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Abstract

The objective of this paper is to propose a solution framework for sustainable entrepreneurship by utilizing stake-
holder theory. The fundamental concepts of entrepreneurship and innovation, sustainable entrepreneurship and stake-
holder theory are reviewed. The potential social and environmental impact of innovations within entrepreneurial framework
is discussed. A model for sustainable entrepreneurship integrating stakeholder management is proposed.
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Introduction

Sustainable entrepreneurship unites economic,
social and environmental quests in its core activities
by proving that it is possible to solve social issues,
improve the environment and be profitable at the
same time. The academic literature in the field of
sustainable entrepreneurship (SE) is highly frag-
mented resorting to social entrepreneurship or cor-
porate social responsibility. The roots of SE can be
found in entrepreneurship literature and also in
stakeholder theory. The very nature of stakeholder
theory assumes the practice of sustainable and eth-
ical business in both established corporations and
new ventures.

This paper proposes a framework for imple-
menting stakeholder theory into the practice of sus-
tainable entrepreneurship. “A “stakeholder theory” is
one that puts as a primary managerial task the
charge to influence, manage and balance the set of
relationships that can affect the achievement of or-
ganization’s purpose.” [10, 12]. My proposal is based
on the basic principles of commitment to value crea-
tion by the entrepreneur: defining a sustainable pur-
pose, aligning mission and purpose with strategy
and structure, maintaining transparency and ac-
countability, and engaging in voluntary ethically re-
sponsible relationships with stakeholders.

Stakeholder theory is a managerial concept of
organizational strategy and ethics [7, 11, 10]. The
central idea is that an organization’s welfare and
success is dependent on how well it manages rela-
tionships with key groups such as customers, em-
ployees, suppliers, communities, financiers, and oth-
ers that can affect the realization of its purpose. The
manager’s role is to keep the support of all these
groups, balancing their interests, while making the
organization a place where stakeholder interests can
be maximized over time [12].

In the following three sections | review the fun-
damental concepts of entrepreneurship and innova-
tion, sustainable entrepreneurship and stakeholder
theory. Those concepts are then transformed into a
model of sustainable entrepreneurship utilizing
stakeholder management.
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1. Entrepreneurship and innovation

Entrepreneurship deals with risk and uncer-
tainty while embodying innovation in the business
process. Innovation is an inseparable part of entre-
preneurial activity that brings about ‘creative de-
struction’ to the status quo [29]. Many authors define
entrepreneurship as the activity that pursues innova-
tion [8, 33, 20] — a viewpiont that corresponds with
the definition of entrepreneurship given by Schum-
peter [29] as a basic catalyst of innovation. ,All or-
ganizaitons — new ventures, large corporations,
global partnerships, aim to use the opportunities
products-markets through innovative and proactive
behaviour” [6].

The enterpreneur does not work in the frame-
work of traditional technological limitations, realizing
small gradual changes in the existing production
methods. Instead, she/he develops new technolo-
gies and products whose direct influence is materi-
alized in results that completely change the para-
digm, break down the organizational framework and
direct economic development [26]. The enterpreneur
as agent of innovation is responsible for “acomlish-
ing new things or for doing things in a new way” and
using (but not creating) new knowledge [30]. That
can include (i) creating new product; (ii) new produc-
tion process; (iii) discovering new market; (iv) new
supply chain; (v) new industry organization [16].

Innovations are seen as introducing new or sig-
nificantly improved products or services or improved
operational, organizational and managerial pro-
cesses. Innovaiton is transforming new knowledge
to new products and services. Accoring to Drucker,
the innovaitons are key engine for competitive ad-
vantage, growth and profitability for enterpreneurs.
The innovaiton is a function of enterpreneurship [8].
Innovation is among the three key results from en-
terpreneurial activity along with new venture creation
and renewal [36], while embodying entrepreneurial
spirit, stimulating growth, development and organi-
zational capacities [8, 1].

While entrepreneurship and innovation carry a
positive effect to economic development, not all en-
trepreneurial activities and consequences are sus-
tainable. Innovation causes disturbance in existing
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conditions both internally and externally, within exist-
ing processes and value chain. Aside from the posi-
tive effects such as higher efficiency and profits, new
products, new markets and others, there might be
negative effects such as unethical business conduct,
environmental damage, exploitation of labor and re-
sources. For example, electric cars have no carbon
emissions while being driven but cause higher
power-plant emissions during their production stage
and for the electricity they use for charging. A new
technology can increase efficiency of production but
make human labor redundant.

In the traditional understanding of economic ac-
tivity, it is assumed that trade offs have to be made
between profits and social and environmental well-
being, between personal and ‘it’s just business’ val-
ues. Unless dealing with corruption, greed, or lack of
conscience, applying stakeholder management can
solve those dilemmas. Among academics there has
been a general consensus that the stakeholder con-
cept and theory can be of practical usefulness for or-
ganizational management [7, 15, 18, 25].

Sustainable entrepreneurship has natural roots
in entrepreneurship research and even some tradi-
tional definitions of entrepreneurship consider the
impact of the entrepreneurial activity [27]. However,
entrepreneurship literature and standard economic
theories have so far been unable to capture or ex-
plain, both at conceptual and empirical levels, the
logic of simultaneously creating present value for the
economy, society and the environment. SE refers to
a new logic in the process of opportunity develop-
ment, through which different outcomes are simulta-
neously pursued — social, environmental and eco-
nomic sustainability.

2. Sustainable entrepreneurship

Sustainability-driven enterprises are pursuing
social and environmental objectives while generat-
ing economic profit. This approach combines all
components of sustainable development equally,
holistically and integrally [34], which means that this
kind of entrepreneurial activity is about simultane-
ously achieving the three objectives, while commit-
ting to securing the economic welfare and social
well-being of future generations, and ensuring a
long-term sustainability of the environment [35].

SE is described as being focused on the
preservation of nature, life support, and community
in the pursuit of perceived opportunities to bring into
existence future products, processes, and services
for gain, where gain is broadly construed to include
economic and non-economic gains to individuals,
the economy, and society [31]. Dean and McMullen
[5] define sustainable entrepreneurship as “the pro-
cess of discovering, evaluating, and exploiting eco-
nomic opportunities that are present in market fail-
ures, which detract from sustainability, including
those that are environmentally relevant”. SE is seen
as “the discovery and exploitation of economic op-
portunities through the generation of market disequi-
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libria that initiate the transformation of a sector to-
wards an environmentally and socially more sustain-
able state” [17].

Sustainable entrepreneurship can be described
as an innovative, market-oriented and personality
driven forms of creating economic and societal value
by means of break-through environmentally or so-
cially beneficial market or institutional innovations
[28]. SE is concerned with sustainable value creation
beyond the start-up phase of the company. The pro-
cess of creating substantial market success with en-
vironmentally or socially beneficial products and ser-
vices is not limited to start-ups — sustainable entre-
preneurship can also be seen in established compa-
nies, or in the process of building up corporate ven-
tures, spin-offs, etc. Contrary to many traditional
definitions of conventional entrepreneurship, sus-
tainable entrepreneurship extends the goal of busi-
ness impact beyond market success to initiating so-
cietal change and changing market conditions and
regulations [28]. The last can be seen as a sustain-
able ‘creative destruction’ in the spirit of Shumpeter’s
innovations.

Sustainable entrepreneurs lead their firms on
the basis of their individual values, including sustain-
ability. As a result, these individuals engage the firms
strategically in sustainable practices in the search for
competitiveness and efficiency in the three areas of
sustainability [32]. Similarly, to social and/or environ-
mental entrepreneurs, they are change agents who
question the existing paradigms, attempt to do more
with less, and focus on long-term sustainability ra-
ther than short-term gain [9]. In order to engage in
sustainable entrepreneurship, the managers/owners
must have personal values and beliefs aligned by
sustainability principles [34]. Some empirical re-
search has suggested that these entrepreneurs em-
body several sustainability values, such as freedom,
equality, solidarity, tolerance, respect for nature, and
shared responsibility, which direct their goals, frame
their attitudes, and provide standards against which
their behavior can be judged [19].

3. Stakeholder theory

There are many definitions of stakeholder the-
ory based on the definition given by Freeman [10]:
“Any group or individual who can affect or is affected
by the achievement by the organization’s objec-
tives.” Stakeholder theory offers normative and in-
strumental basis for the inclusion of stakeholders
into managerial decision making [7, 18]. It is con-
cerned with organization’s decision making (as a po-
sition of power) and the beneficiaries or affected par-
ties by those decisions [24]. Freeman and Phillips
[12] defend the libertarian roots of stakeholder the-
ory constructing a moral version of capitalism, called
“stakeholder capitalism” [13].

Stakeholder theory is managerial in its nature
as it recommends courses of actions for managers
encompassing at once all normative, descriptive and
instrumental claims [7, 10, 12]. Stakeholder theory
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“does not simply describe existing situations or pre-
dict cause-effect relationships; it also recommends
attitudes, structures, and practices that, taken to-
gether, constitute stakeholder management. Stake-
holder management requires, as its key attribute,
simultaneous attention to the legitimate interests of
all appropriate stakeholders, both in the establish-
ment of organizational structures and general poli-
cies and in case-by-case decision making... Stake-
holder theory does not necessarily presume that
managers are the only rightful locus of corporate
control and governance. Nor does the requirement
of simultaneous attention to stakeholder interests re-
solve the longstanding problem of identifying stake-
holders and evaluating their legitimate “stakes” in the
corporation. The theory does not imply that all stake-
holders (however they may be identified) should be
equally involved in all processes and decisions” [7].

The owner or manager’s philosophy regarding
balancing, managing, and maintaining stakeholder
relationships should be voluntary. “Voluntarism
means the an organization must on its own will un-
dertake to satisfy its key stakeholders. A situation
where a solution to a stakeholder problem is im-
posed by a government agency or the courts must
be seen as a managerial failure” [10]. An organiza-
tion can voluntary decide to be sustainable at its fun-
damentals. Such a decision can result from a con-
scious understanding that the organizational wealth
in the long term depends on the wellbeing of its
stakeholders.

The stakeholder theory provides broader view
and topic discussions but the specific organization
has to do the application of the theory itself. “Corpo-
rate decision-making structure is itself to a significant
degree the function to organizational choice. Within
the parameters of laws, corporations make choices
regarding their development and future form” [22].
For example, a corporation polluting the environ-
ment and being legally sanctioned for it, might
choose to either restructure its business activities in
a way that eliminates pollution or it might install ad-
ditional equipment that diminished pollution to legally
acceptable levels.

Stakeholder management cannot be separated
from the core business or isolated in the periphery of
the organization, as is the case with a CSR function.
For a company to claim that it utilizes stakeholder
management, stakeholder interests have to be inte-
grated in and aligned with the core business, includ-
ing strategy, structure and operations. That can be
best observed in a sustainability-driven entrepre-
neurial venture where the personality and the will of
the owner is the major determinant of the course of
development. Further, the organization has to main-
tain accountability and transparency reporting to its
stakeholders or to independent outside party (such
as Global Reporting Initiative sustainability impact
reporting). This argument is justified by the review of
stakeholder theory literature based on normative
theory [10, 12, 14].
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In academic literature, stakeholders are classi-
fied based on various criteria usually based on prior-
ity — primary and secondary; direct and indirect; ge-
neric and specific; strategic and moral [3, 4, 7, 23];
Mitchel et al. [21] classify stakeholders based on
power, legitimacy and urgency. Fassin has found
over one hundred stakeholder groups identified in lit-
erature referring to stakeholder selection [15]. Stake-
holders are often identified in mission statements
usually as employees, customers, shareholders and
society [2]. The evidence form academic literature
shows that stakeholders are context-specific.

The graphical representation of the model for
stakeholder approach has been subject of many dis-
cussions. Fassin [15] argues that the visual power of
the model and its very simplicity are seen as contrib-
uting to the success of the stakeholder concept.
Many authors visualize the placement of the firm in
a network of relationship rather than in the center of
the model [15, 21]. The graphical representation of
stakeholder relationships is seen as central to the
discussion of stakeholder definition, stakeholder
identification and categorization [21, 15, 14].

Among the major objections to the graphical
representation are: the variability in the dependence
among stakeholders, the variability in salience and
impact of various stakeholders, the central place
within the model, the multiple linkages and the net-
work relationships [15]. Furthermore, the members
within one stakeholder group might not be homoge-
nous while one stakeholder can qualify as a member
of several stakeholder groups [10]. For example, an
employee who also owns shares of the company,
lives in the local community and purchases the
goods and services as a client.

Thus, stakeholder identity and the graphical
representation of stakeholder model are context
specific and might differ for every company or organ-
ization. Furthermore, the model has to possess
basic usability qualities and in the same time be able
to depict complex stakeholder relationships. All
those concerns are taken into account in the follow-
ing proposal for sustainable entrepreneurship model
utilizing stakeholder theory.

4. A sustainable entrepreneurship model frame-
work

By combining entrepreneurship, sustainability
and stakeholder management into a joint model, |
have designed a process approach that illustrates
the continuous engagement of the entrepreneur with
the stakeholders, allowing for various interactions
and focusing on the result of the interaction — busi-
ness, social and environmental impact (see Fig. 1).

From the discussion about stakeholder theory,
it has become clear that stakeholder identificaiton is
context-specific as well as are the relationships
among identified stakeholders. In the case of enter-
preneurial start-up we have the enterpreneur em-
bodying at least two stakeholder groups — stockhold-
ers and employees. When depicting sustainable en-
terpreneurship, it is logical that the enterpreneur
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seeks to establish common goals with company
stakeholders by creating partnerships.
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Fig. 1. Sustainable entrepreneurship model using stakeholder management

| have identified the following key recurring
steps in the entrepreneurial stakeholder manage-
ment process:

a. The entrepreneur has to decide to run sus-
tainable business (personality, values, and ideas are
aligned).

b. The entrepreneur has to identify key stake-
holders and engage them as partners.

c. The entrepreneur has to align the sustaina-
bility purpose and mission with all organizational el-
ements.

d. The entrepreneur has to set specific sustain-
ability impact goals.

e. The entrepreneur has to maintain transpar-
ency and accountability on the business’ sustainabil-
ity performance. (such as Global Reporting Initiative
G4 standards or b-corp reporting).

Conclusion

The parallel review of the fundamental con-
cepts of entrepreneurship and innovation, sustaina-
ble entrepreneurship and stakeholder theory helps
to better understand entrepreneurs that choose to
apply stakeholder management in a sustainable
context. It provides further grounds to facilitate the
strategic analysis of sustainability impact and stake-
holder assessment. Further empirical research of
sustainable entrepreneurship is needed to collect
relevant stakeholder management application in-
sight.

In this article | have provided important frame-
work that has potential to further the theoretical rele-
vance and the practical application of stakeholder
theory in the context of sustainable entrepreneurial
activity. The proposed model of sustainable entre-
preneurship through stakeholder management re-
quires additional theoretical and empirical work.
Many of the assumptions and relationships have to
be tested empirically.
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