much of its oil revenues in the form of foreign currency. 
Otherwise, converting the revenues into the local currency would cause the 
exchange rate to appreciate. Many governments have used a special fund to help 
them save, manage revenue volatility and/or prevent reserves from increasing the 
exchange rate. However, some critics argue that such funds potentially create 
more problems than they solve if fundamental budget transparency issues are not 
addressed first.  

Pressure to subsidise 
There will usually be strong demands on the newly oil-rich government to benefit 
particular interests, typically in the form of subsidies. The increased spending 
represented by the subsidies helps lead to Dutch disease while typically doing 
little to help the non-oil parts of the economy develop in a way that will allow 
them to flourish after an eventual downturn in oil revenues. 

Moreover, subsidised industries usually develop into powerful vested interests 
that make it difficult for the government to discontinue such subsidies once the oil 
boom is over – forcing it to continue payments even when it can no longer afford 
them.  

 

Temptation to spend on “white elephants” 
Government officials also typically face the temptation to use oil revenues for 
prestige projects that temporarily increase the popularity of the government but do 
not have any long-term benefits for the economy.  

Large revenues can cause the government to develop a false sense of economic 
security. This makes it seem less urgent to perform in-depth analyses of project 
costs, notably recurrent costs such as maintenance, and the opportunity costs of 
spending the money on something else.  
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Many countries are littered with large airports, refineries, factories and hospitals 
that now stand empty, have fallen into disrepair or continue to act as a drain on 
the treasury. Besides being a waste of resources, a large number of “white 
elephants” can also result in a non-productive “resource movement” effect of 
labour and other inputs into government construction projects, raising the costs of 
these inputs to other sectors. 

Revenue volatility 
Historically, many oil-rich governments have fallen into a "trap" of unsustainable 
expenditures that become politically difficult to limit when the oil price falls. In 
order to maintain the new high levels of expenditure in years of low oil prices (or 
eventual declining production), governments have often resorted to borrowing 
money abroad, effectively mortgaging future oil revenues. The problem is 
compounded if the large spending programme mostly consists of subsidies for 
particular interest groups and is not directed at developing the non-oil part of the 
economy in a sustainable way.  

Temptation for corruption 
In the non-transparent budget environments typical to many developing countries, 
large oil revenues usually create strong incentives for corruption and the diversion 
of revenues for private use. The temptation for corruption is likely to increase in 
proportion to the size of revenues involved and the lack of transparency of such 
payments. Moreover, the larger the payments, the stronger the resistance to 
increasing transparency is likely to become. 

Increase of security and military spending 
Many resource-rich governments have experienced a temptation to use oil 
revenues to increase expenditure for military and security forces. One reason for 
this is that oil projects can become a target for armed groups that seek to benefit 
financially from the sector. A related problem is that a government elite may be 
tempted to avoid sharing the wealth with the rest of society and resort to force to 
protect its exclusive access to oil revenues. Similarly, the government may be 
tempted to undermine the democratic process if it feels that it will be voted out of 
power and deprived of its access to the revenues.  

Once started, such actions may be mutually reinforcing: Discontent among groups 
that feel the government is denying them a share in the oil wealth may tempt a 
government elite to spend more on its own security and curb democratic 
processes. Repression and restrictions on democratic ways to express 
dissatisfaction may lead to a spiralling cycle of protest, repression and violence. 

The case for outside assistance 
In summary, the arrival of oil revenues tends to create strong pressures on the 
government to behave in ways that undermine possibilities for these revenues to 
be used for the economic and social development of the country. The larger the 
revenues, the stronger such pressures appear to be.  
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Outside pressure may help to counter some of these internal ones. However, 
outside intervention will almost always be controversial because of national 
sovereignty concerns. Assistance or pressure from oil companies or their “home” 
governments may be especially controversial because of perceived vested 
interests.  
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Annex 2: The Extractive Industries 
Review 
Responding to criticism in the NGO community that results of WBG activities in 
the extractive industries were not consistent with the Bank's goals of alleviating 
poverty, WBG President James Wolfensohn announced at the Bank’s 2000 
Annual Meeting in Prague that the WBG would review its activities in the oil, gas 
and mining sector. This resulted the following year in the launch of the Extractive 
Industries Review (EIR), a two-year independent investigation led by Dr. Emil 
Salim, former Environment Minister of Indonesia, as the Eminent Person.52 A 
precedent for this type of independent investigation was the World Commission 
on Dams, which had been commissioned by the Bank and The World 
Conservation Union in 1998 after similar concerns about the environmental and 
social impacts of large dam building projects in which the WBG had been 
involved.53  

The EIR notes that it sought to answer the following "fundamental question": Can 
extractive industries be a vehicle for poverty alleviation through sustainable 
development, and if so, is there a role for the World Bank Group to play to 
achieve this aim?"  

The Bank also commissioned two ”internal” review activities in parallel to the 
EIR: a joint investigation by the evaluations departments of the different WBG 
bodies (”The Extractive Industries Evaluation”), and a review by the WBG's 
Compliance Adviser/Ombudsman of how sustainability issues had been dealt with 
in recent IFC and MIGA extractive industries projects (”Extracting Comparative 
Advantage?”).54 The EIR drew on both these exercises as well as its own project 
reviews and stakeholder interviews in making its report. 

The EIR delivered its final report in November 2003. The World Bank Group 
management originally was given three months (i.e., until the end of February 
2004) to respond. However, as of the writing of ECON’s report, the Bank has 
delayed its response until later in the year. 

The EIR covers the upstream "extractive industries", including mining. It 
examines environmental, social and economic impacts, national as well as 
regional and local.  

The EIR's main conclusion with regard to country-wide economic and governance 
impacts of the WBG’s oil and gas sector activities (i.e., the “macro” CSR agenda) 

                                                
52 Web site for EIR: http://www.eireview.org/eir/eirhome.nsf/englishmainpage/about?Opendocument  
53 Web site for World Commission on Dams: http://www.dams.org/  
54 Web site for the Extractive Industries Evaluation: http://www2.ifc.org/test/oegext/EIEvaluation/ . Web site 

for the CAO evaluation: http://www.cao-
ombudsman.org/ev.php?URL_ID=1827&URL_DO=DO_TOPIC&URL_SECTION=201&reload=10765
81945  Although these other reviews were "internal", it should be noted that the operations evaluation 
units in the various WBG organisations are designed to be independent of Bank operations. 
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seems to be that the WBG has been highly successful in helping host governments 
develop the framework conditions for attracting foreign investment, but has 
underestimated the amount of effort that should also be devoted to ensuring 
framework conditions for managing the potential negative economic, social and 
environmental impacts of the resulting (private-sector) investment projects. It also 
notes that the WBG's own investigations reveal that "documentation and reporting 
on economic benefits [of projects in the extractive industries] have been limited in 
terms of the contribution to poverty alleviation" (EIR vol. I, p.10).  

The EIR concludes that "there is still a role for the World Bank Group in the oil, 
gas, and mining sectors – but only if its interventions allow extractive industries 
to contribute to poverty alleviation through sustainable development. And that 
can only happen when the right conditions are in place…Where they are not in 
place, the WBG’s interventions should not promote an expansion of these sectors, 
although they can certainly influence and promote the right conditions” (EIR vol. 
I, p. 45).  

Tailoring and sequencing 
The EIR calls for tailoring assistance programmes to individual country 
circumstances based on factors including governance capabilities and the expected 
size of revenues. It also places strong emphasis on sequencing WBG activities, 
recommending that reforms to the governance framework proceed those to 
promote investment in the sector. 

The review lists three rather general "enabling conditions" under which WBG 
promotion of expansion in the extractive industries is likely to lead to poverty 
alleviation:  

1. Pro-poor public and corporate governance,  

2. more effective social and environmental policies, and  

3. respect for human rights.  

The “enabling conditions” are the basis for suggested "minimum core and sectoral 
governance criteria" that should be used for deciding whether the WBG should 
invest in a particular country’s extractive sector in anything other than capacity 
building to promote the enabling conditions. The suggested criteria include: 

• Government capacity and willingness to publish and manage revenues 
transparently and willingness to allow independent audits of its receipts from 
the extractive sectors; 

• Government capacity to maintain macroeconomic stability and to promote 
sustainable development through economic diversification; 

• Government capacity to handle various social and environmental effects; and 

• "The absence of armed conflict or of a high risk of such conflict". (EIR vol. I, 
pp. 45-46) 
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As long as a government does not meet these criteria, the EIR suggests 
concentrating WBG assistance in the sector on a number of "building blocks of 
governance required for extractive industries". This includes assistance to 

• Promote transparency in revenue flows and in documentation (e.g., PSA 
terms), including partnering with the EITI; and 

• Develop capacity to manage revenues responsibly and to manage fluctuating 
revenues, e.g., assistance with revenue funds (EIR vol. I, pp. 47-48).  

EIR recommended reforms to WBG 
The EIR also suggests several "serious reforms" needed within the WBG to help it 
promote the enabling conditions. These include improvements in Safeguard 
Policies, increased co-ordination across WBG organisations and a change in staff 
incentives to emphasise fulfilment of Safeguard Policies instead of loan 
disbursement.  

EIR recommendations place particular emphasis on co-ordination through 
Country Assistance Strategies (CAS), which should "clearly outline what 
governments need to do to assure that the conditions are in place for the extractive 
industries to lead to poverty alleviation and sustainable development". It 
recommends that the CAS discuss such issues even if WBG involvement in the 
sector is not foreseen, with discussion triggered by specific indicators such as a 
particular percentage of export or government earnings from the sector.  (EIR vol. 
I, pp. 62-63). 

Recommendation to phase out WBG 
investments in oil production 
Perhaps the most controversial EIR recommendation is that the WBG should 
"phase out investments in oil production by 2008, the year of the first commitment 
period under the Kyoto Protocol" and devote its attention and resources in the 
energy sector to promoting clean and renewable energy, energy efficiency and 
reducing greenhouse gas emissions (EIR, vol. I, p. 65). In the interim period, 
"investments in oil should be exceptional, limited only to poor countries with few 
alternatives. Meanwhile, the WBG should build local capacities of developing 
countries to help them negotiate better deals from foreign companies, with the 
funds used for poverty alleviation through sustainable development" (EIR vol. I, 
p. 65). 

A number of critics, including oil company representatives have found this final 
recommendation to be rather odd, with limited connection to the conclusions and 
the other recommendations. A letter to the EIR by oil industry representatives 
noted that this recommendation "makes it difficult to support the report broadly 
and many of the good things in it".  It warns that a WBG recommendation to 
move out of oil by 1998 "would be perceived by many external observers as a 
'seal of disapproval' for oil development in general. If implemented it would 
threaten the industry's 'social license to operate'. As such it could likely add 
significantly to the cost of borrowing by entities, including governments engaged 
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in oil development and would be seen by many as reason for not investing in oil 
stocks for ethical reasons". The oil industry letter suggests that this 
recommendation may be motivated mostly by environmental and climate 
considerations, given the reference to Kyoto in justifying 2008 as a cut-off year 
for oil sector investments.55 

It may be that the authors of the EIR included this rather odd recommendation in 
order to buy the support of the Bank’s more extreme critics for the other, less 
“radical” recommendations, knowing that the Bank would only be able to accept 
the latter. 

 

                                                
55 Signed by Norsk Hydro, Shell, BP, and the International Association of Oil and Gas Producers (OGP). 

http://www.eireview.org/EIR/eirhome.nsf/(DocLibrary)/9EBD66B20CCC11F885256E0B0025305C/$FI
LE/Company%20reactions%20to%20EIR%20report%20(Lisbon).doc  


