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Introduction

    Regardless of whether the Canadian government continues using voluntary codes as a framework for addressing corporate social responsibility (CSR), or whether hard legislation is enacted to ensure CSR standards in the extractive sector, it is imperative that a strong market-based incentive exist for companies to manage their environmental and social impacts.  Under a voluntary CSR system, the need for market-based incentives is obvious since there is no other pressure acting on companies to monitor their social and environmental impacts, aside from moral ground which has proven to bear less weight than profit maximization.  A voluntary CSR system is wholly dependant on market-based incentives.  
  Under a system of legally-binding standards for CSR, it is still imperative that companies have a market incentive to uphold social and environmental standards.  Indeed, although legal liability and penalties impose an incentive for companies to comply with CSR standards, if legal liability is the only incentive for companies to act responsibly, than the burden of law enforcement becomes excessively onerous.  It is doubtful that all violations would be caught and punished.  If there is no market incentive to uphold CSR standards and legal liability is the only incentive, than companies who manage to evade the law will be rewarded, creating perverse incentives for criminal activity.  Therefore, whether the Canadian government chooses to pursue a voluntary CSR framework or whether the Canadian government pursues the legal avenue of CSR, it is essential that a strong market based incentive exist for companies to establish socially and environmentally friendly practices.  The rest of this paper is devoted to outlining ways in which the Canadian government and civil society actors can foster the creation of a powerful market-based incentive for companies to uphold CSR standards.
I. Canadian Market Actors

    There are various market actors, both within Canada and abroad, who can provide market pressure for companies to manage their environmental and social impacts.  This section will focus on the Canadian market actors, namely Canadian consumers, investors and insurers.  To create market pressure, these Canadian market actors must be willing to reward good CSR performance and punish poor CSR performance.  For this to occur, the following is necessary:

· Market actors must be educated about the potential social and environmental dangers of the extractive industry.  They must also be aware of the negative impact the extractive sector can have on growth, governance and equality within a state.

· Consumers, investors and insurers must know how to find reliable information on the environmental and social impact of extractive sector companies.  As such, these market actors must be alerted to the shortcomings of company self-reporting and be critical readers of these reports.  They must have at their disposal reports from academics, research institutes and non-governmental organizations which provide independent monitoring and information on the companies.

    Certainly, there are already various efforts to educate market actors and disseminate information on the CSR performance of companies.  However, the creation of black/white lists, social indices, websites and information manuals is not enough.  The Canadian government and civil society organizations must be more proactive in creating awareness and disseminating information on the potential dangers of the extractive industry.  To this end, the Canadian government and civil society organization should:

· Organize and sponsor conferences where consumers, investors and insurers can learn about the issues directly from academics, civil society organizations and extractive companies themselves.

· Publicize the topic by holding film festivals and producing news reports which are widely broadcast on television, radio and the internet.
· Provide more grant money and funding to academics, research institutes and civil society organizations that research the topic, monitor companies and organize engagement campaigns.  
    It must be emphasized that the education and information provided to consumers, investors and insurers should not focus solely on the environmental and human rights standards of companies.  Rather, the discussion should include issues within the broader topic of natural resources and economic development.  Indeed, the discussion surrounding CSR and the extractive sector has to this point focused uniquely on the human rights and environmental issues.  However, even if extractive companies uphold environmental and human rights standards, they still may pose a threat to the governance, growth and equality of a state.  
  Mining is a capital-intensive activity, not a labor intensive activity.  Thus an economy largely dependant on mining may not be able to provide employment for the majority of its citizens, who will remain poor while a select few become wealthy from resource extraction – even in the absence of corruption.  There is also the danger that an economy heavily dependant on resource extraction will suffer from the ‘Dutch Disease’ where mineral revenues will raise the exchange rate and make other sectors of the economy less competitive
.  Finally, on the issue of governance, there is not only the danger that poorly governed states will mismanage resource revenues, but there is also an argument that extractive industry is the cause of poor governance in the first place.
  All of this is simply to underline the necessity of creating awareness and disseminating information on the broader topics of the resource curse, not simply on the narrow issue of human rights and environmental abuses.  To this end, academics and research institutes from a range of disciplines outside of law and environmental science should be engaged in the debate, most notably development economists and political scientists who may be able to clarify the greater impacts of extractive sector activity in the developing world. 
II. Developing Country Market Actors

    There are important market actors outside of Canada and within the host developing countries themselves, who can provide pressure for companies to manage their environmental and social impacts.  Specifically, host governments and host communities are potentially powerful actors who can provide a strong market incentive for companies to be socially responsible.  The Canadian government and civil society organizations have tended to focus disproportionately on the market actors within Canada, creating awareness and distributing information to the consumers, investors, insurers and the extractive companies within Canada.  Much less effort has been put towards creating awareness about CSR issues, providing information and empowering host governments and communities to pressure companies to act responsibly.
  Host communities to extractive activity have the potential to be disruptive to the company working in their community or to participate a positive manner.  If host communities in developing countries are armed with enough information and sufficient resources, they can create a strong market incentive for the extractive company to act responsibly.  With information and resources, host communities can lobby their government to end business with abusive industry, as well as lead disruptive campaigns and strikes – all of which would have negative market-based implications on the extractive company.  Alternatively, host communities can reward socially responsibly companies by pressuring their governments to form business contracts exclusively with good CSR performers, and by ensuring on the ground support of these socially responsible companies.  For this market-based incentive from host communities to be powerful, Canadian government and civil society organizations should:

· Ensure that host communities are privy to all of the information about the company that is available including any and all reports by civil society and monitoring organizations, academics and research institutes, company reports, black/white lists as well as government documents.  If these documents are placed on the web or distributed only to Canadian market actors, than they are not accessible to host communities.  
· Endorse the Extractive Industry Transparency Initiative (EITI) which supports the full disclosure and verification of government revenue and company payments associated with extractive sector operations. 

· Invite and sponsor the involvement of host communities in any and all conferences, film festivals, news reports and forums for the exchange of information on the topics of CSR, resource extraction and economic development.
· Foster partnerships between host communities and academics, research institutions, civil society organizations, international institutions, government and business as well.
· Supply host communities with the funding and the resources they require to be engaged in the CSR debate and movement. 

· Fund host country research institutions, academics and civil society organizations who study the topic, monitor companies and organize engagement campaigns .

    Host governments are perhaps the most powerful market actors with the ability to create a strong market incentive for companies to be environmentally and socially responsible.  Host governments can chose only to enter into business contracts with good CSR performers and to terminate contracts with poor performers.  Certainly there are some corrupt host governments who have no interest in monitoring resource management and instead accrue personal profit from mismanagement.  To this end, Canada’s continued involvement in anti-corruption efforts and governance capacity building are important.  However, audits, monitoring, institutional transfers, restrictions and penalties for corruption and poor governance are not the only avenue for enlisting the support of host governments in the CSR movement. Just as extractive companies have been welcomed into the discussion and encouraged to participate in shaping the CSR movement, so too should host governments be invited to join and influence the CSR debate and movement.  As equal partners and important market actors in the extractive industry, host governments must be empowered to pressure companies to act responsibly.  As such, the Canadian government and civil society organization should:
· Ensure that host governments are privy to all the information that is available about the extractive companies working within their borders. This includes any and all reports by civil society and monitoring organizations, academics and research institutes, company reports, black/white lists as well as government documents.  To this regard, Export Development Canada (EDC) should disclose the environmental impact assessment which is submitted for each project and make the report available to host governments. 
· Invite and sponsor the involvement of host governments in all conferences, meetings and forums for the exchange of information regarding CSR and resource extraction.

· Ensure that host governments are well-informed of the potential environmental and social impacts of resource extraction.  This includes not only an appreciation for the human rights and environmental abuses which can occur, but more broadly the impact that certain types of foreign direct investment (FDI) can have on the growth, governance and equality of a state.  As such, host governments should be well informed about the dangers of the Dutch Disease and familiar with the resource curse field more generally.  This can be achieved via partnerships, technical support and information dissemination.
·  Provide funding for host governments to engage in research related to resource extraction and economic development/poverty reduction, as well as funding for government initiatives to monitor companies and engage communities in the CSR movement.
Conclusion

    No matter which approach the Canadian government takes to promoting corporate social responsibility, it must foster the development of a strong market-based incentive for companies to act responsibly.  Indeed, both voluntary and legally binding frameworks for advancing corporate social responsibility must be backed by a market which rewards good CSR performance.  For this market-based incentive to be powerful, the Canadian government and civil society organization must ensure that market actors are willing to reward good CSR performance.  As such, the Canadian government must engage in much wider efforts to educate, publicize and disseminate reliable information about the risks associated with poor CSR, as well as resource extraction and economic development more broadly.  Efforts must also be taken to ensure that greater funding exists for research, monitoring and engagement activities of all market actors.  It is imperative that the Canadian government and civil society organizations give equal attention to the market actors in Canada and those in the developing countries.  As market actors, host communities and host governments are as integral to the CSR movement as Canadian consumers, investors and insurers.
   This report has focused on the need to create a strong market demand for CSR.  This market demand for CSR is created by educating and engaging demand-side market actors – namely consumers, investors, insurers, host communities and host governments, who have the ability to reward good CSR performance in the market.  As such, the recommendations in this report have focused exclusively on the role of consumers, investors, insurers, host governments and host communities, to the exclusion of the extractive companies themselves, since they are not demand-side market actors.  Yet, while extractive companies are not demand-side market actors themselves, they can play an important role in influencing demand-side actors, much like the Canadian government and civil society organization.  Indeed, certain businesses do not simply look to meet existing market demand, but also take a proactive role in shaping market demand by influencing the desires of consumers, investors, insurers, host communities and host governments.  These companies thus have the potential to play an integral role in molding the CSR demands of the market.  Companies, who for moral reasons wish to abide by environmental and social standards but find themselves at a market disadvantage for doing so, will have particular incentive to mold and strengthen the market demand for good CSR performance.  It is especially important to engage these progressive companies in the CSR debate and in policy formulations, since they are privy to the inner workings of the extractive industry and can offer effective ways of reigning in the CSR practices of extractive companies.  

   The Canadian government, civil society organizations and progressive CSR companies  must work together to ensure that market actors, in Canada and abroad, are aware of the risks of poor CSR performance and both willing and able to reward good CSR performance in the market.
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