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Abstract: Using field work from the Armenian mining sector, we explore how
MNEs practice community risk management. We start by conceptualising
communities as communities of place (CofP), directly impacted by mining
activities but have few resources, and communities of interest (Cofl), as
outsiders with an interest in mining projects and the resources to create
uncertainty about the mine. We argue that community risk is a precursor to
financial, political and cultural risks and that both CofP and Cofl can expose
the mining MNE to risks, either individually or in unison. We find that mining
MNEs focus on mitigating community risks in the initial phases of the mine
project, when the impact on the CofP is perceived to be lowest. Our
interpretation is that the objective of the risk management practice is to commit
resources to CofP for as long as there is a possibility that they will form
partnerships with Cofl.
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1 Introduction

The ability of firms operating internationally to evaluate the chance of loss or to identify
an opportunity is central to its survival and future prosperity (Figueira-de-Lemos et al.,
2011; Ghoshal, 1987; Hagigi and Sivakumar, 2009; Power, 2004). The multinational
enterprise (MNE) interacts and balances between multiple stakeholder constituencies
across multiple geographical locations and the more diverse the business environment,
the more numerous the interests and relationships that need to be managed. Few business
environments represent such complexity and difficulty to manage than those originating
from local communities in connection with mining projects (BSR, 2003; Franks et al.,
2014; Graetz and Franks, 2015; Prno and Slocombe, 2014). In the last decade, the
management of risks from local communities has been increasingly important, as the
influence of these groups has increased, first, because they have gained the ability to
communicate with a wider national or even global audience through new communication
technologies, and second, because civil society actors such as social and environmental
non-governmental organisations (NGOs) use local community support in order to
leverage their own claims against mining activities (Bebbingtion et al., 2008; Dana et al.,
2009; Holterman, 2014). While it is well documented how mining projects is affecting
communities, it is to a lesser degree researched how mining companies are mitigating risk
events from these types of stakeholders. To differentiate between different forms of
communities, this paper refers to local communities as communities of place (CofP),
indicating their geographical closeness to the mining MNE’s place of operation, while
NGOs and other civil society actors are referred to as communities of interest (Cofl),
being outsiders but having an interest in the activities of the mining MNE (Calvano,
2008; Selmier et al., 2015). Risks from CofP can take many forms, but the common
denominator is that they originate from villages and towns near the MNE’s place of
operation, and their epicentre is the community’s concerns about their future when
subjected to changes induced by the MNE’s activities (Calvano, 2008; Horowitz, 2010;
Miller and Lassard, 2001; Perri, 2005; Stoffle and Minnis, 2008).

The MNE is at a disadvantage compared to local companies when it comes to
mitigating community risks (Gifford and Kestler, 2008; Johanson and Vahlne, 2009). It
has little practical knowledge about the local political, social and cultural context and
thus needs to learn what is deemed important to the community, and, because of
increased efficiency of communication, there can be little time for the MNE to react and
mitigate events when risks first materialise. This puts pressure on the mining MNE to
implement effective risk management practices that will reduce the chance that projects
could be terminated or significantly changed, as this could increase costs significantly.

One of the places where community risks are dominant is in the mining industry,
where the social and environmental impact and changes to CofP are often very noticeable
(BSR, 2003; Kemp et al., 2016; Miller and Lassard, 2001). Through multiple case studies
in Armenia, where mining operations have been conducted for several centuries, it is
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possible to gain valuable lessons on the changes that CofP go through and the
mechanisms that guide the practices of community risk management. During the Soviet
period, mining production was expanded vigorously to recover the union’s weak
economy after World War I, and today the mining industry continues to be the largest
contributor to the Armenian economy (Bond and Levine, 1997). As of 2011, the mining
sector had more than 600 operating mines, including 27 base metal mines, which is quite
significant in a country of only around 29,000 km® (Investment Guide, 2013). Active
MNEs in Armenian mining include nine foreign-owned companies, all involved in metal
extraction, e.g., gold, copper-molybdenum, silver and iron. The export of ore is estimated
to account for a significant part (around 30%) of the Armenian economy and, according
to the mining contribution index (ICMM, 2014; The Economist, 2015), is the country
heavily reliant on the industry. The importance of mining makes the MNEs a focus of
attention from government officials, politicians, NGOs and a wide range of other
stakeholders who have an interest in the impact of mining on Armenian society and
especially on CofPs close to mining sites. It is well documented in the literature how
these communities are impacted and changed by mining activities (Dana and Anderson,
2014; Gifford and Kestler, 2008; Kemp and Owen, 2013) — for example, in the form of
socioeconomic impacts that occur as a result of community members starting to work at
the mine, often at higher wages than the average pay, when the effect of pollution
becomes apparent, affecting community members and livestock (Anderson, 2014;
Petrosyan et al., 2004), or when the infrastructure of the village or city undergoes
changes as the MNE builds or renovates roads, gas pipes and electricity networks [Morris
et al., (2012), p.143].

The social and physical impact of a mining project does not all happen at once but
rather in small incremental steps as the project unfolds (Kraemer and van Tulder, 2009;
Lynch, 2002). In the initial phases, the changes might be in the form of visits from
surveyors and community meetings about the project, while later on, and as the scale of
activities expands, the impact becomes more tangible in the form of changes to
infrastructure, landscape, economic status and environment. In the initial phases of the
project, the impact on the community is small, as there is little or no change to the social
and economic life of the community. As the project matures and activities expand,
however, so do the changes that the local community has to endure, such as long-term
health issues and pollution as well as changes to the local social and economic structures.

Given that CofP can pose a potential threat to business continuity, the paper explores
the community risk management practices of mining MNEs and asks the question: how is
community risk management practised by mining MNEs in Armenia?

We seek to answer the research question through a multiple case study of mining
MNEs operating in Armenia, based on desk research, interviews and fieldwork
observations. First, the risk management practice is conceptualised through a review of
the MNE management literature and the development of a model for community risk
management. The model is then used to analyse how mining MNEs in the country
manage community risk and the practices they utilise to mitigate this type of uncertainty.
Based on the findings, we answer the research question and present a revised model,
thereby contributing to the MNE risk management literature with knowledge about
community risk management practices.
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2 Theory: an MNE perspective on community risk

The MNE risk management literature describes three types of uncertainty associated with
foreign direct investments, namely financial, political and cultural risks [Feinberg and
Gupta, 2009; Gifford and Kestler, 2008; Lundan, (2014), p.337f; Miller, 1992].
Economic uncertainties or financial risks come in the form of currency exchange risks,
such as equity market fluctuations, commodity prices and host and home country interest
rates [Birt et al., 2013; Christoffersen, (2003), p.5]. Political risks are the arbitrary actions
of governments concerning investment projects, including outright expropriation, the
seizing of operations, forced contract renegotiations and acts of political violence or
regulatory interference (Erb et al., 1996; Simon, 1984). Cultural risks originate from
differences in an MNE’s perception of its decisions and that of its stakeholders, which
impacts historical, religious, social or cultural norms (Franks and Cohen, 2012; Graetz
and Franks, 2015; Kemp and Owen, 2013; Lodh and Nandy, 2008). For these types of
risk to emerge, a certain level of formalisation needs to be reached that can actually
subject the MNE to risk — for example, political risks will emerge only when political
actors are involved and financial risks when doubts emerge among lenders and investors
about the MNEs ability to fulfil its financial commitments (Bekaert et al., 2014;
Boddewyn and Brewer, 1994; Erb et al., 1996). In order for communities to pose a risk,
they therefore need to apply their resources in such a way that it subjects the MNE to a
risk that is perceived as real. CofPs might not have this formalisation, as the community
is too small in numbers or has too few resources available to it to pose a credible risk. It
is therefore possible that risks from CofPs arise when they partner with other
organisations that have a higher level of formalisation, as when the CofP is represented
by NGOs, the media, politicians or religious representatives (BSR, 2003; ICMM, 2015).
These organisations can make claims on behalf of the community and thereby engender
community risks that can elicit responses from financial, political and cultural actors.
Examples of these types of risks materialising can be seen in multiple case studies from
all over the world from the impact of extractives project development in Canada (Dana
et al., 2009; Kadenic, 2015) to small-scale mining in sub-Saharan Africa (Hilson and
McQuilken, 2014; Nyame and Grant, 2014) and sometimes a troublesome relationship
with aboriginals in Australia (Cheshire, 2010; O’Fairchellaigh, 2003). However, as the
number of stakeholders and possible different financial, political and cultural risks
increase, so does the complexity the MNE faces. It is therefore in the interests of the
MNE to identify community risks at an early stage and, if possible, before this
formalisation takes place, in order to initiate mitigation efforts that will, for example,
prevent governmental intervention (political risk), lead to loss of the social licence to
operate (cultural risk) or cause investors to increase interest rates or make other demands
that affect cost structures (financial risk).

The MNE is at a unique disadvantage when it comes to managing its CofP risks.
MNE:s are subjected to liability of outsidership and internationalisation itself, involving a
process of timely and incremental learning processes, being an outsider to the national
and cultural context (Johanson and Vahlne, 2009; Selmier et al., 2015; Zaheer, 1995).
Over time, the firm becomes more knowledgeable about the local conditions and how to
handle the CofP in the areas where it operates, but this process takes time and requires
resources. However, with access to communication technologies and increased interest
from both investors and political and cultural actors, this time is not necessarily available
to the MNE. The complex environment means that MNEs are simultaneously in the
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process of learning about their community impact, which requires an in-situ presence,
and having to make decisions that undoubtedly will affect the community of place. With
the aim of handling this continuous process, the organisation tries to learn from other
similar MNEs by mimicking or copying their risk management systems in the hope that
this will stimulate its learning process (DiMaggio and Powell, 1983) — for example, in the
form of stakeholder engagement or corporate social responsibility programmes (Park
et al., 2014; Selmier et al., 2015; Tatoglu, et al., 2013). By using such systems, the MNE
structures its approach in line with recognised international standards as well as increases
the speed at which knowledge is acquired about its impact as a result of inconsistencies
between the performance of the MNE and the expectations of salient stakeholder groups.

Community risk is conceptualised by considering the uncertainties arising from these
actors as risks that lack the structure and formalisation that traditional risk management
systems are designed to identify. To understand community risks, we draw on a
sociological understanding of the tension between certainty and uncertainty, or the known
and unknown, as the actors perceive it (Burgess, 2015; Power, 2004, 2007). Perceived
risk expands the notion of the social and physical environments as complex systems that
provide risk managers and stakeholders with different representations of what is real, i.e.,
what constitutes risk and what does not. This perception of risk is thus considered as part
of how individual community members make sense of the uncertainties that come from
changes in their environment and the actions that they take to mitigate these. Hence,
community risk stems from how these actions can possibly influence business continuity.

This conceptualisation of community risk comes with several implications. It enables
different perceptions of the same event, as differences arise between how actions taken
by the MNE and the CofP should be interpreted. Second, perception can give rise to
actions by the CofP that are not necessarily founded on objectively observable facts but
rather on their interpretation of changes and events in their social and physical
environment (Canabal and White, 2008; Graetz and Franks, 2015; Missens et al., 2007;
Prno and Slocombe, 2014). Furthermore, for the CofP to pose a risk to the MNE, it needs
to take some form of action (invest its resources) in such a way that it poses a possible
threat to the MNE. The resources can come from the CofP itself, or the MNE can draw
on the resources from Cofls and, hence, pose financial, political or cultural risks to the
MNE. The concept of community risk management is therefore defined as the ability of
the MNE to identify community perceptions and implement practices that enable them to
gain the acceptance of the CofP. Community risks do not need to originate from a
physical change in the local environment but could potentially have their roots in the
aspirations and the expectations the community has of corporate behaviour.

A review of the MNE risk management literature and the conceptualisation of
community risk outline the basis of a model describing community risk management as
practised by mining MNEs. The model (Figure 1) consists of four elements: the mining
MNE, risks, CofP and Cofl. The model describes the mining MNE as an organisation that
can be subject to risk in the form of financial, political and cultural uncertainties and that
controls these risks through its risk management practices. The uncertainties and risk
originate from CofP, which can utilise its resources and therefore subject the MNE to
risks, either directly or by partnering with Cofl. What remains unknown is what the risk
management practices of the mining MNE are, how communities apply their resources
and the relationship between CofP and Cofl.
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Figure 1 Model MNE risk management based on the literature (see online version for colours)
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The research is carried out as a multiple case study (Eisenhardt, 1989; Yin, 1994) of the
Armenian mining industry, which includes all the mining MNEs that are currently active
in Armenia. The multiple case study is used to provide an analytical depth that is needed
when testing mining MNE community risk management practices and resource
commitment of CofP and Cofl. The case study approach follows similar research designs,
where investigations have been made into the relationship between communities and
business enterprises within the extractive industry (Dana et al., 2009; Graetz and Franks,
2015; Nyame and Grant, 2014). The choice of method was based on a review of research
methods carried out on the mining industry and community relations in other places of
the world, where interviews and field observations were the primary source of empirical
evidence (For example, see Anderson, 2014; Cheshire, 2010; Dana and Anderson, 2014;
Davis and Franks, 2014; Horowitz, 2010; Kemp and Owen, 2013).

We chose to approach the research through a deductive design where a pre-defined
theoretical framework is developed by a review of the relevant literature and
subsequently tested through observations and interviews (Dana and Dana, 2005; Dana
and Dumez, 2015). Hence, we used the literature review to construct a model, described
above, which subsequently could be tested in the field through interviews and fieldwork
observations. Firstly, an initial desk screening was conducted that revealed the individual
mining MNEs’ home country ownership, the type of exploration, the location and
presence of nearby communities and the number of years the mine had been active. This
process included publicly available information from corporate websites, newspapers and
annual reports (see Table 1). Based on this information, 14 exploratory interviews were
conducted a year before the study to ensure that we had access to mining MNEs and
villages affected by mining activities as well as to refine the final interview guide.
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Table 1 Cases of mining MNE and CofP
g?é?;;?:?ﬂNE ) CIZSZ;;} Exploration Community of place mzfzitéjgog; ”
Vallex mining Cyprus Copper/molybdenum Teghut, Shnogh 1 year
Lydian Canada Gold Vayots Dzor, 0 years
International Saravan and Gndevaz
Cronimet Germany  Copper/Molybdenum Kajaran 25+ years
Dundee Precious Canada Gold Kapan 25+ years
Metals
Fortune Oil China Iron Hrazdan 0 years
Global Gold USA Gold Marjan, Toukhmanuk 10+ years

and Getik

GeoProMining Russia Copper/Molybdenum Agarak 25+ years
Orogen UK Gold Mutsk 5 years
Unity Gold Ireland Gold Vayk 25+ years

Secondly, following the initial screening and explorative interviews were formal
interviews conducted at five of the mining sites and 13 villages, which included
representatives from CofP, MNE managers. Interviews were also carried out with
representatives from Cofl and investors situated in the capital, Yerevan, totalling 36
individual interviews. All interviews were semi-structured to allow for new information
to come forward, which the initial screening of the literature and explorative interviews
had not unveiled. Hence, the final interview guide related to MNE risk management and
well-known consequences of mining on CofP, along with input from the initial
exploratory interviews. The questions were organised thematically under culture and
society, economics, environment, politics and governance, and the process of change
itself as major themes identified in the literature. All interviews were transcribed to
compare respondents answering the same questions. The data were coded by themes and
sub-themes (Flick, 2009), corresponding to the way that respondents perceived how the
mining MNE’s activities affected the CofP. This methodological approach made it
possible to identify causal powers that determined how mining MNEs and CofPs
perceived a project’s impact on the community as well as facilitating a detailed
understanding of how the mining project had influenced the social dynamics of the CofP,
economic development, effect of pollution, local politics and the management of
community grievances.

In order to understand community risk management practice, we identified
mechanisms that determined mining MNEs’ decisions impacting the CofP and how these
communities came to make decisions that could affect the mining MNEs’ business
continuity. Mechanisms are defined as plausible explanations (causal powers) for how
changes in the social and physical world occur [Archer, 2010; Elder-Vass, (2010), p.43] —
in this instance, mining MNEs’ community risk management practices and the resource
commitment of communities. This critical realist stance allows for the observation of
objectively identifiable facts about the world around us but also that people can have a
different perception of these. Thereby, it is possible to observe both the decision-making
process as well as concrete actions taken, by all the actors that contribute to increases or
decreases in community risk. The research is in this way focused on identifying risks to
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the MNE that stem from the actions of CofP and Cofl, with the understanding that it is
not necessarily the objectively identifiable facts that cause communities to act but
possibly a combination of different social and physical factors. Rather, it is the perception
of the danger they are in and their subsequent decision to take actions on this perception
that determine the level of threat to business continuity.

By using the same interview guide in all interviews and asking the same questions to
CofP, Cofl and representatives of the mining MNE, it was possible to compare responses;
we were thereby able to identify differences in perceptions of how a given impact had
been perceived by all involved. If the impact had materialised as a risk to MNE business
continuity within any of the three risk types identified in the literature review (financial,
political or cultural), it was characterised as a community risk event. If the possible risk
event did not materialise, despite being impacted by the MNE, we investigated whether
the CofP had declined to utilise its resources to affect business continuity and, thereby, in
reality had accepted the negative impact of the mining project and, conversely, whether it
had taken active steps against Cofls opposing the mining project, with the aim of
disrupting the possible influence of civil society actors on the project. In this case, the
result was interpreted as the CofP took the side of the mining project and deemed its
impact as more positive than negative on the development of the CofP.

Beginning with the model and the theoretical review, there are four different
outcomes when mining MNE activities impact CofP (summarised in Table 2). The
four-by-four matrix is organised as follows: the axis on the left describes the CofP as
either active (investing its own resources) or passive (not investing its own resources),
while the top axis describes community risks as being increased or decreased.
Community risks can be increased if the CofP commits its own resources and thereby
poses a risk to the MNE (first quadrant), or it can partner with Cofl, which then commits
its own resources (second quadrant). Both situations would result in the possible
realisation of risk, as resources are committed and aimed at triggering a response from
financial, political or cultural actors. Community risk is decreased when the CofP either
supports the mining MNE against the resource commitment of Cofl (third quadrant) or
accepts the impact of mining on the community (fourth quadrant). The Cofl can choose
to commit its resources against the MNE, but it would in this case be without the support
of CofP, and hence, there is no community risk.

Table 2 Mining MNE impact on CofP

Community risk Community risk decreased

increased
Mining MNE impacton ~ CofPas 1 CofP commits 3 CofP supports the
communities of place active resources mining MNE against
the Cofl
CofPas 2 CofP partners with 4 CofP accepts the
passive Cofl, which then impact

commits resources

4 Community risk — mining MNE impact on CofP

The following is an account of the findings uncovered through fieldwork and interviews
with CofP, MNE managers, Cofl and investors. The section is organised as per the
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two-by-two matrix described above and discussed to illustrate each of the quadrants, in
turn given examples from mining MNEs operating in Armenia.

4.1 CofP commits resources

It was claimed that a member of the Teghut CofP was beaten up by corporate security
staff from the vallex group MNE, because he had raised dust by careless driving,
something the local villagers claimed the company did all the time. As a result, the
villagers blockaded the road to the mine, thereby hindering employees, usually
transported to the site on buses, from getting to work. The people of Teghut wanted the
mayor and regional governor to intervene and ensure local justice by making the MNE
security staff change their behaviour and reduce the level of dust to which the community
was subjected: “it is not enough that they [company’s representatives] keep us in
[mining] dust the whole time, and we do not say anything. One good man accidentally
raised dust, and they caught our villagers and beat them in the centre of the village
(interview, Teghut)”. The event further evolved into a blockade, thereby escalating the
incident. “Since early morning, residents of Teghut have blocked the road, and the
workers, who come from nearby villages to work there, could not manage to enter the
territory”. The mayor of Teghut got involved, criticising the vallex group for using force,
beating up community members and not being able to resolve the issue peacefully,
saying, “vallex implemented rude power and forced the local villagers to settle the
demonstration”. The case illustrates how the CofP commits resources with the aim of
applying pressure to the mining MNE, calling for the intervention of regional and
national politicians by preventing the continued operation of the mine. The risk
mitigation response from the mining MNE is, in this instance, to use force and thereby
retain business continuity that otherwise would have been disrupted.

4.2 CofP partners with Cofl

Kajaran, a town in the southern part of the country, had been affected by mining since the
Soviet era and was less reluctant to engage the company, directly naming the mining
MNE ‘Cronimet, the aorta of Kajaran’ (interview, Kajaran), even though the mayor
acknowledged that the impact of having mining activities in the centre of the city caused
“specific mining related diseases [...] as a result, there would be vivid changes in the
genes for generations”. Acknowledging that the negative impact was salient, there was
awareness that the city, at this time, was reliant on the mine, where 80% of the population
worked. Kajaran, being almost exclusively reliant on the mine, made the CofP less
inclined to commit its own resources to raising risks for the mining MNE. However, by
partnering with Cofl and thereby utilising their resources, the CofP was less vulnerable
and exposed, should the mining MNE decide to retaliate. In this case, the pan-Armenian
environmental front, under the headline ‘Armenia’s breaking backbone’, launched a
campaign against the mine in Kajaran and against the firm, Cronimet, which highlighted
a series of environmental and social impacts (Pan-Armenian Environmental Front, 2014).
The use of organisational resources from PAEF resulted in significant attention from
national and diaspora groups, who were able to persuade the company to improve its
social and environmental performance, making the MNE state that “Cronimet’s
environmental policy is designed to meet high standards as a prerequisite for carrying on
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business in a sustainable society and the protection of life, health and the environment”.
As the mayor of Kajaran later stated: “the work at [the mine] is hazardous; therefore,
people are getting additional privileges for performing certain works; for example, it was
stated in the law: “the dusty, underground works were dangerous for health and resulting
in cardiopulmonary arrest, silicosis disease. There are employees in Cronimet who are
getting special food, bonuses to salaries, retirement benefits”. While the CofP was
reluctant to commit its own resources against the MNE, it benefited from partnering with
the Cofl, in this case improving conditions for mine workers.

4.3 CofP supports the project against the Cofl

The town of Agarak hosts the extraction plant for the GeoProMining (GPM) gold mining
project located in Zod, a few hundred kilometres away. The town is impacted by the dust
raised when crushing ore and by the chemicals used in the process of extracting gold. The
CofP has witnessed the negative impact associated with having the plant in close
proximity to where they live and could easily identify areas where they felt a direct
influence. For example, on the health condition brought on by mining pollution:

“The birds were sitting on polluted water and dying: most probably that was
conditioned by the heavy metals, which had a very negative impact on health.
Tumours are a widely spread disease in Agarak village. It had a massive spread
and there were cancer cases detected involving one, three, six year old children.
In Agarak village, the health diagnosis of the residents would be an even higher
amount of health deterioration and many of GPM’s employees couldn’t have
children as a result of the company’s activities. The absence of proper cleaning
procedures of toxic substances affected generations. Especially during recent
years, the negative impact had increased (interview, Agarak).”

At the same time, the communities realised the interconnectedness with the plant and, to
some extent, regarded their faith as a community to be intertwined: “from economical
perspectives, the company had a comparably higher positive impact on the community,
since the company hired around 80 to 100 employees from Agarak village. If the Zod
factory was closed, 100 families would be unemployed (interview, Agarak)”. However,
being heavily impacted by mining operations does not necessarily mean that CofPs
welcome Cofls to represent them, as from another villager: “the citizens of Yerevan have
no idea of village life (interview, Agarak)”. Villagers were hesitant to demonstrate their
resistance to the mining project too openly or to be seen as partnering with Cofl. One
thought that there should be “big demonstrations [by NGO] against the construction of
processing facilities in the territory of tailings, but in fact nothing happened (interview,
Agarak)”. One of the Cofls also witnessed being asked to leave some of the villages in
which they had been protesting as CofP became increasingly hostile. This was possible,
because these villages stood to lose much if the Cofl was actually successful in ending
the mining project. One of the interviewees was working as a teacher in the local school,
and she remembered earning a 7,000-AMD monthly net salary, while current teachers’
monthly net salary was 70,000 AMD: consequently, their salaries had increased tenfold
(interview, Agarak).
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4.4  CofP accepts the impact

The incident with dust pollution in the village of Teghut escalated, and national media
got involved under the headline “Teghut mine security beat up local villagers: residents
block road in protest” (Paremuzyan, 2012), and two national environmental NGOs,
ecolur and save Teghut (Cofl), called for political interference. The two committed
resources that expanded and escalated the issue to include the event in the village and
also the legal basis on which the mine operated, questioning the validity of their
environmental assessment report. At this point, the conflict with the CofP in Teghut was
resolved:

“Two times the villagers were against the company. There is strong community
coherence and on these two occasions the villagers closed the road. The people
of the company were violent. The region head came with the police, and they
discussed the issue, creating a solution that they found satisfactory (interview
Teghut, 2015).”

However, Cofl continued to commit resources but without the support and resources of
the CofP, making claims against the vallex group for not creating a comprehensive
environmental assessment report, violating numerous environmental regulations and the
rights of CofP members. The Cofl claimed: “people from Teghut can’t even go to their
sanctuary place [a small religious site inside the mine area, they can’t even access this
place. This is especially important to the people from this village as they relate to the
trees and identify with nature (interview save Teghut, 2016)”. However, without the CofP
either actively supporting or partnering with the Cofl, financial, political or cultural
stakeholders were inclined not to get involved in the issue, as expressed by one NGO: “if
the activists do not do anything, they don’t protest (interview, save Teghut)”. And as
stated by the CEO of PensionDanmark, one of the major investors in the Teghut project:
“we are naturally delighted to be able to enter into this agreement, which will increase
Danish exports [...] a project that is setting new standards for mining in Armenia
(PensionDanmark, 2013)”. While there were more attempts by the Cofl to raise political
and cultural risks, none of these to date has been realised.

In summary, the CofP stands to gain significantly from being geographically close to
a mining project in the form of jobs, higher income, improved living standards and access
to different forms of welfare facility. As the communities increasingly become aware of
the negative consequences that the mining project has on health, safety and
socioeconomic development, they realise that, despite these notable drawbacks, their
future economic welfare depends on the existence of the mine. Hence, they do not
commit resources at a level that could endanger the project so that the MNE would be
forced to take any serious mitigating action.

5 Risk management practices as allocation of resources

The mining MNE’s risk management practice is centred on ensuring that CofPs do not
commit resources themselves or partner with Cofls, which can result in the creation of
financial, political or cultural risks. The mining MNE can make the community less
inclined to commit these resources by making them either directly or indirectly reliant on
their investment through the creation of jobs or local socioeconomic development, as
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seen in both Agarak and Kajaran. When, at a later stage, the negative effects of mining
activities become evident, and the members of the community of place start to experience
health issues, or the local environment starts to suffer, the perceived cost of terminating
the project becomes too high, even to a degree where CofP, despite severe environmental
problems, supports the continuation of the mining project against Cofl.

The mining MNEs’ risk management practice also reflects this pattern, as resources
to the CofP are more salient in the explorative or early production phases of the project.
Here, we found that the MNE primarily allocated resources in the initial phases of the
project, when most of the physical changes were still in the planning or early construction
phases. For example, when the vallex group’s mine was still in the planning and
construction phase, “the company conducted quarterly meetings and discussions with the
members of the community” (interview, Teghut villager); and, from the MNE side,
“consultation started at a very early stage eight years before construction when it was just
a draft impact assessment, and when the project went into the development stage we had
several stakeholder meetings (interview, vallex mining)”. For other projects that were yet
to go into production, there were also frequent consultations with Cofl, even very critical
ones who did not support mining in the country at all.

“The NGOs here are extremely aggressive, and they are more considered as
activists than anything else. The greatest example is that the day before
yesterday we had a meeting organised by NGOs and one of them stood up and
said that if I knew that Lydian International was here, I would not have come
(interview, Lydian International).

For these mining MNEs, it was imperative that their communication was perceived as
open and transparent, and one of the ways this could be achieved was to be present and
visible in the public arena. This type of community engagement project took on different
forms, ranging from philanthropy directed at sports events and scholarships for
universities to building infrastructure and renovating public buildings. For example, in
Teghut, where the mine is in the early stages of production, “the renovation of roads, the
quality of electricity and telecommunication improved due to the financial support of
vallex mining”, and in Shnogh, another town some five kilometres away from the same
mine, “the company renovated the internal and external water lines and sponsored the
establishment of the local dance group, repaired the water network — the network hadn’t
been serviced for a long time — and they built the water irrigation system”. The mining
executives confirmed that their companies allocated funds for different community
development projects: “we built the gas pipeline and improved the irrigation system.
Therefore, infrastructure and access wise, they were better off (interview, vallex)”.
Mining MNEs, who had been operating for some time, communicated less in the
public sphere and prioritised their efforts at targeting specific stakeholders, such as
village heads and government officials. For example, in Kajaran, where the mayor is the
primary source of information to and from the MNE (Cronimet) “since the company
started its operations in 2006, at that time, there had been conducted both public hearings
and meetings with community members (Kajaran, mayor)”. As time progressed,
however, the meetings became less frequent, and an increasing number of decisions were
cleared between the mayor and the mining MNE before any announcements. “During city
council meetings, the company administration mandatorily discussed and agreed on some
questions with the mayor of Kajaran city” (interview, Kajaran), indicating that most, if
not all, major issues were resolved before the public hearings took place. When visiting



Community risk management by mining MNEs 13

Agarak village, where a gold extraction plant is located in central Armenia, a village head
claimed that “in 2012, GPM Gold Company promised to provide a bus to Agarak village,
but since then nothing had been provided”. He further explained how the relationship had
deteriorated:

“The emission cleaning procedure has been poorly performed during recent
years; during Soviet times, there was high consistency and tonnes of bleach
were used to clean and neutralise the cyanide ingredient used in gold
production. But currently the company is owned by a foreign organisation, and
they have neglected the proper cleaning processes (interview, Agarak).”

According to the villagers, this has resulted in sterile employee practices, sick children
and cases of heavy metal poisoning, which the MNE has ignored. The MNE’s
engagement with the community has been very limited, and investments seem to be going
slower, following their belief that “GPM didn't provide significant support and several
times the municipality applied to the company, but didn't receive any help”.

The MNE’s allocation of communicative and physical resources aimed at the CofP
follows a pattern where engagement is high in the initial phases (exploration and early
production) but is then significantly scaled down as the project matures. As the examples
used here show, both vallex and Lydian International had invested in projects that
directly affected the CofP in their area, while companies like GeoProMining and
Cronimet had significantly scaled down both investments and consultations.

6 Conclusions and discussions

This paper has analysed how community risk management is practised by mining MNEs
in Armenia. We conceptualised communities as CofPs, consisting of villages and towns
geographically close to the mining MNEs’ activities, and Cofls as outsiders, like NGOs
and other civil society organisations that have an interest in mining operations. We
analysed community risk as materialising through the allocation of resources from the
CofP, either alone or in partnership with Cofl, which in both cases aimed at motivating
financial, political or cultural actors to take actions that influence business continuity.

We found that community risk management is practised by the mining MNEs through
allocation of both communicative and physical resources towards the CofP. This can be
done through community consultations and town hall meetings as well as physical
investments in infrastructure, kindergartens or other services. We argue that the response
from a community risk perspective can fall within four domains. Community risk can
materialise if CofP commits its own resources or forms a partnership with a Cofl that
then commits its resources, in both cases, directed towards financial, political or cultural
actors. Community risk is, in both cases, increased, as decisions to apply resources
intensify risks to the mining MNE. When a CofP supports the mining project against the
Cofl, or when a CofP remains passive despite the impact of the mining project, the risk
management practices of the mining MNE are successful in decreasing community risk.

However, we found a difference in the effect of the resource allocation between CofP
and Cofl when it came to their ability to initiate actions from financial, political and
cultural actors. When CofPs committed resources alone, they seemed unable to activate
actors outside their geographical region; while their claims were valid, it was only when
they partnered with the Cofl that the mining MNE took action to mitigate risk. While the
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CofP and its specific grievance with the mining MNE was more marginalised when
engaging in this partnership, it created more awareness in wider circles of the challenges
that were faced. We therefore find that mining MNE community risk management
practice targets CofP, with the aim of preventing them from partnering with Cofl, who
have the resources to activate financial, political and cultural actors that are perceived as
posing a higher risk to business continuity. This finding is further supported by our
analysis of instances where the community was either passive, thereby accepting the
impact that the mine had on the community, or when they actively opposed Cofl in
interfering in the relationship despite very severe impacts from the local mine. While the
Cofl could commit resources that raised risks without the support of the CofP, their
argument would have less legitimacy with the aforementioned actors and thus possibly
less success in changing mining MNE behaviour.

This risk management practice of preventing CofPs from partnering with Cofl or
encouraging them to remain passive was further substantiated. We found that, in the
exploration or early stages of production, mining MNEs communicated more frequently
and invested more, while, as the project matured, these activities were scaled back
significantly. However, while we thought that the resource commitment of the mining
MNE and the level of community risk would be proportional this did not seem to be the
case. Our interpretation is that, as time passes, the CofP becomes increasingly reliant on
the jobs being created, the infrastructure and institutions being supported, like roads, and
educational facilities or scholarships, and while these are scaled back, it does not
significantly reduce the risk that it will commit resources against the mining MNE and, in
some cases, even support the project against outside interference. This finding is in-line
with other research that finds that communities recognise the short-term advantages that
come with these types of projects and the increase in jobs, as well as access to basic
welfare benefits but also that these come with a trade-off in the form of increases in crime
and disruption of family patterns (Dana et al., 2009; Horowitz, 2010; Prno and Slocombe,
2014). This understanding of mining MNE risk management practice was further
substantiated by the finding that Cofl did not play a significant role in the allocation of
mining MNE resources. Rather, these groups were, to a large extent, ignored when it
came to communication, aside from invitations to stakeholder consultation meetings.
Underlined by the aforementioned statement from the CEO of Lydian International that
described them as more of a nuisance than an actual threat, the literature nevertheless
places NGOs and civil society actors as key stakeholders when it comes to risk
management. We interpret the lack of focus on Cofl as an indication that the MNE knew
from previous experiences that, by following a CofP-focused risk management practice,
these diverse and possibly more complex stakeholders could be largely ignored.

7 Revised model

The findings and conclusions have prompted the need to revise the initial model (Figure
2). The new model adds and revises two elements, namely time, when it comes to
resource allocation, and the role of Cofl.
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Figure 2 Revised model of MNE community risk management based on findings (see online
version for colours)
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First, the element of time was originally thought to be a major factor in reducing liability
of outsidership, as it allowed the MNE to learn how to navigate in the local market.
However, the MNE did not focus on acquiring knowledge about the local culture,
customs or other unique characteristics in the local context. The risk management
practice focused on committing resources to meet generic local demands, such as access
to basic services and improvements to local institutions, neither of which was specifically
tailored to the local context. For the mining MNEs, this carried with it several
advantages: it did not have to allocate resources to building new capabilities, which might
not be transferable to another setting, and it could focus on activities that were of direct
benefit to its own operations: for example, it could invest in infrastructures, like new
roads, gasification and electricity, which would be required when the mine was
constructed, and investments in kindergartens and schools would ensure that there would
be access to the local workforce. Furthermore, as the project matured, it was possible for
the mining MNE to scale down some of these activities significantly without being
subjected to community risk. This was due to the reliance of the CofP on some of these
generic services that, even though they became very marginal, sustained the community’s
economic and cultural life. The model was thus changed to reflect the limited resources
that the community of place could commit to expose the mining MNE to financial,
political and cultural risks (illustrated by a dotted line).

The second change to the model was in the role of Cofls, who were believed to be a
significant stakeholder group, as they could expose the mining MNE to financial,
political and cultural risks and had the resources to do so. If the CofP and Cofl partnered,
it lent legitimacy to the Cofl when committing resources that exposed the mining MNE to
risk. This was also evident in the analysis, as Cofl were largely ignored, with a few
expectations, when it came to communication and public engagement activities.
Collaboration between the two community groups could pose a significant and
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resource-intensive risk, which can explain why the efforts of the MNEs focus on
preventing CofPs from forming partnerships with Cofls. In this way, the objective of
mining MNESs’ risk management practice is to reduce community risk by committing
resources to the CofP for as long as there is a possibility that they might form lasting
partnerships with Cofl. An arrow in the revised model illustrates the existence of a
partnership between the two.

8 Contributions

The contribution of this paper is threefold. First, it contributes to the MNE risk
management literature by highlighting the importance of CofP in risk management
practice. The MNE risk management literature has traditionally investigated uncertainties
on a national or regional level, which fails to provide valuable insights into how risk
management is practised on a local community level. By conceptualising community risk
as a unique source of risk that, if left unmanaged, can evolve into financial, political
and/or cultural risks, the latter gains importance when it comes to understanding the early
warning signs of emerging uncertainties.

Second, the paper contributes by differentiating between CofP and Cofl as sources of
risk, in contrast to the MNE risk management literature that does not differentiate
between the two groups. By focusing on CofPs, which are impacted on a daily basis but
have few resources available to them, and Cofls, which have a clear objective of creating
uncertainty and have resources, it is possible to understand how the relationship between
the two groups can affect community risk exposure. CofP can be both a threat and a
resource that the MNE can use in its risk management practice for mitigation purposes.
Finally, the paper emphasises the importance of time in how the MNE’s relationship with
the CofP evolves, which has previously been largely neglected. While time was not part
of the initial scope of the paper, its role is an important finding in that MNE risk
management practice varies as the relationship between the MNE and community of
place matures, prompting more research into how the passage of time in the relationship
can affect overall risk exposure, especially when it comes to an industry like mining,
where the impact on the community of place increases over the project lifespan.
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