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Ihminen  on  toiminnallaan  tuhoamassa  elinympäristönsä.  Liiketoiminnassa 
erityisesti  pienet  ja  keskisuuret  yritykset  (pk-yritykset)  ovat  tämän  ongelman 
keskiössä. Tämän tutkimuksen tavoite on selvittää millä tavoin ympäristö on läsnä 
pk-yritysten toiminnassa. Pk-yrityksissä yrityksen johtajalla on merkittävä vaikutus 
yrityksen  toimintaan,  myös  yrityksen  ympäristöasioihin.  Tähän  laadulliseen 
tutkimukseen  haastateltiin  yhdeksää  suomalaista  pk-yritysjohtajaa  eri 
teollisuudenaloilta.  Haastattelutekniikkana  käytettiin  teemahaastattelua,  joka 
mahdollistaa  haastattelutilanteen  joustavuuden  ja  siten  johtajien  käsityksien  ja 
kokemusten  pääsemisen  esiin.  Tutkimuksessa  selvisi,  ettei  ympäristöllä  ole 
suoraa  vaikutusta  yritysten  päätöksentekoon.  Ympäristöllä  on  epäsuora  vaikutus 
yrityksiin  eri  sidosryhmien  kautta,  mutta  vaikutus  on  vähäinen  eikä  aiheuta 
merkittäviä  konkreettisia  muutoksia  yritysten  toiminnassa.  Pk-yritysten 
ympäristövaikutukset  ja  -vastuu  ovat  hajallaan  ja  ulkoistettuna  toimitusketjuissa 
niin,  ettei  kukaan  ole  vastuussa  ympäristön  tuhoutumisesta.  Pk-yrittäjät  ovat 
tietoisia osasta sidosryhmiään, mutta ympäristöllä ei ole sidosryhmän asemaa pk-
yritystoiminnassa.  Ympäristö  voi  siihen  asemaan  kuitenkin  päätyä  suoraan  tai 
epäsuoraan.  Näin  voi  käydä  jos  yrityksen  vahvimmat  sidosryhmät  vaativat 
suoremmin  yritystä  ottamaan  ympäristön huomioon  toiminnassaan  tai  ympäristön 
kyky tuntemamme elämän ylläpitämiseen alenee merkittävästi.  
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Human  is  destroying  its  own  living  environment.  Small  and  medium  enterprises 
(SMEs)  are  in  the  core  of  the  problem.  The  aim  of  this  study  is  to  find  how 
environment  is  present  in  the  operation  of  SMEs.  The  owner-managers  have 
significant  power  in  the  operation  of  SMEs  including  the  environment  related 
matters.  Nine  owner-managers  of  Finnish  SMEs  operating  in  differing  industries 
were  interviewed  for  this  qualitative  study.  The  interview  method  was  semi-
structured  interview  which  makes  the  interviews  flexible  and  so  enable  the 
opinions  and  experience  of  the  owner-managers  to  surface.  Based  on  the 
interviews environment does not have a direct effect on the decision making within 
the  companies. Environment  has  an  indirect  effect  through  different  stakeholders 
of the SMEs but the effect is minor and does not lead to concrete and significant 
changes  in  the  operation  of  the  companies.  The  environmental  impacts  and 
responsibility of SMEs is scattered, outsourced and externalized within their supply 
chain  so  that  no  one  is  responsible  for  the  environmental  deterioration.  Owner-
managers are aware of some of their stakeholders but environment does not have 
a  stakeholder  status  in  the  operation  of  SMEs.  Environment  can  end  up  in  a 
stakeholder-like  position  if  the  powerful  stakeholders  of  SMEs  demand  more 
directly  the  SMEs  to  improve  their  environmental  performance  or  if  the 
environment's  ability  to  support  the  life  as  we  know  it  deteriorates  significantly.  
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1 INTRODUCTION 



1.1 Background of the thesis 


In  human  history  natural  environment  has  traditionally  been  something  that 
 humans have tried to overcome, exploit and manage (Wysocki 2012). Nowadays, 
 because  of  the  heavy  scaling  of  exploitation,  natural  resources  are  not  sufficient 
 for  current  level  of  exploitation:  there  are  many  human,  including  corporate, 
 activities  that are destroying the only known living environment of human beings, 
 the  Earth.  According  to  Waddock  (2011)  these  are  "problems  of  deforestation 
 (e.g.,  clear  cutting  or  burning),  desertification,  the  impact  of  mass  production-
 oriented  systems  of  agriculture  and  animal  husbandry,  and  extractive  activities 
 (e.g., oil and mineral uses, the blowing up of mountain tops to reach minerals, not 
 to mention industrial accidents that affect local ecosystems)" (352).  


The greatest threat of humans globally is the climate change, global warming (e.g. 


Revell et al. 2010; Sprengel & Busch 2011). These problems may cause inability 
 of  the  Earth  to  continue  supporting  the  life  as  we  know  it  (Waddock  2011). 


Wysocki (2012) argues that nature has been freed from its role as the facilitator of 
 human  life  in  the  universe  because  this  aspect  is  not  present  in  the  current 
 discussion  of  sustainability  which  further  makes  sustainability  related  actions 
 temporal and incremental improvements; it denies nature's standing. 


Maintaining  and  supporting  life  is  a  value  that  is  universal  for  all  humans. 


Transforming the value into life supporting action, however, is not possible without 
 redefining and redesigning the relationship and interactions of nature and human 
 beings.  Because  the  actions  of  companies  are  human  actions  and  nature  is  vital 
 for humans, it is companies' responsibility to preserve the nature (Bazin 2009).  


According  to  Seidel  et  al.  (2009)  it  is  widely  recognized  that  firms  and  also 
governments  and  consumers  are  responsible  for  implementing  sustainable 
development. Bazin (2009) notes that traditionally the state has been responsible 
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for  nature  and  companies  have  not  considered  environmental  sustainability  (ES) 
 that  much  in  their  operations.  Nevertheless,  if  companies  are  considered  to  be 
 responsible  for  preserving  the  nature,  it  raises  the  question  of  the  limits  of 
 corporate responsibility (Bazin 2009).  


70%  of  global  pollution  is  caused  by  operations  of  the  small  and  medium 
 enterprises  (SMEs).  Within  EU  SMEs  employ  75  million  people  and  99%  of 
 companies are SMEs generating more than 50% of the value added, globally the 
 situation  is  very  similar.  This  means  that  SMEs  are  very  important  factor  for 
 environmental  deterioration  globally  (Johnson  2015;  Baden  et  al.  2011;  Seidel  et 
 al.  2009).  It  seems  that  SMEs  are  in  a  key  position  to  determine  if  and  how  the 
 humans  can  coexist  with  their  living  environment  in  the  future.  However,  SMEs 
 have  many  obstacles  that  prevent  them  from  becoming  environmentally 
 sustainable (e.g. Revell & Blackburn 2007; Seidel et al. 2009). 



1.2 Central definitions and research questions 


The  literature  on  SME's  environmental  sustainability  highlights  the  importance  of 
 stakeholders  (e.g.  Kerr  2006;  Nagypál  2014),  therefore  "stakeholder"  is  a  central 
 definition in this study. A stakeholder is, according to the widest and also classical 
 definition, an entity that can affect or can be affected by the firm (Freeman 1984, 
 cited by Gibson 2012). In order to address the stakeholders the identification of the 
 stakeholders  is  important  (Mitchell  et  al.  1997).  In  this  process  the  voice  of 
 stakeholders  becomes  an  important  concept.  Some  stakeholders  can  make  their 
 voice to be heard directly in the firms and some stakeholders need proxies for this 
 (Fassin 2009). The academic literature on environmental sustainability, SMEs and 
 stakeholder theory leads us to the question whether nature has a voice  in  SMEs 
 and if it has, how and what kind of a voice. 


The research questions that this thesis aims to address are: 


1. Why is it problematic for SMEs to become environmentally sustainable?  


2. How is the voice of nature present in the operation of SMEs? 
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3.  What  is  the  status  of  environment  in  the  operation  of  SMEs  based  on 
 stakeholder theory and empirical evidence?  



1.3 The structure of the thesis 


This  thesis  begins  by  the  review  of  the  literature  on  environmental  sustainability. 


The  literature  leads  to  the  research  questions.  The  research  questions  and 
 answers  to  them  can  help  in  understanding  the  difficulty  of  environmental 
 sustainability  in  SMEs  and  the  value-action  gap,  defined  by  Revell  et  al.  (2010), 
 between  the  good  intentions  of  the  managers  of  SMEs  and  the  real  activities  of 
 SMEs.  


The study focuses in exploring how the voice of nature is present in the operations 
 of SMEs. The voice is a concept that, in turn, has been in the focus of the scientific 
 discussion  about  the  application  of  stakeholder  theory  in  the  context  of 
 environment  and  environmental  sustainability.  This  study  aims  to  bring  the 
 understanding  of  the  owner-managers  to  the  scientific  discussion  because  their 
 understanding is what ultimately determines how the voice of nature is interpreted 
 and utilized. There is limited amount of empirical studies on the stakeholder theory 
 and environmental sustainability in the context of SMEs. 


Qualitative method was the most suitable research method for this study and the 
 research questions were operationalized into a semi-structured interview script. A 
 total  of  nine  owner-managers  of  Finnish  SMEs  were  interviewed  to  gain 
 understanding and answers to the research questions. 


The presentation of the key findings follows the order of the interview script. Firstly 
the  owner-managers'  relationship  with  nature  is  presented.  Second  part  of  the 
findings  summarize  the  environment  related  information  flow  in  the  SMEs.  Last 
part of the findings presents the environment's representatives, the proxies, in the 
operation of SMEs. 
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The final parts of the thesis are the analysis of the results. The discussion section 
will  answer  the  research  questions  derived  from  the  literature  and  present  the 
implications of this study for the existing theories. 
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2 LITERATURE REVIEW 


This literature review explores the existing literature on environmental 


sustainability in SMEs. The literature shows the significance of the stakeholder 
 theory which is reviewed hereinafter. 



2.1 Definitions from environmental sustainability studies of SMEs 


Scholars  have  studied  environmental  sustainability  in  SMEs  using  various 
 definitions  about  environmental  sustainability  (ES)  and  its  aspects  in  business 
 activities.  According  to  Nagypál  (2014)  environmental  responsibility  is  part  of 
 corporate social responsibility (CSR) and means protection of environment. Halme 
 and  Korpela  (2014)  state  that  ES  means  "ways  and  means  by  which  SMEs 
 integrate  environmental  --  concerns  in  their  business  operations  and  in  their 
 interactions  with  stakeholders"  (548).  In  fact,  ES,  as  a  part  of  corporate 
 responsibility, can so become strategic responsibility and drive innovation (Halme 


& Korpela 2014). Parry (2012) studied SMEs' transformation to green and defined 


"going  green"  as  taking  steps  to  minimize  environmentally  negative  impacts, 
 amplifying  impacts  that  improved  environmental  conditions,  thus  becoming 
 environmentally sustainable.  Kerr (2006) defined green operation as preservation 
 of natural capital.   


Scholars  have  explored  what  ES  can  achieve  in  SMEs  when  it  is  considered 
strategically.  It  can  achieve  eco-efficiency  which  combines  ecological  and 
economical  aspects  by  increasing  output  but  decreasing  required  input,  thus 
increases value that the SME creates and decrease waste (Henriques & Catarino 
2015;  Klewitz  et  al.  2012).  Strategic  thinking  in  the  context  of  ES  can  yield  eco-
innovation which turns the sustainability into a core capability of business (Klewitz 
et  al.  2012).  Responsible  innovation  is  innovation  that  drive  sustainability  and  it 
can  be  created  with  abundant,  average  and  scarce  resources  (Halme  &  Korpela 
2014).  Ecological  modernization  means  developing  the  business  environment  so 
that  both  economic  growth  and  environmental  sustainability  are  possible  by,  for 
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example,  enabling  market-driven  business  that  also  improves  environmental 
 conditions such as green innovations (Uhlaner et al. 2012).  


Inefficient  consumption of resources causing pollution and waste is in  fact  a cost 
 for  firms  and  therefore  firms  should  engage  environmental  sustainability  and 
 innovativeness to minimize these costs (Uhlaner at  al. 2012). So ES can provide 
 competitive  advantage.  Oxborrow  and  Brindley  (2013)  call  this  eco-advantage. 


According to Oxborrow and Brindley (2013) eco-advantage links sustainability with 
 competitive  advantage  which  means  that  the  organization  is  creating 
 environmental  and  social  benefits  when  trying  to  achieve  economic  benefits  as 
 well.  Eco-advantage  means  "understanding  of  sustainability  issues,  adoption  of 
 innovative practices and the environmental and commercial benefits and obstacles 
 to  of  adopting  more  sustainable  (mainly  environmental)  product  and  process 
 design" (Oxborrow & Brindley 2013:355).  


ES is a responsibility of companies but with strategic thinking it can even become 
 a  competitive  advantage  for  firms.  This  requires  understanding  of  the  issues  as 
 Oxborrow  and  Brindley  (2013)  state,  not  just  merely  awareness.  The  role  of 
 management,  especially  the  role  of  owner-managers  in  SMEs  is  often  very 
 significant  and  dictates  how  the  firm  functions  (Schaltegger  &  Wagner  2009). 


Many  studies  on  ES  in  SMEs  have  focused  on  managing  ES.  Sustainability 
management means "internal development of environmental and social measures 
as well as external contribution to the sustainable development of society and the 
economy"  (Johnson  2015:272)  and  according  to  Hoffman  et  al.  (2012)  it  means 
managements'  approach  to  decreasing  or  even  eliminating  the  environmental 
impact  of  the  firm.  Uhlaner  et  al.  (2012)  define  environmental  management 
practices  as  actions  of  a  firm  to  decrease  its  impact  on  environment  including 
monitoring  company's  waste,  doing  environmentally  sustainable  business,  and 
trying to discover more environmentally sustainable ways to operate. According to 
Delchet-Cochet  et  al.  (2015)  there  are  two  types  of  motivations  to  become 
environmentally  sustainable.  These  are  the  push-motivation  which  means 
reactivity  to  external  pressure  and  the  pull-motivation  which  means  proactivity 
based  on  a  win-win  logic:  improving  environment  and  gaining  economic  benefits 
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with  improved  competitiveness  (Delchet-Cochet  et  al.  2015).  An  owner-manager 
 may have motivation to improve the environmental performance of the firm or may 
 not have anything against becoming environmentally sustainable but the SME may 
 still continue business as usual despite of this. Revell et al. (2010) call this value-
 action gap.  


One peculiar group of SME owner-managers that represent only a small fraction of 
 entrepreneurs  are  the  entrepreneurs  who  set  up  the  company  to  improve 
 environmental  sustainability  and  for  whom  the  economical  benefit  is  secondary 
 objective. These kinds of SMEs are called ecopreneurial SMEs. These companies 
 are  willing  to  take  greater  risks  than  firms  in  which  economical  aspect  is  priority 
 because  the  ethical  perspective  is  the  driving  force  of  their  business. 


Entrepreneurs in  ecopreneurial SMEs educate themselves to become experts on 
 their  domain  experts  and  the  entrepreneurs  were  doing  a  lot  of  practical  work 
 themselves  ('hands  dirty').  The  ecopreneurs  faced  the  problem  that  they  had  to 
 educate their customers to realize what they were doing (Rodgers 2010.) 



2.2 Environmental sustainability in SMEs  


Nowadays  sustainable  development  is  more  of  an  opportunity  for  SMEs  rather 
 than  a  cost  or  a  risk  because  of  improving  efficiency  and  growth  (Henriques  & 


Catarino  2015).  SMEs'  owner-managers  are  increasingly  concerned  about  ES 
 because of increasing interest of media and environmental regulation (Baden et al. 


2011).  In  fact,  SMEs  may  implement  aspects  of  CSR  without  referring  them  as 
 CSR or having any formal CSR policies (Bevan & Yung 2015). SMEs are however 
 less likely to implement environmental aspect of CSR unknowingly (Bevan & Yung 
 2015).  SMEs  are  source  of  many  innovations  (Oxborrow  &  Brindley  2013).  They 
 can  contribute  significantly  to  development  of  sustainability  in  business  (Schaper 
 2002 cited by Seidel et al. 2009).   


SMEs  are  different  from  larger  companies  and  therefore  they  have  unique 
characteristics  that  affect  their  ES  related  issues.  SMEs  are  different  from  large 



(16)16 


companies  because  SMEs  have  significantly  less  resources,  they  do  not  have 
 access to knowledge and skills as easily as large companies, SMEs cannot affect 
 the markets as much as large companies, SMEs have less employees, customers 
 and  the  cash  flows  are  smaller  (Jämsä  et  al.  2011).  SMEs  are  usually  affected 
 more  by  local  conditions  and  features  of  local  markets  that  may  differ  from 
 pressures  and  trends  that  affect  multinational  enterprises.  SMEs  focus  in 
 performing  well  in  short  term  which  makes  SMEs'  strategies  complex.  This  also 
 means  that  there  is  no  universal  path  that  an  SME  could  take  to  become 
 environmentally sustainable (Seidel et al. 2009). Lee (2009) argues that there are 
 multiple features in SMEs which  can contribute to effective management towards 
 ES:  "lines  of  communication  are  generally  shorter,  organizational  structures  are 
 less  complex,  people  often  perform  multiple  functions,  and  access  to  top 
 management is simpler" (1116).  


SMEs'  managers  are  aware  that  climate  change  will  have  an  effect  and  forces 
 them  to  implement  new  strategies  in  the  future.  SME  managers  are  aware  that 
 environmental  deterioration  will  cause  costs  but  also  provide  new  opportunities 
 because  demand  for  improved  environmental  performance  is  increasing  and 
 answering to the demand voluntarily may be economically rewarding for the firm. 


Majority  of  SMEs  actually  gather  information  about  how  they  use  their  materials. 


However, the utilization of the knowledge is not always related to making strategic 
 decisions, it was often related to the policies of the SMEs (Raar 2015).  


According  to  Kerr  (2006)  few  SMEs  have  environmental  policies  or  are  using 
 design  or  tools,  such  as  LCA,  to  improve  ES.  In  addition  Kerr  (2006)  discovered 
 that none of the SMEs in the study were using ES in marketing. Also Revell et al. 


(2010)  discovered  that  it  is  rare  among  SMEs  to  adopt  environmental 
management systems or create environmental policies. Nulkar (2014) discovered 
that SMEs' managers were aware of environmental problems but 21% of them do 
not  think  that  they  have  significant  impact  on  deterioration  of  environmental 
conditions. Nagypál (2014) also states that even though SME managers are aware 
of  environmental  problems,  such  as  the  climate  change,  they  consider  the 
problems  non-relevant  because  their  companies  contribution  to  the  problems  is 
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minor,  and  therefore  they  continue business  as  usual. On  contrary,  Cassells  and 
 Lewis  (2011)  discovered  that  owner-managers  are  well  aware  of  their 
 environmental  impacts  and  what  causes  them.  The  most  common  sources  of 
 SMEs'  environmental  impacts  are  waste,  transport,  and  processes  (Cassells  & 


Lewis,  2011).  SMEs  do  not  often  have  any  specific  person  responsible  for  their 
 environmental performance (Nagypál 2014). In fact, Oxborrow and Brindley (2013) 
 argue  further  that  "for  the  SME  it  seems  that  market  opportunity,  sustainability, 
 innovation  and  change  management  are  a  single  integrated  process  rather  than 
 discrete  elements  undertaken  by  different  individuals  or  groups  within  the 
 organization.” (371) 


Integration  of  sustainability  in  business  strategy  means  that  sustainability  is 
 present  in  the  environmental  management,  internal  organization  (including 
 atmosphere,  training,  job  rotation,  safe  working  environment),  supply-chain 
 management,  client  relations,  interaction  with  other  actors  within  the  business 
 environment  (such  as  authorities,  universities  etc.)  (Ciasullo  &  Troisi  2013). 


However,  Revell  et  al.  (2010)  argue  that  SMEs  do  not  think  strategically  about 
 managing their environmental issues and their ES related actions are made in ad 
 hoc.  Revell et  al. (2010) argue that if SMEs were able  to market their ES related 
 efforts better, they could experience direct link between ES and profitability.  


Majority  of  SMEs'  owner-managers  think  that  regulation  is  not  sufficient  to 
 guarantee  sustainability  in  economic  development  and  they  should  proactively 
 improve their ES (Cassells & Lewis 2011;  Revell 2010). However,  over a third of 
 SMEs comply with law only to avoid being sued. There is a value-action gap which 
 means  that  managers,  who  agree  that  regulation  is  insufficient  and  proactivity  of 
 firms  is  needed  in  order  to  improve  the  environmental  sustainability,  do  not 
 actually implement ES aspects in their firms' operations more likely than managers 
 who do not agree (Cassells & Lewis 2011).  


Overall,  SMEs'  owner-managers  think  that  ES  should  have  high  priority  in 
business management and they have a positive attitude towards practical actions 
to  improve  ES.  Owner-managers  have  a  positive  attitude  towards  the  costs  that 
ES requires because they think  that it can bring benefits such as new customers 
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and  new  business  opportunities  but  majority  of  the  owner-managers  are  not 
 convinced  that  taking  action  towards  ES  can  increase  profitability  of  the  firm. 


Owner-managers  think  that,  like  in  any  business,  also  in  ES  business  there  are 
 winners and losers, which makes it risky to improve ES even though it may bring 
 benefits (Revell et al. 2010). 


About  50%  of  manufacturing  SMEs  use  a  technology  that,  at  least  partly,  is 
 designed to reduce environmental damages (Nagypál 2014). Waste management 
 technology  is  the  most  used  technology  (Nagypál  2014).  Most  of  the  companies 
 examined by Nagypál (2014)  measured and reported their CSR performance but 
 small  minority  verified  the  reports  and  the  utilization  of  the  knowledge  was  not 
 always related to making strategic decisions, it was often related to the policies of 
 the SMEs or just merely making the reports (Nagypál 2014). Gathered knowledge 
 is  most  often  related  to  energy  efficiency,  greenhouse  gas  emissions  and  waste 
 generation  (Nagypál  2014).  Most  common  practical  measures  to  improve  ES  in 
 SMEs are reducing fuel costs, disposing hazardous waste appropriately, having a 
 recycling  program,  using  reusable  packaging,  minimizing  packaging  of  products, 
 using  safer  materials,  having  environmental  policy  statement,  and  appointing 
 environmental  management  responsibilities  to  staff  (Nagypál  2014;  Raar  2015; 


Cassells & Lewis 2011).  


Hoffman et al. (2012) found that the most popular practice to improve ES in SMEs 
is  "receiving  information  on  environmental  management  from  material  or 
equipment supplier" (540) Hoffman et al. (2012) found that cooperation, in addition 
to  information  sharing,  includes  standardization  and  co-development  and  SMEs 
may be in such a position in their supply chain that they have to cooperate more 
with  their  suppliers  than  with  their  customers.  The  most  popular  environmental 
practices  adopted  by  SMEs  are  actions  that  require  less  investment,  such  as 
environmental plan, educating employees in environmental issues and controlling 
the  usage  of  hazardous  materials  and  least  adopted environmental  practices  are 
the costly actions, such as establishing environmental management with dedicated 
employees (Hoffmann et al. 2012). Majority of owner-managers that participated in 
the  study  of  Revell  et  al.  (2010)  had  made  proactive  actions  to  decrease  their 
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unsustainability.  According  to  Moore  and  Manring  (2009)  there  are  three  options 
 for SME to optimize their sustainability: to become lucrative targets for investment 
 because  of  their  ES,  becoming  part  of  a  network  of  smaller  SMEs  that  have 
 sustainability  as  their  competitive  advantage  in  markets  where  larger  firms  have 
 not  been  very  successful,  and  becoming  superior  suppliers  in  terms  of  efficiency 
 because of their environmentally sustainable operations.   


Improving  company's  environmental  performance  can  bring  many  benefits,  such 
 as  improved  competitive  performance  (Larrán  Jorge  et  al.  2015),  new  business 
 opportunities,  having  better  customer  relationships  (Nulkar  2014),  thus  gaining 
 financial  benefits  by  increasing  sales  and  profit  margins  (Klewitz  et  al.  2012). 


Decreasing  waste  of  resources  and  becoming  more  efficient  generates  savings 
 and  improves  company  image  and  brand  value  which  are  very  beneficial  for  the 
 company (Klewitz et al. 2012), especially SMEs need to have a good reputation in 
 their local communities (Sen & Cowley 2013). Decreasing risks for environmental 
 damages and increasing safety also benefit firm and help the firm to comply with 
 the  law  better  (Klewitz  et  al.  2012).  Improving  ES  may  even  improve  the 
 organization by making the company more attractive for new employees which can 
 improve  the  capabilities  of  the  firm  (Klewitz  et  al.  2012).  These  benefits  will, 
 however, come in the long term and after committing to the reform (Larrán Jorge 
 et al. 2015). 


These  work  vice  versa  as  well.  When  ES  becomes  more  popular,  firms  with  low 
standards start to lose customers and employees (Baden et al. 2011). Hoffmann et 
al.  (2012)  argue  that  neglecting  cooperation  with  stakeholders  in  environmental 
issues  will  decrease  competitiveness  of  SMEs  because  it  makes  them  to  adopt 
new  technologies  slower.  Also  Revell  et  al.  (2010)  argue  that  SMEs  are  losing 
opportunities because of poor cooperation and communication about ES with their 
stakeholders.  Balancing  the  environmental  performance  with  economic 
performance will enable the company to sustain in the competition in the long term 
(Tomšič  et  al.  2015).  As  mentioned  before,  improving  ES  in  SMEs  may  yield 
responsible  innovations.  Scarcely  resourced  innovations  do  not  require  a  lot  of 
resources and can therefore be created even by the smallest companies. Scarcely 
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resourced  innovations  are  usually  business  model  innovations  utilizing  existing 
 ICT  and  resources  are  independent,  affecting  directly  the  creation  of  the 
 responsible innovation (Halme & Korpela 2014). 


The results of previous studies  are controversial. Some scholars have found that 
 SMEs are proactive with ES because it is beneficial (Raar 2015) and others have 
 found that  they are not  proactive because their significance is low  (Nulkar 2014). 


Based  on  these  studies,  it  can  be  concluded  that  improving  environmental 
 performance  in  SMEs  with  strategic  thinking  may  increase  their  economic 
 performance. However, in SME studies environmental sustainability, "going green" 


has not usually been defined as environmentally friendly operation, operation with 
 no environmental damages or operation that improves environmental conditions. It 
 has been about minimizing damages and contributing to society (e.g. Parry 2012; 


Johnson 2015). This means that there is a mismatch between real environmental 
 sustainability  and  environmental  sustainability  in  the  studies  on  SMEs'  ES.  The 
 focus  has  usually  been  in  how  SMEs  can  improve  their  competitiveness  by 
 demonstrating  to  their  communities  that  they  can  cause  less  damage  by 
 implementing  incremental  improvements  in  their  environmental  performance. 


Whereas  damaging  environment  less  is  better  than  damaging  it  more,  being 
 environmentally  less  unsustainable  does  not  mean  that  firm's  operations  are 
 environmentally  sustainable  or  'more  environmentally  sustainable'  as  Uhlaner  et 
 al. (2012) define decreased unsustainability.  



2.3 Differences of SMEs 


This section reviews the literature on the differences of SMEs. SMEs are very 
special compared to large companies and common features of SMEs are reviewed 
first. Next paragraphs review literature that demonstrate that SMEs are unique and 
there is no one strategy for SMEs to become environmentally sustainable in their 
operations.  
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 2.3.1 Special features of SMEs 


SMEs  are  very  diverse  based  on  their  size,  strategies,  attitudes,  wealth,  industry 
 etc.  and  therefore  there  is  no  one  right  way  for  them  to  become  environmentally 
 sustainable  (Parry  2012).  SMEs  are  medium,  small  end  micro  enterprises  and 
 therefore  their  CSR  issues,  approaches,  drivers  etc.  differ  (Parry  2012).  A  self-
 identified  business  considers  sustainability  from  different  perspectives  than 
 experts  or  large  companies  that  develop  sustainability  systems  (Clarke-Sather  et 
 al. 2011). Even the smallest firms can have positive attitudes toward ES and act to 
 improve  their  environmental  performance  if  they  are  managing  well  financially 
 (Revell et al. 2010). However, managers of smaller firms are more likely to ignore 
 ES  because  they  consider  their  companies'  environmental  impact  negligible 
 (Cassells  &  Lewis  2011).  Industry  affects  how  SMEs  create  ES  policies  and 
 integrate them in their strategies (Raar 2015).  


2.3.2 Varying paths to environmental sustainability 


Environmental  strategic  behavior  can  be  negative,  neutral  or  positive. 


Environmental strategies can be resistant strategies, reactive strategies, proactive 
 strategies or sustainable/ ecological strategies (Klewitz & Hansen 2014). 


Parry  (2012)  discovered  three  varying  paths  for  micro  businesses  to  become 
'green'  and  the  path  depends  on  the  initial  motivation  for  becoming  green.  The 
motives are economic and value-driven motivations. Greening will require personal 
ethical  values  from  owner-managers  regardless  of  the  initial  motivation  to  start 
greening  the  business.  Micro-businesses  with  economic  motives  start  with  cost 
reduction,  increasing  efficiency  and  using  more  sustainable  materials.  They  may 
use external help in the process. Eventually they will green their energy sources, 
acquire social capital by networking and developing the image of the firm, develop 
brands  and  integrate  ES  in  their  business  strategy  and  start  investing  in  it 
significantly  because  at  this  point  ES  starts  to  provide  the  firm  with  competitive 
advantage (Parry 2012).  
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Micro-businesses with value-driven focus start by increasing the firm's legitimacy, 
 creating formal ES policies and gaining external assistance. After this the path is 
 similar  with  firms  that  had  economic  motives.  Process  is  incremental  because 
 reaching  the  point  in  which  ES  starts  to  be  competitive  advantage  costs  money 
 and  micro-businesses  need  success  in  smaller  projects  to  gain  confidence  to 
 advance with ES. ES activities that micro-businesses do in branding, and after that 
 ES  is  integrated  in  the  core  business,  are  very  costly  and  complex  in  which  the 
 micro-businesses really need external support in finance and expertise. And at this 
 point  there  is  usually  not  enough  support  available  for  micro-businesses.  In  fact, 
 there is enough support available for SMEs to start the path of 'greening' but after 
 the path becomes more complex and costly, micro-businesses are often left alone 
 and therefore true sustainability will not be achieved frequently (Parry 2012). 


2.3.3 Classifications for SMEs' engagement to environmental sustainability 
 Ecologic SMEs' worldviews and values are the base of their business. In ecologic 
 SMEs the entrepreneur has founded the company in order to improve ecology and 
 sustainability has top priority in the operation (Jämsä et al. 2011). Nagypál (2014) 
 was  able  to  divide  companies  in  four  clusters  based  on  their  size,  scepticism, 
 attitude  towards  ES  as  a  responsibility  of  only  the  larger  companies  and  activity 
 level.  The  clusters  are  "small  skeptics",  "skeptics  tending  to  shift  responsibility", 


"SMEs  doing  what  they  can"  and  "enthusiastic  professionals"  (Nagypál  2014). 


"Small sceptics" think that ES is a threat. "Sceptics tending to shift responsibility" 


think  that  ES  is  for  larger  companies  to  implement.  "SMEs  doing  what  they  can" 


consider ES as responsibility of financially thriving firms, these firms are motivated 
 to  improve  their  ES  by  their  stakeholders.  "Enthusiastic  professionals"  are 
 proactive  in  ES  which  itself  motivates  them  to  improve  their  environmental 
 performance (Nagypál 2014). 


Battisti  and  Perry  (2011)  divide  SMEs'  owner  managers  in  four  categories  based 
on their attitudes toward environmental sustainability that are "cost burden owner-
managers",  "business  opportunity  owner-managers",  "bottom  line  owner-
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managers"  and  "responsibility  owner-managers".  "Cost  burden  owner-managers" 


will  address  environmental  issues  only  if  it  provides  immediate  cost  savings  with 
 little  effort  and  compliance  with  regulation.  "Business  opportunity  owner-
 managers"  address  environmental  issues  only  in  order  to  minimize  their  costs, 
 maximize  their  profits  and  gain  competitive  advantage  with  ‘triple  bottom  line’ 


thinking.  "Bottom  line  owner  managers"  have  strong  personal  environmental 
 sustainability  related  values  and  therefore  they  concentrate  in  environmental 
 performance over economic performance with active anticipation of environmental 
 issues  and  improvement  of  environmental  business  practices.  "Responsibility 
 owner-managers'' consider all ES related issues as duties and are willing to make 
 tradeoffs between high profitability and environmental sustainability to improve ES 
 (Battisti & Perry 2011).   


Hoffmann et al. (2012) divide SMEs in four categories based on their collaboration 
 with  stakeholders  and  adoption  of  advanced  technology.  The  categories  are 


"commodity  suppliers"  that  have  low  adoption  of  advanced  technology  and 
 collaboration with stakeholders that are usually smallest firms with little diversity in 
 their products and that have automated their processes. "Collaboration specialists" 


collaborate  with  stakeholders  but  do  not  adopt  advanced  technologies  and  have 
 usually high amount of employees. "Technology specialists" have high adoption of 
 advanced technologies but low amount of collaboration with stakeholders, average 
 amount  of  employees  and  do  not  otherwise  distinguish  themselves.  "Problem 
 solvers" have high adoption of advanced technologies and high collaboration with 
 stakeholders and they are better innovators than other SMEs, they are usually the 
 largest  firms  among  SMMs,  they  are  agile  in  resource  allocation  to  utilize  new 
 business  opportunities  and  they  can  be  found  in  any  sector  of  any  industry 
 (Hoffmann et al. 2012). 


SMEs vary but  the significance of owner-manager is definitely great  because the 
attitudes  and  values  of  owner-managers  affect  if  the  SME  is  able  to  become 
environmentally  sustainable  and  if  it  is,  the  attitude  affects  on  the  correct  path 
because  there  is  no  universal  path  or  strategy  for  SMEs  to  become 
environmentally  sustainable.  There  are,  however,  cases  in  the  literature  of 
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becoming  green  or  at  least  environmentally  sustainable  and  it  is  achievable  for 
 SMEs.  


SMEs  are  unique  but  the  drivers  and  inhibitors  for  their  environmental 
 sustainability  are  relatively  general  and  many  scholars  have  concentrated  in 
 exploring  and  generating  understanding  on  them.  Next  section  will  explore  the 
 literature on the drivers and inhibitors of SME's ES in more detail. 



2.4 Drivers and inhibitors of environmental sustainability in SMEs 


This section presents the drivers and inhibitors of environmental sustainability that 
 current  academic  study  has  recognized.  They  are  presented  in  tables  1  and  2. 


Tables  1  and  2  summarize  the  drivers  and  inhibitors  of  environmental 
 sustainability  in  SMEs.  According  to  the  literature,  barriers  for  SMEs'  ES  are 
 mostly the lack of drivers or they are the opposites of the drivers.  


Based on  earlier  studies,  SME's  management  is  in  key  position  to  determine  the 
orientation  of  the  company  in  ES  related  issues.  SMEs  are  small  and  therefore 
they lack resources and skills that may be needed to improve ES. Also SMEs may 
not have employed lawyers or professionals of environmental management which 
leads to a situation in which the SMEs do not necessary even know that they are 
breaching  the  law  and  they  do  not  know  that  ES  could  provide  them  competitive 
advantage and other benefits as well.  
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Table 1. The drivers of environmental sustainability in SMEs 


Driver  Authors 


Reduced costs and 
 increased benefits 


Kerr 2006; Cassells & Lewis 2011, Bevan & Yung 2015; 


Oxborrow & Brindley 2013; Revell et al. 2010 


Proper resources  Halme & Korpela 2014 


Forcing regulation  Nulkar 2014; Revell et al. 2010; Hoffman et al. 2012 


Public and fiscal 
 policies 


Kerr 2006; Johnson 2015; Baden et al. 2011; Halme & Korpela 
 2014; Revell et al. 2010 


Proper 
 management tools 


and systems 


Johnson 2015; Henriques & Catarino 2015; Seidel et al. 2009; 


Kerr 2006 


Organizational 


values and culture  Nagypál 2014; Jämsä et al. 2011 


Simple 
 organizational 


structure  Baden et al. 2011 


Size  Uhlaner et al. 2015; Larrán Jorge et al. 2015; Cassells and Lewis 
 2011 


Perceived 
 competitive 


advantage 


Revell et al. 2010; Delchet-Cochet et al. 2015; Oxborrow & 


Brindley 2013 


New capabilities, 
 technologies and 


innovation 


Moore & Manring 2009; Delchet-Cochet et al. 2015; Uhlaner et al. 


2012; Hoffman et al. 2012 


Cooperation with 
 stakeholders 


Kerr 2006; Jämsä et al. 2014; Johnson 2015; Moore & Manring 
 2009; Halme & Korpela 2014; Baden et al. 2011; Hoffman et al. 


2012; Revell et al. 2010; Raar 2015; Lee 2009; Larrán Jorge et al. 


2015; Nagypál 2014; Seidel et al. 2009; Oxborrow & Brindley 
 2013; Delchet-Cochet et al. 2015; Nulkar 2014; Klewitz et al. 


2012; Uhlaner et al. 2012; Baden et al. 2011 
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Table 2. The inhibitors of environmental sustainability in SMEs 


Inhibitor  Authors 


Perceived costs 


Revell et al. 2010; Seidel et al. 2009; Nulkar 2014; Nagypál 
 2014; Heidrich & Tiwary 2013; Oxborrow & Brindley 2013; 


Baden et al. 2011; Revell & Blackburn 2007 


ES has no perceived 


benefits  Revell & Blackburn 2007; Seidel et al. 2009; Nulkar 2014 


ES has low priority in 


business  Revell & Blackburn 2007; Nagypál 2014 


Unfavorable 


organizational culture  Seidel et al. 2009 


Lack of capabilities to 
 implement ES 


Heidich & Tiwary 2013; Nagypál 2014; Bevan & Yung 2015; 


Seidel et al. 2009; Nulkar 2014; Oxborrow & Brindley 2013 


Ignorance  Seidel et al. 2009; Oxborrow & Brindley 2013; Wilson et al. 


2012; Nagypál 2014; Johnson 2015 


Irrational behavior  Revell & Blackburn 2007 


Low quality regulation  Wilson et al. 2012; Baden et al. 2011 


Stakeholders are not 
 interested in ES 


Seidel et al. 2009; Nulkar 2014; Jämsä et al. 2011; Revell & 


Blackburn 2007; Nagypál 2014; Oxborrow & Brindley 2013 


Stakeholders have received a lot of attention in the literature. Many scholars argue 
that cooperation with stakeholders is the key for SMEs to a greener future and 
neglecting the cooperation will make the SMEs stagnant. The literature about 
SMEs' ES related cooperation with their stakeholders will be reviewed in detail 
next. 
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2.5 Cooperation with stakeholders as a driver for environmental  sustainability in SMEs  


Networking and cooperating with stakeholders was found very important for SMEs' 
 ES  by  many  authors  because  it  allows  SMEs  to  utilize  their  agility  and  also 
 supplement their internal deficiencies such as lack of skills and resources.  


2.5.1 Networking 


SMEs are not operating in a vacuum; their business happen within a network and 
 the  network  creates,  absorbs,  stores  and  diffuses  large  amounts  of  vital 
 knowledge and other resources for SMEs when SMEs interact within the network. 


Useful  ideas,  knowledge  and  resources  can  come  from  anywhere  within  the 
 network.  SMEs  networks  are  developed  by  members  teaching  each  other  and 
 learning from each other which is mutually beneficial opportunity for entrepreneurs 
 to  discover  new  opportunities.  Networking  is  used  to  make  better  marketing 
 decisions,  product  development  and  information  acquisition  from  the  target 
 market.  SMEs'  networks  that  are  meant  to  improve  environmental  sustainability 
 are increasingly important in implementing sustainable development. These kinds 
 of  networks  can  also  trigger  a  societal  change  as  well.  To  improve  the 
 effectiveness of the network it should be orchestrated to create a common culture. 


In  order  to  maintain  the  competitive  advantage  of  environmentally  sustainability 
 gained  in  the  network,  partners  with  unsustainable  practices  may  need  to  be 
 excluded from the network. (Jämsä et al. 2011). Jämsä et al. (2011) argue that ES 
 reform requires this kind of network and social capital. 


Networks and also consultants and governmental agencies can provide expertise 
that  helps  SMEs  to  implement  ES  tools  (Johnson  2015).  Networks  may  be 
increasingly significant in improving SMEs' ES because SMEs are the majority of 
the  enterprises,  pollute  the  most  and  developing  ICT  is  making  the  operation  of 
networks  smoother  (Moore  &  Manring  2009).  When  creating  responsible 
innovation, the most important external resources for SMEs are their networks and 
R&D  cooperation  and,  in  fact,  many  SMEs  that  create  responsible  innovations 
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have  a  parent  organization  (Halme  &  Korpela  2014).  Venture  capital  and 
 government's subsidies are solely insufficient source of resources and loan is rare 
 mean to finance responsible innovation in SMEs (Halme & Korpela 2014)   


Moore  and  Manring  (2009)  argue  that  SMEs  can  use  ES  as  a  competitive 
 advantage  if  they  create  a  network  of  sustainable  SMEs  in  niche  markets.  Kerr 
 (2006) argues the same and notes that this kind of partnership can be established 
 among  responsible  SMEs  just  to  promote  ES.  This  cooperation  can  be  used  in 
 optimizing  distribution  networks,  adopting  advanced  technologies,  marketing, 
 R&D,  training  employees,  creating  favorable  organizational  cultures  and  creating 
 regional alliances to improve the environmental conditions of the area (Kerr 2006). 


Business network can pressure SMEs to improve their environmental sustainability 
 and  the  most  frequently  pressured  aspects  are  waste  management,  standards, 
 such  as  ISO14001,  efficiency  and  pollution  prevention  (Baden  et  al.  2011).  In 
 specific position of a supply chain, an SME may have weaker relationships with its 
 customers  than  with  its  suppliers  (Hoffmann  et  al.  2012)  and  can  therefore 
 pressure its suppliers in ES related issues more effectively. Delchet-Cochet et al. 


(2015)  argue  that  ES  can  diffuse  when  responsible  SMEs  require  ES  from  their 
 suppliers and also consumers can pressure SMEs to improve their environmental 
 performance.  


According  to  Revell  et  al.  (2010)  SMEs  network  within  their  specific  business 
 sector rather than with organizations that have specific ES related agenda. SMEs 
 that create policies and procedures to keep their external customers satisfied are 
 less  affected  by  global  warming  in  terms  of  customer  relationships  (Raar  2015). 


Hoffmann  et  al.  (2012)  found  that  minority  of  SMEs  adopt  more  advanced 
 technologies  and collaborate with partners or stakeholders. Developing operation 
 in  networks  help  SMEs  to  actually  gain  competitive  advantage  from  being 
 environmentally  sustainable  instead  of  just  individually  decreasing  their 
 unsustainability (Moore & Manring 2009).  


The literature demonstrates that networks should be broad and companies within 
them flexible and willing to transfer information. Flexibility is needed because the 
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networks provide resources and knowledge and their utilization requires flexibility. 


Also  network's  pressure  may  require  urgent  changes  in  operation  which  also 
 demands agility from the company. 


2.5.2 Information and knowledge 


As  mentioned,  business  network  is  an  important  source  of  knowledge  (Jämsä  et 
 al. 2011) and receiving ES related information from suppliers is relatively the most 
 popular  sustainability  management  practice  adopted  by  SMEs  but  collaboration 
 within the network occurs also regarding standards and development (Hoffmann et 
 al. 2012). Also  majority of SMEs consider that  they need more information about 
 how  to  improve  their  environmental  performance  and  they  can  contribute  to 
 sustainable  development  effectively  only  in  networks  (Revell  et  al.  2010).  Low 
 awareness  can  cause  resistance  towards  ES  activities  and  therefore  gaining 
 information and know-how from the network and training the employees decreases 
 the  unawareness  and  resistance  and  therefore  can  drive  the  ES  in  SMEs  (Lee 
 2009). 


2.5.3 Stakeholders 


Hoffmann  et  al.  (2012)  found  that  SMEs  that  collaborated  with  their  stakeholders 
gained ES related capabilities that made them perform better in competition and it 
was  disadvantageous  for  SMEs  to  not  collaborate  with  their  stakeholders  in  ES 
related  issues.  Revell  et  al.  (2010)  discovered  that  communication  with 
stakeholders with ES related issues can gain benefits for the firm and firms that do 
not communicate with the stakeholders pay opportunity costs by losing opportunity 
to create green image and capitalize it. Also Larrán Jorge et al. (2015) argue that 
communication with stakeholders can increase the economical benefits yielded by 
ES  related  activities  and  therefore  it  can  drive  ES  in  SMEs  even  further.  By 
collaborating with suppliers and customers SMEs can gain strategic advantage but 
also  develop  new  capabilities  within  the  company  which  can  further  help  to 
improve the environmental performance and the collaboration does not need to be 



(30)30 


sustainability  related,  any  cooperation  within  the  business  network  is  likely  to 
 eventually  lead  in  contribution  to  sustainable  development  because  ES  activities 
 are likely to yield competitive advantage (Hoffmann et al. 2012).  


Hoffmann  et  al.  (2012)  argue  that  it  is  strategically  rational  to  cooperate  with 
 customers  and  suppliers  to  improve  environmental  performance  of  an  SME.  


Nagypál  (2014)  found  that  85,5%  of  SMEs  were  supported  by  their  stakeholders 
 when  they  implemented  CSR  related  activities.  Practically  this  means  that  large 
 companies  that  monitor  their  supply  chain  and  suppliers'  suppliers  are  important 
 motivating factors for SMEs' CSR (Nagypál 2014). Seidel et al. (2009) argue that 
 identifying  the  stakeholders  and  networking  with  them  help  overcoming  the 
 problems that SMEs may experience when implementing ES related activities. 


Knowledge  from  network  helps  cooperation  with  stakeholders  even  further  and 
 enables even smallest companies to affect their products' whole life cycle (Seidel 
 et  al.  2009).  Collaborating  with  external  stakeholders  such  as  customers  and 
 suppliers enable SMEs to monitor and even control their whole business cycle and 
 make agile adjustments in it if needed (Svensson & Wagner 2012). Also operating 
 locally makes cooperation with stakeholders itself a driving factor for ES in SMEs 
 (Nagypál 2014). Customers and other stakeholders can also successfully pressure 
 SMEs  to  improve  their  environmental  performance  because  otherwise  the  SMEs 
 face  a  threat  to  lose  their  market  opportunities  (Raar  2015;  Oxborrow  &  Brindley 
 2013).  


Suppliers'  adoption  of  environmentally  sustainable  business  practices  and  also 
pressure  from  supply  chain  can  drive  SMEs  to  improve  their  environmental 
performance  (Delchet-Cochet  et  al.  2015).  Especially  large  companies  can 
demand environmentally sustainable business practices from their small suppliers 
instead of accepting the lowest cost supplier (Nulkar 2014). This can push SMEs 
to  improve  their  environmental  performance  (Nulkar  2014).  Largest  multinational 
companies  can  even  encourage  smaller  suppliers'  ES  efforts  by  providing 
technology  and  know-how  (Nagypál  2014).    Also  regional  environmental 
management  systems  can  provide  SMEs  with  help  to  decrease  their 
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environmental impact (Kerr 2006). Actors outside the private sector can also help 
 SMEs  with  ES  related  issues:  public  financing  can  drive  SMEs'  ES  related 
 investments  and  NGOs  can  develop  ES  tools  for  SMEs  (Nagypál  2014).  Public 
 and  private  intermediaries  can  assist  SMEs  that  have  low  absorptive  capacity  to 
 create eco-innovation (Klewitz et al. 2012). There is also a link between industry’s 
 tangibility  and  probability  for  an  SME  to  start  adopting  green  management 
 practices (Uhlaner et al. 2012)  


Uhlaner  et  al.  (2012)  argue  that  local  communities  can  design  tools  to  reward 
 SMEs that perform well in ES and public shame lists for SMEs that are damaging 
 the  living  environment  and  this  external  pressure  could  drive  SMEs’  ES  locally. 


Responsibility  should  be  also  pushed  by  the  society  which  is  a  problem  in 
 developing  economies  that  want  to  grow  rather  than  be  environmentally 
 sustainable  (Seidel  et  al.  2009).  Customer  pressure  is  very  important  driver  for 
 SMEs' environmental sustainability (Nulkar 2014).  


To  keep  employees  within  the  firm  can  be  a  driving  factor  for  SMEs  to  improve 
 their environmental performance (Revell et al. 2010). If employees are empowered 
 to  take  environmental  concern  into  account  in  their  daily  work,  it  is  likely  that 
 SMEs’ environmental impact decreases (Baden et al. 2011). 


SMEs are informal and resource bound but they can address their deficiencies by 
 collaboration  with  external  entities;  by  networking,  gaining  information  and 
 knowledge  and  cooperating  with  their  stakeholders.  In  the  context  of 
 environmental  sustainability  this  kind of orientation may  enable  SMEs  to become 
 literally  environmentally  sustainable.  The  literature  on  SMEs'  ES  highlights  the 
 importance  of  SMEs'  networks,  stakeholders,  and  flow  of  relevant  information  to 
 increase  owner-managers'  and  employees'  awareness  but  there  are  few  existing 
 studies  that  have investigated SMEs and their stakeholders in  the context  of ES.  


Next section of the literature review will explore the literature on stakeholder theory 
to provide understanding in the discussion about ES, SMEs and stakeholders 
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2.6 Stakeholder theory 


This section reviews the stakeholder theory and the literature on stakeholder 
 theory that has addressed environment, environmental sustainability and SMEs. 


Stakeholder theory and its applicability have many contradicting views among the 
 scholars. 


Before stakeholder theory became popular, scholars tended to argue that the best 
 way  to  improve  firm's  performance  is  to  adopt  market  orientation  in  which  the 
 customers  and  competitors  are  in  the  focus  of  the  management  and  other 
 stakeholders are not addressed directly. However, that view has been challenged 
 by  the  stakeholder  orientation  which  is  more  flexible  and  situational  and  enables 
 managers  to  consider  the  contextual  factor  of  the  company  as  well.  Market 
 orientation  and  stakeholder  orientation  are  complementary  orientations  (Ferrel 
 2010).  


Also the traditional comprehension of firm's mission is that a firm should maximize 
 the  value  of  its  shareholders.  For  example  according  to  the  Finnish  law,  the 
 mission of a company is to generate profit for its shareholders (Osakeyhtiölaki 5§). 


Laplume et al. (2008) argue that  the fundamental idea behind stakeholder theory 
 is  that  the  firms  should  be  managed  so  that  all  who  have  their  stakes  in  the 
 company can gain benefits from its actions and stakeholder theory is increasingly 
 important  because  of  the  current  trend  of  increasing  interest  toward  ethical 
 behavior  of  companies.  Philips  and  Reichart  (2000)  state  that  stakeholder  theory 
 refers  to  managing  conflicts  that  arise  when  scarce  resources  are  allocated  at 
 different  targets.  These  conflicts  are  managed  by  cooperating  voluntarily  to  find 
 satisfying trade-offs between stakeholders that have legit claims in order to create 
 benefits (Philips & Reichart 2000).   


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. 


1997).  Since  1984  the  theory  has  evolved  because  this  original  definition  is 
 problematic  when  applied  to  reality  (e.g.  Fassin  2009  and  Philips  &  Reichart 
 2000).  The  problem  in  definitions  is  in  how  to  define  the  "stake"  (Mitchell  et  al. 


1997).  


Based  on  the  definition  of  Freeman  Freeman  (1984,  cited  by  Gibson  2012) for a 
 stakeholder,  anyone  or  anything  can  be  a  stakeholder  of  a  firm.  According  to 
 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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