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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. 
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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. 
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1.3 Thesis structure 
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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. 
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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.  
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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. 
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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. 
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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 
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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). 
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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. 
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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. 
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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”.  
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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 
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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.  
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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 
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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. 
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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.  
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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.  
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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). 
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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. 
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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) 
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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). 
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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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and UN Global Compact26 in partnership with a group of the world’s largest institutional investors. 

Six Principles for Responsible Investment (PRI) were established for asset owners, investment 

managers and professional service partners in order to provide a framework for appropriate ESG27 

considerations when dealing with investment portfolios. The goal being increased returns and lower 

risks. Recently, PRI acquired the investor-led group set up to encourage the growth of research into 

ESG factors, The Enhanced Analytics Initiative (EAI) with members representing assets of more 

than $15 trillion boosting responsible investments28. Qualifying for membership in indices such as 

the DJSI World and the FTSE4Good Index or in investor groups such as the PRI creates a good 

environmental reputation and provides credibility for the company’s actions towards a healthier 

environment, which as a positive consequence could lead to increased stock values.  

 

The media 

The media is another indirect yet extremely important and potentially dangerous stakeholder for the 

company’s reputation. Zingales (2000) argues “for concern about reputation to act as a deterrent, it 

is necessary to have a "public opinion"—that is, an independent press that publicizes the facts and a 

large set of educated investors who read newspapers and have some (collective) power to punish 

improper behaviour”. The media can be dangerous in the sense that the communication to the public 

might not be entirely truthful and the effect of publishing news is immediate. Reeve and 

Steinhausen (2007) depict that “Reputation can be a fragile thing, and it can be defined not by what 

your business does, but what the media say it does”. The authors describe how the media had huge 

impact on the reputation of industry leaders such as IKEA and Hudson Bay Co. (Hbc) by negatively 

criticizing the environmental and social behaviour in their supply chains. In 1992 it was discovered 

that IKEA’s world known Billy bookshelves contained lacquer that was prohibited in Germany and 

the company’s misbehaviour was all over the press. USD 6-7 million was the cost to redesign the 

bookshelves and this incident became the wake up call for IKEA to create and implement a 

sustainable purchasing policy.  

 

                                                 
26 A strategic policy initiative for businesses that are committed to aligning their operations and strategies with ten 
universally accepted principles in the areas of human rights, labour, environment and anti-corruption 
(www.unglobalcompact.org). 
27 A term recently adopted by the UN ESG which stands for environmental, social and governance issues is a term 
recently adopted by the UN which links corporate governance with social and environmental responsibility.  
28 www.reuters.com 
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Ten years later in 2002, Hbc was “caught” using sweatshops29 in its chain of production, even 

though the company had developed sustainable sourcing policies, a vendor code of conduct (VCC) 

and a social compliance program (SCP). The company had however failed to implement their 

proactive policies and the story of sweatshop labour became international news in a split second. In 

order to turn the bad reputation around, Hbc decided to adhere to the International Labour 

Organization (ILO) labour standards, to ensure compliance of the VCC and to formalize the SCP. 

Today, both IKEA and Hbc are famous for their environmental and social engagement which is the 

positive outcome of the negative attention in the media.  

 

Customers 

Another type of stakeholder that might demand “greener” products and services is the customer. It 

is extremely important for a company’s success to comprehend the customers’ needs and wants. 

According to Ferrell (2004), “Customers are key stakeholders that help establish the firm’s 

reputation and identification”. If the customers ask for “green” products or services, the company 

has to move its focus and strategy towards becoming more environmentally friendly in order to 

survive. “Green” buyers have been around for a long time, but it was not until the Brundtland 

Report30 was released in 1987, increasing the awareness of the global ecological crisis, that they 

became powerful and large in numbers. During that same year, The Body Shop won the UK 

“Company of the Year” Business Enterprise Awards, selling “cruelty-free”, minimally packaged, 

natural ingredient soaps (Irvine, 1989). The Body Shop’s extraordinary success together with 

Margaret Thatcher’s “green“ declaration, inspired several authors to write guides to both green 

economics and green consuming.  

 

The most popular consumer guides were “The Green Consumers Guide” published by Elkington 

and Hailes in 1988 and “The Green Consumer Week” published by Friends of the Earth in that 

same year. As a result of all these happenings, customers became environmentally enlightened and 

the pressure for “green” products and services increased immensely. According to Chen (2001) 

“Green product development is also stimulated by various forms of environmental standards 

imposed by governments around the world”. A survey conducted by the Gallup International 

Institute in 1992 reports that 65% of Americans, 59% of Germans, and 31% of Japanese express 

                                                 
29 A working environment with very difficult or dangerous conditions, usually where the workers have few rights or 
ways to address their situation. 
30 The report is a composition of the fundamental recommendations from “Our Common Future”, published by the 
United Nations World Commission on Environment and Development. In this report, the most common and widely 
used definition of sustainable development is found: “Sustainable development meets the needs of the present without 
compromising the ability of future generations to meet their needs”. 
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their willingness to pay a green premium on an eco-safe product (Chen, 2001). In a Cone-Roper 

U.S. survey of consumer attitudes, 81 per cent of consumers indicated they would be likely to 

switch to brands associated with a good cause if price and quality were equal (Ferrell, 2004).  

Internal stakeholders 

The fourth and last group are the internal stakeholders. Fineman and Clarke (1996) write that “these 

are corporate officers in industry whose role includes environmental work, such as chief executive 

officers, environmental managers, public relations managers, as well as production, marketing and 

legal personnel”. Not only are the above mentioned personnel important stakeholders, but one could 

argue that all employees from the bottom to the top are crucial for the success of a firm. Examples 

of employees pushing for environmental commitment could be the warehouse manager asking for 

environmental packaging, the chef in the canteen preferring to use locally produced groceries or the 

administrative personnel lobbying for a paper free office wanting to invest in a digital filing system. 

Requests of larger economic impact could be the environmental manager wanting to adopt a global 

environmental management system or a pollution control and prevention system.  

 

Another factor to take into consideration is the augmented interest to prioritize the environmental 

agenda in graduate universities all over the world. If tomorrow’s young and bright employees show 

greater care for the environment, it will naturally become part of the business agenda too. This 

group of employees will become an ever increasing stakeholder. “The European Graduate Survey 

1996” demonstrated that Europe's graduates put care for the environment top of their agendas. The 

study covered 16,000 final-year students in 56 universities, business, and engineering schools 

across 14 countries. According to Elkington (1998) “It is clear that we now stand on the threshold 

of a new era in the relationship between business and its many stakeholders, including potential new 

recruits”. The company must take their internal stakeholders as seriously as their external 

stakeholders in order to prosper and in that sense all employees are more or less able to influence 

the company’s response toward environmental protection.  

 

Mitchell et al. (1997) write “Knowing what types of stakeholders actually exist, and why managers 

respond to them the way they do sets the stage for future work in stakeholder theory that specifies 

how and under what circumstances managers can and should respond to various stakeholder types”. 

Having identified the representatives of the natural environment, the so called “green” stakeholders, 

is one step on the way to find out how they can affect and pressure oil and gas companies to become 

more environmentally concerned.  
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3.3 Limitations of stakeholder theory 

There are certain weaknesses of stakeholder theory that according to the author of this paper are 

worth to mention below.  

 

1. Broad definitions: Most stakeholder definitions are very broad, hence leaving the 

interpretation of the stakeholder concept open. Authors define, explain and use the concept 

in many different ways and consequentially support and criticize it with diverse and often 

conflicting evidence and arguments.  

 

2. Various sources of contributions: Contributions to stakeholder theory have come from 

among others, such disciplines as ethics, strategy, law, economics and organizational theory 

(Freeman and Phillips, 2002). This spectrum of different input angles to stakeholder theory 

also leads to a vast array of interpretations of the concept. Further, it leads to discussions 

about the purpose of stakeholder theory being descriptive, normative or instrumental since 

the contribution sources represent different lines of thought.  

 

3. Conflicting interests: The economic, social and environmental interests recognized in 

stakeholder theories often conflict, and stakeholder theories offer no convincing way to 

reconcile or balance conflicting interests. Management are responsible for the financial state 

of the corporation which encompasses the balancing of multiple claims of conflicting 

stakeholders. The objective of shareholders is to get a good return on their investment; 

customers want more investments to be placed in research and development; employees 

want higher wages and better benefits, while NGOs want to see corporate commitment 

towards society and the environment. Catering to the needs of all stakeholders is the 

ultimate outcome of stakeholder theory, but in practice it is a much more complex task to 

take on. 

 

4. Stakeholder identity: Stakeholder theory is often unable to distinguish those individuals 

and groups that are stakeholders from those that are not (Phillips and Reichart, 2000). As 

mentioned earlier in this paper, there are opposing arguments about whether the natural 

environment should be classified as a stakeholder or not. Orts and Strudler (2002), Phillips 
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and Reichart (2000) and Sober (1995) among others believe that stakeholder theory cannot 

account for duties to non-humans while Driscoll and Starik (1997) and Norton (2007) 

believe the contrary. This leads to the question of how obligations to stakeholders should be 

weighed against other moral duties to non-stakeholders.  

 

5. Naïve assumptions: The advocators of stakeholder theory assume that managers would do 

the right thing so as to benefit the society and the environment. According to Jensen (2008) 

“That position is naïve for at least two reasons. Managers would have no way to know how 

to best benefit society, and furthermore there would be widespread disagreement on how 

and what to do. Moreover, if adopted, stakeholder theory would do further damage. It would 

literally leave managers unmonitored and unaccountable in any principled way for their 

actions with the vast resources under their control. Now that’s a disaster”.  
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4. Green stakeholder pressure on oil and gas companies 

We are moving on to Chapter 4 and also to the second block of the author’s (2009) modified 

version of Wood’s (1991) conceptualization of corporate environmental responsibility, 

responsiveness and performance.  

 
Figure 4.1: The conceptualization of corporate environmental responsibility, corporate environmental 

responsiveness and corporate environmental and financial performances (Own, 2009). 

 

In this chapter we will finally get an answer to the first research question of this thesis: “Are 

“green” stakeholders able to pressure oil and gas companies to adopt higher standards of 

corporate environmental governance?” After having identified the different general stakeholder 

groups and their different motives to influence a company’s response toward environmental 

protection, the author will narrow down the research field to include oil and gas companies only. 

The author will start by portraying the global oil and gas industry, identify the largest players on the 

market and explain why the largest oil and gas companies in the world experience such heavy 

stakeholder pressure. Then the author will present three different cases from ExxonMobil, Royal 

Dutch Shell and BP and analyze the stakeholder pressure and salience using Mitchell et al’s (1997) 

three attributes of power, legitimacy and urgency. Based on the outcome of the three cases - the 

corporate environmental responsiveness - and the literature behind, the author will finally come to a 

conclusion to the first research question.   

 

4.1 The global oil and gas industry 

The oil and gas industry is classified as a primary industry in the sense that it utilizes natural 

resources directly as the main product of its business. Primary industries involve businesses that 

have the closest relationship to the environment, since their very existence is bound up with 

material resources (Blair and Hitchkock, 2001). Even though oil has been in the ground during all 

of human existence, it did not become a resource until the late 19th century and not a resource of 
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great demand until the 20th century. Fossil fuels being the resource of the industry are non-

renewable because they take millions of years to form and the reserves are being depleted in a much 

faster pace than new resources are being formed. This means that fossil fuels have a finite life and 

consequentially that there is an end to the oil and gas industry.  

 

There are many conflicting opinions regarding the date of “Peak Oil” which is the date when the 

world reaches the maximum point of oil production and the decline is only a question of time. 

Hubbert is the Shell Oil geoscientist who in 1956 introduced his “theory of peak oil” which 

demonstrated that the production of a limited resource will follow a roughly symmetrical bell-

shaped curve based on limits of exploitability and market pressures. It predicted peak production to 

occur in the U.S. in the early 1970s, which came true since U.S. oil production has declined ever 

since. He predicted peak oil production in 1995 for the rest of the world and some analysts believe 

that his prediction is true; some believe that it will happen before the end of this decade and others 

that it will happen in 20 or 30 years from now. As companies are attempting to develop and secure 

alternative energy resources, many believe those efforts will not cushion the economic blow to 

come. Alternative resources that can substitute fossil fuels are renewable energy sources such as 

wind, water, solar, bio-gas, wood or geothermal. In the process of depleting oil and gas reserves, the 

law of economics will determine their increase in price which will lead to their future presence in 

premium markets only. 

 

4.1.1 Market analysis31 

The global integrated oil and gas sector is composed of companies engaged in the exploration and 

production of oil and gas, as well as at least one other significant activity in oil refining, marketing 

and transportation, or in the chemicals industry. Companies in the industry are usually large-scale 

operations with few activities in alternative industries. The 2007 geographical market segmentation 

by value was 46.7% for the Americas, 42.5% for Europe and 10.7% for Asia-Pacific. Total 

revenues for 2007 were $3.6 trillion of which refining and marketing sales generated 41%, sales of 

exploration and production services generated 27%, sales of gas and power generated 22%, 

chemical sales 6% and other sales generated 4%. The global market value, growth rate and 

compound annual growth rate (CAGR), followed by the five forces that shape the oil and gas 

industry competition can be seen in Appendix A in the end of this paper. 

 

                                                 
31 The data and statistics are found in Datamonitor’s “Global Integrated Oil and Gas – Industry Profile 2008” 
(www.datamonitor.com) 
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4.1.2 The Supermajors 

The Supermajors including Royal Dutch Shell, BP, ExxonMobil, Chevron Corporation, 

ConocoPhillips and Total S.A. are the six largest, non state-owned energy companies in the world. 

They are also collectively referred to as Big Oil indicating their enormous economic power and 

global political influence. The merging of large oil and gas companies into the six supermajors was 

a phenomenon that took place in the late 1990’s as a reaction towards the extreme deflation of oil 

prices in order to improve economies of scale, hedge against oil price volatility and reduce large 

cash reserves through reinvestment. Between 1998 and 2002 the following mergers took place: 

Exxon and Mobil, BP and Amoco, Total, Petrofina and Elf Aquitaine, Chevron and Texaco and 

Conoco Inc. and Phillips Petroleum Company. As one can see in the figure below, neither of the 

supermajors holds the largest market share. It is instead the Saudi Arabian state-owned national oil 

company Saudi Aramco that is the largest oil and gas company in the world. Apart from the oil and 

gas reserves in possession by the supermajors, the majority of other oil and gas reserves are 

controlled by Middle Eastern state-owned companies. This paper will only focus on the 3 largest 

non-state owned oil and gas companies in the world, namely ExxonMobil, Royal Dutch Shell and 

BP that for simplicity will be referred to as Exxon, Shell and BP. In 2007 their respective market 

shares in 2007 were 10.7% for Exxon, 9.8% for Shell and 7.8 for BP (12% for Saudi Aramco). 

 

4.2 Green stakeholder pressure 

The article” Toward a Theory of Stakeholder Identification and Salience: Defining the Principle of 

Who and What Really Counts” was published in 1997 by Mitchell et al. and became a breakthrough 

within the field of stakeholder theory. Mitchell et al. (1997) identified different classes of 

stakeholders based upon their possession of three different attributes, namely power, legitimacy and 

urgency. In their model, stakeholder salience - “the degree to which managers give priority to 

competing stakeholder claims” (Mitchell et al. 1997) is positively related to the cumulative impact 

of the three stakeholder attributes. Agle et al. (1999) tested the model empirically with unique data 

from 80 large U.S. firms and found strong support for the attribute-salience relationship, which 

means that the attributes of power, legitimacy and urgency do affect the degree to which top 

managers give priority to competing stakeholders. They also conclude that ultimately managerial 

perceptions determine stakeholder salience. Another empirical study was undertaken by Gago and 

Antolín (2004) who surveyed environmental managers from 277 Spanish manufacturing firms and 

their perceptions of Mitchell et al’s (1997) three stakeholder attributes and their impact on salience 
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concerning environmental issues. The two authors conclude that their “comparative analysis of the 

different stakeholders’ environmental power, legitimacy and urgency positively influenced their 

environmental salience. Mitchell et al. (1997) argue that “to achieve certain ends, or because of 

perceptual factors, managers do pay certain kinds of attention to certain kinds of stakeholders”. The 

definitions32 of the three attributes by Mitchell et al. (1997) are as follows: 

 

1. Power: The authors suggest a few definitions for power such as “the probability that one 

actor within a social relationship would be in a position to carry out his own will despite 

resistance” (Weber, 1947); “a relationship among social actors in which one social actor, A, 

can get another social actor, B, to do something that B would not otherwise have done” 

(Pfeffer, 1981); and “power may be tricky to define, but it is not that difficult to recognize: it 

is the ability of those who possess power to bring about the outcomes they desire” (Salancik 

and Pfeffer, 1974). 

 

2. Legitimacy: The authors accept and utilize Suchman’s (1995) definition of legitimacy as “a 

generalized 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” 

 

3. Urgency: “We believe that urgency with synonyms including “compelling”, “driving” and 

“imperative” exists only when two conditions are met: (1) when a relationship or claim is of 

a time-sensitive nature and (2) when that relationship or claim is important or critical to the 

stakeholder” (Mitchell et al., 1997). 

 

In the process of answering the first research question: “Are “green” stakeholders able to pressure 

oil and gas companies to adopt higher standards of corporate environmental governance?” the 

author of this paper has discussed the different stakeholder theories and literature in order for the 

reader to comprehend the fundamentals of the stakeholder paradigm, she has identified the different 

stakeholder groups that can influence a company’s response toward environmental protection and 

she has described the limitations of stakeholder theory. The author has also portrayed the global oil 

                                                 
32 The definitions by Weber (1947), Pfeffer (1981), Salancik and Pfeffer (1974) and Suchman (1995) can all be find in 
Mitchell et al’s (1997) article ”Toward a Theory of Stakeholder Identification and Salience: Defining the Principle of 
Who and What Really Counts”. 
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and gas industry and identified the largest players on the market so the reader can understand the 

context around the existing stakeholder pressure.  

Next step in answering the first research question is to find out why companies in the oil and gas 

industry are under such great pressure from “green” stakeholders and to analyze how various 

stakeholder groups can influence a company’s response toward environmental protection. Three 

different cases from Exxon, Shell and BP will be presented. The author will describe the story 

behind all cases and analyze the salience of the “green” stakeholders according to the three 

attributes; power, legitimacy and urgency from the model by Mitchell et al. (1997). Rating the 

different stakeholders’ level of possession of the three attributes is made according to the author’s 

own credentials. Finally she will demonstrate what environmental initiatives derived from each 

case. There will be a discussion in the end concluding upon the findings from all three cases and an 

answer to the first research question will be presented.  

 

4.2.1 The heavy pressure on the supermajors by “green” stakeholders 

According to the author of this paper there are two main reasons as to why the largest oil and gas 

companies in the world experience such heavy stakeholder pressure: 

 

1. Extractive industry: As mentioned earlier in this paper, the oil and gas companies are 

operating in what is categorized as a primary industry. This kind of mineral extractive 

industry has a direct exploitative relationship with the natural environment and is therefore a 

large source of environmental destruction. According to Ketola (2003) “oil production and 

refining belong to the world’s greatest carbon dioxide emitters and little has yet been done 

within the oil industry to reduce the emissions of this greenhouse gas”. Undertaking such 

unsustainable activities with consequences including the greenhouse effect, continuous 

degradation of ecosystems and extinction of species, leads to great discontent among many 

stakeholders with an interest for the well-being of our nature or with other vicarious “green” 

interests. Since the public awareness of the impacts that large multinationals have caused on 

nature increased during the past decade, most stakeholders have increased their expectations 

of the environmental governance performed by these firms.  

 

2. Multinationals: The supermajors are not only the largest companies in the oil and gas 

sector, but some of the largest and most powerful multinationals in the world. Their 

activities have impact on the entire world economy and politics. Zyglidopoulos (2002) 

argues that international reputation side effects and foreign stakeholder salience create a 
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more restrictive arena for the multinationals to operate in when it comes to social and 

environmental responsibility. He states that “the social and environmental responsibilities of 

a multinational operating in a specific country also depend on the laws, customs and 

business practices it has to face in all the other countries it operates in” (Zyglidopoulos, 

2002).  The supermajors are all high profile organizations that are often in the global news 

and it is a matter of public relations and image building to be seen environmentally 

responsible (Blair and Hitchcock, 2001). Due to their world-wide presence and power and 

their vast exposure in the media, “green” stakeholder pressure is enormous. 

 

4.2.2 “Green” stakeholder pressure on Shell – Brent Spar  

1995 was a critical year and a turning point for Shell in terms of dealing with its stakeholder 

relations. First there was the Brent Spar-affair and then later in the same year there was the 

controversy in Nigeria concerning the Ogoni-land. These two serious incidents made Shell open its 

eyes and realize how important it is to engage in an open dialogue with all stakeholders involved 

and influenced by the company’s activities. One year later, Elkington (1996) stated: “Whatever the 

final outcome of these two controversies, business will never again view the environmental agenda 

in quite the same way”. The author will however only discuss the Brent Spar affair. 

The Brent Spar was a large floating oil storage buoy located in the North Sea between the coasts of 

Scotland and Norway used to store oil from a nearby oilfield. In 1991 it was decommissioned and 

during four years, Shell tried to determine the best environmental practice to dispose of the Brent 

Spar by consulting local governments, various scientists as well as undertaking approximately 30 

studies. Shell also produced an Impact Hypothesis document and a Best Practicable Environmental 

Option (BPEO) document in its process to determine what to do with the giant buoy. Finally, Shell 

decided that the best environmental and economic option was to tow the Brent Spar to the North 

East Atlantic and sink it in deep water. The plan was approved and announced by the British 

government in 1995 and Shell was granted a deep-sea licence to dump the buoy.  

 

Shell had consulted a few NGOs in mere compliance of the law33 but apart from that, the company 

acted with little public consultation or disclosure. Neither did Shell solicit the opinions of critical 

“public interest” groups that had been monitoring the decommission debate for some years (Entine, 

2002). The company completely ignored to assign stakeholder status to environmentalists who were 

publicly against the activities of oil and gas companies. Even Greenpeace, the largest environmental 

                                                 
33 The British Petroleum Act of 1987 
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pressure group in the world was not considered a legitimate stakeholder and was therefore not 

granted a voice during the consultative phase. It seems like a strategic move by Shell not to consult 

Greenpeace knowing that the group had been demonstrating against ocean-dumping for years.  

 

When Greenpeace activists could not make their voices heard, they occupied the Brent Spar on and 

off for two months together with a number of journalists. They got immense media attention 

through which their message against dumping the buoy and its environmental consequences became 

clear to the entire world. The media reported that the BS contained 5000 tonnes of toxic sludge34. 

Fineman and Clarke (1996) believe that “a stakeholder’s effectiveness hinges upon its ability to 

penetrate defensive screens by inflicting financial pain to industry (e.g. lost sales or markets, fall in 

share value), embarrassment (e.g. from a poor public image, compromising the role of key 

industrial actors), or both”. That is exactly what Greenpeace managed to accomplish with its fierce 

protests against Shell’s plans to dump the Brent Spar in the ocean. Greenpeace inflicted financial 

pain to the company by organizing customer boycotts of Shell petrol in Germany, Denmark and the 

Netherlands. The pressure group also managed to humiliate Shell through the media in front of a 

global audience According to Blair and Hitchcock (2001) the Brent Spar “proved to be an acute 

embarrassment to Shell and its costs in terms of poor publicity was more than the actual monetary 

costs of disposal”.  

 

Before the Brent Spar-affair, Shell was considered one of the most environmentally concerned 

companies in the extractive industry by many environmentalists, but during the controversy its 

public image was deeply hurt. Even though Shell tried to convince the public by arguing for its 

standpoint supported by several scientists and the British Prime Minister John Major, it could not 

compete with Greenpeace’s ethical arguments and portrayed image of Shell selecting the most 

financially advantageous instead of the most environmentally responsible disposal option. When 

other European governments such as the Scandinavian and the German objected to the deep-sea 

disposal, the case was lost for Shell. The excessive pressure from external stakeholders (that were 

not even considered stakeholders at first) left the supermajor with no other option than to give up on 

its own beliefs. Backer (2007) means that “it was the Brent Spar episode in 1995…. which radically 

transformed Shell’s response on pressures relating to corporate governance”. 

 

 

                                                 
34 A figure which Greenpeace later had to admit was based on flawed sampling performed in the heat of the battle, by 
activists occupying the Brent Spar (Grolin, 1998). Later they apologised to Shell for overstating the numbers. 
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Stakeholder identification and salience – Brent Spar (BS) 

Stakeholders Power Legitimacy Urgency 

Pressure groups 

 

The Greenpeace activists got their 

voices heard through the media in 

order to affect the public opinion. 

By getting the public on their 

side, they managed to push Shell 

to act according to their wishes.  

Shell knew that Greenpeace had 

been against dumping at sea for a 

long time but did not 

acknowledge them as 

stakeholders.  

Greenpeace was very persistent in 

its mission to change Shell’s 

decision. The activists 

demonstrated at 300 gas stations, 

destroyed 50 of them and 

occupied the BS two times.  

Public stakeholders At the “Fourth North Sea 

Conference”, the majority of 

North Sea countries voted against 

the dumping of the BS. 

Shell perceived the UK 

government its largest external 

stakeholder but did not legitimize 

other European governments. 

Several European governments 

protested heavily against Shell’s 

decision to dump the BS which 

obviously affected the public. 

The media Shell could never have predicted 

the massive media attention the 

BS affair would receive and the 

effect it would have on the public. 

The media is considered an 

indirect stakeholder, but it 

became a legitimized stakeholder 

during the controversy. 

Greenpeace brought several 

journalists to the BS. Shell was 

scrutinized all over the world and 

its reputation was soiled. 

Customers Shell Germany reported 30-50% 

loss in sales and revenues slowly 

declined. 

Shell failed to predict their 

reactions and their importance in 

the BS case 

Consumers in Continental Europe 

protested and boycotted Shell’s 

petrol massively. 

 

Environmental outcomes – Brent Spar 

1995: Shell goes along with the public opinion despite support from the UK government and 

reverses its decision to dump the Brent Spar in the North Sea. One could say that the birth of 

environmental politics commenced in 1995 with the Brent Spar controversy. 

 

1996: Shell UK publishes for the first time a comprehensive environmental report, opens a Brent 

Spar website making available press statements, consultants’ reports and opening up for a 

discussion on disposal options. 

 

1996-1998: Shell takes the initiative with help from the Environment Council35 to form the ‘Brent 

Spar Dialogue Process’ with interested parties in order to consider alternative on-shore disposal 

options. Greenpeace and other environmental groups are invited as well as natural and social 

scientists. This process includes two rounds of meetings in the UK, Denmark, Germany and the 

Netherlands, which result in a new environmentally superior proposal for the on-shore reuse of the 

Brent Spar as a quay extension in the harbour of Mekjarvik in Norway.  

 

                                                 
35 An independent charity that helps interest groups work together to find common ground. 
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1997: After heavy pressure from the company’s shareholders, Shell’s Statement of General 

Business Principles first crafted in 1976 is reviewed. For the first time a wide range of external 

groups in society including NGOs, business ethics specialists, and other companies are consulted 

apart from Shell’s own employees. In terms of environmental issues, Shell commits to becoming 

more transparent, to work towards a sustainable environment and announces the development of a 

new HSE36 Commitment and Policy. The supermajor also establishes a fifth core business – Shell 

International Renewables. As one of the first companies, Shell pulls out of the Global Climate 

Coalition37 (GCC) after scientific evidence of global warming is published and after facing strong 

pressure from environmental groups in Europe. 

 

1998: OSPAR38 first ministerial meeting in Portugal during which the governing of disposal of 

offshore installations was reviewed and a new regulatory framework (Decision 98/3) was instituted 

which bans any disposal at sea of offshore structures. 

 

1998: Shell releases the first of a series of annual statements of corporate social, economic and 

environmental performance: Profits and Principles: Does there have to be a choice?39 

 

1998-2000: Shell improves its stakeholder consultation and the company restores much of its 

reputation by engaging stakeholders in the decision-making process of different projects.  

 

4.2.3 “Green” stakeholder pressure on BP – Prudhoe Bay 

In March 2006, BP’s corporate image took a deep plunge when a huge oil spill was discovered at a 

pipeline owned by the supermajor in western Prudhoe Bay, Alaska, the home of thousands of 

migratory birds, caribous, polar bears and other species. The leakage of approximately 1 million 

litres of crude oil was the largest oil spill in Alaska’s North Slope and still is to date. In August that 

same year, two more leaks were revealed and BP announced the decision to close down Prudhoe 

Bay for an indefinite period in order to prevent further oil spills. Prudhoe Bay was BP’s largest oil 

field in the U.S. and its shut down led to a loss of 400 000 barrels per day which accounted for 

almost 8% of the U.S. daily production and a loss of more than $1 million per day in pure profits 

                                                 
36 Health, Safety and Environment 
37 A group of mainly U.S. oil and gas and automobile companies opposing the correlation between green house gas 
emissions and climate change. The group formed in 1989 in response to reports from the Intergovernmental Panel on 
Climate Change (IPCC). Shell and BP left the group in 1997 acknowledging the global warming phenomenon and 
committing to reduce emissions. By 2001, many companies had left the group and it became deactivated. 
38 The Convention for the Protection of the Marine Environment of the North-East Atlantic  
39 www.shell.com 
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for the company. It was also a contributing factor to the 2% rise40 in crude oil prices to above $77 

per barrel at the NYMEX41. Soon after the leaks, the U.S. Department of Transportation ordered BP 

to run a so called “smart-pig”42 test in order to investigate its pipelines. The first inspection report 

was alarming and according to BP’s webpage it revealed “16 anomalies in 12 different locations in 

an oil transit line on the eastern side of the oil field”. After investigating the anomalies, the original 

leak from a transit pipe was discovered and heavy corrosion was determined to be the culprit. 

According to U.S. law, it is required to clean pipelines in order to prevent corrosion. 

 

Since 2000, BP had made huge efforts to portray itself as environmentally friendly, by investing in 

renewable energy, adopting a new slogan “BP – Beyond Petroleum” and replacing its old logo with 

the green and yellow Helios symbol. In 2005, BP was named “the most respected energy company” 

by the Financial Times, “the most admired company in Britain” by the Fortune and ranked “the 

second greenest company of the decade” by Business Week. For a long time, BP had also been 

considered Big Oil’s “nicest” company in terms of environmental and humanitarian issues. So when 

the oil spill in Prudhoe Bay was announced, many stakeholders felt extremely disappointed and 

betrayed by BP’s huge efforts to pledge “green” when in fact most of it was only “smoke and 

mirrors”. It seemed as if BP had spent millions of dollars on looking good when instead the 

company should have invested in the North Slope’s aging pipelines, safety valves and other critical 

components of its oil infrastructure.  

 

A stakeholder of great importance was Chuck Hamel who was a business man from the beginning, 

investing in oil leases and trading crude oil. He was a small fish competing with the biggest oil 

companies in the world. In 1979 he suspected that the Alaska Pipeline Service Co.43 purposely 

diluted his crude and after getting inside information from BP workers, his suspicions were 

confirmed. To Hamel’s dissatisfaction and disappointment, the workers also unveiled that the oil 

industry was polluting the water and air around the Prince William Sound. Ever since that day, he 

has been the spokesperson for whistleblowers, fighting for the environment in Alaska and for the 

safety of the oil workers. Before the huge spill in 2006, Hamel had already discovered dozens of oil 

spills in Alaska and was the first to expose weak pollution laws in the Valdez port. He had made a 
                                                 
40 Some people suspected that BP purposefully allowed pipelines to corrode in order to boost oil prices.  
41 New York Mercantile Exchange (NYMEX) 
42 Pipeline Inspection Gauges (PIGs) are devices that are inserted into and travel throughout the length of a pipeline 
driven by a product flow. They were originally developed to remove deposits which could obstruct or retard a flow 
through a pipeline. Today pigs are used during all phases in the life of a pipeline for many different reasons (www.ppsa-
online.com). 
43 A consortium of oil companies that owns the Trans Alaska Pipeline System (TAPS) led by BP (www.alyeska-
pipe.com). Referred to as only the Alaska later on in the paper. 
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name for himself in the oil industry pressing regulators and the Congress for 15 years to improve 

environmental and safety standards in the area.  

 

In 2003 and 2004, BP whistleblowers had told Hamel of spills that were never reported as required 

by state law. His claims were confirmed by the federal Environmental Protection Agency (EPA) in 

2005 and BP was heavily fined. When BP workers started to complain about the quality of the 

pipelines in Prudhoe Bay, Hamel took on the case. Birger (2006) writes in the Fortune International 

that in 2004 “BP worker advocate Chuck Hamel sent a letter to BP board member Walter Massey 

warning of corrosion problems” that could lead to a catastrophic event. Still nothing happened. 

Hamel was just seen as a nuisance to the oil industry and some BP executives even saw him as a 

“conspiracy-terrorist”. When the calls from whistleblowers escalated, Hamel decided to contact 

federal investigators. After that he claimed that he was persecuted and harassed by the Alaska to 

reveal the names of the whistleblowers. 

 

In 2007, BP America announced that “BP Exploration Alaska, Inc. (BPXA) will plead guilty to a 

misdemeanour violation of the U.S. Federal Water Pollution Control Act and admits….that the 

company's approach to monitoring and managing corrosion in Prudhoe Bay oil transit lines failed to 

properly consider the risks posed by changing operating conditions in the field and that, as a result, 

BPXA failed to take necessary actions to prevent the March 2006 pipeline spill”44. BP was heavily 

punished and had to pay $12 million in fines, serve three years of probation, pay $4 million in 

restitution to the state of Alaska and pay $4 million to the National Fish and Wildlife Foundation to 

support research and activities on the North Slope. 

 

To BP’s employees in Alaska, the Prudhoe Bay spill did not come as a chock. Already in 2001, BP 

was fined for failing to meet state leak detection standards and in 2002; a BP whistleblower 

communicated his claims to The U.S. Department of Occupational Safety and Health 

Administration (OSHA) of maintenance backlogs and employee shortages at BP's Prudhoe Bay 

operations (Leopold, 2006). The whistleblower had worked for BP as a technician for 22 years and 

was very concerned with the safety of both the environment and the workers. Despite his worries 

and dire warnings, BP’s pipelines were never examined. Apart from that, BP asked the 

whistleblower not to return to work and offered him a monetary settlement in return for his silence. 

BP management was warned at least three times between 2003 and 2004 that a “chilling 

                                                 
44 www.bp.com  
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atmosphere” made those workers who were responsible for pipeline-corrosion work hesitant to 

report environmental and safety concerns (Mauer, 2006). 

 

Short after the decision to close down Prudhoe Bay, financial shareholders sued BP on the grounds 

that management had been aware of the dangerous effects of the corrosion, but failed to fund the 

work needed to clean the pipelines. The complaint also states: “BP now faces hundreds of millions 

of dollars in costs to remedy the damage, lost earnings, significant civil and criminal liability, 

regulatory scrutiny and action, and the wrath of customers nationwide” (Financial Times online, 

2006). The entire board was sued on behalf of the Unite Here National Retirement Fund and the 

London Pension fund authority. 

 

Stakeholder identification and salience – Prudhoe Bay (PB) 

Stakeholders Power Legitimacy Urgency 

Pressure groups Hamel’s efforts in the PB case led 

to two grand jury investigations 

and subsequent Congressional 

hearings that resulted in a $20 

million fine for BP. 

BP had since the late 1990’s 

communicated the importance of 

having a good relationship with 

NGOs, but in practise they were 

not legitimate stakeholders. 

Hamel was a nuisance to BP. 

Hamel went through fire and 

waters for the environment and 

for the workers at BP.  He also 

went through serious financial 

burdens and harassment by BP 

for his cause.  

Public stakeholders The federal government 

conducted an investigation of BP 

in Alaska that led first to a close 

down of the PB field and then to 

a $20 million fine and three years 

of probation for the oil giant. The 

state of Alaska is now suing BP 

for the loss of oil revenue during 

the shut down. 

Both the federal government and 

the state of Alaska are important 

stakeholders to BP and vice 

versa. BP is one of Alaska’s 

largest employer, investor and 

taxpayer. 85% of the state’s 

revenues come from petroleum 

taxes.  

As soon as the government 

realised the seriousness of the 

situation in PB, they acted fast 

with the environment and the 

worker’s safety in mind. The lost 

production was also an important 

element for the urgency shown.  

The media After the oil spill was exposed in 

the media, BP’s reputation took a 

deep plunge and customers 

worldwide were disappointed and 

felt betrayed by the company’s 

huge efforts to appear “green”.  

To keep the media and the public 

updated, BP created a webpage 

treating the shut down of PB and 

the clean up of the oil spills. This 

shows that BP acknowledged the 

media as a stakeholder.   

Hamel appeared in newspapers 

and on the air speaking out his 

and other whistleblowers’ views 

on the PB catastrophe. In the 

period of the oil spill he was 

constantly in the spotlight.  

Financial shareholders Short after the PB accident, BP’s 

share price took a hit and 

shareholders sued BP for 

negligent handling of safety and 

environmental procedures45.  

When the volume of oil at PB 

decreased, BP’s management 

tried to create more profit for the 

shareholders by extreme cost 

cutting.  

It became crucial for the 

shareholders to receive 

compensation for their loss and to 

make sure that BP made some 

corporate governance changes. 

                                                 
45 The two pension funds also sued BP for a refinery explosion in Texas where 15 people were killed and investigations 
into illegal price fixing within the Propane market. They requested a freeze of the approximately $140 million in 
benefits set aside for retiring CEO John Browne, but without success. Alarmingly, 17% of all shareholders were against 
the resolution to grant Browne performance payments (Olson, 2007). 
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Internal stakeholders It was the BP workers’ voices 

spoken out by Hamel that finally 

made the government realize the 

gravity of the situation at PB. The 

concerned whistleblowers 

triggered the government’s 

investigation of the PB oil field. 

When BP decided not to listen to 

its workers, they also decided that 

they were not worthy a 

stakeholder status. Some workers 

even claimed that they were being 

harassed by BP for speaking out. 

Already in the late 1990’s, BP 

workers started blowing their 

whistles first to the management 

at BP and when to Hamel. The 

whistle blowing continued until 

the EPA finally listened and acted 

on their claims.  

 

Environmental outcomes – Prudhoe Bay (PB) 

2006: BP cooperates with the U.S. government’s investigation as well as conducts its own 

investigation to find out what went wrong. The supermajor cleans up all of its oil spills and in 

September (44 days after the big spill) the eastern part of the oil field is reopened.  

 

2007: BP is fined $20 million under the Clean Water Act for environmental misdemeanour as a 

result of the company’s neglect of corroding pipelines. After cleaning up all oil spills, BP invests 

more than $250 million in a program designed to upgrade or replace pipelines, increase corrosion 

inspection and monitoring, carry out preventative maintenance and repairs, expand capacity, and 

improve the efficiency of major facilities in all of BP’s operations in Alaska. BP starts replacing the 

oil transit line in order to add pigging tools for cleaning and inspection purposes, to be able to direct 

corrosion inhibitor injection, to install an improved leak detection device as well as to install a 

system for monitoring corrosion.  

 

2007: BP establishes four objectives for improving environmental performance: 

- Reduce integrity-related events associated with pipelines 

- Improve HSE compliance management system tools 

- Reduce impact to land associated with historic waste practices 

- Improve pollution prevention and integrity management 

According to BP 2007 Verified Site Report “Nineteen targets were established to accomplish the 

objectives with 38 distinct action items. By the end of 2007, 85 percent of the action items were 

completed”. Completion of three items was delayed into 2008 and two items trended behind plan. 

 

2008: BP settles shareholder suit alleging mismanagement over refinery blast, pipeline spills and 

market rigging. The settlement requires BP to make several corporate governance changes, 

including: requiring them to hold annual meetings with the company's top 20 shareholders; 

arranging regular visits for BP board members to operational sites; including BP's operational 

health, safety, and environmental performance in the principles used to calculate performance pay 
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to executives; and improving shareholder access to the proxy and web casting the annual 

shareholder meeting”.  

 

2008: BP launches its Operating Management System (OMS) 

 

4.2.4 “Green” stakeholder pressure on Exxon – Exxon Valdez 

In 1989, the Exxon Valdez tanker ran aground in the Prince William Sound in Alaska causing the 

largest oil spill in U.S. history. More than 10 million gallons of crude oil were spilled into the 

water, killing thousands of fish, fowl and sea otters. It was an ecological disaster having hundreds 

of miles of coastline polluted. Most of the salmon spawning runs were disrupted and as a 

consequence numerous fishermen especially Native Americans lost their livelihoods. It is 

considered one of the most devastating man-made environmental disasters ever to occur at sea. At 

first the company did not take responsibility for the accident, understated the severity of the oil spill 

and blaimed others such as the Coast Guard or the captain. Exxon has been heavily critizised for it’s 

slow response to clean up the area. It took four summers, 10 000 workers, 1000 boats and 100 

airplanes and helicopters to clean up the oil spill before the efforts were called off.  

 

When oil prices suddenly and drastically dropped in the mid-1980’s, U.S. oil and gas companies 

had to start cutting costs in order to make profits for their shareholders. With a declining revenue, 

Exxon’s main focus was not on environmental protection. Bowen and Power (1993) believe that 

“To implement plans for higher efficiency within the company, some Exxon executives followed 

the common Japanese practice of finding and achieving maximum productivity through pushing 

work systems to the point where they begin to crack and workers can no longer handle the load”. 

Exxon had a very good safety record before the oil spill and when corners needed to be cut, the 

company did not hesitate to lay off staff, reject new safety programs as well as a proposition to 

mandate tankers to be composed of two hulls. When the Exxon Valdez hit the rocks of Bligh Reef, 

the Coast Guard did not believe his eyes and Exxon’s management team was totally unprepared and 

lacked capabilities for an oil spill of such large proportions. The oil slick spread fast and soon hit 

the beaches around Valdez, but initially Exxon made no efforts to clean up its mess due to 

confusion of what technique to use in fear of future litigations.  

 

Already in 1984, Dan Lawn, the local inspector for Alaska’s Department of Environmental 

Conservation (DEC) critizised the Alaska, the Coast Guard and the state for not providing enough 

funding to improve safety systems in Valdez. He claimed that the risk for an oil spill if measures 
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were not taken was extremely high, but he spoke to deaf ears. Not even when Lawn observed 43 

spills in a 3-month period between 1988 and 1989, was he taken seriously. To the Alaska he was 

mostly seen as a nuisance and a trouble-maker. It was also much more cost effective for Exxon to 

ignore his demands for safer operations. He was the first together with two Coast Guards who went 

out to witness oil leaking out from Exxon Valdez’ ripped hull and he caught everything on film.  

 

As a consequence of Exxon’s negligence to take action in the wake of the spill, many small 

grassroot organisations were formed to take matters into their own hands. One of them was the 

Homer Multi-Agency Task Force formed by mainly fishermen who wanted to protect the shoreline 

and fish rich areas of Homer. They all wanted to assist in cleaning up the spill, but since they had no 

knowledge of how to do it, they turned to Exxon for advice. When Exxon completely ignored their 

helping hands, the angry fishermen spent most of their savings on building their own log boom in 

order to sweep the oil slicks away from the shore. Another organisation also madeup of fishermen 

was the Cordova District Fisherman’s United that in 1993 decided to make a blockade to hinder 

vessels from entering the Valdez port. They remained in their positions for three days and did not 

surrender until they were promised comprehensive ecosystem studies in the sound to find out the 

actual state of the water and its inhabitants. Six other NGOs urged consumers to boycott Exxon and 

cut their Exxon credit cards in half and send them back to the company. Exxon received 10 000 

credit cards. 

 

In 1994, the supermajor was fined $5 billion46 in punitive damages which is the largest ever in a 

pollution case in the U.S. The company also had to pay more than $1 billion to settle state and 

federal claims for environmental damages. For many, the case of the Exxon Valdez oil spill has 

become a symbol of unethical behavior (Bowen and Power, 1993). Before the Valdez accident, 

members of the U.S. Congress had spent 15 years laboring in vain to produce a national oil spill 

liability law. Some of the proponents had bitterly stated that it would take an oil spill of catastrophic 

proportions to trigger the interest and the urgency for such a law, and then Exxon Valdez happened. 

The EPA claims that “the Oil Pollution Act (OPA) improved the nation's ability to prevent and 

respond to oil spills by establishing provisions that expand the federal government's ability, and 

provide the money and resources necessary, to respond to oil spills”47. Through the media, 

Greenpeace and other environmental organisations made the world aware of the serious problems 

oil companies cause. They spread the word of the horrible disaster while chained to the pipeline, 

                                                 
46 In 2007, the amount was reduced to $2.5 billion and in 2008; the amount was reduced to $507.5 million. 
47 www.epa.gov 
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setting otters free and posing next to piles of dead animals. Kahn (2007) says “If firms such as 

Exxon could have anticipated the public relations nightmare caused by their oil spill, then such 

firms would have invested more ex-ante to reduce the likelihood of such a spill”. 

 

In Exxon’s annual meeting in 1989, 1700 shareholders attended the annual meeting. Despite the fact 

that many of them were very angry and wanted the chairman to step down, they did not manage to 

exert any of their power. A few large pension funds however pushed Exxon to make two promises: 

1) to appoint a scientist with experience in environmental matters to the board and 2) to form an 

environmental committee. Internal stakeholders at Exxon were given the same treatment as the 

whistleblowers at BP during the Prudhoe Bay spill. Alaska employees were complaining to Valdez 

mayor, John Devens, about dangerous cutbacks in safety precautions as far back as 1982. 

According to Miller (1999) “There have even been hearings in Congress to address the fact that the 

Alaska has repeatedly harassed and intimidated employees and contractors who have attempted to 

bring this sub-standard work to light”. 

 

Stakeholder identification and salience – Exxon Valdez (EV) 

Stakeholders Power Legitimacy Urgency 

Pressure groups Grassroot organisations and 

individuals such as Lawn stood 

up against Exxon, but without 

great success. 

Exxon did not give stakeholder 

status to any of the pressure 

groups.  

Lawn had been blowing the 

whistle for years and had made 

two simulated spills with oranges 

that the Alaska had failed.  

Public stakeholders Exxon was fined $5 billion. The 

OPA is signed into law and the 

PPP is extended to include 

accidental pollution. Oil spill 

prevention and response planning 

in Valdez is improved. 

Members of the Congress had 

been labouring for a national oil 

spill liability law, but no one 

seemed interested until the 

accident was a fact.  

The National Transportation 

Safety Board immediately starts 

investigations and determines the 

five probable causes48 behind the 

accident that lay grounds for 

Exxon’s fines.  

The media The huge blow-up in the media, 

led to and enormous public 

outrage and functioned as a 

catalyst for the OPA to be created 

and for the PPP to be extended. 

The media is considered an 

indirect stakeholder, but it 

became a legitimized stakeholder 

during the controversy.  

Greenpeace did everything in its 

power to be broadcasted on TV. 

There was disproportionate media 

coverage relative to the number 

of gallons of oil spilled. 

Financial shareholders A few large pension funds 

pressured Exxon to make two 

important improvements to its 

environmental governance. Other 

shareholders lacked power. 

Exxon ignored the wishes of 

many shareholders who wanted 

compensation for their losses and 

the chairman to step down.    

1700 shareholders attended the 

annual meeting, six 

environmental proposals were put 

forth, and several pension funds 

proclaimed their demands.  

                                                 
48 (1) The third mate failed to properly manoeuvre the vessel, possibly due to fatigue and excessive workload; (2) the 
master failed to provide a proper navigation watch, possibly due to impairment from alcohol; (3) Exxon Shipping 
Company failed to supervise the master and provide a rested and sufficient crew for the Exxon Valdez; (4) the U.S. 
Coast Guard failed to provide an effective vessel traffic system; and (5) effective pilot and escort services were lacking. 
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Environmental outcomes – Exxon Valdez (EV) 

1989: A scientist is appointed membership in Exxon’s corporate board in order to articulate 

environmental concerns. 

 

1989: The Polluter Pays Principle49 (PPP) is extended to include costs related to accidental 

pollution.  It forces companies to internalise the externalities that appear as a consequence of an 

accident in order to prevent or avoid these kinds of accidents to take place.  

 

1990: In response to the rising public concern after the Exxon Valdez oil spill, the OPA of 1990 is 

signed into law. The OPA of 1990 states “that the owner or operator of a facility from which oil is 

discharged is liable for the costs associated with the containment or cleanup of the spill and any 

damages resulting from the spill. In addition, the OPA provides new requirements for contingency 

planning both by government and industry”50. The OPA also created The Regional Citizens' 

Advisory Council (RCAC) that was made to be the voice of the people and also to keep watch over 

the operation of the Alaska terminal and shipping industries (Brandt, 2004). 

 

1990: The Valdez Principles or the Ceres51 Principles as they are called today are created, 

containing a ten-point code of corporate environmental conduct: 1) Protection of the biosphere 2) 

Sustainable use of natural resources 3) Reduction and disposal of wastes 4) Energy conservation 5) 

Risk reduction 6) Safety products and services 7) Environmental restoration 8) Informing the public 

9) Management commitment 10) Audits and reports. Initially, the Valdez principles were formed by 

a large network of stakeholders as a reaction to the Exxon Valdez oil spill and its consequences. 

Although they were more symbolic than practical, they raised awareness and set the stage for 

greater activism by shareholders in this area (Minow and Deal, 1993). Ironically, Exxon is still not 

today a part of the approximately fifty companies in the Ceres coalition. In 2001 Exxon claimed 

that “signing the principles could result in increased exposure of the corporations’s assets to 

unwarranted claims, litigation and related costs” (Zack, 2001).  

                                                 
49 The principle according to which the polluter should bear the cost of measures to reduce pollution according to the 
extent of either damage done to society or the exceeding of an acceptable level (standard) of pollution (OECD, 1989). 
50 http://www.epa.gov/oilspill/opaover.htm 
51 Ceres is a national network of investors, environmental organizations and other interest groups working with 
companies and investors to address sustainability challenges such as global climate change. Their mission is to integrate 
sustainability into capital markets for the health of the planet and its people. Ceres also launched the GRI together with 
UNEP in 1997 (www.ceres.org). 
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1994: Exxon’s final courtroom defense begins. In this case Exxon must defend itself against 

thousands of civil claims (Herbst et al. 1996). The supermajor is sentenced to pay a fine of $5 

billion in punitive damages.  

 

1989-2009: Since the accident, there have been significant improvements in oil spill prevention and 

response planning. The details can be seen in Appendix B.  

 

4.2.5 An analysis of the outcomes of “green” stakeholder pressure 

Before a final conclusion of the first research question can be made, the author will analyze the 

findings related to stakeholder pressure for all three cases. It will be done by stakeholder type for all 

three companies, the environmental outcomes thereof will be presented and the results will be 

supported by empirical evidence.  

 

Pressure groups 

During the Brent Spar incident, pressure groups and in particular Greenpeace had huge influence 

over the outcome of Shell’s actions. Greenpeace activists demonstrated strong power as well as 

urgency by affecting the public opinion through the media inflicting both financial pain and 

embarrassment to Shell. Greenpeace made Shell revoke its decision to dump the Brent Spar in the 

North Sea by occupying the buoy, organising demonstrations and boycotts as well as sabotaging 

service stations. Despite the fact that Greenpeace activists were given no legitimacy in the 

beginning, Shell was forced to assign them stakeholder status due to their great power and urgency. 

In the aftermath of Brent Spar, the pressure groups influenced Shell to publish a comprehensive 

environmental report and to open up for a discussion on disposal options with interested parties. A 

couple of years later, environmental groups pressured Shell to leave the GCC and the supermajor 

released its first annual statement of CEP. The company also engaged in a worldwide programme of 

stakeholder dialogue to understand their expectations of the company.  

 

The most influential pressure group during the Prudhoe Bay oil spill was a businessman called 

Chuck Hamel. He acted as a spokesperson for the safety of both the environment and the oil 

workers at BP in Alaska. Hamel manifested an enormous drive to get the whistleblowers’ warnings 

of corroding pipes and failing safety procedures across and went as far as contacting the federal 

EPA. Even though he was not a legitimized stakeholder and instead seen as a nuisance to the oil 

industry, it was his persistent efforts that finally led to a federal investigation of BP’s operation in 

Alaska that resulted in a $20 million fine. Environmental activists had long fought against the Bush 
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administration’s proposal to open up for more oil and gas development in the North Slope including 

the Arctic National Wildlife Refuge (ANWR). After the revelation of the oil spill, the huge risks of 

drilling in the area were displayed to the entire world and Congress was never convinced that the 

benefits would outweigh the costs, to the oil industry’s disappointment. Long before the Exxon 

Valdez ran aground, Dan Lawn from the Alaska DEC had filed complaints of the deteriorated 

safety systems in Valdez. But just like Hamel, he was seen as a trouble-maker and his worries were 

ignored. When the accident was a fact, Greenpeace was constantly in the media portraying Exxon 

as a greedy multinational company severely insulting the pristine environment in favour of profits. 

Several NGOs organised consumer boycotts and local grassroot organisations stood up against the 

supermajor for not cleaning up the oil spill properly.  

 

During all three affairs, different pressure groups had the power (to different extents) to influence 

the oil and gas companies to adopt higher standards of environmental governance. Exxon seemed 

however to be the least affected by pressure groups. After the Exxon Valdez accident, the company 

stated that it had already taken its environmental responsibility by paying for the clean-up and that 

the consumer boycotts had no effect since Exxon had received no reports from dealers of a loss in 

volume of gasoline sold. Ketola (2007) conducted a study of the environmental pressures 

experienced by the world’s largest oil companies including Shell, BP and Exxon in 2003 compared 

with 1993. It is based on interviews with environmental managers and specialists at the respective 

company52. A table with the results can be seen in Appendix C. It is quite interesting to see that 

even though the efforts from environmental activists have been plentiful and many times successful, 

none of the three companies perceive their pressure as strong. Ketola (2007) explains the results by 

saying: “It would seem that the oil companies do not want to acknowledge the legitimacy of the 

environmental groups as a stakeholder, and therefore devalue the groups’ efforts by belittling their 

strength of pressure on them”.  

 

The author of this thesis noticed the same behaviour as Ketola (2007) while studying the three 

cases. None of the three companies legitimized the environmental groups as stakeholders at first, 

despite the fact that they were extremely urgent in their lobbies. That also confirms the theory of 

managerial perception being the ultimate determinant of stakeholder salience by Henriques and 

Sadorsky (1996). In a study by the two authors they conclude that a company’s formulation of an 

environmental plan is negatively influenced by the pressure of environmental groups. On the other 

                                                 
52 The results should be interpreted with caution due to the limited number of interviewees (Ketola, 2007). 
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hand they found it positively influenced by customer pressure, shareholder pressure, government 

regulatory pressure, and neighbourhood and community group pressure. So another explanation for 

not giving environmental groups stakeholder status, could be that they often exert their power 

indirectly through other stakeholders. Despite the fact that the pressure groups were not very 

successful in influencing the supermajors directly, they did it through the media, the consumers or 

the public stakeholders. The author of this paper believes that pressure groups are able to directly or 

indirectly push oil and gas companies to improve their environmental performance. Kassinis and 

Vafeas (2006) came to the same conclusion when they empirically investigated the relationship 

between community stakeholder pressure (including environmental groups) and their impact on a 

firm’s environmental performance.  

 

Public stakeholders 

According to Shell, the company’s public stakeholders were consulted during the initial phase when 

the best environmental practise for disposal of the buoy was determined. All along Shell had the 

support of the UK government, but failed to recognize other European governments as stakeholders. 

The Scandinavian, German and Dutch governments urgently demonstrated against the dumping of 

the Brent Spar. They became powerful elements in Shell’s decision not to dump, despite the fact 

that they were not even considered stakeholders initially. Three years later, a new regulatory 

framework for disposal of offshore installations was instituted. As soon as Hamel had made the 

federal government aware of BP’s faulty operations in Prudhoe Bay, a federal investigation 

commenced, Prudhoe Bay was shut down and BP was sentenced to pay a hefty fine of $20 million 

and serve three years of probation. Immediately after the Exxon Valdez disaster, the National 

Transportation Safety Board conducted an investigation of the causes behind the accident, which 

led to a $5 billion fine for Exxon. Soon after the incident, the PPP was extended to include 

accidental pollution and the OPA was signed into law. The local government of Alaska also made 

sure that augmentation in oil spill prevention and response planning in Valdez was carried out.  

 

During all three cases, public stakeholders managed to pressure the oil giants to improve their 

environmental performance by imposing heavy fines and institute new laws such as the OPA. In 

Ketola’s (2007) study, environmental pressure from legislators is perceived as strong. It sounds 

natural since the oil companies must comply with increasingly stricter environmental standards that 

become signed into law. The supermajors also have to pay increasingly large fines for different 

kinds of misconduct which hurt the companies financially. It makes them invest money to improve 

their environmental governance in order to prevent accidents from happening. In the study by 
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Henriques and Sadorsky (1996), the results indicated a positive link between a company’s 

formulation of an environmental plan and government regulatory pressure. The authors also found 

that government regulation was the greatest individual source of pressure cited.  

 

The media 

As mentioned earlier in the paper, the media is an indirect stakeholder in the sense that it does not 

have a voice of its own, but one should not underestimate its power. Environmental shocks often 

have a catalytic effect of generating massive media coverage that galvanizes the public (Kahn, 

2007). During the Brent Spar controversy, Greenpeace led a skilful and dramatic public relations 

campaign through the media and had almost monopoly on the visual images shown on television 

and in the newspapers. A similar campaign was conducted by Greenpeace after the Exxon Valdez 

accident. BP was heavily criticized in the media by Hamel who took a stance for the environment 

and for the ignored and frightened whistleblowers at Prudhoe Bay. During all three affairs, the 

media demonstrated its massive power to sully the reputation and image of the oil companies. The 

power of the media was exerted through other stakeholders such as pressure groups, internal 

stakeholders and public stakeholders. The urgency demonstrated by the media had double effect 

since stakeholders were very eager to reach out to the public and newspapers and television happily 

broadcasted the three dramas between David and Goliath around the clock. 

  

Fama and Jensen (1983) were among the first to discover that reputation is an important tool in 

disciplining corporate managers. Managers often bow to environmental pressures not because such 

objections are in the interest of shareholders, but because the managers do not want to face the 

private cost of being portrayed as “a bad guy”. Dyck et al. (2008) examined the effect of media 

coverage on corporate governance by focusing on Russia in the period 1999 to 2002 and came to 

four important conclusions: 1) News coverage is driven not only by the intrinsic appeal of each 

piece of news, but also by the lobbying effort exerted by those with an interest in the news being 

published; 2) Media coverage is not just a mirror of reality, but it can have important effects on 

reality itself, and in particular on corporate governance; 3) Media coverage is effective only when a 

behaviour violates norms that are widely accepted in society; 4) The effect of media can be 

economically large. All of the conclusions above apply to the affairs of Brent Spar, Prudhoe Bay 

and Exxon Valdez.  Most of the media coverage during the three affairs was driven by the 

environmental activists; it was not fair considering that only one side of the story excessively 

dominated the media coverage, namely the one of the stakeholders and it was extremely effective 

due to the perceived immoral actions of Shell, BP and Exxon. It also soiled the reputation of the 
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three oil giants to the point of creating a public relations nightmare for all of them which turned into 

costly recovery actions.  

 

Financial shareholders 

Despite the fact that Shell’s financial shareholders were not actively promoting their views during 

the Brent Spar controversy, they took their environmental responsibility afterwards. They pushed 

Shell to review its Statement of General Business Principles together with its stakeholders, to 

announce the development of a new Health Safety and Environment (HSE) Commitment and Policy 

and to establish a fifth core business – Shell International Renewables. Soon after the Prudhoe Bay 

oil spill, BP’s angry shareholders sued the entire board on the grounds of negligent handling of the 

environment and safety of the workers.The settlement also required BP to include BP's operational 

health, safety, and environmental performance in the principles used to calculate performance pay 

to executives. After Exxon Valdez, some of Exxon’s large pension fund shareholders demanded the 

company - with success - to appoint a scientist focused on environmental issues to the board and to 

form an environmental committee. Many of the other financial shareholders wanted the chairman to 

step down and proposed several initiatives to safeguard the environment. These ideas were 

completely ignored by the management who conceitedly was of the opinion that the shareholders 

shouldn’t interfere in these kinds of decisions. It seems as if the shareholders at Exxon possessed 

neither power nor legitimacy. The decrease in share value only lasted two weeks which could be an 

indication of the shareholders’ lack of urgency to push for changes. 

 

Despite the fact that many of Exxon’s financial shareholders had a hard time pushing through their 

demands after the Exxon Valdez accident, all three cases demonstrate that shareholders are in fact 

able to pressure oil and gas companies to improve their environmental governance. During the 

1990’s, a particular trend of shareholder activism emerged, stimulated by incidents of 

environmental malpractice. Shareholders started to demand companies to adopt environmental 

management systems (EMS), to disclose their environmental impact and to adhere to international 

standards such as the ISO 1400153. They also commenced to link environmental issues to financial 

performance and risks faced by the company. In a paper by O’Rourke (2003), the author writes that 

shareholder activism can be a valuable tool to shift companies towards CSR in the sense that it 

opens up the subject to a broader audience. He includes a case study in his paper discussing a 

                                                 
53 A management tool enabling an organization to identify and control the environmental impact of its activities, 
products or services, to improve its environmental performance, to implement a systematic approach to setting 
environmental objectives and targets, and to achieving these and to demonstrate achievement (www.iso.org). 
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shareholder resolution “that required BP to disclose how it analyses and minimizes the risk to 

shareholder value from operating in environmentally or culturally sensitive areas” (O’Rourke, 

2003). It was laid forth by the WWF in collaboration with a group of NGO, SRI and institutional 

investors. According to the O’Rourke (2003) “This constituted a ‘success’ for the campaigners 

because BP Amoco did increase its disclosure after WWF filed the resolution. 

 

Customers 

In the aftermath of Brent Spar, a well-orchestrated consumer boycott against Shell was launched in 

Continental Europe. It was a very successful boycott that resulted in quite a substantial drop of sales 

in a few countries leading to declining revenue for Shell. The environmental activists that had 

organized the boycott were very satisfied with the outcome and felt that it opened the doors for 

other campaigns of the like. One of the main reasons for Shell to revoke its decision to dump the 

Brent Spar was actually the strong opposition from the customers. They depicted power, legitimacy 

and urgency which finally led to a high degree of stakeholder salience. Although consumer boycotts 

were initiated against Exxon and BP after the Exxon Valdez and the Prudhoe Bay oil spills, they 

did not even come close to the results of the boycott against Shell. One of the main reasons for Shell 

to reverse its decision to dump the Brent Spar in the ocean was the strong reactions from the 

consumers that finally led to a huge boycott of Shell’s petrol in Europe. The boycott in Germany 

was so “successful” that it resulted in a loss of sales of almost 50%. An analysis by Anton et al. 

(2003) of the count of environmental practices adopted by S&P 500 firms depicted “that the threat 

of liabilities and market-based pressures from consumers, investors and other firms are significant 

motivators for the adoption of a more comprehensive EMS”. It also demonstrated that consumer 

pressure had a stronger influence on companies that would have otherwise been complying with a 

less comprehensive EMS given their (other) characteristics.  

 

In Henriques and Sadorsky’s (1996) study, customers were the second most important source of 

stakeholder pressure (after government regulations). Ketola (2007) noticed on the other hand that 

Shell, BP and Exxon perceive stakeholder pressure from consumers as moderate to weak. He writes 

that consumers don’t want to sacrifice buying cheap petrol in favour of paying for environmental 

initiatives. The reason for this unsubstantial perceived pressure could be that the oil giants generally 

don’t experience much pressure from consumers. Nevertheless, when consumers feel strongly about 

an environmental issue such as the Brent Spar and they finally decide to make their voices heard, 

they possess great power to influence the revenue of the supermajors. 
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Internal stakeholders 

Many of BP’s employees in Alaska were not at all surprised when the oil spill in Prudhoe Bay was 

a fact. Whistleblowers had already communicated their worries to the OSHA years before the spill, 

but their claims were not attended to. Afraid of the consequences of reporting environmental and 

safety concerns, the whistleblowers contacted Hamel to represent them. Through Hamel, the EPA 

was informed and the federal investigation of BP’s operations which led to a shut down of Prudhoe 

Bay and a huge fine commenced. Internal stakeholders did not play the same vital role during the 

Brent Spar controversy or the Exxon Valdez disaster, much due to the different nature of the 

affairs. The Exxon Valdez accident was very hard to predict and the decision whether to dump the 

Brent Spar in the ocean or not was difficult to make without being highly educated in environmental 

matters. The risks that employees pose occur when (i) accidents arise due to a lack of training or 

awareness and (ii) there is a perceived non-commitment by top management which, in turn, may 

increase the probability of whistle-blowing (Henriques and Sadorsky, 1996). 

 

In the interview based study conducted by Fineman and Clarke (1996) mentioned earlier in this 

paper, the authors invited 112 managers from twenty-four UK based companies to discuss the 

realities of responding to environmental pressure. The authors found that even though employees 

are key stakeholders and potentially able to pressure their companies towards environmental 

responsibility, they seem more concerned with job protection than with environmental issues. In the 

Prudhoe Bay case, the workers at BP were disturbed by the potential risks for the environment if a 

leak was to happen, but first priority of concernment was their own safety. Since the whistleblowers 

were afraid to loose their jobs, they used Hamel as their spokesperson. Looking at “green” internal 

stakeholder pressure from another longer perspective, a firm might face difficulties attracting new 

recruits if its environmental management is very poor. Fineman and Clarke (1996) write: “Some 

remarked that new, younger, employees were more environmentally aware than their incumbent 

peers, but they were not able to influence corporate policy”. It should however be noted that their 

study took place thirteen years ago and by now those employees mentioned should have much more 

power to pressure their companies to adopt improved practices of environmental governance. 

 

4.4 Discussion and conclusion 

The author of this paper presents evidence from all three cases and in line with Kassinis and Vafeas 

(2006) concludes “that stakeholder pressures are associated with better environmental 

performance”. To a certain extent, the author affirms Mitchell et al’s (1997) proposition that the 

attributes of power, legitimacy and urgency do affect the degree to which top managers give priority 
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to competing stakeholders. It is clear that if a stakeholder is in possession of all three attributes, it 

has a higher priority than the other stakeholders. However, just like Henriques and Sadorsky (1996) 

the author noticed that ultimately managerial perceptions determine stakeholder salience. That is 

depicted in the different ways that Shell, BP and Exxon addressed their stakeholders’ needs during 

the three cases. While Shell and BP took a responsive approach towards their stakeholders, Exxon 

was more defensive and sometimes even arrogant towards its stakeholders. According to Madsen 

and Ulhøj (2001) “corporate environmental actions depend on whether stakeholder pressures are 

adequately identified and how they connect with managers’ values and their perceptions of their 

role and identity”. All three cases also demonstrate that stakeholder salience is not constant and can 

vary over time depending on the issue in question (Buysse and Verbeke, 2003). Many of the 

stakeholders were actually not even considered stakeholders before the three affairs, but due to their 

power and urgency, they suddenly became important to the oil giants. 

 

Some of the environmental pressures in Ketola’s (2007) study were not perceived as strong as 

expected, but one crucial lesson learnt from the three different cases is that “green” stakeholders 

rarely “work alone”. Pressure groups usually get their voices heard through the companies’ 

customers, through the media influencing the general public and/or through different public 

stakeholders. The media is completely dependent on the input from other stakeholders, customer 

boycotts are commonly organized by pressure groups, internal stakeholders sometimes need 

assistance from pressure groups as well as public stakeholders and financial shareholders act upon 

the information of other stakeholders. “Green” stakeholders work through each other and together 

 

Finally, it must be mentioned that stakeholder pressure has been highlighted as a central and 

essential determinant factor of environmental proactivity (Benito and Benito, 2006) and the 

significance of this factor keeps increasing. In 1999, “Increased pressure from stakeholders groups” 

was identified by 750 CEO’s as the second most important business challenge their companies 

would face in the coming year (World’s Most Respected Companies, 1999, Financial Times and 

PWC). Ketola’s study (2007) demonstrates that all stakeholder pressures are perceived as stronger 

in 2003 compared to in 1993, which indicates that stakeholder theory is here to stay. 
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5. Environmental governance and financial performance 

We have now reached the third and final block of the author’s modified version of Wood’s model 

and it is time to investigate whether improved CEP leads to improved corporate financial 

performances (CFP). 

 

 
Figure 5.1: The conceptualization of corporate environmental responsibility, corporate environmental 

responsiveness and corporate environmental and financial performances (Own, 2009). 

 

The author believes in Freeman’s (1999) “Instrumental Thesis” suggesting that “To maximize 

shareholder value over an uncertain time frame, managers ought to pay attention to key stakeholder 

relationships” and will therefore investigate whether catering to environmental stakeholders is 

positively correlated with financial performance. Based on the conclusion from the first research 

question, that there is a positive relationship between stakeholder pressure and environmental 

performance, the author will examine whether environmental performance is positively correlated 

with financial performance. This fifth chapter is the last, but far from the least chapter and instead 

probably the most important chapter in many aspects. If environmental stakeholder pressure leads to 

improved environmental performance which in turn leads to improved financial performance, there 

is clearly an incentive for managers to care for their stakeholders and their environmental concerns.  

 

Donaldson’s (1999) instrumental proposition reads: “If a manager believes that treating the interests 

of stakeholders as having intrinsic worth and pursuing the interests of multiple stakeholders will 

lead to achieving higher traditional performance measures for the corporation…then that manager 

should pursue the interests of multiple stakeholders and should treat those interests as if they have 

intrinsic worth”. In that sense it should not really matter if managers truly care for their stakeholders 

or the environment as long as they firmly believe in the instrumental proposition and act 

accordingly at all times. That sounds good in theory, but is probably not viable in corporate reality. 

Even if managers act according to instrumental beliefs, they might actually diverge from the 

instrumental proposition and NOT cater to stakeholders needs under certain conditions: 1) If the 
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firm’s survival is threatened; 2) If the firm’s reputation is hurt, but not enough to affect the bottom 

line; and 3) If there is possibility for profitable “greenwash”54 in the sense that managers can figure 

out how to keep stakeholders from prejudicing profit maximization by being insincere to them 

about what they are doing and pretending to act on their concerns. In reality, managerial behavior 

and beliefs are both variable and systematically affected by the market circumstances of the 

corporation. According to the author of this paper, the ultimate solution for everyone would be if 

normative convictions are obvious elements of everyday business.   

 

If it shows that a firm by catering to its stakeholders and their environmental claims can enhance its 

financial performance, there is not only a “win-win” situation, but a “win-win-win” (Elkington, 

1994) situation. The winners of such a positive relationship are the firm’s shareholders, the firm’s 

stakeholders and the environment. Just like other advocates of corporate social responsibility, the 

author of this paper is hoping to demonstrate that corporate attention to environmental issues is 

perfectly consistent with maximizing wealth.  

  

5.1 The relationship between catering to “green stakeholders” and 

financial performance - Empirical evidence 

Empirical research on the relationship between corporate social performance (CSP) and corporate 

financial performance (CFP) has been undertaken for more than 35 years now. Studies of this kind 

were first published as a remedy to the opposition of CSR and ever since scholars have tried to 

prove that there is a financial incentive to invest in society and the environment. Margolis and 

Walsh (2003) made extensive research and found that between 1972 and 2003, 127 studies were 

published that empirically examine the relationship between CSP and CFP. 109 of these studies 

treat CSP as an independent variable resulting in CFP of which 54 depicted a positive relationship, 

28 depicted a non-significant relationship, 20 depicted a mixed relationship and 7 depicted a 

negative relationship. Only in the final decade of Margolis and Walsh’s (2003) research interval, 64 

new studies were publicized and the authors wrote that “the interest in this question seems to be 

gaining momentum”. This assumption was confirmed as 40 additional studies were publicized 

between 2004 and 2007 (Margolis et al., 2007). It tallies up to approximately 167 publicly available 

studies discussing the relationship between CSP and CFP up and until 2007. The author of this 

paper will not examine studies after 2007. The CSR parameters in these studies are vast and 

relevant to this paper are only the ones related to environmental performance. Excluding all other 
                                                 
54 Deliberate distortion of information to make a company appear to be concerned about the environment while in 
reality doing little or nothing (Blair and Hitchcock, 2001). 
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parameters, 44 out of the 167 studies deal with environmental issues. The techniques to measure 

CFP are also manifold and include measurements within the areas of accounting, financial markets, 

cost advantage, personal assessment and others. Klassen and McLaughlin (1996) argue that 

“according to the Efficient Market Theory, stock prices are proxies for financial performance and 

thus to a large degree represent the actual financial benefits of environmental performance”. The 

author of this paper agrees with this statement and will only discuss studies portraying the 

relationship between environmental and financial performance as a result of market reactions. Three 

types of relationships between CEP and CFP will be dealt with in this paper: positive, neutral and 

negative.  

 

5.1.1 Positive relationship 

In 1972, Bragdon and Marlin designed a study to test the negative hypothesis that installing 

antipollution equipment results in unprofitable financial performance for firms in the pulp and paper 

industry. Ironically it became the first study to prove the opposite; that a positive relationship 

between CEP and CFP actually exists. Stakeholder theory implies that improvements in CEP will 

be reflected positively in its profitability and inversely predicts that a firm that attempts to lower its 

implicit costs (e.g., product quality) by environmentally irresponsible actions will, as a result, incur 

higher explicit costs (e.g., stockholder payments), resulting in competitive disadvantage (Waddock 

and Graves, 1997). There is also a normative argument for a positive link between CEP and CFP. 

An example of that type of positive relationship is the fact that firms demonstrating high 

environmental responsibility might attract young and bright new recruits that in the long run will 

increase their CFP at a quite a low cost. Selected empirics relevant for this thesis, portraying a 

positive relationship between CEP and CFP supported by market reactions will be the first type of 

relationship demonstrated below. 

 

Belkaoui (1976) studied the market effect of 50 U.S. companies’ disclosure of pollution control 

expenditure in their 1970 annual reports. Firms with material pollution control expenses were 

chosen and among the experimental group was the oil giant Shell. Before disclosure they performed 

worse than the market but on the date of disclosure, there was a sharp market reaction that pushed 

them above market returns. A couple of years later, Spicer (1978) “found that, for a sample drawn 

from the pulp and paper industry, companies with better pollution-control records tend to have 

higher profitability, larger size, lower total risk, lower systematic risk and higher price/earnings 

ratios than companies with poorer pollution-control records”. Together with Shane, Spicer (1983) 
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analysed the market reaction to the release of the Council on Economic Priorities’55 studies focused 

on pollution control records and pollution abatement costs of companies in the industries of pulp 

and paper, electric power, iron and steel and petroleum. These four industries were selected on the 

basis of being the industries with the largest environmental pollution and the largest expenses 

related to environmental regulations. The firms included in the studies experienced on average 

relatively large negative abnormal returns on the two days immediately prior to newspaper reports 

on the release of the Council on Economic Priorities’ studies. On the day that the newspaper was 

published, returns for low pollution control firms were significantly negative. Both Shell and Exxon 

were included in the studies. Newgren et al. (1985) compared the economic performance of 28 

companies practising environmental assessment against the performance of 22 non-practising firms 

for the period 1975-1980. 6 of the practising firms and 2 of the non-practising firms belonged to the 

oil and gas industry. According to the authors (1985) “In summary, environmental assessment was 

found to have a significant positive effect on corporate performance… which agrees with the 

general thrust of the literature that comprehensive strategic planning improves performance”. 

 

In 1984, Union Carbide in Bhopal, India experienced a fatal chemical leak. Ten years later, 

Blacconiere and Patten (1994) discovered a significant negative market reaction in the period 

following the disaster for a sample of 47 chemical firms other than Union Carbide. Supporting the 

positive CEP/CFP link, they also realized that firms with extensive environmental disclosures in 

their financial reports experienced a less negative market reaction to the chemical leak. Diltz (1995) 

analysed 28 common stock portfolios rated on 11 different ethical criteria by the Council of 

Economic Priorities between 1989 and 1991. The idea behind the study was to find out whether 

ethical screening of firms had any impact on portfolio performance. Unfortunately the general result 

turned out negative; however “To the extent that ethical screening has any effect the market appears 

to reward good environmental performance” (Diltz, 1995). A paper written by Klassen and 

McLaughlin (1996) investigated the link between CEP and CFP for NYSE firms. They experienced 

significant positive abnormal stock returns following positive environmental events such as 

receiving environmental awards or implementing augmented environmental management systems. 

On the other hand, negative environmental events such as oil spills or explosions were punished by 

the market. Klassen and McLaughlin state that “The average market valuation of the firm rose by 

approximately $80.5 million following the award announcement…while the financial market 

                                                 
55 The Council on Economic Priorities (CEP) is an organization, founded in 1969, whose stated goal is "to inform and 
educate the American public and provide incentives for corporations to be good citizens, responsive to the social 
concerns of all their stakeholders, employees, neighbours, investors, and consumers" (Diltz, 1995). 
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valuing the average crisis at -$390 million for spills and other mishaps”. Noteworthy is the fact that 

first-time environmental awards to companies in dirtier industries such as the oil and gas industry 

are treated with scepticism by the market. This effect however decreases with subsequent awards 

and award winners in dirty industries receive a marginally stronger, positive market reaction. 

 

Dowell et al. (2000) used a sample of MNEs from the U.S. Standard and Poor’s 500 (S&P 500) list 

of corporations, measured their market values by Tobin’s q56 between 1994 and 1997 and 

researched whether corporate global environmental standards elevate firm value. The authors affirm 

as expected a positive relationship between firms adopting a single stringent global environmental 

standard, and higher market value. It also seems as if adopting stringent global standards is more 

profitable than adopting less stringent or poor host country standards. This is implied by the fact 

that firms adopting stringent global standards have a Tobin’s q that is 1.002 higher than firms using 

U.S. standards abroad. According to Dowell et al. (2000) “given the mean value of firm tangible 

assets in our sample, 1.002 represents more than $8.6 billion per firm… Even company estimates of 

the cost (including punitive damages) of the largest environmental cleanup in history – the Exxon 

Valdez accident – are less than $8 billion”. The final conclusion states that firms with a higher value 

of Tobin’s q tend to pollute less.  

 

Another study analysing a sample of firms belonging to the S&P 500 was conducted by Konar and 

Cohen in 2001. The authors find that poor environmental performance has a significant negative 

influence on the intangible asset value of a firm and that the main culprit for such a decrease is the 

level of toxic-emissions. As reported by Konar and Cohen (2001) “The magnitude of the loss varies 

across industries with larger losses accruing to the traditionally polluting industries”. Konar and 

Cohen (2001) also come to the conclusion that large MNEs are rewarded in the marketplace for 

over complying with environmental standards and portraying an image of being environmentally 

friendly, hence the large interest in investments towards greater environmental performance.  

 

In 1999, a WTO Ministerial Conference took place in Seattle with the intention to commence the 

Millennial Round of multilateral trade negotiations. Even before the meetings had begun, massive 

and controversial street-protests were launched by different NGOs, student groups and labour 

organisations. It became the largest protest in U.S. history up until then and brought negative 

attention and publicity to the WTO and to international companies. The demonstrations targeted 

                                                 
56 The ratio of the firm market value to the replacement cost of its tangible assets (Dowell et al., 2000) 
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large MNEs that according to the protesters had committed corporate crime and among the main 

evildoers were the oil and gas companies. In 2002, Epstein and Schnietz examined the market 

reactions following this event and found evidence that investors interpreted the Seattle meeting as a 

serious failure and not only as a random event. Epstein and Schnietz’s (2002) also “demonstrated 

that firms in environmentally damaging industries bore an even greater cost as a result of the Seattle 

meeting’s failure, than did firms in industries not viewed as environmentally damaging”. The 

decline from a portfolio of firms from environmentally abusive industries was 2.8% compared to a 

1.5% decline from a portfolio of non-abusive industries. A few years later, Schnietz and Epstein 

(2005) revisited the events surrounding the WTO Ministerial Conference of 1999 and affirmed the 

assumption that having a good reputation of CSR can protect a firm during a crisis from potential 

financial losses. Having a good reputation of CSR provided according to the authors (2005) “the 

greatest benefit to firms facing the greatest crisis – those firms in the allegedly environmentally 

damaging and labor-abusing industries”.  

 

One of the latest articles in the CEP/CFP field of study is a Japanese research carried out by Nakao 

et al. (2007). The objectives of the research were to find out 1) whether environmental performance 

has a significantly positive influence on financial performance AND 2) whether there is any 

statistical causality from economic performance to environmental performance, or vice versa. Both 

objectives were met and the statements were statistically supported by Japanese data from 300 listed 

firms. An interesting outcome of the study is the fact that “efforts to tackle global warming are a 

thorny issue for all firms in comparison with other environmental management problems” (Nakao et 

al., 2007). 

 

5.1.2 Neutral relationship 

The second type of relationship indicates that there is simply no relationship, positive or negative, 

between CEP and CFP. Proponents of this line of reasoning argue that there are so many 

intervening variables between social and financial performance that there is no reason to expect a 

relationship to exist, except possibly by chance (Waddock and Graves, 1997). Ullman states in his 

famous article from 1985 that “Inconsistent findings have resulted from studies of the relationships 

among social disclosure, social performance, and economic performance of U.S. corporations…. 

No clear tendency can be detected”. There are very few studies treating environmental aspects 

isolated from other CSR issues measured by market reactions that actually result in a neutral 

relationship, but a couple will hereby be presented.  
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Freedman and Jaggi (1986) examined 88 firms from the most polluting industries in the world; the 

chemical, pulp and paper, oil refining and steel industries, between 1973 and 1974. They found no 

difference between investor reaction to extensive pollution disclosures and investor reaction to 

minimal disclosures. Ten years later, Murray et al. (2006) wrote a paper with the purpose to 

determine the existence of a relationship between social and environmental disclosure and the 

financial market performance of some of the largest companies in the UK. The authors however 

find no direct relationship between share returns and disclosure but find a non-explanatory 

relationship between consistently high/low returns and high/low disclosure. They conclude the 

paper stating: “What these results highlight is the continuing lack of clear theory to explain the 

putative relationship between a company’s market performance and its social and environmental 

disclosure decision 

 

5.1.3 Negative relationship 

The third and final relationship between CEP and CFP is negative. Fortunately, the author of this 

paper in line with Margolis et al. (2007) who only found a 2% negative relationship across all 

effects has not found many studies of this kind. As mentioned earlier in this paper, Friedman (1970) 

is a strong opponent of stakeholder theory due to the fact that he believes that the only social 

responsibility of the firm is to increase shareholder wealth. In his view, devoting funds to social and 

environmental responsibility leads to the famous agency problem between managers and 

shareholders and distorts the original corporate objective. This line of thought proposes that firms 

that incur costs from socially or environmentally responsible actions can put them at an economic 

disadvantage compared to other less responsible firms (Ullman, 1985).  

 

In 1980, Chen and Metcalf57 wrote a paper with the purpose to prove that the evidence put forth by 

Spicer in 1978 of a positive relationship between firms with better pollution-control records and 

their financial performance, was wrong. As expected, the authors found a negative correlation 

between CEP and CFP. Chen and Metcalf’s (1980) results are in direct conflict with Spicer’s 

(1978), but despite that, the authors write that one should not make the conclusion from their study 

that investors are completely indifferent to CSR. If a firm’s pollution control is poor and a potential 

threat to the firm’s profit, CEP should be enhanced. Another proponent of the negative relationship 

between CEP and CFP is Mahapatra (1984). He found that pollution-control expenditures and high 

                                                 
57 Margolis and Walsh (2003) have placed Chen and Metcalf’s (1980) study in the category of non-significant 
relationship between CSP and CFP but the author of this paper would rather categorize it as a negative relationship 
study. 



Anna Gruvstad Corporate Governance                M.Sc. Applied Economics and Finance 

 65

profitability are NOT positively associated which is inconsistent with the findings of Bragdon and 

Marlin (1972) and of Spicer (1978). Mahapatra (1984), in line with the arguments of Friedman 

(1970), concludes “that the investors view pollution control expenditures, legally or voluntary, as a 

drain on resources which could have been invested profitably, and do not 'reward' the companies for 

socially responsible behaviour”. 

 

A more recent study of 38 Australian firms was conducted by Galbreath (2006) to examine the 

relationship between primary stakeholder management and firm performance. The author 

distinguishes between internal primary stakeholders such as employees and shareholders and 

external primary stakeholders such as government entities and the natural environment. Galbreath’s 

(2006) results show that “While internal primary stakeholders were positively associated with 

performance, external primary stakeholders were negatively associated…. Specifically, 

environmental performance was significantly and negatively associated with MVA58”. Despite the 

negative results depicted, Galbreath (2006) finishes his article by suggesting that firms should not 

prioritize internal primary stakeholders at all costs. They should instead estimate the opportunity 

costs involved if one stakeholder group is chosen instead of another.  

 

5.1.4 Conclusion 

After reviewing the empirical literature on the relationship between CEP and CFP based on stock 

market performance, the author of this paper would like to refute Friedman’s (1970) arguments. 

Overall, the empirics demonstrate a positive relationship between CEP and CFP and there is very 

little evidence of a negative relationship between the two factors. It seems however as a very 

complex relationship that is both difficult to measure and to assess. Most of the authors that 

conclude upon neutral or negative relationships do not seem to completely reject the need for 

investments in CEP at least according to their normative beliefs.  

 

5.2 Efficiency of oil and gas companies 

This thesis has reached a critical point and as it is now time for the author to examine and answer 

the second research question stating: “As a consequence of this heavy pressure from “green” 

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

environmental performance”? It is already concluded that “green” stakeholder pressure leads to 

improved environmental performance. Now the question is whether this improved environmental 
                                                 
58 MVA is defined as market value (number of shares outstanding x share price) - capital (debt and equity) employed in 
the firm (Galbreath, 2006). 
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performance leads to improved financial performance? Based on all the information gathered up 

until now, the author will bluntly and positively affirm the research question by stating – Yes, oil 

and gas companies that improve their environmental performance should become more efficient, at 

least in the long run. If that is true, then the three oil giants; Shell, BP and Exxon should all have 

become more profitable following the environmental initiatives taken after the Brent Spar 

controversy, the Prudhoe Bay oil spill and the Exxon Valdez disaster. Despite the global financial 

crisis, all three companies reported extremely high profits for 2008. The main reason for these 

“dream figures” was due to the soaring crude prices prevailing throughout most of the year. 

Nevertheless, some of the profit increases might reveal a positive relationship between the three 

companies’ CEP and their CFP. It is obviously very difficult to separate a potential increase in firm 

value due to investments in CEG from all other factors that might influence the share price. 

However, if we study the effect of some of the environmental initiatives taken by the oil giants 

during and after the three incidents, together with the empirical evidence on the relationship 

between CEP and CFP, the author should be able to make a conclusion for the second research 

question.  

 

In the following year after the Brent Spar controversy, Shell published for the first time a 

comprehensive environmental report and opened up a Brent Spar website with available press 

statements and the opportunity for discussion. BP opened up a website where the public could 

follow the progress on the clean up in Prudhoe Bay and Exxon has improved its environmental and 

sustainability reporting substantially after the Exxon Valdez incident. Disclosing environmental 

costs is required for investors to properly consider the negative effects of these costs on earnings per 

share together with the potential positive effects of reducing risk and/or attract a certain investor 

clientele (Belkaoui, 1976). It has been empirically proven by Belkaoui (1976) that environmental 

disclosure is positively awarded by the market as significant stock price increases can be seen for 

disclosing firms accumulated on the date of disclosure. In line with the author of this paper, 

Belkaoui (1976) nevertheless admits that “It is evidently quite difficult to isolate the specific effects 

of…. on the price behaviour of the stock market because of the presence of a myriad of other 

influencing factors”. Other supporters of the positive CEP/CFP link in regards to disclosure are 

Blacconiere and Patten (1994). Their empirics demonstrate that should an environmental disaster 

such as an oil spill occur, the three supermajors are better off by having extensively disclosed their 

environmental impacts before an accident happens. This implies that Exxon could have been less 

punished in the stock market if the accident happened today when its environmental costs are much 

more transparent. On the other hand, such a disastrous accident today would probably be much less 
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tolerated by the public. Vinten (1993) writes that “Just before the accident Exxon shares attracted a 

premium over rival companies of $2 to $4. Afterwards a discount of $2 to $8 applied”.  

 

Having learnt its lesson after excluding certain powerful stakeholders during the Brent Spar 

controversy, Shell almost immediately after opened up for stakeholder discussions. As mentioned, 

Galbreath (2006) found a negative relationship between catering to external primary stakeholders 

including the natural environment and CFP. Does that mean that Shell’s performance should be 

negatively influenced by its decision to embrace stakeholder concerns? The author of this paper has 

already concluded that the natural environment cannot be assigned stakeholder status alone and as 

discovered in the previous chapter, the spokespersons of the natural environment, the so called 

“green” stakeholders, work through each other and together.  

 

Galbreath (2006) acknowledges a positive relationship between catering to internal primary 

stakeholders such as financial shareholders and employees and CFP. Since these stakeholders are 

very powerful “green” stakeholders, there should be a link between CEP and CFP, hence the author 

of this paper refutes Galbreath’s (2006) conclusion. Beale and Fernando (2008) are of the opinion 

that “Shell’s actions on climate change show that a company can satisfy both shareholder demands 

for returns on their investment and broader stakeholder demands for protection of the environment. 

Its actions also suggest that a majority of Shell’s shareholders are concerned with more than making 

the highest possible return they could”. BP has also taken its steps towards a more stakeholder 

inclusive business environment by cooperating with the government, making corporate governance 

improvements and being more open with the media. Apart from appointing an outside scientist to 

the board and other small changes, Exxon has not made the same efforts to open up for stakeholder 

dialogue.  

 

The Brent Spar controversy and the Exxon Valdez disaster both turned into public relations 

nightmares and neither of the companies could ever have imagined the media attention that would 

result from the incidents. Both companies were scrutinized all over the world and their reputations 

were completely soiled, depicting the enormous power that the media possesses in the global 

business arena. The incidents became extremely costly for two different but interrelated reasons. 

First of all negative environmental events are punished by the market and according to Klassen and 

McLaughlin (1996) “the financial markets values the average crisis at -$390 million”. Second, since 

Konar and Cohen (2001) found that large MNEs are rewarded in the marketplace portraying an 

image of being environmentally friendly, the inverse relationship should apply, that they are 
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punished for portraying an image of being environmentally ignorant. The supermajors have 

hopefully learnt their lessons so that these costly accidents do not happen again. It also seems as if it 

is more profitable for a firm to adopt high environmental standards. Dowell et al. (2000) are of the 

conviction that “The magnitude of the value increase associated with higher environmental 

standards thus represents more than just the monetarization of negative externalities”. 

 

In previous chapters we noticed how the behavior of Shell, BP and Exxon differ towards their 

stakeholders. Shell and BP have adopted a strategic approach towards their stakeholders, in the 

sense that they perceive the costs spent on environmental protection to be investments for the firm’s 

distinctive competencies (Munilla and Miles, 2005). Already in 1997, the CEO of BP proclaimed 

that “Our overall goal is to do no harm or damage to the natural environment”. It is quite a strong 

statement to make and put pressure on BP to fulfil its commitment to conduct sustainable 

operations. When the Prudhoe Bay oil spill was a fact, BP disappointed many stakeholders and as a 

consequence had to regain their trust in the company’s efforts to care for the environment. Since 

then, BP has invested in the implementation of a new OMS to improve the management of safety 

risks and the quality of the company’s performance. In the 2008 Sustainability Review, BP’s Group 

Chief Executive (2008) says “I don’t see a distinction between sustainability and performance. My 

aim for BP is that its performance should be sustainable – in other words everything we do each day 

should contribute in some way to the long-term health of BP and that of the environment and 

society. We measure performance accordingly, not only with financial metrics but also with the data 

on safety, the environment and employees”.  

 

Exxon, on the other hand takes a more defensive position towards environmental claims. While 

Shell and BP pulled out of the GCC already in 1997, Exxon staid a member until the GCC decided 

that only trade associations were suitable for membership. Exxon has also pursued a compliance 

based strategy in dealing with environmental issues, meaning that the company simply meets its 

legal and ethical requirements but does not use shareholder monies to fund noneconomic priorities 

(Munilla and Miles, 2005). It was not until February 2007 that Exxon’s chairman Rex Tillerson 

admitted that global warming is real. Since then the supermajor has embarked on a campaign to 

soften its public image on global warming and other environmental issues. The Economist wrote in 

2003 that “This compliance approach to CSR has helped the CEO of Exxon deliver far better 

returns on capital than his main rivals”. That statement goes against the instrumental proposition 

and the empirical evidence presented above. However, lately even Exxon has decided to jump on 

the corporate “Triple Bottom Line” train, indicating that there must be an intrinsic value for the oil 
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and gas companies to care for their stakeholders and the environment.  Meantime Shell and BP have 

tried to change paradigms towards a stakeholder based view for at least a decade; Exxon is just in 

its infancy when it comes to changing focus from a shareholder perspective to a broader stakeholder 

perspective. But most important is that they ARE changing focus. In Exxon’s 2008 “Sustainability 

Report”, Rex Tillerson responded to the financial crisis by saying: “We believe companies that 

retain a systematic focus on corporate governance, ethics, safety, environmental performance, and 

community engagement in the down-cycle will be best placed to succeed in the up-cycle”.  

 

Despite the fact that negative results between CEP and CFP are empirically proven (Chen and 

Metcalf 1980, Mahapatra, 1984), the majority of empirics prove the opposite. The author of this 

paper therefore dares to answer the second research question stating that oil and gas companies are 

more efficient due to being faced with enormous “green” stakeholder pressure that leads to 

improved CEP.  
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6. Final discussion and conclusion 

The days when a company director’s responsibilities began and ended with maximising shareholder 

value have gone. As the agendas of corporate and global governance and sustainable business 

operations are increasingly merging, corporate boards need to change paradigms towards “triple 

bottom line” thinking and facilitate the transformation for the entire company. The board’s portfolio 

of tasks has two major components. On the one hand, boards lead the company toward achieving an 

excellent economic performance – the economics of the business. On the other hand, boards must 

ensure that the corporation conducts its business in ways that are consistent with the demands made 

by various stakeholders and society – the conduct of the business (Demb and Neubauer, 1992). The 

board must ensure the success and longevity of the firm and today it is not enough to ensure it by 

focusing on firm strategy and corporate legal requirements only. If a company wishes to make 

environmental issues a priority, it may want to hire managers who react positively to stakeholders 

who represent the values the company wants to espouse (Henriques and Sadorsky, 1999). 

Moreover, a company may also want to offer financial bonuses or other rewards to individuals who 

undertake practices conducive to preservation of the natural environment.  

 

As stakeholder pressure increases, the board must respond to international environmental 

agreements and to various environmental voluntary codes of conduct. We have experienced the 

consequences of “green” stakeholder pressure in this thesis and seen how it can affect the oil and 

gas companies on many different levels. The results of this paper show that there is a positive 

relationship between “green” stakeholder pressure and corporate environmental performance. There 

is also a positive relationship between corporate environmental performance and corporate financial 

performance which should serve as an incentive for oil and gas companies (and other companies) to 

invest in higher standards of environmental governance. Now that it is concluded that it pays to be 

“green”, Jensen (2008) suggests that “a newer better theory perhaps can continue creating this same 

or better economic value, while simultaneously helping society to create new value in multiple 

forms”. 
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APPENDIX A 

 

 

 

 

 

The five competitive forces Analysis

Bargaining Power of Buyers Moderate to strong, due to relatively undifferentiated products 

Bargaining Power of Suppliers Moderate as an average. High, due to the small number of large equipment 

and services companies combined with high demand from the industry, but 

reduced due to the industry’s backward-integrated oil and gas services and the 

use of third-party services to supplement their own activities. 

Threat of New Entrants Weak, due to high barriers of entry due to the large capital outlay required, 

high fixed costs, stringent environmental and other regulations and intense 

rivalry between players.  

Threat of Substitute Products Weak overall, but varying from country to country59. Switching costs for oil are 

very high. Expected to increase as oil and gas reserves are being depleted. 

Rivalry among Competitors High level of rivalry due to large-scale operations with few activities in 

alternative industries, high fixed costs and high exit barriers. 

Table X: The five competitive forces (Porter, 2008) and Analysis (Datamonitor, 2008) 

 

 

                                                 
59 Substitutes for power generation: Coal, nuclear power and hydroelectric generation that is highly significant in 
countries such as Brazil and Norway; Substitutes for heating (gas): Electricity; Substitutes for vehicle fuels or 
petrochemicals: Very few at the moment, but electricity, hydrogen etc. 
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APPENDIX B 

 

According to the Exxon Valdez Oil Spill Trustee Council60 the following have been made61: 

- The U.S. Coast Guard now monitors fully laden tankers via satellite more    

extensively and in more locations. 

- Two vessels instead of one in 1989 now escort and assist tanker vessels through the 

entire sound. 

- Specially trained marine pilots, board tankers at Bligh Reef and are aboard the ship 

for 25 miles out of the 70-mile transit through the sound. Weather criteria for safe 

navigation are firmly established. 

- Congress has confirmed that by 2015 all tankers must be two-hulled62. 

- Contingency planning for oil spills must contain a 12.6 million gallon scenario. 

- The skimming systems are ten times greater than in 1989. 

- 40 miles of containment boom is in place, which is seven times the amount available 

in 1989.  

- Dispersants are stockpiled for immediate use.  

 

 

 

 

 

 

 

 

 

 

 

                                                 
60 A group that was founded to govern a fund paid by Exxon and make sure that it was fairly distributed and used to get 
the sound into its original state (Brandt, 2004). 
61 http://www.evostc.state.ak.us/facts/prevention.cfm 
62 Exxon Valdez Oil Spill Council states that if the Exxon Valdez had two hulls, the spill would have been less than half 
(http://www.evostc.state.ak.us/facts/prevention.cfm) 
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APPENDIX C 
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