
resources

Article

Industrial Projects and Benefit-Sharing Arrangements
in the Russian North. Is Contracting Possible?

Ekaterina Britcyna

Faculty of Law, University of Lapland, 96100 Rovaniemi, Finland; katya-bricyna@yandex.ru

Received: 18 March 2019; Accepted: 20 May 2019; Published: 31 May 2019
����������
�������

Abstract: The extractive industries and local communities in the Russian Arctic make socio-economic
agreements to support social and environmental initiatives in the territories of their operations.
The extractive industries address social responsibilities through grant projects and social investments.
In the framework of social investments, major industrial corporations are supposed to distribute
benefits obtained from resource exploitation to stakeholders who are affected by industrial operations.
This article presents different forms of benefit-sharing arrangements and how they work in practice in
the context of contracting for natural resources (oil, gas, metals and minerals) in Russia. The analysis
outlines specific types of contracts and how they are implemented. While benefit-sharing arrangements
can provide some benefits for local and regional stakeholders, it is controversial whether these
arrangements can improve the situation as far as even-handed sharing of society’s environmental
risks, benefits, and impacts is concerned. The article discusses how voluntary social partnership
agreements in line with corporate citizenship and stakeholder management can alleviate problems
between local people and industries in the Russian Arctic.

Keywords: Benefit-sharing arrangements; extractive projects; natural resources; corporate citizenship;
stakeholder management

1. Introduction

The concept of benefit-sharing has been a topical issue in international debates for the past
two decades [1]. On the global scale, the Corporate Social Responsibility (CSR) of enterprises has
been evolving for decades, and demands for increased local responsibility and benefit-sharing with
extractive industries have grown [2,3]. Usually, the industrial enterprises provide benefits to the local
communities, following the guidelines of their CSR policies. Benefit-sharing is a widespread CSR tool
which is understood and applied differently in the various branches of international (mainly soft) law.
In the legal field, there is no general definition of this concept [1,3].

When considering the concept of benefit-sharing, it is crucial to define how benefits can be
understood and precisely how benefits function in the context of the discourse on oil, gas and mining
projects. Most of the mineral resources in Russia are in the Arctic. The region is rich in various unique
natural resources which provide many opportunities for further exploration [4]. The communities,
which live in harsh conditions, live and work in close vicinity to the industrial projects and face
negative impacts from operations. The companies make socio-economic agreements with public and
private stakeholders, stipulating the benefits a company agrees to provide in exchange for community
support of projects and a favourable operating environment. The benefits may be expressed in both
monetary and non-monetary form [5].

The business dictionary states that benefits are a “desirable and measurable outcome or result
from an action, investment, project, resource, or technology” [6]. This short definition contains several
applicable terms with relevance to the current discourse [7]. Actions, investments, projects, resources
and technology are all crucial elements in the industrial projects in the Russian North, and several
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of these key notions also play an essential role in terms of CSR practices. It is relevant to discuss the
incentives of extractive industries that operate in the Russian North. As with any other industrial
venture, oil, gas and mining companies seek a return on investment and consequently revenues that
outweigh the costs. When the profit margins are so narrow that they put a company’s survival at risk,
companies will be pressured to cut corners and pursue irresponsible courses of development [8,9].
Profit margins allow for survival in the markets and important business actions such as investments
in infrastructure, expansion, modernization, social benefits, environmental protection, and more.
The oil/gas and mining sectors are the backbone of the Russian economy, an economy that struggles to
implement diversity, despite continuously expressing the political will to promote other sectors as
well [10,11]. With the process of transition to a market economy, the legislation (formal rules) has been
adjusted to the new realities, and informal rules (beliefs, values, habits) need time to adopt [12].

The oil industry in large parts of Russia is successful and creates important wealth for the Russian
economy. Oil remains a crucial source of energy, and it is utilized in manufacturing as well. Particularly
in remote areas without power plants, oil is often the easiest solution to run machines and facilities
for energy and heating. Engineers have invented renewable energy solutions that can replace fossil
fuels; however, at this date the achievements have not been sufficient to significantly decrease the
importance of oil production in the socio-economic context of Russia [13].

Keeping in mind various forms of benefits that the industry creates for itself and the national
economy, the question is: What benefit does the local society receive on the sites of extraction? To answer
this, it is necessary to understand that the local society in the Russian North is not homogenous.
The people have different backgrounds, different opinions, different objectives, and even different
cultural heritage [14]. Thus, opinions concerning the extractive industry and, therefore, the perceived
benefits are diverse.

The extractive industries in Russia point to their contribution to infrastructure development,
health care provision, pension support, and efforts to improve education and recreational activities.
These corporate actions of providing social benefits as a form of charity have a long tradition in the
Russian North, going back to the Soviet era [15,16]. Another benefit to certain members of local societies
may be employment in cases where a company offers positions and training to get the necessary
qualification to work in the industry. How much benefit everyone receives depends on the specific
needs that individuals have with respect to the charity provisions [17].

The ecological challenges and performances of the extractive industries also play a significant role.
Substantial amounts of oil are spilled with disturbing regularity but are seldom reported [18]. Oil spills,
greenhouse gas emissions and other forms of pollution impact the health, livelihoods and well-being of
the members of the local society. The question is whether it is possible and desired by local communities
to receive compensation from the industry in the form of economic benefits generated as a result of
resource depletion. Local communities increasingly ask for benefits to offset negative impacts caused
by new extraction projects. These requests often take the form of negotiated agreements. However,
agreements are the subject of some debate, especially regarding their effectiveness and fairness. There is
no consensus regarding the fair distribution of benefits, functions and responsibilities of the parties to
the agreements [6].

The utilization of natural resources is directly connected to the issue of property, which reflects a
threefold nature: (a) resources as a national wealth, (b) resources as commodities, and (c) resources
as components of the natural environment [19]. The Russian Constitution stipulates that natural
resources fall within the joint jurisdiction of the Federation and the regions (Article 72) and should
be utilized and protected as the basis of the life of the people living in the areas from which these
resources come (Article 9) [20]. With the transition to a market economy, resources have come to be
treated as commodities having economic value and, as such, a target of state regulation. The principal
law governing the use of minerals is the Federal Act on Subsoil [21]. According to this act, the Russian
Federation is the sole owner of the subsoil, and its ownership right to the subsoil is inalienable. The state
grants licenses for the exploration and exploitation of deposits [22]. However, within the state form of
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property of the subsoil, the extracted natural resources, according to the details of the license, may
be state, municipal, private or other. Under Russian legislation an owner is entitled to the rights of
possession, the use and the disposal of his or her property [23]. Hence, sharing is the transition of
natural resources as tangible assets from state hands into the hands of the extractive companies mainly
through public arrangements (licenses, agreements, tax relations) and their distribution to the civil
society through private-social arrangements.

Land ownership does not entail ownership of the subsoil, and this leads to disputes, especially
when extraction industry projects (subsoil users) conflict with the interests of individuals or other
entities (usually leasers or other users of land plots) [24]. In the Russian Arctic conflicts concerning
land rights often arise between industrial companies and reindeer herders, who continue to practice
reindeer herding as a traditional way of life. The right of free prior and informed consent (FPIC) arises
from property rights; it is not a free-standing right. FPIC is connected with the traditional lands of
indigenous peoples, even if they are not the official owners of the land [25]. In practice, FPIC is not
commonly applied, and CSR is more often implemented through benefit-sharing agreements which
include all provisions that are important for the business and for the local communities.

This article argues that the implementation and enforcement of benefit-sharing arrangements
need to be improved to enable a positive impact on individuals and communities. The article provides
an overview of the following concepts: Corporate Citizenship and Stakeholder Management under the
umbrella of Benefit-Sharing. The concept of Stakeholder Management is relevant in the Russian North,
because there are many stakeholder groups (both indigenous and non-indigenous), and interrelations
between industries and stakeholders are continuously changing. The concept of Corporate Citizenship
is an appropriate concept in this discourse to discuss corporate behaviour towards stakeholders,
particularly communities in the Russian North.

2. Materials and Methods

In this article, the aim is not only to study theoretical aspects of benefit-sharing, but also to examine
how diverse benefit-sharing concepts may work in the actual context of the Russian Arctic. The analysis
of benefit-sharing agreements provides current examples of how voluntary approaches are being
implemented and how the interaction between different stakeholders function in Russian localities.
The content analysis distinguishes normative approaches of benefit-sharing and links them to the
real-life situation in the Russian Arctic. A major objective is to identify benefit-sharing practices and
agreements in the Northern areas of Russia and determine to what extent these practices differ from the
theoretical normative tools and policies provided by academia and relevant stakeholder organizations.

The analysis of this article focuses on research materials and corporate publications:

• Regional, national and international legislation describing the rights and obligations of local
communities and extractive industry projects,

• International business management concepts: Benefit-Sharing, Corporate Citizenship and
Stakeholder Management,

• Socio-economic agreements at the regional and municipal levels,
• Sustainability reports and web content of Russian extractive industries companies.
• In addition to legislation, company codes of conduct, and relevant literature were examined.

Socio-economic agreements are one of the core elements of the study (Table 1). In many cases a
special request was needed to get access to the agreements, because they are not publicly available.
Reaching out to local authorities may allow access to the documents by interested parties. As part
of the present research, seven socio-economic agreements on different levels were analysed [26].
Four were found in a publicly available source, and three were obtained by request to the companies.
These documents are of high relevance, because they reflect the commitments of the industry and can
address the concerns and expectations of local society.
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Secondary literature was utilized to embed this analysis in the findings of previous studies and,
in general, in the framework of Russian legislation.

Table 1. Overview of social-economic agreements in the Russian North.

Validity of
Agreement Parties to the Agreement Main General Provisions Environmental Provisions

1 One year with
possible
prolongation

Oil and Gas
Company/Indigenous
people

Partnership and cooperation,
preserving traditional ways
of life, culture, customs and
language of indigenous
people, educational
opportunities for local youth

Consultations with
indigenous people before
projects start, constant
stakeholder dialogue
Company reports on
violations of environmental
legislation

2 No validity
information

Mining
company/Municipality

Partnership aiming at the
effective work of company,
participation of municipality
in the management of the
company, social and
investment programs,
labour and educational
opportunities for local
people

Prevention or liquidation of
environmental pollution,
direct compensation to local
people for polluted areas

3 Five years Oil and Gas
Company/Indigenous
people

Sustainable economic and
social-cultural development
of indigenous people’s right
to use the resources;
recognition of oil and gas
impact on traditional ways
of life, FPIC, need for
consultations

Prevention or mitigation of
any potential adverse
impacts

4 One year with
possible
prolongation

Oil and Gas
Company/Indigenous
people

Social-economic
development of indigenous
people via social-economic
programs

No detailed information

5 Three years Mining Company/Regional
government

Realization of industrial,
financial and social
programs based on the
principles of social
responsibility, transparency
of information

Environmental safety

6 No validity
information

Mining
Company/Indigenous
People/Municipality

Financial aid within
industrial exploration of
natural resources,
compensation for negative
impacts, preserving the
traditional way of life,
creation of sustainable
development of
municipality, support for
local businesses, purchase of
local production, labour
opportunities for local
people, legal and medical
aid, research and
conferences

Company reports on
violations of environmental
legislation,
Company refrains from any
actions which can cause
economic or environmental
damage, environmental
security

7 Five years Oil and Gas
Company/Regional
government

Financial aid aimed at the
infrastructure development
of the region

No detailed information

2.1. Corporate Citizenship

In discussing the benefit-sharing of extractive industries in the Russian Arctic, the concept
of Corporate Citizenship is relevant. Being a good corporate citizen implies assuming the social
responsibilities for all internal and external processes linked to the business venture. Corporate
Citizenship “involves the social responsibility of businesses, and the extent to which they meet
legal, ethical and economic responsibilities, as established by shareholders” [27]. This definition
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strengthens the approach that Corporate Citizenship is a sub-field of CSR. Moreover, the term
“Corporate Citizenship” can be formulated as a bargain between business and society/state in which
business is supposed to have a responsible relation with communities’ needs and counts on special
preferences [28]. Even though Corporate Citizenship and CSR share many conceptual frameworks,
substantial differences are perceivable. CSR embraces a holistic view and covers all types of corporate
responsibilities: economic, legal, ethical and philanthropic [29]. Corporate Citizenship is more
concentrated on the social (societal) aspects impacted by business operations, and implementation
can be done in the form of a management concept such as, for example, implementing a marketing
management system or environmental management system. In order to be a good corporate citizen,
it is essential to create awareness throughout the entire workforce what this, in fact, means and how
this is being applied in everyday working life. Initial policy formulations such as “We want to be
a good neighbour to the nearby communities” or “Let´s treat the locals with the same respect with
which we treat each other within our company” are helpful but not enough. A management mix is
required that foresees practical corporate citizenship implementation in a structured and scheduled
way. Crucial elements of a corporate citizenship management mix are discussed below and linked to
the case of the Russian Arctic industries [30]. In contemporary Russia, the process of the concept’s
incorporation is explained by historical aspects [31]. The transition from a state-controlled economy to
a market-based economy has led to reforms and the adaptation of the companies to the new realities of
global trade. The extractive industries in the Russian North apply some tools of Corporate Citizenship,
aiming at fulfilling the social objectives in local societies.

Corporate Giving is a tool which provides philanthropic donations, payments or similar financing
for local social services. In the Russian Arctic, the allocation of corporate capital for local infrastructure,
the health care system, education, housing, pensions and other services is often fundamental to
maintain the survival of Arctic communities [32]. The linkage to benefit-sharing is especially evident
here, since, in the framework of corporate giving, all corporate capital provided is allocated voluntarily.
This does not include capital that has been raised due to mandatory compensation and court decisions
or facilitated by political actors. In socio-economic agreements, capital provisions can originate from
the Corporate Giving approach, as well as from other elements of the Corporate Citizenship mix.

Similar to Corporate Giving is Corporate Sponsoring, but there is an essential difference. While
Corporate Giving follows predominantly the philanthropic cause of capital allocation, sponsoring
aims at positive effects for the company providing the capital. The Russian Arctic industries are
famous for sponsoring local sports teams associated with sports associations and junior sports affiliated
with the school system. Notable sports that receive sponsorship in the Russian North include ice
hockey, football, volleyball, basketball and others. Successful sport teams receive local media attention,
and firm logos of the sponsors are widely used for marketing purposes. Municipal and regional
governments, plugging holes in their budgets, impose an extra tax on companies in the form of social
investments. Researchers call those relations administrative enforcement [33] or agreements [34].
In Russia, sponsoring is not implemented sufficiently; companies are continuously spending their
income on sponsoring, but the state strives to control and channel it into their own interests.

Cause-Related-Marketing embraces elements of corporate giving and corporate sponsoring.
A good example in the Russian Arctic is the continuous cases when oil projects move from exploration
to exploitation. The benefits for the regions—employment, infrastructure, donations, sponsoring and
other benefits—are communicated to the local and regional communities to improve the image of the
company at large and to generate a positive attitude towards the exploitation project in the area among
the residents [35].

Corporate volunteering is a form of benefit-sharing developed by philanthropists in the early
twentieth century. The idea is to send workers out of the factories to provide social services to
the community. In Russia´s corporations it is also on the agenda in some regions [36]. Unlike the
volunteering approach, with the corporate foundations approach, capital is directly allocated to
specific institutions, projects or facilities. The capital-providing company sets up a foundation which



Resources 2019, 8, 104 6 of 14

works, to a large extent, independently of the founding company. Corporate foundations tend to use
start-up capital from a company, seeking, in later phases, funding from other sources as well. Some
of the large-scale extractive industries have established foundations; however, the corporate-giving
approach and sponsoring are much more dominant [35]. Moreover, in regions, there is a lack of
socially-orientated non-governmental organizations that can fulfil the functions of corporate sponsored
providers, which is why the companies strive to stimulate the creation of such organizations from the
ground up, and that takes time and financial resources.

Decision makers in Russian Arctic industries are often closely tied to regional and national
authorities, and to improve their reputation, the companies should emphasise local needs, wishes,
and expectations among political decision makers in the regions and in Moscow. Social lobbying is a
form of corporate citizenship that has the potential to improve relations between companies, residents
and authorities [35]. It could be used in a sort of deal-making wherein the local communities support
projects and do not hinder them with protests, complaints or campaigns, and the company “lobbyists”
promote initiatives that are important for the regional community, such as the revision of specific laws,
tax deductions or larger shares of public capital allocations.

Venture philanthropy is similar to social lobbying, but instead of attending to local needs within a
political framework, the idea is that corporate actors use their connections in the global investment
sector to support the local communities’ access to social capital investments. In the Russian Arctic,
this concept is theoretical in nature because practical application of it rarely happens. However,
Russian corporations with ties to sparsely populated areas in the far North may consider this option
in the future, as these local populations certainly have obstacles to getting access to international
social-risk capital. Bilateral agreement between local communities and industry is at the heart of the
public-private partnership concept as well. These partnerships embrace the idea that corporations
and non-profit public organizations bundle their resources and try to achieve a common goal. Either
the public organization or the company can initiate the contact with the other party, and usually the
partnership leads to a specific project to improve societal well-being. Even though the Russian Arctic
has seen a few of these partnerships, there is certainly room for improvement in terms of resources
allocated and the desire to achieve common goals.

2.2. Stakeholder Management/Stakeholder Value:

Another concept from the field of management studies with relevance to benefit-sharing is the
stakeholder management approach as coined by Ed Freeman in 1984 [37]. His work can be considered
as a paradigm shift in business management as it substantially questions the idea of emphasising
shareholder values, predominantly widening the perspective to include stakeholders’ needs and
expectations. Shareholders’ values have a narrow focus on investors and business partners but neglect
crucial actors such as customers, consumers, nearby communities, environmental activists, trade unions
and many others. Stakeholder management has a connection to CSR as well [29,38]. Proponents of
the shareholder value concept, such as Morgan Friedman (Chicago School of Economics), argue that
the most important, if not only, social responsibility is profit generation in order to cover the costs in
terms of bills, staff and shareholder dividends, and consequently make it possible to survive in the
market [39]. Freeman was the one who eventually challenged this way of thinking and developed the
idea that companies that take stakeholder needs into account have much better chances to be successful
in the long-term perspective, for various reasons [29,37].

Stakeholder management involves various components that must be organized in a chronological
manner. The first step is that the corporation needs to identify the stakeholders. The challenge here
is to include all stakeholder groups and not being satisfied too quickly with a list of only a few [38].
In the age of blogs, vlogs, social media and other internet channels, it is easier than ever before for
non-recognized stakeholders to raise their voice and explain their opinions to a wider audience [40].
Once all stakeholders have been identified, the analysis of stakeholder expectations and possible ways
of cooperation are on the corporate agenda. This analysis implies a comprehensive definition of all
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benefits the business venture may allow and how stakeholders could or should benefit from this.
Benefits can be categorized into infrastructure development, community well-being and benefits that
the company should provide when it is fair and just to do so. Examples of the latter are compensations
if living conditions are compromised or if a company disturbs the livelihoods of people who were
in the area before the industry arrived. Stakeholder management is not only the appeal to awaken
ethical behaviour in corporate decision makers or promote corporate philanthropy [38]. Ignoring
stakeholders’ voices carries many risks for a corporation. Conflicts with environmental activists
and local communities tend to be very costly and sometimes even lead to corporate insolvency [40].
Demonstrations at factories and strikes by the workforces that bring production facilities to a standstill
are connected, in most cases, with enormous losses. Moreover, conflicts can ruin the corporate image,
which needs to be solid to attract customers, investors, supply chain partners and the most talented
employees [40]. From this follows the crucial element of stakeholder dialogue, which is a continual
element in the chronology of stakeholder management [38]. Through proactive communication
channels, corporate decision makers can learn what matters for the stakeholder communities; this is
the prerequisite for a path towards consensus building and conflict prevention [38].

The concept of stakeholder management plays a crucial role as diverse actors are linked to the
Russian Arctic and the extractive industries at large. Russia is a land of diverse ethnicity. Many different
cultures, indigenous and non-indigenous, call the Arctic home, and they are stakeholders in numerous
projects in oil and gas exploitation, mining and forestry.

Thanks to stakeholder management, shortcomings in Russian Arctic industries have become
evident at present. The identification of stakeholder groups is often insufficient, limited in many
cases to the residents of an exploitation area [32]. International actors, such as representatives of
nongovernmental organizations that are concerned about ecological or societal matters, are usually
not identified, or, if identified, are not included in the stakeholder dialogue [32]. For those actors
who are in dialogue with the industry, it has generally been the case that public hearings or meetings
have been misleading. Sometimes the corporations conduct a monologue and perceive their duties as
being fulfilled by informing the public about the corporate plans. In other cases, stakeholders use the
opportunity to speak to the community to raise issues that are not linked to the corporate activities,
but in many cases to the municipality [41]. Discussing topics that are not related to the project cannot
lead to consensus building regarding the potential conflicts between the parties. Thus, stakeholder
management must be conducted in such a way that all parties understand the others’ positions. Social
media channels allow stakeholders to present their concerns to a wider public. Even though such
opportunities are also rising in the high latitudes of Russia, the opportunity to use the internet as
a tool to gain attention for local expectations and demands towards the industry is not used very
much by Russian Arctic stakeholders. The diversity of the ethnic groups facing the ongoing influx of
extractive industries in the Russian Arctic and the different interests of these groups make it difficult
to define a common stakeholder position [32]. While some stakeholders work for the companies
themselves or belong to the supply chain, others are occupied in traditional livelihoods (for example,
fishery or reindeer herding) or practice businesses that could be undermined by extractive industries,
such as agriculture or tourism. Failure to reconcile the different opinions of the stakeholders can
weaken the stakeholders’ position towards a corporation and lead to minimum compliance with the
demands of the most critical stakeholders [16,32]. Benefits perceived by stakeholders which have
positive attitudes are often utilized for marketing purposes by companies in their sustainability reports,
advertisements and other corporate publications. Whereas stakeholder protests in many countries
have led to improvements in the situation of the stakeholders, to this date demonstrations in Russia
have rarely led to significant changes. Socio-economic agreements are, in many cases, the outcome of
informational meetings, but not meetings characterised by a fruitful debate [41]. Stakeholders in Russia
must find ways to build stronger consensus among themselves and should appoint spokespersons
who are continually in dialogue with the corporate decision makers, as well as with the authorities and
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media [32,41]. Proactivity is not only a prerequisite for successful businesses, but also needed from
stakeholders for a successful realization of their demands [38].

2.3. A Regulatory Framework for Extractive Industry Contracts

The legal bridge between the extractive industries and its stakeholders in the Russian Arctic is
upheld through the establishment of bilateral or multilateral contracts [32]. The negotiation of these
contracts is one element of Stakeholder Management. Russian contract law is based on market economy
principles with respect to civil rights and the liberties of individuals and legal entities, equality of
parties, freedom to make contracts, and inviolability of property. According to the Civil Code of
the Russian Federation, a contract is an agreement of two or several entities aimed at establishing,
changing, or terminating civil rights and duties [23]. Any company has a right to formulate and enter
into any contract which is not prohibited by law. This legal definition reflects the traditional approach
of Roman-law-based systems, which consider a contract as an agreement [22].

In the oil and gas sector there are different special aspects involved in the preparation and
management of international oil/gas contracts, foreign investment agreements, and model contracts.
Some of those contracts have analogues in the Russian contract system, but some contracts require
adaptation before they can be used in the conditions of Russian legal realities. Some forms of contracts
are subject to the provisions of the legislation, e.g., the Federal Law “About production sharing
agreements” [42]; some contracts, however, are the “fruits” of business practices and regulated only by
corporate norms and the general principles of the civil code. The author will provide an overview of
the contracts which are often used to implement CSR policies of oil/gas and mining companies and will
analyse voluntarily made socio-economic agreements because all the other above-mentioned contracts
are rarely publicly available since they contain confidential information on investment projects.

2.4. Contracts with Regional and Local Governments

In addition to such commonly used primary investment contracts as production-sharing
agreements and joint-venture agreements, each type of contract differs from the others. For example,
socio-economic agreements may be called Community Development Agreements or Host Government
Agreements (HGAs) [43].

For the most part, previous research focusing on the terminology of benefit-sharing has not
focused specifically on the concept but covered the theme by embedding it in other discourses, such as
Corporate Social Responsibility or environmental and social challenges caused by the operations of
Russian industries. A few relevant studies that put benefit-sharing at the centre of the analysis are
outlined in this paragraph. The issue of benefit-sharing agreements has been raised by Tysiachniouk,
Petrov and Tulaeva [6,44], Britcyna et al. [41], Wilson [45], Chaknazarov [17] and Novikova [46].
Tysiachniouk, Petrov and Tulaeva define different benefit-sharing modes, observing cases in the
Russian Arctic and Alaska. Wilson utilizes the concept of benefit-sharing in the framework of social
licence to operate. Britcyna et al. see benefit-sharing agreements as a practical tool that can be
utilized by local communities to achieve participatory rights. Novikova criticises in her work the
fact that indigenous communities in the Russian North do not strive to broaden the agreements
in terms of novel solutions that improve local well-being and the preservation of the ecosystem.
According to Novikova, in many cases indigenous groups take monetary compensation based on a
pre-determined benefit-sharing agreement, but do not seek other benefits that may be more valuable
for the community in the long run; she is critical of the practices of making social-economic agreements
in Russia. Chaknazarov indicates in his research that local groups have different opinions concerning
benefit-sharing agreements. While some local groups in Russia welcome monetary compensation
as an income source that has prevailed, other groups are very critical and perceive the agreements
only as a formality that has no real impact. The present article is an initial step towards focusing on
negotiation processes between industrial companies and interested parties to pursue legal actions;
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it will consider a broader scope of social, environmental and human rights in the context of the Russian
extractive industry.

Socio-economic agreements are contractual agreements made by a company with regional
governments/municipalities or non-governmental organizations with the aim of providing benefits to
the localities in exchange for the acceptance of industrial projects. The Russian regions have different
socio-economic backgrounds, and companies usually do not have a single template for contracts; they
reflect the needs of the parties depending on the social context, or the template may be provided by
the region/municipality [47]. Sometimes, the elaboration of the agreements may take several years
before it is completed [47,48]. When concluding these agreements, the parties usually do not provide a
great deal of detailed information in the agreement, which contains a preamble specifying the names
of the parties, the date and place, and the goal of the agreement: e.g., “on the one hand, the company
will develop the fuel and energy industry in the region, improve the region’s economic situation, and
maintain the social stability and social welfare of the region, and, on the other hand, the government is
obliged to take steps to ensure a positive investment environment for all business entities” and some
other general provisions [41].

The main objective of such agreements is to bring permanent improvements to the lives of local
communities which tend to be more strongly affected by negative impacts of industrial operations.
Usually, there are no detailed provisions concerning, e.g., the environment (losses or damages) or
detailed provisions concerning what the region is entitled to do in favour of the oil/gas companies.
Those socio-economic agreements at the regional level consist of a list of infrastructure and facilities
the companies will support; those objects of support are usually the most crucial ones that the regional
budget cannot cover [41]. Usually the period of the contract is negotiated; the agreement is generally
made for five years with a prolongation period. The agreements are confidential, so they are not
transparent. Some sums and a few excerpts from the contracts may be published online, but the whole
contract is not publicly available.

A company or a subsidiary can conclude these agreements with municipalities, too. Those agreements
are commonly concluded with the territories where the extraction takes place. The benefits provided
by the companies are aimed at the health sphere, education, culture and sport. Payments to local
municipalities are essential; the budgets of the regions and municipalities are often insufficient to
serve local societal needs. The parties to the agreement confirm that they will abide by and satisfy the
terms of the agreement. However, as for contracts at the regional or municipal levels, the local people
cannot track and scrutinize payments or estimate expenditures, which may leave room for distrust or
even corruption. The local communities can express their opinions about which projects would be
important for them, but it is unclear to what extent these opinions will be considered by the local mayor
who concludes the agreement [44]. Proper negotiation and drafting of the financial provisions in such
contracts are essential. These contracts have not typically served as a primary source of contractual
responsibility on which individuals and local communities can rely; they are not transparent, and the
nature of the contracts is not clear enough for all the stakeholders.

Residents would better understand the complex nature of extractive agreements and the
responsibilities of the interested parties, including government, company and society, if the agreements
were well-developed and framework agreements were available online. In some cases, when an
agreement is made, it is possible that “significant inequities in knowledge and power between
indigenous peoples and companies” will result in definitions of fair and equitable benefit-sharing
“that are predominantly shaped by the latter” [49]. Yet some of the agreements have started to reflect
detailed descriptions of company allocations and have an online presence [48]. This could be an
example for other companies to follow good corporate practices. The concerns and expectations of
the residents must be heard and respected and, consequently, consensus must be built. This is a
prerequisite for being a good corporate citizen, as discussed earlier in this article [31]. The agreements
do not ensure full compensation, because industrial operations cause complex damage to the social,
economic, environmental and cultural development of the territories [50].
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2.5. Company-Local Community Contract

The companies also make contracts with so-called “patronaged” parties. “Patronaged” parties
may include commercial and non-commercial organizations of the local communities. Very rarely
is there an agreement or financial aid to the individuals directly [41]. Concluding agreements with
local communities has a long tradition in extractive industry projects abroad [6,51]. In concluding
agreements at the local level, the companies pursue different objectives. For example, to operate on
lands which are leased by reindeer herders (to include part of a land plot in a sublease), the agreement
must be concluded to get the consent of the herders. In practice, the form of the contract does not
need to be in written form, nor necessarily expressed in monetary terms [6]. Benefits can be provided
for communities. For example, in-kind benefits aim at giving compensation for affected resources
or lessening the risks created by a facility. Not just social issues are in the focus of agreements with
local communities; the agreements can include environmental provisions or provisions concerning
participatory rights or the monitoring of the oil spills situation [41] or reporting on whether the
environmental laws are being respected. Compensations to local people for environmental damage
caused by companies is one of the pressing issues at the negotiating table. The parties try to solve this
issue, using the tools of corporate citizenship, rather than by making claims to the authorities [52].

Contracts at the local level are usually concluded for a short term—a year—and do not guarantee
the stability of the relationship between the parties. The “patronaged” parties sometimes do not have
the freedom to choose which provisions should be included in the documents; they follow the formal
practices and do not amend the contracts [46]. They are not a totally equal party in the contracting
process, and do not enjoy the principle of freedom of contract fully. Not all socio-economic agreements
are specifically formulated. General statements, such as the sustainable development of the indigenous
people or local support, are included but the documents lack provisions for concrete actions. How the
actual benefit looks is a matter of interpretation. The capital allocations do not lead to prosperity growth
of the local communities and do not cover all their damages and losses [17,51]. The communities
should know where and how the natural resources and benefits are being distributed.

The broad range of stakeholders should be included in the negotiation process at all levels:
socio-economic agreements, community, local and regional-level agreements. Transparency is also
needed for all contracts [53,54]. Nevertheless, though the socio-economic agreements include some
environmental statements, the real nature of the agreements is economic [46]. To utilize these
agreements properly, local groups and municipalities must negotiate with the companies thoroughly
and must agree among themselves what matters in the region. Companies can utilize the agreements
by fulfilling common goals (e.g., infrastructural development, support of local suppliers and social
entrepreneurship) that benefit all actors involved. Being specific and detailed in the agreements
reduces the risk of conflicts and allows companies to engage in successful reputation building. Social
partnerships agreements are not always publicly available in Russia. If the actors decide to give free
access to actors outside the signatories, it will create credibility and transparency. These are assets that
multinational companies can develop very well in their CSR strategies and CSR communication [32].

3. Discussion and Conclusions

Benefit-sharing in the Russian Arctic can be achieved by diverse concepts and practical approaches.
The extractive industries can follow voluntary initiatives based on Corporate Citizenship. Since land-use
conflicts, environmental deterioration and a lack of state-funded social services are evident in large
parts of the Russian Arctic, it is essential to establish legally binding agreements for all parties involved.
When resources are extracted in a territory, the natural environment and local sources of livelihoods
are often compromised and deteriorated. Compensation and internalization with respect to negative
impacts need to be arranged to maintain local livelihoods and company–community relations. In theory,
legally binding agreements in the form of company-local community contracts may be superfluous if
the performance of the company is perfectly in line with common practices of corporate citizenship.
This is, of course, rather a normative idea and does not reflect the situation in real life.
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Stakeholders in the Russian Arctic and NGOs criticize the extractive industries for diverse reasons,
often linked to environmental pollution. Contracts are needed to share the benefits provided by the
value chain of extractive industries in the Russian North. The Russian Arctic demonstrates clearly
that both legally binding and voluntary approaches are needed to achieve stable relations between all
actors involved. This is, moreover, a prerequisite to gaining socio-economic stability in the region and
keeping ecological footprints to a minimum. Effective implementation of environmental laws should
have priority in setting rules and protecting the local peoples’ rights and way of life. To enable the
provision of benefits, private arrangements should not merely replace or duplicate the norms of law.

Based on the findings this article suggests some practical implications. Modern businesses
within and outside Russia need management processes beyond the basic business process such as
production and services. Nowadays, practical implementation of the practices mentioned above in all
operations and processes is crucial to achieve the desired results, such as stakeholder benefits and a
strong societal position of the company in the community. Thus, managerial steps include setting up
communication platforms via diverse channels. Traditional stakeholder meetings are as relevant as the
utilization of digital solutions (e.g., sustainability reports and website announcements). In practice,
every company in the Russian Arctic should assess the local stakeholders and determine their demands
and expectations. Assistance from consultants from private firms and academia are often helpful
to avoid incomplete assessments. The stakeholder universe seems simple within the Arctic context,
but it is, in fact, very complex and ends at local borders. A globalized society links extractive industries
in the Arctic to both local and remote stakeholder groups. In this regard, an understanding of the
distinction between stakeholder management and corporate citizenship is important. Both concepts
were introduced to cover holistically the benefit-sharing narrative. As explained above, stakeholder
management embraces all groups, whereas corporate citizenship connects companies more closely to
the local context (being a good neighbour). To find the right balance and complete coverage requires
dialogue internally among decision makers and the work-executing staff, as well as with external
experts and the stakeholders themselves.

Benefit-sharing is an ongoing discourse in the Arctic, and important trends such as strong
climate change impacts in the Arctic and urbanisation make it necessary for management boards to
be continually up-to-date with the developments. The composition of local communities changes
due to fly-in/fly-out workers, the growing Arctic tourism sector, and natural in- and out-migration
flows. Companies must react in a timely fashion to local societal changes, and the management tools
discussed in this article are a valid starting point to keep on track in planning and execution processes.

The case of the Russian Arctic shows that specific benefit-sharing arrangements need to be
improved. Stakeholder dialogue is often only informational, and corporate citizenship practices focus
mainly on charity and philanthropic approaches. The benefits generated are crucial for the local
economies, and resource extraction in the Russian Arctic is obviously the backbone of the Russian
economy. Hence, socio-economic agreements in the form of company–community contracts are desired
by stakeholders. The industry receives criticism from community representatives and stakeholder
organizations addressing non-transparent bilateral contracts. Access to these documents is difficult
even for residents of the communities affected by the agreements.

Moreover, the monetary compensations given are often controversial. The stakeholders perceive
that monetary compensations do not cover the negative impacts caused by extractive operations.
In some cases, compensations go to municipal bodies and serve only the regional budget to cover
debts or cover administrative costs and are not transferred top-down to the residents whose lives and
livelihoods are affected by the extractive industries. Russian municipalities receive payments from
the extractive industries; partly, therefore, they lack the motivation to generate wealth for the region
themselves by developing regional business strategies and effective austerity plans. One result of the
analysis of the present research is that local communities and authorities need to be more active in
negotiations with the industry as well as with political decision makers. Residents need to be active
to receive their share of the benefits by raising their voices in stakeholder dialogues, negotiations,



Resources 2019, 8, 104 12 of 14

and social media. Consensus can be built only through communication and if all parties understand
the other parties’ positions and their opinion on specific issues. To conclude, communication is the
key to benefit-sharing agreements in the Russian Arctic in order to build mutual trust, local as well as
national well-being among stakeholders, and establish well-functioning future relations.
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