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The Challenge of Achieving International Consensus on Social Responsibility in an International Market Economy.

Ladies and Gentlemen,

I welcome this opportunity to participate in the international dialogue on corporate social responsibility (CSR) and to share with you how Statoil is developing this concept in practice.

Corporate social responsibility covers the whole range of a company’s interaction with society at large, from health, safety and environmental protection to conditions of employment, industry and labour standards, social development and human rights, It is a rather amorphous concept that means different things to different people.

Some would dismiss corporate social responsibility as an oxymoron and argue that corporations should focus solely on business. Milton Friedman did that 30 years ago, stating that “there is one and only one social responsibility of business - to use its resources and engage in activities designed to increase its profits.”

But business is not all about maximizing profit. Peter Drucker talks about business as a life rather than a livelihood. He and others remind us that one important quality of the world’s most successful and resilient companies is their tendency to have core values and a sense of purpose beyond making money.

Corporate social responsibility is partly about such values. This is what some would call the ethical dimension of business: companies doing good because it is morally right or out of a sense of social obligation.

But the business world’s main motive for social responsibility is long-term, educated self-interest, not altruism. Companies act responsibly in large measure because they can do well by doing good. From this perspective, corporate social responsibility also becomes a strategy for gaining competitive advantage and a vehicle that helps business achieve its strategic goals.

There are several aspects to corporate social responsibility as a strategy for gaining competitive advantage. The commercial applicability of a good reputation is one. Companies that act in accordance with principles of good corporate citizenship may reap a reputational dividend. Ensuring that a company has a good reputation in markets where consumers are increasingly socially aware, has been proven by experience to be of considerable economic importance. Also, a growing number of investors now set social responsibility criteria for the use of their funds. And the same selectivity can also be a feature of the employment market: a high profile on social responsibility will help to attract valuable competence.

Some seem to think that you can manage reputational risk largely with smoke and mirrors. They talk dismissively of corporate social responsibility as cheap window dressing aimed more at changing perceptions than at improving the reality. But any substantial gap between perceptions and reality - between words and deeds - is not sustainable for long. There is no place to hide in today’s interconnected world. A good reputation can therefore basically only be created and maintained by results. Talk is no longer cheap. Words have consequences. Corporations must walk the talk. Otherwise they will have to pay.

Corporate social responsibility today implies both a deeper and a wider engagement than previously with the societies in which companies operate. Through such an engagement companies can gain new insights into these societies and increase their understanding of host countries. This will make them more politically and culturally sensitive. In the case of the petroleum industry, it will also make companies better equipped to deal with “above ground risks.” As the world of oil continues to open up, we are likely to see a slight shift of emphasis away from managing technical risk and towards managing political and commercial risks. This reflects that a wet hole is a necessary, yet insufficient, condition for success in our business.

Corporate social responsibility is a dynamic concept. It has evolved through interaction between business, government, and society - and is still evolving! In today’s globalized economy, the conceptual evolution has been particularly rapid.

Globalization entails a new kind of relationship - a new balance - between business, government, and society. The relative position of business has been strengthened, mostly at the expense of government, and a global civil society with transnational actors has begun to emerge.

The importance and potential of business, entrepreneurship, and free markets are now widely acknowledged. There is recognition that foreign direct investments represent a boon - not a bane - to developed and developing countries alike. “Who would have thought,” Fidel Castro said a few years ago, “that we, so doctrinaire, we who fought foreign investment, would one day view foreign investment as an urgent need?”

In light the fairly recent disruption of emerging economies in Asia and Latin America, it is also important to note that foreign direct investment does not carry the same destabilizing danger of capital flight as do portfolio investments or short-term loans. This is particularly true of investments made by international oil companies, as they tend to represent a long-term commitment of capital. Moreover, the duration of an oil company’s involvement in a country, usually 20 years or more, and the scale of its investments, will often give the company a special influence and therefore a special responsibility for acting as a good corporate citizen and trying to promote development.

For the petroleum industry, globalization has created plenty of new opportunities. The industry has gone from being opportunity-constrained and cash-rich in the 1970s and 1980s to being long on opportunity and shorter on cash in the 1990s. Today, international oil companies have access to most oil producing countries.

The business climate in petro-states is very different today from the mid​1970s, when the emphasis was on nationalization, self-reliance, and protection of the upstream sector. Exploitation of natural resources was seen more as a political and strategic issue than a commercial issue. The mind-set was zero-sum, not win-win. The premise today, of course, is that international oil companies can make a valuable contribution to expanding production capacity in petro-states without threatening national control of the petroleum resources.

As the role of business in world affairs has increased with globalization, so has the demands upon business. People simply expect more from business now that they have a better understanding of the importance of business for growth, prosperity and development. They demand that business confront the challenges of globalization and be part of the solution rather than the problem.

As I see it, the challenges of globalization are threefold: 1) ensuring that the poorest countries are not marginalized by globalization: 2) ensuring that economic growth due to globalization is not dangerously destabilizing: 3) ensuring that the developed world will not see lower living standards as a result of globalization. I have no doubt that business, and the petroleum industry in particular, will rise to these challenges.

As a matter of fact, we are already meeting the challenges of a globalized world. Through the work that we carry out every day we are not only making money for ourselves, but we’re also contributing to growth, prosperity and development in local communities and host countries around the world. That

- to me - is the true meaning of corporate social responsibility.

Corporate social responsibility represents a marriage of profits and fundamental principles. The principles involved are sustainability with regard to the biological and physical environment and responsibility with regard to the social environment. The Brundtland Commission defines sustainability as meeting the needs of today without depriving future generations of the means to meet their needs. Corporate social responsibility means that we aim to do business in a sustainable and responsible manner. It is about performance on a triple bottom line.

But what is then the meaning of sustainability and responsibility for business and industry? The discussion of this question is being shaped by many of the same forces, interests, and groups that have been debating globalization

- leaders of business and industry, shareholders, employees and trade unions, governments, multilateral institutions, and a multitude of non​governmental organizations, both national and transnational.

So far, the discussion of corporate social responsibility has revealed the following:

Different stakeholders are able to engage each other constructively and keep the dialogue going. This represents clear progress over the situation a few years ago when there was little respect for alternative points of view and corporations and non-governmental organizations largely refused to listen to each other. These days some of us actively seek out organizations like Amnesty International for information and advice.

There is an emerging consensus both within the petroleum industry and between business, government, and society with regard to certain overall objectives of corporate social responsibility. Few would dispute, for example, that profits should somehow be tied to the principles of sustainability and responsibility.

But the operative word is somehow. Opinions differ when it comes to the specifics of such a proposition and how to achieve it. Some oil companies are more willing than others to acknowledge a responsibility along three bottom lines and act accordingly. Some differences of opinion also reflect different roles. Where you stand depend on where you sit, and the perspectives of NGOs and governments are naturally somewhat different from those of corporations.

This speaks to the importance of further clarifying what is and what is not the responsibility of business and industry. There are limits to what corporations can do and should be expected to do. These limits ought to be recognized. Corporations cannot single-handedly solve the major challenges of social responsibility, be they human rights issues or the fight against corruption. But while corporations primarily act locally and think globally, the broader solutions must be found and implemented in close cooperation between authorities, the business world and non-governmental organizations.

When it comes to Statoil’s social responsibility, let me start with the principles:

1) We shall conduct our business in an ethical manner.

Adherence to ethical business practices used to be the very essence of CSR and is still part and parcel of being a good corporate citizen. Statoil’s position on business ethics has always been a firm and uncompromising one.

Corruption is today widely acknowledged as one of the greatest obstacles not only to business development but to poverty eradication and human development. Statoil risks encountering corruption both directly and indirectly. Directly, in its operations, through the actions of its own employeees or subcontractors, and indirectly, as an obstacle to stability and progress in local communities or host countries. Statoil’s influence on the direct kind of corruption is clearly much greater than on the indirect.

Statoil does not engage in nor accept corrupt activities in any country. We work actively to discourage all such practices, and we insist that any incident involving an offer or solicitation of inducements is taken up with our management and that they respond to specific breaches of our policy with disciplinary action and, if appropriate, prosecution.

As far as our position on corruption is concerned, we believe in practising full openness towards all stakeholders, including agents and subcontractors.

This complements the training which we give our own staff to explain the principles and advantages of promoting business ethics, transparency and accountability, including the adoption of strict methods of accounting and audit. We also run ethical dilemma workshops to discuss specific difficult situations when these crop up.

The training seeks to instill in our personnel a sense that ethical business conduct is not only the right thing to do in a moral and legal sense, but also the smart thing to do. Virtue does pay. Those who engage in bribery to get ahead usually end up falling behind in terms of results, reputation and future prospects.

When it comes to influencing corruption on a wider scale in society, Statoil has no illusions about the ability of one company to effect change. Still we wish to make a corporate contribution through cooperation with multilateral institutions, NGOs and the authorities. We follow closely the work of bodies such as Transparency International, the IMF and the World Bank, and the

OECD.

Statoil must have confidence in the country’s opportunities to develop. Our presence must also contribute to local development. Statoil’s involvment will be long term, and the threshold for entry must be high - as it will also have to be for the company to pull out. For Statoil - as a company owned 100% by the state of Norway - it would create an impossible situation at home if we were seen to operate in a way not consistent with generally accepted principles in Norway and international opinion. Our licence to operate depends on our ability to meet the expectations from the public.

2) We shall conduct our business in a sustainable manner.

Some would say sustainability represents a particularly tough challenge for our industry, as we’re extracting finite hydrocarbon resources and enjoy  a  reputation as polluters. In its 1999 International Energy Outlook, the U.S. Energy Information Agency said something similar:

“The principal international energy issues have shifted from supply interuptions and their implications for energy security and price stability to the impact of energy production and consumption on regional and global environments.”

In other words: It’s the environment, stupid! If you ask what is the true meaning of corporate social responsibility in today’s world, the short answer is environmental protection. At Statoil, we welcome this development. And we believe that our solid environmental record represents a comparative advantage that can be used for commercial benefit.

Norway’s petroleum sector is a world leader when it comes to handling environmental challenges This reflects the success of the country’s corporatist approach to issues of environment, security, and safety. The highest standards and practices have been adopted in close cooperation between government, industry, and a select few environmental NGOs. This also goes to show that oil companies can have a dialogue with key stakeholders and reach meaningful consensus on issues of great importance to society.

Through Norway’s so-called environment initiative, the industry, the authorities, and the non-governmental organizations agreed to higher environmental ambitions for activities on the Norwegian Continental Shelf. More specifically, the three parties agreed to reductions in CO2 emissions and development of cleaner, more efficient technologies, as well as to use ever less hazardous chemicals offshore and to avoid flaring and reinjection of CO2 into reservoirs. The reinjection which currently takes place on the Sleipner field represents pioneering environmental work within the petroleum industry.

Statoil today delivers cleaner energy than ever before. Not only has natural gas become a major part of our portfolio, but we have also responded to concerns about increased air pollution by delivering cleaner, more efficient fuels for transportation and heating.

I should also add that Statoil is a strong supporter of the Kyoto Convention. While we acknowledge that there is still some uncertainty on the issue of climate change with regard to cause, effect and consequences, the precautionary principle leads us to take the existing evidence and mounting concern very seriously. The way we decide to handle this fundamental issue is likely to have a strong impact on us as companies and industry in the

years to come.

3) We shall conduct our business in a socially resonsible manner.

Due regard for issues of health and safety - adopting a zero-rn indset: zero harm to people and zero accidents and losses - is part of this responsibility. Top performance with regard to health and safety is important in and of itself. It is also a prerequisite for satisfactory financial results and a good reputation.

In its international operations, Statoil puts particular emphasis on acting with proper respect for local customs/traditions/culture and being sensitive to any potentially disruptive effects that our presence might cause. We try to gauge some of these effects through social, political, and environmental impact studies. These studies also serve the purpose of increasing the general quality of our country analyses and overall risk assessments.

Statoil is also engaged in local community development work abroad. In order to focus our activity and maximize the beneficial effect of our social investments, Statoil has developed a set of criteria which our community development projects are expected to meet. These criteria are in line with the United Nations’ own principles for development cooperation:

•
projects must build on the community’s own efforts

•
activities must be in line with the country’s own wishes

•
implementation must be in cooperation with a non-governmental, intergovernmental or multilateral

organization

•
projects must be designed to achieve sustainability within a reasonable time

Our preferred areas for community development projects are health, education, institution-building, and promotion of viable small enterprises.

However, the oil industry’s total contribution to the society in which it operates comes in many forms, of which community development and social programs are only a small part. The industry invests vast sums in infrastructure and maintains large operating budgets, which contribute to the creation of jobs and can aid the development of local industry and institutions - so-called “local content.” The industry also takes an increasing• degree of responsibility for education and training, as illustrated by the programs Statoil runs in Nigeria, Angola and Azerbaijan. But as companies we hope to contribute to development primarily by the very “trickle down” effect of our business activities.

When visiting countries like Azerbaijan and Venezuela, I find that the petroleum industry is still seen as a locomotive for economic development. In Azerbaijan, a recent poll shows that 70% of people in political circles think that investments by foreign oil companies will be beneficial and contribute to development. Even more interesting is it perhaps to note that 73% of local Azeri NGO-representatives feel the same way. They were not only enthusiastic about the prospects for economic growth, but also saw the oil companies as important partners in the development of civil society in Azerbaijan.

In going from principles to practice with regard to corporate social responsibility, Statoil has attempted to define its legitimate role or, if you like, our sphere of influence. Positions put foward in the debate on what constitutes a company’s social responsibility cover a wide range: everything from those who advocate complete disengagement from anything “political”, to those who expect that industry shall take responsibility for promoting democracy and welfare in society. Today, for example, Amnesty International is already reminding us that “the silence of multinational corporations in the face of injustice is not neutral.”

On the one hand, we have neither the right nor the opportunity to assume roles which rightfully belong to the authorities in a country. On the other hand, we must carry our share of responsibility for the development of society where we operate. Statoil takes this responsibility seriously. But we cannot act alone, however, and our activities must be implemented in cooperation with other stakeholders.

At this juncture I would also like to stress the importance of fully aligning corporate social responsibility with other components of the business strategy. CSR cannot and should not stand alone. In order to be effective and lasting, it needs to complement the rest of the business strategy. Left to itself, corporate social responsibility becomes philantropy.

There are several ways to integrate corporate social responsibility into the business strategy, although I have to admit that this is often easier said than done. CSR can play a useful and visual role in the promotion of corporate missions and values. A community development project can serve as a source of corporate pride and loyalty as well as reaffirmation of values beyond making money. CSR can also be a vital element in trying to shape the public policy environment and reap a reputational dividend. Furthermore, CSR can serve as a focal point for information gathering, satisfying a company’s need to learn more about local customs, standards and networks, etc.

As good corporate citizens, we primarily act locally, on the micro level. That is where our commitment to sustainability and responsibility is most in evidence. To what extent we should go further and become involved on the macro level as well, for example in national issues of governance, transparency and accountability, will remain disputed between companies, between companies and NGOs, and between companies and national governments. No consensus is likely to emerge anytime soon.

At the end of the day, our credibility with regard to corporate social responsibility will be judged not by what we say, but by what we do. I have tried to give you an impression of some of the things that one relatively new arrival on the international scene feels it is important to do, in the face of the enormous social challenges that some of the countries in our E&P portfolio present us with. But this is really only the beginning. We believe that industry has a great potential as a force for good in developing countries.

We have still not arrived at a clear answer to the question of what our legitimate role should be. Perhaps we never will. Seeking a clear, unambiguous answer may be asking too much of this process. But I do believe that it is possible to gain greater clarity and a better understanding of where the boundaries lie through continued dialogue with all the other interested parties, whether they be other companies, NGO’s, UN agencies, other multilateral institutions or national authorities.

Thank you.

