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Abstract

The Arctic region is opening up due to climate change, causing sea ice extend and snow cover to
decrease. Over the past decade economic activities, including fisheries, shipping, oil & gas, mining
and tourism have increased throughout the region. Especially the oil and gas activities are subject to
public debate and attract a lot of (international) attention. Obtaining and maintaining the support of
local stakeholders is thus of major importance if governments and companies want to see these
activities continue and contribute meaningfully to the resilience of Arctic societies. The concept of a
Social License to Operate addresses the acceptance of an activity by local communities and other
stakeholders. This manuscript explores the role human capital development in obtaining and
maintaining a Social License to Operate in Iceland, the Faroe Islands and Greenland. As trust and
legitimacy are the two fundamental principles on which a Social License to Operate is based, these
are being examined more closely. On the basis of three case studies, this manuscript explores how
human capital development can contribute to the legitimacy of Arctic energy development and trust
building between various stakeholders.

1. Introduction

The Arctic region is opening up due to climate change, causing sea ice extend and snow cover to
decrease (ACIA 2004). The effects of climate change are most profoundly felt in this part of the World,
also called “the canary in the coal mine” (NASA 2013; The Economist 2004). Over the past decade
economic activities, including fisheries, shipping, oil & gas, mining and tourism have increased
throughout the region. It is estimated that the resources to be found in this region could amount up to
90 billion Barrels of Oil Equivalent (BOE) and 1.670 trillion cubic feet of natural gas, which are
technically recoverable (USGS 2008). This equals approximately 22% of the World’s undiscovered
technically recoverable oil and gas resources. With oil and gas, mining and shipping as the largest
drivers, the Arctic could potentially attract over $100 billion of investments (Lloyds 2012). However,
these economic estimates were made before the drop in oil- and other resource prices, making these
them currently questionable on the near- to mid-term.

The increase of Arctic oil and gas activities between 2008 and 2014 attracted a lot of attention and
sparked public and political discussions on national, regional and international levels. The balance
between economic development and environmental preservation is the main subject of these
discussions. Already under pressure due to climate change, the oil and gas activities and the
associated risks of an oil spill and pollution are seen as another threat to the sensitive Arctic
ecosystem. At the same time, the (local) public debate is also focussed on the balance between local
benefits and the risks associated with these activities. Since the region’s own market for oil and gas is
too small, the resources extracted in this region will be mainly transported to other parts of the World.
How will the Arctic societies then benefit from these activities? And do these benefits compensate for
the risks? As most of the resources are expected to be found in the Exclusive Economic Zone (EEZ)
of the Arctic countries, the decision to and the way in which these activities are developed lies
primarily in their jurisdiction. Also, there are already a number of mechanisms to ensure the
maximisation of local benefits that are incorporated in their regulatory frameworks. However, the
mechanisms currently incorporated into the legislation do not necessarily meet the expectations of
societies and other stakeholders. As a consequence public debate or opposition can arise against a
company’s planned activities, even though it fully complies with all the rules and regulations set in a
specific country.



From a company’s perspective, (negative) public debate and opposition is an undesired situation
which can damage its reputation and become a costly affair. However, public debate and opposition is
part of a democratic society and should therefore be respected. The trend is that the time for oil and
gas projects to come online is increasing and has almost doubled in the past decade, making projects
significantly more costly (Franks et al. 2014). Remoteness and scale play a role in this increasing
trend, but part of it can also be explained by the increase of non-technical risks including public unrest.
A concept that is increasingly used to address these non-technical risks is a Social License to Operate
(SLO), which is aiming at obtaining and maintaining the acceptance and/or approval of an activity by
local and other stakeholders. Paying attention to these social aspects of an activity is extremely
important, especially in the Arctic region where deadlines are tight and the window of opportunity in
the ice-free summer is limited. Missing any deadline here, would imply major delays and additional
costs. Having not only the support of a national government, but also of the society at large is
therefore crucial for companies having the ambition to operate in the Arctic. Moreover, given the long
term timeframe these resources generally take to be developed it is important to build a sustainable
relationship based on trust and mutual understanding. Public acceptance cannot simply be bought,
tricked or fooled.

This article will explore the concept of a Social License to Operate in the case of offshore oil and gas
development in the Faroe Islands, Iceland and Greenland. Although the cases have considerable
differences, there are also a number of similarities that make them interesting for comparison in this
article: All three are located in the North-Atlantic part of the Arctic, were or are still part of the Kingdom
of Denmark and have small societies ranging between 50.000 and 350.000 inhabitants. We chose
three case studies because a comparison could generate lessons learned and conclusions applicable
to a wider scale, compared to focussing on one case study only. To ensure the quality of the gathered
data one has to use data triangulation. By choosing three different methods of data collection it is
ensured that findings or data are confirmed or disconfirmed in multiple ways (Yin 2009; Vennix 2006).
This research is based on document analysis, participative observation and interviews. A total of 8
interviews were conducted with representatives of the industry (n = 3) and governments (n = 5). The
authors of this article have a background in science and the private sector.

The first section will elaborate on the concept of a Social License to Operate. Thereafter the case
studies of a Social License to Operate for oil and gas development in Iceland, the Faroe Islands and
Greenland will be presented. In these case studies we will look at how the development of human
capital stimulates the institutional and business sector strength of that specific country. Both the short
and long term opportunities related to human capital development in relation to a Social License to
Operate will be discussed. Finally, the findings of these three case studies will be discussed together,
after which the article will end with some concluding remarks.

2. A Social License to Operate

2.1 The emergence of the concept of a Social License to Operate

The concept of a Social License to Operate emerged in the late 1990s, when it was first used by the
Canadian mining executive Jim Cooney in a meeting with World Bank officials (Boutilier 2014). Since
then, the term is increasingly used by business people, academia, consultants and media, and is still
on the rise. Most research has focused on the application of this concept in the extractive industries,
but is also used to an increasing extend in other sectors such as forestry, agriculture, renewable
energy generation and pulp & paper manufacturing (Hall et al. 2015; Moffat & Zhang 2014). Until now
the Social License to Operate concept has been predominantly considered from an industry point of
view, while its application also makes it an interesting concept to look at from a government and civil
society perspective (Hall et al. 2015; Morrison 2014).

Cross-sector research has indicated that the concept is differently understood among various (energy)
sectors, and that its application changes in every context (Hall et al. 2015). Elements that are
commonly present in many of the definitions are (ongoing) acceptance, approval, local communities,
stakeholders and industry’s activities (Hall et al. 2015; Moffat & Zhang 2014; Thomson & Boutilier
2011; World Bank 2003). Generally, in the literature a Social License is seen as an ongoing process
that runs through the entire lifecycle of a project. It can be granted at one point in time but can be
withdrawn again as well at another point in time. Often the withdrawal of a Social License to Operate
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for an activity happens much quicker than granting one. A withdrawal or lack of a Social License to
Operate might not only affect the activity itself, but also has the potential to influence the reputation of
a company and even an entire industry. The dynamic nature of a Social License to Operate requires
companies to adapt and respond to changes if they want to secure and maintain the public
acceptance of their activities (Prno 2013). Based on the aforementioned aspects, this article refers to a
Social License to Operate as “the ongoing acceptance and approval of the activities of an industry by
local communities and other stakeholders”. This definition reflects the dynamic nature of a SLO and
the fact that there are more than only local communities as stakeholders playing a role in this process.

One of the most challenging aspects of a Social License to Operate is the difficulty of measuring
whether or not it has been granted. This also raises the question of who is granting the Social License
to Operate. There will always be stakeholders opposing an activity, if only for fundamental beliefs or
Not-In-My-BackYard (NIMBY) phenomena. The lack of a Social License to Operate is mostly
measured based on the presence of protest and opposing voices in the public domain (Owen & Kemp
2013; Prno & Slocombe 2012). If there is protest against an activity, it is challenging to determine if
this opposition represents the majority of stakeholders and the common interest, or not. One could
argue that the loudest voice automatically ‘wins’, which goes against the democratic principles on
which many societies are based. When an activity is in the interest of all other stakeholders, it does
not necessarily mean that the one stakeholder opposing it holds a veto (Morrison 2014). Moreover
activities may continue anyway when they are of regional or national importance (Yates & Horvath
2013). On the other hand, measuring the existence of a Social License to Operate is difficult for a
number of reasons too, as it is based on the assumption that a lack of objection means a Social
License to Operate is present (Yates & Horvath 2013). The lack of opposition or conflict in the public
domain does not necessarily mean that stakeholders support or even accept the activity. The absence
of publicly known objections and conflict may for example be caused by stakeholders disengaging
from the project, cultural habits and customs or resistance voiced in less tangible/overt forms (Owen &
Kemp 2013). Thomson and Boutilier (2011) distinguish four levels of Social License to Operate: The
lowest being the Social License withheld or withdrawn, then the mere acceptance of an activity, the
level of approval when credibility is established and the level of psychological identification when trust
is established.

2.2 How to obtain and maintain a Social License to Operate?

The previous section illustrated that having a Social License to Operate is essential for companies
wanting to successfully implement their activities against budget and time, but how does one obtain a
Social License to Operate? And is there only one Social License to Operate? Thomson and Boutilier
(2011) have developed a framework in which the Social License to Operate is seen to exist on a
continuum: The lowest end on the continuum is if a SLO is withdrawn or withheld. Other stages at this
continuum range from acceptance and approval to psychological identification with an activity. A
company cannot influence a SLO directly, nor can it unilaterally declare to possess one (Morrison
2014). A Social License to Operate is heavily reliant on trust and legitimacy, two aspects that are hard
to measure and influence directly. The immeasurability and thus the inability to directly manage the
concept itself, makes it difficult for companies to use this concept in existing management systems.
However, via the concepts of economic legitimacy, interactional trust, institutionalised trust and socio-
political legitimacy companies and other organisations can work on obtaining and maintaining their
Social License to Operate (Thomson & Boutilier 2011).

One of the most fundamental parameters are the local benefits (IIED 2014; Prno 2013). An imbalance
between local risks and benefits could impede local support. The level of local benefits influences the
economic legitimacy of an activity, which can be said to be one of the four fundamental factors of a
Social License to Operate (Thomson & Boutilier 2011). The payment of royalties and taxes to a
national government does no longer suffice in many cases. Therefore a project proponent needs to
look at creating a local knowledge base and employment. However, hiring a certain percentage of
local workforce and contracting local businesses are only sustainable when linked to the broader
economy (Harvey & Bice 2014). Only then it can create greater resilience among local communities.

A Social License to Operate is built on relationships in which meaningful participation and the quality,
not quantity, of stakeholder contact play a key role (Moffat & Zhang 2014; Prno 2013). By building up
a relationship via high quality contact that is perceived as positive and pleasant, stakeholders are less
likely to feel taken advantage of (Moffat & Zhang 2014). “The perception that the company listens,
responds, keeps promises, engages in mutual dialogue and exhibits reciprocity in its interactions”
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(Thompson & Boutilier 2011) is the very definition of interactional trust. There are also different levels
of trust: One can define trust in a person (i.e. personal trust), which strongly relates to the element of
interactional trust as discussed in this paragraph. Moreover, one can distinguish trust in an institution
(i.e. institutionalised trust) which will be discussed later in this section. Personal trust is based on
reciprocity, and built on knowledge of the behaviour of one to another over time. Trust is a two-way
process and involves multiple parties. It is not something that can be declared to have obtained by a
single actor. Trust can therefore be defined as a shared set of expectations between the actors
involved (Zucker 1986). Essential in building trust between a company or industry and actors at a local
level is the capacity of communities to meaningfully participate in the interaction with a company.
These relationship-building processes often take a lot of time to build and maintain (Prno 2013),
potentially requiring too much capacity of small societies to be able to fully participate in it. Therefore
investing in capacity building programs for local societies does not only create a local workforce, but
also enhances the capacity of a society to meaningfully engage with a company or industry. Local
cluster development that includes businesses, knowledge institutes and government agencies offers
the greatest opportunity for oil companies to build trust with local communities and other local
stakeholders (Harvey & Bice 2014).

More difficult to reach is institutionalised trust, since this requires stakeholders to perceive that the
relationships between their institutions and the company are based on mutual trust with respect for
each other’s interests (Thomson & Boutilier 2011). Institutional trust resembles the trust of societies in
systems and institutions (Giddens 1990; Zucker 1986; Luhmann 1979), which has led to our modern
day society in which we trust the political and monetary systems. Important elements of institutional
trust are openness, transparency, order and predictability (Giddens 1990). The interaction with
representatives of a system can influence the people’s perceptions on the reliability of a system
(Giddens 1990). People are more likely to trust a representative or leader of an institution, than the
institution itself (Morrison 2014). At the same time this makes an institution dependent on the
reputation and behaviour of its representatives and leaders. If an institution wants to be judged more
objectively, rather than on emotional and irrational aspects, it needs to invest in creating informed
communities (ibid.). When present, institutionalised trust often results in openly support for a specific
activity or company. A Social License to Operate is also based on socio-political legitimacy, which
relates to fairness, meeting expectations and contributing to the well-being of a region or country
(ibid.). Procedural fairness is also a strong predictor of trust, because if the procedures of a company
are perceived to be fair, stakeholders will better accept or approve a project regardless of the outcome
of the procedure (Moffat & Zhang 2014).

Working on all of the four abovementioned aspects will enhance the levels of trust and legitimacy,
which could result in sustainable relationships with (local) stakeholders and ultimately in ongoing
approval for an activity. In the case studies that follow, the role of human capital development will be
explored not merely from a company’s perspective. Also governments want to explore for and
potentially develop oil and gas resources. Therefore a wider perspective will be used to look at the
institutional context, potential historical path dependencies and country-specific policy measures that
are in place to stimulate human capital development related to offshore oil and gas development. The
different development stages, in which the energy- and more specifically the oil and gas sector is
currently in, make these three countries an interesting comparison.

3. lIceland

Around 1900 Iceland was an overseas autonomy of the Kingdom of Denmark and one of the poorest
societies of Europe. There was a strong political desire to expand political autonomy from Denmark
and gain full independence, which was perceived as unrealistic by Danish political forces due to low
socio-economic development in Iceland at that time. There was also a strong desire in Iceland to
develop and diversify the economy away from its focus on agriculture and small-scale fishing (Nordal
& Kristinsson 1996). So it appears that there are parallels in the political and economic dreams of
Iceland a century ago and later the Faroe Islands and today Greenland. Over time Iceland did achieve
full independence and is today a highly developed country with a high level of human development
(number 13 globally) (United Nations Development Programme n.d.). The interplay between human
capital and natural resources has played an important part in enabling this development, and is very
relevant for the Faroe Islands and Greenland in their aspirations for political independence and
economic diversification (Bertelsen, Justinussen & Smits 2015; Smits, Justinussen & Bertelsen 2015;
Bertelsen & Hansen 2015; Smits, Bertelsen & Justinussen 2014).
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Iceland thus offers a valuable case for discussing questions of legitimacy, local benefits and natural
resources in very small North Atlantic Arctic societies, undergoing processes of political devolution.
Iceland is a positive case that shows that a very small North Atlantic society through democratic
governance and strong human capital can make legitimate decisions on natural resource use, and
derive local benefits and sustainable development illustrated by the cases of geothermal and hydro
power developments. The 19" century energy developments in Iceland have led to the development of
large scale hydropower activities that could potentially influence the (local) environment and nearby
societies. The successful implementation of hydropower and geothermal power generation has
diversified the Icelandic economy and brought the society knowledge, welfare and eventually
independence. By thoroughly analysing this case, a number of success factors relevant to other small
scale societies, like the Faroe Islands and Greenland, can be distinguished. These success factors
relate to local benefits, legitimacy and interaction between the various parties involved, making them
interesting for contemporary discussion about the concept of a Social License to Operate. This section
will end with a brief discussion of the recent oil and gas developments, the Social License to Operate
discussion related to this and if the historical success factors could be of use in the 215t Century.

3.1 Icelandic hydropower development

In the late 1800s there were many power intensive industries, such as for example nitrogen-based
fertilizer plants. Hydropower could supply these industries with plenty of energy at low costs, and thus
generated a lot of international attention at the time. Some Icelanders, such as Frimann B.
Arngrimsson (1855-1936), recognised the hydropower potential of Iceland and wanted to implement
large scale hydropower activities backed by foreign investments. At the time it was the lawyer,
politician and poet Einar Benediktsson (1864-1940) who raised international capital for these large
scale projects in Iceland. However the timing of his efforts was unfortunate, as the early 1900s
Icelandic political environment was one of an independence struggle from Denmark, which did not
allow for foreign-owned utilisation of Icelandic hydropower resources. In 1907 his efforts were rejected
by the Althingi in the Waterfall Law, which required Icelandic residence for owners of waterfall rights.
Later, in 1973, then governor of the Icelandic Central Bank Dr J6hannes Nordal would regret that
Iceland had not used its hydropower potential in the early 1900s. This could have supplied Iceland
with technological knowhow and infrastructure at an earlier stage (Nordal 1973).

Even though foreign-owned hydropower development did not generate the necessary social and
political support at the start of the 19™" century, the hydropower potential was not left unused. Local
Icelandic communities and individual farmers electrified towns, villages and farms on a smaller scale.
Through ready-to-assemble kits and brochures from abroad, this foreign technology and knowledge
was implemented by Icelanders at a local level. In the late 1950s the highly politicised economic
system adverse to foreign investment, for example related to hydropower supporting aluminum-
smelting projects, broke down and a Conservative-Social democratic Vidreisnarstjorn (Restoration
Government) took office. This new government sought to diversify and internationalise the Icelandic
economy, and large-scale hydropower development financed by foreign investors to support the
aluminum-smelting industry was an important part of it. It secured World Bank funding for the
development of the Barfellsvirkjun hydropower station, which started operating in 1969 and would be
repaid by selling power to the Straumsvik aluminum-smelter of Alusuisse of Switzerland. At the time
the electricity-sales agreement with Alusuisse was highly controversial concerning pricing of electricity
to the foreign buyer compared to prices to Icelandic households, which has remained a contentious
and complex question.

Where the Burfellsvirkjun hydropower station was designed by Harza Engineering from Chicago, USA,
and built by Icelandic workers, the situation changed and foreign technology and knowledge was
transferred to Icelandic engineering companies from the 19070s through to the 2000s. Today, Iceland
is renowned for its hydropower knowledge and technology, and exports it to the rest of the World. The
strong (historic) connections of Iceland with foreign knowledge centres, the international exchange of
knowledge, combined with strong primary, secondary, increasingly tertiary, and vocational education
made the development of a locally controlled yet globally connected knowledge-based sector to a
success. An important reason why this sector could be developed into a success and got a Social
License to Operate of Icelandic society, even though it potentially has major environmental effects,
was because of the high level of Icelandic involvement in the design, construction and operation of
these plants and energy-consuming industries. The Icelandic political system has been able to
adjudicate these trade-offs, which appear broadly legitimate within Icelandic society. However, this
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legitimacy has been questioned by foreign environmental NGOs during the development of the large
hydropower station Karahnjukavirkjun, which was opened in 2009.

3.2 Icelandic geothermal energy development

The development of geothermal energy in Iceland materialised earlier compared to the development of
hydropower. It was Valtyr Gudmundsson (1860-1928), an Icelandic member of the Althingi at the time,
who was interested in geothermal energy and wrote an influential article about geothermal heating in
Idaho, USA (Gudmundsson 1910). From 1930 and onwards, Iceland developed an extensive
geothermal infrastructure starting with the heating of the public primary school of Austurbaejarskdlinn
and the public swimming pool in Reykjavik. Today, all areas of Iceland where it is possible to obtain
geothermal energy are heated by this hot water and steam technology. In regions where this is not
possible, hydropower is used to generate electricity for heating. Geothermal energy was a signature
Icelandic resource and technology, controlled and financed by Icelanders who heated their homes and
swimming pools that were the pride of the nation to foreign visitors. The geothermal revolution in
Iceland was more indigenous than the hydropower and therefore much less controversial.

However, geothermal energy recently became more controversial with the increased size of the
installations. The large installations also come with a greater environmental impact, including the
increase of noise and smell. Future large-scale geothermal installations will likely be used for
electricity generation meant for the export, either by subsea power lines or power-intensive industries.
It is thus no longer meant to heat the homes of Icelanders, making the benefits of geothermal energy
generation less tangible for society while the local impacts increase. For this reason future geothermal
energy could become as controversial as hydropower has long been. However, the likelihood of this
controversy is mitigated by the strong Icelandic human capital involved in the development of
geothermal energy. Icelandic companies, government and universities have built strong competences
that are relevant on a global scale, especially now that the World is looking for options to generate
renewable energy that substitutes fossil fuels and facilitates the energy transition to mitigate climate
change (Palmason 2005; Fridleifsson, Svanbjornsson & Thorsteinsson 1984).

3.3 The historical success factors in creating societal acceptance and legitimacy

Iceland has managed to build a worldwide renowned hydropower and geothermal energy sector,
which is controlled locally and based on the strong presence of Icelandic human capital. Especially
related to the hydropower development the involvement of foreign investors was controversial for a
long time. Iceland did not want to be controlled any longer by foreign decision makers, which resulted
in the rejection of foreign investments during the first half of the 20" century. That is also the reason
why the more Icelandic based geothermal energy development could take place on a larger scale at
an earlier moment in time. Based on this case study one of the success factors for societal acceptance
and legitimacy of implementing new energy activities is therefore the involvement of Icelanders in the
design, construction and operation, thereby generating clear benefits at a local level.

However, to be able to participate and benefit from these new opportunities at a local level, people
should have the right knowledge and skill set. Concerning geothermal energy a strong human capital
base was already present in Iceland from the start, however related to large-scale hydropower this had
to come from abroad. Only when opening up to foreign investments, and thereby creating the
opportunity to transfer knowledge and skills to Iceland, a successful hydropower sector could be
developed. Here Iceland benefitted from the existing quality of its local primary, secondary and
vocational education, as well as its long tradition in undergraduate and more recently postgraduate
education that is provided in Icelandic by Icelandic institutions. (Bertelsen, Justinussen & Smits 2015;
Smits, Justinussen & Bertelsen 2015; Smits, Bertelsen & Justinussen 2014; Bertelsen, Hansen 2015).
Local education and human capital development combined with a long tradition of Icelanders going
abroad to study or work at leading European and North-American knowledge institutes and
companies, proved to be one of the key success factors in securing local benefits and thereby the
acceptance of the development of new energy sectors.

Within the development of a successful hydropower and geothermal energy sector an important role
was reserved for the Icelandic government. Not only was the government responsible for blocking any
foreign investments and therefore knowledge transfer in the first place, it also played an important role
in securing that Iceland would sufficiently benefit from these new developments. At a very early stage,
even before the hydropower and geothermal energy activities came to the fore, it invested in
educational institutes so that a human capital base was created. Later, it took the lead in securing
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World Bank funding and made sales-agreements with private sector companies. Furthermore it
adjudicated controversies and environmental trade-offs. Taking the lead in these matters and acting as
an interface between the private sector and Icelandic society, proved to be successful in addressing
existing controversies and potential environmental impacts.

3.4 The recent development of a new energy sector: Offshore oil and gas

Currently, Iceland is venturing into a new energy sector, namely offshore oil and gas in the Northeast
corner of Iceland’s Exclusive Economic Zone also known as the Dreki area. The reason for the recent
interest is the settlement of border disputes around Jan Mayen Island with Norway, concluding that
each state has a 25% share in licenses on the other side of the border. At the moment two licenses to
search of oil and gas in this area have been granted. One is owned by a consortium of the Chinese
national oil company (CNOOC International), which has a 60% share and is also the operator, the
Icelandic Eykon Energy ehf (15%) and Petoro Iceland AS (25%). The second license is owned by a
consortium consisting of Ithaca Petroleum ehf.(operator) with a 56,25% share, the Icelandic Kolvetni
ehf. (18,75%), and Petoro Iceland AS (25 %) (National Energy Authority Orkustofnun n.d.).

Iceland has little experience and local knowledge about offshore oil and gas exploration and
production. However, interviews with Icelandic authorities and companies reveal strong self-
confidence based on a generally high-level of international science and engineering skills, knowledge
and experience. Knowledge-transfer from Norway facilitated by Scandinavian educational and
professional experience of Icelanders plays a significant role here. Icelandic authorities have prepared
and Althingi passed new legislation to regulate the licensing of oil and gas activities (personal
communication with four Icelandic Government Representatives). And Icelandic companies seem
confident that they will be able to secure their share of this development by servicing the international
oil companies (personal communication with two Icelandic companies). There is no aversion to foreign
investment related to this development, and both authorities and companies are confident they can
secure ample of local benefits from this development.

The Icelandic public debate on offshore oil and gas production appears to focus on Iceland’s global
climate responsibilities and green image, rather than being exploited by large international oil
companies and foreign investment. The importance of economic legitimacy or local benefits from the
offshore oil and gas activities seems not to be at the core of societal debate these days. Also, there
seems to be a general level of trust in the international oil and gas companies that would execute
these activities. The focus of Icelandic societal debate today, is on the socio-political legitimacy of
these activities. Especially in the light of the recent Paris Global Climate Change Agreement, the
legitimacy of starting new activities leading to fossil fuel extraction can be questioned. Also, it would
concern resources that would be exported as Iceland does not need the additional resources to
generate electricity or heat. At the same time gas is seen as a transition energy source on the path
towards a renewable society, and could help other countries to speed up this transition moving away
from the use of coal and oil.

According to Thomson & Boutilier (2011), if the socio-political legitimacy of an activity is lacking while
maybe the economic legitimacy and interactional trust are still present, the Social License to Operate
of an activity may at best be approved but could also be withdrawn. The largest amount of
stakeholders is likely to grant an acceptance level of the Social License to Operate for these activities.
At the same time the socio-political legitimacy, such as the role of certain activities or industry in the
face of climate change is not something that individual companies can easily influence. It is therefore
becoming much more of a global challenge, also involving a broader set of stakeholders. The socio-
political legitimacy aspect of a Social License to Operate therefore closely relates to a company’s or
even industry’s level of involvement in the challenge of developing a global social contract for global
problems such as climate change (Thomson & Boutilier 2011).

4. The Faroe Islands

In the Faroe Islands the development of an energy sector in the form of oil and gas started during the
1990s, after Denmark transferred the rights to underground resources to the Faroe Islands in 1992.
Before that, the Faroe Islands were a dependent territory of the Kingdom of Denmark since the Treaty
of Kiel in 1814. There was no incentive for the Faroese authorities to proceed with oil and gas
exploration, as long as the rights to the underground were in the hands of Denmark. Under the Home
Rule System, which came into force in 1948, all policy domains were placed on either ‘List A’ or ‘List
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B’. The policy domains on List A could be taken over by the Faroese government at any time, while
the domains on List B could only be taken over after negotiation and agreement with the Danish
government. Since 1948 several attempts were made to gain authority over the rights to underground
resources, which were on List B (Harhoff 1993). In 1992 the Danish government unexpectedly
changed its mind. Without having to go through Parliament (Folketinget), the Danish government and
Prime Minster at the time Poul Schluter, decided to transfer these rights to the Faroe Islands. On the
22" December 1992 the agreement between Denmark and the Faroe Islands was signed. The Faroe
Islands had secured the rights to all mineral and hydrocarbon deposits in the Faroese underground
(Harhoff 1993; Miiller and Djurhuus 2014). The transfer was transformative and kicked off a whole new
phase of socio-economic development in the Faroe Islands (Bertelsen et al. 2015).

With the rights to the underground secured, the Faroese government decided to start preparing for a
future oil industry. It established the Hydrocarbon Planning Commission to investigate how future
Faroese oil exploration and production legislation could be designed, and in such a way that it would
mostly benefit the Faroese society. More specifically, the goal of the Commission was to advise the
government on a future oil extraction policy and how labour, industry and social interest could be
ensured in the best way possible if oil exploration and extraction should become reality
(Oljuradleggingarnevndin 1997: 13). In terms of the Social License to Operate concept, the private
sector was thus stimulated by policy measures in the regulatory framework to think and act on
maximising the local benefits and working on the economic legitimacy of their activities. In this case
study it is examined whether the measures set out in the regulatory framework were sufficient for the
companies to ensure their economic legitimacy for the Faroese society. Furthermore, this section will
examine whether there have been other success factors related to the Social License to Operate for
the development of an oil and gas industry in the Faroe Islands.

4.1 Stimulating socio-economic development from the start
Based on the advice from the Hydrocarbon Planning Commission, the key component of the
regulatory framework was based on three main principles (Oljuradleggingarnevndin 1997):

1. All personnel and material to and from the oil platforms must pass through a Faroese harbour;

2. The Faroese workforce and industry should be given a fair and real chance to participate in
the activities related to oil exploration and extraction; and

3. License holders had to financially commit to a Faroese Competence Development Fund that
was to be used to finance education, research and other exploratory activities.

These three principles, stimulating foreign companies to engage and support the Faroese society, are
now regarded as one of the success factors in the development of an oil and gas sector in the Faroe
Islands. At that time, in the 1990s, the industry of the Faroe Islands had no experience in the oil and
gas sector and very few, if any, personnel working for oil companies. If one were to take a snapshot
picture of the Faroese society anno 1998, there would not be any businesses that would have a
chance to participate in the oil industry, and even fewer educated oil industry people. As a fishery
nation however, many of the maritime skills could potentially be transferred to the offshore oil and gas
industry. It was however clear from the beginning that if society was to benefit from the hydrocarbon
activities, a deliberate effort should be made to develop the necessary skill sets and experiences, and
a massive investment had to take place in entirely new sectors.

The three principles of the hydrocarbon legislation in the Faroe Islands were introduced to stimulate a
broad socio-economic development. However, also from the side of the oil companies themselves
there was an interest in promoting such development and fund research in the Faroe Islands.
According to Anderson et al., who studied BP and its engagement prior to entering the Faroe Islands
“Cultural research was also regarded as ‘very necessary before entering the Faroe Islands ..[in order
to] get a good reputation before [it] even started drilling’. BP reported having substantial contact with
Faroese representatives before maintaining a physical presence there. Furthermore, such ‘pre-work’
was deemed ‘invaluable’.” (Anderson & Bieniaszewska 2005).This ‘pre-work’ is well documented in a
recent publication by two Faroese journalists, Jan Muller and Tréndur Djurhuus, who closely followed
the development of the oil industry in the Faroe Islands (Muller and Djurhuus 2014).

In 1999 both journalists were part of a team of sixteen key ‘influencers’, including industry
representatives, politicians, civil servants, academics, and journalists, from the Faroe Islands. The key
influencers were invited on a trip to Alaska, which was paid for by BP, to study and see the oil fields
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and learn how the oil industry interacted with local communities over there. The two journalists were
surprised by the opulence they were suddenly offered and commented: “Faroese news reporters and
others don’t have to live in double rooms, or student residencies, when they go abroad in ‘offshore
errands’. Now there is space for them in four and five star hotels. The scoop and the ‘sitting bathtub’ is
replaced by a huge bathroom of marble, and we dined well, without anybody having to think about to
whom the bill will be sent to” (Muller and Djurhuus 2014: 97). In Alaska, the team was met with one
key message repeatedly: Oil exploration and oil extraction can be organized in a way that benefits
both the oil industry and society as a whole. According Djurhus, “Texaco does not hide that they hope
that it [the trip to Alaska] also will benefit the oil companies, once the Faroese know how other
societies cooperate with the companies. Over and over the slogan on the trip is win-win” (Muller and
Djurhuus 2014: 123). Since the late 1990s, many influencers from the Faroe Islands have been invited
to join similar trips, as this was a strategy pursued by the major oil companies at that time.

4.2 Local benefits after 15 years of exploration

In 2001 the first oil exploration well was drilled and the exploration for hydrocarbon resources in
Faroese waters had officially begun. After 15 years of exploration, a lot of experience and knowledge
has been gained in the Faroe Islands, but no oil has been found (yet) in commercially viable amounts.
Nevertheless, the exploration activities are ongoing and have led to some major spin-off activities with
significant socio-economic effects on a national level. An entirely new hydrocarbon cluster was
created, consisting of new companies and offering new support to existing companies (Bertelsen et al.
2015; Muller and Djurhuus 2014; Smits et al. 2014). Parties that are participating in this hydrocarbon
cluster include for example:

Oil Companies (Atlantic Petroleum, Faroe Petroleum)
Offshore supply companies (Skanksi, Thor, Jacobsen)
Shipyard (MEST)

Offshore Supply Services (Faroese Offshore Supply Services)
IT (Simprentis, Faroya Tele)

Harbor (Atlantic Supply Base)

Petroleum Administration (Jardfeingid)

University of the Faroe Islands (Frédskaparsetur Fgroya)
Maritime College (Vinnuhéskaulin)

NewsPortal (www.oljan.fo)

Important drivers in the creation of this cluster were the three principles on which the institutional set-
up was based. For example, the legal requirement that all material destined for the oil platforms in the
Faroe Islands must go through a Faroese harbour, has led to the creation of a new Atlantic supply
base in the Faroese city of Runavik (Atlantic Supply Base 2011). The requirement that oil companies
must give Faroese businesses and labour a real and fair chance to participate in activities of the
industry, has led to the establishment of new offshore companies and the employment of Faroese
personnel on platforms (Kranborg Offshore 2012; Mest 2013; Skansi 2013; Thor 2011). The
requirement to financially support the competence development fund has resulted in the investment of
180 million DDK on over 500 competence development projects (Eliasen 2013). Also, as a result of
spin-offs from these pillars, a growing number of citizens from the Faroe Islands have found work in
the oil sector abroad. Migration between the Faroe Islands and the platforms abroad is bringing in
about 824 million DDK a year to the Faroese economy (Hagstova Fgroya 2012). All in all, 942 people,
representing 3.4% of the total active labour force, were working within the hydrocarbon sector in 2013
(Hagstova Fgroya 2015; Oljuvinnufelagid 2013).

This leads to an interesting observation: Until now, there is no commercially viable oil in the Faroe
Islands, yet the nation has developed a substantial hydrocarbon cluster that competes at a global
level. This implies that the competitiveness is not based on the presence of oil deposits in the Faroe
Islands, because there are none found, but rather on the human capital that has evolved as a result of
the particular development path that has been intentionally and strategically pursued since the late
1990s. As a whole, this has benefited Faroese society and has also given the hydrocarbon industry a
high degree of economic and socio-economic legitimacy in terms of a Social License to Operate.

4.3 Trust building between stakeholders in the hydrocarbon cluster
The cluster development described above has also added a new dynamic to the Faroese society, as
these players interact at local and international conferences, offshore business fairs, and in joint
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ventures. This dynamic creates an ongoing dialogue — and competition of course — between these
actors. Furthermore, the competence development fund has been managed in a way that can be
described as a co-management system, in which the oil industry (licence holders) and the government
administer the funds jointly. On the one hand, the companies were obliged to commit a certain amount
of funds to the competence development fund. All applications to the fund had to go through the
Petroleum Administration (Jardfeingi), where jointly the formal eligibility is established and all
applicants and grants are registered. However, the oil companies had, and still have, the final say on
which project to fund. Thus the final decision on whether a PhD research project is granted or not, is
taken by the oil company and the student receives a personal letter from the oil company, not from the
Petroleum Administration (Jardfeingi 2016; Oljumalaradid 2003). This new cluster development and
the co-management of the competence development fund, has led to an increasing and ongoing
interaction between the Faroese oil administration, the oil industry, the Faroese business community
and Faroese civil society. Over the past 15 years relations between these stakeholders have been
built in multiple ways and in multiple platforms for cooperation. This has created a basis of
interactional trust between the various stakeholders involved.

All'in all, the clear local benefits and increased cooperation between stakeholders over the past two
decades has resulted in a high score on the Social License to Operate continuum for the oil and gas
activities in the Faroe Islands. How high the Social License to Operate is exactly, is difficult to pinpoint.
However, it is a fact that there has not been a single protest or demonstration against the oil
companies and their activities until now. Nor are there any social movements such as NGOs, political
parties, or any other groups that are against oil exploration in the Faroe Islands. Instead, there is a
high degree of positive expectation and support for the industry in the Faroese society.

It is evident that the oil companies that were involved in the early development of the oil sector in the
Faroe Islands, even before the actual exploration began, were concerned about the perceived
legitimacy of their business in the local society, and there seems to have been a convergence of the
political wishes for inclusive growth and the strategy pursued by the major oil companies. This is
regarded as a success factor contributing to the effectiveness of the regulatory framework and
ensures the hydrocarbon sector’'s Social License to Operate in the Faroe Islands.

5. Greenland

With a surface of more than 2 million square kilometres Greenland is the largest island of the World
(www.cia.gov). Approximately 81% of the island is covered in ice, explaining why Greenland’s society
lives scattered along the 44.000 kilometres long coastline. At the same time, Greenland is considered
to be a microstate based on the small size of its society which consists of approximately 56.000
people. Today, Greenland is still part of the Kingdom of Denmark but has Home Rule since 1979 and
Self Rule since 2009 (Smits, van Tatenhove & van Leeuwen 2014b). The Self Rule implies that only
defence, foreign policy and security are shared responsibilities between Denmark and Greenland
(Smits et al. 2014b). The underground and its resources belong to Greenland. Eventually it is the
ambition of Greenland to become (financially) independent from Denmark, although the timeframe in
which this goal should be realised is subject to debate. In order to become financially independent, the
national economy that is now mainly dependent on fisheries, tourism and the public sector, needs to
be diversified. The development of oil and gas but also mining activities is seen as an important
element in this strategy (Naalakkersuisut 2014a). Based on the estimations of the U.S. Geological
Survey (2008) it is expected that the Greenlandic waters contain large oil and/or as reserves. Over the
last 40 years a limited number of exploration activities have been undertaken in Greenland’s Extended
Economic Zone: In the 1970s a total number of 5 exploration wells were drilled followed by 1 in 2000
and another 8 in 2010/2011. Moreover, multiple sets of seismic data as preparation for (future)
exploration drilling activities have been acquired over time.

The strategy of the Greenlandic government to develop oil and gas resources and the recent
exploration drilling activities in 2010/2011 by Cairn Energy have attracted a lot of public attention, both
on the national as well as the international level. On both levels there are stakeholders with different
opinions on this matter, and stakeholder groups are divided on this topic. The risk of an oil spill and
other potentially negative impacts on the fragile ecosystem is the main topic of the discussion, along
with the importance of this ecosystem and its marine mammals for local societies (Pfeifer & Thompson
2011). Because the past activities have sparked debates in society, one cannot assume to have a
Social License to Operate at the start of (future) activities. Therefore the government as well as the
companies that would like to start their activities in the Greenlandic waters need to take into account
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the potential non-technical risks. As legitimacy and trust are regarded as two of the main underlying
principles in obtaining and maintaining a Social License to Operate (Thomson & Boutilier 2011),
focussing on these elements in a project’'s development strategy could contribute to obtaining and
later sustainably maintaining a Social License to Operate. This section explores how human capital
development could contribute to trust building and legitimacy of oil and gas activities in Greenland. It
will primarily focus on the role of human capital in relation to the economic legitimacy of an activity, as
this is the basis of a Social License to Operate. Moreover the role of human capital related to
interactional trust will also be examined. Findings from the case studies of Iceland and the Faroe
Islands will be used to determine a number of potential success factors in the Greenlandic context.

5.1 Human capital development and the economic legitimacy of oil and gas activities in Greenland

As is the case in the rest of the Arctic region, Greenland’s economy is considered a small market
(Ackrén, Nielsen & Harms 2011) meaning that the majority of the resources would be shipped to
global markets elsewhere. The most important challenge for Greenland’s society and government is to
maximise the local benefits from the (future) oil and gas activities (Naalakkersuitut 2014b; Smits et al.
2014ab). Local benefits are also an important basis for a Social License to Operate, as is illustrated by
the ‘economic legitimacy’ principle of Thomson and Boutilier (2011). The regulatory framework in
Greenland already includes a number of policy measures to stimulate the involvement of local
stakeholders in the development of an activity. Working on these requirements to the best extend
possible can contribute to a Social License to Operate. However, assuming that only compliance with
these requirements will be sufficient is naive and should be examined on a continuous basis
throughout the development process of an activity.

In order to maximise the (economic) benefits at a national level, the Oil & Mineral Strategy 2014-2018
aims to sustainably develop oil and gas activities by prioritising the industry's interfaces with
education, the labour market, existing infrastructure and social services (Naalakkersuisut 2014b).
However, in order for society to maximally benefit, it needs to have the right education and
gualifications to be able to participate in the industry (Bertelsen, Justinussen & Smits 2016). These
requirements do not only apply to individuals, but also to local businesses. Even though it can be
guestioned whether there will be any exploration drilling in the coming few years and thus why any
knowledge in this field should be developed, the development of human capital and getting the right
qualifications takes time. Increasing the level of education has already been a focus point for the
government of Greenland over the past decade. Greenland does not have an extensive history of
developing a knowledge-based economy via higher education and knowledge exchange, such as
Iceland and the Faroe Islands (Smits et al. 2014a). Under the “Greenland Education Program”
(www.nanog.gl) the number of post-primary graduates has increased. However, creating a critical
mass of (highly educated) human capital remains a challenge.

To ensure that the industry contributes to this challenge, the government has incorporated the Impact
Benefit Agreement (IBA) as a policy measure in the Mineral Resources Act, which is the central
regulatory framework concerning the development of oil and gas resources. The aim of the Impact
Benefit Agreement is to “enhance and secure the involvement of relevant Greenlandic stakeholders”
(Naalakkersuisut 2014c), and by doing so, increasing the positive impacts of the industrial
development on the Greenlandic society. Since all oil companies that want to perform activities in
Greenland need to agree on an Impact Benefit Agreement with the Greenlandic government and the
affected municipalities, this forms a good starting point to work on the important Social License to
Operate elements of trust and legitimacy. However, the outcomes of an Impact Benefit Agreement
itself are focussing on the short- and mid-term when negotiated in relation to exploration activities. Of
course the government can ensure that the agreement successfully contributes to the country’s long
term goals, by having their strategy in mind during the negotiations. If companies want to build a
sustainable, long term relationship with local stakeholders, one should not only focus on the Impact
Benefit Agreement alone.

Besides the formal requirements of an Impact Benefit Agreement, there are a number of ways in which
companies could contribute to an increased human capital base in Greenland. Various initiatives in
this field already exist and could form a starting point for engaging with local stakeholders and
businesses. Preparing Greenlandic businesses for participation in the oil and gas industry is one of
them. In 2012 the government started to support local businesses in raising their profile and by
granting support to diverse and self-sustaining initiatives in order to strengthen the development of the
national economy. Another way to start engaging with local businesses is via existing partnerships (i.e.
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suppliers.gl) that aim at the oil and gas industry. These partnerships could serve as a link between the
International Oil Companies and local businesses. Knowledge exchange and capacity building are
already on their agenda and could be further enhanced by the involvement of international knowledge
and expertise from the International Oil Companies.

By contributing to human capital building international companies do not only comply with the
regulatory framework and international best practice, but it could also be a basis for creating economic
legitimacy of their activities and thus their Social License to Operate. Increasing and tailoring the skills
and qualifications of people in order for them to be able to participate and contribute to the industry
and its related activities, will enhance the (economic) benefits at a local level. However, only working
on the economic legitimacy will only create an uncertain basis for a Social License to Operate, which
is dependent on three more factors according to Thomson and Boutilier (2011). The following section
will explore the role human capital development could play in relation to creating interactional trust.

5.2 Human capital development and trust building between stakeholders

As is concluded based on the Faroe Islands case study, human capital development could also serve
as a platform to build trust between various stakeholders. This relates in the first place to what
Thomson and Boutilier (2011) call ‘interactional trust and could ultimately lead to more
‘institutionalised trust’. The legal framework already requires companies to engage stakeholders
during the permitting process, for example via consultation rounds (BMP 2009). The government
facilitates this process and sometimes functions as an intermediate between large international
companies and small Greenlandic societies (personal communication Greenland Government
representative January 2016). By delivering what has is promised during the consultation process, a
company has the opportunity to show their responsibility and build trust among local stakeholders.
Even though the Greenland Government is in the process of revising the Social Impact Assessment
procedures and requirements, these consultation processes are of a relatively short duration (6 weeks,
with the possibility of extension) and limited to the permitting process prior to the activities itself.

Another opportunity to build trust between a private company and Greenlandic stakeholders is the
Impact Benefit Agreement. The negotiation procedures involve not only the private company and the
national government, but also the affected municipalities. Furthermore, the IBA is focussed on the use
of Greenlandic labour and enterprises when performing activities in Greenland (BMP 2009). This
forms a basis to discuss the requirements and qualifications the industry needs from skilled labour and
businesses, in order for them to participate in the industry. However, the formal stakeholders involved
in the negotiation process are limited, as they do not include Greenlandic knowledge institutes and
workers’ associations (Ministry of Industry, Labour and Trade 2015; BMP 2009). Moreover, the recent
activities of the oil and gas sector were ad hoc and of a short duration (personal communication
Greenland Business representative January 2016), making it difficult to establish a sustainable
relationship build on trust.

Establishing a Greenlandic Industry Cluster, including the international company/companies,
government authorities, local businesses, NGOs / associations and knowledge institutes, according to
Faroese example, is an opportunity to create trust when exploration activities would take place again
in the future. Existing initiatives from the Greenlandic government or Greenlandic NGOs such as CSR
Greenland, could serve as a basis for cooperation in such a multi-stakeholder cluster on human capital
development.

6. Discussion

Although the three case studies each have a different context and are at a different stage in the
development of an energy sector, whether it is oil and gas, hydropower or geothermal energy, a critical
comparison generates a number of valuable insights. The development of an energy sector and using
this for export or to support energy-consuming export industries is or has been pursued by all three
states to diversify their economy and boost socio-economic development. Having a Social License to
Operate for these activities is of major importance in making this strategy a success. As appears from
both the Icelandic and Faroese case study, it is crucial for an activity to have clear local benefits and
thereby secure its economic legitimacy. More specifically, to generate this economic legitimacy and
thereby create a Social License to Operate at acceptance level, these benefits should not only result
from taxes and royalties but rather from participation of local communities in these new activities.
Participation can be anything in the range from design, construction or operation. However especially
in the case for large-scale developments, the local involvement should be substantial as was shown
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by the case of Iceland. Large-scale foreign investments were rejected at first, because of little
involvement of Icelanders in phases other than construction, and the fear of being dominated again by
foreign powers. Later, when more experience was gained with small-scale hydropower Iceland felt
more in control and foreign investments were seen as the key to socio-economic development. Only
then the large scale hydropower installations were developed. Gradually, knowledge was transferred
to Icelandic businesses, allowing for the development of hydropower to become fully Icelandic. And
even though there are potentially large (environmental) impacts from large-scale hydropower
development, the Social License to Operate is still present. Over time, Iceland has developed itself as
a global player in the field of hydropower and Icelandic experts and businesses are now exporting
their knowledge to other places in the World.

Substantial involvement from the start and knowledge transfer during the development of a new
industry seems to be a crucial element for the Social License to Operate. This is also underpinned by
the case of the Faroe Islands, where involvement of the Faroese society and businesses was not only
stimulated from the start by a number of policy measures, but was also explicitly present in the
strategy of the international oil companies. Since the exploration activities started, much attention has
been paid to knowledge transfer and development. Within 15 years this has led to Faroese businesses
being established, which do not only participate in the industry at a national level but also export their
knowledge and experience to other places in the World. Compared to Iceland, the Faroe Islands have
implemented more requirements in their regulatory framework to ensure society would benefit
sufficiently from these new activities. A reason could be because there was no experience whatsoever
with oil and gas in the Faroe Islands prior to the start of the exploration activities in 2001. Iceland
however already had some experience with hydropower, albeit as small-scale hydropower, when it
attracted foreign investments. From the Greenlandic case it appears that Greenland is following the
same strategy as the Faroe Islands, and has implemented a number of policy measures such as the
Impact Benefit Agreement to ensure involvement of Greenlandic society in new developments.

When requiring or desiring substantial involvement of a local society in new industrial activities, the
right set of skills and knowledge should be available among the local workforce and businesses. This
is thus not only in the interest of national governments, but also for international private sector
companies. As the cases of Iceland and the Faroe Islands show, the high level of involvement from
local people and businesses in new industrial activities generates clearer benefits for society and has
the tendency to create a firm basis for a Social License to Operate. However, at the start of such new
developments there is not necessarily a lot of knowledge and expertise in this field available among
the workforce. The challenge is then to create the knowledge and expertise needed for these new
activities, while ensuring that society is already involved from the start. For this reason the authors
argue that human capital development plays a vital role in securing the local benefits and economic
legitimacy of an activity, thereby contributing to obtaining and maintaining a Social License to Operate.
Ideally the development of relevant knowledge and expertise should start prior to start of (large-scale)
development of new activities. This facilitates the high-level involvement of society, as is shown by the
Icelandic case. However if this is not possible, society could look at existing knowledge and try to
apply that in the new industry, or base human capital development programmes on the already
existing skills and expertise. This is how the Faroe Islands have transformed their offshore knowledge
from fisheries into useful skills and expertise for the oil and gas industry. Establishing a fund to
stimulate human capital development, which is co-managed by the industry and the government, is
enhancing this process.

Next to the economic legitimacy, the focus on human capital development can also contribute to the
creation of interactional trust. The hydrocarbon cluster that was formed in the Faroe Islands brought
together various stakeholders ranging from government authorities, private sector international and
national businesses to knowledge institutes. Stimulated by the regulatory framework, these
stakeholders started coming together in this cluster and established a more institutionalised dialogue
and cooperation. While working together on competence development projects and interacting over
the past years, these stakeholders have been able to show each other that they deliver as promised.
Relationships are built, adding to a better mutual understanding. As a wide variety of stakeholders is
included in this cluster it covers different parts of society, leading to a broader acceptance. These are
elements that all contribute to a more established Social License to Operate.

A discussion that particularly relates to the development of fossil fuels is whether it contributes to the
future of a society in terms of sustainable development, energy transition and climate change. In
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Iceland this is the main subject of societal debate related to the oil and gas exploration in the Dreki
area. Also in Greenland there are critical voices in society that focus on this element. Regarding a
Social License to Operate for oil and gas activities, this relates to the socio-political legitimacy of an
activity. This is an element that is difficult to influence by one company or stakeholder alone, and is
something that requires the input of multiple stakeholders on a larger scale. However, this does not
mean that a company or stakeholder should not look at what can be done at a smaller scale or within
its own circle of influence. Focussing on gas as a transition fuel towards renewable energy is for
example regarded as a more responsible attitude compared to focussing on the production oil. The
socio-political legitimacy aspect of a Social License to Operate therefore closely relates to a
company’'s or even industry’s level of involvement in the challenge of developing a global social
contract for worldwide problems such as climate change.

7. Conclusion

In this article the role of human capital development related to obtaining and maintaining a Social
License to Operate for energy activities, including oil and gas, hydropower and geothermal energy,
has been examined based on case studies from Iceland, the Faroe Islands and Greenland. Where
Iceland and the Faroe Islands have already established an energy sector that allows them to export
knowledge and expertise elsewhere, Greenland finds itself at the start of such development. Based on
the Icelandic and Faroese cases, human capital development plays an important role in maximising
local benefits and thereby securing the economic legitimacy of the new industrial activities. The
economic legitimacy is the first element of a Social License to Operate and can generate an
acceptance level for an activity among society. Important in this respect is to ensure substantial
involvement from local people at the start of the new activities, and focus on knowledge transfer and
development throughout the development process of an activity.

When there is no previous experience with the specific industry that wants to develop these new
activities, this involvement and knowledge transfer can be stimulated by incorporating policy measures
into a state’s regulatory framework. This has proved to be a success in the Faroe Islands, and also
Greenland is preparing itself for the development of a new energy sector in similar ways. For the local
workforce to be able to participate in the new activities, their knowledge and skills should be applicable
to this new industry. Focussing on human capital development is therefore essential. This is not only in
the interest of a government, to ensure the benefits for its society are being maximised, but also for
private sector companies in terms of their economic legitimacy and thus Social License to Operate. As
human capital development requires the input of multiple stakeholders, the creation of a cluster as
happened in the Faroe Islands can facilitate this process. Moreover, this cluster offers a platform for
interaction between the different stakeholders over a longer period of time, thereby stimulating
interaction and trust building between the parties involved.

Human capital development thus contributes in multiple ways to obtaining and maintaining a Social
License to Operate for new energy activities in these three North Atlantic Arctic states. The main
contribution is made related to the economic legitimacy of an activity via the maximisation of benefits
at a local level. Maximising local benefits from these foreign investments was and is essential for all
three societies. Especially in the light of a pathway towards independence, the economic
diversification and benefits that come from the energy sector development are of major importance. In
this context, the success factors for Iceland and the Faroe Islands that are identified in this article
could be of interest to Greenland.
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