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Involving stakeholders in corporate decisions and strategies has been considered to be a valuable strategic resource which provides companies with competitive advantages. It has been argued, for instance, that involving stakeholders in the management process is critical to organizational long-term survival and maintaining its competitive position. Thus it is important to obtain metrics on the level of involvement and impact of different stakeholders in corporate decisions and corporate strategy.
The prevalent and dominant view in the economics and management literature defines the shareholder of an organization as the primary stakeholder. We also know that the financial health of any organization significantly contributes to the maintenance of its competitive position. Traditional view on organization’s manufacturing performance measurement system states that it should reflect manufacturing's contribution to the overall competitive position of the organization, and include traditional measures such as machine-utilization, labor efficiency, and overhead rate. In contrast modern view notes that the so called "cost-based" approach to the measurement of performance could lead managers to make erroneous decisions. It became very popular to extend beyond the principle of shareholder primacy that was reflected in the dominance of so called financial measures. Actually today numerous authors blame traditional – financial – measures because they:

· Encourage short-termism, for example the delay of capital investment.

· Lack strategic focus and fail to provide data on quality, responsiveness and flexibility.

· Encourage local optimization, for example “manufacturing” inventory to keep people and machines busy.

· Encourage managers to minimize the variances from standard rather than seek to improve continually.

· Fail to provide information on what customers want and how competitors are performing.

· They are historically focused [1].
The shift towards more appropriate measures clearly requires major changes in the mind-set of managers and researchers alike. There were proposed several approaches to identify appropriate manufacturing performance measures. Many of them have recommended a recognition of both financial and nonfinancial measures. And from this point of view stakeholder concept may be seen as a powerful tool of developing and implementing the overall strategy of an organization along with determination of measures that really matter for future development. 
Stakeholder theory was put forward by Freeman (1984) as a proposal for the strategic management of organizations in the late twentieth century. The term is highly popular today with businesses, governments, non-governmental organizations and even with the media. The most commonly used principle in definition of the concept is the following: the company should take into consideration the needs, interests and influences of peoples and groups who either impact on or may be impacted by its policies and operations [2].
A first step within stakeholder methodology is to identify all potential stakeholders and their likely interests and demands on organization. The classical SWOT and PEST (or STEP) analyses argues that it is necessary to go beyond the organization to examine the effects of a company’s actions on its customers, channels, and competitors – more precisely its external environment. There is the larger definition of an external environment that encompasses various publics, such as regulators, the legal system, the government, consumer groups, nonprofit organizations, corroborators (e.g., cobranding partners, endorsers, media), society, the environment, and the economy. Within the company, stakeholders include its labor, owners, and management boards – entities that form so called internal environment. The need to account for community concerns has increased during the last years. There are debates on the factors that stay behind this fact – whether it was due to a moral responsibility or to increasing demands of society. Actually it is not so important because today we have an explicit recognition of the intended and unintended consequences of marketing actions on the larger community within which a company operates. The stakeholder approach today is considered to be a perfect way of identifying and understanding multiple and often competing political, social, legal, economic and moral claims of many constituencies. The main task of creating stakeholder’s framework is to reveal, understand and correlate the complex corporate dealings, events and crises in the external environment. One powerful tool here may be the following scheme suggested by Sh. Shah and S. Bhaskar which looks like a series of steps aimed at the following tasks [3].

Step 1: mapping stakeholder relationships. In order to identify the major stakeholders we may use the following questions:
· Who are our stakeholders currently? 

· Who are our potential stakeholders? 

· How does each stakeholder affect us?

· How do we affect each stakeholder?

· For each division and business, who are the stakeholders? 

· What assumptions does our current strategy make about each important stakeholder (at each level)? 

· What are the current “environment variables” that affect us and our stakeholders (inflation, Gross National Product (GNP), prime rate, confidence in business, corporate identity, media image and so on)? 

· How do we measure each of these variables and their impact on us and our stakeholders? 

· How do we keep score with our stakeholders?

Step 2: mapping stakeholder coalitions. After we have identified and made a map of stakeholders who are directly and indirectly involved with organization in the specific relationships, the next step is to determine and map any coalitions that have formed. Coalitions among and between stakeholders form around issues and stakes that have (or seek to have) commonality between the stakeholders. Interest groups and lobbyists sometimes join forces against a common “enemy”. Competitors also may join forces if they see an advantage in numbers.

Step 3: assessing the nature of each stakeholder’s interest. Identifying the “supporters” (active and non-active or uncommitted) and the active “opposition” one may begin to assess the relative power of each stakeholder’s interests.

Step 4: assessing the nature of each stakeholder’s power. This part of the analysis asks, “What is in it for each stakeholder? Who stands to win or lose or draw over certain stakes?” Three types of power stakeholders exist, i.e., those with:

· Voting power: owners and shareholders can vote their choices to affect the firm’s decisions.
· Political power: central, state and local governments can exercise their political power by joining the ongoing law suits or by originating new ones.

· Economic power: consumers can exercise their economic power by boycotting the company’s products or buying and using competitors’ products.

Step 5: identifying stakeholder ethics and moral responsibilities. After mapping stakeholder relationships and coalitions, and assessing the nature of each stakeholder’s interest and power, the next step is to determine the ethics, responsibilities and moral obligations the company has to each stakeholder.

Step 6: developing specific strategies and tactics. Using the results from the preceding steps, we can proceed to outline the specific strategies and tactics for each stakeholder. 

First of all it is necessary to consider whether to approach each stakeholder directly or indirectly. Then we have to decide whether to do nothing, monitor or take an offensive or defensive position with certain stakeholders. One should determine whether to accommodate, negotiate, manipulate, resist, avoid or “wait and see” with specific stakeholders. Finally, the combination of strategies to be employed with each stakeholder is to be decided upon.

A useful typology for both identifying and deciding on strategies to employ in a complex situation is given in Fig. 1. 
[image: image1.png]I for Cooperation with Organization

Stakeholder’s Poter

Stakeholder’s Potential for Threat to Organization

High Low
Typed Type 1
Mixed Blessing Supportive
High
Strategy: Strategy:
Collaborative Involve
Type3 Type 2
Non-supportive Marginal
Low
Strategy: Strategy:
Defend Monitor





Figure1. Diagnostic Typology of Organizational Stakeholders

The ideal strategic situation for the focal corporation is Type 1 – the Supportive Stakeholder with a low potential for threat and high potential for cooperation. Here the strategy of the focal company is to involve the supportive stakeholder. We must consider both internal and external stakeholders who might be supportive and who should be involved in the focal organizations’ strategy, such as employees, suppliers, board members, the parent company and vendors.

In contrast, there is Type 3 – the non-supportive stakeholder who shows a high potential for threat and a low potential for cooperation. The suggested strategy in this situation calls for the focal organization to defend its interests and reduce dependence on that stakeholder.

A Type 4 Stakeholder is a mixed blessing, with a high potential for both threat and cooperation. This stakeholder calls for a collaborative strategy. In this situation, the stakeholder could become either supportive or non-supportive. The goal is to make collaborative attempts to move the stakeholders to the focal company’s interests.
Type 2 is the marginal stakeholder. This stakeholder has a low potential for both threat and cooperation. Such stakeholders may not be interested in the issues of concern. The recommended strategy in this situation is to monitor the stakeholder, to “wait and see” and minimize the expenditure of resources, unless and until the stakeholder moves to a mixed blessing, supportive or non-supportive.

Step 7: Monitoring shifting coalitions. Because time and events can change the stakes and stakeholders, the evolution of the issues and the actions of the stakeholders need to be monitored. Media exposure, politics, economics, legal actions and public reactions change stakeholder strategies and positions on issues. Tracking external trends and events and the resultant stakeholder strategies can help a CEO and his or her team to act and react accordingly.

The main result of this preliminary stakeholder analysis is to learn economic, political, social and other claims of parties involved in complex relationships with an organization and the way they correlate with organization and its strategy. The next step is to analyze the behavior of different stakeholder groups and their strategy concerning organization – in other words stakeholder orientation. In my opinion there is a very interesting and rather simple framework described in [4]. In order to define a stakeholder orientation one should answer the following questions:

· Which stakeholders have a legitimate interest?

· What is that interest? 

· What inputs, commitments, and actions are needed to realize the consensus goals?

· How can it be determined whether that interest has been catered to?

· How can it be evaluated whether the use of resources to cater to the goal is optimal? 

Below there is a list of the measures of effectiveness that may have value to the different stakeholders of the organization. The examples of translating stakeholder goals into effectiveness metrics are the following.

· Customer: satisfaction level, lifetime value, sales, brand equity, affective responses, goals/achievement, value functions.

· Suppliers, channel, and other collaborators: satisfaction, lifetime value, margins, sales.

· Competitors (industry): market share, penetration rates, access.

· Company: brand value, profitability, customer base, return on assets/investments, sales revenue.

· Investors: financial returns, return on investment, abnormal returns, stock price (mean, trend, variance).

· Employees: acceptance/retention/turnover rates, length of term/average cost per employee, satisfaction, quality of life, performance.

· Board of directors, internal governance, and management: formal evaluations, external/internal audits.

· Personal/individual: incidence and extent of physical/mental illness.

· Society – quality-of-life indicators: physiological (health), economic, educational, social, psychological. Examples: percentage of population affected, life expectancy, literacy rates, income/nutrition per capita, disease incidence rates, birth/death rate by age.

· Environment: sustainability, improvement in indexes, pollution and toxicity levels (water, air, other).

· Regulators, auditors, nongovernmental organizations: credit from regulators, inclusion in CSR indexes.

· Media: quantity and quality of press impact.

· Financial markets: rates of return, volatility, turnover, and liquidity over time.

· Economy: gross domestic product/gross national product, per capita, and overall, debt ratios, foreign exchange reserves.

There are a number of relevant implications of the stakeholder theory for managers and researchers in the field of strategic management. Among them I can mention the fact that it can provide a useful tool to better understand the influence of key stakeholders on organization’s activities and the interactions of multiple stakeholders within the stakeholder network. It can assist managers in understanding and measuring the direction, strength and synergies in relationships between stakeholders within the complex stakeholder network. 

The stakeholder theory has spilled over into different fields. Today it holds relevance to marketing, production, financial management, human resource management, research and development, organizational ethics, corporative governance, business performance, healthcare management, ecology management, information technology system management, among others. It helps to coordinate these rather different functional departments of organization into one entire system and manage it successfully. Strategic management today means management of organizational stakeholders as well as organization’s financial health, sustainable competitive position, world class manufacturing process and so on. The measures derived from the stakeholder analyses may be included into organizations performance measurement system and thus help to monitor the process of achieving strategic goals. The stakeholder theory actually can provide a means of combining and correlating strategic decisions with complex operational environments. That is, this is a theory that proves its relevance to organizations in general strategic terms.
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