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THE STAKEHOLDER MODEL REFINED

Abstract

The popularity of the stakeholder model has been achieved thanks to its powerful visual
scheme and its very simplicity. Stakeholder management has become an important tool to
transfer ethics to management practice and strategy. Nevertheless, legitimate criticism
continues to insist on clarification and emphasises on the perfectible nature of the model.
Here, rather than building on the discussion from a philosophical or theoretical point of view,
a different and innovative approach has been chosen: the analysis will return to the origin of
stakeholder theory and will keep the graphical framework firmly in perspective.

It will confront the stakeholder model’s graphical representation to the discussion on
stakeholder definition, stakeholder identification and categorisation, to re-centre the debate to
the strategic origin of the stakeholder model.

The ambiguity and the vagueness of the stakeholder concept are discussed from managerial
and legal approaches. The impacts of two major shortcomings of the popular stakeholder
framework are examined: the boundaries and the level of the firm’s environment, and the
ambivalent position of pressure groups and regulators. Working pragmatically, with a focus
on the managerial and organisational perspective, an attempt is made to clarify the
categorisations and classifications by introducing new terminology with a distinction between
stakeholders, stakewatchers and stakekeepers. The analysis will finally lead to a proposed
upgraded and refined version of the stakeholder model, with incremental ameliorations close
to Freeman’s original model and a return of focus to its essence, the managerial implications

in a strategic approach.

Keywords: stakeholder, stakewatcher, stakekeeper, stakeholder model, stakeholder theory,

strategy, graphical framework, Freeman’s model, pressure groups, business ethics



Introduction

Few management topics have generated more debate in recent decades than the underlying
notion, the model and the theories surrounding stakeholders® (Donaldson and Preston, 1995;
Gibson, 2000; Wolfe and Putler, 2002; Friedman and Miles, 2006). Stakeholder theory can be
seen as “a genuine theory though a perfectible one” (Lépineux, 2005). The visual power of the
stakeholder model and its very simplicity are seen as contributing to the success of the
stakeholder concept (Fassin, 2008). Stakeholder *‘management’ has become an important
discourse in the translation of business ethics to management practice and strategy
(Waxenberger and Spence, 2003: 242).

The impressive research on stakeholder theory has proceeded along three, often confused,
lines: the descriptive, the normative and the instrumental points of view (Donaldson and
Dunfee, 1994; Donaldson and Preston, 1995; Hendry, 2001; Friedman & Miles, 2006). To
these three interpretations, Freeman has added “a fourth dimension, the metaphorical use of
‘stakeholder’” (Freeman, 1994) which depicts the idea as “a figure in a broader narrative
about corporate life” (Freeman, in Cooper and Argyris: 612).

An increasing interrelation is noticed between the concepts of stakeholder theory, corporate
responsibility and business ethics (Valor, 2005: 193; Garriga et al., 2004: 61). Stakeholder
management has gradually been adopted as the leading red thread in several recent handbooks
on business ethics (e.g., Carroll & Buchholtz, 2006; Crane & Matten, 2004). The stakeholder
concept has become the grille de lecture for the analysis of corporate responsibility (Attarca
& Jacquot, 2005).

Moreover, there have also been serious attempts to integrate theory with research from
disparate areas to further develop the stakeholder theory (Jawahar and McLaughlin, 2001;
Andriof et al., 2002; Venkataraman, 2002). However, this widening range of application has
also raised confusion and ambiguity.

The criticisms of stakeholder theory from philosophical and theoretical standpoints have
already been thoroughly analysed and widely commented upon in the scientific literature
(Donaldson and Dunfee, 1994; Donaldson and Preston, 1995; Weiss, 1995; Sternberg, 1996;
Key, 1999; Moore, 1999; Gibson, 2000; Kaler, 2003; Gond and Mercier, 2004; Friedman &
Miles, 2006).



Methodology and structure

In this article, a different and innovative approach has been chosen: rather than building the
discussion purely from a philosophical or theoretical point of view, the analysis will return to
the origin of stakeholder theory and will keep the graphical framework firmly in perspective.
It will confront the stakeholder model’s graphical representation to the discussion on
stakeholder definition, stakeholder identification and categorisation to re-centre the debate to
the strategic origin of the stakeholder model.

Departing from a description of Freeman’s stakeholder model, a brief review of the criticisms
levelled at the model is followed by a succinct analysis of the definition of stakeholders and
their categorisation. The ambiguity and the vagueness of the stakeholder concept are explored
from managerial and legal standpoints. Next, the impact of two perceived major shortcomings
of the popular stakeholder framewaork are examined: i.e. the level of the firm’s environment,
and the ambivalent position of pressure groups and regulators. Working pragmatically, with a
focus on the managerial and organisational possibilities, an attempt is made to clarify the
categorisations and classifications by introducing new terminology. The analysis finally leads
to a proposition for an upgraded and refined version of the stakeholder model, with
incremental ameliorations close to Freeman’s original model, a refined scheme that offers an
improved conceptualisation of the firm and its environment, its parts and the interrelations
between the parts. The benefits of the new refined model are explained: the return of a focus

to its essence, the managerial implications in a strategic approach.

Freeman’s stakeholder model

Stakeholder theory has been complemented by a graphical framework: Freeman’s stakeholder
model. Many of the most popular management models are expressed as, or supported by, a
visual format; reputed examples being Porter’s Five Forces framework (Worren et al., 2002)
and Mintzberg’s structuring of organisation. Research has demonstrated a preference for
narrative and visual knowledge among practitioners over the prevailing prepositional mode
found in academia (Worren et al., 2002). The considerable impact of Freeman’s stakeholder
model amongst practitioners may to a certain extent be based on the cognitive power of visual
representations (Fassin, 2008).

The framework of the stakeholder model illustrates visually the relationships among the
various groups of actors in and around the firm. Based on the expansive literature on

organisation theory and corporate strategy, and on a vast amount of research and observation,



Freeman conceptualised his view of the firm in a new and rather simple concept: the

stakeholder model expressed through a powerful visual synthesis.

The model was possibly inspired by a method drawn from the sociological sciences, the
sociogram, which visualises the frequency of interactions between individuals or groups. The
design of the stakeholder model was influenced by the traditional input-output model of
managerial capitalism in which the company is related to only four groups: suppliers,
employees and shareholders providing the basic resources for the company; which are
transformed into products or services for the fourth group, namely clients. Freeman added
other constituencies that are affected by the firm’s activities and saw the corporation as the
centre of a series of interdependent two-way relationships (Crane and Matten, 2004: 50-52).
Freeman originally presented the stakeholder model as a map in which the firm is the hub of a
wheel and stakeholders are at the ends of spokes around the rim (Frooman, 1999). It consisted
of one central circle, or oval, representing the firm, surrounded by a variable number of other
circles or ovals with bi-directional arrows towards and from the central oval, each oval
representing a group of stakeholders. Freeman’s original framework included eleven
stakeholders on a non-exhaustive basis (Freeman, 1984: 25). The most common version of the
model — as represented in Figure 1 - includes seven stakeholders. To the elements of the
managerial capitalism model - shareholders (or financiers), customers, suppliers and
employees - Freeman added competitors? plus two important external stakeholders: the

government and the communities.

Later, Freeman and others added further groups of stakeholders, most notably pressure
groups. In a later version of the model, Freeman (2003) reduced the scheme to five internal
stakeholders: financiers, customers, suppliers, employees and communities (dropping
competitors), placed a box around these five stakeholders, and introduced six external
stakeholders: governments, environmentalists, NGOs, critics, the media and others, without

arrows linking these to the central hub. The adapted version is represented in Figure 2.



However, one should be aware that all synthesised representations, models and schemes are
social constructions that inevitably simplify and reduce reality. This remark is naturally valid
for the stakeholder framework (Pesqueux and Damak-Ayadi, 2005). Recent literature on the
subject proposes a range of refinements and improvements, or at least implicit explanatory
assumptions, to enable the correct interpretation of the framework to be made (Fassin, 2008).
Therefore, a more in depth review of the criticisms and confusion surrounding stakeholder

theory and definitions seems worthwhile.

A review of the criticisms: confusion surrounding stakeholder theorising and definitions
An overview of the literature on stakeholder theory creates the impression that the concepts
surrounding the stakeholder are referred to in confusing ways (Stoney and Winstanley, 2001;
Lépineux, 2005; Egels, 2005). Indeed, there are clear ambiguities in the literature on the basic
concepts of the stakeholder model, the stakeholder theory, the stakeholder approach,
stakeholder analysis and stakeholder management. The stakeholder approach has even been
seen as “a powerful heuristic device, intended to broaden management’s vision of its roles and
responsibilities beyond the profit maximisation function to include interests and claims from
non-stockholding groups” (Mitchell, Agle and Wood, 1997).

“A number of difficulties in identifying stakeholders and in defining the boundaries of the
firm are a function of the intrinsic flexibility of the theory itself” (Anonymous reviewer).
There is even a lack of clarity and consistency in the definition of a stakeholder, and indeed of
a stake (Waxenberger and Spence, 2003). Further, there are some fundamental inconsistencies
between some definitions and the graphical representation of the model. Finally, there is
insufficient rigour in applying the framework to managerial, organisational and strategic
issues: “much of stakeholder literature is prone to magnifying, blurring and/or neglecting”
(Wolfe and Putler, 2002).

The stakeholder theory, as with any new theory, suffers from numerous shortcomings and
imperfections “owing in part to vagueness, ambiguity and breadth of the stakeholder theory
itself” and in part to its “wide-ranging intuitive appeal, critiques are often implicit” (Phillips,
Freeman and Wicks, 2003). Similar sentiments were expressed by Orts and Strudler (2002),
while Hall and Vredenburg (2005) note that “stakeholder ambiguity is difficult to manage
because it is idiosyncratic and context-specific”.



In their discussions, some scholars have also widened the range of applications®. Several
authors have treated the stakeholder construct as the foundation for a theory of the firm
(Jones, 1995; Kochan and Rubinstein, 2000), and as a framework for use in the field of
business and society* (Rowley, 1997). Not only philosophers and jurists but also political
scientists have entered the debate®, broadening the theory to cover issues for which it was
never intended and in so doing providing ammunition for its detractors (Freeman and Evan,
1990; Langtry, 1994; Weiss, 1995; Argenti, 1997; Stoney and Winstanley, 2001; Freeman,
2003; Kaler, 2003). Some scholars argue that the stakeholder theory, as it has been presented,
has no solid basis: neither in the economic theory of the firm (Key, 1999) nor in traditional
ethical theories (Dunn, cited in Argandona, 1998). Others consider “it is lacking in its
normative foundations” (Waxenberger and Spence, 2003), and therefore see it as a weak
theory (Lépineux, 2005), or merely as “a science tradition” (Weaver and Trevino, 1994).

The debate has also introduced confusion concerning the implications for management and
governance (Frooman, 1999). It is seen as important to recognise the limitations of the
stakeholder theory so as “to prevent the theory [being] threatened with meaninglessness”
(Phillips, 1999). Notwithstanding the academic debate, which will hopefully provide further
clarifications and delimitations, there has been a fairly general consensus that the stakeholder
concept has the potential to deliver a theory of the organisation with practical usefulness for
management (Donaldson and Dunfee, 1994; Orts and Strudler, 2002; Jones and Wicks, 1999;
Freeman, 1999; Preston and Donaldson, 1999; Key, 1999; Harrison and Freeman, 1999;
Attas, 2004).

However, before taking up the critique on the stakeholder graphical representation, it is
worthwhile to return to the various definitions of the notion of stakeholder and to the different
approaches to the stakeholder concept in academic literature.

The definitions of stakeholders and their categorisations

A stakeholder refers to any individual or group that maintains a stake in an organisation in the
way that a shareholder possesses shares®. From the numerous definitions ” &, two
dichotomous views emerge (Kaler, 2002) - the “claimant’ definition and the ‘influencer’
definition of what it is to be a stakeholder - plus the combinatory definition: any group or
individual that “can affect or is affected by the achievement of an organisation’s objectives”
(Freeman, 1984: 46). This, now classical, definition has become the most accepted of the



definitions of a stakeholder, and has greater precision than the shorter version “those who can

affect or can be affected by the firm”.

The literature includes many attempts at classifying stakeholders using various criteria®,
(Frooman, 1999; Winn, 2001; Phillips, 2003a; Pesqueux et al., 2005): primary versus
secondary, direct or indirect, generic versus specific, legitimate versus derivative, strategic
and moral, core, strategic and environmental stakeholders, etc.. Mitchell, Agle and Wood
(1997) offered a theory of stakeholder identification and salience based on the attributes of
power, legitimacy and urgency.

Phillips (2003a) distinguishes normative stakeholders, derivative stakeholders and dangerous
or dormant stakeholders. Normative stakeholders are those stakeholders to whom the
organisation has a moral obligation: an obligation of stakeholder fairness (Phillips, 2003a).
Derivative stakeholders are those groups or individuals who can either harm or benefit the
organisation but to whom the organisation has no direct moral obligation as stakeholders:
these include competitors, activists, terrorists and the media (Phillips et al., 2003), and also
‘dangerous’ or *dormant’ stakeholders such as blackmailers or thieves (Jensen, 2002). These
final categories can affect the corporation but have no legitimate relationship with it (Mitchell
et al., 1997; Savage et al., 1991; Phillips, 2003a).

An additional compelling basis for classification considers the level of the environment: the
resource base, the industry structure and the social political arena (Post, Preston and Sachs,
2002).

The ambiguity and vagueness in the scope of the stakeholder concept

Legitimate criticism continues to insist on clarification and emphasises the perfectible nature
of the model (see, for example, Jones and Wicks, 1999). The stakeholder model is seen as
suffering from vagueness in scope and ambiguity due to the possible interpretations of the
basic stakeholder concept in either narrow or broad senses (Mitchell et al., 1997; Orts and
Strudler, 2002; Phillips, 2003: 120; Hansen et al., 2004). The different understandings are
founded in the differences between managerial and legal interpretations of the stakeholder
concept. They have imperceptibly been introduced through the various underlying definitions
of a stakeholder from a claimant definition “those without whom the organisation could not

survive” to an influence definition “those who can affect the firm or be affected by it”. Even



the latter, now classical, definition includes a certain ambiguity: those who can affect a firm

are not always the same as those who can be affected by it.

The legal interpretation - reinforcing the philosophical analysis - rests upon rights and
contracts: stakeholders have claims, firms have obligations and duties. Conversely, the
managerial approach, originating from organisation theory and sociology, is more pragmatic
and emphasises the relational aspects between stakeholders and the firm (Pesqueux et al.,
2005). These two opposing visions of the stakeholder concept reflect totally different issues.
The continuously evolving mix, juxtaposition and combinatory use of both definitions (Kaler,
2002) has increased the perception of vagueness in the model - with considerable

consequences.

The definition of a stakeholder using the broad view, as any individual or group that can
“affect or be affected”, leads to the need to pay attention, care and respect to all such
stakeholders who then have to be taken into account. The legal interpretation - with a more
abstract focus - leads to a narrower view of the stakeholder concept, with a selected number of
legitimate stakeholders linked through a contractual relationship, and all such relationships
having a comparable degree of intensity. Moreover, the claimant and influencer definitions
are not mutually exclusive: a stakeholder that affects, or that can be affected by, can also have
a claim; while a stakeholder that has no claim can still affect or be affected. There is no
implication of, or necessity for, reciprocal impact (Mitchell et al., 1997). Using the claimant
definition, competitors, for instance, would have to be excluded as stakeholders whereas, on
the basis of the influence definition, they should be integrated since they can harm or benefit
the firm (Phillips, 2003: 133; Spence et al., 2001). From a strategic perspective, it is essential
to include them in a strategic analysis.

The managerial interpretation implies multiple relationships with a much greater degree of
variation in the intensity of their influence or power. It is a broad view of the stakeholder
concept, with a pragmatic focus on strategic analysis and management implications. However,
as some opponents like to point out, the evolution in the definition of stakeholders represents
a dramatic increase in the number of stakeholders (Sternberg, 1996). Due to globalisation and
technological evolution, with improved communications and information systems, virtually
everyone and everything, everywhere, can “affect or be affected” by the decisions and actions
of a business enterprise (Sternberg, 1996; Metcalfe, 1998; Orts and Strudler, 2002).
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Consequently, virtually everyone and everything should be considered as a stakeholder. This
view adds little value to the theory (Phillips, 2003: 121); and, in any case, managerial time
constraints and limited cognitive capacity force a simplification and reduction that

counterbalances the comprehensiveness and usefulness of the theory (ibid.:129).

The ambiguity and vagueness in identifying stakeholders has largely resulted from the
intrinsic flexibility of stakeholder theory and from the mixing of two interpretations. This
ambiguity, and also a certain ambivalence, has been amplified by a combinatory use of
stakeholder definitions (Kaler, 2002) taking elements of the broad view with characteristics of
the narrow view, and vice versa. What happened was that, in the academic discussion, many
theorists argued with the claimant definition in order to reduce the number of stakeholders on
a theoretical basis, but used the influence definition to extend the list on pragmatic arguments
from a strategic perspective. The narrow view attempts “to define relevant groups based on
their direct relevance to the firm’s core economic interests”, while the broad managerial
view’s purpose is to collect “knowledge of actual and potential claimants in the firm’s
environment” (Mitchell et al., 1997). The major outcome of this somewhat artificial debate
has been to increase ambiguity and confusion and so undermine the whole stakeholder
concept. With the introduction of a distinction between normative and derivative legitimacy,
Phillips was able to reconcile “the two often opposing streams of stakeholder research” and to
“bring together both moral philosophical and strategic conceptions of stakeholder theory”
(Phillips, 2003:123).

Table 1 summarises the differences as described above, and at the same time the

complementarities, between the managerial and legal approaches to the stakeholder concept.

TABLE 1.

The managerial versus the legal approach to the stakeholder concept

Interpretations MANAGERIAL LEGAL
Analysis Sociological Philosophical
Basis of definition Relation Right
Definition Influencer Claimant
Characteristics Attention Claim

Care Contract



11

Influence Duties

Respect Obligations
Focus Pragmatic Abstract
Number Many stakeholders Select number
Legitimacy Derivative Normative
Relevance Knowledge of Firm’s core economic

firm’s environment interests

Scope Broad View Narrow view
Perspective STRATEGY THEORY

These two views are not opposite, but are two dimensions of the same reality, with different
objectives, applied and theoretical. In addition to these views that can be seen as a continuum,
a third dimension which will not be further discussed here, has been developed in the
literature, the ethical approach, somewhat more related to the philosophical approach®®.

Numerous academic articles have concentrated on stakeholder identification and
categorisation elaborated from one of these complementary approaches. However, very few
scholars go on to link their analysis to the graphical scheme, and thus avoid analysing the
inconsistencies that may exist between their definitions and the graphical model. The

following analysis focuses on this overlooked aspect of stakeholder theory.

The analysis of the graphical stakeholder model scheme

Confronting Freeman’s graphical scheme with the two definitions — narrow versus broad, or
rights versus relationships — leads to interesting developments. The number of stakeholders in
the original scheme is not restricted, although it is generally kept low for reasons of clarity.
The outlaying ovals are linked to the firm with bi-directional arrows symbolising a
relationship, or by a unidirectional arrow representing a claim. Only Phillips (2003: 127) has
introduced a distinction between the legitimate and derivative stakeholder relationships in the

graphical representation.

Much of the vagueness and ambiguity vanishes when one combines the definitions of a
stakeholder with the graphical representation since they were designed to go hand in hand.
Freeman had deliberately chosen a broad view, one based on relationships with many
stakeholders, in full concordance with his definition as those who “can affect or can be
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affected by the firm”. His approach was essentially managerial (Freeman, 1984: 43), whereas
much of the subsequent discussion originates from an opposing legal approach and its narrow
view. Seemingly, many philosophical theorists have neglected the link between definition and
scheme. They seem also to have neglected the origins of the theory and the fact that
stakeholder identification was never proposed as any more than the first step in a strategic

analysis.

The strategic and management origins of the stakeholder model

The stakeholder model was originally conceived as a strategic instrument for organisations to
broaden their vision of management and to turn their attention to the participants in the
organisation beyond the shareholders and to take into account the interests of the surrounding
business community and the socio-economic region'* (Freeman, 1984; Mitchell et al., 1997).
Stakeholder theory is seen as “a theory of organisational strategy and ethics” (Phillips,
Freeman and Wicks, 2003). A few articles (Waxenberger and Spence, 2003; Gond and
Mercier, 2004; Heene and Dentchev, 2006) have recently recalled attention to the
instrumental rationale for stakeholder management from a strategic perspective, regardless of

the moral or ethical considerations.

Shortcomings and imperfections in the stakeholder model’s graphical scheme

Besides the discussions on the identification and selection of specific stakeholders, the model
has been attacked for other flaws. Indeed, some of the original hypotheses are not fully
justified: reality is far more complex than the simplified graphical presentation provided by
the model. A systematic analysis of some of the model’s major shortcomings has been
illustrated using the graphical model (Fassin, 2008). Some of the major objections found in
the literature include the variability in the dependence among stakeholders, the variability in
salience and the impact of the various stakeholders, the central place within the model, the
multiple linkages and the network relationships. Stakeholders have a series of multilateral
contacts and direct influences on other stakeholders of the firm (Philips, 2003: 127), while
stakeholders themselves possess their own subset of stakeholders (Rowley, 1997). There is
also heterogeneity within stakeholder groups and ‘double appartenance’: the members within
every stakeholder group can be far from homogeneous, while one stakeholder may occupy
simultaneously several roles (Freeman, 1984: 58; Fassin, 2008).

The survey concluded that, with the implicit acceptance of simplification along the

aforementioned explanatory elements, Freeman’s model could still be accepted as a valuable
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approximation of reality. The analysis suggested only one change: the central oval should
represent the management, including the CEO and the board of directors, rather than the
firm*2. Although a minor change in form, it represents a major change in content, as it reaches
to the fundamentals of the model. If the central oval contains the management at the nexus of
contracts, the firm encompasses all stakeholders. In this approach, the firm encircles the
whole framework. This view corresponds more closely with definitions of the corporation as a
system of primary stakeholder groups (Clarkson, 1995) or as a complex network of

constituencies.

Additional imperfections of the stakeholder model

Further, the stakeholder model can be seen as presenting a few additional shortcomings. The
different levels of the environment are not addressed as they are in other models. The
ambivalent position of pressure groups and regulators raises other concerns (Fassin, 2008).
Finally, the model, if it is to be a useful tool, needs to offer greater help in identifying and

selecting stakeholder groups.

The levels of analysis of a firm’s environment

Stakeholder theory is seen as inadequately addressing the environment surrounding a firm
(Key, 1999). The model suffers a problem of delimitation of the boundaries of the firm, with
the various levels not clearly defined. Stakeholders around the firm, especially those in the
immediate business environment and those in the broader environment are somewhat
confused. Post, Preston and Sachs (2002a: 55, Figure 2.1) have responded to this objection by
proposing a new graphical model, the new stakeholder view of the firm, referred to here as the
PPS view, with three concentric rings around the corporation, representing successively the
resource base, the industry structure and the social political arena. This PPS view is an
extension of the graphical display of the interface between a business and selected
stakeholders with which it has social relationships (Carroll and Buchholtz, 2006: 9, Figure 1-
2).

The ambivalent position of pressure groups and requlators

Pressure groups belong to the set of derivative stakeholders. The legitimacy of the derivative
stakeholders is derived from their ability to affect the organisation and is based on obligations
owed to others (Phillips, 2003: 125-126). Sometimes, pressure groups have been collectively
represented as a separate, fully-fledged stakeholder, in an additional circle, or sometimes even
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in individual additional circles. In reality, pressure groups vary in nature, size and importance.
They represent a number of distinct categories of stakeholders. Some have evolved into
“institutional structures that serve the function of monitoring and enforcing the terms of the
implicit or tacit contracts” (Hill and Jones, 1992). Although most pressure groups do not have
a real stake, they can negatively influence the company through their actions. They do not
enjoy a real relationship with the firm, and in most cases are independent of business. Their
pressure is exerted in one direction, whereas the essence of the original stakeholder model
was interdependence. This is the main reason why they have been, over time, presented
differently: in a separate circle, on a second layer, with unidirectional arrows, or outside the
box as in Freeman’s latest adaptation. A detailed analysis clearly shows that pressure groups
operate in various functional areas of the firm. Their impact is generally channelled through
one of the more obvious stakeholders to the firm. Investor funds represent shareholders,
auditors monitor and control the accounts on behalf of the shareholders, and unions represent
the employees. They can all assume the role of proxy or intermediary for pressure groups.

A category closely linked to pressure groups is the regulators. Although these are mostly
situated outside the company, they exert a significant influence. Regulators are often
independent, and their impact tends to be seen as a constraint as is the case with a pressure
group. Many observers prefer to consider them as non-stakeholders and suggest placing them
in a separate group. The regulator par excellence is the state and the law, with its agencies,

commissions and other authorities (Fassin, 2008).

The identification and selection of stakeholder groups

Stakeholder theory is “mainly utilised to operationalise the question of to whom businesses
have a responsibility” rather than for what (Egels, 2005). Strategic stakeholder management
involves much more than the identification of groups and deciding whether they should be

integrated in the model as separate stakeholders.

Curiously, it is precisely the identification of individual stakeholders that has become one of
the central themes of the discussions in academic and management literature on stakeholding
(Mitchell et al., 1997; Clarkson, 1998: 7; Post et al., 2002; Phillips, 2003a; Cappelen, 2004).
In an analysis of the literature referring to stakeholder selection, | found about one hundred

stakeholder groups and subgroups. | have attempted to logically regroup common and related
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subgroups, and identify any common elements in the various selections. A detailed list of the

subgroups so identified is included as Appendix A.

The literature is unanimous on the three major stakeholder groups: financiers, employees and
customers. As competitors have been eliminated in various versions of the model (Spence et
al., 2001; Post et al., 2002a:53), it may be reasonable to group them with suppliers in one
larger group called “business’. There is also a general recognition of two further groups,
namely ‘communities’ and “civil society’, and to include a number of external constituencies
and influencers as surrounding external stakeholder groups: in particular the government and
state, pressure groups, regulators and the media. As argued by Clarkson, “the public is a
stakeholder in all corporations” (1994). Along with the general public, some more abstract
groups such as the environment (Phillips and Reichart, 2000), technology, and future
generations can be included within the communities (seen as somewhat local), or in civil
society and the wider world. Notably, this selection respects the logic and the history of

stakeholder theory.

In following sections we will explore how stakeholders can be better identified and
categorized and how the discussed imperfections and shortcomings of the graphical model

can be reduced to arrive at a refinement of the stakeholder model itself.

Stakeholders, stakewatchers and stakekeepers

The range of definitions of the stakeholder, and the widening of the term to include all kinds
of external bodies, has created confusion and diluted the concept. For this reason, in the
current analysis, the potential list of stakeholders has been divided into three distinct
categories: the internal constituents and stakeholders who have a real stake in the company,
the pressure groups that influence the firm, and the regulators who impose external control
and regulations on the firm. Real stakeholders have a claim on the firm, pressure groups as
indirect stakeholders only an indirect claim, while regulators have no claim. In Table 2, the
three categories are confronted with different elements of the typology of Mitchell, Agle and
Wood (1997) : legitimacy and power, and to the responsibility.

TABLE 2;

Differences between the three categories of stakeholders
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Stakeholder  Pressure group Regulator
Legitimacy of the claim normative derivative mixed
Power/influence dominance of the firm on the firm on the firm
Responsibility of the firm no externally imposed

STAKEHOLDER STAKEWATCHER STAKEKEEPER

The three categories above have substantially different profiles. For the real stakeholders, who
possess a legitimate claim, power and influence are reciprocal; the firm has responsibility for
them. The firm has little power on and no responsibility for indirect stakeholders, whose
legitimacy is derivative (Phillips, 2003: 120). The legitimacy of the claim of pressure groups
is of mixed origin. They have considerable power over the firm, while the firm can hardly
influence them. The firm has no responsibility for pressure groups and regulators. They are
totally independent of the firm but, indirectly, regulators can externally impose

responsibilities.

In an attempt to disentangle the confusion in the existing terminology, | have introduced a
new terminology, that clearly distinguishes these categories and which - | hope - will
overcome many of the misinterpretations found in the stakeholder literature. First of all, there
are the real stakeholders, essentially the classic stakeholders in the original narrow approach -
those who have a concrete stake: the dedicated stakeholders with a real positive and (or at

least expected) loyal interest in the firm.

Next, there are those stakeholders, such as pressure groups, who do not really have a stake
themselves but who protect the interests of real stakeholders, often as proxies or
intermediaries. | label these stakewatchers. The group encompasses those stakeholders who
look after a stake with care, attention and scrutiny, just as watchdogs do. Good examples are
unions guarding the stake of employees and workers; consumer associations defending the
stake of consumers; investor associations protecting the shareholders; and activists watching

the stake of the community and the environment.
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Then there is another group containing those who are even further removed from the active,
real stakeholders: the independent regulators, who have no stake in the firm but have
influence and control. They impose regulations and constraints, while the firm has little
reciprocal direct impact on them. | call these the stakekeepers, in an analogy with the term of
gatekeeper in innovation literature, and more recently introduced in social sciences and in
finance. The term of gatekeeper connotes some form of outside or independent monitor with
some power to screen out or at least to grade or to rate the persons or entities he scrutinises.
Examples in finance are the auditors, the security analysts, the Security and Exchange
Commission. They are typically “repeat players who provide certification or verification
services to investors” and “act by pledging their reputational capital to the corporation” to
assure investors as to the quality of the information (Coffee, 2006: 2 & 10). A stakekeeper
controls and signals, as a gatekeeper does. He keeps a stake for the stakeholders.
Governments tend to be the major generic stakekeeper. Specific stakekeepers include courts,
regulatory agencies, certification organisations, independent evaluation bodies and
laboratories. The press and the media form another important grouping of stakekeepers. The
actions of stakekeepers find their expression in laws, norms, codes, analyses etc., and in
publications. Public but also private accreditation institutions have expanded in different
fields such as security and quality (ISO-norms). In parallel, rating agencies cover an
increasing number of sectors and possibly publicise the results and rankings: from the
classical example of the Michelin guide for restaurants to the KLD index for corporate social

responsibility and to the Economist or FT rankings of business schools.

The proposed categorisation thus includes three distinct groups: stakeholders who hold stakes,
the stakewatchers who watch over a stake and the stakekeepers who keep the stake.

For completeness, one should add the false and uncontrolled influencers, the activist groups
and terrorists who do not want the good of the firm, and who can harm it through unjustified
and unfair actions or by spreading false information. They may pursue a hidden agenda and
often act without warning. Although these groups are sometimes referred to as stakeholders, a

more appropriate term might be ‘stake impostors’.

The triangular relationship

By so classifying the list of stakeholders, triangular relationships appear. For almost each
major constituency there is a corresponding main pressure group. For most stakeholder there
is a corresponding stakewatcher, and these are labelled associated stakeholders. Finally, for
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each group of associated stakeholders there is also at least one corresponding specific
stakekeeper®, while the generic stakekeepers have impact on many stakeholders. Figures 3a

and 3b represent the triangular relationship among the various groups of stakeholders.

For shareholders (stakeholders), the corresponding pressure groups (stakewatchers) are the
institutional investment funds and analysts, and the regulators (specific stakekeepers)
comprise the regulator’s office of the stock exchange, the SEC, other regulatory agencies and
rating agencies, accreditation offices, professional associations of directors and a
sophisticated financial press (Van den Berghe, 2002: 158). The corresponding regulatory

framework is laid down in specific laws, corporate governance codes, etc.

Employees have their unions as their stakewatchers, while the government through the law
and the courts are the stakekeepers. The stakeholder group of clients or customers includes
wholesalers, retailers and final customers (Ferrell, 2004). Pressure groups, such as consumer
associations, act as stakewatchers, whereas regulators such as the Food and Drug
Administration (FDA) in the USA, control laboratories and other agencies play roles as

stakekeepers.

Organisational boundaries are becoming fuzzy through new forms of cooperation in research
and innovation, involving co-development, customer involvement in design and product
testing, and new alliances established to enter new or foreign markets (Harrison and St. John,
1996). Therefore, suppliers have been increasingly integrated into a larger stakeholder group
called ‘business’. This group comprises the suppliers and competitors from the original
model. The business group also includes joint venture and strategic alliance partners,
consultants, advertisers, trade associations and professional associations. Competitors
represent a special case, originally seen as a stakeholder but later rejected (Freeman, 1994;
Attas, 2004) as they do not strive for the wellbeing of the firm. However, there are increasing
numbers of cases involving co-operation with competitors, as for instance in joint-research
programmes with the support and funding of the European Union. Generally, however, the
main effects of competitors are influential in nature and, therefore, they should have their
place in any strategic analysis (Spence et al., 2001). Competitors and new entrants with
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substitute products (from Porter’s model) are thus stakewatchers and fit within the business
group. In this business group, competitors form the associate stakeholder, corresponding to

the suppliers as the classic stakeholder.

In addition to the four economic stakeholders, communities and civil society are identified as
a separate group of associated stakeholders, predominantly of the stakewatcher type. Civil
society is represented by actors from the general public outside the immediate economic
realm of the corporation and outside the public sector. Civil society organisations include a
plethora of pressure groups, non-governmental organisations, charities and religious groups
(Crane and Matten, 2004: 345). The communities provide the infrastructure, impose local
regulations and levy taxes. In reality they represent the local component of the state, with a
predominantly stakewatcher role, while the regulatory part of their function is classified
within the stakekeeper group of government.

Some stakekeepers have specific influence over one stakeholder, but most of them have
common elements and can be grouped in a few common generic groups: the government for
the public sector, and the ‘wider world’ as another sector. These represent the citizens’
interests, the general public, society as a whole, the interests of the wider world and the
environment. They operate through official control and regulation. Contrary to the
stakewatchers, stakekeepers have generally less direct contact with their associated
stakeholder. However, they have more than influence since they exert a coercive power
through laws, norms and codes, and control mechanisms. The government, for instance, as a
generic stakekeeper, has general laws applicable to all companies, but also has specific laws
for each sector, such as the control institutes and the FDA in the food sector.

Stakekeepers impose responsibilities upon the firm and can signal it to the external world. The
media, therefore, - including the press - have been classified as a distinct stakekeeper, and not
as a stakewatcher. The choice was made for three main reasons: their general character that
embraces all activities, their independence of the corporation, and their power. The press can
counterbalance the power of business and relay the demands of the various pressure groups.
The media can call firms to account in their publications just as the government does this
through their courts. With their role of controlling and signalling the firm towards its
responsibility, government and media act as gatekeepers. The press is considered to be a
fourth power, and one of which the business community should be constantly aware. The
press has a generic appeal but can also address specific subgroups through the specialised
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press. It is not unusual for serious and justified requests from consumers, employees and other
pressure groups of stakeholders to be conveyed by the press and then gradually adopted by the

authorities and eventually enshrined in the law (Dentchev, 2008).

To complete the picture, one should also note that the government does not have a monopoly
on regulation. There is also self-regulation, where the business community itself creates a
code on a voluntary basis. Examples are the codes of corporate governance, launched by
industrial associations, or individual company codes of conduct. Another instance of
successful voluntary regulation is adoption of ISO certification in the field of quality control.

The refined stakeholder model: the ‘stake model’

The proposed systematic categorisation of stakeholders should lead to a new graphical
representation that integrates the concepts of stakewatchers and stakekeepers. A first model
has been built on the earlier concept of the stakeholder view of the corporation by Post,
Preston and Sachs™. The superiority of the PPS view over Freeman’s model is that it clearly
indicates the three levels of operation - the resource base, the industry structure and the social
political arena - in four concentric ovals. Conversely, an advantage of Freeman’s model is its
cognitive power: the way it visually represents the relationships between stakeholders,
something that is less apparent in the PPS view. Further, and more importantly, the major
advantage of Freeman’s model over the PPS view is the widespread and general acceptance of
the framework, both in academic literature and, essential from a pragmatic point of view, in
business circles. “Freeman’s conceptualisation has become the convention from which the
stakeholder theory has developed” (Frooman, 1999). Further reflection, in an attempt to move
the model closer to the original concept of Freeman’s stakeholder model, has led, after a
number of redesigns, to a new graphical representation that integrates the notions of
stakewatchers and stakekeepers. It keeps close to Freeman’s adapted model without losing the
completeness offered by the PPS view. | have called this enhanced and refined version the

stake model of the corporation.

The hub-spoke concept of the original model is retained, as well as the later addition in the
adapted version, of a box encompassing all its internal constituencies. The management of the
firm is placed in the central oval core; the box is replaced by a single large circle or oval,
referred to as the ring. The ring partly encompasses the ovals representing the stakeholders,
and splits them into two unequal parts. The larger of these parts is in the inner circle for the
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four major stakeholder groups (i.e. the economic stakeholders: financiers, employees,
customers, business) and outside the inner circle for the community and civil society groups.
In this scheme, the ovals do not simply represent the stakeholders: the stakeholders are
represented by the part within the ring with their associated stakewatchers in the part beyond
the ring. The hub-spoke model is thus gradually transformed into a kind of solar system with a
central oval sun and surrounding planets. The ovals fully outside the ring represent the
stakekeepers in much the same way as the external ovals in Freeman’s adapted version. In this
new stake model, the firm (or corporation) encompasses the core and all stakeholders within
the ring. The hub is the management rather than the firm.

Since most of the stakekeepers exert influence on the firm through multiple stakeholders, their
relations can be represented by multiple arrows from the specific stakekeepers to their
associated stakeholders, and from the generic stakeholders to various stakeholders of the firm.
Figure 4 shows the conceptual view of the new outline framework, highlighting the firm with
its stakeholders around the management at the core, and surrounded by stakewatchers and

stakekeepers.

For reasons of simplification and clarity, the triangular relation will not be explicitly drawn
(as in the right upper corner), but replaced by the dotted unidirectional lines pointing towards
the ring of the firm (as at the foot in the right). This view builds further on one idea of
Phillips’s stakeholder map (2003: 127), but retained only for the stakekeepers (the media in
Phillips’s example), not for the stakewatchers (activists in the example). The dissimilarity is
that in the present view, activists are not considered as a generic group, but as clearly
identified specific groups with generally a one single issue focus and mainly concerned with a
single primary set of stakeholders; the specific activist is then positioned adjacent to its
associated stakeholder: consumer defence organisation close to the consumers, shareholder
activist next to the financiers, unions besides the employees, competitors next to business,
NGOs for the civil society, special interest groups next to the communities.

Figure 5 illustrates this new graphical representation of the refined stake model of the firm

and details the major stakeholders, stakewatchers and stakekeepers.
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Through these adaptations, an attempt has been made to achieve the best of both worlds: the
superiority of synthesised value, visual power and the general acceptance of Freeman’s
model; plus the valuable and complementary environmental levels taken from the PPS view.
Again, it has to be pointed out that the adapted, refined stake model, as every model, is a
simplification. The stake model when applied in detail should therefore show the necessary
nuances in function of each specific situation. A more detailed application to each specific
firm can present variations of different degrees. Stakeholders have a dynamic aspect (Post et
al., 2002a:26), “situation and issue specific, and thus temporary” (Winn, 2001). Pressures,
threats and opportunities in a corporation’s environment vary over time (Jawahar and
McLaughlin, 2001; Phillips, 2003a). Some pressure groups as specific interest groups can be
very cooperative with the company and can merit the status of a stakeholder rather than a
stakewatcher; some shareholder activists may have more of a stakewatcher approach than a
stakeholder one, while it is hard to see daytraders as genuine stakeholders. The media can be
helpful on some occasions and aggressive on others, and can, in turn, present characteristics
of stakekeeper, stakewatcher and stakeholder. The government is also a complex stakeholder
since it provides infrastructure and levies taxes, while simultaneously enacting laws and
imposing regulations. Through its tax administration role, government is even considered by
some observers as a ‘silent’ shareholder — one that imposes taxes of up to one-third or even
one-half of the firm’s profits before dividends. Government can indeed present the
characteristics of stakeholder, stakewatcher and stakekeeper, in line with its multiple
functions. Regulation originating from law, government and administration, belongs to the
stakekeepers, while self-regulation that generally emanates from the industrial sectors or from
professional associations, as voluntary actions, has to be located in the appropriate

stakewatcher group.

For the sake of simplification, but keeping these clarifications and nuances in mind, the figure
as presented here (Figure 5) places the stakeholder groups in the appropriate oval section for
their most-likely dominant function. For the same obvious reasons of clarity, the multiple
linkages between stakeholders (Phillips, 2003: 127) and the network relations among the
various stakeholders, as quite rightly addressed by Rowley (1997), are not represented on the

graph (by superposition), but have been tacitly and implicitly accepted (Fassin, 2008).

Justification of the stake model
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This section will attempt to validate the proposed stake model. Starting from Freeman’s
stakeholder model, the following criticisms levelled against it are considered: the
identification and selection of stakeholder groups, the position of pressure groups and
regulators and the different levels of the environment. The extent to which the various
adaptations to the stake model proposed here respond to them are explored. The analysis

concentrates on pragmatic managerial and organisational implications.

The identification and selection of stakeholder groups.

In a stakeholder approach, the first critical phase consists of identifying the stakeholders. A
differentiation among stakeholders, stakewatchers and stakekeepers, on the basis of the
attributes of the Mitchell, Agle and Wood typology and responsibility criteria, will facilitate
the identification phase. The model visibly distinguishes between internal and external
stakeholders. It underlines the tripartite nature of stakeholders, making a clear distinction
among real stakeholders, pressure groups and regulators. In so doing, it also better separates
the ‘legitimate’ stakeholders from the rest. The new graphical representation better visualises
this more realistic categorisation of stakeholders. This ‘solar system’ scheme corresponds
more closely with the view of the corporation as a complex network of constituencies
(Clarkson, 1995) and also better coincides with the definition of organisations as coalitions of
individuals and organised sub-coalitions (Cyert & March, 1963: 27).

In selecting individual stakeholder groups, choices have to be made, and choices imply a
degree of arbitrary decision-making. The selection here was based on an analysis of the major
papers in the literature on the subject. The various stakeholders were grouped on the basis of a
thorough review in order to select and retain an acceptable number of them, and to end up
with something comparable to the classical stakeholder model. The original constituencies
have been accepted as ‘real’ stakeholders. This process resulted in the following categories of
stakeholders: shareholders, employees, customers, business, communities, and the wider
world - each with an associated stakewatcher. The government, civil society, the media,
‘others’ and non-stakeholders act as stakekeepers and orbit in the outer ring. The stake model
thus integrates virtually all of the classical stakeholders and pressure groups found in the

existing models.
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The different levels of the environment

Following the PPS viewpoint, the new stake model better visualises the boundaries of the firm
and the three levels of the company, the business environment and the social political arena.
The stakeholders within the ring represent the firm; the adjacent segments of the associated
stakewatchers largely cover the business environment; and beyond the ring and segments is
the wider environment of the social political arena with its stakekeepers. The various
economic levels are included in the model: the firm at the microeconomic level, the broader
economic community and the world on the macroeconomic level. Beyond the economic
world, the model also integrates the public sector, the general public and society, largely

outside of the ring.

The ambivalent position of pressure groups and requlators

The new stake model better illustrates the status of the various stakeholders and
stakewatchers, and reflects their attributes. Within the firm-level circle, the power and
influence of the firm dominates the stakeholders, whereas the stakewatchers outside the firm
generally have the greater influence in their relationship with the firm. In this stake model, it
is mainly the stakeholders that can be heavily affected by the firm, whereas the firm is mainly
affected by the stakewatchers and the stakekeepers. The firm has a moral obligation towards
the stakeholders - to care about them - but has no moral obligation to attend to the wellbeing
of the stakewatchers who hold power over the firm. Since both stakewatchers and
stakekeepers derive their power from their legitimacy, they can call firms to account. They
consequently can exert both beneficial and harmful influences on a firm (Phillips, 2003a). As
stakekeepers impose additional responsibilities upon the firm they should be considered in a

strategic perspective.

The refined stakeholder model as a strategic instrument

Returning to the stakeholder model’s graphical representation has contributed to clarifying the
discussion on stakeholder definition, stakeholder identification and categorisation. It has re-
centred the debate to the strategic origin of stakeholder theory. This confrontation from
different perspectives has lead to a few incremental improvements in the graphical scheme,
with better defined boundaries of the firm, in conjunction with a new terminology. This
refined stakeholder model offers greater help in identifying and selecting stakeholder groups,

the first step for stakeholder analysis and strategic stakeholder management.
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The similarity to Freeman’s stakeholder model

Originally a different visual presentation had been envisaged, one closer to reality and more
reflective of certain criticisms (see Note 14). However, this is seen as deviating too far from
Freeman’s widely accepted stakeholder model whose powerful visual value is recognised and
acknowledged. Freeman started from a strategic and managerial approach. Therefore, the new
model was further developed such that it did not lose the familiarity of the accepted basic
scheme while absorbing the logical evolution based on stakeholder research. Indeed, the new
model fits the logic of the evolutionary line that started with Freeman’s original version,
includes his later adaptation and continues to beckon future research.

The essentials of the graphical presentation are preserved. The major elements of Freeman’s
model remain unchanged: the central oval with a number of surrounding ovals, plus a number
of external ovals. The desire for clarity has, however, required a few minor but essential
modifications. The three principal differences are the adjacency of the stakeholders and their
associated pressure groups in a single oval for each group, the ring that cuts the various

associated stakeholder groups, and the replacement of the firm at the core by its management.

Schemes, diagrams, visual or graphical representations are sensemaking constructions. Like
all synthesised representations, the stakeholder framework inevitably simplifies and reduces
reality (Pesqueux and Damak-Ayadi, 2005; Fassin, 2008). Whereas the complexity and
subtlety of some meanings can be near impossible to put into words (Meyer, 1991; Kress and
van Leeuwen, 1996), visual representations can simplify and aggregate complex information
into meaningful patterns (Worren, Moore and Elliott, 2002). Diagrams can help people
comprehend their environments (Anderson, 1980; Meyer, 1991). The stakeholder model fits
in perfectly to these criteria. In “revealing the data at several levels of analysis, and in
inducing the viewer to think about substance rather than about methodology” (Meyer, 1991:
232), the refined stakeholder model corresponds even better to the requirements for schemata.
As a means for conceptualisation, schemes “allow for simultaneous perception of parts as
well as a grasp of interrelations between parts” (Maruyama, 1986 cited in Meyer, 1991: 229),
which has always been the principal aim of the stakeholder graphical model.

The strategy for managing stakeholders, stakewatchers and stakekeepers

In order to be useful, “stakeholder theory must provide an account of how stakeholders try to

act to influence the firm’s decision making and, ultimately, the firm’s behaviour” (Frooman,
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1999:192). The proposed refined model clearly offers some benefit in terms of more efficient
stakeholder management (as recommended by Caroll and Buchholtz, 2006: 75-89). Following
the identification phase, threats and opportunities can be evaluated while taking into account
the responsibilities of the firm towards each group of stakeholders. “Who is dependent on
whom and by how much will determine the type of influence strategy” (Frooman, 1999: 201).
The assessment of a stakeholder’s capacity and willingness to threaten or cooperate will allow
the firm to elaborate the appropriate response - in either an offensive or a defensive way. The
nature of their interdependency and the influence on the environmental uncertainty facing the
firm will help determine the priorities (Harrison and St. John, 1996).

“Stakeholder theory is about managing potential conflict stemming from divergent interests.”
(Frooman, 1999: 193). The relationships with the majority of stakeholders will be seen as a
potential for cooperation, whereas the relationships with most stakewatchers will be
considered as a potential threat (Freeman, 1984; Savage et al., 1991). Applying the typology
of strategies put forward by Savage et al. (1991) will help in developing a strategy for action
with respect to each stakeholder: accommodate, negotiate, manipulate or resist. For the
majority of supportive stakeholders, a strategy of involvement will be preferred. Non-
supportive stakewatchers will be handled with a defensive strategy, or through monitoring in
the case of marginal stakewatchers.

Due to the complexity of their role, involving control and signalling, the relationship with
stakekeepers may be somewhat more complicated and elaborated. Depending on their
potential for cooperation with the firm, the strategy for stakekeepers will be one of

collaboration, or monitoring, often expressed in lobbying.

“Stakeholders who are strategically important should be managed as partners” (Harrison and
St. John, 1996: 51). The refined stakeholder model helps in better understanding organisations
and thus facilitates both the strategic analysis of assessing stakeholders and the elaboration of
the appropriate strategy for managing stakeholders.

While our refined stakeholder model is for reasons of clarity predominantly firm-centred, as
Freeman’s original model, the network view of stakeholders should still be considered as an
implicit assumption. The firm is only a node in a network of relations among stakeholders, a
perspective that has even more relevance for issues in business and society than for strategic

management*®.
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Conclusion

The conceptualisations in Freeman’s original stakeholder model and in its revised version
have been widely accepted as a management tool for developing corporate strategy. However,
over the years, the uncontrolled broadening of its scope and applications, coupled with the
parallel multiplication of stakeholder definitions, has created confusion. Critics have attacked
the vagueness and ambiguity of the underlying theory. A strong need for clarification and a

clear delimitation of the stakeholders was thus urgently needed.

Curiously, while the graphical representation of the stakeholder model has generally been
adopted by most scholars and has contributed to the acceptance of the stakeholder concept by
the business community, the graphical model has hardly been used in most of the extensive
debate and critique in academic literature. Confronting the dichotomy of definitions with the
graphical representation has been both innovative and revelatory. It has contributed to
clarifying many of the misunderstandings and misinterpretations that have threatened to
undermine the model. The systematic, graphical analysis of the major criticisms levelled at
the model leads to modest adaptations that provide a new and insightful extension to the

existing stakeholder literature.

Drawing on the various criticisms and suggestions, a new, refined stakeholder model is
proposed, the stake model, incorporating minor changes but respecting the logical line of
evolution initiated by Freeman’s first conceptual stakeholder model and its subsequent
adaptation. The ambition was to adapt Freeman’s framework, but with as little alteration as

possible, so as to retain the visual power of its familiar scheme.

To help in clarification, the new concepts of stakewatchers (mainly pressure groups) and
stakekeepers (largely regulators) have been introduced. This view better reflects the distinct
activities of stakeholders in one of three groups: the stakeholder who holds a stake, the
stakewatcher who watches the stake and the stakekeeper who keeps the stake. This clear
delimitation should enhance understanding. Graphical models can help in the sensemaking.
The refined stakeholder model offers an improved conceptualisation of the firm and its
environment, its parts and the interrelations between the parts. The simple graphical
representation of the adapted stake model, as a solar system, will hopefully contribute to
silencing a number of criticisms and objections, and so enable the focus within the
stakeholder discussions to return to its essence: the managerial implications. With its better
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delimitation of the boundaries of the firm and its integrated visualisation of the categorisation
options, the refined stake model will facilitate the strategic analysis needed to better manage
stakeholders. This neatly brings us back to Freeman’s strategic view that saw stakeholder
theory as “managerial, intimately connected with the practice of business and of value
creation” (Freeman, 2000; Freeman, 1984: 43), with the concept of fairness and the notion of

the common good as the core underlying themes and values.
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STAKEHOLDER

constituencies

MANAGEMENT

board
CEO

FINANCIERS

owners
shareholders
bondholders
financiers

bankers

EMPLOYEES

employees

CUSTOMERS

BUSINESS

customer
client
buyer
distributors
consumers

business par suppliers

creditors

trading partners
trade associations
supply chain associates

STAKEWATCHER
pressure groups

special interest groups
activist groups

institutional investors
shareholder activist
pension funds
auditors

unions
safety and health groups

customer advocate group
customer association
control laboratories

MEDIA

competitors
new entrants
substitutes

joint venture partners and alliances

advertisers
consultants
laboratories

COMMUNITIES

local communities
local government
neighbourhood
beneficiaries

WIDER WORLD

the arts

political groups

religious groups

the military

technology process
academic institutes
think-tank/research group
non human species
environment

nature

employees' family
students
future generations

world issues

OTHERS

"big business" groups

STAKEKEEPER
regulators
30
legislator
court

Security & Exchange Commission (SEC)

rating agencies

securities analysts

sophisticated financial press

professional associations of directors,
corporate secretaries and managers

Bank Commission

Equal Employment Opportunity Commission (EEOC )

Safety and Health Administration (OHSA)

Food and Drug Administration (FDA )
customer protection journals

Consumer Product Safety Com (CPSC)

industry observers
critics

business press
television news

Global Reporting Initiative (GRI)
academic commentators

CIVIL SOCIETY

public interest groups

general public

private organizations

citizens

Non-governmental Organizations (NGOSs)

GOVERNMENT -STATE

political groups
single-issue groups

animal welfare organizations
environmental groups
watchdog groups

national government

congress

cabinets

governmental agencies

court

Environmental Protection Agency (EPA)
Non-governmental Organizations (NGOSs)
human rights associations

NON stakeholders

terrorists
blackmailers
thieves
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FIGURE 1.
The original stakeholder model — Freeman (1984)
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FIGURE 2.
The adapted version of the stakeholder model — Freeman (2003)
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FIGURE 3a and 3b.
The triangular relationship among stakeholder groups
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FIGURE 4.
The triangular relation between stakeholder, stakewatcher and stakekeeper
transposed on the new framework as a solar system.

FIRM/ CORPORATION

Generic stakekeeper

Stakewatcher
Stakekeéper %
O —
Non Stakeholder ' Specific

i

stakekeepers

Ring

Associated
stakeholders

A S

~
~
\n

non stakeholders
stakekeeper



FIGURE 5.
The stake model of the firm
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FIGURE 6.
The adapted PPS view
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! Donaldson and Preston (1995) note more than one hundred articles on the stakeholder concept between 1984
and 1995, Wolfe and Putler (2002) 76 articles between 1990 and 1999. Gibson (2000) finds 200 articles in the
1990s alone. A search on ABI-Proquest, at the begin of 2008, produced over 14.000 references to stakeholder,
including 6.000 in academic journals. Several leading journals have dedicated special editions to the stakeholder
concept (such as Infra 5). A search on Google at the same time gave 230.000 entries under ‘stakeholder theory’
and 7,4 million on the term ‘stakeholder’.

% The popularity of Michael Porter’s model of industrial competition at the beginning of the 1980s may well be
responsible for the incorporation of competitors as a distinct stakeholder group. Both models also see the firm
holding the central position in the stakeholder model.

® This leads to critical distortions and management misinterpretations involving “well-meaning, but perhaps
overzealous commentators who stretched the theory beyond its proper scope” (Phillips et al., 2003). The
stakeholder theory has also invaded public management (Bingham, Nabatchi and O’Leary, 2005) and other areas
than management (Stoney and Winstanley, 2001). Its terminology has been claimed by political parties. In New
Labour campaign communications and in debates around the ‘Stakeholder Society’, Blair introduced the term
stakeholder capitalism as against shareholder capitalism (Post, Preston and Sachs, 2002:7; Wheeler and
Sillanpé, 1997; Kay in Kelly, et al., 1997; Metcalfe, 1998), and the concept has become one of the cornerstones
of industrial democracy in Scandinavia. For more information on the Scandinavian development of industrial
democracy see Nasi (1995), (source: Werhane and Freeman, 1997, Blackwell Encyclopedia, p.612).

* A few comprehensive overviews of current thinking can be found including Frooman, 1999; Freeman, 2000;
Donaldson, 2002; Freeman, 2004; an overview of definitions is included in Mitchell et al., 1997, and in
Friedman & Miles, 2006: 5-8.

> The resulting ‘separation thesis’ engendered an intellectual debate between partisans and opponents of the
theories, separating the business from the ethics discourse (Freeman, 1994; Wicks, 1996). Some scholars have
justified stakeholder theory (Freeman and McVea, 2001, Hansen et al., 2004) using legal arguments such as
property rights (Donaldson and Preston, 1995; Blair, 1998); others on a Rawlsian social contract argument
(Rawls, 1971; Freeman and Evan, 1990; Child and Marcoux, 1999; Phillips, 2003); on economic arguments
involving fiduciary relationships (Goodpaster, 1991; Boatright, 1994; Marcoux, 2003); on agency theory
(Shankman, 1999); on moral grounds (Gibson, 2000) with the principle of fairness (Phillips, 1997; Metcalfe,
1998), on Kantian theory and the right to be treated as an end (Evan and Freeman, 1988; Bowie, 1999) or using
the concept of the common good (Argandona, 1998).

® In some views, the importance of ‘having a stake’ is emphasised, in others it is ‘power or influence’, bi-
directional or one-way, that is decisive. In other cases, the notion of a ‘relationship’ is central. Some researchers
and practitioners argue that stakeholders who have a relationship but lack an element of risk do not hold a stake
in the company (Clarkson, 1994: 6; Attas, 2004). While some groups or individuals do indeed bear a risk
(Williamson, 1985; Freeman and Evan, 1990), or express loyalty or add value (Post, Preston and Sachs, 2002:
8); others claim a share in the organisation’s benefits, or seek to have a voice (Phillips, 2003:159) or to
participate in the firm’s decision-making or governance through representation (Kochan and Rubinstein, 2000;
Harrison and Freeman, 2004; Phillips, 2003:160).

" Other scholars prefer terms such as “constituency’ (Mitnick, 1980, cited in Freeman, 1984: 40; Argenti, 1998),
‘claimant’ or ‘influencer’ (Mintzberg, 1983: 27). For some authors, stakeholders are groups for which a “firm’s
decisions to act or not to act are responsible for their level of well-being” (Langtry, 1994); for others they are
“any individual or group that is the legitimate object of managerial attention” (Phillips, 2003a), or any party “on
which the organisation is dependent for its continued survival” (Freeman and Reed, 1994). Some define
stakeholders as groups to whom the company should be concerned or from whom they need loyalty (Campbell,
1997).

g_lt is precisely this variation in the definition of a stakeholder (Gond and Mercier, 2004) that leads to confusion
and, by the same token, demonstrates the urgent need for a clear identification of a stakeholder. Some elements
come back in number of definitions of a stakeholder.

The early vagueness in the definition of a stakeholder led a number of scholars to define the concept in slightly
different ways with variations in emphasis, interpretation and scope. From Mitchell, Agle and Wood’s (1997)
extensive analysis of twenty-seven definitions of stakeholders one can distil a number of elements: stakeholders
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are groups that have a ‘stake’ or an interest in the firm, that is they bear a risk; groups that have a claim, a
contract, ownership or right; or groups that have a relationship with the firm, affect or are affected by, influence
or are influenced by the firm. Some scholars incorporate responsibility in the definition.

° A major classification is based on priority. Proponents classify stakeholders into primary and secondary
stakeholders (Clarkson, 1995), where primary stakeholders refer to those actors who enjoy a direct and
contractually determined relationship with the company, while secondary stakeholders refer to actors at the
border of the firm who may be impacted upon by its actions without having any contractual connection (Collier
and Roberts, 2001; Carroll, 1991). Prior to stakeholder theory, some authors had already referred to the different
constituencies as claimants and influencers. Claimants are groups with a legal, moral or presumed claim on the
firm, whereas influencers are groups that have an ability to influence the firm’s behaviour, direction, process or
outcomes (Mintzberg, 1983: 27; Donaldson and Preston, 1995; Mitchell et al., 1997).

19| owe this valuable observation to an anonymous reviewer.

1 Some of these ideas were already intuitively present in Dodd’s earlier view that corporate powers were held in
trust for the community rather than in trust for just the shareholders, as was the then prevailing view of Berle
(Dodd, 1932; Goodpaster, 1991, quoting Ruder, 1985). Stakeholder theory explicitly encompasses corporate
responsibility and business ethics, thereby enlarging strategic thinking to include the role of business in society.
Stakeholder theory fits into a logical evolution of previous theories of organisation and management from
individual disciplines in this area. In fact, in revealing the interconnectedness between the owners and the other
constituents, Mary Parker Follett, was, in 1918, the first author to develop the stakeholder concept, although
without using the term (Post et al., 2002a:18). One of the world's most widely quoted statements of business
ethics, the Four-Way Test of Rotary International, also implicitly implies the notion of stakeholders within its
questions: "Of the things we think, say or do: Is it fair to all concerned?”” and “Will it be beneficial to all
concerned?" (created in 1932 by Herbert J. Taylor).

Marketing management was quick to emphasise the importance of listening to customers and to potential
customers (Kotler, 1967). Subsequently, innovation management focused on the need to pay attention to external
elements of information coming from the firm’s wider environment (Allen, 1966). The influence of the
environment on management had already been acknowledged much earlier (Dill, 1958) while the public affairs
and public relations literature had recognised the concerns of the wider world surrounding the company (Argenti,
1998). The impressive work of Henry Mintzberg (1979, 1983) on the structure of organisations, and the well-
known model of industrial competition in Michael Porter’s approach to competitive strategy, have emphasised
the importance of both internal and external factors to a company (Porter, 1980, Fig. -2, xviii). These statements
have been supported by the literature on Japanese management (Ouchi, 1981; Pascale and Athos, 1981) and in
the descriptions/narratives on the characteristics of successful companies in Peters and Waterman’s bestseller “In
Search of Excellence’ (1982), and later in ‘Built to Last’ from Collins and Porras (1994). Finally, the need to
inform all stakeholders is also stressed in Fombrun’s work on reputation (1996).

12 The central hub in Freeman’s model (1984:55) is the firm. Curiously, when one goes back to his in-depth
analysis leading to the implementation of the stakeholder approach for strategic management, this central place
is filled by the manager for the traditional business disciplines of management (p.218), by the marketing
manager for marketing (227), by the financial manager for finance (229), etc., while the CEO fills the central
place in the illustration of the role of the CEO (241) (Freeman, 1984, Chapter VIII).

13 As for the concept of stakeholder, the notion of stakewatcher and stakekeeper is a generalised notion. There
may be some instances of stakeholder without associated stakewatcher, for example when unions are not present
in the firm, or when consumers associations are non existent, as in emerging economies. In some cases, some
stakekeepers may be absent, as local communities or NGOs; many investors feel not represented by regulatory
agencies.

This latter problem results from the generalising aspect of the concept of stakeholder that does not sufficiently
take into account the heterogeneity within the stakeholder groups. The individual stakeholder may not be or not
feel well represented by the stakewatcher or may not feel well protected by the stakekeeper. This problem poses
the issue of representation, which may be another neglected area of stakeholder theory. It contains the legitimacy
of the representation of stakeholder and the perception by stakeholders of the representativeness of
stakewatchers and of the legitimacy of stakekeepers.

4 The proposed systematic categorisation of stakeholders led to a new version of the stakeholder model (Figure
6). This was built on the earlier concept of the stakeholder view of the corporation by Post, Preston and Sachs.
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The superiority of the PPS view over Freeman’s model is that it clearly indicates the three levels of operation -
the resource base, the industry structure and the social political arena - in four concentric ovals. Unlike the PPS
view which did not delimit the various stakeholders but instead lumped them together within the appropriate
level, and in line with Carroll and Buchholtz’s (2006: 9) graphic display, it was decided to divide the pie into a
number of distinct segments, that start from the corporation, cross the resource base and the industry structure,
and flow into the social political arena where the delimitation will stop. The shareholders are positioned in the
resource base in this approach, the associate stakewatchers within the industry structure level and stakekeepers
are found within the social political arena.

1> This important observation was made by an anonymous reviewer.
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