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UNDERSTANDING STAKEHOLDER AND
STEWARDSHIP THEORY

AUTHORED BY - NEETI GOYAL!

The Stakeholder Theory of Corporate Governance
Corporate governance is a system by which companies are directed and controlled, with
significant implications for all stakeholders involved. Among the theories underpinning
corporate governance, the stakeholder theory has emerged as a compelling framework that
challenges the traditional shareholder-centric model. This article explores the stakeholder
theory of corporate governance in depth, examining its origins, principles, implications, and

critiques.

Origins and Development of Stakeholder Theory
The stakeholder theory was formally introduced by Edward Freeman in his seminal 1984 book,
Strategic Management: A Stakeholder Approach. Freeman argued that businesses operate
within a complex network of relationships involving diverse stakeholders, each with legitimate
claims on the company. These stakeholders include not only shareholders but also employees,

customers, suppliers, communities, and the environment.

Freeman's ideas were a reaction to the dominant shareholder theory popularized by Milton
Friedman, who posited that the sole responsibility of a business is to maximize shareholder
value within the boundaries of the law. Stakeholder theory, in contrast, posits that businesses

have a broader responsibility to balance the interests of all stakeholders.

Core Principles of Stakeholder Theory
Stakeholder theory is grounded in several key principles:
1. Inclusivity of Interests: Companies must recognize and consider the interests of all
stakeholders, not just shareholders. This means evaluating the impact of corporate

decisions on employees, customers, suppliers, and other groups.

! Assistant Professor-SS, School of Law, UPES Kandoli, Dehradun, email id:- neetigoyal.30@gmail.com
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2.

Interconnectedness: The theory emphasizes the interdependence of stakeholders. A
decision affecting one group often ripples through others, underscoring the need for
holistic decision-making.

Ethical Responsibility: Beyond legal obligations, businesses have ethical duties to
stakeholders, such as ensuring fair treatment, transparency, and sustainability.
Long-term Perspective: By balancing stakeholder interests, companies are better
positioned to achieve sustainable success and avoid short-termism often associated with

shareholder-centric models.

Implications for Corporate Governance

The adoption of stakeholder theory has profound implications for corporate governance

structures and practices. It necessitates a shift from shareholder primacy to a more balanced

approach, influencing board composition, decision-making processes, and performance

metrics.

1.

Board Composition and Responsibilities

Under stakeholder theory, corporate boards must include diverse perspectives to
represent the interests of multiple stakeholders. This may involve appointing directors
with expertise in areas such as environmental sustainability, labor relations, and
community engagement. The board’s fiduciary duty expands beyond shareholders to
include other stakeholders, reflecting a more inclusive governance model.
Decision-Making Processes

Stakeholder theory calls for participatory decision-making processes. Companies
should actively engage with stakeholders through consultations, surveys, and
partnerships. This collaborative approach ensures that decisions are well-informed and

align with the interests of all relevant parties.

2. Performance Metrics

Traditional financial metrics, such as earnings per share and return on investment, are

insufficient under stakeholder theory. Companies must adopt broader performance
indicators, including environmental, social, and governance (ESG) metrics. These
metrics help assess a company’s impact on various stakeholder groups and its overall

contribution to sustainable development.
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Advantages of Stakeholder Theory

1. Enhanced Corporate Reputation
Companies that embrace stakeholder theory often enjoy improved reputations. By
addressing societal concerns and fostering trust, they build stronger relationships with
customers, employees, and communities.

2. Risk Mitigation
Considering stakeholder interests helps identify and mitigate risks that might be
overlooked in a shareholder-centric model. For example, addressing environmental
concerns proactively can prevent regulatory fines and reputational damage.

3. Long-term Sustainability
By balancing stakeholder interests, companies can achieve sustainable growth.
Satisfied employees, loyal customers, and supportive communities contribute to a

stable operating environment.

Critiques of Stakeholder Theory
Despite its advantages, stakeholder theory is not without criticism. Critics argue that:

1. Lack of Clear Prioritization
Balancing diverse stakeholder interests can be challenging. Critics contend that the
theory lacks a clear framework for prioritizing conflicting interests, potentially leading
to indecision and inefficiency.

2. Reduced Accountability
Expanding fiduciary duties to multiple stakeholders can dilute accountability. With no
single group holding ultimate authority, it becomes harder to evaluate corporate
performance.

3. Complexity in Implementation
Operationalizing stakeholder theory requires significant resources and expertise. Critics
argue that small and medium-sized enterprises may lack the capacity to implement such

comprehensive governance models.
Real-World Applications of Stakeholder Theory

Several companies have successfully adopted stakeholder-oriented practices, demonstrating

the theory’s practical viability:
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1.

3.
IKEA’s People & Planet Positive strategy reflects a stakeholder-oriented approach. The

Patagonia

Outdoor apparel company Patagonia is a prime example of stakeholder theory in action.
The company prioritizes environmental sustainability and social responsibility,
engaging with stakeholders through initiatives like fair labor practices and
environmental conservation.

Unilever

Unilever’s Sustainable Living Plan illustrates its commitment to stakeholder theory.
The plan focuses on reducing the company’s environmental footprint, improving health
and well-being, and enhancing livelihoods across its value chain.

IKEA

strategy emphasizes sustainable sourcing, reducing carbon emissions, and promoting

social equity.

Future Directions and Trends

As global challenges like climate change, inequality, and social justice gain prominence,

stakeholder theory is becoming increasingly relevant. Emerging trends include:

1.

3.

Integration of ESG Factors: ESG considerations are now integral to corporate
governance, reflecting the principles of stakeholder theory.

Regulatory Developments: Governments and regulatory bodies worldwide are
encouraging or mandating stakeholder-oriented practices, such as corporate social
responsibility disclosures.

Technological Innovations: Digital tools are enabling more effective stakeholder
engagement through data analytics, real-time feedback, and transparent

communication.

Stewardship Theory of Corporate Governance

Stewardship theory is another key perspective in corporate governance, emphasizing the

alignment of interests between management and shareholders. Unlike agency theory, which

assumes potential conflicts of interest between managers and owners, stewardship theory posits

that managers act as stewards of the company, prioritizing the organization’s long-term success

over personal gain.
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Core Principles of Stewardship Theory

. Trust and Commitment: Stewardship theory is based on the belief that managers are
intrinsically motivated to act in the best interests of the company and its stakeholders.
. Alignment of Goals: Managers and shareholders are seen as sharing common
objectives, such as sustainable growth and value creation.

Intrinsic Motivation: Managers derive satisfaction from achieving organizational
goals, fostering a sense of purpose and responsibility.

Empowerment and Collaboration: The theory encourages empowering managers and

fostering collaboration rather than focusing on control mechanisms.

Implications for Corporate Governance
Reduced Need for Monitoring: Since managers are presumed to act in the company’s
best interests, extensive monitoring mechanisms, such as performance-based contracts,
are less emphasized.
Focus on Leadership Development: Stewardship theory promotes cultivating
leadership qualities that align with organizational goals and values.
Long-term Orientation: Decisions are made with a focus on sustainable success rather

than short-term gains.

Real-World Applications

Examples of stewardship theory in practice include companies with strong ethical cultures and

leadership teams committed to long-term growth. Family-owned businesses often exemplify

stewardship principles, as they prioritize legacy and continuity over short-term profits.

Differences Between Stakeholder and Stewardship Theories

Aspect
Focus

Underlying
Assumption

Governance

Approach

Stakeholder Theory Stewardship Theory

o Aligning management and
Balancing interests of all stakeholders
shareholder goals

Managers must balance diverse and Managers inherently act in the

sometimes conflicting needs organization’s best interests

Inclusive and participatory decision- Trust-based empowerment with

making reduced monitoring
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Metrics of Broader ESG and stakeholder Long-term value creation and
Success satisfaction metrics organizational success

Complex stakeholder balancing, Risk of overreliance on trust
Challenges ] ] . ] o
potential for indecision without sufficient checks
Conclusion

While both theories contribute valuable perspectives to corporate governance, they address
different aspects of organizational management. Stakeholder theory emphasizes the importance
of considering diverse interests for sustainable success, while stewardship theory focuses on
trust and alignment between managers and shareholders. Together, these theories provide

complementary insights into creating effective governance systems that balance ethical
responsibility with operational efficiency.
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