The economic reason for corporate social responsibility   
Abstract

Modern economic context has grown far apart from the world of Adam Smith, in which economic science was initially shaped. Predominantly, economic theory is market theory, but the structure of markets has drastically changed. Reference is made to the theory of imperfect competition as opposed to the theory of the perfect market, while taking into account some excesses of present corporate practice. An analytical economic light is thrown on corporate social responsibility, which replaces the invisible hand of Adam Smith. The article is based, not on a normative ‘ethical’ point of view, but on economic theory itself. The author intends to recall the perhaps forgotten lucid writing of the Chicagoan economist Walter A. Weisskopf (1971) about the changed role of the principle of profit maximisation in economics. The present reality of corporate social responsibility is interpreted in terms of the important change in economic theory which took place during the first half of the last century. 
1. The totality vision of economic theory
The times of the ‘great truths’ and the encompassing view, so it is said, now belong to the past. The vision of totality of Adam Smith in his Wealth of Nations (1776) or Leon Walras in his two volumes of Élements d’economie pure (1874-77) and their followers appears to be gone. World trade statistics and macroeconomic growth figures only are pale and often misleading echo’s of it: they are hiding more than explaining about the Wealth of Nations. ‘Pure’ market thinking took the place of the development élan of the sixties and seventies of the last century. ‘Place any economist in the capital city of an underdeveloped country and give him the necessary assistance and he will in no time make a Plan’, such were the words Gunnar Myrdal still could use in 1970; ‘in this regard we are unique among the social scientists. No sociologist, psychologist or anthropologist would ever think of such a thing’ (Myrdal (1971), 37).

The economist is someone who likes to make things. He is interested in economic development. He is more open to an appeal to his abilities than to critical opposition from other quarters. However, the question of ‘what?’ in economics usually is not seen as the economic problem. Thinking in terms of the market raises, in principle, the question of ‘who?’: is it the free consumer or the free firm, or should it be government regulations and interference? An observation is in place here. Not only the intrinsic economic question of the composition of economic welfare is overlooked this way, but, also, the question of ‘who’ is utterly simplistic. Sociology cannot be reduced to the opposition between the individual and ‘collectivism’ (the latter generally being identified with the state).
For economic theory there is no need for turning to ethics or theology to deduce its inevitable normative point of view. The history of economic doctrines embraces such a rich variety of ideas and historical analyses, that the economist can consult his own subject matter. The claim for a ‘multidisciplinary’ complement to his approach seems to be a subterfuge which is adding not much, as subsidiary sciences generally are subdue to their own and often similarly formalized methodological biases. For the economist, the crucial point is how adequate his reference to reality is, and which economic phenomena he includes or excludes from the making of his theory. In our time of accelerated globalization he cannot but consider the whole world as one extended Volkswirtschaft. Economic theory cannot reduce itself to a method of theory construction which confines itself to its own mathematical consistency, however remote it may be from reality. The question of how this methodological habit occurred should precede the study of economics and deserves a central place in it. The history of economic doctrines, in line with the history of changing economic contexts, should regain priority in the university teaching of economics. 
During the last hundred years, the structure of the market has changed drastically, and with it also market thinking since Adam Smith. The maintenance of the original theory of the free market, originated in the 18th century, turns out to be possible only in an ideological sense. The absolutization of an economic – or any other social - theory from a past context by unfastening it from that historical situation, does not lead to the explanation of reality – which is what economists want to do. It cannot but serve an ideological goal under a pseudoscientific garb. In the words of Jacques Ellul: ideology is deforming a doctrine or world view, which degrades and vulgarizes the original theory. It is a mix of reasoning and beliefs, of hope and hatred, a jumble of intellectual elements without much coherence, addressing itself to reality. In this way it claims to be a more or less systematic interpretation of society and of history, which its militants consider to be the highest truth (Ellul (1969), 158; (1978), 242; (1979), 5). 

This is not to say that market theory would not remain essential and central in economics – a pronouncement which may not sound surprising on the part of the author as an economist. But to be able to appreciate market theories and to determine their place, an economic approach is needed.  The problem of current economic thought is that the two, in principle, seem to coincide. Economic thought is market thought. The theory of the market has turned out to behave autonomously, not being submitted any more to an economic way of reasoning which gives direction to it.  Since David Ricardo, the mainstream of economic thinking has chosen its starting point in an aprioristic Cartesian way. The mechanism of trade was deduced ‘from principles indisputably true’ (see Klant (1982), 20).
 Such a way of theorizing, generally taken for the correct method of ‘abstraction’, creates a life-size problem of separation between theory and practical reality in economics (see Haan (1975)). Economic situations do embrace more than the market. The ‘real economy’ must be investigated not only with the purpose of deducing theories, but ‘we draw theories in order to understand reality’ (Leemans (1939), 80). The question which in current methodology generally is circumvented is about ‘reality’ and the nature of the abstraction method. This nature determines the relationship between our scope of experience and observation on the one hand, and theory on the other. In the meantime, the current discourse of the economist determines the playing field in which communication takes place. 

The really free and ‘perfect’ market rightly is seen as the economic way of democracy. No power is exercised by the one against the other. Here lies the affinity of economic theory and democratic liberalism. When access to the market is free, profits will ultimately tend to fall to zero, as a result of competition. This does not contradict the fact that commercial firms compete for the maximization of profits.  Classical economic theory, indeed, maintained that the free functioning of the market would always tend to an equilibrium path in the direction of the zero line of profits. This general theory had to build in a great number of presuppositions. One of them is, that there needs to be a great many of independent suppliers, none of them having an influence on the price. The equilibrium price which results from the market is a given fact for any individual supplier. In economic terms: the demand curve which the supplier is confronted with is of a horizontal shape and a fixed position in the short run.
The ironic thing is that such a ‘perfect’ market typically exists in agriculture. A multitude of (small) farmers stand in competition to each other. But the fact that, in this agrarian market shaped according to liberalism, prices generally are inclined to fall, brought forward the necessity of government interference, price-fixing itself included.  Galbraith, in 1952, could make the observation: ‘The American farmer does not engage in any research for his own account. It was a far-sighted vision of genius which took this into account in an early stage of our history, with the result that technical development in this field almost entirely has been socialized.  Nowadays, we consider it to be normal that agrarian technical development as such has to come from the experimental stations and the department of agriculture of the state of the United States’ (Galbraith (1972), 150).  

In the sector in which the perfect market par excellence could have presented itself, state intervention takes places intensively. No wonder that Galbraith here refers to another competition mechanism than the competition of ‘natural price’, namely technique. In fact, agriculture has grown into a sector of industry, characterized by the input of chemical products, energy and transport. It stretches out to processing, control of the entire chain and marketing. Modern business does not compete any more through pricing but by technical means. Here lies the very great difference from the world of Adam Smith, which dates from before the working through of the Industrial Revolution.

Just like several economists, independently of one another, in different countries but at the same time, shaped the theory of marginal utility, which came to be the cornerstone of neoclassical theory,
 a new theory arises during the thirties of the century, about imperfect competition.
 The arising of new scientific contributions and the same inventions can be explained by what Jacques Ellul has called the technical milieu, that has extended itself throughout society.  Societal technical forces, among them technical-economic ones, influence upon each other in an assimilating way. They reinforce each other and ultimately assume an autonomous and integrated character. World society becomes more and more uniform and discoveries within this process become spontaneous and arise in different places.
The theory of imperfect competition starts with referring to the perfect situation earlier alluded to. It was the perfect, be it a theoretical, world in which demanded and supplied quantities of goods tend to be equal. When profits are threatened to fall down to zero - like in a never ending supermarket war in which prices would not stop falling -  the result would be a situation in which no supplier can retrocede any further. Neither can he increase his supply. In both cases he would work against a loss. The business man cannot profit from further economies of scale. There is unused capacity on the level of the economy as a whole. So he will try to make his product into a special one, and use commercial advertisement to realize this.
 This is what in literature has been called ‘product differentiation’. Commercial propaganda becomes an essential part of sales policy.  The product becomes a brand.

The theory of imperfect competition signified a big turn in economic theory. The market is not guided any more by the invisible hand that wants the best of it for all. The integration of local markets into one world market would force the individual entrepreneur into stagnation, because of the tendency towards zero profit equilibrium. So, commercial firms feel forced into the use of influence upon their prices. Competition remains, but more and more it takes the form of ‘oligopolistic’ competition, i.e. the struggle for market shares among relatively few corporations.  Price dealings, be it in the formal or informal sense of the word, are easily made, even silently. To fight against these practices, governments apply their ‘anti-trust’ laws, in order to imitate as far as possible the ‘natural’ situation of the many competitors. It goes without saying, that this is an illusion in the many ‘failing states’ of the world.

Some economists have seen sharply the far reaching consequences for economic theory: ‘Economics would then cease to be a systematic science and would become a collection of individual case histories representative of the special conditions of particular firms, without any comprehensive organizing principle – a picture of anarchy rather than of spontaneous, although imperfect, order. It is significant that the term “equilibrium”, which once denoted the coincidence of the maximum satisfaction of the individual with that of society, is now used to denote only the former, although it was reference to the latter that gave the word its weight and normative meaning’ (Heimann (1959), 218/219; my italics). 

In other words, the system is not ‘determinate’ any more. It lacks any possible equilibrium. Eduard Heimann, in one of best introductory texts into economic literature that ever has been written, adds that this new economic reality brought Von Stackelberg to the logical conclusion of fascism. When the classical and neoclassical world of harmony leaves its place to disintegration and power play, the order should be safeguarded by the forcing hand of the state, imposing it. ‘ “Order through liberty” was the original program of economics; “order through force” is the program of the theory of imperfect competition. It is time to recognize that the concept of a system of monopoly is self-contradictory and the very negation of everything economics stands for’ (Heimann, 219). 

Today, the technical structure of the market surpasses its ‘natural’ limits even more, and drastically so. The classical economic paradigm generally belongs to the past. Hundred years ago – if we do not take into account colonialism – it could be maintained that the firm did participate in the life of society. It made its contribution to a society which was ‘given’ (in economic terms: a ‘datum’). Of course, it profited from all kinds of contributions from society, which helped commercial activity to be possible, not only in terms of physical infrastructure, but also of legal order and security, economic legislation, education, health care and so on. Later, social security systems came into being as well. The economic historian Richard Tawney (1926) pointed to the fact that the business man could not ascribe his successes merely to his own personal merits and virtue, - a thing which he may easily be inclined to. He can do nothing without the help from the state and the technical society which provides him with a network, a basis and a work environment. ‘Few tricks of the unsophisticated intellect’, he wrote, ‘are more curious than the naïve psychology of the business man, who ascribes his achievements to his own unaided efforts, in bland unconsciousness of a social order without whose continuous support and vigilant protection he would be as a lamb bleating in the desert’. Tawney calls such a form of self-assurance ‘the complex of the individualist’ (Tawney (1977), 264). 

In the present world the tables are turned. Large multinational and national companies force society to their will. ‘Instead of changing internally to adapt themselves to their expanded social role, corporations reshaped the world to their own priorities’ (Lietaer (2001), 86). Especially in the countries of the South, they influence economic and environmental legislation to their immediate advantage and dodge it. The American multinational corporation Monsanto, a big player in the field of genetically modified soy in Latin America (being in conflict with the Argentine state about illegal forcing of patent rights and royalties (see Correa (2006)), tries to control the entire production and marketing process from the beginning to the end of the chain. In each phase it is continuously cashing its patent fees, be it under or above the law (see Cabetta (2006)). It aims at controlling national and international legal regulations to its own advantage. Soy producers are obliged to buy each year their necessary seeds, the soy plant having been manipulated in such a way that it does not throw off the seed itself.  The growing of soy demands the use of the Monsanto-herbicide, to which the Roundup Ready soy bean is resistant. All other plants are destroyed, as are the insects. The continuous intensive soybean cultivation has led to massive soil nutrient depletion. In Argentina it has extracted an estimated 1 million tonnes of nitrogen and about 227,000 tonnes of phosphorous. The estimated cost of replenishing this nutrient loss via fertilisers is US$ 910 million (see Pengue (2005)). Finally, legislation is thwarted that would enable the Northern consumer to know the origin of the soy which is processed in the numerous soy containing food products in his or her supermarket. The usual argument that business activity contributes to society by creating employment is void, as we have here a clear case of ‘jobless growth’. This type of soy crop produces only one single job per 500 hectares. 

Another poignantly painful example of corporate commercial activity is the situation of the thousands of Indian cotton farmers who annually commit suicide. Often they drink the chemical agricultural input product they are no longer able to pay for, but which they are forced to buy under pressure of the multinational corporation and its intermediaries by lack of other choice. They see no other way out in the face of bankruptcy. For one kilo of cotton, half a kilo of chemical poison is needed. During the last five years 40.000 cotton farmers have killed themselves out of despair. Their children are born with serious health deviations; cancer is spreading explosively. The fertility of the soil is diminishing rapidly, and so does the return on production, which amounts to € 20 in six months (Solidaridad (2008)). 

Examples like these are not accidental.  To be added are the widely existing maquilas – tax free zones in which subhuman labour conditions are valid - , the irretrievable damage caused by large scale mining practices to be found in many developing countries, slave plantation labour,  child labour, expropriation of farmer’s land  and many other situations which are inherent in the existing economic order. For this reasons, the ‘economic system’ in force is not in a condition to provide food or income to the world’s population as a whole, although experts assure that it would physically and technically possible. What is lacking is the pluralistic and creative economic organization that would be able to employ the economic means that are available making them productive. 

In the theory and practice of perfect competition, the individual firm would be subject to the discipline of the market. It is like Von Clausewitz said about warfare: the adversary ‘forces my hand like I am doing his’ (Clausewitz (1978). The structure of imperfect competition has lifted this force. The reigns of the price mechanism have been slackened, so that the firm now has influence on the price and the shape and place of the demand curve (which in the perfect market was horizontal and given).  Demand is influenced and even controlled by the supplier. It does not meet supply independently any more. Price competition has cleared the place in favour of competition by technique: technique of product and of sales, even of control of society. This situation has resulted from and into a structural manoeuvre room for profit and profit growth which was lacking in the model of the free market, characterized by the independency and market choice of those who exerted demand, like consumers and intermediary producers.  

The invisible hand of the market has been replaced by the ‘visible hand of corporate management’ (Weisskopf (1973), 148). This change of the economic universe has been called by Galbraith, the ‘Technostructure’ (Galbraith (1970)). The commercial firm continues aiming at survival, autonomy and growth. But the aim of the maximization of profits is set relatively free. ‘Maximization of profit’ is not the correct phrase any more: it presupposes a way of operating under the discipline of perfect price competition, always making use of initial market chances of maximization. Nowadays, competition takes place in terms of technical innovation, brand development, and also the seizure of non-market space of society. Growth is for the defence or the expansion of market shares. Just like the money motive (the drive for maximization of income) has penetrated into society and into our cultural life, in the same way the technological imperative has done it. The ‘value’-relativism of the neoclassical and (the former) welfare economics has given way to the new values which are dominating society: growth of production and growth of technique. ‘The growth imperative implies that the volume of and variety of goods and services, regardless of what they consist of, should continuously rise from year tot year; the technological imperative means that everything that can be should be invented and produced’ (Weisskopf, 151).

2.
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The technostructure, some excesses of which we have illustrated above, at the same time opens new chances for the individual firm and the commercial private sector as a whole, of which could not be spoken yet in classical economics. Classical market thought believed in a super personal power – of the market – that guaranteed the socially desired outcome. This meant that individual market parties did not need to bother about the content of there actions, as long as they, within the limits of the law, would behave according to the optimal allocation pattern. This view, for that matter, has contributed strongly to the destruction of individual and social morality. The economic ratio spoke for itself and demanded every inch in economics. ‘It is an irrational act, and therefore not fit for a rational creature, to love any one farther than reason will allow us’, so it was said already a century before Adam Smith (Tawney (1977), 242). And he himself left no room for misunderstanding about the allocation imperative: ‘A man must be perfectly crazy who, where there is tolerable security, does not employ all the stock which he commands, whether be it his own or borrowed of other people’ (Smith (1776), book II, chapter 1). 

The new imperfect market relationships, however, brought back a freedom of choice into doing business. A playing field for business has arisen that did not exist in classical and neoclassical thought. In the model of the perfect market, it is ‘take it or leave it’. When the business proprietor cannot cope with price competition, he has to withdraw from the market. ‘He must adjust or fall by the wayside; but because he has no choice, he has also no moral problems, no problems of goals, ends, values except profit maximization’ (Weisskopf, 118). In the world after Adam Smith, we may say: after the First World War, corporations with a certain market power can allow setting a higher price than their competitors. This is the implication of the downwards sloping demand curve that has made its appearance roughly a century ago.

‘The technical meaning aside, this means that there is a choice, and choice requires decisions based on normative rules, principles, goals, even “ideals”.’ Finding itself in the situation of the downwards sloping curve of demand, the firm theoretically not only has the choice between more sales for a lower price and less sales for a higher price, but also between more profit and other goals. Weisskopf observes that, however limited it may be, there is definitely opening up a room for manoeuvre. The corporation is set free, instead for aiming at a higher profit in the short run, to choose a lesser but more stable profit in the long run, ‘stability of operations, undisturbed relations with customers, suppliers, labour force and so forth. Such firms may actually be influenced by moral considerations about the common good. In a way, the acknowledgement of the existence of market power represents the first break with the laissez-faire philosophy in traditional economic thought’ (Weisskopf, 119/120).

The fact that the theory of the perfect market, which gave determinateness to that market, has always been dependent on a variety of hypotheses – which in reality never existed, let alone at the same time – does not alter this conclusion. What matters is the fact that the economic theory of the market has always justified the appeal to it made by economists, politicians and business men, be it valid or not.  It is the claim for the ideal economic world, representing the implicit value judgement presented by the ‘value-neutral’ economic science.  This is not to deny that in reality the conditions of the principle of profit maximization always have applied only in part and have been valued against other interests which play a role in economic life. However, if the so-called non-economic goals (i.e. other ones than the self interest expressed in the money motive) would have been recognized and built in into classical equilibrium theory, the whole structure of theory would have collapsed (Weisskopf, 122). The thing is that since the rise of the modern theory of imperfect competition, the theoretical appeal to the regulating function of the market, which was due to the price mechanism moving towards equilibrium, cannot be made any more. 

In order to preserve the unity of economic science, the theorists of the downward sloping and manipulated demand curve immediately tried to preserve the unity of economic theory by maintaining the principle of profit maximization, so that the market behaviour of firms would remain explainable. The business firm would continue producing up to the point at which marginal income would be equal to marginal cost. Competition remained the determining factor, be it in its ‘imperfect’ form. In this way, economic theory tried to safeguard the implicit ‘value’ of the value-neutral market theory. The market continued being the norm, while putting up with the oligopolistic disturbances caused by higher prices and lower supplies and the fact that the demand curve from now on could be manipulated instead of being a datum. The equilibrium position of the firm and of the market as a whole became, however, entirely indeterminate concepts.
 In spite of this, ‘market power has again been caught in the net of deterministic theory and the disturbing freedom of choice is eliminated by the assumption of a singular goal: profit maximisation’ (Weisskopf, 129).

Walter Weiskopf, in the acute analysis already referred to, draws the conclusion that there are ‘important philosophical implications for modern capitalism. It raises the problem of choice and the problem of values which were obliterated under the impact of laissez-faire philosophy’ (Weisskopf, 124; my italics). Under perfect competition the firm was supposed to behave rationally on the basis of the principle of profit maximization. ‘Under large-scale, corporate, oligopoly capitalism the firm can pursue goals which may be considered economically “irrational” from the point of view of classical and neoclassical economic philosophy. This obviously opens the door for a re-examination of the goals of the firm and of the economy which was closed to traditional economic thinking.’ What happens here can be compared with modern developments in physics. While in the world of Newton (from which the classical economists derived their method referring to economic laws that could not be influenced) the observer and the observed object were principally different. In modern physics this epistemological separation has disappeared. The observer and the observed are correlates. ‘Man now only confronts himself’ (Heisenberg). The modern corporations are not predictable any more according to their being subordinate to market forces. On the contrary, ‘because of their market power, they will change the very conditions in the market on which all predictions would have to be based’ (Weisskopf, 126).

The external economic situation has ceased to be a datum which confronts the individual firm, but it has become, to a great extent, the result of management. What ever were parameters of the economic model, have becomes variables, to be influenced by action. What is more, because of their great power position in society, corporations can change more and more parameters into variables. Also societal and human techniques are applied (see Ellul (1964), 319-427). The tables of knowledge and action are turned. ‘Reality becomes what man had made’ (Weisskopf, 127).

Weisskopf observes that, in classical market theory, profit maximization was a postulate pointing to the determinateness of the system. This is not the case any more in the new world dominated by technique. That is why economists tried to save economic theory by sticking to maximum profit as a requirement of the system. The conclusion is that such a postulate does not relate any more to the certainty and the interest of the market and its adjustment process.  Market theory now services the certainty and the interest of the individual firm. Market equilibrium has become an illusionary concept. The result of the competition struggle between the big corporations, which is waged with all means, not only ‘economic’ ones, is not predictable in terms of the classical equilibrium. Competition looses its effectiveness in the classical sense of the word; there is no ‘invisible’ mechanism which regulates the power of management. 

As far as profit maximization is concerned, is it no longer a general-economic and determining requirement of the system. It has turned into a purely normative postulate (Weisskopf, 129). In modern times, maximisation of profits no longer is the only possible of the goals to be chosen. The contribution to society is not readable from the profit figure. In this respect, the Rabobank may be different from the ING Bank, due to the profit policy itself, the corporation’s philosophy, organization structure, choice of having exchange quotation or not, etc. Both of them, by definition, operate in the field of social corporate responsibility. As a matter of fact, the profit motive as such can exercise its market function only when the decision makers in the firm do effectively bear the consequences of their actions. The modern corporation is directed by managers whose personal property is not subject any more to the consequences of the discipline of the market, as was the case of the 19th century entrepreneur/proprietor. Weisskopf refers to the classical study of Berle and Means (1947), which describes the total change the corporation has undergone in this respect. The authors, in order to find the answer to the indeterminateness of the system, do not look for introducing complete decision power of share holders to control the managers, neither for total control in the hands of the latter. These are questions to be answered by the theory of business organisation. 

Berle and Means do conclude that the indeterminateness of the system puts society in the position of making demands to the corporation, in order to create a new order in the economic system. It is not sufficient to serve the interests of the management and the share holders; the aim of continuity of the firm can and should receive its perspective according to the interests of society as a whole. This is the new ‘system requirement’. 

This conclusion corroborates Weisskopf’s finding that, because of the passing away of the ideal of the horizontal curve of demand and its social context, the modern firm is not logically attached any more to one single economically goal, i.e. the maximization of profit. From the economic point of view it is necessary to amplify the aim of the firm by including other objectives. The corporation is now economically free to effectively choose them. Entrepreneurship is widened and deepened, in the purely economic sense of the word, becoming an invitation to new creativity. ‘This is a clear-cut return to political economy and to the search for normative goals and ideals in economics’ (Weisskopf, 137). The firm now lacks completeness in itself, as an element in the economic system. The operation of the firm does not find its consistency any more by leaning to itself, but the company acquires direction, legitimacy and consistency from a ‘license how and for what purpose to operate’, based on the needs of society as a whole. Here we have, not a mere putting in ward of economics by a ‘meta-normative’ or ‘ethical’ criterion, but an analytical economic conclusion which constitutes the economic basis, increasingly recognized, of Social Corporate Responsibility. 
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