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                                                                                        2.6 Stakeholder theory

                                                                2.6.1 Definitions of stakeholder

                                
                    "Stake"  and  "stakeholder"  have  been  difficult  theoretical  concepts  to  define  and 
there  have  been  various  interpretations  of  them  and  also  of  theories  created 
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around them. However, according to Mitchell et al. (1997) there is a relatively high 
 consensus  about  the  entities  that  can  be  stakeholders:  "persons,  groups, 
 neighborhoods,  organizations,  institutions,  societies  and  even  the  natural 
 environment" (855). Perhaps the most popular definition for "stakeholder" cited by 
 many  authors  is,  according  to  Freeman  (1984,  cited  by  Gibson  2012),  that  a 
 stakeholder  significantly  affects  or  can  be  affected  by  the  activities  of  an 
 organization. It can be called a principle of "can or can be affected" because many 
 scholars  use  the  words  when  referring  to  Freeman  (1984)  (e.g.  Mitchell  et  al. 
 Philips  and  Reichart  (2000)  stakeholder  theory  cannot  make  difference  between 
 stakeholders  and  those  who  actually  are  not  stakeholders.  Fassin  (2009)  notes 
 that  "those  who  can  affect  a  firm  are  not  always  the  same  as  those  who  can  be 
 affected  by  it"  (117)  and  according  to  Fassin  (2009)  stakeholder  means  "any 
 individual  or  group  that  maintains  a  stake  in  an  organization  in  the  way  that  a 
 shareholder  possesses  share"  (116).  Also  stakeholders  usually  have  some  kinds 
 of  requirements  for  the  firm  and  those  that  can  affect  or  be  affected  by  the  firm 
 may  not  have  requirements  for  the  firm  (Fassin  2009).  Therefore  the  managers 
 should  be  able  to  define  the  legitimate  stakeholders  and  find  the  best  way  to 
 consider their, perhaps contradicting, interest in the firm's action by distributing the 
 resources  accordingly  in  various  situations  (Philips  &  Reichart  2000). 


Stakeholders'  interests  are  intertwined  with  each  other  but  they  also  include  the 
 core elements that are vital for the sustainability of the firm's operations (Haigh & 


Griffiths  2009).  Onkila  (2011)  argues  that  "stakeholders"  cannot  be  seen  in 
objective  reality  but  instead  stakeholders  and  relationships  with  stakeholders  are 
created by arguments and communication. Mitchell et al. (1997) on the other hand 
suggest that management may or may not identify the stakeholders correctly; it is 
the  management  who  decides  which  stakeholders  are  salient.  In  other  words 
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stakeholder  exist  and it  is  about  the management  to  identify  them  (Mitchell  et  al. 


1997). 


Mitchell  et  al.  (1997)  reviewed  existing  stakeholder  literature  and  addressed  the 
 problem  of  stakeholder  identification  and  prioritization.  They  created  a  model 
 which suggests that there are three attributes that stakeholders can have: power, 
 legitimacy and urgency. And the more a stakeholder has these attributes, the more 
 salient the management will probably consider it (Mitchell et al. 1997). The model 
 is represented in Figure 1. Mitchell et al. (1997) uses Etzioni's (1964) definition for 
 the power according to which power can be coercive (physical), utilitarian (material 
 resource-based),  or  normative  (abstract  resource-based).  Legitimacy  is  a  difficult 
 concept  to  define  but  it  refers  to  socially  desirable  attributes.  Urgency  refers  to 
 time: how much a delay in action harms the stakeholder, as well as criticality: how 
 immediately the management must react to the claim of a stakeholder (Mitchell et 
 al. 1997). 


Figure 1. "Stakeholder Typology: One, Two, or Three Attributes Present" (Mitchell et al. 1997:874). 
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Entities  that  do  not  have  any  of  the  three  attributes  are  nonstakeholders.  Latent 
 stakeholders  have  only  one  attribute  and  they  can  be  dormant  stakeholders, 
 discretionary  stakeholders  or  demanding  stakeholders.  Dormant  stakeholders 
 have power, which can be coercive, utilitarian, or symbolic, but they do not use it 
 unless  they  gain  more  attributes.  Discretionary  stakeholders  are  legitimate 
 stakeholders  but  managers  do  not  have  any  reason  to  address  them  actively. 


Demanding stakeholders are urgent, such as a single protestor on factory site, but 
 will most probably not be addressed by the management. Expectant stakeholders 
 have  a  combination  of  two  attributes  and  based  on  the  attributes  they  can  be 
 dominant,  dependent,  or  dangerous  stakeholders.  Dominant  stakeholders  have 
 both power and legitimacy. Dominant stakeholders have probably relationship and 
 communication  channels  with  the  firm  and  the  firm  has  probably  anticipated 
 situations in which these stakeholders become urgent by assigning staff, such as 
 PR  and  HR  officers,  and  preparing  procedures.  Dependent  stakeholders  have 
 legitimacy  and  urgency  but  no  power  to  influence  the  firm.  Dangerous 
 stakeholders have power and are urgent but have no legitimate claim on the firm. 


Dangerous  stakeholders  can  be,  for  example,  terrorists  and  saboteurs.  Definitive 
 stakeholders  have  all  three  attributes  and  management  of  the  firm  should  and 
 probably  will  definitely  address  their  claims.  Attributes  are  not  stagnant  and  they 
 can  be  gained  or  lost  so  the  status  of  the  same  stakeholder  can  vary  within  the 
 model (Mitchell et al. 1997).  


Bazin (2009) argues that the term stakeholder should be divided in interest parties 
and concerned parties because not all of those who are stakeholders based on the 
classical  definition  have  a  stake  in  firm's  operations  but  instead  they  are 
concerned on it. Based on the classical definition for "stakeholder", Fassin (2009) 
identifies  three  groups  that  belong  to  it,  the  real  "stakeholders",  "stakewatchers", 
and  "stakekeepers"  derived  from  innovation  literature.  Stakeholders  have  a  real 
stake, which means positive and loyal interest, in firm's actions. Stakewatchers are 
groups that do not have a stake in firms actions but who can pressure the firm to 
address the stakes of real stakeholders i.e. they act as proxies. These can be, for 
example,  labor  unions.  Stakekeepers  do  not  have  a  stake  in  the  firm's  operation 
but can influence and directly affect it but firm has little influence on them. These 
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are, for example, regulators. Same group can be a stakeholder, stakewatcher or a 
 stakekeeper  in  different  situations.  In  addition  to  these  three  groups,  there  are 
 groups  that  can  have  influence,  most  probably  negative,  on  the  firm  and  who 
 cannot be controlled or whose actions cannot be predicted, the "false" influencers 
 such as activists and terrorists with unjustified motives (Fassin 2009).  


Figure 2 represents the stake model of the firm that Fassin (2009) created based 
 on  existing  stakeholder  theory.  Fassin  (2009)  argues  that  the  model  helps 
 identification  of  real  and  legitimate  stakeholders  and  also  identification  of  which 
 role  a  stakeholder  has.  Ellipses  with  text  represent  firm's  stakeholders  and 
 stakeholders within the great ellipse are internal to the firm. Ellipses external to the 
 greater ellipse represent the business environment with social and political actors 
 such as the stakekeepers. 


Figure 2. "The stake model of the firm" (Fassin 2009:124). 


In the stake model stakeholders are the entities  that  can significantly be affected 
by  the  firm  but  have  relatively  little  power  over  the  firm  and  stakewatchers  and 
stakekeepers  are  entities  that  can  significantly  influence  the  firm.  The  latter  two 
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have their power based on their legitimacy and are able to force the firm to bear 
 responsibility  for  its  actions  or  lack  of  actions.  Stake  model  is,  however,  very 
 simplistic  representation  and  real  life  is  more  complex  than  the  model  (Fassin 
 2009).  Nevertheless,  regardless  of  all  the  definitions,  it  is  on  management's 
 responsibility  to  explore  and  gain  knowledge  of  their  business  environment  and 
 identify the stakeholders (Mitchell et al. 1997). 


So idea behind the stakeholder theory is the new comprehension that firms should 
not only maximize the profit of their shareholders but to also maximize the benefits 
of  their  stakeholders,  including  the  shareholders.  Firms'  stakeholders  vary,  the 
same stakeholders can have different claims in different situations and it is crucial 
for  the  firms  to  identify  their  stakeholders,  so  that  they  can  be  addressed 
accordingly.  Firms  have  stakeholders  but  firms  can  also  be  stakeholders  of  their 
stakeholders, the direction of impacts in stakeholder relationships is not always a 
one-way road. 
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