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ABSTRACT: In response to criticism of empirical or “positive” approaches to cor-
porate social responsibility (CSR), we defend the importance of these approaches
for any CSR theory that seeks to have practical impact. Although we acknowledge
limitations to positive approaches, we unpack the neglected but crucial relation-
ships between positive knowledge on the one hand and normative knowledge on
the other in the implementation of CSR principles. Using the structure of a practical
syllogism, we construct a model that displays the key role of empirical knowledge
in fulfilling a firm’s responsibility to society, paying special attention to the impli-
cations of the “ought implies can” dictum. We also defend the importance of one
particular class of empirical claims; namely, claims from the field of economics.
Even positive economic theory, which is often criticized for endorsing profits rather
than values, can cooperate in intriguing ways with non-economic concepts in the
implementation of CSR goals.
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N THEORIZING ABOUT CORPORATE SOCIAL RESPONSIBILITY (CSR),

the role of positive research has been controversial. By “positive” we mean re-
search that uses social science methods akin to those of the natural sciences in a
search for empirical laws, causal relations and other regularities (Hollis, 1994: chap.
3; Trevifio & Weaver, 1994). Positive research approaches vary, but all share the
feature of being non-normative; in other words, they are not designed to determine
the norms or goals that ought to guide behavior.

Although we acknowledge limitations to positive approaches, we want to reveal
their special importance for the practical application of normative CSR theories. In
one sense, our claim is uncontroversial, since everyone grants that moral precepts
must be applied to the real world, not to an empirical vacuum. Here, however, we
expand this argument to suggest that any approach that ignores the indispensable
role of positive knowledge commits what can be called the “normativistic fallacy,”
i.e., the fallacy of supposing that norms alone constitute a sufficient basis for ac-
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tion. More specifically, we formulate a model that helps explain the special role of
empirical knowledge for implementing a firm’s responsibility to society, and we
defend the relevance of a particular class of empirical claims, namely, claims deriv-
ing from the field of positive economics, to this issue.

In our view, the importance of positive research in the pursuit of workable CSR
has been systematically underestimated. On the one hand, and especially during the
last two decades, CSR scholars have embraced positive approaches. According to
one survey, 108 out of 114 (95%) CSR-related articles published in leading manage-
ment journals between the years 1992 and 2002 took a non-normative (empirical
or theoretical) approach (Lockett, Moon, & Visser, 2006: 126). One field of study
within positive research that has enjoyed particular attention has been the analysis
of a possible link between corporate social and financial performance (de Bakker,
Groenewegen, & Hond, 2005; Margolis & Walsh, 2003; Orlitzky, 2011). The search
for such a link has been motivated by the wish to determine empirically whether
there is a “business case for CSR” (Kurucz, Colbert, & Wheeler, 2008).

On the other hand, the overall adequacy of positive approaches to CSR has been
repeatedly challenged. Moreover, some scholars have wondered whether positive
approaches can ever be logically integrated with the normative requirements of CSR
theory (Donaldson, 1994). The critics’ main concerns refer to alleged epistemo-
logical limits that hinder critical reflection on the role and responsibilities of firms
(Banerjee, 2003; Scherer, Palazzo, & Baumann, 2006; Swanson, 1995: 50; Windsor,
2001). Put generally, positive approaches to CSR are said to suffer from a lack of
normative power simply because they fail to “provide a good moral grounding for
the issue of CSR” (Scherer & Palazzo, 2007: 1097).

Much of this criticism targets positive approaches that offer an “instrumental”
account of the motives companies have for adopting CSR, that is, accounts that see
CSR as either a help or hindrance in maximizing profit or market value (Mackey,
Mackey, & Barney, 2007; McWilliams & Siegel, 2001). The critics allege that
instrumental accounts smuggle in normative assumptions such as “firms ought to
maximize shareholder value” and that these assumptions lack normative justifica-
tion. Instrumental accounts imply that firms ought to treat all stakeholder interests
as mere instruments toward the end of profit maximization (Gond, Palazzo, & Basu,
2009; Margolis & Walsh, 2003: 280; Swanson, 1995: 50). Orlitzky (2011: 410) notes
in his recent quantitative review on the corresponding literature, that “instrumental
stakeholder theory . . . has come under attack.” To overcome the alleged norma-
tive deficiencies of the prevailing positive CSR research, including those with an
instrumental focus, some critics have advocated a “paradigmatic shift” (Scherer &
Palazzo, 2007: 1098) towards non-positive theories of the firm.

Nevertheless, while many of the criticisms of instrumental views and, more broad-
ly, of the normative naiveté of empirical CSR-related research, are well-founded,
we believe that the contribution of empirical research to CSR has been neglected
and misunderstood. To develop our arguments, we proceed in three steps. First, we
formulate a model that schematizes the integration of positive and normative CSR
knowledge. We analogize ethical reasoning to a practical syllogism containing dis-
tinct, ordered parts: the normative-justificatory, the positive, and the prescriptive.

https://doi.org/10.5840/beq201323218 Published online by Cambridge University Press


https://doi.org/10.5840/beq201323218

BRIDGING THE Two SIDES oF CSR 299

In contrast to the positive stage, both the normative-justificatory and the prescrip-
tive stages are normative. While research at the normative-justificatory stage aims
to justify what is ethically desirable, the prescriptive stage aims to implement the
ethically desirable outcome. We demonstrate that any functioning theory of CSR
must encompass all three stages in order to achieve its aims. The syllogistic struc-
ture helps display both the effectiveness and the limitations of positive approaches
to CSR research. By allowing for the distinction between two different kinds of
normative propositions, this structure clarifies precisely where positive research
can, and where it cannot, inform normative CSR research.

The next two sections of our paper demonstrate the model’s effectiveness. Al-
though our model is not formally restricted to a particular positive approach to CSR,
we focus on the approach of positive economics. We do so in order to display the
strength of our argument within a single, consistent theoretical perspective, and
to show the relevance of certain kinds of economic knowledge. For this reason,
we begin with the second, positive stage of the practical syllogism, incorporating
insights there from positive economics. Taking for granted the existence of at least
some ethically justified principles and goals in the first, normative-justificatory
stage, we demonstrate how a positive, economic approach to CSR offers a coherent,
albeit sometimes challengeable, framework for analyzing how and to what extent
profit-maximizing companies are able to engage in ethically desirable behavior.
This framework separates CSR-related choices within economic constraints from
higher-level CSR-related choices of the constraints themselves.

In the final section we proceed to the third, prescriptive stage and show how the
results obtained through positive analysis can inform practical, “action-guiding”
conclusions. Propositions at this stage constitute practical conclusions drawn from
the first two stages that aim to implement what is ethically desirable under factual
conditions. Our attempt answers recent calls for frameworks that can “guide both
normative and positive research from a single conceptual lens” (van Oosterhout,
2010: 253-54; see also Trevifio & Weaver, 1994). Throughout the paper we dem-
onstrate how positive economics can, despite its “normative deficiencies” (Scherer
& Palazzo, 2007: 1099), serve normative aims in intriguing ways.

TOWARDS AN INTEGRATED CSR MODEL:
ETHICAL REASONING AS A PRACTICAL SYLLOGISM

In order to understand how normative and positive perspectives can work in tandem
to unfold their full potential, we analogize ethical arguments, as noted above, to a
practical syllogism (Homann & Pies, 1994: 4; Mothersill, 1962; Suchanek, 2001: 22).
This allows us to demonstrate how normative and positive approaches are capable
of mutually compensating their respective limitations with regard to CSR research.

A practical syllogism is a philosophical concept for practical reasoning that can
be traced to Aristotle. It can be defined as a form of “reasoning which leads to
something different from the premises yet [is] necessitated by them” (Thornton,
1982: 57). We intend to replicate not a traditional theoretical syllogism that refer-
ences only facts—i.e., “All Bis A,” “Cis B,” “therefore, Cis A” (e.g., “All men are
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mortal”; “Socrates is a man”; therefore “Socrates is mortal.”)—but rather a practical
syllogism, the conclusion of which is not a logical truth but a prescription for action.
While a theoretical syllogism logically combines two factual propositions, a practi-
cal syllogism combines factual and normative propositions (Kenny, 1966). More
precisely, the practical syllogism involves a normative premise of what is desirable
in the first premise, the positing of factual conditions in the second premise, and
a prescription for action in the conclusion (Mothersill, 1962: 453-56). Thus, the
practical syllogism is a form of reasoning that builds on the interplay of the desir-
ability of one premise and the empirical truth of a second premise. If both premises
are accepted, it follows that the conclusion is logically valid, i.e., it is a practical
truth. For example, it is true that Siemens ought not to be corrupt, if the following
premises (1) and (2) are accepted:

(1) Firms ought not to be corrupt (premise about normative principle).
(2) Siemens is a firm (premise about factual conditions).
(3) Siemens ought not to be corrupt (prescription for action).

A premise about empirical circumstances in a practical syllogism can take different
forms. In the example above, the syllogism has the form of a rule/case syllogism,
i.e., the second premise—if true—guarantees that it is correct to apply the first
universal premise to the particular case at hand (Thornton, 1982: 60). Even more
important for our purposes, a practical syllogism might also come in the form of an
end/means syllogism (von Wright, 1963). In that case, the second premise expresses
a belief about empirical means for reaching a given, desirable end. An end/means
syllogism might state:

(1) Firms ought not to be corrupt (premise about normative principle).

(2) Industry-wide rules are the best means against corruption (premise about
factual conditions).

(3) All firms ought to engage in efforts to establish industry-wide rules (prescrip-
tion for action).

As in the rule/case syllogism, the prescription for action is logically valid so long as
premise (1) is seen as ethically justified and premise (2) as factually true. Note that
the first premise of a practical syllogism makes no explicit reference to empirical
constraints; those constraints must be embodied in the second premise. Note also that
it is proper to speak of the “selection” of the second premise because more than one
means can often be used to achieve the value specified in the first premise—we select
the means to fit the end. This logic is reflected in Aristotle’s Nicomachean Ethics:

We deliberate not about ends but about means. For a doctor does not deliberate whether he
shall heal, nor an orator whether he shall persuade, nor a statesman whether he shall produce
law and order, nor does any one else deliberate about his end. They assume the end and
consider how and by what means it is to be attained; and if it seems to be produced by several
means they consider by which it is most easily and best produced. . . . And if we come on an
impossibility, we give up the search, e.g., if we need money and this cannot be got; but if a
thing appears possible we try to do it. . . . We deliberate about things that are in our power
and can be done; and these are in fact what is left. (Aristotle, 1925/1998: Book 3, chap. 3)
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To sum up, a practical syllogism combines normative propositions about what is
desirable with propositions about factual conditions in order to reach prescriptive
conclusions. Hence, a practical syllogism consists of three distinct stages, as sum-
marized in Figure 1.

Stage of Analysis Research Aim
[Premise 1] Normative-Justificatory Ethical justification of principles
and goals
[Premise 2] Positive Descripitions, explanations, and

predictions of empirical constraints

[Conclusion] Normative-Prescriptive Action-guiding prescription

Figure 1: Ethical Reasoning as a Practical Syllogism

The first stage provides answers to the question of what ought to be. Since here
the goal of CSR research is to ethically justify normative principles and goals, we
label this the “normative-justificatory” stage of analysis. The second stage of the
syllogism provides answers to the question of what actually is. This stage includes
positive analyses of empirical facts that must be taken into account when determin-
ing which means are suitable for achieving the normative ends. We label this the
“positive” stage of analysis. The third stage of the syllogism contains a synthesis
of the first and second stages that allows the deduction of prescriptions for further
action (such as policy implications, etc.). As the aim at this stage of analysis is to
provide prescriptions, i.e., action guidance, we label it the “normative-prescriptive”
stage. Both the normative-justificatory and the prescriptive stage are normative in
that they assert what “ought” to be: the former involves the justification of what is
ethically desirable (the end), and the latter the specification of the act(s) that are
prescribed (the means towards the end).

The practical syllogism elucidates the necessity of both a positive and normative
stage in order to derive prescriptive, “action-guiding” implications (Mothersill,
1962). Our next task is to frame the different aims of CSR research within a syl-
logistic structure and demonstrate how a particular combination of both normative
and positive stages is necessary for CSR research.

Stage 1: CSR as Justificatory Research

Despite the long tradition of CSR research (Schwartz & Carroll, 2008), the concept
of CSR has been notoriously difficult to define (Matten & Moon, 2008: 405). For
the purposes of this paper we employ a stipulative definition of CSR, understanding
it simply as ““a firm’s responsibility to society.” Similar definitions can be found in
the academic literature (Bowen, 1953: 6; Frederick, 1994: 150). Our definition as-
sumes that “society has certain expectations for appropriate business behavior and
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outcomes” (Wood, 1991: 695). Under “CSR activities” we subsume the policies,
rules, initiatives, and acts that firms undertake individually or collectively in order
to fulfill their responsibilities to society, whereas “CSR research” refers to academic
attempts to analyze CSR phenomena.

Social values and, in consequence, the social responsibilities of business can vary
across time and contexts (Matten & Moon, 2008). Due to our focus on issues of
implementation, we will introduce the simplifying assumption that the concept of
CSR reflects society’s expectation that companies act in line “with well established,
widely recognized moral principles” (Bowie & Dunfee, 2002: 386), sometimes re-
ferred to as “hypernorms” (Donaldson and Dunfee, 1999). Note that our definition
of CSR does not imply a specific normative conception. A firm’s responsibilities
may or may not go beyond the satisfaction of the economic interests of owners
(Friedman, 1970) and obeying the law (McWilliams & Siegel, 2001).

In addressing its diverse aims, CSR research has been informed by other related
streams of research. Indeed, CSR research can be viewed as a subset of the broader
area of business ethics research (see Beauchamp, Bowie, & Arnold, 2009; Green
& Donovan, 2010: 23), and philosophically inspired normative theories from other
subfields of business ethics have influenced the development of the CSR literature.
Normative concepts of business ethics, often informed by ideas from the discipline
of philosophy, are relevant to the discussion of the scope of the social responsibilities
of corporations. In a similar vein, the disciplines of economics, political science,
psychology, or sociology have become relevant to CSR research, contributing to an
understanding of individual, group, or organizational behavior in CSR.

What is important in our context is that from the early CSR writings of the 1930s
and 1940s (Carroll, 2008) to today’s most influential conceptual works, the central
debate has been on what companies should do, which makes this debate inherently
normative. Scholars who study CSR have devoted considerable energy to the ethical
justification of whether and, if so, to what extent companies should assume social
responsibilities. Most of these approaches fit within the categories typically used
to classify traditional ethical theories. In the tradition of utilitarianism brought for-
ward by philosophers such as Jeremy Bentham or John Stuart Mill, some scholars
have taken a consequentialist perspective on CSR, arguing that the ethical quality
of business is determined by the extent to which it maximizes economic welfare
(Henderson, 2001; Jensen, 2002). In contrast, in line with deontological ethical
theories such as those of Kant or Habermas, other scholars have argued that the
rational quality of intentions and rules that drive the activities of companies is the
measure of ethical legitimacy (Bowie, 1999; Scherer & Palazzo, 2007).

A further class of normative theories concerned with business responsibilities stem
from the contractualist approaches developed by philosophers and economists such
as Hobbes, Rawls, Gauthier, and Buchanan. These approaches share the view that
corporate behavior is ethically correct to the extent that it accords with implicit and
explicit social contracts (Blair & Stout, 1999; Donaldson & Dunfee, 1999; Sacconi,
2011). Finally, some scholars have used the perspective of Aristotelian virtue ethics
to argue that companies should contribute to society (Sison, 2008; Solomon, 2002).
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The need for normative ethics in CSR research has rightly been emphasized,
especially with regard to the justification of moral principles and the need to reflect
critically on and ultimately change the status quo of the role of business in mod-
ern societies. Without normative direction, positive approaches fail to go beyond
what “is” in order to develop an understanding of what “ought” to be (Dunfee &
Donaldson, 2002a). Thus, CSR scholars have often worried about the normative
failure of positive management research. As Scherer and Palazzo put it, “theoriz-
ing the ethical behavior of firms is not a matter of explaining and continuing the
status quo” (Scherer & Palazzo, 2007: 1104; similarly: Margolis & Walsh, 2003).
Other scholars have gone even farther, arguing that positive research approaches are
“overtly hostile to ethics” (Wicks & Freeman, 1998: 123). The rationale for such
skepticism often invokes what is known in moral philosophy as the “naturalistic
fallacy” (Moore, 1903/1993):!

To suppose that one can deduce an “ought” from an “is,” or, what amounts to the same
thing, that one can deduce a normative ethical conclusion from empirical research, is
to commit a logical mistake some dub the “naturalistic fallacy.” (Donaldson & Dunfee,
1994: 253)

The concept of a naturalistic fallacy precisely identifies the limitations of positive
research: such research is incapable of providing normative guidance on its own.
Hence, normative theory is crucial; positive theory is sterile without it.

Stage 2: CSR as Positive Research

Positive research on CSR can be informed by a variety of disciplines. Theories from
psychology, for example, have been used to describe the elements of ethical decision-
making and to analyze why there might be a gap between an individual’s intention
to act and his or her actual behavior (Kish-Gephart, Harrison, & Trevifio, 2010;
Messick, 1999; Trevifio, Weaver, & Reynolds, 2006). Insofar as these approaches
help explain how individual decision-making can support or hinder corporate ef-
forts to act in line with social values, they are relevant to the study of CSR and help
clarify the second or “positive” stage of the practical syllogism.

On the corporate level, sociology has proven to be a useful theoretical lens for
the analysis of CSR-related corporate behaviors. For example, institutional theory
has been used to analyze how institutional pressure can shape corporate social ac-
tion (Campbell, 2007; Marquis, Glynn, & Davis, 2007) and van Aaken, Splitter,
and Seidl (2013) mobilize Bourdieu’s theory of practice to explain CSR as attempts
to gain social power. Other researchers have used economic theory to analyze cor-
porate social behavior. For example, McWilliams and Siegel (2001) and Mackey
et al. (2007) use standard economic assumptions to examine how rational, value-
maximizing firms choose certain levels of social performance even in the absence
of intrinsic motivation (i.e., an inherent preference) for social causes. In contrast to
such traditional approaches, other economists have followed the trend of behavioral
economics to incorporate social preferences in the economic agents’ utility function.
In this vein, they include an inherent preference for social causes into the economic
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calculus of firms and stakeholders in order to analyze how this preference can help
explain certain corporate social behavior (Baron, 2001, 2009).

Irrespective of their conceptual background, positive approaches focus on the
explanation and prediction of corporate social behavior. For example, Simnett,
Vanstraelen, and Wai Fong (2009: 964) found in their empirical study that a com-
pany’s choice to include assurance statements in its sustainability report had been
determined by factors such as the company’s size, industry, or legal environment;
in other words, their research sought to identify regularities of the empirical world,
and to explain under which circumstances firms assure reports.

Explanations can often be turned into predictions. For example, on the basis of
his explanation of the drivers of socially responsible corporate behavior, Campbell
(2007: 952) predicts that corporations “will be less likely to act in socially responsible
ways when they are experiencing relatively weak financial performance.” Explana-
tory and predictive statements about CSR behavior can be viewed broadly as forms
of conditional statements with “if”, “then” structures. Although such conditional
statements go beyond simple description, in principle they are not in themselves
action-guiding and belong to the realm of positive, not normative, science.?

The same logic applies to “instrumental” CSR research, which, as we saw earlier,
asks whether and how companies use responsible behavior as a means towards
the end of conventional corporate performance objectives (Donaldson & Preston,
1995: 71; Windsor, 2006). Instrumental CSR research typically seeks to provide
evidence for propositions such as “if a company improves its social performance,
under certain conditions this engagement will lead to improved customer satisfac-
tion and higher firm market value” (see, e.g., Luo & Bhattacharya, 2006; Mackey
etal., 2007). As long as instrumental CSR research treats the (normative) objective
of profit-making as exogenously given without, however, subjecting that objective
to normative justification, it remains non-normative in nature. However, positive
research, whether economic or not, can make statements about normative principles
and goals without normatively evaluating or endorsing them (Blaug, 1980: 129-55).

To be sure, positive research is often used in an attempt to justify normative guid-
ance. For example, some researchers have used their own positive CSR research
as a justification for their normative conclusion that managers “should” consider
CSR only insofar as it enhances profits (McWilliams & Siegel, 2001; Siegel, 2009).
Such a questionable move from explanation/prediction to prescription corresponds
to traversing an “epistemic fault line” (Donaldson, 2012).

Stage 3: CSR as Prescriptive Research

In addition to searching for both the “is”” and the “ought” of corporate behavior, CSR
research has sought to discover ways to implement the “ought.” For example, when
scholars seek ways to end corruption and bribing (e.g., Misangyi, Weaver, & Elms,
2008), they build their work on the assumption that a normative evaluation of corruption
and bribing has deemed these practices ethically undesirable (see Dunfee & Donaldson,
2002b). Such research is of relevance to two special audiences interested in changing
the status quo: business managers (“how can we live up to our social responsibili-
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ties?”’) and members of society (“how can we make companies live up to their social
responsibilities?”). If researchers want to provide guidance for these two audiences,
they need to seek not only to justify why corporate behavior should change, but also
how it can be changed; in short, they need to address the issue of “implementation.”

The overall goals of CSR research have thus been normative in two broad senses:
(1) to identify what is ethically desirable, (2) to implement what is desirable. While
normative-justificatory theories have moved researchers closer to the first goal, they
cannot deliver by themselves the second. CSR requires well-justified normative
arguments to defend ethical judgments such as “bribery is illegitimate” (Dunfee &
Donaldson, 2002b), or human beings “should never be treated merely as a means”
(Bowie, 2002), or “business has obligations to protect the natural environment”
(Hoffman, 1991). But CSR research also requires empirical knowledge to specify
the conditions under which such propositions can be implemented.

By analogizing CSR to a form of practical syllogism we are able to understand better
the limits of purely justificatory theory towards the goal of implementation, and the
significance of positive approaches to compensate these limitations. Just as a denial
of normative reasoning at the first stage bears the risk of committing the “naturalistic
fallacy,” an analogous problem emerges when one ignores the second stage of posi-
tive analysis and risks committing the “normativistic fallacy” (Suchanek, 2004: 171).

The naturalistic fallacy, as described above, involves the illicit move from “is”
to “ought.” The normativistic fallacy, the obverse concept, involves the illicit move
from an “ought” at the justificatory stage to an “ought” at the prescriptive stage
without considering what actually “is.” It refers to conceptions of a prescriptive
“ought” unaided by an effective theory of what actually “is.” Because implement-
ing an “ought” requires the utilization of sets of facts, including facts that permit
the possibility of implementation, the identification and justification of a normative
“ought” in contrast to an empirical “is” forms a necessary but not sufficient step for
responsible behavior (Homann, 1999, 2002; von Wright, 1971: chap. 1.9).

If an ethical theory justifies the principle that firms ought to prevent bribery (stage
1); and if—for the sake of implementation—it develops prescriptions for how firms
ought to prevent bribery (stage 3), then a firm must have the means to act accordingly
(stage 2). At a minimum, a good act must be possible, something often expressed
through the dictum that “ought implies can.” To return to the earlier example: if it
is (descriptively) true that any company that individually abandons bribery (i.e., in
the absence of other firms abandoning bribery) will be squeezed out of the market
by corrupt competitors, then the prescription that a particular firm must as a part
of its permanent overall strategy abandon bribery entails the normativistic fallacy
(whereas justifying bribery based on the observation that “everybody does it” would
entail the naturalistic fallacy). Note, however, that if it were true that collective, en-
forceable anti-bribery rules could ensure that no competitor would exploit another
firm’s practices, a given firm might well have the responsibility to act collectively
by helping establish such rules. In short, the practical syllogism is only valid if it
avoids prescriptions that the actors are unable to effect (see also Nussbaum, 1985:
190). Again, this factual precondition is often expressed by moral philosophers
through the dictum, “ought implies can.” Multiple versions of the dictum exist.
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Although some aspects of it are debated (see, e.g., Kekes, 1984; Littlejohn, 2009),
its underlying truth is widely accepted (Beirlaen, 2011; Streumer, 2007; Vranas,
2007): simply put, it cannot be said that I ought to do something, unless I can do it.

The obligations of organizations are no exception. In establishing an organiza-
tional obligation such as “firms ought to take action to prevent bribery,” we must
first know that it is possible to fulfill the obligation, and this presupposes knowing
how to fulfill the obligation. Moreover, because changing prevalent behavioral pat-
terns in organizations towards a normative goal requires knowledge about actual
organizational behavior in markets, positive theories of organizational behavior and
economics are necessary in order to fulfill the obligation and to move from “is” to
“ought” (Margolis & Walsh, 2003: 284; Trevifio & Weaver, 1994). Otherwise, we
commit the “normativistic fallacy.”

Our argument requires qualification, however. Due to the presumed truth of the
principles in the first stage of the syllogism, the “ought implies can” argument ap-
plies only to the third stage. Although a company may be exempted from fulfilling
its moral obligation in one way, it is not excused from its duty of fulfilling it in other
ways. So even if a given firm cannot be said to have the responsibility to individually
abandon bribery while remaining in business, it still bears a responsibility to seek
other ways to discharge its moral obligation to fight corruption. Put more generally,
the unconditional “ought” at the first stage implies the obligation to discover a “can”
that allows for an implementable prescription. Empirical constraints cannot entirely
disburden the bearer of a responsibility.

In conclusion, the concept of the normativistic fallacy identifies one of the key
limitations of purely normative research. Although such research is needed to identify
the ethically desirable, it is incapable of incorporating restrictions on the means, to
implement the ethically desirable. We can reverse the earlier proclamation. Earlier
we noted that “normative theory is crucial; positive theory is sterile without it.” Now
we can also say “positive theory is crucial; normative theory is sterile without it.”

In the remainder of this article, we shall treat ethically justified principles and
goals (stage 1) as exogenous. We shall choose one established research area of social
science, namely economics, to investigate CSR at the positive stage of analysis. This
will illustrate how our proposed integrated CSR model allows for the development
of prescriptive implications that avoid both the naturalistic and the normativistic
fallacies. We proceed to offer a positive economic account of CSR.

THE POSITIVE STAGE: A POSITIVE ECONOMIC APPROACH TO CSR

It is at the second stage of the practical syllogism that the key role of positive ap-
proaches emerges, which is to explain consistently why, when, and how companies
engage in CSR activities. In this section we reach four main conclusions: first, firms
do not systematically engage in inefficient CSR over time; second, under given
constraints, companies can engage in socially responsible behavior while making a
profit; third, firms can induce changes on the level of constraints so that previously
unprofitable kinds of CSR become profitable; fourth, under certain determinable
conditions, firms will have no incentives to induce changes on the level of constraints,
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as desirable as such changes would be. Before we elaborate these points, we must
first justify our intended use of standard positive economics.

Applying Standard Economic Theory to CSR

Why choose positive economics to illustrate how a positive theory can help derive
far-reaching prescriptive implications? We acknowledge that this choice is debat-
able. Critics might reply that doing so is arbitrary: there are positive approaches
other than economics capable of describing and explaining CSR behavior. We do
not deny that other positive approaches can fulfill a similar function. Real-world
insights not only from economics, but also from psychology (e.g., Messick, 1999)
or sociology (e.g., Ingram & Clay, 2000; Marquis et al., 2007) are highly relevant
to our understanding of CSR activities. Nevertheless, we restrict our analysis to
positive economics in the present instance for three reasons.

First, much of the current work on CSR is based on standard economic assumptions
and offers an instrumental account of CSR (Garriga & Melé, 2004: 53; Orlitzky,
2011: 413). Consequently, much of the existing criticism of positive research ex-
plicitly focuses on economic accounts of CSR (e.g., Gond et al., 2009; Scherer &
Palazzo, 2011; Ulrich, 2009; Windsor, 2001). Second, economists have repeatedly
addressed the distinction between positive (explanatory) and normative theory for
the sake of implementation. As Keynes stated in his analysis of the Methodenstreit
during the late nineteenth century, economics consists of three kinds of enquiries,
which roughly correspond to the three stages of our syllogism:

[A] positive science may be defined as a body of systematized knowledge concerning
what is; a normative or regulative science as a body of systematized knowledge relating
to criteria of what ought to be, and concerned therefore with the ideal as distinguished
from the actual; and art as a system of rules for the attainment of a given end. The object
of a positive science is the establishment of uniformities, of a normative science the de-
termination of ideals, of an art the formulation of precepts. (Keynes, 1917: 31)

Third, positive economics is particularly helpful in light of the issues surrounding
contemporary corporate behavior. The theoretically powerful core of mainstream
economics offers a well-established, coherent framework for understanding corpo-
rate behavior and, by offering a simplifying lens, it allows for a rigorous analysis of
those phenomena (Friedman, 1953: 14; Keynes, 1917: 142-45; Lazear, 2000: 99).
Indeed, standard economic models have been repeatedly used for positive analyses
of CSR (Lyon & Maxwell, 2008; Mackey et al., 2007). In sum, we do not claim
that economics is the only viable approach for examining empirical constraints and
opportunities for CSR. We do not even claim that it is the best. We claim only that
standard positive economics offers a legitimate, internally consistent and promising
way of explaining and predicting CSR behavior.

Positive economics, at least as normally practiced, implies a particular understand-
ing of corporate behavior. Firm motives are assumed univocally to be profit-driven,
and thus even CSR is interpreted as a means towards the end of profits. In conse-
quence, CSR is understood as merely another factor of firm choice, along with
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product portfolio, market strategy, level of R&D investment, ownership structure,
and the like (Reinhardt, Stavins, & Vietor, 2008: 232). For example, even in the
context of charitable giving (Lev, Petrovits, & Radhakrishnan, 2010; Navarro, 1988),
CSR becomes just another aid or hindrance to profits. From a strictly economic
perspective, firms do not knowingly engage in inefficient CSR (Baron, 2001, 2009).

Note that this concept of the value-maximizing firm is an axiomatic, heuristic,
and analytical tool. It constitutes a methodological assumption rather than an on-
tological statement (Becker, 1993: 385; Keynes, 1917: 115; Menger, 1985: 82).
In this narrow sense, we assume for present purposes that companies behave as
if CSR were a means of maximizing firm value. The quality of empirical theories
in explaining and predicting corporate behavior is not dependent on the accuracy
of those theories’ assumptions. Thus, the adequateness of the economic approach
ought not to be assessed by the realism of its assumptions but by the validity of its
predictions (Friedman, 1953: 8-30; Hollis, 1994: 53-59; Mayer, 1999).?

We now are able to turn to the question of how the emergence of CSR can be
explained despite the standard economic assumptions outlined above. To do this, it
is useful to differentiate between two levels of analysis that are commonly identified
in economic reasoning: choices of constraints on the one hand, and choices within
constraints on the other (Buchanan, 1987: 585). On the first—the constitutional—
level, the analysis focuses on “explicit or implicit, formally or informally enforced
rules” (Vanberg, 2007: 200), which constitute the constraints under which economic
agents make choices to maximize their utility. The second—the operational or ac-
tion—Tlevel refers to human action performed under given environmental constraints
(Brennan & Buchanan, 1985; Vanberg & Buchanan, 1988). The distinction between
choices of constraints as opposed to choices within constraints helps distinguish
two mechanisms that can yield socially responsible corporate behavior. Value-
maximizing companies engage in CSR in one of two ways: either they identify
profitable CSR strategies under given constraints or they engage in CSR on the
constitutional level to align moral and economic rationality. The impetus for CSR
can thus arise at either the firm or the constitutional level.

Choices within Constraints:
Why Economic Value-Maximizing Firms Engage in CSR

If, from a strictly economic perspective, unprofitable CSR activities cannot exist
and if we, on the other hand, systematically do observe CSR activities, these have
to be instances where ethical desirability and economic rationality are well aligned.
To illustrate this, Figure 2 depicts the possible relations between ethical desirability
and economic rationality.

Companies have no incentives to engage in activities located in quadrant III, and
while they do have economic incentives for quadrant IV activities, these are not
desirable from an ethical point of view. Analogously, quadrant II refers to ethically
desirable but economically inefficient activities, which we do not expect to observe
systematically. Quadrant I includes the only kind of ethically desirable behavior (i.e.,
CSR) that can be systematically anticipated within a strictly economic approach,
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Figure 2: Economic Rationality, Ethical Desirability, and Effects of Institutional Changes

as outlined above. Because of its characteristic combination of ethical desirability
and economic rationality, this kind of CSR has been labeled “the business case for
CSR” (e.g., Frank, 1996; Kurucz et al., 2008). The economic approach to CSR aims
to identify the determinants of what makes companies succeed or fail in making
moral behavior profitable. Rather than dismissing this search for a business case
for CSR because it is ideological (Dyllick & Hockerts, 2002; Gond et al., 2009:
66-68), the economic approach seeks to identify how to effect a convergence of
moral principles and corporate profit-seeking.

Note that we maintain for present purposes the assumption that companies engage
in CSR in expectation of enhanced profits. Our working hypothesis is that firms
strategically provide CSR “only when pressured or sufficiently rewarded” (Baron,
2009: 9). Put differently, we focus on approaches that treat CSR as the explanan-
dum, i.e., a phenomenon that needs to be explained, rather than the explanans, i.e.,
a phenomenon that is part of the explanation (Hempel & Oppenheim, 1948). Just
as economists have been successful in explaining the emergence of moral behavior
among egoistic individuals (Axelrod, 1981; Vanberg & Buchanan, 1988), CSR
scholars have produced insights into how companies without an ex ante interest in
CSR still engage in CSR activities.

In view of the above, the key challenge at the action level is to use economic theory
in order to open up options in quadrant I of Figure 2. Companies occupy this quadrant
only when engaging in CSR activities whose benefits outweigh their costs. In analyzing
why companies engage in CSR from an economic perspective, then, the focus lies on
the impact that a given CSR measure has on the firm’s costs and its revenues (Ambec
& Lanoie, 2008: 47). Such an impact can reside either inside or outside the firm, and
a voluminous body of positive research already illuminates specific ways in which
CSR affects financial performance. This research has analyzed precisely how CSR can
cause financially desired effects, e.g., by enhancing employee motivation, lowering
a company’s cost of capital, increasing customer satisfaction, etc. Table 1 provides a
detailed list of positive research studies that connect CSR to enhanced profits.
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As all studies represented in Table 1 share the basic methodological assumption
of economic value-maximizing, they provide insights into the incentives that may
lead companies—in the absence of an intrinsic motivation for CSR—to engage

Table 1: Examples of Positive Knowledge on CSR on the Action Level

Effects of Economic Theoretical results Empirical evidence
CSR on motivation
operations | May reduce produc- | Hart (1995): through pollution Christmann (2000): given het-
tion and operating | prevention, companies can realize | erogeneity in firm resources
costs. significant savings, resulting and capabilities, environmental
in a cost advantage relative to management may enable firms to
competitors. simultaneously protect the environ-
ment and reduce costs.
Heal (2005): CSR may reduce Klassen & Whybark (1999):
waste and thus costs. manufacturing performance is
significantly better when manage-
ment investment is allocated toward
pollution prevention technologies.
employees | May increase em- McWilliams & Siegel (2001): Montgomery & Ramus (2007): em-
ployee productivity | firms that satisfy employee de- ployees are willing to forgo financial
while decreasing mand for CSR may be rewarded | benefits if a company has a good
wages and turn- with increased worker loyalty, CSR reputation.
overs. morale, and productivity.
Reinhardt & Stavins (2010): Riordan, Gatewood & Bill (1997): a
employees may be willing to sac- | company’s CSR reputation increases
rifice part of the returns to labor employees’ job satisfaction and low-
to further the social good. ers turnover.
cost of May grant access Baron (2009): through the Doh, Howton, Howton & Siegel
capital to, and lower costs | provision of CSR, companies (2010): social investors are a grow-
of, equity. can attract investors who prefer ing share of the overall investment
corporate philanthropy over direct | community, and attention to their
charitable giving. interests can broaden the pool of
capital available to firms.
Mackey, Mackey & Barney Dhaliwal, Li, Tsang & Yang (2011):
(2007): equity holders may firms that voluntarily initiate the
prefer to invest in firms pursuing | publication of CSR reports enjoy
socially responsible activities. a subsequent reduction in the cost
of equity capital. This especially
applies to firms with superior social
performance.
customers | May increase cus- Bagnoli & Watts (2003): compa- | Brown & Dacin (1997): CSR
tomers™ willingness | nies will provide CSR for which | associations influence the overall
to pay and attract consumers have high participation | evaluation of the company, which
additional custom- | value. in turn can affect how consumers
ers. evaluate a company’s product.
Besley & Ghatak (2007): CSR Du, Bhattacharya & Sen (2007):
reputation can attract additional consumers of a brand identify with
customers and increase their the brand to a greater extent when it
willingness to pay. is a CSR brand than when it is not.
potential May increase Lyon & Maxwell (2008): com- Luce, Barber & Hillman (2001):
employees | employer attractive- | panies try to attract and retain corporate social performance may
ness. the best employees by making be important to attractiveness as an
environmental commitments employer through its contribution to
that are aligned with employees’ | familiarity with the firm.
environmental values.
Portney (2008): most people Greening & Turban (2000): cor-
would rather work for an em- porate social performance gives
ployer that is highly respected potential employees a signal on
than one that is widely reviled. working conditions and thus in-
creases employer attractiveness.
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business
commu-
nity

May enable profit-
able contracting
with suppliers,
peers, and local
communities.

Grant & Keohane (2005): orga-
nizations that are poorly rated
by their peers are likely to have
difficulty in persuading them to
cooperate.

Carter & Jennings (2002): increased
socially responsible activities lead to
improved trust in and commitment
to suppliers and to increased supplier
performance.

Reinhard & Stavins (2010):
through CSR a firm may be able
to differentiate itself in the input
markets in a way that enhances
profits.

Hillman & Keim (2001): corpo-
rate social performance may lead
to better relations with primary
stakeholders, which could lead to
increased shareholder wealth.

risk
manage-
ment

May help to avoid
undesired events
(such as NGO
attacks, negative
media coverage
etc.).

Lange, Lee & Dai (2011): a good
reputation may give organizations
the benefit of the doubt when
new negative information comes
to light.

Godfrey, Merril & Hansen (2009):
in the context of a negative event,
the decline in shareholder value is
smaller for firms that engage in CSR
activities than for firms that do not.

Peloza (2006): companies may
use CSR to develop a strong
reputation, which helps them
withstand negative CSR events.

King & Soule (2007): corporate
targets are less vulnerable to protest
when the media has given substan-
tial coverage to the firm prior to the

protest event.

in CSR. While conceptual works explain why CSR might trigger economically
positive effects inside and outside the firm, empirical research investigates whether
such effects exist in reality. For example, it has often been argued that investments
in CSR can allow companies to sustain price premiums through a better reputation
in customer markets (Bagnoli & Watts, 2003; Besley & Ghatak, 2007). As several
empirical studies suggest, this effect indeed exists, albeit only under certain company-
specific, product-specific, and customer-specific conditions (e.g., Brown & Dacin,
1997; Du, Bhattacharya, & Sen, 2007; Luo & Bhattacharya, 2006).

Our aim is not to provide an exhaustive overview of all positive economic research
about CSR for the action level, but only to demonstrate how positive research in a
field such as economics can yield findings that can subsequently be used for pre-
scriptive purposes. As the works referred to in Table 1 show, there are consistent
economic explanations for the existence of CSR that also provide a clue about when
we do not expect companies to engage in CSR. To the extent that value-maximizing
companies reject CSR in the absence of a business case, and to the extent that
positive CSR research can show when business cases do or do not exist, positive
CSR research can illuminate the precise nature of the CSR challenge and indicate
when alternative strategies should be sought. One such strategy is change on the
“constitutional” level.

Choices of Constraints: Translating Morality into Economic Incentives

Unfortunately, the business case for all worthy CSR goals cannot be assumed.
Indeed, it may be the exception rather than the rule, although this is hotly debated
(Margolis & Walsh, 2001, 2003). While CSR on the action level “pays” in some
instances, there clearly are other instances where the adherence to ethical norms
conflicts with economic rationality (Vogel, 2005).

If desirable forms of CSR are inefficient on the action level, the only way that
desirable behavior can be achieved from the standpoint of economic rationality is
through changes on the constitutional level that affect the economic evaluation of a
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given CSR measure. Put differently, constitutional changes can translate the ethically
desirable into the economically rational. In general, such changes are brought about
through the establishment of various formal and informal institutions that ensure
that moral behavior is not exploited and that immoral behavior is not economically
rewarded. Such changes are not restricted to laws and legal procedures but also
include other kinds of collective agreements. The point here is that companies have
opportunities to induce constitutional changes by themselves.

Figure 1 shows how constitutional changes, represented by arrows, correspond to
shifts from one quadrant to another. It is important to note that the arrows refer not
to all conceivable shifts, but only to all desirable ones. Constitutional changes that
incentivize ethical behavior and discourage unethical behavior change the economic
value of a given action. In this vein, the arrows illustrate how constitutional changes
can affect the economic utility of corporate behavior so that undesirable behavior
will become unprofitable, and desirable behavior will become profitable.* The most
obvious formal institution that can induce desirable shifts is legal regulation. For
example, in a situation where it is cheaper for companies to emit carbon (quadrant
IV) rather than to avoid such emissions through investments in green technologies
(quadrant II), a tax on carbon emissions will reduce the economic incentives for
environmental pollution (a shift from IV to III) and increase the pay-offs from
investments in greener technologies (a shift from II to I).

The problem with legal regulation is that in many instances it is not an option.
Scholars in the CSR field have convincingly argued that globally operating firms
often find themselves in environments where adequate regulations either do not
exist or cannot be enforced, causing “regulatory gaps” (Homann, 2007; Scherer
& Palazzo, 2008). However, there are ways to fill the gap. Most important in our
context, companies themselves can bring about constitutional changes when they
engage in rule finding and rule setting processes (Goodpaster, 2010: 146-50). For
instance, companies and environmental groups have teamed up in the United States
Climate Action Partnership (USCAP) to push for national legislation to ensure a
reduction of greenhouse gas emissions.

Overall, we can distinguish two fundamentally different kinds of constitutional
changes depending on their economic value for companies. In the first kind of case,
there is a business argument for improving the rules of the game through various
forms of collective self-commitment. At the cross-industry level such engagement
includes voluntary international agreements such as the UN Global Compact (Wil-
liams, 2004) in which companies commit themselves to certain standards of ethical
conduct. At the industry level, for instance, major toy producers jointly established
a common industry code of conduct (CoC) to implement common standards on
working conditions in developing countries (Biedermann, 2006). In that way, they
established functional equivalents to state regulation to ensure the legitimacy of their
economic activities. Another example is provided by the collective action program of
Siemens. Here, the company, together with NGOs, tries to convince all participants
in a contract award procedure to eliminate corruptive practices (Siemens AG, 2012).
Such initiatives are grounded in the understanding that (1) companies often cannot
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fight corruption individually and (2) many companies prefer non-corrupt systems
over corrupt systems for economic reasons.

The common characteristic of these forms of constitutional change is that, by
ensuring commitment on the level of constraints, it becomes possible to reduce the
need for ethical choices within these constraints. Corporations, in effect, assume
new responsibilities previously considered the exclusive domain of governmental
responsibilities (Margolis & Walsh, 2003; Scherer & Palazzo, 2011), but they do
so in a way that is fully consistent with economic rationality: by means of collec-
tive self-commitments, companies voluntarily impose constraints on themselves
for their mutual benefit.

Beyond the examples mentioned above, there is a growing body of positive re-
search on different forms of corporate engagement on the constitutional level. Table
2 (next page) summarizes the results of a number of studies that provide evidence
about the economic incentives that led companies to address ethical problems through
collective self-commitments.

Again, it is not our aim to provide an exhaustive overview of such research. Rather,
we hope to demonstrate that positive research—even if it assumes self-oriented,
economic value-maximizing firms—is capable of producing knowledge that can
inform normative theories. Before turning to the prescriptive implications of these
findings at the positive stage of analysis, we shall explore briefly the second kind
of constitutional change.

Although there are instances in which companies have incentives to push for
ethically desirable constitutional changes, such incentives do not always exist.
If, as positive economics would predict, corporations apply the same economic
value-maximizing calculus both to choices within the rules and choices among the
rules, they will influence rule-setting processes so that these promote their value-
maximizing interests (Barley, 2007; Bonardi, Hillman, & Keim, 2005). As works
on political lobbying suggest, such strategic behavior can result in efforts to prevent
ethically desirable changes or even to push for undesirable changes (e.g., see Hill-
man, Keim, & Schuler, 2004).

What is more, CSR scholars warn that collective self-commitments may be “cheap
talk” that aims to deceive consumers and other stakeholders, with companies adver-
tising the fact that they subscribe to voluntary standards and disclosing information
about their ethical conduct, even as they fail to live up to either (Roberts, 2003).
Arguably, the probability of collective corporate “green-washing” or “blue-washing”
(Laufer, 2003) depends on the expected costs and returns that such behavior entails.
The efficacy of commitments as functional equivalents to effective governmental
regulation depends on the economic incentives that can potentially induce companies
to adhere to their promises—for example, the probability of NGOs or consumers
detecting unacceptable behavior, the expected costs of adhering to particular prin-
ciples of ethical conduct, and the probability that individual companies break their
own and thus the collective self-commitment. Therefore, just as there is no reason
to assume an unconditional business case for CSR on the action level, it would be
naive to assume that all ethically desirable constitutional changes are in the economic
interest of companies. In these cases, even if it might be desirable for companies to
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Table 2: Examples of Positive Knowledge on Self-Commitment on the Constitutional Level

Prime ad- ctl)ifgcltl}\l;(l%esglff- Economic Theoretical and/or empirical evidence
dressee . motivation P
commitment
Adherence to the Secure collective Through voluntarily susbscribing to certain
principles of the legitimacy. ethical standards, companies try to positively
Global Compact. influence societal perceptions of economic
globalization (Williams, 2004).
. Chemical com- Avoid spillover Companies protect their reputation against
Society panies commit effects. spillover effects that occur when the whole
themselves to industry is held responsible for the accidents
improvements in caused by irresponsible companies (Barnett &
health, safety and King, 2008).
environmental
performance.
Voluntary Avoid state If the thread of mandatory regulation is high
emissions-reduction | regulation. while the marginal cost of self-regulation is
in an industry. relatively low, it makes good sense for firms
to engage in voluntary emmissions-reduction
State (Maxwell, Lyon, & Hackett, 2000).
Collectively Influence state Through their involvement in voluntary envi-
organized voluntary | regulation. ronmental programs, companies may be able to
environmental leverage their participation to influence future
programs. regulation (Borck & Coglianese, 2009).
Market-based Increase con- Stringency and enforcement of market-based
social governance sumer demand by social governance schemes in the context of
schemes (e.g., fair- | reducing uncer- fair-trade coffee positively affect consumer pur-
trade labels). tainty about product | chasing behavior (Schuler & Christman, 2011).
Customers quality.

Collective adoption

Leverage reputa-

By collectively adopting environmental stan-

of environmental tional effects. dards, companies gain reputational benefits
management stan- which they would not be able to create individu-
dard ISO14000. ally (Potoski & Prakash, 2005).

Supply-chain

Local collective
action, articulated
through industry
associations.

Reduce costs;
secure and enhance
market access.

Especially when value chains are highly
visible, suppliers in developing country export
industries collectively respond to externally
generated CSR pressures to secure continued
access to markets (Lund-Thomson & Nadvi,
2010).

Partners Collective adoption | Reveal to Organizations apply environmental man-
of environmental supply-chain agement standards to reduce information
management stan- | partners credible asymmetries with supply-chain partners (King,
dard ISO14000. information about Lenox, & Terlaak, 2005).
organizational
attributes and
behaviors.
Self-regulation in Maintain conditions | In response to a dramatic nuclear power plant
the commercial necessary for accident, companies in the commercial nuclear
nuclear power the industry to energy sector created a system of self-regulation
industry. survive. to compensate for the state’s lacking capacity
Competitors for solving their problems (Campbell, 1989).
Environmental Raise barrier to Maintaining high environmental standards
industry self- entry and reduce raises the barrier of entry for new competitors
regulation. competitive and thus reduces competition (Stoeckl, 2004).
pressure.

engage in CSR as political actors, positive economics suggests that companies will
not support the changes, regardless of whether they should support them.

In sum, our analysis at the positive stage of the practical syllogism has identified
two mechanisms by means of which corporate social behavior can persist even under
the assumption of economic value-maximizing companies. Either companies find a
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business case for CSR on the action level, or they push for constitutional changes to
ensure that ethically desirable behavior will be aligned with economic rationality.
However, both mechanisms have limits. These limits can be identified by positive
analyses and should be referenced by any normative CSR theory. We now turn to
the prescriptive consequences that follow from our positive analysis.

THE PRESCRIPTIVE STAGE: COMBINING “IS” AND “OUGHT”
TO DERIVE PRESCRIPTIVE IMPLICATIONS

As summarized in Figure 3, we can finally combine results at the justificatory stage
(considered exogenous) with those at the positive stage (derived in the previous
section) to deduce implications at the prescriptive stage. Here, the principal ben-
efit of positive economics for CSR lies in illuminating the persistent problem of
implementation. A positive analysis cannot justify why companies should assume
social responsibilities, but can help show how to implement them. To see how pre-
scriptive conclusions—in the form of ascribed responsibilities—can be derived, we
draw again on the distinction between choices of constraints and choices within
constraints. Accordingly, we can distinguish two scenarios involving two types of
responsibilities. The first concerns situations where the rules of the economic game
ensure the convergence of ethical desirability and private benefits. The second con-
cerns situations where market failures damage constitutional settings, resulting in
economically efficient but ethically bad behavior.

I NORMATIVE-JUSTIFICTORY STAGE (unconditional “ought’)

Ethically justified goals and principles exist (exogenous)

1T POSITIVE STAGE (economic approach to CSR)

1L.1. On the action level (choices within constraints), positive economic research provides
evidence for two classes of situations

Positive knowledge on how companies can turn morals Positive knowledge on the limitations of the
into profits on the action level (business case for CSR) business case for CSR
1L.2. On the consitutional level (choices of constraints), positive

economic research provides evidence for two classes of situations
|

\7 \Z
Positive knowledge on how companies Positive knowledge on the limitations of
can help establish “win-win” rules “win-win” rules

— |

1 NORMATIVE-PRESCRIPTIVE STAGE (“ought implies can”)

v . \/
Companies: Responsibility to Companies: Responsibility to Society: Grant companies less
search for a “can” on the action search for a “can” on the influence on the constitutional
level constitutional level level; look for functional

equivalents

Figure 3: The Role of Positive Economics in Normative CSR Research
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Responsibilities within a Functioning Framework

Companies with profit-seeking owners have a responsibility to offer goods and services
at a profit. As our positive analysis of the business case for CSR has revealed, companies
in some instances succeed in developing successful CSR strategies at the action level
and in this way turn moral concerns into market opportunities. Such cases provide im-
pressive examples of the successful convergence of profits and ethically desirable goals.

Using the device of the practical syllogism once more, we can derive the following
prescriptive conclusion: assuming ethically justified principles and goals exist, and given
positive knowledge about the possibilities and probabilities of aligning these principles
and goals with economic rationality on the action level (see Table 1), it is a corporation’s
ethical responsibility to search for the type of opportunities that appear in quadrant I of
Figure 1. Put differently, it is a corporation’s responsibility to identify a “can” on the
action level in order to allow for an implementation of an ethically desirable “ought.”

There are, however, caveats relevant to this conclusion. As mentioned earlier, in
some instances the constitutional setting can reward ethically undesirable behav-
ior. Given the goal of implementation, how can a theory of CSR find a remedy? In
terms of the syllogism, how can it develop implementable precepts? One option is
simple moral suasion. This involves stressing the argument that certain behavior
(such as bribing) is ethically wrong and needs to be unconditionally abandoned.
We interpret the call for a “paradigmatic shift” in the corporations’ self-perception
(Gond & Matten, 2007; Scherer & Palazzo, 2007: 1098) as such an effort. Here the
aim is to shift the underlying preferences of corporate actors.

Such calls for change, however, can court the normativistic fallacy. The focus on
changing the underlying motivation of corporate actors can backfire because it does
not account for incentives on the constitutional level that are causally responsible
for undesirable behavior. Economic agents are sometimes incapable of individually
enforcing moral norms without being driven out of the market. In such a situation,
demanding that economic actors refrain from, say, bribing, without at the same time
changing the conditions on the constitutional level, reveals a confusion of the actors’
principles and their actual ability: even if actors wanted to comply with moral rules,
they could not do so over time if their behavior led to bankruptcy. The limits of moral
suasion in shaping CSR are suggested by the dictum, “ought implies can.” Note that
this does not mean that bribing would be morally justified from any perspective, or
that an economic actor would be unburdened morally. Bribery is commonly defined
as involving either a breach of trust or an illegal action, both of which are prime
facie wrong (Transparency International, 2009). Given the unconditional moral truth
identified at stage 1, the economic agent still bears moral responsibilities, but now
on a different level. The distinction between “ought” at the justificatory stage and
“ought” at the prescriptive stage (introduced during our discussion of the “norma-
tivistic fallacy”) helps identify what might be called the “locus of responsibility”
in CSR research. An economic approach to CSR, including the demonstration of
the limitations of the business case for CSR on the action level, does not absolve
companies from responsibility. Rather, it elucidates the need for and the existence
of other possibilities to implement what is ethically desirable.
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Responsibilities in the Face of Market Failure

Any company’s inability to compensate morally for certain market failures forms the
point of departure for conclusions at the prescriptive stage of the syllogism. When
certain moral principles, such as “bribery is wrong,” are ethically justified but not
self-enforced by markets, corporate responsibilities shift from the action level to
the constitutional level (Homann & Blome-Drees, 1992). Rather than demanding
compliance with norms that contradict economic rationality, the economic approach
directs attention to solutions on the level of the rules of the game (Buchanan, 1987;
Vanberg, 2007).

This approach focuses on higher levels of self-commitment by companies, i.e.,
initiatives that push for constitutional change. It disallows a company’s simple excuse
that “the market made me do it.” Economic pressures on the action level cannot
excuse a company’s failure to adhere to moral norms, and require, in turn, its efforts
at the constitutional level. Although it may not be possible for a firm to enforce
individually the desirable norm, it bears the responsibility to “make an effort—or to
participate in the efforts of others in seeking a collaborative resolution” (Goodpaster,
2010: 147). If a host country government has established a “pay-to-play” system
that demands payments to government officials in return for the ability to bid for
commercial contracts, corporations trapped in such a constitutional dilemma have
obligations to coordinate efforts with other companies so as to effect constitutional
change—for example, by agreeing to introduce a “publish what you pay” norm
(Transparency International, 2008).

This is why positive research on collective self-commitments as functional equiva-
lents to regulation is so important for normative CSR theories. We need to ask how
companies might develop incentives to assume political co-responsibilities and to
contribute to ethical improvements of the constitutional framework. Inspired by the
many examples we discussed above (see Table 2), we conclude that more research is
needed to analyze how companies can find and establish “win-win” rules that serve
the interests of both business and society (Pies, Hielscher, & Beckmann, 2009). In
other words, more research is needed to help devise cooperative strategies that allow
economic actors to build both private and social value. We acknowledge the often
herculean difficulty of this task, but regard it as necessary.

These considerations, then, help derive a second, important prescription from our
syllogism: assuming that ethically justified principles and goals exist, and given posi-
tive knowledge about the possibilities and probabilities of aligning these principles
and goals with economic rationality through changes on the constitutional level, it
is a corporation’s ethical responsibility to initiate changes on the constitutional level
to bring about such alignments. Put differently, it is a corporation’s responsibility
to identify a “can” on the constitutional level that allows the implementation of the
ethically desirable “ought.”

The Limits of Corporate Social Responsibility

Again, however, we acknowledge limits to this responsibility. Just as the business
case implies limits on the action level, that same argument suggests limits to win-win
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possibilities on the constitutional level. Such limits coincide, not surprisingly, with
the constraints of economic incentives. Considered within an economic perspective,
ethically desirable constitutional changes through self-commitments cannot occur
when companies have no economic incentives whatsoever to bring them about.
To take an analogous example: if monopolies are considered undesirable, from
an economic perspective we should not expect the monopolists to abandon their
monopoly (Jensen, 2002: 246).

One approach to addressing this problem is to question whether economic con-
straints are as powerful on the constitutional level as they are on the action level.
In this vein, some CSR scholars have argued that companies should not apply the
same logic to both levels, and should switch from an economic to a discursive mode
(Ulrich, 2009) that aims at “[re-] forming the mindset of the meta game” (Pies et
al., 2009: 387). Yet caution is in order. By ignoring the economic prediction that
companies have profit-maximizing preferences throughout the levels of their be-
havior, calls for a new political responsibility (Scherer & Palazzo, 2011) may risk
committing the normativistic fallacy once more. Companies may not change their
stripes simply because it is ethically desirable to do so, even when contemplating
collective action. To avoid naive expectations and counter-productive behavior,
the economic approach to CSR implies caution. In fact, when companies have no
incentives for collective self-commitments to their mutual benefit, the economic
perspective suggests that they should be granted fewer rather than more opportuni-
ties to shape the rules of the game.

This brings us to our third and last prescriptive conclusion. Whereas the first two
prescriptive conclusions were meant to provide guidance to companies, the third is
directed at external stakeholders who are interested in changing corporate behavior
towards ethical goals and principles. Assuming that ethically justified principles and
goals exist, but assuming also an absence of adequate means to align those principles
and goals with economic rationality on either the action or the constitutional level,
the economic approach suggests that CSR per se has reached the limits of its power
of implementation. Here, economic considerations argue in favor of alternative means
such as externally-determined rules and incentives. They argue for state regulation
and its functional equivalents, such as the influence of powerful pressure groups.

Powerful stakeholders can sometimes tip the scales in favor of CSR behavior,
including constitutional initiatives. Working in a dynamic setting, consumers,
employees, and investors, can often succeed in transforming moral concerns into
economic incentives strong enough to influence companies’ decision-making. A
growing number of ethically aware consumers, employees, and investors can turn
previously inefficient CSR strategies into profitable ones. And a growing ability
of NGOs and activist groups to put pressure on companies can make it impossible
for the latter—whether they like it or not—to ignore new forms of constitutional
responsibilities.
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CONCLUSION, OBJECTIONS, AND REPLIES

Using the structure of the practical syllogism we have unpacked the neglected but
crucial relationship between positive knowledge on the one hand and normative
knowledge on the other in the implementation of CSR principles. More specifi-
cally, we have shown how even positive economic theory, a theory often criticized
for endorsing profits over values, can cooperate with non-economic concepts to
implement CSR goals. To be sure, some positive theorists might commit the “natu-
ralistic fallacy.” However, as we have shown, normative theorists can also commit
the opposite, namely, the “normativistic fallacy.” Utilizing three distinct stages of a
practical syllogism, we have illuminated the special role of the “ought implies can”
dictum in the implementation of CSR goals.

We have shown how positive economic knowledge can be useful for understand-
ing why, how, and when corporations can engage in CSR behavior. Such knowledge
helps direct attention to the obligation to look for constitutional possibilities for
implementing ethically desirable “oughts.” At the same time, positive economics does
not unburden managers from their responsibility to reflect on their actions beyond
merely economic interests. Our consideration of the various economic incentives
that underlie corporate initiatives at the constitutional level sheds light on recent
calls for companies to assume new political co-responsibilities.

Of course, critics can question these conclusions. First, they can argue that our
use of positive economics is not value-free. They can assert that rather than merely
identifying factual conditions at the second stage of the syllogism, positive econom-
ics implies an unacknowledged normative assumption that firms ought to maximize
profits. Hence, if a normative “ought” residing at the first stage must pass through
a second-stage “reality-test” dominated by economic considerations before it is
finally formulated as a valid prescription at the third stage, ethics turns out to have
been trumped by profits. This criticism deserves response.

We acknowledge that the use of economic theory almost unavoidably carries
normative stipulations (Harris & Freeman, 2008; Ulrich, 2009). However, we have
not argued for the dominance of (positive) economics over (normative) ethics. On
the contrary, we have sought to identify ways to instrumentalize economic theory as
a means towards the end of ethical reasoning. In the process, we have identified the
boundary conditions of our approach; namely, cases from which the economic “can”
allowing for the implementation of the ethical “ought” is missing. In these cases we
did not argue for abandoning the moral obligation but emphasized that the ethical
“ought” persists unconditionally. In this respect, we explicitly acknowledged the
limitations of our approach, noting, for example, that powerful stakeholder groups
may sometimes be required to pressure companies in a way that aligns the ethical
“ought” with the economic “can.” Consequently, our argument is not that companies
should maximize their economic profit, but rather that researchers and company
managers alike should avoid economic naiveté and employ whatever economic tools
are at their disposal to effect corporate responsibility.

We acknowledge an important limitation. The usefulness of our account in the
latter part of this paper is contingent upon the ability of positive economics to
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explain and predict CSR behavior, i.e., to deliver on the second stage of the syl-
logism. Ultimately, the capability of positive economics to inform normative CSR
research will be judged by the extent to which it is able to produce factual and re-
alistic propositions about actual CSR behavior, and to comprehensively understand
the corporate phenomenon. Although we argued that positive economics offers a
powerful theoretical framework, we do not pretend to deny the importance of other
rival forms of positive knowledge, such as sociology or psychology, in working to
achieve corporate responsibility.

Nonetheless, the underlying logic of the way in which other positive approaches
such as sociology or psychology can cooperate in the implementation of CSR
goals will follow the same broad syllogistic structure we have mapped in our use
of positive economics. For example, to the extent that organizational psychology
might reveal deep-seated tendencies in companies to rationalize environmentally
destructive behavior, it follows that any CSR-inspired attempt to implement envi-
ronmental education within companies must adjust its educational design to reflect
that psychological reality. “Ought” implies “can,” whether the “can” is economic,
sociological, or psychological.

NOTES

‘We acknowledge comments from Ryan Burg, Tobias Hahn, Karl Homann, Hans-Ulrich Kiipper, Dirk Mat-
ten, Andreas Georg Scherer, and the participants of the Wittenberg Ordnungsethik Workshop on earlier
drafts of this paper.

1. The term “naturalistic fallacy”—as used by Moore—has been subject to debate (for example, see
Frankena, 1939). We use it in the sense proposed by Donaldson (1994) and Goodpaster (1985): one cannot
deduce “ought”-statements from pure “is”-statements.

2. We grant that any research is value-laden in the sense that it generally builds on normative stipula-
tions that reflect underlying value judgments of the researcher and the society he or she lives in. Choices
such as the selection of research topics and methods are contingent and inherently normative and lead to
fundamentally different discourses (Deetz, 1996). However, although research is percolated with subjective
judgments in this sense, we agree with Gordon’s conclusion (1991: 620) that “there is no warrant for the
view that the social sciences are irredeemably subjective, or culture-relative to a degree that prevents them
from arriving at reasonably objective inferences about social phenomena.”

3. The methodological status of this assumption can be exemplified with the (methodological) structur-
alist theory of empirical science (see Balzer, Moulines, & Sneed, 1987; Balzer, Sneed, & Moulines, 2000).
Put simply, the structuralist view suggests that the inner core of theories consists of formal structures rather
than empirical statements. Empirical theories gain their predictive power through applications of the formal
structure on specific empirical situations. For example, Newton’s laws of motion are, in fact, unrealistic
assumptions, as frictionless planes are non-existent constructions. But they create a realistic picture of the
behavior of physical objects. The fifth postulate of Euclid (the parallel postulate) is a formal axiom which
makes no ontological claim but plays a crucial role in reflecting the reality of the behavior of light. Analo-
gously, the assumption of the homo oeconomicus belongs to the formal core of the economic approach and is
not an empirical statement about the real world (Hahn & Hollis, 1979: 4; O’Neill, 1998: 189). Nevertheless,
it predicts human behavior in reality.

4. Of course, an alignment of economic rationality and ethical desirability could also take place via
changes in morality. For example, the social acceptance of child labor might change over time or across
cultures. However, as we assume morality (stage 1) to be exogenously given in our analysis, such changes
do not fall into this paper’s scope.
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