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1. Introduction 

Climate change is rapidly becoming a strategic priority for companies as environmental 
challenges are perceived as a substantial threat to existing business models and are under scrutiny 
from various stakeholders (Kolk, Levy & Pinkse, 2008). In response to these stakeholder’s pressure, 
the disclosure of sustainability-related information about the company’s activities in the form of 
sustainability reports has increased over the last several years (Hahn et al., 2015; KMPG, 2014). 
From an academic perspective, sustainability reporting can be regarded as the adoption of an 
organisational practice that is shaped by internal and external pressures. These pressures vary 
within companies and thus lead to significant variances within the associated sustainability reports 
(Herold & Lee, 2018; CDP, 2014a; Scott, 1991). It is therefore of academic interest to understand 
what drives and influences an organisational practice such as sustainability reporting.  

This paper argues that sustainability reporting is influenced by institutional as well as by 
stakeholders’ pressures and both institutional theory and stakeholder theory provide, on different 
levels, a theoretical foundation to examine these influences. From an academic perspective, 
institutional theory links these different outcomes to the influences of competing institutional 
logics on the field-level, representing institutional complexity on the field-level which is 
characterised by multiple demands from different stakeholders. But although existing research 
acknowledges stakeholder may affect institutional logics, it is limited to categorise stakeholder 
influences on the firm-level, lacking conceptual clarity between those concepts and theories. In 
response, this study aims to provide a clarification on the relationship between field-level 
pressures and firm-level agency. At the same time, this study also aims to demonstrates that both 
theories, namely institutional and stakeholder theory, can complement each other while examining 
influences on sustainability reporting. To do so, this paper focuses on the main constructs and 
concepts of institutional and stakeholder theory and discusses the particular limitations of each 
theory in the context of sustainability reporting.  

The paper is structured as follows: Section 2 provides an overview on the role of 
sustainability reporting. It also introduces legitimacy as rationale behind sustainability reporting. 
Legitimacy can be regarded as the pre-requisite of a company’s ‘license to operate’ and represents a 
central thread throughout the entire paper. Section 3 begins with an overview of institutional 
theory and the introduction of the organisational field to further discuss homogeneity. Section 4 
discuss on the main elements of heterogeneity in institutional theory, particularly on organisation’s 
different reaction attributed to institutional complexity and competing logics. However, 
institutional theory is limited to categorise the salience of these actors, which leads to the 
introduction of stakeholder theory in section 5. The paper concludes with the limitations of 
stakeholder theory and introduces other theories to further examine influences on organisational 
practices and complement stakeholder theory.  

2. Legitimacy and the Role of Sustainability Reporting 

2.1. Sustainability Reporting: An Overview 

Climate change is one of the biggest challenges faced by society and the business community.  
In response, businesses have engaged in various sustainability initiatives and communicate these 
activities by disclosing sustainability related information in the form of sustainability reports  
(Carroll & Buchholtz, 2014; Herold and Lee, 2017a, Maditati et al., 2018, Dobrovnik et al., 2018). 
Sustainability reporting can be regarded as a tool to foster trust, employee loyalty and investor 
confidence; investors view the sustainability reporting as an indicator for the company’s long-term 
planning and use it to assess management quality and efficiency (Schaltegger & Csutora, 2012, 
Herold et al., 2016). These various external influences from a range of sources have led to an 
increase in corporate disclosure of information about sustainability activities (Herold and Lee, 
2017b). In 2014, it is estimated that 95 per cent of the largest global 250 corporations are issuing 
sustainability reports compared to 64 per cent in 2005 (KMPG, 2014).  

Sustainability reporting still represents a mainly voluntary organisational practice within 
companies (Hahn et al., 2015). Because of the mainly voluntary nature of sustainability reporting, 
management can choose which tools or guidelines to apply in order to measure sustainability and 
environmental performance. The voluntary approach of sustainability reporting may also lead to a 
higher information asymmetry between management and stakeholders (Sarkis et al., 2011). As the 
control about the information in a voluntary environment lies in general with the company’s 
management, companies may influence the information flow to provide only selected information 
about their performance to stakeholders, which makes it very difficult to get insight into the 
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company’s activities (Kolk et al., 2008, Herold, 2018a). Therefore, sustainability reporting can be 
regarded as an important strategic key element for companies as it represents a channel for 
accountability to stakeholders. As external influences may ask to provide information for 
benchmarking and comparison, companies want to avoid pressure for non- or poor performance 
and rather be acknowledged as strong performers for reputational benefits (Fiorino, 2006, Herold 
and Lee, 2017c). Thus, sustainability reporting allows for a broad scope of interpretation depending 
on the internal and external influences.  

2.2. The Rationale behind Sustainability Reporting 

To understand the influences on sustainability reporting, the underlying rationale of 
sustainability reporting needs to be discussed. The most common approach in the academic 
community is that corporate disclosure legitimise actions by the business through a social contract 
where it agrees to perform various desired actions in return for approval of its objectives, other 
rewards and its ultimate survival (Guthrie & Parker, 1989). Organisational legitimacy has long been 
acknowledged as crucial for the survival of any organisation (e.g. Dowling & Pfeffer, 1975). 
Legitimacy can be defined as “a generalised perception or assumption that the actions of an entity 
are desirable, proper or appropriate within some socially constructed system of norms, values, 
beliefs and definitions” (Suchman, 1995, p.274).  

As such, legitimacy can also be regarded as the underlying rationale, or the dominant 
motivation, for sustainability reporting (Schaltegger & Hörisch, 2015; Windolph et al., 2014, Herold, 
2018b). To examine the legitimacy in a sustainability context, scholars usually use two theoretical 
lenses, namely legitimacy and institutional theory. Legitimacy theory (e.g. Suchman, 1995) offers an 
explanation of the motivating factors for sustainability disclosure and can be seen as a reaction to 
external pressure. Deegan (2002) illustrates how non-financial reporting can be used to maintain 
the implicit social contract between a company and society. If this contract is broken, the company 
may be subject to increased scrutiny (Hrasky, 2011). This is especially relevant for a topic such as 
climate change, which is a subject of intense public debate. However, legitimacy theory mainly 
explains the output of corporate sustainability disclosure (Hahn et al., 2015). 

In contrast, institutional theory states that organisations are driven not merely by their aim 
to maximise profits, but also by the influence of different institutions (e.g., CDP, institutional 
investors, or governments). These expectations lead organisations to progressively adjust their 
behaviours (Meyer & Rowan, 1977; Powell & DiMaggio, 1991), hence it explains the process of or 
behind sustainability disclosure. Institutions represent a “web of values, norms, rules, beliefs, and 
taken-for-granted assumptions” (Barley and Tolbert, 1997, p.93). Instead of focusing on the utility 
maximization calculus of single actors, institutional theory analyses the interplay between 
organisations such as companies and the broader societal or organisational field in which they 
operate as the unit of analysis (DiMaggio & Powell, 1983; Dowling & Pfeffer, 1975). It distinguishes 
different kinds of institutions which all create implicit or explicit influences to an organisation’s 
action (Bruton et al., 2010; Scott, 1995, 2013).  

Thus, institutional theory can help us to answer questions about the influences on 
sustainability reporting (‘how external and internal factors interactively promote organisational 
practices?’) and different reaction to external pressures (‘why do heterogeneous responses to 
organisational practices from institutional pressures exist?’) (Sarkis et al., 2011). The following 
section provides an overview about institutional theory and discusses how companies seek and 
react to external pressures to gain legitimacy. 

 

3. Institutional Theory 

3.1. Isomorphism within Institutional Theory 

At its core, institutional theory investigates the external pressures that influence the 
behaviour of companies to adopt certain organisational practices (Hirsch, 1975; Lai et al., 2006). 
Institutional scholars argue that the behaviour of companies is mainly influenced by its 
surrounding institutions: the cultural-cognitive, normative, and regulative structures that provided 
stability and collective meaning to social behaviour (Scott, 1995). In other words, institutional 
theory is based on the view that institutional pressures and social interactions influence the 
formulation of organisational actions or practices. However, more than simply suggesting that 
action is a reaction to external pressures, institutional theory questions the nature of social choices 
and asks how they are formed, mediated and channelled by the institutional environment (Wooten 
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& Hoffman, 2008). Organisational action becomes a reflection of the perspectives defined by group 
members comprising the institutional environment (Scott, 2001). This action, however, is not a 
choice among unlimited possibilities but rather represent a choice between a specific defined set of 
legitimate options (Wooten & Hoffman, 2008). As an organisation is intensely aware on its 
dependence to the external environment, its very conception of itself changes, with consequences 
on many levels. When this happens, institutionalisation has set in (Selznick, 2011).  

Once a social fact becomes institutionalised, it provides actors with templates for action, 
which creates unified or monolithic responses to gain legitimacy. For example, in response to 
external pressures to disclose sustainability information, companies react with the adoption of a 
sustainability logic. The sustainability logic becomes part of meaning system of a company and the 
implementation of sustainability reporting can be regarded as a expression of the sustainability 
logic, as it communicates sustainability values to relevant stakeholders. The main rationale behind 
the adoption of the logic and the reporting is to gain or maintain legitimacy, which happens through 
three main isomorphic mechanisms (DiMaggio & Powell, 1983), these being:  

a) coercive isomorphism,  
b) mimetic processes and  
c) normative pressures. 

Coercive isomorphism is defined by influences carried out by those in power, e.g. through 
pressure from regulators and actors on which the organisation is dependent for resources. One 
example of coercive isomorphism is the influence of government pressures. Governments are 
legitimate and usually powerful stakeholders who can exert pressure through legislation, 
regulation and policies (Sarkis et al., 2010). Transport policy decisions, for example, are the result 
of the government interest in transport emissions. This pressure in form of ‘authority 
requirements’ from government organisations is often codified in laws and regulations and 
increasing government regulations (Summerhays & De Villiers, 2012).  

Mimetic isomorphism occurs when companies imitate competitors’ behaviour. Companies 
may mimic or copy the actions of successful competitors to replicate their successful paths (Aerts et 
al., 2006).  mimetic processes can be observed not only between different industries, but also in the 
same organisational field. Normative isomorphism can be defined as pressures arising from social 
institutions such as business associations, Non-Governments Organisations (NGOs) or media. 
International organisations or business associations such as the Sustainability Disclosure Project 
raise public awareness in many countries and industries worldwide (Anderies et al., 2013; CDP, 
2010; CDSB, 2014). Thus, companies are under pressure to demonstrate that their organisation is a 
‘good citizen’ and use sustainability reports to promote themselves to government and the broader 
community (Lee et al., 2016; Schaltegger & Csutora, 2012).  

The key message of isomorphism is that organisations with similar institutional pressures 
will eventually adopt similar strategies or logics to gain legitimacy. According to this traditional 
notion of institutional theory, the corporate disclosure behaviours of organisations should 
converge over time (Cormier et al., 2005; Luo et al., 2012; Matisoff et al., 2013). Hence, 
isomorphism in institutional theory can help to explain why companies adopt or ‘institutionalise’ 
sustainability reporting as an organisational practice.  

3.2. Limitations of Isomorphism 

Although isomorphism within institutional theory represents an essential aspect, yet the 
sustainability reporting of companies, even within an organisational field, varies in extent and 
detail (CDP, 2010). The isomorphism approach thus neglects the heterogeneity of organisational 
responses. Hence, isomorphism is only valid to certain extent within the field, as the depth of 
response to institutional pressures as well as the extensiveness of conformity varies across 
organisations (Scott, 2008). This important clarification leads to the conceptional adjustment,  
where isomorphism as the ‘master hypothesis’ (Hoffman & Ventresca, 2002), is replaced by an 
organisational field which can be seen as dynamic or even a “field of struggles” (Bourdieu and 
Wacquant, 1992, p.97). In this ‘field of struggles’, actors are engaged in “a war or, if one prefers, a 
distribution of the specific capital which, accumulated in the course of previous wars, orients future 
strategies” (Calhoun, 1993, p.86). The organisation field becomes therefore a locale in which actors’ 
relationships determine how the institutions and companies are influenced (Wooten and Hoffman, 
2008). This results in an institutional picture of change and heterogeneity among companies as 
opposed to a stable and isomorphic state. 
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4. Institutional Complexity: Institutional Logics and Organisational 
Responses 

To further discuss the heterogeneity within institutional theory, this paper introduces the 
central construct of institutional theory, the ‘organisational field’. In practical terms, an 
organisational field can represent a specific industry or a sector. According to Scott and colleagues 
(2000), an organisational field comprises of three constituents: (a) actors, i.e. both individuals and 
organisation, (b) institutional logics, i.e., the values and norms, ideas, beliefs, and meaning systems 
that guide the behaviour of actors, and (c) governance structures, i.e. the regulative and normative 
frameworks that exerts control both within individual organisations and at the wider field level.   

Of particular interest for this paper is the role of institutional logics in the organisational 
field. Institutional logics provide organising principles for an organisational field. They are taken-
for granted resilient social prescriptions that enable actors to make sense of their situation by 
providing “assumptions and values, usually implicit, about how to interpret organizational reality, 
what constitutes appropriate behaviour and how to succeed” (Thornton, 2004, p.70). Sustainability 
reporting is embedded in an organisational context, thus, sustainability reporting is influenced by 
contextual and multilevel political, cultural, and social aspects of organisational behaviour and 
phenomena, the so-called institutional complexity (Greenwood et al., 2010; Lounsbury & Ventresca, 
2003, Lee & Herold, 2016). 

As such, institutional complexity and the associated fight for resources and capital leads to 
different organisational responses. Oliver (1991) suggests that the organisational response to 
institutional pressures would depend on the corporation’s ability to accommodate conflicting 
institutional demands (by renewing the enterprise strategy), to avoid the necessity of conformity 
(by bargaining with regulators) or to change expectations themselves (by influencing primary 
stakeholders in the institutional environment). The corporation’s ability to accommodate, bargain 
or avoid compliance must rely on the use of firm-specific capabilities and the respective business 
strategy. 

Another explanation for different organisational responses is given by Kostova and 
colleagues (2008), who distinguish between global operating companies and domestic firms and 
argue that both are substantially different from each other and it is thus impossible to achieve 
legitimacy through isomorphism. Fundamental to these discussions is the cross-border condition, 
which results in diverse, non-monolithic, fragmented, and possibly conflicting sets of external 
environments for global operating companies (see Lee and Herold, 2017). In addition, these 
companies have complex internal environments, with spatial, cultural, and organizational distance; 
language barriers; inter-unit power struggles; and possible inconsistencies and conflict among the 
interests, values, practices, and routines used in the various parts of the organisation.  

Greenwood and colleagues (2010) complement this view and argue that global operating 
companies are embedded in multiple, fragmented, ill-defined, and constantly evolving institutional 
systems conceptualized at different levels of analysis, each characterized by a distinct institutional 
process and degree of determinism in shaping organisational behaviour. Kostova and colleagues 
(2008) and Van de Ven and Garud (1993) argue that the way to become legitimate in the eyes of the 
important legitimating actors is to negotiate this status with each of these actors, i.e. a political 
process of interaction, communication, and exchange, which creates a perception about the 
organisation without its necessarily having to implement certain models and practices.  

4.1. Competing Institutional Logics 

As discussed above, organisational responses to their contexts are unlikely to be uniform and 
organisational fields are usually characterized by multiple, often conflicting logics (e.g. D'Aunno et 
al., 1991; Hoffman, 2004; Reay & Hinings, 2005). In this study, sustainability logic reflects the 
values and beliefs of a company, thus the practice of sustainability reporting is a direct consequence 
of the adoption of the sustainability logic. While we can acknowledge that sustainability is the logic 
behind the search for legitimacy, companies are also driven by the logic of the market (Greenwood 
et al., 2010). A market logic assumes that companies address sustainability issues (only) if this 
positively affects their financial performance (e.g., profits, shareholder value) (Schaltegger & 
Hörisch, 2015). Managers are constantly challenged to deal with sustainability while at the same 
time being responsible for the well being of their organisation. While the market logic focuses on 
economic behaviour, i.e. to maximise profits, the sustainability logic focuses on securing legitimacy. 
Thus, the logics of ‘market’ and ‘sustainability’ can be considered as competing logics. 

Each logic is associated with different organising principles, and each requires a different set 
of behaviours from actors (Schaltegger & Hörisch, 2015). Although both logics can co-exist, but 
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actors within the field will fight for a domination of ‘their’ preferred logic. Accordingly, powerful 
political contestants in the social arena will be able to have their schemas reflected within 
institutional logics. Essentially, those agents who are skilful in using persuasive language or 
rhetoric and who are sensitive to contradictions and voids can influence institutional logics 
(Suddaby & Greenwood, 2005). Thus, to understand how and why organisations exhibit similarity 
and variation in their use of organisational practices such as sustainability reporting it is necessary 
to examine the relationship between the organisations’ actors and their impact on practices and 
logics that constitute their institutional context. Nevertheless, institutional theory is limited to 
examine and classify these influences.   

4.2. Limitations of Institutional Theory 

Institutional theory has limitations on different levels. The traditional view of institutional 
theory is characterised by an isomorphic view, which is limited to explain the dynamics in the 
organisational field that allow for heterogeneity, variation and change (Wooten and Hoffman, 
2008). More recent studies in institutional theory acknowledge that the focus on the dynamics that 
led to conformity in behaviour among organisations, evolved towards dynamics that allow for 
heterogeneity, variation and change. Heterogeneity in the field is influenced by institutional 
complexity, which is represented by the contextual and multiple views of actors or stakeholders 
(W. R. Scott, 2008). However, institutional theory is limited in its ability to explain the roles of 
actors with conflicting interests or is not able to provide a theoretical foundation to classify 
stakeholders and their degree of influence (Kostova et al., 2008).  

Thus, the examination of institutional pressures is only a first step to understand the 
influences on organisational practices. To explain and gain a greater understanding how actors 
influence certain practices, there is a need to examine and analyse the roles of actors or 
stakeholders influencing or being influenced by an institutional logic within the organisational field. 
Stakeholder theory provides a theoretical foundation and mechanisms to explain or classify the 
type of stakeholder according to their degree of influences (Freeman, 1983). Thus, to examine the 
influences on an organisational practice, stakeholder theory needs to be integrated into 
institutional theory to classify actors or stakeholders. The following section provides an overview 
on stakeholder theory and its characteristics to categorise stakeholders.  

5. Stakeholder Theory and the Perception of Legitimacy 

Stakeholder theory was introduced by Freeman (1983) and showed that corporate 
management is influenced by a much more complex environment than simply by the concept of 
shareholder value. Freeman (1983) argues that the business environment is characterised by the 
influences of multiple stakeholders, which can be described as ‘any group or individual who can 
affect or is affected by the achievement of an organisation’s objectives’ (Freeman, 1983: 46). In 
other words, stakeholders are those who have ‘a stake’ in an organisation and have something ‘at 
risk’, and they usually include internal stakeholders (managers and employees) as well as external 
stakeholders (shareholders, suppliers, customers, Non-Government Organisations , business 
associations or government authorities).  

The main difference between organisations and stakeholders is their perception on 
legitimacy. Santana (2012) explained the assessment of a stakeholders’ legitimacy is a social 
construction of reality. In a process that involves simplifications of a complex social context, 
managers are influenced by a multiple factors such as societal norms and accepted behaviours; 
organisational values, principles, and strategies; organisational structure of power; personal values 
and beliefs; and even self-serving interpretations (Gioia & Chittipeddi, 1991; Weick, Sutcliffeand 
Obstfeld, 2005). As a result, the way management perceives the legitimacy of a stakeholder may or 
may not be in line with the stakeholder’s perception of its own legitimacy.  

Accordingly, organisations have to seek legitimacy from stakeholders, while stakeholders 
need to perceive the company’s action as an accepted behaviour to legitimate the organisation 
(Hrasky, 2011). The main argument of stakeholder theory is that the long-term survival of the 
company depends on the support of these stakeholders, and a principal function of company’s 
management is to handle the stakeholders’ need and expectations as well as to balance the different 
interests between them. 
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5.1. Stakeholder Legitimacy in Sustainability Reporting 

The way in which companies interact with the natural environment is increasingly being 
seen as an important aspect of corporate legitimacy. Companies are at risk of breaching the social 
contract that they implicitly maintain with their stakeholders if they are perceived by those 
stakeholders to be acting in ways that are inconsistent with the values underpinning the contract 
(Deegan, 2002). Corporate activities that damage the environment or poses improper 
environmental risks or outcomes in the eyes of stakeholders are examples of such activities. 
Sustainability reporting is one way in which companies can try to convince stakeholder on their 
existence and their operations are legitimate (Hrasky, 2011). 

As a consequence, corporate sustainability as a logic and sustainability reporting as the 
general approach striving for corporate sustainability challenge companies to engage with 
stakeholders on a multitude of contemporary social and ecological topics. The company’s task is to 
integrate the views of stakeholders and try to balance them. On the other hand, Clarkson (1995) 
and Donaldson and Preston (1995) claimed that stakeholders try to incorporate their interests and 
be considered during the company’s decision-making process. However, given the constraints 
imposed by the limited resources, in meeting the demands from various stakeholder, a manager 
may not deal with all stakeholders with the same level of importance (Chiu & Wang, 2014). 
Nonetheless, gaining stakeholders’ support and approval requires a dialogue between the 
management of a company and its stakeholders. However, the dialogue is affected by to the so-
called ‘information asymmetry’ between management and external stakeholders, which will be 
explained in the next section. 

5.2. Information Asymmetry between the Organisation and Stakeholders 

Information asymmetry can be described as ‘unequal dependence’ between parties, e.g. 
between the companies’ management and stakeholders (Emerson, 1962; Pfeffer, 1981). The 
underlying argument is that even information asymmetry is not dominated by the company’s 
management, it will often be in management’s favour (Hill and Jones, 1992). Management has the 
control over the decision making mechanisms within a company which puts them in a better 
position to exert power over stakeholders. Information asymmetry can occur in various forms: 
Companies may want to communicate information to external stakeholders, but may not be able to 
provide information as a result of a lack of full knowledge of processes within their supply chain 
(Sarkis et al., 2011). Moreover, given the structure of global operations, some suppliers can or do 
not want to provide sustainability information due to capacity or resources issues (CDP, 2014b). 
Another reason is that companies may not willing to provide all information about their 
performance to stakeholders (Sarkis et al., 2011). Information asymmetry can also be affected by 
physical, cultural or social distance among supply chain partners, in particular in global supply 
chains (Demeter et al., 2007).  

The response of stakeholders to the information asymmetry has been the development of 
various institutional structures for information-gathering and analysis, such as Non-Government 
Organisations (NGOs), business association, etc. Some of these structures have been created to 
consult companies in the process of collecting and analysing data (e.g. auditing firms such as KMPG, 
PWC, et cetera). Other structures represent non-profit or non-government organisations that exist 
in part to monitor the companies’ actions in the interest of specific stakeholders (e.g., NGOs such as 
Sustainability Disclosure Project or business associations such as the World Business Council for 
Sustainable Development). The overall goal of these organisations is to achieve economies of scale 
in information gathering and analysis (Hill & Jones, 1992). 

As such, information asymmetry has a great impact on sustainability reporting, as it informs 
investors about the impact on environmental and social issues (Hassel et al., 2005). These investors 
may use their power to apply pressure on companies and call for further sustainability information. 
This pressure is accompanied by the benchmarking and ranking of companies by NGOs and 
governments. Companies may respond to these pressures by disclosing more information or by a 
closer relationship with relevant stakeholders (O'Dwyer, Unerman & Hession, 2005).  

However, one basic premise of stakeholder theory is that no single predominating set of 
interests exists between stakeholders, meaning they are diverse groups with potentially conflicting 
interests, power and ability to act (Savage, Dunkinand Ford, 2004). These various interests from 
different internal and external stakeholders are complex and stakeholder theory provides 
mechanisms to examine those multiple interests and relationships between stakeholders. There are 
several mechanisms to identify stakeholders, to investigate or categorise the stakeholder needs and 
interests as well as to examine the relationships between stakeholders or between a company and 
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its stakeholders. The following section provides an overview over the most frequent used 
classification schemes. 

5.3. Mechanisms of Stakeholder Salience 

Stakeholder theory provides specific mechanisms to classify and evaluate the influences of 
actors. Clarkson (1995) split stakeholders into two categories: primary and secondary 
stakeholders. Clarkson (1995) stated that a company can not exist without gaining a support from 
company’s primary stakeholders, who provide the infrastructure and legal frameworks in which to 
operate, such as shareholders, employees, customers, and suppliers. Secondary stakeholders are 
not considered to be crucial for the company’s survival and include for example the media and 
special interest groups.  

Mitchell and colleagues (1997) developed a frequently used framework to define the salience 
of stakeholders’ relations that has since been regularly used by practitioners and researchers alike. 
They argue that stakeholder identification and salience are a function of the stakeholder possessing 
one or more of the three relationship attributes: (1) the stakeholder’s power to influence the firm, 
(2) the legitimacy of the stakeholder’s relationship with the firm, and (3) the urgency of the 
stakeholder’s claim on the firm. 

Power refers to the stakeholders that control critical resources for the company, which 
means that these stakeholders have the access or power to material or financial resources to 
enforce its will within the relationship. For the second factor, stakeholders achieve legitimacy if 
they have legitimate claims on the company, where the basis of the legitimacy of the relationship 
may derive from contract, exchange, legal or moral right, legal title, or at-risk status (Hill and Jones, 
1992). However, a legitimate claim only be regarded as salient, if the stakeholder has the power to 
impose its will or if the claim is perceived as urgent. Hence, the third factor, urgency, is related to 
the level of importance and attention attributed to the claim. Mitchell et al. (1997) characterise this 
factor by time sensitivity (the claims needing to be given immediate attention) and necessity (the 
claims being vital and highly important). The different combinations of these three attributes 
(power, legitimacy, urgency) resulted in a categorisation of seven stakeholder types by Mitchell et 
al. (1997).  

Preble (2005) introduced a comprehensive stakeholder management process model with the 
aim to provide a platform to facilitate stakeholder management practices within organisations. This 
six-step process is supposed to be applied to an company’s business and contains a several 
mechanisms to categorise stakeholders, including the processes of Clarkson (1995) and Mitchell 
and colleagues (1997). Friedman and Miles (2006) developed another popular framework to 
categorise or rank stakeholder influences. They theorise that the different styles of dialogue of 
stakeholders with organisations indicate the level of power and involvement of stakeholders. The 
lowest level of power is characterised by non-participation, while the highest level represents a 
multi-way dialogue of stakeholders with a major influence of the company’s decision process. In 
other words, the higher the rank, the higher the interdependency and the collaboration with 
stakeholders. These different mechanisms to identify and classify stakeholders can be regarded as a 
first step to provide a theoretical foundation to investigate why actors within a field chose different 
approaches in sustainability reporting. 

5.4. Limitations of Stakeholder Theory and further Classification Concepts 

Stakeholder mechanisms only examines a fragment of the multidimensionality of the 
stakeholder, thus overlooking others. In other words, the current stakeholder categorisation 
mechanisms can be seen as mono-dimensional and inadequate to create a complex, multi-
dimensional picture of stakeholders (Bryson et al., 2011; Reed et al., 2009). Ribeiro and colleagues 
(2011) argue that the existing stakeholder management processes is insufficient to describe the 
holistic and multi-way relationships between stakeholders and the company’s management.   

In terms of a network perspective, stakeholder theory has limitations to explain the 
dynamics of power relationships between stakeholders or between companies and its stakeholders. 
However, the role of power in stakeholder relationships should not be underestimated, as power of 
certain stakeholder groups can constitute an institutional factor (e.g. by creating a powerful NGO) 
that can influence the organisational practice and even an organisational field. Hence, the analysis 
of stakeholder networks is critical in order to understand, for example, stakeholder alliances and 
their influence.  

To complement stakeholder theory in this context, network theory provides a suitable 
answer. Network theory describes the processes and mechanisms of interactions within a network 
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structure to generate insight about the relationships of groups or individuals in this network. 
Within network theory, Social Network Analysis (SNA) can provide important indications for 
stakeholder identification and can be used to categorise stakeholder (Prell et al., 2009; Reed et al., 
2009; Sedereviciute & Valentini, 2011).  SNA can complements stakeholder analysis (Holland, 
2007) and begins “where stakeholder research stops and examines systems of dyadic interactions, 
capturing the influence of multiple and interdependent relationships of an organisations’ 
behaviour” (Rowley, 1997, p.894). Furthermore, although stakeholder salience can assist to identify 
who are the important stakeholders, it provides only little insight why they are stakeholders and 
more importantly, how they influence sustainability reporting. To overcome this limitation, Hill and 
Jones (1992) introduced the stakeholder-agency theory to understand these processes. The main 
construct if stakeholder agency theory are ‘power differentials’ between parties. Power 
differentials relate to the information asymmetry between between the companies’ management 
and stakeholders outside the company. Both theories, network as well as stakeholder-agency 
theory, provide an extension to stakeholder theory that can be used contextually to examine 
stakeholders’ influences. 

6. Conclusion 

The aim of this paper was to examine the link between institutional theory and stakeholder 
theory in the context of sustainability reporting. There are three main conclusions that can be 
drawn. First, institutional theory provides good explanations for the adoption of sustainability 
reporting. In particular, the paper discussed the adoption of the sustainability logic and the 
organisational practice of sustainability reporting through the three mechanisms of coercive 
isomorphism, mimetic processes and normative pressures. While isomorphic behaviour indicates 
that organisational practices become the same over time, in particular in an organisational field, it 
is limited to explain the diversity in field. In practical terms, it can be expected that isomorphism 
leads to very similar sustainability reporting, in particular in the same industry, but this is not the 
case. As sustainability reporting varies, isomorphism is limited to explain these differences and the 
heterogeneity in the field.  

Second, the role of different institutional contexts (or institutional complexity) in 
determining how organisations respond to institutional pressures for sustainability was discussed. 
The paper highlights the corporate strategic response as well as the fight for a dominant logic 
which can be attributed to the complexity of contextual factors. The core of these management 
decisions within the institutional complexity are the dynamics and multiple interests of actors in 
the field. These dynamics of the relationship between stakeholders or actors represent not only a 
constant fight for influence between the company’s management and stakeholders outside the 
company, but also a ‘field of struggles’ between actors within the organisational field, thereby 
linking field-level pressures and firm-level agency. 

Third, linking stakeholder and institutional theory emphasises the critical role of actors or 
stakeholders and how these actors or stakeholders and their relationships can influence the 
relative importance of institutional logics and thus the degree of sustainability reporting. As such, 
this paper demonstrated that stakeholder theory can complement institutional theory to identify 
and investigate the respective roles of stakeholders and actors and their degree of influence in the 
field. 
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