/
oo Resmurch
0.00 Publishing

American Journal of Industrial and Business Management, 2019, 9, 169-190
http://www.scirp.org/journal/ajibm

ISSN Online: 2164-5175

ISSN Print: 2164-5167

Stakeholders’ Pressure and CSR Engagement. A
Case in the Apparel Sector

Andrea Lucchini, Anna Maria Moisello

Department of Economics and Management, University of Pavia, Pavia, Italy

Email: annamaria.moisello@unipv.it

How to cite this paper: Lucchini, A. and
Moisello, A.M. (2019) Stakeholders’ Pres-
sure and CSR Engagement. A Case in the
Apparel Sector. American Journal of In-
dustrial and Business Management, 9,
169-190.
https://doi.org/10.4236/ajibm.2019.91012

Received: December 8, 2018
Accepted: January 13, 2019
Published: January 16, 2019

Copyright © 2019 by authors and

Scientific Research Publishing Inc.

This work is licensed under the Creative
Commons Attribution International
License (CC BY 4.0).
http://creativecommons.org/licenses/by/4.0/

Abstract

This paper, drawing on stakeholder and legitimacy theory, addresses the issue
of stakeholders’ pressure effect on a firm’s CSR behavior. It focuses on the
apparel sector as these companies, characterized by consumer proximity, are
under the lens of stakeholders for their direct social performance as well as
for their suppliers’ actions. We analyze the Nike case in order to study how
stakeholders’ pressure shapes a firm’s engagement in CSR issues. Our study
points out the dynamic nature of stakeholders and legitimacy, and it under-
lines the influence of two actors which are rarely considered as primary and
most important stakeholders, namely media and social activist groups.

Keywords

Corporate Social Responsibility, Stakeholders’ Pressure, Stakeholders Theory,
Legitimacy, Nike

1. Introduction

Societal expectations about corporate activities nowadays focus on firms’ eco-
nomic responsibilities within the boundaries established by law as well as within
ethical guidelines. As Buchholtz and Carroll [1] observed “the social responsibil-
ity of business encompasses the economic, legal, ethical, and discretionary (phi-
lanthropic) expectations that society has of organizations at a given point in
time”. If a firm does not comply with these expectations, society, and more spe-
cifically corporate stakeholders are likely to withdraw their support and the legi-
timacy that allows companies to survive [2].

Empirical studies demonstrate that a firm’s CSR activities affect its consumers
purchasing behavior [3]. CSR commitment shapes a company’s image and by
this means the overall product evaluation [4] because environmental and social

responsibility provides a relevant repositioning opportunity as it creates shared
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value.

Environmental-sensitive industries are more subject to a legitimacy gap
caused by their direct actions, but CSR concerns also take into account issues,
such as child labor and sweatshops, which can affect many industries [5]. Stake-
holders are very sensible not only to a firm’s direct actions but also to its suppli-
ers’ behavior [5]; therefore firms engage with stakeholders’ pressures caused
both from their direct and indirect actions.

This paper, drawing on stakeholder and legitimacy theory, studies the beha-
viour of companies in the apparel sector in terms of their answer to stakeholders’
pressures. Apparel companies have been, and continue to be, strongly criticized
about their poor performance in social issues, as demonstrated by the very re-
cent articles published by Financial Times [6] and New York Times [7]. These
criticisms are related to activities performed both inside their factories and in
those owned by their suppliers, which have been termed as sweatshops. This
brought the sector under the length of societal scrutiny, thus forcing companies
to adopt measures in order to re-establish legitimacy.

According to legitimacy theory, a company has to operate following societal
expectations. If this does not happen, a legitimacy gap is likely to arise, even-
tually leading to the withdrawal of company’s legitimacy, thus threatening its
survival. In order to avoid this situation, a company has to show that it is oper-
ating in line with social values and beliefs. The stakeholder theory helps to un-
derstand to whom the corporations have to account. When companies take deci-
sions, they have to take into account not only the interest of their shareholders, but
also those from other stakeholders. In fact, focusing only on shareholders’ interests
may threaten corporate’s legitimacy and thus the continual of its operations.

Media and social activist groups are increasing their power in influencing
corporates’ decisions, both because they rise and unify the voice of other stake-
holders, and because they disclose all corporates’ operations, thus pressuring
companies in operating in a socially responsible way.

In order to test these assumptions, we analyse the Nike case. This case is of
interest as Nike is one of the more visible companies in the apparel sector and it
had to face great pressures from its stakeholders to behave more ethically and it
has recently experienced a new wave of anti-sweatshop protests [8] [9] [10]. This
study is made through the adoption of the stakeholder network theory during
three different period of Nike’s activity, thus allowing to catch the dynamic na-

ture of legitimacy and of the stakeholders’ concept and attributes.

2. The Theoretical Framework: Stakeholder and Legitimacy
Theory

2.1. Stakeholder Theory
The concept of stakeholders has become popular since the publication of the

book Strategic Management: A Stakeholder Approach [11].
By the years, stakeholder theory has gone to challenge the main idea of that
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time: the so called “shareholder theory”, which represents the point of view of
the neoclassical economists, which main proponent is Milton Friedman. While
the first theory talks about the duty of a company to engage in a positive rela-
tionship with all its stakeholders, the latter has the only objective of profit max-
imization, taking into account just the shareholders’ interests. Stakeholders are
defined as “any group or individual who can affect or is affected by the achieve-
ment of the organization’s objective” [11]. Mitchell et a [12] enter in a concrete
field, explaining how managers should decide the degree of attention to dedicate
to each stakeholder. In order of doing so, they assigned to stakeholders three
attributes: legitimacy, power, and urgency. Legitimacy is the most important
attribute for those scholars who look for a “normative core” for the stakeholder
theory and refers to the “perceived validity or appropriateness of a stakeholder’s
claim to a stake” [12]. According to these customers, employees and shareown-
ers have a high degree of legitimacy, competitors and media have surely a lower
one, and government somewhere in the middle according to the social and po-
litical ideology of the country of reference. Power is the “ability or capacity to
produce an effect—to get something done that otherwise may not be done” [12].
It is important to note that power and legitimacy are distinct, so they can exist
independently or be combined to create authority. The third attribute is urgency,
defined as “the degree to which the stakeholder claim demands immediate atten-
tion” [12]. It follows that urgency exists when: “a relationship or claim is of a
time-sensitive nature” and when “that relationship or claim is important or crit-
ical to the stakeholder” [12].

Stakeholder theory points out that society is not a homogeneous group of in-
dividuals with identical expectations but is made up of different groups that have
different expectations about a firm’s actions and a varying ability to influence its
behavior [13]. The concept of stakeholders relates to the inter-relationship be-
tween the firm and different groups of individuals, e, shareholders, employees,
suppliers, customers, environment and community. Firms try to adapt their ac-
tions to the values of their stakeholders [14]; they try to manage the relationship
with their key stakeholders and change their perceptions disclosing their CSR
behavior [13] [15]. Legitimacy and Stakeholder theories are two perspectives of
the issue and Stakeholder theory offers relevant suggestions in order to identify
what groups of stakeholders might have an important influence on a firm’s du-

rability, and it focuses the expectations to be met [16].

2.2. Legitimacy Theory

Legitimacy theory is, along with the stakeholder theory, one of the most used
theory in order to analyse the behaviour of a company dealing with corporate
social responsibility.

Suchman [17] stated that “legitimacy is a generalized perception or assump-
tion that the actions of an entity are desirable, proper, or appropriate within

some socially constructed systems of norms, values, beliefs, and definitions”. Le-
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gitimacy is therefore something that companies cannot assign to themselves, on
the contrary they have to act according to a set of beliefs and values that are es-
tablished by the society, in order to be perceived as legitimate. Moreover, it ap-
pears clear that legitimacy is something that companies may have today, but they
may have not in the future if they fail to keep a behaviour in compliance with
society’s values and beliefs, which in turn are subjects to continuous changes.
Finally, organizations may retain legitimacy although they depart from societal
values if this is perceived as unique or go unnoticed. In fact, as the definition
stated, legitimacy is a perception or assumption. However, societal values and
beliefs is such a broad term that risk becoming too complicated and vague for
managers to deal with it and can mislead the idea behind CSR. Corporations do
not have to answer and be accounted for every social problem, but just those re-
lated to their stakeholders [18] [19]. In this way, it is possible to relieve compa-
nies to the duty of following the expectations of non-legitimate stakeholders,
such as terrorist organizations and of society in general. For example, solving il-
literacy may reasonably be considered a socially acceptable behaviour by the so-
ciety, but this issue can’t fall in the category of corporate responsibility. It has to
be considered as a social issue, not as a stakeholder issue. That said, a company
may decide to face this problem in any case, but it follows manager’s evaluation
which has nothing to do with maintaining the legitimacy in front of its stake-
holders. In fact, an apparel company operating in a Third World country may
decide to deal with the illiteracy problem because it is judged as influencing ne-
gatively the productivity of the workers, and therefore the profitability of the
company. Wood too highlighted this issue, saying that “stakeholder analysis
provided a starting point for scholars to think about how society grants and
takes away corporate legitimacy”, specifying that “if central stakeholders lose
confidence in the firm’s performance, legitimacy may be withdrawn” [19]. A
company needs to understand stakeholders’ expectations as central stakeholders
may decide to revoke the legitimacy.

According to Suchman [17], three kinds of legitimacy do exist: pragmatic,
moral and cognitive. Pragmatic legitimacy, results from the self-interested cal-
culation made by company’s stakeholders. They will concede legitimacy to the
organizations as long as they perceive that they will benefit from corporate’s ac-
tivities [20]. Therefore, the corporation has to attempt to influence the stake-
holders and persuade them about the usefulness of its activities. This can be
done through stakeholders’ involvement in corporate decision-making and
through a careful management of public relations and communication. In the
apparel sector, a sort of pragmatic legitimacy is given to unethical companies by
some customers, which tend to justify, or at least not to critic, those companies
involved in sweatshops scandals as long as they receive the benefit of lower pric-
es. Moral legitimacy, it rests not on self-interest calculation but rather on “posi-
tive normative evaluation of the organization and its activities” [17] (p. 579).

Thus, these judgements are based on the effective evaluation of corporate’s ac-
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tivities and are expected to be resistant to firm’s attempts to manipulate and in-
fluence stakeholders in the evaluation process. Stakeholders judge an organiza-
tion as legitimate if “socially acceptable goals in a socially acceptable manner”
are pursued [21]. The company has, therefore, to actively and honestly involve
stakeholders and adopt full transparency in the communicative process, without
attempting of greenwashing. Cognitive legitimacy emerges when stakeholders
repute the organization and its activities as “inevitable and necessary” and the
“acceptance is based on some broadly shared taken-for-granted assumptions”
[20] (p. 72). It entails low chance of be influenced and managed by the organiza-
tion, as it operates mainly in the subconscious of the constituencies. Therefore, a
firm should simply adapt to social expectations, without trying to manipulate
those stakeholders, as if the attempt is disclosed, the cognitive legitimacy would
collapse [20], and they would start an active opposition to corporate’s activities.
It appears clear that moving from pragmatic to the moral to the cognitive, legi-
timacy become increasingly more difficult to manipulate, but it becomes also
more stable once established [17].

Stakeholders perceive legitimate organizations as more worthy, meaningful,
more predictable and more trustworthy [17]. Therefore, if an organization is
perceived as non-legitimate it is likely to face several problems in the relation-
ships with its stakeholders: customers may stop buying its products, suppliers
may perceive the organization as non-trustworthy and cease to provide it the
inputs; shareholders might withdraw their money; media and social activists
group may decide to start promoting negative campaign and boycott of the
companies’ products; and local communities may decide not to concede to the
company the possibility to operate there. Therefore, in order to survive, a cor-
poration has to keep its legitimacy [22] [23].

However, it can happen at a given time, that corporate’s behaviours differ
from stakeholders’ expectations. Here is when a legitimacy gap is likely to arise.
Managers may strategically react to this according to how the hypothetical claim
brought by a stakeholder is perceived as salient: if the stakeholder is considered
as fundamental, the firm would react accommodating the request. However, if
the stakeholder is considered as less important, the expectation may be ignored,
and the company may decide not to take into consideration the threat or just to
communicate symbolic engagement without taking significant steps into solving
the problem [24].

According to Legitimacy theory, organizations try to prove that they are fulfil-
ling the contract with society that allows them to carry out their business, and
this contract implies that they operate in accordance with the values, limitations
and norms of their respective society [25]. When a firm does not conform to so-
ciety’s norms a legitimacy gap arises putting a company’s durability at risk [26]
[27]. Organizations engage in informing their stakeholders about the consisten-
cy of their activities with the values shared by society, and they also try to influ-

ence the perception of their actual behavior to gain legitimacy [28]. The need for
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legitimacy may be more, or less, severe depending on a company’s visibility [29].

Suchman [17] states that managers have constantly to monitor the external
environment and stakeholders’ expectations, without being too self-assured of
the organization’s legitimacy and the way of achieving it. For this reason, they
should monitor multiple stakeholders’ interest and perceive possible change,
possibly involving stakeholders in the decision making of the firm. Moreover,
companies should transform their legitimacy activities from episodic to conti-
nual, making the activities and the communication of the firm credible. In this
way, “constituents tend to relax their vigilance” [21] and unexpected events that
may threaten the legitimacy of the organization are likely to happen rarely.

Two main challenges can be identified:

- stakeholders, and therefore their interests, are heterogeneous [17].

- multinational companies operating in multiple countries may have to face
different perceptions of legitimacy according to the country in which they are
operating.

Some activities may be perceived as legitimate in the host country but not in
the home country of the company, thus creating a dilemma in the firm on which
activities to pursue and which not [30]. In order to deal with the first challenge, a
company may decide to prioritize the interests of those stakeholders that are
considered as more important. The second problem, however, requires a deeper
analysis and balance of the different interests that stakeholders have in different
countries, and if the risk of losing legitimacy is high, the firm should adopt the
higher standards of CSR from the developed country and renounce to the bene-
fits in term of lower costs that would arise adopting the lower standard from the
developing country.

Much harder is the task of a company that has to repair its legitimacy. It hap-
pens when a legitimacy gap between societal expectations and corporate beha-
viour arose, and stakeholders threaten to withdraw firm’s legitimacy. Some
companies in the apparel sector had to face such issue, as their products were
made in sweatshops. When this situation has become known by their stakehold-
ers, a legitimacy crisis emerged.

One of the problems in this situation is that “legitimacy crises tend to become
self-reinforcing” [17] stakeholders become suspicious about company’s activities
although the legitimacy gap has been closed, and the company is likely to be
subjected to a high degree of pressure. Research provides evidence that visibility,
in terms of size, business proximity to consumers and media exposure, expose
companies to stakeholder pressure, and it affects their CSR activities and disclo-
sure [31]-[37].

R Q. How does stakeholders pressure shape a firni' s engagement in CSR issues?

3. Analysis of Nike's Case
3.1. Methodology

In order to develop the analysis, we apply the “network theory of stakeholder in-
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fluences” of Rowley [38]. We made this choice because it allows to overcome the
main shortcoming of Freeman’s stakeholder map, namely the dyadic ties be-
tween the organization and its stakeholders. In fact, “since stakeholder relation-
ships do not occur in a vacuum of dyadic ties” [38], we need a theory that allows
us to get the relationships between stakeholders too.

Moreover, it adds some considerations and provides four strategies for man-
agers in their interaction with the stakeholders, according to the level of net-
work’s density and the centrality of the company within the network.

Density is defined as the “measure of the relative number of ties in the net-
work that link actors together” and, accordingly with literature [39], we calcu-

lated it as follows:

Density = 2e/n(n—1) (1)

where: e= number of ties; 7 = number of nodes.

Finally, centrality refers to the company’s position inside the network. It is
possible to compute three kinds of centrality:

- Degree centrality, defined as “the number of ties he or she (the company) has
with other actors in the network”.

It is less useful than the other two types of centrality, being not relative to
other stakeholders’ ties. However, we are going to calculate it too in order to be
as complete as possible.

- Closeness centrality measures “an actor’s independent access to different
points in the network” [38] and, consistently with literature [39], we deter-

mined it as follows:

Closeness Centrality = (n— 1)/ZdG(v, 1) (2)

- Betweenness centrality is defined by Freeman [40] as “the extent to which an

actor has control over other actors’ access to various regions of the network”.

Betweenness Centrality = » ost(v) / ost (3)

where: n = number of nodes; v= company’s node; £ s = other nodes; d&(v; ¢) =
shortest path between v and # ost = number of shortest paths between s and %
ost(v) = number of shortest paths between sand ¢that pass-through v.

We make use of this structure considering three different moments: the first
years of activity of the firm, when Nike’s activity was basically of import and sale
of the Onitsuka Tiger shoes; second, when the company decided to move the
production to Third World countries but before media disclosure; and finally,
after media disclosure of Nike’s sweatshops in those countries and the appear-

ance of a legitimacy gap.

3.2. Nike’s First Years

Nike was born in 1964 from a graduate student at Stanford Business School
called Phil Knight and Bill Bowerman, his former track coach at Oregon Univer-
sity [41].

In the beginning the name of the company was Blue Ribbon Sports, a name
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invented by Knight during its first trip to Japan, where he went to meet the ex-
ecutives of the Japanese company Onitsuka.

Knight has been really fascinated by the Onitsuka Tiger running shoes, which
he thought could perform better than the more expensive shoes that were in the
US market at that time and presented himself to the Japanese company as an
importer from the United States.

During its first years, the company Blue Ribbon Sports was basically an im-
porter from the Japanese company Onitsuka to sell shoes in the local market at a
competitive price, thanks to the favourable exchange rate between Japan and
United States. Blue Ribbon Sports was, until the early years of the 1970s a quite
small company, with earnings being around $1 million [41].

The stakeholders’ network was not populated of many actors: the company
almost did not have any direct impact on the natural environment nor relation-
ships with the media; customers were running people and young students from
the university; and the employees base was really small (Figure 1).

As it is possible to see in Table 1, the density of the network had the high val-
ue of 0.733. This means that the company had a dense network, where stake-
holders could exchange information between them, and are likely to impose
their norms over the organization, thus leading to shared expectations within the
stakeholders [38]. For example, during its early years Nike did not have the same
contractual power it has now against its suppliers, that in the beginning was the

Japanese company Onitsuka, nor it could abstain from seriously thinking on

Local community

Suppliers Customers

Employees Competitors

Figure 1. Stakeholder network during Nike’s first years. Source: Authors’ elaborations.

Table 1. Density and centrality of Nike stakeholder network during its first years.

Total possible ties Closeness Betweenness
Ti Densit dG(v, b t
1es n(n-1)/2 ensity  2dG(v; 9 Centrality ost(v) s Centrality
11 15 0.733 5 1 1 10 0.1

Source: Authors’ calculations.
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how to handle each customer’s complaint, due to the small number of customers
the company had in the beginning.

Moreover, dense networks are likely to hinder firm’s activities which goes
against stakeholders’ expectations, due to the possibility of coalition’s formation
between stakeholders and also to the fact that stakeholders are able to monitor
the behaviour of the company.

Looking at closeness centrality, the value is 1, suggesting a focal position of
the organization, which means that the company can spread the information
quickly, and it has been associated by Freeman with fewer message transmis-
sions, shorter time and lower costs [11]. However, central organizations are
more likely to resist stakeholder norms, due to their position which allows them
to reach every stakeholder directly. Instead, betweenness centrality has a really
low value suggesting that the other stakeholders of the network can communi-
cate each other without the need to pass from the company.

According to Rowley [38], a dense network in which the company occupies a
central position correspond to a situation of compromise, suggesting that Nike
followed a strategy of negotiation with its stakeholders. Finally, degree centrality
is equal to 5, in fact Nike’s node receives 5 ties from the other actors in the net-
work. Degree centrality is a sort of influence’s indicator, as the actor who rece-
ives more ties may be defined as prominent. Apart from the stakeholders pre-
viously mentioned, it is possible to find also government, which dictates the laws
and has, as a stake, that companies pay taxes and treats fairly the local commu-
nity and its employees; local communities where Nike established its business,

mainly Oregon and California; and competitors.

3.3. Nike’s Activity during the Period 1970-1990

In the early 1970s the company changed its strategy and started designing a new
line of shoes that was called Nike. However, for doing so they needed cash,
which arrived from the sale of 35% of the company to investors [41].

In the beginning of the 1970, Blue Ribbon Sports outsourced the production
to two Japanese shoe manufacturers and opened up its own factories in Maine
and New Hampshire. However, the company has soon to close those factories
due to the high costs of production in the United States. The same happened
with the providers in Japan: as the country developed, the costs rose, the labour
market become tighter and the exchange ratio between dollar and yen was not as
convenient as before due to the economic measures undertaken by the President
of the United States Richard Nixon, who abolished the direct convertibility of
the dollar into gold, causing a devaluation of the dollar against other currencies.
For these reasons, Blue Ribbon Sports started looking around in search of new
countries, with cheap and flexible labour market, where outsourcing the produc-
tion of shoes. The countries that were chosen are: China, Korea, Taiwan (Repub-
lic of China) and Thailand.

Although the Nike shoe line was launched in 1971-1972, the company changed
its name from Blue Ribbon Sports to Nike just in 1978. Nike’s strategy has been
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from the beginning to look for the cheapest place where to move the production,
and the same that happened in Japan and in the United States, happened after
with the factories in Korea and in Taiwan (Republic of China). As the costs in
these two countries started to rise, the company moved the production to
cheaper countries, such as Vietnam and Indonesia. However, this strategy may
have drawbacks too: one of this is the charge of looking for factories which pay
low wages and have poor working conditions, thus undermining the reputation
of the company and to pose legitimacy at risk. This kind of critics against Nike
started around the 1980s, and grew exponentially in the 1990s, when Nike has
been overwhelmed by a wave of criticisms. The first proof of child labour in one
of Nike’s factories will appear in 1996 in Bangladesh [42]. Before these years,
there is not any media reportage about child labour, but it makes sense to think
that this plague was already present in the factories where Nike and other com-
panies outsourced the production. For these reasons, in the analysis of the
stakeholder network for the period 1970-1990 we have added children too, but
not media, as such phenomenon was not yet disclosed by them.

As reported by Suchman [17], legitimacy is a perception or assumption: Nike
departed from societal norms, but it still retained legitimacy as the departure
goes unnoticed by the society. Stakeholders were not aware of what was hap-
pening in Nike’s subcontractors until media disclosed the situation. Moreover,
the legitimacy claim, in this situation, was brought only by children and workers
in the sweatshops, which in that moment were not salient stakeholders for the
company, thus making their claims not relevant for Nike, which decided to
adopt the strategy of ignoring them.

Looking at the chart (Figure 2), the main stakeholders of Nike were: share-
holders, as Nike went public in 1980 with 50% of the market share in the US
athletic shoe market; customers, who were now not just athletes but rather nor-
mal people who do not even used the shoes for doing sport; employees, who
were now distributed around the world; competitors, mainly Adidas and Ree-
bok; natural environment, that started to deserve attention as Nike’s activity and
production have grown; suppliers, who were factories in the Third World coun-
tries with low wages and poor working conditions; and finally children (and all
the workers from the providers of Nike products) who are not directly con-
nected with Nike, as they do not have contact with the company, nor even know
what Nike is.

As reported in Table 2, Nike faced a stakeholder network with a density value
of 0.46 a value certainly lower than that one of the first years of Nike’s activities.
This means that the company increased its power over the stakeholders, being
able to impose its norms. In fact, looking for cheap factories where outsource the
production, Nike’s contractual power was immensely higher than that one of its
providers, making the company able to enforce prices, quantity and time of
production. The closeness centrality of Nike was not as high as in the beginning,

now it is 0.8 that is a still high value. This is due to the fact that children do not
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Natural
environment

Shareholders

Children

— Customers

Suppliers

Competitors

Employees

Figure 2. Stakeholder network during the period 1970-1990. Source: Authors’ elabora-
tions.

Table 2. Density and centrality of Nike stakeholder network during the period 1970-1990.

Total possible ties Closeness Betweenness
Ti Densit dG(v, b t
e n(n-1)/2 ensity 2dG( 1) Centrality ost(v) o Centrality
13 28 0.46 8 0.875 6 21 0.286

Source: Authors’ calculations.

have direct communication with the company, and probably even do not know
what Nike is, and are forced to pass through Nike’s suppliers if they want to
communicate with the company. Looking at the betweeness centrality now the
value is 0.286 which is higher than the previous value as Nike have more ability
to control the information flows across the network. Degree centrality is equal to
6, as Nike has one more tie, namely that one with shareholders. Rowley identifies
low density and high centrality with a position of commander, and it is con-
firmed by the fact that before media disclosure, Nike did not face any campaign
of boycott, nor significant problem in the relation with its stakeholders. In low
dense network, stakeholders are less able to coordinate each other and unify

against the behaviour of a company, becoming in this way passive [17].

3.4. From the 1990s until Now

The 1990s has been the period in which Nike has received more critics about the
working conditions in the factories where the company outsourced its produc-
tion.

Chronologically, Nike has been accused of child labour for the first time in
1996, when the magazine Life published an article on this issue with a photo of a
Pakistan 12-years boy sewing a Nike soccer ball [43], and following the ILO re-
port, it confirmed the employment of children by local employers. Successively,
in October 2000, the BBC program Panorama interviewed several underage
workers in Cambodia, which made clothes for Nike and Gap. In the beginning,

Nike’s executives adopted a behaviour of indifference in front of these critics.
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They said that the company was not the owner of those factories, so the compa-
ny did not have a legal responsibility on what happened there. In the beginning,
Nike did not think that a company has an ethical responsibility too, and it is
possible to cite two situations as examples. The first one is a conversation be-
tween Michael Moore and Phil Knight about the documentary film of Moore
called “The Big One™:

Moore: “twelve years old working in factories, that’s okay for you?

Knight: “They’re not 12-years old. The minimum age is 14.”

Moore: “How about 14, then? Doesn’t that bother you?”

Knight: “No.” [44].

As it is possible to see, the only concern of the CEO of Nike was to follow the
rules of the countries in which the company outsourced the production, without
taking into consideration any ethical issue. Another evidence of this, is what
Nike’s general manager in Jakarta argued about low wages and poor working
conditions in Indonesian factories that produced for Nike: “They are our sub-
contractors. It’s not within our scope to investigate” [45]. Therefore, Nike
thought they did not have to monitor what was happening in the factories of its
providers, and because Nike did not own those factories, it was careless about
the situation. However, very soon the company changed its strategy and its ap-
proach toward these issues, due to the surge of critics and boycott from social
activist groups and pressure from the media. During a speech in 1998 at the Na-
tional Press Club, Knight argued that: “the Nike product has become synonym-
ous with slave wages, forced overtime, and arbitrary abuse” [42].

According to Maria Eitel, Vice President and Senior Advisor for Corporate
Responsibility at Nike, the disclosure by media of children’ employment in Pa-
kistan factories represented a “critical event for the company in terms of its un-
derstanding of globalization, international labour standards, and corporate re-
sponsibility” [42]. Soon, Nike realized that a legitimacy gap between its activities
and societal values was arising, and the company has to do its best to close the
gap and repair its legitimacy. Now, in fact, the legitimacy claim is brought by the
society as a whole, and children are salient stakeholders too for the company,
having all the three attributes of legitimacy, power and urgency thanks to media
disclosure. For this reason, from this time until now, Nike is adopting a series of
measures in order to repair its legitimacy and to be, or to appear to be, a more
socially responsible company.

Such measures include an increased level of suppliers’ monitoring; relations
with International and Non-Profit Multi-Stakeholder Organizations such as the
UN Global Compact and the Fair Labor Association; new departments that deal
with sustainability issues such as environment and labour practices; and the in-
creasing of the minimum age for workers in Nike factories to 18 years old in
footwear factories and 16 years old in apparel factories [43].

Repairing legitimacy is a much hardier task than maintaining it, especially

because of the higher degree of stakeholders’ scrutiny a company will have to
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face for a long time. Trying to manipulate stakeholders through communication
channels may be highly dangerous, as if stakeholders become aware of this may
decide to withdraw definitely the company’s legitimacy. Looking at the stake-
holder network, it presents the same situation as in the 1970-1990 period but
with two important new actors: media and social activist groups. As seen, media
has had the fundamental role of disclosing the operations in Third World facto-
ries from where many companies in developed countries outsourced the pro-
duction of its products. By itself, outsourcing is a legitimate strategy; however, it
should be done in an ethical way, with constant monitoring of the providers.
Unfortunately, most of the time outsourcing results in an extreme imbalance in
the contractual power between the parts, with firms in developed countries im-
posing really low prices to their subcontractors without possibility of negotia-
tions, thus leading providers to be forced, in order to compete with others, to
hire workforce as cheap as possible, with children being surely the cheapest.
Moreover, companies often impose very strict timing and quantity of production
to their suppliers, thus leading to stressful working days for the employees in the
factories. As an example, we can cite some providers of Nike that have adopted a
salary system in which workers receive their full-day’s pay only if they meet their
work quota, leading them, if the requirement is not met, to work more in order
to receive the standard pay [43]. Actually, companies are undertaking measures
to improve the situations, such as monitoring programs that can be done by the
company itself or by third-part auditors.

Another new actor of the network is social activist groups (Figure 3). People
and organizations started by the 1990s to promote boycotts of Nike’s products,
and the most important among them was the Anti-sweatshop movement.

Following the stakeholder theory, a company should engage in a positive ex-
change of information and communication with all its stakeholders, and not just

the shareholders. While in the beginning Nike seemed to follow a different strategy,

Shareholders Employees

Children

Customers

Social
activistgroups Competitors

Natural
Environment

Figure 3. Stakeholder Network from the 1990s until now. Source: Authors’ elaborations.
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not taking care of the critics it receives from media, customers, and pressure
groups, it has to change soon its strategy, promising to consider ethical issues
too. Another evidence that stakeholders do matter, and that companies have re-
sponsibilities in dealing with them, is what happened in 1997 in Vietnam.

The audit firm Ernst and Young audited a Nike subcontractor in Vietnam and
found that “toluene” (chemical solvent) concentrations exceeded between 6 and
177 times the acceptable standards in certain sections of the plant”, adding that
“chemical releases had causes numerous cases of skin and heart disease, and that
respiratory ailments, due to excess dust, were rampant in other areas of the fac-
tory” [42] (p. 13).

This episode has been considered very damaging for Nike reputations, first of
all because the audit firm was hired by Nike to audit its suppliers’ factories, and
secondly because Nike explained in its report that it has adopted measures to
solve the problems in the sweatshops, but it did not disclose the problems that
the audit firm found in the Vietnamese factor. Mark Kasky, who called himself a
“corporate referee” judged this issue as “false advertising” and filed in 1998 a
lawsuit against Nike. Nike appealed on the First Amendment protection, helped
by the limited definition of commercial speech, namely a speech that does “no
more than propose a commercial transaction” [46]. The case concluded in 2003
without official sentences, as Nike made a charity settlement with Kasky, giving
$1.5 million over the next 3 years to the Fair Labor Association, which monitors
labour standards.

This means that companies are accountable for transparency in the disclosure
of CSR information with respect to their stakeholders. In the disclosure moment,
the density of the network increased again, at a value of 0.6 (Table 3) which
means that Nike lost some of the power it had acquired. However, the network is
still less dense than in the first years of activity of the company. The closeness
centrality of the company is on a very similar level of that one of the 1970-1990
period, and the betweenness centrality is near to zero. Degree centrality is now
equal to 8, as it is augmented the number of stakeholders directly tied with Nike,
which is reflected by a bigger network too.

As it is possible to see (Table 3), there are some differences in the stakehold-
ers’ network in which Nike operates: it is denser than before but still less than
the first years of activity, because of the increased number of nodes. Also, the
company is no longer able to be the gatekeeper of the information’ flows within
the network, being its betweenness centrality close to zero. Therefore, Nike is in
a position in which it has to negotiate with its stakeholders. Both the company

and the stakeholders are able to impact each other, with Nike having to

Table 3. Density and centrality of Nike stakeholder network from 1990 until now.

Total possible ties Closeness Betweenness
Ti Densit dG(v; ¢ t
e n(n-1)/2 ensity 2dG(¥ 1) Centrality osKy) o Centrality
27 45 0.60 10 0.9 1 36 0.028

Source: Authors’ calculations.
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face an uncertain environment, and its stakeholders that may build solid link
between them and may influence corporate behaviour. In this situation Nike had
to adopt measures in order to re-establish its reputation and credibility within
the network, such as improving monitoring program and adopting stricter la-
bour standards.

Although there are no doubts about the increased engagement of Nike in try-
ing to solve the sweatshop issue, there is still some doubt on the effectiveness of
the adopted measures. For example, although Nike promised commitment in
coping with child labour, in 2000 the BBC program Panorama showed that it
was still a reality in factories where Nike outsourced its products. So, the legiti-
mate question is: how is it possible that such a situation was discovered by media
and not by the monitoring programs that Nike have adopted? However, it is true
that child labour is a plague difficult to completely solve: due to the situation in
those countries, children are forced to work and sometimes have false document
in order to get a job, thus making the discovery of the phenomenon more com-
plex.

The most effective solution may be to grant parents who work in those facto-
ries with a living wage, as established by the Worker Rights Consortium (WRC),
an independent labour right monitoring organization. This view opposed the
concept of minimum wage, which is promoted by other monitoring organiza-
tions such as the Fair Labor Association (FLA). In this way parents receive a sal-
ary that allow them to take care of themselves and their families, children in-
cluded, meeting their basic needs.

Unfortunately, Nike has always refused to apply the standards of the WRC,
while accepting to monitor its subcontractors making sure that in those factories
the employees receive the minimum wage or the local industry standard if high-
er (Workplace code of Conduct, FLA). Nike’s reasons have been mainly two:
first of all, there is not a globally accepted definition of living wage and second,
legal wage is fairly enough for a worker in order to meet the basic need of him
and his family.

About the first point, although it may be true that a definition of living wage is
difficult to quantify in economic terms, Nike could engage in positive conversa-
tions with the stakeholders involved in the issue, such as workers, labour-right
organizations and expertise and come to an agreement about how much a living
wage may be.

The second reason is definitely weaker than the first and has been demon-
strated as false. First of all, because it is known that many developing countries
impose really low minimum wages in order to attract foreign investments; and
second, because there are empirical evidences suggesting that minimum wages
are often not enough to meet basic needs [47]. On the other hand, from Decem-
ber 2016 until last summer, Nike has suffered the threat of a return to the sweat-
shop problem [8] [9], relating to protest demonstrations by students against
sweatshops. In December Georgetown students took part in a sit-in in the office

of the president as they wanted the university to end its licensing agreement with
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Nike at the end of 2016, as it was expiring for that period. One of the most im-
portant reasons was that Nike would not allow the Worker Rights Consortium
(WRQC) to enter its factories. So, Georgetown did not renew the contract, that is,
the supply of Nike branded clothing. On August 30, Georgetown University and
Nike signed a new licensing agreement that implied access for WRC to Nike
supplier factories producing university-licensed products, in order to carry out

inspections on working conditions [10].

4. Discussion

This analysis of the stakeholder network of Nike during its history, has been
useful in order to highlight and reinforce at least four points that have to be
taken in mind when considering the legitimacy theory and the stakeholder
theory and approach:

The first point is that before media disclosure, Nike’s departure from societal
norms and values went unnoticed so the company was able to retain its legiti-
macy. The legitimacy claim was brought only by exploited children and workers
in the Third World factories; however, they lacked the attributes to be consi-
dered salient stakeholders by the company, thus making their claims unheard.
When media disclosed the operation of the company in the Third World coun-
tries, society became aware of the departure of Nike from their beliefs and a legi-
timacy gap arose. As reported by Suchman [17] (p. 598), in order to repair com-
pany’s legitimacy, managers “may attempt to deny the problem ... unfortunate-
ly, unless such denials are sincere, subsequent relevations may severely deplete
the organization’s long-term legitimacy reserves”. Actually, Nike’s denials can be
considered as sincere: the company was not the owner of the factory in the Third
World countries. However, Nike failed to understand the changing dynamic of
the external environment. Stakeholders expectations were changed, as they re-
puted a company’s responsibility to monitor what was happening in the suppli-
ers’ factories, exactly as if the company was the owner of those factories. Nike
soon realize that it was losing its legitimacy and changed the strategy: instead of
denying the problem, it recognized it and engaged in a proactive approach, par-
ticipating in multiple initiatives and associations, adopting standards and code
of conducts, and so on. However, due to the unethical behaviour adopted in the
past and its high visibility, Nike is still the target of social activists and media
scrutiny much more than other companies, thus confirming that repairing legi-
timacy is much more difficult than maintaining it.

The second point is that there are cases in which companies must “go beyond
the law” and follow a strategy based on ethical responsibility. Nike and its
sweatshops, along with the issue of child labour, are clear examples of a situation
in which a company has to adopt a proactive behaviour with respect to the
problem, although if it could be considered legal to avoid such approach. Such
consideration is based on normative ground, but as it has been showed pre-
viously, there are also economic reasons. Nike in the beginning adopted an in-
different attitude about the sweatshops issue, but soon it has been forced to deal
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with it actively, as media and social activist groups (and the society all) expres-
sively asked to do so. Not taking into consideration the society expectations and
keeping a passive behaviour may have cost to the company an extremely greater
amount of resources due to bad reputation. Moreover, sustainable supply chain
management may actively shape a firm’s reputation as a “good citizen” as it may
be perceived not as a mere reaction to stakeholders’ pressure [48]. In fact, litera-
ture points out the role of CSR in building a company’s reputation [49] [50] [51]
[52], and in this way CSR commitment affects performance [53] [54] and market
valuation [55].

The third is the effect of media pressure. Media, by disclosing corporate activ-
ities, can force companies to handle the new situation that has been reported. As
it is possible to see, the situation of Nike was very different before and after me-
dia disclosure of the sweatshops in the Third World countries. Before it, the
stakeholder network was less dense, with the company in a central position able
to enforce its norms over the stakeholders. The flow of information about what
was happening in the factories of Nike’s subcontractors was hindered by the fact
that there was not any actor, if not Nike, to be directly connected to them, and
that it could therefore exchange information to other stakeholders in the net-
work. This role has been taken later by the media who, thanks to their direct re-
lationship with Nike’s suppliers have been able to report about the working con-
ditions in those factories. The consequences of this have been very grave for
Nike, as customers driven by activist groups started promoting boycott of the
company’s products, thus seriously threatening Nike reputation. The role of me-
dia and the free flow of information is something that companies have to deal
with, trying to take advantage of it.

The legitimacy framework explains the role that communication has for
companies in doing so. Companies that are neither transparent nor accountable
to their stakeholders will be overwhelmed by the new communication technolo-
gies, thus posing their legitimacy at risk.

The fourth point is the dynamic nature of the stakeholders and legitimacy
concept. Actors who before were not considered as stakeholders of Nike, or with
whom Nike had not relations, such as media and social activist groups, then
have become influential and the company had to take them into consideration,
thus demonstrating that actors who are not actually stakeholders or not worthy
of attention, may be so in the future.

This case highlights the feasibility of the stakeholders’ definition made by
Mitchell et al [12] that classified them according to their attributes, saying that
stakeholder’s possession of attributes may vary over time. An example of this are
children who worked in the factories where Nike outsourced the production,
who while in the beginning had only legitimate claims, then they acquired ur-
gency and even power through their relationship with media and social activist
groups.

Another example are media and social activist groups who before disclosure

did not deserve attention by the company, but after they acquired power and le-
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gitimacy, thus becoming dominant stakeholders.

Legitimacy is a dynamic concept too: before disclosure Nike has its legitimacy
intact; however, as it has been shown, this situation is not permanent, and the
company has to carefully monitor stakeholders’ expectations and the external
environment if it wants to avoid a legitimacy gap to arise.

The main shortcoming of the network perspective is that because of the great
number of stakeholders within the network of a companys, it is difficult to be able
to represent the network in a clear way. For this reason, we faced the challenge
to decide which stakeholders to represent and which to leave out of the analysis.
The two most important actors who are not in the analysis are government and
local communities. Regarding the first, due to globalization and outsourcing of
production, governments are seeing their power to greatly decrease in front of
the companies, which are increasingly deciding to adopt voluntary codes of
conduct and standards of behaviour in order to fill the public regulation’s gap.
For the same reasons, namely globalization and outsourcing, local communities
too are losing their power and have almost any relationship with companies, es-

pecially in case of multinationals such as Nike.

5. Conclusions

The story of Nike confirms that the need for legitimacy does work in influencing
corporates’ decisions, as when a legitimacy gap between society’s expectations
and firm’s operations emerged Nike changed its strategy from a denial of the re-
sponsibilities to a proactive approach in social issues.

While in the beginning the network of Nike was not composed of many
stakeholders, as the company started to move its operation internationally, its
visibility increases. However, it is only in the 1990s when media disclosed the
poor working condition and the employment of children in Nike’s supplier fac-
tories. From that moment, a legitimacy gap arose between societal expectations
and company’s activities. Although it was not a legal responsibility of Nike to
check suppliers’ sweatshops, society expected Nike to go beyond what estab-
lished by the law and to commit to ethical responsibilities too. Stakeholders
started organizing themselves against Nike’s operations, thanks to the help of
media and social activist groups. Even if in the beginning Nike denied any re-
sponsibility, as it saw its legitimacy and reputation at risk, it started to adopt
measures for solving the problem.

This analysis highlights some important points. First of all, it is possible to no-
tice clearly the moment when the legitimacy gap arose, and the different res-
ponses of Nike, from denying responsibilities to engaging in proactive behaviors.
The case highlights the dynamic nature of stakeholders and legitimacy, and it
underlines the importance of two actors which are rarely considered as primary
and most important stakeholders, namely media and social activist groups. It
confirms that as visibility increases, the company is likely to become an easier

target of criticisms and stakeholders’ scrutiny, and it highlights the influence and
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power that media can have on an organization. This suggests that either if we
want to consider them as stakeholders or if we do not—as Donaldson and Pres-
ton [56] who defined media as influencers who do not have a stake in the com-
pany—managers must be well aware of the potential negative or positive impact
they can have. This paper focuses on a single sector that is characterized by a
strong proximity to consumers. Consumers are stakeholders in various ways be-
cause they are interested in a firm’s behavior in terms of a product safety and
quality as well as in terms of a product social and environmental impact. So, it
could be of interest to deepen the study of media pressure on a firm’s social and
environmental engagement taking analyzing cases of firms operating in industry

that are not characterized by consumer’s proximity.
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