
Many critics of “American” capital-
ism, whether from Europe, Japan,
or emerging markets, believe 
that U.S. corporations focus too
narrowly on shareholder interests
at the expense of other stakehold-
ers. The critics usually identify
these other corporate stakeholders
—those who have a stake in 
the performance and behavior 
of companies—as employees,
customers, suppliers, and, espe-
cially, communities and society 
in general, though some also
include governmental agencies
and political groups. The critics
view U.S. corporations as operating
under the philosophy expressed
by notable (and Nobel Prize–
winning) free market economist
Milton Friedman, who stated:
“The business of business is 
business,” and “The social respon-
sibility of business is to increase
its profits.”

These critics want to hold business
accountable to performance
beyond what it delivers to share-
holders. Some have argued that
companies need to start with
determining the preferences of 
all their stakeholders and then
craft a strategy that meets the
stakeholders’ expectations. In the
1980s, Professor Edgar Freeman
formalized the arguments for a
stakeholder theory of the firm.1

He and subsequent followers of
this school of thought argued that
companies need to consider and
satisfy the interests of their vari-

ous stakeholders as they conduct
their business.

This “stakeholder view” has been
reinforced in recent years by the
corporate social responsibility
(CSR) movement, which advocates
that organizations take responsi-
bility for the impact of their activi-
ties on customers, employees,
shareholders, communities, and
the environment in all aspects of
their operations. CSR proponents
urge companies to expand their
traditional financial reporting
framework to take into account
their environmental and social
performance as well, an approach
now referred to as “triple-bottom-
line” reporting.2 Some have
viewed the Balanced Scorecard 
as a mechanism for implementing 
the stakeholder, rather than the
shareholder, perspective and as 
a framework that can be adapted
for triple-bottom-line reporting.

Building on the stakeholder
framework, some prominent man-
agement control scholars have
criticized the Balanced Scorecard
framework for putting financial
performance for shareholders 
at the top of a (private-sector)
strategy map, where it serves 
as the ultimate measure of the
strategy’s success. These writers
advocate that “performance 
measurement design starts with
stakeholders.”3 Their stakeholder
approach to performance meas-
urement starts by defining objec-
tives for what each stakeholder

group expects from the corpora-
tion and how each group con-
tributes to the corporation’s 
success. Once stakeholder 
expectations or, even further,
implicit and explicit contracts
between the stakeholders and 
the corporation, are defined, the
corporation then defines a strategy
to meet these expectations and
fulfill those contracts. Thus, while
the Balanced Scorecard approach
starts with a strategy for share-
holder value creation, and then
identifies the interrelationships
and objectives for various stake-
holders, the stakeholder approach
starts with stakeholders and, in 
a second step, defines a strategy
to meet shareholder expectations.
The stakeholder scorecard would
measure how well the company
has performed for each of its vari-
ous stakeholder groups, without
ascribing any hierarchy to them.

Strategy Precedes Stakeholders

The great business historian
Alfred Chandler taught us that
strategy precedes structure. I
strongly believe that strategy 
also precedes stakeholders. The
stakeholder approach can essen-
tially be viewed as a reaction to
and rejection of the narrow share-
holder-value-maximization view
articulated in Friedman’s glib
statements. In this spirit, the 
stakeholder approach has served
to highlight the multiple relation-
ships that companies need to 
nurture and preserve in order 
to drive long-term, sustainable
value creation. But stakeholder
theory confuses means and ends.
It therefore ends up as a less
powerful, less actionable, and 
ultimately less satisfying approach
than the strategy map/Balanced
Scorecard approach. David Norton
and I, following the thinking of
Chandler and strategy scholar
Michael Porter, have advocated
selecting a strategy first, and only
subsequently working out the
relationship with the other stake-
holders, as needed by the strategy.
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Which Comes First?
By Robert S. Kaplan

How far should organizations go in abiding by stakeholders’
interests? According to stakeholder theory, strategy should
take into account, if not be built around, stakeholder interests.
Nonsense, argues Robert Kaplan. Such an approach is not
only wrong-headed, it’s impracticable. Besides, companies
can account for any stakeholder considerations they view as
important through their Balanced Scorecard and strategy
map—and hold performance to them, without compromising
strategy or their ability to adjust it to changing conditions.



I will illustrate the contrast
between our point of view and
that of stakeholder advocates 
with several examples.

You Can’t Be All Things 
to All Customers

First, consider the case of Mobil’s
U.S. Marketing and Refining
(USM&R), a well-documented
Balanced Scorecard implementa-
tion.4 Mobil learned, through 
market research, that its customer
base was heterogeneous. Some
valued only low price and wanted
Mobil to offer the cheapest prices,
matching or beating the prices 
of discount stations and the other
major gasoline companies. Other
customers, however, were less
price-sensitive and were willing 
to pay a premium, say up to
$0.10–0.12 per gallon more, if they
could have a superior buying
experience—one including, for
example, quick service, the ability
to pay by credit card at the pump,
clean restrooms, friendly and
helpful employees, and a great
convenience store. Stakeholder
theory fails in this case. Which
customers’ expectations should
Mobil satisfy? It could not satisfy
both customer groups. Having
larger gasoline stations equipped
with more pumps and self-pay
mechanisms; having better-paid,
better-trained, and more experi-
enced employees; and having 
a full-service convenience store
costs money. These costs would
need to be covered by higher
prices, thereby disappointing 
the price-sensitive customers.
Conversely, if Mobil offered the
lowest prices, it would not have
been able to afford to invest in
the larger stations with more 
self-service and self-pay pumps,
the better-qualified employees,
and the convenience store, there-
by disappointing the customers
desiring a great buying experience.

Strategy is about choice. Companies
cannot meet the expectations of
every possible customer. Wal-Mart

meets the apparel needs of one
customer segment, price-sensitive
clothing purchasers. Nordstrom
meets the needs of another seg-
ment, those seeking complete
wardrobe solutions, with sales
staff that know their style prefer-
ences, sizes, and clothing budget.
High-end designer stores, such 
as Armani and Ferragamo, meet
the expectations of a third seg-
ment, purchasers seeking product-
leading fashion, fabric, and fit,
who are willing
to pay a great
deal more to 
satisfy their 
clothing prefer-
ences. Similarly,
customers of
Southwest
Airlines have 
different expecta-
tions of performance than the
business- and first-class customers 
who fly British Airways. Strategy
determines which customer seg-
ments a company has decided to
serve and satisfy, and the value
proposition that it will offer to
win the loyalty of those customers.
Determining strategy must precede
defining measures of customer
satisfaction and loyalty. Otherwise,
the company would attempt to
meet the expectations of all the
existing and potential customers it
could serve—an expensive, non-
differentiated approach. Yet this is
precisely what stakeholder theory
demands.

A similar situation occurs with
employees. In creating the
Balanced Scorecard, Dave Norton
and I deliberately chose not to
label the fourth perspective the
“employee” or “people” perspec-
tive; instead we chose a more
generic name, “learning and
growth,” to signal that we were
not taking a pure stakeholder
approach. Within the BSC frame-
work, employee objectives always
appear (in the learning and
growth perspective), but they 
are there because employees 
are necessary for achieving the

strategy, not because someone
has identified them as a stake-
holder class. Consider the example
of a pharmaceutical company 
in the early 1990s. Among its
most important employees (what
we would now call a “strategic
job family”) are the chemists 
who perform research to identify
new compounds for treating 
specific diseases. The stakeholder
approach would call for inter-
viewing these key employees to

learn their career expectations,
and then developing a strategy
that would satisfy and meet the
expectations of these employees.

Later in the 1990s, however,
and continuing into this century,
pharmaceutical companies shifted
their strategies because of the
new capabilities that became
available from the scientific fields
of molecular biology and genet-
ics. With this new shift, molecular
biologists and geneticists became
the new key employees; the 
fate of pharmaceuticals’ formerly
key employee stakeholder, PhD
chemists, became more tenuous,
especially if they did not acquire
dramatically new capabilities 
and competencies to enable them
to contribute to new approaches
for drug development. Again, the
stakeholder view would lock a
company into maintaining relation-
ships with this soon-to-be-obsolete
employee group, preventing the
company from moving swiftly
enough to acquire entirely new
employees to help implement 
the new strategy.

I might add that on a recent 
visit to Japan, for the 2007 Asia
Pacific Balanced Scorecard

M a r c h – A p r i l  2 0 0 8

15

Within the BSC framework, employee 

objectives always appear, but they are 

there because employees are necessary for

achieving the strategy, not because someone

has identified them as a stakeholder class.



Summit, several Japanese execu-
tives shared their version of 
stakeholder theory. They told me
that in their companies, employees
came first, not shareholders. I
thought to myself (but did not
respond) that this way of thinking
has likely contributed to Japan’s
struggle for the past two decades
to adapt to the reality of lower-cost
production from China and
Southeast Asia.

With respect to suppliers, stake-
holder theorists also criticize the
Balanced Scorecard for not having
a separate perspective for this
group—one of their five essential
stakeholder groups in their world-
view. But as with employees,
suppliers show up on the score-
card (typically in the internal
process perspective) when they
are essential to the strategy. So
companies such as Wal-Mart,
Nike, and Toyota, for whom 
suppliers play a critical role in
creating sustainable competitive
advantage, would certainly feature
supplier performance in their
strategy maps. But consider a
company like Mobil USM&R,
whose main suppliers are petrole-
um exploration and production
companies (which provide a 
commodity such as crude oil),
and construction companies
(which build refineries and
pipelines). These suppliers pro-
vide essential products and 
services, but don’t provide any
differentiation for or support 
of Mobil’s strategy. Similarly, a
community bank with a customer
intimacy strategy gets its raw
material, money, from the U.S.
Federal Reserve system. Suppliers
are not a critical component of 
its strategy. Thus, Mobil USM&R
and the community bank may
choose not to feature suppliers 
on their scorecards because 
suppliers don’t contribute to 
their competitive differentiation
and the sustainability of their
strategies. Again, strategy precedes
stakeholders—and, in these cases,

may reveal that a stakeholder is
not decisive for the strategy.

When Stakeholders Are 
Key to Strategy

When stakeholders are vitally
important for the success of a
company’s strategy, they should
be included in the company’s
strategy map and scorecard. The
organization’s performance rela-
tive to society and communities
does appear as internal process
objectives when such performance
contributes to the differentiation
of the organization’s strategy.5

This practice matches that articu-
lated by Michael Porter when he
advocated that environmental and
social performance be aligned to
support the company strategy.6

Occasionally, we find companies
in which the shareholders them-
selves choose an explicit stake-
holder value approach rather 
than having shareholder value 
be the unifying paradigm for their
strategy. That’s OK; that’s their
choice. And it doesn’t mean 
that they have to abandon the
Balanced Scorecard methodology
and switch to the stakeholder
view. They can use a strategy
map and Balanced Scorecard 
to articulate their preference for
simultaneously creating economic,
environmental, and social value.
This will help them balance and
manage the tensions among 
those values. This is exactly the
path taken by Amanco, a Latin
American producer of water treat-
ment solutions, whose founding
shareholder believed deeply in
triple-bottom-line performance.7

In summary, stakeholder theory
may have been useful for 
articulating a broader company
mission beyond the narrow,
short-term shareholder-value-
maximizing model. To its credit,
it has increased companies’
sensitivity about how the failure 
to incorporate stakeholder 
preferences and expectations 

in their strategy can lead to an
excessive focus on short-term
financial results and even under-
mine long-term performance.
The Balanced Scorecard, however,
incorporates stakeholder interests
endogenously, within a coherent
strategy and value-creation 
framework, when outstanding
performance in relation to those
stakeholders is critical to the 
success of the strategy. The con-
verse is not true for stakeholder
theory. Stakeholder theory provides
little guidance for companies
when they wish to modify their
strategy in way that adversely
impacts an existing stakeholder.
Because of the dynamics of com-
petition, technology, regulation,
and consumer preferences,
companies at times need to shift
their focus and priorities among
multiple stakeholders. A strategy
that is based on creating long-
term shareholder value enables
companies to be flexible in adapt-
ing to changing conditions, while
still recognizing how the interests 
of all their stakeholders must be
reflected in sustaining their value-
creating strategies. �
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