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This paper integrates a stakeholder perspective into the resource-based view of the firm, to analyze
the mechanisms that link the adoption of the international Environmental Management Standard 1SO
14001 to firms’ competitive advantage. This paper shows that the perceived competitiveness impgct
of the standard depends mostly on the involvement of firms’ external stakeholders (distributors
customers, community members, and regulatory agencies) in its design. 1ISO 14001 is a procgss
standard, and it is difficult for stakeholders to get credible information on the effectiveness of thq
standard if they are not involved in its design. Stakeholders’ involvement in a firm's 1ISO 14001
standard becomes a valuable organizational capability, which is difficult to imitate by competitors
The analysis is supported by primary data collected from a questionnaire mailed to 152 firmg,
resulting in 55 observations representing 30% of the total number of firms certified in the U.S. in
August 1998.
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Introduction

Despite the importance of environmental management to manufacturing operations, re-
search in the discipline of Operations Management has only just begun to address difficult
questions related to the natural environment. Some attention has been given to environmental
performance as a competitive dimension of operations (Angel and Klassen 1999 and papers
in the current special issue a@fom). However, the interactions between environmental
management systems, operation management, and competitive advantage have not yet been
studied. Other streams of the management literature, such as business strategy, have explored
the link between environmental management and the firm’s profitability. This research
stressed market gains and cost savings resulting from environmental management without
analyzing in detail the exact mechanisms that link operations management and performance
(Porter and van der Linde 1995; Klassen and Laughlin 1996; Reinhardt 1998). | suggest that
the relationship is more complex than a simple calculus equating higher costs with lower
profits. If the sole driving force for a corporate environmental policy is minimizing tangible
pollution costs, then any firm going beyond compliance would forfeit the profits it could gain
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from simply (and legally) continuing to externalize those costs. Instead of asking whether it
pays to be green, we ought to be asking about the circumstances under which it might pay.

Building on the resource-based view of the firm (Peteraf 1993), Hart suggests that
stakeholder integration should be seen as a capability arising from product stewardship,
which requires the integration of perspectives of key external stakeholders such as environ-
mental groups, community leaders, non-governmental organizaticos)( the media, and
regulators into product design and development (Hart 1995). In the same vein, my argument
highlights the role that environmental management, in relation to stakeholders, plays in
capturing premium profits from environmental process improvements.

Some research in the literature of operations management has focused on quality man-
agement linked to environmental efforts to obtain a competitive advantage (Mclnerney and
White 1995). However, little attention has been given to the involvement of stakeholders in
operations management and how this involvement could impact the firm’s competitive
advantage.

This paper studies the case of the international Environmental Management Standard 1ISO
14001 in the United States to examine how stakeholders’ involvement in a firm’s operational
management can become a valuable organizational capability. Formally adopted in 1996 by
the International Organization for Standardization, ISO 14001 represents a new standard, and
approach to improved environmental performance. Due to its backing by the International
Organization for Standardization, it is expected that ISO 14001 certification will evolve into
a set of globally accepted environmental management practices. 1ISO 14001 shares many
common traits with its predecessor ISO 9000, which is the international standard for quality
management. Like ISO 9000, ISO 14001 does not focus on outcomes, such as pollution, but
focuses on processes. Also like its predecessor, ISO 14001 involves a possible audit by a
third party. The ISO 14001 standard describes the basic elements of an effective Environ-
mental Management SystemvE). These elements include creating an environmental policy,
setting objectives and targets, implementing a program to achieve those objectives, moni-
toring and measuring its effectiveness, correcting problems, and reviewing the system to
improve it and overall environmental performance (Tibor and Feldman 1996).

In addition to improving environmental performance, ISO 14001 is said to be able to
provide economic benefits to certified companies, notably in terms of competitive advantage
(Bansal 1999; Corbett and Kirsch 2000). Companies may experience direct financial benefits:
a decrease in the cost of regulatory fines, as well as a decrease in environmental liabilities.
By involving employees, 1ISO 14001 can lead to increased operational efficiencies. ISO
14001 can also indicate to external stakeholders such as customers, communities, the media,
investment and insurance groups, and regulatory agencies that the company has a sound
environmental management system in place.

However, many firms in the U.S. appear reluctant to adopt ISO 14001. In 1998, only 3.7%
of the 7,887 ISO 14001—certified facilities were located in the U.S., far fewer than the 7%
of U.S. ISO 9000-certified facilities in 1995, 2 years after the institution of ISO 9000. This
suggests that U.S. firms either do not see how such a standard could provide more benefits
than strict compliance with command and control regulation, or that they may even perceive
risks in actual certification due to the potential release of confidential information during the
audit procedure (Delmas 2000).

At present it is not clear how ISO 14001 certification can function as a credible signal to
external stakeholders how a product has been produced with environmental sensitivity.
Stakeholders may not identify or understand the advantages of ISO 14001 as the standard
does not provide any real measure of environmental performance. Indeed environmental
performance is a factor in the certification process, but there are no specific quantitative
targets that must be met in order to achieve certification.

Our main argument is that external stakeholders have to be actively involved in the design
of a firm’sewvs to be able to “trust” its effectiveness and to put a value on it. In addition, their
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involvement can also become an organizational capability, which is difficult to imitate by
competitors. Focusing on the impact of ISO 14001 on the firm’s competitive advantage rather
than on the link between ISO 14001 and environmental performance per se, this paper
advances our understanding of two theoretical trends: the resource-based view of the firm and
the literature in environmental operations management (for research on the links between
ISO 14001 and environmental performance see Fielding 1998 and Buchholz 1999).

The first part of this paper integrates a stakeholder perspective into the resource-based
view of the firm to analyze the link betweems and competitive advantage. The second part
is dedicated to the data collection and data analysisoadertified companies in the U.S. The
third part discusses the results. Concluding remarks follow.

A Resource-Based View of Environmental Management Standards

The resource-based views{) of the firm emphasizes the key role of management in
adapting, integrating, and reconfiguring internal and external skills, resources, and functional
competencies in changing environments (Barney 1991; Mahoney and Pandian 1992; Teece,
Pisano, and Shuen 1997). As firms turn to outside parties for a variety of resources, they
develop a network or portfolio of ties to specific partners. These relations are both a resource
and a signal to markets, as well as to other potential partners, of the value of the firm’s
activities and its products.

Thersv starts with the assumption that the desired outcome of managerial effort within the
firm should be directed toward obtaining a sustainable competitive advantage, and that this
advantage can be gained if the firm possesses and deploys certain key resources in its product
markets. From this perspective, these key resources can be defined as those that create value
for customers (Williams 1992). How the transformation ofeass satisfying the 1ISO 14001
standard into a valuable resource for firms might happen is explained below.

A resource only becomes a competitive advantage when it is applied to an industry and
brought to a market (Barney 1986). In this context, the role of managers is to convert
resources into something of value to their customers. However, this process is complex and
involves two stages. First, resources must be effectively deployed in the marketplace to create
value for customers. Second, this advantage resists erosion and is sustainable if the resources
underlying those advantages are rare and difficult to duplicate (Barney 1991). These require-
ments pertain to the valuation of resources in general outside the environmental arena.
However, each requirement acquires special importance and presents particular problems in
the context of environmental management standards. Indeed, the resource-based view of the
firm focuses on customers as the main driver of resource valuation. | posit that this view is
too limited and present a broader perspective of resource valuation, which includes external
stakeholders such as community members, regulatory agencies, and financial institutions.

EMS as an Organizational Capability

In the resource-based view, resources are classified as tangible, intangible, and personnel-
based (Grant 1991). Intangible resources include reputation, technology, and human re-
sources; the latter include culture, the training and expertise of employees, and their
commitment and loyalty. As | describe below, ISO 14001 certification can be described as
an intangible resource.

ISO 14001 provides the basic framework for the establishment afvarnthat can be
audited and can lead to certification. ISO 14001 is a process, not performance, standard. In
other words, ISO 14001 does not tell organizations what environmental performance they
must achieve aside from compliance with environmental regulation. Instead, the standard
describes a system that will help an organization to achieve its own objectives and targets.

Like 1ISO 9000, ISO 14001 can be seen as a way to increase the quality of management and
can provide operational efficiencies that can lead firms to gain a competitive advantage. For
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example, multinationals operate under multiple jurisdictions, each having a different set of

environmental regulations. ISO 14001 provides the means for head office management to
control their international environmental operations. Conforming to one standard, rather than
multiple standards, could yield operating efficiencies.

Virtually by definition, anems must be closely integrated into a company’s other man-
agement systems to function efficiently. In fact, a substantial number of ISO 14001's
requirements relate to the structure of an organization, such as record-keeping procedures,
management review processes, communication methods, definitions of responsibility, and
Environmental Health and Safety policy and training programs. Integrating environmental
management into traditional management structures could entail a significant amount of
organizational restructuring. Alternatively, since the system is closely interconnected to
traditional systems, these may already fulfill the predominant number of ISO 14001 require-
ments or at least facilitate any necessary modifications.

One characteristic of ISO 14001 is its potential to involve top-level management. The text
of the standard specifies that “the organization’s top management should define and docu-
ment its environmental policy within the context of the environmental policy of any broader
corporate body of which it is a part and with the endorsement of that body, if there is one”
(ISO 14001 Annex A A.2. Environmental policy). Because it requires that top management
define an overall environmental policy for their firm, the framers of ISO 14001 certification
expected it to be viewed as a competitiveness issue, rather than a compliance issue (see
paragraph 5 in the introduction of the standard ISO 14001: “environmental management
encompasses a full range of issues including those with strategic and competitive implica-
tions.”)

What distinguishes ISO 14001 as comparedissin general is the requirement of an
audit. Usually, this audit is performed by a third party. This requirement may provide support
the efforts of environmental managers to involve all employees from the bottom to the top
in the design and implementation of the standard. However, the level of involvement of all
employees may vary from facility to facility.

In brief, ISO 14001 is a system standard that has the potential to cut across the functions
of the organization and integrate environmental considerations with other corporate functions
of the organization. However, this potential will be reached only if all employees including
top management are involved in the design of ISO 14001. Under this approach, which
involves the whole organization, cost efficiency, productivity, and environmental perfor-
mance all become part of the same decision-making process. This coordination can lead to
operational and managerial efficiencies and competitive advantage. The impact of the
involvement of all employees in the design of ISO 14001 on the competitive advantage of a
company can be formalized as follows.

ProposiTionl. The greater the involvement of employees in the design oflHR01,
the greater the competitive advantage derived from certification

Willingness to Pay and Credible Information

The involvement of the whole organization of the firm and its managers will certainly have
a beneficial impact on the firm’s environmental performance and efficiency. However, firms
will not reap the full benefits of ISO 14001 if external stakeholders such as customers,
investors, media, community members, and regulatory agencies do not value the standard
positively. Indeed, if ISO 14001-certified firms want to pursue a differentiation strategy
based on their environmental management system, they will need the support of these
external stakeholders.

Some consumers may be willing to pay a price premium for products and services
originating from companies that are pursuing efforts to reduce their pollution output.
Investment and insurance groups, with the expanding nature of environmental risks and



STAKEHOLDERS AND COMPETITIVE ADVANTAGE: ISO 14001 347

liabilities, may require more thoughtful environmental analysis in the preparatory stages of
a transaction. Companies with pollution prevention programs Emss like 1ISO 14001
should be far more attractive risks to insurance underwriters and should gain better rates.
Banks and insurance companies could better account for the lower risks resulting from 1SO
14001 certification through lower costs of capital and insurance premiums. Regulatory relief
can be an important benefit of ISO 14001 (Begley 1996). Indeed, regulatory agencies might
perform less intensive and less intrusive monitoring of ISO 14001—certified firms. Examples
of such regulatory flexibility have been shown in Japan and Germany (OECD 1998).
However, would these stakeholders value ISO 14001 certification only if the certification
process was not perceived to be rigorous and verifiable.

Thersv states that intangible resources are more difficult to value than tangible resources
such as physical plants or equipment. When knowledge is tacit, it cannot be effectively
transferred in codified form. Its exchange must rely on intimate human contact (Teece 1996).
Partnerships with external stakeholders could be employed to acquire and share information.
And such partnerships can result in the development of “sympathetic systems, procedures
and vocabulary,” which may encourage effective transfer of knowledge (Pisano 1990).

ISO 14001 is imperfect in dealing with the measurement of environmental performance.
While 1ISO 14001 does not preclude companies from engaging in extensive outreach and
information-sharing activities with external stakeholders, public disclosure of information
pertaining to the management system and environmental performance is not an explicit
requirement of the standard. Section 4.5.1 of ISO 14001 requires an organization to have
procedures to “monitor and measure, on a regular basis, the key characteristics of its
operations and activities that can have a significant impact on the environment” as part of the
checking and corrective action portion of igs. Under ISO 14001, the only element of the
ems that is required to be made publicly available is the organization’s environmental policy
statement. However, preliminary data in the U.S. suggest that even this information is not
provided by ISO-certified companies on a regular basis. For example, a 199€rkJsBudy
requesting the policy statements of 175 UsB-certified firms received responses from only
101 organizations, 58 percent of the total (U.S. EPA 1999). It is therefore difficult for
stakeholders to value the environmental improvements that have been implemented inside the
facility.

Because ISO 14001 is a system standard, certification, even if credible, only tells external
stakeholders that the system conforms to the management prerequisites spelled out in the
language of the standard. When thes becomes a public matter, for example, through
advertising claims associated with certification, the absence of performance requirements
coupled with insufficient reporting requirements, means that external stakeholders may not
be able to assess exactly what the impact of certification was on a particular site. Until the
confidence of these external stakeholders is gained, the full value of certifying to ISO 14001
will go largely unrealized.

There are two main avenues that firms might take to provide credible information to
stakeholders: the first one is to integrate stakeholders in the design of the dingy'the
second is to invest in external communication with stakeholders on the final and cexgied
adopted by the firm.

The first avenue involves the ability to establish trust-based collaborative relationships
with a wide variety of stakeholders, especially those with non-economic goals. These
stakeholders may include local communities, environmental groups, regulatorsgesd
The standard states that an organization must develop a process or processes for dealing with
external communication but does not specify how this process should be organized. Section
4.4.3 of the standard is the only section that mentions stakeholders and that is in the context
of external communications. It states that if an external party requests information about the
Ems, the organization must have a set procedure for handling this request.

The level of stakeholder involvement is therefore left to the discretion of the firm. An
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organization must have a plan for public disclosure, which could include active stakeholder
participation, but the plan could at the same time be virtually meaningless.

Barriers to Imitation

The second essential requirement for a resource to be valuable is that it be in short supply.
If the resource is plentiful, any competitor could acquire it and so replicate the firm’s
advantage (Barney 1991). Further, to be a source of sustainable competitive advantage, the
rarity of the resource must persist over time. Inimitability is therefore at the heart of value
creation because it limits competition. Possessing a resource that competitors can readily
copy will only generate temporary value—it cannot be the basis for a long-run strategy. Some
resources are difficult to imitate because of path dependency in their accumulation. These are
resources that cannot be instantaneously acquired, but rather must be built over time. One
source of inimitability is causal ambiguity. This implies that potential replicators either
cannot disentangle what the truly valuable resource is, or cannot identify the precise recipe
for duplicating it. Resources marked by causal ambiguity are often organizational capabili-
ties. They are embedded in an array of complex social structures and interactions and may
even depend on the personality of a few exceptional individuals. From this perspective,
involvement of stakeholders in the design and structure of ISO 14001 sets-up a path
dependency process generating the sort of causal ambiguity just described and, with it,
increases in the difficulty of imitating the process for other competing firms. These arguments
can be formalized as follows.

ProposiTIon2. The greater the involvement of external stakeholders in the design process
of 1ISO14001,the greater the competitive advantage gained from certification

ISO 14001and Past Experience

Thersv of the firm emphasizes the importance of past experience in developing resources
(i.e., path dependency). Although ISO 14001 is open to any company that wishes to invest
in obtaining the certification, there is an initial learning experience curve, at the firm, sector,
or even institutional level that might facilitate the adoption of the certification.

ISO 14001 is clearly derived from ISO 9000, which is the standard for total quality
management. Firms familiar with ISO 9000 should be more inclined to obtain ISO 14001
certification (Corbett and Kirsch 2001). Companies with an existing quality standard (ISO
9000, QS-9000, or AS 9000) can implement ISO 14001 faster due to the commonality of
elements in these standards. With ISO 9000, a registered company has a defined management
structure, quality management review meetings, documents and record procedures, internal
audits, and a procedure for corrective actions.

At the sectoral level, having an existiegs means a company will have many of the ISO
14001 elements in place. It is thus easier for a firm in a particular industry to obtain
certification in an environment where other firms in that same industry have already been
certified. Since the standard does not offer much guidance, it is important that firms be able
to benefit from the experience of other firms. In an environment where many firms within the
same industry have been certified, the development of knowledgeable consulting companies
will be useful for firms in search of certification. By contrast ISO 14001 might be a resource
difficult to acquire for those firms unable to benefit from an environment where other similar
firms have already had experience with the certification procedure. It might be difficult for
firms to involve suppliers, service contractors, and customers in the process. The environ-
mental management of the value creation chain appears to be the real bottleneck for reaping
the full potential ofems, in a context where only a small minority of companies is ready to
start anems.

There is therefore an apparent tension between the fact that ISO 14001 is easier to acquire
in a context where other firms’ are certified and the fact that the potential competitive value
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of certification may be reduced in that case. However, even if the institutional system would
be set up to facilitate ISO 14001 certification by all firms, the involvement of stakeholders
would remain an organizational capability that is difficult to imitate, i.e., a potential source
of competitive advantage.

I will now test these propositions with a sample of U.S. ISO 14001-certified companies.
This will allow us to assess the actual impact of external stakeholders as compared to firm
managers and employees on the development of a competitive advantage.

Research Method

The case of ISO 14001 certification in the United States is used to support my propositions.
A questionnaire mailed to U.S. certified companies was used to evaluate how stakeholders’
involvement in the design of ISO 14001 would impact the competitive advantage of firms.
Of the 152 corporate questionnaires mailed, 55 responses were received by February 15
1999. The responses represent 36% of those surveyed, as well as over 30% of the 200 U.S.
ISO 14001—certified firms identified in the Globus International Database as of November
1998.

The geographical location of respondents closely mirrors the distribution of certified firms
in the U.S. (see Edwards et al. 1999, p. 66). The distribution of responding firms by industry
is also close to the actual distribution of ISO 14001 U.S. certified firms. The sectors with the
most frequent responses are electronics (18%), transport equipment (16%), and the chemical
industry (9%). Seventy-eight percent of the certified facilities in the sample belonged to large
companies with annual sales greater than $500 M. Eighty-five percent of the facilities were
also 1ISO 9000 certified.

The data collection process proceeded in three phases. First, a case study performed on a
U.S. certified company outlined the main variables of the study. Second, by reviewing the
literature, measurement scales were developed. Finally, the questionnaire was presented to a
group of academics. A single informant was used for each company. Although the use of
multiple respondents would have reduced concerns about potential response bias, the re-
spondent had to be knowledgeable about ISO 14001 process. In a large sample study,
identifying and obtaining responses from multiple well-informed respondents is extremely
problematic. The key methodological solution in using a single respondent approach is to find
the most appropriate respondent (John and Reve 1982). Our respondents were qualified, as
they were in charge of ISO 14001 certification of the firm. Environmental managers were
potentially less qualified to assess the economic impact of ISO 14001, so we developed a
general question concerning the competitive advantage of the company instead of using more
specific measures of performance.

The corporate questionnaire asked senior environmental managers of ISO 14001-certified
U.S. firms to rate their perception of various aspects of ghe (see a copy of the
questionnaire in Edwards et al. 1999, p. 145). Two of the questions from the survey were
selected for analysis in this paper. The first one relates to the level of stakeholders’
involvement in the design of the facility’s ISO 140@s. The second one pertains to the
impact of ISO 1400%wms on the firm’s overall economic performance: access to new markets,
access to international markets, and overall competitive advantage. One may argue that the
sequence of the questionnaire, from incentives to implementation and results, may force
environmental managers to rationalize their choices. There is some correlation between the
variable that represents competitive advantage as a reason for seeking ISO 14001 and
improved competitive advantage as a result of ISO 14001 certification (Pearson correlation
0.487**). Some variables representing the incentives to seek certification and the results of
certification are also correlated. It is very difficult to assess whether the incentives at the time
of certification were actually the ones that are reported in the questionnaire. The time lag
between certification and the questionnaire could have been up to 2 years (the questionnaire
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was sent at the end of 1998, and the 1st certifications started in 1996). Furthermore,
environmental managers may not have participated in the decision to seek certification. Since

| am not using the variables relating to the choice of certification, it is therefore reasonable
to assume that environmental managers were in the position to provide accurate responses on
the actual results of ISO 14001 and the way it was implemented in their company.

Dependent Variable

The dependent variable relates to the effectiveness of ISO 14001 in terms of competitive
advantage ApvanT). It is based on the question: “how has ISO 14G@®% impacted your
facility’s overall performance in terms of overall competitive advantage?” The responses
were given on a 5-point scale. The anchors were “decreased” (0.00) and “increased” (1.00).
The coding of the responses was from 0 to 1 with 0.00, decreased; 0.25, slightly decreased;
0.50, no change; 0.75, slightly increased; and 1.00, increased.

Independent Variables

The independent variables are derived from a question on the level of stakeholder
involvement in the design of the facility’s ISO 140@ds. Eleven variables represented the
involvement of stakeholders: Corporate Representaticesrgen, Senior Management
(srmGR), Environmental Managergxvmcer), Employees gvr), Customers/Clientsc(ienT),
Shareholderss@iare), Community Membersdommenm), Distributors 6ist), Lawyers (aw),
Marketing/Public Relationseg), and Regulatory OfficialsrEcor).

The responses were given on a five-point scale. The anchors were “not involved” (0.00)
and “very involved” (1.00). The coding of the responses was from 0.00 to 1.00 with 0.00, not
involved; 0.25, somewhat involved; 0.50, involved; 0.75, quite involved; and 1.00, very
involved.

Control Variables

Our control variables represent the size of the firm in terms of its number of employees
(corPEMP, whether the company is publicly hel@ugLic), whether it has an ISO 9000
standard in placego) and also variables representing industrial secta#sMiCAL, ELECTRON,
TRANSPOR. The respondents could choose between three items for the question used to define
corpemMp small (under 1,000 employees), medium (1,000-5,000), and large (over 5,000). The
responses were ranked from 0.00 to 1.00 with 0.00 for small, 0.50 for medium, and 1.00 for
large. The variableso was coded 0.00 for no ISO 9000 and 1.00 for the presence of ISO 9000
certification. The variableusLic was coded 0.00 for not publicly held and 1.00 for publicly
held. To control for potential industry effects, three variables were created for the most
represented sectors in the sampleemicaL representing chemical companie&sgcTRON,
representing electronic firms, amelansporrepresenting the transport equipment firms. These
variables were coded 1.00 when belonging to the sector and 0.00 when not.

Results

The descriptive statistics of the variables are presented in Table 1. Because of missing data,
the number of usable observations dropped from 55 to 52. With respect to increased
competitive advantage, more than half of the respondents noted an overall increase. The other
half experienced no significant changes. Looking at frequencies of the varabier,

59.3% of the firms considered that thes had a positive impact on competitive advantage.

| performed a structural analysis to look at the impact of “external stakeholders” as
compared with “employees.” | used a structural modeling approach and estimated the model
using amos 4 (Arbuckle 1997)amos belongs to the second generation of the multivariate
analysis family of techniques, which also includesreL. Structural modeling addresses
structural and measurement issues frequent in survey-designed research and has been used
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increasingly in strategic management research (Capron 1999; Simonin 1999). A model for
AMOsS estimation consists of two primary parts: (1) an inner structural model that captures the
structural relationship between the endogenous and exogenous latent variables, and (2) an
outer measurement model that captures the manifestation of constructs or latent variables in
terms of observable measures.

Measurement Model

An exploratory factor analysig£a) was performed (SPSS 1996). | performed a principal
component analysis followed by a varimax rotation with the independent variables to verify
whether a differentiation between environmental managers, employees, and stakeholders was
statistically valid. The first component included external stakeholdefs cLIENT, SHARE,
COMMEM, PR, and recorc (Eigenvalue 3.2, 29.05% of variance). The second one involves
employeescorPrep srRNGR and emp (Eigenvalue 1.9, 17.37% of variance). The third one
corresponds to environmental managevevcr (Eigenvalue 1.5, 13.7% of variance), which
do not show any communality with other variables. The rotated structure pattern coefficient
matrix accounts for 60% of the postrotational variance. A fourth component containing the
variableLaw showed an Eigenvalue of 1.130 and explained 10% of the variance. Since this
is a cut-off value | decided not to take this component into account andikeejn the first
component representing External Stakeholders.

Therefore | created two latent variables. The first one represents the firm’s employees: with
CORPRER SRMGR, andemp. The second one represents external stakeholders with the following
variablespisT, CLIENT, SHARE, COMMEM, PR, REGOFG andiaw. The individual item reliability of
these latent variables is examined with Cronbacfsee Table 2). The regression weights of
the observed variables on latent variables are provided in Table 3 along with their critical
ratios. All of the non-fixed indicator loadings for each construct are significarat@®1) and
range from 1.00 to 2.34. A common rule of thumb is to accept items with more explanatory
power than error variance (Carmines and Zeller 1979). In practice, this implies accepting
loading greater than 0.7. This criterion is met for all items (see Table 3).

Shareholders represent a special case within all stakeholders. From a principal agent
perspective, stockholders hire managers to operate the firm on their behalf, through the board
of directors. Managers, as the agents of stockholders, are charged with making decisions that
enhance the wealth of stockholders, the principals. The interests of employees and share-
holders should therefore be aligned in the search of competitive advantage. The variable
SHARE representing shareholders shows positive and significant correlationssmwithr
representing senior managers aogrRerrepresenting corporate representatives. That is why
| decided to load the variableHare for both Employees and Stakeholders. The potential
correlation of environmental managers with Employees is taken into account is also
loaded on environmental managers to test a potential correlation.

Structural Model Fit

Turning to the structural model itself, Figure 1 reports the parameter estimates and
goodness-of-fit indicators of the structural equation system. The overall goodness-of-fit is

TABLE 2
Means Standard Deviation§SD) and Internal Consistencig€Cronbachis «) of the Latent Variables

Number
Measures of Items Mean SD e Correlations
Employees 3 0.777 0.63 0.67 0.179 with Stakeholders; 0.122 with

ENVMRG
Stakeholders 5 0.87 0.80 0.72 0.101 with ENVMRG
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TABLE 3
Results of Measurement Model

Unstandardized Critical Ratio

Path From Path To Estimates (Estimate/SE)
Employees ADVANT Competitive advantage 0.098 0.515
CORPREP Corporate representatives Employees 1.990 2.987***
SRMGR Senior management Employees 1.584 2.987***
EMP Line employees Employees 1.00 Fixed
Stakeholders ADVANT Competitive advantage 0.397 2.006***
CLIENT Customers/clients Stakeholders 0.891 3.161***
SHARE Shareholders Stakeholders 1.145 4.282%**
SHARE Shareholders Employees 0.921 2.717%**
COMMEM Community members Stakeholders 1.286 6.027***
PR Marketing/Public relations Stakeholders 1.201 3.187***
REGOFC Regulatory officials Stakeholders 1.869 5.417%**
LAW Lawyers Stakeholders 0.725 1.836*
DIST Distributors Stakeholders 1.00 Fixed
ENVMGR Environmental Managers ~ ADVANT Competitive advantage 0.175 2.483***
ENVMGR Environmental Managers ~ SHARE —0.498 —5.651***

1 CR values greater than 1.64, 1.96, and 2.32 are statistically significant at 90%, 95%, and 99% confidence level,
respectively. ***p < 0.01, **p < 0.05, *p < 0.10.

acceptable ? = 47.6; 48 d.f.; p< 0.50). The ratio ofy® to degrees of freedom (1.20 less

than 2) corresponds to a satisfactory fit (Carmines and Mclver 1981), while the other fit
indices (iF1 = 0.95,cFi = 1.00, anckmsea = 0.00) and the low standardized root mean square
residual gvr = 0.09) are all within acceptable ranges so that a substantial amount of variance
is accounted for by the model (Bagozzi and Yi 1988). The Root Mean Square Error of
Approximation gmsea) has only recently been recognized as one of the most informative
criteria in covariance structure modeling. Values less than 0.05 indicate good fit, and values
as high as 0.08 represent reasonable errors of approximation in the population (Byrne 1998).
Hence the model is a reasonable representation of the data. The results are displayed in
Figure 1.

Looking at the parameter estimates, the first important outcome is that the effect of
employee involvement on competitive advantage, although positive, is not significant (0.01,
p < 0.10). Therefore Proposition 1 is not supported.

The second notable result consists of the significant positive effect of stakeholders on
competitive advantagexgvant) (0.40 p< 0.05). This supports Proposition 2.

The correlation between External Stakeholders and Employees is relatively low (0.07).
The covariance is also low (0.001). This supports the independence of our propositions.

The third result consists of the positive and significant link betweemcr and AbvanT
(0.17; p< 0.01). This result should be taken with caution since environmental managers are
the respondents to the questionnaire and may have overstated their role in the design and
implementation of the standard. They may also have understated the role of shareholders with
whom they usually have little interaction. One can assume that shareholders, by delegating
their authority to senior management, are therefore less inclined to deal with environmental
managers who are dealing with operational issues. This would explain the high negative
correlation that exists between the variables representing the involvement of environmental
managersenvmcr) and shareholdersare). The importance of this negative correlation
appears when | run the model without the explicit link betwesmvcr and sHARe. The
overall model is not significant, and modification indices suggest regressingr 0N SHARE
to improve the model. The model has been run without the varialee The results, when
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Ficure 1. amos Results of Structural Equation Modeling.

compared with the previous model are similar but with a better fit. The overall good fit
indices are improvedyf = 44.5; 40 d.f.; p< 0.325;NF1 = 0.95,cFi = 0.99;rvseA = 0.04;
andrmr = 0.09). The effect oEmp andapvanT is still insignificant (0.103). The coefficient
for Stakeholders is positive and significant (0.385%).

A test was performed including our control variable®RrRPEMR PUBLIC, SO, CHEMICAL,
ELECTRON, and TRANsPa These variables are shown to have an insignificant impact on
competitive advantage.

Discussion and Conclusion

Our analysis shows that external stakeholders play an important and positive role in
assisting firms to gain a competitive advantage. There is a strong and positive impact of
external stakeholder involvement (customers/clients, shareholders, community members,
distributors, and regulatory agencies) on competitive advantage. The impact of employees is
less strong. Of course, a multitude of factors may have given rise to these tentative trends,
although the survey explicitly askegh& s managers to indicate the degree of change they
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associated directly witlms. Thus, assuming that managers may partly have accounted for
confounding factors in their judgment, the results imply that ISO 14001 has the potential to
influence a company’s competitive advantage if firms involve their external stakeholders.

As we have seen, ISO 14001 focuses not on outcomes, such as pollution output, but rather
on processes. Therefore the involvement of external stakeholders in the process of ISO 14001
facilitates the communication of credible information on the standard, and external stake-
holders are therefore more inclined to value it positively. In addition, by involving external
stakeholders, firms transform certification into an organizational capability and are protecting
themselves against imitation.

The role of senior managers and corporate representatives is not sufficient in itself to
induce a competitive advantage from ISO 14001. The involvement of corporate managers in
the process of ISO 14001 has to be linked to the participation of external stakeholders.
Although ISO 14001 is linked to an audit, this audit may remain confidential, and the results
of the audit do not provide any quantitative information in terms of environmental perfor-
mance.

The role of environmental managers is shown to be positive and significant. Environmental
managers definitely play a major role in implementing 1ISO 14001. They may well be the
catalysts in drawing stakeholders’ attention to ISO 14001 certification. The standard being
used by environmental managers as a leverage tool provides them with more power inside the
organization. There could also be a bias in the survey as environmental managers were filling
out the questionnaire. They may be overstating their impact on corporate performance.

In terms of the resource-based view, these results show that not only customers, but
external stakeholders play a role in a firm's competitive advantage. | highlighted the
importance of the management of stakeholders as increasing the value of the environmental
management system. In addition, this organizational capability could be used to reduce the
uncertainty of rapidly changing environments. By directly accessing the values and agendas
of stakeholders, firms may be able to react rapidly to these changes.

The value of stakeholders’ involvement into the design of ISO 14001 stems mainly from
the lack of clear performance requirements in the standard. Confidence can be gained if ISO
14001 certification is perceived by stakeholders to be a rigorous and credible process. In such
a case 1SO 14001 would become a more tangible resource, and we could expect that this may
decrease the need to involve external stakeholders in fiemsSs In comparison to 1SO
14001, one of the primary aims efias, the Europeaawms standard, is to build the confidence
of stakeholders, such as regulators and the general public, by requiring information on the
environmental performance of participating compariess attempts to achieve this level of
credibility by ensuring independent verification of the participating company’s management
systems and environmental performance, as well as providing for a credible accreditation
system for the environmental “verifiers.” It is an instructive model.

| have described the case of ISO 14001, but stakeholder involvement may be a valuable
organizational capability for other environmental management programs. For example,
Responsible Care, which is an industry codew# s practice by the U.S. chemical industry,
bears some similarities with ISO 14001. Since it does not require a quantitative measure of
environmental performance, there is little homogeneity in the implementation of the code
between firms (Howard, Nash, and Ehrenfeld 2000). The financial performance of the entire
industry has improved since 1990, suggesting that the benefits of Responsible Care may have
spilled over to non-members. Further research could look at which parts of Responsible Care
may actually be attributable to this increase in corporate performance. Likewise, the 1990
Clean Air Act Amendmentscpaa), Section 112 (r) requires firms to develop a Risk
Management Plan for any facility that uses any one of a number of regulated hazardous
chemicals. The rule does not delineate precise procedures or technical equipment to meet the
requirements. Some researchers have found evidence that large firms are moving away from
merely reporting incidents and accidents, i.e., outcome-based performance measures, and
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toward process measures, including ongoing prevention and awareness/education programs
that involve stakeholders (Chinander, Kleindorfer, and Kunreuther 1998). It would be
interesting to see whether the involvement of stakeholders in those firms has had an impact
on their corporate performance.

These results have to be interpreted in the American context. The involvement of
external stakeholders and employees varies greatly according to the country in which the
firm operates. As | described above, the involvement of external stakeholders is facili-
tated in context where a certain number of firms have already been through the
certification process. The institutional environment plays an important role here and can
favor the development of a standard. Although ISO 14001 is open to any company that
wishes to invest in obtaining the certification, there is a learning curve at the sector or
even institutional level that might facilitate the adoption of the certification. In the
European context, the European Commission, in conjunction with industry, has been at
the origin of the development afvas (for a comprehensive analysis efias see Orts
1995). Cultural elements in Europe such as better relationships between regulatory
agencies and industry have favored the involvement of stakeholders in fianss’
adoption (Steger 2000). For example, German authorities have begun to ease adminis-
trative enforcement requirements @wmas certified sites. Additionally, many Asian
countries have government-funded 1SO 14001 support programs already in place, and
some of them are hoping that in the long run, an ISO 14001 system will assist them in
monitoring industry. In Asia as well, regulatory agencies have actively pushed the
development of ISO 14001. Among these countries, Singapore, Thailand, Korea, Japan,
and China also offer technical or financial assistance to companies taking up 1SO 14001.
Some proactive countries even had their pilot project put in place prior to the official
publication of ISO 14001, to prepare their national certification bodies and industry for
a quick implementation of the standard (OECD 1998). In addition to regulatory agencies,
local government administrations are also taking a number of measures to promote the
use of ISO 14001. In Japan, for example, Kanagawa Prefectural government, a leading
proponent of environmental administration in the country, issued an Ordinance on
Conservation of Living Environment, which contains new incentives for company sites
certified to ISO 14001. The Ordinance allows these company sites to be exempted from
frequent inspections and reporting requirements (Yano 1998). Further research might
consider a comparative study of these different contexts.

While these first results shed some important light on the process of stakeholder involve-
ment in obtaining a competitive advantage, further refinement is desirable through the
investigation of exactly which stakeholders are important for which benefit. | have treated
competitive advantage as a general notion. It would be interesting to consider whether, for
example, the involvement of regulatory agencies in the design of ISO 14001 would ease the
permitting process with consequent reductions in regulatory compliance costs for ISO 14001
companies. It would also be useful to analyze whether the involvement of financial institu-
tions would ease ability to obtain loans and credits. Such questions were included in the
questionnaire. However, the small number of observations hampered my effort to perform a
statistical analysis of these variabfes.

1 This research builds on a project accomplished at the Bren School by Brad Edwards, Jill Gravender, Annette
Killmer, Genia Schenke, and Mel Willis under the supervision of professors James Frew and Arturo Keller. | thank
them very much for their essential input. This work was funded by the Donald Bren School of Environmental
Science and Management, Santa Barbara, and the Multi-State Working Graus.onthank Andrew Hoffman,

Janice Mazurek, Cathie Ramus, Ann Terlaak, Leslie Williams, and Raymond Wong for useful comments on
previous drafts of this article. | also thank the senior editors of this special issue and the anonymous referees for
insightful and constructive comments.
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