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Sustainable development defined

The objectives of sustainable development have

become broad, as this statement by the U.K. 

government articulates:

Social progress which recognizes the needs of

everyone. Everyone should share in the benefits

of increased prosperity and a clean and safe envi-

ronment. We have to improve access to services,

tackle social exclusion, and reduce the harm to

health caused by poverty, poor housing, unem-

ployment, and pollution. Our needs must not be

met by treating others, including future genera-

tions and people elsewhere in the world, unfairly. 

Effective protection of the environment. We must

act to limit global environmental threats such as

climate change; to protect human health and

safety from hazards such as poor air quality and

toxic chemicals; and to protect things which peo-

ple need or value such as wildlife, landscapes, 

and historic buildings.

Prudent use of natural resources. This does not

mean denying ourselves the use of non-renewable

resources such as oil and gas, but we do need to

make sure that we use them efficiently and that

alternatives are developed to replace them in due

course. Renewable resources such as water should

be used in ways that do not endanger the

resource or cause serious damage or pollution.

Maintenance of high and stable levels of econom-

ic growth and employment, so that everyone can

share in high living standards and greater job

opportunities. The U.K. is a trading nation in a

rapidly changing world. For our country to pros-

per, our businesses must produce the high-quality

goods and services that consumers throughout

the world want, at prices they are prepared to

pay. To achieve that, we need a workforce that is

equipped with the education and skills for the

21st century. And we need businesses ready to

invest and an infrastructure to support them.

The U.K. government’s policies also take account

of ten legal principles and approaches to 

decision-making:

Putting people at the center 

Taking a long-term perspective 

Taking account of costs and benefits 

Creating an open and supportive 
economic system 

Combating poverty and social exclusion 

Respecting environmental limits 

The precautionary principle 

Using scientific knowledge 

Transparency, information participation, 
and access to justice 

Making the polluter pay

A statement by British Petroleum amplifies this

definition by carving out a conceptual role for

corporations:

Certain conditions appear fundamental to

human progress. Among the most important

are the rule of law and access to justice, honest

administration, transparency, and accountabili-

ty. Equally important are the free flow of ideas

and knowledge, intellectual property rights,

advancement on merit, open markets, and sta-

ble fiscal and tax regimes. Only governments

can create these conditions, but business and

civil society have a common interest in support-

ing and encouraging their development and in

aligning their efforts to those of government. 

Business can also support local communities,

provide revenue for governments, and help

others, including non-governmental organiza-

tions, to act. If this collective effort is made,

the likely outcome is responsible develop-

ment––this is, broad-based development that

benefits the many rather than the few, and

development that does not damage the envi-

ronment and allows future generations the

same choices as we have.



Worldwide demand for oil and gas continues to grow, and most forecasts suggest that it will
continue to grow in the future. Over the past twenty-five years, demand for oil and gas in the
U.S. and Europe has been steadily increasing. Forecast demand growth is even higher for
developing countries in Asia, the Middle East, and Central and South America, which are
expected to double their energy consumption by 2020.

At the same time, U.S. and European production of oil and gas has declined sharply, a 
shortfall that has been offset by increased imports. The world is far from running out of
hydrocarbon-based energy, but the sources can be found in different countries than in the
past––countries that have not been part of the traditional business model and that place
great emphasis on the importance of sustainable development.

For example, the top dozen oil-producing fields
in the world are located in Saudi Arabia, Iraq,
Abu Dhabi, and China. Giant new fields are also
being developed, mostly in the Middle East,
Russia, West Africa, and other locations outside
Europe and the U.S. (Exhibit 1).

Like it or not, as major players on the global
stage, oil and gas companies must engage the
subject of sustainable development. It’s not a
question of making value judgments about a
government’s priorities. It is all about access to
energy reserves. Those companies that resist
will likely see value migrate to others that
accept the situation and apply their resources
to carving out new competitive positions incor-
porating sustainable development principles.

In some respects, this trend is a natural evolu-
tion of the public debate that began more
than forty years ago over safety and pollution
issues. The accumulation of events such as
the accident at the Three Mile Island nuclear
plant, the Exxon Valdez tanker grounding, the
explosion at Union Carbide’s Bhopal, India,
pesticide plant, and the Piper Alpha drilling
platform disaster in the North Sea reinforced
public views that these industries were at
odds with social norms.

In the energy industries, moreover, many
companies were delivering chronically poor
business performance. When investors criticized
senior management of these firms, the typical response from executives was that low returns on
invested capital should be expected in a business defined by massive projects and high risks.

Industry attitudes began to change during the boom years of the 1990s, when investors demand-
ed better returns on their investments. Investors shifted their capital to high-technology firms,
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Exhibit 1 Global oil reserves (2000)

Global top 15
Rank Company Reserves*

1 Saudi Aramco 261,698

2 INOC 112,500

3 KPC 96,500

4 NIOC 89,700

5 PDV 77,685

6 Adnoc 53,790

7 Pemex 28,260

8 Libya NOC 23,600

9 Lukoil 14,280

10 Gazprom 14,092

11 NNPC 13,500

12 Qatar Petroleum 13,200

13 Yukos 11,769

14 ExxonMobil 11,561

15 PetroChina 11,032

*Millions of barrels

Source: Energy Intelligence Group, Mercer Management
Consulting analysis

www.mercermc.com/mmj                                                                                  Sustainable Development   85



86 Sustainable Development                                                                                   www.mercermc.com/mmj

including many start-ups, and away from mature, asset-intensive companies. Many old-line
companies felt compelled to address investors’ demands.

At the same time, corporations learned that safety and environmental responsibility were good
for business, as social mores in the West evolved to make it unacceptable for corporations to
ruin natural areas in the process of extracting energy. Public perception became critical to the
business. By 2000, it was an oil and gas firm––BP––that had taken a leadership role in defin-
ing a sophisticated and broad-based role for sustainable development in corporate strategy
and operations.

The challenge now is to conduct business profitably in those parts of the world where
demand is growing sharply, where the hydrocarbons can be found, and where the political
risks are high. In Venezuela, for instance, class warfare has pushed the state into virtual 
paralysis. Caught in the middle are the oil and gas companies that have made large invest-
ments there with hopes of capturing part of the country’s massive hydrocarbon reserves base.

How the traditional business model falls short

For large oil and gas firms, the traditional business design is not capable of meeting this chal-
lenge. As exemplified by many refining companies, pipeline companies, and major upstream
companies, as well as nearly all of the national oil companies, the traditional model empha-
sizes physical assets and projects, using technology to reduce costs and raise production vol-
ume. These firms typically do not engage in providing services, and the service providers in
turn rarely develop or operate hard assets. Any concessions to sustainable development might
include a commitment to safety and environmental responsibility, but not much more.

While this model is well understood by industry players, its track record has been poor.
Returns on capital employed for the industry have been in the single digits for decades, while
those for other asset-based industries were much higher.

Legacy assets have been strangling many oil and gas companies because the assets are locat-
ed far from regions where supply and demand are growing rapidly. An opportunity to develop
huge oil reserves in Kazakhstan now looks more appealing, despite the political risks, than
tapping small reserves in Colorado. And while upstream companies that do the exploration
and drilling have been the most vulnerable, refineries, distributors, and others throughout
the energy value chain have also been affected.

In order to maintain the perception that they were growing and viable, many of the tradition-
al companies have been consolidating. Acquisitions were also driven by the failure of these
firms’ exploration and drilling to find sufficient hydrocarbons. But the new breed of “super
major” is just a bigger version of the old business model.

And even more troubling, as the consolidators get bigger, their asset base spreads over coun-
tries outside of the United States and Europe, further exposing them to nations that have put
a premium on sustainability. For decades, there was an implied double standard in which oil
and gas companies operated differently in the U.S. and Europe, where environmental and
labor regulations were more strict and entrenched, than they did in other regions. But now, in
order to access the hydrocarbon reserves in those regions, companies will not be able to sim-
ply “show up” with their traditional business design focused on operating assets. Nations
that own the reserves are less willing to part with them than in the past.



The standard arrangement will likely move
more toward services and away from asset
ownership. Ownership of reserves and assets
will continue to be a subject for negotiation,
but will increasingly be held or directed by
national interests.

Capital sources, meanwhile, are more willing
to strike deals with unusual configurations
of service providers and national oil compa-
nies such as Pemex in Mexico, Petrobras in
Brazil, and PDVSA in Venezuela (Exhibit 2).
Increasingly, capital will flow directly to the
owners of the hydrocarbons rather than to 
the traditional companies.

Nations that own the reserves thus will set
the agenda for the industry in the future. And
every oil-rich nation, often through the nation-
al oil companies that it runs, sets sustainable
development in some form as a core strategic
goal. These nations expect service providers to
align themselves with those objectives. Over
time, as national oil companies move closer to
privatization or market-driven business models, sustainable development will have to become
part of the value proposition of any company that wants to gain access to reserves.

What it looks like in practice

Each country has a different version of sustainability priorities, and this translates into 
different views on how companies will develop oil and gas reserves, establish refining, and
build basic infrastructure. Consider the different approaches to sustainable development 
now being taken in Mexico, Venezuela, and Russia.

In Mexico, Pemex is owned by the Mexican people and managed through the government.
The company is charged with day-to-day operation of the business across the entire value chain.
Pemex is currently contemplating a massive capital-spending program to increase its proven oil
and gas reserves, raise production volumes, and expand transportation and administrative units.
The company expects this activity to improve business performance, but just as important, the
investments are part of a broad sustainable development program backed by President Fox that
aims to improve the economic, social, and environmental well-being of the nation.

Mexico allows little or no participation by foreign companies in its oil and gas value chain.
Venezuela, on the other hand, encourages participation of foreign companies in developing
its huge hydrocarbon reserves. The nation wants to attract the necessary capital to develop
projects; to gain outside expertise in improving PDVSA’s access to technology; and to provide
training and skills for citizens employed on these projects. Despite political unrest in
Venezuela, there are companies developing business designs that fit the needs of both
investors and PDVSA, the national oil company.

Exhibit 2 New emerging competitors 
(Recent privatizations in emerging 
markets)

Production Sales

1,000 barrels per day

China:

PetroChina 2,091 1,126

Sinopec 676 1,344

CNOOC 206 n/a

Russia:

Lukoil 1,557 871

Yukos 986 509

Surgutneftegas 813 365

Tyumen Oil 572 265

Tatneft 487 n/a

Sibneft 344 216

Sidanco 259 80

Slavneft 245 249

Gazprom 198 100

Other:

Petrobras (Brazil) 1,324 2,215

Source: Energy Intelligence Group
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Most of the world’s super-major companies have entered into agreements with Venezuela to
help develop reserves. Beyond merely extracting the wealth from the ground, these compa-
nies have made a commitment to additional trading with the country, to expanding social
programs for employees and the local economies near production facilities, and to providing
access to new technologies.

The needs of Russia are different altogether. Given the vast expanses of the country, it needs
to develop a large infrastructure and requires a large, skilled workforce to maintain the infra-
structure.

Working with such countries will require astute political skills, to be sure. Many years ago,
Mexico, Venezuela, Iran, and other countries seized the assets of the established oil and gas
companies. Today, individuals and small groups of people in Nigeria, Gabon, Colombia, and
elsewhere stage protests along oil and gas pipelines demanding jobs and better education.
The current crises in Venezuela and the Middle East remind us of the volatility and risk
involved. Companies will need to determine which business design will provide the strength
and agility to weather the storm, attract investors, and meet the particular demands of the
host country.

Some companies are already stepping up to the challenge. ExxonMobil has built training
facilities around the world to upgrade the skill levels of employees who live and work in the
countries where it conducts business. Conoco has long supported environmental initiatives
in Africa to protect mountain gorillas from extinction. DuPont has been a leader in reducing
emissions from chemical plants, reducing energy consumption required to operate its facili-
ties, and in radically reducing its emissions. Not only has DuPont invested in new technolo-
gies to reduce its environmental footprint, it has also assisted governments in managing this
complicated issue.

Some executives will question why they should get involved in education and species sur-
vival, rather than leaving these matters to governments. But the reality is that some govern-
ments do not have the resources or capabilities to address their priorities without help from
the private sector. They view any company that wants to participate in that country’s energy
sector as a logical source of support and expertise. Look at Qatar and Kuwait to see the impact
of sustainable development efforts. With the help of the private sector, these countries are not
just pumping oil; they are building universities and medical centers, improving their agricul-
tural sector, promoting tourism––in short, opening themselves up to a more valuable future.

The sustainable development imperative is not limited to oil and gas. It will apply to many
other industries that hope to make major investments abroad. Companies that want to
develop an electric power plant, a water treatment system, or a chemical fiber plant will all
need to locate close to energy sources and to customer markets.

Ultimately, the winners will be those companies that take the lead in identifying and providing
solutions to the sustainable development needs unique to each country. They will turn the
traditional mindset––create the project, find the capital, develop and manage the asset––
on its head. Instead, they will start with the customer––a government––and develop plans 
for hydrocarbon development that are compatible with that customer’s priorities for 
sustainability. Companies that delay this inevitable transition will find it hard to catch up
and will likely find themselves swallowed up by the leaders.
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