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1. Introduction 


One of the most commonly accepted definitions of corporate governance is the one by Shleifer and 
 Visny (1997) – “Corporate governance deals with the ways in which suppliers of finance to 


corporations assure themselves of getting a return on their investment”. A decade ago Shleifer and 
 Vishny’s view of corporate governance would have been accepted in isolation. Today, there is more 
 pressure on a corporation and its former sole responsibility towards its financial shareholders is no 
 longer sufficient. We live in an era of environmental awareness and are subject to the constant 
 threat of global warming and its serious consequences for all living species on Earth. Corporate 
 governance in 2009 also deals with the general sense that corporations cast a long shadow and must 
 be governed responsibly if they are to benefit the economy and society. This broader view of 
 corporate governance called stakeholder theory is here to stay and the relevant question now is not 


“if”, but “how” it will meet the challenges of its success (Agle and Mitchell, 2008).  


This paper examines whether “green” stakeholders can pressure some of the largest oil and gas 
 companies in the world to adopt higher standards of corporate environmental governance. The 
 Brent Spar controversy experienced by Shell, the Prudhoe Bay oil spill experienced by BP and the 
 Exxon Valdez oil spill are presented in order to make a descriptive analysis of the consequences of 


“green” stakeholder pressure on the three oil giants. Results from the case studies supported by 
 empirical evidence, clearly imply the power of “green” stakeholders to influence Shell, BP and 
 Exxon in their responsiveness towards environmental issues. This thesis also explores the 


relationship between corporate environmental performance and corporate financial performance, by 
 studying more than 35 years of empirical evidence. The author expected to see a general positive 
 link between these two elements and her views were confirmed. In order to find out whether “dirty” 


oil and gas companies such as Shell, BP and Exxon have a financial incentive to adopt higher 
standards of environmental governance, the author applies the historical empirical evidence to these 
specific companies. Even though the market seem to award stringent environmental standards, it is 
difficult to separate this effect on a share price increase from a myriad of other factors. The overall 
result nevertheless, points to the fact that it pays to be “green” and maybe even more so for heavily 
polluting companies such as the oil giants. 



(4)1.1 Research question 


The first objective of this thesis is to analyse the stakeholder pressure surrounding three different 
 events: the Brent Spar controversy experienced by Shell, the Prudhoe Bay oil spill experienced by 
 BP and the Exxon Valdez disaster experienced by Exxon and the effect of this pressure on the 
 respective companies’ environmental performance. The second objective of this thesis is to 
 investigate whether oil and gas companies are rewarded by the stock market for improving their 
 environmental performance. The two research questions are presented below: 


1.  Are “green” stakeholders able to pressure oil and gas companies to adopt higher standards 
 of corporate environmental governance? 


2.  Assuming that the first research question is affirmed - As a consequence of this heavy 
 pressure from “green” stakeholders, do oil and gas companies become more efficient as 
 they improve corporate environmental performance”? 


There are a couple of assumptions that should be taken into consideration for this thesis: 


1.  The assumption that environmental initiatives lead to better environmental performance 
 2.  The assumption that the attributes of power, legitimacy and urgency do affect the degree to 


which top managers give priority to competing stakeholders (Mitchell et al., 1997) 


1.2 Methodology 


The first research question will be answered by adopting a case study approach. The author will 
 examine 3 different cases: the Brent Spar controversy experienced by Shell, the Prudhoe Bay oil 
 spill experienced by BP and the Exxon Valdez accident experienced by Exxon. An advantage of a 
 case study approach is the fact that the author can get a detailed view of the events and can 


specialize within a small area of study. A disadvantage of using case studies can be that the author 
 might generalise the results for all companies within the same industry which can distort the general 
 picture. The case studies will be analysed using secondary data from academic articles, books and 
 reliable internet sources. The results of the case studies will then be supported by empirical 
 evidence. 


The second research question will be answered after an extensive empirical research of quantitative 
articles portraying the relationship between corporate environmental performance and corporate 
financial performance. The author will conclude upon the second research question by applying the 
empirical evidence on the environmental performance of Shell, BP and Exxon. 



(5)1.3 Thesis structure 


Chapter 2 
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Chapter 3 
 Stakeholder theory


Different types of 
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Stakeholder 
 identification 


Thesis limitation 


Chapter 4 


Green stakeholder pressure on 
 oil and gas companies  


Research question  Methodology  Thesis structure 


Chapter 1 
 Introduction


Limitations of 
 stakeholder theory 
 Genesis of corporate 


governance 


 Definition of 
 corporate governance 


Corporate social 
 responsibility 


The global oil and gas 
 industry 


Green stakeholder pressure 
 on Shell, BP and Exxon  


Chapter 5 
 Environmental governance 


and financial performance 


The relationship between 
 catering to “green” 


stakeholders and financial 
 performance – Empirics 


Efficiency of oil and gas 
 companies 


Chapter 6 


Discussion and conclusion  



(6)1.4 Thesis limitation 


This thesis has some limitations that will be presented below: 


  The comparison between the “green” stakeholder pressure during the Brent Spar 


controversy, the Prudhoe Bay spill and the Exxon Valdez accident might not be completely 
 appropriate due to various different factors. The timing of the three cases is very different 
 with the Exxon Valdez case happening in 1989, the Brent Spar case happening in 1995 and 
 the Prudhoe Bay case happening in 2006. During this span of 17 years many changes in 
 corporate governance has taken place and stakeholder theory has advanced immensely. 


  The rating of the “green” stakeholders’ power, legitimacy and urgency (Mitchell et al., 
 1997) is the author’s own perception of the attributes. 


  “Good environmental performance” is a term widely used in this paper, but how can one 
 define good environmental performance? If good environmental performance means that a 
 company sets environmental targets and manages to meet them, how do you know that the 
 targets are good enough? In order to compare environmental performance between 


companies, international standards such as the ISO 14001 need to be implemented for each 
 product and process in the companies. Such companies do not exist today and therefore the 
 term “good environmental performance” is impossible to define. In this thesis the term 


“improved environmental performance” means an improvement from the company’s earlier 
environmental performance. 
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2. Corporate governance 


Recently the interest in corporate governance and its global progress has exploded. Examples of 
 massive corporate collapses resulting from weak systems of corporate governance have highlighted 
 the need to improve and reform corporate governance at an international level (Solomon, 2007). 


The Committee on the Financial Aspects of Corporate Governance also referred to as the Cadbury 
 Committee1 was set up in 1991 with the aim to investigate the British corporate governance system. 


The result of the committee’s work called the Cadbury Report was one of the first significant 
 responses towards governance failure and corporate abuse. It was also a reactive action to restore 
 investor confidence during the aftermath of the scandalous “Maxwell affair”2 in 1991. Numerous 
 corporate governance problems were revealed such as the lack of segregation of positions of power, 
 the non-executive board members’ lack of usefulness and independence, the lack of functioning 
 audit practises and the lack of control from the pension trustees and the pension fund regulators.  


In 2001 Enron, one of the 7 largest companies in the U.S. and six-time winner of Fortune 
 Magazine’s most innovative company award with over $100 billion in gross revenues and more 
 than 20,000 employees, filed for bankruptcy. It was the largest bankruptcy ever experienced in the 
 U.S., shocking and affecting a whole world. Multiple internal and external corporate governance 
 mechanisms failed to supervise the decisions made by management. The external auditors and some 
 of the board members were confronted with conflicts of interest hindering them from appropriate 
 monitoring. Enron was also in the “fortunate” position of being a key player in a novel and 
 inefficient market, giving the management space to manipulate prices, asset values and 


consequentially the firm’s financial state. Despite being ranked as one of the five best corporate 
 boards in 2000 by Chief Executive Magazine, we now know that Enron’s board did not restrain the 
 firm’s management from engaging in risky behaviour that led to the firm’s collapse (Gillan and 
 Martin, 2007). The corporate world continued to rock investor confidence with the collapse of 
 WorldCom in 2002 and Parmalat, also referred to as the “European Enron” in 2003. The Sarbanes-
 Oxley (SOX) act3 was issued in 2002 as an urgent response of the U.S. congress to the recent 
        


1 Sir Adrian Cadbury was the chairman of the board in this committee set up by the Financial Reporting Council, the 
 London Stock Exchange and the accounting profession.  


2 Robert Maxwell built up a corporate empire mainly founded on Maxwell Communication Corporation and Mirror 
 Group Newspapers. He took on too much debt and after his assumed suicide in 1991, it emerged that he had stolen 
 approximately £727 million from the pension funds of the two companies.  


3 A U.S. federal law including specific mandates and requirements for financial reporting in the following areas: Public 
 Company Accounting Oversight Board (PCAOB), Auditor Independence, Corporate Responsibility, Enhanced 


Financial Disclosures, Analyst Conflicts of Interest, Commission Resources and Authority, Studies and Reports, 
Corporate and Criminal Fraud Accountability, White Collar Crime Penalty Enhancement, Corporate Tax Returns and 
Corporate Fraud Accountability. 



(8)corporate governance fiascos, followed by the Higgs Report and the Smith Report issued by the 
 U.K. in 2003.  


Since the disaster of Enron came into the spotlight, the concern for assuring that the appropriate 
 corporate governance procedures are in place for companies around the world is ever increasing. 


Clarke (2007) argues that “there are many explanations for the recent sustained and intense interest 
 in corporate governance” and presents six different reasons: (1) the vast growth of deregulated 
 international capital markets, with high mobile capital exploring investment opportunities globally; 


(2) a developing realization of the importance of the massively increasing scale and activity of 
 multinational corporations in determining the prosperity of national economies (3) the rapidly 
 growing proportion of individual wealth held in securities due to the phenomenal development of 
 investment institutions, particularly pension funds and insurance companies (4) the dawning 
 awareness that if these investments are to be secure there must be more effective monitoring and 
 improved standards of corporate governance (5) a general trend in society, facilitated by new 
 technology and driven by social awareness, towards developing greater openness, transparency and 
 disclosure (6) yet the most widespread reason for the heightened interest in corporate governance is 
 the now general sense that corporations cast a long shadow, and they must be governed responsibly 
 if they are to benefit the economy and society.  


In accordance with Clarke (2007), the author of this paper is of the opinion that corporate 


governance is vital to prevent both economic AND social/environmental misfortunes as portrayed 
in his sixth reason. Clarke (2007) claims that “corporations cast a long shadow”, meaning that 
global companies have become so large and powerful that they affect all aspects of our lives and 
can damage even the very future of our planet. Thereof, the attention on social and environmental 
issues has intensified and the demand for corporate accountability not only towards shareholders 
but towards all affected parties is constantly escalating. As understood from the first research 
question of this paper “Are “green” stakeholders able to pressure oil and gas companies to adopt 
higher standards of environmental governance?” the author of this paper will treat the topic of 
corporate governance from a broad stakeholder perspective and mainly focus on accountability and 
transparency towards the environment. The following topics will be discussed in this chapter: the 
genesis of corporate governance, the definition and meaning of corporate governance, corporate 
social responsibility (CSR) as an extension of corporate governance and CEG under the umbrella of 
CSR.  



(9)2.1 Genesis of corporate governance 


When the industrial revolution commenced in the late 18th and the early 19th centuries, it influenced 
 almost every aspect of human society. Major alterations in agriculture, manufacturing and 


transportation through advanced technology, lead to an enormous economic progress and to the 
 rapid growth of many firms. These booming firms were suddenly in need of external funding since 
 no individuals, families or group of managers were longer able to sustain this growth with their own 
 capital. This new owner structure that developed from the diffusion of ownership introduced new 
 problems in the corporation. What used to be complete ownership and control for an individual or a 
 family turned into minority stakes in the business and suddenly the owners of capital no longer 
 controlled their enterprises and those who controlled did not own.  


Berle and Means (1932) are among the first4 to discuss the implications of this separation of 


ownership and control in “The Modern Corporation and Private Property”, which is one of the most 
 influential works on corporate governance in the 20th century. The authors very early recognized 
 that the consequence of the ownership dispersal and separation of ownership and control was the 
 usurpation of power by the firm’s managers who ran the day-to-day business. Separating ownership 
 and control also lead to a misalignment of corporate objectives between the owners and the 


managers. A typical example of misaligned interests was seen in the arguments of how to treat 
 profits; while the owners preferred profits to be returned to them as dividends, the managers 
 preferred to reinvest them or use them in self-interest to increase their own wages and benefits.  


A few years later in 1937, a further discussion about the obstacles in relation to the separation of 
 management and finance was made by Coase in his landmark paper “The Nature of the Firm”. 


These obstacles are also referred to as the notorious “agency-problem”. Ross (1973) was the first to 
 explore the agency problem and writes “The relationship of agency is one of the oldest and 


commonest codified modes of social interaction. We will say that an agency relationship has arisen 
 between two (or more) parties when one, designated as the agent, acts for, on behalf of, or as 
 representative for the other, designated the principal, in a particular domain of decision problems”. 


Jensen and Meckling (1976) presented the first detailed theoretical exposition of agency theory, 
 defining the managers of the company as the “agents” and the owners of the company as the 


“principals”. The authors argue that if both principals and agents are aiming at utility maximization, 
        


4 Actually the problems in relation to the separation of ownership and control were already recognized in Adam Smith’s 
The Wealth of Nations (1776) where the author writes about joint stock companies. 



(10)the agents will not always act in the best interest of the principal, resulting in agency costs5 of 
 various kinds. 


With the introduction of the separation of ownership and control in firms and the problems attached 
 to this new owner structure, the need for corporate governance was born. Ever since Jensen and 
 Meckling (1976) published their famous “Theory of the firm: Managerial behavior, Agency costs 
 and Ownership Structure”, economists such as Fama and Jensen (1983), Grossman, Hart and Moore 
 (Grossman and Hart 1986, Hart and Moore 1990 and Hart 1995), Shleifer and Vishny (1997) and 
 La Porta et al. (1999) have done groundbreaking research in the field of corporate governance, 
 which has grown exponentially during the past few decades.  


2.2 Definition and meaning of corporate governance 


The meaning of the words corporate and governance comes from ancient Greek and Latin. 


Corporate comes from the Latin word corpus which means body and derives from the Latin word 
 corporare which means to form into one body. Governance comes from the Latinized Greek word 
 gubernatio which means management and government which derives from the Greek word 


kybernao which means to steer6, drive or guide. Corporate governance therefore means the steering 
 of a body of people in the original definition of the two words. The short and modern definition 
 from 1992 stated in the UK “Report of the Committee on the Financial Aspects of Corporate 
 Governance”, more commonly known as the “Cadbury Report” is probably the most used today: 


“Corporate governance is the system by which companies are directed and controlled”.  


There is however, not one single accepted definition of corporate governance and the differences 
 depend on the country in question and the viewpoint of the writer. The narrow and original view of 
 corporate governance is demonstrated in agency theory and restricted to the relationship between 
 the firm and its shareholders. As Shleifer and Vishny (1997) states “Corporate governance deals 
 with the ways in which suppliers of finance to corporations assure themselves of getting a return on 
 their investment”. This shareholder-based model of corporate governance dominated the 20th


century. 


       


5 Agency costs include the costs of structuring, monitoring, and bonding a set of contracts among agents with 
 conflicting interests (Fama and Jensen, 1983). 


6 The original meaning refers to the steering of a ship. 



(11)Stakeholder theory portrays the broader view of corporate governance, taking into consideration not 
 only the relationship between the firm and its owners but also the relationship between the firm and 
 its many stakeholders. The OECD in its “Principles of Corporate Governance” (1999) elaborates on 
 the definition from the Cadbury Report and includes stakeholders as an important element “The 
 corporate governance structure specifies the distribution of rights and responsibilities among 
 different participants in the corporation such as the board, the managers, shareholders and other 
 stakeholders..”.Corporate governance in the 21st century is moving its focus towards satisfying the 
 needs of a range of different stakeholders for whom the social and environmental agenda is more 
 important than the mere goal of making profits. This broader view of corporate governance depicted 
 in stakeholder theory dominates this paper and the concept will be explained in detail in Chapter 3 
 as an important component in the process to answer the first research question of this paper.  


2.3 Corporate social responsibility (CSR) 


CSR as a concept emerged during the industrialization and just like corporate governance became 
 the response to the “agency-problem”, it became the response to the huge impacts the rapidly 
 growing firms suddenly had on society and the environment. The larger the companies grew, the 
 greater their potential societal and environmental influence became and the greater the need for 
 them to act in a responsible way. In 2000 a UN survey established that 60% of those questioned, 
 wanted companies to do more than simply follow their traditional role of paying taxes, creating 
 employment, obeying the law and making profits. In that same year, Cadbury (2002) extended the 
 definition of corporate governance to include the responsibility towards society: “Corporate 


governance is concerned with holding the balance between economic and social goals and between 
 individual and communal goals. The governance framework is there to encourage the efficient use 
 of resources and equally to require accountability for the stewardship of those resources. The aim is 
 to align as nearly as possible the interests of individuals, corporations and society”. Sacconi (2006) 
 suggests that “CSR is a model of extended corporate governance whereby those who run a firm 
 (entrepreneurs, directors and managers) have responsibilities that range from fulfillment of 
 analogous fiduciary duties toward all the firm’s stakeholders”.  


Both definitions above demonstrate that CSR and stakeholder theory go hand in hand and that they 
are vital elements of the broader view of corporate governance that increasingly is building ground 
in today’s corporate world. Industry practices that are both wasteful and exploitative can no longer 
be afforded by our planet. Clarke (2007) argues that “the narrow focus of corporate governance 



(12)exclusively upon the internal control of the firm and simply complying with regulation is no longer 
 tenable and that corporate governance will involve a sustained and responsible monitoring of not 
 just the financial health of a company, but the social and environmental impact of the company”.  


According to Grant Thornton’s Corporate Governance Review from 2008, 94% of the UK FTSE-
 350 firms include a reference to social and community issues in their annual reports, 96% include a 
 reference to environmental matters and 84% claim to have dedicated processes in place for 


monitoring CSR activity. In theory CSR sounds like an easy concept for companies to embrace, but 
 in reality it can be quite confusing both to adopt and implement. Even though the results from Grant 
 Thornton’s review sound brilliant, one could question what kind of CSR activities the companies 
 perform, on what credentials are they chosen, if there is a proper implementation plan and if the 
 monitoring and verification of the activities are credible? One of the main weaknesses of CSR is the 
 fact that there are an almost bewildering array of international initiatives and a lack of clarity about 
 how these initiatives relate to each other in a coherent way.  


The Global Reporting Initiative (GRI) in collaboration with the United Nations Environment 
 Programme (UNEP) is a multi-stakeholder governed institution collaborating to provide the global 
 standards in sustainability reporting working towards international confidence in the trustworthiness 
 of corporate reporting. Despite the fact that the reporting principles7 are implemented on a 


voluntary basis, GRI has become the de facto global standard for reporting and an important tool to 
 facilitate comparability. Some of the largest providers of funding for GRI’s projects are Shell, BP, 
 GM, Ford, Microsoft, Alcan and RBC Financial Group. GRI is certainly a great initiative and 
 hopefully the beginning of a process to establish CSR reporting and ensure corporate accountability 
 on a universal and not simply voluntary basis.  


2.4 Corporate environmental governance (CEG) 


As previously discussed, CSR is an extended form of corporate governance and corporate 


environmental responsibility is an integral element under its umbrella and probably one of the most 
 debated subjects of today. Smaliukiené (2007) argues that “The two concepts can be integrated 
 firstly because the practice of environmental responsibility is promoted by social motives arising in 
 relation to CSR and secondly environmental responsibility is responsive to stakeholders’ interests 
 and this responsiveness to the stakeholders’ interests is a milestone in the concept of CSR”. The 
        


7 The reporting principles are: transparency, inclusiveness, auditability, completeness, relevance, sustainability context, 
accuracy, neutrality, comparability and clarity (www.globalreporting.org). 



(13)below figure by Wood (1991) demonstrates the relationship between CSR, corporate environmental 
 responsibility (leading to corporate environmental responsiveness) and stakeholder theory. As a 
 consequence of this relationship, firms adopt refined practices of CEG which ultimately should lead 
 to improved corporate environmental performance (CEP).  


Figure 2.1: The conceptualization of corporate environmental responsibility, responsiveness and performances 
 (Wood, 1991). 


The author of this paper would however like to extend the model by adding economic motives to it.  


Adding economic motives to this model is essential for the purpose of this paper in answering both 
 research questions. The first research question states: Are “green” stakeholders able to pressure oil 
 and gas companies to adopt higher standards of environmental governance? Among the “green” 


stakeholders there is a certain group of stakeholders with vicarious “green” interests such as 
 financial shareholders and the media8. These stakeholders pressure firms to act environmentally 
 responsible based on economic interests which in most cases are related to issues of reputation. 


Firms are then assessed based on their environmental responsiveness which Henriques and 
 Sadorsky (1996) simply define as “a firm that has formulated an official plan for dealing with 
 environmental issues” such as (1) having an environmental plan; (2) having a written document 
 describing its environmental plans; (3) communicating its environmental plan to shareholders or 
 stakeholders; (4) communicating this plan to employees; (5) having an environment, health and 
 safety (EHS) unit, and (6) having a board or management committee dedicated to dealing with 
 environmental issues (Henriques and Sadorsky, 1999).  


The second research question reads: “As a consequence of this heavy pressure from “green” 


stakeholders, do oil and gas companies become more efficient as they improve corporate 


environmental performance”? If the answer is yes to this question, there is an economic motive for 
 both shareholders and managers to implement high standards of CEG and the outcome will not only 
        


8 Stakeholders with vicarious “green” interests and their motives are explained in more detail in Chapter 3.2: 


Stakeholder identification. 



(14)be enhanced environmental performances but enhanced financial performances as well. That is why 
 the author of this paper will modify the model further by adding the element of financial 


performance to it. A positive outcome would demonstrate that corporate attention to environmental 
 issues is consistent with maximizing wealth and as Kofi Annan (2001) describes it: “a happy 


convergence between what your shareholders pay you for and what is best for millions of people the 
 world over”. 


Figure 2.2: The conceptualization of corporate environmental responsibility, corporate environmental 
 responsiveness and corporate environmental and financial performances (Own, 2009). 


The UN Rio Summit on Environment and Development9 in 1992 represents a landmark in the 
 history of CEG. During the conference attended by heads of states from around the world the Rio 
 Declaration (1992) was produced including 27 principles intended to guide global sustainable 
 development. The tenth principle illustrated below, addresses the concept of environmental 
 governance and recommends that governments ensure that concerned citizens get access to 
 environmental information and access to environmental decision making (Backer, 2007).  


Principle 10  


Environmental issues are best handled with participation of all concerned citizens, at the relevant level. At the national 
 level, each individual shall have appropriate access to information concerning the environment that is held by public 
 authorities, including information on hazardous materials and activities in their communities, and the opportunity to 
 participate in decision-making processes. States shall facilitate and encourage public awareness and participation by 
 making information widely available. Effective access to judicial and administrative proceedings, including redress and 
 remedy, shall be provided10.  


In 1998, the Aarhus Convention turned Principle 10 into international law for developed countries. 


The Aarhus Convention adds a new dimension to environmental agreements since it links 
 environmental and human rights with an aim to take responsibility for future generations. It also 
 establishes that sustainable development can be achieved only with the involvement of all 
 stakeholders. Kofi Annan (1998) proclaims that “It is by far the most impressive elaboration of 
        


9 More informally known as Earth Summit (www.unep.org). 


10 The 27 principles from the Rio Declaration are found at www.unep.org. 



(15)principle 10 of the Rio Declaration which stresses the need for citizens' participation in 


environmental issues and for access to information on the environment held by public authorities. 


As such it is the most ambitious venture in the area of environmental democracy so far undertaken 
under the auspices of the United Nations." Ever since the Aarhus Convention, environmental 
transparency and governance are integrating into the corporate and public agenda. According to 
Elkington (2004), “The centre of gravity of the sustainable business debate is in the process of 
shifting from public relations to competitive advantage and corporate governance – and, in the 
process, from the factory fence to the boardroom”. 
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3. Stakeholder theory 


Chapter 3 describes the theory and literature behind the stakeholder concept. It deals with the 
 different stakeholder theories, identifies the different stakeholder groups that can influence a 
 company’s response toward environmental protection and describes the limitations of stakeholder 
 theory. We are still in the first block of the author’s (2009) modified version of Wood’s (1991) 
 conceptualization of corporate environmental responsibility, responsiveness and performance.  


Figure 3.1: The conceptualization of corporate environmental responsibility, corporate environmental 
 responsiveness and corporate environmental and financial performances (Own, 2009). 


The very first definition of a stakeholder in the academic literature is coined by the Stanford 
 Research Institute (SRI, 1963) as those groups “without whose support the organization would 
 cease to exist” (Freeman and Reed, 1983). Historically, the stakeholder theory discourse emerged 
 from three major developments in the intellectual, political and economic life during the 1970s and 
 1980s in the U.S. The first development commenced with the introduction of a new economic 
 theory encompassing the contractual view of the firm and agency theory. Jensen and Meckling 
 (1976) describe the firm as the “nexus of a set of contracting relationships among individuals” and 
 the problem relating to the principal-agent relationship an essential element thereof. Before that, the 
 firm was looked upon in social and political terms of industrial managerialism. Debates revolved 
 around the validity of managerial power and the allocation of tasks and duties between owners and 
 managers. This new concept was quickly absorbed into commercial law and practical corporate 
 governance. 


The second development came with the escalation of the free market and private property 
 economics that enforced the principal-agent relationship in line with “shareholder theory”. 


Friedman (1962) was one of the key persons endorsing and driving this movement and he argued 
that “Few trends would so thoroughly undermine the very foundations of out free society as the 
acceptance by corporate officials of a social responsibility other than to make as much money for 
their stockholders as they possibly can”.  



(17)The fast growth of capital markets and takeover actions initiated the third development, leading to 
 the creation of legislation against takeovers driven by managers to protect their own interests. It also 
 led to a political engagement between management and shareholders, the latter being represented by 
 large and influential institutional shareholders. These institutional shareholders were represented by 
 fund managers compensated based on short-term stock market returns. This consequently motivated 
 them to promote and reinforce the principal-agent contract, pushing the managers to align their 
 goals according to the shareholders’ objectives. On one hand, the managers of a firm wanted to 
 strive for independence and freedom to follow their own ambitions, but on the other hand they were 
 pleased to demonstrate their commitment by accepting generous stock options.  


The idea of stakeholders started to grow already in the 1960s with management theorists such as 
 Eric Rhenman, Igor Ansoff, and Russel Ackoff, and grew much stronger in the 1980s in the setting 
 of the three developments described above. Hendry (2001) depicts that stakeholder theory appeared 


“as a defense of the social responsibilities of business and as an expression of the intuitive 
 perception of business ethicists that managers must have moral responsibilities to other people 
 connected with a business, not just to its shareholders”.  


Freeman (1984) developed the stakeholder concept and its implications further to describe the 
 nature of corporate behavior and social performance. According to Freeman (1984) “A stakeholder 
 in an organization is (by definition) any group or individual who can affect or is affected by the 
 achievement of the organization’s objectives”. The term stakeholder was chosen and coined by 
 Freeman as a literary device to call into question management’s sole emphasis on stockholders and 
 instead suggested that the firm be responsible to a variety of stakeholders, and that, without their 
 support, the organization would not survive (Preble, 2005). Most stakeholder definitions are in line 
 with the one of Freeman, although different researchers argue whether to broaden or narrow the 
 definition.  


3.1 Different types of stakeholder theory 


Descriptive, Instrumental and Normative theory are the three alternative angles to stakeholder 
theory portrayed by Donaldson and Preston in their famous article in 1995. Their tripartite 
taxonomy of stakeholder theory has been cited frequently by researchers and seems to provide 
direction to some scholarly endeavors (Jones and Wicks, 1999). According to Donaldson and 
Preston (1995), Descriptive theory “is used to describe, and sometimes to explain, specific 



(18)corporate characteristics and behaviors”, Instrumental theory, “in conjunction with 
 descriptive/empirical data where available, is used to identify the connections, or lack of 
 connections, between stakeholder management and the achievement of traditional corporate 
 objectives (e.g., profitability, growth)”, and Normative theory “is used to interpret the function of 
 the corporation, including the identification of moral or philosophical guidelines for the operation 
 and management of corporations”.  


The authors believe that the three facets of stakeholder theory are very dissimilar in the sense that 
 they have different purposes and implications, but they are all interrelated as well as mutually 
 supportive. Although all approaches are important, they look upon Normative theory as a 


foundation for all stakeholder theory. The authors state that even Freeman, considered by many as 
 the “father” of stakeholder theory combine the three approaches in his works. As a response to 
 Donaldson and Preston (1995) and using their different approaches to stakeholder theory as 
 common ground, Jones and Wicks (1999) propose a Convergent theory and Freeman (1999) a 
 Divergent theory. Using Donaldson and Preston’s division of theory, as well as the two hybrid 
 theories by Jones and Wicks (1999) and Freeman (1999), the five concepts will be explained 
 further. Positive and negative critique of the theories, found in the literature, will be presented 
 below.  


3.1.1 Descriptive stakeholder theory 


Stakeholder theory describing the interaction between organizations and stakeholders is not as well 
 documented or researched in comparison with instrumental and normative stakeholder theory. 


There are however several authors that have made an attempt at descriptive theory. The first to 
present the nature of the firm in a descriptive stakeholder theory were Brenner and Cochran (1991) 
who claimed that “The stakeholder theory of the firm posits that the nature of an organization’s 
stakeholders, their values, their relative influence or decisions and the nature of the situation are all 
relevant information for predicting organizational behavior”. Other authors are Clarkson (1991), 
Halal (1990) and Kreiner and Bhambri (1991), discussing the management of corporations in the 
context of stakeholder theory. Jones (1994) writes that the reason for managers to acknowledge 
stakeholder objectives lies in the intrinsic justice of the stakeholders’ claims. This argument is 
supported by Clarkson (1995) who found claims of the described type, and Jones and Wicks (1999), 
however stating that these types of claims do not make the most of descriptive stakeholder theory.  



(19)Jawahar and McLaughlin (2001) strive at describing how an organization’s relationship with each 
 of the primary stakeholder groups is likely to vary with the life cycle stage of the organization. They 
 also try to answer questions such as which primary stakeholders are important, why and when they 
 are important, and how managers allocate resources among primary stakeholders. Donaldson and 
 Preston (1995) are of the opinion that descriptive theory has importance in the exploration of new 
 areas and usually expands to generate explanatory and predictive propositions. Most authors 
 acknowledge descriptive stakeholder theory as well as its possibilities for development, but the 
 majority of them concentrate their attention on instrumental, normative or a combination of two or 
 three theories.  


3.1.2 Instrumental stakeholder theory 


Freeman (1999) developed “The Instrumental Thesis” suggesting that “To maximize shareholder 
 value over an uncertain time frame, managers ought to pay attention to key stakeholder 


relationships”. As the above thesis demonstrates, instrumental stakeholder theory is used to discover 
 positive or negative links between stakeholder management and economic outcomes such as 


profitability or growth. In instrumental theory, statements are hypothetical—if X, then Y or if you 
 want Y, then do X. In this sense, X is an instrument for achieving Y. If you want a certain outcome 
 from your business, you are more likely to succeed if you as a manager behave in certain ways.  


Many of authors focus on instrumental stakeholder theory and their research methodologies consist 
 of using direct observations, interviews or conventional statistical measures. Some of the 


researchers using observations and/or interviews in their instrumental work are: O´Toole (1985), 
 Kotter and Heskett (1992) and Jones (1995).  Statistical measures in instrumental papers are more 
 commonly used and some well-known researchers applying this methodology are: Cochran and 
 Wood (1984), Ullman (1985), Cornell and Shapiro (1987), McGuire et al. (1988), Preston and 
 Sapienza (1990), Agle et al. (1999), Berman et al. (1999), Luoma and Goodstein (1999), Hillman et 
 al. (2001), Omran et al. (2002), Bartkus et al. (2006) and Moneva et al. (2007).  


3.1.3 Normative stakeholder theory 


Normative theory is the origin of classical stakeholder theory and it appeared as a defense towards 
the egoism of shareholder theory in order to enforce the firm’s duties towards other parties than the 
actual shareholders. Hendry (2001) states that “normative stakeholder theory is rooted in the 
apparently straightforward moral intuition that a firm’s responsibilities to its various stakeholders 
should go significantly beyond what is accepted by contemporary shareholder/stockholder 



(20)approaches”. The past two decades, corporate governance and normative stakeholder theory have 
 been heavily debated in the context of business ethics. Much of the discussions concentrate around 
 the shareholder vs. stakeholder debate or as many scholars call it, the “Friedman-Freeman” debate.  


The “Normative Thesis” by Freeman and Phillips (2002) claims that “Managers ought to pay 
 attention to key stakeholder relationships”, while Friedman is of the opinion that the firm should 
 pay attention to its shareholders and ensure that profit is created in line with their objectives.  


Hendry (2001) differentiates between three different types of normative stakeholder theories that 
 should be able to respond to three types of questions: (1) questions to do with responsibilities in an 
 ideal society (2) questions to do with desirable changes to the laws and institutions; (3) questions to 
 do with the responsibilities of managers within the context of existing laws and institutions. He also 
 divides normative theory into modest theories (treating shareholders with respect), intermediate 
 theories (incorporating some stakeholder interests in the governance of the corporation) and 
 demanding theories (participation for all stakeholders in corporate decision processes). According 
 to Hendry (2001) the first type of questions belongs to demanding stakeholder theories and is 
 handled in philosophical literature by authors such as Rawls (1971), Freeman and Evan (1990), 
 Bowie (1998) and Phillips (1997). The second type of questions belongs to intermediate theories 
 debating public policy and is researched by authors such as Dodd (1932), Boatright (1994) and Van 
 Buren (2001). It also belongs to philosophical literature researched by authors such as Freeman 
 (1994), Burton and Dunn (1996).  


The third type of questions belongs to moderate theories and is discussed in the vast management 
 literature. Many researchers have contributed to normative stakeholder theory by writing about the 
 implications of the existing fiduciary duties11 a firm has towards its shareholders, when 


implementing a stakeholder model. Some of these business ethicists are Goodpaster (1991), 


Boatright (1994), Freeman (1994), Goodpaster and Holloran (1994), Donaldson and Preston (1995) 
 and Marens and Wicks (1999). Other researchers answering the third type of questions are Jensen 
 (2002), Phillips et al. (2003) and Freeman et al. (2004). These authors believe that ethics and 
 business should be connected for the success of a firm. 


       


11 A fiduciary duty is an obligation to act in the best interest of another party. 



(21)3.1.4 Convergent stakeholder theory 


Jones and Wicks (1999) praise Donaldson and Preston’s (1995) famous tripartite taxonomy of 
 stakeholder theory in providing structure to the stakeholder concept and pointing out two disciplines 
 of research in stakeholder theory: (1) social science-based theory based on instrumental and 


descriptive theory (2) ethics-based theory based on normative theory. They however question the 
 need for such divergent theories and propose a unification of instrumental and normative elements, 
 introducing a new theory of organizations – how to operate practically under moral conditions. 


Convergent stakeholder theory should according to Jones and Wicks (1999) “have a well-defended 
 normative core and supporting instrumental arguments to demonstrate its practicability”.  


3.1.5 Divergent stakeholder theory 


Although Freeman (1999) agrees with much of what Jones and Wicks (1999) portray in their 
 convergent stakeholder theory, he argues that the normative elements should be omitted. He 
 perceives such elements difficult to be anchored in real firms and real stakeholders without 


supporting instrumental arguments. He also rejects the division of stakeholders made by Donaldson 
 and Preston (1995) and therefore concludes that there is no need for a convergent theory since there 
 is nothing to converge. Freeman (1999) instead proposes a divergent stakeholder theory based on 
 instrumental research only, expressing that moral backup and justification is not needed in the real 
 world where consequence is king.  


3.1.6 Discussion 


The author agrees with Hendry’s (2001) opinion of Donaldson and Preston’s (1995) division of 
 stakeholder theory: “This distinction is a useful one, even though the three kinds of theory are not 
 entirely separable. An instrumental theory may rest on normative precepts or a normative theory (of 
 a consequentialist or pragmatic kind) on instrumental reasoning, and both may rest their arguments 
 on the interpretation of current law and institutionalized practice provided by a descriptive theory”. 


This means that one theory does not exclude the other and that the three theories might very well 
 and often do coexist. The first research question reads: Are “green” stakeholders able to pressure 
 oil and gas companies to adopt higher standards of environmental governance? The answer to this 
 question requires stakeholder theory describing the interaction between organizations and 


stakeholders. Descriptive theory will be used in order to pin-point who the “green” stakeholders of 
 oil and gas companies are, and their respective salience. It will also be applied together with 


empirical evidence to create an understanding of how they can pressure large oil companies to alter 
their behavior towards the environment and its spokespersons.  



(22)The second research question reads: “As a consequence of this heavy pressure from “green” 


stakeholders, do oil and gas companies become more efficient as they improve corporate 


environmental performance”? This question calls for research of instrumental character, examining 
 the connection between “green” stakeholder pressure, CEP and the achievement of corporate 
 objectives. The second research question is hypothetical: is (X = stakeholder pressure) an 
 instrument for achieving (Y = profits)? By answering the second question one links means with 
 ends, taking shareholder value consequences into account.   


As communicated so far, both descriptive and instrumental stakeholder theory will play important 
 roles in this paper, but how about the normative element of stakeholder theory, should it also be 
 included? This section of the paper begins by describing Donaldson and Preston’s (1995) tripartite 
 taxonomy of stakeholder theory which separates normative from instrumental/descriptive 


stakeholder theory. They also perceive the normative component being the core of stakeholder 
 theory. Jones and Wicks (1999) take the discussion one step further and suggest a conversion of the 
 instrumental and normative features, but still requiring the instrumental arguments to support the 
 normative fundamentals. The author of this paper believes in even further conversion of normative 
 and instrumental elements, supporting the “integration thesis” which implies that business and 
 ethics should go hand in hand. In one of his recent papers, Freeman (2008) rejects the normative 
 foundational justification and states that “we would have a more useful ethics if we built into our 
 normative ideals the need to understand how we create value and trade”. He also wants to integrate 
 the notion of responsibility for ourselves and our own actions into the very fabric of business. This 
 paper will incorporate descriptive, normative and instrumental elements. The author will however 
 not argue and defend a normative proposition, but instead build the ethical beliefs and sense of 
 responsibility into the paper, as if they were part of everyday business.  


3.2 Stakeholder identification 


In order to answer to the first question of the problem statement: Are “green” stakeholders able to 
 pressure oil and gas companies…, the “green” stakeholders in question need to be identified.  


Chapter 3.2 will first discuss whether or not the environment is a stakeholder itself and then 
pinpoint all significant “green” stakeholders that either have a concern for nature’s best or that 
indirectly profit from an improvement of a company’s environmental governance.  



(23)3.2.1 Is the environment itself a stakeholder? 


Mitchell et al. (1997) claim that “There is not much disagreement on what kind of entity can be a 
 stakeholder. Persons, groups, neighbourhoods, organizations, institutions, societies, and even the 
 natural environment are generally thought to qualify as actual or potential stakeholders”, but is this 
 really a valid statement? Most stakeholder definitions exclude non-human stakeholders such as the 
 natural environment, and in line with Freeman (1984) focus on groups or individuals who can affect 
 or are affected by the achievement of the organization’s objectives. The natural environment is 
 neither a group nor an individual, but it can certainly both heavily affect and be affected by the 
 objectives of an organization. It can with its overwhelming powers bring about natural disasters 
 such as earthquakes, tsunamis and hurricanes that can wipe out entire offices and production plants. 


These natural disasters can have a large impact on a company’s profitability, if not pushing it to the 
 point of bankruptcy.  


Corporations on the other hand, daily affect and harm the environment by pollution, waste 
 dumping, deforestation and oil spilling. When companies pollute nature through its production 
 and/or its consumers, the environment suffers from “the greenhouse effect”12 which results in one 
 of the most debated environmental and social issues of our time – global warming13. In the long run, 
 global warming leads to climate change and can trigger and aggravate natural disasters, which can 
 influence “the bottom line” and strategy of corporations in detrimental manners. The relationship 
 between business and nature, and the way they impact each other, becomes a vicious circle. 


Concluding that the environment can affect and be affected by the objectives of an organization, 
 needless to say one wonders if it can be classified as a stakeholder without possessing human traits.  


Many researchers such as Starik (1995) and Norton (2007) insist on assigning stakeholder status to 
 the environment. Driscoll and Starik (2004) even consider it the primordial and primary stakeholder 
 of all firms, worthy of first class attention from all other stakeholders. In theory, it sounds fair that 
 the environment deserves stakeholder rights, being so influenced by business aspirations on one 
 hand, and having great “power” to influence business on the other hand. However, in practical 
 business it becomes very difficult to consider the environment a stakeholder. Jacobs (1997) also 


       


12 A warming of the Earth’s surface and troposphere (the lowest layer of the atmosphere), caused by the presence of 
 water vapour, carbon dioxide, methane, and certain other gases in the air. Of these gases, known as greenhouse gases, 
 water vapour has the largest effect (Encyclopaedia Britannica Online). 


13 The phenomenon of increasing average air temperatures near the surface of Earth over the past one to two centuries 
(Encyclopaedia Britannica Online). 



(24)considers the environment a stakeholder in the philosophical sense, but when it comes to 
 operational terms, he argues that “the natural environment cannot be asked its opinions”.  


Orts and Strudler (2002) examine the relationship between stakeholder theory and the natural 
 environment and conclude, like Phillips and Reichart (2000) that stakeholder theory cannot account 
 for duties to non-humans. There are some strong arguments against classifying the environment as a 
 stakeholder. The fact that it is impossible to identify the true interests of nature due to its lack of 
 human features is probably the most significant argument. Orts and Strudler (2002) argue that 


“Unless something possesses a mind, it makes no sense to ascribe interest to it or to ascribe the 
 related characteristics of needs or wants”. Another author supporting this view is Sober (1995) who 
 claims that the natural environment cannot have needs, wants or interests without having an 


intellect and that nature cannot experience pleasure or pain because it does not have experiences at 
 all. Another argument opposing stakeholder standing for the natural environment is the fact that our 
 market systems do not take the environment into consideration. The market was not designed to 
 encompass nature and therefore treats it as an external factor. Having a “laissez-faire” attitude 
 towards nature, consequentially leads to environmental problems.  


According to Buchholz (2004) “There seems to be no way in which the value of the environment or 
 any of its services can be determined through a market process, since there is nothing to be 


exchanged. People cannot take a piece of dirty air, for example and exchange it for a piece of clean 
 air on the market, at least given the current state of technology”. Many neoclassical economists 
 believe that environmental problems arise from market failure14, but if the market was not designed 
 to take nature into consideration then it is not fair to argue that it fails. The market and traditional 
 economic theory do not acknowledge the environment to play a vital part in everyday business 
 hence do not assign an economic value to it. Even though many environmental economists work on 
 how to factor in environmental values into both accounting measures and calculations for financial 
 prospects, we do not have a recognized system yet for doing so. Since nature will never be able to 
 express its own needs and since its intangible value can not be determined in economic terms at 
 present, the author of this paper must conclude that it is not entitled to stakeholder status.  


       


14 The three main causes of market failure are: monopoly, the public goods problem and externalities. In the case of 
market failure in relation to the environment, the public goods problem and externalities are considered. 



(25)3.2.2 Identification of “green” stakeholders 


Concluding that the natural environment itself is not a stakeholder does not in any ways imply that 
 it does not fit into the stakeholder concept. Since nature has no voice of it’s own to express it’s 
 interests, it needs to be represented by different spokespersons in society. Jacobs (1997) argues that 


“it is possible for the interests of future generations or the environment to be represented in 


decision-making structures, whether of companies or of society as a whole”. These representatives 
 of the natural environment are instead considered stakeholders. Phillips and Reichart (2000) are of 
 the same opinion stating that “the voice of nature can be heard through the individuals and groups 
 that are ubiquitously counted among the organisation’s legitimate stakeholders”. Fineman and 
 Clarke (1996) identified four different stakeholder groups that can influence a company’s response 
 toward environmental protection: Pressure groups, Public stakeholders, Stakeholders with a 


vicarious green interests and Internal stakeholders. These four groups will be presented below. 


Pressure groups 


The first group include Non Governmental Organisations (NGO)15 such as Greenpeace, Friends of 
 the Earth, and World Wildlife Foundation (WWF) as well as political parties and high-profile 
 individuals in society representing a public view. Their common denominator is their strong 
 manifestation of care for the well-being of our planet and its inhabitants. They strive to improve 
 CEG by directly pressuring governments and companies to take responsibility and action for the 
 environment. In order to achieve their goals they try to influence the outcome or direction of 
 proposed or existing legislation, the application or enforcement of existing laws, and the broad 
 direction of public policy as well as support political parties or political candidates. Pressure groups 
 exert their power through conservative measures such as persuasion and demonstrations as well as 
 through less socially accepted and potentially violent measures such as eco-terrorism16. Due to their 
 strong influence on public opinion they keep many companies “on their toes” in terms of 


environmental commitment. Greenpeace and Friends of the Earth have become major actors in their 
 own right as international organisations and their success could be seen already in 1992 at the Rio 
 de Janeiro Environment and Development Summit17, where they led a third grouping in the 
        


15 An NGO is a voluntary group of individuals or organizations, usually not affiliated with any government that is 
 formed to provide services or to advocate a public policy. Although some NGOs are for-profit corporations, the vast 
 majority are non profit organizations (Encyclopaedia Britannica).In general an NGOs agenda include social, political, 
 and environmental concerns. 


16 FBI’s Domestic Terrorism Section defines it as “The use or threatened use of violence of a criminal nature against 
 innocent victims or property by an environmentally-oriented, sub national group for environmental-political reasons, or 
 aimed at an audience beyond the target, often of symbolic nature” (www.fbi.gov). 


17 The United Nations conference on environment and development (www.unep.org) 



(26)environmental agreement negotiations as leading environmental NGOs. Supporting the argument 
 that the natural environment needs ambassadors with vested power to act in nature’s best interests, 
 it is stated on Greenpeace’s webpage “Greenpeace exists because the fragile Earth deserves a voice. 


It needs solutions. It needs change. It needs actions”18.  


Public stakeholders 


The second group of stakeholders include the government and other regulatory bodies, also referred 
 to as public stakeholders that pressure companies to take action through legislation. Fineman and 
 Clarke (1996) argue that “A regulator’s interest is to apply environmental law to protect society 
 from the environmental harm that can accrue from an unfettered industrial system”. The heavily 
 debated Kyoto Protocol19 initiated in 1997 with the objective of reducing greenhouse gases that 
 cause climate change is an example of environmental legislation. It is underwritten by governments 
 and governed by global legislation enacted under the aegis of the UN. Government regulation is 
 necessary because of externalities or imperfect information: (1) Externalities arise when the 
 production of a good or a service result in some costs, like pollution damage, which in the absence 
 of regulation are unlikely to be borne by the producer; (2) Imperfect information could lead to 
 workers or consumers only being partially aware of the health hazards associated with various 
 occupations or products and will not be able to trade off higher risks for either higher wages or 
 lower prices so that the market will not result in the right amount or the correct distribution of risk 
 (Henriques and Sadorsky, 1996). Regulators can intervene and alter the markets that firms use and 
 operate in by imposing taxes and other financial costs of firms. Two major instruments that 


governments can use are centralised taxes that are based on the Pigovian Tax20 as well as 


decentralised tradable permits that are based on the Coase Theorem21.Pollution regulations, land 
 use planning controls, product standards are other instruments used to reduce the impact of 
 companies on the environment. Rugman &Verbeke (1998) state that “In effect, governments and 
 legislatures can use the multiple “carrots and sticks” at their disposal to pressure firms to embrace 
 environmental protection as part of the way they do business”. 


       


18 www.greenpeace.org/international 


19 The Kyoto Protocol is an agreement made under the United Nations Framework Convention on Climate Change 
 (UNFCCC). Countries that ratify this protocol commit to reducing their emissions of carbon dioxide and five other 
 greenhouse gases (GHG), or engaging in emissions trading if they maintain or increase emissions of these green house 
 gases (www.unfcc.int). 


20 The principal idea behind Pigovian taxes is that individuals (and other economic agents) should be confronted with 
 the full social costs of their actions, and not just their own private costs, for the society to be welfare-maximising 
 According to Blair and Hitchcock (2001) it is a tax that “would be introduced to achieve the optimal allocation of 
 resources when a divergence becomes evident between private and societal returns. 


21 If rights are fully specified and transaction costs are zero, voluntary bargaining between agents will lead to an 
efficient outcome, regardless of how rights are initially assigned (Blair and Hitchcock, 2001). 



(27)Stakeholders with vicarious green interests 


This group comprises four different stakeholders: financial shareholders, the media, customers, and 
 suppliers. They are all stakeholders that indirectly could profit from sounder environmental 


governance, either in economical terms or in order to satisfy other needs. The author of this paper 
 has excluded suppliers due to the fact that they are not relevant for this paper. 


Financial shareholders 


Financial shareholders such as banks or speculators may not have an actual interest in the well-
 being of the environment, but in the economic attractiveness of an environmentally concerned firm. 


That is why the author of this paper has added economic motives to the original model by Wood 
 (1991). Socially and environmentally responsible investment is becoming a commercial driver, 
 representing one of the fastest growing sectors of fund management. Dow Jones Sustainability 
 Indexes22, launched in 1999 were the first global indexes tracking the financial performance of the 
 leading sustainability-driven companies worldwide. The Dow Jones Sustainability World Index 
 (DJSI World) covers the top 10% of the biggest 2,500 companies in the Dow Jones World Index in 
 terms of economic, environmental and social criteria. It is today the leading global ranking of 
 sustainability. For many financial shareholders of multinational companies it is very important to 
 qualify for inclusion in the DJSI World and may even strive to position the company on top of the 
 index. FTSE4Good Index is another index designed to measure the performance of companies that 
 meet globally recognised corporate responsibility standards and to facilitate investment in those 
 companies. Companies selected for inclusion are screened for their performance in working towards 
 environmental sustainability, developing positive relationships with stakeholders and upholding and 
 supporting universal human rights. All licence revenues from the FTSE4Good Index are donated to 
 UNICEF23.  


Another initiative to incorporate environmental, social and corporate governance issues into 


investor decisions and ownership practises was launched in 2006 by the UNEP24Finance Initiative25


       


22 It is based on the cooperation of Dow Jones Indexes, STOXX Limited and SAM, providing asset managers with 
 reliable and objective benchmarks to manage sustainability portfolios. A defined set of criteria and weightings is used to 
 assess the opportunities and risks deriving from economic, environmental and social developments for the eligible 
 companies (www.sustainability-indexes.com). 


23 All information of the FTSE4Good Index can be found on:www.ftse.com 


24 United Nations Environment Programme (www.unep.org) 


25 UNEP Finance Initiative is a unique global partnership between UNEP and the private financial sector. 
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