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Human Security and Transnational Corporations

Part 1: Introduction

Foreword

The debate on corporate social re-
sponsibility has gained impetus over
the last few years. Public criticism of
transnational corporations has grown
in response to more and more new en-
vironmental offences and the flout-
ing of fundamental labour and human
rights standards.

Several companies, governments
and international organisations have
responded to this with voluntary codes
of conduct and partnership initiatives
between industry and politics. The
Global Compact initiated by UN Sec-
retary General Kofi Annan between the
UN and industry is the best example
of a political strategy aimed predomi-
nantly at the voluntary self-regulation
of industry. With the aid of best prac-
tice examples, the companies involved
are to demonstrate their sense of re-
sponsibility in society, the focus being
on environmental and social minimum
standards.

However, industry’s influence and
the impacts of transnational corpo-
rate activities reach way beyond these
»soft« policy fields. Overshadowed by
partnership initiatives, dialogue proc-
esses and voluntary compliance, many
corporations continue to ruthlessly
pursue their particularistic interests in
the »hard« areas of politics. Their ac-
tivities affect seriously the human secu-
rity of people all over the world.

Transnational corporations are en-
tangled in wars and armed conflicts in
many ways. Not only does this apply
to arms manufacturers and private se-
curity companies operating at interna-
tional level (» Rent-a-Cop «). More and
more frequently, the asserting of eco-
nomic interests on the part of the global
players and access to natural resourc-
es such as crude oil are being backed
up by military means. In countries like
Colombia, the activities of transnation-
al investors are whipping up internal
state conflicts. However, transnational

corporations are also the beneficiaries
of wars and conflicts. The reconstruc-
tion of war-torn Iraq and the privatisa-
tion of entire branches of industry in
that country is a billion-dollar business
for foreign companies. Military inva-
sion is being followed there by an eco-
nomic invasion.

In addition, transnational corpo-
rations have a considerable influence
on fiscal policy and the revenue situ-
ation of states. Transfer pricing with-
in globally operating corporations and
transfer of profits to low-tax countries
reduce state revenue, creating consider-
able constraints on the ability of a state
to act. Tax evasion and tax avoidance
deprive the public budgets of billions
each year. To a large extent, it is not
known how much money corporations,
e.g. in the extractive industries, pay in
royalties for licences and franchises to
the governments of the South. This is
why an international NGO campaign
is calling on corporations to »publish
what you pay «.

So far, the current discourse on cor-
porate social responsibility has giv-
en little attention to this shady side of
transnational business activities. Vol-
untary initiatives of industry ignore
these areas of »hard« finance and se-
curity policies.

On the basis of concrete case studies,
our documentation aims to address the
influence and entanglements of trans-
national corporations in these fields.
What is their specific role and what are
the social and economic consequences
of their activities for the people affect-
ed? What scope of action is there for
NGOs and trade unions to take action
against corporate social irresponsibil-
ity in these »hard« policy fields? Are
public campaigns, litigation at national
level, multistakeholder initiatives and
the existing international instruments
sufficient? And what are the resulting
political strategies for civil society’s



Human Security and Transnational Corporations

world-wide corporate accountability
campaign? These questions have been
discussed at a conference organized
by the DGB-Bildungswerk, terre des
hommes Germany and World Econo-
my, Ecology & Development (WEED)
in Berlin in November 2003 and are
now reflected in the contributions to

April 2004

Peter Eisenblitter, terre des hommes
Jens Martens, WEED

Werner Oesterheld, DGB-Bildungswerk

this report. It contains statements and
documents presented at the Berlin con-
ference. With our new publication we
would like to contribute to the broad-
ening of the debate about corporate
accountability and the effectiveness of
voluntary self-regulation of business.
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Human Security vs. Corporate Security

— A Paradigm Shift?

Steven Staples'

The current political moment has
important implications for civil soci-
ety organizations calling for greater
accountability by corporations. The
September 11, 2001 terrorist attacks
against the United States have resulted
in dramatic political shifts in both in-
ternational relations and domestic pri-
orities.

While most of the post 9/11 impacts
are overwhelmingly negative, includ-
ing two major wars, ballooning mili-
tary budgets, and security laws that
undermine human rights, some politi-
cal space is opening that can be seized
by social movements. The Washington
Consensus is being undermined, the
free trade agenda has been stalled, and
citizens expect more activist governing.
They also expect the state to provide
more security —even if that reduces
corporate profits.

As a movement we are concerned
about globalization and international
free trade agreements that grant pow-
er to corporations without demanding
corresponding responsibility. We are
even more concerned that these trade
agreements deny legitimate govern-
ments the policy and regulatory instru-
ments needed for democratic govern-
ance over the conduct of corporations,
especially large multinational corpora-
tions.

Can corporations be held to volun-
tary or self-defined standards? Many
people believe the answer is no, be-
cause these corporations have not
made progress in ending their own en-
vironmental abuse and human rights
violations. Demands are increasing for
the enforcement of existing obligations
and the imposition of mandatory —not
voluntary —regulatory measures. The
expectation of »corporate responsibil-
ity « is thus being replaced by a require-
ment for »corporate accountability. «

* Steven Staples is director of the Polaris Institute
Project on the Corporate-security State. This
project researches the relationship between
corporate globalization, militarism and secu-
rity, and works with citizen organizations in
Canada, the US and internationally to develop
new tools for democratic social change.

In the 1990s, global trade regimes
expanded rapidly and there was a
»constitutionalization« of internation-
al trade law. The World Trade Organi-
zation, for example, founded in 1995,
represented the culmination of the so-
called Washington Consensus —an ide-
ology of international elites that de-
rive the greatest benefit from the free
market system. The Washington Con-
sensus demanded far-reaching rights
and protections for foreign investors
and business enterprises from the »free
trade-distorting« government regula-
tions that could limit their unfettered
pursuit of profit.

The World Trade Organization,
now comprising 146 members, became
the main vehicle for implementing the
Washington Consensus —although oth-
er international financial institutions
also participated —as both the negoti-
ator of free trade agreements and the
court of arbitration for trade disputes
between states. But behind the curtain
of governments were powerful corpo-
rate interests that enjoyed access to na-
tional governments and trade negotia-
tors, and in some cases initiated trade
challenges by governments against oth-
er member governments. Corporations
have played an important, if not al-
ways overt, role in the formation and
conduct of the WTO, resulting in a sys-
tem skewed in their favour.

For example, agricultural corpora-
tions that urged the United States to
challenge the special economic devel-
opment measure accorded to poorer
banana-producing countries by the Eu-
ropean Union. Using free trade rules,
the WTO ruled in favour of the Unit-
ed States — which does not even export
bananas—and handed an important
victory to corporations with lucrative
holdings in those developing countries
negatively affected by EU preferential
policies. But a price was paid by poor-
er countries that, in some cases, are en-
tirely dependent on banana exports for
their economy.

But since 9/11, the relationships be-
tween the world’s economic and mili-
tary powers have realigned around the
War on Terrorism. Simultaneously, new

Can corporations be held to
voluntary or self-defined stand-
ards? Many people believe the
answer is no.

Since 9/11, the relationships
between the world's economic
and military powers have rea-
ligned around the War on Ter-
rorism.



In Cancun the Group of 21,
resisted successfully the tradi-
tional strong-arm tactics of the
North.

Military and economic interests
are fused together in the Bush
doctrine.
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alliances are being formed in the global
South to confront the unfair demands
of the North in free trade negotiations.

In the lead-up to the WTO Minis-
terial Conference in Cancun, Mexico,
in September 2003, Brazil, South Af-
rica, India, China and other emerging
countries forged an alliance to con-
front Northern countries on their un-
fair trade demands. The main issues
the Southern countries raised were the
devastating American and European
agricultural subsidies; they also op-
posed the introduction of new issues,
such as investment.

In Cancun the various coalitions of
Southern countries, such as the Group
of 21, resisted successfully the tradi-
tional strong-arm tactics of the North-
ern countries and the WTO talks end-
ed in a stalemate. This left further talks
without a mandate to proceed, and the
entire global trading regime stalled. In
the wake of the failure of the WTO
talks, a watered-down framework for
a Free Trade Agreement of the Ameri-
cas, or FTAA, was agreed upon in Mi-
ami at the insistence of Latin American
countries.

There are three important factors
that have contributed to the current
stalemate in global trade talks:

Social movements have opposed to
the global trade liberalization and its
impact on the environment, human
rights and development have sprung
up. This became evident in the Seattle
demonstrations in 1999.

Progressive governments have been
elected in several Southern countries,
including Brazil, Venezuela, Argentina
and Ecuador. These governments are
prepared to work with other emerg-
ing countries, such as South Africa and
India, to press their demands against
Northern countries.

The United States has shifted its po-
litical interests to a provocative, uni-
lateralist foreign policy causing rifts in
the alliance of Northern countries. This
policy, articulated in its 2002 National
Security Strategy, is better known as
the » Bush Doctrine «.

The Bush Doctrine

It is the third development that
bears greater examination here. The
Bush doctrine contradicts previous for-

eign policy objectives in several impor-
tant ways.

First, it marks a return to activist gov-
ernment, in stark contrast to the pre-
vious administration’s willingness to
hand power over to free markets and
the private sector. While the specific ac-
tions of the state are clearly undesira-
ble —that is, waging war even when not
attacked —nonetheless its decisive reas-
sertion of the role of the state in nation-
al affairs is auspicious.

Second, its unilateralist agenda, which
caused such friction with the United
States’ traditional European allies, has
created fissures in the strong Northern
bloc that has so far dominated the glo-
bal economic agenda. Thus the multi-
lateral World Trade Organization has
been weakened, since the United States
IS pursuing country-to-country or re-
gional agreements that can better repre-
sent pure U.S. economic interests with-
out compromise.

Third, military and economic inter-
ests are fused together in the Bush doc-
trine. The national interests of the Unit-
ed States, previously largely defined
through economic measurements, now
have a military dimension. This shifts na-
tional interest away from multination-
al enterprises, which have greatly ben-
efited from multilateral trade liberaliza-
tion, towards domestic corporate inter-
ests which benefit from an intervention-
ist government.

In many ways, the Bush doctrine re-
veals the emergence of the Corporate-
Security State, that is, the imperative
for the government to provide security
for its corporate interests in order to
fulfill its national interest. The securi-
ty functions of the state —the military,
police, and security agencies—are put
at the service of the domestic corporate
agenda, whether it is defending invest-
ments overseas; ensuring the security
of trade routes for oil, natural resour-
ces and goods; or monitoring and sup-
pressing popular movements arising
from the disaffected and excluded.

As economist Walden Bello argues,
the globalization game plan has shifted
in a significant way. » For the Bush peo-
ple, strategic power is the ultimate mo-
dality of power. Economic power is a
means to achieve strategic power. This
is related to the fact that under Bush,



Human Security and Transnational Corporations

the dominant faction of the ruling elite
is the military-industrial establishment
that won the Cold war. «

Globalization will certainly con-
tinue, but only in a fashion that com-
bines U.S. security and economic ben-
efit. » The Bush administration has sup-
planted the globalist political economy
of the Clinton period with a unilater-
alist, nationalist political economy that
intends to shore up the global domi-
nance of the U.S. corporate elite eco-
nomically and that parallels the ag-
gressive military policy that is meant
to ensure the military supremacy of the
United States. «

The »global capitalist elites, « as Bel-
lo describes those interests that bene-
fited from the globalist political econ-
omy, are being disciplined to accept
the Bush doctrine. »In the WTO, it’s
always been understood that security
trumps trade,« says Joseph G. Gavin,
vice-president for trade policy with the
U.S. Council for International Business,
a powerful corporate lobby group. Free
trade, then, can progress only where it
furthers U.S. national security interests,
or at least where it does not interfere.

Globalist vs. nationalist elites

The interests of the globalist politi-
cal economy and the nationalist politi-
cal economy are marked by contradic-
tions. Policies that serve the interests of
one group clearly clash with the other.

For one example, we can look at the
United States’ policy towards China.
From the U.S. perspective, China could
be seen as an untapped market for ex-
ports and source of low-cost labour for
manufacturers, or it could be seen as a
nuclear armed rival and economic, mil-
itary and technological competitor to
U.S. geopolitical aspirations. U.S. poli-
cies treat it as both, clearly demonstrat-
ing the schism emerging between the
rival interests within the United States
political and economic establishments.

The roots of the shift towards na-
tional political elites are found in the
political moment after the fall of the
Berlin Wall in 1989 and the end of
Communism.

Until 1989, global economic inte-
gration was limited by the competi-
tion between East and West spheres
of influence and by state sovereignty
as demonstrated in the voluntary na-

ture of the 1949 GATT. The end of the
Cold War opened the door for full glo-
bal economic integration and made
possible the creation of the WTO and
its compulsory enforcement measures
in 1995.

The first Bush presidency, from 1988
to 1992 at the end of the Cold War, was
marked by triumphalism and boldness
in the use of military power, under-
lined by the use of terms such as » The
New World Order.« Paul Wolfowitz’s
» Defense Planning Guidance,« which
was leaked to the New York Times, ex-
posed the administration’s plans for
moving towards unilateralism and pre-
emptive warfare, and other policies in-
tended to extend U.S. power in a uni-
polar world.

George Bush Senior’s defeat by the
Clinton Democrats in 1992 effective-
ly prevented these wide-eyed plans to
promote U.S. unilateralism and he-
gemony from becoming overt policy,
though many components, such as a
more aggressive nuclear weapons poli-
cy and development of missile defenses,
took shape during the Clinton years.

Thus, the George W. Bush adminis-
tration’s 2002 National Security Strat-
egy of the United States of America can
be viewed as an extension of the post-
Cold War strategic planning of the pre-
ceding Republican administration.

The new Grand Strategy articulat-
ed in the 2002 U.S. National Security
Strategy fused military and economic
objectives in order to achieve the na-
tional interest. This is what makes the
Bush doctrine unique.

Defense Secretary Donald Rumsfeld
and his deputy secretary Paul Wolfow-
itz, two of the main architects of the
Bush doctrine, moved quickly in push-
ing through reforms in the military fol-
lowing September 11, 200T1.

Rumsfeld has been a long-time ad-
vocate for creating a leaner and mean-
er military, but he had faced stiff resist-
ance from entrenched interests with-
in the military. September 11, 2001
cleared away obstacles, and the flood
of military spending largely permitted
reforms to go through without cut-
ting into billions of dollars’ worth of
so-called Cold War-era »legacy« mili-
tary programs.

Rumsfeld and Wolfowitz are now
transforming the military to adopt a

Free trade, then, can progress
only where it furthers U.S.
national security interests.

The new Grand Strategy fused
military and economic objec-
tives.



Now we see the emergence of
a new globalization, with new
rule sets.

U.S. military planners increas-
ingly see their role as defending
globalization.

Human Security and Transnational Corporations

more aggressive posture that exploits
the United States’ unmatched military
technology, and shaking off previous
Cold War thinking to allow U.S. forces
to operate without restraint in the pur-
suit of national economic and strategic
interests. Today, the United States can
largely act with impunity as a global
hyperpower.

Scarcely a month had passed af-
ter the attacks when, in October 2001,
the Bush administration created the
Office of Force Transformation with-
in the Pentagon and appointed retired
Vice Admiral Arthur Cebrowski as its
director. Cebrowski is responsible for
»transforming« the U.S. military to
fight the War on Terrorism. He is re-
viewing everything, from how the mili-
tary plans to wage the U.S.>s wars to
what weapons it needs to fight them
with.

In a revealing speech to the right-
wing think tank the Heritage Founda-
tion in May 2003, Cebrowski laid out
the profound effects the terrorist at-
tacks had on the United States and glo-
bal politics. In effect, they ushered in a
new era of globalization. » Now we see
the emergence of a new globalization,
with new rule sets, « said Cebrowski.

According to Cebrowski, today the
world map is redrawn, divided between
those regions of the world whose mar-
kets are connected through globaliza-
tion, and those that »resist« being con-
nected. » We used to talk, for example,
about the haves and the have-nots,«
said Cebrowski. »Now we can talk
about the functioning core of globali-
zation |[...] versus the non-function-
ing gap of globalization. We can see
threats, then, in a completely different
light. «

America’s privileged position with-
in globalization and the system itself
must be defended. » We indeed do have
a protected, a privileged position, « ad-
mits Cebrowski, noting that Amer-
ica counts for only 5 per cent of the
world’s population, but produces and
consumes upwards of 25 per cent of
the world’s wealth.

U.S. military planners increasing-
ly see their role as defending globali-
zation and as closing the so-called glo-
balization gap of nations that resist be-
coming part of the network of markets
linked through free trade. The gap com-

prises much of central Latin America
and the Caribbean, central Africa, the
Middle East, and parts of South East
Asia, along with North Korea. Foreign
direct investment,« argues Cebrowski,
»requires rules. And rules require secu-
rity and someone to enforce them. «
The Bush administration’s Office of
Force Transformation is preparing the
U.S. military to enforce the Bush doc-
trine. »If you are fighting globalization,
if you reject the rules, if you reject con-
nectivity, you are probably going to be
of interest to the United States Depart-
ment of Defense,« warned Cebrowski.

The corporate-security state

The corporate-security state com-
prises three institutions: the govern-
ment, the military and the corpora-
tions. Linking these three institutions
is a complex set of relationships and
interdependencies—each  institution
requires something from the others in
order for it to fulfill its interests.

But these interdependent relation-
ships can become vulnerabilities when
interests come into conflict, such as
when corporations invest in countries
deemed to be security threats. The re-
lationships can then become pressure
points where social movements can ap-
ply pressure.

As the current quagmire in Iraq dem-
onstrates, the best-laid plans of the U.S.
military are no guarantee of success,
and military and government lead-
ers can become victims of their own
ideologically filtered reading of the
global situation. The cover of News-
week magazine in November 2003 fea-
tured a photo of Bush and the headline
»Bush’s $87 Billion Mess« for a story
inside on the »waste, chaos and crony-
ism« in occupied Iraq.

The current stalemate in global trade
talks and the crisis of the Washington
Consensus mirror the crisis of the Bush
doctrine as the United States finds itself
trapped in its own unfulfillable ambi-
tions.

This raises a question for advocates
of corporate accountability: Does this
current period of schisms between glo-
bal and national elites and the funda-
mental contradictions within the cor-
porate-security state provide us with
opportunities to advance our agenda?
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Certainly the undermining of the
Washington Consensus is a prerequi-
site to the empowerment of govern-
ments over corporations when those
corporations are not acting within the
perceived national interest. This is no
small step. The notion of mandatory
measures on corporate and econom-
ic activity is no longer politically un-
thinkable.

Those who advocate greater trans-
parency of international financial rules
and tax havens in order to stem corrup-
tion and tax evasion are quick to point
out that after September 11, 2001, U.S.
demands for financial information to
track down and freeze terrorist assets
proved that this information can be
made available when the political will
1s present.

Can this security concern not be ex-
tended to encompass a range of corpo-
rate activities that could fall under na-
tional security concerns, such as the
arms industry, oil and mining activi-
ties in conflict zones or failed states,
and other corporate investments with
governments that have links to ter-
rorist groups or permit terrorist activ-
ity, such as Sudan, Colombia, and My-
anmar? This directly turns the profit
motive against the security imperative
and puts the corporate-security state in
conflict.

Even more, can we successfully work
with the public’s security concerns to
greatly expand the popular definition
of security, encompassing concepts of
financial security, environmental se-
curity and social security? This could
increase the range of areas where the
public expects the government to take
action to ensure that corporate inter-
ests are not allowed to undermine pub-
lic security.

Throughout the 1990s social move-
ments were arguing against the »cor-
porate rule« of global trade and finan-
cial institutions. The corporations held
all of the power and governments re-
fused to impose any discipline on the
private sector. Arguing for corporate
responsibility and the voluntary meas-
ures that implied was perhaps all that
was achievable then.

Now, however, the political climate
is more conducive to finally achieving
corporate accountability to manda-
tory standards of conduct defined by
governments. The renewed role of the
state and the increased expectations of
the public for activist government in
ensuring security, combined with the
high-profile corporate corruption scan-
dals of the likes of Enron and Parmalat,
create the political space for new pos-
sibilities.

Even the world debate over the in-
vasion of Iraq underscores the shift in
what is politically possible today. Mil-
lions of people in the streets and over-
whelming broad public opinion forced
governments to override their domes-
tic corporate interests and refuse to
endorse the invasion, even in the face
of tremendous pressure and economic
threats from the United States.

The current crisis of the Washington
Consensus and conflict between politi-
cal elites, the discrediting of corpora-
tions and free market ideology, and the
rising public expectations for activist
government bode well for social move-
ments wishing to build support behind
demands for corporate accountability.

Can we successfully work with
the public's security concerns to
greatly expand the popular def-
inition of security?
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The »Seven Sisters« ruled the
global oil market through a
tightly-knit cartel.
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Part 2: Obstacles to Human Security
and the Role of TNCs: Case Studies
from Iraq and Colombia

Oil Companies in Iraq: a Century of Rivalry and War

James A. Paul?

The United States and the United
Kingdom did not wage war on Iraq
for the officially stated reasons. That
much is obvious. The world’s super-
power and its key ally were not acting
because they feared the Iraqi govern-
ment’s weapons of mass destruction or
its ties with the terrorist group al-Qa-
ida. Nor were they fighting to bring de-
mocracy to the Middle East, a region
where the two governments had long
supported reactionary monarchs and
odious dictators, including Iraqi presi-
dent Saddam Hussein himself.

It is time, then, to set aside the ster-
ile discussions about »intelligence fail-
ures« and to consider the deeper rea-
sons for the conflict. This conference on
corporate responsibility offers an oc-
casion to consider another idea — that
it was a »war for oil« in which large,
multinational oil companies and their
host governments acted in secret con-
cert. To consider the evidence, and an-
swer the questions of skeptics, we must
begin by reviewing the companies’
power and influence over a period of
many decades. Then, we will turn to
the immediate events leading up to the
2003 war itself.

Companies’ Great Size &
Global Presence

By the early 20th Century, when
most business firms were relatively
small by modern standards and pure-
ly national in scope, Standard Oil and
Royal Dutch Shell were already glo-
bal companies that controlled a world-
wide network of production and dis-
tribution. By 1911, they held rich pro-

* James A. Paul is Executive Director of Global
Policy Forum, New York.

duction fields in the Dutch East Indies
(today’s Indonesia), Romania, Russia,
the United States, Venezuela and Mex-
ico, as well as refineries, pipelines, rail
cars, tankers, storage depots and other
facilities in dozens of countries. Stand-
ard Oil alone had a fleet of nearly 100
ships.:

Large as they were a century ago,
the oil companies have since grown
mightily, due to worldwide collusion
in production and pricing and to fierce
backing by their host governments. For
decades, the so-called »Seven Sisters, «
all of them firms based in the US or the
UK, dominated the industry and ruled
the global oil market through a tightly-
knit cartel.

Today, a wave of mergers has given
the successor firms a new and unprec-
edented scale, reducing the major firms
to just five. In 2003, annual revenues
of the leading company, ExxonMobil,
were an astonishing US$247 billion.s
By way of comparison, such revenue
is vastly greater than such well-known
international companies as Walt Dis-
ney (US$25 billion) and Coca Cola
(US$19 billion) and it is larger than
the revenues of 185 national govern-
ments, including Brazil, Canada, Spain,
Sweden and the Netherlands. Only the
world’s six richest countries —the US,

5 See, for example, Daniel Yergin, The Prize
(New York: Simon & Schuster, 19971).

+ The Seven Sister companies arose after the fed-
eral anti-monopoly breakup of the Standard
Oil Trust in 1911. They included three Stand-
ard Oil spinoffs, Standard Oil Company of
New Jersey, Standard Oil Company of New
York , and Standard Oil Company of Califor-
nia, as well as Texaco, Gulf, and the UK giants
Royal Dutch Shell and British Petroleum. See
Anthony Sampson, The Seven Sisters: the great
oil companies and the world they made (Lon-
don: Hodder & Staughton, 1988)

Data from ExxonMobil web site, announce-
ment of 2003 earnings, January 29, 2004,
http:/lwww.exxonmobil.com/corporatelfiles/
corporatelearnings_4q03.pdf.
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Japan, Germany, France, Italy and the
UK — had revenues above this level.®

Among the world’s fifteen largest
corporations listed in the 2002 »For-
tune 500, « five were oil companies. Af-
ter US-based Exxon came the UK gi-
ants Shell and British Petroleum (BP),
the mammoth French firm Total, and
the huge US-based Chevron. Com-
pared to the large automakers, with
their anemic profits, the oil companies
stand out among the world’s biggest
corporations for their high profitabil-
ity. In 2001 (and again in 2003), Exx-
on earned the world’s highest profits.
In 2003, its earnings reached a record
US$22 billion, more than General Mo-
tors, Ford, DaimlerChrysler and Toyo-
ta taken together.”

Oil, Economy & Warfare

To understand the special »national
security « status enjoyed by the oil com-
panies, we must first consider oil’s eco-
nomic importance and then its central
role in war. Oil provides nearly all the
energy for transportation (cars, trucks,
airplanes, railroad engines). Oil also
has an important share of other ener-
gy inputs — it heats many buildings and
fuels industrial and farm equipment,
for example. Overall, oil has a 40%
share in the US national energy budg-
et. Beyond energy, oil provides lubrica-
tion and it is an essential feedstock for
plastics, paint, fertilizers and pharma-
ceuticals. Sometime in the future, the
world may switch to renewable energy
and other non-oil inputs, but oil now
reigns as the indispensable ingredient
of the modern economy. For this rea-
son, governments are nervous about
their national oil supply.®

¢ Data from CIA World Factbook web site (www.
cia.gov/cialpublications/factbook) and Fortune
Global 500 (www.fortune.com/fortune/for-
tune500). Note that we are comparing compa-
ny revenue with government revenue, not with
national GNP. The seventh richest government,
the Netherlands, had a revenue in 2001 of
US$ 134 billion, far below Exxon’s figure.

~

See tables posted on the Global Policy Forum
web site, based on information from Fortune
and the CIA Factbook —www.globalpolicy.org/
socecon/tncs/oiltable.htm —www.globalpolicy.
orglsocecon/tncs/oiltncs2002.htm —www.glo-
balpolicy.org/socecon/tncs/tncstat2.him

%

Ordinary citizens worry about having a plenti-
ful supply of gas for their automobiles, too. On
this basis, the US government has often mobi-
lized its people around aggressive Middle East
military policies.
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Modern warfare particularly de-
pends on oil, because virtually all
weapons systems rely on oil-based
fuel —tanks, trucks, armored vehi-
cles, self-propelled artillery pieces, air-
planes, and naval ships. For this rea-
son, the governments and general staffs
of powerful nations seek to ensure a
steady supply of oil during wartime, to
supply oil-hungry military forces in far-
flung operational theaters. Such gov-
ernments view their companies’ global
interests as synonymous with the na-
tional interest and they readily support
their companies’ efforts to control new
production sources, to overwhelm for-
eign rivals, and to gain the most favo-
rable pipeline routes and other trans-
portation and distribution channels.
»One of our greatest helpers has been
the State Department,« mused John D.
Rockefeller, founder of Standard Oil in
his 1909 book, Random Reminiscences
of Men and Events. » Our ambassadors
and ministers and consuls have aided
to push our way into new markets in
the utmost corners of the world. «®

The oil industry gained its crucial
role in military affairs during World
War I. In the run-up to the war, the
world’s navies converted from coal to
oil-fired ships, because of significant
advantages in speed and range of op-
eration. The war also marked the first
military uses of the automobile, truck,
tank and airplane. Belligerents on both
sides faced severe oil shortages, but the
Allies eventually gained the upper hand
with vastly greater supplies. Lord Cur-
zon, a member of the British War Cab-
inet, concluded that »the Allied cause
has floated to victory upon a wave of
oil. «°

Government policy makers give
the highest priority to oil matters dur-
ing wartime, as many historical stud-
ies show. Japanese and German offi-
cials made desperate efforts to gain oil
sources during World War II while US
and British leaders did their utmost to
deny them this resource. But even al-
lies could be bitter oil rivals. In many
wartime meetings and cables, President
Franklin Roosevelt and Prime Minister
Winston Churchill wrangled over their

° John D. Rockefeller, Random Reminiscences
of Men and Events (New York: Doubleday,
1909)

© Yergin,183.

Among the world's fifteen larg-
est corporations five were oil
companies.

Exxon earnings reached a
record US$22 billion, more than
General Motors, Ford, Daim-
lerChrysler and Toyota taken
together.

Policy makers give the high-
est priority to oil matters during
wartime.



The oil companies need their
governments' military power to
secure control over global oil-
fields.
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countries’ respective post-war shares
of Middle East oil reserves.”™ After the
war, George Kennan, Director of the
US State Department’s Policy Planning
Division, reacted with unbridled en-
thusiasm at US oil companies’ prima-
¢y (to the exclusion of Britain) in the
newly-discovered Saudi Arabia fields.
The United States, he wrote, had just
acquired »the greatest material prize in
world history. «*

Oil Rents, Corruption &
Conflict

Just as governments like the US and
the UK need oil companies to secure
fuel for their global war-making ca-
pacity, so the oil companies need their
governments’ military power to secure
control over global oilfields and trans-
portation routes. It is no accident, then,
that the world’s largest oil companies
are located in the world’s most power-
ful countries.

Power has primacy in the oil busi-
ness, because of the incomparable val-
ue of key fields. Production costs vary
widely from one place to another, lead-
ing to intense competition for the low-
est-cost locations. The difference be-
tween cost and sales price is so large
that economists sometimes refer to the
gap as a »rent«—an extraordinary
profit advantage enjoyed by the low-
cost producer.™

All producer companies want to
gain control of such lucrative profits,
by fair means or foul. Company rivalry
typically leads beyond ordinary mar-
ket-based competition. As many stud-
ies show, companies and their spon-
sor governments do not shrink from
backing dictatorial governments, using
bribery and corruption, promoting civ-
il violence and even resorting to war, to
meet their commercial goals and best

" Michael B. Stoff, Oil, War and American Secu-
rity: the search for a national policy on foreign
oil 1941-1947 (New Haven: Yale University
Press, 1980), 147-50.

2 Wilson D. Muscamble, George F. Kennan and
the Making of American Foreign Policy (Princ-
eton: Princeton University Press, 1992)

3 Rents sometimes result from technical advanc-
es, patents, copyrights, and the like, advan-
tages that normally disappear after a period of
time. Oil rents are long-lasting and can yield
far higher spreads between the normal profit
rate and the rate expressed by the rent.

their competitors.™ The modern his-
tory of the Middle East bears witness
to this process. In one notorious exam-
ple, US intelligence services recruited in
1959 a young Iraqi thug named Sadd-
am Hussein to take part in the assassi-
nation of Iraqi Prime Minister Abd el-
Karim Qasim. Washington feared that
the nationalist Qasim might act inde-
pendently and alter the favorable terms
under which their oil companies oper-
ated.”s A few years earlier, in 1953, the
CIA engineered a coup in Iran, over-
throwing the democratic government
of Mohammed Mossadegh and install-
ing the autocratic Shah, in order to
gain control over Iranian oil and redis-
tribute British production shares to US
companies."®

A recent court case in France, in-
volving high officials of the national
oil company Elf Aquitaine, provides
a glimpse of more recent operations
in this world of oil intrigue and cov-
ert competition between the giant com-
panies. The case revealed bribes, espio-
nage, mistresses, arms smuggling, civ-
il strife and plots to overthrow gov-
ernments, all with the complicity of
French military and intelligence serv-
ices. These actions had a terrible effect

4 Virtually all historical studies of the indus-
try provide evidence of this kind. See Yergin
(1991) and Sampson (1988) See also: Joe Stork,
Middle East Oil and the Energy Crisis (New
York: Monthly Review, 1976) and Fiona Benn,
Oil Diplomacy in the Twentieth Century (New
York: St. Martin’s Press, 1986).

s Richard Sale, » Saddam Key in Early CIA Plot, «
United Press International, April 10, 2003.
Sale quotes a US operative who knew Saddam
at that time saying: »He was a thug—a cut-
throat.« Saddam was 22 years old at the time
of the botched assassination.

16 See Kermit Roosevelt, Countercoup, the strug-
gle for the contol of Iran (New York: Mec-
Graw-Hill, 1979), a book written by the CIA’s
coup-maker in Tehran, and Ervand Abrahami-
an, Iran Between Two Revolutions (Princeton:
Princeton University Press, 1982).
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on a number of oil-producing coun-
tries, mostly in Africa.””

Special Government Favors and
»National Security «

Those who deny oil company com-
plicity in the Iraq War always insist
that the companies have little politi-
cal influence, that they are »out of the
loop « in Washington, that they are just
one industry group among many oth-
ers. These arguments are utterly false.
The oil companies have always enjoyed
»insider « privileges with the US and UK
governments, resulting in many special
favors in the name of »national secu-
rity. «

The United States government of-
fers the companies extremely favora-
ble tax treatment, including the »oil
depletion allowance « —far more than
the ordinary capital depreciation avail-
able to other companies—as well as
large tax deductions for »intangible
drilling costs.« In 1960, at the behest
of the National Security Council, the
international companies obtained the
lucrative »foreign tax credit, « enabling
deductions for taxes or royalties paid
to foreign governments. In 1974, while
the US corporate tax rate was 48%,
the nineteen largest oil companies paid
a tax rate of only 7.6%.™

The companies have also enjoyed
unofficial immunity from anti-trust or
anti-monopoly laws. Though the US
government knew for decades about
the international oil cartel, federal au-
thorities took no enforcement action
until 1952, when President Harry Tru-
man ordered a criminal anti-trust suit.
The companies mobilized all their legal

7 See, for example, Joseph Fitchett and David
Ignatius, »Lengthy Elf Inquiry Nears Explo-
sive Finish,« International Herald Tribune,
February 1, 2002. Almost all the world’s oil-
producing countries have suffered from abu-
sive, corrupt and undemocratic governments
and an absence of durable development. Indo-
nesia, Saudi Arabia, Libya, Iraq, Iran, Angola,
Colombia, Venezuela, Kuwait, Mexico, Alge-
ria—these and many other oil producers have
a sad record, which includes dictatorships in-
stalled from abroad, bloody coups engineered
by foreign intelligence services, militarization
of government and intolerant right-wing na-
tionalism.

8 For a lengthy discussion of the special tax treat-
ment of the companies see John M. Blair, The
Control of Oil (New York: Random House,

1976), 187-203.
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and political muscle to quash the case.
General Omar Bradley, Chairman of
the Joint Chiefs of Staff, reportedly ap-
proached the President and successfully
urged that the »national security« re-
quired a softening of the government’s
legal stance. Shortly afterwards, the
National Security Council decided on
various limitations to the suit that fur-
ther weakened the government’s case.
Though the judicial process lumbered
on for fifteen years, the oil companies
had nothing to fear and remained safe-
ly protected by the national security
umbrella.™

US military/security policy has
served the oil companies as compre-
hensively as have the tax and legal rul-
ings. Virtually every US presidential se-
curity doctrine since World War II has
aimed at protecting company interests
in the Persian Gulf. The Truman Doc-
trine, the Eisenhower Doctrine, and
the Nixon, Carter, and Reagan Doc-
trines all asserted Washington’s special
concerns in the oil-producing Persian
Gulf region and arrogated to the Unit-
ed States special rights to » protect« or
»defend« the area. Recently-released
secret papers show that during the oil
crisis and embargo of 1973, Washing-
ton seriously considered sending a mil-
itary strike force to seize some of the
region’s richest fields —in Saudi Arabia,
Kuwait and Abu Dhabi.>

In 1979, President Jimmy Carter set
up the US Central Command, a per-
manent military force designed to in-
tervene in the Middle East on short
notice. Presidents have expanded and
strengthened this force several times
since. Headquartered in Florida, but
with a number of bases in the Middle
East, the command maintains pre-posi-
tioned supplies and heavy weapons at
Diego Garcia in the Indian Ocean and
it can call on strike aircraft units, glo-
bal satellite intelligence, cruise missiles,
rapidly deployable ground troops and
carrier-based naval fleets.>*

In testimony to Congress in 1999,
General Anthony C. Zinni, command-
ing officer of the Central Command,
9 Blair (1976), 71-76.
> New York Times, January 2, 2004.

>t For a discussion of the Central Command as a
force designed for oil-related intervention, see
Michael T.Klare, Resource Wars: the new land-
scape of global conflict (New York: publisher,
2001)

Oil companies have always
enjoyed »insider« privileges
with the US and UK govern-
ments.

Every US presidential security
doctrine since World War Il has
aimed at protecting company
interests in the Persian Gulf.
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Blair was the BP Prime Minister.

Especially close set of personal
ties between the oil companies
and the government.
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affirmed the importance of the Persian
Gulf region, with its huge oil reserves.
It is a »vital interest« of »long stand-
ing,« he said, and the United States
»must have free access to the region’s
resources. «**

Close Personal Ties between
Companies and Governments

Given the close political relations
between the oil companies and their
governments, it should be no surprise
to find close ties at the personal level
binding companies and governments
together. The career of Allen Dulles
serves as a case in point. He began as
a US diplomat in the Middle East and
rose to be chief of the Near East sec-
tion of the State Department. In the
early 1920s, he led the campaign to
win US oil firms’ participation in Iraq.
Later he served as a corporate lawyer
at Sullivan and Cromwell, New York’s
leading counsel for the oil industry. Af-
ter wartime intelligence service, he was
named head of the CIA by President
Eisenhower. As CIA chief, he arranged
for the overthrow of Mossadegh, win-
ning a place in Iran’s rich oil fields for
US firms. In every assignment he con-
sistently served company interests.*3

The administration of President
George W. Bush represents an especial-
ly close set of personal ties between the
oil companies and the government — at
the very highest level. The president
and his father were both longtime in-
dustry insiders from Texas and chief
executives of their own oil companies.
Other oil figures at the top of the ad-
ministration include Vice President
Dick Cheney, former CEO of Halli-
burton, the nation’s largest oil-servic-
es company, and National Security Ad-
visor Condolezza Rice, a former direc-
tor of Chevron Texaco, after whom the
company named one of its supertank-
ers. These very visible figures give the
administration its peculiarly strong oil
flavor. In the earliest days of the ad-
ministration, they promoted a number
of striking industry-favorable policy
decisions, such as the rejection of the
Kyoto Treaty on global warming, the

> Testimony of the senate Armed Services Com-
mittee, April 13, 1999.

= See Peter Grose, Gentleman Spy: the life of Al-
len Dulles (Boston: Houghton Mifflin, 1994)

ouster of the head of the Intergovern-
mental Panel on Climate Change, and
the elaboration of a strongly pro-oil
national energy plan.

In the UK, close ties likewise bind
companies and successive governments
together. The government even held a
majority stake in BP, with seats on the
board, until 1987. By contrast to the
United States, where the oil companies
are first among such peers as Gener-
al Motors, Walmart and Citigroup, in
the UK, oil giants Shell and BP tower
far above the next tier firms like Brit-
ish Telecom, Unilever and ICI.>* From
such heights, UK oil executives speak
almost as unofficial members of gov-
ernment. In recent years, a number of
personal ties stand out, especially the
close friendship between Prime Min-
ister Tony Blair and BP CEO John
Browne (Lord Browne of Maddingley).
The Blair-Browne relationship was so
close that wags in the press called the
company »Blair Petroleum,« though
it would have been more accurate to
say that Blair was the BP Prime Minis-
ter. At least a dozen BP executives held
government posts or sat on official ad-
visory committees, including Browne’s
immediate predecessor David Simon
(Lord Simon of Highbury). Simon had
stepped down as BP CEO to serve as
Blair’s unelected Minister for European
Trade and Competitiveness from May
1997 to July 1999.> Later on, Tony
Blair’s longtime friend and personal
assistant Anjl Hunter, director of gov-
ernment relations and known as »the
gatekeeper « in Downing Street, joined
BP as head of public relations in the
summer of 2002, just as the war was
actively brewing.?®

After a century of closely-com-
bined action on the global stage, com-
pany chieftains and government lead-
ers see their relationship as coopera-

* In 2003, for example, while BP had revenues
of over US$200 billion, British Telecom had
revenues of US$29 billion, Barclays $26 bil-
lion, Lloyds US$22 billion, Unilever $20 bil-
lion, BAT US$18 billion and ICI only US$10
billion.

>5 In recent decades in the UK, government minis-
ters have nearly always been drawn from elect-
ed members of parliament, sitting in the House
of Commons. Simon had just been named to
the unelected House of Lords and had no par-
liamentary experience or popular constituency.

*6 On Hunter, see New York Times, August 30,
2003.
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tive and thoroughly complementary.
In April 2003, shortly after the war in
Iraq, Lord Browne responded tartly to
critics by saying:. »It is quite ethical

and appropriate for a global compa-
ny, based in the UK, to be supported by
the British government. «*” He did not,
of course, go into the details.
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Box: Seven Oil Wars to Control Iraq

Before coming to the Iraq war of 2003, we will review the modern history of conflicts
over Irag. There have been a total of seven wars in the past ninety years, all closely
related to oil. What follows is a thumbnail sketch of those conflicts, to suggest the con-
stant military struggle over this oil-rich territory.

1. Colonial Conquest (1914-18)

The first conflict took place during World War |, when the British captured the area from
the Ottoman Empire during a bloody four-year campaign. Lord Curzon, a member of
the War cabinet who became Foreign Minister immediately after the war, famously
stated that the influence of oil over British policy in Iraq was »nil «. Studies by a number
of historians have shown that Curzon was lying and that oil was indeed the major fac-
tor shaping British policy towards Iraq.?® Sir Maurice Hankey, Secretary of the War Cabi-
net, even insisted enthusiastically in a private cabinet letter that oil was a »first class war
aim. «® London had ordered its forces to continue fighting after the Mudros Armistice
was signed, so as to gain control of Iraq's main oil-producing region. Fifteen days later,
the British army seized Mosul, capital of the oil region, blocking the aspirations of the
French, to whom the area had been promised earlier in the secret Sykes-Picot agree-
ment.°

2. War of Pacification (1918-1930)

To defend its oil interests, Britain fought a long war of pacification in Iraq, lasting from
1918 throughout the next decade. The British crushed a country-wide insurrection in
1920 and continued to strike at insurgents with poison gas, airplanes, incendiary bombs,
and mobile armored cars, using an occupation force drawn largely from the Indian
Army. This carnage killed or wounded thousands of Iragis, burning villages and extract-
ing colonial taxes by brutal means. Winston Churchill, as Colonial Secretary, saw the
defense of Iraqg's lucrative oil deposits as a test of modern weaponry and military-colo-
nial use of force, enabling Britain to hold the oil fields at the lowest possible cost.?!

3. Re-Occupation (1941)

Though Britain granted nominal independence to Iraq in 1932, it maintained a size-
able military force and a large air base in the country and continued to rule »indirectly «.
In 1941, fearful that Iraq might fall into the hands of the Axis, London again decided
to seize direct control of the country through military force. Broad geo-strategic war-
time goals drove this campaign, but not least was British concern to protect the Iraqi
oil fields and keep them in British hands, free not only from German but also from US
challenge.®

3t See, for example, David E. Omissi, British Air

% See Helmut Mejcher, Imperial Quest for Oil: Power and Colonial Control in Iraq: 1920-
Traq 1910-1928 (London: Ithaca Press, 1976) 1925 (Manchester: Manchester University

and Peter Sluglett, Britain in Iraq 1914-1932 Press_, 1990), Slug‘lett, V.G. Kiernan, Colonial
(London: Tthaca Press, 1976) Empires and Armies: 1815-1960 (Stroud: Sut-

ton, 1998).

7 As quoted in Guardian, April 6, 2003.

> A note the Foreign Secretary Arthur Balfour, as

quoted in Yergin, 188. 3> Raghid Solh, Britain’s 2 Wars with Iraq, 1941-

) ) 1991 (Reading: Ithaca Press, 1996)
2 On the seizure of Mosul, see Mechjer (1976),

42. Merchjer notes that the British also post-
poned the signing of the armistice to enable
their forces to make more progress towards
Mosul. See also Sluglett (1976).
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4. Iran-lraq War (1980-88)

In 1980, Iraq attacked its neighbor, Iran. A long war ensued through 1988, a savage
conflict causing hundreds of thousands of casualties on both sides, costing tens of bil-
lions of dollars and destroying much of both countries' oilfields and vital infrastructure.
Foreign governments, interested in gaining geo-strategic advantage over both nations’
oil resources, promoted, encouraged and sustained the war, some arming both sides.
The US and the UK supplied Iraq with arms, chemical and biological weapon precur-
sors, military training, satellite targeting and naval support. Other powers participated
as well, notably France, Germany and Russia.>* The big oil companies profited mightily,
as war conditions kept Iraqi and Iranian oil off the market, driving worldwide prices sub-
stantially higher. By bankrupting the two governments and ruining their oil infrastruc-
ture, the war also potentially opened the way for the return of the companies through
privatization in the not-too-distant future. But after the war, when Iraq and Iran turned
to Japanese oil companies for new private investments, including a Japanese role in
Irag's super-giant Majnoun field, the stage was set for yet another conflict.

5. Gulf War (1991)

Following the Iragi invasion of Kuwait in August 1990, the US decided to intervene mili-
tarily and Washington assembled a number of secondary military partners, including the
UK and France. As US President George Bush summed up the oil-centered threat posed
by Saddam Hussein at the time: » Our jobs, our way of life, our own freedom and the
freedom of friendly countries around the world would all suffer if control of the world's
great oil reserves fell into the hands of Saddam Hussein. «3* US forces heavily bombed
Iraqi cities and military installations and then launched a short and decisive ground war,
ending the Iragi occupation of its neighbor. The war badly battered Iraq, destroying
much of its electricity and water purification systems and claiming 50,000-100 casual-
ties.

6. Low Intensity Conflict During the Sanction Period (1991-2003)

After the armistice, the UN's pre-war embargo continued, because the US-UK used their
Security Council vetoes to block its lifting. The sanctions imposed a choke-hold on Irag's
economy, restricted oil sales and kept the country’s oil industry in a shambles. By block-
ing foreign investment and preventing reconstruction, the sanctions further ruined the
country’s economic base. At the same time, with Iraqi supplies largely off the market,
international oil prices were supported and company profits benefited. The US and the
UK declared their goal to oust Saddam and their intelligence services made many efforts
to assassinate him or to overthrow his government by military coup. The US-UK also
established » no-fly « zones in much of Iraqi airspace, using air patrols to launch periodic
attacks on Iraqi military targets. Four times, the US-UK launched major attacks, using
scores of strike aircraft and cruise missiles—in January 1993, January 1996, June 1996
and December 1998. Though oil companies from a number of other countries negoti-
ated with the Iraqi government for production deals, none dared to challenge the sanc-
tions (and the Anglo-American companies) by beginning production under such risky
circumstances.

7. Iraq War (2003)

This war, launched by the US in spite of strong opposition at the UN, overthrew the
government of Saddam Hussein and brought the US-UK coalition into direct rule over
Iraq and in direct control of the oil fields. The war caused further deterioration of Iraq's
infrastructure, many casualties, and a chaotic and dysfunctional economy. Though the
coalition rules Iraq, it has faced a tough armed resistance during many months follow-
ing the main conflict. War number eight, the coalition's war of pacification, has already
begun.

5 Dilip Hiro, The Longest War: the Iran-Iraq 3+ As quoted by the New York Times, August 16,

military conflict (New York: Routledge, 1991) 1990
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The Exceptional Lure of
Iraqi Oil

Constant wars hint at the exception-
al lure of Irag’s oil field. Iraq’s oil is of
good quality, it exists in great quantity,
and it is very cheap to produce, offer-
ing the world’s most extraordinary and
profitable oil rents.

Officially, Iraq’s reserves are stat-
ed as r12 billion barrels, the world’s
second largest after Saudi Arabia. Ac-
cording to the US Department of Ener-
gy, Iraq’s real reserves may be far great-
er—as much as 300—4 billion barrels
after further prospecting.’>s Iraq’s Sen-
ior Deputy Oil Minister confirmed
high estimates on May 22, 2002, in an
interview with Platts, a leading indus-
try information source. He said: »we
will exceed 300 billion barrels when
all Iraq’s regions are explored, « and he
went on to affirm that »Iraq will [then]
be the number one holder of oil re-
serves in the world. «3¢

Irag’s oil is the world’s cheapest to
produce, at a cost of only about US$1
per barrel. The gigantic »rent« on
Irag’s oil, during decades of produc-
tion, could yield company profits in the
range of US$4—5 trillion dollars — that
is, US$ 4—5 million, millions. Assuming
fifty years of production and 40% roy-
alties, Iraq could yield annual profits
of US$80-90 billion per year—more
than the total annual profits of the top
five companies, even in the banner year
of 2003.37

35 See US Department of Energy, Energy Informa-
tion Administration website at hitp://www.eia.
doe.govlemeulcabsliraq.html

3¢ See www.platts.com

37 1 have arrived at this figure based on assump-
tions about four variables. I assume 350 bil-
lion barrels of reserves, US$30 oil rent aver-
age in real terms, 75% recovery rate and 60%
company share of the rent (the remainder go-
ing to the government). Different assumptions
would yield different final estimates. For exam-
ple, assumptions based on worldwide oil scar-
city would drive the number up, while assump-
tions based on rapid conversion to sustainable
energy sources would drive the number down.
World Energy Outlook of 2001, published by
the International Energy Agency, estimated
that the total value of foreign contracts signed
by the Iragi government of Saddam Hussein
might reach US$1.1 trillion, a. number con-
sistent with mine, since the contracts covered
only a fraction of Irag’s total oil potential. See
»Scramble to care up Iraqi oil reserves lies be-
hind US diplomacy,« Observer, October 6,

2002.
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As the world’s other oilfields serious-
ly deplete during the next two decades,
global production will increasingly de-
pend on the enormous reserves of the
Persian Gulf region. Iraq will then rep-
resent a large and increasing percent-
age of the world’s supplies— perhaps
over thirty percent. An international
company must hold a serious stake in
Iraq if it is to retain its status as a ma-
jor player in the world’s oil industry.
The Anglo-American giants know they
must gain the lion’s share in Iraq or de-
cline irrevocably.

Shortly before the war, industry ex-
perts described Iraq as a future »gold
rush,« where the companies would
battle to gain control of key reserves.
At that time, a well-informed diplomat
at the UN commented bluntly: »Exx-
on wants Majnoun and they are deter-
mined to get it.«3* And a longtime in-
dustry observer said: » There is not an
oil company in the world that doesn’t
have its eye on Iraq.«

Control of Reserves

Oil companies’ future profits—and
their current share prices and market
capitalization —depend to a large de-
gree on their control of reserves. The
1972 oil nationalizations in Iraq pushed
the US and UK companies complete-
ly out of the country. Before that date,
they held a three-quarter share of the
Iraq Petroleum Company, including all
Irag’s national reserves. After 1972, all
that oil disappeared from their balance
sheets.

In the 1980s and 9os, their rivals
in France, Russia and even Japan and
China began to make deals that led
towards lucrative production sharing
agreements, allowing those competi-
tors to gain a large potential share of
Irag’s oil reserves. The sanctions re-
gime, enforced under the United Na-
tions and maintained at the insistence
of the US and UK from 1990 to 2003,
prevented these deals from coming
to fruition, thus protecting the future
stake of the US-UK companies.

In recent years, as older fields world-
wide have dwindled, the companies
have faced rising replacement costs

3% Author’s Interview with a UN diplomat, No-
vember, 2002.

39 Interview with a US-based industry observer,
November, 2002

»There is not an oil company in
the world that doesn't have its
eye on Iraq.«

Iraq could yield annual profits
of US$80-90 billion per year.



BP and Shell conducted secret
negotiations with Saddam Hus-
sein.
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for their reserves. According to a 2002
report by energy consultants John S.
Herold, »finding costs« for new re-
serves rose 61% in 2001, pushing re-
placement costs to US$5.31 a barrel.+
»Finding new sources of oil has be-
come the industry’s main challenge, as
old fields in North America and Europe
are being tapped out, « commented the
Wall Street Journal in early 2003.4" Im-
agine, then, the lure of the vast Iraqi
fields, offering nearly free acquisition
and a huge addition to total reserves.
As Fadel Gheit of Fahnstock & Co. in
New York concluded, Iraq »would be
a logical place in the future for oil com-
panies to replace their reserves. «#+*

New Iraq Contracts and Moves
toward War

The big US-UK companies made no
secret of their strong desire for Iraqi
oil. BP and Shell conducted secret ne-
gotiations with Saddam Hussein, while
Exxon and Chevron took a harder line
and waited for Washington to elimi-
nate Saddam covertly. In 1997, as the
sanctions lost international support,
Russia’s Lukoil, France’s Total, China
National and other companies struck
deals with the government of Iraq for
production sharing in some of Iraqg’s
biggest and most lucrative fields. Lu-
koil reached an agreement for West
Qurna, Total got Majnoun, while Chi-

+ Platts website —www.platts.com/Oil/Resourc-
es.

4 Susan Warren, » Exxon’s Profit Surged in 4th
Quarter,« Wall Street Journal, February 12,
2004.

+ Platt’s website, www.platts.com/Oil/Resources
A recent example, not dealing with Iraq, shows
the great importance of company reserves. On
January 9, 2004, Shell announced that it had
revaluated its worldwide reserves downward
by 20%. The firm’s stock immediately declined
by 7%. Shell had reduced its estimated reserves
by 3.9 billion barrels, bringing the company’s
total to 15.4 billion barrels (Exxon’s reserves
were 22 billion barrels at that time). By con-
trast, Iraq’s single super-giant Majnoun field
(promised pre-war to Total) has estimated re-
serves of To—30 billion barrels, while the super-
giant West Qurna field (promised to Lukoil)
has estimated reserves of 15—18 billion barrels.
If Shell could get control of such a field in Iraq,
it could more than double its total company
reserves and enjoy an enormous lift in its share
prices. This demonstrates clearly what is at
stake in Iraq, since share valuation brings fifty
years or more of future production immediate-
ly into the market capitalization of the firm.

na National signed on for North Ru-
maila, near the Kuwaiti border.# Par-
is, Moscow and Beijing, as Permanent
Members in the UN Security Council
pressed for an easing of the sanctions,
with support from a growing number
of other countries. Grassroots move-
ments, concerned about Iraq’s humani-
tarian crisis, called on the UN Securi-
ty Council to end the sanctions forth-
with.

In 1997-98, the US companies saw
the writing on the wall. With Iranian
fields already slipping into the hands of
competitors, such losses in Iraq threat-
ened to reduce them to second rank
and confront them with fierce inter-
national competition and downward
profit pressure. The companies stepped
up their lobbying in Washington and
made their wishes for Iraq oil crystal
clear. »Iraq possesses huge reserves of
oil and gas —reserves I’d love Chevron
to have access to,« enthused Chevron
CEO Kenneth T. Derr in a speech at
the Commonwealth Club of San Fran-
cisco.#

Almost as soon as Iraq signed the
new oil agreements, Washington began
to deploy military forces near the coun-
try’s borders in a very threatening for-
ward posture. Operation Phoenix Scor-
pion and Operation Desert Thunder in
various phases lasted almost continu-
ously from November 1997 through
December 1998. In Washington, the
rhetoric grew increasingly hard-line
and threatening. On January 26, 1998
members of the right-wing Project for
a New American Century sent a let-
ter to President Bill Clinton warning
that the containment policy »has been
steadily eroding over the past sever-
al month« and calling for »removing
Saddam Hussein from power.«4 CIA
sources told journalists and members
of Congress that Saddam was hiding
large stocks of deadly weapons. Con-

# China had become a major player in the Mid-
dle East oil game because of its rapid economic
growth and huge future oil needs, with Persian
Gulf imports estimated to rise from o.5 million
barrels per day in 1997 to 5.5 million barrels
per day in 2020.

# As posted on the company web site at www.
chevrontexaco.com/newslarchive/chevron_
speech/1998/98-11-05.asp

+ Project for a New American Century web
site — www.newamericancentury.orgliraqclin-
tonletter.htm
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gress held hearings and began drafting
legislation.

On May 1, 1998, President Clinton
signed a law that provided US$5 mil-
lion in funding for the Iraqi opposition
and set up »Radio Free Iraq.« That
was only the beginning. On May 29,
the Project for a New American Cen-
tury sent an open letter to Congress on
Iraq, insisting that the US government
was not sufficiently firm with Saddam,
attacking what it called the President’s
»capitulation« and warning of severe
»consequence« to US interests. Among
the signatories of this high-profile letter
were Donald Rumsfeld, Paul Wolfow-
itz, Richard Perle, Elliot Abrams, John
Bolton and others who would later take
high posts in the Bush administration.+¢
The Clinton White House was ready to
oblige. On August 14, 1998, the Presi-
dent signed another law (PL 105-235)
that accused Iraq of building weapons
of mass destruction and failing to co-
operate with UN inspectors, declaring
ominously: »Iraq is in material and un-
acceptable breach of its international
obligations.« Finally, on October 31,
the President signed the »Iraq Libera-
tion Act of 1998« (PL 105-338), a text
still more bellicose. »It should be the
policy of the United States to support
efforts to remove the regime headed by
Saddam Hussein from power in Iraq, «
read the key sentence. In London, gov-
ernment leaders made similar expres-
sions of determination and a UK Stra-
tegic Defence Review of July 1998 af-
firmed readiness to use force. » Outside
Europe,« the Review concluded, »the
greatest risks to our national economic
and political interests ... will remain in
the Gulf. «#7

On December 16-19, 1998, the US-
UK launched Operation Desert Fox.
Hundreds of strike aircraft and cruise
missiles hit Baghdad and other major
Iraqi targets, including an oil refinery.
The attacks ended the UN arms inspec-
tion program, pre-empting any dec-
laration that Iraq was nearly free of
mass destruction weapons. Following
Desert Fox, US-UK air forces patrolled
the »no-fly « zones with new, more ag-

4 bttp:/lwww.newamericancentury.orgliraqlet-
ter1998.htm

+ UK Ministry of Defence website, White Paper,
July 18, 2002 —www.mod.uk/issues/sdr/new-
chapter.htm
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gressive rules of engagement and regu-
lar attacks on Iraqi targets.

This increasingly aggressive poli-
cy towards Iraq expressed a harden-
ing conviction among leaders in the US
and the UK that » containment « would
not hold up much longer, that Saddam
Hussein could not be ousted by cov-
ert means, and that invasion and direct
control over Irag’s oil would now be
required.

The Bush Administration Heads
for War

The new Bush administration came
into office in January 2001 at this crit-
ical juncture. Revelations by former
Secretary of the Treasury Paul O’Neill
inform us that the new administra-
tion started planning for an invasion
of Iraq almost immediately. According
to O’Neill, Iraq was » Topic A« at the
very first meeting of the Bush National
Security Council, just ten days after the
inauguration. »It was about finding a
way to do it,« reports O’Neill, » That
was the tone of the President, saying
»Go find me a way to do this.<«#®

Just a few weeks later, the hastily-or-
ganized National Energy Policy Devel-
opment Group, chaired by Vice Pres-
ident Cheney, studied the challenge
posed by French, Russian and other
companies. One of the documents pro-
duced by the Cheney group, made pub-
lic after a long court case, is a map of
Iraq showing its major oil fields and
a two-page list of »Foreign Suitors
for Iraqi Oilfield Contracts.« The list
showed more than 40 companies from
30 countries with projects agreed or
under discussion, but not a single US
deal.#> The list included agreements or
discussions with companies from Ger-
many, India, Italy, Canada, Indonesia,
Japan and other nations, along with the

+ Ron Suskind, The Price of Loyalty: George W.
Bush, the White House and the Education of
Paul O’Neill (New York, Simon & Schuster,
2004) 174-75

4 The Cheney documents were curiously made
public in response to a law suit by a conserv-
ative organization called Judicial Watch. The
administration fought the Judicial Watch case
in court, but eventually lost. The »Foreign
Suitors« list includes Shell, but lists no con-
tract results with the company. Exxon, Chev-
ron and BP are not on the list at all. Two small
UK firms, Branch Energy and Pacific Resources
are also to be found on the list.
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Iraq was » Topic A« at the
very first meeting of the Bush
National Security Council.
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Total was in negotiations with
the US government »about
redistribution of the oil regions.

The Heritage Foundation called
for the privatization of Iraq's
national oil company.
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well-known French, Russian and Chi-
nese deals. The Cheney Group’s report,
released in May 2001, warned omi-
nously of US oil shortfalls that might
»undermine our economy, our stand-
ard of living, our national security. «

After the events of September 11,
2001 and the US war on Afghanistan,
the Bush administration was ready to
move on Iraq. Oil industry publica-
tions like Platts and Oil and Gas Jour-
nal reflected the growing sense of ur-
gency within the industry that the time
for action had arrived. Early in 2002,
more than a year before the conflict,
Bush and Blair reportedly decided to
go ahead with war plans and parallel
efforts to prepare the public.

As war talk increased in Washington
and at the UN, oil issues came into the
open. The influential Heritage Foun-
dation published in September a re-
port on » The Future of a Post-Saddam
Iraq« which called for the privatization
of Iraqg’s national company and warned
that competitor companies would lose
their Saddam-era contracts. The com-
panies, the Bush administration and
the Iraqi opposition held many meet-
ings over post-war oil. The Washing-
ton Post reported in September 2002
that the big companies were »maneu-
vering for a stake« in postwar Iraq and
that the war could cause major »re-
shuffling « of world petroleum markets.
Former CIA Director James Woolsey
told the Post that the US would use
access to post-war oil as a bargaining
chip to win French and Russian sup-
port for the wars° Also at this time,
Iraqi exile leaders said publicly that a
post-Saddam government would »re-
view« all the foreign oil agreements.
Ahmad Chalabi, leader of the Iraqi Na-
tional Congress, US favorite as heir to
the Iraqi leadership, was quoted as say-
ing: » American companies will have a
big shot at Iraqi oil. «5

Russian officials told the London-
based Observer newspaper that they
feared a post-war nullification of the
large Russian contracts, with the most
lucrative deals given over to US com-
panies. The Observer quoted one offi-
cial in Moscow as saying that the im-

s° Dan Morgan and David B. Ottaway, »In Iraqi
War Scenario, Oil is Key Issue as U.S. Drillers
Eye Huge Petroleum Pool,« Washington Post,
September 15, 2002.

5t Morgan and Ottaway (2002)

pending conflict could be called »an
oil grab by Washington.« In France,
it was reported that Total was actu-
ally in negotiations with the US gov-
ernment »about redistribution of the
oil regions between the world’s major
companies. «3*

On October 21 2002, Deutsche
Bank added to the war-for-oil specu-
lation by publishing a major inves-
tor-research study entitled: »Baghdad
Bazaar: Big Oil in Iraq?« The report,
which noted that »war drums are beat-
ing in Washington « and » Big Oil is po-
sitioning for post-sanctions Iraq, « ana-
lyzed the upward stock market poten-
tial of the oil industry in light of declin-
ing world reserves and Iraq’s post-war
potential. On November 1, Youssef Ib-
rahim of the Council on Foreign Rela-
tions, warned in the International Her-
ald Tribune that the coming war was
»bound to backfire,« calling it »a mis-
guided temptation to get more oil out
of the Middle East by turning a »>friend-
ly« Iraq into a private American oil
pumping station. «53

Meetings continued all fall and into
the new year in Washington, London,
Houston and elsewhere, between gov-
ernment officials, oil executives and
Iraqi opposition leaders in various
combinations. US envoys held private
talks on oil in Moscow, Paris, Beijing
and other capitals. In December, there
was a meeting of oil company figures
at a resort near Sandringham in Scot-
land, featuring a talk by the former
head of Iraq’s Military Intelligence
Agency. Topics on the agenda included
Irag’s future oil potential and wheth-
er post-Saddam Iraq might pull out of
OPEC.5# In the Pentagon, war planners
were considering how to seize Iraq’s oil
fields in the first hours and days of the
impending conflict.

The War and After

US-UK forces invaded Iraq on
March 20, 2003, seizing the major oil-

s> Ed Vulliamy, Paul Webster and Nick Paton
Walsh, » Scramble to Carve up Iraqi oil reserves
lies behind US diplomacy,« The Observer, Oc-
tober 6, 2002.

53 Youssef Ibrahim, »Bush’s Iraq adventure is
bound to backfire,« International Herald Trib-
une, November 1, 2002.

s+ Peter Beaumont and Faisal Islam, » Carve-Up
of QOil Riches Begins,« Observer, November 3,
2002.
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fields and refineries almost immediate-
ly. When coalition forces later entered
Baghdad, they set a protective cordon
around the Oil Ministry, while leaving
all other institutions unguarded, allow-
ing looting and burning of other gov-
ernment ministries, hospitals and cul-
tural institutions. Looters sacked the
National Museum and burned a wing
of the National Library, but the Oil
Ministry stood relatively unscathed,
with its thousands of valuable seismic
maps safe for future oil exploration.

President Bush quickly appoint-
ed Phil Carroll, a former high-rank-
ing US oil executive, to assume con-
trol of Iraq’s oil industry and on May
22, Bush issued Executive Order 13303
giving immunity to oil companies for
all activities in Iraq and deals involving
Iraqi oil. On the same day, under pres-
sure from the US and the UK, the UN
Security Council passed Resolution
1483 which lifted the former sanctions
and allowed the occupation authorities
to sell Iraqi oil and put the proceeds in
an account they controlled. Every step
in the early post-war period confirmed
the centrality of oil, not as an Iraqi na-
tional resource to be protected, but as
a spoil of war to be controlled. Now,
many months after the war, the picture
remains the same.

Company Bonanza or
Greedy Overreach?

Was the war a bold and success-
ful calculation or a huge error, result-
ing from official hubris and company
greed? The war’s authors hoped to af-
firm a New American Century and

company pre-eminence, but the con-
flict instead could limit US global am-
bitions and set back oil company aspi-
rations. It is too early to be certain of
the outcome, but we can make a few
preliminary conclusions.

The companies hoped that the Iraq
war would allow them to take over
Irag’s oil reserves with only a mini-
mum of difficulty. Self-confident assur-
ances by pro-war ideologues in Wash-
ington reinforced the widely-held con-
viction that the sole superpower could
easily mobilize international support
and that the people of Iraq would wel-
come the invaders and applaud the
»liberation« offered by a US occupa-
tion government. The hawks expected
that they could rapidly set up a pliant
government and privatize the Iraqi in-
dustry or distribute production agree-
ments speedily to US firms. But these
ideas proved illusory. Instead, Bush
and Blair faced enormous worldwide
opposition to the war. And in spite of
US forces’ rapid seizure of the country,
they now grapple with economic cha-
os and an intense and lethal resistance
movement.

The companies, it should be said,
are not in a great hurry. They plan
and act on decades-long time horizons.
They can wait out the insecurity of the
present if the precious Iraqi oil fields
fall dependably into their hands some-
time in the next few years. But it is by
no means certain that the Anglo-Amer-
ican giants will get their way as easily
in Iraq as they did in Washington. As
they wait, the violence of pacification
and resistance engulfs the country. War
number eight gets under way.
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Coalition forces set a protective
cordon around the Oil Ministry.

Economic chaos and an intense
and lethal resistance movement.



Companies have won a stag-
gering US$300 billion in military
contracts over the last eight
years.
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War Profiteering in Iraq

Pratap Chatterjee®®

More than 70 American compa-
nies and individuals have won up to
US$8 billion in contracts for work in
postwar Iraq and Afghanistan over
the last two years, according to a new
study by the Center for Public Integ-
rity in Washington DC. Those compa-
nies donated more money to the presi-
dential campaigns of George W. Bush
than to any other politician over the
last dozen years, the Center found. Yet
the Center’s study is just the tip of the
iceberg—behind the scenes hundreds
of other companies have won a stag-
gering US$300 billion in military con-
tracts over the last eight years —most
of which is barely even mentioned in
publications outside of the military es-
tablishment because these companies
do not make public campaign contri-
butions — their work demands that the
public has no idea of their existence.
That is an average of US$37.5 billion a
year or one in ten dollars of the United
States military expenditures of US$336
billion in 2002 (measured in 2000 dol-
lars).

Military-industrial
entanglement

Almost all of these companies have
principal offices in Virginia, Maryland
and Washington DC where they meet
in secret with military officials, govern-
ment servants and politicians to strike
deals. The only time the media notic-
es is when one of the contractors gets
killed overseas such as Michael Pouliot,
co-founder of San Diego-based Tapes-
try Solutions, who was killed on Janu-
ary 21, 2003 in Kuwait, while imple-
menting simulation training tools for
the military or when men like Karl
Ackermann of Moss Beach, California,
who was setting up asymmetric analy-
sis systems for the government in Tikrit,
near Saddam Hussein’s hometown in
October, 2003, vanish mysteriously.

For decades the United States gov-
ernment has hired outside contractors
55 Pratap Chatterjee is the Managing Editor and

Program Director of CorpWatch, Oakland

(USA). He has been working for many years as
an investigative journalist and producer.

to help provide covert military sup-
plies to the anti-communist opposition
in locales as far flung as Afghanistan
and Nicaragua. The men they hired in
the past included a number of ex-Na-
zis such as Ernst Werner Glatt and
Gerhard Mertens who helped provide
arms to Saddam Hussein and the mu-
jaheedin such as Osama bin Laden. To-
day these freelance suppliers are joined
by companies set up by former military
officials who provide training to for-
eign armies, security guards for mining
and oil corporations. Today these ex-
pert contractors are now being bought
up by the big computer and missile
manufacturers. Military Professionals
Resources Incorporated, which boasts
more five-star generals per square inch
of office space than the Pentagon, is
now owned by L-3 Communications,
which fielded the first overseer of Iraq:
Jay Garner. Dyncorp, which trains the
Iraqgi police, is now owned by Com-
puter Sciences Corporation while Ti-
tan corporation, which has done eve-
rything from irradiating beef to hiring
Kurdish spies for the war in Iraq, is
now owned by Lockheed Martin.

David Kay, the man in charge of the
United States government search for
Saddam Hussein’s weapons of mass
destruction, used to work for a multi-
national company called Science Appli-
cations International based in San Di-
ego, California, who have recently won
several lucrative contracts in the »war
on terrorism« —such as secretly assem-
bling a team of Iraqi exiles to run Iraq
months before the war even began, and
an ongoing contract to run television
and radio stations in Baghdad from
the palace grounds of Paul Bremer, the
United States official in charge of the
occupation of the country.

Science Applications International
is also one of the two companies that
runs the Yucca Mountain site in Ne-
vada where United States government
officials want to construct a permanent
dump for the nation’s high-level nucle-
ar waste on land that is sacred by the
Western Shoshone peoples. The other
company running the Yucca Mountain
site is Bechtel, winner of the contract
for the reconstruction of Iraq.
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And the winners are ...

Who are these companies, who do
they hire to lobby for them and whom
do they talk to and how do they in-
fluence our government and especial-
ly how do they shape the future of the
»war on terrorism«? It has become
abundantly clear, there never were any
weapons of mass destruction or any
link between Saddam Hussein and Os-
ama bin Laden. Was it just a mistake
or were these stories planted to pro-
vide a rationale for war and increase
profits for these companies? Given the
fact that we have seen the biggest mil-
itary spending increase in history and
the fact that a significant percentage is
devoted to private contractors who are
now providing us with »intelligence «
to justify the war, one must question
if these companies are simply justifying
what their political masters want.

Indeed some of those answers are
beginning to emerge: Seymour Hersh
has written an excellent report in the
New Yorker of what the intelligence
community calls the »stovepiping«: fil-
tering selected intelligence to the gov-
ernment to justify war and military
spending. Information in the public
domain indicates that a private compa-
ny (Science Applications International)
was hired to plan the Iraqi government
in exile long before the war, we also
know that Halliburton was brought
in to discuss how to put out oil fires
and run the Iraqi pipeline system, five
months before the war because of doc-
uments uncovered by Representative
Heny Waxman. Who made these deci-
sions to fund these programs and how?
There are many angry government of-
ficials in Washington DC — at the State
department as well as at the Penta-
gon and the Central Intelligence Agen-
cy—who are angry and upset that the
government is being sold lock, stock
and barrel, to the highest bidder or the
ones with the closest connections to
the White House.

Let’s go back to the reconstruction
contracts: Weeks after the Hussein re-
gime was ousted it was quickly replaced
by a corporate regime from the United
States: Engineers and executives from
San-Francisco-based Bechtel, one of
the world’s largest construction firms,
was selected to manage a 68o-million-

dollar reconstruction deal awarded by
the U.S. Agency for International De-
velopment (USAID) Apr. 17.

Within days Terry Valenzano, Bech-
tel’s manager for Iraq reconstruction,
flew to the Crowne Plaza and Hilton
resort in Kuwait, where the engineer-
ing teams are based, alongside many
top military officials.

Major companies were already hard
at work in Iraq. Oil giants British Pe-
troleum (BP) and Shell sent employees
to southern Iraq to work for a com-
mon British boss, Major Mark Tilley,
who has been appointed interim chief
executive of Iraq’s South Refineries by
the occupying forces. Paul Vick and
Scott Hayward, construction managers
for Houston, Texas-based engineering
company Halliburton, recently arrived
in the cities of Basra and Umm Qasr re-
spectively to oversee repairs, under the
supervision of Brigadier General Rob-
ert Crear, U.S. Army Corps of Engi-
neers. Phil Carroll, the former head of
Houston-based Shell Oil and construc-
tion giant Fluor, was appointed head of
a new advisory board that will oversee
the activities of an oil ministry.

Halliburton, was first secretly given
the contract to douse the oil fires set by
Saddam Hussein’s regime, hired two
Houston-based companies: Boots &
Coots International Well Control and
Wild Well Control, to put out the fires.
Now the firm is overseeing repair of
the oil refineries, running the pipelines
and trucking propane to Iraqi consum-
ers. The contracts have become politi-
cal hot potatoes because the adminis-
tration of President George W. Bush
never offered them for competitive bid-
ding or mentioned them publicly un-
til well after the work began, despite
the fact that they were signed months
before the attack even started. As I'm
sure you know, Cheney was chief ex-
ecutive officer of Halliburton, the com-
pany that has won the most contracts
in the »war on terrorism«.

Scott Saunders, a spokesman for the
Corps of Engineers, says Halliburton
may be permitted to export Iraqi oil in
the future, so that the country can gen-
erate money to pay for the rebuilding
process, unless Iraqgis »can reconsti-
tute their oil industry and bureaucracy
quickly enough« to do the job them-
selves.
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The biggest military spending
increase in history.

Halliburton was brought in to
discuss how to put out oil fires
and run the Iraqi pipeline sys-
tem, five months before the
war.

Cheney was chief executive
officer of Halliburton, the com-
pany that has won the most
contracts in the »war on terror-
ism«.



24

Cheney still draws compen-
sation of US$180,000 a year,
twice as much as he earns from
as vice-president.

The wholesale privatization of
the U.S. military is not surpris-

ing.
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A brief run-down on some of the
other companies in the country:
Stevedoring Services of America is hard
at work rebuilding Iraqi seaports, while
Airlink USA is waiting in the wings to
refurbish the airports as soon as they
are repaired. Of course the actual con-
struction work is being done by Iraqi
workers, who clamor for the two-dol-
lar-a-day jobs in the stifling heat under
threat of sniper fire.

Struggling to maintain law and or-
der, the U.S. military has turned to
yet another U.S. multinational to run
a new Iraqi police force: Dyncorp,
whose recruiters are manning phones
just outside of Forth Worth, Texas, to
hire »individuals with appropriate ex-
perience and expertise to participate in
an international effort to re-establish
police, justice and prison functions in
post-conflict Irag».

As 1 mentioned earlier, many of
these companies were hired even be-
fore the invasion began March 20. For
example, BP engineers traveled with
the troops as the war was launched, to
help them seize the oil wells. Hallibur-
ton had 1,800 employees in the Ku-
waiti desert setting up tent cities, pro-
viding food and washing clothes for
the soldiers, five months before the in-
vasion, while Dyncorp employees pa-
trolled the perimeters of army bases to
keep out angry civilians. Inside the Ku-
waiti bases, Military Professionals Re-
sources Incorporated (MPRI) of Alex-
andria, Virginia, a private company set
up by ex-U.S. military generals, trained
the soldiers to use weapons.

Now, the wholesale privatization
of the U.S. military is not surprising
given that the three bureaucrats Bush
hired to run the Army, Navy and Air
Force when he became president in
2000 were all plucked from corporate
America: Gordon England of General
Dynamics was appointed secretary of
the Navy, James Roche of Northrop
Grumman was appointed Air Force
secretary, and Thomas White of Enron
was appointed secretary of the Army.

Although all three men have resigned
in the last T2 months, the two former
military men recruited to run Iraq, Jay
Garner and Paul Bremer, were chief ex-
ecutives of consulting companies to the
multinationals —SY Technologies and
Marsh McLellan. SY helps design mis-

siles while Marsh advises companies in
crisis. Another well-know example is
Richard Perle, former head of the Pen-
tagon’s Defence Policy Board, who was
advising Goldman Sachs investors on
Wall Street about reconstruction con-
tracts.

Halliburton's government
business

But I would like to reserve the rest
of my time to talk about the vice-pres-
ident of the United States and his
business associates. Cheney served as
chief executive of Halliburton until he
stepped down to become George W.
Bush’s running mate in the 2000 presi-
dential race. Today he still draws com-
pensation of US$ 180,000 a year from
the company, twice as much as he earns
from as vice-president.

This company is a Fortune 500 con-
struction corporation working prima-
rily for the oil industry. From 1962 to
1972 the Pentagon paid the company
tens of millions of dollars to work in
South Vietnam, where they built roads,
landing strips, harbors, and military
bases from the demilitarized zone to
the Mekong Delta. The company was
one of the main contractors hired to
construct the Diego Garcia air base in
the Indian Ocean, according to Penta-
gon military histories.

In the early 1990s the company was
awarded the job to study and then im-
plement the privatization of routine
army functions under then-secretary of
defense Dick Cheney.

When Cheney quit his Pentagon job,
he landed the job of Halliburton’s CEO,
bringing with him his trusted depu-
ty David Gribbin. The two substan-
tially increased Halliburton’s govern-
ment business until they quit in 2000,
once Cheney was elected vice president.
This included a US$2.2 billion bill for
a Brown and Root contract to support
US soldiers in Operation Just Endeav-
or in the Balkans. Brown and Root is a
business unit of Halliburton.

After Cheney and Gribbin departed,
another confidante of Cheney, Admiral
Joe Lopez, former commander in chief
for U.S. forces in southern Europe,
took over Gribbin’s old job of go-be-
tween for the government and the com-
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pany, according to Brown and Root’s
own press releases.

In 2001 the company took in US$13
billion in revenues, according to its lat-
est annual report. Currently, Brown
and Root estimates it has US$~740 mil-
lion in existing U.S. government con-
tracts (approximately 37 percent of its
global business).

For example, in mid Novem-
ber 2001, Brown and Root was paid
US$2 million to reinforce the U.S. em-
bassy in Tashkent, Uzbekistan, under
contract with the State Department, ac-
cording to the New York Times. More
recently Brown and Root was paid
US$16 million by the federal govern-
ment to go to Guantnamo Bay, Cuba,
to build a 408-person prison for cap-
tured Taliban fighters, according to
Pentagon press releases.

That is by no means all: Brown and
Root employees can be found back
home running support operations from
Fort Knox, Kentucky, to a naval base
in El Centro, California, according to
company press releases.

In December 2001, Brown and Root
secured a 1o-year deal named the Lo-
gistics Civil Augmentation Program
(LOGCAP), from the Pentagon, which
has already been estimated at well over
a billion dollars.

Meanwhile independent agencies
are still skeptical about claimed finan-
cial savings from contracting out mil-
itary support operations. According
to the Government Accounting Office
(GAO), a February 1997 study showed
that a Brown and Root operation in
Bosnia estimated at US$191.6 million
when presented to Congress in 1996
had ballooned to US$461.5 million a
year later. All told this former Yugosla-
via contract has now cost the taxpay-
er US$2.2 billion over the last several
years.

Examples of overspending by con-
tractors include flying plywood from
the United States to the Balkans at
US$85.98 a sheet and billing the army
to pay its employees’ income taxes in
Hungary.

A subsequent GAO report, issued
September 2000, showed that Brown
and Root was still taking advantage of
the contract in the Balkans. Army com-
manders were unable to keep track of
the contract because they were typi-

cally rotated out of camps after a six-
month duration, erasing institutional
memory, according to the report.

The GAO painted a picture of Brown
and Root contract employees sitting
idly most of the time. The report also
noted that a lot of staff time was spent
doing unnecessary tasks, such as clean-
ing offices four times a day.

Pentagon officials were able to iden-
tify US$72 million in cost savings on
the Brown and Root contract simply
by eliminating excess power genera-
tion equipment that the company had
purchased for the operation.

Brown and Root has been also been
investigated for over billing the gov-
ernment in its domestic operations. In
February 2002, Brown and Root paid
out US$2 million to settle a suit with
the Justice Department that alleged the
company defrauded the government
during the mid-1990s closure of Fort
Ord in Monterey, California.

The allegations in the case surfaced
several years ago when Dammen Gant
Campbell, a former contracts manag-
er for Brown and Root turned whistle-
blower, charged that between 1994 and
1998 the company fraudulently inflat-
ed project costs by misrepresenting the
quantities, quality, and types of materi-
als required for 224 projects. Campbell
said the company submitted a detailed
»contractors pricing proposal» from
an army manual containing fixed pric-
es for some 30,000 line items.

Once the proposal was approved,
the company submitted a more gen-
eral »statement of work,» which did
not contain a breakdown of items to
be purchased. Campbell maintained
the company intentionally did not de-
liver many items listed in the original
proposal. The company defended this
practice by claiming the statement of
work was the legally binding docu-
ment, not the original contractors pric-
ing proposal.

In December 2001, Kellogg, Brown
and Root, a subsidiary of Hallibur-
ton, secured a 1o-year deal known as
the Logistics Civil Augmentation Pro-
gram (LOGCAP), from the Pentagon.
The contract is a »cost-plus-award-fee,
indefinite-delivery/indefinite-quantity
service « which basically means that the
federal government has an open-ended
mandate and budget to send Brown
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Independent agencies are still
skeptical about claimed finan-
cial savings from contracting
out military support operations.
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The federal government has

an open-ended mandate and
budget to send Brown and Root
anywhere in the world to run
military operations for a profit.
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and Root anywhere in the world to
run military operations for a profit.To-
day Brown and Root is also support-
ing operations in Afghanistan, Djibou-
ti, Georgia, Jordan and Uzbekistan.

Kuwait

Let’s discuss some of the details:
KBR’s work in Kuwait began in Sep-
tember 2002 when Joyce Taylor of the
U.S. Army Materiel Command’s Pro-
gram Management Office, arrived to
supervise approximately 1,800 Brown
and Root employees to set up tent cit-
ies that would provide accommoda-
tion for tens of thousands of soldiers
and officials. Within a few weeks, these
Brown and Root employees helped
transform Kuwait into an armed camp,
to support some 80,000 foreign troops,
roughly the equivalent of 10% of Ku-
wait’s native born population. The
headquarters for this effort is Camp
Arifjan, where civilian and military
employees have built a gravel terrace
with plastic picnic tables and chairs,
surrounded by a gymnasium in a tent,
a PX and newly arrived fast food out-
lets such as Burger King, Subway and
Baskin-Robbins, set up in trailers or
shipping containers. Basketball hoops
and volleyball nets are set up outside
the mess hall.

Turkey

North of Iraq approximately 1,500
civilians are working for Brown
and Root and the United States mili-
tary near the city of Adana, about an
hour’s drive inland from the Mediter-
ranean coast of central Turkey, where
they support approximately 1,400 US
soldiers staffing Operation Northern
Watch’s Air Force F-15 Strike Eagles
and F-16 Fighting Falcons monitoring
the no-fly zone above the 36th paral-
lel in Iraq.

The jet pilots are catered and housed
at the Incirlik military base seven miles
outside the city by a company named
Vinnell, Brown and Root (VBR), a joint
venture between Brown and Root and
Vinnell corporation of Fairfax, Virgin-
ia, under a contract that was signed on

October 1, 1988, which also includes
two more minor military sites in Tur-
key: Ankara and Izmir.

The joint venture’s latest contract,
which started July 1, 1999 and will
expire in September 2003, was initial-
ly valued at US$ 118 million. US Army
officials confirm that Brown and Root
has been awarded new and addition-
al contracts in Turkey in the last year
to support the »war on terrorism» al-
though they refused to give any details.

Cheap labor is also the primary rea-
son for outsourcing services, says Ma-
jor Toni Kemper, head of public affairs
at the base. »The reason that the mili-
tary goes to contracting is largely be-
cause it’s more cost effective in certain
areas. I mean there was a lot of stud-
ies years ago as to what services can be
provided via contractor versus military
personnel. Because when we go con-
tract, we don’t have to pay health care
and all the another things for the em-
ployees, that’s up to the employer.»

Soon after the contract was signed
Incirlik provided a major staging post
for thousands of sorties flown against
Iraq and occupied Kuwait during the
Gulf war in January 1991 dropping
over 3,000 tons of bombs on military
and civilian targets.

Still ongoing is the first LOG-
CAP contract in the »war on terror-
ism« which began in June 2002, when
Brown and Root was awarded a US$22
million deal to run support services at
Camp Stronghold Freedom, located at
the Khanabad air base in central Uz-
bekistan. Khanabad is one of the main
US bases in the Afghanistan war that
houses some 1,000 US soldiers from the
Green Berets and the 1oth Mountain
Division. In November 2002 Brown
and Root began a one-year contract,
estimated at US$42.5 million, to cover
services for troops at bases in both Ba-
gram and Kandahar. Brown and Root
employees were first set to work run-
ning laundry services, showers, mess
halls and installing heaters in soldiers’
tents.
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Colombia, The Corporate Support for War and

Anti-Union Repression

Daniel Kovalik’®

The US »War on Drugs«
in Colombia

The U.S. is currently waging a war
in Colombia—now the 3rd largest re-
cipient of U.S. military aid in the world.
While the U.S. is claiming to wage this
war in the name of fighting drugs and
terrorism, the facts show that U.S. mil-
itary aid is in fact perpetuating both
of these harms. Indeed, it appears that
what the U.S. terms its » War on Drugs «
and » War on Terrorism« in Colombia
is in fact a war waged in support of
corporate profits and access to strate-
gic natural resources.

Let us first consider the so-called
»War on Drugs« in Colombia. As the
conservative Rand Corporation con-
cluded years ago, it is 23 times more
effective (and infinitely more humane)
to deal with drug abuse in the U.S. by
focusing efforts on drug treatment at
home rather than on eradication of the
raw materials for drugs (e.g. coca) at
the source. Despite this conclusion, the
U.S. has instead chosen to focus its re-
sources on massive military aid to Co-
lombia for the ostensible purpose of
coca eradication.

Yet, since 2000, when the U.S. be-
gan its major military appropriations
to Colombia, the cultivation of coca
production in Colombia has actually
increased, according to the U.S. State
Department, from 136,200 hectars to
144,450. Indeed, coca production has
increased throughout the Andean Re-
gion during this same period. Even
more disturbing than these figures is the
fact that the U.S. is actually funding a
military in Colombia which, according
to the U.S. State Department’s own hu-
man rights report of March 31, 2003,
is working in close connection with
right-wing paramilitaries. This is sig-
nificant, for the U.S. Drug Enforcement
Agency (DEA) reports that the para-
militaries control 40% of Colombia’s
drug trade and are indeed involved in
the drug trade in a way which Colom-

56 Daniel Kovalik is Assistant General Counsel
for the United Steelworkers Union.

bia’s left-wing guerilla groups (whose
role is limited to taxing coca produc-
ers) are not. And a recent Washing-
ton Post article (6/26/03) entitled » Co-
lombia’s Military’s Paramilitary Allies
Are Major Drug Traffickers« reports
that the Colombian government itself
has concluded in a report by President
Alvaro Uribe that »it is impossible to
differentiate between the self-defense
groups and narco-trafficking organiza-
tions. « Meanwhile, the U.S. does noth-
ing to regulate the export to Colombia
of chemicals needed to convert coca
into cocaine.

Just as the U.S. » War on Drugs« in
Colombia is at best futile in combat-
ting drugs, if not downright counter-
productive, the U.S. »War on Terror «
in Colombia is actually serving the in-
terests of those who commit the most
terror in Colombia—the right-wing
paramilitaries. It is a consensus among
human rights organizations, including
Amnesty International, Human Rights
Watch and the Colombian Commit-
tee of Jurists that these paramilitary
groups, which the U.S. State Depart-
ment itself has designated as »terror-
ist,« are committing 8o to 85% of the
atrocities in Colombia. Yet, the U.S.
continues to fund the military which
it concedes is cooperating with and as-
sisting these paramilitaries. The result
is that human rights abuses in Colom-
bia have actually increased since 2000
when the U.S. began its major military
appropriations to Colombia. Thus, ac-
cording to the Latin American Work-
ing Group (LAWG), political assassi-
nations in Colombia have risen from
12 a day in the year 2000 to 19 a day
in 2003.

The role of TNCs in the war

Given the fact that the U.S. »War
on Drugs« and » War on Terrorism« in
Colombia appear to be neither, one nat-
urally must ask, why the U.S is at war
in Colombia? To answer this, I would
like first to share an interesting anec-
dote. In the February of 2000, when
Congress was first debating Plan Co-
lombia —the plan pursuant to which
the U.S. is funding the Colombian mili-
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The U.S. is actually funding a
military in Colombia which is
working in close connection
with right-wing paramilitaries.
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Colombia is the most danger-
ous country in the world for
trade unionists.

Occidental Petroleum is respon-
sible for a number of human
rights abuses in Colombia.
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tary —1I attended a Congressional hear-
ing in Washington entitled, »Drugs
and Social Policy in Colombia. « As the
name suggests, the hearing was held
ostensibly to debate the need for Plan
Colombia in light of the goal of fight-
ing drugs in Colombia. Curiously, the
Vice-President of Occidental Petroleum,
Lawrence Mirage, was invited to tes-
tify at this hearing—not about drugs
or social policy in Colombia, but rath-
er, about the need to protect the U.S.’s
(and Occidental’s) access to oil in Co-
lombia. As Mirage explained at this
hearing, Colombia is the 8th largest
supplier of oil to the U.S., and Colom-
bia and its neighbor Venezuela togeth-
er provide the U.S. with 20% of its oil.
Mirage claimed that it was necessary to
secure Colombia’s oil as an alternative
to »the volatile Middle East. «

The primacy of the U.S.’s oil inter-
ests in Colombia is highlighted by the
fact that the duty of 1 out of 4 Colom-
bian soldiers is to protect oil pipelines
in Colombia. In addition, the U.S., ex-
plicitly demonstrating its true purposes
in Colombia, recently appropriated al-
most US$ roo million to the Colombian
military for the express purpose of pro-
tecting Occidental’s pipelines. In Janu-
ary of 2003, the U.S. also sent special
forces to Colombia to train Colombian
troops in protecting these same pipe-
lines. Meanwhile, Occidental Petrole-
um is responsible for a number of its
own human rights abuses in Colombia,
including the displacement of members
of the indigenous U’wa tribe from their
land as well as the 1998 bombing of a
small hamlet, Santo Domingo, in 1998.
This bombing resulted in the deaths of
17 civilians, including 7 children.

In addition to Occidental, the Ala-
bama-based coal mining company, the
Drummond Company, was also a ma-
jor sponsor of Plan Colombia. Indeed,
Drummond-owner, Garry Drummond,
accompanied President Bill Clinton to
Colombia to present the first major in-
stallment of military aid under Plan Co-
lombia (approximately US$1.3 billion)
to then-President Andres Pastrana. In
addition to supporting the war efforts
of the U.S. in Colombia, Drummond is
also directly responsible for the viola-
tion of human rights in Colombia. In
particular, Drummond, as a number of
other transnational companies, is re-

sponsible for the assassination of trade
union leaders in Colombia. The corpo-
rate-sponsorship of trade union kill-
ings has become the subject of 2 law-
suits in the U.S. as well as an interna-
tional consumer campaign.

Colombia is, in the words of the
International Confederation of Free
Trade Unions (ICFTU), the most dan-
gerous country in the world for trade
unionists. In its most recent human
rights report, dated March 31, 2003,
the State Department reports that
1,875 labor activists have been mur-
dered in Colombia since 1991 — 184
last year alone. The 184 trade union as-
sassinations in Colombia made up the
vast majority of all trade union assassi-
nations world-wide, which totaled 213.
In an almost laughable understatement,
the State Department concluded in its
2003 report that, for the year 2002,
»violence against trade union members
and antiunion discrimination were ob-
stacles to joining unions and engaging
in trade union activities. «

The State Department explains that
a majority of these trade unionists have
been killed at the hands of right-wing
paramilitaries which, as the State De-
partment rightly concludes, continue
to receive most of their support from
the Colombian military, the same mili-
tary that the U.S. is funding at record
levels. As the State Department notes,
members of the Colombian armed
services continue to collaborate with
and tolerate the activities of the para-
militaries, providing the paramilitaries
with intelligence and ammunition and
even, in some cases, joining the ranks
of the paramilitaries.

The paramilitaries, along with their
military partners, are ideologically
aligned with the interests of both do-
mestic and foreign capital in Colombia
and are many times assisted, both ma-
terially and morally, by corporate elit-
es. As Amnesty International, focusing
on the Department of Cesar, explained
in 1997, »the systematic violation of
human rights against members of pop-
ular organizations in the department
of Cesar corresponds to a national
strategy of undermining organizations
which the [state] security forces deem
to be subversive. [...] Many violations
of human rights in the region are com-
mitted in order to advance and protect
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the interests of economically powerful
sectors. Labeling anyone who dares to
challenge the interests of powerful eco-
nomic sectors as subversive [...] and
then targeting them for human rights
violations provides a means for those
sectors to protect their interests. «57

Amnesty International explains in
this same report that the Cesar De-
partment is also where the collabora-
tion between the paramilitaries and
the military is especially keen: » Am-
nesty International has been increas-
ingly concerned by the escalation of
human rights violations carried out in
the department of Cesar by members
of the security forces and paramilitary
groups allied to them. >Disappearanc-
es<, extrajudicial killings and other hu-
man rights violations continue to be re-
ported as the security forces have in-
creased their presence and paramilitary
organizations have been set up and
consolidated in the region, sometimes
with the support of powerful economic
interests. «

The case of Drummond Coal
Company

One of the most » powerful econom-
ic« actors in the Cesar Department is
Drummond Coal Company, based in
Birmingham, Alabama. Drummond
was a major sponsor of Plan Colombia,
the plan pursuant to which the U.S. has
been sending military aid to Colombia
since 2000. In 1994, Drummond shut-
down its unionized mine operations in
Alabama and began mining operations
in Colombia. It was around this same
time that paramilitary operations be-
gan to intensify in Cesar. As The Nation
reported »[a]ccording to a high-rank-
ing former Colombian military officer,
it was in that period that the paramil-
itaries began aggressive operations in
Cesar province...«5%, The convergence
of Drummond Coal and increased vio-
lence does not appear to be a mere co-
incidence. As former NPR reporter Ste-
ven Dudley reported in another Nation
article, » paramilitary leaders have told
me on several occasions they protect
57 Hacienda Bellacruz: »Land, Violence & Para-

military Power«, amnesty international, 1997

(http:/fweb.amnesty.org/library/Index/ENGA
MR23006199720pencof=ENG-344).

58 September 2001, »It’s The Real Thing: Mur-
der«.

business interests in Colombia, espe-
cially international companies. [...] In
the northeast the paramilitaries have
troops around a coal mine owned by
Alabama-based Drummond. «%

In March of 2001, the symbiot-
ic relationship between Drummond
and the paramilitaries turned deadly,
resulting in the brutal slaying of two
trade unionists— Valmore Locarno
and Victor Hugo Orcasita, both em-
ployees in Drummond’s mines and, re-
spectively, the president and vice-presi-
dent of the local union of SINTRAMI-
ENERGETICA. Valmore and Victor
Hugo had been threatened by para-
militaries for some time prior to their
assassination. These threats resulted
from Drummond’s characterization
of the mining union as a »guerilla un-
ion,« a common tactic used by corpo-
rate elites as explained by Amnesty In-
ternational in the article quoted above.
While Valmore Locarno and Victor
Hugo Orcasita had asked Drummond
on a number of occasions for a simple
safety accommodation in response to
these threats—i.e., to stay in the mines
overnight between shifts so that they
did not have to travel the paramilitary-
controlled highways at night —this re-
quest was repeatedly denied.

It should be noted that, meanwhile,
Drummond provided, and continues to
provide, its American-born supervisors
with a compound which is protected
around the clock by Colombian mili-
tary forces. As the Wall Street Journal
reported on October 6, 2003, »[m]ore
than 300 Colombian army troops are
stationed at La Loma, where Drum-
mond provides them with subsidized
food and fuel. The troops protect com-
pany facilities and screen employees,
Drummond says. «

On the night of March 12, 2001,
Valmore and Victor Hugo, after again
being denied their request to stay over-
night at the mines, boarded a Drum-
mond-contracted bus to take them to
their homes. A number of such bus-
es left the mines with employees that
night. Only Valmore and Victor Hugo’s
bus was stopped by paramilitaries that
evening. These paramilitaries boarded
the bus, asked for Valmore and Vic-
tor Hugo by name, and told them that

59 August 5, 2002, »War in Colombia’s Oil-

fields «.
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»Paramilitary leaders have told
me on several occasions they
protect business interests in
Colombia, especially interna-
tional companies. «
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Victor Hugo was found dead
the next day with evident signs
of torture.

» ATCA« gives aliens the right
to sue in the U.S. District Courts
for torts committed in violations
of the law of nations.
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they were there to settle »a problem«
that Valmore and Victor Hugo had
with Drummond. They then proceeded
to pull Valmore and Victor Hugo off
the bus, shooting Valmore dead on the
spot and taking Victor Hugo away. Vic-
tor Hugo was found dead the next day
with evident signs of torture. Shortly af-
ter these murders, Drummond employ-
ee Gustavo Soler took over as President
of the mining union and began negoti-
ating on behalf of the employees. Gus-
tavo Soler publicly opined including in
his interview for the September 2001
Nation article cited above, that some-
one at Drummond had to have tipped
the paramilitaries as to which bus Val-
more and Victor Hugo were traveling
on the night they were killed. Shortly
after expressing this opinion, Gusta-
vo Soler was himself dragged off a bus
taking him home from the Drummond
mines and murdered by paramilitaries.

The Alien Tort Claims Act

A USWA delegation was in Colom-
bia on the very night Valmore and Vic-
tor Hugo were murdered. Moved by
the blatant murders of union activists
and the escalating crisis of violence
confronting trade unionists in Colom-
bia, the USWA, along with the Inter-
national Labor Rights Fund (ILRF),
took the drastic step of filing a lawsuit
against Drummond Company on be-
half of the SINRAMIENERGETICA
and the families of the slain labor lead-
ers. The suit was filed citing provisions
of the Alien Tort Claims Act and un-
der the Torture Victims Protection Act.
The Alien Tort Claims Act (»ATCA«)
gives aliens the right to sue in the U.S.
District Courts for torts committed
in violations of the law of nations. In
1991, Congress passed the Torture Vic-
tims Protection Act (» TVPA«) which
codified court decisions holding that
aliens could bring suits under this law
against »individuals « to redress human
rights abuses committed abroad. The
USWA and ILRF also filed an ATCA
and TVPA case against Coca-Cola and
related entities and individuals for their
role in human rights abuses in Colom-
bia. This lawsuit involves, inter alia,
the 1996 slaying of trade unionist Isid-
ro Gil within the wall of the Coca-Cola
bottling plant in Carepa, Colombia
by paramilitary forces. The murder of

Isidro Gil followed the threats of the
plant manager to wipe out the union
through the paramilitaries.

In both of these cases, the courts
have denied the Defendants’ motions
to dismiss in large part and have made
some important rulings in those deci-
sions.® In both cases, the courts have
ruled that a corporation is an »individ-
ual« subject to suit under the express
terms of the TVPA. In so ruling, the
courts relied upon the fact that corpo-
rations are considered »persons« un-
der the law of the U.S. and have all the
rights of » persons. « As such, they must
also have the responsibilities of »per-
sons. «

The courts in both cases also ruled
that the Plaintiffs have alleged suffi-
cient facts to demonstrate that the par-
amilitaries are in fact state actors in
light of their collaboration with the of-
ficial armed services of Colombia. This
is important, for the TVPA creates a
cause of action for human rights abus-
es committed by »[a]n individual [...]
under actual apparent authority, or
color of law, of any foreign nation. «

At the same time, it is important
to point out that, if there is too much
state action, a case can be dismissed
under the »act of state doctrine « which
insulates the actions committed by for-
eign states. The U.S. government, ac-
tively taking the side of the corpora-
tions in a number of ATCA cases, is at-
tempting to exploit this »act of state
doctrine« in furtherance of its goal of
having these cases dismissed. Thus, in
what we believe to be a blatant viola-
tion of the separation of powers, the
U.S. State Department has been writ-
ing a number of courts and asking
them to dismiss cases on the proffered
grounds that they are challenging the
acts of foreign nations in which the
U.S. has an important foreign policy

¢ See, Estate of Rodriquez v. Drummond Coal,
256 ESupp.2d 1250 (N.D. Ala. 2003); Sin-
altrainal v. Coca-Cola, 256 ESupp.2d 1345
(S.D.Fla. 1250).
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interest.® In one case, involving the
Rio Tinto mining corporation, the U.S.
was successful in convincing the dis-
trict court to dismiss the ATCA case on
the grounds that it adversely impacted
upon the U.S.’s foreign policy in Pa-
pua New Guinea. As yet, the Defend-
ants in the Coca-Cola case have fortu-
nately not raised this issue. And, in the
Drummond case, the Judge absolutely
refused to hear this argument at this
point in the proceedings.

On the issue of state action, it is in-
teresting to note that the Wall Street
Journal, in its October 6, 2003 arti-
cle about the case, set forth an incred-
ible indictment of U.S. foreign policy
in Colombia by noting, without com-
ment, that Drummond’s » arrangement
with the army is critical to the lawsuit.
The union and relatives of the mur-
dered activists say that regular army
units routinely cooperate with para-
military fighters, some of whom wear
army uniforms and function at times as
regular soldiers.« If, as is indeed true,
Drummond’s support of the military
is so critical to the human rights case
against it, what does this say about the
massive support of the U.S. for this
very same military?

In both cases, the courts also ruled
that the Plaintiffs have sufficiently pled
that they do not have an adequate fo-
rum in Colombia for their human rights
cases. This ruling was critical in reject-
ing the Defendants forum non conven-
iens defense as well as its defense under
the TVPA which expressly provides that
the court shall not exercise jurisdiction
»if the claimant has not exhausted ad-
equate and reasonable remedies in the
place in which the conduct giving rise
to the claim occurred.« The court’s’
ruling in this regard should not be sur-
prising, however, given the U.S. State

¢t It is important to note that while the Defend-
ants in the aforesaid cases assert that these
ATCA cases pose a direct challenge to U.S.
foreign policy in Colombia, it is our position
that these cases are consistent with the official,
stated policy of the U.S. To wit, these cases
are challenging paramilitary atrocities in Co-
lombia, and the U.S. State Department has of-
ficially designated these paramilitaries as »ter-
rorists. « These cases are in fact a challenge to
terrorism in Colombia which the U.S. officially
condemns. As this paper notes, the sad fact is
that the U.S.>s conduct in Colombia, which is
serving to support and encourage the parami-
litiaries, is actually undermining the U.S.s of-
ficial policy in that country.

Department’s own conclusion, found
in its March 31, 2003 report, that im-
punity generally represents the biggest
challenge to human rights in Colom-
bia and that, more specifically, impu-
nity for the murder of trade unionists
in Colombia is almost absolute. Or, as
former U.S. ambassador to Colombia,
Myles Frechette, stated more simply to
the Wall Street Journal in its October
6 article: »[t]he judicial system [in Co-
lombia] doesn’t work. «

In the Drummond case, the Judge
further concluded that, as alleged in
Plaintiffs’ complaint, the human rights
abuses at issue—i.e. the murder of
three top local mining union leaders by
paramilitaries who, acting at the behest
of Drummond, pulled the leaders off
company buses taking them home after
work and then shot them —amounted
to »war crimes. « The Judge also ruled,
in a landmark decision, that the right
to associate and organize a union con-
stitute fundamental and international-
ly-recognized human rights, the viola-
tion of which are actionable under the
Alien Tort Claims Act and Torture Vic-
tims Protection Act which allow suits
for »violations of the law of nations. «

Conclusion

We believe that these cases, and the
recent decisions in them, are serving
the purpose of challenging both U.S.
government and corporate complicity
in paramilitary violence in Colombia,
particularly violence against trade un-
ionists, by making it clear that the sup-
port for such violence will not go un-
punished. We believe that this litigation
is having some positive effect in this re-
gard. Just one week after privately stat-
ing to a trade union colleague in Co-
lombia that he has »had it up to here
(pointing to his chin) with these law-
suits, « the Vice-President of Colombia,
Francisco Santos, publicly announced
that the Colombian government would
no longer tolerate corporate complicity
in violence against trade unionists.

Although they help shed light on
atrocities, lawsuits will not reorder the
domestic policies of Colombia or the
foreign policy initiatives of the U.S.
Real lasting change will come when
concerned U.S. citizens pressure their
government to bring an end to anti-
union violence in Colombia. This will

Real lasting change will come
when concerned U.S. citizens
pressure their government to
bring an end to anti-union vio-
lence in Colombia.
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be achieved by the combination of (1)
continued lobbying in Congress to end
all military aid to Colombia; (2) peti-
tions and protests against corporations,
particularly those mentioned above,
involved in abuses in Colombia; (3) on
the ground activism in Colombia to ac-
company trade unionists and human
rights activists in their struggles; and
(4) providing direct assistance to trade
unionists to allow them to survive and
continue their work.

Finally, I leave you with the words
of Noam Chomsky who recently stat-
ed: »Among the mounting horrors
in Colombia, few are more shocking
than the attacks on trade unionists,
for some years on the scale of the rest
of the world combined. The District
Court decision in the Coca-Cola case
can be a step forward in the effort to
protect courageous labor activists, and
to bring awareness of what is taking
place to the American people. The fate
of Colombia lies in their hands, in no
small measure. «

To learn more about how to participate in such efforts, and to learn more about the

cases, you can visit the following websites:

www.laborrights.org
www.cokewatch.org
www.Kkillercoke.org
www.peacebrigades.org
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Part 3: Tax Evasion instead of Tax
Justice. How TNCs undermine the
states' capabilities to act

Pay Your Taxes! Corporate Social Responsibility and the

Mining Industry in Chile.

Manuel Riesco®?

Introduction

One of the central concerns with the
dominant Corporate Social Responsi-
bility (CSR) agenda from a develop-
mental perspective, is that it often ig-
nores certain corporate practices that
undermine social, sustainable and eco-
nomic development, such as sub-con-
tracting, non-payment of taxes, corpo-
rate lobbying for socially and environ-
mentally-regressive policies, and tran-
snational coporations transfer pricing
or financial flows involving off-shore
affiliates. The latter, for example, has
lead to the indebtedness of affiliates in
developing countries engaged in pro-
duction and outflows of profits to serv-
ice loans from financial affiliates in off-
shore havens. In the case of the mining
industry in Chile, these practices have
been common and their effect - com-
pounded by the important fact that the
country’s neo-liberal natural resourc-
es policies disregard charging royalties
for their use - have contributed to a de-
cline in commodity prices, which has
had disastrous implications for the do-
mestic economy.

This paper identifies and examines
the relevance of these practices, con-
tradictions and double standards in the
case of mining companies that have
taken a lead in the international CSR
agenda. Companies considered include
Rio Tinto and BHP Billiton. The paper
analyzes the steps large mining compa-
nies in Chile have taken in relation to
> Manuel Riesco is Director at the School of Eco-

nomics, ARCIS University and Vice-president
of the National Centre for Alternative Devel-
opment Studies (CENDA), Santiago de Chile.
This text is the shortened version of a longer
draft paper prepared within the research area
>Business Responsibility for Sustainable Devel-

opment’ of the United Nations Research Insti-
tute for Social Development (UNRISD).

both corporate social and environmen-
tal responsibility, but puts these in the
context of other trends and processes
that have had negative implications for
social, economic and sustainable de-
velopment in Chile. The paper assesses
the relevance and implications of both
these sets of processes and practices for
development in Chile.

The paper ends with a reflection
on how corporate practices and poli-
cies might be modified to genuinely en-
hance their contribution to develop-
ment, and what role voluntary and reg-
ulatory instruments might play in this
reform. It suggests introducing royalty
charges and other ground rent captur-
ing taxing schemes as a general policy
regarding natural resources, and in the
case of copper mining additional regu-
lations such as auctioning for mining
districts and state capacity to regulate
their exploitation, technologies, trans-
fer prices and others. These are policies
which are all widely used by more ad-
vanced countries in regard to their nat-
ural resources.

Chilean history, intertwined
with the struggle to defend its

natural resources

Towards the last part of the 19th
century (1879-1881), Chile went to
war against its northern neighbours
Bolivia and Peru over the sovereignty
of the nitrate-rich deserts in the region.
Chile won the war and moved its bor-
der more than one thousand five hun-
dred kilometers to the north, to the
loss of Bolivia and Peru, thus annex-
ing all the nitrate deposits and most of
the copper reserves that were to gain
importance during the following cen-
turies. Most of the nitrate mines ended
up in the hands of foreign, mainly Brit-
ish owners. Capital —maverick British
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Corporate Social Responsibility
(CSR) agenda often ignores cer-
tain corporate practices, such as
non-payment of taxes.
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All of these companies, with
two exceptions, are not paying
any taxes at all.
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miner-financer John Thomas North,
the so called »Nitrate King«, owned
many of them at one point—who fi-
nanced and instigated an armed rebel-
lion against the Chilean government in
1891, that ended in a bloody civil war
and the defeat and suicide of President
José Manuel Balmaceda (1889-1891),
who had suggested nationalizing the
nitrate mines. During the 20th century,
nitrate was gradually replaced by cop-
per as the main natural resource based
export and definitively so after the
1930 crisis, when nitrate mines closed
in large numbers. US companies ex-
ploited Chilean copper during most of
the 20th century, until President Edu-
ardo Frei Montalva (1964-1970), who
referred to copper as » the master pillar
of the Chilean economy«, established
partial nationalization. President Sal-
vador Allende (1970-1973), who said
that copper was »the salary of Chile«,
nationalized them in full, with the
unanimous agreement of parliament,
on 11 July 1971. US reaction to na-
tionalization was, again, conspiracy
with the Chilean military and right-
ist politicians that culminated in the
bloody coup headed by Pinochet on 11
September 1973. Pinochet did not re-
verse Allende’s nationalization of the
copper mines and all other mining re-
sources, quite to the contrary, he built
upon this achievement, duplicating the
size of CODELCO, the state owned
corporation that was formed out of the
fusion of the nationalized copper com-
panies, during his tenure.

At the same time he implemented
legal changes that allowed in the fol-
lowing transition to democracy dur-
ing the 1990s that most of the Chilean
minerals, with the exception of those
owned by CODELCO, were acquired
and developed by foreign companies,
tripling overall output in the process.
All of these companies, with two ex-
ceptions, are not paying any taxes at
all —they have extracted and exported
over 23 million tons of copper over the
last decade, roughly the equivalent of
two years of world consumption, and
sold them for over US$38 billion dol-
lars. Meanwhile, they have payed just
over US$1.7 million dollars in taxes,
while accumulating 2.7 billion dollars
in tax credits, thus holding the Chilean
state liable for a net US$900 million

dollars—and over production coming
mainly from Chile has resulted in the
severe ongoing crisis of the world cop-
per prices. Quite naturally in the face
of such evidence, the matter of foreign
control over natural resources has sur-
faced again in Chile as a central point
on the country’s political and econom-
ic agenda.

Thus, the history of Chile seems to
have been intertwined with its natural
resources, time and again confronting
the country with the foreign companies
that exploit them. Only this time, some
of the largest mining operators in Chile
happen as well to be world-renowned
leaders in the corporate social respon-
sibility (CSR) movement. Could it be
that these CSR leaders are at the same
time misbehaving in Chile avoiding
their full taxing responsibilities? Or, on
the contrary, are the CSR leaders show-
ing their counterparts how to behave
regarding taxing issues? Or, should a
misconceived Chilean taxing scheme
(supported and recommended by inter-
national financial institutions as an ex-
ample to be followed) be accused as the
main culprit of a situation that is now
negatively affecting both the country
and all actors the industry? All of the
above may be true at the same time as
this paper intends to show.

Corporate Social Responsibility
(CSR) and the mining industry

As it is well known, Corporate So-
cial Responsibility (CSR) is one of the
interesting recent developments within
the mining industry as well as in inter-
national corporate self-regulation and
accountability in general. The mining
and minerals industry is known to face
difficult challenges—and according to
independent CSR studies, it is currently
distrusted by many of the people it deals
with day to day. It failed to convince
some of its constituents and stakehold-
ers that it has the >social licence to op-
erate< in many parts of the world (CIP-
MA 2002). Global initiatives, as well
as many individual company projects
have been initiated since 1999 in the
area of CSR by the mining industry.
Among them nine of the world’s larg-
est mining companies decided to initi-
ate a project to examine the role of the
minerals sector in sustainable develop-
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ment, and how that contribution could
be increased. Through the World Busi-
ness Council for Sustainable Devel-
opment, they contracted with the In-
ternational Institute for Environment
and Development (IIED) to undertake
a two-year independent process of re-
search and consultation —the Mining,
Minerals and Sustainable Develop-
ment Project (MMSD). This project re-
viewed the CSR issues in relation with
the mining industry on four continents
and in over twenty countries, conclud-
ing in a comprehensive report with a
series of recommendations on the issue,
that address a wide range of compo-
nents of CSR.

The report mentions that countries
expect mining »in addition to gaining
hard currency from taxes and royalties,
benefits from mineral development
should include employment, infrastruc-
ture such as roads and hospitals, link-
ages upstream to industries that supply
goods and services or downstream to
industries that process mineral outputs,
and technology transfer«. The report
acknowledges that »in some coun-
tries, however, mineral activities have
not brought sustained economic devel-
opment. Sudden wealth may have det-
rimental effects on social and political
life, leading to or supporting corrup-
tion, authoritarian government, hu-
man rights abuse, or armed conflict«.
It suggests that »the solution is to find
better ways to capture and manage
mineral wealth and to ensure that it is
invested for lasting benefits in support
of national, regional, and local devel-
opment« (IIED 2002, xix). The report
critically concludes that in many coun-
tries »the ability to manage mineral
wealth effectively has lagged behind
the ability to attract mineral invest-
ment. A key challenge now for many
countries is to develop policy frame-
works to ensure that mineral wealth
is captured and creates lasting benefits
for local communities and the broader
population« (ITED 2002, 172). On an-
other related matter, the report is clear
to demand that »markets that wel-
come primary products must not dis-
criminate against products that have
been further processed in the exporting
country« (IIED 2002, 1871).

When it comes to Chile the report
seems remarkably biased and presents

the country rather as success case and
example of good practices: »Chile
whose copper production accounts for
35% of world output, is now among
the group of >high human development«
countries (ranked 39th by UNDP).
Here, too, many of the rewards have
been reaped locally: the mining capi-
tal of Antofagasta is relatively prosper-
ous and over the last 20 years unem-
ployment has fallen despite the arriv-
al of immigrants from other regions«
(IIED 2002, 172-173). After showing
a full page of optimistic graphs about
the growth of supermarket and vehicle
sales and others, supposedly due to the
mining boom, the report applauds the
Chilean copper stabilization fund and
remembers that the country is a model
for foreign investment friendly World
Bank sponsored policies and that it is
one of the few countries that does not
charge mining royalties (IIED 2002,
180).

In what follows, quite a different
story is told about mining in Chile and
the results of such World Bank spon-
sored policies. If a company is going
to contribute to development, it would
need to do at least 5 things: a) contrib-
ute to government revenues b) generate
profits that are used productively in the
country, ¢) generate export revenues d)
generate employment, and e) promote
community development. One should
of course also add environmental pro-
tection. As is shown below, quite a
strong case can be made that the large
private mining industry in Chile to-
day is failing in most, if not all, of the
above accounts.

How Exxon Corp. sold (for
US$1.8 billion) a mine it had
operated in Chile at a loss for
23 years

Chilean authorities, including gov-
ernment and parliament, as well as the
press and public opinion, were quite
shocked in 2002 when Exxon Corp.
announced it had agreed to sell Dis-
putada de Las Condes, a medium sized
copper mine it operated up in the An-
des, in the vicinity of the city Santia-
go, to Anglo-American, a South Afri-
can company that operates Mantos
Blancos and other copper mines in the
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In what follows, quite a differ-
ent story is told about mining
in Chile.
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Exxon Corp. had operated Dis-
putada ostensibly at a loss dur-
ing 23 years

How could Exxon elude the
Chilean taxing laws and declare
accounting losses for a com-
pany that was highly profitable.
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north of the country for US$1.8 billion.
The trouble was, of course, that Exx-
on Corp. had operated Disputada —it
bought the mine back from the Chil-
ean State in the mid 1970s, for some
US$80 million dollars-ostensibly at a
loss during 23 years; not only did it
never pay any taxes at all, but some
US$ 500 millions out of the agreed price
with Anglo American corresponded to
a tax credit Disputada had accumulat-
ed because of losses incurred during
all those years. Exxon Corp. also an-
nounced that the transaction with An-
glo American was to be signed in a for-
eign country, ostensibly to avoid pay-
ing to the Chilean state some US$300
millions in capital gains tax.

A few academics and independent
academic centres, one lonely senator
and the head of the state copper gi-
ant, CODELCO, had been denounc-
ing for years the troubling situation
that foreign companies exploiting the
rich Chilean copper minerals practi-
cally were not paying any taxes at all,
as well as no royalties. The subsequent
stimulus to over-invest in Chilean cop-
per production was generating a world
copper market glut that was busting
prices, but nobody seemed to listen.
But this time it was clearly too much,
and the government urgently drafted
a law that forced Exxon to pay capi-
tal gains taxes even if the transaction
was made in a third country, and ENA-
MI, the state copper company that had
originally sold the mine to Exxon re-
claimed its entitlement, then agreed, to
be first choice to buy back Disputada
in the case Exxon sold it. Negotiations
started between Exxon and the govern-
ment, and finally the transaction took
place in Chile, with Exxon paying a to-
ken tax of some US$40 millions. But
the matter had already spilled over to
the press and public opinion reacted
indignantly. Many political authori-
ties, including cabinet ministers, pub-
licly supported the establishment of a
mining royalty, and the Chilean senate
agreed unanimously to form a special
committee to investigate taxation by
mining companies, headed by the sena-

tor who had been denouncing the mat-
ter for years®. This special committee
is now holding weekly hearings on the
matter and at the same time pressure
continues to grow towards the estab-
lishment of mining royalty charges.
How could Exxon elude the Chil-
ean taxing laws and declare account-
ing losses for a company that was high-
ly profitable as the sale price proved?
This happened mainly through out-
flows of profits to service loans from
financial affiliates in offshore havens.
In this particular case, Exxon over-in-
debted Disputada—to the point it has
been technically broke for many years,
that is, its net equity has been nega-
tive —with Exxon Financials, its own
Bermuda based financial branch; with
huge interest payments been expatriat-
ed from Disputada to Exxon Financials
over the years; the same that are subject
to a 4% tax (or non at all as described
further on) under Chilean law, instead
of the 3 5% regular rate for expatriated
profits. The president of Exxon Corpo-
ration himself recognized this fact in a
speech to his shareholders, where he es-
timated real profits from Disputada to
be around 20%-21% % of sales (Ries-
co 2002). This practice has been com-

6 Professor Orlando Caputo of Arcis University
had calculated back in 1995 that increases in
Chilean copper production that were already
planned and officially accounted for the next
five years, surpassed even the most optimistic
increase world copper demand, so a drastic
fall in prices was to be expected if no counter
measures were taken by the Chilean govern-
ment. In the end, Chilean copper production
grew even more than then estimated, world de-
mand grew less, and prices fell more than 50%,
even more that was anticipated by the academ-
ic (Caputo 1995). Professor Caputo, together
with other academics and institutions, includ-
ing CENDA, publicly denounced the facts, and
lobbied on the matter with every authority
they could reach. ARCIS University students
and academics even staged a monthly sit-in in
front of the Presidential Palace to denounce the
problem, but nobody seemed to listen. On the
contrary, Professor Caputo’s study as well as
other works that supported this vision were
officially disqualified by government special-
ists, as well as the private industry and many
academics. All of them stressed that Chile was
a »price taker« and had no influence in world
copper prices, and they disregarded the exist-
ence of ground rent associated to copper mines.
The only relevant political authority that took
the matter seriously was Senator Jorge Lavan-
dero, of the governing coalition, together with
Mr Juan Villarzd, a high government official
who has headed CODELCO, for many years.
Both have been persistent voices urging for
radical changes in Chilean mining policies.
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mon in the Chilean private mining in-
dustry, whose mean debt/equity is over
3.5:1 (1997), with one company reach-
ing 16.9:1 and another, Exxon as men-
tioned, carrying a negative ratio, due to
negative equity (Riesco 2001). Chilean
taxing laws have been quite lax in this
respect, although a reform »against tax
avoidance « established a limit of 3:1 to
debt/equity ratio — the original govern-
ment proposed limit was lower, but it
was raised in parliament— over which
companies must now pay 35 % tax on
expatriated interest payments (CEN-
DA Cuadernos 5/2001).

Mining companies also elude tax-
es through over-extending the acceler-
ated depreciation mechanisms. Chil-
ean law allows companies to deduct
depreciation from profits in an accel-
erated mode. All private mining com-
panies, with the sole exception of BHP
Billiton’s Escondida —the only private
company that has paid some taxes -
use this mechanism of accelerated de-
preciation to reduce tax payments.

Both over-indebtedness and accel-
erated depreciation are mechanisms
that may be used by any company in
Chile, and in fact they are. In the case
of private mining companies, though,
their effect is grossly increased through
the subterfuge of declaring themselves
»Sociedades Contractuales Mineras
(SCM) «, instead of regular public com-
panies, which in Chile are called Socie-
dades Andnimas (SA). The SCM is a
legal entity established in Chile a long
time ago to promote small and medi-
um mining, allowing any mining com-
pany that produces less than 70,000
tons of copper a year to incorporate as
a SCM, instead of a regular public cor-
poration (SA). Under their SCM status,
large private mines in Chile are entitled
to at least two relevant tax avoidance
tricks: a) expatriated interest payments
do not even pay the 4% tax that the
same transfers are subject to in regu-
lar companies, and b) financial earn-
ings calculated under normal deprecia-
tion rules may be withdrawn without
paying taxes, while in regular corpo-
rations such withdrawals are taxed at
35%, even if earnings calculated with
accelerated depreciation for tax pur-
poses are negative.

Due to these two factors, long-term
effective taxes have been estimated to
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be 18% higher for a regular corpora-
tion (SA) than for a SCM In this sense,
according to ECLAC, mining corpora-
tions receive a huge tax subsidy in re-
lation to other, normal corporations
(Riesco 2001). This explains why, in
clear violation of the spirit of this
law®4, large private mining companies
have incorporated themselves as SCMs,
even though their production hugely
exceeds the mentioned amount. BHP
Billiton Escondida, for example, pro-
duces over a million tons of pure cop-
per a year, which makes it by far the
largest copper mine in the world®s. Still
under the Chilean law it is considered
a »medium mine«; and in fact, due to
this fiction, all large mines in Chile are
legally registered as »medium mines «
with the sole exception of state owned
CODELCO*.

Pinochet's warm luring to
foreign capital

Almost all of foreign direct invest-
ment in Chile has been lured by the
generous conditions of Decreto Fuerza
de Ley, or DFL 600, promulgated by
Pinochet back in the early 1980s. One
of the important benefits of DFL 600 is
that companies may establish contracts
with the Chilean State, that guarantee
them equal tax treatment. This means,
if the State changes tax rules, the in-
vestors who adopt this guarantee are
not required to comply with the new
rules, and may continue using the pre-
vious ones. In exchange for the guaran-
tee, DFL 600 raises the tax rate on net
profits from 35% to 40%. This guar-
antee is established in Chapter 11 bis
of DFL 60o0.

As said above, most private mining
companies used during the 1990s the

¢+ The SCM law says that it may benefit all small
and medium mining companies, but the law-
maker defined that term stating that these
mines are those that produce no more than
70,000 tons a year of »refined « copper, instead
of »pure copper« as it should perhaps say. Ac-
cordingly, none of the large private mines pro-
duce more that 70,000 »refined« copper, be-
cause they export the rest in the form of con-
centrates.

¢ Chuquicamata, the second largest, owned by
CODELCO, produces around 600,000 tons a
year.

¢ This loophole was partially addressed for fu-
ture operations by a tax reform »against elu-
sion« enacted in May 2002.



Some 200 million dollar in cash
profits have been exported
without paying taxes.

Mining companies do not pay
for the land they use nor for
their raw materials.
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trick of incorporating themselves as
Sociedades Contractuales Mineras to
withdraw profits, and to withhold tax-
es. Meanwhile accelerated depreciation
or other schemes allow them to present
losses for taxing purposes. As also said,
this exception was eliminated in 2001
through a so-called »anti-tax elusion «
promoted by Chilean Finance Minister
Nicolas Eyzaguirre. But, as 11 of the
large private mining companies had
adopted the DFL6oo-11-bis »tax in-
variability « scheme, they have contin-
ued using it to export cash dividends
meanwhile they declare accounting
losses due to accelerated depreciation.
Some 200 million dollar in cash prof-
its have been exported in the last five
years using this mechanism, without
paying taxes. Eyzaguirre has created
quite a fuss lately, as he has publicly re-
minded the private mining companies
of this fact, and has asked them to vol-
untarily avoid using this mechanism,
because on the contrary he will not be
able to sustain the government position
against royalties. The Consejo Minero,
an institution which groups the large
mining companies, has responded with
a bristling attack on the Minister, re-
membering him that the mechanism
they are using is perfectly legal, which
is of course true, as is the fact that they
are abusing it (Cenda 2003a).

The real privilege of mining cor-
porations that operate in Chile:
We give them our raw materials
for free!

As seen above, large mining compa-
nies are able to use accounting tricks
to elude normal taxation on profits,
that are not available to regular corpo-
rations in Chile, and in this sense they
constitute a privileged segment in rela-
tion to the latter. Nevertheless, the im-
portance of this significant privilege
pales when compared with the enor-
mous advantage mining companies
have in relation to other firms in Chile,
in the sense that they do not pay for
the land they use nor, and far more im-
portant, for their raw materials, that is,
the mining ores that lie in the under-
ground; these, a property of the Chil-

ean state, are delivered to the mining
companies at practically zero cost®’.

If any normal business wants to es-
tablish itself in any economic sector not
associated with natural resources, it
will have to pay for all of the factors of
production, including ground rent for
the land it occupies, and of course, it
will pay in full for its raw materials. If
the business needs to be installed on a
very valuable piece of land, it will have
to pay a high rent to its rightful owner
for using the same, or buy it from him
at a high price, and the finer the qual-
ity of its raw materials, the higher their
price will be. Not in the case of corpo-
rations exploiting Chilean mines: under
the current Chilean mining policy, they
are entitled to use the finest raw mate-
rials on earth with no limitations and
at practically zero cost, because we, the
Chilean state, rightful owner of such
prime raw materials, will not charge
them practically nothing for them.

In this sense, there is a huge sub-
sidy from the Chilean State in favour
of firms working with natural resourc-
es, and in no other case is this so rele-
vant as in the case of copper mines. In
all cases, this subsidy stems out of the
fact that the neo-liberal inspired Chil-
ean legislation assumes that there is
no difference among economic sectors,
disregarding the fact some of them use
scarce and in some cases deplete nat-
ural resources that generate ground
rent.

The origin of this subsidy®® is the re-
form of the mining legislation enacted
by the Pinochet dictatorship, in 1981,

7 In fact they pay a token royalty, called Pat-
ente Minera that is so low that it even allows
unscrupulous traders of these rights declare in
their favour and rigorously pay mining patents
for areas that have no mining use what so ever,
everywhere around the country, even in the ur-
ban area of Santiago; just to use those rights to
hold the legitimate owners of the surface of the
same areas, ransom in case they want to sell or
develop the affected areas; for the whole of the
country, all charges for patentes mineras, both
for exploration and for exploitation, added up
to US$18.6 million dollars a year (1997/98).

¢ It is said that when the present legislation
was drafted in 1981, one of Pinochet’s min-
isters involved argued in favour of establish-
ing a royalty—as sound economic theory
dictates—but he was out argued by the fi-
nance minister of the time, who favoured
»giving up ground rent for the time being«
in grounds that the country was in the midst
of a financial crisis and desperate for foreign
investment at that time.
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that remains unchanged up to this
day. Through this reform, the Chilean
state offered private investors the pos-
sibility of indefinite leases over mining
districts, even though the property of
the same remains »inalienably« in the
hands of the Chilean state, according
to original 1971 nationalization act,
maintained into the present constitu-
tion, dictated by Pinochet in 1981. The
resulting investment conditions, de-
spite being unreasonably favourable as
they later proved to be, did not pro-
duce the expected results, not until the
dictatorship ended in 1989. Up to that
time, there was only one large private
project in development, Escondida and
CODELCO accounted for all produc-
tion in the large-scale segment. When
the dictatorship ended, foreign invest-
ment came in in large quantities, and
one third of it went into mining®. As a
result, today CODELCO has reduced
its share to one third of the total, while
large private mining companies, most
of them foreign, hold the other two
thirds of the total. Medium and small
Chilean producers? who accounted al-
most 7% of the total back and sold
through ENAMI, another state com-
pany, are now reduced to less that 2%
of the total.

What should be done?

As it is well known, states usually
charge royalties and use a whole set
of mechanisms in order to capture the
ground rent associated with their nat-
ural resources. Almost every mining
country in the world, with the notable
exception of Chile, charges royalties
and/or other taxes and other charges
or use other mechanisms to capture
ground rent associated with mining re-
sources.

US and Canadian states, for exam-
ple, charge a varied array of royalties
and tax over-charges to mining com-
panies. Norway, among others, is fre-
quently cited as a classic example of

¢ Total foreign investment in Chile from 1974
up to 2002 adds up to US$51,959 million dol-
lars, of which US$18.076 have gone into min-
ing. Of that total only US$8,406 million dol-
lars (4,206 into mining) in flowed before 1993
(Cochilco 2003).

70 That is, companies that are really small and
medium, not the giant and large, mostly for-
eign, mining companies that have been listed as
»medium « for tax avoidance purposes,
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a small country that has devised flex-
ible and effective mechanisms to cap-
ture most of the ground rent associat-
ed with its underwater petroleum re-
sources. It has used a combination of
royalties on overall sales, over taxes
on profits, discriminative auctioning
of mining districts, state controls over
production, technology, transfer pric-
es and other factors, plus the creation
of a large state company to exploit a
relevant part of the resources. Recent-
ly (2003) South Africa has established
royalty payments for most of its min-
ing resources, with a variable scale is
topped by 8% royalty over gross sales
in the case of diamonds; copper min-
ing will be subject of a 2% royalty over
gross sales.

In the case of Chile, several stud-
ies have suggested that a basic set of
ground rent capturing charges and
mechanisms should be established in
the case of copper. This set should in-
clude at least a generalized royalty
over gross sales to capture differen-
tial ground rent in relation to world
market, profit tax surcharges to cap-
ture differential ground rent within the
country, auctioning of mining districts,
increased state authority over produc-
tion levels, transfer prices and others,
forced refinement in the country etc.
(Figueroa 1998).

CODELCO, the only effective
way up to now to capture some
of the Copper Ground Rent for
Chile

However important royalties and
other special tax schemes designed for
ground rent capturing, regulations and
other measures may become, the Chil-
ean experience indicates this, the most
effective way small states have to make
sure they will enjoy at least in part the
ground rent of their natural resources,
is to exploit these themselves. The state
owned copper giant CODELCO?7" has,
up to now, been the only effective way
the Chilean state has devised to cap-
ture ground rent out of its copper re-
serves.

CODELCO was created in the early
1970s out of the fusion of four large US

7 CODELCO stands for »Corporacién del Co-
bre«.

Almost every mining country

in the world, with the notable
exception of Chile, charges roy-
alties and/or other taxes.
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Defending the ground rent
of natural resources has once
again moved to the centre of
the political debate in Chile.
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mining companies that respectively op-
erated four large mines — Chuquicama-
ta, El Salvador, Andina and El Teniente.
Two of these mines, Chuquicamata and
El Teniente, were the two largest mines
in the world at the time, the latter un-
derground. They were nationalized by
the Chilean state in 1971 under Presi-
dent Salvador Allende.

CODELCO has been hugely impor-
tant as a source of revenue for the Chil-
ean state. During almost two decades,
from the early 1970s on and up to
1989, CODELCO was practically the
sole large mining operation in Chile.
During that period it practically dou-
bled its output, surpassing one million
tons of pure copper a year.

CODELCO has consistently paid a
10% royalty and a 17% over-tax on
profits during almost 30 years. In ad-
dition, it has transferred most of the
remaining profits to the state, and still
it has retained capacity to grow and
practically double its size over 30 years.
Even if its costs are evidently higher
than the newer, more efficient mines
opened by the large private companies
during the 1990s.

Who will hang the bell on the
Puma?

As mentioned above, the losses al-
ready incurred in Chile due to the
present, permissive, neo-liberal in-
spired, mining policy have been huge.
The established producers, CODELCO
in the first place, and BHP Billiton and
other large producers are most affect-
ed. As the five large world copper min-
ing companies already have a signifi-
cant stake in Chile, all of them stand to
lose in the long run, if the present situ-
ation is not changed.

Who benefits from the present situ-
ation? Mining companies would most
surely like to continue enjoying all the
tax loopholes and subsidies they pres-
ently have, as well as free raw materi-
als, but such a view is no doubt short-
sighted on their part. World copper
consumers would benefit as the price
of their raw material continues its free
fall—and some say that some of the
large producers are also large consum-
ers - and, of course, newcomers into
the Chilean copper industry who do
not belong to the present club of Chil-

ean producers. But they seem improb-
able pressure groups within Chile, vis-
a-vis the large and powerful constitu-
ency of those negatively affected by the
present situation, including the large
established producers.

In conclusion, it would seem that
there is no objective reason to maintain
the present situation. Why then did the
Chilean authorities, mining companies,
mainstream economists, corporate lob-
byists, specialized press and practical-
ly everybody in power of some sort in
Chile, until recently obstinately deny
the problem and adamantly oppose
any changes in the present mining leg-
islation? The answer to this question
is not easy or straightforward. Who in
Argentine could rationally explain, for
example, the insistence of just about
everybody in power, up to the bitter
and catastrophic end in 2002, on sup-
porting neo-liberal gurus and recipes
such as Minister Domingo Cavallo and
the one-to-one peso to dollar peg? In
the end, obviously, no one benefited in
Argentine from the resulting econom-
ic and political chaos. But, nonethe-
less, for a long time no one was able to
»hang the bell on the puma«, as the old
Latin American peasant saying went.

It seems that a continued campaign
to win over Chilean and internation-
al public opinion, with regard to the
necessity of a change in mining policy,
should today be high up on the agen-
da of everybody who is aware of this
problem in the context of the Chilean
development agenda. Thus, the matter
of defending the ground rent of natural
resources has once again moved to the
centre of the political debate in Chile,
as it has been the case during most of
the past century and a half.

Conclusions

It is well known, that the histori-
cal evolution of corporate social re-
sponsibility —and the regulations that
enforce it— built one of the building
blocks of the modern social contract
in advanced countries. In fact, it is no
less than the foundation of the capac-
ity of the modern leading social class
to exest its hegemony by consent rather
than by force. On the other hand, the
presence, influence and behaviour of
the international corporations in less
developed countries —where tradition-
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al socio-economic structures and less
developed political systems have still
not reached the historical development
required for enforcing modern corpo-
rate regulatory systems—have written
no smaller part of their - not precisely
socially responsible - saga, over the last
two centuries.

Re-orientating the CSR concept
through the enhancement of the basic
consideration that the first responsibil-
ity of corporations— particularly for-
eign corporations operating in less de-
veloped countries—is non other than
paying their taxes as they are expect-
ed to should strengthen the possibility
that the movement in favour of inter-
national CSR will perhaps become an
interesting development towards the
improvement and international exten-
sion of the modern social contract.
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Declaration of the Tax Justice Network

Tax Justice Network

half a per cent on global assets held

Part 1. »Only the little people
pay taxes...«

1. Large corporations and wealthy in-

dividuals are increasingly avoiding
their obligation to contribute to so-
ciety through taxation. With the aid
of governments, they are shifting the
tax burden further onto ordinary cit-
izens and smaller businesses. Govern-
ments claim that revenues are too low
to achieve social justice through de-
cent public goods and services; pri-
vatisation and cuts in social expend-
iture are presented as the only solu-
tions. Instead, we argue for tax jus-
tice: to restore the ability to tax the
wealthy beneficiaries of globalisa-
tion.

. Tax avoidance now occurs on a mas-

sive global scale. Assets held offshore,
beyond the reach of effective taxa-
tion, are already estimated to equal
one-third of total global assets.

. Around half of all world trade ap-

pears to pass through tax haven ju-
risdictions, as corporations shift prof-
its to where they can avoid tax. Net-
works of banks, lawyers and account-
ants create complex and secret finan-
cial structures, reducing transparen-
cy and enabling tax evasion. Claims
of corporate social responsibility are
undermined when low corporate tax
payments are exposed. Such behav-
iour is economically inefficient, so-
cially destructive, and profoundly
unethical.

. Developing countries are estimated

to lose revenues greater than annual
aid flows. An increased return of just

offshore could yield sufficient reve-
nue to finance the UN Development
Goals for 2015, halving global pov-
erty. Instead, such development is un-
der threat from the huge tax breaks
offered to attract large corporations,
and from the vast outflow of funds
from developing countries to tax ha-
vens.

. These trends threaten democracy and

development. A process of tax com-
petition at the global level under-
mines the social contract previously
set within the national arena, as states
compete to offer tax exemptions to
capital. Tax havens grow more nu-
merous, the world’s richest financial
centres get even richer, taxes paid by
large corporations fall, and ordinary
citizens bear the cost. We call upon
all concerned to meet this challenge,
by building global and national cam-
paigns for tax justice.

Part 2. A manifesto for tax
justice

6. It is vital to act now, before the proc-

ess of tax competition becomes even

more established in the world econo-

my. Our aims are to achieve the fol-

lowing;:

® to eliminate cross-border tax eva-
sion and limit the scope for tax
avoidance, so that large corpora-
tions and wealthy individuals pay
tax in line with their ability to do
503

e increase citizens’ influence in the
democratic control of taxation,
and restrict the power of capital
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to dictate tax policy solely in its
own interest;

e restore similar tax treatment of
different forms of income, and
reverse the shifting of the tax bur-
den onto ordinary citizens;

® remove the tax and secrecy incen-
tives that encourage the outward
flow of investment capital from
countries most in need of eco-
nomic development;

e prevent the further privatisation

and degradation of public serv-
ices.

7. There are of course concerns, reserva-

tions, and difficulties in working to-
wards such aims. However, with suf-
ficient research, democratic dialogue,
and a fair distribution of the benefits
of progress on this issue, we believe
that such problems can be overcome.
For example: Financial secrecy and
lack of information currently inhib-
it the research required to establish
the true picture in many states. Pro-
posals for reform will evolve in line
with the results of future research.
We recognise that some small island
economies and certain less developed
countries are heavily dependent on
harmful tax practices arising from tax
competition, and that such econo-
mies may suffer significant reductions
in investment and economic growth.
To the extent that these factors im-
pact negatively on the general popu-
lation in such countries, we propose
multilateral support to assist with re-
structuring. Wealthy vested interests
will oppose progress, but we entire-
ly reject the economic arguments by
which tax exemptions for the rich are
presented as beneficial to us all. Ex-
perience demonstrates that tax cuts
usually lead to increasing inequali-
ties between rich and poor. Increas-
es in government revenue may only
deliver progress for ordinary citizens
where broader society is democrati-
cally engaged in spending decisions.
. The reasonable privacy of citizens
must be distinguished from regimes
of financial secrecy, from which only
the wealthy and the dishonest bene-
fit at substantial cost to the majority.
Taking into account the concerns ex-
pressed above, we demand an imme-
diate end to all regimes of financial

secrecy, in every territory and state,
in favour of open, honest and acces-
sible publication of information as
detailed in annex 1. This will:

e increase the data available to au-
thorities,

e researchers and policy-makers;
e discourage corrupt capital flight;
® expose criminal fortunes;

e increase current global tax rev-
enues.

9. In the past decade, efforts to tackle

harmful tax practices have frequent-
ly consisted of attacks by industrial-
ised countries on smaller tax haven
economies. Such initiatives have not
fully recognised that tax competi-
tion is also deeply embedded within
the financial structure of the indus-
trialised countries themselves, and
therefore we look beyond the nar-
row concerns of industrialised gov-
ernments. We propose the immedi-
ate initiation of a democratic global
forum, to consist of representatives
from governments and from citizens’
groups across the world. We call for
improved international tax co-opera-
tion and widespread debate on these
issues, in particular to consider the
appropriateness of policies such as
those detailed in annex 2.

10. We propose that as citizens and as

social movements from around the
world, we intervene wherever and
however we can, to promote aware-
ness and debate of these issues, and
to develop practical solutions. Our
active participation is essential to
fight for global tax justice.

Annex 1: Immediate Measures
Proposed

(i) Public Disclosure of the following

information, in all states and terri-
tories: all tax laws and treaties; de-
tailed national statistics for financial
services activity and public accounts
data; audited accounts for all signifi-
cant business entities and trusts, spe-
cifically disclosing turnover and tax
paid with a breakdown for each en-
tity and in each territory or tax ju-
risdiction, and other improvements
to disclosure; beneficial ownership
of all business entities, trusts, bank



and investment accounts, property,
and any other form of asset.

(ii) Development of comprehensive and

automatic information exchange be-
tween all tax authorities: to facilitate
both assessment and collection of tax-
es, including imposing obligations on
states to obtain information from fi-
nancial institutions, lawyers, account-
ants, auditors, and other relevant in-
termediaries.

(iii) The provision of funding: for sub-

stantial research into the extent of,
the effects of, and solutions to, tax
competition, tax havens, cross-bor-
der tax evasion, and tax avoidance by
wealthy individuals and large corpo-
rations; for representatives from cit-
izens’ groups and developing coun-
tries to engage in this debate with
sufficient expertise to promote their
interests in this process.

(iv) The initiation of a democratic glo-

bal forum: to consist of represent-
atives from governments and from
citizens’ groups across the world; to
improve co-operation, to encourage
debate, and to increase citizens’ in-
fluence in the democratic control of
taxation.

Human Security and Transnational Corporations

Annex 2: Additional measures
to be urgently considered for
improved international tax co-
operation

(i) Taxation of transnational corpora-
tions on the unitary basis, allowing
tax authorities to effectively reverse
the false shifting of profits to low-tax
jurisdictions.

(i) Universal application of the residency
principle for corporate taxation.

(iii) States at comparable levels of eco-
nomic development, and states geo-
graphically close to each other, should
co-operate to eliminate destructive
effects of tax competition between
themselves.

(iv) Harmonisation of tax rates and tax
bases for highly mobile capital such
as that controlled by large corpora-
tions and wealthy individuals.

(v) The possibilities for establishing re-
gional and global tax authorities
that can represent the interests of
citizens.

21.3.2003
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The »Publish What You Pay « Campaign

Henry Parham™

Introduction

Publish What You Pay is an interna-
tional appeal for financial transparency
and corporate accountability in the oil,
gas and mining industries. In this pres-
entation, I will discuss why the lack of
financial transparency in the extrac-
tive industries is an underlying prob-
lem in resource-rich developing coun-
tries, which if not addressed will pose
an enormous obstacle to efforts aiming
to enhance human security, sustain-
able development, economic growth
and poverty alleviation in these places.
Most importantly, in providing an out-
line of this campaign, I will articulate
specific recommendations and actions
that should be taken by the interna-
tional community to tackle the impor-
tant issue of the lack of transparency
over payments made by corporations
to these countries. The Publish What
You Pay campaign is not directly linked
to international efforts to improve hu-
man security. However, transparency
and good governance are an essential
condition for a more prosperous and
stable political, economic and social
environment in resource-rich develop-
ing countries in which human security
could and should be promoted.

Foreign investment in the oil, gas
and mining industries is a significant
source of revenue for governments of
over 50 developing countries. The com-
bined population of these countries
amounts to approximately 3.5 billion
people, of which 1.5 billion represent
over two-thirds of the world’s poorest
people. These citizens should be ben-
efiting from the financial windfall of
natural resource extraction. Howev-
er, it is a sad fact that natural resource
wealth has not translated into econom-
ic wealth and prosperity for many of
these countries. Instead, it has plunged
millions of people into poverty, thrown
economies into crisis, and drawn many
communities into conflict. This trend
has come to be known as the » paradox

73 Henry Parham is the Coordinator of the »Pub-
lish What You Pay «-Campaign.

of plenty« and in some cases the »re-
source curse«.

With investments in the extractive
industries of developing countries set
to escalate over the course of the com-
ing decades, the importance of trans-
parent and accountable management
of natural resource revenues injected
into these poor countries will become
even more critical, which will have im-
plications on human security. As in-
dustrialised countries search for more
secure and plentiful sources for ener-
gy, such as the Gulf of Guinea in West
Africa where there is an unprecedented
oil boom, the international community
has two choices. The first is to imple-
ment immediate and enforceable meas-
ures to ensure that revenues from the
extractive industries are used for hu-
man and economic development. The
second is to not act effectively and
thereby watch as the political, econom-
ic and social conditions deteriorate in
these countries, exacerbating poverty,
threatening human security and endan-
gering existing and future investments.

The importance of transparency

Transparency in the extractive indus-
tries is in the enlightened self-interests
of all concerned. It is about building
trust between companies, governments
and citizens for long-term gains. There
is a very clear moral case for citizens
of resource-rich-but-poor countries to
have access to information on com-
pany payments. This will allow them
to lobby for a democratic debate over
revenue management, which is neces-
sary in order to hold governments ac-
countable for revenues received. With-
out payments transparency, compa-
nies can be perceived to be complicit in
worsening corruption and social condi-
tions even though they are conducting
legitimate business transactions with
these governments.

At present there are no feasible
means to know precisely the amount of
revenues provided by extractive com-
panies to producer countries in the de-
veloping world. Transnational corpo-
rations that are registered in the North
are not required by law to provide a
country-by-country breakdown of pay-

A significant source of revenue
for governments of over 50
developing countries.
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The corrupt are protected by
deficient budgetary transpar-
ency.

The PWYP coalition advocates
a regulatory approach to imple-
menting company payments
transparency.
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ments made, nor do host-governments
in the south require disclosure of all
the companies operating in their terri-
tory. Indeed, information on the natu-
ral resource sectors is often a state se-
cret where contract sanctity is upheld
at all costs. Whilst companies should
not tell governments what to do with
the revenues they provide, they should
make available payments information
that is routinely disclosed in the North,
especially when there are so many mil-
lions of people dependent on the prop-
er management of these revenues for
their welfare.

In not being transparent about their
financial dealings with the government,
companies shore up corruption and
poverty in the developing countries
where they operate. International Fi-
nancial Institutions, (e.g. World Bank,
IMF and other lending agencies) have
a similar impact when they provide
crucial financing and loans for extrac-
tive industry investments and projects
without enforcing adequate disclosure
of payment and revenue information.
Civil society, therefore, has no chance
to monitor its government’s handling
of the income made from its country’s
natural resources. Other internation-
al bodies such as the UN, EU and G8
have not done enough to prevent the
corruption and mismanagement that is
bad for development and human secu-
rity.

Nigeria, sub-Saharan Africa’s largest
oil producer, is a classic illustration of
the » paradox of plenty«. Rich in prov-
en resources (approximately 3o billion
barrels of o0il) and having earned an es-
timated US$340 billion over the past
40 years, Nigeria’s oil exports ranks
only behind Saudi Arabia, Venezuela,
Iran and United Arab Emirates. Oil de-
pendence account for over 83 % of fed-
eral government revenue, more than
95% of export earnings, and approx-
imately 40% of GDP. Yet, oil wealth
has done little to change the situation
of the poor. More than 70% of Nigeri-
ans live on less than one dollar per day,
43% lack sanitation and clean water,
and infant mortality is among the high-
est in the world.

The situation in Nigeria, and in
many other African countries, shows
that governments that are highly de-
pendent on natural resource revenues

for income, combined with the lack of
infrastructure and fundamental poor
governance, may allow revenues to be
embezzled for private gain by ruling
elites to the detriment of human and
economic development efforts. The cor-
rupt are protected by deficient budget-
ary transparency, the lack of capacity
of civil society to monitor income and
expenditure, and in many cases, by the
absence of democratic space. The reve-
nues that companies provide can there-
fore be misappropriated and any ben-
efits for the people as a whole are lost,
causing mass resentment of the com-
panies operating in those territories in
the eyes of the local populations. This
all amounts to an increasingly press-
ing call for companies to »publish
what you pay « and for governments to
»publish what you earn«.

The objectives of the PWYP-
campaign

The Publish What You Pay cam-
paign, backed by a world-wide coali-
tion of NGOs, civil society organisa-
tions and financier George Soros, was
launched in 2002 with a call to ex-
tractive companies to disclose the net
amount of payments (taxes, fees, royal-
ties and other transactions) made to na-
tional governments on a disaggregated
basis for all countries of operation. The
goals of the campaign are in line with
and a stepping-stone towards interna-
tionally agreed objectives of promoting
accountable government, corporate so-
cial responsibility, a democratic debate
over resource management, and ener-
gy security through a more sustainable
operating environment.

The PWYP coalition advocates a
regulatory approach to implementing
company payments transparency and
for a global and comprehensive frame-
work incorporating a package of man-
datory solutions. Previous and exist-
ing voluntary efforts by the industry to
address revenue mismanagement from
the extractive industries have been in-
adequate and have not reversed the
negative effects of the paradox of plen-
ty in all countries where it has been
felt. Moreover, unilateral disclosure
by companies on a voluntary basis is
not a workable option. It will not pro-
vide information about total govern-
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ment revenues from extractive indus-
tries. Moreover, unilateral action may
be a risk to companies if their compet-
itors do not follow suit and then po-
tentially use the published information
to undermine them. BP was threatened
when the company announced that it
would publish what it paid to the An-
golan government in 2001. Publish
What You Pay is not out to threaten
business interests, rather to push for a
level playing field for payments disclo-
sures that would one of the first and
most important steps in bringing about
positive change in all resource-rich but
poor countries.

Specific mandatory mechanisms that
NGO coalition advocates include:

Disclosure rules for securities markets,
which is a simple and effective solution.
Companies wishing to have their securi-
ties admitted to trading on financial mar-
kets need to provide information about
their activities in a prospectus and then
are obliged to report regularly about the
company’s financial position. Disclo-
sure rules would override confidential-
ity clauses in contracts and they would
have a wider application than compa-
ny law since many international compa-
nies are quoted on a number of securi-
ties markets beyond those in which they
are incorporated. The Publish What You
Pay campaign coalitions in the US and
EU are actively lobbying to incorporate
provisions for payments disclosure into
legislation currently under consideration
that could include amendments requir-
ing disclosure into the rules for compa-
nies listed on stock exchanges.

Disclosure requirements in Internation-
al Accounting Standards. The standards
are a set of reporting requirements for
companies adopted by thirty countries.
From 2005 all listed companies in the
enlarged EU and Australia will report
under the standards and in the longer
term they are emerging globally accepted
set of standards. Changes to the report-
ing requirements of the standards could
be made through a binding Statement
of Recommended Practice for Extrac-
tive Industries to include provision for
tax and other payments broken down
by country. The key advantage of this
mechanism is the comparability of data
and the timely reporting of audited data.
As a mandatory requirement by home

governments, changes to the Internation-
al Accounting Standards could override
any confidentiality clauses.

Export Credit Agencies extending sup-
port to companies should require dis-
closure of payments as a condition of
that support. A statement of business
principles is already a feature of some
export credit agencies. These should
be amended to bring in detailed guide-
lines about transparency disclosure ex-
pectations.

International Financial Institutions and
donor countries should make transpar-
ency in the extractives sector a condi-
tion of their support, where such trans-
parency is critical to achieving pover-
ty alleviation and sustainable growth.
This would operate at the overall coun-
try assistance level and should be spe-
cific to projects in the extractive indus-
tries. If all IFIs, regional banks and do-
nors were to implement this option, and
if donors were to agree to abide by the
provisions themselves, most countries
would be covered.

Oil-backed loans from banks. The in-
ternational banking industry should re-
quire transparency of revenues from ex-
tractive industries as a condition for all
oil-backed loans to developing countries,
particularly those loans secured by fu-
ture resource revenues (and especially
with regards to mortgaging of future oil
revenues). QOil-backed loans from banks
have, at best, undermined the work of
multilateral institutions like the IMF in
countries like Angola; At worst, they
may have provided a whole set of par-
allel financing, outside of public scru-
tiny, for the operations of the shadow
state, providing lucrative opportunities
for cash diversion. Although banks can
be sure of the return of their capital with
high interest rates because such loans
are serviced and insured by a pre-allo-
cated share of future resource extraction,
they risk rendering themselves complicit
in the misappropriation of state funds if
provisions to check actual loan disburse-
ment and assure fiscal transparency are
not implemented.

Finally, a host country should adopt best
practice in transparency and require all
companies operating in its territory to
disclose information about payments
and should at the same time declare the
amounts of revenue that it receives from
the extractives sector. Where contracts



Transparency would signifi-
cantly strengthen the building
blocks of peace and human
security.

Shell signalled its support for
mandatory disclosure so long as
a level playing field was guar-
anteed.
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contain confidentiality clauses host gov-
ernments should provide their consent
for the disclosure of data needed for
compliance. This arrangement would en-
sure that all parties to any given contract
were bound by the same requirements,
but would only work in countries com-
mitted to this level of transparency.

The Publish What You Pay cam-
paign has grown steadily with the in-
creased support of NGOs and civil so-
ciety organisations. The over 170 co-
alition members of NGOs come from
over 43 countries world-wide, repre-
senting every continent with the ma-
jority of organisations being from de-
veloping countries. The issue has also
captured the attention of companies,
governments, international institutions
and investors. As such, recognition of
the campaign has been in the spotlight
more as an anti-corruption and pro-
corporate accountability movement,
and less on issues of human security.
However, recently a UN Experts Pan-
el Report on the Democratic Repub-
lic of Congo recognised that human
security and transparency of compa-
ny payments in resource-rich countries
are related, and in their recommenda-
tions the Panel stated that »Publish
What You Pay« should be implement-
ed. Transparency would significantly
strengthen the building blocks of peace
and human security in the post-war pe-
riod in the country through the more
responsible management of resource
revenues.

The response of Governments

A significant turning point in the in-
ternational community’s response to
Publish What You Pay was at the G8
Evian summit this year with the release
of a »Declaration on Fighting Cor-
ruption and Improving Transparency «
that included its first specific statement
on the importance of transparency of
natural resource revenues. Publish
What You Pay welcomed this state-
ment, which set out the urgent need
to provide for the disclosure of pay-
ments made by extractive companies,
and for revenues received by govern-
ments in the oil, mining and gas sector
world-wide. The G8 commitment is an
important first step; however, as dis-
cussed, the voluntary approach to dis-
closure is weak - revenue transparen-

cy will not be delivered everywhere it
is most needed. Moreover, the G8 also
committed to the aggregation of pay-
ment information, which masks indi-
vidual revenue flows from public scru-
tiny. Companies individually disclose
their payments to the G8 governments.
Aggregating the information in devel-
oping countries would set unnecessar-
ily different standards for the North
and South.

A recent statement by a group of 38
European and American institutional
investors has also given full support
for transparency of company payments
and government revenues, stating:
»|The lack of transparency] is a sig-
nificant business risk, making compa-
nies vulnerable to accusations of com-
plicity in corrupt behaviour, impairing
their local and global »license to oper-
ate«, rendering them vulnerable to lo-
cal conflict and insecurity, and possibly
compromising their long-term com-
mercial prospects in these markets. «
The investment community is playing
an increasingly important role in this
issue, which is evidenced by their par-
ticipation in the UK-led Extractive In-
dustries Transparency Initiative (EITI)
and the pressure some are putting on
their company clients to implement
payments disclosure. The PWYP coa-
lition will be continuing to closely en-
gage with investors in maintaining
pressure on companies and working
towards investment in the extractive
industries being a source for growth
and development.

The companies themselves have had
varying reactions to Publish What You
Pay. The more supportive companies
on this issue, mostly European based
transnationals  AngloAmerican, BP,
Norsk Hydro, and Shell, support the
objectives of the campaign, but have
not specifically given their support for
mandatory solutions. Though at a re-
cent European Parliament hearing of
the Development Committee, Shell sig-
nalled its support for mandatory dis-
closure so long as a level playing field
was guaranteed for all company pay-
ments disclosures and that their com-
petitive advantage was not threatened.
Other major international companies,
particularly American ones, have been
less progressive. Whilst they have given
some broad public support, there has
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been a general emphasis on voluntary
endeavours led solely by host-govern-
ments and aggregation of information
at country levels.

The response of governments to
Publish What You Pay is best exempli-
fied by way of the Extractive Industries
Transparency Initiative. The EITI was
the creation of the UK Government in
response to the launch of Publish What
You Pay. The UK government is espe-
cially supportive of the campaign and
continues to work closely with the
coalition in developing this initiative.
The EITI brings together internation-
al stakeholders (governments, compa-
nies, NGOs and international organi-
sations) to work towards implement-
ing a practical and consistent approach
to achieving payments and revenues
transparency. The voluntary initia-
tive, personally backed by Prime Min-
ister Tony Blair, has held international
meetings in 2003 to develop a common
statement of principles and agreed ac-
tions for all parties involved. Reporting
guidelines for companies and govern-
ments have also been developed, with
one standard for the oil/gas sector and
another for the mining sector. The initi-
ative has broad support from all stake-
holders and is undergoing further work
led by the Department for Internation-
al Development (DFID) in London.

The initiative has pledged to con-
sider both voluntary and mandato-
ry measures to delivering its objective.
However, at present there is no indica-
tion that the process will head down
the latter track. At the high-level stake-
holder conference in June 2003, it was
agreed that a few individual countries
would pilot the EITIL including Az-
erbaijan, East Timor, Ghana, Nigeria,
Sierra Leone and Trinidad & Tobago
but there is no indication of these being
applied in all countries where transpar-
ency is needed.

The EITI is the most encouraging
response by the international com-
munity so far to the problems of rev-
enue transparency and accountability
of extractive corporations in develop-
ing countries. However, it is currently
weak because it is not bound by any
timeframe and relies on being a volun-
tary process, which means that there
are no guarantees firmly established
to ensure its success or that all stake-
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holders who should be involved will be,
for example state-owned corporations.
It has also been proposed to pool to-
gether company payments information
at national levels, thereby denying the
right of local citizens to disaggregated
company payments disclosures. More-
over, diplomatic and business will for
the EITI to succeed in Germany and
the US has been seriously lacking. The
EITI is moving along slowly with some
doors having been successfully opened
in some places, namely Nigeria where
President Obasanjo recently public-
ly declared here in Berlin that he was
resolutely committed to it and to Pub-
lish What You Pay. But moving piece
by piece and waiting for it progress
will most likely not get the payments
published everywhere we need them to
be, nor in any reasonable short time
frame.

Publish What You Pay is calling for
more significant political and business
will to be invested into the EITI proc-
ess to make it succeed, considering its
good potential. Mandatory solutions
should be part of the EITI’s proposed
way forward in helping to shape the
system for payments and revenues dis-
closures at national levels, incorporat-
ing the policy recommendations stated
above.

Transnationals, including indus-
try giants BP, ChevronTexaco, Exxon-
Mobil, Shell and Total, have substan-
tial operations in the developing world
and should be proactively working in
line with the objectives of PWYP and
the EITI, which would significantly en-
hance efforts to secure operations and
investments in the longer term. All too
often these transnationals become tar-
gets for communities that see little ben-
efit from oil revenue and then in some
cases resort to actions that raise seri-
ous security concerns for their person-
nel and for local populations. As fi-
nancial transparency will contribute to
greater corporate accountability in de-
veloping countries, it will thereby shift
the focus of civil society to calling their
governments to be responsible for rev-
enues made from extractive companies’
operations and their use for econom-
ic and human development. So as vi-
tal business operations try to sustain
themselves in highly volatile and in-
creasingly dangerous places, the busi-
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The EITI is currently weak
because it is not bound by any
timeframe and relies on being a
voluntary process.



50

Human Security and Transnational Corporations

ness community needs to react to pro-
tect their vested interests.

Publish What You Pay is not a fix
all solution but crucial first step. Rev-
enue transparency is not going to hap-
pen overnight but it has to be pursued
with a sense of urgency by the interna-
tional community. The key questions
concern the methods, mechanisms and
commitment that will generate real
and rapid progress for the millions of
people who continue to unnecessarily
suffer in these resource-rich-but-poor
countries. International efforts to alle-
viate poverty, combat corruption, im-
prove corporate and government ac-

countability, and enhance global en-
ergy security will be hampered by the
lack of revenue transparency in the ex-
tractive industries. So too may human
security endeavours be adversely af-
fected in these places. Some voluntary
efforts may work in some places and
this will be welcomed. But the manda-
tory, comprehensive and rapidly deliv-
ered approaches proposed by the Pub-
lish What You Pay coalition are needed
to ensure that there is a level playing
field for companies and that transpar-
ency reaches those countries most in
need of change.

Further information on the PWYP Campaign:

Henry Parham
Coordinator Publish What You Pay

Office: +44 20 7981 0315
Fax: +44 20 7981 0319

E-mail: coordinator@publishwhatyoupay.org

www.publishwhatyoupay.org
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Part 4: Conclusion

Promoting Corporate Social Responsibility through

Multistakeholder Initiatives:
tives

Peter Utting”

Introduction

When I refer to Corporate Social Re-
sponsibility (CSR) I will refer to a par-
ticular set of business and regulatory
practices and a particular discourse
that gained ground in the build up to
and after the Earth Summit in 1992,
when global corporations began talk-
ing more seriously about the need to
adopt so-called »voluntary initiatives «
to improve their environmental man-
agement systems (EMS), occupation-
al health and safety (OHS), as well as
their human rights record and commu-
nity and stakeholder relations.

CSR is often dismissed as PR, win-
dow-dressing or »greenwash«. Yes,
there is a lot of this going on but CSR
also has a certain momentum, content
and proactivity that makes it more
than defensive posturing and disinfor-
mation. We also see that it is becoming
institutionalised within select corpora-
tions, as well as through the business
school curriculum, the growing indus-
try of CSR advisors and consultants,
and NGOs and multistakeholder ini-
tiatives involved in CSR standard-set-
ting, monitoring, reporting and certifi-
cation.

Our main concern with CSR is that
it constitutes a very narrow agenda,
dealing with very specific issues, and
that largely ignores some of the funda-
mental determinants of underdevelop-
ment and human insecurity with which
TNCs are associated.

This we have seen clearly in the de-
veloping countries where UNRISD has
73 Peter Utting is Deputy Director of the United
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been conducting research on CSR. In
all seven countries (Brazil, Chile, In-
dia, Mexico, Peru, the Philippines and
South Africa) there is an emerging or
vibrant CSR agenda in place, yet major
development issues to do with the so-
cial effects of sub-contracting, unethi-
cal marketing practices, tax avoidance,
unsustainable investment patterns, cor-
porate lobbying for socially and envi-
ronmentally regressive policies, and is-
sues of corporate economic power in
developing country markets are not se-
riously addressed.

But I have been asked not to talk
about CSR in general but about a new
set of regulatory arrangements to pro-
mote CSR. These are sometimes called
multistakeholder initiatives (MSIs).
They are part of a broader regulatory
trend associated with »co-regulation«.

MSIs are initiatives where business
associations and corporations collabo-
rate with NGOs, government and mul-
tilateral organisations to design and
implement different schemes that focus
on improving the social and environ-
mental performance of companies.

These schemes involve a combina-
tion of activities, for example, stand-
ard-setting; monitoring compliance
with standards; company reporting
on economic, social and environmen-
tal aspects; promoting multistakehold-
er consultations and dialogue on best
practice; and auditing and certifica-
tion.

They include:

e certification schemes like ISO14001,
SA8000, the Forest Stewardship
Council (FSC) and the Marine Stew-
ardship Council;

® schemes like the Global Reporting In-
itiative (GRI) that promote company
»triple bottom line« reporting;
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MSls is part of a bigger shift
towards »co-regulation« or
»civil regulation «.
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e initiatives like the Ethical Trading
Initiative (ETI) and the U.N. Global
Compact that focus heavily on dia-
logue and learning about best prac-
tices;

® schemes that address more specifical-
ly the issue of sweatshops in the ap-
parel and footwear industries: Fair
Labor Association (FLA), Worker
Rights Consortium (WRC), World-
wide Responsible Apparel Production
(WRAP), Global Alliance for Work-
ers and Communities, and the Clean
Clothes Campaign (CCC);

e and agreements between interna-
tional trade (union) secretariats and
TNCs, known as Global Framework
Agreements, where a TNC agrees to
uphold certain negotiated standards
and practices throughout its global
structure. For example, the Inter-
national Union of Food and Allied
Workers (IUF) has such agreements
with Chiquita, Danone, and Carre-
four.

In the following I will

® situate the emergence of MSIs in their
recent historical context,

e identify some of the advantages of
MSIs,

e identify some of the problems and
tensions associated with MSIs

e and end with a reflection of where
we might be headed in terms of the
regulation of TNCs.

The Context

Before getting into the pros and cons
of MSI it is important to step back and
look at the bigger picture of what has
been happening in relation to CSR and
corporate regulation in the context of
globalisation and neo-liberalism.

MSIs represent a new development
which is part and parcel of a bigger
shift that is taking place towards what
can be called »co-regulation« or »civ-
il regulation« or »non-governmental
regulation«, i.e. where business is reg-
ulated not by legalistic forms of gov-
ernment or international regulation,
and not through »corporate self regu-
lation«, but through multistakeholder
institutions. These are often organised
under the formal structure of a non-
governmental or multilateral organisa-
tion but involve some combination of

business, NGOs, trade unions, govern-
mental and multilateral organisations
in their governance structures.

This represents a significant change
from the 1960s and 1970s when many
academics, activists and Third World
governments regarded TNCs and for-
eign direct investment as the econom-
ic tentacles of the rich nations, which
needed to be controlled. Many politi-
cal parties, parts of the UN and trade
unions supported tougher national and
international regulations, and there
was much talk about the need for a
New International Economic Order.

This was the era that:

e generated support for international
codes on the marketing of baby food
and pesticides;

® began to consider a UN code of con-
duct on TNCs;

e and generated the OECD Guidelines
and ILO Principles on Multinational
Enterprises.

Things changed fairly dramatically
in the 1980s and 1990s as developing
country governments sought to bene-
fit from FDI and technology transfer,
and as the ideology and policies of ne-
oliberalism spread. This new approach
promoted the down-sizing of the state
and de-regulation, particularly in rela-
tion to international trade and invest-
ment and labour markets.

In the build up to both the Earth
Summit in 1992 and the World Social
Summit in 1995, there was growing
concern that globalisation was altering
the structure of rights and obligations
in a way that benefited TNCs unfair-
ly. TNCs were being granted increasing
benefits and rights without having to
assume commensurate responsibilities
and obligations.

The solution proposed by a power-
ful coalition of actors wasn’t legalistic
forms of government or internation-
al regulation but corporate self-regu-
lation and voluntary initiatives to im-
prove some social and environmental
aspects of corporate performance.

This gave rise to CSR initiatives cen-
tred on

e company codes of conduct,

® company reporting on social and en-
vironmental aspects,
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voluntary improvements related to
occupational health and safety and

cific cases of malpractice through
complaints procedures: WRC, Glo-

bal Framework Agreements and the
Clean Clothes Campaign.

environmental

® management systems;
These different approaches all have
their advantages and disadvantages.
When assessing MSIs the first thing
we need to remember is that they are
relatively new, and there isn’t that
much written about them. So the work
we have done at UNRISD on this is
very much a preliminary assessment.

e community development projects,
e stakeholder consultations,
e and an increase in philanthropy.

In the late T1990s we see a reaction to
corporate self regulation. There were
growing accusations that corpora-
tions were engaging in glossy reporting,
window-dressing or what was called
»greenwash«. We see the rise of civil Some advantages
society activism, networks and move- On the plus side we can note the fol-
ments centred on corporate responsi- lowing:

bility issues, notably the so-called anti- First, MSIs have attempted to impose a
sweatshop, anti-globalisation and en- degree of order on what was becoming
vironmental justice movements, and , confusing mass of codes of conduct
organisations supporting »rights-based  and initiatives associated with self-reg-
development«. There emerged a sector  yJation. In the early days of CSR, indi-
of bus.iness cpncerned with addressing vidual companies and business organi-
these issues in a more proactive way ,ations would largely decide unilater-
for a variety of political and econom- ally what would constitute CSR, and
ic reasons. There were new theories ,ould design their own standards and
of management and governance that jmplementation procedures. This led to

stres.sed the importance of stakeholder a proliferation of codes and an ad hoc
relations and dialogue; and reputation  response to CSR.

and risk management, particularly to Second, MSIs have filled in some of
protect valuable company brands. And o
the gaps that made self-regulatory ini-

there were new conditions in the glo- . . o .
. . 5 tiatives weak and lack credibility. This
bal market place, in particular, new re- . . . .
is particularly apparent in relation to

quirements to access export markets in

. three areas:
the North, and for controlling the ac-
tivities of firms that formed part of the
lengthening value or supply chains of
TNCs and northern retailers.

e labour rights—i.e. not just dealing
with OHS but also collective bar-
gaining and freedom of association;

® external monitoring, as opposed to
simply relying on internal monitor-
ing or no monitoring at all; and

Strengths and weaknesses of
MSls

e extending CSR along the value chain
to suppliers. Before CSR initiatives
often extended only as far as core en-
terprises in TNC structures. Through
MSIs, some TNCs are having to ad-
dress the issue of management prac-
tices and standards throughout their
supply chain.

The way in which MSIs seek to im-
prove social and environmental stand-
ards and impacts varies considerably.
There are very different approaches:

* one involves monitoring and/or certi-
fication related to policies and man-
agement

e gystems - such as ISO 14001, AA1000,
ETI;

e another involves certifying actu-
al performance and impacts —FSC,
SA8o00, FLA;

e others focus more specifically on vol-
untary reporting: GRI and the Glo-
bal Compact;

Another advantage is that many of
the MSIs have been proactive, as op-
posed to simply reacting to pressures
and problems when they arise. And
they have adapted in a flexible and
pragmatic way to problems and crit-
icisms, or engaged in what their pro-
ponents and practitioners like to call

o others promote external or independ- »learning by doing«. In fact virtually
ent monitoring and dealing with spe- all the MSIs we have looked at have
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Proliferation of standards, codes
and initiatives.

MSiIs involve relatively few
companies.
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been through an important learning
process. For example, the Forest Stew-
ardship Council, was initially more
concerned with environmental issues
but subsequently paid greater attention
to social and labour issues; the Marine
Stewardship Council transformed its
governance structure to dilute its re-
lationship with Unilever; the Fair La-
bor Association had to tighten up on
its standards, and introduced a com-
plaints procedure; the United Nations
Global Compact is now asking compa-
nies to report on their adherence to all
nine principles in their annual reports,
whereas before companies could pick
and choose whatever principles they
wanted to address; ISO, recently issued
guidelines on how companies should
report the fact that they have ISO cer-
tification; and the Worker Rights Con-
sortium has complemented its more
confrontational approach with the
companies it was investigating to one
of giving credit where credit is due.

What are the disadvantages?

First, there are signs that some of
the same problems of proliferation of
standards, codes and initiatives that
characterise corporate self regulation
may be emerging with some types of
MSIs. Hence in the apparel, footwear
and forestry sectors we see several
competing initiatives. In apparel and
footwear, for example, there are FLA,
WRC, WRAP, the Global Alliance and
CCC, with companies like Nike partic-
ipating in most of these. Recently there
has been some attempt to harmonise
and co-ordinate approaches. This has
occurred both at the global level where
various MSIs have joined the ISEAL
Alliance and also at the country level
where there is an attempt—in Turkey
e.g.—to get several schemes to work
together in a complementary way.

Secondly, MSIs involve relatively few
companies. Probably the most exten-
sive is ISO 14001, under which about
50,000 facilities have had their envi-
ronmental management systems certi-
fied. This sounds a lot but we need to
remember that there are nearly a mil-
lion TNC affiliates and millions of sup-
pliers. One of the best known MSIs is
the Global Reporting Initiative, which
claims that 313 companies now use
some of its guidelines when reporting

on social and environmental aspects,
and 15 use them more systematically.
There are, however, 64,000 TNCs.

Third, there is the question of cost,
which has various dimensions. Compa-
nies may be more reluctance to partic-
ipate in times of economic downturn.
The types of CSR initiatives promoted
by MSIs can also be quite costly, par-
ticularly for SMEs in developing coun-
tries. Who pays the costs when suppli-
ers are told by TNGCs to raise stand-
ards? TNCs and large northern retail
ers have often adopted what has been
called a policing approach, i.e. telling
suppliers to raise standards or run the
risk of having their contracts terminat-
ed. Some of the MSIs, particularly the
CCC, have been promoting the princi-
ple of »shared responsibility «, insisting
that TNCs assume some of the costs
and not simply dictate to SMEs that
they need to raise standards. The issue
of costs is also an internal one. With-
in the corporation who pays? Are the
costs of reporting, which can amount
to several hundred thousand dollars for
large corporations, covered by corpo-
rate headquarters or the affiliate. And
which department pays? In the course
of our work we visited a mine in South
Africa. The environmental officer there
was concerned about his company’s
attention to reporting, saying that re-
porting absorbed a lot of his time and
budget, and there was less money avail-
able to actually get on with the job of
improving environmental conditions in
the mines.

Fourth, the methods and procedures
promoted by MSIs are not only cost-
ly, they are also complicated. The GRI
has identified 97 indicators - includ-
ing 5o core indicators—that compa-
nies should report on. Certification has
to address questions of pay, overtime,
contractual relations, OHS, EMS, Ia-
bour-management relations, gender re-
lations, company-community relations,
etc. Gathering such data requires mul-
tiple skills which conventional auditors
often lack. They certainly can’t get ac-
curate information by quickly walk-
ing round a factory floor with a clip-
board —and doing so on a day when
the local management has made sure
everything in the factory is spick and
span.
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A key question is can we realisti-
cally monitor the operations of giant
corporations with hundreds or thou-
sands of affiliates and suppliers, spread
all around the world. Experience of
MSIs shows that they often go through
a long and sometimes painful pilot
or experimental phase lasting several
years, and scaling up these initiatives
has proven difficult. There seems to be
an important trade-off between qual-
ity and scale.

Those that reach more companies,
like ISO1 4001, SA8000 and the Global
Compact also have major weaknesses
in term of their quality and implemen-
tation. Those that rank high on having
more rigorous methods, like the CCC,
WRC and Global Framework Agree-
ments involve very few companies. This
brings me to the final issue regarding
the limits and risks of MSIs, which has
to do with their credibility and legit-
imacy. Some MSIs suffer a credibility
problem.

The purpose of an MSI isn’t just to
raise social and environmental stand-
ards, or to facilitate access to export
markets, but to make sure that business
is more in tune with society’s concerns.
As such they are political and regulato-
ry instruments, as much as ethical, so-
cial or market instruments. And if they
are to fulfil their political purpose they
need to be credible.

Some MSIs have been heavily influ-
enced — or are seen to be heavily influ-
enced—by corporations. This is the
case of the FLA, WRAP, Global Alli-
ance, MSC and Global Compact. This
isn’t always the case, but the percep-
tion is there. A crucial element in this
respect is the balance of stakeholder
interests in the governance structure of
the MSI, and the relative autonomy the
initiative enjoys from business. Credi-
bility isn’t helped when the MSI con-
cerned depends on corporate funding.

This is the case of the FLA, which
does not include trade unions in its
governance structure.There are then
some fundamental questions about the
feasibility and future of MSIs as effec-
tive institutional arrangements for reg-
ulating corporate activities. Can they
be scaled up? Can their complexities
and limitations be overcome? And giv-
en the very different approaches that
exist, will there be some sort of con-
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vergence around higher standards and
implementation procedures?

Alternative Approaches

These concerns have led us and oth-
ers to consider some alternatives that
are needed to complement the empha-
sis on extensive monitoring, reporting,
auditing and certification systems, and
voluntary approaches to CSR.

The first involves what can be called
»complaints procedures« or com-
plaints-based systems of regulation.

Here the focus shifts from trying to
monitor, audit, certify and report on a
vast range of corporate activities, to fo-
cus on specific instances of corporate
malpractice and abuses of corporate
power. Here the focus is on putting in
place institutional arrangements that
allow different stakeholders to be able
to identify specific problems, and seek
redress.

Numerous types of institutional ar-
rangements can facilitate complaints
procedures. Historically this has been
the role of law and the courts. It has
also been the role of trade unions
through collective bargaining agree-
ments, and more recently through glo-
bal framework agreements. Watchdog
NGOs and the media do this all the
time through their naming and sham-
ing practices that focus on a particular
problem. Ombudsman institutions or
parliamentary oversight committees or
UN Special Rapporteurs, all hear com-
plaints. And some MSIs, themselves,
such as CCC, WRC and FLA, have
also developed complaints procedures.

The second approach is summed up
by the term corporate accountability.
In recent years there have been a vari-
ety of proposals and campaigns calling
for corporate accountability. Some re-
fer to the existence of a corporate ac-
countability movement (CAM). The
notion of CA is quite different to CSR:

e Rather than saying companies should
assume responsibility for their ac-
tions; this approach implies that
companies must be held to account.
The rights and freedoms of compa-
nies must be balanced not just by re-
sponsibilities but also obligations.

e Rather than seeing corporate self-reg-
ulation and voluntary approaches as
a superior alternative to governmen-
tal and international regulation, the

Numerous types of institutional
arrangements can facilitate
complaints procedures.

Some MSIs have been heavily
influenced by corporations.
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beginning to come back onto
the agenda.
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CAM is calling for a new mix of vol-
untary and legal approaches.

* And, itis also saying that if CSR is to

really work for development, then it
is not enough for companies to im-
prove some aspects of working con-
ditions and EMS. Corporate responsi-
bility cannot be separated from struc-
tural and macro-policy issues, such
as perverse patterns of economic lib-
eralisation, de-regulation, taxation,
transfer pricing, consumption pat-
terns, corporate power and political
and policy influence.

An interesting development of the
past 3 to 4 years has been the increas-
ing number of actors, organisations
and networks calling for corporate ac-
countability. And we see numerous ac-
tions and proposals including;:

e the strengthening of the OECD Guide-
lines;

e the proposed EU Code of Conduct;

e the recently drafted UN Norms
for TNCs with regard to Human
Rights;

® proposals for a multilateral corporate
accountability convention or organi-
sation;

e calls to extend the remit of the Inter-
national Criminal Court to TNCs;

e the Publish What You Pay cam-
paign;

e The International Right to Know
campaign;

e The WHO’s Framework Convention
on Tobacco Control.

Final Reflection

The following questions are often
posed about the long-term future of
corporate regulation:

Are corporate self-regulation and
non-governmental systems of regu-
lation a stop-gap or interim measure
that will eventually become redundant
when a system of multilateral regula-
tory institutions is eventually put in

place? Or are we seeing the construc-
tion of privatised or non-governmental
systems of regulation that will consti-
tute long-term alternatives, and indeed,
displace legalistic forms of regulation?

The answer is not a technical one,
based on the assessment of what sys-
tem works better, and neither can we
predict the future on the basis of cur-
rent trends. The answer is fundamen-
tally a political one. The dominant reg-
ulatory system and the mix of institu-
tional forms, will reflect the balance of
social forces or the relative strength of
interests and coalitions are either re-
sisting or supporting particular regula-
tory approaches.

At the moment, voluntary approach-
es are supported by a set of influential
actors associated with business, civ-
il society, academia, government and
multilateral institutions. The consider-
able momentum that the CSR agenda
has built up during the past decade re-
flects the fact that a fairly broad and
influential coalition of interests has
come together to support it. They in-
clude a somewhat unholy alliance of
certain neo-liberal interests concerned
with creating an enabling environment
for TNCs, FDI, export-orientation and
a minimalist role for the state, and el-
ements of civil society that not only
wanted globalisation with a human
face, but had also lost faith in the reg-
ulatory role of the state, inter-govern-
mental organisations and trade unions.

We are perhaps seeing a slight shift
in the balance of forces as the limits of
voluntary approaches become appar-
ent and the role of the state and regula-
tory institutions is reassessed. Regula-
tory alternatives that include elements
of law and liability are beginning to
come back onto the agenda. For these
reasons the discussion about the politi-
cal agenda of civil society is particular-
ly important.



The North-South-Network

The North-South-Network is the development agency of DGB Bildungswerk, the training institute
of the German Trade Union Federation (DGB). The North-South-Network is promoting human
and trade union rights, international social and labour standards and sustainable economy.

Since its foundation in 1986, the North-South Network has supported the work and activities
of union solidarity groups in Germany and co-operation projects with partners in the south. We
DGB BILDUNGSWERK organize seminars and international conferences and we publish materials on the issues of glo-
balisation and north-south-relationship. We are active in international networks and campaigns

like the European ,Clean Clothes Campaign> or the international campaign against child labour.

Nord-Siid-Netz

We also support north-south exchange programs of trade unionists, like our women exchange program
with South Africa and a program on health, safety and environment with Brazil.

Not without reason our main focus is on Brazil and South Africa: With more than 1,200 German compa-
nies in Brazil and about 500 in South Africa the German business has a strong presence in both countries.
We also have lots of co-operation with churches, political foundations, development groups and human
rights organisations.

Further information: www.nord-sued-netz.de

t d terre des hommes, founded in 1967, is an aid organisation focussing on children and
erre eS supporting about 350 projects in 28 countries. These include school and training
projects, initiatives for street children, working children, child prostitutes and refugee

homme S children. It also runs food security and healthcare programmes.

terre des hommes helps people to liberate themselves from oppression and economic hardship. It seeks to
empower them to try out their own ideas about a life lived in dignity. We do not send out field workers,
preferring to promote local initiatives: With money, advice and networking facilities.

terre des hommes endeavours—through campaigns, lobbying and publicity—to influence German politi-
cal and business circles in the interest of children suffering hunger, exploitation or the aftermath of war.

terre des hommes endeavours—through campaigns, lobbying and publicity—to influence decision mak-
ers in the interest of children suffering hunger, exploitation or the aftermath of war. terre des hommes
action groups are groups of volunteers in 150 German towns and cities. They work on development-
related issues at the local level, organising events, sitting on refugee councils and raising funds for projects.
The regional offices of terre des hommes guarantee the direct contact to the partner organisations, effi-
cient accompaniment and local co-ordination of projects.

Further information: www.tdh.de

World Economy, Ecology & Development (WEED)

WEED was founded in 1990 to boost the advocacy in the Federal Republic of Germany of alleviating glo-
bal poverty and resolving international environmental problems. WEED campaigns for a course correction
in international economic and development policies that would put more emphasis on social justice and
environmental sustainability. Its aim is to create more awareness in this respect and develop and imple-
ment concrete political alternatives. WEED systematically analyses global economic, environmental and
socio-political issues, linking the vision of a socially equitable and environmentally sustainable society to
action and policy reform.

WEED is active in the following areas:

e the international debt crises

e IMF & World Bank policies, projects and programmes

e reform and democratisation of international financial markets

e international trade and investment policy (WTO)

e corporate accountability

e international and European environment and development policy

Further information: www.weed-online.org
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