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" In the course of its functioning, a business
enterprise or commercial organisation interacts
closely with several social groups. Such

' interaction gives rise to a shared community of

interest between the organisation and the social

groups that surround it. N
1.1. MEANING OF STAKEHOLDERS

The term ‘stakeholders’ has developed from
the word ‘stake’ which means an interest or
expected benefit. Stakeholders, therefore, mean
all those individuals, groups and institutions
which have a stake in the functioning and
performance of a commercial organisation or
a business enterprise. A person is said to be a
stakeholder when thét person has an interest
in the organisation. The decisions and actions
of the organisation influence the stakeholders
directly or indirectly. These stakeholders may
vary greatly from a few individuals to large
institutions such as the Government. When a
commercial organisation interacts closely with
varinu; groups in society, a community of
interests develops between it and social groups.
A commercial organisation must seriously
consider the interests of its stakeholders. If it
disregards them, the stakeholders can combine
to block or delay its operations.

Stakeholders can have both positive and
negative impact on a commercial organisation.
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On the positive side, stakeholders provide the
necessary resources and support to business.
A business enterprise gets finance, labour, raw
materials, machinery, etc., from its stakeholders.
It sells and distributes its products and services
through them. In times of distress stakeholders
(e.g., banks and Government) may provide
the necessary support. On the negative side,
stakeholders may block or interrupt the functioning
of an enterprise when their expectations are
disregarded. Therefore, stakeholders play a vital
role in determining the success or failure of a
business enterprise. A commercial organisation
cannot survive and grow for long without taking
care of the interests (stake) of its stakeholders.
According to George Goyder, “industry in the
twentieth century can no longer be regarded as a
private management for enriching shareholders.
It has become a joint enterprise in which
workers, management, consumers, the locality,
Government and trade union officials play a part.
[f the system which we know by the name of
private enterprise is to continue, some way mus
be found to embrace many interests which go to
make up industry in a common purpose.”

1.2. DISTINCTION BETWEEN STAKE-
HOLDERS AND SHAREHOLDERS

Stakeholders is a much wider term than
shareholders. In a joint stock company, the
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The term shareholders is used only In
connection with a joint stock company but the
term stakeholders is used in connection with
all business enterprises — sole proprietorship,
partnership, joint stock company, etc.

1.3. DISTINCTION BETWEEN STAKE-
HOLDERS AND CUSTOMERS
Customers are the individuals and groups

who purchase the products or services of a
business firm. They do not have a stake in

and butter

a customer. The
of business and
satisfy the expectations of customers that socig
entrusts wealth pro _ _

No business can Survive and grow withoy .
satisfying the customers. In modern business thi4, ®
motto is to ‘delight the
offering to customers
expect. Customers are

However, customer is not a
does not have a stake in the firm.

keeps it in existence. It is

ducing resources to businesy”
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customer’ which mean
more than what the
the suppliers of breaj
business enterpri
stakeholder as

(revenue) to 4

/ Basis of Stakeholders Customers ; St
Distinction =
1. Financial Stakeholders like shareholders and Customers do not have a financial 1‘!:
+ stake employees have a financial stake stake in a business firm. |k
r,‘i') in a business firm. 31

2. Supply of Stakeholders supply financial Customers do not supply any |
capital capital or human capital. capital to the organisation. 4]

3. Buying goods Stakeholders do not buy goods Customers buy goods or services
and services or services from the organisation. from the organisation. .4

4. Risk taking Stakeholders take risks of the Customers do not take risks of the %

organisation. organisation. —

5. Product Products are not manufactured Products are manufactured L
orientation according to the tastes of the according to the tastes of the

stakeholders. customers.
. — 1%

b. h:;lﬂ;etﬁ ?iarkeé $nf1::1tatlﬂp i:;knﬂl necessary Markt?l orientation is necessary
orientation or satisfaction of stakeholders, to satisfy customers.

7. Sharing of Stakeholders share profits i : =1
Prﬂﬂug of interest dividend‘i wamelsn th-:f fDlrm_ E]:Ismmﬂm 006k e the Pl
T — ld; ges and salanes.| of the commercial organisations, :

8. pation eholders such as the owners Cu

A : stomers d ici ' ~
" in management| participate in the management of mﬂﬂﬂgemgmﬂ tl:v::;l participate in the
organisation. oI the organisation.
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‘company by buying its shares.
| Shareholders receive dividend
from the company.

Shar'ehnlders undertake risk of loss on
the investment made in the company.

Customers do not undertake risk as|
ﬂlﬁ}r do not invest in the : .

/

di - Distinction between Shareholders and Creditors
3t V]
e| Basis of Shareholders | Creditors

| Distinction 2
111. Type of They are internal stakeholders. They are external stakeholders.

| Stakeholder
1 2. Nature of They invest in the capital of the They only give loan to the

| investors company. company.

3. Degree of risk | They assume greater risk of loss of They assume lesser risk of loss of

capital. loan.
4. Profit-shaving | They share in the profits of the They do not share in the profits of

the company and receive only

company in the form of dividends.
interest on their loan.

They are not members of the

They are the members of the
company, no voting rights.

5. Membership
company, have voting rights.

1.4. INTERNAL AND EXTERNAL stake in the company. They assume the riﬁ's/

STAKEHOLDERS
Stakeholders may broadly be classified into
two categories as follows :
l. Internal stakeholders
2. External stakeholders
‘l. Internal stakeholders {Stakeholders who
are involved in the business firms from within the

Srganisation are known as internal stakehn!ders»

They consist of owners/shareholders, employers
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and employees of the organisation. Shareholders
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of business and participate in the profits and
overall management of the company. Employer
means one who offers employment to others.
Employees (both managers and workers)
provide the mental and physical efforts required
for successful working of the enterprise. Their
stake is also very crucial for the regular and
smooth functioning of the enterprise. In case
the firm does not succeed they lose their jobs.
If the firm makes very little profits they get low

salaries and wages.
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secondary stakeholders such as Goyen  *
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Creditors Competitors J.

' |
Shareholders and Board of Directors %)
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Internal and External Stakeholders

Basis of Internal External W
Distinction Stakeholders Stakeholders
1. Position They operate from inside the They operate from outside the |
organisation. organisation. |
f> 2. Role They actively participate in the They do not participate actively inli
management and working of the the management and working of
organisation. the organisation.
3. Constituents | They consist of employers (owners They consist of suppliers,
and managers) and employees. customers, competitors,
P government and general pul’»li::.__'I
\./ L5. EXPECTATIONS OF STAKEHOLDERS of dividend) on their capital
Every s_takehulder group expects something (iii) capital appreciation in the value of thef
from a business organisation. The expectations investment

of different stakeholders are stated below : (iv) accurate, up-to-date and reguld

/ Expectations of Employers {ﬂw‘“ﬁ;rn, information about the working a@
ynrehnlderl and Managers) financial health of the company
Employers and Shareholders expect : (v) equal participation in policy decisiof
:..: (i) safety of capital contributed by them ool of theb lv..::ﬂn:lpﬂn}’ = 3
i ; : d4 public image of the company
i) a fair and regular return ;
- P e (i the form which they can feel proud.
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