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Abstract

Natural resource-based economies have long relied on foreign demand to fuel their growth. For instance, the
extractive sectors in Peru have experienced a rapid expansion, driven by a rising demand for commaodities.
Alongside economic growth, extractive operations have triggered social and environmental concerns among the
various stakeholders, thus resulting in either social conflict or a deterioration of the relationship between
companies in the extractive industries and local communities. In this context, the purpose of this paper is to
understand the relationships between companies in the extractive industries and rural families. This research uses
the case-study method. The findings show that a trustful relationship is supported by a beneficiary-society
approach that builds upon philanthropic and ethical types of relationships. Unlike the type of relationship based
on economic or legal interests, a trust-based relationship offers avenues for managing social conflict that have yet
to be explored.
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Introduction

Over the last 15 years, extractive industries have gained momentum in Latin America (Damonte,
Kuramoto, & Glave, 2014) and contributed significantly to the growth of the gross domestic product
(GDP) of economies in the region. For instance, Peru’s extractive sector accounted for an average of
13.5% of its GDP over the last ten years (Banco Central de Reserva del Peri [BCRP], 2015) and made
up about 62% of total exports in 2014 (Superintendencia Nacional de Aduanas y Administracion
Tributaria [SUNAT], 2015). Clearly, the Peruvian economy depends heavily on extractive industries;
likewise, the social and environmental impacts of these industries on rural communities are also of note.
Peru’s mining industry went from operating on 15 million hectares of community lands (Dorregaray,
2005) in 1993, to 81.72 million hectares in 2015 (Ministerio de Energia y Minas [MINEM], 2015a).

According to Peruvian government sources, by 2013 a great deal of lands occupied by 6,436
officially recognized peasant communities in Peru had been franchised to mining companies
(Superintendencia Nacional de los Registros Publicos [SUNARP], 2016). Although the Peruvian
economy grew 2.4% in 2014, compared with 1.3% growth in Latin America and the Caribbean overall
and 3.4% growth worldwide during the same period (International Monetary Fund [IMF], 2015), the
number of social conflicts resulting from the exploitation of natural resources increased much more
substantially during the same period. As of October 2007, the Peruvian Ombudsman’s Office had
registered 80 social conflicts (Defensoria del Pueblo, 2007), and by November 2015 this figure had
climbed to 215, of which 149 (69.3%) were socio-environmental conflicts (Defensoria del Pueblo,
2015).

Thus far, a climate of distrust and a lack of cooperative relationships remain key challenges for
extractive firms. The reactions of rural communities to extractive operations have become all the more
delicate, thus leading to delays and/or the cancellation of projects, which in turn may compromise the
producing country’s economic health and, hence, prevent the government from fulfilling its mandate to
develop the countryside. For instance Davis and Franks (2014) contend that company-community
conflict triggered by environmental and social impacts can involve costs arising from temporary
shutdowns or delays, of up to US $20 million per week. At the same time, the greatest expenses are the
opportunity costs due to planned future projects or expansion plans that stalled. For companies in the
extractive industries, therefore, reconciling the needs and views of stakeholders (i.e., governments, local
communities, employees, non-governmental agencies) with the company’s own obligations to investors
and showing how company activities can contribute both to GDP and to meaningful outcomes for local
communities have become critical concerns to the prospect of earning the “social license to operate”
(Deloitte, 2015, p. 6).

The literature on the relations between business and society shows two clearly different
approaches. On the one hand, businesses seek to create goods and services to meet the needs of society,
creating economic values for the company and satisfying the needs and wants of society. Companies are
profitable as a result of the goods and services that they provide to society (Drucker, 1985; Friedman,
1962, 1970; Prahalad & Hart, 2008; Porter & Kramer, 2006). On the other hand, companies must share
their profits with society. Companies must contribute directly to society because business activity
negatively affects society; negative externalities (Coase, 1960) society assumes such liabilities,
including environmental pollution, asymmetry of power, and social and economic inequities. In this
case, society must be directly compensated by the company for its negative practices and effects on
society (Ahlstrom, 2010; Bell & Emory, 1971; Du, Bhattacharya, & Sen, 2007, 2010; Freeman &
Phillips, 2002; Freeman & Reed, 1983; Freeman, Wicks, & Parmar, 2004; Garriga & Melé, 2004).

Focusing a little more on the interaction between business and society, the literature describes the
conflicted relationship between companies in the extractive industries and rural communities. Studies
show the dimensions of the problem and the negative effects of such conflicts (Bebbington, 2013;
Damonte et al., 2014; Davis. & Franks, 2014; Nem Singh, 2012). However, these studies reveal little
on the link between companies in the extractive industries and rural communities. The information
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available on the subject focuses on social conflicts and how they are managed but not on the underlying
relationships themselves. Corporate social responsibility (CSR) seeks to bring companies in the
extractive sector closer to rural communities. However, they do not study the type of relationships being
built. Companies’ CSR strategies are exclusively disputes about the environment, human rights or health
and safety; rather, they are better understood as the control over the community and the right of
community members to control the direction of their lives (Laplante & Spears, 2008).

Furthermore, information on social responsibility has yet to penetrate deeply into the kinds of
relationships built between businesses and rural communities (Altman, 1998; Damonte, 2008; Laplante
& Spears, 2008; McKenna, 2016). Very little is known about the type of relationship there is between
companies in the extractive sector and the members of communities, especially for the cases in which
the literature indicates that the rural communities are not homogenous entities. Furthermore, Andean
rural communities, as well as indigenous societies, are in the process of change. Significantly, the family
and the community remain very intertwined concepts. Studies affirm that family is the most stable social
entity within the rural communities (Castro, 2012). In this sense, the relationship between companies in
the extractive sector and rural communities ends up being a relationship between the companies and
rural families.

Hence, through the case study method this paper seeks to understand the relationships between
companies and rural families. A review of the literature on the relationship between business and society
opens the paper and includes a conceptual framework. The second part of the paper introduces the
research method. The third part presents and compares findings related to two companies in the
extractive sector. Finally, the fourth section discusses these findings and offers possible conclusions.

Literature Review

The relationship between business and society has been determined by the evolving conception
of the business as a social entity. Companies (the basic units of the business sector) are commonly
viewed as members of society; that is, the visible economic face of a social system (Steiner, 1971). In
spite of this, the initial definitions of a business alluded to it as a vehicle of wealth creation that was
independent from society (Friedman, 1962; Lucas & Sargent, 1981). Nowadays, nonetheless, the
multiplicity of linkages with other social agents requires firms to accept greater responsibility toward
society.

The activities of business influence society by either inducing or preventing changes in the social
system (Schumpeter, 1939). Business outcomes can contribute by providing inputs to meet social needs.
They can also exert positive or negative influences on the local scenario in which they undertake their
activities (neighboring communities). This latter aspect makes the social responsibility (SR) of a
company a relevant issue, because the direct influence of businesses on society makes it likely for a
business to accept the greater responsibilities that go along with this influence (Carroll, 1993; Garriga
& Melé, 2004). In so doing, companies adopt SR activities to create accountability and to demonstrate
their concern for societal members’ well-being and issues in a broader social context (Peloza & Shang,
2011; Sen, Bhattacharya, & Korschun, 2006).

Likewise, social influence on companies is paramount. Society, for example, provides a firm with
qualified labor resources as well as consumers, both necessary for its very existence. This argument
showcases the influence of society, which has also been contemplated within the frame of the
stakeholder theory, whereby different parties or interest groups (consumers, employees, suppliers, or
trade unions, to name a few) have a stake in the success of failure of a business (Parmar et al., 2010).
Consumers, for instance, are capable of exerting scrutiny over companies’ behavior. Over time,
historical experience creates an evaluative context whereby consumers can elicit positive/negative
associations that increase/decrease their sense of trust (Bhattacharya & Sen, 2003, 2004; Ellen, Webb,
& Mohr, 2006). Furthermore, on a society-wide level, enhanced firms’ exposure makes scrutiny a
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potential source of perceived social irresponsibility and, hence, the loss of trust, which can undermine
consumer-related outcomes such as purchases and loyalty (Klein & Dawar, 2004).

Recent research in management and ethics, however, contends that stakeholder theory, as a view
of the relationship between business and society, is rather business-centric and market-oriented than
stakeholder-oriented. Following this line of thought, Laczniak and Murphy (2012) and Hillebrand,
Driessen and Koll (2015) are among the scholars who advocate for a view that acknowledges the
multiplicity of relationships of companies with different stakeholders and who call for more prosociety
and proenvironment perspectives regarding the ways companies both relate to societal members and
conduct their activities.

Notwithstanding the fact that the extant business-stakeholder literature addresses a progression
towards more balanced kinds of relationships, for example, those between companies and groups within
society (key stakeholders) are often given a short shrift, as occurs with local communities and families
(the most basic unit in any society). Alternate streams of thought started in the 60s, with the seminal
works by Friedman (1962, 1970) and Porter (1980), who first referred to society as a consumer of
business activity, as well as the study by Bell and Emory (1971), who referred to society as a beneficiary
of business activity.

Specific criteria signal how a company approaches society. Thus, a company that approaches
society as a consumer society pursues specific business objectives. These include (a) maximizing
profits and redistributing them among its stockholders, (b) providing goods and services to meet the
needs of society, and (c) perceiving society as its real and potential market (Drucker, 1985; Friedman,
1962, 1970; Hillman & Keim, 2001; Prahalad, & Hart, 2008; Porter & Kramer, 2006). In contrast, a
company that approaches society as a beneficiary society possesses a different strategy. It seeks to (a)
maximize its profits and simultaneously share them with select stakeholders, (b) compensate and remedy
the damages it has created in society, (c) perceive society as a vulnerable entity lacking basic needs
(Ahlstrom, 2010; Bell & Emory, 1971; Du et al., 2007, 2010; Freeman & Phillips, 2002; Freeman &
Reed, 1983; Freeman et al., 2004; Garriga & Melé, 2004).

Society as a Consumer Perspective

Businesses serve the consumer society by running the business well and in accordance with both
the rule of law and ethical customs. From this stance, SR is subsidiary to profit maximization as stated
by Friedman, who in 1962 wrote that “businesses only have one SR: to use their resources and engage
in activities designed to increase their profits so long as they stay within the rules of the game, i.e.,
operate in open and free competition without deception or fraud” (Friedman, 1962, p. 133). Although
Friedman’s view has been repeatedly challenged, it is important to note that he is one of the main
proponents of the stockholder theory; a business-ethics theory concerning businesses and the behavior
of business people, which does not preclude social interest (Hasnas, 1998). As such, the long-term
benefit of investors makes it possible for a company to invest in product innovation and, thus, to deliver
high-value products that improve people’s standards of living, in addition to goals other than profit
alone. That is, as businesses develop new goods and/or services that generate economic growth, they
also deliver important benefits to society (Ahlstrom, 2010).

Thus, business meets society’s needs, and society is a major consumer of goods and services
produced by companies. Porter (1980) contended that companies have a duty to maximize value
creation, that is, to create value for the customer. This translates into a difference between the production
costs for a product or service and the price people accept to pay for that product or service. In this view,
the purpose of business is not limited to making a profit but instead to search for competitiveness, which
entails making more and better products for the benefit of society (Husted & Salazar-Cantt, 2006),
provided that families and individuals are able to consume affordable, high-quality goods and services.
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All in all, the initial conceptualizations of SR presented the business within a context of freedom
and open competition as a stockholder-centered, law-abiding entity with no social obligation beyond
making a profit (Friedman, 1962). Social responsibility was regarded as a tool for accomplishing the
firm’s economic goals of greater productivity and wealth creation (Carroll, 2008; Garriga & Melé€, 2004;
Hillman & Keim, 2001; Husted & Salazar-Cant, 2006). Soon after, interdependence grew between
business and society as consumers shed light on businesses’ responsibility for their economic and
marketing functions of rendering goods and services and on the observations society’s values and
customs, leaving other considerations to philanthropy (Friedman, 1962). In addition, Drucker (1985)
stated that the responsibility of a company is to generate profit so it can be sustainable:

A company that does not earn a profit that is at least equal to its cost of capital is irresponsible
because it wastes society’s resources. Good economic performance is the foundation without
which the company cannot meet any of its other responsibilities (p. 13).

Note that, under the society-as-a-consumer approach, the scope of social responsibility links the
economic and marketing functions of firms to law-abiding and ethical considerations (Robin &
Reidenbach, 1987).

Society as Beneficiary Perspective

Business also benefits societal members in ways that do not collide with obligations to
shareholders. Engaging employee recruitment that live in the community, partnering with local
suppliers, improving workplace conditions, and building roads and basic infrastructure are among the
many activities that go beyond both legal requirements and wealth-creation for shareholders, and yet
they are intertwined with profit-oriented practices. That is, to produce goods and services, a company
must engage in activities likely to have a positive impact on different stakeholders or societal groups
with a legitimate interest in the success or failure of the business (Parmar et al., 2010). Moreover, while
doing so, the company is also ensuring the means for achieving profits (Daou & Sarkis, 2013).
Subsequently, under the approach in which society is a beneficiary, a business’s main goal is profit
maximization, although other stakeholder-related goals are also possible. Some such goals might be
mandatory, for they are of critical importance to attaining the resources firms need to be profitable and
competitive (Connelly, Ketchen, & Slater, 2011), as is the case wherein technical capabilities are
rendered by qualified employees, materials and services are provided by suppliers, and so forth.

Conversely, in a free-market economy, companies seek to minimize production costs to maximize
profits and remain competitive (Roarty, 1997). Often, this entails shifting part of the actual production
costs to the community rather than paying for them. These so-called social costs or negative externalities
are what business are not willing to pay for, otherwise costs will increase and reduce profitability and
competitiveness. Ultimately, such costs are paid for by society. In a way, business activity harms certain
social sectors, has negative consequences including social and cultural conflicts, and may provoke social
imbalances, among other undesired outcomes (Carroll, 2008). An unstated assumption is that business’
activities harm society in one way or another. Thus, SR takes on another hue that is no longer inherent
to business activity, because it emerges as a collateral response of the business against the social costs
it creates in its efforts to gain legitimacy from society (Melé, 2008). Figure 1 describes the business -
society relationship approaches. The upper and lower vertices represent the two proposed social
arrangements: (a) business-consumer society, and (b) business-beneficiary society.
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Consumer society Perspective

Business Society

\ /

Beneficiary society Perspective

Figure 1. Business — Society Perspective
Source: Elaborated by the authors.

Relationships between Businesses and Rural Families

Both the previous approaches delve further into the business-society relationship. Neither of them,
however, addresses in a straightforward manner the relationship between companies and subsets within
society, like a local community or a family, the latter being not only the basic unit of society but also a
key entity within the microeconomic scenario. Families constitute the demand side of the market: they
consume to satisfy their needs and wants. They are also part of the supply side of the market: they
produce goods and services for society and businesses alike. Hence, families play a key role in business
development so that their interests cannot be viewed as contrary to those of powerful companies. To this
extent, Carroll (1979) and, later on, Porter and Kramer (2002, 2006, 2011) further investigated the nature
of the society-as-consumer and the society-as-beneficiary relationships, in attunement with the evolving
concept of SR. To them, companies and families (or communities) can enact relationships of four types:
economic, legal, ethical, and philanthropic.

From a microeconomic viewpoint, Maddala and Miller (1991) have contended that, on the one
hand, the business is a unit of production of goods and services that meets the needs of society and, on
the other hand, they assert that the family is an economic agent that consumes, saves, invests, and
provides labor. The two units are parts of society.

As consumers of goods and services produced by business, families form the company’s most
attractive market. Businesses meet household food, housing, health, education, mobility, and
entertainment needs. Families cannot be regarded as opponents or antagonists of productive business
interests but are rather one of the business’ most important partners and the ultimate beneficiaries of all
business activities. To that extent, the relationships between business and families, whether the latter are
regarded as consumers or beneficiaries, are of four types: economic, legal, ethical, and discretionary or
philanthropic (Carroll, 2003).

Business must produce the goods and services that families need or want and sell them at a
reasonable price. The company thus benefits financially, meets its expectations, perpetuation of self,
grows, and makes a profit for its shareholders (Carroll, 2008). Therefore, in an economic relationship,
a company provides goods and services required by families, whereas families elicit positive
associations which lead to consumer-related outcomes. Other SR actions, such as cause-related
marketing, or basic infrastructure projects, to name a few, can be seen as strategic philanthropy.

The business’ second responsibility is legal (Carroll, 1979, 2003). Having a legal responsibility
implies that business and families abide by a body of existing laws. If a rift appears between families
and business, both parties can resort to legal procedures to resolve their dispute (Carroll, 2003). Porter
and Kramer (2006, p. 5) call it the license to operate: “The notion of license to operate is derived from
the fact that every company needs tacit or explicit governments, communities and several other
stakeholders’ authorization to do business”. Therefore, in a legal relationship, governments establish a
legal and regulatory environment that companies must comply with. However, that is not the extent of
their social responsibility. Companies can abide by other mechanisms: the attainment of the social
license to operate, commonly found in extractive industries (Moffat & Zhang, 2014); the adoption of
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SR practices championed at the industry level and voluntary concern with international endeavors (e.g.
the Global Reporting Initiative, the UN Global Compact), among other social causes.

Ethical responsibilities include decisions, practices and duties for which societal members
(business agents included) are accountable, and these must be validated in accordance to the moral
values that society at large has agreed upon. Thus, ethical responsibilities are to reflect the values and
emerging standards that society expects from businesses. Consequently, a company’s ethical
responsibilities are always under scrutiny and subject to public debate because their legitimacy depends
on society. From the business standpoint, the extent of SR depends on voluntary commitments
determined by business’ understanding of their impacts, either positive or negative, on society (Maon,
Lindgreen, & Swaen, 2010; Safwat, 2015). Therefore, a relationship based on ethical responsibilities
includes the non-statutory activities and practices that members of society allow or prohibit (Carroll,
1991, 2003). A clear distinction exists between relationships based on legal responsibilities and those
based on ethical responsibilities. Legal responsibilities are required and mandatory, whereas ethical
responsibilities involve value-guided acts (Carroll, 1993, 2003) and imply a moral obligation (Porter &
Kramer, 2006).

Regarding discretionary responsibilities, Carroll (2003) mentions those that are subject to a
business’ discretionary decisions. Such responsibilities are completely voluntary and are guided solely
by the desire of entrepreneurs to engage in social activities. These are actions that are neither required
by law nor expected by society but that the company undertakes out of a sense of charity or philanthropy,
nonetheless. Although philanthropy is often regarded as the oldest form of corporate SR, nowadays
companies consider their SR activities to be an investment that should yield a social return (Godfrey,
2005); in fact, Porter and Kramer (2006) argued that philanthropy should be strategic and support the
competitive environment of the company. All in all, managing to build up a good corporate reputation
reinforces the company’s brand image (Kapelus, 2002). In this context, Hillman and Keim (2001) and
Du, Bhattacharya and Sen (2007, 2010) pointed out how social action may lead to relational outcomes
such as customer loyalty, identification with the company and its products, and even brand advocacy,
particularly if consumers or families are aware of a company’s SR actions and interpret them as being
driven more by intrinsic motives and less by business serving or extrinsic motives. However, in a non-
strategic philanthropic relationship, companies voluntarily commit themselves to give of their own
resources (or those that they can leverage) to support a certain action in order to achieve a social aim
(Mihaljevic & Tokic, 2015) without being concerned about promoting business objectives (Diener,
2013), as is the case with strategic philanthropy. Figure 2 describes the relationship between companies
in the extractive sector and families. The company and family appear at the left and right side of the
figure. Carroll’s four social relations (Economic, Statutory, Ethical, Philanthropic) are represented.

Extractive Company Economic Statutory Ethical Philanthropic Rural Family

< —>

Figure 2. Company — Family Relationship
Source: Elaborated by the authors.

The conceptual framework was introduced by combining the aforementioned perspective with
the types of relationships existing between business and society. Figure 3 describes the company-family
relationship. The business appears on the far left and families on the right. The approaches to the
relationship between the company and the family are (a) business consumer society (top of the figure)
and (b) business beneficiary society (bottom of the figure). The types of relationship between companies
and families are represented within the figure.
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Consumer society
Perspective

&
%/:\a—:. ra

Actor: Economic || Statutory Ethical Philanthropic Actor: Rural

Beneficiary society Perspective

Figure 3. Business-Family Relationship
Source: Elaborated by the authors.

Method

This study applies a qualitative research method that seeks to approach as much as possible the
viewpoint of the participants under study (Creswell, 2013; Norman & Lincoln, 2005; Strauss, 1987).
The case-study method is used because of the following reasons: () it can easily be used to ask how
companies and families relate to each other (Yin, 1994); (b) it has a specific character; for example, it
can be used to study the company-family relationship (Stake, 1995); (c) it is limited to a defined context
(Peru, in this case) (Creswell, 2013; Stake, 1995); and (d) it can describe behaviors that can be included
in conceptual frameworks, in this case, the company-family relationship (Stake, 1995).

Setting

The study was conducted in Peru, an emerging economy largely reliant on two extractive
industries (mining and natural gas). In Peru, there is a long history of social conflict in relation to
extractive operations conducted in areas where numerous rural communities were engaged in traditional
economic activities (mainly agriculture and livestock). Although surrounded by a richness of natural
landscapes and hydrocarbon deposits (in the forest) and minerals (in the Andean region), the vast
majority of communities either live below the poverty line or have their basic needs unmet. Cajamarca
presents an incidence of extreme poverty of 15 to 23% and Ucayali of 1.1 to 3%; in contrast, Lima,
capital of Peru, presents an incidence less than 0.8% (Instituto Nacional de Estadistica e Informética
[INEI], 2015).

Peru ranks first for gold production and second for copper and silver production in Latin America.
It ranks third for copper and silver production worldwide (MINEM, 2015b). Investment in extractive
industries has been a key driver of economic growth: the industry grew from US $ 1609.9 million in
2006 to US $ 8893.7 million in 2014 (MINEM, 2015a). Exports rose from US $ 17.2 billion in 2005 to
US $ 38.3 billion in 2014 (BCRP, 2015), and mining exports rose from 81.79% of total exports in 2005
to 82.06% in 2014 (MINEM, 2015a). In Peru, natural gas is the third-largest source of energy, after oil
and coal. Natural gas reserves currently grow at a rate of 5% a year (Organismo Supervisor de la
Inversion en Energia y Mineria [OSINERGMIN], 2008). Main deposits are located in the departments
of Cusco, Piura, and Ucayali. Output increased from 1376.5 bef in 2001 to 418 794.8 bef'in 2012 (INEI,
2015). Also, in Lima gas consumption rose from 318 connected users in 2008 to 395,000 connected
users in 2016. These figures depict not only exponential growth but also the growing importance of this
source of energy for consumers and industry alike.

Thus, it was chosen to conduct the study in both departments of Peru: Ucayali and Cajamarca.
The department of Ucayali (Amazon rainforest), which hosts natural gas operations, and the department
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of Cajamarca (Andean highlands), which hosts gold-mining operations. Moreover, the rate of poverty
reaches 70% of rural population in Cajamarca and 50% of the same population in Ucayali.

Data gathering

For the purpose of this research, companies were selected in the extractive sector whose main
characteristic was that they had a direct relationship with rural families through their SR programs. Four
criteria were used to select the companies: (a) the company should operate in an area where the
population is mostly rural, (b) the company should be involved in social conflicts, (c) the company
should operate in the rural highlands or the rural jungle, and (d) the company should operate in the
mining and/or hydrocarbon-extraction industry. The Table 1 identifies some characteristics of these
companies.

Table 1

Company Characteristics

Company Yanacocha Aguaytia
Sector Extractive Extractive
Location Rural Andes Rural rainforest
Cajamarca Ucayali
Size of company Large Intermediate
Products or services Gold mining Natural gas energy
Shareholders Newmont Maple Energy
Buenaventura
Industry ranking Largest Latin American Exporter in 2014  Second largest national producer in 2012

Largest National Producer in 2014

Note. Source: Prepared by the authors.

The families interviewed were chosen according to certain criteria from the databases of the
selected companies. Families were prioritized that (a) had worked and/or had direct relations with the
given companies for over three years, and (b) lived in poverty (income of less than two dollars per day)
prior to having initiated a relationship with the company. Were identified 60 families in total, 30 from
each company. Next, each family filled out a brief questionnaire on their socioeconomic condition
(family income, composition, formal education, basic needs met). The frame of reference for the
questionnaire was the National Household Survey (ENAHO, http://www.ipe.org.pe/enaho, retrieved
September, 1, 2015). Afterward, descriptive statistics were utilized to process the data collected and to
classify the rural families according to their socioeconomic situation. This procedure allowed us to
control for (a) information incomplete by more than 40% and (b) families that were not in a poverty
situation at the time they initiated their relationship with the given company. As a result, were selected
a total of 30 families (15 in Cajamarca and 15 in Ucayali) that had similar socioeconomic conditions
and an enduring relationship with the company. Of the 15 selected, only 10 families were interviewed
for each company for a total of twenty families. It should be noted that sample size is related to data
collection; as the interviews are carried out, codes are identified and it is decided whether more
interviews are needed or not. The saturation is achieved after ten interviews, because no new information
emerges. In addition, two managers from each company were interviewed for a total of four in-depth
interviews with managers.

Were prepared two interviewing guides: one for families and another for company managers or
community relations. The interviewing guide for families was about (a) family background, (b) general
perceptions of the company’s extractive operations as well as of the role played out by private
investment, (c) the relationship with the company, (d) the perceived socioeconomic changes up to the
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date, and (e) an appraisal of basic needs that had been met up to the date. In the case of the interviewing
guide for managers or community relations, the questions were in regards to (a) the activities of the
company and its area of socio-environmental influence, (b) key stakeholders, (c) the relationship with
social stakeholders, mainly local communities, and (d) an appraisal of the role played out by the
company to improve the socioeconomic conditions of local communities within the company’s direct
area of influence.

Finally, an adult informant was identified in each family through prior contacts and with the help
of the company family-liaison managers. The interview was scheduled at the homes of the families,
because it was wanted to build trust with the families. Interviews took two hours, on average. After
interviewing the families, were scheduled two interviews with the companies’ SR managers. On
average, the interviews with the companies’ SR managers too lasted 2 hours.

Data collection was triangulated to determine the consistency of the results, namely, by using
socioeconomic surveys, in-depth interviews, secondary information provided by companies, and the
managers’ views of the families interviewed. The interviews were recorded and transcribed. A
description of the characteristics of the informants, the location of the interviews, the process of selecting
the interviewed families were all logged to demonstrate the reliability and validity of the qualitative
research, as per Guba and Lincoln (1989).

Data analysis

For data analysis, Corbin and Strauss’s (2008) grounded theory was used. First, the interviews
were transcribed and then organized by category and code type. To identify the codes, each paragraph
of the interview was read and the codes emerged. For example, from the phrase, “The company builds
roads and provides health services...” and the phrase, “The company has helped us with loans...”
emerged the code, The company becomes the main source of financing. In addition, the literature was
reviewed each time a code was identified. For example, the code that emerges from literature review is
Family meets its needs. In summary, codes are identified from both literature review and interviews.
Then, the codes were grouped in order to identify categories. For example, Company affects people
and Family meets its needs were grouped into the category of beneficiary society. Next, the categories
were integrated in the interest of explain the business-community relationships for extractive industries.
Atlas TI software was used as support. Finally, each case study (Yanacocha and Aguaytia) was reported
individually, following which was made a comparative (cross-case) analysis.

Findings

This section presents the results obtained using the method described above. In addition, it
includes an analysis of the findings for both cases studied. For both cases, the types of relationships
between the company and the rural families within the company’s influence are identified. The
relationships are analyzed through the lenses of Carroll’s hierarchical pyramid: economic, legal, ethical
and philanthropic relationships (Carroll, 2003). Finally, findings from both cases are compared and
analyzed.
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Relationship between Yanacocha Mining Company and Rural Families

The relationship between the Yanacocha mining company and rural families can be described as
Beneficiary society. The interviewees identified the following characteristics: (a) the company perceives
its own influence on rural communities, (b) the managers perceive families’ demands for compensation
from the company, (c) the company is the main source of financing for the rural communities, (d) SR
helps to prevent social conflicts, (e) families perceive themselves as beneficiaries of the company’s
interventions, and (f) contributing to rural community development is a necessary collateral of mining.
Table 2 outlines the relationship between Yanacocha and rural families based on the information

gathered in the interviews.

Table 2

Relationship between Yanacocha and Rural Families

Category (fra%%cvi\?ork) Code (evidence) Evidence
Beneficiar  Company - The company perceives its - “If you divert a channel and the community
y society affects own influence on rural no longer has access to the same amount of
people communities water, the company artificially replenishes
access to water. The company has a
resettlement plan and a compensation
_ package” (Manager 1, Yanacocha).
’ ?:;?ﬁgez[nent demang:rcel\gi - “People have a ‘give me’ a_ttitu_de towgrd the
compensation  from  the company and the compensat_lon it provides to
company families affected by the mine” (Manager 2,
Yanacocha).
Families - The company becomes the - “The company builds roads and provides
meet  their  main source of financing. health services in the community affected”
needs (Manager 1, Yanacocha).
- “The company has helped us with loans ....
The first loan was two thousand soles, after that
was a loan of four thousand soles. This was
great support” (Family 8, Yanacocha).
Families get - SR seeks to prevent social - “For example, the guinea pig (farm) project
support conflict. helps to maintain good relations. The company
- Families regard themselves ©an keep your operations going” (Manager 2,
as beneficiaries of the Yanacocha).
company’s interventions. - “They have given us a loan for a business
.... I hope they will keep on helping me”
(Family 1, Yanacocha).
Collateral to - Promoting development is a - “We carry out programs and projects that go
business necessary  collateral  of beyond the Yanacocha operation” (Manager 2,
activities company’s activities. Yanacocha).

Note. Source: Prepared by the authors.

Type of relationship between Yanacocha mining company and families

Yanacocha established a philanthropic, ethical, legal relationship with rural families (see Figure 4).
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Figure 4. Type of Relationship between Yanacocha and Rural Families
Source: Prepared by the authors.

The interviewees argued that (a) the company follows the rules set forth by the stakeholders, (b)
its SR policy contributes to sustainable development, (c) the company provides discretionary and
voluntary support, and (d) the company seeks to improve its reputation. Table 3 outlines the type of
relationship that exists between Yanacocha and rural families based on the information gathered in the
interviews.

Table 3

Relationship between Yanacocha Mining Company and Rural Families

Category Code (framework) Code (evidence) Evidence

Legal - Social license - Company follows “The company seeks to respect existing
stakeholders’ principles  standards of its stakeholders: its owners”
(Newmont, World Bank). (Manager 2,

Yanacocha).

Ethical -Voluntary  respect - SRasacontributionto “The company meets more than it is
for the social and sustainable development committed to the environmental impact
environmental context study” (Manager 1, Yanacocha).

Philanthro - Discretionary, - Company  provides “They have helped us .... The first loan

pic voluntary discretionary and was two thousand (Peruvian currency)

voluntary support soles .... That helped us” (Family 3,

Yanacocha).
- Seeks to enhance - Company seeks to “When we created ALAC, we said we
corporate reputation enhance its reputation should do right by doing our best and not

brag” (Manager 2, Yanacocha).

Note. Source: Prepared by the authors.

Relationship between Aguaytia Energy and Rural Families

The relationship between Aguaytia Energy and rural households combines the approaches of the
consumer society and the beneficiary society. After analyzing the interviews with managers and
families, was characterized the company-family relationship as follows: (a) the relationship with the
population serves two objectives: profitability and sustainable development; (b) the company co-
finances projects (to which beneficiaries are also asked to contribute); (c) social responsibility is a way
to protect the company’s operations; (d) families bring their needs to the company; (e) the company co-
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finances or supports the population; (f) the people perceive themselves as beneficiaries. Table 4 outlines
the relationship between Aguaytia and rural families based on the information gathered in the interviews.

Table 4

Relationship between Aguaytia Energy Company and Rural Families

Category Code Code (evidence) Evidence
(framework)
Consumer  Company Two-pronged “We have donated around 50,000 stoves to housewives
society profits relationship with the who previously used firewood. That has to do with our
people: returns and business” (Manager 2, Aguaytia).
sustainable
development
Company Natural and liquefied “We sell fuel. But there is an environmental and social
provides gas side: housewives use firewood with the side effects of
services  or pollution and lung disease” (Manager 2, Aguaytia).
products
Company Company co- “The farmer has a water well and I say: Look, I’m going
perceives finances projects and  to help you buy a power pump. I’ll buy the conversion
families  as requires kit that will cost me $1150” (Manager 2, Aguaytia).
attractive contributions  from
market beneficiaries
(clients)

Beneficiary ~ Company SRtopreventharmto “A company principle is to ‘live and let live.” The
soclety affects people  company’s people live in peace and they let the company operate”
operations (Manager 1, Aguaytia).

Family meets Families share their “They give us technical advice. When I started raising
its needs needs with  animals, they died because there wasn’t a veterinarian,
companies but an engineer of the mine came to talk and the fish
farms now have come true” (Family 4, Aguaytia).
Families get Companies becomea “They had no money to buy the whole system, so we
support source of financing donated the entirety” (Manager 2, Aguaytia).
No returns The company “The programs we have developed are for them; the

perceives people as
beneficiaries.

transportation program has benefitted forty to fifty
percent (of the people), and stove donations, another
twenty five percent” (Manager 1, Aguaytia).

Note. Source: Prepared by the authors.

Type of Relationship between Aguaytia energy group and rural families

The relationship between the Aguaytia Energy Group and families can best be described as ethical

and economic (see Figure 5).
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Figure 5. Type of Relationship between Aguaytia-Energy Maple Gas and Rural Families
Source: Prepared by the authors.

The analysis of the data reveals the following characteristics of the relationship: (a) The
relationship with families is integrated into the company’s strategy. (b) The relationship with families
allows the company to stay in the market and expand its consumer market. (c) The relationship with the
company affects the short-term revenues of households. (d) Social responsibility is inherent to the
company’s policy. (€) Social responsibility contributes to sustainable development. (f) The company
deliberately supports the families because of its commitment to society. Table 5 outlines this relationship
in greater detail.

Table 5

Type of Relationship between Aguaytia Energy Company and Rural Families

Category Code Code (evidence) Evidence
(framework)

Economic  Included in the Relationship with families “We are producing one hundred seventy-
company’s included in corporate three megawatts. Before the electricity was
strategy: strategy sold to the national grid but now it stays in
returns/cost the local market” (Manager 2, Aguaytia).
reduction
Stay in the market  Relationship with families “The local mass market for liquefied gas

allows  companies to includes flat ferries and taxi cabs. People
remain in markets and who joined the program improved their
expand its  consumer livelihoods” (Manager 1, Aguaytia).
market
Income promoted  Impact on families’ short- “When they switched to gas, they could save,
term revenues on average, eight to ten extra soles (Peruvian
currency) a day” (Manager 2, Aguaytia).
Ethical Company values SR is inherent to company “We have always engaged in SR. We never

and rules (doing
what is right)

policy

were a company that delegated SR to lower
third management. So we have to make a
contribution to our society” (Manager 1).
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Table 5 (continued)

Category Code Code (evidence) Evidence
(framework)

Ethical Voluntary respect SR as a contribution to “We started with communities near the
for the social and sustainable development operations area in Curimana, Horizonte. It
environmental takes several hours to reach Curimana. No
context power. People used to use candles. And now

they have electricity” (Manager |1,
Aguaytia).
Philanthro  Discretionary, The company deliberately “I was in Ayacucho in 1990, helping
pic voluntary provides support out of its orphanages .... I am convinced that SR is a
commitment to society way of life, not for showing off” (Manager
1, Aguaytia).

Note. Source: Prepared by the authors.

Comparing the Two Companies in the Extractive Sector

In both cases these companies in the extractive sector have built a relationship with rural families
under the beneficiary-society approach because their relationship is considered compensation for the
damage caused or that may be caused to families by the companies’ activity. In this sense, the
relationship involves a collateral cost to the company because the relationship with the families is not
part of the company’s business. It is a relationship that benefits the families so as to avoid social
conflicts. In turn, the families perceive themselves as beneficiaries of the companies in the extractive
sector.

A similarity exists between these two companies, which have both adopted a beneficiary society
approach. However, only in the case of Aguaytia there is a consumer society approach to the
relationship. The company seeks to earn a profit, change the pattern of energy consumption among
families, and transform them into consumers of its products. Both extractive companies engage in a
philanthropic type of relationship because they make discretionary and voluntary contributions. There
is also an ethics-driven company-family relationship that reflects the organizations’ institutional values.
Table 6 compares the approaches of Yanacocha and Aguaytia.

Table 6

Comparison of Categories between Yanacocha and Aguaytia Energy

Categor Code Minera
gory Grupq Pattern
(framework) Yanacocha  Aguaytia
Company profits X X X
Consumer
society Company perceives families as attractive X
market (clients)
Company affects people X X X
Beneficiary Family meets its needs X X X
society Families get support X X X
Collateral to business activities X

Note. Source: Prepared by the authors.
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From a conceptual standpoint, the company and the families engage in four types of relationships:
economic, legal, ethical, and philanthropic. In the cases reviewed here, the philanthropic relationship
prevails. Companies in the extractive sector see the relationship between company and families as
voluntary, discretionary, and driven by their strong sense of support to families who feel affected by the
companies’ operations. The companies’ social initiatives address the families’ main problems of
poverty, unemployment, and poor health and education. Even when managers are aware that these issues
are not part of the companies’ business, they think that these issues must be considered. As a result, the
company improves or maintains its legitimacy and image, and society benefits from corporate initiatives.

The second type of relationship found in the cases reviewed here is the ethical relationship that
emerges when a company incorporates its relationship with families into its values, principles, and
business rules. As a matter of principle, companies respect social, economic, and environmental rights.
Aguaytia’s respect for the community and the environment is manifested in the words of the SR
manager: “Our economic initiatives seek to provide clean energy to communities, encourage
environmental stewardship, care for people’s health, and at the same time increase profit margins
through reduced costs”.

Yanacocha clearly also follows the principle of financially sustainable investments. The miner’s
project manager said, “Our investments in the areas impacted by the company should last beyond the
company’s period of intervention and operation”. This kind of relationship has been tested by
triangulating using the opinion of managers, official documents, and the views of rural families.

The economic relationship occurred only with one company; however, the interviews with
managers allow us to deduce that the relationship with rural families has in both cases an indirect
economic effect: a good relationship with rural families protects the company’s operations in the areas
where families live, thus reducing the eventual risk and cost of an interruption of business resulting from
social conflicts. The triangulation method did not confirm the legal type of relationship, which was only
taken into consideration for Yanacocha. Thus, even if national regulations require social investments
(e.g., mining and gas canon royalties, solidarity funds, development trust funds, income tax breaks,
social license, prior consultation with local communities), they are not considered to be the main reason
for the relationship by either the managers or the rural families in the cases reviewed here. Two reasons
account for this: the limited capacity of the state to enforce its own rules (weak enforcement) and the
low effectiveness and impact of these social investments that, although required by law, are not
perceived by the people. Table 7 compares the relationship types between Yanacocha and Aguaytia.

Table 7

Comparison of Type of Relationships between Yanacocha and Aguaytia Energy

Minera Pattern
Category Code Framework Grupq
Yanacocha Aguaytia

Included in the company’s strategy X
Economic

Stay in the market X

License, company follows
Legal stakeholders’ principles X

Company values and rules (doing X

what is right)
Ethical }

Voluntary respect for the social and X X X

environmental context

Note. Source: Elaborated by the authors.
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Discussion and Conclusions

The conceptual framework uses two approaches: one in which society is a consumer of the
companies’ goods and services, and the other in which society is a beneficiary of the companies. The
relationship between the extractive sector companies and rural families is that of a beneficiary society.
Families are seen as victims of corporate action, contrary to what might expected from the literature
(Husted & Salazar-Cantu, 2006; Prahalad & Hart, 2008). Therefore, the main form of company
intervention in their communities is through their SR programs to support social projects - not through
considering society as a consumer of company goods and services. In the contrast, in the case of
Aguaytia Energy managers do tend to see rural families as consumers of their product, natural gas. This
finding is explained by the fact that families use natural gas for domestic purposes.

The results show that the relationship between the companies and rural families is ethical and
traditional philanthropic, the latter being non-strategic philanthropic, through the approach wherein
society is a beneficiary of business. This finding partially contradicts the statement of Porter and Kramer
(2006), according to whom the relations between companies and society leading to social actions are
motivated by strategic ethical and philanthropic considerations. Porter and Kramer (2002) hold that
“philanthropy is increasingly used as a form of public relations or advertising to promote the image of
a company” (p. 56). Although this approach indeed seems to be the case with the companies studied
here, no strategic philanthropic relationship has yet been created. Companies are unable to improve their
“competitive context, i.e., the quality of the business environment in the localities where they operate”
(Porter & Kramer, 2002, p. 59).

This study also shows that, through a number of SR programs, the extractive sector companies
and the local rural families have built a philanthropic- and ethical-type relationship (as opposed to an
economic- or legal-type of relationship). This finding contradicts Carroll’s hierarchy. Carroll (1979,
1991, 2003, 2008) posited that the main reasons for corporate social initiatives are, in order of
importance, economic, legal, ethical, and philanthropic. This study shows that ethical and philanthropic
relationships are more notable in both cases addressed. Provided that philanthropy has no limit, this kind
of relationship can be deeply unsatisfactory, and hence can lead to a permanent situation of latent
conflict. The traditional philanthropy does not solve the main problems of the conflicts between
extractive companies and rural communities. It is only hiding them.

Both the mining and hydrocarbon extractive industries have created social and environmental
impacts that affect rural communities in many places, resulting in social conflicts that harm the
communities in many ways, including loss of human life, the trampling of citizen rights, and irreparable
environmental pollution (Bebbington, 2013; Davis & Franks, 2014; Zarsky & Stanley, 2013). For
companies, the consequences were production overruns, declining investment, and bad corporate image.
To manage social conflicts between extractive sector companies and rural communities, the companies
have typically adopted the Harvard negotiation method (Fisher, Ury, & Patton, 1991), which is based
essentially on satisfying the plaintiffs’ economic interests and expectations. Most schemes propounded
by the government, such as trust funds, mining and energy canon (i.e., royalties), and compensation
funds, assume an economic relationship between enterprises and rural families, as posited by Carroll
(1979). Other mechanisms provided by the government, such as prior consultation and social license,
are legal instruments in the second rung of Carroll’s pyramid.

Finally, the discussion above clarifies the contribution of this research, which is two-fold. First,
Carroll’s pyramid of hierarchical types of relationships remains partially valid in that economic, legal,
ethical and philanthropic relational aspects which are identified in the context of extractive operations
taking place in territories wherein local communities live and carry out traditional socioeconomic
activities. However, the relationships’ order of importance differs from what Carroll proposed. For
business managers, economic and legal motives drive their SR actions, whereas for families and
communities at large, ethical and philanthropic motives are perceived as the basis for the very existence
of a relationship. Both parties, therefore, hold an opposite view that leads to a conflictive relationship,
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which forces companies to adopt a society-as-beneficiary approach regarding their SR commitment and
prevents companies from supporting activities that contribute to communities’ long-term well-being and
prosperity. Second, the results of this research give us a different perspective of the relationship between
extractive sector companies and rural families: if the relationships the companies hope to create with
families are to be based on philanthropic and ethical principles, then government conflict-management
strategies should consider the potential of these elements. The solution to a conflict is not only to meet
economic interests, which often results in a zero sumscenario, but also to construct a robust relationship
based on trust, in other words, an ethical strategic-philanthropy approach that allows for a healthy
transition from a society that perceives itself as a victim that must be compensated through pure
philanthropy, to a society that develops the ability to partner with its business neighbor in order to
leverage opportunities to improve well-being and prosperity.

Limitations and future research

The study includes some limitations that should be addressed in future research. The first
shortcoming is that the study was conducted with only two extractive sector companies. The extractive
industry is complex and dissimilar. The mining sector has a long history in Latin America, mainly in the
Andean region. However, the hydrocarbon industry, especially natural gas, is a recent participant. It
operates mainly in areas where native communities dwell in the Amazon jungle. This industry in the
jungle is going through a learning process. In future research, studies could include additional extractive
industries (i.e., mining, renewable energy, timber and hydrocarbons). The second limitation is that the
rural families interviewed were not equally adapted to the recent changes spurred on by globalization
and the market economy. Some rural families still maintain their traditions and values. Others have
already adapted to the global market economy. In future research, the study could control for these
differences among families. The third limitation is that more people from each of the families have to
be interviewed in order to gain more points of view. For example, future research could include
informants who were not the heads of household, in other words, women and children, in order to obtain
a more comprehensive perspective from within the same family. The fourth limitation was that third
parties external to the relationship between the business and family were not taken into consideration.
The role and influence of social organizations, environmental movements and human rights watchdog
groups were not taken into account. In future research the role of such external agents should be
considered. Finally, the management of social conflicts was not directly investigated. However, the
results throw new perspectives on social conflicts. In future research, it would be expedient to examine
the social conflicts between mining companies and the rural and indigenous communities near their
operations. The issue of conflict management using an ethical approach deserves further exploration.
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