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Abstract:

 This paper takes both a conceptual and an empirical approach to answer the question as to how Corporate Social Responsibility (CSR) can be connected to the company’s role as an agent of social value creation when it operates within an imperfect institutional framework of market competition. To develop a functional design for an empirical study, we draw on the concept of ordonomics, which provides a heuristics for responsible business activities in society. Drawing on ordonomics, we devise three questions: Referring to action responsibility we ask in which CSR activities companies do invest in their day-to-day business. Referring to governance responsibility we ask as to how companies realize win-win solutions through strategic commitments. In addition, with regard to discourse responsibility we ask in which stakeholder dialogues companies engage in order to discuss and find functional rules for organizing win-win solutions. In our empirical study, we reveal insights into the micro-level analysis of the CSP-CFP link and generate several new questions to be the subject of future research.
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1. Introduction

For almost 35 years, the effect of social activity on company performance has been under empirical analysis. Empirical studies have inquired into the relationship between corporate social responsibility (CSR) or, to use the notions of empirical research, corporate social performance (CSP) and corporate financial performance (CFP). Yet after about 170 studies, it is still an unsettled issue whether companies do well because they are doing good or whether companies that are doing well can also do good. This ambiguity has led some of the most prominent scholars in the field to a discouraging conclusion. Prominent researchers in the field hold that “[t]he continuing quest to substantiate or repudiate a link between CSP and CFP may be of little value. While the quest is seductive, it may be time to let this particular question rest. … Research must now show how CSP comes to bear upon CFP” [1].

This paper takes the above conclusion as its starting point for both a conceptual and an empirical contribution to empirical CSR research. Following the ordonomic perspective on business in society, the article builds upon the tripartite ordonomic idea that companies can assume social responsibility not only in the arena of ordinary day-to-day business activity, but also in the public arena of rule-finding and the political arena of rule-setting. Based on the ordonomic understanding that companies can use ‘morality as a factor of production,’ this paper takes both a conceptual and an empirical approach to answering the question as to how CSR can be connected to the company’s role as an agent of social value creation in its day-to-day business and governance activities.

We highlight the ordonomic contribution to the empirical literature on CSR in three parts. Part 1 reviews the current state of empirical macro-level and micro-level research on CSR. Part 2 presents the ordonomic concept of ‘morality as a factor of production’. Based on this conceptualization, Part 3 contains an ordonomic contribution to the empirical research. Part 3 concludes with suggestions for future empirical work.



2. The Current State of Empirical CSR Research

During the last 35 years, more than 170 empirical studies have been published that analyze the market return of firm investment in corporate social responsibility (CSR) [1]. The good news is that many of these empirical CSR studies find a significant relationship between corporate social performance (CSP) and corporate financial performance (CFP). (Admittedly, a recent article claims that the small but positive CSP-CFP link could be the result of a strong reviewer bias toward those empirical studies that champion a positive relationship and against those studies, which support evidence against such a link [2].) The bad news is that the literature still lacks a clear understanding as to how CSR can positively influence a firm’s processes of value creation. In this section, we review the extant empirical research and present its results in the two categories of (1) macro-level and (2) micro-level CSR research.

(1) There is a long tradition in empirical research of analyzing the direct impact of CSP on CFP. By now, many of these studies’ results have been scrutinized by using the tools of statistical meta-analysis. In particular, three prominent meta-studies estimate the overall impact of CSP on CFP.


	One meta-study analyzes 52 empirical studies [3]. This meta-study concludes (a) that although the studies mainly find positive and significant correlations, the causal link between CSP and CFP is likely to be reciprocal and simultaneous. (b) The authors emphasize that the reputation the company gains from CSR activity greatly influences the strength of the CSP-CSF-link. (c) In addition, the meta-study also highlight the methodological weaknesses of all CSP-CSF studies. According their analysis, the variance of the error terms explains from 15 to 100% of the CSP-CFP link in the original studies.


	Another meta-study analyzes 82 empirical studies [4]. That meta-analysis comes up with five major results. (a) CSP has a positive impact on CSF, and this effect is stronger in the United Kingdom than in the United States. (b) Reputation gained from CSR activity has a stronger influence on the CSP-CFP link than other explaining parameters such as, for example, company audits. Philanthropic activity and environmental programs have a small effect on CFP. (c) The results of many empirical studies are, in part, due to statistical artifacts. For example, the authors show that positive effects are stronger if the studies use OLS regression or mean comparison tests. (d) Parameters such as size of firm, industry or company-specific risk, and R&D expenditure have no effect on the CSP-CFP relationship. (e) Tests suggest that CSR has a bigger influence on subjective measures and market indicators like stock market returns than on accounting-based parameters. (f) According to the meta-analysis, there is a structural discontinuity in the observation period: It shows that CSR had stronger effects in the 1960s than in the 1980s.


	The most recent meta-study examines 167 empirical studies [1]. That meta-analysis yields the following results. (a) Capital markets do not punish companies that invest in CSR. (b) The returns of pro-active CSR activities are lower than investments in innovation, capital goods, or mergers. (c) Capital markets severely punish moral misconduct of firms in the present and in the future. Consequently, CSR is profitable if it helps minimize business scandals or if it is used to prevent negative reputation effects caused by company scandals. (d) Companies with strong financial fundamentals in the past are more likely to spend money for philanthropic activities. (e) Current CSR activity predicts neither present nor future CFP. Indeed, it is highly probable that a good CFP promotes CSP, not vice versa. (f) In many cases, the reliability and validity of the CSP indicators are doubtful.




In short, the available meta-studies reveal that the data of the original studies are often too much aggregated to be fully exploited by correlation or regression analysis. This is so for two reasons: First, firms are very diverse with respect to their organization and industry and, second, CSR activities vary among companies because firms address diverse stakeholders in different industries. As a consequence, empirical studies that use aggregated macro data to evaluate the CSP-CFP link encounter difficulty in finding causal interdependencies. As a matter of fact, in many cases the link between CSR and profitability is neither linear nor monocausal. Thus, empirical research needs a theoretical framework to handle the complex CSP-CFP link before the link can be evaluated effectively.

As a result, the literature criticizes not only the quality of the empirical concept but also the theoretical foundation of CSP-CFP research. Some researchers even go so far as to challenge the whole idea of analyzing the CSP-CFP on a macro level: “Ironically, 167 studies later, managers may be exactly where they were in 1972: seeking criteria to judge when CSP makes sense and guidance about how to advance both CSP and CFP, if they are both worthy of pursuit but not entirely consistent. The continuing quest to substantiate or repudiate a link between CSP and CFP may be of little value. While the quest is seductive, it may be time to let this particular question rest. There may be other aspects of the CSP-CFP relationship that are now more important to investigate” [1].

(2) A more systematic approach to empirical CSR research focuses on ‘other aspects of the CSP-CFP relationship’ and pays attention to the organizational micro-level of the firm’s value creation activities. The idea behind such empirical work is to associate CSR with specific business functions such as reputation management, risk management, innovation management, and human resource management. These micro-level studies ask as to how different CSR functions can influence the present or future profit and even the market value of the firm. The underlying assumption is that CSR activities that affect the future value also raise present equity prices because of a higher cash value. As shareholders anticipate prospective gains from their current investment decisions, CSR can also bear on the current market value of the firm. Figure 1 illustrates the hypothesis that functional CSR explains the CSP-CFP relationship and also shows how the research is associated with this hypothesis.

Figure 1. Micro-level empirical corporate social responsibility (CSR) research: CSR functions and the corporate social performance (CSP)-CFP relationship (own illustration).
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	Management of reputation. Several studies investigate the impact of reputation management on the CSP-CFP relationship. Some authors find a positive link between reputation and financial performance [5], but according to other scholars [6], the marginal returns of reputation are declining. Reputation management does not seem to be a cash cow and the effects of a good reputation on profitability are small. These micro-level studies do not analyze to what extent reputation increases (future) profits or whether reputation directly increases stock market returns [6]. Yet according to other theoretical findings, this is an important piece of information when evaluating the efficiency of capital markets: if investors focus only on the reputation of companies and not on company fundamentals, capital will accumulate inefficiently because investors waste scarce capital and create bubbles [7]. Under these circumstances, acting ‘morally’ would lead to socially undesirable results. Doing good would result in market failure.


	Management of risks. Other work argues that CSR can insure against the risk that the company’s core business activities will result in unintended but morally suspicious results, such as company scandals. According to their analysis, stakeholders (especially the general public) tend to forgive business misbehavior more easily if firms display good moral intentions but, less easily, if firms have a doubtful moral reputation [8]. Similar results are provided by studies that argue that an investment in CSR pays off for shareholders because a good CSP reduces business risks and therefore decreases volatility on the capital market [9]. According to that view, good CSR management creates strong ties with important stakeholders of the company, as well as with shareholders, that will endure even in periods of crisis.


	Management of innovation. Several empirical studies show a strong relationship between CSP, CFP, and innovation management [10,11,12]. The direction of the causality, however, is still an open question: Does CSR increase the probability of generating more and better innovations or does CSR send a positive signal to financiers so that companies can invest in more risky projects? In addition to the problem of reverse causality, the empirical studies do not reveal whether innovative companies invest more money in CSR activities. It is quite possible that the measured relationship is just a spurious correlation in the case that highly profitable and innovative firms also implement CSR and in the case that CSR does not influence the investors’ decisions and does not increase the probability of being innovative. Other authors even measure a negative and significant relationship between CSP and innovation [13]. In addition, the empirical literature has not yet asked the question whether firms explicitly use stakeholder dialogues to develop new organizational innovations such as new business mode


	Management of human resources. The theoretical CSR literature champions the idea that CSR has a positive impact on employee productivity [14]. The empirical CSR research seems to support this idea. For example, some studies research the empirical relationship between CSR and work satisfaction [15]. Furthermore, other work analyzes the effect of employee commitment on company fundamentals such as market share, competitive position, and return on investment [16]. The commitment literature provides an idea for why CSR can positively influence a firm’s human resources management. According to a much earlier study, a commitment ‘represents something beyond mere passive loyalty to an organization. It involves an active relationship with the organization such that individuals are willing to give something of themselves in order to contribute to the … organization’s well being’ [17]. Along these lines, employees who are strongly committed to their companies seem to work more productively [18,19]. In a similar fashion, some scholars apply theories of social identity and find that companies with strong CSP indicators are also more attractive employers for potential employees than firms with weak CSP indicators [20].


	Management of customer relationships. Another line of research argues that CSR activities increase customer satisfaction. Yet the empirical link is statistically not significant. The relationship varies because ‘satisfaction plays a significant role in the relationship between CSR and firm market value and … a proper combination of both CSR initiatives and product-related abilities is important’ [21]. In a micro study of 3,500 customers of three yoghurt companies, CSR activities show a statistically significant impact on purchasing behavior [22]. Customers are more likely to buy the products of companies that use CSR. In addition, buyers show more loyalty to and identification with goods that are produced by companies that engage in CSR. In addition, if CSR strengthens social identity with the firm, employees tend to be more responsive to customer needs [23]. However, consumer orientation is higher only if employees are convinced that the company has a credible customer focus. In addition, have to be convinced that consumers have a strong demand for CSR and share the same values. In general, the impact of CSR is higher if (a) the customers and the company share the same values and if (b) customers support the special areas of CSR interest [24]. Furthermore, costumers seem to be more sensitive toward negative CSR compared to information on good CSR performance.




(3) There is no doubt that micro-level research has enriched the macro-level empirical research on CSR. In fact, the idea of focusing on how CSR impacts specific business functions is a big step forward in the attempt to better understand the CSP-CFP relationship en detail. Yet still, most of the empirical literature primarily connects CSR with management functions such as reputation management, risk management, innovation management, or human resources management. (However, there has not been empirical work on several other management areas so far, such as controlling or investor relationships.) Unfortunately, the evidence uncovered by this micro-level empirical CSR research is by no means clear-cut. In short, it is still an open question whether companies do well by doing good (and/or by avoiding bad [25]), or whether firms that do well can also afford to do good (and/or can afford to avoid bad).

As a result, even after more than 35 years of intense research, the empirical CSR literature is a long way from providing a practical management heuristics for firms. Drawing on the current empirical evidence, managers can only conclude that investing in CSR is an adventure with a spurious outcome. Despite many research efforts on the micro-level of the firm, empirical CSR research is still in the obscure state as described so eloquently by [1]: “Too many studies speculate about mechanisms that explain results or end with a call to investigate them. It is time to study mechanisms systematically. … No matter how well measured the constructs [of the 167 studies], research must move beyond simply assessing the magnitude of the CSP-CFP relationship. Research must now show how CSP comes to bear upon CFP”.

From this short survey, we conclude that the empirical literature will greatly benefit from a conceptual contribution that helps to better understand ‘how CSP comes to bear upon CFP.’ In an effort to provide such a theoretical concept, we present the ordonomic approach to business in society in the following section.



3. An Ordonomic Conceptualization of CSR: Morality as a Factor of Production

In this section, we introduce the theoretical perspective of ordonomics [26,27,28,29,30,31,32,33]. Drawing on the ordonomic approach, we embed the idea of corporate social responsibility (CSR) in the wider liberal notion that companies are agents of social value creation [34]. We develop this ordonomic concept in four steps. Step (1) argues that, in an ideal world, competitive markets are socially beneficial institutions. Step (2) presents the argument that any societal role of business must be compatible with real-world markets, however. Step (3) develops the argument that CSR can reinforce this role of business in society. Step (4) clarifies the ordonomic understanding of win-win oriented CSR.

We take the ordonomic perspective as a starting point for two reasons. First, we believe that a more fundamental approach to looking at the social responsibility of business firms achieves a better understanding as to how modern CSR can be used not to weaken, but to strengthen the role of business in society under the conditions of a modern, increasingly globalized market economy. In view of the current state of the empirical literature, we argue, second, that this ordonomic conceptualization can help develop an empirical research design that generates new ideas for studying en detail the CSP-CFP relationship.

(1) Competitive markets. The classical explanation of the working properties of a market economy rests in the idea of social cooperation in a modern society. According to liberal economists such as Ludwig von Mises [35], the institution of the market is the prime instrument for maintaining peaceful cooperation among individuals in complex societies whose members do not know all needs of all other members and cannot fully predict the entire consequences of their actions [30]. In a modern society, markets are functional loci of cooperation because markets use competition in a systematic and purposeful way. As a matter of fact, competition among suppliers on one side of the market and competition among consumers on the other side of the market prevents undesirable forms of cooperation such as producer cartels and monopolies or consumer cartels or monopsonies. From the perspective of society, such cooperation is undesirable because it prevents consumers and producers from fully exploiting the win-win potential of their cooperation. Therefore, the institutional framework of competition—e.g., property rights, contract law, the rule of law, and anti-trust regulation—is an instrument that helps all members of society to fully reap the benefits of their role as consumers and producers. In short, from an ordonomic perspective, competition is not an end in itself, but a means of societal cooperation (for an earlier version of this argument cf. [36] and for an ordonomic conceptualization cf. [37]).

(2) Companies as agents of social value creation. The classical liberal argument in favor of a ‘social responsibility’ of companies is put forward by Milton Friedman. Friedman argues that companies best fulfill their social responsibility if they maximize their profits [38]. Yet in contrast to Friedman’s idea, companies do not operate within an ideal framework of perfect market institutions. In the ‘real’ world, companies have to deal with systematic incompleteness—with an incomplete institutional order of competitive markets and with incomplete contracts for market transactions [34].

Under the ordonomic approach, imperfect institutions and incomplete contracts are the starting point of any moral role for business firms in society. Yet, embedding the corporation into the system of market competition and its indisputable moral quality, a claim for social responsibility cannot simply mean abandoning the profit principle in conflicts between profit and morality. Therefore, any role of business in society must be compatible with the real-world market system, and must be founded on the premise that companies are societal agents for mutually advantageous value creation [34].

Against this backdrop, the ordonomic approach focuses on how corporate actors can use moral commitments to create a functional framework for win-win cooperation with their stakeholders—that is, with their customers, employees, suppliers, and financiers—and also with civil society organizations, politicians, and the media. Yet according to some researchers, social cooperation is always antagonistic cooperation, because it involves not only common interests but also conflicting interests [39]. Take the stakeholder relationship between a company and its investors. Managers prefer to work for a successful market leader; investors want a high return on their investments. Hence, both parties have a common interest in a productive process of value creation. Yet, they also have conflicting interests. Managers are risk averse and tend to engage in mainly low-risk projects with a certain value added; investors would like to see managers invest in high-risk projects that yield higher—although more uncertain—expected returns. Successful cooperation between managers and shareholders thus requires a suitable institutional arrangement that reduces the impact of conflicting interests and brings to bear the common interests of cooperation. Indeed, the whole system of corporate governance is an attempt to institutionally establish and maintain the precarious relationship between management and shareholders [28].

From an ordonomic perspective, the simultaneous presence of common and conflicting interests can be understood as a social dilemma situation. The defining feature of a social dilemma is that it is a situation of collective self-damage, a situation in which a win-win solution cannot be realized due to an incentive structure that makes it difficult (if not impossible) for rational actors to behave in a mutually beneficial way even though it would be in their common interest to do so. Paradigmatically, the ordonomic approach distinguishes between two types of collective self-damage: one-sided dilemma structures and many-sided dilemma structures. Analogously, there are two ways of overcoming situations of collective self-damage: individual commitments in one-sided dilemma situations and collective commitments in many-sided dilemma situations [28].

As a consequence, companies can use moral commitments—i.e., institutional arrangements to overcome one-sided or many-sided social dilemmas—as a systematic ‘factor of production’ [28,40]. The underlying idea is that prudent moral commitments can trigger a win-win outcome by convincing stakeholders of the company’s reliability as an interaction partner. If commitments create trust, they can induce productive cooperation with stakeholders that would be impossible otherwise. In this sense, moral commitments can be a factor of production because they signal that the firm is interested in and considerate of others, a signal that can be immensely important for the value creation of the firm [34].

(3) According to the ordonomic perspective, companies are agents of social value creation if they use morality as a factor of production. Taking value creation as a starting point, we can identify three different arenas in which companies can assume social responsibility [41] (Figure 2).

Figure 2. Three arenas of social responsibility of business firms [30].
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In day-to-day business, companies create value by cooperating with their stakeholders in diverse markets, chiefly consumer markets, but also labor and other markets. On this level, companies can assume action responsibility in the basic game of business, e.g., by saving natural resources in production or reducing the carbon footprint of their business activities, by building trust with suppliers and employees, and by circumventing the negative effects of child labor.

On the level of (political) rules and institutions, business firms can use moral commitments to create a functional framework for win-win cooperation with their stakeholders. On this level, companies can assume governance responsibility in the meta-game of rule-setting. Here, the underlying idea is that companies need to change the business as usual way of ‘doing things’ inside the firm or with their partners by changing the incentives for action in order to reduce the waste of resources or to build up trust. In some cases—i.e., in the case of a one-sided dilemma structure—it suffices to implement an individual self-commitment such as a code of conduct to change the behavior of employees. In situations comprising a many-sided social dilemma, however, companies need to establish an industry code of ethics as a collective self-commitment together with their competitors (for example, in order to make anti-corruption the incentive compatible behavior of all firms in the market).

Finally, companies can also engage in public or non-public discourses. On this level, companies can assume discourse responsibility in the meta-meta game of rule finding. Evidently, establishing moral commitments often requires the support of many stakeholders. Take the case of fighting corruption in bidding competition. In order to successfully introduce integrity pacts, companies need to discuss and share ideas with NGOs, state representatives and competitors in multi-stakeholder forums before implementing no-bribe-rules or black lists. The ordonomic idea is that companies can strive for a common understanding of the win-win properties of cooperation in stakeholder dialogues, which includes creating both a shared understanding of the underlying social dilemma and a common appreciation of suitable moral commitments as a solution to it. As a result, companies can assume “ordo-responsibility” if they take on a bipartite political role and participate in the new governance processes of rule-setting and rule-finding [41].

(4) Following this three-tiered ordonomic approach, we can clarify three important issues for CSR in business practice.

(a) The idea that CSR can create mutual benefits is not alien to the literature. Yet we argue that empirical research has not sufficiently brought to bear the broader possibilities of win-win solutions. As existing empirical approaches interpret the idea of mutual benefits in terms of commonly shared values, researchers mainly look out for, e.g., the common denominators of social identity [20], or the commitment of companies to specific moral values [17,42]. However, as John Rawls points out, in a pluralistic society it has become increasingly difficult to find win-win solutions on the basis of commonly shared values. According to our understanding, finding a consensus on the ‘correct’ moral point of view is quite difficult in a pluralistic society [43].

(b) Creating mutual benefits solely based on commonly shared values, is only one—and increasingly less effective—way of the broad possibilities of a win-win oriented approach to CSR. The ordonomic approach thus suggests searching for rules that help to create win-win solutions even in the absence of shared values. Finding and implementing rules that facilitate cooperation, however, does not lead companies and their stakeholders into controversies about the ‘right’ moral values. In contrast, the ordonomic concept of ordo-responsibility avoids unproductive trade-off discussions and paves the way for constructive stakeholder dialogues with the aim of finding practical solutions to the real-world problems of social dilemmas—without forcing companies to compromise their profit interests nor NGOs to curb their social and moral ideals.

(c) In fact, companies engage in CSR for many reasons: industry scandals force companies to change business-as-usual procedures; a more demanding workforce pushes business firms to engage in moral activities beyond the mere production of goods and services; and shareholders may be interested in strengthening the firm’s image to create a positive impact on society. Yet from an ordonomic perspective, companies do not need to fear such CSR drivers as interfering negatively with their role as economic actors. In contrast, companies can welcome public or non-public criticism if they use it to strengthen their core business of value creation.



4. Developing a Design for Empirical CSR Research

Based on this ordonomic conceptualization of the social responsibility of business firms, this section develops a design for empirical CSR research in two steps. In Step (1) we derive three sets of questions from the ordonomic approach. In Step (2), we present an empirical study and, along the lines of the study’s results, we formulate hypotheses for future research.

(1) The ordonomic approach identifies three arenas in which companies can assume corporate social responsibility (CSR). An empirical research study based on the ordonomic approach can thus generate at least three categories of questions.

The first category refers to action responsibility in day-to-day business activities. In line with micro-level empirical CSR research, an empirical study inspired by ordonomics would focus on CSR as a possible instrument for strengthening the (core) business functions of the company. It asks following questions: What are the specific functions of CSR policies? What is the specific goal of each project? What is the business case? What is the social case? Is the CSR activity to be characterized as pure philanthropy? Or does CSR relate to risk management, research and development, controlling, capital expenditure management, financial management, investor relations, compliance, human resource management, public relations, and marketing?

In addition to these questions, which have been asked, at least to some extent, in a couple of micro-level CSP-CFP studies, the ordonomic perspective would also evaluate the degree of professionalization of CSR. In an effort to identify whether CSR is viewed as an important business function, appropriate control parameters would focus on how CSR is implemented by the firm. Interesting questions in this context are the following:


	How is CSR integrated into the organization?


	Do companies professionalize in CSR with a specialized manager who has an own budget and staff?


	To whom does the CSR division report: to another department or directly to the board?




The second category refers to the governance responsibility in intra- and inter-company rule-setting. On this level, an empirical study inspired by the ordonomic perspective would turn its attention to commitments and commitment services that companies implement to establish cooperation with important stakeholders. In doing so, it could ask the following questions:


	Are CSR policies designed to enable reciprocal cooperation? What kinds of commitments do companies use?


	How do companies commit themselves or how do they provide commitment services for their stakeholders?


	Do firms offer commitment technologies only to their closest stakeholders, such as customers, suppliers, employees, and shareholders that participate in their core business activities?


	Do companies also use commitments with other, more remote stakeholders, such as civil society organizations, environmentalist groups, politicians, or the media? Do firms use commitments on a regional, a national, or even an international level?


	Are commitments appropriate to realize cooperation?




Category three refers to discourse responsibility in public or non-public rule-finding. On the level of discourse, an ordonomically-inspired empirical study would concentrate on the role of stakeholder dialogues. Such dialogues can help resolving problems of cooperation. To evaluate whether companies also professionalize in stakeholder dialogues, an appropriate empirical analysis would focus on the following questions:


	Do companies cultivate contacts or even dialogues with their stakeholders? How do they organize them and which stakeholders are addressed and included? With which stakeholders do companies cooperate more intensely?


	Do firms promote only their existing way of doing business or are they also interested in finding new ways of mutually beneficial cooperation? Do companies engage in dialogues only because competitors do so or do they so engage with a true purpose of discovering new ideas for their business models?


	How do companies rank the importance of stakeholder dialogues internally? Who is responsible for organizing stakeholder dialogues? Is the person in charge professionally trained to instruct other departments in the organization? How often do stakeholder dialogues take place? To what extent do companies institutionalize important dialogue functions such as mediation?




To sum up, we believe that the ordonomic approach has much to offer for empirical CSR research. In particular, the ordonomic approach of action, governance and discourse responsibility yields new insights. The Appendix gives an illustrative overview over the methodology derived from the ordonomic perspective and the questions related to all three categories discussed above.

(2) In our empirical study, we conducted an empirical study involving 42 publicly listed companies of the German capital goods industry. Besides clarifying some empirical links, the aim of this study is generating new questions for further empirical research. The study has the following design: (i) Referring to different functions of CSR, we evaluated official corporate publications subject to a set of criteria focusing on the functions of CSR (cf. Appendix). (ii) With regard to the empirical method, a factor analysis reveals the relationship between CSR function characteristics and some company fundamentals. The factor analysis consists of a parametric model that requires no ex ante assumption about causality [44,45]. Compared to traditional regression analyses (like OLS) the factor analysis reveals dependencies that are not obvious when employing traditional parametric regressions. Furthermore, we included fundamentals of the current fiscal year and some previous values to control for effects over time. With this design, our factor analysis shows differentiated results on the relationship between CSR functions and the CSP-CFP link that are stable even when we change the estimation method of our factor analysis.

We present the result of our study in two steps: Step (1) explains the results of the factor analysis. Using the measured correlations, step (2) derives new hypotheses for the exploration by future research.

Step (1) Table 1 summarizes the results of the factor analysis and presents the loadings of the eight factors with an Eigenvalue bigger than one. These eight factors explain about 80% of the variance in the data set. The individual factors can be interpreted as follows.

Table 1. Results of the empirical study: factor loadings.














	Number of Observations: n = 42
	F1
	F2
	F3
	F4
	F5
	F6
	F7
	F8
	Uniqueness





	Proportion
	0.35
	0.11
	0.09
	0.07
	0.06
	0.05
	0.04
	0.03
	0.20



	Eigenvalue
	10.46
	3.16
	2.66
	2.14
	1.75
	1.55
	1.23
	1.03
	



	B2C
	
	
	
	
	
	
	0.80
	
	0.31



	Organization of CSR:
	
	
	
	
	
	
	
	
	



	Counterpart for CSR
	0.45
	0.38
	−0.19
	
	
	
	
	−0.47
	0.37



	CSR not as staff position
	
	0.28
	
	
	0.66
	
	
	
	0.47



	decentralized CSR
	
	
	−0.17
	
	0.75
	
	
	0.19
	0.35



	CSR in a subdivision
	
	−0.18
	
	
	0.64
	−0.25
	
	
	0.48



	KPIs for CSR
	
	0.29
	
	
	−0.19
	0.72
	
	
	0.32



	Functions of CSR:
	
	
	
	
	
	
	
	
	



	Philanthropy
	0.88
	
	
	
	
	
	
	
	0.15



	Public Relation
	0.69
	
	
	
	
	
	−0.17
	
	0.47



	Risk Management
	0.90
	
	
	
	
	
	−0.17
	0.17
	0.11



	Marketing
	0.93
	
	
	
	
	
	
	
	0.09



	Research and Development
	0.92
	
	
	
	
	
	
	0.17
	0.07



	Controlling
	0.86
	0.19
	
	
	
	
	
	−0.21
	0.14



	Capex Management
	0.87
	
	
	
	
	
	
	
	0.19



	Financial Management
	0.89
	0.18
	
	
	
	
	
	
	0.12



	Investor Relation
	0.79
	0.18
	0.21
	
	
	
	0.17
	
	0.26



	Compliance
	0.40
	0.51
	
	
	−0.27
	
	−0.19
	
	0.42



	Human Resource Management
	0.93
	
	
	
	
	
	
	
	0.09



	Dialogues and Initiatives:
	
	
	
	
	
	
	
	
	



	Public criticizes the sector
	0.32
	0.58
	
	
	0.16
	
	0.45
	
	0.31



	Public criticizes the company
	0.24
	0.55
	−0.18
	
	0.30
	
	0.44
	
	0.29



	Dialogues with stakeholders
	0.57
	0.42
	
	−0.21
	
	0.16
	
	
	0.40



	Member of the UN Global Compact
	0.30
	0.86
	
	
	
	
	
	
	0.15



	Participation on UN GC with Reports
	0.31
	0.83
	
	0.17
	
	
	
	
	0.17



	Participation on other CSR initiatives
	0.23
	0.57
	0.26
	0.17
	−0.25
	0.23
	0.20
	
	0.37



	Company Fundamentals:
	
	
	
	
	
	
	
	
	



	Price-to-Book-ratio 2008
	
	
	0.96
	
	
	
	
	
	0.06



	Price-to-Book-ratio 2009
	
	0.17
	0.93
	
	
	
	
	
	0.08



	Price-to-Book-ratio 2010
	
	
	0.85
	
	
	
	
	
	0.24



	Dividend Yield (%) 2008
	
	
	
	0.88
	
	
	
	
	0.19



	Dividend Yield (%) 2009
	
	
	0.27
	0.67
	
	
	
	
	0.44



	Dividend Yield (%) 2010
	0.20
	0.22
	0.19
	0.76
	
	
	0.28
	
	0.22



	Return on Assets (%) 2008
	0.16
	
	−0.21
	
	−0.42
	−0.18
	0.33
	0.32
	0.50



	Return on Assets (%) 2009
	
	−0.17
	
	
	
	0.77
	
	
	0.33



	Return on Assets (%) 2010
	0.15
	
	
	
	0.17
	0.16
	
	0.75
	0.33



	Return on Assets (%) 2011 (forecast)
	0.32
	0.16
	−0.16
	
	0.28
	−0.39
	
	0.25
	0.54





Note: For the study, we analyzed 42 companies active in the German capital goods industry. The factors listed in the table were extracted by the non-iterative principal-factor approach. Only eight factors have Eigenvalues bigger than 1. The factor loadings are rotated by orthogonal varimax rotation. Blanks in the original data set were filled by mean imputation. Sources: [46], company publications, own calculations. Blanks represent absolute loading <0.15. Sources: [46], company publications, own calculations.





	Factor 1.The loadings of Factor 1 relate to many different variables which makes a clear interpretation difficult. Depending on the researcher’s theoretical background, different interpretations are possible. Thus, a more detailed analysis of these loadings will be the task of a prospective study.


	Factor 2. Companies with a specialized CSR manager that use CSR for management functions such as controlling, investment, finance, compliance, and investor relations more often participate in initiatives such as the Global Compact. The public criticizes both the sector and the individual firm even if firms engage in CSR activities. These companies had above-average price-to-book ratios in 2009 and paid higher dividends in 2010.







	Factor 3. Companies with more centralized CSR departments participate in CSR initiatives and use CSR for investor relations. The public rarely criticizes these firms. During the observation period, the price-to-book ratio is higher and the companies paid higher dividends in 2009 and in 2010.


	Factor 4. Companies with an average CSR professionalization engage less in stakeholder dialogues, too, but show above average participation in the UN Global Compact and other CSR initiatives. These firms paid higher dividends to their owners in all observed years.


	Factor 5. Companies in a sensitive industry sector without key performance indicators to control their CSR activities are viewed more critically by the public. These companies organize CSR decentralized as a sub-division and not as an executive department. They also focus less on compliance and participate less in other CSR initiatives compared to other companies in the industry. These firms achieve above-average returns on invested capital in 2010 and 2011, but below-average returns in 2008.


	Factor 6. Firms that organize CSR as an executive department also professionalize CSR with key performance indicators (KPIs). In addition, they also engage in stakeholder dialogue and participate in other CSR initiatives. These firms have above-average returns on investment capital in 2009 and 2010, but below-average returns in 2008. The return on investment forecast is also below industry average for 2011.


	Factor 7 represents companies that also operate in a business-to-consumer market. Public opinion views these companies more critically compared to firms only operating in the B2B market. In these companies, CSR has an impact on investor relations. In the fields of public relations, risk management or compliance, however, the impact of CSR is poor. These companies had above-average returns on investment capital in 2008 but paid above-average dividends to their shareholders in 2010.


	Factor 8. Companies with decentralized CSR professionalize in risk management and R&D. However, the impact of CSR on controlling is poor. These companies had higher returns on invested capital in 2008 and 2010, and, as a forecast, also for 2011.




This analysis shows interdependencies between factors that do not reveal mono-causal relationships, but this result is not surprising: the 42 companies active in the German capital goods industry not only produce a wide range of goods, they also deal with CSR very differently and enjoy (or not) widely diverse public reputation. The study highlights the broad spectrum of possible CSR concepts: CSR is used as pure public relations, as pure philanthropy, and also as a cooperation-oriented win-win approach.

Step (2) This ordonomically-inspired factor analysis derives new and interesting hypotheses about the CSP-CFP link. Yet further research is required to test some hypotheses that result from our factor analysis.


	Further research options inspired by factor 2. Companies with a professional CSR manager engaging in CSR in financial management and in investor relations seem to use public criticism to question existing business models. Stakeholder dialogues, the Global Compact, and other CSR initiatives seem to be instruments to generate ideas for improving the value creation process.


	Further research options inspired by factor 3. If companies professionalize their CSR activities by means of more centralized CSR management, the public tends to be less critical of them. Such professionalization of CSR might enable more productive investor relationships: investors might expect more sustainable business models and also higher future growth values, both of which facilitate refinancing sustainable investment funds.


	Further research options inspired by factor 4. Some companies do not invest in CSR because other investments yield higher returns. These companies might be under strong pressure from investors to pay high dividends. Alternative research options inspired by factor 4. Certain companies are so successful that they can afford not to engage in CSR activity. These firms seem to buy their “license to operate” with high capital costs.


	Further research options inspired by factor 5. Companies that do not connect CSR with their core business model (and hence do not control their CSR with key performance indicators) are criticized more often by the public. These companies use CSR primarily as a tool of corporate communication, i.e., they professionalize their public reputation and web sites.


	Further research options inspired by factor 6. Companies that do connect CSR to their core business model (and hence measure their CSR with key performance indicators) might use stakeholder dialogues to discover new stakeholder needs and to develop business models to meet them.


	Further research options inspired by factor 7. Companies operating in the business-to-consumer industry seem to use CSR to strengthen the relationship to their shareholders or even to attract new investors.


	Further research options inspired by factor 8. Companies that use CSR decentralized in risk management and in innovation management (and hence improve their current business model or develop new business models) also yield higher returns on invested capital.




The results of our empirical study are mixed. In part, this is due to the complexity and diversity of CSR strategies within companies. At this point, the question of whether companies use CSR to solve real business problems remains unanswered. However, the study does indicate that


	some companies use CSR to establish win-win cooperation with a few stakeholders,


	only few core business functions are supported by CSR projects, and


	costs of financing are higher if companies inadequately implement CSR.




Our study also gives rise to new and more precise empirical parameters that can enrich any further analysis in empirical CSR research. An important question guiding the design of future research can (and should) be: How do companies professionalize CSR and how can firms organize mutually beneficial cooperation through stakeholder dialogue?



5. Conclusions and Implications for Future Research

Based on the ordonomic notion that companies can use morality as a factor of production, this paper inquired into the question as to how CSR can be connected to the company’s role as an agent of social value creation. We believe that our approach generates interesting conceptual insights into how companies can use CSR to create value. Our analysis suggests how future CSR research can measure and estimate particularly important parameters. More specifically, we suggest the following directions for future research in the field of empirical CSR:


	An important insight is that not all CSR is functional. From an ordonomic perspective, it is not at all surprising that CSR shows a negative return in empirical studies if CSR activities are completely unconnected to the corporate processes of value creation, i.e., when CSR is exclusively designed as an instrument of ‘giving back to society.’


	Another important insight is that CSR can be functional if companies use moral commitments as a factor of production. This type of CSR is be strongly connected to corporate processes of value creation and, hence, also to important management functions such as, for example, risk management and innovation management. This effect should show up in the data.


	If CSR is implemented with the help of moral commitments, companies are not only playing within the game of day-to-day business but also in the game(s) of creating new rules of day-to-day business activities. We argue that empirical CSR research should bear in mind Buchanan’s distinction between ‘choices within rules’ and ‘choices among rules’ [47]. It is not sufficient to describe the CSP-CFP link by listing what companies actually do in the ‘real’ world. A sound empirical analysis should be able to differentiate between social cooperation and the rules that lead to successful cooperation from the viewpoint of institutional (economic) theory.


	From an ordonomic perspective, the CSP-CFP literature would be well advised to distinguish not just two levels of social interaction, but three. In addition to the arena of business and the arena of rule-setting, the ordonomic perspective emphasizes that social cooperation also needs a common understanding of the win-win potential of social cooperation. Discourse, sometimes also public discourse, can create such a common awareness and is thus an important prerequisite for mutually beneficial value creation with stakeholders.
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